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HOUSE BI LL NO. 287

"An Act anending the certificate of need requirenents to apply
only to health care facilities and nursing honmes located in a
borough with a population of not nore than 25,000, in the
unor gani zed borough, or in a comunity with a critical access
hospital . "

- HEARD AND HELD

HOUSE Bl LL NO. 426
"An Act relating to nedical assistance eligibility and coverage
for persons under 21 years of age."

- BILL HEARI NG POSTPONED TO 3/ 30/ 06

HOUSE Bl LL NO. 467
"An Act relating to the adm nistration of prescribed renedies
and dietary supplenments by a nurse.”

- BILL HEARI NG POSTPONED TO 3/ 30/ 06

HOUSE Bl LL NO. 468

"An Act relating to disclosure of enploynment information on a
nmedi cal assistance application and a hospital intake report; and
requiring the Departnment of Health and Social Services to
prepare and publicize a report pertaining to enployers who do
not provide health insurance.”
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- BILL HEARI NG POSTPONED TO 3/ 30/ 06

CS FOR SENATE BILL NO 177(HES)

"An Act elimnating the prohibition on the use by certain
licensed professionals of titles or descriptions of services
that incorporate the ternms 'psychoanalysis,' 'psychoanalyst,’
' psychot herapy,' ' psychot herapeutic,' or 'psychotherapist."'"

- BILL HEARI NG POSTPONED TO 4/ 4/ 06

HOUSE CONCURRENT RESOLUTI ON NO. 25

Supporting consistent regulation of district and statew de
correspondence prograns; and encouraging the Departnent of
Education and Early Developnent to renpove student allotnent
restrictions on all correspondence students.

- Bl LL HEARI NG CANCELED
HOUSE CONCURRENT RESOLUTI ON NO. 35
Relating to establishing March 2006 as brain injury awareness
nont h.
- Bl LL HEARI NG CANCELED
PREVI QUS COW TTEE ACTI ON

Bl LL: HB 287
SHORT TITLE: MEDI CAL FACI LI TY CERTI FI CATE OF NEED
SPONSOR('s): REPRESENTATI VE(s) LYNN

04/ 27/ 05 (H) READ THE FI RST TIME - REFERRALS
04/ 27/ 05 (H HES, L&C, FIN
03/ 28/ 06 (H HES AT 3:00 PM CAPI TOL 106

W TNESS REG STER

REPRESENTATI VE BOB LYNN

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke as the prinme sponsor of HB 287.

NANCY MANLY, Staff

to Representative Bob Lynn
Al aska State Legislature
Juneau, Al aska
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PCSI TI ON  STATEMENT: During hearing of HB 287, answered
guesti ons.

REPRESENTATI VE JOHN COGHI LL

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke as a co-sponsor of HB 287.

JIM LYNCH, Director

Human Resour ces

Fai r banks Menorial Hospita

Fai r banks, Al aska

PCSI TI ON STATEMENT: Testified in opposition to HB 287.

ROBERT GOULD, Fi nance O ficer

Oper ati ons

Fai r banks Menori al Hospital

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 287.

NOCRVAN STEPHENS, Chief Executive Oficer

Mat - Su Regi onal Medi cal Center

Pal mer, Al aska

PCSI TI ON STATEMENT: Testified in opposition to HB 287.

DEBORAH KI LEY, Nurse Practitioner (NP)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that the state would be better
served by allowing a |evel playing field and fostering
conpetition by elimnating the subsidy of existing facilities
when new construction isn't all owed.

STEPHEN SUTLEY, Oral Surgeon

Al aska Oral & Maxill ofacial Center

Fai r banks, Al aska

PCOSI TI ON  STATEMENT: During hearing of HB 287, testified that
the CON keeps conpetition out of Alaska and limts the doctors
and services that could conme to Al aska.

DON ROBERTS
Kodi ak, Al aska
POSI TI ON STATEMENT: Testified in opposition to HB 287.

GREG POLSTON, Physi ci an

Advanced Medi cal Centers of Al aska

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 287.
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GLENDA SM TH
Eagl e River, Al aska
POSI TI ON STATEMENT: Testified in support of HB 287.

JI M TAMAI, Othopedic Surgeon

Advanced Medical Centers of Al aska

Fai r banks, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 287.

THOVAS PI PER, Pri nci pal

MacQuest Consul ting

Jefferson City, M ssouri

POSI TI ON STATEMENT: Testified in opposition to HB 287.

FRED BROWN, Chai r man

ASEA/ AFSCMVE Local 52

Heal t h Benefits Trust;

Secretary, Alaska Health Care Cost WMnagenent Corporation;
Secretary, Fairbanks Central Labor Council

Fai r banks, Al aska

POSI TI ON  STATEMENT: Testified that the Fairbanks Central
Council believes it's time to change the current |aw regulating
t he CON.

ALAN GROSS, Ot hopedi ¢ Surgeon

Juneau Ot hopedics

Juneau, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 287.

SAM KORSMDO, Chi ef Operating Oficer

Al aska Open I nmaging Center (AQ C

Wasi |l a, Al aska

POSI TI ON STATEMENT: Testified that AIOC s success shows that
doctors and their patients appreciate having the choice to
access quality service and the commtnent to [|lower] costs.

JEREMY HAYES, Representative

Advanced Medical Centers of Al aska

Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 287.

ACTI ON NARRATI VE
VI CE-CHAI R PAUL SEATON called the House Health, Education and

Social Services Standing Commttee neeting to order at 3:06:45
PM  Representatives Gatto, Kohring, Gardner, Cissna, and Seaton
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were present at the call to order. Representati ve Anderson
arrived as the neeting was in progress.

HB 287- MEDI CAL FACI LI TY CERTI FI CATE OF NEED

3:07: 09 PM

VICE CHAIR SEATON announced that the only order of business
woul d be HOUSE BILL NO. 287, "An Act amending the certificate of
need requirenments to apply only to health care facilities and
nursing homes |ocated in a borough with a popul ation of not nore
than 25,000, in the unorganized borough, or in a comunity wth
a critical access hospital.™

3:08:16 PM

REPRESENTATI VE BOB LYNN, Alaska State Legislature, as prine
sponsor introduced HB 287 paraphrasing from the follow ng
witten statenent [original punctuation provided]:

Thank you for hearing HB 287 today. |I’m the prinme
sponsor of this bill, and Representatives Coghill,
Chenaul t, and Kohring are co-sponsors. As a matter of
di sclosure, I'm also a prine sponsor of an Initiative
on Certificate of Need I Ssues, al ong with
Representative Kohring and M. Paul Fuhs, which has
been certifi ed. The principal difference between the
bill and the initiative, is that the initiative

pertains to every place in Alaska, and ny bil
pertains only to places with a population exceeding

25, 000. But | want to focus on the bill because that
initiative is not before us, the bill is.
| would ask the commttee to consider this bill from

three different, but conplenentary, viewpoints.

Protect traditional American free enterprise;

| ncrease availability of medical care; and

Create potenti al cost savings for patients and
wor ker’s conpensation costs, and even administrative
costs to the state.

Personally, | think protecting free enterprise is as
Anerican as apple pie. If we want to go in business
together, we shouldn’t have to go “hat in hand” to the
government and beg for a Certificate of Need. | t

shouldn’'t matter whether that Certificate of Need is
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for a hot dog stand, a pizza parlor, or a nedical

facility. The free market should decide if a health
care facility, or any other business, is needed - not
some sel f-serving gover nment bur eaucr acy. A

Certificate of Need, in effect, and for exanple, gives
Anchorage and  Fairbanks hospitals a de facto
gover nment nonopol y. W need nore conpetition, not
| ess. Free enterprise noti vat es excel | ence,
encourages |lower prices through conpetition, and in
the long run benefits consuners.

Secondly, people suffering health problens need nore
choice of nedical providers, not |ess. Wien | get
sick, I want to be able to choose ny own caregiver -
and not have the governnent limt nmy choices with sone
Certificate of Need. Wen | go shopping for a
conputer, things wusually turn out better, if | have
sever al different dealers and nodels to choose
between. O course, finding the nedical provider with
the best service, and with whom we have the nost trust
is infinitely nore inmportant, and perhaps even aids
one’ s successful recovery.

