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Original sponsors: Frits, Hayes,
" Zharoff, et al

IK THE HOUSE l* BY THE FINANCE COMMITTEE
CS FOR SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 19 (Finance)
IK THE LEGISLATURE OF THE STATE OF ALASKA

THIRTEENTH LEGISLATURE - FIRST SESSION

A BILL
For an Act entitled: "An Act relating to the certificate of need program,
state aid for health facilities, Medicaid, and

general relief medical assistance; and providing for
an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 15.07.021 is amended to read:

Sec. 18.07.021. STATE HEALTH PLANNING AND DEVELOPMENT AGENCY.
The division of planning, policy, and program evaluation [OFFICE OF
PLANNING AIR) RESEARCH] in the department is the state health planning
and development agency designated under 42 U.S.C. Sec. 300m(b)(3),
(Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The division
[OFFICE] shall perform the functions enumerated under 42 U.S.C.
Sec. 300n-2f (Sec. 3, P.L. 93-641) and [SEC. 1523,P.L. 93-641,] admin-
ister the certificate of need program [OUTLINED IN AS 18.07.041 -

18.07.111,1 and other functions prescribed in this chapter.

* Sec. 2. AS 18.07.021 is amended to read:
Sac. 18.07.021. STATE HEALTH PLANNING AID DEVELOPMENT AGENCY.
The division of planning, policy, and program evaluation in the de-
partment is the state health planning and development agency desig-
nated under 42 U.S.C. Sec. 300n(b)(3), (Sec. 3, P.L. 93-641). The
division shall perform the functions enumerated under 43 U.S.C. Sec.
3 0m-2(a) (1?-(3), (a)(6)-(3). (b) and (c) [42 U.S.C. SEC. 300m-2J,
3, P.L. 93-641), [AND ADMINISTER THE CLP.TIEI CATE OF NEED PHO-
All] -th ;r functions pr-..-utribed in this chapter.
-1- CfiSSIIE 19 (firs)
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Sec. 3. AS 18.07.031 is repealed and reenacted to read:

Sec. 18.07.031. CERTIFICATE OF HEED REQUIRED. (a) A person may
not undertake the following unless authorized under the terms of a
certificate of need issued by the division:

(1) construction of a health care facility at a cost of
$1,000,000 or morai

(2) alteration of the bed capacity of a health care facil-
ity;

(3) addition or elimination of a category of health ser-
vices provided by a health care, facility;

(4) expenditure of $1,000,000 or more for diagnosticmedi-
cal equipment to be used Iin a health facility.

(b) The requirement of (a)(4) of this section does not apply to
expenditures for replacement equipment with the same or a similar
capability as the equipment replaced.

(c) The legislature may not appropriate, nor may a person re-
ceive, state money for construction that requires a certificate of
need or for a purchase of equipment that requires a certificate of
need unless the certificate has been Issued or modified under this
chapter.

Sec. 4. AS 18.07 is amended by add’.ng a new section to read:

Sec. 18.07.033. REVIEW OF APPLICATIONS FOR CERTIFICATE OF NEED,
(a) The division, and then the commissioner, shall review applica-
tions for certificates of need. The division and the commissioner may
consult with n health systems agency or a municipal health commission
concerning an application for a certificate of need. Approval of an
application 'for .a certificate of need may not be conditioned on ap-

proval of the application by r. h°slth systems aronc'* or a municipal
cor.m-csion.

19 (Fir.)
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(b) Not later than 90 days after an applicant has submitted

completed application for issuance or modification of a certificate of
need, the application shall be reviewed by the coamissioner and gran-
ted or denied.

Sec. 5. AS 18.07.041 is amended to read:

Sec. 18.07.041. STANDARD OF REVIEW FOR APPLICATIONS FOR CERTIFI-
CATES OF IIEED. The division [OFFICE] shall issue [GRANT] a sponsor a
certificate of need or modify a certificate of need if the availabil-
ity 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.

Sec. 6. AS 18.07.061 is amended to read:

Sec. 13.07.061. MODIFICATION AND TERMINATION OF ACTIVITIES. The
certificate holder shall apply to the division [OFFICE] for a modifi-
cation 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 division [OFFICE] before
terminating all the activities authorized by the certificate. If a
certificate holder terminates all of the activities authorized by a
certificate, the certificate holder is required to notify the division
[OFFICE] 60 days before termination and to surrender the certificate
to the division [OFFICE] within 30 days of termination.

Sec. 7. AS 18.07.071 is amended to read:

Sec. 18.07.071." TEMPORARY AND EMERGENCY CERTIFICATES. (a) The
division [OFFICE] shall grant a sponsor an emergency certificate for
the construction of a health care facility for which a certificate is
required under AS-18.07.031 if the sponsor ruo;:s, by affidavit or

rmr-1 hearing, that the see of construction co.u-itts of ‘'ffecting
-3- CCSS/Ib 19(Fin)
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energe:icy repairs.

(b) The division [OFFICE] nay grant a sponsor a temporary cer-
tificate 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 tempora? re-
lief, 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 chap-

ter.

(c) A temporary certificate granted under (b) of this section
confers no vested rights on behalf of the applicant:. The division
[OFFICE] shall impose those special Ilimitations and restrictions

concerning duration and right of extension which the division [OFFICE]
considers appropriate. No temporary 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.
Sec. 8. AS 18.07.081(a) is amended to read:

(a) The division [OFFICE], a member of the public who is
stantially affected by activities authorised by the certificate, or
another applicant for a certificate of need may initiate a hearing to
obtain modification, suspension or revocation of an existing certifi-
cate of need by filing an accusation V7ith the commissioner as pre-
scribed under AS 44.62.360. Ho revocation, modification, or suspen-
sion of a.i outstanding certificate nay be undertaken unless it is in

r rcorchv.cc with AS 44.62.330 - 44.62.630.
l.e. v. AS Ic.07.031(c) is: miaided to read:

M 19 (Fit:) -4-



1 (c) A certificate of need shall be suspended if an accusation
2 filed before the commencement of activities authorize™ under AS 13.-

07.041 which charges that factors upon which the certificate of need

4 was issued have changed, or new factors have been, discovered which
J significantly alter the need for the activity authorized. A suspen-
6 sion of a certificate nay not exceed 60 days. At the end of this
[ period or sooner, the division [OFFICE] shall revoke or reinstate the
8 certificate.

9 * Sec. 10. AS 1S.07.101 is amended to read:

10 Sec. 18.07.101. REGULATIONS. The commissioner shall adopt, in
= accordance with the Administrative Procedure Act (AS 44.62), regula-
12 tions which establish procedures under which sponsors may nake appli-
13 cation for certificates of need required by this chapter and which
u govern the review of those applications by the division [OFFICE],
[lB establish requirements for a uniform statewide system of reporting
16 financial and other operating data, and otherwise carry out the pur-
= poses of this chapter.

8 * Sec. 11. AS 18.07.111 is amended by adding a new paragraph to read:
= (13) "division” means the division of planning, policy, and
X program evaluation in the Department of Health and Social Services.

21 * Sec. 12. AS 18.26.220 Isrepealed and reenacted to read:

2 Sec. 18.26.220. FACILITY COMPLIANCE WITH HEALTH AMD SAFETY LAUS
2 AND LICENSING REQUIREMENTS. In order to receive financial assistance
o under this chapter, a medical facility shall comply with AS 18.20 and
& the licensing requirements of this chapter.

» * Sec. 13. AS 29.89.030(a)(1) is repealed and reenacted to read:

27

(1) to a municipality that has the power to provide
C'l facilities and services and that exercise”™ that power, $250,000
for those hospitals with 10 or more nav.V.e care budc, and

-5- csss:*:;; locrin)
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550,000 per hospital for chose hospitals with less than 10 acute care
beds; money received undar this paragraph may be used only for hospi-
tals and shall be apportioned among qualifying hospitals as the muni-
cipality determines;

Sec. 14. AS 47.07.070 is repealed and reenacted to read:

Sec. 47.07.070. PAYMENT TO HEALTH FACILITIES. (a> The commis-
sion shall determine prospectively the rate of payment to a health
facility under this chapter and AS 47.25.120 - 47.25.300 based on a
fair rate for reasonable costs incurred by the facility. The commis-
sion shall by regulation list the factors it considers in making its
rate determinations under this section.

(b) In determining a rate of payment to a health facility under
this section, the commission shall consider the proportionate share of
the facility's financial requirements for patient care for

(1) costs of current operations, including salaries and
wages; purchased services, supplies, insurance, leases, depreciation,
taxes, interest expense, maintenance and other health facility operat-
ing expenses; and

(2) education, research, and appropriate capital develop-
ment.

(c) In determining a rate of payment to a health facility under
this section, the commission may consider whether the rate of utilisa-
tion of the facility has been reduced because of improvement or care-
less development of the facility.

Sec. 15. AS 47.07 is amended by adding new sections to read:

Sec. 47.07.071. REPOZITS BY HEALTH FACILITIES. Hot later than

120 days after the end of each fiscsl year of a health facility, the

irilitv shall submit to the. commission a re- ort on the facility'r
jrr.a curiar the. riseal year.

ly(rin) . 6.



Sec. 47.07.072. REPORT BY THE COMMISSION. Hot later than
September 30 of each year, the commission shall submit to tlie governor
a report on the prospective payments made under this chapter during
the current fiscal year and an estimate of the prospective payments
that will be made during the remainder of the current fiscal year and
the next fiscal year. The report shall state the assumptions that are
used as a basis for the estimates.

Sec. 47.07.073. UNIFORM ACCOUNTING, BUDGETING, AND FINANCIAL
REPORTING. (a) The commission by regulation shall require a uniform
system of accounting, budgeting, and financial reporting for health
facilities receiving prospective payments under this chapter. The
regulations shall provide for the reporting of revenues, expenses,
assets, liabilities, and units of service. The commission shall
specify the date the system becomes effective for each health facil-
ity.

(b) In adopting regulations under this section, the commission
shall consider

(1) accounting, budgeting, and financial reporting proce-
dures used by health facilities;

(2) variations among health facilities in the types of
health care services provided by health facilities;

(3) other factors the commission considers relevant, in-
cluding the size and organizational structure of heaith facilities and
the methods used by health facilities to obtain payments.

(c) The commission may waive or modify a requirement for ac-
counting, budgeting, or. financial reporting for a health facility if
waiver or modification is

(i; 5c.Ci-ssarv to nvoic r-xeersive cost.; to th-s ftc*=""sx and

(! ) consistent with the policies of this ch.-p.er.
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(d) Notwithstanding other provisions of this section,
commission may, by regulation, modify the system of accounting, bud-
geting, and financial reporting required under this section for a
health facility having less than 25 acuta care beds in order to reduce
the operating costs of that facility.

Sec. 47.07.074. AUDITS AND INSPECTIONS. As a condition of
obtaining payment under AS 47.07.070, a health facility shall allow

(1) the department and the commission reasonable access to
the financial records of medical assistance beneficiaries; and

(2) inspection of financial records by state and federal
agencies to the extent required by federal law.

Sec. 47.07.075. APPLICATION OF ADMINISTRATIVE PROCEDURE ACT.
Actions of the commission under AS 47.07 and AS 47.25.120 - 47.25.300
are subject to the provisions of the Administrative Procedure Act
(AS 44.62).

Sec. 16. AS 47.07.030 is amended by adding new paragraphs to read:

(6) "commission’* means the Medicaid Rate Commission;

(7) "health facility" includes a hospital, skilled nursing
facility, intermediate care facility, intermediate care facility for
the mentally retarded, rehabilitation facility, inpatient psychiatric

facility, home health agency, rural health clinic, and outpatient
surgical clinic.
Sac. 17. AS 47.07 is amended by adding new sections to read:
ARTICLE 2. MEDICAID RATE COMMISSION.
Sec. 47.07.110. MEDICAID RATE COMMISSION ESTABLISHED. The
Medicaid Rate Commission ic established in the Department of Health
r..c Social Services.

£-:c. 47.07.120. COMPOSITIOM OF COMMISSION. The commission
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(1) the chief executive officer of a health, facility that
is licensed by the state but not owned or operated by the state or
federal government and that is subject to the budget review process
under this chapter*

(2) the commissioner of administration, the commissioner of
health and social services, or the appointed designee of either com-
missioner;

(3) a physician licensed to practice medicine in the state
who is actively engaged in the practice of medicine and who is not
employed by the state;

(4) a certified public accountant with relevant experience;

(5) a person representing consumers of health services who
does not have a direct or indirect interest in an entity that provides
health care services.

Sec. A7.07.130. APPOINTMENT OF MEMBERS. Members of the commis-
sion are appointed by the governor and serve at the pleasure of the
governor.

Sec. A7.07.1A0. TEEM OF MEMBERSHIP. The term of a member of the
commission appointed under AS 47.07.120(1), (3), (4), or (5) is three
years. A member may not be appointed to a successive term. The terms
of the members shall be staggered. A member appointed to fill a
vacancy serves for the unexpired tern of the member. A tern shall be
measured from January 1 of the year in which the term of the vacant
position begins, regardless of when the vacancy is filled.

Sec. 47.07.150. COMPENSATION. A member of the commission serves
without compensation but is ciititlod to per diem and travel expenses
authorized by law for boards and commissions under AS 35.20.130.

Sec. A7.07.160. OFFICERS. At the first mectinr, a:’ each year,
f:j cvnisr.io.i shall elect a chair from among i zc- mr.o-*e=s

-9- Cr-SEPr, j-(rin)



1 Sec. 47.07.170. MEETINGS AND QUORUM. The commission shall meet

2 as often as is necessary to conduct its business. Three members of
3 the commission constitute a quorum.

4 Sec. 47.07.130. DUTIES. The commission shall review proposed
5 payment rates and budgets of health facilities and establish payment
6 rates for health facilities wunder this chapter and AS 47.25.120 -
! 47.25.300.

8 Sec. 47.07.190. EMPLOYMENT OF PERSONNEL. The commission may
9 employ and determine the salary of an executive director. With the
10 approval of the commission, the executive director nay select and
u employ additional staff. The commission shall be assisted by the
L2 officers or personnel of the department a3 the commissioner of health
13 and social services shall direct. The executive director of the
1 commission is in the exempt service under AS 39.25.

B * Sec. 13. AS 47.25 is amended by adding a new section to read:

16 Sec. 47.25.195. PAYMENT TO HEALTH FACILITIES FOR TREATMENT OF
o NEEDY PERSONS. (a) The department may make payments to a health
18 facility for the treatment of a needy person.

B (b) A health facility receiving a payment under this chapter is
20 subject to the requirements of- AS 47.07.070 - 47.07.075.

2 (c) For purposes of this section, "health facility" includes a
2 hospital, skilled nursing facility, intermediate care facility, inter-
231 mediate care facility for the mentally retarded, rehabilitation facil-
4 ity, inpatient psychiatric facility, home health agency, rural health
25i clinic, and outpatient surgical clinic.

23 * Sec. 19. INTERIM PROSPECTIVE PAYMENT SYSTEM. The department shall

establish an interim system of prospective payments for health facilities

ta

vr*c.r this Act for the period July 1, 1953 to June 30, 1934.

| 20. luring the second regular seesion of the Fo-.urtf.~th Alaska

css::.. 19(Fit; -10-
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Stats Legislature, and every third regular session thereafter, the
legislature shall review the certificate of need program CAS I1S.07.031 -
18.07.111) and the state aid for hospital and health facility construction
program (AS 29.90). If after review the legislature determines that con-
tinuation of these programs is in the public interest, a bill may be intro-
duced to continue the programs.

* Sec. 21. The sponsor of a hospital or health facility construction
project who is receiving or entitled to receive state aid under AS 29.90 on
June 30, 1986, shall continue to receive state aid until the sponsor has
received an amount which, combined with state matching money for con-
struction of the hospital or health facility, equals 25 percent of the
total project cost. Money received for construction may not be wused for
any other purpose.

* Sec. 22. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 18.07.111-
(7) - (9), 18.07.111(11), AS 29.90 and AS 47.80.140(b) are repealed.

* Sec. 23. AS 18.07.111(10) and AS 47.07.080(1) are repealed.

