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REPORTED OUT

FISCAL NOTE MAY 0 8 2004

STATE OF ALASKA Fiscal Note Number: 2

2004 LEGISLATIVE SESSION Bill Version: CSHB511(HES) SENATE FINANCE
( H) Publish Date: 3/24/04 COMMITEE

Ravison DetefTie (Note if camediion): Dept. Affected: Health & Social Services

Title RELATING TO CERTIFICATES OF NEED RDU Behavioral Health
Component Behavioral Hith Medicaid Svcs

Sponsor SAMUELS

Requester HOUSE (HES) Component No. 2660

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1037 GF/Mental Health

Other(Specify Type-do not abbreviate)

Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost:
Mark this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS

Prepared by: Sherry Hill. Special Assistant Phone 465-1616

Division Office of the Commissioner Date/Time 03/01/2004

Approved by: Joel S. Gilbertson. Commissioner Date 03/01/2004

Agency Department of Health and Social Services
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FISCAL NOTE
FN# 2

STATE OF ALASKA HILL NO. CSHB 511 (HER)
2004 LEGISLATIVE SESSION

ANALY S1S-CQNTINUAIIO.N.

RPTC services are expensive and the costs continue to increase. In FY 02 Alaska spent $32.2 million to
provide RPTC services to 728 children, most between the ages of 7 and 19. The total number of youth
served in the program has increased 222% from 226 in 1998 to 728 in 2002. The total amount spent on
RPTC care has risen 485% in four years, from $5.5 million in 1998 to $32.2 million in 2002.

The av_era%e per diem rate to keep children in RPTC facilities outside Alaska in 2002 was S55 per day lower than in-slate care
S303 in-statc to S248 per day out-of-stalcg. However, the average length of stay for a child in out-of-stale placement was
ongzer (141 days compared to 118 days). Some out of state services are specialized services not currently offered in Alaska.
Best practices indicate children arc bétter served closer to home and that in-statc care facilitates involvement in treatment and
discharge planning to improve transition for children or youth back into community based care, reducing length of stay and

rcadmissions.

Although the cost cannot be estimated, the transition from out-of-state care to in-statc_care could be very costly if proper
plannlni and development arc_not done. It is important to ensure that the beds are distributed according to communltY need

and tha supﬁort Services arf in pla‘e so that childreH do o,} end 'urP in rugher_ more expensjve levels of care for a longer
period than necessary. Deveome capacity to serve these children in Alaska will create more jobs in Alaska and ensure that

Alaskan dollars arc Spent in Alaska. IP Is conceivable that up to 150 new RPTC beds could be huilt in Alaska in a number of
facilities with construction costs of up to S3 to S10 million and cost of care could be up to S20 million.

This S20 million is not expected to be a cost that is in addition to the S32 million currently spent, but will reduce the amount
spent out of state if the development is well planned. |f development is not well planned, there will be additional costs.

Page 2 of 2



REPORTED OUT

o FISCAL NOTE MAY 0 8 2004

STATE OF ALASKA Fiscal Note Number: 1

2004 LEGISLATIVE SESSION Bill Version: csHe s11(HEs)  SENATE FINANCE
( H ) Publish Date: 3/24/04 COMMII ee

Revision Dale/Time (Note if correction): Dopt. Affected: Health & Social Services

Title RELATING TO CERTIFICATES GF NEED RDU Public Health
Component Community Health/EMS Services

Sponsor SAMUELS

Requester  HOUSE (HES) Component No. 2078

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES (0)

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts

1003 GF Match

1004 GF

1037 GF/Mental Health

Other(Specify Type-do not abbreviate)

Other(Specify Type-do not abbreviate)

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost:

Mark this box (X) if funding for *his bill is included in the Governor's FY 2004 budget proposal: [
POSITIONS

Full-time

Part-time

[Temporary

ANALYSIS: (Attach a separate page if necessary)

It is difficult to estimate how much actual additional CON work this bill would generate for the Department. Our rough
projection of 5 new CON applications per year would be absorbed by existing staff, thus this zero fiscal note.