Third, nedical costs in Alaska are reaching crisis
levels, and it hurts everybody. Passage of this bil
should help lower the escalating costs of W rker’s
Conmpensation, and the overall costs of nedical care
for the state, conpanies, and famlies. Typi cal |y,
nonopol i es i ncrease costs. Conpetition |owers costs.
That’ s Econom cs 101.

Lastly, there has been sonme nmmjor differences of
opinion over fiscal notes - what is legitimte to
i nclude, and what is not. For exanple, the origina
fiscal note for the initiative — alnbst identical to
my bill, except for no population exenption — cane in
at an incredible 41 mllion bucks. When questi oned,
we were told that the fiscal note would be about half
that figure — saved $20 mllion with one question.
Good thing we questioned it. And, as you wll hear
from witnesses, that figure is also unrealistic, and
way on the high side. This bill should not be
conprom sed with unsustainable fiscal notes — that’s
i nappropriate and not fair.

In sunmary, please evaluate this bill on its nerits
Those nerits pertain to the nedical availability,
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choice of health provider, legitimte cost savings to
al | concer ned, and especially the tine-honored
principles of American free enterprise. HB 287 is ny
designated priority legislation, and your support of
this bill is respectfully requested.

| would ask that you call next upon M. Paul Fuhs for
a nore in-depth discussion of this bill and especially
fiscal note questions which | am sure you'll Dbe
wanting to hear about.

3:13:34 PM

REPRESENTATI VE GATTO noved to adopt CSHB 287, Version 24-
LS0611\Y, M schel, 2/13/06, as the working documnent.

REPRESENTATI VE KOHRI NG obj ected, and asked whether the proposed
committee substitute (CS) is acceptable to the sponsor.

REPRESENTATI VE LYNN replied yes.
REPRESENTATI VE KOHRI NG renmoved hi s objection.

VI CE CHAI R SEATON, upon hearing no other objection, announced
that CSHB 287, Version Y, was before the conmttee.

3:14:12 PM

REPRESENTATI VE KOHRI NG stated support for HB 287, and related
that conpetition is going to be the key with regard to the cost
[and quality] of nedical service. Representative Kohring
expressed concern with regard to the fiscal note, especially
since it suggests that the opponents of the legislation my be
attenpting to kill the legislation with a greatly inflated
fiscal note.

REPRESENTATIVE LYNN said that he didn't want to assign
notivation to anyone because the |egislation proposed changing
the current situation and change is often unconfortable for
SOIeE. He noted that the conmttee packet should include
correspondence regarding how the fiscal note was derived.

3:16:35 PM
REPRESENTATI VE GARDNER rel ated her understanding that the issue

addressed in HB 287 is a national issue. She requested that the
sponsor provide sonme history of the certificate of need (CON).
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REPRESENTATI VE LYNN noted that his interest began in April 2004
when he introduced |egislation on the issue. Wth regard to the
specific history of the CON, Representative Lynn deferred to
ot hers present. In further response to Representative Gardner
Representative Lynn related his understanding that the CON was a
national mandate sone years ago and states followed at which
point the federal nmandate was renoved and the certificate of
need remained in many parts of the country.

3:18: 29 PM

REPRESENTATI VE Cl SSNA nentioned that she has heard comments that
seem to indicate that those in support of this legislation are
good people while those who don't support it aren't. Therefore,
she expressed hope that this legislation would rise or fall on
its own [nerits].

3:19:43 PM

REPRESENTATI VE GATTO pointed out that HB 287 doesn't elimnate
CON, but nmerely anends it. He then inquired as to whether there
are significant differences between the original |egislation and
Version Y.

3:20: 02 PM

NANCY MANLY, Staff to Representative Bob Lynn, Alaska State
Legi slature, explained that Version Y was brought forward in
order to keep the nursing honmes and residential psychiatric
t reat ment centers as part of the CON program The
aforenentioned is part of the initiative. In further response
to Representative Gatto, M. Manly specified that Version Y
includes a title change to add the |[|anguage "residential
psychiatric treatnent centers”. On page 1, line 7, and on page
2, line 4, the reference to subsection (g) was added. On page
2, line 6, the language "facility under AS 47.32 was added.
Subsection (g) on page 2, lines 13-15, was added as was the
| anguage "and residential psychiatric treatnment centers" on page
2, line 29. Finally, on page 3, line 1, the |anguage "except
for nursing hones and residential psychiatric treatnent centers”
was added.

3:22: 07 PM

VI CE CHAIR SEATON pointed out that the commttee packet should
include the fiscal note dated 3/16/06 for Version Y.
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3:22:24 PM

REPRESENTATI VE GARDNER said if the notion that providing health
care is a business such that marketplace rules should apply and
that conpetition wll |ower prices, why would nursing hones and
residential psychiatric centers be exenpt from the provisions of
HB 287.

REPRESENTATI VE LYNN related his belief that it's best to nobve
with what is possible to pass the House and the Senate. He
opined that [Version Y] is a step in the right direction.

3:23: 28 PM

REPRESENTATI VE JOHN COCHI LL, Al aska State Legislature, speaking
as a co-sponsor of HB 287, infornmed the commttee that the
resi dential psychiatric treatnment facilities are primrily
public pay, which is why it's probably not bad to |eave the
government in charge of the nunber of beds it wll nmake
avai | abl e. He indicated that it's a simlar situation wth
nur si ng homes.

3:24:21 PM

REPRESENTATI VE ClI SSNA surnised that the sponsor believes that
hospitals should be in the private sector and should be in
conpetition.

REPRESENTATI VE LYNN sai d he believes in conpetition.

REPRESENTATI VE CI SSNA highlighted the requirenent of hospitals
to be open 24 hours a day and see anyone who wal ks in. She
asked if anyone providing the sane services as hospitals would
be required to do the sane.

REPRESENTATI VE LYNN said it would depend on the facility. He
did say that to conpete in the marketplace, a facility would
have to offer simlar services.

3:26:26 PM

REPRESENTATI VE COCGHILL, in further response to Representative
Ci ssna, acknow edged that enmergency roons are nandated to take
all patients and due to that hospitals receive an extra "bunp"
on the Medicaid rate. He informed the committee that there are
other ways that [hospitals can use Medicaid noney to a greater
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advantage than nost other businesses. He acknow edged that
hospitals use different business nodels, but in Al aska nost are
nonprofit.

3:27:31 PM

VICE CHAIR SEATON highlighted that this |egislation addresses
expenditures over $1 million.

3:27:36 PM

REPRESENTATI VE ClI SSNA asked if there are supporting documents
regarding whether the federal funding is cost effective and
actually does cover the expenses such that it's an even playing
field.

REPRESENTATI VE COGHI LL said that he could provide the commttee
information with regard to the Medicaid rate issues. Wt h
regard to the cost effectiveness, he acknowl edged that it's
debat abl e.

3:28: 27 PM

REPRESENTATI VE KOHRI NG rel ated his understanding that there are
a large nunber of physicians who support this concept of
elimnating or at |east reducing the CON

REPRESENTATI VE LYNN agreed, and added that the CON is one manner
in which the nedical challenges the state faces could be
addr essed.

3:29:49 PM

REPRESENTATI VE KOHRING inquired as to what other states are
doing with the CON

M5. MANLY related that approxinmately 36 states continue to have
the CON, although there seenms to be nuch novenent toward
removi ng CON prograns.

3:31: 28 PM

JIM LYNCH, Di rector, Human Resources, Fai rbanks Menori al
Hospi t al , began by stating that he, too, bel i eves that
capitalism and strong economic conpetition are positive and
strong econom c theories. However, he opined that the

af orenenti oned theories don't work perfectly nor should they be

HOUSE HES COW TTEE - 10- March 28, 2006



applied blindly in every situation. M. Lynch then related his

strong opposition to HB 287 for several reasons. First, it's a
fl awed assunption to believe that conpetition in the health care
industry [will decrease costs]. The health care industry is an

environment in which the economcs aren't normal because there
is heavy governnent subsidy. He opined that in many situations
these costs [at hospitals] will increase and wages are likely to
increase for technically trained staff that are in short supply
within the state, which would inflate the cost of a hospital as

well as a stand-al one surgical center. Moreover, it's likely
that community hospitals wll have to conpensate for |ost
surgical revenue by increasing prices for other services it
offers, and thereby resulting in higher overall health care

costs for the community. M. Lynch highlighted that hospitals
see all patients regardless of the patient's ability to pay. On
the other hand, surgical centers are likely to only see patients
with the ability to pay and the facilities are likely to only
provi de procedures for which the rmaxinmm reinbursenment is
received fromthe government or private insurers.