* Sec. 24. Sections 2, 12, 21, and 22 of this Act take effect July 1,
1936.

* Sec. 25. Sections 1, 3 - 11, 13 - 20, and 23 of this Act take effect

immediately in accordance with AS 01.10.070(c).



THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE

FISCAL NOTE

l. REQUEST
Bill/Resolution No. CSSSHB 19 (Finance)
Title Relating to C.0.N. and state aid for health facility
Requested by House Finance Date 4/13/83

1. FISCAL DETAIL 9
Agency Affected Dept. Health & Social Services
Program Category Affected Health Facility Development
BRU, Program, Or Subprogram(s) Affected Health Planning &
Development
(Note: ITf more than one budget component is affected,
separate line-item amounts and funding for each component
in the analysis section.)

EXPENDITURES (Thousands of Dollars)

FY 83 FY 84 FY 8 FY 86 FY 87 FY 88

100 PERSONAL SERVICES 84,693 90 ,621 96,965 103 ,753 tLIl ,015
200 TRAVEL 27,000 28,890 30,912 33,076 35,391
300 CONTRACTUAL 70,000 20,000 20,000 20,000 20,000
400 COMMODITIES 2,000 2,140 2,290 2,450 2,621
500 EQUIPMENT 6,000 1,000 1,000 1,000 1,000

600 LAND & STRUCTURES
700 GRANTS, CLAIMS, ETC

TOTAL 189,693 L42,651 L51,167 160,279 170 ,027
FUNDING (Thousands of Dollars)

GENERAL FUND 99,115 74,535 78,985 83 ,745 88 ,839
FEDERAL FUNDS 90,578 68 ,116 72,182 76 ,534 81,188
OTHER (Specify Source)

POSITIONS

FULL TIME 2 2 2 2 2
PART TIME .
TEMPORARY

I11. ANALYSIS (See Fiscal Note Preparation Instruction, Section
(D)

See Attachment A

IV. DATE 4/13/83 PREPARED BY Al Adams, Chair USA
AGENCY House Finance Ccrr~.fttee
Original: Legislative Finance PHONE 465-3706
cc: Eudcet & Management
Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/82)




ATTACHMENT A

100 Personal Services

1) Executive Director R24 $4,251 X 12 = 51,012
2) Clerk Typist 111 R8 1,487 X 12 = 17,844
68,856
Benefits .23% 15,837
$84,693
200 Travel and Per Dienm
5 Commission Members X 12 meetings
X average cost of $450 = 27,000
300 Contractual (Data Processing Assistance) 70,000
400 Commodities 2,000

500 Equipment
1) Desks, Chairs and Files 6,000
Word Processor
$189,693

Three existing Auditor 11l positions from the Division of Public
Assistance will be transferred for Commission use as well as
travel funds, etc.

Note that 47.7% of this budget will be supported with federal
funds.



FUSI MUN  RAPEH/Department d Health & Social Services

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 certificate of need program and repeals references to
certificate of need in other sections of the Statute as well.

The Administration 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 participation in the Medicaid program (State dollars fund

approximately 52 percent of total program costs) has grown from

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

including federal participation 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 develop—
ment of health care facilities. The 12th Legislature provided more
than $36.6 million by line item appropriation to expand one hospital,
replace two others and provide planning assistance for two rural
hospitals. The number of requests for state funding has steadily
increased.

Revenue Sharing

Alaska has a revenue sharing program (AS 29.90.D10) which provides
25 percent plus interest of hospital construction costs to all non-—
profit hospitals. This program, administered by the Department of
Community and Regional Affairs, provides further support for hospital
construction projects 1in 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



POSITION RAPER/Department d Health & Social Services

Position Paper
on Senate Bill 85
Page 2

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.

Recommended by: f (:I

Phoebe A. Lindsey,"Director/
Division of Planning, Policy
and Evaluation

n
vate: jjplLUIIS . IC8]

/ v ]]L_-try
Approved by:1 /Vv-,. < /
Robert London Smith, Ph.D.
Coinmi ssioner
Department of Health and
Social Services

Date:



STATE OF ALASKA
PRELIMINARY STATEMENT OF FISCAL IMPACT

r*

Bill No: House Bill 19 Oate on Bill : 1/P4/83
Title: An Act repeaTing the certificate of need program-.and providing for an effective dal<

Sponsor7~l<eprosentativos Fritz, Hayes, Zharoff, Cato, Lindauer, Szyinanski
Requestor:

1. Estimated fiscal impacts on:

a. Expenditures:

FY B3 FY 84 "TY 85 FY B&
Capital 0 0 0 0
Operating 0 0 0 0
Total 0 0 0 b
b. Revenues:
Revenue

2. Source of funds to offset fiscal impact of bill:

3. Assumptions:

4. Disclaimer:
This statement has not been reviewed by the OMB in the Office of the Governor.
It does riot represent the policy of the Sheffield Administration or the final

estimate Tf fiscal impact.

Prepared By: Dave W. Williams hone: 465-3038

Division: State lleal"th Planning and Devel opnient. ( Date: 2-14-83
S\/* j T

Approved by Commissioner: ™ ~>/</">- ti* "1 Date:

Department: Health and Social Services N Date:™*

6. Distribution:
Original to Legislative Finance
Copy to OMB
Copy to Sponsor



C STATE OF ALASKA £
PRELIMINARY STATEMENT OF FISCAL IMPACT ~

«5S
Bill No: House Bill 19 Date on Bill: 1/24/83

Title: An Act repealing the certificate of need program:and providing for an effective dati
Sponsor: Representatives Fritz, Hayes, Zharoff, Cato, Lindauer, Szymanski
Requestor:

1. Estimated fiscal impacts on:

a. Expenditures:

Fy 83 FY 84 FY 85 FY 86
Capital 0 0 0 0
Operating 0 0 0] 0
Total 0 0 0] 0
b. Revenues:
|[Revenue 0 0 0 0

2. Source of funds to offset fiscal impact of bill:

3. Assumptions:

4. Disclaimer:
This statement has not been reviewed by the OMB in the Office.of the Governor.
It does not represent the policy of the Sheffield Administration or the final
estimate of fiscal impact.

Prepared By: Pave \0. Williams Phone: 4S5-3038
Division: State Health Planning and Devellopment ( Date: 2-14-83
Approved by Commissioner: f/u -P* Date: /?~3
Department: Health and Social Services Wate:

6. Distribution:
Original to Legislative Finance
Copy to OMB
Copy to Sponsor
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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) coor—
dination of the certificate of need program with the Alaska Medical Faci—
lity Authority, and 3) prospective reimbursement under the Medicaid and
General Relief Medical Assistance Programs.

I. Certificate of Need

The bill effectively repeals the certificate of need program. The Admin-—
istration supports this portion of SSHB 19 am.

Il. 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 maintain consistancy with the proposed repeal of
the certificate of need program as set out in SSHB 19 am.

I1l. Prospective Reimbursement - Medicaid and General Relief Medical
Assistance Programs

A. General Overview

Hospital and Nursing home rates in Alaska have traditionally been estab—
lished retrospectively, that is, costs are estimated at the beginning of
a fiscal year 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 difference is either collected from or paid
to the facility. This process is referred to as "cost settlement".

PAPEJR/foepartment d Health & Social Services.

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 al-—
lowable costs will be reimbursed, a fundamental weakness of these retro-

POSITION
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spective systems is the lack of incentives to control staffing levels,
equipment purchases, wage increases, and service expansion.

In view of reduced federal revenues and a new state spending limit, Alaska
needsimproved cost containment and predictability from its medical reim—
bursement system. The system must not only consider price, but also eligi—
ble groups and service coverages before the budget year commences. It also
must 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 prob—
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 1is 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 year ends.

Cost Shifting occur where unallowable costs unde: «i"licaid
borne by other payors (insurance and private payc"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 hospi—
tal spending by several percentage points a year, after an
initial start-up period.

Predictability of costs to the State. 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 budget—
ing and cost monitoring capabilities. These are desirable manage —
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 generally greater than those of a retro—
spective system. However, administrative costs vary greatly
according to the design of the system, and as such, this fac—

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 lowTTy 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 wholesale 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.

Another element of a prospective payment system is more precisely de—
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
maintenance 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 maintenance
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 year in Medicaid/GR
Medical.

In any period, total spending is always a function of: 11 the num—
ber of recipients, 2) the volume of services used, and 3) the unTt
price of service. 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 INSTITUTE, Medicaid pay—
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 de—
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 year is past. If total spending
is to be contained at a level below 20%, these factors must be
considered collectively before each fiscal year 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
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prospective rate setting is effective in lowering the rate of in—
crease 1in hospital spending by several percentage points a year, at
least in mature 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 Nothing. 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 Gov-—
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 permits. 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 Depart—
ment to pay rates in excess of the federal Ilimits.

3. Same as option #2 but reduce persons eligible and medical services
available! Under existing Alaska law, the Department 1is 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 Depart—
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 funds. 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 pro—
portionately.

6. Seek Relief from Congress. 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 cri—
tical decisions will be made before the fiscal year starts.

Department®s Position

The Department of Health and Social Services supports this legislation
as proposed.

Date Robert London Smith, Ph.D.
Commissioner
Department of Health and
Social Services

Date Jojfn Pugh, Depu/y Commissioner
"for Social Services
Department of Health and
Social Services

Date Daniel J. Meddleton, Director

Division of Planning, Policy, and

Program Evaluation

Date Rod Betit, Director
Division of Public Assistance
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FISCAL NOTE REVIEW

100 Personal Services

1) Executive Director R24 $4,251 X 12 = $51,012

2) Clerk Typist 11l R 8 1,487 X 12 = 17,844
Benefits .23% 68,856

15,837
3

200 Travel and Per Diem

1) 5 Commission Members X12 meetingX $450 $27,000

300 Contractual (DataProcessingAssistance) $70,000
400 Commodities $ 2,000
500 Equipment $ 6,000

1) Desks, Chairs and Files
Word Processor

$189,693

Three existing Auditor 11l positions from the Division of Public
Assistance will be transferred for Commission use as well as travel
funds, etc.

FY®"85 and succeeding fiscal years based on 7 percent increase.



Introduced: 1/24/83
Referred: Health, Education &
Social Services and Finance

BY FRITZ, HAYES, ZHAROFF,
CATO, LINDAUER, SZYMANSKI,
IN THE HOUSE MCBRIDE AND BUSSELL
SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 19 am*
IN THE LEGISLATURE OF THE STATE OF ALASKA
THIRTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act repealing the certificate of need progranm,
amending or repealing provisionsrelating to state
aid for health facilities,Medicaid and general
relief medical assistance; and providing for an
effective date.™
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 18.07.021 is amended to read:
Sec. 18.07.021. STATE HEALTH PLANNING AND DEVELOPMENT AGENCY.
The division of planning, policy, and program evaluation [OFFICE OF
PLANNING AND RESEARCH] in the department is the state health planning
and development agency designated under 42 U.S.C. Sec. 300m(b)(3),
(Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The division
[OFFICE] shall perform the functions enumerated wunder 42 U.S.C.
Sec. 300m-2(a)() - (3), (a)(®) - (8). (b) and (o), (Sec. 3. P.L.
93-641) [SEC. 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].

* Sec. 2. AS 18.07.111 is amended by adding a new paragraph to read:

(13) "division" means the division of planning, policy, and
program evaluation in the Department of He th and Social Services.
* Sec. 3. AS 18.26.220 is repealed and reer ed to read:

Sec. 18.26.220. FACILITY COMPLIANCE * .H HEALTH AND SAFETY LAWS
AND LICENSING REQUIREMENTS. In order to receive financial assistance

under this chapter, a medical facility shall comply with AS 18.20 and
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the licensing requirements of this chapter.
Sec. 4. AS 29.89.030(a)(1l) 1is repealed and reenacted to read:

(€8] to a municipality that has the power to provide hospi-
tal facilities and services and that exercises that power, $250,000
per hospital for those hospitals with 10 or more acute care beds, and
$50,000 per hospital for those hospitals with less than 10 acute care
beds; money received under this paragraph may be used only for hospi-
tals and shall be apportioned among qualifying hospitals as the muni-
cipality determines;

Sec. 5. AS 47.07.070 1is repealed and reenacted to read:

Sec. 47.07.070. PAYMENT TO HEALTH FACILITIES. (a) The commis-
sion shall determine prospectively the rate of payment to a 1i.ealth
facility under this chapter and AS 47.25.120 - 47.25.300 based on a
fair rate for reasonable casts incurred by the facility. The commis-
sion shall by regulation list the factors it considers in mmaking 1its
rate determinations under this section.

(b) In determining a rate of payment to a health facility under
this section, the commission shall consider the proportionate share of
the facility ™ financial requirements for patient care for

(€H) costs of current operations, including salaries and
wages; purchased services, supplies, insurance, leases, depreciation,
taxes, 1interest expense, maintenance and other health facility operat-
ing expenses; and

(2) education, research, and appropriate capital develop-
inent.

(c) In determining a rate of payment to a health facility under
this section, the commission may consider whether the rate of utiliza-
tion of the facility has been reduced because of improvement or care-

less development of the facility.
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* Sec. 6. AS 47.07 1is amended by adding new sections to read:

Sec. 47.07.071. REPORTS BY HEALTH FACILITIES. Not later than
120 days after the end of each fiscal year of a health facility, the
facility shall submit to the commission a vreport on the facility"s
financial performance during the fiscal year.

Sec. 47.07.072. REPORT BY THE COMMISSION. Not later than Sep-—
tember 30 of each year, the commission shall submit to the governor a
report on the prospective payments made under this chapter during the
current fiscal year and an estimate of the prospective payments that
will be made during the remainder of the current fiscal year and the
next fiscal year. The report shall state the assumptions that are
used as a basis for the estimates.

Sec. 47.07.073. UNIFORM ACCOUNTING, BUDGETING, AND FINANCIAL
REPORTING. (a) The commission by regulation shall require a wuniform
system of accounting, budgeting, and financial reporting for health
facilities receiving prospective payments under this chapter. The
regulations shall provide for the reporting of revenues, expenses,
assets, Jliabilities, and units of service. The commission shall
specify the date the system becomes effective for each health facil-—

ity .

(b) In adopting regulations under this section, the commission

shall consider

(1) accounting, budgeting, and financial reporting proce—
dures used by health facilities;

(2) wvariations among health facilities in the types of
health care services provided by health facilities;

(3) other factors the commission considers relevant, in—
cluding the size and organizational structure of health facilities and

the methods used by health facilities to obtain payments.
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*

(c) The commission may waive or modify a requirement for ac-—
counting, budgeting, or financial reporting for a health facility if
waiver or modification is

(1) necessary to avoid excessive costs to the facility; and

(2) consistent with the policies of this chapter.

(d) Notwithstanding other provisions of this section, the com—
mission may, by regulation, modify the system of accounting, budget —
ing, and financial reporting required under this section for a health
facility having less than 25 acute care beds in order to reduce the
operating costs of that facility.

Sec. 47.07.074. AUDITS AND INSPECTIONS. As a condition of
obtaining payment under AS 47.07.070, a health facility shall allow

(1) the department and the commission reasonable access to
the financial records of medical assistance beneficiaries; and

(2) inspection of financial records by state and federal
agencies to the extent required by federal law.

Sec. 47.07.075. APPLICATION OF ADMINISTRATIVE PROCEDURE ACT.
Actions of the commission under AS 47.07 and AS 47.25.120 - 47.25.300
are subject to the provisions of the Administrative Procedure Act
(AS 44.62).

Sec. 7. AS 47.07.0S0 is amended by adding new paragraphs to read:

(6) "commission" means the Medicaid Rate Commission;

(7) "health facility” includes a hospital, skilled nursing
facility, intermediate care facility, intermediate care facility for
the mentally retarded, rehabilitation facility, inpatient psychiatric
facility, home health agency, rural health clinic, and outpatient
surgical clinic.

Sec. 8. AS 47.07 1is amended by adding new sections to read:

ARTICLE 2. MEDICAID RATE COMMISSION.