However, should CON applications increase dramatically in the future, then a new position (Health Planner II,
$82,500) would be needed, as well as additional travel ($10,000) and contractual services ($10,000) - for a total
projected annual cost of $102,500.

Prepared by: Sherry Hill. Special Assistant Phone 465-1618
Division Office of the Commissioner Date/Time 03/01/2004
Approved by: Joel S. Gilbertson. Commissioner Date 03/01/2004
Agency Department of Health and Social Services
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A -Popr”tp
SENATE FINANCE

COMMITTEE
Amendment Number:* ~ ]

Bill Number: -H"0 11

Sponsor& r g<21  Date: S)%l A
Logged In By:

AMENDMENT

OFFERED IN THE SENATE BY: SENATOR GREEN

TO: SCS CSHB 511 (HES)

Page 2, line I:
Insert a new section to read:

(d) Beginning July 1, 2005, the $1,000,000 threshold in (a) of this section shall be

increased by $50,000 annually until July 1, 2014.

Renumber the following bill sections accordingly and make necessary technical changes.

Explanation:

The $1,000,000 threshold would increase in $50,000 increments each year until it reached
$1,500,000 in 2014.



SENATE FINANCE COMMITTEE
P 77?/2004 COMMITTEE ACTION

Bill Number

Amendment

Motion

Motion by

Objeqgtion by

Removed

Second Objection by

Committee M
Senator Stevens
Senator Bunde
Senator Dyson
Senator Hoffman
Senator Olson
Co-Chair Green
Co-Chair Wilken

Tally
Yea
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23-LS1755\X
C oicjLpiToal

1 (A) 24 hours a day for children with severe emotional or
2 behavioral disorders;
3 (B) under the direction ofa physician; and
4 (C) under a professionally developed and supervised individual
5 plan of care designed to achieve the recipient's discharge from inpatient status
6 at the earliest possible time that is intensively and collaboratively delivered by
7 an interdisciplinary team involving medical, mental health, educational, and
8 social service components.
9 * Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to
10 read:
1 APPLICABILITY, (a) AS 18.07.031(d), enacted by sec. 2 of this Act, applies to a
12 health care facility that enters into a lease agreement for the space occupied or equipment
13 required for that facility on or after the effective date of this Act.
14 (b) AS 18.07.035(b) and (c) and 18.07.045, enacted by secs. 3 and 5 of this Act,
15 respectively, apply to a certificate of need application filed with the Department of Health and
16 Social Sendees after the effective date of this Act.
17 (c) AS 18.07.043, as amended by sec. 4 of this Act, does not apply to a health care
18  facility that is a residential psychiatric treatment center that is under construction before the
19 effective date of this Act if the facility is in compliance with all other applicable federal, state,
20 and local laws. For puiposes of this subsection, "under construction” means that
21 (1) the owner of the facility has for the facility
22 (A) complete architectural plans approved by the applicable agency;
23 (B) abuilding permit® > i"F
24 (2) the foundation of the facility is being or has been laid; and
25 (3) the construction of the facility is completed within two years after the
26  effective date of this Act.
27 * Sec. 9. This Act takes efLct immediately under AS 01.10.070(c).
ATrtwW rT! X f faciW t* s constructed to <=a
-fcdfr W oo Id no-rjnM olvj « ~ budding
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SENATE FINANCE COMMITTEE
"5 / d/2004 COMMITTEE ACTION

Bill Number
Amendment
Motion

Motion by
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Second Objection by
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Senator Bunde
Senator Dyson
Senator Hoffman
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Official Business

DATE: jb

TO:

NUMBER OF

la s k a S tate S e n ate

Senate Finance Comm ittee

Mail Slop 3100
State Capiiol
Juneau, Alaska 9980HI182

FAX COVER SHEET

A= 4o TIME: 10'- A

PAGES,INCLUDING COVER SHEET: _J3_

FROM: MINDY ROWLAND

SENATE FINANCE COMMITTEE SECRETARY
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A ttentionr~J ~cj | O ffchb

Of Senator (2irz m 'sn

The  attached Senate Finance CS
incorporates the amendment(s) your boss
sponsored. Please review and approve so
the bill can be forwarded to the Senate
Secretary.