MR. LYNCH then brought forth the issue of self-referral. He
informed the conmttee that historically, hospitals and stand-
al one surgical centers are the facilities that sell surgical
services while physicians sell their services related to the
delivery of health care. The econom c relationship between the
two groups is conplinentary with the hospitals providing the
facility services needed by the physicians and the physicians
providing the patient referral volume the facility needs.
However, the entire relationship will shift when a referring
physi cian acquires personal financial ownership in the free-
standing health care facility that conpetes with the hospita
facility. The aforenentioned is particularly troublesonme in a
situation in which the referring physician investor is faced
with referring a patient to the hospital facility that he/she
doesn't own or the stand-alone surgical center in which he/she

has an econom c investnent. Lastly, M. Lynch expressed concern
with regard to the small size of the community, 25,000
popul ati on base, proposed in HB 287. | f one | ooks nationally,

it takes a mninum of about 300,000 people to have an open
econoni ¢ nodel that can sustain conpetition, he opined.

3:36: 29 PM
REPRESENTATI VE GARDNER rel ated her understanding then that if a

physician has ownership in a stand-alone facility and that
physician makes a referral to his/her own facility or the
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hospital, the physician has a conflict of interest that can
i nfluence the aforenentioned deci sion.

MR. LYNCH replied yes, adding that the issue is the potential
increased gain by referring to a facility in which the physician
has an investnent.

3:37:12 PM

ROBERT GOULD, Finance Oficer, Operations, Fairbanks Menori al
Hospital, began by stating his opposition to HB 287. He noted
that over the last four or five years he has testified a nunber
of times regarding the inpact that elimnation or weakening of
the CON would have on a community hospital, particularly in
Fai rbanks. M. Gould informed the conmttee that there are only
fours areas in health care that continue to make noney for
facilities, and therefore as a business nodel the only areas of
the hospital that are profitable and conpetitive are surgery
radi ol ogy, pharmacy, and | abs. However, the hospitals provide
much broader services than just the aforenentioned four services
and in fact, those services actually pay for the rest of the
services the hospital offers.

MR. GOULD rel ated his understanding that the assertion of HB 287
is that by elimnation of the CON in communities with a
popul ati on  over 25, 000, conpetition will increase while
decreasing the cost. However, he disagreed and pointed out that
there is data that supports the hospitals' position that the
elimnation of the CON will increase the cost of care. He noted
that as of February 22, 2006, he performed a survey of two top
magneti ¢ resonance imaging (MRIs) [facilities] in Fairbanks in
conpetition with Fairbanks Menorial Hospital. Over the years,
each entity has testified that if they were allowed in the
mar ket, they would decrease costs. However, of the private M
[ provi ders] one charges about $1,700 and the other about $1, 900
for a MRl spine wthout contrast while the sanme costs about
$1,400 at the hospital. The aforenentioned is the nunmber one
procedure in Fairbanks. The second nbst common procedure is MR
of the brain without contrast. Again, the private providers are
hi gher than the local hospital. Because of the referral pattern
and because it's not a pure free nmarket, patients are being
driven to facilities with higher costs due to the |ack of
understanding of the costs and exans. In conclusion, M. Gould
suggested that if there was a conparison of charges, one wll
find that in the not-for-profit community hospitals the charges
are nore than likely much lower than those in the for-profit

privately owned facilities. If HB 287 is passed or the CON is
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weakened, hospitals and comunities in Alaska wl]l be
drastically harnmed, he opined.

3:43: 02 PM

MR. GOULD, in response to Representative Gardner, explained that
under the current reinbursement system facilities are paid the
nost for surgery, radiology, pharmacy, and | abs. That is for
t hose services, the reinbursenent is well beyond the cost of the
service while for other services there is a much |[|ower

rei mbur senent. The aforenentioned is why people want to
elimnate the CON and enter the market for the four noney-making
servi ces. He pointed out that soneone won't put in an in-

patient nental health unit, an enmergency room or hone health
care for chronic inebriants or diabetics.

3:44: 05 PM

REPRESENTATI VE GARDNER asked if a facility only provided the
four noney-making services, could it reduce the rates for those
servi ces.

MR. GOULD answered yes, in theory. In fact, the [private
provi ders of the four noney-naking services] ought to be able to
offer the services at a l|ower cost, especially since these
private facilities, unlike hospitals, don't have to be open 24
hours a day, 7 days a week, 365 days a year, which neans that
they don't have to pay a shift differential, overtine, or
additional staffing requirenents. However, because of the
ability to steer patients [and the profit notive], the facility
can charge what it desires.

3:45:14 PM

REPRESENTATI VE GARDNER posed a situation in which a self-pay
pati ent in Fairbanks chooses to have his/her radiology procedure
performed at Fairbanks Menorial Hospital. She surnised that
such a patient is subsidizing other parts of the hospital
because the patient is paying a higher cost than the hospital
woul d otherwi se have to charge because the charges for the
services are set at a level that allows the subsidization of
ot her procedures.

MR. GOULD said that's an accurate statenent, but clarified that
Medi care and Medicaid set rates for the hospitals. Regar dl ess
as to whether it's insurance, private pay, et cetera, the fees
are based primarily on what Medicare and Medicaid pay or their
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regul ati ons. He reiterated that Medicare and Medicaid pay
extrenely well in the four areas nentioned earlier and extrenely
poor in all other areas. "In effect, we're doing exactly what
t he governnent has asked us to do, which is charge nore because
you're going to get paid nore in these areas,"” he pointed out.

3:46: 25 PM

MR. GOULD, in further response to Representative Gardner, said
that he does have data indicating that renoving the CON may
increase costs and could provide it to the commttee. He noted
that this same debate is occurring across the nation in relation
to specialty hospitals. Currently, the federal governnent has a
nmoratorium on specialty hospitals because studies show that they
have increased costs and physician-owned hospitals see a reduced
nunber of governnment patients and nore of the comercial
i nsurance payers, which results in an increase in governnent
patients in community hospitals.

3:49: 55 PM

NORMAN STEPHENS, Chief Executive Oficer, WMit-Su Regiona
Medical Center, recalled the sponsor's coment that this
| egislation is Econom cs 101 and respectfully disagreed because
it's not Health Care Economi cs 101. He informed the commttee
that he has a master's degree in health care adm nistration and
has studied health care financing, which is quite different than
traditional financing. M. Stephens pointed out that hospitals
are a people-oriented business and the product is to hire people

to take care of others in a very intensive format. Hospital s
are different than manufacturing in which mass production
techniques or outsourcing |abor drives the costs down. In

hospitals, the econom cs are inherently cost-based. He rel ated
that what a hospital charges doesn't make that nuch difference
because the cost structure is really what determ nes whether the
hospital is effective and sustainable. M. Stephens highlighted
that there is a finite nunber of people who are being served in
an area and adding a second facility to provide sone of the
services of the hospital doesn't reduce the cost to the
community but rather doubles the costs in sone respects.
Furthernore, since there are trenendous staff shortages, the
[private facilities] that don't have to work the hours of a
hospi tal enpl oyee cause the hospital to increase its salaries in
order to remain conpetitive. A vicious cycle is created that
threatens the stability of a comunity hospital, and therefore
he opposed HB 287 which he said is based on flawed |ogic and
econom c theory that hasn't been exam ned thoroughly. M.
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St ephens informed the conmttee that he lived through sonething
simlar in Corpus Christi, Texas, where the CON was elim nated
and the for-profit corporations came in, which resulted in a
nunber of hospitals closing. Al aska, a relatively snmall state,
is nore vulnerable and ©probably couldn't tolerate the
elimnation of the CO\

3:54:36 PM

VICE CHAIR SEATON inquired as the size of comunity that would
support a conpetitive nodel or a situation in which there is no
CON.

