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O rig in a l sp on sors : F r it s ,  Hayes,
• " Z h a ro ff , e t  a l

IK THE HOUSE ■* BY THE FINANCE COMMITTEE

CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 19 (F in a n ce )

IK THE LEGISLATURE OF THE STATE OF ALASKA 

THIRTEENTH LEGISLATURE -  FIRST SESSION

A BILL

For an A ct e n t i t l e d :  "An Act r e la t in g  to  the c e r t i f i c a t e  o f  need  program ,

s ta te  a id  f o r  h ea lth  f a c i l i t i e s ,  M e d ica id , and 

gen era l r e l i e f  m edica l a s s is t a n c e ;  and p r o v id in g  f o r  

an e f f e c t iv e  d a te ."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*  S e c tio n  1. AS 15 .07 .021  i s  amended to  read :

S ec. 1 8 .0 7 .0 2 1 . STATE HEALTH PLANNING AND DEVELOPMENT AGENCY.

The d iv is io n  o f  p lann ing , p o l i c y ,  and program e v a lu a t io n  [OFFICE OF 

PLANNING AIR) RESEARCH] in  the department i s  the s t a t e  h e a lt h  p la n n in g  

and developm ent agency d esign ated  under 42 U .S .C . S e c . 3 0 0 m (b )(3 ) ,  

(S e c . 3 , P .L . 93-641) [SEC. 1 5 2 1 (b ) (3 ) ,  P .L . 9 3 -6 4 1 ] .  The d iv i s i o n  

[OFFICE] s h a l l  perform  the fu n ctio n s  enumerated u nder 42 U .S .C . 

S ec. 3 0 0 n -2 f (S ec . 3 , P .L . 93-641) and [SEC. 1 5 2 3 ,P .L . 9 3 -6 4 1 ,]  admin­

i s t e r  the c e r t i f i c a t e  o f  need program [OUTLINED IN AS 1 8 .0 7 .0 4 1  -  

1 8 .0 7 .1 1 1 ,1  and o th er  fu n ctio n s  p re s cr ib e d  in  t h i s  c h a p te r .

* S ec . 2 . AS 18 .07 .021  i s  amended to  read :

Sac. 1 8 .0 7 .0 2 1 . STATE HEALTH PLANNING AID DEVELOPMENT AGENCY. 

The d iv is io n  o f  p la n n in g , p o l i c y ,  and program e v a lu a t io n  i n  th e  d e ­

partm ent i s  the s ta te  h ea lth  planning and developm en t a g en cy  d e s ig ­

nated  under 42 U .S.C . Sec. 3 0 0 n (b )(3 ) ,  (S ec. 3 , P .L . 9 3 -6 4 1 ) .  The 

d iv is io n  s h a ll  perform  the fu n ctio n s  enumerated u nder 43 U .S .C . S ec. 

3 0m -2(a) ( 1 ? - (3 ) , (a ) ( 6 ) - ( 3 ) .  (b ) and ( c )  [4 2  U .S .C . SEC. 300m -2J,

3, P .L . 9 3 -6 4 1 ), [AND ADMINISTER THE CL P.TIE I CATE OF NEED PHO- 
All] - th ;r fu n ction s  pr-..-utribed in  th is  c h a p t e r .

-1 -  CfiSSilE 19 ( f ir s )
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S ec . 3 . AS 18 .07 .031  i s  rep ea led  and reen a cted  t o  r e a d :

Sec. 1 8 .0 7 .0 3 1 . CERTIFICATE OF HEED REQUIRED. ( a )  A p e rso n  may

n ot undertake the fo l lo w in g  u n less  a u th orized  under th e  term s o f  a 

c e r t i f i c a t e  o f  need issu ed  by the d iv is io n :

(1 ) c o n s tru c t io n  o f  a h ea lth  care  f a c i l i t y  a t  a c o s t  o f  

$1 ,00 0 ,000  or  morai

(2 ) a lt e r a t io n  o f  the bed ca p a c ity  o f  a h e a l t h  c a re  f a c i l ­

i t y ;

(3 ) a d d it io n  or  e lim in a tio n  o f  a c a te g o r y  o f  h e a lth  s e r ­

v ic e s  p rov id ed  by a h ea lth  care, f a c i l i t y ;

(4 ) expenditure o f  $1 ,000 ,000  o r  more f o r  d ia g n o s t i c  m edi­

c a l  equipment to  be  used in  a h ea lth  f a c i l i t y .

(b ) The requirem ent o f  ( a ) (4 )  o f  th is  s e c t i o n  d o e s  n ot a p p ly  to  

exp en d itu res  f o r  replacem ent equipment w ith  th e  same o r  a s im i la r  

c a p a b i l i t y  as the equipment re p la ce d .

( c )  The le g is la t u r e  may n ot a p p ro p r ia te , n or  may a p e rso n  r e ­

c e iv e ,  s ta te  money f o r  c o n s tru c t io n  th at r e q u ir e s  a c e r t i f i c a t e  o f  

need o r  f o r  a purchase o f  equipment th at r e q u ir e s  a c e r t i f i c a t e  o f  

need u n le ss  the c e r t i f i c a t e  has been Issu ed  o r  m o d i f ie d  u nder t h is  

ch a p ter .

S ec. 4 . AS 18.07 i s  amended by add’.ng a new s e c t i o n  t o  re a d :

S ec. 1 8 .0 7 .0 3 3 . REVIEW OF APPLICATIONS FOR CERTIFICATE OF NEED,

(a ) The d iv i s io n ,  and then the com m issioner, s h a l l  r e v ie w  a p p l ic a ­

t io n s  f o r  c e r t i f i c a t e s  o f  need. The d iv is io n  and the com m ission er  may 

co n s u lt  w ith  n h ea lth  systems agency o r  a m u n ic ip a l h e a lt h  com m ission  

con cern in g  an a p p lic a t io n  f o r  a c e r t i f i c a t e  o f  n eed . A p p rova l o f  an 

a p p l ic a t io n  ’ f o r  .a c e r t i f i c a t e  o f  need may n ot b e  c o n d it io n e d  on ap­

p ro v a l o f  the a p p lic a t io n  by r. h °s lth  system s aronc'* or a m u n ic ip a l
cor.m -csion . 
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(b ) Not la t e r  than 90 days a f t e r  an a p p l ic a n t  h as su bm itted  a 

com pleted a p p lic a t io n  fo r  issu an ce  or  m o d if ic a t io n  o f  a c e r t i f i c a t e  o f  

n eed , th e  a p p lic a t io n  s h a l l  be review ed by the c o a m is s io n e r  and gran­

ted  or  d en ied .

* S ec . 5 . AS 18 .07 .041  i s  amended to  read :

S ec . 1 8 .0 7 .0 4 1 . STANDARD OF REVIEW FOR APPLICATIONS FOR CERTIFI­

CATES OF IIEED. The d iv is io n  [OFFICE] s h a l l  i s s u e  [GRANT] a sp o n so r  a 

c e r t i f i c a t e  o f  need o r  m odify  a c e r t i f i c a t e  o f  n eed  i f  th e  a v a i l a b i l ­

i t y  and q u a lity  o f  e x is t in g  h ea lth  care  re s o u rce s  o r  th e  a c c e s s i b i l i t y  

to  th ose  resou rces  i s  le s s  than the cu rren t o r  p r o je c t e d  requ irem en t 

f o r  h ea lth  s e r v ic e s  req u ired  to  m aintain  the g ood  h e a lth  o f  A laska 

c i t i z e n s .

* S ec. 6 . AS 18 .07 .061  i s  amended to  read :

S ec. 1 3 .0 7 .0 6 1 . MODIFICATION AND TERMINATION OF ACTIVITIES. The 

c e r t i f i c a t e  h o ld er  s h a ll  apply to  the d iv is io n  [OFFICE] f o r  a m o d i f i ­

c a t io n  o f  the c e r t i f i c a t e  b e fo r e  term in atin g  p a r t  o f  th e  a c t i v i t i e s  

a u th orized  by the terms o f  issu a n ce , but the c e r t i f i c a t e  h o ld e r  i s  n o t 

re q u ire d  to  ob ta in  the a cq u iescen ce  o f  the d i v i s i o n  [OFFICE] b e fo r e  

term in atin g  a l l  the a c t i v i t i e s  a u th orized  by th e  c e r t i f i c a t e .  I f  a 

c e r t i f i c a t e  h o ld er  term in ates a l l  o f  the a c t i v i t i e s  a u th o r iz e d  by a 

c e r t i f i c a t e ,  the c e r t i f i c a t e  h o ld er  i s  re q u ire d  t o  n o t i f y  th e  d iv i s i o n  

[OFFICE] 60 days b e fo r e  term in ation  and to  s u rre n d e r  th e  c e r t i f i c a t e  

to  the d iv is io n  [OFFICE] w ith in  30 days o f  te r m in a t io n .

* S ec. 7 . AS 18 .07 .071  i s  amended to  read :

S ec . 1 8 .0 7 .0 7 1 .' TEMPORARY AND EMERGENCY CERTIFICATES. (a )  The 

d iv is io n  [OFFICE] s h a ll grant a sponsor an em ergency c e r t i f i c a t e  f o r  

the c o n s tru c t io n  o f  a h ea lth  care f a c i l i t y  f o r  w h ich  a c e r t i f i c a t e  i s  

req u ired  under AS-18 .07 .031  i f  the spon sor r u o ; :s , by a f f i d a v i t  o r  

rmr-1 h ea rin g , that the see o f  c o n s tr u c t io n  c o .u - i t t s  o f  ' f f e c t i n g
- 3 -  CCS S/Ib 19 (F in )
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(b ) The d iv is io n  [OFFICE] nay grant a sp o n so r  a  tem porary  c e r ­

t i f i c a t e  f o r  the temporary op era tion  o f  a c a te g o r y  o f  h e a lth  s e r v i c e ,  

i f  the sponsor shows by a f f id a v i t  o r  form al h e a r in g

(1 ) the n e c e s s ity  f o r  e a r ly , im m ediate, o r  tem pora? r e ­

l i e f ,  and

(2 ) adverse e f f e c t  to  the p u b lic  in t e r e s t :  by r e a s o n  o f  

d e la y  o cca s ion ed  by com pliance w ith  the req u irem en ts  o f  AS 1 8 .0 7 .0 4 1  

and a p p lic a t io n  procedures p re scr ib e d  by r e g u la t io n s  under t h i s  chap­

t e r .

( c )  A tem porary c e r t i f i c a t e  granted under (b )  o f  t h i s  s e c t i o n  

co n fe rs  no v e ste d  r ig h ts  on b eh a lf o f  the a p p lic a n t :.  The d iv i s i o n  

[OFFICE] s h a ll  impose th ose  s p e c ia l  l im it a t io n s  and r e s t r i c t i o n s  

con cern in g  d u ration  and r ig h t  o f  ex ten sion  w h ich  the d i v i s i o n  [OFFICE] 

co n s id e rs  a p p ro p r ia te . No temporary c e r t i f i c a t e  may b e  g ra n ted  f o r  a 

p e r io d  lon g er  than n ecessary  f o r  the sponsor t o  o b t a in  r e v ie w  o f  the 

a c t io n  c e r t i f i e d  by the temporary c e r t i f i c a t e  u n der AS 1 8 .0 7 .0 5 1 . 

A p p lic a t io n  f o r  a c e r t i f i c a t e  o f  need under AS 1 8 .0 7 .0 4 1  must commence 

w ith in  60 days o f  the date o f  issuance o f  the tem p ora ry  c e r t i f i c a t e .

* S ec. 8 . AS 1 8 .0 7 .0 8 1 (a ) i s  amended to  read :

(a ) The d iv is io n  [OFFICE], a member o f  th e  p u b l i c  who i s  sub­

s t a n t ia l ly  a f fe c t e d  by a c t i v i t i e s  a u th or ised  by  th e  c e r t i f i c a t e ,  o r  

another a p p lica n t f o r  a c e r t i f i c a t e  o f  need may i n i t i a t e  a h e a r in g  to  

o b ta in  m o d if ic a t io n , suspension  or  r e v o c a t io n  o f  an e x i s t i n g  c e r t i f i ­

ca te  o f  need by f i l i n g  an. a ccu sa tion  V7ith t h e  com m ission er  as p r e ­

s c r ib e d  under AS 4 4 .6 2 .3 6 0 . Ho r e v o c a t io n , m o d i f i c a t i o n ,  o r  suspen ­

s io n  o f  a.i ou tstanding c e r t i f i c a t e  nay be u n d ertak en  u n le s s  i t  i s  in  

r rcorchv.cc w ith  AS 44 .62 .330  - 4 4 .6 2 .6 3 0 .

• i . e .  v . AS l c . 0 7 .0 3 1 (c) is: mi aided to  read :

M 19 (F it:) -4 -
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( c )  A c e r t i f i c a t e  o f  need s h a ll  be suspended i f  an a c c u s a t io n  i s  

f i l e d  b e fo r e  the commencement o f  a c t i v i t i e s  a u th o r iz e ^  under AS 1 3 . -  

07.041 which charges th at fa c t o r s  upon w hich th e  c e r t i f i c a t e  o f  need  

was issu e d  have changed, o r  new fa c t o r s  have been, d is c o v e r e d  w hich  

s ig n i f i c a n t ly  a l t e r  the need f o r  the a c t i v i t y  a u th o r iz e d . A suspen ­

s io n  o f  a c e r t i f i c a t e  nay n ot exceed 60 d ays. A t th e  end o f  t h is  

p e r io d  o r  s o o n e r , the d iv is io n  [OFFICE] s h a l l  r e v o k e  o r  r e in s t a t e  th e  

c e r t i f i c a t e .

* S ec. 10. AS I S .07.101 is  amended to  read :

Sec. 1 8 .0 7 .1 0 1 . REGULATIONS. The com m issioner s h a l l  a d o p t , in  

accordan ce w ith  the A d m in istra tive  Procedure A c t  (AS 4 4 .6 2 ) ,  r e g u la ­

t io n s  which e s t a b l is h  procedures under which sp o n so rs  may nake a p p l i ­

c a t io n  f o r  c e r t i f i c a t e s  o f  need req u ired  by t h i s  c h a p te r  and w hich  

govern  the rev iew  o f  those a p p lic a t io n s  by th e  d i v i s i o n  [OFFICE] , 

e s t a b l is h  requirem ents f o r  a uniform  s ta te w id e  system  o f  r e p o r t in g  

f in a n c ia l  and o th e r  op era tin g  data , and o th e rw ise  c a r r y  ou t th e  pur­

poses o f  th is  ch a p ter .

* S ec . 11. AS 18 .07 .1 11  is  amended by adding a new paragraph  t o  re a d :

(13 ) " d iv is i o n ”  means the d iv is io n  o f  p la n n in g , p o l i c y ,  and

program e v a lu a tio n  in  the Department o f  H ealth and S o c i a l  S e r v ic e s .

* S ec . 12. AS 1 8 .2 6 .2 2 0  Is rep ea led  and re e n a cte d  to  r e a d :

Sec. 1 8 .2 6 .2 2 0 . FACILITY COMPLIANCE WITH HEALTH AMD SAFETY LAUS 

AND LICENSING REQUIREMENTS. In order to  r e c e iv e  f i n a n c ia l  a s s is t a n c e  

under th is  ch a p ter , a m edical f a c i l i t y  s h a l l  com ply  w ith  AS 1 8 .2 0  and 

the l ic e n s in g  requirem ents o f  th is  ch a pter.

* S ec. 13. AS 2 9 .8 9 .0 3 0 (a ) (1 )  i s  repea led  and r e e n a c t e d  to  re a d :

(1 ) to  a m u n ic ip a lity  that has the pow er t o  p ro v id e  h o s p i -  

C '1 f a c i l i t i e s  and s e r v ic e s  and that e x e r c i s e *3 th a t  pow er, $250,000 

f o r  those h o s p ita ls  w ith 10 or  m ore nav.V.e ca re  bu d c, and

-5 -  csss:*:;; l o c r in )
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550,000 per h o s p ita l  f o r  chose h o s p ita ls  w ith  l e s s  than  10 a c u te  ca re  

bed s; money r e ce iv e d  undar th is  paragraph may b e  used  o n ly  f o r  h o s p i ­

t a ls  and s h a ll  be app ortion ed  among q u a li fy in g  h o s p i t a l s  as th e  muni­

c ip a l i t y  determ ines;

* S ec. 14 . AS 4 7 .0 7 .0 7 0  i s  rep ea led  and re e n a cte d  t o  r e a d :

S ec. 4 7 .0 7 .0 7 0 . PAYMENT TO HEALTH FACILITIES. (a>  The commis­

s io n  s h a ll  determ ine p r o s p e c t iv e ly  the r a te  o f  paym ent t o  a h e a lth  

f a c i l i t y  under th is  chapter and AS 47 .25 .1 20  -  4 7 .2 5 .3 0 0  b a s e d  on a 

f a i r  ra te  f o r  reason ab le  c o s ts  in cu rred  by the f a c i l i t y .  The commis­

s io n  s h a ll  by r e g u la t io n  l i s t  the fa c to r s  i t  c o n s id e r s  i n  m aking i t s  

ra te  determ inations under th is  s e c t io n .

(b ) In  determ ining a ra te  o f  payment to  a h e a lth  f a c i l i t y  under 

th is  s e c t io n ,  the commission s h a ll  co n s id e r  the p r o p o r t io n a t e  sh a re  o f  

the f a c i l i t y 's  f in a n c ia l  requirem ents f o r  p a t ie n t  ca re  f o r

(1 ) c o s ts  o f  cu rren t o p e ra t io n s , in c lu d in g  s a la r i e s  and 

wages; purchased s e r v ic e s ,  s u p p lie s , in su ra n ce , l e a s e s ,  d e p r e c ia t io n ,  

ta x e s , in t e r e s t  expense, maintenance and o th er  h e a lt h  f a c i l i t y  o p e r a t ­

ing expenses; and

(2 ) ed u ca tion , r e se a rch , and a p p r o p r ia te  c a p i t a l  d e v e lo p ­

ment .

( c )  In determ ining a ra te  o f  payment to  a. h e a lth  f a c i l i t y  under 

th is  s e c t io n ,  the commission may con s id er  w hether th e  r a t e  o f  u t i l i s a ­

t io n  o f  the f a c i l i t y  has been reduced because o f  im provem ent o r  c a r e ­

le s s  developm ent o f  the f a c i l i t y .

* S ec. 15. AS 47.07 is  amended by adding new s e c t io n s  t o  r e a d :

S ec .  4 7 .0 7 .0 7 1 .  REPOZITS BY HEALTH FACILITIES. Hot l a t e r  than 

120 days a f t e r  the end o f  each f i s c s l  y e a r  o f  a h e a l t h  f a c i l i t y , the  

i r i l i t v  s h a l l  submit t o  the. commission a r e -  o r t  o n  th e  f a c i l i t y ' r.

;rr..a c u r i a r  the. r i s e a I  y e a r .

l y ( r i n ) - 6 -



Sec. 4 7 .0 7 .0 7 2 . REPORT BY THE COMMISSION. Hot l a t e r  than 

September 30 o f  each y e a r , the commission s h a l l  subm it t o  tlie  g o v e rn o r  

a re p o r t  on the p ro s p e c t iv e  payments made under t h i s  c h a p te r  d u rin g  

the cu rren t f i s c a l  year and an estim ate  o f  th e  p r o s p e c t iv e  paym ents 

th a t w i l l  be made during the rem ainder o f  th e  c u r r e n t  f i s c a l  y e a r  and 

the next f i s c a l  y e a r . The re p o r t  s h a ll  s ta te  th e  assum ption s th a t  are 

used as a b a s is  f o r  the estim a tes .

Sec. 4 7 .0 7 .0 7 3 . UNIFORM ACCOUNTING, BUDGETING, AND FINANCIAL 

REPORTING. (a ) The commission by r e g u la t io n  s h a l l  r e q u ir e  a u n iform  

system o f  a ccou n tin g , bu dgeting , and f in a n c ia l  r e p o r t in g  f o r  h e a lth  

f a c i l i t i e s  r e c e iv in g  p ro s p e c t iv e  payments under t h is  c h a p t e r .  The 

re g u la t io n s  s h a l l  p rov id e  f o r  the re p o r t in g  o f  r e v e n u e s , e x p e n se s , 

a s s e ts ,  l i a b i l i t i e s ,  and u n its  o f  s e r v ic e .  The com m ission  s h a l l  

s p e c i fy  the date the system becomes e f f e c t i v e  f o r  ea ch  h e a lth  f a c i l ­

i t y .

(b ) In adopting  re g u la tio n s  under th is  s e c t i o n ,  th e  com m ission  

s h a l l  con s id er

(1 ) a ccou n tin g , bu dgeting , and f in a n c ia l  r e p o r t in g  p r o c e ­

dures used by h ea lth  f a c i l i t i e s ;

(2 ) v a r ia t io n s  among h e a lth  f a c i l i t i e s  in  th e  ty p e s  o f  

h ea lth  ca re  s e r v ic e s  p rov id ed  by h ea lth  f a c i l i t i e s ;

(3 ) o th er  fa c to r s  the com m ission c o n s id e r s  r e le v a n t ,  in ­

c lu d in g  the s iz e  and o rg a n iz a t io n a l s tru c tu re  o f  h e a ith  f a c i l i t i e s  and 

the methods used by h ea lth  f a c i l i t i e s  to  ob ta in  paym ents.

( c )  The com m ission may waive o r  m odify  a requ irem en t f o r  a c ­

cou n tin g , bu d getin g , or. f in a n c ia l  re p o r t in g  f o r  a h e a lt h  f a c i l i t y  i f  

w aiver or m o d ific a t io n  i s

( i ;  :;c.C:-.ssarv to  n voic  r-.xeer s iv e  cost.'.; to  th-.s f t  c :*„"*■ ""s  and . *"** *
(! ) c o n s is te n t  w ith  the p o l i c i e s  o f  t h i s  c h .-p .e r .
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(d )  N otw ith stan d in g  o th e r  p r o v i s i o n s  o f  t h i s  s e c t i o n ,  th e  

com m ission may, by r e g u la t i o n ,  m od ify  the  system  o f  a c c o u n t i n g ,  b u d ­

g e t in g ,  and f i n a n c i a l  r e p o r t in g  r e q u i r e d  u n d er  t h i s  s e c t i o n  f o r  a 

h e a l th  f a c i l i t y  h a v in g  l e s s  than 25 a cu ta  ca re  b e d s  i n  o r d e r  t o  re d u ce  

th e  o p e r a t in g  c o s t s  o f  th a t  f a c i l i t y .

S ec . 4 7 .0 7 .0 7 4 .  AUDITS AND INSPECTIONS. As a c o n d i t i o n  o f  

o b ta in in g  payment under AS 4 7 .0 7 .0 7 0 ,  a h e a l th  f a c i l i t y  s h a l l  a l l o w

(1 )  th e  department and the com m ission  r e a s o n a b le  a c c e s s  t o  

th e  f i n a n c i a l  r e c o r d s  o f  m ed ica l a s s i s t a n c e  b e n e f i c i a r i e s ;  and

(2 )  in s p e c t i o n  o f  f i n a n c i a l  r e c o r d s  b y  s t a t e  and  f e d e r a l  

a g e n c ie s  to  the e x t e n t  r e q u ir e d  by f e d e r a l  law .

S e c .  4 7 .0 7 .0 7 5 .  APPLICATION OF ADMINISTRATIVE PROCEDURE ACT. 

A c t io n s  o f  the com m ission under AS 47 .0 7  and AS 4 7 .2 5 .1 2 0  -  4 7 .2 5 .3 0 0  

a re  s u b je c t  to  the p r o v is io n s  o f  th e  A d m in is t r a t iv e  P r o c e d u r e  A c t  

(AS 4 4 .6 2 ) .

S e c .  16. AS 4 7 .0 7 .0 3 0  i s  amended by add in g  new p a ra g r a p h s  t o  r e a d :

(6 )  "com m ission ’ * means the M ed ica id  R a te  C om m iss ion ;

(7 )  " h e a l t h  f a c i l i t y "  in c lu d e s  a h o s p i t a l ,  s k i l l e d  n u r s in g  

f a c i l i t y ,  in te r m e d ia te  ca re  f a c i l i t y ,  in t e r m e d ia t e  c a r e  f a c i l i t y  f o r  

th e  m e n ta l ly  r e t a r d e d ,  r e h a b i l i t a t i o n  f a c i l i t y ,  i n p a t i e n t  p s y c h i a t r i c  

f a c i l i t y ,  home h e a l th  agen cy , r u r a l  h e a l th  c l i n i c ,  and o u t p a t i e n t  

s u r g i c a l  c l i n i c .

S ac . 17. AS 47 .07  i s  amended by add ing  new s e c t i o n s  t o  r e a d :

ARTICLE 2. MEDICAID RATE COMMISSION.

S e c .  4 7 .0 7 .1 1 0 .  MEDICAID RATE COMMISSION ESTABLISHED. The 

M ed ica id  Rate Commission i c  e s t a b l i s h e d  in  t h e  D epartm ent o f  H ea lth  

r.:.c S o c ia l  S e r v i c e s .

£-:c. 4 7 .0 7 .1 2 0 . COMPOSITIOM OF COMMISSION. The com m ission
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(1 )  th e  c h i e f  e x e c u t iv e  o f f i c e r  o f  a h e a lth ,  f a c i l i t y  t h a t  

i s  l i c e n s e d  by  th e  s t a t e  but n o t  owned o r  o p e r a t e d  b y  th e  s t a t e  o r  

f e d e r a l  government and th a t  i s  s u b je c t  t o  th e  b u d g e t  r e v ie w  p r o c e s s  

under t h i s  ch ap ter*

(2 )  th e  com m issioner o f  a d m in is t r a t i o n ,  t h e  c o m m is s io n e r  o f  

h e a l th  and s o c i a l  s e r v i c e s ,  o r  the  a p p o in ted  d e s ig n e e  o f  e i t h e r  com­

m is s io n e r ;

(3 )  a p h y s ic ia n  l i c e n s e d  to  p r a c t i c e  m e d ic in e  in  t h e  s t a t e  

who i s  a c t i v e l y  engaged in  the p r a c t i c e  o f  m e d ic in e  and who i s  n o t  

employed by the  s t a t e ;

(4 )  a c e r t i f i e d  p u b l i c  a ccou n tan t w i t h  r e l e v a n t  e x p e r i e n c e ;

(5 )  a p e rson  r e p r e s e n t in g  consumers o f  h e a l t h  s e r v i c e s  who 

does n o t  have a d i r e c t  o r  i n d i r e c t  i n t e r e s t  in  an  e n t i t y  t h a t  p r o v id e s  

h e a lth  c a r e  s e r v i c e s .

S ec . A 7 .0 7 .1 3 0 .  APPOINTMENT OF MEMBERS. Members o f  t h e  com mis­

s i o n  a re  a p p o in te d  by the g ov ern or  and se r v e  a t  t h e  p l e a s u r e  o f  th e  

g o v e rn o r .

S ec . A 7 .07 .1A 0 . TEEM OF MEMBERSHIP. The te rm  o f  a  member o f  th e  

com m ission a p p o in te d  under AS 4 7 .0 7 .1 2 0 ( 1 ) ,  ( 3 ) ,  ( 4 ) ,  o r  (5 )  i s  t h r e e  

y e a r s .  A member may n o t  be a p p o in te d  t o  a s u c c e s s i v e  te rm . The term s 

o f  the  members s h a l l  be s ta g g e r e d .  A member a p p o in t e d  t o  f i l l  a 

v acan cy  s e r v e s  f o r  the  u n ex p ired  t e r n  o f  the  member. A t e r n  s h a l l  b e  

measured from  January 1 o f  the  y ea r  in  w hich  the term  o f  t h e  v a c a n t  

p o s i t i o n  b e g in s ,  r e g a r d le s s  o f  when the  v a ca n cy  i s  f i l l e d .

S ec . 4 7 .0 7 .1 5 0 .  COMPENSATION. A member o f  th e  co m m iss ion  s e r v e s  

w ith o u t  com pensation  bu t i s  c i i t i t l o d  t o  per  d iem  and t r a v e l  e x p e n ses  

a u t h o r iz e d  by law f o r  boards  and com m issions u n d e r  AS 3 5 . 2 0 .1 3 0 .

Sec. A7 .07 .160 . OFFICERS. At the f i r s t  m ectinr, a:’ ea ch  y ea r , 

f : j  c v n i s r . i o . i  s h a l l  e l e c t  a ch a ir  from among i zc- m r . o - **••.w  ■

- 9 -  Cr-SEPr, j - ( r i n )
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S e c .  4 7 .0 7 .1 7 0 .  MEETINGS AND QUORUM. The c o m m is s io n  s h a l l  m eet 

as o f t e n  as i s  n e c e ss a r y  to  conduct i t s  b u s in e s s .  T h r e e  members o f  

the  com m ission  c o n s t i t u t e  a quorum.

S e c .  4 7 .0 7 .1 3 0 .  DUTIES. The com m ission  s h a l l  r e v i e w  p r o p o s e d  

payment r a t e s  and b u d gets  o f  h e a lth  f a c i l i t i e s  and e s t a b l i s h  paym ent 

r a t e s  f o r  h e a l t h  f a c i l i t i e s  under t h i s  ch a p te r  and  AS 4 7 .2 5 .1 2 0  -  

4 7 .2 5 .3 0 0 .

S e c .  4 7 .0 7 .1 9 0 .  EMPLOYMENT OF PERSONNEL. The co m m is s io n  may 

employ and determ ine the s a la r y  o f  an e x e c u t iv e  d i r e c t o r .  W ith  th e  

a p p ro v a l  o f  th e  com m ission , the e x e c u t iv e  d i r e c t o r  n a y  s e l e c t  and 

employ a d d i t i o n a l  s t a f f .  The com m ission s h a l l  b e  a s s i s t e d  b y  the 

o f f i c e r s  o r  p e rs o n n e l  o f  the department a3 the c o m m is s io n e r  o f  h e a l t h  

and s o c i a l  s e r v i c e s  s h a l l  d i r e c t .  The e x e c u t iv e  d i r e c t o r  o f  th e  

com m ission i s  in  the exempt s e r v i c e  under AS 3 9 .2 5 .

* S e c .  13 . AS 47 .25  i s  amended by adding a new s e c t i o n  t o  r e a d :

S e c .  4 7 .2 5 .1 9 5 .  PAYMENT TO HEALTH FACILITIES FOR TREATMENT OF 

NEEDY PERSONS. (a )  The department may make paym ents t o  a h e a l t h  

f a c i l i t y  f o r  th e  treatm ent o f  a needy p e rs o n .

(b )  A h e a l t h  f a c i l i t y  r e c e i v i n g  a payment u n d er  t h i s  c h a p t e r  i s  

s u b je c t  t o  the  requ irem ents  of- AS 4 7 .0 7 .0 7 0  -  4 7 . 0 7 .0 7 5 .

( c )  For  p u rp oses  o f  t h i s  s e c t i o n ,  " h e a l t h  f a c i l i t y "  i n c l u d e s  a 

h o s p i t a l ,  s k i l l e d  n u rs in g  f a c i l i t y ,  in te r m e d ia t e  c a r e  f a c i l i t y ,  i n t e r ­

m ed ia te  ca re  f a c i l i t y  f o r  the m e n ta l ly  r e t a r d e d ,  r e h a b i l i t a t i o n  f a c i l ­

i t y ,  in p a t i e n t  p s y c h i a t r i c  f a c i l i t y ,  home h e a l t h  a g e n c y ,  r u r a l  h e a l t h  

c l i n i c ,  and o u t p a t ie n t  s u r g i c a l  c l i n i c .

*  S e c .  19. INTERIM PROSPECTIVE PAYMENT SYSTEM. The d e p a rtm e n t  s h a l l  

e s t a b l i s h  an in te r im  system  o f  p r o s p e c t i v e  payments f o r  h e a l t h  f a c i l i t i e s

vr*.c: r th is  Act f o r  the p er iod  July 1, 1953 to  June 3 0 , 1934.
■ 20. lu r in g  the second regu la r  sees ion  o f  th e  Fo-.urtf.~th  Alaska

c s s : : . .  19 ( F i t ; - 1 0 -
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S ta ts  L e g is la tu r e ,  and every  th ir d  re g u la r  s e s s i o n  t h e r e a f t e r ,  the 

l e g i s la t u r e  s h a l l  rev iew  the c e r t i f i c a t e  o f  need program  CAS I S . 07 .0 3 1  -  

1 8 .07 .1 11 ) and the s ta te  a id  f o r  h o s p ita l  and h e a lth  f a c i l i t y  c o n s t r u c t i o n  

program (AS 2 9 .9 0 ) .  I f  a f t e r  review  the l e g i s l a t u r e  d e te rm in e s  t h a t  con ­

t in u a t io n  o f  these  programs i s  in  the p u b l ic  i n t e r e s t ,  a b i l l  may b e  i n t r o ­

duced to  contin ue  the programs.

* Sec. 21. The sponsor o f  a h o s p i t a l  o r  h e a lth  f a c i l i t y  c o n s t r u c t i o n  

p r o je c t  who i s  r e c e iv in g  o r  e n t i t l e d  to  r e c e iv e  s t a t e  a id  u n d er  AS 2 9 .9 0  on 

June 30, 1986, s h a l l  continue to  r e c e iv e  s ta te  a id  u n t i l  th e  s p o n s o r  has 

r e ce iv e d  an amount which, combined w ith  s ta te  m atching money f o r  con ­

s t r u c t io n  o f  the h o s p i t a l  o r  h ea lth  f a c i l i t y ,  equ a ls  25 p e r c e n t  o f  th e  

t o t a l  p r o j e c t  c o s t .  Money r e c e iv e d  f o r  c o n s t r u c t io n  may n o t  b e  u se d  f o r  

any o th er  purpose.

* Sec. 22. AS 18 .07 .031 -  18 .0 7 .1 0 1 , 1 8 .0 7 .1 1 1 (1 )  -  ( 4 ) ,  1 8 .0 7 .1 1 1 -  

(7 ) -  ( 9 ) ,  1 8 .0 7 .1 1 1 (1 1 ) ,  AS 29.90 and AS 4 7 .8 0 .1 4 0 (b )  a re  r e p e a l e d .

* Sec. 23. AS 1 8 .0 7 .1 1 1 (1 0 ) and AS 4 7 .0 7 .0 8 0 (1 )  a re  r e p e a l e d .

* Sec. 24. S ect ion s  2, 12, 21, and 22 o f  th is  A c t  ta k e  e f f e c t  J u ly  1, 

1936.

* Sec. 25. S ec t ion s  1, 3 -  11, 13 -  20, and 23 o f  t h i s  A c t  ta k e  e f f e c t  

immediately in  accordance w ith  AS 0 1 .1 0 .0 7 0 (c ) .