SSHB 19 am -4-
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Sec. 47.07.110. MEDICAID RATE COMMISSION ESTABLISHED. The
Medicaid Rate Commission is established in the Department of Health
and Social Services.

Sec. 47.07.120. COMPOSITION OF COMMISSION. The commission
consists of five members as follows:

(1) the chief executive officer of a health facility that
is licensed by the state but not owned or operated by the state or
federal government and that is subject to the budget vreview process
under this chapter;

(2) the commissioner of administration, the commissioner of
health and social services, or the appointed designee of either com—
missioner;

(3) a physician licensed to practice medicine in the state
who 1is actively engaged in the practice of medicine and who 1is not
employed by the state;

(4) a certified public accountant with relevant experience;

(5) a person representing consumers of health services who
does not have a direct or indirect interest in an entity that provides
health care services.

Sec. 47.07.130. APPOINTMENT OF MEMBERS. Members of the commis—
sion are appointed by the governor and serve at the pleasure of the
governor.

Sec. 47.07.140. TERM OF MEMBERSHIP. The term of a member of the

commission appointed under AS 47.07.120(1), (3), (4), or (5) is three

years. A member may not be appointed to a successive term. The terms
of the members shall be staggered. A  member appointed to Ffill a
vacancy serves for the unexpired term of the member. A term shall be

measured from January 1 of the year in which the term of the vacant

position begins, regardless of when the vacancy is fil?.ed.
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Sec. 47.07.150. COMPENSATION. A member of the commission serves
without compensation but is entitled to per diem and travel expenses
authorized by law for boards and commissions under AS 39.20.180.

Sec. 47.07.160. OFFICERS. At the first meeting of each year,
the commission shall elect a chair from among its members.

Sec. 47.07.170. MEETINGS AND QUORUM. The commission shall meet
as often as is necessary to conduct 1its business. Three members of
the commission constitute a quorum.

Sec. 47.07.180. DUTIES. Thecommission shall review proposed

payment rates and budgets of health facilities and establish payment

rates for health facilities under this chapter and AS 47.25.120 -
47.25.300.

Sec. 47.07.190. EMPLOYMENT OF PERSONNEL. The commission may
employ and determine the salary of an executive director. With the

approval of the commission, the executive director may select and
employ additional staff. The commission shall be assisted by the
officers or personnel of the department as the commissioner of health
and social services shall direct. The executive director of the
commission is in the exempt service under AS 39.25.

* Sec. 9. AS 47.25 is amended by adding a new section to read:

Sec. 47.25.195. PAYMENT TO HEALTH FACILITIES FOR TREATMENT OF
NEEDY PERSONS. (a) The department may make payments to a health
facility for the treatment of a needy person.

(b) A health facility receiving a payment under this chapter is
subject to the requirements of AS 47.07.070 - 47.07.075.

(c) For purposes of this section, "health facility" includes a
hospital, skilled nursing facility, intermediate care facility, inter—
mediate care facility for the mentally retarded, rehabilitation facil —

ity, inpatient psychiatric facility, home health agency, rural health
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clinic, and outpatient surgical clinic.

* Sec. 10. INTERIM PROSPECTIVE PAYMENT SYSTEM. The department shall
establish an interim system of prospective payments for health facilities
under this Act for the period July 1, 1983 to June 30, 1984.

* Sec. 11. The sponsor of a hospital or health facility construction
project who is receiving or entitled to receive state aid under AS 29.90 on
the day preceding the effective date of this Act shall continue to receive
state aid until the sponsor has received an amount which, combined with
state matching money for construction of the hospital or health facility,
equals 25 percent of the total project cost. Money received for construc-
tion may not be used for any other purpose.

* Sec. 12. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 18.07.111-
(7) - (11); AS 29.90; AS 47.07.080(1) and AS 47.80.140(b) are repealed.
* Sec. 13. This Act takes effect immediately in accordance with AS O01.

10.070(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 l.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,
mi 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 healLib-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.



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 l.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 summing 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

"lhe 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 1is required to

obtain a Certificate of Need from the State of Alaska prior to imple—
mentation.



M2 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.

1-Pi-"ECJITVEN"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 vyear:;, much of the early literature
is of little value because of a basic lack of undersfanding”about the
process and outcome o.p capital, expenditure review programs. Two
recently completed studies in the State of Massachusetts have reported
CON impacts/"The 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 1in 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
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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, lowa and Colorado, Arthur I). Little
undertook a review of Certificate of Need programs for the twelve-month
period beginning July 1, .1.9M 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



Health and Social Services and the local health systems agency identi—
fied a need for 40-80 alcohol-treatment beds in the area. [Xic 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 life-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, [I"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 1is 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.



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 bT 1lie 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.



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.

cosI®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 Itigh 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. This 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
t7e 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 limi.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, gt
effective market for health care services does not
exist 111 mosT Toimiiuhitics." TIxiipctTtXoif 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. “lhey 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 inluiiiiation from tlie
Certificate of Need Program in Alaska indicate that the program lias been
effective in deterring unjustified projects, guiding capital investment
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
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 operatel 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 .19l 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 XVI1l 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 md Medicaid on a retrospective
basis; that is, after the costs have already occurred. Under this
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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 TiU- 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.



RF.CGMMENDATI 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 formajor medical equipment

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

Exeinpt all non-clinical capital expenditures. “lbe 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, Ior 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.

Expedite review of capital equipment replacement,

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

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

review.

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 DKVHLOPMIFNT 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 Progranm,
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 sendee
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 (PIIS)
and State (D11SS) sources. In Alaska, the Oovcrnor designated three
health sendee 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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South Central

Health Planning and Development, 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



§18.07.021 Health and Safety §18.07.041

Editor’s notes. — Section 1524, P.L. 3?0m—3 and 42 U.S.C. § 2689, respec-
73-04land § 23V,P.L. referredto i fiv
this section, may be found in 42 U.S.C.

Sec 18.07.021. State Health PIann|n and DeveIoPment

enc The office of Iann|n and research nthe de artmen IS the
eat Fg)lann f? opment at% d]e lgnated under
heo |ceshaII eor t ncttons enu-

merate under 1a m|n|stert e certif |catfeo need
er functions

program outllned In AS 1807041 1807.111 and otn
prescribed in this chapter, (8 2 ch 275 SLA 1976)

Edlt%SPnlfn%%-G_étl SFeC e(r)rnesd %4@@ %Ct380m(br9€§§ and 38&1&2 Ipestfezct|\l/JeF

Article 2 Certificate of Need Program.

Section Section
3L Cert|f|cate ?fneed re%uned _ 8L. Proceedmgs for modification, sus-
tan ard 0 revie rapp lications ﬁensmn nd_revocation
or certificates o nie oL %unctlve relief; penalties; right of
ergt? of Jssuance of the certificate OP
tcatlon and termination of 101 Re? tions
activities . Definitions
71 Temporary and emergency cer-
tificates

CoIIater | ref rences - 40Am : egm |g establishment ot neeg"  as
8s\nltasan gtggs § recondition to, operation ? ﬂmtalf
Hospita ther ac |I|t|es fort e care of Sick people.

Va Idity " and cons ructlon of statute 61 ALR3d 27

Sec. 1807.031 Certificate of need reqyire erson m
undertake the ollow?ngunfless authonezed uﬂdert etermg %acert?t/
icate of need issued by'the office:

(D) construction of a health care facility;
(9) alteration of the bed capacity of a health care facility;

(3 addition or elimination of a categorx ofhealth services provided
by d health care facility. § 2ch 2/5SL

Sec. 1807041 Standard of review for aPpltcattons for certif-
icates of need, The o |ceshallgrantasBonso gertlflcate?need or
modify a certrficate ofneed Ifthe avialla ity and qualit exwtmg
health care resources or the accessibi t%/ to thos resources is less tha
the_current orggﬁcteft redunement or eag seﬁwces required to
maintain the good"health of Alaska citizens. (3 2 ch 275 SLA 1976)

9



X

A

818.07.051 Alaska Statutes £18.07.081

Sec. 18.07.051. Terms ofrssuance ofthecertrfrcate Each certif-
Icate r?sued shall speci terms% ?]ance describin hﬁ nature and
e1>ét7%9to the activities authorized by the certificate. (§2ch 275 SLA

Tc %7061 M drfrc tion and t%mrnatron of activities. The
cert| rcat oIder shar app tot e 0 ice for a modification of the
certif rcae before ermrnatrn art Eeactrvrtres authorized by the
terms o rssuan? ut gne cerfificate holder I1snot required to obtain the
ac urescenceot X0 rce efore termrnatrn all the activities autho-
rized Ly the certifi ate a certr |cahe holder terminates, all of the
actrvrtres a]uthorrze yace fi ‘rcate t ecertrfrcate holder is required
to natl %rce Y r(etermrnatron and to surrend rthe
ri%%rc te to the office within 30 days oftermination. (§ 2ch 2/5

Sec. 1807071 Tem orary and emergency certrfrcates %t)The
ffice_shall rant a]sdp nsrar er\%nc% certificate for the’ con-
stractron of health care faci rtﬁ or Whic %certg rgate 1S regurreq
uncer A % the sponsor shows davit or forma
hearrng, that the act of construction consists of effecting emergency

r%bThe office ma rantas onsor a]temﬁorar certificate for the
% orar ﬁ (eratro egory of health service, It the sponsor
b a It or orma ar ér
t eneces ity for earl \mme ate, or temporar [ehef and

ad versee e%ttothe ublic interest by reason of de cyoccasrone
¥c0m pliance wi th re urrements of A 107041an application
po ed ures rescribe %/ %u ations under this chapter.

S Atemporary certificat ranted under (a ?and(b of this section
co ers no vested riahts. on. behalt of the a[p icant. The off(fes hall
Bosetose snecra |m|tat] Hs and restrictions concernrng ration

right of extension *.Inch the office consi ersapp[]opnat No tem-
Pora ry certificate ma begranted forart)enod onger than necessary for
he sponsor to obtaif review of the a(; |on cerfified by the temparary
cer(sr Icate under AS 18.07.05L A licat %n for a certrfrc te of need

nder 1 must co e ays of the date of
tjssuance of1 %e temporary cert? Icate. XV 205 SIYA 19/6)

evisor's not In subsectjon. (a revisor, of statutes pursuant to AS
Ee erencetoA $§O7 1w @;&%strt tﬁg 16%63

or a reference to A

Sec. 18.07.08L Proceedings ormodrfrc suspension, and
C g ber ofthe %IrcwhoréJ

a?ye%t:ea(ﬂ?nacﬂazntresa eOﬁZ@ he ertificate, 0 aHOIRUbStanua”

er aoplicant
foracert icate ofnee ma mrtthea earrngcto o[)tarn (ﬂ? frcatron
suspension or revocation of an existing certificate ofree iling an



§ 1807.091 Healtn and Safety § 1807.001

accusation with the_commissioner as rescnbed under AS 44.62.360.
No revocation, modification, orsusRen lon ofan ougstandi 4%certlftcate
ma be undertaken unless it 1s | accordance with AS

PThe certificae holder ma obta|n modification of an existing
ce ficate by ut|I|zm? the a%pll ation procedure enumerated In regu-

lations a oPte un? dﬁmP
‘? certificate of nee esuspended ifan accusatlon IS filed
before the commencement ofactivities authonzed under
WhICh chargest at factors upon w |c the certrficate of need was
ISSued ave changed, or new factors nave been discovered which sig-
nificantly alter the need for the actth aut onzed A suspension ofa
cert| aema not exceed 60 X een 0 thtspen d or sooner,
the office shalfl revoke or remst te the cerfif |cate
A certificate of need may be revoked if
the s[ponsor has not shown contmumg rogress towar?t com-
me cemen ofthe activities authorized under AS 18.07.041 after six
months of iss ance
gh the a |cant fatls without good cause, to complete activities
au onzed tecert| \Cate;
3 thes onsor fails to comPIy with the provisions offids chapter rr
re uIatlon adopted under this chapter:
t es ons I knowingly misre resents a material fact in obtain-
in ecer| ficate;
s esttae tsac(t; ct(t)artrged in an accusation filed under (C) of this section
" ©) tne sponsor fails to provide services authorized by the terms of
ecer| |ca
ﬁ IS UN awful for a P erson to file an acccusatlon seeking suspe
sioh’ or revocation of a certificate of need under this sectton kno mg
thatthe charges stated In the accusation are untrue or that hi carr]%e

do not constitute grounds fer revocation or suspension under this ¢
ter. § 2¢ch 275 SLA 1976)

\/- Sec. 18.07.09L Inguncnve relief: penalties; rtgehtofactnf %g
/ nyunctlve relle]f g Inst V|0Iat|ons f this chagt ror requlatio
gée under ter ma be obtained from c urt ? ﬁetent
jUtJ’ tlon att Slnsta ce ﬁ‘ ecomrnlssmner ah ? erofg certificate
of need wh 0|sa Verse ected In the exercise of t eacIt|V|t|es (i
ucte in VIO atlé)n of th ecer Ificate, or any mem er 0 te unlic
substantia adversely aftected by the vio att% tﬂ ntten
request t e CommISSIONér, the attorriey general all furnish | eg
s ||ces nd pursue the action for |nJunct|ve reliefto an appropriate
Co usmn
catqég erson. who files ag accusation seehtn susqpensmn or revo-

n.0 %certmcate ofneed, knowing that his Charges are untrue or
that his charges do not constitute grounds for revocation or suspension
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under this chapter IS 1gunty ofa mlsd meanor and upon conV|ct|0n |s
punis ta INe 0 notmorei] 000. The § nsororh dero
acert| cate ofneed ired b V|0Iat|on ?fA 18.07.08 3/
recover dama%%s or lo smcu e y reason of delay caused byas
pension. (8 2

Craoss references. — As to sentences
for m|saemean0rs see AS 1255.135.