MR. STEPHENS said that Corpus Christi, Texas, to which he
referred earlier had a popul ation of about 379, 000. Once there
is a population of 300,000 or over, any one player becones |ess
vul ner abl e. In the Mat-Su Valley, he pointed out that the
original Valley Hospital Association, a not-for-profit entity
that has taken care of the Mat-Su Valley's needs for 70 years,

has stacked everything on the new [nedical center]. In fact

$101 million has been spent to build this hospital in the Mat-Su
where there is a lot at risk. He noted that there are niche
provi ders hovering to pick off the profitable product Iines and

prograns that the hospital depends upon to make its living. The
only way to keep the hospital breaking even or on margin would
be to review other areas of the hospital not being provided
el sewhere and try to recover the cost in those areas. M.
Stephens then infornmed the comittee that the Health Care
Advi sory Board is a nonprofit think-tank group that recently
gave a presentation entitled "Overcom ng A Ruinous Conpetition.”
The presentation highlighted those who are profit-seekers who
focus on the lucrative niche markets wthin the health care
i ndustry.

3:57:39 PM

REPRESENTATI VE ClI SSNA recall ed an economcs class she attended
in which externalities was discussed. She requested that M.
St ephens di scuss externalities in [the health care industry].

MR. STEPHENS said that he didn't know what externalities are.

REPRESENTATI VE CI SSNA explained that externalities are what
happen when market systens don't work perfectly.

VICE CHAIR SEATON said that the aforenentioned could be
addressed during commttee di scussion.
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4:00:31 PM

REPRESENTATI VE GATTO related his understanding that the Mat-Su
Regi onal Medical Center, Fairbanks Menorial Hospital, and the
Al aska Regi onal Hospital are all for-profit hospitals as opposed
to governnent/comrunity hospitals such as Providence Medical
Center and Bartlett Regional Hospital. He asked if whether a
hospital is for-profit or not-for-profit wuld change the
outl ook in relation to CON

MR. STEPHENS replied no. Al though the difference in ownership
has to do with what happens to the reserves over revenue, a for-
profit hospital provides the same anmount of unconpensated and

charity care as [nonprofit hospitals]. |In fact, Mat-Su Regi ona
Medi cal Center's charity care is 2.5 percent of gross, which has
i ncreased since the conpany has taken over the hospital. \V/ g

St ephens sai d:

We're dealing with the sane rules and regul ations that
pertain to a for-profit hospital, the market pressures
are the sane; we have the sane laws that require us to
not ask people whether they have the neans to pay.
And ... because of being a for-profit hospital, it's
even nore critically sensitive in a comunity where
we're trying to maintain a good reputation and ensure
that we get business from our conmunity. W've got to
be very careful about our approach toward being a for-
profit and it doesn't change that at all.

MR. STEPHENS, in further response to Representative Gatto,
opined that HB 287 does the reverse of l|eveling the playing
field. The legislation allows niche providers who do not have
the sanme obligation to the comunity to operate freely.
Therefore, the constraints of a hospital aren't renpved either
legally or norally because a facility couldn't maintain itself
as a hospital wthout operating an energency room all night
| ong. Furthernore, to place hospitals in conpetition with the
8:00 aam to 5:00 p.m niche operators is not a leveling of the
pl ayi ng field.

4:03: 44 PM
REPRESENTATI VE GARDNER i nquired as to how the health care costs

in Corpus Christi, Texas, conpare to costs in other comrmunities
of conparable size with or without the CON
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MR. STEPHENS expressed the need to research that, but offered
that the costs continue to rise, which he characterized as a
nati onal energency. However, he pointed out that costs in
health care are costs that health care sustains; those costs are
incurred as the hospital operates and are largely I|abor and
t echnol ogy costs.

4:05:33 PM

REPRESENTATI VE GARDNER opined that it's generally understood
t hat when new businesses come to town, there's a shakeup from
whi ch sone survive and sone don't. Therefore, she expressed
interest in any data about what actually happens with health
care costs in a coonmunity after the renoval of CON

4:06: 09 PM

DEBORAH KILEY, Nurse Practitioner (NP), specified that she is
speaking on her own behalf as a nurse, although she is an
enpl oyee for the Advanced Medical Centers of Al aska. She
informed the commttee that she has been a nurse for over 30
years and a NP for over 20 years during which quite a nunber of
t hi ngs have changed. When the CON process was introduced in
1972, it was designed to control <costs by stopping the
proliferation of all types of nedical facilities by requiring
review for projects costing over $100,000. However, restricting

building didn't control the cost of health care. "The CON
concept has no nore application to life in 2006 than $100, 000
nmedi cal facility budget will buy today," she said. In fact, the

f eder al governnent and 20 states have revoked the CON
requi renents, which she asked the commttee to take the first
step in doing so as well. M. Kiley refuted the nyth that only
hospitals and comunity health centers provide for the
underserved because in the private sector physicians, physical
t herapi sts, nurse practitioners, and other <clinicians donate
many hours and resources to patients with no or inadequate
resour ces. Therefore, rather than placing artificial barriers
before private citizens who have the vision to build and create,
the state would be better served by allowng a |evel playing
field and fostering conpetition by elimnating the subsidy of

existing facilities when new construction isn't allowed. "Wth
conpetition, providers can attract patients by inproving their
quality of care, inproving service to the patient, and/or
decreasing costs to payers," she opined. She further opined

that patients deserve a choice as to where they receive
servi ces.
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4:10: 49 PM

REPRESENTATI VE Cl SSNA asked if M. Kiley could provide exanples
of why the CON would cause costs in the health care industry to
i ncrease.

M5. KILEY clarified that her testinmony was that costs would
decrease if nore facilities were avail abl e.

4:12:29 PM

STEPHEN SUTLEY, Oral Surgeon, Alaska Oal & Maxillofacia
Center, opined that the majority of the elderly patients and
medi cally conprom sed patients that "we" treat at the hospita
could be safely be treated in a surgery center for a |ower cost.
He pointed out that many of these patients receive Medicare and
Medicaid and thus treatnment in a surgery center versus a
hospital would decrease the cost to the patient as well as the
St ate. Furthernore, a nunber of the patients that require
facial reconstruction surgery or orthognathic surgery elect
either to not have the surgery at all or to go to Seattle or
Portl and because of the escalated costs at the |ocal hospital

Many of these patients could be treated at a surgical center.
Moreover, facial trauma with fairly sinple fractures to the face
requiring treatnent at the hospital operating room could also be

treated safely in a surgery center. Many of these patients have
Medicaid or no insurance at all, and therefore face extrenely
high bills when they are discharged from the hospital. I n

summary, the CON needs to be repeal ed, he said. The CON, he
opi ned, keeps conpetition out of Alaska and limts the doctors
and services that could come to Al aska. Congress recogni zed the
problem and has repealed the CON as have nmany states.

Economcally, it's <costly to maintain the status quo for
patients in Alaska. Dr. Sutley explained that the CON increases
the cost throughout the state. In fact, the CON, he opined, is

only inportant for those special interest groups who desire it
to remain.

4:16: 58 PM

VICE CHAIR SEATON inquired as to whether the [Alaska Oal &
Maxi | | ofacial Center] takes Medicaid patients. He also asked if
the [center] limts the nunber of Medicaid patients.

DR. SUTLEY answered that he does accept Medicaid patients and

has no Iimts on the nunber that [the center] takes. He echoed
earlier testinmony that hospitals are not the only facilities
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that give away free care. In fact, Dr. Sutley informed the
committee that he [Alaska Oal & Mxillofacial Center] gives
away several hundred thousand dollars worth of care every year
whether the patient is on Medicaid or nerely can't pay his/her
bills.

4:17:42 PM

REPRESENTATI VE GARDNER asked if Dr. Sutley works at a surgica
center and has privileges at Fairbanks Menorial Hospital.

DR. SUTLEY explained that his business and practice is the
Alaska Oal & Mxillofacial Center with which he has one
part ner. He specified that the Alaska Oal & Maxill ofacial
Center isn't a surgical center. He al so specified that he has
full privileges at the Fairbanks Menorial Hospital.

4:18: 38 PM

REPRESENTATI VE GARDNER rel ated her understanding that there are
sonme hospitals that don't allow surgeons to perform surgery at
the hospital if they perform surgery at a private surgical
center.