T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  
T H I R T E E N T H  L E G I S L A T U R E

F I S C A L  N O T E

I. R E Q U E S T
B i l l / R e s o l u t i o n  No. C S S S H B  19 (Finance)____________________________

. T i t l e  R e l a t i n g  to C.O.N. and s tate aid for h e a l t h  f a c i l i t y  
R e q u e s t e d  by H o u s e  F i n a n c e _______________________ D a t e  4 / 1 3 / 8 3

II. F I S C A L  D E T A I L  9
A g e n c y  A f f e c t e d  Dept. H e a l t h  & S o c i a l  S e r v i c e s  _
P r o g r a m  C a t e g o r y  A f f e c t e d  H e a l t h  F a c i l i t y  D e v e l o p m e n t  
BRU, P r o g r a m ,  Or S u b p r o g r a m ( s )  A f f e c t e d  H e a l t h  P l a n n i n g  &
D e v e l o p m e n t ______________________________________________________________ _
(Note: If m o r e  t h a n  one b u d g e t  c o m p o n e n t  i s  a f f e c t e d ,
s e p a r a t e  l i n e - i t e m  a m o u n t s  and f u n d i n g  for e a c h  c o m p o n e n t  
in the a n a l y s i s  section.)

E X P E N D I T U R E S  (Thousands o f  Dollars)

F Y  83 F Y  84 F Y  85 F Y  86 F Y  87 F Y  8 8

100 P E R S O N A L  S E R V I C E S 84,693 90 ,621 9 6 , 9 6 5 1 0 3  , 7 5 3 tLll ,015
200 T R A V E L 27,000 28 ,890 3 0 , 9 1 2 3 3 , 0 7 6 3 5 , 3 9 1
300 C O N T R A C T U A L 7 0 ,000 2 0,000 2 0 , 0 0 0 2 0 , 0 0 0 2 0 , 0 0 0
400 C O M M O D I T I E S 2,000 2,140 2 , 2 9 0 2 , 4 5 0 2 , 6 2 1
500 E Q U I P M E N T 6,000 1,000 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0
600 L A N D  & S T R U C T U R E S
700 GRANTS, C L AIMS, ETC

T O T A L 189,693 L 42,651 L 5 1 ,167 1 6 0 , 2 7 9 170 ,027

F U N D I N G  (Thousands o f  Dollars)

G E N E R A L  F U N D 9 9 ,11 5 74 , 5 3 5 7 8 , 9 8 5 83 , 7 4 5 88 ,839
F E D E R A L  F U N D S 90,578 68 ,116 7 2 , 1 8 2 76 , 5 3 4 8 1 , 1 8 8
O T H E R  (Specify Source)

P O S I T I O N S

F U L L  T I M E 2 2 2 2 2
P A R T  T I M E •
T E M P O R A R Y

III. A N A L Y S I S  (See F i s c a l  N o t e  P r e p a r a t i o n  I n s t r u c t i o n ,  S e c t i o n  
III)

S ee A t t a c h m e n t  A

IV. D A T E  4 / 1 3 / 8 3 ____________ P R E P A R E D  BY A l  A d a m s ,  C h a i r  U S A
A G E N C Y  H o u s e  F i n a n c e  Ccrr~.f t t e e

O r i g i n a l :  L e g i s l a t i v e  F i n a n c e  P H O N E  4 6 5 - 3 7 0 6 ___________________
cc: E u d c e t  & M a n a g e m e n t

P r i m e  S p o n s o r  (First L e g i s l a t o r  N a m e d )
3 3 - 0 0 1  (Rev. 12/82)
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A T T A C H M E N T  A

100 P e r s o n a l  S e r v i c e s
1) E x e c u t i v e  D i r e c t o r  R24 $ 4 , 2 5 1  X  12 =  5 1 , 0 1 2
2) C l e r k  T y p i s t  III R8 1 , 4 8 7  X  1 2  =  1 7 , 8 4 4

6 8 , 8 5 6
B e n e f i t s  .23% 1 5 , 8 3 7

$ 8 4 , 6 9 3

200 T r a v e l  and P e r  D i e m
5 C o m m i s s i o n  M e m b e r s  X  12 m e e t i n g s
X a v e r a g e  c o s t  of $450 =  2 7 , 0 0 0

300 C o n t r a c t u a l  (Data P r o c e s s i n g  A s s i s t a n c e )  7 0 , 0 0 0

400 C o m m o d i t i e s  2 , 0 0 0

500 E q u i p m e n t
1) D esks, C h a i r s  and F i l e s  6 , 0 0 0

W o r d  P r o c e s s o r
$ 1 8 9 , 6 9 3

T h r e e  e x i s t i n g  A u d i t o r  III p o s i t i o n s  f r o m  t h e  D i v i s i o n  o f  P u b l i c  
A s s i s t a n c e  w i l l  b e  t r a n s f e r r e d  for C o m m i s s i o n  u s e  a s  w e l l  as 
t r a v e l  funds, etc.

N o t e  that 47.7% o f  this b u d g e t  w i l l  be s u p p o r t e d  w i t h  f e d e r a l  
funds.
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Position Paper

on

Sponsor Substitute for House Bill 10

"For an Act repealing the certificate of need program; and providing 

for an effective date."

Sponsor Substitute for House Bill 10 repeals those portions of 

AS 1R.07.021 which provide the statutory authority for the Department to 

administer a c ert if ic at e of need program and repeals references to ■ •

certificate of need in other sections of the Statute as well.

The A dministration supports Sponsor Substitute for House Bill 19 as $

it is currently written.

The Department recommends that the Committee review statutory provisions 

which relate to health facility development including the following:

Medicaid Programs

The state's pa rticipation in the Medicaid program (State dollars fund 

approxi ma te ly  52 percent of total program costs) has grown from 

$1 million in 1972 to nearly $38 mill io n in FY 82 and total costs 

including federal p ar ticipation have grown from $2 million nearly •
$74 million in this same period. Ninety-two percent of patients in 

Alaska's long term care facilities are supported by the Medicaid 

program which means that the state (and federal) government has 

nearly the full burden of all operational costs for the facility.

These Medicaid costs increase when additional beds are added, new 

equipment is purchased or new services (including new types of manpower)

:t a provider 

iment.

Alaska has provided substantial financial assistance in the d e v e l o p­

ment of health care facilities. The 12th Legislature provided more 

than $36.6 mill io n by line item a pp ropriation to expand one hospital, 

replace two others and provide planning assistance for two rural 

hospitals. The number of requests for state funding has steadily 
i ncreased.

Revenue Sharing

Alaska has a revenue sharing program (AS 29.90.DIO) which provides 

25 percent plus interest of hospital construction costs to all n o n­

profit hospitals. This program, administered by the Department of 
Community and Regional Affairs, provides further support for hospital 

construction projects in addition to any front-end capital funds 

provided by the state. This additional health facility construction

resource underscores the importance of determining the actual need
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for construction, before the State is committed to pay for a major 

portion of such construction.

Non-profit hospitals each receive a quarter of a million dollars in 

operating assistance each year through the state's revenue sharing 

program (AS 29.89.030). Nursing homes and other health facilities 

also receive assistance based on the number of beds they have. There 

are no specific requirements as to how such funds are to be expended. 
Hot only are existing health facilities assured of those funds in 

addition to other state support, but new facilities are encouraged 

by the availability of these funds.
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Position Paper 

S.S. for House Bill 19 am

An Act repealing the certificate of need program, amending or repealing 

provisions relating to state aid for health facilities, Medicaid and 

general relief medical assistance; and providing for an effective date.

Sponsor Substitute for House Bill 19 am proposes amendments to state law 

which primarily affect three areas of the Department of Health and Social 
Services' responsibility: 1) the certificate of need program, 2) c o o r­

dination of the certificate of need program with the Alaska Medical Fa ci­

lity Authority, and 3) prospective reimbursement under the Medicaid and 

General Relief Medical Assistance Programs.

I. Certificate of Need

The bill effectively repeals the certi fi ca te  of need program. The A d m i n­

istration supports this portion of SSHB 19 am.

II. Coordination of the Certificate of Need Program with the Alaska 

Medical Facility Authority

The bill repeals and reenacts AS 18.26.220. The apparent reason for the 

proposed changes in this portion of state law is to remove the references 

to the certificate of need program.

The Department of Health and Social Services supports this change in 

state law in order to ma intain co nsistancy with the proposed repeal of 

the certificate of need program as set out in SSHB 19 am.

III. Prospective Reimbursement - Medicaid and General Relief Medical 

Assistance Programs

A. General Overview

Hospital and Nursing home rates in Alaska have traditionally been e s t a b­

lished retrospectively, that is, costs are estimated at the beginning of 
a fiscal y e a r  arid an "interim payment" determined. At the end of the 

fiscal year, the total interim payments made is compared to the allowable 

costs of the facility. The dif fe re nc e is either collected from or paid 

to the facility. This process is referred to as "cost settlement".

Propsective payment, on the other hand, provides for establishment of 

the payment rate prior to the fiscal year as a result of discussions 

between each facility and the State, each facility must then operate 

and provide care at this predetermined rate for the fiscal period.

While the retrospective method assures providers that all of their a l­

lowable costs will be reimbursed, a fundamental weakness of these retro-
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spective systems is the lack of incentives to control staffing levels, 

equipment purchases, wage increases, and service expansion.

In v iew of reduced federal revenues and a new state spending limit, Alaska

needs improved cost containment a nd  predictability from its medical reim­

bursement system. The system must not only consider price, but also e l i g i­
ble groups and service coverages before the budget year commences. It also 

m ust consider the differences in "rural" and "urban" health delivery problems,

B. Problems with Retrospective Cost-Based Reimbursement Systems

Tendency toward ineffective cost containment -- The key p ro b­

lem with a retrospective system is the lack of incentives to 

control expenditures so that unnecessary costs are avoided.

Dependence upon auditing and monitoring procedures -- A retro­

spective system must have a tight, effective auditing system 

to  monitor costs in order to curb abuses of the system.

Tendency of the system to become inflexible -- Decisions are

often made by accountants based on "generally acceptable
accounting principles" rather than on the merits of each 

individual facility's situation.

State is uncertain of total program costs until the fiscal period 

is well over -- Final cost figures may not be known to the 

State until 6 months after a fiscal y e a r  ends.

Cost Shifting o c c u r  where unallowable costs unde: «i"licaid 

borne by other payors (insurance and private p a y c ' V

C. Advantages of a Prospective Payment System

Based on the principle that predetermined rates will result in 

lower costs. A 1982 study by THE URBAN INSTITUTE concluded 

that prospective systems lower the rate of increase in ho sp i­
tal spending by several percentage points a year, after an 

initial start-up period.

Predictability of costs to  the S t a t e . Prices are agreed upon by 

the facilities and the State before the fiscal period starts.

Predictability of revenues to the facilities. The industry can 

negotiate wages, purchases and other business decisions with 

a set service price in mind.

The technique encourages development of more sophisticated b ud g et­

ing and cost monitoring capabilities. These are desirable m a n a g e­
ment tools' and will permit the State to see how a facilities' 

budget is built and discuss their assumptions in each of the 

major cost categories.
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D. Disadvantages of a Prospective Payment System

Administrative costs are gener al ly  greater than those of a re t ro­

spective system. However, a dministrative costs vary greatly 
according to the design of the system, and as such, this fa c­

tor is not of significant concern when compared to the total 

dollars being monitored in the health area.

Arbitrary cost limiters ("FREEZES", "LIDS") may be introduced 

into the prospective system to balance costs versus revenues.

This eventually places hospitals and nursing homes in a "no 

win" situation since the rates do not fairly reflect efficiently 

run facilities' costs.

If rates are not applied industry wide, cost shifting can still 

occur if Medicaid rates are set unrealistically 1owTTy the State 

based on arbitrary limiters.

E. Operation of a Prospective Payment System

There are a wide variety of prospective payment systems operated in the 

acute care and long term care sectors around the nation.

A common element of a prospective rate payment setting mechanism is an 

allowable rate of increase in per diem cost for the following year. This 

percentage is normally calculated through application of economic indicator 

such as U.S. Department of Labor wholes al e and consumer price indexes. The 

percentage is then routinely applied to actual cost from the previous period 

to arrive at the prospective rate. Determination of allowable rates of in­

crease can be undertaken either on an individual facilities or groups of 

facilities.

Anot he r element of a prospective payment system is more precisely d e­
fined cost categories combined with a uniform method of reporting costs 

to the State. A common cost breakdown would be labor vs. non-labor with 

further categorization inside these areas. The following example uses 

"natural" expense categories in reporting facility costs.

Labor expenses

physician's fees

management

clerical

technical (e.g., LPNs', therapists) 
registered nurses

household services (e.g., dietary, housekeeping workers)

Non-labor expenses 

food

utilities

drugs and supplies 

m aintenance of personnel 

other

While some level of categorization is necessary to assure accuracy of 

prediction, the model outlined above may require an excessive level of 

accounting time and expertise for some of Alaska's smaller facilities.
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The compromise approach shown below may suffice:

Salaries and fringe benefits

Non-labor expenses

administrative and general 

household and ma intenance 

dietary

professional care

F. State Reimbursement Trends

To date, approximately thirty-four states have instituted a prospective 

system of reimbursement for nursing home services under Medicaid, and 

sixteen states have instituted a propsective system of reimbursement 

for hospital services under Medicaid. These prospective systems have 

taken many forms, each state's structure is a little different. However, 

they share the same philosophical purposes: "to encourage economy and

efficiency, and to establish a uniform system of accounting, budgeting, 
and reporting in determining a health facility's future reimbursement".

6. Why Alaska Should Consider Prospective Payment Now

1. Total overall spending is growing at 20% each y e a r  in Medicaid/GR 

M e d i c a l .

In any period, total spending is always a function of: 11 the n u m­

ber of recipients, 2) the volume of services used, and 3) the unTt 

price of s e r v i c e . With an automatic cost-of-living increase that 

expands Alaska's eligible population, coupled with no unit price 

control or volume limits, Alaska currently has no ability to 

effectively control growth in medical costs.

According to a recent study by THE URBAN I NS T I T U T E , Medicaid p a y­

ments rose at an annual rate of 16.5 percent from FY73 to FY79 

nationally. Alaska had the highest annual rate of increase at 41.8 

percent during this same period. S’*nce FY79, costs have increased 

in excess of 20 percent annually in Alaska.

These three factors (recipients, volume, ana unit price) need to be 
considered collectively in any fiscal year. Currently, critical d e­

cisions concerning eligible populations, service coverages and unit 

price are handled independent of each other and do not produce a 

final cost figure until the fiscal yea r is past. If total spending 

is to be contained at a level below 20%, these factors must be 

considered collectively before each fiscal ye a r starts.

2. Federal funding for Medicaid is reduced in FY84 and later years.

The State is facing an unknown dollar cutback in federal funding for 

FY84. Unless additional State funding replaces these lost federal 

revenues, critical decisions must be made to bring program spending 

in line with available resources.

3. Prospective Systems reduce costs in the long term. The Urban Ins­

titute recently concluded that "a concensus is now developing that



PO
SIT

ION
 

PAP
ER/

Dep
artm

ent
 of H

ealth
 & 

So
cia

l S
er

vic
es

;
‘ P ag e  F iv e

prospective rate setting is effective in lowering the rate of in­

crease in hospital spending by several percentage points a year, at 

least in m ature rate setting programs after an initial start-up period".

H. Why Doesn't the Department of Health and Social Services Simply 

Adopt Prospective Payment by Regulation?

The Legislature must specifically endorse adoption of a prospective 

system in Alaska. The Alaska Attorney General has ruled in a 1982 opinion 

that present Alaska Statutes prevent adoption of a prospective payment 

system by regulation. The Legislature must change Alaska Statutes to 

clearly authorize the Department to adopt a prospective system.

I. What Options Exist?

1. Do N o t h i n g . This strategy would leave reimbursement in the present 
retrospective environment and require the Department to pass reduc­

tions in federal revenues on to hospitals and nursing homes through 

reduced rates. Most recent calculations place hospital and nursing 

home revenue reductions at 8% and 24% respectively for FY84. This 

strategy would not require any additional funds beyond the FY84 Go v­

ernor's request for Medical Assistance but would severly impact 

Alaska facilities.

2. Remain on retrospective system and replace lost federal revenues 

with State funds, if State law p e r m i t s . This strategy will require 

replacement funds and may require a statute change as well. There 
is some doubt whether the present statutes would permit the D ep ar t­

ment to pay rates in excess of the federal limits.

3. Same as option #2 but reduce persons eligible and medical services 

a va i l a b l e ! Under existing Alaska law, the Department is empowered 

to eliminate certain medical services and certain eligibility groups 

if funds we.re deemed inadequate for FY84. If it were determined that 
the Department could pay in excess of new federal limits with all 

State funds, or legislation were passed to permit this, the D ep art­

ment could make reductions in services and eligible groups to stay 

within its FY84 request.

4. Adopt Prospective System and replace lost federal revenues with 

State f u n d s . This strategy will cost roughly the same as Option 

#2 but FY84 costs could be predicted with greater certainty.

Assuming no changes were made in medical services covered or persons 

eligible, this option would save the State from 1 to 3% annually 

compared to Option #2 after the initial start-up period.

5. Adopt Prospective System but reduce persons eligible and medical 

services available. Herein lies the true value of a prospective 

system. Once the prospective rules are established and the rates 
(unit price) for services agreed upon for the fiscal year, eligible 

groups and medical services are then balanced aginst unit price to 

operate within the available appropriation. If no changes were made 

in persons covered or services offered, the price for this option 

would be the same as Option #4. If major reduction in eligibles or
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services were made, the costs for this option could be reduced p r o­

portionately.

6. Seek Relief from C o n g r e s s . This is always an option but not one 

with as much potential in light of Alaska's present financial image. 

Nonetheless, there is provision within the new federal changes for 

special negotiation with the Secretary of Health and Human Services 

regarding "rural" hospitals. Alaska could pursue this option in 

conjunction with one of the strategies described in Option 1 through 

5 above.

J. Summary

Alaska must balance eligible populations, medical services covered and 

unit price against available funds to define an affordable FY84 medical 

program. While a prospective system will not in and of itself make this 

totally possible, it could provide a business environment in which c r i­

tical decisions will be made before the fiscal ye ar  starts.

Department's Position

The Department of Health and Social Services supports this legislation 

as proposed.
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4 t a l  f a c i l i t i e s  a n d  s e r v i c e s  a n d  t h a t  e x e r c i s e s  t h a t  p o w e r ,  $ 2 5 0 , 0 0 0

5 p e r  h o s p i t a l  f o r  t h o s e  h o s p i t a l s  w i t h  10 o r  m o r e  a c u t e  c a r e  b e d s,  a n d

6 $ 5 0 , 0 0 0  p e r  h o s p i t a l  f o r  t h o s e  h o s p i t a l s  w i t h  les s  t h a n  10 a c u t e  c a r e

7 b e d s ;  m o n e y  r e c e i v e d  u n d e r  t h i s  p a r a g r a p h  m a y  b e  u s e d  o n l y  f o r  h o s p i -

8 t a l s  a n d  s h a l l  b e  a p p o r t i o n e d  a m o n g  q u a l i f y i n g  h o s p i t a l s  as the m u n i -

9 c i p a l i t y  d e t e r m i n e s ;

10 * Sec. 5. A S  4 7 . 0 7 . 0 7 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

11 Sec. 4 7 . 0 7 . 0 7 0 .  P A Y M E N T  T O  H E A L T H  F A C I L I T I E S .  (a) T h e  c o m m i s -

12 s i o n  s h a l l  d e t e r m i n e  p r o s p e c t i v e l y  th e  r a t e  of p a y m e n t  to a i.ealth

13 f a c i l i t y  u n d e r  t his c h a p t e r  a n d  A S  4 7 . 2 5 . 1 2 0  - 4 7 . 2 5 . 3 0 0  b a s e d  o n  a

14 f a i r  r a t e  f o r  r e a s o n a b l e  c a s t s  i n c u r r e d  b y  the f a c i l i t y .  T h e  c o m m i s -

15 s i o n  s h a l l  b y  r e g u l a t i o n  lis t  the f a c t o r s  it c o n s i d e r s  i n  ■making its

16 r a t e  d e t e r m i n a t i o n s  u n d e r  t h i s  s e c t i o n .

17 (b) I n  d e t e r m i n i n g  a r a t e  of p a y m e n t  to a h e a l t h  f a c i l i t y  u n d e r

18 t h i s  s e c t i o n ,  t h e  c o m m i s s i o n  s h a l l  c o n s i d e r  th e  p r o p o r t i o n a t e  s h a r e  of

19 the f a c i l i t y’s f i n a n c i a l  r e q u i r e m e n t s  f o r  p a t i e n t  c a r e  f o r

20 (1) c o s t s o f  c u r r e n t  o p e r a t i o n s ,  i n c l u d i n g  s a l a r i e s  a n d

21 w a g e s ;  p u r c h a s e d  s e r v i c e s ,  s u p p l i e s ,  i n s u r a n c e ,  lease s ,  d e p r e c i a t i o n ,

22 t a x e s ,  i n t e r e s t  e x p e n s e ,  m a i n t e n a n c e  a n d  o t h e r  h e a l t h  f a c i l i t y  o p e r a t -

23 i n g  e x p e n s e s ;  a n d

24 (2) e d u c a t i o n ,  r e s e a r c h ,  a n d  a p p r o p r i a t e  c a p i t a l  d e v e l o p -

25 inent.

26 (c) I n  d e t e r m i n i n g  a r a t e  of p a y m e n t  to a h e a l t h  f a c i l i t y  u n d e r

27 t his s e c t i o n ,  t h e c o m m i s s i o n  m a y  c o n s i d e r  w h e t h e r  t he  r a t e  of u t i l i z a -

28 t i o n  of t h e  f a c i l i t y  h a s  b e e n  r e d u c e d  b e c a u s e  o f  i m p r o v e m e n t  or  care-

29 l ess d e v e l o p m e n t  of t h e  f a c i l i t y .
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* Sec. 6. A S  4 7 . 0 7  is a m e n d e d  b y  a d d i n g  n e w  s e c t i o n s  to read:

Sec. 4 7 . 0 7 . 0 7 1 .  R E P O R T S  B Y  H E A L T H  F A C I L I T I E S .  N o t  l a t e r  t h a n  

120 d a y s  a f t e r  t h e  e n d  o f  e a c h  f i s c a l  y e a r  o f  a h e a l t h  f a c i l i t y ,  t h e  

f a c i l i t y  s h a l l  s u b m i t  to t h e  c o m m i s s i o n  a r e p o r t  o n  t h e  f a c i l i t y ' s  

f i n a n c i a l  p e r f o r m a n c e  d u r i n g  th e  f i s c a l  y ea r .

Sec. 4 7 . 0 7 . 0 7 2 .  R E P O R T  B Y  T H E  C O M M I S S I O N .  N o t  l a t e r  t h a n  S e p­

t e m b e r  30 of e a c h  y e a r ,  th e  c o m m i s s i o n  s h a l l  s u b m i t  to th e g o v e r n o r  a 

r e p o r t  o n  th e  p r o s p e c t i v e  p a y m e n t s  m a d e  u n d e r  t h i s  c h a p t e r  d u r i n g  t h e  

c u r r e n t  f i s c a l  y e a r  a n d  a n  e s t i m a t e  of t h e  p r o s p e c t i v e  p a y m e n t s  t h a t  

w i l l  b e  m a d e  d u r i n g  the r e m a i n d e r  of t h e  c u r r e n t  f i s c a l  y e a r  a n d  t h e  

n e x t  f i s c a l  year. T h e  r e p o r t  s h a l l  s t a t e  t h e  a s s u m p t i o n s  th a t  a r e  

u s e d  as a b a s i s  f o r  the e s t i m a t e s .

Sec. 4 7 . 0 7 . 0 7 3 .  U N I F O R M  A C C O U N T I N G ,  B U D G E T I N G ,  A N D  F I N A N C I A L  

R E P O R T I N G .  (a) T h e  c o m m i s s i o n  b y  r e g u l a t i o n  s h a l l  r e q u i r e  a u n i f o r m  

s y s t e m  o f  a c c o u n t i n g ,  b u d g e t i n g ,  a n d  f i n a n c i a l  r e p o r t i n g  fo r  h e a l t h  

f a c i l i t i e s  r e c e i v i n g  p r o s p e c t i v e  p a y m e n t s  u n d e r  t h i s  ch a p t e r .  T h e  

r e g u l a t i o n s  s h a l l  p r o v i d e  f o r  th e  r e p o r t i n g  of r e v e n u e s ,  e x p e n s e s ,  

a s s e t s ,  l i a b i l i t i e s ,  a n d  u n i t s  of s e r v i c e .  T h e  c o m m i s s i o n  s h a l l  

s p e c i f y  th e d a t e  the  s y s t e m  b e c o m e s  e f f e c t i v e  f o r  e a c h  h e a l t h  f a c i l­

ity  .

(b) I n  a d o p t i n g  r e g u l a t i o n s  u n d e r  this s e c t i o n ,  t h e  c o m m i s s i o n  

s h a l l  c o n s i d e r

(1) a c c o u n t i n g ,  b u d g e t i n g ,  a n d  f i n a n c i a l  r e p o r t i n g  p r o c e­

d u r e s  u s e d  b y  h e a l t h  f a c i l i t i e s ;

(2) v a r i a t i o n s  a m o n g  h e a l t h  f a c i l i t i e s  in t h e  t y p e s  of 

h e a l t h  c are s e r v i c e s  p r o v i d e d  b y  h e a l t h  f a c i l i t i e s ;

(3) o t h e r  f a c t o r s  t h e  c o m m i s s i o n  c o n s i d e r s  r e l e v a n t ,  i n­

c l u d i n g  the s ize a n d  o r g a n i z a t i o n a l  s t r u c t u r e  of h e a l t h  f a c i l i t i e s  a n d  

the m e t h o d s  u s e d  b y  h e a l t h  f a c i l i t i e s  to o b t a i n  p a y m e n t s .
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(c) T h e  c o m m i s s i o n  m a y  w a i v e  o r  m o d i f y  a r e q u i r e m e n t  f o r  a c ­

co u n t i n g ,  b u d g e t i n g ,  o r  f i n a n c i a l  r e p o r t i n g  for  a h e a l t h  f a c i l i t y  if 

w a i v e r  or m o d i f i c a t i o n  is

(1) n e c e s s a r y  to a v o i d  e x c e s s i v e  co s t s  to t h e  f a c i l i t y ;  a n d

(2) c o n s i s t e n t  w i t h  th e  p o l i c i e s  of thi s c h a p t er .

(d) N o t w i t h s t a n d i n g  o t h e r  p r o v i s i o n s  o f  t h i s  s e c t i o n ,  th e  c o m­

m i s s i o n  may, b y  r e g u l a t i o n ,  m o d i f y  th e  s y s t e m  of a c c o u n t i n g ,  b u d g e t­

ing, and f i n a n c i a l  r e p o r t i n g  r e q u i r e d  u n d e r  t his s e c t i o n  f o r  a h e a l t h  

f a c i l i t y  h a v i n g  less t h a n  25 a c u t e  ca r e  b e d s  i n  o r d e r  to r e d u c e  the  

o p e r a t i n g  c o s t s  of t h a t  f a c i l i t y .

Sec. 4 7 . 0 7 . 0 7 4 .  A U D I T S  A N D  I N S P E C T I O N S .  As a c o n d i t i o n  o f  

o b t a i n i n g  p a y m e n t  u n d e r  AS 4 7 . 0 7 . 0 7 0 ,  a h e a l t h  f a c i l i t y  s h a l l  a l l o w

(1) the  d e p a r t m e n t  a n d  th e  c o m m i s s i o n  r e a s o n a b l e  a c c e s s  to 

t h e  f i n a n c i a l  r e c o r d s  of m e d i c a l  a s s i s t a n c e  b e n e f i c i a r i e s ;  a n d

(2) i n s p e c t i o n  o f  f i n a n c i a l  r e c o r d s  b y  s t a t e  a n d  f e d e r a l  

a g e n c i e s  to t he  e x t e n t  r e q u i r e d  b y  f e d e r a l  law.

Sec. 4 7 . 0 7 . 0 7 5 .  A P P L I C A T I O N  O F  A D M I N I S T R A T I V E  P R O C E D U R E  ACT. 

A c t i o n s  of t he  c o m m i s s i o n  u n d e r  A S  4 7 . 0 7  a n d  AS 4 7 . 2 5 . 1 2 0  - 4 7 . 2 5 . 3 0 0

ar e  s u b j e c t  to th e  p r o v i s i o n s  of th e  A d m i n i s t r a t i v e  P r o c e d u r e  A c t  

(AS 4 4 . 6 2 ) .

* Sec. 7. A S  4 7 . 0 7 . 0 S 0  is a m e n d e d  b y  a d d i n g  n e w  p a r a g r a p h s  to read:

(6) " c o m m i s s i o n "  m e a n s  th e  M e d i c a i d  R a t e  C o m m i s s i o n ;

(7) " h e a l t h  f a c i l i t y "  i n c l u d e s  a h o s p i t a l ,  s k i l l e d  n u r s i n g  

f a c i l i t y ,  i n t e r m e d i a t e  c are f a c i l i t y ,  i n t e r m e d i a t e  c a r e  f a c i l i t y  fo r  

th e  m e n t a l l y  r e t a r d e d ,  r e h a b i l i t a t i o n  f a c i l i t y ,  i n p a t i e n t  p s y c h i a t r i c  

f a c i l i t y ,  h o m e  h e a l t h  a g e n c y ,  r u r a l  h e a l t h  clinic, a n d  o u t p a t i e n t  

s u r g i c a l  clinic.

* Sec. 8. A S  4 7 . 0 7  is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to read:

A R T I C L E  2. M E D I C A I D  R A T E  C O M M I S S I O N .
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Sec. 4 7 . 0 7 . 1 1 0 .  M E D I C A I D  R A T E  C O M M I S S I O N  E S T A B L I S H E D .  T h e  

M e d i c a i d  R a t e  C o m m i s s i o n  is e s t a b l i s h e d  i n  t h e  D e p a r t m e n t  of H e a l t h  

a n d  S o c i a l  S e r v i c e s .

Sec. 4 7 . 0 7 . 1 2 0 .  C O M P O S I T I O N  O F  C O M M I S S I O N .  T h e  c o m m i s s i o n  

c o n s i s t s  of f i v e  m e m b e r s  as f o ll o w s :

(1) th e  c h i e f  e x e c u t i v e  o f f i c e r  of a h e a l t h  f a c i l i t y  t h a t  

is l i c e n s e d  b y  the s t a t e  b u t no t  o w n e d  o r  o p e r a t e d  b y  t h e s t a t e  o r  

f e d e r a l  g o v e r n m e n t  a n d  tha t  is s u b j e c t  to t h e b u d g e t  r e v i e w  p r o c e s s  

u n d e r  t h i s  c h a p t e r ;

(2) the c o m m i s s i o n e r  of a d m i n i s t r a t i o n ,  t h e  c o m m i s s i o n e r  of 

h e a l t h  a n d  s o c i a l  s e r v i c e s ,  o r  the a p p o i n t e d  d e s i g n e e  of e i t h e r  c o m­

m i s s i o n e r ;

(3) a p h y s i c i a n  l i c e n s e d  to p r a c t i c e  m e d i c i n e  i n  the s t a t e  

w h o  is a c t i v e l y  e n g a g e d  i n  the p r a c t i c e  o f  m e d i c i n e  a n d  w h o  is no t  

e m p l o y e d  b y  t he  state;

(4) a c e r t i f i e d  p u b l i c  a c c o u n t a n t  w i t h  r e l e v a n t  e x p e r i e n c e ;

(5) a p e r s o n  r e p r e s e n t i n g  c o n s u m e r s  of h e a l t h  s e r v i c e s  w h o  

d o e s  n o t  h a v e  a d i r e c t  o r  i n d i r e c t  i n t e r e s t  i n  a n  e n t i t y  t hat p r o v i d e s  

h e a l t h  car e  s e r v i c e s .

Sec. 4 7 . 0 7 . 1 3 0 .  A P P O I N T M E N T  O F  M E M B E R S .  M e m b e r s  o f  the c o m m i s­

s i o n  a r e  a p p o i n t e d  b y  th e  g o v e r n o r  a n d  s e r v e  at the p l e a s u r e  o f  the

g o v e r n o r .

Sec. 4 7 . 0 7 . 1 4 0 .  T E R M  O F  M E M B E R S H I P .  T h e  t e r m  of a m e m b e r  of t h e  

c o m m i s s i o n  a p p o i n t e d  u n d e r  A S  4 7 . 0 7 . 1 2 0 ( 1 ) ,  (3), (4), o r  (5) is t h r e e  

y e a r s .  A  m e m b e r  m a y  n o t  be a p p o i n t e d  to a s u c c e s s i v e  term. T h e  t e r m s  

o f  th e  m e m b e r s  s h a l l  be s t a g g e r e d .  A  m e m b e r  a p p o i n t e d  to fi l l  a

v a c a n c y  s e r v e s  fo r  t he  u n e x p i r e d  t e r m  o f  the m e m b e r .  A  t e r m  s h a l l  be 

m e a s u r e d  f r o m  J a n u a r y  1 of the y e a r  i n  w h i c h  th e  t e r m  o f  the v a c a n t  

p o s i t i o n  b e g i n s ,  r e g a r d l e s s  o f  w h e n  th e  v a c a n c y  is fil?.ed.

-5- SSHB 19 am



Sec. 4 7 . 0 7 . 1 5 0 .  C O M P E N S A T I O N .  A  m e m b e r  o f  t h e  c o m m i s s i o n  s e r v e s  

w i t h o u t  c o m p e n s a t i o n  b u t  is e n t i t l e d  to p e r  d i e m  a n d  t r a v e l  e x p e n s e s  

a u t h o r i z e d  b y  law fo r  b o a r d s  a n d  c o m m i s s i o n s  u n d e r  A S  3 9 . 2 0 . 1 8 0 .

Sec. 4 7 . 0 7 . 1 6 0 .  O F F I C E R S .  A t  the f i r s t  m e e t i n g  o f  e a c h  y e a r , 

th e  c o m m i s s i o n  s h a l l  e l e c t  a c h a i r  f r o m  a m o n g  its m e m b e r s .

Sec. 4 7 . 0 7 . 1 7 0 .  M E E T I N G S  A N D  Q U O R U M.  T h e  c o m m i s s i o n  s h a l l  m e e t  

as o f t e n  as is n e c e s s a r y  to c o n d u c t  its b u s i n e s s .  T h r e e  m e m b e r s  of 

the c o m m i s s i o n  c o n s t i t u t e  a q u o r u m .