Sec. 1807.101 Regulations. The commlssmner shaII ado Gft |n
Fccordance W|tht eAdmlms 0[anve Proced re Act (AS
eﬁnons which es% lish proce dnres un grw ich spohsors ma
|cat|on for certrticates ofnee required by this chapter and h|c
%]overnt e rewew ofthose aag |cat|ons bythe office estabhsh requre-

entsfor%um orm statewige system ofrﬁportm fman% g]ther
0 erai]ng7 ata, an 7%5 erwise carry out the purposes of this chapter

C. 1807111 Defmmons In.this charnter
"commencement of activitjes” means the visible commencement
of actual operatjons on the ground for the constrncnon ofa puildin
the alteration of the b‘ed ca cn%ofahealth c?re a]u |t3/ or the provi
sion for or deletion of an existi fate or e ervices t co
sumers, which operations are readily récognizable as such, and whic
geratlons are r] ith intent to continue the work until such
tivities are completed:
"commissioner” means the commissioner of health and social

Ces;
comPI te actm‘les ﬁns the su?stannal pe formance of the
wo requjred to comwwn the terms arissuance ofthe certiricate of
need t g e ﬁ]arnupatmg In those activities have oblI-
gated t emse vest perfor
4) "constructjon” means the erection, gundm glteration,

[eco strnctlon OImphoverﬂent exter]3|3 ‘mo Ificatl H of a_health
care facility upder 'this chapter, Inclu ease or purchase of equip-
ment, excavation or other necessar acn

'C0 nC|I means the Statewide Healéh Coordinating_ Council
or mz(e and operated In accordance with

epartment” means the Department of Health and Social Ser-

ICRS:
"health arefac ity”’means a private, umcl e or federal
ital, psjy |atncn Zpltaf tubeFr)cqusm sn s?}a“e d nursin

fam Ity, k| nx d|sease treéltment center Inc él % freestandin

e gcﬁa SIS U {gsmne])t(ecnln es|ate care facility, and ambulatory surgi-
an Aas a Pioneers Home administered by the Department of

|n|06rat|(p under AS 44.21.020 210) and AS 47.25010 —
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the offices of private physicians or dentists whether in individual
o Ouéat%racucgfhealth ervices” means.a major rogram, unit,
|on org(?e};artment o?care row e throudh a[)ﬁ)eal re acilit
whe erlnpat ent(or outpatient, including an outpatlent epartment,
H\? |atr|cwm idney dialysis program; radiotherapy, bu un|t or
rn|ntens Ve care un|t exce tthat "service’ doesnottncu the
lawfu ﬁractlce 0f a profession or vocation,condu tedb\nele en entz
ahea care facility and in accordance with app |c Icensing laws

tte

hssems meansan entl organized and operated
gcor ancevtllt 1515%1?& ? g In health t%nnlng
development unctions |naspeC|f|edh thservice aréa of th

10) "ofﬁce”means the (iﬁtce ofplanning and research in the Depart-

me t of Health and Social Services;
"secret ar)é means the secretary of the United States Depart-
ducation and Welfaré. (§ 2ch 2/5SLA 1976; am § 2

in
an

(Xc

Effect of amendments. — The 1981 Sectlo referred to in
amen ment, retroa (tilv tetu e 29, 1976, arr 1}5]2 PL 1
ara?raﬁh t tctrap e er t0| ra ra ay e ound
e natl ﬁrece Bes of S.C.
r|v te_physiclans™ and ad ed Su para- BROm 3 tes ectg
ite tat artmet df
L |t r's nr%t/els — eC“?J? lofc , b ealtrt]t E urgatmn an We are, re rre
2\ Eso]telgl 0, can B t at redest nat%% t?te Dep(a PmentofHeaﬁH

ﬁtas aP |oneebrs Hom sare not an never and Himan Serwces
ave been, subject to the provntonso AS

Chapter 08. Emergency Medical Services.

iect&on %ecélon |
ministration eC| committees
28 Agwsor Council on Emergency Medi- 88 pﬂ a|onfs
al Seryices 3421 Iss aPce of certificates
osm Certificate ye Tr %nlr
Ter of office 8p. Immnmty rom liability
88 Comtpensanon and per diem % Pen
Meetings efinitions

CoIIat%ra eeences — 39 Am. Jur. 39A C.JS., Health and Environment,
24, Heal §§ 3-17.
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extension which the office considers appropriate. No temporary certif-
fong i it the %

|cat r'ay be granted fora period lon N necessary for the Spansor
8 |r¥ rev?ew o tﬁe a{J lon cert| led b He tem J)orary certpP cate
Ication ora C rtl Icate Of need und er

07041mus ommec within 60 days of the ate0f|s anceo
temporary certl Icate. (§ 2¢h 275g0LAX5 10, am% 42ch s

Effect of am?ndments — The 1982 deleted %g ngd" precedln% %ofthls
amendment, efrective May 28, 1982 tion"int |rstsentence fsubsection (C

Sec. 1807.091 Injunctive relief; penalties; right of action.

NOTES TO DECISIONS

rPplled in South _Cent, Health ? ’tofAdmn UB 8t Op, No. 2359
anning &. Dev., Inc. v. Commissioner of  (File No. 5633 628 P.2d 551 (1981).

c 18.07.111. Definitiops, In this chapter

?mmencement ofactivities” means the visible comm ncement
cﬂ‘ ual operatjons on the ground foAthe constrecu?n ofa pul d|n
the alteration ofthe bfed caée Xofa ealth c?re acility, or the provi-
sion for or deletion of an existing categor health serwcest con
sumers, which operations are readl reco nizable as such, and which
op erations are one with intent t0 continue the work until such
act Ities are, completed;

commlssm er’ means the commissioner of health and social

{ com lete activities’ meﬁns the su?stantlal performance of the
re h ed to om W|thteterm30|s?] anceofthecektl |cat%of
need to Whic aI pa spartlupatmg In those activities have 0
gated themselves to per orm;

‘construction” means the erection, gundmg glteration,
reconstryction, Improvement, exten5|8n of modification of a_health
care facility upder'this chapter, inclu mg lease or purchase of equip-
mep, excava. lon or oth ecessar?/ actl i

counm means atew de Heag Coordmatmg Council
or nlz(e and operated m accordance with 58-64

epartment™ means the Department ofHeaIth ana Social Ser-

ViC
"health care facility” means a private, municipal, state or federal
?éltal %IatJJC hozpnal tubePcqusw nos fg sﬂJed nuraln
faC| It | ney disease treatment center Inc &Jdm% reestan mﬁ
hemo m{y&su its), Intermediate care facility, and ambulatory surg

cal facility: the t mexcludes
Iasﬁa Pioneers’ Home administered by the Department of

A mlnlstratlonunderAS4421020(10)andAS472 010— 47.25.100;
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the offlces ofprivate physicians or dentists whether in individual
or OU(P [prac ICe;
aerggeié of health ?erwces m ansamzaor rogra umt

w elog”% . eanrtrgrerétu ? é:tare row ed throu h? ?alt e ta(:|I|
ent, Including an outpatien ear ment,
g i<|dney%1a SIS pro ramgradloth%rapy, unit, or

cblatrlcwm H

6 ?rn mtens Ve care unit, exce tthat "service™ does Hotmcu ﬁt
awfu ractlc? of a profession or vocation_con Ufte Independent X of
a healt care aC|I|ty and In accordance with applicanle licensing laws

I:g}}COI’ ?HCG It gsm%?b%/ means oA entl é)f am o Eﬂ? a%rglﬁg

and development functions maspecmedh th serV|ce area of t

stage:
OffICfi means the office ofglannmg and research in the Depart-
ment of Health and Social Sendees
11 secr?tar means the 3ecrettar of the United States Depart-
ment of Health, Education an
“cert |f|cae means acertl eof need issued hy the office
ef AS 1807.041 or A 180707 Zch 2/5SLA 19/6; am § 2¢h
25 SLA 1981 am § 430

Effect of ajendments, — Th
amendment, e ecﬂve May 28, l982ea&38§
paragraph (12).
NOTES TO DECISIONS

o B G SR

manner w ich " Inc Ities ommlssmner Admin,
when they are contameim arg rmstEtu- gB 239 8FI|€ 0. 5633), 628P£
ons suc}é S pjone & 42 CER. 1@%3

g 100102 e)%4) {19795 Alaska ‘state " law

Chapter 16. Regulation of Abortions.
Sec. 18.16.010. Abortions.
NOTES TO DECISIONS

Quoted | |n Cleveland v. Munici ah%of
Anchora 6%6 up Ct. Op. No 23908 File
185%), 630D 24 1073 (108
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northern alaska health resources association, inc.
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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 andfacilities throughout the state.

A recent trend lias been to appropriateincreasing 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 NationalCenter 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

arrmirnwy

529 5th avenue, suite 8 fairbanks, alaska 99701 telephone(907)456-2553



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 lveness 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 program was instituted by the Federal
government, along with health planning concepts as a tool to stem
the rapid growth rate of the health care industry(currently consuming
nearly 10% of the GNP).

Certificate of Need is a review process conducted by the state
health planning agency, including local input and public hearings, to
determine the need for new health facility construction 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 monies received by the state in Public Health areas,
mainly related to block grants. No state has ever had funding denied
on the basis of non-compliance with the program, nor has any other
state attempted to repeal this progranm.

The current administration in Washington has contemplated the
elimination of the program for ovet two years, intending to replace it
with 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 health care always exceeds the
inflation rate common in any other industry, and is currently between
15 and 17% yearly and on the rise), the Reagan policy makers have been
unable to conceive of a plan to replace Certificate of Need.

Much discussion has revolved around the value of the program, since
the major attribute appears to be the discouragement of frivolous
ventures which could not be justified to the review process. This
program is the only control mechanism available to the state at this
time to control duplication and unnecessary facilities and services.

The current threshold levels for review are artifically 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 planning 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 Washington to retain the progra-.i and
raise the threshold to one million dollars for all levels, although
it is difficult to second guess what may happen. Sanctions against non-
compliance have been suspended through September 30, 1983 by a
continuing resolution, but even in this light many 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 program mostly 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 process:



The relationshipof the proposed project to the applicable
local and State HealthPlans as well as any long-range plans (if any)
for the health facility;

The need that the population to be served has for the proposed
project;

The availability of less costly or more effective alternatives;

The immediate and long-term financial feasibility of the proposal,
as well as the probable impact of the proposal on the costs of and
charges for providing health care services;

The relationship of the purposes proposed to be provided to the
existing health care systenm;

The availibilityof resources (including health manpower,
management personnel, and funds for capital and operating needs) for the
provision of the services proposed;

The relationship, including the organizational relationship, of
the health 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 energy provision.

These eight standards would, presumably have to be justified anyway
in any attempt to receive financing through an institution, and would

appear to be good planning policy. The most expensive plan ever
submitted to the state of Alaska reportedly cost $25,000, although
consultants and planners need not be hired. Most hospitals in the state

have done C.0.N. applications internally or have borrowed planners from
other facilities (Soldotna, Kenai and Valdez use resources of the
Fairbanks Memorial Hospital). Many hospitals have also used their
proposals for bid applications for construction. C.0.N. also includes
public input locally through a hearing process which may not be available
otherwise.

Marketplace competition does not work in the health care industry, and
would be particularly ineffective in Alaska since all locations except
Anchorage have no alternative institutions. The basic premise of m
market place economics assumes a willing , competent and knowledgeable
buyer who is offered a reasonable opportunity to make a choice for
competitive pricing to occur. Since physicians have relationships to
one particular hospital where they have priviledges, and refer their
patients there for treatment, this line of thinking will not support
such a statement. Small hospitals in this state are moving in the
direction of more regional care through expansion to more specialized
services within the community. Planning for the inter-relationship

of these services with large facilites may not be accomplished without a
unified state planning function (It should be noted here that the state
health planning agency has been defunded in the FY 84 Executive budget)



Current expansion plans in Anchorage support the fact that marketplace
economics is not a viable solution. Even though the Municipal Health
Commission in Anchorage has projected that Anchorage will need only

456 to 514 beds in 1990, plans by Humana and Providence, if allowed

to procede unheeded would add 178 to 236 unnecessary 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 Anchorage area are:

Humana - 93 beds - $20 million ($56 million with interest) 65% occupancy

Providence - 150 beds - $80 million ($185.6 million with 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 what would
be the further effect if the Certificate of Need program were repealed
allowing facilities to build at will?

Revenue Sharing for Hospitals AS 29.90 provides a yearly amount of
$250,000 or $1,000 per bed to hospitals for operating expenses.

C & RA Hospital Construction Assistance provides for repayment of

a quarter of the construction costs(including interest) within the first
five years, with no repayment clause for situations like the sale of the
Teamster Hospital to Humana.

How will insurance premiums be affected by repeal?

The Medicaid Program(52% state funds) and the General Relief Medical
Program(100% state funds) will also be affected by any construction, since
the Medicare guidelines allow a percentage of construction costs related
to applicable patient caseload to be added to reimburseable costs.

The state ® Medicaid program alone has risen from $4 million in 1972 to
almost $70 million in 1984 (projected, but due to an additional increase
through added caseload of up to 2,000 from withdrawal of Indian Health
Service non-native dependents).

When visiting Providence Hospital last year with the Senate HESS Committee,
we were told that the percentage of Medicaid clients was 13, even considering
a 10% client caseload, this will add over $18 million to the Medicaid

budget for Providence proposed construction alone. If the Federal "CAP"

on Medicaid goes into effect, these costs will simply be shifted to other
third party payors and not absorbed by the hospitals, whether or not the

beds remain unused.

The health insurance industry and the Municipal Health Planning Commission
of Anchorage are opposed to the repeal of Cei-ificate of Need, and the
Legislature must ask itself if we can afford to give up the only control
on health expenditures available to the state.



October 28, 1982

1. CERTIFICATE OF NEED IS ST.TLL .2LANDINGIS? "CENTER RING"
ACTIVITY & v
AR LiVun
respite- the fact that 15 state: re written "sunset"
provisions to end Certificate of Need in the next "two
years, review of proposed capital investments 1is still the
number one priority of many State Agencies and ESAs.

In the West and across the nation, the number of applica-—
tions and the dollar value of hospital proposals have been
rising dramatically. Last year, California experienced

a 50 percent increase in the number of CON applications.
The proposed capital cost of all proposals in California
climbed nearly 100 percent from 1980, totalling $696 mil —
lion in 1981. Add to that $309 million for replacement -
projects, which were exempt under the California CON
statute, and the total 1is more than $1 billion 1in health
.Facility capital investment in California 1981.

In Denver, five hospitals completed to build a new facility
in the South Denver metro area. The proposals were denied
after the Governor and the employers® coalition testified
in opposition. 1In Contra Costa County, a bedroom surburb

of the San Francisco Eay Area, the Alameda-Contra Costa

ESA has received seven letters of intent for applications
whose capital cost may exceed $100 Million. Many agencies
similarly report a surge of CON applications in the past

13 months.

Given limited staff resources and volunteer energy, some
agencies are questioning how much priority they should give
to Certificate of Need and caoital exoenditure review.

A new study by Arthur D. Little, 1Inc., suggests that CON
and capital expenditure review are definitely cost-
effective .~Jn a study prepared”~for the Office of the

esfern for Health Planning

703 MARKET STREET - SUITE 535 e« SAN FRANCISCO, CALIFORNIA 94102 - (415) 546-7601

Sponsored by the Conwruum for Coniinuinj Education for ihr Health Pfo<e>* onv, I**... Scnooi* of PuS.ic Health anc L- Extrmiont. Lnitcrvu ofC . u
at Berkeley Urmerv'.t of California at Lot Annies, Urmcmiv of Haan. Affiliate. Graduate P'opra"! m Hraur Service* Acrn*r-nation. Unttmiit o' Southern CalifoT]j



Assistant Secretary for Health*, the consultants made the
following findings: -

e CON has been an effective inhibitor of rising
capital expenditures in a study of five states
(Colorado, Florida, Maryland, Massachusetts and
Oregon), in the period 1974-78;

e CON/capital expenditures review programs were
successful in averting 13 percent of hospital pro—
jects and saving 16 percent of the proposed capital
investments;

e The CON process is not dominated by teaching
hospitals or facilities with higher rates;

e CON programs have a dampening effect on the amount
of capital investment in the state;

e New capital investments increase costs- over a 10-
year period $1 of new capital is estimated to
generate $1.84 of additional operating costs, in
constant dollars;

e Increases 1in operating costs due tc new capital
investment was highest in proprietary hospitals
($0.33), compared, with government ($0.20) and
community hospitals ($0.16);

e Capital investments in equipment generate a larger
increase in annual operating costs; and

e If every hospital annually reinvested 5 percent of
its operating budget in new capital stock (beds,
equipment, other), the operating costs would be
increased by 10 percent each decade even without
inflation.

The consultants concluded that if competitive approaches to
controlling health care costs are to succeed, it may be
necessary to continue capital expenditure review programs
and controls until cost-reducing competitive systems are
functioning. They predict the immediate effect of aeregulat

“Development of an Evaluation Methodology for Use in
Assessing Data Available to the Certificate of Need
(CON) and Health Planning Programs"™, Final Report,

Arthur D. Little, Inc., Cambridge, MA, April, 1982.



hospital investment in the name of competition will be

a surge in hospital operating expenditures. Health Plan—
ning has the potential to significantly lower hospital
costs, an important policy finding in light of the
Administration®s proposed elimination of both planning
and Certificate of Need.

ROCHESTER S "MINICAP"™ PROJECT reported a 10 percent increase
in hospital costs in 1982, barely half the national rate of
18.7 percent. Nine Rochester (New York) hospitals are
participating in the second year of a five-year experiment
in voluntarily living within a community-wide revenue

cap-

The Rochester program was profiled in the western Center's
recent conference "Hospital Rate Regulation: Lessons for
California from Mandated and Private Approaches"™. Hospitals
improved their fiscal position this year with all nine in
the black despite declining admissions and a difficult
economy. The experimental reimbursement program provides
predictable income, greatly enhancing liquidity and cash
position. New York hospitals are under great financial
pressure now with nine out of ten voluntary, hospitals
operating in the red for. at least two of the five years fronm

1974-78. The Rochester experience is demonstrating that
implementing a voluntary financial discipline - with
appropriate mechanisms -- can be beneficial both to the

hospitals and the community. The program, with cooperation

of the local Health Systems Agency and State agency has .
allowed service 1improvements and capital investments 1in the
hospitals. A contingency Tfund helps hospitals adjust to
changes 1in patient volume during the year, and subsidizes
operating revenues for approved Certificate of Need projects-.