The CS is your copy.

Thanks,

Senate Finance Secretary
Mindy #4935

Robin #2(

Approved



A ttention:_  ‘oU gjjcDh
Of Senator V4 i\ \c.Q/) 's office

RE:
Date: Time:

The  attached Senate Finance CS
incorporates the amendment(s) your boss
sponsored. Please review and approve so
the bill can be forwarded to the Senate
Secretary. Copu To R&o/

The CS is your copy.

Thanks, -

Senate Finance Secretary
Mindy #4935

Robin #2618

Approved:

(please initial)

Return AS




23-LS1755\B

SENATE CS FOR CS FOR HOUSE BILL NO. 511(FIN)
IN THE LEGISLATURE 0. THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): REPRESENTATIVE SAMUELS

A BILL
FOR AN ACT ENTITLED
I

"An Act relating to the certificate of need program for health care facilities; and
providing for an effective date."

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

* Section 1. AS 18.07.031(a) is amended to read:
(a) Except as provided in (c) and (d) of this section, a person may not make

an expenditure of $1,000,000 or more for any of the following unless authorized under

the terms of a certificate of need issued by the department:
(1j construction of a health care facility;
(2) alteration of the bed capacity of a health care facility; or

(3) addition of a category of health services provided by a health care

facility.
* See. 2. AS 18.07.031(c) is amended to read:
(c) Notwithstanding (a) of this section, a person who is lawfully operating a

health care facility that is an ambulatory surgical facility at a site may make an |
|
I

, -1- SCS CSHB 511(FIN)
New Texr. Underlined [DELETED TEXT BRACKETED)
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23-LS1755\B

expenditure of any amount in order to relocate the services of that facility to a new site
in the same community without obtaining a certificate of need as long as neither the
bed capacity nor the number of categories of health services provided at the new site is
greater. [HOWEVER, NOTWITHSTANDING THE EXPENDITURE THRESHOLD
IN (a) OF THIS SECTION, A PERSON MAY NOT USE THE SITE FROM WHICH j
THE HEALTH CARE FACILITY RELOCATED FOR ANOTHER HEALTH CARE j
FACILITY UNLESS AUTHORIZED UNDER A CERTIFICATE OF NEED ISSUED j

BY TPIE DEPARTMENT.]

*Sec. 3. AS 18.07.031 is amended by adding new subsections to read:

(d) Beginning July 1, 2005, the $1,000,000 expenditure threshold in (a) of this
section is increased by $50,000 annually on July 1 of each year up to and including

July 1,2014.

(e) In (a) of this section, "expenditure" includes the purchase of property '
occupied by or the equipment squired for the health care facility and the net present j
value of a lease for space occupied by or the equipment required for the health care
facility; "expenditure"” does not include costs associated with routine maintenance and

replacement of equipment at an existing health care facility.

* See. 4. AS 18.07.035 is amended by adding new subsections to read:

(b) The department may require a person who intends to submit an application
under (a) of this section to submit a letter of intent to the department, except in the

case of an application for an emergency or temporary certificate of need authorized

under AS 18.07.071.

(c) The department shall notify the applicant in writing when the application is

complete under this chapter.

* See. 5. AS 18.07.043 is amended to read:

Sec. 18.07.043. Standard of review for applications for certificates of need
relating to nursing homes* [AND] nursing home beds, and residential psychiatric
treatment centers, (a) The department shall develop review standards for an
application for a certificate of need, or for a modification of a certificate of need,
issued under this chapter for a health care facility that is a nursing home or residential

psychiatric treatment center, or that has nursing home beds.