Sec. 4 7 . 0 7 . 1 8 0 .  D U T I E S .  T h e  c o m m i s s i o n  s h a l l  r e v i e w  p r o p o s e d

p a y m e n t  r a t es  an d  b u d g e t s  of h e a l t h  f a c i l i t i e s  a n d  e s t a b l i s h  p a y m e n t  

r a t e s  f o r  h e a l t h  f a c i l i t i e s  u n d e r  t h i s  c h a p t e r  a n d  A S  4 7 . 2 5 . 1 2 0  -

4 7 . 2 5 . 3 0 0 .

Sec. 4 7 . 0 7 . 1 9 0 .  E M P L O Y M E N T  O F  P E R S O N N E L .  T h e  c o m m i s s i o n  m a y  

e m p l o y  a n d  d e t e r m i n e  t h e  s a l a r y  of a n  e x e c u t i v e  d i r e c t o r .  W i t h  the 

a p p r o v a l  of the c o m m i s s i o n ,  t h e  e x e c u t i v e  d i r e c t o r  m a y  s e l e c t  a n d  

e m p l o y  a d d i t i o n a l  staff. T h e  c o m m i s s i o n  s h a l l  b e  a s s i s t e d  b y  the

o f f i c e r s  o r  p e r s o n n e l  o f  the d e p a r t m e n t  as the  c o m m i s s i o n e r  of h e a l t h  

a n d  s o c i a l  s e r v i c e s  s h a l l  d i r e c t .  T h e  e x e c u t i v e  d i r e c t o r  of the

c o m m i s s i o n  is in the e x e m p t  s e r v i c e  u n d e r  A S  39.25.

* Sec. 9. AS 4 7 . 2 5  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 7 . 2 5 . 1 9 5 .  P A Y M E N T  T O  H E A L T H  F A C I L I T I E S  F O R  T R E A T M E N T  O F  

N E E D Y  P E R S O N S .  (a) T h e  d e p a r t m e n t  m a y  m a k e  p a y m e n t s  to a h e a l t h  

f a c i l i t y  fo r  the t r e a t m e n t  o f  a n e e d y  pe r s o n .

(b) A  h e a l t h  f a c i l i t y  r e c e i v i n g  a p a y m e n t  u n d e r  t h i s  c h a p t e r  is 

s u b j e c t  to the r e q u i r e m e n t s  o f  A S  4 7 . 0 7 . 0 7 0  - 4 7 . 0 7 . 0 7 5 .

(c) F o r  p u r p o s e s  of t h i s  s e c t i o n ,  " h e a l t h  f a c i l i t y "  i n c l u d e s  a 

h o s p i t a l ,  s k i l l e d  n u r s i n g  f a c i l i t y ,  i n t e r m e d i a t e  c a r e  f a c i l i t y ,  i n t e r­

m e d i a t e  c are f a c i l i t y  f o r  th e  m e n t a l l y  r e t a r d e d ,  r e h a b i l i t a t i o n  f a c i l­

ity, i n p a t i e n t  p s y c h i a t r i c  f a c i l i t y ,  h o m e  h e a l t h  a g e n c y ,  r u r a l  h e a l t h
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1 c l i n i c ,  a n d  o u t p a t i e n t  s u r g i c a l  c l i n i c .
«

2 * Sec. 10. I N T E R I M  P R O S P E C T I V E  P A Y M E N T  S Y S T EM .  T h e  d e p a r t m e n t  s h a l l

3 e s t a b l i s h  a n  i n t e r i m  s y s t e m  of p r o s p e c t i v e  p a y m e n t s  f o r  h e a l t h  f a c i l i t i e s

4 u n d e r  thi s  A c t  f o r  th e p e r i o d  J u l y  1, 1983 to J u n e  30, 1984.

5 *  Sec. 11. T h e  s p o n s o r  of a h o s p i t a l  o r  h e a l t h  f a c i l i t y  c o n s t r u c t i o n

6 p r o j e c t  w h o  is r e c e i v i n g  o r  e n t i t l e d  to r e c e i v e  s t a t e  a i d  u n d e r  A S  2 9 . 9 0  o n

7 th e  d a y  p r e c e d i n g  t h e  e f f e c t i v e  d a t e  of t h i s  A c t  s h a l l  c o n t i n u e  to r e c e i v e

8 s t a t e  a i d  u n t i l  t h e  s p o n s o r  h a s  r e c e i v e d  a n  a m o u n t  w h i c h ,  c o m b i n e d  w i t h

9 s t a t e  m a t c h i n g  m o n e y  f o r  c o n s t r u c t i o n  of t h e  h o s p i t a l  o r  h e a l t h  f a c i l i t y ,

10 e q u a l s  25 p e r c e n t  o f  the t o t a l  p r o j e c t  cost. M o n e y  r e c e i v e d  f o r  c o n s t r u c -

11 t i o n  m a y  n o t  be u s e d  f o r  a n y  o t h e r  p u r p o s e .

12 *  Sec. 12. A S  1 8 . 0 7 . 0 3 1  - 1 8 . 0 7 . 1 0 1 ,  1 8 . 0 7 . 1 1 1 ( 1 )  - (4), 1 8 . 0 7 . 1 1 1 -

13 (7) - (11); A S  2 9 . 9 0 ;  A S  4 7 . 0 7 . 0 8 0 ( 1 )  an d  A S  4 7 . 8 0 . 1 4 0 ( b )  a r e  r e p e a l e d .

14 *  Sec. 13. T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  i n  a c c o r d a n c e  w i t h  A S  01.

15 1 0 . 0 7 0 ( c ) .
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EXECUTIVE SUMMARY

Alaska's Certificate of Need (CON) Law was enacted by the State 
Legislature in 1976, following passage of Riblic I.aw 93-641, the Na­
tional Health Planning and Resource Development Act of 1974. Provisions 
in the CON law require that non-fedcral health care institutions apply 
for and receive a Certificate of Need from the State of Alaska before 

proceeding with major capital investments which will result in new 
construction, alterations or renovations, and/or new services. The 
Thirteenth Alaska Legislature currently has before it companion bills,
1111 19 and SB S5, which provide for repeal of the CON law. The purpose 
of this paper is to review tlie data available on the effectiveness of 
the CON process, botli nationally and within the State of Alaska, and to 
present alternatives for consideration by the Legislature regarding 
public review of capital expenditures for health care facilities.

Evidence is presented that the CON program has had an effect on 
limiting the amount of capital expenditures, furthermore, current 
economic research has demonstrated that, for every dollar of capital 
investment made in a health care facility, an accompanying increase In 
operating costs can be expected amounting to 184°i of the original 
investment in ten years.

Evidence gathered on Alaska's experience with the Certificate of 
Need program indicated that it has been effective in deterring and/or 
guiding capital investment within the health-care industry and has 
stimulated improved planning within the heaLib-care institutions them­
selves. Examples are presented which illustrate how the process created 
this impact.

Several issues are discussed relating to recognized concerns within 
the current CON process. These issues include: 1) costs attendant to
developing a CON application; ?.) delays in the review process; 5) loss 
of community control; 4) marketplace economics; and, S) the dollar- 
threshold limits which require a CON.

The conclusion drawn from this review was that, although there are 
problems with the current CON process, revision of the law is preferable 
to outright repeal. Recommendations for revision of the law are pro­
vided and include:

1 . Raising threshold levels.
2. Exempting non-cl in.ical capital expenditures.
3. Expediting reviews of equipment, replacement:.
4. Specifying time limits on reviews.
5 . Providing legislators with informal ion on the outcome of 

reviews in their districts.
6 . Providing for a sunset review of the process.

1h
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CERTIFICATE OF NEED PRCXIPAM

PURIOSE

The most controversial aspect, of the health planning effort, in 
Alaska and nationwide, has been the Certificate of Need (CON) program. 
Borrowed from ])ublic utility regulations, the earliest CON program was 
enacted by New York in 1964. Twenty-six oilier states instituted CON 
programs in the next, ten years, and, with the passage of Public I .aw 
93-641, CON was mandated for all states. Alaska's Certificate of Need 
statute (18.07.031-J]]) was enacted by the State Legislature in 1976 

and amended in 19S1.

As originally designed, the CON program was implemented to curb 
rapidly escalating costs of health care by s u m m i n g  uncontrolled capital 
investments in new health-care facilities, services, and high-technology 
equipment. To accomplish this goal, the CON program had several primary 
objectives: 1 ) to prevent: unnecessary duplication of services and
facilities; 2 ) to reduce the number of available hospital beds or at 
least not allow the growth of hospital beds to exceed guidelines estab­
lished in the State Health Plan; 3) to promote an equitable and effi­
cient allocation of resources; and 4) to determine if less costly 
alternatives to expensive capital expenditure:*, were available to accom­
plish the same purpose.

WHO MUST APPLY

'Ihe State of Alaska requires approval of capital expenditures for 
projects which meet or exceed certain thresholds:

1. Capital expenditures in excess of $1110,000 toward building, 
improving, or purchasing a health care facility, including 
lease or purchase of equipment, costs of any study surveys, 
designs, and site acquisitions and preparations.

2. Any change within a two-year period in the licensed bed ca­
pacity of a health care facility amounting to 10 beds or 10 
percent, whichever is the lesser, which increases or decreases 
the number of beds or redistributes beds among different 
categories of service.

3. Any addition or elimination of a major type of service offered 
in or through the health care facility.

A  project meeting or exceeding these thresholds is required to 
obtain a Certificate of Need from the State of Alaska prior to imple­
mentation.



'11112 PROCESS

An applicant enters the CON' review process by submitting a "Letter 

of Intent" to the Department of Health and Social Services (DNSS) and to 
the appropriate health systems agency describing briefly the scope of 
the proposed activity. If the PUSS determines that the project is 
subject to CON review, tlie applicant develops a formal application and 
submits it .to the State agency and the regional health systems agency.
In most cases, a prc-application conference is scheduled with the 
applicant to minimize any potential misunderstandings and to achieve an 
agreement on what would represent a successful application. Once the 

State agency certifies that the application is "complete" -- tliat it 
contains sufficient information necessary to conduct an objective review 
-- the agency has 90 days to review the application and to submit an 
analysis to the Commissioner of PUSS for final action. Within the 
90-day review period, the regional health planning agency has 00 days to 
review and seek public comments on the appropriateness of the proposed 
application. The USA submits its findings and recommendations to the 
Commissioner. Once the Commissioner has considered the information that 
has been submitted, he decides whether or not to issue a Certificate of 
Need to the applicant. The Commissioner notifies the applicant in 
writing of the decision. Copies of the decision are sent to the Health 
Systems Agency and arc published in regional newspapers.

l-Pi-'ECJTVEN'ESS

Nationwide

Nationally, credible information is just beg,inning to emerge 
regarding the effect of capital expenditures review. Although this 
topic lias been of interest for many year:;, much of the early literature 
is of little value because of a basic lack of u n d e r s fanding^about the 
process and outcome o.p capital, expenditure review programs. Two 
recently completed studies in the State of Massachusetts have reported 
CON i m p a c t s / ' T h e  first analyzed hospital capital investment among 
short-term general voluntary hospitals between 1967-1970. The results 
were that, by 1976 and beyond, CON review reduced all dimensions of 
project scale and cost by as much as two-thirds of that originally 
proposed. The second study found that the fonnal and informal actions 
of the CON agency from 1977-1976 resulted in small, but statistically 
significant, reductions in the rate of hospital investment.

Two studies conducted in 1982 by Arthur D. Little, Inc., shed 
additional light on the potential impact of capital expenditures re­
view/4’ The first, study analyzed the effect of capital expenditures 
review decisions in five stales: Colorado, Florida, Maryland, Massa­
chusetts, and Oregon (chosen for their geographical and regulatory 
differences), based on their analysis, CON programs appeared to be 
effective in limiting the amount of capital expenditures undertaken. 
Furthermore, they discovered that, lor ever)' dollar of capital invest­
ment, there was r. definite increase in operating costs. They projected 
that, over a ten-year period, a dollar of capital investment generates 
additional operating costs with a present value of $1.84 (exclusive of

f
Ifr 3



depreciation and debt service). They concluded from ihc-sc results tliat 
CON programs have the potential to play an important role in curbing 

hospital cost inflation.

A second report by Arthur )). Little, Inc., involved an analysis of 
information from a six-state study. For the states of Virginia, South 
Carolina, Washington, New Jersey, Iowa and Colorado, Arthur I). Little 
undertook a review of Certificate of Need programs for the twelve-month 
period beginning July 1, .1.979 to June JO, 1980. Three significant 
findings were reported: 1 ) certain capital costs were not incurred as a
result of the CON review program; ?.) the objectives contained in indi­

vidual state plans and health systems plans tended to deter capital 
expenditure projects; and, 3) pre-application conferences -- health 

planners and providers working, together to avoid project denial - were 
effective means of reducing, the "administrative costs" of the review 

process as well as excessive capital expenditures.'

Alaska

Currently (February 1983) there are five projects under review by 
the Department of Health and Social Services that total $106,000,000.
Two additional applications are anticipated, totalling $20,820,000.
These seven applications ($126.8 million) provide an interesting con­
trast with the more than 30 projects which were approved for $149,000,000 
in the previous five years (.1977-1982).

Two projects with a combined total of $12,400,000 have been denied 
during the past five years. In addition, several other betters of 

Intent have been received by the Department for which applications were 
never received. It is impossible to estimate how many applications or 
letters of intent were never submitted because of the presence of the 
CON law.

The Alaska CON Program has been effective in accomplishing three 
things. First, it seems reasonable to expect that CON has deterred 
misdirected projects that could not. withstand the test of public scru­
tiny. It has, therefore, acted to uphold existing plan standards. 
Secondly, it has guided institutional actions into areas which are 
compatible with the goals and objectives of the State as reflected in 
State and regional health plans. Thirdly, the presence of the CON 
program has promoted better planning on the part of the health care 
institutions throughout the State.

Deterrent liffccts

Although the deterrent effect of Certificate of Need is admittedly 
difficult to demonstrate, there is evidence from the number of "Letters 
of Intent" which never resulted in an application that CON is a deter­
rent. A specific example of this phenomenon was observed during a 
recent effort by four different applicants to provide inpatient alco­
holism treatment services :in and around Anchorage. The Department of

\
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Health and Social Services and the local health systems agency identi­

fied a need for 40-80 alcohol-treatment beds in the area. IXic to 
pre-application planning, only two of the four applications were com­
pleted for final consideration. Both were subsequently approved.

Improved Institutional Planning

Situations in which the CON process provides expert guidance and 
stimulates better institutional planning do not always result in smaller, 

less-expensive projects, For example. Valley Hospital in Palmer sub­
mitted an application to complete a minimal and temporary renovation of 
their 30-year old facility at a cost oT $2,000,000. Part of the reno­
vation included additional insulation to prevent heat loss through the 
roof. At the suggestion of the Department, a structural engineer was 
asked to study the ability of the roof to withstand the increased load 
of snow which would not he melted because of the insulation. The 
Department also requested a 1i fe-cycle cost analysis which would deter­
mine the cost of a temporary renovation as opposed to costs of major 
renovation. The results of these inquiries demonstrated that the roof 
was not designed to withstand tlie extra load of snow and that, when 
total operating expenses and capital costs were considered for a 25-ycar 
period, it would be less expensive to forgo the minimal renovation and 
proceed with a major renovation. The result' of this review was an 
approval for a major renovation project -- at a long-term cost savings.

Petersburg, General Hospital filed a letter of intent for $3,400,000 
to renovate an existing acute care facility, l'ollowing an architectural 
assessment of the facility and a life.-cycle cost analysis requested by 
the State, it was determined that the cost of new construction would be 
preferable to renovation. Subsequently, a GON was approved for 
$7,150,000. Obviously, the CON process is not punitive, but rather 
seeks to use health care resources to gain the maximum benefit for the 
community.

Hospitals in Homer and Fairbanks submitted proposals for review 
which contained "shelled-in" space for which no use was intended for the 
immediate future. In Homer, the Department requested further assessment 
of the situation to identify a solution to future use of the shelled-in 
space. As a result the plans were redrawn for the renovation and 
expansion and included the proposed use of the shelled-in space.

Better Conformance with Identified Community Need:;

In Fairbanks, the GON process stimulated a community discussion of 
the need for inpatient psychiatric services and a concern for approving 
the construction of two shelled-in floors that did not have an identi­
fied use. Because of discussions at the local level during the review 
by the health systems agency, the hospital agreed to specify the in­
tended use of the shelled-:in space and, lurlhcrmore, to enter into a 
planning process with the community during the following year to deter­
mine the most appropriate configuration for the- proposed services.

I



Summary

Although it is difficult to place a dollar figure on the impact of 
the Certificate of Need program over the past six. years, it appears that 
Alaska's program has effectively deterred and guided capital investment 
within the health care xndustr'y and has stimulatccT~improved planning 
within the institutions themselves. Because b T  1 lie CON program, Alaskans 
have saved millions of dollars in operating costs which would have 
resulted from unheeded expansion of facilities and services. Moreover, 
the State Legislature and tlic Administration should feel some measure of 
assurance tliat, because of the uON process, the millions of dollars in 
public funds tliat have flowed from the State to health care facilities 
for construction and operation rre being, used for projects which meet ail 
identified need, do not duplicate existing services, and are financially 

feasible.
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INTRODUCTION

Proponents and opponents of the Certificate of Need program agree 
tliat the current CON process requires substantial changes. Opponents 
cite several reasons for their dc .sion to push for repeal of the 
current law. Among the reasons are: 1) significant costs are involved
in developing a CON application and proceeding through the review; 2) 
delays in implementation are caused by an extended review period; 3) the 
CON process removes community control; 4) mnrhct-place economics should 
control capital investment.; and 5) threshold limits which trigger a CON 
review are too low.

COSl'S

No one denies that there are costs attendant to developing a CON 
application. The majority of those costs, which have been estimated to 
run as ltigh as $40,000 for the more complex projects, can be attributed 
to personnel costs. Most of these costs would continue in the absence 
of CON if a facility did a credible job of planning for future services. 
In order to gain public support, justify the financial feasibility of a 
construction project, and obtain adequate architectural designs, plan­
ning still must occur. The costs of institutional planning will not 

disappear in the absence of CON.

DELAYS

Extended review schedules have in some cases resulted in delays in 
construction start-up time which have been not only frustrating but also 
costly. It seems reasonable that the cause for these delays can be 
identified and corrected by revising the regulations regarding CON 
review. For example, provisions could be made to expedite review of 
capital equipment replacement and to set a time limit for a decision by 
the Commissioner subsequent to a recommendation by a regional health 
planning agency. Also, by raising the threshold limits which require a 
CON, there will be approximately 25$ fewer reviews to do. ’Ibis should 
.improve the efficiency of the review process.

COMMUNITY CONTROL

Concern has been expressed that the CON process removes community 
control from local jurisdictions in the case of municipally-owned 
facilities and local advisory boards with respect to corporately-owned 
facilities. However, local governments and advisory boards do not 
necessarily maintain a regional or statewide perspective when it comes 
to considering new services and facilities. In other words, persons who



serve 011 local hospital advisory boards arc chosen for their expertise 
and dedication in local issues; often, however, a project will have 
regional or statewide implications that cannot be properly addressed at 
t.’.e local level. The CON process, at the very .least, offers local, 
regional and statewide perspectives on the need and appropriateness of a 
proposed project. Instead of removing community control, the CON 
process bestows some control on the community at large.

In addition, a trend is evident that an increasing amount of public 
funds are being appropriated by the legislature for construction and 
renovation. It seems reasonable that in a time of decreasing state 
revenues, citizens should have an opportunity to influence the distribu­
tion of these funds so that they meet state and regional needs instead 
of local demand. 'Jhe CON process ensures public, participation in these 

decisions.

MARKETPLACE ECONOMICS: COMPETITION vs. "PECULATION"

In recent years, there has been a popular theory that the problems 
in U.S. health services can be blamed on excessive government, interven­
tion and regulations. It has been argued that high costs and related 
problems could be solved by a "return to the free m^r^et and competi­
tion." Two recent articles argue to the contrary. ’

Roemer and Roemcr, well-known health-economics experts, examined 
the past and present operations of free trade and competition in the 
health care system and found That not one of at least five conditions 
necessary for competition existed. In addition, they found tliat the 
free market created a geographic maldistribution of health manpower, 

causing serious problems for rural populations, furthermore, they 
discussed the paradoxical problem which has been demonstrated for every 
component of the health care industry of "supply creating demand" rather 
than the reverse, which is true in an effectively operating market. 
Supply creates demand in the health care industry fundamentally because 
the seller (doctor) rather than the buyer (patient) m^kes most of the 
decisions on what health services are to bo obtained.

Needlemen, another health economist, expressed a similar opinion.

An effective market, is one in which there is compe­
tition on the basis of both price and quality, and 
in which those who sell services are 1 imi.ted in 
their ability to influence the volume of services 
they sell and arc constrained in the prices they set 
by competitive pressures. By this definition, apt 
effective market for health care services does not 
exist 111 m o s T’coimiiuhitics." TJxiipctTtXoif exists but 
it is rarely price competition; indeed the nature of 
current competition based on scope- of services, 
amenities, and convenience is to encourage price 
increasing behavior. (Emphasis added).



Arthur 1). Little, Inc,, summarized the policy implication of the 

debate surrounding competition and regulation. 'Ihey reported that, in 
the absence of Certificate of Need regulations, hospitals will compete 
more vigorously by offering improved facilities to recruit physicians 
and patients. The resulting "building boom" will drive up operating 
expenditures over the next ten years by $1.84 for every dollar invested, 

exclusive of depreciation and debt service.

THKESHOLU LIMITS

Alaska regulations specify tliat a CON is required for any capital 
expenditure in excess of $150,000. There is general agreement that tliis 
threshold is far too low. federal regulations have already changed to 
accomodate a significant: increase in CON thresholds. The .threshold 
levels which trigger a CON review should Ix. increased from $150,000 to 
at least $600,000"for capital expenditures; $400,000 for major medical 
equipment; ancl $250,000 for operating expenses associated with new 

services.



CONCLUSIONS

Recent evidence nationally and available inluiiiiat ion from tlie 
Certificate of Need Program in Alaska indicate that the program lias been 
effective in deterring unjustified projects, guiding capital investment 1
projects, and stimulating improved institutional planning. Together 
these effects have served to meet the health care needs of the public, 

prevent duplication of costly services, and restrain the increasing I
c^sts of health care. Acute problems with the CON process are correc­
table by amending the law.

Options available to the Legislature can be placed into three 
categories: 1 ) keep the law as it is and maintain the status quo; 2 )
repeal the law in its entirety; or, 3) revise the law to correct recog­
nized problems.

MAINTAIN CURRENT CON PROCPSS

The State would cov tinuc to operate1 the program in its current 
form. This option assumes the CON process is working efficiently and 
requires only minor cliang.es.

Because of recognized problems, this option appears to have little 
merit. Threshold levels arc too low, most non clinical expenditure 
reviews are a nuisance for applicants and reviewers, and delays in the 
review process are unacceptable.

RIIPPAL HIP CON LAW

This option assumes that the Certificate of Need process lias been 
entirely ineffective and that marketplace incentives will arise to 
control capital investments and health care costs.

It also assumes that public review of health care capital expendi­
tures are unimportant and that health care consumers should not have a 
voice in determining the appropriateness of services in their community.

A  competitive pricing market docs not exist within the health care 
services industry of any community in Alaska. In addition, the State of 
Alaska did not renew its Section 1122 agreement with the federal govern­
ment in .1.981 because the Certificate of Need Jaw was in place.* (Sec­
tion 3122 of PL 92-603 required that health care facilities, which 
received federal monies under Titles X V I 11 and XJX, be subject to review 
to ensure consistency with state health plans.) Repeal of the CON law 
would leave the State entirely without a capital expenditure review 
process for health care facilities; therefore, the State would have to 
rely principally on either the competitive market or incentives estab­
lished under some kind of a prospective reimbursement system to control, 
costs and allocate resources. (Hospitals are currently reimbursed by 
the federal government under Medicare m d  Medicaid on a retrospective 
basis; that is, after the costs have already occurred. Under this

10



reimbursement mechanism, there is no real incentive Tor containing 
costs. Prospective reimbursement, on the other hand, would require tliat 
hospitals negotiate the rate or cost of a service a year in advance.
The government and other third-party insurers would reimburse the 

hospital only at the negotiated rate; therefore, costs exceeding the 
rate would be borne by the hospital, and, conversely, the hospital would 
make money if costs were kept below the negotiated rate.)

Because a competitive pricing market does not exist anywhere in 
Alaska, eliminating the CON program will likely lead to new, unneeded 
services and facilities which will result in increased operating costs. 
These costs arc passed directly on to the buyer:; (patients and tax­
payers) .

Prospective reimbursement, on the other hand, comes in various 
forms and generally has been found to he more difficult to enact and 
implement than Certificate of Need. Generally speaking, prospective 
reimbursement, is likely to he successful o^ly where there has been 
political support for Certificate of Need.°

Finally, repeal of CON serves the interests of the health services 
establishment only. Those who control health-care costs would also be 
controlling capital investments. Consumers could not have a voice in 
determining the most appropriate and affordable level of service for 
their community or region.

MODIFY T1U- CON PROCHSS

This option assumes that the CON program has been effective and can 
be modified to make it more efficient. The scope of ihc COM program 
could be scaled hack by raising threshold levels and exempting certain 
non-clinical capital expenditures. Under this option, the CON program 
could be reduced further if a market capable of insuring an appropriate 
allocation of services emerged or to complement a prospective reimburse­
ment system.

11



RF.CGMMENDATl ONS

The Alaska Health Coalition recommends tliat negotiations take place 
among members of the Alaska State Hospital Association, tlie Legislature, 
and the Administration to work out revised CON regulations.

The Coalition further recommends tliat the following revisions lie 

considered as a starting point for the negotiations.

1. Increase the threshold level which triggers a CON review from 
$.150,000 to at least:

a. $600 01)0 for capital expenditures

b. $<100 ,000 for major medical equipment

c. $250,000 for operating expenses associated with new
services.

2. Exeinpt all non-clinical capital expenditures. 'Ibe bill should 
indicate that non-clinical services which arc not subject to 
review include, but are not limited to: parking, telephone
systems, day care, mailrooms, heating and air conditioning, 
blood bank, dietary/cafeteria, laundry and linen, medical 
records, business office, housekeeping, central supply, li­
brary, reception, and data processing. This exemption would 
apply only .if one of these non-clinical projects was the main 
purpose of the applicat ion, l-'or example, a project, proposing a 

new facility could still, include review and consideration of 
the non-clinical activity if :it were part of a larger project.

3. Expedite review of capital equipment replacement,

4. Specify a time limit for a decision by the Commissioner sub­
sequent to a recommendation by the regional health planning 

agency.

5. Provide that each legislator be informed of all projects in 
his/her district, especially regarding, tlie outcome of the 
review.

G. Consider a sunset provision of lour or more years to review 
effectiveness of tlie CON process.

12
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APPENDIX

NATIONAL HEALTH PLANNING AND DKVHLOPMlfNT ACT OP 1974 

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop­
ment Act), passed by the U.S. Congress in 1974, established a national 
health planning program which was implemented in each state and several 

American territories. The intent of Congress was to integrate pre­
viously sponsored programs (ilill-Rurton, Regional Medical Program, 
Comprehensive Health Planning), retain the best features of each, and 
address major national, state, and local concerns about the current 
planning, development, and operation of the nation's health care system. 
To address these concerns, tlie Act authorized tlie designation and 
funding of state and regional health planning agencies and set forth 
several functions these agencies had to perform in order to further tlie 
"achievement of equal access to quality health care at a reasonable 

cost."

HEALTH SYSTEMS AGENCIES

Healtli Systems Agencies (liSAs) were designated as local or regional 
bodies with the responsibility for preparing and implementing plans 
designed to improve the health of tlie residents of its health s e n d e e  
area; to increase the acceptability, accessibility, continuity and 
quality of health services of the area; to restrain increases in the 
cost of providing health services; and, to prevent unnecessary duplica­
tion of health resources. These functions were carried out by inter­
ested consumers and providers working together to identify community and 
regional problems and to develop strategies and recommendations to help 
alleviate those problems.

USAs were established as either private, non-profit corporations or 
public entities governed by boards that had to have a consumer inajor- 
ities. Operational funds have been awarded through both Pcderal (PI IS) 
and State (D11SS) sources. In Alaska, the Oovcrnor designated three 
health s e n d e e  areas which were each to be served by an 11SA. Alaska's 
three USAs arc: Northern Alaska Health Resources Association, Inc.
(Fairbanks), serving northern Alaska; South Central Health Planning and 
Development, Inc. (Anchorage), serving southcentral Alaska, including 
tlie Aleutian chain; and Southeast Alaska Health Systems Agency 
(Ketchikan), serving Alaska's panhandle.
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S o u t h  C e n t r a l
H e a lt h  P la n n in g  a n d  D e v e l o p m e n t ,  Ine.

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501
(907) 278-3631

March 7, 1983

Al Adams
Pouch V  - Mail Stop 3100 
Juneau, Alaska 99811

Dear Representative Adams:

At the March 5, 1983 meeting of South Central Health Planning and 
Development, Inc., the Board voted to direct staff to represent the 
attached position on the Certificate of Need repeal bill. The paper 
attached was originally put out by the Alaska Health Coalition, a 
loosely organized group made up of executive directors and presidents 
of the boards of the three Health Systems Agencies, president of the 
Municipal Health Commission, and president of the Statewide Health 
Coordinating Council.

The position paper points out that there is merit in the Certificate 
of Need program in Alaska and that problems with the existing law can 
be corrected by amending the law.

In reviewing the repeal bills before the House, your Committee might 
want to consider the Certificate of Need issue within the larger context 
of public expenditures for hospitals and inpatient health care services.

If you have any questions about the position paper please do not hesitate 
to contact me or Susan Callan at our office.

Sincerely yours,

Margaret M. Wilson 
Director

MMW/cr



Editor’s notes. —  Section 1524, P.L. § 300m-3 and 42 U.S.C. § 2689t, respec- 
73-641 and § ’23V, P.L. 94-63, referred to in tively. 
this section, may be found in 42 U.S.C.

Sec. 18.07.021. State Health Planning and Development 
Agency. The office of planning and research in the department is the 
state health planning and' development agency designated under 
§ 1521(b)(3), P.L. 93-641. The office shall perform the functions enu­
merated under'§ 1523, P.L. 93-641, administer the certificate of need 
program outlined in AS 18.07.041 — 18.07.111, and other functions 
prescribed in this chapter. (§ 2 ch 275 SLA 1976)

Editor’s notes. —  Sections 1521(b)(3) section, may be found in 42 U.S.C. 
and 1523, P.L. 93-641, referred to in this §§ 300m(b)(3) and 300m-2, respectively.

Article 2. Certificate of Need Program.
Section Section
31. Certificate of need required 81. Proceedings for modification, sus-
41. Standard of review for applications pension, and revocation

for certificates of need 91. Injunctive relief; penalties; right of
51. Terms of issuance of the certificate action
61. Modification and termination of 101. Regulations 

activities 111. Definitions
71. Temporary and emergency cer­

tificates

§ 18.07.021 H e a l t h  a n d  S a f e t y  § 18.07.041

Collateral references. — 40 Am. Jur. requiring establishment of "need" as
2d, Hospitals and Asylums, §§ 1-5. precondition to operation of hospital or

41 C.J.S., Hospitals, §§ 1, 2, 4, 5. other facilities for the care of sick people.
Validity and construction of statute 61 ALR3d 278.

Sec. 18.07.031. Certificate of need required. No person may 
undertake the following unless authorized under the term6 of a certif­
icate of need issued by the office:

(1) construction of a health care facility;
(2) alteration of the bed capacity of a health care facility;
(3) addition or elimination of a category of health services provided 

by a health care facility. (§ 2 ch 275 SLA 1976)
Sec. 18.07.041. Standard of review for applications for certif­

icates of need. The office shall grant a sponsor a certificate of need or 
modify a certificate of need if the availability and quality of existing 
health care resources or the accessibility to those resources is less than 
the current or projected requirement for health services required to 
maintain the good health of Alaska citizens. (§ 2 ch 275 SLA 1976)
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§ 18.07.051 A l a sk a  S t a t u t e s § 18.07.081

X Sec. 18.07.051. Terms of issuance of the certificate. Each certif­
icate issued shall specify terms of issuance describing the nature and 

extent of the activities authorized by the certificate. (§ 2 ch 275 SLA

Sec. 18.07.061. Modification and termination of activities. The 
certificate holder shali apply to the office for a modification of the 
certificate before terminating part of the activities authorized by the 
terms of issuance, but the certificate holder is not required to obtain the 
acquiescence of the office before terminating all the activities autho­
rized by the certificate. If a certificate holder terminates all of the 
activities authorized by a certificate, the certificate holder is required 
to notify the office 60 days before termination and to surrender the 
certificate to the office within 30 days of termination. (§ 2 ch 275 SLA

Sec. 18.07.071. Temporary and emergency certificates, (a) The 
ffice shall grant a sponsor ar. nergency certificate for the con­

struction of a health care facility for which a certificate is required 
under AS 18.07.031 if the sponsor shows, by affidavit or formal 
hearing, that the act of construction consists of effecting emergency 
repairs.

(b) The office may grant a sponsor a temporary certificate for the 
temporary operation of a category of health service, if the sponsor 
shows by affidavit or formal hearing

(1) the necessity for early, immediate, or temporary relief, and
(2) adverse effect to the public interest by reason of delay occasioned 

by compliance with the requirements of AS 18.07.041 and application 
procedures prescribed by regulations under this chapter.

(c) A temporary certificate granted under (a) and (b) of this section 
confers no vested rights on behalf of the applicant. The office shall 
impose those special limitations and restrictions concerning duration 
and right of extension ‘..Inch the office considers appropriate. No tem­
porary certificate may be granted for a period longer than necessary for 
the sponsor to obtain review of the action certified by the temporary 
certificate under AS 18.07.051. Application for a certificate of need 
under AS 18.07.041 must commence within 60 days of the date of 
issuance of the temporary certificate. (§ 2 ch 275 SLA 1976)

Revisor's notes. —  In subsection (a), a revisor of statutes pursuant to AS 
reference to AS 18.07.031 was substituted 01.05.031. 
for a reference to AS 18.07.041 by the

A Sec. 18.07.081. Proceedings for modification, suspension, and 
revocation, (a) The office, a member of the public who is substantially 
affected by activities authorized by the certificate, or another applicant 
for a certificate of need may initiate a hearing to obtain modification, 
suspension or revocation of an existing certificate of reed by filing an

1976)

1976)



§ 18.07.091 H e a l t h  a n d  S a f e t y  § 18.07.091
accusation with the commissioner as prescribed under AS 44.62.360. 
No revocation, modification, or suspension of an outstanding certificate 
may be-undertaken unless it is in accordance with AS 44.62.330 —  
44.62.630. i

(b) The certificate holder may obtain modification of an existing 
certificate by utilizing, the application procedure enumerated in regu­
lations adopted under this chapter.