A copy of the report, "Affordable Health Care: Rochester
Area Hospitals Strategies for the 80 "s,"” is available fronm
the Western Center®"s Reference Service. For more information
about the program, contact James A. Block, M.D., President,
Rochester Area Hospitals®™ Corporatopn, 220 Alexander Street,
Suite 608, Rochester, New York 14607.

SPECIAL PLANS AND PROJECTS

Congressional extension of funding for health planning
suggests that the emphasis upon "transition" may be shifting
back to planning. A number of agencies have developed special
plans, or intend to do so in the coming year. These "special
plans™ are often the outcome of studies or implementation
efforts."The special plans are usually problem-specific, or
focus on the special health needs of a particular population
group or region within- the Health Service Area. Outside



funding or "co-production” with a cooperating agency has
made a number of these special plans possible.

Western Center staff have developed a list of possible
"special plans”™ which HSAs and State agencies might
develop, including:

"Year 2000" Health Plan

e Regional Capital Investment Plan

e Community Health Promotion Plan

e Regional "Quality of Life" Assessment

e Medicaid Plan

e Health Plan for the Aged

e Community Services Cutback Plan

e Block Grant Plan

e County Health Plan (City or other local region)

e "Boomtown"™ Plan

e Categorical Disease Plan, e.g., Regional Cardiac
are Plan

e Rural Health Plan

e Facility-Specific Plan, e.g., Free-standing

Emergency Rooms Plan

The Center 1is conducting a survey in November of all

e HSA special plans. The result will be a published compendium
of all of the plans, with ~ short description, funding,
outside resources and responsible staff. The special plans
will be abstracted for computerization as part of a national
project by all three Centers to develop a "Plan Document
File" for computerized search of all plans developed by
Health Systems Agencies and State planning agencies. Copies
of the special plans will be available through the Western
Center"s Reference Service. For information, contact Rus
Coile, Western Center staff, telephone: (415)546-7601.

This project has been funded with Federal Funds from the Health Resources
Administration, Department of Health and Human Services, under contract

ERA 232-79-0037. The contents of this publication do not necessarily reflect
the view or policies of the Department of Health and Human Services, nor dees
mention of trade names, commercial products, or organizations imply endorse—
ment by the U.S. Government.



PROVIDENCE SISTERS OF

HOSPITAL PROVIDENCE
32mPROV|DENCE DRIVE POUCH m SERVING IN THE WEST SINCE 1856
ANCHORAGE, KLASKA G2

PHONE: (%07) 276-4511 January 26, 1983

The Honorable Albert P. Adams
A aska State House of Representatives
State Capitol

Pouch V
Juneau, Alaska 99811
Position_Paper on HB 19 and a companion bill being submitted

tg the Senate — pertaining to an “Act repealing the certificate
of need program.

Dear Representative Adams:

Providence HosthaI oins the rest of the hogpitals jn this
state In reﬂuestlng e repheal of the certtflcate of need law and
endorsing House Bill ritz_and Ha_Y d the compamon bill
about to Pe submhte% to the Senate e pro ess Vt/ this law
?SFSAIPas aace IS cumbersome and wastetul ‘and totally Inappropriate

The majo |mpetus for the IaY]v was to control excesi hosgltal
beds in ma rge cit es and eln cont}rol r|3|ng Te% ,
costs. The ehef Was t at b?/ contro g num er o capi-
tal expendltures and new Sefvices, cost woud e contalne he

ts have been muctbeess than 'desirable throuLﬂ]hout the cogntry,

resuy
en nee Iess wastefu bersome an

and In Alaska, have
costly.

g lack of succe}ss in Alaska is better termed o []k(JI
for reas eav pruIatlon _excess hospita s and
com et|t|on the law qoes ot work and is Inappropriate for our
small state’ for several reasons:

The law only covers private facilities, and does not
cover public’ health, military or state’ owned institutions.

Alaska has only one city with more thap one hospital,
? IBFre are onl thr?e hospltaIB in the whole state

(e igible for review) of over 100 beds.

The law is react|ve t eX|st|n étecmon mak|ng %roc

esses. Ho pltas |nIA ska al have % JJU lic

review an approval designe |n the|r own

review processes. Many hospltals are owned

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



Page 2
January 26, 1983

mun|0| al| tles ? all have governlng boards or
adviso, oards 0 Io%l citizéns. These citizens. and
mun|C| a litres should ave c ntrol of the expansion
and g tary. decistons of their own | stitutions.

Sev ra t er Ia ers 0 efauerac review are
cn ersom ? |ne clent For our Celrt|f|ﬁate
0 |s an actual rewew (fyce show-

eren ra tic levels we ha

|
tH ough Just to ave eC|S|on made on one prOJect
Letter of intent to f|Ie certificate of need

Pre-application conference (HSA, Municipal Health
Comm?slon State) ( P

PUb|I(‘) Hearing on Certificate of Need Application

Joint Project Review (HSA and Municipal Health
Commission)

oncurrent. Review (HSA and Municipal Health
ommission)

Board Review (Municipal Health Commission)

Board Review (HSA and Southcentral Health Planning
& Development Agencyrs

Commissioner's Review (State)

From the time of holdin E]he agralleatlon conference to
hhe ultimate decision b missioner, the process
as taken over a year.

The law places a cgstla/ burd(e P all |nst|tut|8ns who
ave to prepar bm ertl n:gtes of Nee
ocumen IC nee to 1prelpare are masswe
requn% ungreds of rs of preparation an% least
5 each nee to be ]Rro uced for the review nhoards and
other parties. n}lmmum time_perjod . for a
reV|ew |3 unreahstlc often times, the institutional
cost elaylng Im 1 men tation gneans an eventual
mcrease In price lmece of equipment or construc-
tion project ‘due to |n Iaton

The law also Passes on Ia %% to the é)dnbllc In that
state, reglonal and loca fsta are needed ?coor |nate
the program, prepare staf rha vses and d public

mee n(a; \/\5 re estimating t the cost of state,

h |0|n ocal staffs have increased the cost of
ealth care by at least $8,000,000 in the flast six years.
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The doIIar Irmlt for what must be revhewed IS ar%surdly
one, Providence. sgrent

b{oﬁurs ?jé ?fth%%%rﬁrgogreil&r%%r SIX Hgliljr%pspl?catmoan]s

? lacement . in ner%tor
replage

ne ears od was require

% botn Stateyand EP coges gq T scanner
and Cath Iab replacement an comguter
enhancemen éor an |veraX machine. eIreve It

[ not,
the STA r roval on the Incinerator
until the 90t

not
and gfrnaI ﬁgy for a decision to be made.

The Alafka State Hosprtal Ass%cratron IS unanimous Jn endors-
ng the repea of the ave as receive ications
from feveral le Iators and the Alaska Medical Assocratron that

relpasﬁ the CON law would be best for a growing state such as

We are supportive of loca] planning for Alaska's health care
needs. The rocgg owever, no%ld begosrtrve an(ii proactrve —
encouragr rnstrtutrons t resnﬁ) to needs In the community —
not negative, reactive an bersome

Your ort in re aling the certrfrcate of need law in
Alaska woufajptg) J QNrtpr an ear response and pass

recr e
of HB Prb (H In tq enaﬁe a. tremendous anrflg
costly ur en w te rom Alaska's hospitals.

Thank you for your consideration.

Administrator



By Robert Pear
New York Tines

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
".it; has increased, but at a slowing
rate. The state approved 3K new hos-
pital beds last year. as opposed to 478
in 1981, he said. Proposals from hospi-
tal- for né> uipin.l cxpruditurjjs de-

clined from $284 million in PJ8l 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.

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-ppIn v
consultant, said: "Hospitals know
there will be restraints QU 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.’
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1983 1983
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and me safety
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All told, more than 7,000 jobs are expected to be eliminated in these
agencies by 1983—an 11 percent drop in two years.

Note Figures refer to permanent lull-time jots Years end Septembx; 3C
USNSWR chart by Richard Oage— Basic data Center tor the Study o! American Qusmess
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Cardiology Telephone
(907) 279-8577
James A. Baldauf M.D.
George S. Rhyncer M.D. Internal Medicine
Leo B. Bustad M.D. Gilbert P. Blankinship 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 member on the South Central Alaska HSA (South
Central Health Planning and Development, 1Inc.).

After participating in this review process, | have observed that the
Certificate of Need law requirements are neither planning nor cost 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, 1is
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 of medical care in Alaska, only to have a
law eat into our limited financial resources by requiring publication of
expensive application documents, many which have cost thousands of dollars -
dollars which small communities like Glennallen, Palmer, Kodiak, Valdez and
Cordova do not spend foolishly. Even the larger communities must put up with
unnecessary expenses and maddening delays due to the review process.

Finally, the law has nothing to do with health planning at all; in fact, it is
the antithesis of planning. If you check with the health workers in your
community, you will find that it is the local professionals who have done the
planning. When 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 your own physician, hospital administrator, community hospital board

member or civic leaders. Please work to eliminate this harmful 1law 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 Honorable Representative Milo H. Fritz
Pouch V
Juneau, Alaska 99811

Dear Representative Fritz:

I have researched the literature regarding the effectiveness of
Certificate of Need and 1 am sending you a summary (however
lengthy) of my findings for your use on HB 19.

I hope you will find this helpful, please call me if | can be of
further assistance. (276-1131, Extenstion 330)

At your request | was able to locate a chart which indicates the
State and Local Taxes in various states (Money Magazine, February
1983). This, too, 1is 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

SAA:in
Enclosure



STATE AND LOCAL TAXES

Average Average and (ronk) for selected Income brockets (odjusted gross)
for all

Incomes $20,000 $30,000 $40,000 $50,000 $100,000

to 30,000 to 40,000 to 50,000 to 100,000 to 200,000
1 NEW YORK $4,088 $2,940 (1) $4,013 (1) $5,395 1) $8,648 (1) $26,975 @
2 MASSACHUSETTS 3,364 2,753 (2 3,484 (3 4,604 (3) 6,447 (4) 16,982 (4
3 DISTRICT OF COLUMBIA 3,260 2,350 (5 3,222 (5 4,135 5) 6,293 (5 13,391 ('5)
4 MARYLAND 3,134 2,451 (4) 3,276 (4 4,070 (6) 5,798 (10) 14,675 (10)
5 WISCONSIN 3,099 2,538 (3 3,524 (2) 4,632 (2) 6,947 (2) 17,831 (2)
6 MINNESOTA 2,982 2,163 (9 3,186 (6) 4,284 (4 6,820 (3 17,557 (3)
7 MICHIGAN 2,878 2,327 (6) 3,106 (7) -,921  (7) 5,275 (13) 12,938 (15)
8 DELAWAREt 2,870 1,852 (17) 2,594 (17) 3,5711 (13) 5,864 (9) 14,475 (1)
9 NEW JERSEY 2,862 2,045 (11) 2,775 (12) 3,425 (17) 5,174 (16) 11,942 (19
10 RHODE ISLAND 2,861 2,228 (8) 2,926 (8) 3,789 (9 5,736 (11) ' 16,703 (5
11 CALIFORNIA 2,795 1,933 (15) 2,646 (14 3,662 (12) 5,918 (8) 13,998 (12
12 HAWAII 2,775 2,084 (10) 2,858 (10) 3,827 (8) 5,655 (12) 16,386 ()
13 VERMONT '2,678 2,250 (7) 2,817 (11) 3.701 (11) 6,003 (7) 15,451 (9
14 OREGONt 2,513 2,011 (12) 2,887 (9) 3,714 (10) 5,259 (14) 16,217 (7)
15 CONNECTICUT* 2,488 1,638 (26) 2,136 (29) 2,711 (29) 4,765 (21) 8,467 (34)
16 VIRGINIA 2,448 1,978 (13) 2,382 (22) 3,424 (18) 4,774 (20) 11,421 (20)
17 PENNSYLVANIA 2,343 1,942 (14) 2,541 (16) 3,156 (23) 4,421 (25) 9,592 (29
18 NEBRASKA 2,337 1,812 (18) 2,476 (19) 3,435 (16) 4,937 (17) 13,758 (13)
19 MAINE " 2,297 1,751 (21) 2,768 (13) 3,526 (14) 6,164 (6) 16,137 (8)
20 NORTH CAROLINA 2,226 1,768 (20) 2,468 (20) 3,461 (15) 5,212 (15) 13,512 (14)
21 ILLINOIS 2,194 1,733 (22) 2,224 (28) 2,754 (27) 3,997 (31) 8,667 (33
22 COLORADO 2,147 1,723 (23) 2,500 (18) 3,184 (22) 4,237 (27) 7,396 (39)
23 IOWA 2,127 1,679 (25) 2,257 (27) 2,944 (26) 4,819 (19) 12,276 (17)
24 UTAH 2,093 1,886 (16) 2,608 (15 3,353 (19) 4,712 (23) 9,372 (31)
25 KENTUCKY . 2,067 1,688 (24) 2,362 (23) 3,072 (24) 4,215 (28) 9,086 (32
26 GEORGIA 2,028 1,555 (29) 2,264 (26) 3,040 (25) 4,482 (24) 9,609 (26)
27 IDAHO 2,012. 1,776 (19) 2,422 (21) 3,213 (21) 4,858 (18) 11,325 (21)
28 KANSAS 1,968 1,559 (28) 1,996 (33) 2,523 (34) 3,879 (33) 9,446 (30)
29 SOUTH CAROLINA . 1,935 1,625 (27) 2,348 (24) 3,289 (20) 4,718 (22) 11,974 (18)
30 NEW H.4MPSHIRE*t 1,909 1,532 (30) 2,043 (30) 2,705 (30) 3,348 (38) 7,570 <37)
31 OHIO 1,827 1,408 (34) 1,956 (35) 2,624 (32 3,992 (32 10,166 ,25)
32 MISSOURI 1,790 1,431 (33) 1,964 (34) 2,753 (28) L., 98 (34 7,716 (36)
33 ARIZONA 1,770 1,492 (31) 2,035 (31) 2,682 (31) 4,465 (26) 7,200 (3)
34 MONTANAL 1,751 1,456 (32) 2,286 (25) 2,573 (33) 4,050 (30) 10,324 .23)
35 OKLAHOMA 1,686 1,228 (40) 1,6-'3 (36) 2,224 (38) 3,629 (36) 9,681 (25)
36 ARKANSAS 1,654 1,341 (37) 2,028 (32) 2,509 (35) 4,162 (29) 9,676 (27)
37 WEST VIRGINIA 1,637 1,211 (41) 1,559 (42) 2,076 (41) 3,309 (40) 10,663 (22
38 ALASKA* 1,612 1,149 (42) 1,387 (45) 1,620 (45) . 2,349 (44 4,115 (48)
39 ALABAMA 1,556 1,346 (36) 1,838 (37) 2,226 (37) 3,439 (37) 6,443 (40)
40 NEW MEXICO 1,540 1,126 (44) 1,751 (39) 2,290 (36) 3,722 (35) 10,212 w4
41 MISSISSIPPI 1,516 1,287 (39) 1,753 (38) 2,108 (39) 3,322 (39) 8,452 (35
42 INDIANA 1,480 1,249 (39) 1,712 (40) 1,942 (42) 2,805 (41) 5,585 m)
43 SOUTH DAKOTA* 1,407 1,397 (35) 1,438 (43) 1,924 (43) 2,730 (42) 3,504 :50)
44 NORTH DAKOTA 1,406 1,143 (43) 1,652 (41) 2,105 (40) 2,666 (43) 5,681 .41)
45 WASHINGTON* 1,258 1,041 (45) 1,389 (44) 1,578 (46) 1,944 (48) 4,201 «47)
46 TEXAS* 1,186 837 (48) 1,168 (49) 1,486 (48) 1,859 (50) R 4?)
47 FLORIDA* 1,173 849 (47) 1,199 (47) 1,703 (44) 2,086 (46) 4,545 (44)
48 TENNESSEE* 1,132 932 (46) 1,244 (46) 1,556 (47) 2,180 (45) 4,539 45)
49 NEVADA* 1,062 834 (49) 1,192 (48) 1,225 (50) 1,889 (49) 4,794 (43)
50 LOUISIANA 1,002 757 (51) 1,017 (50) 1,262 (49) 1,954 (47) 4,475 45
51 WYOMING* 890 770 (50) 882 (51) 1,223 (51) 1,380 (51) 2,686 (31)m

ALL STATES $2,414 $1,854 $2,491 $3,257 $4,857 $9,651
'Stales wf.nnopu'sonal ircomelax Ccrreccuttaies onl, capital gains Bnddwtle'dSttkm Ha'nes'i»eenSTennes!-*etai cnt, inte'es: and dividends. Scxrce Inter™'fie.evje Se-'ce

'States win nosales lax

ft&SUAEY )9C 77



The Certificate of Need
their attempt to control

(CON) law provides one of the "tools"™ HSAs use in
health care costs by preventing unnecessary in—

vestment by, and expansion of, health care facilities.