DR SUTLEY said that he wasn't famliar with such a scenari o.
4:19: 14 PM

DON ROBERTS began by stating his opposition to HB 287. He
opined that health care services aren't best delivered on a
conpetitive basis because conpetition results in wnners and
| osers. In such a situation what happens with all the |osers,
he asked. "Basically, | think it wultimately reduces the
availability of quality health care services and sacrifices
effective services on the alter of admnistrative efficiency,"”
he opi ned. However, if the desire is to control health care
costs, one nust deternmne where hospitals are spending their
noney. Therefore, he suggested that the conmmttee consider
including the state's version of the federal form 990 and a
soci oeconom c report. He al so expressed the need for there to
be sone commitnment from the community as to how agencies could
i ncorporate the resources of other physicians and facilities to
offset the costs of service and include the wviability of
servi ce. He expressed concern with regard to the references to
"health care service" because it doesn't explain whether it's a
health care service that keeps one healthy or a crisis,
treatment, or recovery service. Furthernore, there is no
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knowl edge as to how nmuch of "this" wwuld be in the
adm ni strative costs. Even nore troubling is the definition of
"person" as per 7 AAC 7.07.900(a)(14) includes the follow ng:
heal th mai ntenance organizations (HMXs), foundations, trusts,
estates, the state, political subdivisions or other |egal
entities, as well AS 01.10.060(8), which specifies that a
"person” includes corporations, conpanies, partnerships, firns,
associ ations, organizations, businesses, trusts as well as a
nat ural person. He opined that there are philosophical and
noral problenms when a government creates entities and gives them
the sane authority of the entities that created [governnent].

4:23:36 PM

GREG POLSTON, Physician, Advanced Medical Centers of Al aska,
stated support for HB 287. He opined that by renoving the CON

access to health care wll increase in A aska for Al askans and
costs will decrease. He informed the commttee that currently
he sits on the state Medicaid conmttee, on both the drug
utilization review committee as well as the pharmacy and
t her apeutics conmttee. In working with those two committees,
Dr. Polston said that he has reviewed the cost and attenpted to
maxi m ze care. Wth regard to the testinobny that niche
physicians are trying to push this legislation through, he
strongly disagreed. In fact, in the 21 states that have

elimnated the CON, health care costs haven't been inpacted and
conpetition has allowed conpetition such that hospitals aren't
in nmonopoly situations. He inforned the commttee that he has a
report from the conm ssioner of DHSS that discusses a nunber of
projects [that would be considered] if the CON was renoved from
the state. In reviewing the list, Dr. Polston said he becane
very excited with regard to the various new facilities [and
services] that would be provided in the state. He related that
it appears that over 200 beds could be provided, a cardiac
hospital, and a substance abuse hospital. Furthernore, the
econom cs of building these centers, in ternms of jobs provided,
woul d al so nake the state a stronger place in which to work and
live.

4:26:56 PM

DR. POLSTON, in response to Vice Chair Seaton, specified that
Advanced Medical Centers has facilities located in Anchorage,
Fai rbanks, and the Mat-Su Valley. He noted that he has also
done work in the Kodiak hospital in the past.

4:27:21 PM
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REPRESENTATI VE = GARDNER  asked i f Dr. Pol st on has any
docunentation to support his statenent that in the 21 states
that have elimnated the CON, health care costs haven't been
i mpact ed.

DR. POLSTON related that the commttee packet should contain a
report from the Washington Policy Center, which was prepared by
M. Barnes who should be on-line to testify. Addi tional ly, he
said that he has a report that was prepared by the Florida State
University Law Review "stating sone of those questions that you
have. "

4:28: 24 PM

GLENDA SM TH, speaking as a patient advocate and nother of a
special needs child, began by relating that over the years
attenpts to lower the cost of health care have resulted in cuts
to the much-needed services for those wth disabilities.
Furthernore, she said that she has seen nuch docunentation

relating that the CON hasn't been successful 1in containing
health care costs and thus she questioned why the CON would
continue to exist. She highlighted that Al askans don't have

access in this state to the specialists that are needed, which
costs the state a |lot of noney to send patients out of state for
treat ment. Ms. Smith opined that [HB 287] is a way to inprove
the rising costs of health care in the state and help many in
the process rather than filling the pockets of a few She
concluded by noting her appreciation in regard to what the
conm ttee can do to nove HB 287 forward.

4:31:59 PM

JIM TAMAI, Othopedic Surgeon, Advanced Medical Centers of
Al aska, informed the conmttee that during his 14 years as a
practicing physician in Fairbanks he has had the opportunity to
becone famliar with the health care structure in the Interior

One of the weaknesses in the Interior, he opined, is that there
is only one specific health care facility that offers a broad

range of services, including inpatient and outpatient care as
wel |l as surgical services. The aforementioned is Fairbanks
Menorial Hospital, which is a strong hospital. However, the

community could benefit by opening up opportunities for
alternative access to health care, in particular in the form of
outpatient anbulatory surgical center services. Havi ng nore
than one facility, he highlighted, [is of inportance] since the
terrorist attacks of Septenber 11, 2001. Dr. Tamai then rel ated
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his firm belief in a free narket econony and his support in HB
287. He then indicated the need for there to be alternative
facilities.

4:35:26 PM

VICE CHAIR SEATON asked if Dr. Tamai had any information wth
regard to the population |evel necessary to support a general
hospital that provides 24 hour service, outpatient surgery, and
i magi ng servi ces.

DR. TAMAI replied no, but related his belief that it would
depend upon the size of the hospital and the nunber of full-tine
enpl oyees. In further response to Vice Chair Seaton, Dr. Tamai
related his belief that if Fairbanks' popul ati on was one-quarter
the size of its current population, it could possibly support a
hospital, imaging center, and an anbul atory surgical center. He
explained that he believes it would be possible because
Fai rbanks, even a smaller Fairbanks, wuld be the closest
regional hospital in the Interior area outside the Fairbanks
North Star Borough.

4:37:31 PM

REPRESENTATI VE GATTO posed a situation in which there is no
facility, and inquired as to whether it would be in the
community's best interest to not have the CON or to protect one
good facility.

DR. TAMAI naintained his belief that the comunity would stil
be served best with conpetition and choices for patients.

4:39: 35 PM

REPRESENTATI VE GATTO pointed out that the governnent does
provide for nonopolies, such as an electric conpany. However
the governnment regulates the conpany. Representative Gatto
opined that the CON was simlar, in that the regulation for the
single service was the CO\ Therefore, he inquired as to

whet her nonopolies can work so long as they are regulated by
gover nnent .

DR. TAMAI nmaintained that conpetition nakes everyone work
harder, better, and nore efficient. He expressed concern that
conpl acency may breed where nonopolies exist.

4:42: 01 PM
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THOMAS PIPER, Principal, MacQuest Consulting, infornmed the
commttee that he has been the director of the CON in Mssouri
for over 21 years and is currently working with the Departnent
of Health in Seattle, Washington. He noted his opposition to HB

287. He then directed the commttee's attention to the
Power Point entitled, "National CON Perspective and Experience
| npact Report of Deregulation", which is included in the
conmm ttee packet. He then referred to the slide entitled, "The

CON Matrix of 2005 Relative Scope and Review Threshol ds: CON
Regul ated Services by State" and pointed out that although
Al aska has one of the broadest prograns, it ranks near the top
However, were HB 287 to pass, Alaska's rank would fall with only
| ong-term care.

MR. PIPER then turned to the situation in GChio, which is a state
for which there is the best information wth regard to what
happened i medi ately after deregulation of CON. He inforned the
conmttee that the Onhio General Assenbly started the three-year
repeal of the CON in 1995 after having a CON for 20 years for
nost servi ces. Al facilities, services, beds, capital, and
equi pnent save long-term care were taken out of review Over
the three-year phase out, 17 services, in total, were taken out
of the CON process. He pointed out that Chio is one of the few

states that doesn't have hospital licensure, but rather the
services are all handled under joint conmssion surveys and
nat i onal revi ews, except the psychiatric and obstetrical

servi ces. He pointed out that there are free-standing services
in Chio, nmost of which are licensed and have quality review.
However, |icensure nor quality review were barriers to market
entry to establish new services or the expansion of such
servi ces.