(c) A certificate of need shall be suspended if an accusation is filed 
before the commencement of activities authorized under AS 18.07.041 
which charges that factors upon which the certificate of need was 
issued have changed, or new factors have been discovered which sig­
nificantly alter the need for the activity authorized, A suspension of a 
certificate may not exceed 60 days. At the end of this period or sooner, 
the office shall revoke or reinstate the certificate.

(d) A certificate of need may be revoked if
(1) the sponsor has not shown continuing progress toward com­

mencement of the activities authorized under AS 18.07.041 after six 
months of issuance;

(2) the applicant fails, without good cause, to complete activities 
authorized by the certificate;

(3' the sponsor fails to comply with the provisions of fids chapter r r  
regulations adopted under this chapter;

(4) the sponsor knowingly misrepresents a material fact in obtain­
ing the certificate;

(5) the facts charged in an accusation filed under (c) of this section 
are established; or

(6) the sponsor fails to provide services authorized by the terms of 
the certificate.

(e) It is unlawful for a person to file an accusation seeking suspen­
sion or revocation of a certificate of need under this section, knowing 
that the charges stated in the accusation are untrue or that his charges 
do not constitute grounds fcr revocation or suspension under this chap­
ter. (§ 2 ch 275 SLA 1976)

V'- Sec. 18.07.091. Injunctive relief; penalties; righ t o f action, (a) 
/  injunctive relief against violations of this chapter or regulations 

adopted under this chapter may be obtained from a court of competent 
jurisdiction at the instance of the commissioner, a holder of a certificate 
of need who is adversely affected in the exercise of the activities con­
ducted in violation of the certificate, or any member of the public 
substantially and adversely affected by the violation. Upon written 
request by the commissioner, the attorney general shall furnish legal 
services and pursue the action for injunctive relief to an appropriate 
conclusion.

(b) A person who files an accusation seeking suspension or revo­
cation of a certificate of need, knowing that his charges are untrue or 
that his charges do not constitute grounds for revocation or suspension



§ 18.07.101 A l a sk a  S t a t u t e s § 18.07.111

under this chapter, is guilty of a misdemeanor and upon conviction is 
punishable by a fine of not more than $1,000. The sponsor or holder of 
a certificate of need ired by the violation of AS 18.07.081(e) may 
recover damages for loss incurred by reason of delay caused by a sus­
pension. (§ 2 ch 275 SLA 1976)

Cross references. —  As to sentences 
for misdemeanors, see AS 12.55.135.

Y Sec. 18.07.101. Regulations. The commissioner shall adopt, in 
accordance with the Administrative Procedure Act (AS 44.62), regu­
lations which establish procedures under which sponsors may make 

application for certificates of need required by this chapter and which 
govern the review of those applications by the office, establish require­
ments for a uniform statewide system of reporting financial and other 
operating data, and otherwise carry out the purposes of this chapter. 
(§ 2 ch 275 SLA 1976)

Sec. 18.07.111. Definitions. In this chapter
(1) "commencement of activities” means the visible commencement 

of actual operations on the ground for the construction of a building, 
the alteration of the bed capacity of a health care facility, or the provi­
sion for or deletion of an existing category of health services to con­
sumers, which operations are readily recognizable as such, and which 
operations are done with intent to continue the work until such 
activities are completed;
' (2) "commissioner” means the commissioner of health and social 
services;

(3) "complete activities” means the substantial performance of the 
work required to comply with the terms of issuance of the certificate of 
need to which all parties participating in those activities have obli­
gated themselves to perform;

(4) "construction” means the erection, building, alteration, 
reconstruction, improvement, extension or modification of a health 
care facility under this chapter, including lease or purchase of equip­
ment, excavation or other necessary actions;

(5) "council” means the Statewide Health Coordinating Council 
organized and operated in accordance with § 1524, P.L. 93-641;

(6) "department” means the Department of Health and Social Ser­
vices:

(7) "health care facility” means a private, municipal, state or federal 
ospital, psychiatric hospital, tuberculosis hospital, skilled nursing

facility, kidney disease treatment center (including freestanding 
hemodialysis units), intermediate care facility, and ambulatory surgi­
cal facility; the term excludes 

(A) an Alaska Pioneers’ Home administered by the Department of 
Administration under AS 44.21.020 (10) and AS 47.25.010 — 
47.25.100; and



\ (B) the offices of private physicians or dentists whether in individual
\ or group practice;
\ (8) "category of health services” means a major type, program, unit,
1 division, or department of care provided through a health care facility 

whether inpatient or outpatient, including an outpatient department, 
J psychiatric wing, kidney dialysis program, radiotherapy, bum unit, or 

newborn intensive care unit, except that "service” does not include the 
\ lawful practice of a profession or vocation conducted independently of 

a health care facility and in accordance with applicable licensing laws 
of the state;

(9) "health systems agency” means an entity organized and operated 
in accordance with § 1521(b), P.L. 93-641, engaging in health planning

. and development functions in a specified health service area of the 
state;

(10) "office” means the office of planning and research in the Depart­
ment of Health and Social Services;

(11) "secretary” means the secretary of the United States Depart- 
V  ̂ ment of Health, Education and Welfare. (§ 2 ch 275 SLA 1976; am § 2

(  X ^ch 25 SLA 1981)
Effect of amendments. —  The 1981 Section 1524, P.L. 93-041, referred to in

amendment, retroactive to June 29, 1976, paragraph (5), and § 1521(b), P.L. 93-641,
in paragraph (7), added the subparagraph referred to in paragraph (9), may be found
designation (B) preceding "the offices of in 42 U.S.C. § 300m-3 and 42 U.S.C.
private physicians” and added subpara- § 300m(b), respectively, 
graph (A). The United States Department of

Editor's notes. —  Section 1 of ch. 25, Health, Education and Welfare, referred
SLA 1981, provides: "The purpose of this to in paragraph (11), has been
Act iB solely to clarify and confirm that redesignated as the Department of Health
Alaska Pioneers' Homes are not, and never and Human Services, 
have been, subject to the provisions of AS 
18.07.”

Chapter 08. Emergency Medical Services.
Section Section
10. Administration 70. Special committees
20. Advisory Council on Emergency Medi- 80. Regulations

cal Services 82. Issuance of certificates
30. Composition 84. Certificate required
40. Term of office 86. Immunity from liability
50. Compensation and per diem 88. Penalty
60. Meetings 90. Definitions

18.07.111 H e a l t h  a n d  S a f e t y  § 18.07.111

Collateral references. —  39 Am. Jur. 39A C.J.S., Health and Environment, 
2d, Health, §§ 9-18. §§ 3-17.



§ 18.07.091 A l a sk a  S t a t u t e s  S u p p l e m e n t § 10 '■•7.111

extension which the office considers appropriate. No temporary certif­
icate r 'ay be granted for a period longer than necessary for the sponsor 
to obtain review of the action certified by the temporary certificate 
under AS 18.07.051. Application for a certificate of need under AS 
18.07.041 must commence within 60 days of the date of issuance of the 
temporary certificate. (§ 2 ch 275 SLA 1976; am § 42 ch 59 SLA 1982)

Effect of amendments. — The 1982 deleted "(a) and" preceding "(b) of this sec-
amendment, effective May 28, 1982, tion" in the first sentence of subsection (c).

Sec. 18.07.091. Injunctive relief; penalties; right of action.

NOTES TO DECISIONS

Applied in South Cent. Health Dep’t of Admin., Sup. Ct. Op. No. 2359
Planning &. Dev., Inc. v. Commissioner of (File No. 5633), 628 P.2d 551 (1981).

Sec. 18.07.111. Definitions. In this chapter
(1) "commencement of activities” means the visible commencement 

of actual operations on the ground for the construction of a building, 
the alteration of the bed capacity of a health care facility, or the provi­
sion for or deletion of an existing category of health services to con­
sumers, which operations are readily recognizable as such, and which 
operations are done with intent to continue the work until such 
activities are completed;

(2) "commissioner” means the commissioner of health and social 
services;

(3) "complete activities” means the substantial performance of the 
work required to comply with the terms of issuance of the certificate of 
need to which all parties participating in those activities have obli­
gated themselves to perform;

(4) "construction” means the erection, building, alteration, 
reconstruction, improvement, extension or modification of a health 
care facility under this chapter, including lease or purchase of equip­
ment, excavation or other necessary actions;

(5) "council” means the Statewide Healti. Coordinating Council 
organized and operated in accordance with § 1524, P.L. 93-641;

(6) "department” means the Department of Health and Social Ser­
vices;

(7) "health care facility” means a private, municipal, state or federal 
hospital, psychiatric hospital, tuberculosis hospital, skilled nursing 
facility, kidney disease treatment center (including freestanding 
hemodialysis units), intermediate care facility, and ambulatory surgi­
cal facility; the term excludes

(A) an Alaska Pioneers’ Home administered by the Department of 
Administration under AS 44.21.020(10) and AS 47.25.010 — 47.25.100; 
and
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§ 18.16.010 H e a l t h  a n d  S a fe t y § 18.16.010

(B) the offices of private physicians or dentists whether in individual 
or group practice;

(8) “category of health services” means a major type, program, unit, 
division, or department of care provided through a health care facility 
whether inpatient or outpatient, including an outpatient department, 
psychiatric wing, kidney dialysis program, radiotherapy, bum unit, or 
newborn intensive care unit, except that "service” does not include the 
lawful practice of a profession or vocation conducted independently of 
a health care facility and in accordance with applicable licensing laws 
of the state;

(9) "health systems agency” means an entity organized and operated 
in accordance with § 1521(b), P.L. 93-641, engaging in health planning 
and development functions in a specified health service area of the 
state;

(10) "office” means the office of planning and research in the Depart­
ment of Health and Social Sendees;

(11) "secretary” means the secretary of the United States Depart­
ment of Health, Education and Welfare.

(12) "certificate” means a certificate of need issued by the office 
under AS 18.07.041 or AS 18.07.071. (§ 2 ch 275 SLA 1976; am § 2 ch 
25 SLA 1981; am § 43 ch 59 SLA 1982)

Effect o f amendments. — The 1982 
amendment, effective May 28,1982, added 
paragraph (12).

NOTES TO DECISIONS

Health care facility. —  Federal law 
defines a skilled nursing facility in a 
manner which includes such facilities 
when they are contained in larger institu­
tions such as pioneer homes (42 C.F.R. 
§ 100.102(e)(4) (1979)). Alaska state law

was meant to be no less comprehensive. 
South Cent. Health Planning & Dev., Inc. 
v. Commissioner of Dep't of Admin., Sup. 
Ct. Op. No. 2359 (File No. 5633), 628 P.2d 
551 (1981).

Chapter 16. Regulation of Abortions. 
Sec. 18.16.010. Abortions.

NOTES TO DECISIONS

Quoted in Cleveland v. Municipality of 
Anchorage, Sup. Ct. Op. No. 2390 (File No. 
4956), 631 P.2d 1073 (1981).
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northern alaska health resources association, inc.
•zssna

Februar/ 03, 1985

The Honorable Albert Adams 
Alaska State Legislature 
Pouch V  (MS 3100)
Juneau, Alaska 99811

Dear Representative Adams:

The Board of Directors of the Northern Alaska Health Resources 
Association has discussed the issue of repeal of the Certificate-of-Need 
(CON) law as currently proposed in HB 19. We reached agreement that a 
modified CON process is preferable to repeal. Although we recognize 
that there are problems with the current process, we believe that they 
can be solved by making major revisions in the regulations rather than 
by repealing the law. There is little disagreement that the threshold 
limits that trigger CON review are too low or that review of many 
non-clinical expenditures is a nuisance. Moreover, the process should 
be tightened up so tliat reviews are completed in a timely and efficient 
manner.

There are several reasons why we believe the CON process should be 
retained; however, the most important reason has to do with citizen 
participation in deciding what health care services and facilities are 
most appropriate and affordable for a specific community or region of 
the state. The issue has not been whether a CON should be approved or 
denied but rather that a discussion or negotiation has taken place 
between the community and health-care facility regarding local, regional 
and statewide needs. The Certificate-of-Need process has been a forum 
for these discussions and has served to guide the appropriate develop­
ment of health care services and facilities throughout the state.

A  recent trend lias been to appropriate increasing amounts of public
funds for construction or expansion of health care facilities in Alfska 
(i.e., $31,500,000, FY 81-82). Moreover, we are seeing the cost of 
health care increasing at a rate which lias been consistently higher than 
the general rate of inflation. It has been demonstrated that capital 
investment contributes significantly to the growth of total hospital 
expenditures. Although it is true that general inflation, sophisticated 
technology, and increasing staff requirements also contribute to rising 
costs of hospital care, hospital capital investments add to the opera­
ting costs by an amount in excess of the value of the investment. In 
April, 1982, Arthur D. Little, Inc., a health economics consulting firm 
under contract with the National Center for Health Services Research,
estimated that the present value of additional operating expenditures in
the next ten years is $1.84 for every dollar invested in capital im­
provements, exclusive of depreciation and debt service. Uncontrolled

a  r r m  i r n w y
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Representative Albert Adams
Page 2

capital expenditures for more or bigger health care facilities can only 
serve to drive up operating costs at an accelerated rate. These in­
creased costs are ultimately passed on to the patient or community. We 
believe that people must continue to liave the opportunity and responsi­
bility through the CON process to deteimine what level of health ser­
vices they are willing to pay for. Competition in the health care field 
essentially does not exist, especially in Alaska where most communities 
cannot afford more than one health care facility; therefore, the only 
way that we can keep a lid on overbuilding is through a capital expen­
ditures review program similar to the current Certificate-of-Need 
program.

Several states have already revised their CON process (among them 
Colorado and New Mexico) with full support of their respective state 
hospital associations. Revision of Alaska's CON process must occur if 
we expect to see the process work as it was designed to do. The fol­
lowing revisions are offered for consideration:

1. Increase the threshold level which triggers a CON review from 
$150,000 to at least:

a. $600,000 for capital expenditures
b. $400,000 for major medical equipment
c. $250,000 for operating expenses associated with new

services.

2. Exempt all non-clinical capital expenditures. The bill should 
indicate that non-clinical services which are not subject to 
review include, but are not limited to: parking, telephone
systems, day care, mailrooms, heating and air conditioning, 
blood bank, dietary/cafeteria, laundry and linen, medical 
records, business office, housekeeping, central supply, li­
brary, reception, and data processing. This exemption would 
apply only if one of these non-clinical projects was the main 
purpose of the application. For example, a project proposing a 
new facility could still include review and consideration of 
the non-clinical activity if it were part of a larger project.

3. Expedite review of capital equipment replacement.

4. Specify a time limit for a decision by the Commissioner subse­
quent to a recommendation by the regional health planning 
agency.

5. Provide that each legislator be informed of all projects in 
his/her district, especially regarding the outcome of the 
review.

6. Consider a sunset provision of four or more years to review 
effec Iveness of the CON process.
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In summary, there is little disagreement that there are problems 
with the current CON process; however, the forum that the CON process 
provides for community discussion about the relative merits of a pro­
posed project far outweigh what we perceive to be correctable problems. 
We recommend revision of the CON process rather tlian repeal.

President

JBCrflr

cc: William Sheffield 
Governor

Robert London Smith, Ph.D. 
Commissioner, DIISS

Alaska Health Coalition

Southeast Alaska USA

South Central Health Planning 
and Development, Inc.



CERTIFICATE OF NEED PROGRAM

The Certificate of Need p r o g r a m  w a s  instituted by the Federal 

g o v e r n m e n t , al o n g  w i t h  h e a l t h  planning concepts as a tool to stem 

the rapid growth rate of the health care industry(currently consuming 
n e arly 10% of the G N P ) .

Certificate of Need is a review process conducted by the state 

h e a l t h  plan n i n g  agency, i n cluding local input and public hearings, to 

d etermine the need for n ew h e a l t h  facility c o nstruction and equipment 

acquisition. The review process takes into consideration other 

facilities in the geographic area, or other facilities serving the same 

patient population.

certificate of Need carries sanctions from the Federal government 

tied to other m onies received by the state in Public H e alth areas, 

m ainly related to b l o c k  grants. No state has ever had funding denied 

on the basis of non- c o m p l i a n c e  w i t h  the program, nor has any other 

state attempted to repeal this program.

The current a dministration in Wa s h i n g t o n  has contemplated the 

elimination of the program for ovet two years, intending to replace it 

wi t h  a form of marketplace competition to control growth. However, 

since the health' care industry has never behaved as other business 

enterprises do (the growth rate in h ealth care always exceeds the 

i nflation rate common in any other industry, and is currently between 

15 and 17% yearly and on the rise), the Reagan policy m akers have been 

unable to conceive of a plan to replace Certificate of Need.

M u c h  d i s c u s s i o n  has revolved around the value of the program, since 

the major attribute appears to be the discouragement of frivolous 

ventures w h i c h  could not be justified to the review process. This 

p r o gram is the only control m e c h a n i s m  available to the state at this 

time to control d uplication and unnecessary facilities and services.

The current threshold levels for review are a rtifically low in comparison 

to costs in the industry, as an attempt to raise the levels to federally 

approved standards by the 1982 Senate HESS Committee did not pass the 

legislative process. (approved levels are now $400,000 for equipment 

and $600,000 for construction plus a yearly inflationary factor).

A  health plann i n g  bill passed the House in Congress in December of 

1982 but was stymied in the Senate by the addition of a gasoline tax. 

Efforts are currently evident in Was h i n g t o n  to retain the progra-.i and 

raise the threshold to one m i l l i o n  dollars for all levels, although 
it is difficult to second guess what m a y  happen. Sanctions against non- 

compliance have been suspended through September 30, 1983 b y  a 

continuing resolution, but even in this light m a n y  other states have 

opted to raise threshold levels for review process (Colorado has 

raised levels the highest, to $750,000).

Arguments for the repeal of the p r o g r a m  m o s t l y  relate to the 

costliness of the review process, and that marketplace economics will 

control growth. In order to consider these arguments, one has to look 

at the questions asked in the review p r o c e s s :



-2-

The r e l ationship of the proposed project to the applicable

local and State H e a l t h  Plans as w e l l  as any long-range plans (if any)

for the h e a l t h  facility;

The need that the p o p u l a t i o n  to be served has for the proposed 

project;

The a v a i l a b i l i t y  of less costly or more effective alternatives;

The i m mediate and l o n g - t e r m  financial feasibility of the proposal, 

as w e l l  as the p r o b a b l e  impact of the proposal on the costs of and 

charges for p r o v i d i n g  h e a l t h  care services;

The r e lationship of the purposes proposed to be provided to the 

e x i s t i n g  h e a l t h  care system;

The a v a i l i b i l i t y  of r e sources (including h e a l t h  manpower,

management personnel, and funds for capital and ope r a t i n g  needs) for the

provision of the services proposed;

The relationship, i n c l u d i n g  the o rganizational relationship, of 

the h ealth services proposed to be provided to ancillary or support 

services; and

The costs and methods of the proposed construction, including the 

costs and methods of e nergy provision.

These eight standards would, presumably have to be justified anyway 

in any attempt to receive f i nancing through an institution, and would 

appear to be good p l a n n i n g  policy. The most expensive pla n  ever 

submitted to the state of A l a s k a  reportedly cost $25,000, although 

consultants and plann e r s  need not be hired. Most hospitals in the state 

have done C.O.N. a p p lications internally or have borrowed planners from 

other facilities (Soldotna, Kenai and Valdez use resources of the 

Fairbanks M e m o r i a l  Hospital). M a n y  hospitals have also used their 

p roposals for bid a p plications for construction. C.O.N. also includes 

public input locally through a h e a ring process w h i c h  m ay not be available 

otherwise.

M a r k e t p l a c e  c ompetition does not w o r k  in the h e a l t h  care industry, and 

wo u l d  be p a r t i c u l a r l y  i neffective in A l a s k a  since all locations except 

Anchorage ha v e  no a l t e r native institutions. The basic premise of ■ 

market place economics assumes a w i l l i n g  , competent and knowledgeable 

buyer w ho is offered a r e a sonable opportunity to mak e  a choice for 

competitive p r i c i n g  to occur. Since physicians hav e  relationships to 

one particular h o s p i t a l  w h e r e  they have priviledges, and refer their 

p atients there for treatment, this line of thinking wil l  not support 

such a statement. Small hosp i t a l s  in this state are m o v i n g  in the 

d ire c t i o n  of more regi o n a l  care through expansion to more specialized 

services w i t h i n  the community. Plan n i n g  for the inter-relationship 

of these services w i t h  large facilites may not be accomplished without a 

unified state p l a n n i n g  function (It should be noted here that the state 

h e a l t h  p l a n n i n g  agency has be e n  defunded in the FY 84 Executive budget)



Current exp a n s i o n  plans in Anchorage support the fact that marketplace 

economics is not a viable solution. Even though the M unicipal Health 

C ommission in Anchorage has projected that A n chorage wil l  need only 

456 to 514 beds in 1990, plans by H umana and Providence, if allowed 

to procede unheeded would add 178 to 236 u nnecessary beds to the community. 

Competition in this case seems to apply to construction and not to 

fair pricing.

The two Certificate of Need applications currently being considered for 

the A n chorage area are:

Humana - 93 beds - $20 m i l l i o n  ($56 m i l l i o n  w i t h  interest) 65% occupancy 

Providence - 150 beds - $80 m i l l i o n  ($185.6 m i l lion w i t h  interest) 90% 

occupancy.
(These do not include any reference to the approved Certificate of Need 

for the Lake Otis Hospital 125 beds)

What effect do these proposals have on state revenues, and wha t  would 

be the further effect if the Certificate of Need program wer e  repealed 

allowing facilities to build at will?

Revenue Sharing for Hospitals A S  29.90 provides a yearly amount of 

$250,000 or $1,000 per bed to h o spitals for o p erating expenses.

C & RA Hosp i t a l  Construction Assistance provides for repayment of 

a quarter of the construction c o s ts(including interest) w i t h i n  the first 

five years, w i t h  no repayment clause for situations like the sale of the 

Teamster Hospital to Humana.

How w i l l  insurance premiums be affected by repeal?

The Medicaid P r o g r a m (52% state funds) and the General Relief Medical 

P r o gram(100% state funds) wil l  also be affected by any construction, since 

the Medi c a r e  guidelines allow a percentage of construction costs related 

to applicable patient caseload to be added to reimburseable costs.

The s t a t e’s Medicaid p r o g r a m  alone has risen from $4 m i l lion in 1972 to 

almost $70 m i l l i o n  in 1984 (projected, but due to an additional increase 

through added caseload of up to 2,000 from wit h d r a w a l  of Indian H ealth 

Service n o n - native dependents).

W hen v i s i t i n g  Providence Hospital last year w i t h  the Senate HESS Committee, 

we w e r e  told that the percentage of Medicaid clients was 13, even considering 

a 10% client caseload, this w i l l  add over $18 m i l l i o n  to the Medicaid 

budget for Providence proposed construction alone. If the Federal "CAP" 

on Medic a i d  goes into effect, these costs will simply be shifted to other 

third party payors and not absorbed by the hospitals, w h e ther or not the 

beds remain unused.

The h e a l t h  insurance industry and the Mun i c i p a l  Health Plan n i n g  Commission 

of A n chorage are opposed to the r epeal of Cei-ificate of Need, and the 

Legislature must ask itself if w e  can afford to give up the only control 

on h e a l t h  expenditures available to the state.
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1. C E R T I F I C A T E  OF  N E E D  IS ST.TLL .2L A N D I N G I S ?  " C E N T E R  R I N G "
A C T I V I T Y 3= v/

W
k r\ «_ _  r . r
^ C ^ [ i l v u ^

re w r i t t e n  " s u n s e t "r e s p i t e -  t h e  f a c t  t h a t  15 st a t e :  

p r o v i s i o n s  t o  e n d  C e r t i f i c a t e  o f  N e e d  in t h e  n e x t ’ t w o  
y e a r s ,  r e v i e w  o f  p r o p o s e d  c a p i t a l  i n v e s t m e n t s  i s  s t i l l  t h e  
n u m b e r  o n e  p r i o r i t y  o f  m a n y  S t a t e  A g e n c i e s  a n d  E S A s .

I n  t h e  W e s t  a n d  a c r o s s  t h e  n a t i o n ,  t h e  n u m b e r  o f  a p p l i c a ­

t i o n s  a n d  t h e  d o l l a r  v a l u e  o f  h o s p i t a l  p r o p o s a l s  h a v e  b e e n  
r i s i n g  d r a m a t i c a l l y .  L a s t  y e a r ,  C a l i f o r n i a  e x p e r i e n c e d  

a 5 0  p e r c e n t  i n c r e a s e  i n  t h e  n u m b e r  o f  C O N  a p p l i c a t i o n s .
T h e  p r o p o s e d  c a p i t a l  c o s t  o f  a l l  p r o p o s a l s  in C a l i f o r n i a  
c l i m b e d  n e a r l y  1 0 0  p e r c e n t  f r o m  1 9 8 0 ,  t o t a l l i n g  $ 6 9 6  m i l ­
l i o n  i n  1 9 8 1 .  A d d  t o  t h a t  $ 3 0 9  m i l l i o n  f o r  r e p l a c e m e n t  • 
p r o j e c t s ,  w h i c h  w e r e  e x e m p t  u n d e r  t h e  C a l i f o r n i a  C O N  

s t a t u t e ,  a n d  t h e  t o t a l  is m o r e  t h a n  $1 b i l l i o n  i n  h e a l t h  
. f a c i l i t y  c a p i t a l  i n v e s t m e n t  in  C a l i f o r n i a  1 9 8 1 .

I n  D e n v e r ,  f i v e  h o s p i t a l s  c o m p l e t e d  to b u i l d  a n e w  f a c i l i t y  

i n  t h e  S o u t h  D e n v e r  m e t r o  a r e a .  T h e  p r o p o s a l s  w e r e  d e n i e d  
a f t e r  t h e  G o v e r n o r  a n d  t h e  e m p l o y e r s '  c o a l i t i o n  t e s t i f i e d  
i n  o p p o s i t i o n .  I n  C o n t r a  C o s t a  C o u n t y ,  a b e d r o o m  s u r b u r b  
o f  t h e  S a n  F r a n c i s c o  E a y  A r e a ,  t h e  A l a m e d a - C o n t r a  C o s t a  
E S A  h a s  r e c e i v e d  s e v e n  l e t t e r s  o f  i n t e n t  f o r  a p p l i c a t i o n s  
w h o s e  c a p i t a l  c o s t  m a y  e x c e e d  $ 1 0 0  M i l l i o n .  M a n y  a g e n c i e s  
s i m i l a r l y  r e p o r t  a s u r g e  o f  C O N  a p p l i c a t i o n s  i n  t h e  p a s t  
1 3  m o n t h s .

G i v e n  l i m i t e d  s t a f f  r e s o u r c e s  a n d  v o l u n t e e r  e n e r g y ,  s o m e  
a g e n c i e s  a r e  q u e s t i o n i n g  h o w  m u c h  p r i o r i t y  t h e y  s h o u l d  g i v e  

t o  C e r t i f i c a t e  o f  N e e d  a n d  c a o i t a l  e x o e n d i t u r e  r e v i e w .

A  n e w  s t u d y  b y  A r t h u r  D. L i t t l e ,  I n c . ,  s u g g e s t s  t h a t  C O N  
a n d  c a p i t a l  e x p e n d i t u r e  r e v i e w  a r e  d e f i n i t e l y  c o s t -  
e f f e c t i v e  . ^ J n  a s t u d y  p r e p a r e d ^ f o r  t h e  O f f i c e o f  t h e

esfern for Health Planning
703 M A R K E T  S T R E E T  -  S U I T E  535 • SAN F R A N C I S C O ,  C A L I F O R N I A  94102 • (415) 546-7601

S p o n s o r e d  by  th e  C o n w r u u m  fo r C o n i i n u i n j  E d u c a t i o n  fo r i h r  H ea l th  Pfo<e>* onv, I**:.. S cn oo i*  o f  PuS.ic Hea lth  a n c  L- E x t r m i o n t .  L n i t c r v u  o f  C . u
a t  B e r k e l e y  U rm e r v ' . t  o f  Ca l if o rn ia  at  L o t  A n n i e s ,  U r m c m i v  o f  H a ^ a n .  A ff i l i a te .  G r a d u a t e  P 'o p ra " !  m  H r a u r  Service* A c r n * r- n a t i o n .  U n t t m i i t  o '  S o u t h e r n  C a l i f o T j



A s s i s t a n t  S e c r e t a r y  f o r  H e a l t h * ,  t h e  c o n s u l t a n t s  m a d e  t h e  
f o l l o w i n g  f i n d i n g s :  '

• C O N  h a s  b e e n  a n  e f f e c t i v e  i n h i b i t o r  o f  r i s i n g  
c a p i t a l  e x p e n d i t u r e s  in a s t u d y  o f  f i v e  s t a t e s  
( C o l o r a d o ,  F l o r i d a ,  M a r y l a n d ,  M a s s a c h u s e t t s  a n d  
O r e g o n ) , i n  t h e  p e r i o d  1 9 7 4 - 7 8 ;

• C O N / c a p i t a l  e x p e n d i t u r e s  r e v i e w  p r o g r a m s  w e r e  
s u c c e s s f u l  i n  a v e r t i n g  1 3  p e r c e n t  of h o s p i t a l  p r o ­
j e c t s  a n d  s a v i n g  16 p e r c e n t  of  t h e  p r o p o s e d  c a p i t a l  
i n v e s t m e n t s ;

• T h e  C O N  p r o c e s s  is n o t  d o m i n a t e d  b y  t e a c h i n g  
h o s p i t a l s  o r  f a c i l i t i e s  w i t h  h i g h e r  r a t e s ;

• C O N  p r o g r a m s  h a v e  a  d a m p e n i n g  e f f e c t  o n  t h e  a m o u n t  
o f  c a p i t a l  i n v e s t m e n t  i n  t h e  s t a t e ;

• N e w  c a p i t a l  i n v e s t m e n t s  i n c r e a s e  c o s t s — o v e r  a 1 0 -  
y e a r  p e r i o d  $1 o f  n e w  c a p i t a l  is e s t i m a t e d  to 
g e n e r a t e  $ 1 . 8 4  o f  a d d i t i o n a l  o p e r a t i n g  c o s t s ,  i n  
c o n s t a n t  d o l l a r s ;

• I n c r e a s e s  i n  o p e r a t i n g  c o s t s  d u e  tc n e w  c a p i t a l  
i n v e s t m e n t  w a s  h i g h e s t  i n  p r o p r i e t a r y  h o s p i t a l s  
($ 0 . 3 3 ) ,  c o m p a r e d ,  w i t h  g o v e r n m e n t  ($0.20) a n d  
c o m m u n i t y  h o s p i t a l s  ($0.16);

• C a p i t a l  i n v e s t m e n t s  in e q u i p m e n t  g e n e r a t e  a l a r g e r  
i n c r e a s e  in a n n u a l  o p e r a t i n g  c o s t s ;  a n d

e If e v e r y  h o s p i t a l  a n n u a l l y  r e i n v e s t e d  5 p e r c e n t  of  
i t s  o p e r a t i n g  b u d g e t  in n e w  c a p i t a l  s t o c k  (beds, 
e q u i p m e n t ,  o t h e r ) , t h e  o p e r a t i n g  c o s t s  w o u l d  be 
i n c r e a s e d  b y  10 p e r c e n t  e a c h  d e c a d e  e v e n  w i t h o u t  
i n f l a t i o n .

T h e  c o n s u l t a n t s  c o n c l u d e d  t h a t  i f  c o m p e t i t i v e  a p p r o a c h e s  to 
c o n t r o l l i n g  h e a l t h  c a r e  c o s t s  a r e  to s u c c e e d ,  i t  m a y  b e  
n e c e s s a r y  to c o n t i n u e  c a p i t a l  e x p e n d i t u r e  r e v i e w  p r o g r a m s  
a n d  c o n t r o l s  u n t i l  c o s t - r e d u c i n g  c o m p e t i t i v e  s y s t e m s  a r e  
f u n c t i o n i n g .  T h e y  p r e d i c t  t h e  i m m e d i a t e  e f f e c t  o f  a e r e g u l a t

‘D e v e l o p m e n t  o f  a n  E v a l u a t i o n  M e t h o d o l o g y  f o r  U s e  in 
A s s e s s i n g  D a t a  A v a i l a b l e  t o  t h e  C e r t i f i c a t e  o f  N e e d  
(CON) a n d  H e a l t h  P l a n n i n g  P r o g r a m s " ,  F i n a l  R e p o r t ,  
A r t h u r  D. L i t t l e ,  I n c . ,  C a m b r i d g e ,  MA, A p r i l ,  1 982.



h o s p i t a l  i n v e s t m e n t  i n  t h e  n a m e  o f  c o m p e t i t i o n  w i l l  b e  
a s u r g e  i n  h o s p i t a l  o p e r a t i n g  e x p e n d i t u r e s .  H e a l t h  P l a n ­
n i n g  h a s  t h e  p o t e n t i a l  t o  s i g n i f i c a n t l y  l o w e r  h o s p i t a l  
c o s t s ,  a n  i m p o r t a n t  p o l i c y  f i n d i n g  i n  l i g h t  o f  the 
A d m i n i s t r a t i o n ' s  p r o p o s e d  e l i m i n a t i o n  o f  b o t h  p l a n n i n g  
a n d  C e r t i f i c a t e  o f  N e e d .

2. R O C H E S T E R ’S " M I N I C A P "  P R O J E C T  r e p o r t e d  a 10 p e r c e n t  i n c r e a s e
in  h o s p i t a l  c o s t s  in 1 9 8 2 ,  b a r e l y  h a l f  t h e  n a t i o n a l  r a t e  of 
1 8 . 7  p e r c e n t .  N i n e  R o c h e s t e r  (New Y o r k )  h o s p i t a l s  a r e  
p a r t i c i p a t i n g  i n  t h e  s e c o n d  y e a r  o f  a f i v e - y e a r  e x p e r i m e n t  
in v o l u n t a r i l y  l i v i n g  w i t h i n  a c o m m u n i t y - w i d e  r e v e n u e  
cap.