The Certificate of Need
repealed.

law has not accomplished its purpose, and should be

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
demonstrated the capacity to restrain cost

increases.

2. Certificate of Need focuses on the.issue of "excess
system 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 barri

er to technologically 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 conditionally upon repeal of the

federal health planning law.

4. Certificate
planning.

of Need 1is not synonymous with health
For many years hospital boards have

performed the role of Community involvement in
health care planning, with enormous success.

5. The current
credentiali

programs for licensure, registration,
ng, and accreditation of health care

providers and institutions safeguard the quality of
health care services and protect consumers.

6. Certificate
competitve
costs.

of Need is inconsistent with a price
approach to containing health care

1. Several studies indicate that CON programs have not demonstrated the

capacity to restrain cost

A review of the literatur

increases.

e on effectiveness of certificate of need programs

indicates- that oyer 100 papers and/or studies.have been completed. This

information has been summ
summary, "Certificate of
Bibliography of the Resea
hypotheses concerning the
the more significant hypo

arized, 1in part, under a contract with HEW. The
Need Programs: A Review, Analysis and Annotated
rch Literature,”" examined a number of general

effectiveness of CON. Some of the findings of
theses include:



1. CON will not control cost increases.
2. CON 1is expensive to administer.
3. CON stifles innovation in delivery mechanisms.

4. CON prog-ams are hampered by the difficulty of developing
standards.

In February, 1981, the Office of the Legislative Auditor of the State
found:

"no empirical evidence that Certificate of Need
programs reduce hospital costs, and little evidence
that they reduce capital investments."

One of the more comprehensive studies of CON was published by David S.
Sslkever of John Hopkins University and Thomas N. Bice of Washington
Certificate of Need Laws on Health Care Costs and Utilization,"
concluded:

"In summary, our analysis points to the (perhaps)
surprising conclusion that CON controls have
contributed to cost inflation; thus they have tended to
produce the very result which they were designed to
prevent. The presumption of its (CON) effectiveness 1is
clearly not warranted by the available evidence."

2. Certificate of Need focuses on the issue of "excess system capacity"
the exclusion of the issues immediate cost to the patient and the
long-term cost savings to the overall system. CON 1is an entry barrier

technologically innovated firms..

to

on

A sti,dy conducted by Ernst and Whinney on Excess Bed Capacity in California

found:

"We also conclude that the regulatory focus on
beds per se is even less likely to yield significant
results. Teds are not a good measure of capacity in
the first place/and the funds to maintain beds per is
are a trivial portion of the total."

"It is then equally unclear whether a policy directed
toward capacity control can ever succeed in impacting
the costs of health care to the consumers."

Certificate of Need inhibits entry and exit from the market and has been
cost-producing rather than a cost-containing mechanism.

a



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 conditionally upon repeal of the federal health
planning law.. These include Arizona, Kansas, Minnesota, New Mexico,
Arkansas 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 program 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

band."
4. Certificate of Need is not synonymous with health planning. For many
years hospital boards have performed Community involvement in heatlh care
planning, with enormous success. These representatives of the community

volunteer their 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. The current programs for licensure, registration, credentialing, and
accreditation of health care providers and institutions safeguarding, and
quality of health care services and protect consumers. These programs
should continue.

6. Certificate of Need is inconsistent with a price competitve nproach
to containing health care costs.

The January 13, 1983 issue of The New England Journal of Medicine states:

"It (The Certificate of Need Program) interferes with
competition in the health-care sector.” "Under P.L.

« 93-641, the certificate- 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.”



"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 few branches providing needed emphasis on rationality
and priority setting to a forest and then a jungle of
confusing pronouncements."

Economists led by Stanford professor Alain C. Enthoven aritculate the
market place principal, and competition as the solution to soaring costs
that government regulation has been unable to quell. (Enthoven, A.C., The
Competition Strategy: Status and prospects. New England Journal of
Medicine. 1981: 304:109-12)

John F. Horty, a lawyer who remains the driving force behind the National
Council of Community Hospitals said:

"We believe change 1is coming. We want to help shape
it. Competition isn"t going to serve every hospital,
nor should it, but it will sharpen internal decision
making and serve the public interest for better than a
regulatory model."” (lglehart, J.K., Drawing the Lines
for the Debate on Competition. New England Journal of
Medicine, July 30, Tr981:305:291-7357

The Minnesota Coalition on Health 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 so that costly duplication would be avoided. Unfortunately, this has
not been the case. Dr. Sommerdorf, in testimony given in 1981 prior to the
repeal of Minnesota®s certificate 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



excess capacity. Without excess capacity, there is no
room for the growth of cost effective programs and
providers, or for the demise of cost-ineffective
programs and providers."

"After over 10 years in Minnesota and elsewhere in the
nation, CON has not established a strong case for its
effectiveness." (Minnesota Medicine, March 1982)

The Supreme Court of North Carolina (In the Matter of Certificate of Need
for Aston Park Hospital, |Inc. 282NC542, 193SE2d 729, 61ALR3d 268) held:

"Statutory provisions requiring issuance of a
certificate of need before construction of hospital
facilities was unconstitutional as a depriviation of

e liberty, even when attempted to be justified under the
police power, when applied to a hospital seeking
construction, with priviate fund;; and suitable
materials, on private property suitably located, of a
well-planned hospital, to be adequately equipped and
staffed."”

CONCLUSION

Based on the review of the research to date, studies have verified that CON
has been unsuccessful 1in controlling health care costs. Administrative and
compliance costs of CON even further increase health care costs.
(Havighurst, 1973; Noll, 1975; Kinzer, 1977; Salkever 1978). These admin—
istrative and compliance costs of CON include costs resulting from addi—
tional institutional time devoted to planning, collection of data for use
in CON applications, the need for legal assistance and higher constsruction
costs resulting from delays due to the CON process.

RECOMMENDATION

Alaska®"s Certificate of Need (CON) law should be repealed.
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To: House HESS Committee

From: Dave Palmer

Date: February 10, 1983

Subject: HB 19, An act to repeal the Certificate of Need
Progranm

The certificate of need program was established in 1974
by federal law (PL 93 641). It is intended to serve as a
cost control aid and a planning review process. Through
review of major capital expenditures, it is intended to
serve as a check to frivolous or misdirected projects. It
directs capital construction investment to be compatible
with statewide health planning goals. The certificate of
need was designed to prevent unnecessary duplication which
results in underutilization and inflated costs in a cost
based reimbursement system for medical payments.

While discussion of the Certificate of Need (CON)
process can lead to esoteric analysis of health care,
government, and social issues, | have 1identified four
topics that 1 believe will be discussed by the committee and
those testifying on either side of this 1issue:

1. Federal mandates

2. Effect on State revenue sharing programs
3. Effect on State medicaid programs

4. The private enterprise vs government

regulation issue.

Federal Mandates

The CON process" is required by Federal lav:. Failure to
comply with the law carried a sanction that provided that
the Federal government would withhold "any allotment,

grant, loan and loan guarantee made to and each contract
entered into \vith an individual or entity in such State...
under this Act (Public Health Service Act), the Community
Mental Health Centers Act, the Comprehensive Alcohol Abuse
and Alcoholism Prevention Treatment and Rehabilitation Act
of 1970, and the Drug Abuse Office and Treatment Act of
1972."

The sanctions were to begin at a withholding of 25% of
the entitlement and 1increase by 25% increments annually.

These sanctions have been lifted, temporariiv at least,
by a continuing resolution of CongreTs, which expires on
September 30th of this year. Attached at the end of this
paper 1is a letter itemizing those funds and programs that
wou*ld be affected by the impcsition of sanctions.



The Alaska Legislative Information Office 1ir.
Washington, -D.C. answered by inquiry about sanctions this
way :

Question: V?hat are the chances that the sanctions may
be again suspended beyond September, 1S83?

e Answer: This 1is coinc tc depend on what the 98th
Congress chooses to do. The continuing resolution will
stand unless Congress takes some action before the end of
the fiscal year. IT Congress does not act before June 30t°'n

of FY 84,the Dept, of Health and Human Services 1is powerless
to .impose the sanctions mandated by law and is waiting for
some direction from Congress.

In response to a question about the reaction by the
Department of Health and Human Services to Alaska"s repeal
of. the CON program, the unofficial reply is: Alaska will
still have to comply with some sort of federal regulations
to receive health care funds and that starting from scratch
(after repeal) might be much more difficult than trying to
amend the existing program on CON. For instance, the Block
Grant proposals from the 97th Congress included a CON
requirement; The compromise bill by Senators Quavle and
Kennedy (which was not accepted by the administration)
included CON requirements. The Reagan administration favors
repeal of CON, the Congress Tfavors retention.

Regardless of the status of the sanctions, repeal of
CON would probably mean loss cf some federal health planning
funds.

Effect on State Revenue Sharing Progranm

State aid through Title 29 revenue sharing funds for
hospital entitlement grants, hospital capital construction,
public roads, and volunteer fire departments outside the
organized borough may be affected by repeal of the CON
program. The reasoning is like this: IT repeal of the CON
removes a control on public health facility construction,
other things being equal, one could expect an increase in

construction. An increase 1in construction could mean more
demand on the hospital entitlement and capital construction
fund. Because all funds for the Title 29 topics listed

above are allocated on a pro rata basis within the available
appropriation, increasing the demand on one area decreases
the funds available to all these entitled tc funds.

Proponents for repeal .explain that because the "capital
construction reimbursements are paid after financing and
construction, the program 1is cf little use to any but a few
revenue producing facilities. I have attached the most
current itemization of revenue sharing payments for health
facilities and hospital construction aid.
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If the CON program does help contain health care costs
by avoiding duplication and misdirected investments, it
follows that repeal would have the opposite effect on health
care costs. Because medicaid is a retrospective progranm,
that 1is, payments are made after costs are 1incurred, an *
increase in health care cost will increase medicaid
payments. Those arguing for retention cf CON also point out
that repeal could lead to overbuilding of facilities, and
revenue for unused facilities must be generated from those
services generating revenue. In short, costs subject to
medicaid payments could increase.

There 1is a proposal -bv the Alaska State Hospital
Association to develop a prospective rate structure for

medicaid payments. This would allow for the establishment
of approved rates by an independent commission. Discussion
ofthe latitude of the commission for inclusion of economic

depreciation, rate of return, and other costs associated
with unused Tfacilities would be relevant.

Private enterprise vs Government regulation

It is generally agreed that most health care facilities
(especially in Alaska) do not fit within the free enterprise
category.” A free enterprise system operates when certain
elements are present:

1. There exists a large number of buyers and
sellers.

2. Consumers must bear the consequences of their
decisions.

3. The seller must be able"to leave or enter the

marketplace freely.

With the exception of Anchorage, there are no Alaskan
communities with more than one hospital. Choices for health
care are limited.

Third party payments remove the consumer®s responsibil—

ity for the financial consequences of their actions. There
is little incentive to restrict demands on the system if
someone else "pays tne bill. In 1981, oniv ~ -1% of"the
healtn care-trstis~paid For their own treatment.

Health care is not a free entry marketplace. The CON
ereview is only one of the restrictions to er.trv. There
exists licensing standards, public funding processes, and
licensing requirements for personnel... the physicians,
.nurses, and technicians. Because of the complexity of

health care questions, consumers rely heavily cn physicians.
70% cf health care expenditures are influenced by
physicians.
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The question of-private enterprise vs regulation 1is one
that can be-discussed ever and over, but repeal or retention
of the CON procram will not address that issue.

CONCLUSIONS:

The certificate of need statute in Alaska in cut of
date. The limits are low, lower than those set by Federal
lav?. . Amendments could be proposed to address particular
problems relating to the requirement for the replacement of
existing equipment, replacement of like equipment, time
limits for review and the like.

The purposes for which the CON procedures were enacted
probably do not have much application in A.laska. Because cf
the large involvement by the State in the funding of
hospitals, both- for capital construction and operating
facets, it can be argued that there exists sufficient
programatic review. However, capital budget review and a
detailed justification by a hospital administration in a CON
process are completely different in scope and detail.

Several states, |like Alaska, are currently out of
compliance with the Federal requirements. Sanctions have
never been imposed against a state, however, no state has
repealed its CON program.

Repeal of the program will not reduce health care costs
to the recipient of such care.

Repeal of the program may encourage expansion of
existing facilities,

Repeal of the program will remove a state level review
of health care facility development.

Repeal of theprogramwill make health planning
assistance for theFederal government difficult to obtain.

Repeal of theprogramwill not remove Federal health
planning requirements.

The current statutory requirements of the Alaskan CON
program are obsolete.
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POLICY STATEMENT

CERTIFICATE OF NEED

Position: The Alaska State Hospital Association advocates
the repeal of the certificate of need (CON) law, AS 1S.07.

Rationale: The CON process has proven costly, wasteful,
and unnecessary. The program has become excessively
bureaucratic to" the point that it undermines economic
incentives throughout the decision-making process and

so increases the cost of capital projects it takes
valuable dollars from patient care. The certificate of
need process also removes community control from local
jurisdictions in respect 1o municipally-owned facilities
and local advisory boards 1in respect to corporate owner —
ship.

An alternative approach to state control would
permit marketplace economics to control expansion and
would rely on local decision-makers to make decisions
for their own communities.. We see a value 1in state
government continuing its planning function with input
from regional and local groups.

Note: This does not contemplate repeal of construction
or licensure standards.
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REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES

Alaska State Hospital Association
Position Paper
Certificate of Need Repeal

The Certificate of Need program in Alaska (AS.07)
should be repealed. It is both inequitable and unnecessary.
Its basic presumption 1is that the Department of Health and
Social Services can make better decisions for hospitals and
nursing homes than can the facilities themselves.
Basic Issues
1. Equity

- While controlling non-state construction of skilled

nursing facilities (SNF %) and intermediate care facilities
(ICFX), the prgram exempts these beds"constructed in

Pioneers ” Homes. Thus.any determination of need based on
the current program is flawed because forces external to the
program can and have - in Anchorage, Juneau, and Ketchikan -

altered the factual situation.

Alaska Native Health Service and the Armed Forces
facilities are also exempt from coverage. Their, activities
have a direct bearing on many other facilities in terms of
both service area and referrals.

Physician office construction and equipment purchase
are.also exempt.

The 1inequities are clearly illustrated in tne Anchorage
area: Providence Hospital, Humana Hospital, Nakoyia Health
Care Center, Hope Cottages and the Alaska Treatment Center
are included in the CON program while the Alaska Native
Health Service Hospital, Elmendorf AFB Hospital, the
Anchorage Pioneers®s Home and the Diamond Emergency Center are
not included. All of these facilities share the same basic
service area.
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2. Unnecessary

Market place economics anJ competition should be the determinant

of capital expansion for health facilities. In Anchorage, the
Municipal Health Commission as well as open board meetings provide
the public input into a facility"s planning process. In smaller

communities the city council or borough assembly who own the facility
provide the public input opportunity.

Alaska is a developing state of many isolated regions without

any appeal for duplication of services or need to limit access to
health care, which 1is the basic intent of the CON program. e

3. Conformity

42 USC 300 m-(d) requires that states conform to the federal
program or face a reduction of specified public health service funds.