MR. PIPER then drew the conmttee's attention to "Ohio Hospitals
Cl osed since Deregulation”, which relates that before 1997 there
were 214 licensed hospitals. However, after deregulation, the
nunber of hospitals dropped to 206 with a commensurate | o0ss,
al nost 7,000, in the nunber of beds. The next slide, "Detail of
Hospitals Opened since Deregulation”™ relates that 19 new

hospitals were established for a total of 829 beds. Overal I,
there was a decline as evidenced in the slide entitled "Hospital
Bed Decline since Deregulation.” Still, cardiac catheterization

i ncreased since deregulation, although per state law it can only
be performed in a hospital setting. An increase in [facilities
of fering] open heart surgery also occurred after deregul ation.
Wth regard to imaging services, in 1995 there were 23 nobile or
free-standing MRIs, which increased to 126 new MRl units in 1999
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while 65 nore intended to cone on-Iline. In 1995 there were 35
hospitals with in-house MRIs and after 1999 alnpost all hospitals
had a MRI. M. Piper then highlighted the increase in radiation
therapy facilities since deregulation as was the case wth
anbul atory surgery facilities and outpatient dialysis centers.

4:50:51 PM

MR. PIPER identified the main characteristics of deregulation in
Ohio as follows: a significant loss of inner city hospitals; a
substantial increase in anbulatory surgery facilities and other
freestanding facilities; and nore conpetitive hospitals. He
then pointed out that the elimnation of the CON is in sharp
contrast to those areas where work is going forward to inprove
the CON, such as in Wshington, Mine, and North Carolina.
Turning attention to the slide entitled, "Balance Regul ati on and
Conpetition: Protect Community Interests”, he infornmed the
cormmittee that over 50 percent of the noney going into health
care conmes from public sources such as Mdicare, Medicaid, and
other third-party sources. He opined that it mght be a nuch
better situation if pricing and quality information were
avai l abl e for patients. However, the price of individual health
care services isn't avail able. Furthernore, often the patient
isn't the person purchasing the services because the physician
is making the decisions and the enployer/governnment is actually
purchasing the health insurance for the enployee if the
i ndividual is even covered. Therefore, it's necessary to have
better comunity-oriented health services and facility plans,
pricing and quality information to consuners, and nmintenance of
a public forumfor a broad range of services. The goal isn't to
reduce the scope of services to long-term health care only, he
st at ed. M. Piper concluded by relating that there is good
reason to maintain the current system in Alaska, which he
characterized as a systemthat really works.

4:54: 35 PM

VICE CHAIR SEATON highlighted that the slides illustrate a
decrease in the nunber of hospital beds, but a general increase
in the nunber of hospitals that provide various treatnents. He

asked if M. Piper has any information with regard to the cost
of procedures when the CON was in place and after it was
el i m nat ed.

MR. PIPER answered that recent reports from Ohio relate that

costs have escalated steeply, although there has been no
reporting of the real costs. In fact, it has been alnost
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i npossible to determ ne the inpact of the elimnation of the CON
ver sus ot her changes.

4:55:47 PM

VI CE CHAI R SEATON requested that M. Piper provide the commttee
with any information he receives in relation to the costs
associated with the elimnation of the CON

4:56:14 PM

REPRESENTATI VE ANDERSON inquired as to who is paying M. Piper
to testify today.

MR. PIPER answered that he has testified voluntarily, although
he noted that |ast year he was under contract with DHSS to help
i nprove the CON program

4:57:05 PM

REPRESENTATI VE ANDERSON asked, "Do you find that this bal ance
this swaying of public policy occurs in all the states where the
CON arises in |legislation?"

MR. PIPER replied that it does in the vast majority of states
because the value of the CON has been repeatedly questioned. He
enphasi zed the difficulty with health care, which is expensive
and doesn't play by the same rules as other services and goods

since it isn't a comodity. Furthernore, Alaska is unique in
many ways W th several large population centers and areas in
which a hospital is barely [remaining open]. At the sane tine,

CONs or simlar prograns don't stop conpetition, he said.
Moreover, Alaska's new regulations are based on excellence in
performance so that if a new applicant/entrant to the market can
nmeet the performance expectations, that applicant/entrant wll
be approved. He said that Alaska's system is based on very
conpetitive values, and therefore he opined that Al aska has
taken steps to make Alaska's CON nore responsive although he
acknow edged that it's not perfect.

5:00: 18 PM
VICE CHAIR SEATON inquired as to whether M. Piper had any data
with regard to the size of population under which the CON

woul dn't fulfill its purpose and the system would nore easily
lend itself to a nore conpetitive nodel
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MR. PI PER responded that he knows of no such nodel. He rel ated
that in practice he has seen that the |arger the popul ation, the
greater the need for an oversight into the market in order to
ensure quality entrants and achi evenent anong the participants.
In the health care industry it's well known that the nore that's
done, the better the quality and thus there need to be m nimm
utilization standards for excellence and to hold down the
nortality figures.

5:02: 08 PM

REPRESENTATI VE ClI SSNA returned to the Chio exanple, and inquired
as to how many, if any, nedical school hospitals or county
hospitals there were and the outconme of those [after the
elimnation of the CONJ. She then inquired as to whether there
is any transparency in Chio with regard to the costs of health
care, before and after the elimnation of the CON

MR. PIPER, in response to the first question, said that he would
contact folks in Ohio for that information. Wth regard to
transparency, he related his belief that there are new efforts
to inprove the situation in Chio wth regard to the transparency
of costs. He indicated that the Chio Ofice for Health Policy
appears to have published some data on the hospitals.

5:04: 05 PM

REPRESENTATI VE GARDNER, referring to the nunber of hospitals
that have closed in Chio since deregulation, asked if it's
possible that the CON was an artificial support for hospitals
that weren't needed, and therefore the decrease in hospitals was
the result was a natural consequence of renoving the artificia
envi ronment .

MR. PIPER opined that the CON has been referred to as an
enfranchi ser of services that are currently in existence, which
he said he believed to be the case in Chio. However, one must
keep in mnd that the CON doesn't protect those hospitals
because the hospitals have to "pass nuster"” to ensure that they
had a certificate to provide those services. M. Piper related
that he was told that sone of the hospitals were on the verge of
closure [before the elimnation of the CON], and therefore the
cl osures were probably a conbination of factors. Health care is
not cleanly dissected with regard to regulation and fee changes
and thus overlaps are difficult to differentiate.

5:06: 05 PM
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REPRESENTATI VE GARDNER surmsed from the slides of the Ohio
situation that nore facilities opened up with the elimnation of
t he CON. However, the data presented doesn't speak to the
reason for conpetition, which is its inpact on quality and price
of services.

5:07:19 PM

FRED BROWN, Chairman, ASEA/ AFSCME Local 52, Health Benefits
Trust; Secretary, Alaska Health Care Cost Managenent Corporation
("The Coalition"); Secretary, Fairbanks Central Labor Council,
provided testinony on HB 287, paraphrasing from the follow ng
prepared statenent [original punctuation provided]:

| am making this statenent on behalf of the Fairbanks
Central Labor Council, which has taken the position
that the current state law requiring a Certificate of
Need from the Al aska Departnent of Health and Socia
Ser vi ces, before expending nmore than $1, 000, 000
towards inproving or building a health care facility,
is counter-productive to providing cost effective
health care for Al askans. It is also inconsistent
with the cherished American principles of conpetition
and free enterprise.

The Fairbanks Labor  Council is affiliated wth
ei ght een unions representing approxi mately 5,500 union
nmenbers in Interior Al aska. These uni on nenbers work
in the public and the private sectors, in construction
and in the service industries, and on |arge governnent
contracts as well as for small business owners. Many
of these nenbers are married and have famlies. Al
have an interest in nmaintaining access to affordable
heal th care.

Al aska’s Union Health plans have struggled to continue
providing valuable health benefits despite the
increasing cost of health care. In conmmunities with
only one health care provider, the |lack of conpetition
has kept health care costs significantly higher than

in communities where conpetition exists. The State
has encouraged nonopolistic activities by sole source
health care facilities, by creating significant

barriers to entry to conpetitive facilities.
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In sum the Fairbanks Central Council believes the
current law regulating Certificates of Need does not
well serve the needs of our union nenbers and their
famlies, nor does it serve the needs of nany other
Al askans who seek affordable health care. It is time
to change that | aw.