T h e  R o c h e s t e r  p r o g r a m  w a s  p r o f i l e d  i n  t h e  w e s t e r n  C e n t e r ' s  
r e c e n t  c o n f e r e n c e  " H o s p i t a l  R a t e  R e g u l a t i o n :  L e s s o n s  f o r  
C a l i f o r n i a  f r o m  M a n d a t e d  a n d  P r i v a t e  A p p r o a c h e s " .  H o s p i t a l s  
i m p r o v e d  t h e i r  f i s c a l  p o s i t i o n  t h i s  y e a r  w i t h  a l l  n i n e  in 
t h e  b l a c k  d e s p i t e  d e c l i n i n g  a d m i s s i o n s  a n d  a d i f f i c u l t  
e c o n o m y .  T h e  e x p e r i m e n t a l  r e i m b u r s e m e n t  p r o g r a m  p r o v i d e s  
p r e d i c t a b l e  i n c o m e ,  g r e a t l y  e n h a n c i n g  l i q u i d i t y  a n d  c a s h  
p o s i t i o n .  N e w  Y o r k  h o s p i t a l s  a r e  u n d e r  g r e a t  f i n a n c i a l  
p r e s s u r e  n o w  w i t h  n i n e  o u t  o f  t e n  v o l u n t a r y ,  h o s p i t a l s  
o p e r a t i n g  i n  t h e  r e d  for. a t  l e a s t  t w o  o f  the f i v e  y e a r s  f r o m  .

. 1 9 7 4 - 7 8 .  T h e  R o c h e s t e r  e x p e r i e n c e  is d e m o n s t r a t i n g  t h a t  
i m p l e m e n t i n g  a v o l u n t a r y  f i n a n c i a l  d i s c i p l i n e  —  w i t h  
a p p r o p r i a t e  m e c h a n i s m s  - -  c a n  b e  b e n e f i c i a l  b o t h  t o  t h e  
h o s p i t a l s  a n d  t h e  c o m m u n i t y .  T h e  p r o g r a m ,  w i t h  c o o p e r a t i o n  
of t h e  l o c a l  H e a l t h  S y s t e m s  A g e n c y  a n d  S t a t e  a g e n c y  h a s  . 
a l l o w e d  s e r v i c e  i m p r o v e m e n t s  a n d  c a p i t a l  i n v e s t m e n t s  i n  the 
h o s p i t a l s .  A  c o n t i n g e n c y  f u n d  h e l p s  h o s p i t a l s  a d j u s t  t o  
c h a n g e s  i n  p a t i e n t  v o l u m e  d u r i n g  t h e  y e a r ,  a n d  s u b s i d i z e s  
o p e r a t i n g  r e v e n u e s  f o r  a p p r o v e d  C e r t i f i c a t e  o f  N e e d  projects-.

A  c o p y  o f  t h e  r e p o r t ,  " A f f o r d a b l e  H e a l t h  C a r e :  R o c h e s t e r  
A r e a  H o s p i t a l s  S t r a t e g i e s  f o r  t h e  80 "s," is a v a i l a b l e  f r o m  
t h e  W e s t e r n  C e n t e r ' s  R e f e r e n c e  S e r v i c e .  F o r  m o r e  i n f o r m a t i o n  
a b o u t  t h e  p r o g r a m ,  c o n t a c t  J a m e s  A. B l o c k ,  M . D . ,  P r e s i d e n t ,  
R o c h e s t e r  A r e a  H o s p i t a l s '  C o r p o r a t o p n ,  220 A l e x a n d e r  S t r e e t ,  
S u i t e  608, R o c h e s t e r ,  N e w  Y o r k  1 4 6 0 7 .

3. S P E C I A L  P L A N S  A N D  P R O J E C T S

C o n g r e s s i o n a l  e x t e n s i o n  o f  f u n d i n g  f o r  h e a l t h  p l a n n i n g  
s u g g e s t s  t h a t  t h e  e m p h a s i s  u p o n  " t r a n s i t i o n "  m a y  b e  s h i f t i n g  
b a c k  t o  p l a n n i n g .  A  n u m b e r  o f  a g e n c i e s  h a v e  d e v e l o p e d  s p e c i a l  
p l a n s ,  o r  i n t e n d  to  d o  so  i n  t h e  c o m i n g  y e a r .  T h e s e  " s p e c i a l  
p l a n s " a r e  o f t e n  t h e  o u t c o m e  o f  s t u d i e s  o r  i m p l e m e n t a t i o n  
e f f o r t s . ' T h e  s p e c i a l  p l a n s  a r e  u s u a l l y  p r o b l e m - s p e c i f i c ,  o r  
f o c u s  o n  t h e  s p e c i a l  h e a l t h  n e e d s  o f  a p a r t i c u l a r  p o p u l a t i o n  
g r o u p  o r  r e g i o n  w i t hin- t h e  H e a l t h  S e r v i c e  A r e a .  O u t s i d e
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f u n d i n g  o r  " c o - p r o d u c t i o n "  w i t h  a c o o p e r a t i n g  a g e n c y  h a s  
m a d e  a n u m b e r  o f  t h e s e  s p e c i a l  p l a n s  p o s s i b l e .

W e s t e r n  C e n t e r  s t a f f  h a v e  d e v e l o p e d  a l i s t  o f  p o s s i b l e  
" s p e c i a l  p l a n s "  w h i c h  H S A s  a n d  S t a t e  a g e n c i e s  m i g h t  
d e v e l o p ,  i n c l u d i n g :

• " Y e a r  2 0 0 0 "  H e a l t h  P l a n
• R e g i o n a l  C a p i t a l  I n v e s t m e n t  P l a n
• C o m m u n i t y  H e a l t h  P r o m o t i o n  P l a n
• R e g i o n a l  " Q u a l i t y  o f  L i f e "  A s s e s s m e n t
• M e d i c a i d  P l a n
• H e a l t h  P l a n  for t h e  A g e d
• C o m m u n i t y  S e r v i c e s  C u t b a c k  P l a n
• B l o c k  G r a n t  P l a n
• C o u n t y  H e a l t h  P l a n  (City o r  o t h e r  l o c a l  r e g i o n )
• " B o o m t o w n "  P l a n
• C a t e g o r i c a l  D i s e a s e  P l a n ,  e . g . ,  R e g i o n a l  C a r d i a c

C a re  P l a n
• R u r a l  H e a l t h  P l a n
• F a c i l i t y - S p e c i f i c  P l a n ,  e . g . ,  F r e e - s t a n d i n g

E m e r g e n c y  R o o m s  P l a n

T h e  C e n t e r  is c o n d u c t i n g  a s u r v e y  i n  N o v e m b e r  o f  a l l  
• H S A  s p e c i a l  p l a n s .  T h e  r e s u l t  w i l l  b e  a p u b l i s h e d  c o m p e n d i u m  

o f  a l l  o f  t h e  p l a n s ,  w i t h  ^ s h o r t  d e s c r i p t i o n ,  f u n d i n g ,  
o u t s i d e  r e s o u r c e s  a n d  r e s p o n s i b l e  s t a f f .  T h e  s p e c i a l  p l a n s  
w i l l  b e  a b s t r a c t e d  f o r  c o m p u t e r i z a t i o n  as p a r t  of a n a t i o n a l  
p r o j e c t  b y  a l l  t h r e e  C e n t e r s  t o  d e v e l o p  a " P l a n  D o c u m e n t  
F i l e "  f o r  c o m p u t e r i z e d  s e a r c h  o f  a l l  p l a n s  d e v e l o p e d  b y  
H e a l t h  S y s t e m s  A g e n c i e s  a n d  S t a t e  p l a n n i n g  a g e n c i e s .  C o p i e s  
o f  t h e  s p e c i a l  p l a n s  w i l l  b e  a v a i l a b l e  t h r o u g h  t h e  W e s t e r n  
C e n t e r ' s  R e f e r e n c e  S e r v i c e .  F o r  i n f o r m a t i o n ,  c o n t a c t  R u s  
C o i l e ,  W e s t e r n  C e n t e r  s t a f f ,  t e l e p h o n e :  ( 4 1 5 ) 5 4 6 - 7 6 0 1 .

Thi s  p r o j e c t  has been funded w i t h  F e d e r a l  Funds f r o m  the H e a l t h  R e sources 

A d m i n i s t r a t i o n ,  D e p a r t m e n t  of H e a l t h  and Human S ervices, under contract 

E R A  232-79 - 0 0 3 7 .  The cont e n t s  of this p u b l i c a t i o n  do not n e c e s s a r i l y  r e f lect 

the v i e w  or p o l i c i e s  of the D e p a r t m e n t  of H e a l t h  and H u m a n  Services, nor dees 

m e n t i o n  of tr a d e  names, c o m m e r c i a l  products, or o r g a n i z a t i o n s  i m p l y  e n d o r s e­

m e n t  by the U.S. Government.
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PROVIDENCE 
HOSPITAL

3200 PROVIDENCE DRIVE - POUCH 6604 
ANCHORAGE, ALASKA 99502 
PHONE: (907) 276-4511

SISTERS OF 
PROVIDENCE
SERVING IN THE WEST SINCE 1856

Ja n u a ry  26, 1983

The Honorable A lbert P. Adams 
A laska S tate House of R ep resen ta tiv es 
State C ap ito l 
Pouch V
Juneau , A laska 99811
Position P ap e r on HB 19 and  a companion b i l l  be ing  subm itted  
to the Senate —  p e r ta in in g  to an "Act rep e a lin g  the c e r t if ic a te  
of need p ro g ram ."
Dear R ep resen ta tiv e  Adams:

Providence H ospital jo in s the re s t of the h o sp ita ls  in th is  
s ta te  in req u e s tin g  the rep ea l of the c e r t if ic a te  of need law  and 
endo rs ing  House Bill 19 (F ritz and  Hayes) and  th e  companion b ill 
abou t to be subm itted  to the Senate. The p rocess which th is  law 
se ts in p lace  is cumbersome and  w aste fu l and to ta lly  in a p p ro p r ia te  
for A laska.

The m ajor impetus for the law w as to con tro l excess h o sp ita l 
beds in many la rg e  c i tie s  and  to he lp  con tro l r is in g  h e a lth  ca re  
co sts . The b e lie f  was th a t by co n tro llin g  the number of bed s, c a p i­
ta l  ex p en d itu re s  and  new se rv ic e s , costs would be con ta in ed . The 
re s u lts  h av e  been much le ss th an  d e s ira b le  th roughou t the coun try , 
and , in A laska, have been n eed le ss, w aste fu l, cumbersome and  
co stly .

The lack  of success in A laska is b e t te r  termed o v e rk ill. 
Designed for a r e a s  of heavy  popu la tio n , excess h o sp ita l beds and 
com petition, the law does not work and  is in a p p ro p r ia te  for our 
sm all s ta te  for sev e ra l rea son s:

The law only covers p r iv a te  fa c i l i t ie s ,  and  does not 
cover p u b lic  h e a lth , m il ita ry  or s ta te  owned in s t i tu tio n s .
A laska h a s  only one c ity  w ith more th an  one h o sp ita l,  
and  there  a re  only th re e  h o sp ita ls  in the whole s ta te  
(e lig ib le  for review) of over 100 beds.
The law is re a c tiv e  to ex is tin g  decision m aking p roc ­
e sse s . H osp ita ls in A laska a lre a d y  have local p ub lic  
rev iew  and ap p ro v a l designed  in th e ir  own budge t 
rev iew  p rocesses . Many h o sp ita ls  a re  owned by

MEMBERS OF THE SISTERS OF PROVIDENCE CORPORATION—ALASKA: PROVIDENCE HOSPrTAL, ANCHORAGE—WASHINGTON: PROVIDENCE MEDICAL CENTER, SEATTLE—THE 
DtPAUL RETIREMENT RESIDENCE AND MOUNT ST. VINCENT NURSING CENTER, SEATTLE—PROVIDENCE HOSPITAL, EVERETT-ST. PETER HOSPITAL OLVMPIA-ST. ELIZABETH 
HOSPITAL, YAKIMA—OREGON: PROVIDENCE HOSPITAL, MEDFORD—PROVIDENCE MEDICAL CENTER. PORTLAND—PROVIDENCE CHILD CENTER, PORTLAND-ST. VINCENT HOSPrTAL 
AND MEDICAL CENTER, PORTLAND—CALIFORNIA: PROVIDENCE HOSPITAL, OAKLAND—PROVIDENCE HIGH SCHOOL, BURBANK—SAINT JOSEPH MEDICAL CENTER, BURBANK
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m un ic ip a litie s , and  a l l  have govern ing  b o a rd s  or 
ad v iso ry  bo a rd s of lo ca l c itiz en s . These c itiz en s and  
m un ic ip a litie s  shou ld  have con tro l of th e  expansion  
and  b u d g e ta ry  d ec is io n s of th e ir  own in s t itu tio n s .
Several o th e r la y e rs  of b u re a u c ra c y  and  review  a re  
cumbersome, costly  an d  in e ff ic ie n t. For our C e rtif ic a te  
of Need, the follow ing is an  a c tu a l rev iew  cycle show­
ing  the d if fe re n t b u re a u c ra t ic  levels we h ad  to  go 
th rough  ju s t to h av e  a decision made on one p ro je c t.

L etter of in te n t to file  c e r t if ic a te  of need
P re- app lica tion  conference (HSA, M unicipal Health
Commission, State)
Pub lic  H earing on C e rtif ic a te  of Need A pp lication
(State)
Jo in t P ro ject Review (HSA and  M unicipal Health
Commission)
Concurren t Review (HSA and  M unicipal Health
Commission)
Board Review (M unicipal Health Commission)
Board Review (HSA and  Sou thcen tra l Health P lann in g
& Development Agency)
Comm issioner's Review (State)

From the time of ho ld ing  the ap p lic a tio n  conference to 
the u ltim a te  decision  by  the Commissioner, the p rocess 
h a s  taken  over a y e a r .
The law p laces a co stly  bu rden  on a l l  in s t i tu tio n s  who 
have to p re p a re  and  subm it C e rtif ic a te s  of Need. The 
documents which need to be p re p a re d  a re  m assive, 
re q u ire  h u nd red s of hou rs of p re p a ra tio n  and  a t le a s t 
35 each need to be p roduced  for the review  b o a rd s  and  
o th e r p a r t ie s .  The 110 day  minimum time period  for a 
rev iew  is u n re a l is t ic ,  an d  often times, the in s t itu tio n a l 
cost of d e lay in g  implem entation means an  even tua l 
in c re a se  in  p r ic e  of the p iece of equipm ent or con s tru c ­
tion  p ro jec t due to in f la tio n .
The law a lso  p a sse s  on a cost to the p ub lic  in th a t  
s ta te ,  reg ion a l and local s ta f f  a re  needed to coo rd in a te  
th e  p rogram , p re p a re  s ta f f  a n a ly se s  and  hold p u b lic  
m eetings. We a re  e s tim a tin g  th a t the cost of s ta te , 
reg io n a l and  loca l s ta f f s  h ave  in c re a sed  the cost of 
h e a lth  ca re  by  a t  le a s t  $8,000,000 in the  la s t  s ix  y e a rs .
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The d o l la r  lim it for w hat must be review ed is a b su rd ly  
low. In 1982 alone, P rov idence sp en t h und red s of man 
hou rs and o th e r monies p re p a r in g  s ix  CON ap p lic a tio n s  
for such th in g s  a s  a $167,000 rep lacem en t in c in e ra to r  
(the old one b e ing  25 y e a rs  old was re q u ired  to be 
rep la c ed  by both S ta te  and  EPA codes!); a CT scann e r 
and  Cath la b  rep lacem en t; and  a $250,000 computer 
enhancem ent for an  x- ray m achine. Believe it or not, 
the STATE d id  not g iv e  a p p ro v a l on the in c in e ra to r 
u n til th e  90th an d  f in a l d ay  for a decision to be made.

The A laska S tate H osp ita l A ssociation is unanim ous in  endo rs­
ing  the rep ea l of th e  CON law . We have  a lso  rece ived  in d ic a tio n s 
from se v e ra l le g is la to rs  and  th e  A laska Medical A ssociation th a t 
re p e a l of th e  CON law would be b e s t for a grow ing s ta te  such a s  
A laska .

We a re  suppo rtiv e  of lo ca l p la n n in g  for A la sk a 's  h e a lth  c a re  
n eed s. The p rocess, however, shou ld  be p o s itiv e  and  p ro a c tiv e  —  
en cou rag in g  in s t itu tio n s  to respond  to needs in the community —  
no t n eg a tiv e , re a c tiv e  and  cumbersome.

Your suppo rt in  re p e a lin g  the c e r t if ic a te  of need law in 
A laska would be a p p re c ia te d ; With an e a r ly  response and  p a ssag e  
of HB 19 or the companion b i l l  in  the Senate, a tremendous and 
co s tly  bu rd en  w ill be l if te d  from A la sk a 's  h o sp ita ls .

Thank you for your c o n s id e ra tio n .

A dm in istra to r
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WASHINGTON -  The amount of 
money spent to builil and renovate 
hospitals has increased dramatically 
in the last two years.

The increased spending —  and 
resulting increased hospital bills —  is 
apparently due in pari to Reagan ad­
ministration efforts to abolish the fed­
eral health-planning program de­
signed to prevent excessive spending.

Slate officials report a surge of 
investment proposals from hospitals 
responding to the administration's at­
tempts to remove controls on the con­
struction of health-care facilities.

The administration says the use of 
federal money for health planning is 
inconsistent-w ith its strategy of trying 
to restrain medical costs by promot­
ing competition in health-care ser­
vices.

But some state officials said the 
government's effort to curtail regula­
tion is leading to a "building boom” in 
hospitals that could further drive up 
medical costs, already rising nearly 
three times as fast as the Consumer 
Price Index.

'Washington state hasn't seen any 
boom, according to one state official. 
Frank Chestnut, supervisor of the cer­
tificate of need unit at the state Of­
fice of Health Planning and Develop­
ment. said hospital capital spending 
'.i t ; has increased, but at a slowing 
rate. The state approved 3*.KJ new hos­
pital beds last year. as opposed to 478 
in 1981, he said. Proposals from hospi­
tal- for ne\> uipin.l cxpruditurjjs de­

clined from $284 million in PJ8I to 
$242 mill on in 1982.)

Robert M. Crane of the New York 
Slate Health Department said provid­
ers of liea'lh care are acting on the 
theory that "the health-planning sys­
tem is in disarray, so let's build while 
we can.”

The Alpha Center, a private, non­
profit corporation partly supported by 
the federal government, did a tele­
phone survey of 35 states to deter­
mine the value of capital outlays ap­
proved by state health-planning 
agencies in the last four years. Capital 
outlays finance the construction and 
modernisation of hospitals and nurs­
ing homes and the purchase of major 
incdical equipment.

Total outlays in the 35 states in­
creased from $4 billion in 1979 to 
nearly $11 billion last year.

Health officials and economists 
suggested several reasons for the in­
crease in spendin, on hospital con­
struction and equipment.

These included inflation, the need 
to replace or renovate hospitals built 
with federal money in the 1950s and 
1900s, and the intense competition 
among hospitals to obtain/be latest 
medical technology.

New York state officials are con­
sidering whether to impose a one-year 
moratorium on major capital spend­
ing projects so that hospitals and 
nursing homes can systematically 
plan their growth for the next five 
years.

Supporters of health planning say 
the increase in capital spending shows 
the need to cuiitinuc federal support.

By Robert Pear
New York Tines

But critics cite the figures as evidence 
that the program has not worked.

When Congress established the 
health-planning program in 1974, it 
directed states to scrutinize the need 
for hospital investment in new facili­
ties, services and equipment.

A recent study by the Congres­
sional Budget Office said there was no 
evidence that such reviews had re­
strained the growth in hospital invest­
ment and costs. But it added, "Some 
applications have been altered, with­
drawn or denied as a result of the 
teview process.”

Health economists have estimated 
that earh dollar spent by a hospital on 
plant and equipment increases operat­
ing costs by 30 cents a year. The 
government helps pay these costs by- 
reimbursing hospitals for the depreci­
ation of their facilities and the inter­
est on money borrowed for construc­
tion.

The administration has sharply 
cut federal health-planning funds, 
from $128 million in the fiscal year 
1981 to $05 million last year and again 
this year. In prior years, federal out­
lays rose steadily, to a high of $107 
million in 1980

Jay B. Constantine, a health-ppln v 
consultant, said: "Hospitals know 
there will be restraints OU reimburse­
ment for capital expenditures after 
several years. So obviously, tlvy arc 
racing io make those expenditures 
now. while health planning is in a 
weakened state, before the lid comes 
on.’



3300 PROVIDENCE DRIVE 
ANCHORAGE, ALASKA 99504

Cardiology Telephone 
(907) 279-8577

James A. Baldauf M.D. 
George S. Rhyncer M.D. 
Leo B. Bustad M.D.

In ternal Medicine 
G ilbert P. B lankinship M.D.

March 16, 1983

Representative Albert P. Adams 
Pouch V

Juneau, Alaska

Dear Representative Adams:

I am writing this letter to encourage you to repeal the present "Certificate 
of Need law" which requires multilayered local and Department of Health and 

Social Service review of all health facilities which anticipate expansions 

costing more than $150,000 and the development of new services costing any 

amount.

This law was joisted upon Alaska and many other states under the guise of 

"cost saving" and "planning." There were financial inducements for states to 

develop these laws.

The Certificate of Need law requires that applications for new services and 

expenditures for expansion of health facilities be reviewed by 

quasigovernmental boards made up of consumers and "providers" organized into 

health systems agencies. The State of Alaska has three health systems 

agencies. I sit as a board m ember on the South Central Alaska HSA (South 
Central Health Planning and Development, Inc.).

After participating in this review process, I have observed that the 
Certificate of Need law requirements are neither planning nor co s t  saving. A 

sizeable fraction of my fellow board members agree.

In support of the Certificate of Need law, some national health planners and 

federal government agencies claim that the Certificate of Need legislation has 
prevented unnecessary duplication of services in some parts of the country. 

This may or may not be true in New York City, Los Angeles and Philadelphia; 
but the law certainly prevented the early distribution of CAT scanners in many 

communities, thus dooming some of its citizens in those areas to unnecessary 

operations, dangerous alternative tests and misery, possibly death. Thus, is 
the history and potential of this law.
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As to cost savings - evidence for this is difficult to find elsewhere, and 

cannot be demonstrated in Alaska at all. In fact, we have been trying to 

improve services and availability o f  medical care in Alaska, only to have a 
law eat into our limited financial resources by requiring publication of 

expensive application documents, man y  which have c o s t  thousands of dollars - 
dollars which small communities like Glennallen, Palmer, Kodiak, Valdez and 

Cordova do not spend foolishly. Even the larger communities m u s t  put up with 

unnecessary expenses and m a ddening delays due to the review process.

Finally, the l aw has nothing to do with health planning at a l l ; in fact, it is 

the antithesis of planning. If y o u  check with the health workers in y o u r  

community, y o u  will find that it is the local professionals who have done the 

planning. Wh e n  a community has required new or improved facilities, it has 

been a community need, recognized by all, and planned by the appropriate 

hospital service boards with community business and leader support that has 

generated the plan for community health. After these professionals have spent 

hundreds or thousands of hours and thousands of dollars planning, applications 

are reviewed by amateurs for several hours at most.

Talk with y o u r  own physician, hospital administrator, c o mmunity hospital board 

member or civic leaders. Please work to eliminate this harmful law by 

supporting House Bill 19.

George S. Rhyneer, M.D.



2801 DeBarr Road 
Pouch 8-AH 
Anchoraae, A'aska 
99508
Telephone 907 276-1131

Hospital 
Alaska

March 11, 1983

The H o norable R e p r e s entative Mi l o  H. Fritz 

Pouch V

Juneau, Alaska 99811 

Dear Repr e s e n t a t i v e  Fritz:

I have researched the literature regarding the effectiveness of 

C e r t i f i c a t e  of Need and I am sending y o u  a summary (however 

lengthy) of m y  findings for your use on HB 19.

I hope y o u  will find this helpful, please call me if I can be of 

further assistance. (276-1131, Extenstion 330)

At your request I was able to locate a chart which indicates the 

State and Local Taxes in various states (Money Magazine, February 
1983). This, too, is included.

Best of luck to you. I appreciate the opportunity to assit you 
and look forward to meeting you.

Sincerely,

Sharon A. Anderson

Director of Planning & Professional Relations

S A A :i n 

Enclosure



STATE AND LOCAL TAXES

A verage A verage and (ronk) for selected Income brockets (odjusted gross)
fo r a ll

Incomes $ 2 0 ,0 0 0 $ 3 0 ,0 0 0 $ 4 0 ,0 0 0 $ 5 0 ,0 0 0  $ 1 0 0 ,0 0 0
to 3 0 ,0 0 0 to  4 0 ,0 0 0 to  5 0 ,0 0 0  to  1 0 0 ,0 0 0  to  2 0 0 ,0 0 0

1 NEW  YORK $ 4 ,0 8 8 $ 2 ,9 4 0  (1) $ 4 ,0 1 3  (1) $ 5 ,3 9 5  (1) $ 8 ,6 4 8  (1) $ 2 6 ,9 7 5 (1)
2 M ASSACHUSETTS 3 ,3 6 4 2 ,7 5 3  (2) 3 ,4 8 4  (3) 4 ,6 0 4  (3) 6 ,4 4 7  (4) 1 6 ,9 8 2 (4)
3 DISTRICT OF COLUMBIA 3 ,2 6 0 2 ,3 5 0  (5) 3 ,2 2 2  (5) 4 ,1 3 5  (5) 6 ,2 9 3  (5) 1 3 ,3 9 1 ( ’ 5)
4 M ARYLAND 3 ,1 3 4 2 ,4 5 1  (4) 3 ,2 7 6  (4) 4 ,0 7 0  (6) 5 ,7 9 8  (10) 1 4 ,6 7 5  (10)
5 W ISCO N SIN 3 ,0 9 9 2 ,5 3 8  (3) 3 ,5 2 4  (2) 4 ,6 3 2  (2) 6 ,9 4 7  (2) 1 7 ,8 3 1 (2)
6 MINNESOTA 2 ,9 8 2 2 ,1 6 3  (9) 3 ,1 8 6  (6) 4 ,2 8 4  (4) 6 ,8 2 0  (3) 1 7 ,5 5 7 (3)
7 M ICHIGAN 2 ,8 7 8 2 ,3 2 7  (6) 3 ,1 0 6  (7) - ,9 2 1  (7) 5 ,2 7 5  (13) 1 2 ,9 3 8  (15)
8 DELAW AREt 2 ,8 7 0 1 ,8 5 2  (17) 2 ,5 9 4  (17) 3,5711 (13) 5 ,8 6 4  (9) 1 4 ,4 7 5  (.1)

9 NEW  JERSEY 2 ,8 6 2 2 ,0 4 5  (11) 2 ,7 7 5  (12) 3 ,4 2 5  (17) 5 ,1 7 4  (16) 1 1 ,9 4 2  (19)
10 RHODE ISLAND 2 ,8 6 1 2 ,2 2 8  (8) 2 ,9 2 6  (8) 3 ,7 8 9  (9) 5 ,7 3 6  (11) ’ 1 6 ,7 0 3 (5)
11 CALIFORNIA 2 ,7 9 5 1 ,9 3 3  (15) 2 ,6 4 6  (14) 3 ,6 6 2  (12) 5 ,9 1 8  (8) 1 3 ,9 9 8  (12)
12 HAW AII 2 ,7 7 5 2 ,0 8 4  (10) 2 ,8 5 8  (10) 3 ,8 2 7  (8) 5 ,5 5 5  (12) 1 6 ,3 8 6 (6)
13 VERMONT ' 2 ,6 7 8 2 ,2 5 0  (7) 2 ,8 1 7  (11) 3 .7 0 1  (11) 6 ,0 0 3  (7) 15 ,4 5 1 (9)
14 O REG O N t 2 ,5 1 3 2 ,0 1 1  (12) 2 ,8 8 7  (9) 3 ,7 1 4  (10) 5 ,2 5 9  (14) 1 6 ,2 1 7 (7)
15 CONNECTICUT* 2 ,4 8 8 1 ,6 3 8  (26) 2 ,1 3 6  (29) 2 ,7 1 1  (29) 4 ,7 6 5  (21) 8 ,4 6 7  (34)
16 V IRG IN IA 2 ,4 4 8 1 ,9 7 8  (13) 2 ,3 8 2  (22) 3 ,4 2 4  (18) 4 ,7 7 4  (20) 11 ,4 2 1 (20)
17 PENNSYLVANIA 2 ,3 4 3 1 ,9 4 2  (14) 2 ,5 4 1  (16) 3 ,1 5 6  (23) 4 ,421  (25) 9 ,5 9 2  (29)
18 N EBRASKA 2 ,3 3 7 1 ,8 1 2  (18) 2 ,4 7 6  (19) 3 ,4 3 5  (16) 4 ,9 3 7  (17) 1 3 ,7 5 8  (13)
19 M AINE " 2 ,2 9 7 1 ,7 5 1  (21) 2 ,7 6 8  (13) 3 ,5 2 6  (14) 6 ,1 6 4  (6) 1 6 ,1 3 7 (8)
2 0 NORTH CAROLINA 2 ,2 2 6 1 ,7 6 8  (20) 2 ,4 6 8  (20) 3 ,4 6 1  (15) 5 ,2 1 2  (15) 1 3 ,5 1 2  (14)
21 ILLIN O IS 2 ,1 9 4 1 ,7 3 3  (22) 2 ,2 2 4  (28) 2 ,7 5 4  (27) 3 ,9 9 7  (31) 8 ,6 6 7  (33)
22 COLORADO 2 ,1 4 7 1 ,7 2 3  (23) 2 ,5 0 0  (18) 3 ,1 8 4  (22) 4 ,2 3 7  (27) 7 ,3 9 6  (38)
23 IOW A 2 ,1 2 7 1 ,6 7 9  (25) 2 ,2 5 7  (27) 2 ,9 4 4  (26) 4 ,8 1 9  (19) 1 2 ,2 7 6  (17)
24 UTAH 2 ,0 9 3 1 ,8 8 6  (16) 2 ,6 0 8  (15) 3 ,3 5 3  (19) 4 ,7 1 2  (23) 9 ,3 7 2  (31)
25 KENTUCKY . 2 ,0 6 7 1 ,6 8 8  (24) 2 ,3 6 2  (23) 3 ,0 7 2  (24) 4 ,2 1 5  (28) 9 ,0 8 6  (32)
26 G EO RG IA 2 ,0 2 8 1 ,5 5 5  (29) 2 ,2 6 4  (26) 3 ,0 4 0  (25) 4 ,4 8 2  (24) 9 ,6 0 9  (26)
27 IDAHO 2 ,0 1 2 . 1 ,7 7 6  (19) 2 ,4 2 2  (21) 3 ,2 1 3  (21) 4 ,8 5 8  (18) 1 1 ,3 2 5  (21)
28 KA N SA S 1 ,9 6 8 1 ,5 5 9  (28) 1 ,9 9 6  (33) 2 ,5 2 3  (34) 3 ,8 7 9  (33) 9 ,4 4 6  (30)
29 SOUTH CAROLINA . 1 ,9 3 5 1 ,6 2 5  (27) 2 ,3 4 8  (24) 3 ,2 8 9  (20) 4 ,7 1 8  (22) 1 1 ,9 7 4  (18)
30 NEW  H.4M PSHIRE*t 1 ,9 0 9 1 ,5 3 2  (30) 2 ,0 4 3  (30) 2 ,7 0 5  (30) 3 ,3  4 8 (38) 7 ,5 7 0 •37)
31 OHIO 1 ,8 2 7 1 ,4 0 8  (34) 1 ,9 5 6  (35) 2 ,6 2 4  (32) 3 ,9 9 2  (32) 1 0 ,1 6 6  ,25)
32 M ISSOURI 1 ,7 9 0 1 ,4 3 1  (33) 1 ,964  (34) 2 ,7 5  3 (28) L .', 98  (34) 7 ,7 1 6 (36)
33 A RIZO N A 1 ,7 7 0 1 ,4 9 2  (31) 2 ,0 3 5  (31) 2 ,6 8 2  (31) 4,.465 (26) 7 ,2 0 0  (3 )
34 M ONTANAt 1 ,751 1 ,4 5 6  (32) 2 ,2 8 6  (25) 2 ,5 7 3  (33) 4 ,0 5 0  (30) 1 0 ,3 2 4  .23)
35 OKLAHOM A 1 ,6 8 6 1 ,2 2 8  (40) 1,6-' 3 (36) 2 ,2 2 4  (38) 3 ,6 2 9  (36) 9 ,6 8 1 (25)
36 A RKAN SAS 1 ,6 5 4 1 ,341  (37) 2 ,0  2 8 (32) 2 ,5 0 9  (35) 4 ,1 6 2  (29) 9 ,6 7 6  (27)
37 W EST V IRG IN IA 1 ,6 3 7 1 ,2 1 1  (41) 1 ,5 5 9  (42) 2 ,0 7 6  (41) 3 ,3 0 9  (40) 1 0 ,6 6 3  (22)
38 A LA SK A * 1 ,6 1 2 1 ,1 4 9  (42) 1 ,3  8 7 (45) 1 ,6 2 0  (45) . 2 ,3  4 9 (44) 4 ,1 1 5 (48)
39 ALABAM A 1 ,5 5 6 1 ,3 4 6  (36) 1 ,8 3 8  (37) 2 ,2 2 6  (37) 3 ,4  39 (37) 6 ,4 4 3  (40)
4 0 NEW MEXICO 1 ,5 4 0 1 ,1 2 6  (44) 1 ,751 (39) 2 ,2 9 0  (36) 3 ,7 2 2  (35) 1 0 ,2 1 2 ■24)
41 M ISSISSIPPI 1 ,5 1 6 1 ,2 8 7  (38) 1 ,7 5 3  (38) 2 ,1 0 8  (39) 3 ,3 2  2 (39) 8 ,4 5 2 (35)
42 INDIANA 1 ,4 8 0 1 ,2 4 9  (39) 1 ,7 1 2  (40) 1 ,9 4 2  (42) 2 ,8 0 5  (41) 5 ,5 8 5 ■42)
4 3 SOUTH DAKOTA* 1 ,4 0 7 1 ,3 9 7  (35) 1 ,4 3 8  (43) 1 ,9 2 4  (43) 2 ,7 3 0  (42) 3 ,5 0 4 :50)
44 NORTH DAKOTA 1 ,4 0 6 1 ,1 4 3  (43) 1 ,6 5 2  (41) 2 ,1 0 5  (40) 2 ,6 6 6  (43) 5 ,6 8 1 .41)
45 W ASHINGTON* 1 ,2 5 8 1 ,0 4 1  (45) 1 ,3 8 9  (44) 1 ,578  (46) 1 ,944 (48) 4 ,2 0 1 •47)
46 TEXAS* 1 ,1 8 6 8 3 7  (48) 1 ,1 6 8  (49) 1 ,4 8 6  (48) 1,8 5 9 (50) - y,

4?)
4 7 FLORIDA* 1 ,1 7 3 8 4 9  (47) 1 ,1 9 9  (47) 1 ,7 0 3  (44) 2 ,0 8 6  (46) 4 ,5 4 5 (44)
48 TENNESSEE* 1 ,1 3 2 9 3 2  (46) 1 ,2 4 4  (46) 1 ,5 5 6  (47) 2 ,1 8 0  (45) 4 ,5 3 9 45)
49 NEVADA* 1 ,0 6 2 8 34  (49) 1 ,1 9 2  (48) 1 ,225  (50) 1 ,889  (49) 4 ,7 9 4 (43)
50 LO UISIAN A 1 ,0 0 2 7 5 7  (51) 1 ,0 1 7  (50) 1 ,2 6 2  (49) 1 ,954  (47) 4 ,4 7 5 •45)
51 W YOM ING* 8 9 0 7 7 0  (50) 882  (51) 1 ,2 2 3  (51) 1 ,380  (51) 2 ,6 8 6 (31) ■

A L L  STA TES $ 2 ,4 1 4 $ 1 ,8 5 4 $ 2 ,4 9 1 $ 3 ,2 5 7 $ 4 ,8 5 7 $ 9 ,6 5 1

'Stales wf.n no pu'sonal ireome lax Ccrreccuttaies on!,' capital gains BnddwtJe'dSttkm Ha'nes‘i»eenSTennes!-*etai cnt, inte'es: and dividends. Scxrce Inter™'fie.evje Se-'ce

'States win no sales lax
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The Certificate of Need (CON) law provides one of the "tools" HSAs use in 

their attempt to control health care costs by preventing unnecessary i n­

vestment by, and expansion of, health care facilities.