- Conformity 1is not achievable without the 1inclusion of the
Pioneers®" Homes.

There are 30 states, including New York and California
as well as Alaska, which are not in conformity.

The penalties have been deferred every year since passage.
In December of 1982 they were deferred until October 1, 1983.

- The Reagan Administration 1is not supportive of continuing
this program. Congress 1is "working to create a state optional progranm
without penalties. Thus the likelihood of imposition of penalties is

remote at best and the across the board elimination of CON would not
change Alaska®"s current status.

4. Other States
- - Louisiana does not have a certificate of need Ilaw.

According to the American Hospital Association, 30 states
currently do not conform.

- At least seven states have termination clauses or specific sunset
provisions.

5. Attachments

- Alaska State Hospital Association Policy Paper on Repeal
ofeCertificate of Need

- Providence letter to Mayor Knowles explaining opposition
to CON.

U.S. Department of Health and Human Services letter to
Dennis DelYitt discussing Alaska®s non-conformity.
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(Attachments cont.)

Alaska Department of Administration letter to Representative
Don Clocksin discussing Pioneers®™ Homes exemption, conformity
problem, and potential for penalties.

- 42 USC 300m-(d)

*

Alaska Department of Health and Social Services letter to
Representative Mike Beirne indicating lack of compliance with federal
program.

Alaska State Medical Association Resolution calling for
the repeal of certificate of need.

- «Alaska State Hospital Association letter to Stevens on
CON repeal.

Governor Sheffield"s response to the Association letter to
Senator Stevens.



LAKE OTIS CLINIC, INC. P.0. BOX 4-1S39 ANCHORAGE, ALASKA 99509

(907) 276 « 3166

March 18, 1983

Representative Al 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. 1 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.



Representative Al Adams
Chairman of Finance Committee
March 18, 1983
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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 | have personally invested more

than Two Million Dollars in this project. | 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 Beime
President
Lake Otis Clinic, Inc.

MB/cm



Alaska f>tafe legislature

Representative Milo Fritz

District 5 S.
P.O. Box 158
Anchor Point, Alaska 99556
(907) 235-8366 e .
VA V4
Jty
of Kgtrmntatiu*a
MILO FRITZ

MEMORANDUM

TO: All Finance Committee Members
FROM: Representative Milo H. Fritz
DATE: March 21, 1983
RE: House Bill 19, Repeal Certificate of Need

I have enclosed some basic information regarding the

While In Juneau

Pouch V
Juneau, Alaska 99811
(907) 465-4833

of

Certificate of Need. If you would like further information,

please contact my office at 4833 or Room 114, Capital.

ds

Enclosures



Blue Cross

of Washington and Alaska

15700 Daylon Avenue North/P.O. Box 327
Seattle, Washington 98111
206/361-3000

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 HeallLti Planning and Development Agency, who may make
recommendations on planning matters. ~

JHG:pf



TESTIMONY BEFORE HOUSE HESS COMMITTEE, HB 19

My name i1s Martin Tirador, and I am employed by Blue Cross of
Washington and Alaska. I appreciate this opportunity to
present these comments to the Committee.

Blue Cross of Washington and Alaska supports the retention of
Certificate of Need. Certificate of Need is one method used to
curtail the health care costs that are increasing at about four
times the rate of other costs. Cost control is a vital part of
our ability to provide affordable health care coverage to over
50,000 persons in Alaska. The addition of new beds and
services can create new costs that may result in decreased
service" and increased premiums to groups and individual
subscribers. The State of Massachusetts experience and the
Arthur D. Little Company study have statistics that indicate
that for every dollar spent in adding beds, the operational
costs are thirty cents, about nineteen cents of which is a
depreciation expense. This cost for beds 1is paid by the
hospitalized patients in increased basic service charges. As
an example, fifty beds constructed at a cost of $250,000 per
bed provides a total construction cost of $12,500,000. Using
the Massachusetts information, an average of thirty cents
operational costs per one dollar of construction costs,
$3,750,000 would be added to patient day charges annually over
the useful life of the facility. These charges will increase
the costs and increase the premium charges for coverage.

While Blue Cross supports the Certificate of Need program, we
recognize this program must change to meet the changes in
economy and society. To this goal, Blue Cross recommends the
following:

1. Increase the Certificate of Need threshold from
$150,000 to $1,000,000 for capital expenditures,
$1,000,000 for major medical equipment purchases, and
$1,000,000 for the establishment of new institutional
health services. Expenses exceeding these new
thresholds would require a Certificate of Need, except
as exempt in recommendation number 2. Using this new
threshold, most non-major purchases and modifications
could be made without undergoing the review process,
and many decisions can be based on patient need.
Since it costs a facility less than one-half of one
percent of the project costs to obtain a Certificate
of Need, the cost can now be saved.

Major expenses would still require a Certificate of
Need. This provides an opportunity for input where
large dollars are involved. The review will require
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documentation of necessity and will exert control on
runaway cost escalation.

2. Remove health, safety and regulation modifications
from the Certificate of Need process. It would seem
unnecessary that permission be obtained from one state
agency to make necessary modifications required by
another state agency.

3. Streamline the Certificate of Need review process.
The present methodology appears burdensome and lends
itself to as many as three review processes. One
review would appear to be sufficient. We suggest the
State Health Planning and Development Agency be the
reviewing authority. The Certicatl of Need issuing
authority should remain within the offices of the
Commissioner of Health and Social Services.

Local government should have the option to establish local
health advisory bodies to provide input to the decision-makers.
These local planning bodies would be an input agency to the
state health plan, as they are at this time.

In conclusion, Blue Cross of Washington and Alaska urges the
State Legislature to retain the Certificate of Need program.
Blue Cross feels this program, while appearing burdensome at
times, 1is an avenue for the control of costs that are utimatelt
borne by the hospitalized patient or the employer who provides
his health care coverage. The Certificate of Need threshold
should be increased to permit a higher level of autonomy by
local health care providers. The review process should be made
as simple as possible, while assuring that the applicant be
accountable to the consumer for their major projects.

Thank you again for the opportunity to present this position to
this Committee.



SECTIONAL ANALYSIS OF PROPOSED FINANCE CS FOR HB 19

Title: Title is changed to reflect addition of sections to the
bill relating to state aid for health facilities.

.Section 1: This 1is the authority for continuation of certificate
of need (CON) wuntil 1986. The-section also makes two technical
changes to present law. First, it substitutes "division of
planning, policy, and program evaluation™ for "office of planning
and research”. This change is necessary because of the
Department®s recent internal reorganization. The division of
planning, policy and program evaluation is the proper office for
administration of the certificate of need program, as well as the
other health planning duties required by federal law as
enumerated in the bill. Second, the new language corrects
references to federal law with respect to health planning duties
of the division.

Section 2: This 1is the authority for continuation of the
division®s health planning duties as enumerated in federal law
without responsibility for CON review. This section would go
into effect in 1986 when CON would be repealed if a bill to
continue it is not introducedeat that time.

Section 3: Subsection (a) states that a CON is required for
construction or equipment purchase over $1 million, for
alteration of bed capacity, and for addition or elimination of
new services. (Current regulations require a CON for
.construction or equipment purchase over $150,000; current statute
allows the department to provide this threshold through
regulation.) Subsection (b) states that a CON is not required
for replacement equipment. Subsection (¢) provides that the
legislature may not appropriate, nor may a person receive state
funding for construction or equipment for which a CON is required
before the CON 1is approved.

Section 4: This section describes the procedure for review of
CONs. The division, and then the commissioner shall review all
applications. Consultation .with HSAs or municipal health
commissions is allowable, but not mandatory, and approval of a
CON does not have to be conditioned on approval by an. HSA or
municipal health commission. The entire review process must be
completed within 90 days of submission of the completed
application by the applicant.

Sections 5-11: These sections all make technical language
changes to the CON statute to conform with the use of the term
"division™ to reflect the Department™s recent reorganization.

Section 12: Provides that facilities who apply for financial
assistance through the Alaska Medical Facilities Authority must
meet state licensing requirements. The requirement that such
facilities apply for and receive a CON 1is removed, however this



section does not go into effect until 1986 when CON will be
sunsetted if legislation to continue it is not approved.

Section 13: This section caps revenue sharing for hospitals at
$250,000 for a facility with ten or more acute care beds and at
..$50,000 for a facility with ten or less acute care beds.

(Current statute provides for $1,000 per bed not acute care

bed or $250,000 and $50,000; it does not provide for maximum
amounts of aid. Conceivably then, a hospital with 260 beds could
get $260,000 if enough funding is appropriated.)

Section 14 - 19: These sections provide for a prospective
payment system of reimbursementeto health facilities for Medicaid
and General Relief Medical recipients. Rates are currently
established retrospectively through a process commonly called
"cost settlement”. Costs are estimated at the beginning of a
fiscal year and an interim payment determined. At the end of the
fiscal year, the total of interim payments made is compared to
the allowable costs of the provider. The difference is either

collected from or paid to the provider. "Cost settlement”™ does
not provide any incentives to hold the line on staff, equipment,
wage 1increases, and service expansion. In short, it does not

provide any incentive for "cost containment™.

Prospective payment, on the other hand, provides for

establishment of payment rates 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 entire fiscal year.

Section 14: Gives Medicaid Rate Commission the authority to
institute prospective payment by regulation. Lists factors to be
included when determining rates. States that underutilization
because of "improvement or careless development of the facility”
may be considered in rate determination.

Section 15: Within 120 days of the end of a facility"s
fiscal year, a financial performance report must be submitted to
the commission. By September 30 of each year, the commission
shall submit to the Governor a report summarizing prospective
payments made during the current fiscal year and predicted rates
for the next fiscal year. By regulation, the commission shall
establish uniform accounting and financial reporting procedures
for all facilities. Such procedures can be modified for
facilities with less than 25 acute care beds in order to reduce
operating costs of the facility. The section contains language
requiring audits and inspections of facilities®™ records and
applies the Administrative Procedures Act to the commission®s
activies.

Section 16: Defines "commission” and "health facility". A
health facility includes a hospital, skilled nursing facility,
intermediate care facility (ICF) , an ICF for the mentally
retarded, rehabilitation facility, 1inpatient psychiatric



facility, home health agency, rural health clinic, and outpatient
surgical clinic.

Section 17: Establishes the Medicaid Rate Commission in
DHSS as the commission charged with the responsibility for
establishing prospective payment rates. The five members of the
commission are a chief executive officer of a facility subject to
prospective payment, the commissioner of DHSS or Administration,
a physician not employed by the state, an accountant with
relevant experience, and a consumer representative.
Commissioners are appointed by the Governor and serve at his
pleasure. Provides for term of membership, compensation,
officers, meetings and quorum, employment of personnel. Provides
that the commission®s duty is to establish prospective payment
rates.

Section 18: Provides that previous sections apply to rates
paid under GRM as well as Medicaid.

Section 19: Provides authority to DHSS to establish an
interim prospective payment system until the work of the
commission 1is underway.

Section 20: Every three years, the legislature shall review CON
and revenue sharing for construction of health facilities. Both
statutes are "sunsetted™ if legislation is not introduced to
continue them.

Section 21: Provides for repeal of revenue sharing for
construction of health facilities on July 1, 1986. Legislation
must be introduced at that time to continue the program.
However, any facility receiving aid on or before June 30, 1986
can continue to receive aid up to the 25% entitled to it in
existing law.

Section 22: Repeals CON on July 1, 1986. Legislation must be
introduced at tha- time to continue the program.

Section 23: Technical repealers.

Section 24: Provides that sections concerning the division®s
responsibilities, compliance with licensing requirements other
than CON for assistance from the Alaska Medical Facilities
Authority, the repeal of revenue sharing for health facility
construction, and CON repealers take effect July 1, 1986.

Section 25: Provides that the rest of the bill takes effect
immediately.

(LWC: 4/13/83)



AMENDMENT TO A

After line 27, insert:

"Section 3 AS 29.90.010-29.90.030 is repealed. i
UFAUW®/
Section 4. Any hospital or health facil itjftreceiving state aid for
hospital and health facility construction shall receive such aid as it
would have, had AS 29.90.010-29.90.030 not been repealed. However, no

new applications for aid shall be received or processed after the

effective date of this legislation.™

%

*



James S. $Bfer, iH3.

A Professional Corporation

SRA Box 939
Old Seward Highway
Anchorage, Alaska 99502
(907) 8+4-S&46-

11 April, 1983

Terry Martin

House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Reoresentative. Martin:(
- kJ £, P-——

I would like "to .take this time to give you
my views on changing or- eliminating the Certifi —
cate of Need Law for Alaska.sssdr "Suggest that you*-
do not eliminate th ""lawT”A"Df amount of fund-—
ing r.ot subject to the Certificate of Need Law 1is
raised I would recommend that it not be raised
above $500,000. {n

I have considerable concern regarding the
future of medicine 1in this, state under the consider —
able influence of hospital coz"porations such as
Providence Hospital and especially Humana. I be—
lieve that prices are already considerably above
an appropriate level at both hospitals. Huraanain
particular:,SKas raised payees in theTx-ray depaiit-
,-ment. by almost .50% in a latftle over seven *s(): =
months. I know for a fact the prices elsewhere 1in
the hospital have also been raised substantially to
a point where they are considerecyexhorbitant by
many of us. You may be interested to know that at
Humana Hospital for the same®"services "in x-ray",Vah
in-patient pays 15% more than an out-patient for.
an identical service. Humana 1in particular appears
to be motivated by money. Although they pay a cer—
tain amount of lip service to other concerns,
including patient well-b"eing and so forth, virtually
every concern is secondary to financial consideration.
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3an0 S. Sister, fR.9

A Professional Corporation

SRA Box 939
Old Seward Highway
Anchorage, Alaska 99502
(907) 344761fi,r

Humana Hospital, and to some extent Providence
Hospital also, has demonstrated in the past a will—
ingness to attempt to limit the competition and
force it out of the community if possible. Humana
has- a history elsewhere of buying out competitors.
Humana also is . well known to provide inexpensive
loans or grants to new physicians for*eexchange for
receiving that physician lsvpatient referrals. |
can elaborate further if requested.

For further enlightenment on this subject,
please contact Representative Joe Hayes. I have
sent him a video-tape which | recorded from the
CBS national network news a couple of weeks ago
regarding hospital corporations. I think these
short news broadcasts will shed further light on
this natter. I apologize for the quality of the
tape.

I appreciate your concern in this matter. Once
again, | urge you not to change the Certificate of
Heed Law, or if it must be changed, to simply raise
the ceiling on the amount not subject to the Certi—
ficate of Heed Law and not to allow that limit to
exceed $500,000.

Sincerely yours/



South Central

Health Planning and Development, Inc.
1135 West Eighth Avenue eSuite 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 of 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 Medicare payment related to new capital
projects will be made only if a State has a capital
expenditures review mechanism (1122) in place,

4) that the maximum 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.



Page two

Alaska 1is 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 window 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 minimum 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 todiscuss this further with you.Please don"t hesitate
to call me or Susan Callan of this agency.

Sincerely,

Margaret M. Wilson
Executive Director

MMW/Zab

Enclosure



AMENDMENT

Offered in the HOUSE By Bettisworth

Page

Page

TO: SSHB 19

1, line 7, before "andZI insert:
"amending or repealing provisions relating to state aid for health

facilities, Medicaid and general relief medical assistance;"

1:
Delete all material following line 9 and insert in its place:

"Sec. 18.07.021. STATE HEALTH PLANNING AND DEVELOPMENT AGENCY.
The division of planning, policy, and program evaluation [OFFICE OF
PLANNING AND RESEARCH] in the department is the state health planning
and development agency designated under 42 U.S.C. Sec. 300m(b)(3),
(Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The division
[OFFICE] shall perform the functions enumerated wunder 42 U.S.C.
Sec. 300m-2(a)(l) - (3), ()(®) - (B), (O and (c), (Sec. 3, P.L.
93-641) [SEC. 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].
Sec. 2. AS 18.07.111 is amended by adding a new paragraph to read:

(13) "division" means the division of planning, policy, and

program evaluation in the Department of Health and Social Services

* Sec. 3. AS 18.26.220 1is repealed and reenacted to read:

Sec. 18.26.220. FACILITY COMPLIANCE WITH HEALTH AND SAFETY LAWS

-1- 4113783



AND LICENSING REQUIREMENTS. In order to receive financial assistance
under this chapter, a medical facility shall comply with AS 18.20 and
the licensing requirements of this chapter.