5:10: 52 PM

MR BROMW, in response to Vice Chair Seaton, related his
experience that generally the cost of hospitalization and
hospital treatnment in Anchorage is substantially |ess expensive
than in Fairbanks. He offered to provide specific data wth
regard to specific procedures.

5:12:18 PM

REPRESENTATI VE GARDNER asked if M. Brown's references to the
cost of the CON programreferred to adm nistering the program

VR. BROWN clarified that he nmeant that when there is
conpetition, the Health Benefits Trust is able to contract for
much | ess expensive coverage because of the ability to commt
the volume of patients that allows a volune discount. However,
that opportunity doesn't exist in Fairbanks and thus the [Health
Benefits Trust] supports conpetition as occurs in Anchorage.

5:13: 08 PM

ALAN GROSS, Othopedic Surgeon, Juneau Othopedics, stated
support for HB 287 and relayed that the vast mgjority of the
| ocal nedical providers support elimnating the CON. He
characterized the CON as outdated and said that it's a protector
of large hospitals and doesn't protect or enhance the quality of
care. Frequently, physicians in Juneau |ose patients to Seattle
for quality of care and cost reasons. Dr. Goss inforned the
cormittee that he and other physicians attenpted to create a
si ngl e-room procedure center for patients with m nor procedures.
The aforenentioned would be cheaper than the hospital and woul d
be convenient for patients and physicians aliKke. However, the
existing CON | aw caused the facility to be denied, specifically
because the net present value of the |lease was included in the
$1 mllion cap. Wth the current definition and interpretation,
it's difficult to build nuch nore than an "out house.™ Dr.
G oss then informed the commttee that there is a plastic
surgeon in town who can't conpete with the facilities in Seattle
because of the hospital's refusal to create a package deal,
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which is done for aesthetics in hospitals in the Lower 48. Wth
regard to providing care to the indigent, Dr. G oss opined that
it doesn't nmake a difference whether the care is provided at the
surgical center or the hospital, it wll be provided. He
related that time and again, he has conme across quality issues
at Bartlett Regional Hospital that he believes could be solved
if there were a snmall procedure center for orthopedics and ot her
certain fields. One of our desires for a facility of this type
was to provide quality, which the CON stym es. Therefore, he
strongly urged the conmttee to pass HB 287.

5:18: 01 PM

REPRESENTATI VE COGHI LL asked whether a small surgical center
woul d be considered a niche provider. He further inquired as to
how a surgical center in Juneau would work wth the |ocal
hospi t al

DR. GRCSS said that even with a [surgical center], at l|least half
of his practice would done through the hospital in its operating
room He related that he would see a surgical center as for
m nor outpatient procedures. He recalled a nedical staff
neeting last year when the issue of economc credentialing
ar ose. Economic «credentialing is a situation in which a
hospital can sanction a physician for being in conpetition with
a hospital. The medical staff resoundingly passed a resolution
agai nst supporting the aforenmentioned while a nenber of the
hospital board argued that conpetition would be good for the
hospital to keep it honest and provide quality care, although it
woul d hurt Bartlett Regional Hospital economcally at first.

5:20:26 PM

DR GROSS, in response to Vice Chair Seaton, said that he
absolutely believes the conpetitive nodel works in a conmunity
with a base popul ation of 30, 000. He noted that the catchnent
in Juneau would be closer to 50, 000. In further response to
Vice Chair Seaton, he related his belief that no one would
attenpt to form a surgical center in a town such as Petersburg
where surgery is only perforned once every two nonths

Therefore, he said he supports the capitalistic approach in
whi ch the market [determ nes what it can bear].

5:21:22 PM
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SAM KORSMO, Chief Operating Oficer, Al aska Open Imaging Center
(AQ O, paraphrased from the following witten statenent
[original punctuation provided]:

Thank you for allowng ne to speak to this conmmttee.
My name is Sanuel J. Korsnmo. | amthe Chief Operating
Oficer of Alaska Open Imaging Center with |ocations
in Wasilla, Anchorage, Soldotna and Fairbanks. Today
we have 4 Doctors, 54 enployees in 4 inmaging centers.

As a physicians group in the radiology profession, our
busi ness has prospered on the core value of SERVICE
W bring referring physicians alternatives in the
out pat i ent i maging needs that place care and
conpassion to their patients. W have introduced new
technologies that are saving Al askan lives such as
open imging, web-based inmaging services and positron
em ssion tonography (PET). Responding to our
| eadership, other providers also finally nade these
services avail abl e.

We have been in operation in Anchorage, Wsilla and
Kenai for the past few years and in all these areas,
the local hospitals have enbarked on major expansion
projects, showng that we were not a detrinent to
t heir operations. Qur success shows that doctors and
their patients appreciate having the choice to access
our quality service and our conmtment to costs
reducti on.

W recently opened a facility in Fairbanks and have
achieved the sane level of support and appreciation
from the comunity. Unfortunately, after two rulings
by Comm ssioner Jackson that Alaska Open |nmaging
Center is a physicians' group not covered by Al aska's
CON | aws, Banner Health Corporation through Fairbanks
Menorial Hospital has filed a lawsuit against the
department and AO C seeking to shut down our operation
and to restrict Fairbanks consuner access to quality,
af fordabl e health care services.

This is just another exanple of how Al aska's CON | aws
are being abused to the detrinment of Al askans and why
it should be done away wth. W do not use public
nmoney to build our facilities and when state funds are
spent on Medicaid Services at AOC the charges are
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substantially |less than hospital charges for the sane
pr ocedure.

MR. KORSMO added that AOC doesn't self-refer and thus it
totally conpetes with other entities. "W have no way of self-
referral,” he stated. He continued to paraphrase from the
following witten testinony [original punctuation provided]:

The hospitals say they need nonopoly pricing because
they take low incone patients thru no pay/low pay
charity and such. I am here to tell you we provide
nore than our fair share at 18% of gross revenues in
2005 and preceding in 2004 at 15% | believe that
this my be even higher than those services provided
by hospitals.

Thank you and I will be glad to answer any questions.
5:24:53 PM

REPRESENTATI VE COCHILL asked if there is a level of pay that
AOC receives that my be better or wrse than that of
hospi tal s.

MR. KORSMO inforned the commttee that AOC wll service any
patient [fron] any referring physician, even after hours and on
weekends. Wth regard to the pay difference, M. Korsno said
that there is a structure that's conpletely different from what
AO C receives in reinmbursenments from Medicaid and Medicare. He
expl ained that hospitals receive facility charges, which are a
contracted amount to the state that's received in addition to
the flat fee that's set by the departnent or the Centers of
Medicaid and Medicare Services (CMVS). The hospitals would
receive four charges in addition to the flat charge whereas for
an anmbul atory or surgical center only the flat fee applies.

5:26:39 PM

REPRESENTATI VE COGHI LL surm sed then that AOC wouldn't have
physicians or technicians that work with AOC and a |oca
hospital at the sane tine.

MR. KORSMO said that actually that has occurred. He pointed out
that AO C s physicians are credentialed in two other hospitals
in the state.

5:27:28 PM
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MR. KORSMO, in response to Vice Chair Seaton, said that AO C has
no desire to enter small communities because it makes nore sense
for those people to travel for the services. M. Korsnmo said
that he, too, believes in the capitalistic, conpetitive markets,
but he indicated that dismantling the CON will be a process that
may i nclude protecting the small comunities.

5:28: 50 PM

JEREMY HAYES, Representative, Advanced Medical Centers of
Al aska, stated support for HB 287 and paraphrased from the
following witten statenent [original punctuation provided]:

In 1982, less than 8 years after the Federal CON
mandate, the Federal Governnent acknow edged the
failure of its Certificate of Need laws to reduce
health care costs and repeal ed the nandate altogether.
Alnmost 25 vyears later and wth a health care
environment conpletely different than that of the
original CON era, Alaska's Certificate of Need remains
and is as ineffective as it was nore than 2 decades

ago. But rather than repeal or scale back our CON
regul ations like many states, Al aska has mde them
even nore stringent. In 2006, Alaska is the 2" nost

regul ated health care state in the country and has
costs that are 40% hi gher than the national average.