The Certificate of Need law has not accomplished its purpose, and should be 

r e p e a l e d .

I have six main points which support this position and will provide 

in-depth information on each:

1. Several studies indicate that CON programs have not 

d e m onstrated the capacity to restrain cost 

increases.

2. Ce r t i f i c a t e  of Need focuses on t h e.issue of "excess 

s y stem capacity" to the exclusion of the issues of 

immediate cost to the patient and the long-term 

cost savings to the overall system. CON is an 

entry barrier to technolo g i c a l l y  innovated firms.

3. Several states have concluded that CON is a failure 

and have enacted laws repealing the CON review 

process, either as of a specified date certain in 

the future or c o n d itionally upon repeal of the 

federal health planning law.

4. C e r t i f i c a t e  of Need is not synonymous with health

planning. For m a n y  years hospital boards have 

p erformed the role of Community involvement in 

health care planning, with enormous success.

5. T h e  current programs for licensure, registration,

credentialing, and accreditation of health care 

providers and institutions safeguard the quality of 

health care services and protect consumers.

6. C e r t i ficate of Need is inconsistent with a price

c o m p e t i t v e  approach to containing health care 

costs.

1. Several studies indicate that CON programs have not demonstrated the 

c apa c i t y  to restrain cost increases.

A review of the literature on effectiveness of certificate of need programs 

indicates- that oyer 100 papers and/or studies.have been completed. This 

information has been summarized, in part, under a contract with HEW. The 

summary, "Certificate of Need Programs: A Review, Analysis and Annotated

Bibliography of the Research Literature," examined a number of general 

hypotheses concerning the effectiveness of CON. Some of the findings of 

the more significant hypotheses include:



1.. CON will not control cost increases.

2. CON is expensive to administer.

3. CON stifles innovation in delivery mechanisms.

4. CON prog-ams are hampered by the d i f f i c u l t y  of developing 

standards.

In February, 1981, the Office of the L egislative Auditor of the State 
found:

"no empirical evidence that C ertificate of Need 

programs reduce hospital costs, and little evidence 

that t h e y  reduce capital investments."

One of the mor e  comprehensive studies o f  CON was published by David S. 

Sslkever of John Hopkins University and Thomas N. Bice of Washington 

C ertificate of Need Laws on Health Care Costs and Utilization," 
concluded:

"In summary, our analysis points to the (perhaps) 

surprising conclusion that CON controls have 

c ontributed to cost inflation; thus t h e y  have tended to 

p r o d u c e  the ver y  result which they were designed to 

prevent. The presumption of its (CON) effectiveness is 

c l e a r l y  not warranted b y  the available evidence."

2. C e r t i f i c a t e  of Need focuses on the issue of "excess system capacity" to 

the e x clusion of the issues immediate cost to the patient and the 

long-term cost savings to the overall system. CON is an entry barrier on 
t e c h n o l o g i c a l l y  innovated firms..

A sti,dy c onducted by Ernst and Whinney on Excess Bed Capacity in California 
found:

"We also conclude that t he regulatory focus on 

beds per se is even less likely to yi e l d  significant 

results. T e d s  are not a good measure of capacity in 

the first place/and the funds to main t a i n  beds per ise 

are a trivial portion of the total."

"It is then equally unclear whether a p olicy directed 

toward capa c i t y  control can eve r  succeed in impacting 

the costs of health care to t h e  consumers."

Certificate of Need inhibits e n t r y  and exit from the market and has been a 

c o s t - p roducing rather tha n  a cost-containing mechanism.



3. Several states have concluded that CON is a failure and.have enacted 

laws repealing the CON r e v i e w  process, either as of a specified date 

certain in the future or c o n d i t i o n a l l y  upon repeal of the federal health 

p lanning law.. These include Arizona, Kansas, Minnesota, New Mexico, 
A rkansas and Colorado.

Many other states are considering legislation to repeal CON laws. George 

Kent, the executive director of Kentucky's state Certificate of Need p o- 

gram said in tesitmony to the state's subcommittee on health care financing 

and cost containment:

"The state p r o g r a m  set up to guide medical development 

and curtail health care costs is a failure."

"The only difference between the medical care situation 

in Kentucky and the Titanic is that the Titanic had a 
b a n d . "

4. C e r t i f i c a t e  of Need is not synonymous with health planning. For many 

years hospital boards have performed C o mmunity involvement in heatlh care 

planning, with enormous success. These representatives of the community 

volunteer th e i r  time and want, access to health care, expanded and improved.

As pointed out by Henry Foley, PhD, (University of California, San 

Francisco, School of Medicine, Health Policy Program) regarding those many 

citizens involved in the certificate of need review process:

"To those involved and overworked volunteers, it should 

be honestly admitted that the government oversold the 

cost containment aspects of health planning (CON)."

5. T he current programs for licensure, registration, credentialing, and 

accreditation of health care providers and institutions safeguarding, and 

q u a l i t y  of health care services and protect consumers. These programs 

should continue.

6. C e r t i f i c a t e  of Need is inconsistent with a price competitve nproach 

to containing health car e  costs.

The J a n uary 13, 1983 issue of The New England Journal of Medicine states:

"It (The C ertificate of Need Program) interferes with 

competition in the h ealth-care sector." "Under P.L.

• 93-641, the c e r t i f i c a t e -  of-need program attracted more 

attention that the process of developing advisory 

plans. In fact, it is unfortunate that health planning 

came to be equated with the certificate-of-need 

function."

-3 -



"Finally, the health-planning and review process has so 

far lacked a sense of economic reality,"

Curran, William, J.D., "An End to Federal Regulation, the Good, the Bad, 

and the Unnecessary", March 18, 1982, New England Journal of Medicine 
states: " ’

"These programs (CON) have grown in a decade or so from 

a f e w  branches providing needed emphasis on rationality 

and prio r i t y  setting to a forest and then a j ungle of 

confusing pronouncements."

Economists led by Stanford p r ofessor Alain C. Enthoven aritculate the 

market place principal, and competition as the solution t o  soaring costs 

that government regulation has been unable to quell. (Enthoven, A.C., The 

Competition Strategy: Status and prospects. New England Journal of
M e d i c i n e . 1981: 304:109-12)

John F. Horty, a lawyer who remains the driving f o r c e  behind the National 

Council of Community Hospitals said:

"We believe change is coming. We want to help shape 

it. Competition isn't going to serve ev e r y  hospital, 

nor should it, but it will sharpen internal decision 

making and serve the public interest for better than a 

regulatory m o d e l ." (Iglehart, J.K., Drawing the Lines 

for t h e  Debate on Competition. New England Journal of 

M e d i c i n e , July 30, ‘1981:305:291-7357

The Minnesota Coalition on H ealth Care Costs, in its report issued in 

November 1981, noted that "Certificate of Need is a distinct barrier to 

market entry", the Coalition report states that "new innovations and 

alternative facilities should be permitted and encouraged."

The Citizens League, a Minneapolis, St. Paul based public interest and 

research organization, issued a report in September, 1981 which indicates 

that rising health care costs are attributable to market failure, and 

recommends that Certificate of Need be eliminated.

Dr. Vernon Sommerdorf in 1971, when he was a legislator, co-sponsored the 

original certificate of need legislation in Minnesota. At the time, he 

noted it had a strong intuitive appeal: only enough services would be pro­

vided s o  that c o stly du p l i c a t i o n  would be avoided. Unfortunately, this has 

not been the case. Dr. Sommerdorf, in testimony given in 1981 prior to the 

repeal of Minnesota's ce r t i f i c a t e  of need law indicated:

"In a competitive health care system, consumers must 

have choices to make if they are to become 

cost-sensitive partners in the health care system.

Certificate of Need tends to limit choices by reducing

-4 -



excess capacity. Without excess capacity, there is no 

r oo m  for the growth of cost effective programs and 

providers, or for the demise of c o s t - i n e f f e c t i v e  

programs and providers."

"After over 10 years in Minnesota and elsewhere in the 

nation, CON has not established a strong case for its 

e f f ectiveness." (Minnesota M e d i c i n e , March 1982)

The Supreme Court of North Carolina (In the M a t t e r  of Certificate of Need 

for Aston Park Hospital, Inc. 282NC542, 193SE2d 729, 61ALR3d 268) held:

" S t a t u t o r y  provisions requiring issuance of a 

ce r t i ficate of need before c o n struction of hospital 

fa c i lities was unconstitutional as a depriv i a t i o n  of 

• liberty, even when attempted to be j u s t i f i e d  under the 

po l i c e  power, when applied to a hospital seeking 

construction, with priviate fund;; and suitable 

materials, on private prop e r t y  suit a b l y  located, of a 

well- p l a n n e d  hospital, to be a d e quately equipped and 
staffed."

CONCLUSION

Based on the r e v i e w  of the research to date, studies have verified that CON 

has been unsuccessful in controlling health car e  costs. Administrative and 

compliance costs of CON even further increase health care costs. 

(Havighurst, 1973; Noll, 1975; Kinzer, 1977; Salkever 1978). These ad m i n­

istrative and c o m p l i a n c e  costs of CON include costs r e sulting from addi­

tional institutional time devoted to planning, co l l e c t i o n  of data for use 

in CON applications, the need for legal assistance and higher constsruction 

costs res u l t i n g  from delays due to the CON process.

RECOMMENDATION

Alaska's Ce r t i f i c a t e  of Need (CON) law should be repealed.
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To: H o u s e  H E S S  C o m m i t t e e  
F r o m :  D a v e  P a l m e r  
D a t e :  F e b r u a r y  10, 1983
S u b j e c t :  H B  19, A n  a c t  to r e p e a l  t h e  C e r t i f i c a t e  o f  N e e d  

P r o g r a m

T h e  c e r t i f i c a t e  of n e e d  p r o g r a m  w a s  e s t a b l i s h e d  in 1974 
b y  f e d e r a l  l a w  (PL 93 641). It is i n t e n d e d  to s e r v e  as a 
c o s t  c o n t r o l  a i d  a n d  a p l a n n i n g  r e v i e w  p r o c e s s .  T h r o u g h  
r e v i e w  of m a j o r  c a p i t a l  e x p e n d i t u r e s ,  it is i n t e n d e d  to 
s e r v e  a s  a c h e c k  t o  f r i v o l o u s  o r  m i s d i r e c t e d  p r o j e c t s .  It 
d i r e c t s  c a p i t a l  c o n s t r u c t i o n  i n v e s t m e n t  t o  b e  c o m p a t i b l e  
w i t h  s t a t e w i d e  h e a l t h  p l a n n i n g  g o a l s .  T h e  c e r t i f i c a t e  o f  
n e e d  w a s  d e s i g n e d  t o  p r e v e n t  u n n e c e s s a r y  d u p l i c a t i o n  w h i c h  
r e s u l t s  in u n d e r u t i l i z a t i o n  a n d  i n f l a t e d  c o s t s  in a c o s t  
b a s e d  r e i m b u r s e m e n t  s y s t e m  for m e d i c a l  p a y m e n t s .

W h i l e  d i s c u s s i o n  of t h e  C e r t i f i c a t e  o f  N e e d  (CON) 
p r o c e s s  c a n  l e a d  t o  e s o t e r i c  a n a l y s i s  o f  h e a l t h  c a r e ,  
g o v e r n m e n t ,  a n d  s o c i a l  i s s u e s ,  I h a v e  i d e n t i f i e d  f o u r  
t o p i c s  t h a t  I b e l i e v e  w i l l  b e  d i s c u s s e d  b y  t h e  c o m m i t t e e  and 
t h o s e  t e s t i f y i n g  o n  e i t h e r  si d e  o f  t h i s  i s s u e :

1. F e d e r a l  m a n d a t e s
2. E f f e c t  on S t a t e  r e v e n u e  s h a r i n g  p r o g r a m s
3. E f f e c t  on S t a t e  m e d i c a i d  p r o g r a m s
4. T h e  p r i v a t e  e n t e r p r i s e  v s  g o v e r n m e n t  

r e g u l a t i o n  i s s u e .

F e d e r a l  M a n d a t e s

T h e  C O N  p r o c e s s '  is r e q u i r e d  b y  F e d e r a l  lav:. F a i l u r e  to 
c o m p l y  w i t h  t h e  l a w  c a r r i e d  a s a n c t i o n  t h a t  p r o v i d e d  t h a t  
t h e  F e d e r a l  g o v e r n m e n t  w o u l d  w i t h h o l d  " a n y  a l l o t m e n t ,  
g r a n t ,  l o a n  a n d  l o a n  g u a r a n t e e  m a d e  t o  a n d  e a c h  c o n t r a c t  
e n t e r e d  i n t o  \vith a n  i n d i v i d u a l  o r  e n t i t y  in su c h  S t a t e . . .  
u n d e r  t h i s  A c t  ( P u b l i c  H e a l t h  S e r v i c e  A c t ) , t h e  C o m m u n i t y  
M e n t a l  H e a l t h  C e n t e r s  Act, the C o m p r e h e n s i v e  A l c o h o l  A b u s e  
a n d  A l c o h o l i s m  P r e v e n t i o n  T r e a t m e n t  a n d  R e h a b i l i t a t i o n  A c t  
of  1 9 7 0 ,  a n d  t h e  D r u g  A b u s e  O f f i c e  a n d  T r e a t m e n t  A c t  of 
1 9 7 2 . "

T h e  s a n c t i o n s  w e r e  t o  b e g i n  a t  a w i t h h o l d i n g  o f  25% of 
t h e  e n t i t l e m e n t  a n d  i n c r e a s e  b y  2 5 %  i n c r e m e n t s  a n n u a l l y .

T h e s e  s a n c t i o n s  ha v e  b e e n  l i f t e d ,  t e m p o r a r i iv a t  least, 
b y  a c o n t i n u i n g  r e s o l u t i o n  of  C o n g r e T s ,  w h i c h  e x p i r e s  on 
S e p t e m b e r  3 0 t h  of t h i s  y e a r .  A t t a c h e d  at t h e  end o f  t h i s  
p a p e r  is  a l e t t e r  i t e m i z i n g  t h o s e  f u n d s  a n d  p r o g r a m s  t h a t  
wou*ld b e  a f f e c t e d  b y  the i m p c s i t i o n  o f  s a n c t i o n s .



T h e  A l a s k a  L e g i s l a t i v e  I n f o r m a t i o n  O f f i c e  ir. 
W a s h i n g t o n ,  -D.C. a n s w e r e d  b y  i n q u i r y  a b o u t  s a n c t i o n s  t h i s  
w a y :

Q u e s t i o n :  V?hat a r e  t h e  c h a n c e s  t h a t  t h e  s a n c t i o n s  m a y  
b e  a g a i n  s u s p e n d e d  b e y o n d  S e p t e m b e r ,  1 S83?

• A n s w e r :  T h i s  i s  c o i n c  tc d e p e n d  on w h a t  t h e  9 8 t h
C o n g r e s s  c h o o s e s  t o  do. T h e  c o n t i n u i n g  r e s o l u t i o n  w i l l  
s t a n d  u n l e s s  C o n g r e s s  t a k e s  some a c t i o n  b e f o r e  the e n d  of  
t h e  f i s c a l  y e a r .  I f  C o n g r e s s  d o e s  n o t  a c t  b e f o r e  J u n e  30t'n 
o f  F Y  8 4 , t h e  Dept, o f  H e a l t h  and H u m a n  S e r v i c e s  is p o w e r l e s s  
t o  .impose t h e  s a n c t i o n s  m a n d a t e d  b y  l a w  a n d  is w a i t i n g  for 
s o m e  d i r e c t i o n  f r o m  C o n g r e s s .

In r e s p o n s e  t o  a q u e s t i o n  a b o u t  the r e a c t i o n  b y  t h e  
D e p a r t m e n t  o f  H e a l t h  and H u m a n  S e r v i c e s  t o  A l a s k a ' s  r e p e a l  
of. t h e  C O N  p r o g r a m ,  t h e  u n o f f i c i a l  r e p l y  is: A l a s k a  w i l l  
s t i l l  h a v e  t o  c o m p l y  w i t h  s o m e  s o r t  of f e d e r a l  r e g u l a t i o n s  
t o  r e c e i v e  h e a l t h  c a r e  f u n d s  and t h a t  s t a r t i n g  f r o m  s c r a t c h  
( a f t e r  r e p e a l )  m i g h t  b e  m u c h  m o r e  d i f f i c u l t  t h a n  t r y i n g  to  
a m e n d  t h e  e x i s t i n g  p r o g r a m  o n  CON. F o r  i n s t a n c e ,  t h e  B l o c k  
G r a n t  p r o p o s a l s  f r o m  the 9 7 t h  C o n g r e s s  i n c l u d e d  a C O N  
r e q u i r e m e n t ;  The c o m p r o m i s e  b i l l  b y  S e n a t o r s  Q u a v l e  a n d  
K e n n e d y  ( w h i c h  w a s  n o t  a c c e p t e d  b y  t h e  a d m i n i s t r a t i o n )  
i n c l u d e d  C O N  r e q u i r e m e n t s .  The R e a g a n  a d m i n i s t r a t i o n  f a v o r s  
r e p e a l  o f  C O N ,  the C o n g r e s s  f a v o r s  r e t e n t i o n .

R e g a r d l e s s  of t h e  s t a t u s  of t h e  s a n c t i o n s ,  r e p e a l  o f  
C O N  w o u l d  p r o b a b l y  m e a n  l o s s  cf s o m e  f e d e r a l  h e a l t h  p l a n n i n g  
funds.

E f f e c t  o n  S t a t e  R e v e n u e  S h a r i n g  P r o g r a m

S t a t e  a i d  t h r o u g h  T i t l e  29 r e v e n u e  s h a r i n g  f u n d s  f o r  
h o s p i t a l  e n t i t l e m e n t  g r a n t s ,  h o s p i t a l  c a p i t a l  c o n s t r u c t i o n ,  
p u b l i c  r o a d s ,  and v o l u n t e e r  fire d e p a r t m e n t s  o u t s i d e  t h e  
o r g a n i z e d  b o r o u g h  m a y  be a f f e c t e d  b y  r e p e a l  of the C O N  
p r o g r a m .  T h e  r e a s o n i n g  is l i k e  t h i s :  If r e p e a l  of t h e  C O N
r e m o v e s  a c o n t r o l  o n  p u b l i c  h e a l t h  f a c i l i t y  c o n s t r u c t i o n ,  
o t h e r  t h i n g s  b e i n g  e q u a l ,  o n e  c o u l d  e x p e c t  an i n c r e a s e  in 
c o n s t r u c t i o n .  An i n c r e a s e  in  c o n s t r u c t i o n  c o u l d  m e a n  m o r e  
d e m a n d  o n  t h e  h o s p i t a l  e n t i t l e m e n t  a n d  c a p i t a l  c o n s t r u c t i o n  
f u n d .  B e c a u s e  all f u n d s  f o r  the T i t l e  29 t o p i c s  l i s t e d  
a b o v e  a r e  a l l o c a t e d  o n  a p r o  rata b a s i s  w i t h i n  the a v a i l a b l e  
a p p r o p r i a t i o n ,  i n c r e a s i n g  t h e  d e m a n d  on o n e  a r e a  d e c r e a s e s  
t h e  f u n d s  a v a i l a b l e  t o  all t h e s e  e n t i t l e d  tc funds.

P r o p o n e n t s  for r e p e a l  .explain t h a t  b e c a u s e  t h e’ c a p i t a l  
c o n s t r u c t i o n  r e i m b u r s e m e n t s  are p a i d  a f t e r  f i n a n c i n g  a n d  
c o n s t r u c t i o n ,  the p r o g r a m  i s  cf l i t t l e  u s e  to  a n y  b u t  a few 
r e v e n u e  p r o d u c i n g  f a c i l i t i e s .  I h a v e  a t t a c h e d  the m o s t  
c u r r e n t  i t e m i z a t i o n  o f  r e v e n u e  s h a r i n g  p a y m e n t s  for h e a l t h  
f a c i l i t i e s  a n d  h o s p i t a l  c o n s t r u c t i o n  aid.

page 2



If t h e  C O N  p r o g r a m  d o e s  h e l p  c o n t a i n  h e a l t h  care c o s t s
b y  a v o i d i n g  d u p l i c a t i o n  a n d  m i s d i r e c t e d  i n v e s t m e n t s ,  it
f o l l o w s  t h a t  r e p e a l  w o u l d  h a v e  the o p p o s i t e  e f f e c t  on h e a l t h  
c a r e  co s t s .  B e c a u s e  m e d i c a i d  is a r e t r o s p e c t i v e  p r o g r a m ,  
t h a t  is, p a y m e n t s  a r e  m a d e  a f t e r  c o s t s  a r e  i n c u r r e d ,  a n  ' 
i n c r e a s e  i n  h e a l t h  c a r e  c o s t  w i l l  i n c r e a s e  m e d i c a i d  
p a y m e n t s .  T h o s e  a r g u i n g  f o r  r e t e n t i o n  cf C O N  a l s o  p o i n t  o u t  
t h a t  r e p e a l  c o u l d  l e a d  t o  o v e r b u i l d i n g  o f  f a c i l i t i e s ,  a n d  
r e v e n u e  f o r  u n u s e d  f a c i l i t i e s  m u s t  b e  g e n e r a t e d  f r o m  t h o s e  
s e r v i c e s  g e n e r a t i n g  r e v e n u e .  In s h o r t ,  c o s t s  s u b j e c t  t o  
m e d i c a i d  p a y m e n t s  c o u l d  i n c r e a s e .

T h e r e  i s  a p r o p o s a l  -bv the A l a s k a  S t a t e  H o s p i t a l  
A s s o c i a t i o n  t o  d e v e l o p  a p r o s p e c t i v e  r a t e  s t r u c t u r e  f o r  
m e d i c a i d  p a y m e n t s .  T h i s  w o u l d  a l l o w  for t h e  e s t a b l i s h m e n t  
of a p p r o v e d  r a t e s  b y  a n  i n d e p e n d e n t  c o m m i s s i o n .  D i s c u s s i o n
of t h e  l a t i t u d e  o f  t h e  c o m m i s s i o n  f o r  i n c l u s i o n  of  e c o n o m i c
d e p r e c i a t i o n ,  r a t e  of r e t u r n ,  and o t h e r  c o s t s  a s s o c i a t e d  
w i t h  u n u s e d  f a c i l i t i e s  w o u l d  be r e l e v a n t .

P r i v a t e  e n t e r p r i s e  v s  G o v e r n m e n t  r e g u l a t i o n

I t  is g e n e r a l l y  a g r e e d  t h a t  m o s t  h e a l t h  c a r e  f a c i l i t i e s  
( e s p e c i a l l y  in A l a s k a )  d o  n o t  fit w i t h i n  t h e  f r e e  e n t e r p r i s e  
c a t egory.' A  f r e e  e n t e r p r i s e  s y s t e m  o p e r a t e s  w h e n  c e r t a i n  
e l e m e n t s  a r e  p r e s e n t :

1. T h e r e  e x i s t s  a l a rge n u m b e r  of b u y e r s  a n d  
s e l l e r s .

2. C o n s u m e r s  m u s t  b e a r  t h e  c o n s e q u e n c e s  of t h e i r  
d e c i s i o n s .

3. T h e  s e l l e r  m u s t  be a b l e ' t o  l e a v e  o r  e n t e r  the 
m a r k e t p l a c e  f r e e l y .

W i t h  t h e  e x c e p t i o n  of A n c h o r a g e ,  t h e r e  are n o  A l a s k a n  
c o m m u n i t i e s  w i t h  m o r e  t h a n  o n e  h o s p i t a l .  C h o i c e s  for h e a l t h  
c a r e  a r e  l i m i t e d .

T h i r d  p a r t y  p a y m e n t s  r e m o v e  t h e  c o n s u m e r ' s  r e s p o n s i b i l­
ity f o r  t h e  f i n a n c i a l  c o n s e q u e n c e s  o f  t h e i r  a c t i o n s .  T h e r e  
is l i t t l e  i n c e n t i v e  t o  r e s t r i c t  d e m a n d s  o n  the s y s t e m  if 
s o m e o n e  e l s e  "pays t n e  b i l l .  In 1981, o n i v  ^  - 1 % o f " t h e  
h e a l t n  c a r e — t r s t i s ~ p a i d  For t h e i r  o w n  t r e a t m e n t .

H e a l t h  c a r e  i s  n o t  a f r e e  e n t r y  m a r k e t p l a c e .  The C O N  
•review is o n l y  o n e  of t h e  r e s t r i c t i o n s  to er.trv. T h e r e  
e x i s t s  l i c e n s i n g  s t a n d a r d s ,  p u b l i c  f u n d i n g  p r o c e s s e s ,  a n d  
l i c e n s i n g  r e q u i r e m e n t s  f o r  p e r s o n n e l ... t h e  p h y s i c i a n s ,  

. n u r s e s ,  a n d  t e c h n i c i a n s .  B e c a u s e  of the c o m p l e x i t y  of 
h e a l t h  c a r e  q u e s t i o n s ,  c o n s u m e r s  r e l y  h e a v i l y  c n  p h y s i c i a n s .  
70% c f  h e a l t h  c a r e  e x p e n d i t u r e s  are i n f l u e n c e d  b y  
p h y s i c i a n s .
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T h e  q u e s t i o n  o f - p r i v a t e  e n t e r p r i s e  v s  r e g u l a t i o n  is one 
t h a t  c a n  b e -d i s c u s s e d  e v e r  a n d  o v e r ,  b u t  r e p e a l  or r e t e n t i o n  
of t h e  C O N  p r o c r a m  w i l l  n o t  a d d r e s s  t h a t  is s u e .

C O N C L U S I O N S :

T h e  c e r t i f i c a t e  of  n e e d  s t a t u t e  in A l a s k a  in cut o f  
date. T h e  l i m i t s  a r e  low, l o w e r  t h a n  t h o s e  s e t  by  F e d e r a l  
lav?. . A m e n d m e n t s  c o u l d  be p r o p o s e d  t o  a d d r e s s  p a r t i c u l a r  
p r o b l e m s  r e l a t i n g  t o  the r e q u i r e m e n t  for t h e  r e p l a c e m e n t  of 
e x i s t i n g  e q u i p m e n t ,  r e p l a c e m e n t  o f  l i k e  e q u i p m e n t ,  t i m e  
l i m i t s  f o r  r e v i e w  a n d  the like.

T h e  p u r p o s e s  f o r  w h i c h  t h e  C O N  p r o c e d u r e s  w e r e  e n a c t e d  
p r o b a b l y  d o  n o t  h a v e  m u c h  a p p l i c a t i o n  in A.laska. B e c a u s e  cf 
t h e  l a r g e  i n v o l v e m e n t  by t h e  S t a t e  i n  the f u n d i n g  of 
h o s p i t a l s ,  both- f o r  c a p i t a l  c o n s t r u c t i o n  a n d  o p e r a t i n g  
f a c e t s ,  it c a n  b e  a r g u e d  t h a t  t h e r e  e x i s t s  s u f f i c i e n t  
p r o g r a m a t i c  r e v i e w .  H o w e v e r ,  c a p i t a l  b u d g e t  r e v i e w  a n d  a 
d e t a i l e d  j u s t i f i c a t i o n  by a h o s p i t a l  a d m i n i s t r a t i o n  in a CON 
p r o c e s s  a r e  c o m p l e t e l y  d i f f e r e n t  i n  s c o p e  a n d  d e t a i l .

S e v e r a l  s t a t e s ,  like A l a s k a ,  a r e  c u r r e n t l y  o u t  of 
c o m p l i a n c e  w i t h  t h e  F e d e r a l  r e q u i r e m e n t s .  S a n c t i o n s  h a v e  
n e v e r  b e e n  i m p o s e d  a g a i n s t  a sta t e ,  h o w e v e r ,  n o  s t a t e  h a s  
r e p e a l e d  i t s  C O N  p r o g r a m .

R e p e a l  o f  t h e  p r o g r a m  w i l l  n o t  r e d u c e  h e a l t h  ca r e  c o s t s  
to t h e  r e c i p i e n t  o f  s u c h  c a r e .

R e p e a l  of t h e  p r o g r a m  m a y  e n c o u r a g e  e x p a n s i o n  of 
e x i s t i n g  f a c i l i t i e s ,

R e p e a l  o f  t h e  p r o g r a m  w i l l  r e m o v e  a s t a t e  l e v e l  r e v i e w  
of h e a l t h  c a r e  f a c i l i t y  d e v e l o p m e n t .

R e p e a l  o f  t h e  p r o g r a m  w i l l  m a k e  h e a l t h  p l a n n i n g
a s s i s t a n c e  f o r  t h e  F e d e r a l  g o v e r n m e n t  d i f f i c u l t  to o b t a i n .

R e p e a l  of t h e  p r o g r a m  w i l l  n o t  r e m o v e  F e d e r a l  h e a l t h
p l a n n i n g  r e q u i r e m e n t s .

T h e  c u r r e n t  s t a t u t o r y  r e q u i r e m e n t s  o f  the A l a s k a n  C O N  
p r o g r a m  a r e  o b s o l e t e .
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P O L I C Y  S T A T E M E N T

C E R T I F I C A T E  O F  N E E D

P o s i t i o n : T h e  A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  a d v o c a t e s
t h e  r e p e a l  of t h e  c e r t i f i c a t e  of n e e d  (CON) law, AS  I S . 07.

R a t i o n a l e : T h e  C O N  p r o c e s s  h a s  p r o v e n  c o s t l y ,  w a s t e f u l ,
a n d  u n n e c e s s a r y .  T h e  p r o g r a m  h a s  b e c o m e  e x c e s s i v e l y  
b u r e a u c r a t i c  to' t h e  p o i n t  t h a t  it u n d e r m i n e s  e c o n o m i c  
i n c e n t i v e s  t h r o u g h o u t  t h e  d e c i s i o n - m a k i n g  p r o c e s s  a n d  
s o  i n c r e a s e s  t h e  c o s t  of  c a p i t a l  p r o j e c t s  it t a k e s  
v a l u a b l e  d o l l a r s  f r o m  p a t i e n t  care. T h e  c e r t i f i c a t e  of 
n e e d  p r o c e s s  a l s o  r e m o v e s  c o m m u n i t y  c o n t r o l  f r o m  l o c a l  
j u r i s d i c t i o n s  in r e s p e c t  io m u n i c i p a l l y - o w n e d  f a c i l i t i e s  
a n d  l o c a l  a d v i s o r y  b o a r d s  in r e s p e c t  t o  c o r p o r a t e  o w n e r­
sh i p .

An a l t e r n a t i v e  a p p r o a c h  to s t a t e  c o n t r o l  w o u l d  
p e r m i t  m a r k e t p l a c e  e c o n o m i c s  t o  c o n t r o l  e x p a n s i o n  a n d  
w o u l d  r e l y  on l o c a l  d e c i s i o n - m a k e r s  t o  m a k e  d e c i s i o n s  
f o r  t h e i r  own c o m m u n i t i e s . .  We  s e e  a v a l u e  in s t a t e  
g o v e r n m e n t  c o n t i n u i n g  i t s  p l a n n i n g  f u n c t i o n  w i t h  i n p u t  
f r o m  r e g i o n a l  a n d  l o c a l  g r o u p s .

N o t e : T h i s  d o e s  n o t  c o n t e m p l a t e  r e p e a l  of c o n s t r u c t i o n
o r  l i c e n s u r e  s t a n d a r d s .
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A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  

P o s i t i o n  P a p e r  

C e r t i f i c a t e  of N e e d  R e p e a l

T h e  C e r t i f i c a t e  o f  N e e d  p r o g r a m  in A l a s k a  ( A S . 07) 
s h o u l d  b e  r e p e a l e d .  It is b o t h  i n e q u i t a b l e  a n d  u n n e c e s s a r y .  
Its b a s i c  p r e s u m p t i o n  is t h a t  t h e  D e p a r t m e n t  o f  H e a l t h  and 
S o c i a l  S e r v i c e s  can m a k e  b e t t e r  d e c i s i o n s  for h o s p i t a l s  and 
n u r s i n g  h o m e s  t h a n  c a n  t h e  f a c i l i t i e s  t h e m s e l v e s .

B a s i c  I s s u e s

1. E q u i t y

- W h i l e  c o n t r o l l i n g  n o n - s t a t e  c o n s t r u c t i o n  of s k i l l e d  
n u r s i n g  f a c i l i t i e s  ( S N F ’s) an d  i n t e r m e d i a t e  c a r e  f a c i l i t i e s  
( I C F’s), t h e  p r g r a m  e x e m p t s  t h e s e  b e d s ' c o n s t r u c t e d  in 
P i o n e e r s ’ H o m e s .  T h u s . a n y  d e t e r m i n a t i o n  of n e e d  b a s e d  on 
t h e  c u r r e n t  p r o g r a m  is f l a w e d  b e c a u s e  f o r c e s  e x t e r n a l  t o  the 
p r o g r a m  c a n  a n d  h a v e  - in A n c h o r a g e ,  J u n e a u ,  a n d  K e t c h i k a n  - 
a l t e r e d  t h e  f a c t u a l  s i t u a t i o n .

A l a s k a  N a t i v e  H e a l t h  S e r v i c e  a n d  the A r m e d  F o r c e s  
f a c i l i t i e s  a r e  a l s o  e x e m p t  f r o m  c o v e r a g e .  Their, a c t i v i t i e s  
h a v e  a d i r e c t  b e a r i n g  o n  m a n y  o t h e r  f a c i l i t i e s  in t e r m s  of 
b o t h  s e r v i c e  a r e a  a n d  r e f e r r a l s .