Sec. 4. AS 29.89.030(a)(1l) is repealed and reenacted to read:

(@) to a municipality that has the power to provide hospi—
tal facilities and services and that exercises that power, $250,000
per hospital for those hospitalswith 10 or more acute care beds, and
$50,000 per hospital for those hospitals with less than 10 acute care
beds; money received under this paragraph may be used only for hospi—
tals and shall be apportioned among qualifying hospitals as the muni—
cipality determines;

Sec. 5. AS 47.07.070 is repealed and reenacted to read:

Sec. 47.07.070. PAYMENT TG HEALTH FACILITIES. (a) The commis—
sion shall determine prospectively the rate of payment to a health
facility under this chapter and AS 47.25.120 - 47.25.300 based on a
fair rate for reasonable costs incurred by the facility. The commis—
sion shall by regulation list the factors it considers 1in making 1its
rate determinations under this section.

(b) In determining a rate of payment to a health facility unc
this section, the commission shall consider the proportionate share of
the facility™s financial requirements for patient care for

(@)) costs of currentoperations, including salaries and
wages; purchased services, supplies, insurance, leases, depreciation,,
taxes, 1iInterest expense, maintenance and other health facility operat—
ing expenses; and

(2) education, research, and appropriate capital

4113183



development.

this
tion
less

Sec.

(c) In determining a rate of payment to a health facility un
section, the commission may consider whether the rate of utiliza—
of the facility has been reduced because of improvement or care—
development of the facility.

6. -AS 47.07 1is amended by adding new sections to read:

Sec. 47.07.071. REPORTS BY HEALTH FACILITIES. Not later than

120 days after the end of each fiscal year of a health facility, the

facility shall submit to the commission a report on the facility®"s

financial performance during the fiscal year.

Sec. 47.07.072. REPORT BY THE COMMISSION. Not later than Sep-—

tember 30 of each year, the commission shall submit to the governor a

report on the prospective payments made under this chapter during the

current fiscal year and an estimate of the prospective payments that

will

be made during the remainder of the current fiscal year and the

next fiscal year. The report shall state the assumptions that are
used as a basis for the estimates.

Sec. 47.07.073. UNITFORM ACCOUNTING, BUDGETING, AND FINANCIAL
REPORTING. (a) The commission by regulation shall require a uniform

system of accounting, budgeting, and financial reporting for health

facilities receiving prospective payments under this chapter. The

regulations shall provide for the reporting of revenues, expenses,

assets, liabilities, and units of service. The commission shall

specify the date the system becomes effective for each health facil—

ity.

(b) In adoptingregulations under this esection, the commission
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shall consider

(1) accounting, budgeting, and financial reporting proce—
dures used by health facilities;

(2) variations among health facilities 1in the types of
health care services provided by health facilities;

~ (3) other factors the commission considers relevant, in—

cluding the size and organizational structure of health facilities and
the methods used by health facilities to obtain payments.

(c) The commission may waive or modify a requirement for ac-—
counting, budgeting, or financial reporting for a health facility if
waiver or modification 1is

(1) necessary to avoid excessive costs to the facility; and
(2) consistent with the policies of this chapter.

(d) Notwithstanding other provisions of this section, the com—
mission may, by regulation, modify the system of accounting, budget—
ing, and financial reporting required under this section for a health
facility having less than 25 acute care beds 1in order to reduce the
operating costs of that facility.

Sec. 47.07.074. AUDITS AND INSPECTIONS. As a <condition of
obtaining payment under AS 47.07.070, a health facility shall allow

(1) the department and the commission reasonable access to
the financial records of medical assistance beneficiaries; and

(2) inspection of financial records by state and federal
agencies to the extent required by federal law.

Sec. 47.07.075. APPLICATION OF ADMINISTRATIVE PROCEDURE ACT.

Actions of the commission under AS 47.07 and AS 47.25.120 - 47.25.300

4113/83



are subject to the provisions of the Administrative Procedure Act
(AS 44.62).
Sec. 7. AS 47.07.080 1is amended by adding new paragraphs to read:

(6) "commissionll means the Medicaid Rate Commission;

(7) "health facility” includes a hospital, skilled nursing
facility-, 1intermediate care facility, intermediate care facility for
the mentally retarded, rehabilitation facility, inpatient psychiatric
facility, home health agency, vrural health <clinic, and outpatient
surgical clinic.

Sec. 8. AS 47.07 1is amended by adding new sections to read:
ARTICLE 2. MEDICAID RATE COMMISSION.

Sec. 47. 07. 110. MEDICAID RATE COMMISSION ESTABLISHED. The
Medicaid Rate Commission is established in the Department of Health
and Social Services.

Sec. 47.07. 120. COMPOSITION OF COMMISSION. The commission
consists of five members as follows:

(1) the chief executive officer of a health facility that
is licensed by the state but not owned or operated by the state or
federal government and that 1is subject to the budget review process
under this chapter;

(2) the commissioner of administration, the commissioner of
health and social services, or the appointed designee of either com—
missioner;

(3) a physician licensed to practice medicine in the state
who 1is actively engaged in the practice of medicine and who 1is not

employed by the state;
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(4) a certified public accountant with relevant experience;

(5) a person representing consumers of health services who
does not have a direct or indirect interest in an entity that provides
health care services.

Sec. 47.07.130. APPOINTMENT OF MEMBERS. Members of the commis—
sion are- appointed by the governor and serve at the pleasure of the
governor.

Sec. 47,07.140. TERM OF MEMBERSHIP. The term of a member of the

commission appointed under AS 47.07.120(1), (3), (4), or (5) is three

years. A member may not be appointed to a successive term. The terms
of the members shall be staggered. A member appointed to fill a
vacancy serves for the unexpired term of the member. A term shall be

measured from January 1 of the year in which the term of the vacant
position begins, regardless of when the vacancy is filled.

Sec. 47.07.150. COMPENSATION. A member of the commission serves
without compensation but 1is entitled to per diem and travel expenses
authorized by law for boards and commissions under AS 39.20.180.

Sec. 47.07.160. OFFICERS. At the first meeting of each year,
the commission shall elect a chair from among i1ts members.

Sec. 47.07.170. MEETINGS AND QUORUM. The commission shall meet
as often as 1is necessary to conduct 1its business. Three members of
the commission constitute a quorum.

Sec. 47.07.180. DUTIES. The commission shall reviev Proposed
payment rates and budgets of health facilities and establi: payment
rates for healti. facilities under this chapter and AS 4V.25.120 -

47.25.300.
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Sec. 47.07. 190. EMPLOYMENT OF PERSONNEL. The commission may
employ and determine the salary of an executive director. With the
approval of the commission, the executive director may select and
employ additional staff. The commission shall be assisted by the
officers or personnel of the department as the commissioner of health
and social services shall direct. The -executive director of the
commission is in the exempt service under AS 39-25.

* Sec. 9. AS 47.25 is amended by adding a new section to read:

Sec. 47.25.195. PAYMENT TO HEALTH FACILITIES FOR TREATMENT OF
NEEDY PERSONS. (a) The department may make payments to a health
facility for the treatment of a needy person.

(b) A health facility receiving a payment under this chapter 1is
subject to the requirements of AS 47.07.070 - 47.07.075.

(c) For purposes of this section, Aealth facility”” includes a
hospital, skilled nursing facility, intermediate care facility, inter—
mediate care facility for the mentally retarded, rehabilitation facil—
ity, 1inpatient psychiatric facility, home health agency, rural health
clinic, and outpatient surgical clinic.

* Sec. 10. INTERIM PROSPECTIVE PAYMENT SYSTEM. The department shall
establish an interim system of prospective payments for health facilities
under this Act for the period July 1, 1983 to June 30, 1984.

* Sec. 11. The sponsor of a hospital or health facility construction
project who is receiving or entitled to receive state aid under AS 29.90 on
the day preceding the effective date of this Act shall continue to receive
state aid until the sponsor has received an amount which, combined with

state matching money for construction of the hospital or health facility,
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equals 25 percent of the total project cost. Money received for construe-
tion may not be used for any other purpose.

* Sec. 12. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 18.07.111-
(1) - (11); AS 29.90; AS 47.07.080(1) and AS 47.80.140(b) are repealed.

* Sec. 13. This Act takes effect immediately in accordance with AS 01.

10.070(c)."
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Differences, .between Bettisworth amendment and pyartin* amendment

On Sectional Analysis for CS for HB 19 by LWC 4/13/83,

strike sections 1,3,4,20,23,24,25.
Modify Sections 5-11, 21, 22.

Effective differences:

mTOPIC Bettisworth
Certificate of Need AS 10.07 Repeal
Aid to Construction AS 29.90 Repeal
Aid to Operations }dentical

Prospective Program for
Medicaid Identical

Martin

Sunset review 1in
3 years

Increases some
thresholds

Minor process change
Sunsets 1in 3 years

Identical

Identical
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SECTIONAL ANALYSIS OF mPftePGSE&-FTNANeg=e& FOR HB 19

Title: Title is changed to reflect addition of sections £o the
bill relating to state aid for health facilities.

]
Section 1: This is the authority for continuation of the division®s
health planning duties as enumerated in federal law without responsibility
for CON review.

Section 2: Makes technical language changes to the CON statute to conform
with the use of the term "division”™ to reflect the Department®s recent
reorganization. ;

Section 3: “Provides that facilities who apply for financial assistance
through the Alaska Medical Facilities Authority must meet state licensing
requirements.- The requirement that such facilities apply for and

receive a CON 1is removed.

Section 4: This section caps revenue sharing for hospitals at $250,000
for a facility with ten or more acute care beds and at $50,000 for a

facility with ten or less acute care beds. (Current statute provides
for $1,000 per bed not acute care bed or $250,000 and $50,000; it
does not provide for maximum amounts of aid. Conceivabley then, a

hospital with 260 beds could get $260,000 if enough funding is
appropriated.)

Section 5710: These sections provide for a prospective payment system
of reimbursement to health facilities for Medicaid and General Relief
Medical recipients. Rates are currently established retrospectively
through a process commonly called "cost settlement™. Costs are estimated
at the beginning of a fiscal year and an interim payment determined. At
the end of the fiscal year, the total of interim payments made 1is
compared to the allowable costs of the provider. The difference 1is
either collected from or paid to the provider. "Cost settlement™ does
not provide any incentives to hold the line on staff, equipment,

wage 1increases, and service expansion. In short, it does not provide
any incentive for "cost containment™.

Prospective payment, on the other hand, provides for establishment of
payment rates 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 entire fiscal year.

Section 5: Gives Medicaid Rate Commission the authority to institute
prospective payment by regulation. Lists factors to be 1included

when determining rates. States that underutilization because of
"improvement or careless development of the facility” may be considered
in rate determination.

Section 6: Within 120 days of the end of a facility 3 fiscal year, a
financial performance report must be submitted to the commission. By
September 30 of each year, the commission shall submit to the Governor

a report summarizing prospective payments made during the current fiscal
year and predicted rates for the next fiscal year. By regulation, the
commission shall establish uniform accounting and financial reporting
procedures for all facilities. Such procedures can be modified for
facilities with less than 25 acute care beds in order to reduce



operating costs of the facility. The section contains language
requiring audits and inspections of facilities “records and applies
the Administrative Procedures Act to the commission®s activities.

Section 7: Defines "commission™ and "health facility". A health
facility includes a hospital, skilled nursing facility, 1intermediate
care facility (ICF), an ICF for the mentally retarded, rehabilitation
facility, 1inpatient psychiatric facility, home health agency, rural
health clinic, and outpatient surgical clinic.

Section 8: Establishes the Medicaid Rate Commission in DHSS as the
commission charged with the responsibility for establishing prospective
payment rates. The five members of the commission are a chief executive
officer of a facility subject to prospective payment, the commissioner
of DHSS or Administration, a physician not employed by the state, an
fccountant with relevant experience , and a consumer representative.
Commissioners are appointed by the Governor and serve at his pleasure.
Provides for term of membership, conpensation, officers, meetings

and quorum, employment of personnel. Provides that the commission®s
duty is to establish prospective payment rates.

Section 9: Provides that previous sections apply to -rates paid
under GRM as well as Medicaid.

Section 10: Provides authority to DHSS to establish an interim
prospective payment system until the work of the commission 1is underway.

Section 11: Any facility receiving aid on or before.the effective date
of this bill can continue to receive aid up to the 25% entitled to it
in existing law.

Section 12: Repeals CON and Aid to Construction (AS 29.90.) contains
technical repealers.

Section 13: Provides that the bill takes effect immediately.



Alaska Otate ICcgislatarE WHILE IN SESSION

Pouch V
I State Capitol
House of Representatives J“”e(%%b’j'%% 7888]1
Al Adams OUT OF SESSION
Chairman Kot %.o. /Ei(l)x E& 09752
' ' otzehue, Alaska
| Committee on FHnance 7 430
Business 1024 W. 6th
March 25, 1983 Ancho(ra e’ﬁf%%M1
MEMORANDUM
T0: House Finance Committee Members
FROM: Al Adams, Chair m

House Finance Committee

SUBJ: Sectional Analysis of SS HB 19, an act
repealing the certificate of need program

The certificate of need (CON) 1law requires that all
nonfederal health care facilities apply for and receive
a certificate of need from the state before making
capital investments that will result in new
construction, renovation, or provision of new services.
A certificate of need is required, by regulation, for
any capital expenditure of more than $150,000.

Section 1: Removes the certificate of need function
from the responsibilities of the state health planning
and development agency (SHPDA).

The Governor proposes in his FY 84 budget to
incorporate SHPDA functions 1in the new Division of
Planning, Policy and Evaluation. At present, the
budget request includes CON review.

Section 2: States that if a medical facility wishes
financial assistance from the Alaska Medical Facility
Authority, it must comply with AS 18.20 which
establishes the licensing and other regulatory
requirements for health facilities in Alaska.

The Alaska Medical Facility Authority arranges mostly
tax exempt bond sales to finance health facility
construction.

Section 3: Repeals those portions of present law that
require Tfacilities to submit to the CON review process.

Section 4: Provides for an immediate effective date.



CORRECTTION

Discard SSHS 1?

and retain this corrected version.
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Introduced: 1/24/83
Referred: Health, Education &
Social Services and Finance

BY FRITZ, HAYES, ZHAROFF,
CATO, LINDAUER, SZYMANSKI,

IN THE HOUSE MCBRIDE AND BUSSELL

SPONSOR SUBSTITUTE FOR HOUSE BILL NO. 19

IN THE LEGISLATURE OF THE STATE OF ALASKA

THIRTEENTH LEGISLATURE - FIRST SESSION

A BILL

For an Act entitled: "An Act repealing the certificate of need program;

and providing for an effective date."

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

*

Section 1. AS 18.07.021 is amended to read:
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 42 U.S.C. Sec.
300m(b)(3). (Sec. 3; P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The
office shall perform the functions enumerated wunder 42 U.S.C. Sec.
300m-2Ca)(1)-(3), (a)(6)-(8), (b) and (c), (Sec. 3, P.L. 93-641)
[SEC. 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.
Sec. 2. AS 18.26.220 is repealed and reenacted to read:
Sec. 18.26.220. FACILITY COMPLIANCE WITH HEALTH AND SAFETY LAWS
AND LICENSING REQUIREMENTS. In order to receive financial assistance
under this chapter, a medical facility shall comply with AS 18.20 and

the licensing requirements of this chapter.

* Sec. 3. AS 18.07.031 - 18.07.101, 18.07.111(1) - (4), 18.07.111(7) -

(9), 18.07.111(11), and AS 47 80.140(b) are repealed.
* Sec. 4. This Act takes effect immediately in accordance with AS 01.-
10.070(c) -
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