W support repealing our CON |laws as Al aska continues
to see sone of the nobst expensive health care in the
country continue to rise. The rising cost of nedica
care in Alaska is hurting our famlies, raising
wor kers  conpensation costs, putting health care
i nsurance out of economc range for individuals and
conpani es, and raising Medicaid costs in our state.

While the Certificate of Need process was initially
inplenented with the intent to control health care
costs and prevent duplication of services, it has
failed in that regard while instead driving prices up,
restricting consuner’s medical choices, and protecting
hospitals from potenti al conpetitors who could
acconplish the very goal the CON program strives for

| ower health care costs.

Al aska’s CON program no |onger serves the public's
interest, if indeed it ever did. The stated purpose
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of the programis to foster a health care system that

controls costs and neets changi ng conditions. Yet to
succeed such a system requires the very flexibility
the CON is designed to prevent. In a state

experiencing growmh and denographic change, the CON
| aw prevents providers from adapting to the changing
needs of the community effectively.

This Bill, if passed, would have a trenendous econonic
effect on the residents of Alaska in the form of huge
health care savings. W feel its tinme that Al askan's
are given an answer to their quest for affordable
heal th care?

Cost

Since the 1980's when states were released of their
obligation fromthe federal governnment to maintain CON
| aws, nunerous studies have examned the change in
health care costs as states elimnated those | aws.
*If Certificate of Need laws were “working” as
advertised, then one would expect to see a rise in
costs in states where CON |laws were elim nated. But
in fact this is not the case. One of the nobst wdely
referenced studies was witten by Duke University
prof essors Christopher Conover & Frank Sloan and was
published in the Journal of Health Politics, Policy,

and Law. They found that output restrictions which
resulted from CON laws |led to higher not |ower costs,
and higher profits for the hospitals. The authors

point out that CON laws resulted in higher costs per
day and per admission in states with CON regul ations,
along with higher hospital profits. So, in states
where CON laws remain, patients are charged nore
noney, nore often than in states that repealed the
I aw. Sinply put, the result of repealing CON
regulations is lower health care costs for the people
of that state.

Studies throughout the US have arrived at simlar
concl usi ons: the data indicates that a program
designed to reduce costs, inprove quality, and pronote
access has not achieved any of these goals. *I'n
addition, the 14 states with no CON laws (which are
home to nore than 1/3 of Anericans), show no higher
rate of health care costs or spending due to |ack of
such | aws.
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In states with less restrictive Certificate of Need
progr ans, hospital s are i ncreasingly facing
conpetition from anbulatory surgery centers which
of fer mner surgical procedures that do not require an

overni ght stay. These facilities offer the sane
surgery as a hospital but at a significantly | ower
pri ce. It is one of the ways the market is adjusting

to make health care delivery nore efficient and cost
ef fective. Est abl i shed hospitals in heavily regul ated
CON states |ike Al aska however, use the CON law to
prevent such facilities from opening in their city,
t hus bl ocking access to health care choice and | ower
costs to the consuner

The Certificate of Need programis chief goal is to
reduce health care costs, sonething it has not been
successful in acconplishing. There has been no
evi dence that CON regulation lowers the cost of health
care in Alaska; a fact which alone should be
sufficient reason to repeal a law specifically
designed with that aimin m nd.

Conpetition

There is possibly no proposition in econonmcs that is
nore accepted than the idea that if you want to reduce
the cost of sonething, you foster an environnent that
encour ages open conpetition and entrepreneurship while
di scouragi ng nonopolistic practices. It is as faulty
to think that limting the supply of health care
facilities can reduce health care costs as it would be
to think that oil prices could be | owered by producing
| ess oil.

Conmpetition brings lower prices, nore convenience,
better quality, and new technology and innovations.
Hospitals wth CON protection have a franchise
nmonopoly which provides no incentive for it to
exercise cost control or better services. The owners
of these existing facilities can charge inflated
prices for their services which continues to raise
costs by restricting the entry of cost-effective
providers into the market.

Facility duplication is at the heart of conpetition.
| ndeed, the very definition of a nonopoly market is
one where there is no duplication. And this is why
consuners in nonopoly markets |ose; they are denied
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the option of turning to others who are providing
“dupl i cated” services when nonopoly providers act |ike
nmonopol i st s.

Mar ket forces generally allocate society' s resources
far better than governnent pl anni ng. Ever yday
experience shows that when the nmarket is free to
operate under mniml governnment control, the result
i s abundant, quality service at a | ow price.

Concl usi on

In reality, the continuation of CON regul ati ons cannot
be justified either theoretically or enpirically. In
fact, from the perspective of sound economcs, the
reverse is true. If one desired to devise a policy
for any narket whose purpose would be to reduce
ef ficiency, raise costs and prices, and reduce
quality, Al aska s existing CON program would be highly
r ecomrended.

In researching <countless journals and published
articles, one is hard pressed to find even one article
that asserts that CON | aws succeed in lowering health
care costs. One thing CON studies have done is
elicited a remarkabl e eval uative consensus ...that they
don’t work.

Over the last 2 decades, the Federal Trade Comm ssion
has done several studies on the inpact of CON |aws
both nationally and for specific states. The FTC s
consi stent conclusion can be summarized in its nost
recent study released jointly with the Departnent of
Justice in July 2004. The agencies believe that CON
prograns can pose serious conpetitive concerns. They
found that where CON prograns are intended to contro

health care costs, there is considerable evidence that
they actually drive prices up by fostering anti-
conpetitive barriers to entry. Their report goes on
to say that evidence does not support the view that
CON regul ations reduce the costs of providing health
care services and urges states to consider whether
such prograns best serve their citizens health care
needs.

There’s a reason Congress repealed state CON
requi renents just a few years after nmandating them
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There’s a reason 14 states which make up over 1/3 of
our countries population have conpletely repealed
their CON | aws.

And there’s a reason why 6 additional states have
repeal ed every part of their CON regul ations save for
long-termcare facilities...

They don’t work at controlling health care costs! | f
they did we wouldn’t have sonme of the costliest health
care in the nation

5:37:24 PM

MR. HAYES, regarding M. Lynch's concerns about self-referrals,
said that worse than a facility that does self-referrals is a

facility that has a nonopoly. A facility with a nonopoly
doesn't have to self-refer because it already receives the
busi ness/referral . Wth regard to M. CGould' s testinony that

costs would rise wwth the elimnation of the CON, per a sanpling
he did of various facilities, such a tactic could be used by the
supporters of this bill in the same way and does not really
serve to prove anything, M. Hayes said. |In fact, DHSS s fisca

note relates that the cost of surgical centers is |lower than the
cost of hospitals. Wth regard to M. Stephens' notion that
elimnation of the CON would only work in states with [|arge
popul ations, he pointed out that the states of I|daho, Kansas

New Mexico, North Dakota, South Dakota, Utah, Womng, and
ot hers have been successful at repealing CON laws. Wth regard
to charity care, M. Hayes agreed with earlier testinony that
it's provided by many providers in each service area. The
difference is that besides hospitals, those facilities that
provide charity care aren't subsidized "to the tune of $25
mllion a year by the governnent." Moreover, if surgery centers
were paid for charity care and received additional federa

funding from Medicare, they could afford to operate the sane
hours as hospitals.

5:40: 33 PM

MR. HAYES, in response to Representative Coghill, agreed to
provide the study by Duke University to the commttee. I n
further response to Representative Coghill, M. Hayes said that
he doesn't work wth a hospital. He then turned to

Representative Gardner's comment regardi ng sone physicians being
deni ed access to hospital privileges because they attenpted to
open their own surgical facilities, but were denied. He said
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that in Fairbanks Dr. Nancy Cross has been denied privileges in
such a situation

5:42:21 PM

VI CE CHAIR SEATON suggested that he would appreciate Dr. Cross
addressing that herself.

[ HB 287 was hel d over. ]

5:42:42 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Heal t h, Education and Social Services Standing Comm ttee neeting
was adj ourned at 5:43:37 PM
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