P h y s i c i a n  o f f i c e  c o n s t r u c t i o n  a n d  e q u i p m e n t  p u r c h a s e  
a r e . a l s o  e x e m p t .

T h e  i n e q u i t i e s  a r e  c l e a r l y  i l l u s t r a t e d  in t n e  A n c h o r a g e  
area: P r o v i d e n c e  H o s p i t a l ,  H u m a n a  H o s p i t a l ,  N a k o y i a  H e a l t h  
C a r e  C e n t e r ,  H o p e  C o t t a g e s  a n d  t h e  A l a s k a  T r e a t m e n t  C e n t e r  
a r e  i n c l u d e d  in t h e  C O N  p r o g r a m  w h i l e  t h e  A l a s k a  N a t i v e  
H e a l t h  S e r v i c e  H o s p i t a l ,  E l m e n d o r f  A F B  H o s p i t a l ,  the 
A n c h o r a g e  P i o n e e r s ' s  H o m e  a n d  t h e  D i a m o n d  E m e r g e n c y  C e n t e r  are 
not i n c l u d e d .  A l l  o f  t h e s e  f a c i l i t i e s  s h a r e  t h e  s a m e  b a s i c  
s e r v i c e  area.

■esitJenl 
nnls L. DeWitl



P o s i t i o n  P a p e r  
C e r t i f i c a t e  of N e e d  R e p e a l  
P a g e  T w o  '

2. U n n e c e s s a r y

M a r k e t  p l a c e e c o n o m i c s  anJ c o m p e t i t i o n  s h o u l d  b e  t h e  d e t e r m i n a n t  
o f  c a p i t a l  e x p a n s i o n  f o r  h e a l t h  f a c i l i t i e s .  In A n c h o r a g e ,  t h e  
M u n i c i p a l  H e a l t h  C o m m i s s i o n  as w e l l  as o p e n  b o a r d  m e e t i n g s  p r o v i d e  
t h e  p u b l i c  i n p u t  i n t o  a f a c i l i t y ' s  p l a n n i n g  p r o c e s s .  In s m a l l e r  
c o m m u n i t i e s  t h e  c i t y  c o u n c i l  or b o r o u g h  a s s e m b l y  w h o  o w n  the f a c i l i t y  
p r o v i d e  t h e  p u b l i c  i n p u t  o p p o r t u n i t y .

A l a s k a  is a d e v e l o p i n g  s t a t e  of m a n y  i s o l a t e d  r e g i o n s  w i t h o u t  
a n y  a p p e a l  f o r  d u p l i c a t i o n  o f  s e r v i c e s  o r  n e e d  t o  l i m i t  a c c e s s  t o  
h e a l t h  care, w h i c h  i s  t h e  b a s i c  i n t e n t  of the C O N  p r o g r a m .  •

3. C o n f o r m i t y

4 2  U S C  3 0 0  m - ( d )  r e q u i r e s  t h a t  s t a t e s  c o n f o r m  to  t h e  f e d e r a l  
p r o g r a m  or f a c e  a r e d u c t i o n  o f  s p e c i f i e d  p u b l i c  h e a l t h  s e r v i c e  funds.

- C o n f o r m i t y  is  not a c h i e v a b l e  w i t h o u t  t h e  i n c l u s i o n  of t h e  
P i o n e e r s '  H o m e s .

T h e r e  are 30 s t a t e s ,  i n c l u d i n g  N e w  Y o r k  and C a l i f o r n i a  
as w e l l  as A l a s k a ,  w h i c h  a r e  not in c o n f o r m i t y .

T h e  p e n a l t i e s  h a v e  b e e n  d e f e r r e d  e v e r y  y e a r  s i n c e  p a s s a g e .
In D e c e m b e r  of  1 9 8 2  t h e y  w e r e  d e f e r r e d  u n t i l  O c t o b e r  1, 1983.

- T h e  R e a g a n  A d m i n i s t r a t i o n  is not s u p p o r t i v e  of c o n t i n u i n g  
t h i s  p r o g r a m .  C o n g r e s s  is 'working to c r e a t e  a s t a t e  o p t i o n a l  p r o g r a m  
w i t h o u t  p e n a l t i e s .  T h u s  t h e  l i k e l i h o o d  of i m p o s i t i o n  of p e n a l t i e s  is 
r e m o t e  at b e s t  and t h e  a c r o s s  t h e  b o a r d  e l i m i n a t i o n  of C O N  w o u l d  not 
c h a n g e  A l a s k a ' s  c u r r e n t  s t a t u s .

4. O t h e r  S t a t e s

• - L o u i s i a n a  d o e s  n o t  h a v e  a c e r t i f i c a t e  o f  n e e d  law.

A c c o r d i n g  t o  t h e  A m e r i c a n  H o s p i t a l  A s s o c i a t i o n ,  30 s t a t e s  
c u r r e n t l y  do  not c o n f o r m .

- At l e a s t  s e v e n  s t a t e s  h a v e  t e r m i n a t i o n  c l a u s e s  o r  s p e c i f i c  s u n s e t  
p r o v i s i o n s .

5. A t t a c h m e n t s

- A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  P o l i c y  P a p e r  on R e p e a l  
o f •C e r t  i f i c a t e  of N e e d

- P r o v i d e n c e  l e t t e r  t o  M a y o r  K n o w l e s  e x p l a i n i n g  o p p o s i t i o n  
t o  CO N .

U.S. D e p a r t m e n t  o f  H e a l t h  and H u m a n  S e r v i c e s  l e t t e r  to 

D e n n i s  DelYitt d i s c u s s i n g  A l a s k a ' s  n o n - c o n f o r m i t y .



P o s i t i o n  P a p e r  
C e r t i f i c a t e  o f  N e e d  R e p e a l  
P a g e  T h r e e

( A t t a c h m e n t s  c o n t . )

A l a s k a  D e p a r t m e n t  of A d m i n i s t r a t i o n  l e t t e r  to R e p r e s e n t a t i v e  
D o n  C l o c k s i n  d i s c u s s i n g  P i o n e e r s '  H o m e s  e x e m p t i o n ,  c o n f o r m i t y  
p r o b l e m ,  a n d  p o t e n t i a l  for p e n a l t i e s .

- 42  U S C  3 0 0 m - ( d )
*

A l a s k a  D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  l e t t e r  t o  
R e p r e s e n t a t i v e  M i k e  B e i r n e  i n d i c a t i n g  l a c k  of c o m p l i a n c e  w i t h  f e d e r a l  
p r o g r a m .

A l a s k a  S t a t e  M e d i c a l  A s s o c i a t i o n  R e s o l u t i o n  c a l l i n g  f o r  
t h e  r e p e a l  o f  c e r t i f i c a t e  of n eed.

- • A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  l e t t e r  to S t e v e n s  on 
C O N  r e p e a l .

G o v e r n o r  S h e f f i e l d ' s  r e s p o n s e  t o  t h e  A s s o c i a t i o n  l e t t e r  t o  
S e n a t o r  S t e v e n s .



LAKE OT IS  C L IN I C ,  INC .  P.O.  BOX 4 - 1S39 A N CH OR AGE ,  ALASKA  99509

(907) 2 7 6  • 3 1 6 6

March 18, 1983

Representative A1 Adams 
Chaiiman of Finance Committee 
Pouch V
Juneau, Alaska 99811

Re: HB 19
Repeal of Certificate of Need

Dear Representative Adams:

This Bill would permit Providence Hospital to "neuter" my hospital franchise. 
Neutering can be evil. I object to neutering. Please do not pass this Bill. 
If passed it not only would mean the end of our Lake Otis Hospital Project in 
Anchorage, but in addition all small hospitals would have to step aside and 
leave the field to the big corporations exclusively. This is not in the 
public interest.

The Certificate of Need law, in effect since 1977, does help to control 
hospital expansions and therefore "costs" to the patient, or whoever pays the 
bills including the State. The present law should be modified, however, to 
permit hospitals to spend up to One Million Dollars without a permit. But 
the law should require a permit whenever new beds are added.

In effect, in Alaska we have the "franchise" system. And it works well.
The record is clear. All 50 states have this system under federal guidelines.

In 1977, Lake Otis was issued a Certificate of Need (the franchise) by the 
State in compliance with the new law. Shortly thereafter Providence Hospital 
and others initiated a series of legal maneuvers effectively creating a 
"legal cloud" on this particular Certificate of Need which blocked access to 
all financing "until such time as all litigation ceases".

Since the Certificate of Need was issued in 1977, five major lawsuits have 
been filed against us. To date, we have won three of these lawsuits. A  
fourth case is now awaiting decision. The fifth and last lawsuit has perhaps 
another year to go in Superior Court. This is the case filed by Providence 
Hospital more than three years ago. We won this case in the trial courts 
on Summary Judgment! Providence took it to the Supreme Court which 4-t first 
concurred with the trial court, but then on petition from Providence agreed to 
send the case back to the trial court for review of a single point. We will 
win this case. It is a great world.

\ ■ 
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Chairman of Finance Committee 
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Page 2

During these past five years, the big hospital corporations have maintained 
that there was no need for addition beds in the community. Now they claim 
there is a "crisis". In addition, now the big hospital corporations are 
asking you to repeal the CON law so that they may expand their hospital and 
serve the public, which so desperately needs their beds now. What they 
obviously cannot win in court, and they can't, they now seek to obtain by 
"neutering" our franchise. This is not very nice at all.

We have proceeded on this project in good faith. Our Certified Public Accountants 
have testified in two separate courts that I have personally invested more 
than Two Million Dollars in this project. I estimate that an equal amount 
has been consumed by this project as provided by me and others over the years, 
exclusive of my time and my personal services. The State has repeatedly 
testified that our CON (franchise) is valid. The State is even a co-defendant 
with us in the Providence lawsuit. We just want to proceed with our project.

So, in closing, let me remind you that "neutering" can be a mortal sin. A  
person with a mortal sin on his soul is not admitted to Heaven. Please don't let 
Providence and the others commit that sin. Do not repeal Certificate of Need law.

Sincerely,

Your humble and devoted tax payer

Dr. Mike B e i m e  
President
Lake Otis Clinic, Inc.

MB/cm



Representative Milo Fritz 
District 5 
P.O. Box 158
Anchor Point, Alaska 99556 
(907) 235-8366

M E M O R A N D U M

Alaska f>tafe legislature
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of Kqtrm ntatiu*a
M ILO  FR ITZ

While In Juneau 
Pouch V
Juneau, Alaska 99811 
(907) 465-4833

T O :  A l l  F i n a n c e  C o m m i t t e e  M e m b e r s

F R O M :  R e p r e s e n t a t i v e  M i l o  H. F r i t z

D A T E :  M a r c h  21, 1 9 8 3

R E :  H o u s e  B i l l  1 9, R e p e a l  C e r t i f i c a t e  o f  N e e d

I h a v e  e n c l o s e d  s o m e  b a s i c  i n f o r m a t i o n  r e g a r d i n g  t h e  r e p e a l  o f  

C e r t i f i c a t e  o f  N e e d .  I f  y o u  w o u l d  l i k e  f u r t h e r  i n f o r m a t i o n ,  

p l e a s e  c o n t a c t  m y  o f f i c e  a t  4 8 3 3  o r  R o o m  1 1 4 ,  C a p i t a l .

d s

E n c l o s u r e s



Blue Cross
of Washington and Alaska

February A, 1983

POLICY STATEMENT

Blue Cross of Washington and Alaska supports the retention of Certificate 

of Need. That process should, however, be modified as follows:

1. The dollar threshold should be increased to $1,000,000 per 

application.

2. Modifications which are necessary to reduce health and safety 
hazards should be exempted.

3. The State Health Planning and Development Agency should become 
the sole health planning body for the State and should be charged 

with.health planning for all Alaskans. A  provision should be 
included allowing municipalities to establish local health councils 

to the State HealLti Planning and Development Agency, who m ay make 
recommendations on planning m a t t e r s .’

15700 Daylon Avenue North/P.O. Box 327 
Seattle, Washington 98111 
206/361-3000

JHG:pf



T E S T I M O N Y  B E F O R E  HOUSE HESS COMMITTEE, HB 19

M y  n a m e  is M a r t i n  T i r a d o r ,  a n d  I a m  e m p l o y e d  b y  B l u e  C r o s s  of 
W a s h i n g t o n  and Alaska. I appreciate this o p p o r t u n i t y  to 
present these comments to the Committee.

Blue Cross of W a s h i n g t o n  and Alaska supports the r e t e n t i o n  of 
Certi f i c a t e  of Need. Certificate of Need is one m e t h o d  used to  
curtail the health care costs that are increasing at about four 
t i m e s  the rate of other costs. Cost control is a vi t a l  part of 
our ability to provide affordable health care c o v e r a g e  to over 
50,000 persons in Alaska. The addition of new b e d s  and 
services can create new costs that m a y  result in d e c r e a s e d  
service' and increased p r e m i u m s  to groups and individual 
subscribers. The State of M a s sachusetts e x p e r i e n c e  and the 
Arthur D. L i t t l e  C o m p a n y  study have statistics that indicate  
that for every dollar spent in adding beds, the o p e r a t i o n a l  
costs are thirty cents, about nineteen cents of w h i c h  is a 
d e p r e c i a t i o n  expense. This cost for beds is paid b y  the 
h o s p i t a l i z e d  patients in increased basic service charges. As 
an example, fifty beds constructed at a cost of $250,000 per 
bed p r o vides a total construction cost of $12,500,000. U s i n g  
the M a s s a c h u s e t t s  information, an average of thirty ce n t s  
operational costs per one dollar of construction costs, 
$3,750,000 w o u l d  be added to patient day charges a n n u a l l y  over 
the useful life of the facility. These charges w i l l  i n c r e a s e 
the costs and increase the p r e m i u m  charges for coverage.

W h i l e  Blue Cross supports the Certificate of Need p r o g r a m ,  w e  
recognize this p r o g r a m  m u s t  change to m e e t  the changes in 
e c o n o m y  and society. To this goal, Blue Cross r e c o m m e n d s  the 
following:

1. Increase the Certificate of Need t h r e s h o l d  f r o m  
$150,000 to $1,000,000 for capital expenditures, 
$1,000,000 for major medical eq u i p m e n t  purchases, and 
$1,000,000 for the e s tablishment of new i n s t i t u t i o n a l  
health services. Expenses exceeding these new 
thresholds w o u l d  require a Certificate of Need, exc e p t 
as exe m p t  in r e c o m m e n d a t i o n  n u m b e r  2. U s i n g  this n e w  
threshold, m o s t  no n - m a j o r  purchases and m o d i f i c a t i o n s  
could be m a d e  w i t h o u t  undergoing the r e v i e w  process, 
and m a n y  decisions can be based on patient need.
Since it costs a facility less than o n e -half of one 
percent of the project costs to obtain a C e r t i f i c a t e  
of Need, the cost can now be saved.

M a j o r  expenses w o u l d  still require a C e r t i f i c a t e  of 
Need. This provides an opportunity for input w h e r e  
large dollars are involved. The review w i l l  require
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d o c u m e n t a t i o n  of necessity and w i l l  exert c o n t r o l  on 
r u n a w a y  cost escalation.

2. R e m o v e  health, safety and regulation m o d i f i c a t i o n s  
f r o m  the Certificate of Need process. It w o u l d  s e e m  
u n n e c e s s a r y  that p e r m i s s i o n  be obtained f r o m  one st a t e  
a g e n c y  to make necessary mo d i f i c a t i o n s  r e q u i r e d  by 
another state agency.

3. S t r e a m l i n e  the Certificate of Need r e v i e w  process.
The p r e s e n t  m e t h o d o l o g y  appears b u r d e n s o m e  a n d  lends 
itself to as m a n y  as three review processes. One 
r e v i e w  w o u l d  appear to be sufficient. W e  s u g g e s t  the 
State Health Planning and D e v e l o p m e n t  A g e n c y  be the 
r e v i e w i n g  authority. The Certicatl of Need i s s u i n g  
a u t h o r i t y  should rem a i n  within the offices of the 
Co mmissioner of Health and Social Services.

Local g o v e r n m e n t  should have the option to e s t a b l i s h  l o c a l  
health a d v i s o r y  bodies to provide input to the d e c i s i o n - m a k e r s .  
T h e s e  l o c a l  p l a n n i n g  b o d i e s  w o u l d  be an i n p u t  a g e n c y  t o  t h e  
state health plan, as they are at this time.

In conclusion, Blue Cross of W a s h i n g t o n  and A l a s k a  u r g e s  the 
State L e g i s l a t u r e  to retain the Certificate of Need program. 
Blue Cross feels this program, while appearing b u r d e n s o m e  at 
t i m e s ,  is an a v e n u e  for the c o n t r o l  of c o s t s  t h a t  a r e  u t i m a t e l t  
borne by the hospit a l i z e d  patient or the e m p l o y e r  w h o  p r o v i d e s  
his health care coverage. The Certificate of Need t h r e s h o l d  
should be in c r e a s e d  to p e r m i t  a higher level of a u t o n o m y  by 
local hea l t h  care providers. The review process s h o u l d  be m a d e  
as simp l e  as possible, w h i l e  assuring that the a p p l i c a n t  be 
accountable to the consumer for their major projects.

Thank you a g a i n  for the opportunity to present this p o s i t i o n  to 
this Committee.
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T i t l e : Title is changed to r e f lect addition o f  s e c t i o n s  to t h e
bill relating to state aid for hea l t h  f a cilities.

•

.Section 1 : This is the a u t hority for c o n t i n u a t i o n  o f  c e r t i f i c a t e
of need (CON) until 1986. T h e - s e c t i o n  also m a k e s  t w o  t e c h n i c a l  
changes to p r e s e n t  law. First, it substitutes " d i v i s i o n  of 
planning, policy, and p r o g r a m  evaluation" for " o f f i c e  of p l a n n i n g  
and r e s e a r c h " . This change is n e c e s s a r y  b e c a u s e  of t h e  
D e p a r t m e n t ' s  rec e n t  internal reorganization. T h e  d i v i s i o n  o f  
planning, pol i c y  and p r o g r a m  eva l u a t i o n  is the p r o p e r  o f f i c e  f o r  
adm i n i s t r a t i o n  of the c e rtificate of need p r o g r a m ,  as w e l l  as t h e  
oth e r  heal t h  p l a n n i n g  duties r e q u i r e d  by f e d e r a l  law a s  
e n u m e r a t e d  in the bill. Second, the n e w  l a n g u a g e  c o r r e c t s  
references to federal law w i t h  respect to h e a l t h  p l a n n i n g  d u t i e s  
of the division.

Section 2 : This is the au t h o r i t y  for c o n t i n u a t i o n  o f  the
division's health planning duties as e n u m e r a t e d  in f e d e r a l  l a w  
w i t h o u t  res p o n s i b i l i t y  for CON review. This s e c t i o n  w o u l d  go  
into effect in 1986 w h e n  CON w o u l d  be r e p e a l e d  i f  a b i l l  to 
continue it is not i n t r o d u c e d •at that time.

Section 3 : Subsection (a) states that a C O N  is r e q u i r e d  for
c o nstruction or e q u ipment p u r chase over $1 m i l l i o n ,  f o r  
a l teration of bed capacity, and for a d d ition or e l i m i n a t i o n  o f  
new services. (Current regulations require a C O N  f o r  
.construction or equipment p u r chase over $150,000; c u r r e n t  s t a t u t e  
allows the d e partment to p r o vide this t h r e s h o l d  t h r o u g h  
regulation.) Subsection (b) states that a CON i s  n o t  r e q u i r e d  
for repl a c e m e n t  equipment. S u b section (c) p r o v i d e s  t h a t  the 
legislature m a y  not appropriate, nor m a y  a p e r s o n  r e c e i v e  s t a t e  
funding for c o n struction or e q u i p m e n t  for w h i c h  a C O N  is r e q u i r e d  
before the CON is approved.

Section 4 : This section describes the p r o c e d u r e  for r e v i e w  o f
CONs. The division, and then the c o m m i s s i o n e r  s h a l l  r e v i e w  a l l  
applications. Consul t a t i o n  .with HSAs or m u n i c i p a l  h e a l t h  
c o m missions is allowable, but not mandatory, a n d  a p p r o v a l  of a 
CON does not have to be condi t i o n e d  on a p p r o v a l  b y  an. H S A  or 
m u n i c i p a l  health commission. The entire r e v i e w  p r o c e s s  m u s t  b e  
c o m p l e t e d  w i t h i n  90 days of submission of the c o m p l e t e d  
appli c a t i o n  by the applicant.

Sections 5 - 1 1 : These sections all make t e c h n i c a l  l a n g u a g e
changes to the CON statute to c o n f o r m  w i t h  the u s e  o f  the t e r m  
"division" to reflect the Depart m e n t ' s  rec e n t  r e o r g a n i z a t i o n .

Section 1 2 : Provides that facilities w h o  a p p l y  for f i n a n c i a l
as s istance t h r o u g h  the Alaska M e d ical F a c i l i t i e s  A u t h o r i t y  m u s t  
me e t  state licensing requirements. The r e q u i r e m e n t  t h a t  such 
facilities apply for and receive a CON is r e m o v e d ,  h o w e v e r  t h i s



section does n o t  go into effe c t  until 1986 w h e n  CON w i l l  be 
sunsetted if legislation to continue it is not a p p r o v e d .

Section 1 3 : This section caps revenue sharing for h o s p i t a l s  a t
$250,000 for a facility w i t h  ten or m o r e  acute c a r e  b e d s  a n d  a t  

..$50,000 for a facility w i t h  ten or less acute c a r e  b e d s .
(Current statute provides for $1,000 per b e d  n o t  a c u t e  c a r e
b e d  or $250,000 and $50,000; it does not p r o v i d e  f o r  m a x i m u m
amounts of aid. C o n c e i v a b l y  then, a h o s p i t a l  w i t h  260 b e d s  c o u l d  
get $260,000 if enough funding is appropriated.)

Section 14 - 1 9 : These sections p r o v i d e  for a p r o s p e c t i v e
p a y m e n t  system of r e i m b u r s e m e n t •to health f a c i l i t i e s  f o r  M e d i c a i d  
and General Rel i e f  M e d i c a l  recipients. Rates a r e  c u r r e n t l y  
e s t a b l i s h e d  r e trospectively t h r o u g h  a p r o c e s s  c o m m o n l y  c a l l e d  
"cost settlement". Costs are es t i m a t e d  at the b e g i n n i n g  of a  
fiscal y e a r  and an interim p a y m e n t  determined. A t  t h e  e n d  o f  t h e  
fiscal year, the total of i n t e r i m  p a y ments m a d e  is c o m p a r e d  t o  
the allowable costs of the provider. The d i f f e r e n c e  is e i t h e r  
collected from or paid to the provider. "Cost s e t t l e m e n t "  d o e s  
not provide any incentives to hold the line on staff, e q u i p m e n t ,  
w a g e  increases, and service expansion. In short, it d o e s  n o t  
provide any incentive for "cost containment".

Prosp e c t i v e  payment, on the other hand, p r o v i d e s  for 
est a b l i s h m e n t  of payment rates prior to the f i s c a l  y e a r  as a 
result of d i s c u s s i o n s  betw e e n  each facility and the s t a t e .  E a c h  
facility must then operate and provide care at t h i s  p r e d e t e r m i n e d  

.rate for the ent i r e  fiscal year.

Section 1 4 : Gives M e d i c a i d  Rate C o m m i s s i o n  the a u t h o r i t y  t o
institute p r o s p e c t i v e  payment by regulation. L i s t s  f a c t o r s  t o  b e  
included w h e n  d e t e r m i n i n g  rates. States that u n d e r u t i l i z a t i o n  
because of "improvement or c a r eless d e v e l o p m e n t  of t h e  f a c i l i t y "  
may be c o nsidered in rate determination.

Section 1 5 : Within 120 days of the end o f  a f a c i l i t y ' s
fiscal year, a financial p e r formance report m u s t  be s u b m i t t e d  t o  
the commission. By S e p tember 30 of each year, t h e  c o m m i s s i o n  
shall submit to the Governor a report s u m m a r i z i n g  p r o s p e c t i v e  
payments made during the current fiscal year a n d  p r e d i c t e d  r a t e s  
for the next fiscal year. B y  regulation, the c o m m i s s i o n  s h a l l  
est a b l i s h  u n i f o r m  accounting and financial r e p o r t i n g  p r o c e d u r e s  
for all facilities. Such pro c e d u r e s  can be m o d i f i e d  f o r  
facilities w i t h  less than 25 acute care beds in o r d e r  t o  r e d u c e  
o p e r a t i n g  costs of the facility. The section c o n t a i n s  l a n g u a g e  
r e q uiring audits and inspections of facilities' r e c o r d s  and 
applies the A d m i n i s t r a t i v e  Procedures A c t  to t h e  c o m m i s s i o n ' s  
activies.

Section 1 6 : Defines "commission" and " h e a l t h  f a c i l i t y " .  A
health facility includes a hospital, skilled n u r s i n g  f a c i l i t y ,  
in t ermediate care facility (ICF) , an ICF for t h e  m e n t a l l y  
retarded, r e habilitation facility, inpatient p s y c h i a t r i c



facility, home heal t h  agency, rural health clinic, a n d  o u t p a t i e n t  
surgical clinic.

Section 1 7 : Estab l i s h e s  the M e d i c a i d  R a t e  C o m m i s s i o n  in
D H S S  as the c o m mission charged w i t h  the r e s p o n s i b i l i t y  f o r  
e s t a b l i s h i n g  p r o s p e c t i v e  p a y ment rates. The f i v e  m e m b e r s  of t h e  
co m m i s s i o n  are a chief executive officer of a f a c i l i t y  s u b j e c t  t o  
p r o s p e c t i v e  payment, the c o m m i s s i o n e r  of DHSS o r  A d m i n i s t r a t i o n ,  
a p h y s i c i a n  n o t  employed by the state, an a c c o u n t a n t  w i t h  
re l e v a n t  experience, and a c o n s u m e r  representative.
C o m m i s s i o n e r s  are appointed b y  the G o v ernor a n d  s e r v e  a t  h i s  
pleasure. Provides for term of membership, c o m p e n s a t i o n ,  
officers, m e e t i n g s  and quorum, e m ployment of p e r s o n n e l .  P r o v i d e s  
t h a t  the c o m m i s s i o n ' s  d u t y  is to e s t ablish p r o s p e c t i v e  p a y m e n t  
rates.

S e c tion 1 8 : Provides that previous s e c t i o n s  a p p l y  t o  r a t e s
p a i d  un d e r  G R M  as well as Medicaid.

Section 1 9 : Provides a u t hority to DHSS t o  e s t a b l i s h  an
i n t e r i m  p r o s p e c t i v e  payment sys t e m  until the w o r k  of t h e  
com m i s s i o n  is underway.

Section 2 0 : E v e r y  three years, the legislature shall r e v i e w  C O N
and revenue sharing for c o n struction of hea l t h  f a c i l i t i e s .  B o t h  
statutes are "sunsetted" if legislation is not i n t r o d u c e d  to  
co n tinue them.

Sect i o n  2 1 : Provides for repeal of revenue s h a r i n g  f o r
c o n s t r u c t i o n  of health facilities on July 1, 1986. L e g i s l a t i o n  
m u s t  be i n t roduced at that time to continue the p r o g r a m .
However, any facility r e c eiving aid on or b e f o r e  J u n e  30, 1986 
can continue to receive aid up to the 25% e n t i t l e d  to i t  in 
e x i s t i n g  law.

S e c t i o n  2 2 : Repe a l s  CON on July 1, 1986. L e g i s l a t i o n  m u s t  be
i n t roduced at tha- time to c o n tinue the program.

S e c t i o n  2 3 : Te c h n i c a l  repealers.

S e c tion 2 4 : P r o vides that sections c o n c e r n i n g  the d i v i s i o n ' s
responsibilities, compliance w i t h  licensing r e q u i r e m e n t s  o t h e r  
than CON for assistance from the A l a s k a  M e d i c a l  F a c i l i t i e s  
A uthority, the repeal of revenue sharing for h e a l t h  f a c i l i t y  
construction, and CON repealers take effect J u l y  1, 1986.

S ect i o n  2 5 : P r o vides that the rest of the b i l l  t a k e s  e f f e c t
immediately.

(LWC: 4/13/83)
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AM ENDMENT TO ^

After line 27, insert:

"Section 3 AS 2 9 . 9 0 . 0 1 0 - 2 9 . 9 0 . 0 30 is r e p e a l e d . j i

U f A U W ' /
Section 4 . A ny hospital or health facil itjft r e ceiving st a t e  aid f o r  * 

hospital and health facility c o n struction shall receive s u c h  aid a s  it 

would have, had AS 29.90 . 0 1 0 - 2 9 . 9 0 . 0 3 0  not been repealed. Howev e r ,  no 

new applications for aid shall be received or p rocessed a f t e r  the 

effective date of this legislation."

%
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11 A p r i l ,  1 9 8 3

T e r r y  M a r t i n
H o u s e  o f  R e p r e s e n t a t i v e s  
P o u c h  V
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  R e o r e  s e n t  a t  ive. M a r t i n : (

— k J  £,} P--—
I w o u l d  l i k e  "to .take t h i s  t i m e  to g i v e  y o u  

m y  v i e w s  on  c h a n g i n g  or- e l i m i n a t i n g  the C e r t i f i ­
c a t e  o f  N e e d  L a w  f o r  Alaska.sssdr " S uggest t h a t  you*- 
d o  n o t  e l i m i n a t e  t h ^ ^ l a w T ^ ^ D f  a m o u n t  o f  f u n d ­
i n g  r.ot s u b j e c t  to the C e r t i f i c a t e  o f  N e e d  L a w  i s  
r a i s e d  I w o u l d  r e c o m m e n d  t h a t  it n o t  b e  r a i s e d  
a b o v e  $ 5 0 0 , 0 0 0 .  ; {-■

I h a v e  c o n s i d e r a b l e  c o n c e r n  r e g a r d i n g  t h e  
f u t u r e  o f  m e d i c i n e  in this, s t a t e  u n d e r  t h e  c o n s i d e r ­
ab l e  i n f l u e n c e  o f  h o s p i t a l  coz'porations s u c h  a s  
P r o v i d e n c e  H o s p i t a l  a n d  e s p e c i a l l y  H u m a n a .  I b e ­
l i e v e  t h a t  p r i c e s  a r e  a l r e a d y  c o n s i d e r a b l y  a b o v e  
a n  a p p r o p r i a t e  l e v e l  at b o t h  h o s p i t a l s .  Huraanain 

.p a r t i c u l a r : , S K a s  r a i s e d  p a y e e s  in t h e T x - r a y  depaiit- 
,-ment. b y  a l m o s t  . 5 0 %  i n  a  l a’tt l e  o v e r  s e v e n  *••-(-7): '-*~ 
m o n t h s .  I k n o w  f o r  a f a c t  the p r i c e s  e l s e w h e r e  i n  
th e  h o s p i t a l  h a v e  a l s o  b e e n  r a i s e d  s u b s t a n t i a l l y  t o  
a p o i n t  w h e r e  t h e y  a r e  c o n s i d e r e c y e x h o r b i t a n t  b y  
m a n y  o f  us. Y o u  m a y  b e  i n t e r e s t e d  to k n o w  t h a t  a t  
H u m a n a  H o s p i t a l  f o r  t h e  s a m e ' s e r v i c e s  ' in x-ray',v' a h  
i n - p a t i e n t  p a y s  1 5 %  m o r e  t h a n  an o u t - p a t i e n t  for. 
an i d e n t i c a l  s e r v i c e .  H u m a n a  in p a r t i c u l a r  a p p e a r s  
to b e  m o t i v a t e d  b y  m o n e y .  A l t h o u g h  t h e y  p a y  a  c e r ­
t a i n  a m o u n t  o f  lip s e r v i c e  to o t h e r  c o n c e r n s ,  
i n c l u d i n g  p a t i e n t  well-b'eing a n d  so  f o r t h ,  v i r t u a l l y  
e v e r y  c o n c e r n  is s e c o n d a r y  to f i n a n c i a l  c o n s i d e r a t i o n .
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H u m a n a  H o s p i t a l ,  a n d  to s o m e  e x t e n t  P r o v i d e n c e  
H o s p i t a l  a l s o ,  h a s  d e m o n s t r a t e d  in t h e  p a s t  a  w i l l ­
i n g n e s s  t o  a t t e m p t  to l i m i t  the c o m p e t i t i o n  a n d  
f o r c e  i t  o u t  o f  t h e  c o m m u n i t y  i f  p o s s i b l e .  H u m a n a  
has- a  h i s t o r y  e l s e w h e r e  o f  b u y i n g  o u t  c o m p e t i t o r s .  
H u m a n a  a l s o  i s  . w e l l  k n o w n  to p r o v i d e  i n e x p e n s i v e  
l o a n s  o r  g r a n t s  to n e w  p h y s i c i a n s  f o r ' • e x c h a n g e  f o r  
r e c e i v i n g  t h a t  p h y s i c i a n  1s vp a t i e n t  r e f e r r a l s .  I 
c a n  e l a b o r a t e  f u r t h e r  i f  r e q u e s t e d .

F o r  f u r t h e r  e n l i g h t e n m e n t  o n  t h i s  s u b j e c t ,  
p l e a s e  c o n t a c t  R e p r e s e n t a t i v e  J o e  H a y e s .  I h a v e  
s e n t  h i m  a v i d e o - t a p e  w h i c h  I r e c o r d e d  f r o m  t h e  
C B S  n a t i o n a l  n e t w o r k  n e w s  a  c o u p l e  o f  w e e k s  a g o  
r e g a r d i n g  h o s p i t a l  c o r p o r a t i o n s .  I t h i n k  t h e s e  
s h o r t  n e w s  b r o a d c a s t s  w i l l  s h e d  f u r t h e r  l i g h t  o n  
t h i s  n a t t e r .  I a p o l o g i z e  f o r  the q u a l i t y  o f  t h e  
t a pe.

I a p p r e c i a t e  y o u r  c o n c e r n  i n  t h i s  m a t t e r .  O n c e  
a g a i n ,  I u r g e  y o u  n o t  to c h a n g e  the C e r t i f i c a t e  o f  
H e e d  Law, o r  i f  i t  m u s t  be  c h a n g e d ,  to s i m p l y  r a i s e  
t h e  c e i l i n g  on  the a m o u n t  n o t  s u b j e c t  to t h e  C e r t i ­
f i c a t e  o f  H e e d  L a w  a n d  n o t  to a l l o w  t h a t  l i m i t  to 
e x c e e d  $ 5 0 0 , 0 0 0 .

S i n c e r e l y  y o u r s /



S o u t h  C e n t r a l
H e a lth  P la n n in g  a n d  D e v e l o p m e n t ,  Inc.

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501
(907) 278-3631

April 11, 1983

Albert P. Adams

House of Representatives

Pouch V

Juneau, Alaska 99811 

Dear Representative Adams:

As you consider House Bill 19, an act repealing the Certificate of Need 

law we would hope that you would consider the following additional 

information.

Health care costs continue to rise at rates higher than other sectors of 

the economy. In the last federal fiscal year health care costs rose 

11.4%, more than double the overall rate of inflation. Hospital costs 

rose 15.2%. The consumer price index for medical care for Anchorage 

rose 12.3% between January, 1981 ar.d January, 1982. There would be no 

cost containment measures on the books if HB19 were to pass.

In addition, you should also be aware that while Alaska is considering 

the rather drastic action of suspending the Certificate of Need Program, 

other states are strenthening theirs. In addition, Congress has just 

finished deliberating and passed provisions within the Social Security 

bill which will have significant impact on the regulation o f  capital 

expenditures. The relevant parts of the final verson of the bill (as it 
was resolved in conference agreement) are attached. Generally they say:

1) that there will be a form of prospective reimbursement 

adopted nationwide,

2) that Medicare will continue to reimburse facilities on a 

reasonable-cost basis until 1986,

3) that at that time Medic a r e  payment related to new capital 

projects will be made only if a State has a capital 

expenditures review mec h a n i s m  (1122) in place,

4) that the m a x imum threshold a State may use for determining 

which capital projects are subject to the Section 1122 review 

process would be increased from $100,000 to $600,000.
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Page two

Alaska is not currently contracting with the Federal government to do 

Section 1122 reviews because they so closely parallel (duplicate) the 

Certificate of Need Review. If our Certificate of Need law is suspended

or repealed and not replaced with 1122 right away, this could have the

effect of creating a three year w indow on capital expenditures review.

This might prove detrimental as there would be the incentive to "build 

it all now" by existing facilities and by outside facilities looking at 

Alaska as a new market.

We urge you to consider modifying the current law to raise m i n i m u m  thresholds, 

tighten up tine limits for decisions, such as the suggestions we sent you 

in the Alaska Health Coalition position paper.

We would be glad to discuss this further with you. Please don't hesitate

to call me or Susan Call an of this agency.

Sincerely,

Margaret M. Wilson 

Executive Director

MMW/ab

Enclosure



A M E N D M E N T

O f f e r e d  in the HOUSE B y  B e t t i s w o r t h

TO: SSHB 19

P a g e  1, line 7, before " a n d 1* insert:

"amending or repealing p r o visions r e l a t i n g  to s t a t e  a i d  f o r  h e a l t h  

facilities, M e d i c a i d  and general relief m e d i c a l  a s s i s t a n c e ; "

Page 1:

Dele t e  all material f o l lowing line 9 and ins e r t  i n  i t s  pla c e :

"Sec. 18.07.021. STATE H E A L T H  PLANNING A N D  D E V E L O P M E N T  AGENCY. 

The division of planning, policy, and p r o g r a m  e v a l u a t i o n  [ O F F I C E  OF 

P L A N N I N G  AND RESEARCH] in the department is the s t a t e  h e a l t h  p l a n n i n g  

and development agency d e s ignated under 42 U.S.C. Sec. 3 0 0 m ( b ) ( 3 ) , 

(Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 9 3 - 6 4 1 ] .  T h e  d i v i s i o n  

[OFFICE] shall p e r f o r m  the functions e n u m e r a t e d  u n d e r  42 U.S.C. 

Sec. 300m-2(a)(l) - (3), (a)(6) - (8), (b) a n d  (c) , (Sec. 3, P.L.

93-641) [SEC. 1523,P.L. 93-641 , A D M I N I S T E R  T H E  C E R T I F I C A T E  OF N E E D  

P R O G R A M  OUTLINED IN AS 18.07.041 - 18.07.111, A N D  O T H E R  F U N C T I O N S

PRES C R I B E D  IN THIS CHAPTER].

* Sec. 2. AS 18.07.111 is a m e n d e d  by adding a n e w  p a r a g r a p h  to read:

(13) "division" means the division of p l a n n i n g ,  p o l i c y ,  and 

p r o g r a m  evaluation in the D e p artment of H e a l t h  a n d  S o c i a l  S e r v i c e s

* Sec. 3. AS 18.26.220 is r e p e a l e d  and r e e n a c t e d  to re a d :

Sec. 18.26.220. F A C I L I T Y  COMPLIANCE W I T H  H E A L T H  A N D  S A F E T Y  L A W S

-1- 4 / 1 3 / 8 3



A N D  LIC E N S I N G  REQUIREMENTS. In order to r e c e i v e  f i n a n c i a l  a s s i s t a n c e  

u n d e r  this chapter, a m e d i c a l  facility shall c o m p l y  w i t h  A S  1 8 . 2 0  and 

the licensing requirements of this chapter.

Sec. 4. AS 29.89.030(a)(1) is r e p e a l e d  and r e e n a c t e d  t o  read:

(1) to a m u n i c i p a l i t y  that has the p o w e r  to p r o v i d e  h o s p i­

tal facilities and services and that e x e r c i s e s  t h a t  p o w e r ,  $ 2 5 0 , 0 0 0

p e r  hospital for those ho s p i t a l s  w i t h  10 or m o r e  a c u t e  c a r e  b e d s ,  and

$50,000 per hospital for those hospitals w i t h  l e s s  t h a n  10 a c u t e  care 

beds; m o n e y  received under this pa r a g r a p h  m a y  b e  u s e d  o n l y  f o r  h o s p i­

tals and shall be appor t i o n e d  among q u a l i f y i n g  h o s p i t a l s  as t h e  m u n i­

cipality determines;

Sec. 5. AS 47.07.070 is r e p ealed and r e e n a c t e d  to r e a d :

Sec. 47.07.070. P A Y M E N T  TG H E A L T H  F A C I L I T I E S .  (a) T h e  c o m m i s­

sion shall determine p r o s p e c t i v e l y  the rate o f  p a y m e n t  to a h e a l t h  

facility under this chapter and AS 47.25.120 - 4 7 . 2 5 . 3 0 0  b a s e d  on a 

fair rate for reasonable costs incurred by the f a c i l i t y .  T h e  c o m m i s­

sion shall by regulation list the factors it c o n s i d e r s  in m a k i n g  its 

rate determinations un d e r  this section.

(b) In determining a rate of payment to a h e a l t h  f a c i l i t y  u n d e r  

this section, the commission shall consider t h e  p r o p o r t i o n a t e  s h a r e  of 

the facility's financial requirements for p a t i e n t  c a r e  f o r

(1) costs of current operations, i n c l u d i n g  s a l a r i e s  and

wages; pu r c h a s e d  services, supplies, insurance, l e a s e s ,  depreciation,, 

taxes, interest expense, m a i n t e n a n c e  and ot h e r  h e a l t h  f a c i l i t y  o p e r a t­

ing expenses; and

(2) education, research, a n d  a p p r o p r i a t e  c a p i t a l
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development.

(c) In determining a rate of p a y ment to a h e a l t h  f a c i l i t y  u n d e r  

this section, the c o m mission may consider w h e t h e r  t h e  r a t e  o f  u t i l i z a­

tion of the facility has b e e n  r e d u c e d  b e c a u s e  o f  i m p r o v e m e n t  o r  c a r e­

less development of the facility.

Sec. 6. - AS 47.07 is a m e nded by adding n e w  s e c t i o n s  t o  read:

Sec. 47.07.071. REPORTS BY H E A L T H  F A C I L I T I E S .  N o t  l a t e r  t h a n

120 days after the end of each fiscal y e a r  o f  a h e a l t h  f a c i l i t y ,  the 

facil i t y  shall submit to the c o m mission a r e p o r t  o n  the f a c i l i t y ' s  

financial perf o r m a n c e  during the fiscal year.

Sec. 47.07.072. R E P O R T  BY THE C O MMISSION. N o t  l a t e r  t h a n  S e p­

tember 30 of each year, the c o m mission shall s u b m i t  t o  the g o v e r n o r  a 

report on the p r ospective payments m a d e  u n d e r  t h i s  c h a p t e r  d u r i n g  the 

current fiscal year and an estimate of the p r o s p e c t i v e  p a y m e n t s  t h a t  

w i l l  be m a d e  during the r e m ainder of the c u r r e n t  f i s c a l  y e a r  a n d  the 

n e x t  fiscal year. The report shall state t h e  a s s u m p t i o n s  t h a t  are 

u s e d  as a basis for the estimates.

Sec. 47.07.073. U N I F O R M  ACCOUNTING, B U D G E T I N G ,  A N D  F I N A N C I A L  

REPORTING. (a) The comm i s s i o n  by r e g u l a t i o n  s h a l l  r e q u i r e  a u n i f o r m  

s yst e m  of accounting, budgeting, and f i n a n c i a l  r e p o r t i n g  f o r  h e a l t h

facilities re c e i v i n g  p r o s p e c t i v e  payments u n d e r  t h i s  c h a p t e r .  T h e

r e g u l a t i o n s  shall prov i d e  for the r e p o r t i n g  o f  r e v e n u e s ,  e x p e n s e s ,  

assets, liabilities, and units of service. T h e  c o m m i s s i o n  shall 

specify the date the s y s t e m  becomes e f f e c t i v e  f o r  e a c h  h e a l t h  f a c i l­

ity.

(b) In adopting regulations und e r  this • s e c t i o n , the c o m m i s s i o n
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shall consider

(1) accounting, budgeting, and f i n a n c i a l  r e p o r t i n g  p r o c e­

dures u s e d  by hea l t h  facilities;

(2) vari a t i o n s  among h e a l t h  f a c i l i t i e s  i n  t h e  types of 

h e a l t h  care services p r o v i d e d  by h e a l t h  f a c i l i t i e s ;

•• (3) other factors the c o m m i s s i o n  c o n s i d e r s  r e l e v a n t ,  i n­

cluding the size and o r ganizational s t r ucture o f  h e a l t h  f a c i l i t i e s  a n d  

the m e t h o d s  used by h e a l t h  facilities to o b t a i n  p a y m e n t s .

(c) The commission m a y  wa i v e  or m o d i f y  a r e q u i r e m e n t  for a c­

counting, budgeting, or financial re p o r t i n g  f o r  a h e a l t h  f a c i l i t y  if

w a i v e r  or m o d i f i c a t i o n  is

(1) n e c e s s a r y  to avoid excessive c o s t s  to the f a c i l i t y ;  and

(2) consistent w i t h  the policies o f  t h i s  c h a p t e r .

(d) N o t w i t h s t a n d i n g  other provisions o f  t h i s  s e c t i o n ,  t h e  c o m­

mi s s i o n  may, by regulation, mod i f y  the s y s t e m  o f  a c c o u n t i n g ,  b u d g e t­

ing, a n d  financial r e p o r t i n g  required u n d e r  t h i s  s e c t i o n  f o r  a h e a l t h  

f a c ility having less than 25 acute care b e d s  i n  o r d e r  to r e d u c e  the 

o p e r a t i n g  costs of that facility.

Sec. 47.07.074. AUDI T S  AND INSPEC T I O N S .  A s  a c o n d i t i o n  of 

o b t a i n i n g  payment under AS 47.07.070, a h e a l t h  f a c i l i t y  s h a l l  a l l o w

(1) the d e p artment and the c o m m i s s i o n  r e a s o n a b l e  a c c e s s  to 

the financial records of m e d i c a l  assistance b e n e f i c i a r i e s ;  a n d

(2) inspection of financial r e c o r d s  b y  s t a t e  a n d  f e d e r a l  

agencies to the extent r e q u i r e d  by federal law.

Sec. 47.07.075. A P P L I C A T I O N  OF A D M I N I S T R A T I V E  P R O C E D U R E  ACT. 

Actions of the commission u n d e r  AS 47.07 a n d  A S  4 7 . 2 5 . 1 2 0  - 4 7 . 2 5 . 3 0 0
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are subject to the p r o visions of the A d m i n i s t r a t i v e  P r o c e d u r e  Act 

(AS 44.62).

Sec. 7. AS 47.07.080 is a m e nded by adding n e w  p a r a g r a p h s  to read:

(6) " c o m m i s s i o n 11 means the M e d i c a i d  R a t e  C o m m i s s i o n ;

(7) " h e alth facility" includes a h o s p i t a l ,  s k i l l e d  n u r s i n g  

facility-, i n t ermediate care facility, i n t e r m e d i a t e  c a r e  f a c i l i t y  for 

the m e n t a l l y  retarded, r e h a b i l i t a t i o n  facility, i n p a t i e n t  p s y c h i a t r i c  

facility, home h e a l t h  agency, rural h e a l t h  c l i n i c ,  and o u t p a t i e n t  

surgical clinic.

Sec. 8. AS 47.07 is amended by adding n e w  s e c t i o n s  t o  read:

A R T I C L E  2. M E D I C A I D  R A T E  C O M M I S S I O N .

Sec. 47. 07. 110. M E D I C A I D  R A T E  C O M M I S S I O N  E S T A B L I S H E D .  The 

M e d i c a i d  Rate C o m m i s s i o n  is e s tablished in t h e  D e p a r t m e n t  o f  Hea l t h  

and Social Services.

Sec. 47.07. 120. C O M P O S I T I O N  OF C O M M I S S I O N .  The c o m m i s s i o n  

consists of five m e m bers as follows:

(1) the chief executive o f f i c e r  o f  a h e a l t h  f a c i l i t y  that 

is l i c ensed by the state b u t  not ow n e d  or o p e r a t e d  b y  t h e  s t a t e  or 

f e d eral g o v ernment and that is subject to t h e  b u d g e t  r e v i e w  process 

u n d e r  this chapter;

(2) the commi s s i o n e r  of a d m i n i s t r a t i o n ,  t h e  c o m m i s s i o n e r  of 

h e a l t h  a n d  social services, or the a p p o i n t e d  d e s i g n e e  of e i t h e r  c o m­

missioner;

(3) a p h y s i c i a n  l i c ensed to p r a c t i c e  m e d i c i n e  i n  t h e  state 

w h o  is a c t i v e l y  e n g a g e d  in the p r a c t i c e  o f  m e d i c i n e  a n d  w h o  is not 

e m p l o y e d  b y  the state;
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(4) a ce r t i f i e d  public a c c o u n t a n t  w i t h  r e l e v a n t  e x p e r i e n c e ;

(5) a p e r s o n  repres e n t i n g  consumers o f  h e a l t h  s e r v i c e s  w h o  

does not h a v e  a direct or indirect interest in a n  e n t i t y  that p r o v i d e s  

h e a l t h  care services.

Sec. 47.07.130. A P P O I N T M E N T  OF MEMBERS. M e m b e r s  o f  the c o m m i s­

sion are- a p p o i n t e d  b y  the gover n o r  and serve a t  t h e  p l e a s u r e  o f  the 

governor.

Sec. 47,07.140. T E R M  OF MEMBERSHIP. The t e r m  o f  a  m e m b e r  o f  the 

commission a p p o i n t e d  u n d e r  AS 47.07.120(1), (3), (4), o r  (5) is t h r e e  

years. A  m e m b e r  m a y  not be a p p ointed to a s u c c e s s i v e  t e r m .  T h e  terms 

of the m e m b e r s  shall b e  staggered. A  m e m b e r  a p p o i n t e d  to f i l l  a 

v a c a n c y  serves for the u n e x p i r e d  term of the m e m b e r .  A  t e r m  s h a l l  b e  

m e a s u r e d  from J a n uary 1 of the y e a r  in w h i c h  t h e  t e r m  o f  the v a c a n t  

p o s i t i o n  begins, rega r d l e s s  of w h e n  the v a c a n c y  i s  f i l l e d .

Sec. 47.07.150. COMPENSATION. A  m e m b e r  o f  the c o m m i s s i o n  serves 

w i t h o u t  c o m p e n s a t i o n  but is entitled to p e r  d i e m  a n d  t r a v e l  e x p e n s e s  

a u t h o r i z e d  b y  law for boards and commissions u n d e r  AS 3 9 . 2 0 . 1 8 0 .

Sec. 47.07.160. OFFICERS. At the first m e e t i n g  o f  e a c h  year, 

the com m i s s i o n  shall elect a chair from among i t s  m e m b e r s .

Sec. 47.07.170. M E E T I N G S  AND QUORUM. The c o m m i s s i o n  s h a l l  m e e t  

as often as is n e c e s s a r y  to conduct its b u s i n e s s .  T h r e e  m e m b e r s  of 

the c o m m i s s i o n  constitute a quorum.

Sec. 47.07.180. DUTIES. The com m i s s i o n  sh a l l  r e v i e v  Proposed 

payment rates and b u d g e t s  of h e a l t h  facilities a n d  establi: p a y m e n t

rates for healti. facilities under this c h a p t e r  a n d  A S  4 V. 2 5 . 1 2 0  - 

47.25.300.

- 6 - 4 / 1 3 / 8 3



Sec. 47. 07. 190. EMPL O Y M E N T  OF PERSONNEL. T h e  c o m m i s s i o n  m a y  

employ and determine the salary of an e x e c u t i v e  d i r e c t o r .  W i t h  the 

a pproval of the commission, the executive d i r e c t o r  m a y  s e l e c t  and 

employ additional staff. The com m i s s i o n  s h a l l  b e  a s s i s t e d  b y  the 

officers or p e r s o n n e l  of the department as the c o m m i s s i o n e r  o f  h e a l t h  

and social services shall direct. The e x e c u t i v e  d i r e c t o r  o f  the 

comm i s s i o n  is in the exempt service u n d e r  AS 39-25.

* Sec. 9. AS 47.25 is amended b y  adding a n e w  s e c t i o n  t o  read:

Sec. 47.25.195. P A Y M E N T  TO H E A L T H  F A C I L I T I E S  F O R  T R E A T M E N T  OF

N E E D Y  PERSONS. (a) The department may m a k e  p a y m e n t s  t o  a h e a l t h  

facility for the treatment of a needy person.

(b) A  h e a l t h  facility receiving a p a y m e n t  u n d e r  t h i s  c h a p t e r  is 

subject to the requirements of AS 47.07.070 - 4 7 . 0 7 . 0 7 5 .

(c) For purposes of this section, ’h e a l t h  f a c i l i t y” i n c l u d e s  a 

hospital, skilled nurs i n g  facility, i n t e r m e d i a t e  c a r e  f a c i l i t y ,  i n t e r­

media t e  care f a c i l i t y  for the m e n t a l l y  retarded, r e h a b i l i t a t i o n  f a c i l­

ity, inpatient psych i a t r i c  facility, home h e a l t h  a g e n c y ,  r u r a l  h e a l t h  

clinic, and o u t patient surgical clinic.

* Sec. 10. I N T ERIM PROSP E C T I V E  PAYM E N T  SYSTEM. T h e  d e p a r t m e n t  shall 

e s t a b l i s h  an i n t erim system of pros p e c t i v e  p a y m e n t s  f o r  h e a l t h  f a c i l i t i e s  

un d e r  this Act for the peri o d  July 1, 1983 to June 30, 1984.

* Sec. 11. The sponsor of a hospital or h e a l t h  f a c i l i t y  c o n s t r u c t i o n  

p r o j e c t  who is receiving or entitled to receive s t a t e  a i d  u n d e r  A S  29.90 on 

the day p r e ceding the effective date of this Act s h a l l  c o n t i n u e  to r e c e i v e  

state aid unt i l  the sponsor has received an a m o u n t  w h i c h ,  c o m b i n e d  w i t h  

state m a t c h i n g  m o n e y  for construction of the h o s p i t a l  o r  h e a l t h  facility,
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equals 25 percent of the total project cost. M o n e y  r e c e i v e d  f o r  c o n s t r u e -  

tion m a y  not be u s e d  for any other purpose.

* Sec. 12. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 1 8 . 0 7 . 1 1 1 -

(7) - (11); AS 29.90; AS 47.07.080(1) and AS 4 7 .80.140(b) a r e  r e p e a l e d .

* Sec. 13. This A c t  takes effect immediately i n  a c c o r d a n c e  w i t h  AS 01. 

10.0 7 0 (c)." •
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Differences, .between B e t t i s w o r t h  amendment and

On Sectional Analysis for CS for HB 19 by LWC 
strike sections 1,3,4,20,23,24,25.

M od i f y  Sections 5-11, 21, 22.

Ef f ective differences:

■TOPIC

M a r t i n *  a m e n d m e n t  

4 / 1 3 / 8 3 ,

C e r tificate of N e e d  AS 10.07

Aid to C o n s t r u c t i o n  AS 29.90

A id to Ope r a t i o n s

Pros p e c t i v e  P r o g r a m  for 
Medic a i d

B e t t i s w o r t h

Repeal

Repeal

Identical
r

Identical

Martin

S u n s e t  r e v i e w  in 
3 y e a r s

I n c r e a s e s  s o m e  
t h r e s h o l d s

M i n o r  p r o c e s s  change

S u n s e t s  in 3 y e a r s

I d e n t i c a l

I d e n t i c a l



* 'lO xrrrt'i
S E C T I O N A L  A N A L Y S I S  O F '■PftePGS£&-FTNANeg=e& F O R  H B  19

Title: Ti t l e  is changed to reflect addition of s e c t i o n s  £o t h e
bill r e l a t i n g  to state aid for h e a l t h  facilities.

;
Section 1: This is the authority for c o n t i n u a t i o n  of t h e  d i v i s i o n ' s
health p l a n n i n g  duties as e n u m e r a t e d  in federal l a w  w i t h o u t  r e s p o n s i b i l i t y  
for C O N  review.

Section 2: Makes te c h n i c a l  l a n guage changes to t h e  C O N  s t a t u t e  t o  c o n f o r m
w i t h  the use of the t e r m  "division" to reflect the D e p a r t m e n t ' s  r e c e n t  
reorganization. ;

Section 3: ’ P r o v i d e s  that f a c i l i t i e s  who apply for f i n a n c i a l  a s s i s t a n c e  
through the A l a s k a  M e d ical F a c i l i t i e s  A u t h o r i t y  m u s t  m e e t  s t a t e  l i c e n s i n g  
requirements.- The r e q u i r e m e n t  that such f a c i l i t i e s  a p p l y  f o r  a n d  
receive a C O N  is removed.

Section 4: This s e c t i o n  caps r e v e n u e  s h a r i n g  for h o s p i t a l s  at $ 2 5 0 , 0 0 0
for a facility w i t h  ten or m o r e  acute care b e d s  a n d  at $ 5 0 , 0 0 0  f o r  a 
facility w i t h  ten or less acute care beds. ( C u r r e n t  s t a t u t e  p r o v i d e s
for $1,000 per b e d  not acute care b e d  or $ 2 5 0 , 0 0 0  a n d  $ 5 0 , 0 0 0 ;  it
does not provide for m a x i m u m  amounts of aid. C o n c e i v a b l e y  t h e n ,  a  
hospital with 260 beds could get $ 2 6 0,000 if e n o u g h  f u n d i n g  is 
appropriated.)

i

Section 5^10: These s e c tions p r o v i d e  for a p r o s p e c t i v e  p a y m e n t  s y s t e m
of re i m b u r s e m e n t  to hea l t h  f a c i l i t i e s  for M e d i c a i d  a n d  G e n e r a l  R e l i e f  
M e d ical recipients. Rates are c u r r e n t l y  e s t a b l i s h e d  r e t r o s p e c t i v e l y  
thro u g h  a process commonly called "cost s e t t l e m e n t " .  C o s t s  a r e  e s t i m a t e d  
at the b e g i n n i n g  of a fiscal year a n d  an i n t e r i m  p a y m e n t  d e t e r m i n e d .  At 
the end of the fiscal year, the total of i n t e r i m  p a y m e n t s  m a d e  is 
compared to the a l l owable costs of the provider. T h e  d i f f e r e n c e  is 
either collected from or p a i d  to the provider. " C o s t  s e t t l e m e n t "  d o e s  
not p r o vide any i n c entives to hold the line on staff, e q u i p m e n t ,  
wage increases, and serv i c e  expansion. In short, it d o e s  n o t  p r o v i d e  
any incentive for "cost containment".

P r o s p e c t i v e  payment, on the ot h e r  hand, p r o v i d e s  f o r  e s t a b l i s h m e n t  o f  
payment rates prior to the fiscal y e a r  as a r e s u l t  of d i s c u s s i o n s  
b e t w e e n  each facility and the state. Each f a c i l i t y  m u s t  t h e n  o p e r a t e  
and provide care at this p r e d e t e r m i n e d  rate for t h e  e n t i r e  f i s c a l  year.

Section 5: Gives M e d i c a i d  Rate C o m m i s s i o n  the a u t h o r i t y  t o  i n s t i t u t e
p r o s p e c t i v e  payment by regulation. Lists f a c t o r s  t o  b e  i n c l u d e d  
when d e t e r m i n i n g  rates. States that u n d e r u t i l i z a t i o n  b e c a u s e  of 
" improvement or careless devel o p m e n t  of the f a c i l i t y "  m a y  b e  c o n s i d e r e d  
in rate determination.

Section 6: Within 120 days of the end of a f a c i l i t y’s f i s c a l  year, a
financial p e r f o r m a n c e  report must be su b m i t t e d  to t h e  c o m m i s s i o n .  By 
September 30 of each year, the c o m mission shall s u b m i t  to t h e  G o v e r n o r  
a report s u m m a r i z i n g  p r o s p e c t i v e  payments m a d e  d u r i n g  t h e  c u r r e n t  fisc a l  
year and p r e dicted rates for the next fiscal year. B y  r e g u l a t i o n ,  the 
commission shall e s t a b l i s h  u n i f o r m  a c c o u n t i n g  and f i n a n c i a l  r e p o r t i n g  
p r o cedures for all facilities. Such proc e d u r e s  c a n  b e  m o d i f i e d  for 
facilities with less than 25 acute care b e d s  in o r d e r  t o  r e d u c e



ope r a t i n g  costs of the facility. The section c o n t a i n s  l a n g u a g e
r e q u i r i n g  audits and i n s p e c t i o n s  of f a c i l i t i e s’ r e c o r d s  a n d  a p p l i e s
the A d m i n i s t r a t i v e  P r o c e d u r e s  Act to the c o m m i s s i o n ' s  a c t i v i t i e s .

*

Section 7: D e f i n e s  " c o m m i s s i o n "  and "health f a c i l i t y " .  A h e a l t h
f acility includes a hospital, s k i l l e d  n u r s i n g  f a c i l i t y ,  i n t e r m e d i a t e  
care facility (ICF), an ICF for the m e n t a l l y  r e t a r d e d ,  r e h a b i l i t a t i o n  
facility, inpatient p s y c h i a t r i c  facility, home h e a l t h  a g e n c y ,  r u r a l  
health clinic, and o u t p a t i e n t  s u r gical clinic.

Section 8: E s t a b l i s h e s  the M e d i c a i d  Rate C o m m i s s i o n  in D H S S  as t h e
commission c h a r g e d  w i t h  the r e s p o n s i b i l i t y  for e s t a b l i s h i n g  p r o s p e c t i v e  
payment rates. The five m e m b e r s  of the c o m m i s s i o n  a r e  a  c h i e f  e x e c u t i v e  
o f f i c e r  of a f a c i l i t y  subject to p r o s p e c t i v e  p a y m e n t ,  t h e  c o m m i s s i o n e r  
of DHSS or Admin i s t r a t i o n ,  a p h y s i c i a n  not e m p l o y e d  b y  t h e  s t a t e ,  a n  
f ccountant w i t h  relevant e x p e r i e n c e  , and a c o n s u m e r  r e p r e s e n t a t i v e .  
C o m m i s s i o n e r s  are ap p o i n t e d  b y  the G o v e r n o r  and s e r v e  a t  h i s  p l e a s u r e .  
P r o v i d e s  for t e r m  of m e m bership, c o n p e n s a t i o n , o f f i c e r s ,  m e e t i n g s  
and quorum, e m p l o y m e n t  of personnel. P r o v i d e s  that t h e  c o m m i s s i o n ' s  
duty is to e s t a b l i s h  p r o s p e c t i v e  p a y m e n t  rates.

Section 9: P r o v i d e s  that p r e v i o u s  s e c t i o n s  apply t o  -rates p a i d
un d e r  GRM as w e l l  as Medicaid.

Section 10: P r o v i d e s  aut h o r i t y  to D H S S  to e s t a b l i s h  an i n t e r i m
p r ospective payment s y s t e m  until the w o r k  of the c o m m i s s i o n  is u n d e r w a y .

Section 11: Any f a c i l i t y  r e c e i v i n g  aid on or b e f o r e . t h e  e f f e c t i v e  d a t e  
of this bill can c o n t i n u e  to r e c e i v e  aid u p  to the 2 5 %  e n t i t l e d  to it 
in existing law.

Section 12: Repeals CON and Aid to C o n s t r u c t i o n  (AS 29.90.) c o n t a i n s
technical repealers.

Section 13: P r o v i d e s  that the b i l l  takes effect i m m e d i a t e l y .
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M E M O R A N D U M

TO: H o u s e  F i n a n c e  C o m m i t t e e  M e m b e r s

F R O M :  A 1  A d a m s ,  C h a i r  m
H o u s e  F i n a n c e  C o m m i t t e e

S U B J : S e c t i o n a l  A n a l y s i s  o f  SS H B  19, a n  a c t
r e p e a l i n g  t h e  c e r t i f i c a t e  o f  n e e d  p r o g r a m

T h e  c e r t i f i c a t e  o f  n e e d  (CON) l a w  r e q u i r e s  t h a t  a l l  
n o n f e d e r a l  h e a l t h  c a r e  f a c i l i t i e s  a p p l y  f o r  a n d  r e c e i v e  
a c e r t i f i c a t e  o f  n e e d  f r o m  t h e  s t a t e  b e f o r e  m a k i n g  
c a p i t a l  i n v e s t m e n t s  t h a t  w i l l  r e s u l t  in n e w  
c o n s t r u c t i o n ,  r e n o v a t i o n ,  o r  p r o v i s i o n  o f  n e w  s e r v i c e s .  
A  c e r t i f i c a t e  o f  n e e d  is r e q u i r e d ,  b y  r e g u l a t i o n ,  f o r  
a n y  c a p i t a l  e x p e n d i t u r e  o f  m o r e  t h a n  $ 1 5 0 , 0 0 0 .

S e c t i o n  1 : R e m o v e s  t h e  c e r t i f i c a t e  o f  n e e d  f u n c t i o n
f r o m  t h e  r e s p o n s i b i l i t i e s  o f  t h e  s t a t e  h e a l t h  p l a n n i n g  
a n d  d e v e l o p m e n t  a g e n c y  ( S H P D A ) .

T h e  G o v e r n o r  p r o p o s e s  in h i s  F Y  84 b u d g e t  to 
i n c o r p o r a t e  S H P D A  f u n c t i o n s  in t h e  n e w  D i v i s i o n  of 
P l a n n i n g ,  P o l i c y  a n d  E v a l u a t i o n .  A t  p r e s e n t ,  t h e  
b u d g e t  r e q u e s t  i n c l u d e s  C O N  r e v i e w .

S e c t i o n  2 : S t a t e s  t h a t  if a m e d i c a l  f a c i l i t y  w i s h e s
f i n a n c i a l  a s s i s t a n c e  f r o m  t h e  A l a s k a  M e d i c a l  F a c i l i t y  
A u t h o r i t y ,  it m u s t  c o m p l y  w i t h  A S  1 8 . 2 0  w h i c h  
e s t a b l i s h e s  t h e  l i c e n s i n g  a n d  o t h e r  r e g u l a t o r y  
r e q u i r e m e n t s  f o r  h e a l t h  f a c i l i t i e s  in A l a s k a .

T h e  A l a s k a  M e d i c a l  F a c i l i t y  A u t h o r i t y  a r r a n g e s  m o s t l y  
t a x  e x e m p t  b o n d  s a l e s  t o  f i n a n c e  h e a l t h  f a c i l i t y  
c o n s t r u c t i o n .

S e c t i o n  3 : R e p e a l s  t h o s e  p o r t i o n s  o f  p r e s e n t  l a w  t h a t
r e q u i r e  f a c i l i t i e s  t o  s u b m i t  t o  t h e  C O N  r e v i e w  p r o c e s s .

S e c t i o n  4: P r o v i d e s  f o r  a n  i m m e d i a t e  e f f e c t i v e  date.
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Introduced: 1/24/83
Referred: Health, E d u c a t i o n  &
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B Y  FRITZ, HAYES, Z H A R O F F , 
CATO, LINDAUER, SZYMANSKI,

1 IN THE H O U S E  M C B R I D E  A N D  B U S S E L L

2 S P O N S O R  SUBSTITUTE F OR H O U S E  B I L L  NO. 19

3 IN T H E  L E G I S L A T U R E  OF THE STATE O F  A L A S K A

4 T H I R T E E N T H  L E G I S L A T U R E  - FIRST S E S SION

5 A  BI L L

6 F o r  an Act entitled: "An Act rep e a l i n g  the c e r t i f i c a t e  of n e e d  program;

7 and p r o v i d i n g  for an e f f e c t i v e  d ate."

8 BE IT E N A C T E D  B Y  T HE L E G I S L A T U R E  OF T HE STATE OF ALASKA:

9 * S e c t i o n  1. AS 18.07.021 is amended to read:

10 Sec. 18.07.021. STATE H E A L T H  P L A N N I N G  A N D  D E V E L O P M E N T  AGENCY.

11 The office of p l a n n i n g  and research in the d e p a r t m e n t  is the state

12 h e a l t h  p l a n n i n g  and development agency d e s i g n a t e d  u n d e r  42 U.S.C. Sec.

13 3 0 0 m ( b )(3). (Sec. 3 ; P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The

14 office shall p e r f o r m  the functions e n u m e r a t e d  u n d e r  42 U.S.C. Sec.

15 300m-2(a)(l)-(3), (a)(6)-(8), (b) and (c), (Sec. 3, P.L. 93-641)

16 [SEC. 15 2 3 , P.L. 93-641, A D M I N I S T E R  THE C E R T I F I C A T E  O F  N E E D  P R O G R A M

17 O U T L I N E D  IN AS 1 8 .07.041 - 18.07.111,] and o t h e r  functions p r e s c r i b e d

18 in this chapter.

19 * Sec. 2. AS 18.26.220 is repe a l e d  and r e e n a c t e d  to read:

20 Sec. 18.26.220. FACI L I T Y  C O M PLIANCE W I T H  H E A L T H  A N D  S AFETY LAWS

21 A N D  L I C E N S I N G  REQUIREMENTS. In order to r e c eive financial a s s i s t a n c e

22 u n d e r  this chapter, a m e d ical facility shall c o mply w i t h  A S  18.20 and

23 the lic e n s i n g  requirements of this chapter.

24 * Sec. 3. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 18.07.111(7) -

25 (9), 18.07.111(11), and A S  47 80.140(b) are repealed.

26 * Sec. 4. This Act takes effect immediately in a c c o r d a n c e  w i t h  AS 01.-

27 10.070(c).
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