2-
New Texr Underlined (DELETED TEXT BRACKETED]
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I
(b) In developing the review standards under (a) of this section, the j

department shall consider whether

v,i) a public process and existing appropriate statewide, regional, and
local plans were included in planning and designing the "isidential psychiatric
treatment center, the. additional nursing home beds* or the nursing home [HEALTH
CARE FACILITY];

(2) the residential psychiatric treatment center, the additional
nursing home bedSj or the nursing home [HEALTH CARE EACILITY] meets |
minimum required use rates for, as applicable, the residential psychiatric treatment j

center or new nursing beds, and the effect on use rates for existing nursing home j

beds;

(3) the residential psychiatric trelatment center, the facility'
proposing addihonal nursing home beds* or the nursing home [HEALTH CARE j
FACILITY] demonstrates consideration of the community, regional, and statewide ,

needs for, as applicable, the residential psychiatric treatment center or the new

nursing home beds;
I

(4) the residential psychiatric treatment center, the additional |
nursing home bedSj or the nursing home [HEALTH CARE FACILITY] meets the
minimum number of, as applicable, residential psychiatric treatment heds or new

nursing beds that should be required in a facility to ensure efficiency and economies of

scale;
(5) the residential psychiatric treatment center, the facility

proposing additional nursing home bedSi or the nursing home [HEALTH CARE
FACILITY] demonstrates the proposed service will provide a quality of care

equivalent to existing community, regional, or statewide services;

(6) the residential psychiatric treatment center, the facility'
proposing additional nursing home beds® or the nursing home [FIEALTH CARE j
FACILITY] demonstrates financial feasibility, including long-term viability, and what !

the financial effect will be on consumers and the state; and

(") the  sponsor has demonstrated cost effectiveness throughi

considering the availability of appropriate, less costly alternatives of providing the i

_ -3- SCS CSHB SII(FIN)
New Text Underlined [DELETED TEXT BRACKETED]
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23-L.S1755VB

services planned.

(c) The department shall grant a sponsor a certificate of need or modify a

certificate of need that authorizes a residential psychiatric treatment center or
nursing home beds2 or that is for a health care facility that is a nursing home2 if the

department finds that the sponsor meets the standards established in or under this

chapter.

*Sec. 6. AS 18.07 is amendec 'adding a new section to read:

Sec. 18.07.045. Time standards for review of applications for certificates
of need, (a) The following time standards apply for a review by the department of an

application for a certificate of need under this chapter:

(1) the department may defer commencement of the review process
under this chapter for an application for a period not to exceed 60 days after the
determination that the application is complete in order to allow the department to
receive and consider concurrent applic"uc.lo from each person who has submitted a
letter of intent to submit an application proposing an activity that is similar to the

activity proposed by the application in the geographic area;

(2) the department shall review the application made under this chapter
and submit an analysis and recommendation to the commissioner within 60 days after

the date rltii. notification under AS 18.07.035(c) is sent to the applicant stating that the

application is complete.

(b) The commissioner may extend the time periods set out in (a) of this section

for not more than 30 days for any of the following reasons:
(1) the applicant amends the application under this chapter;
(2) the department requests an extension of time within which to

prepare its findings and recommendations on the application; the commissioner may

grant only one extension under this paragraph.

*Sec. 7. AS 18.07.111(8) is amended to read:
(8) "health care facility" means a private, municipal, state2 or federal

hospital, psychiatric hospital, independent diagnostic testing facility, residential ,
psychiatric treatment center, tuberculosis hospital, skilled nursing facility, kidney i

disease treatment center (including freestanding hemodialysis units), intermediate care

-4-
New Text Underlined [DELETED TEXT  \CKETED]



12
1

16
17
18
19
20
21
22
23
24
25

27
28
29
30
31

23-LS1755\B

facility, and ambulatory surgical facility; the term excludes

(A) an Alaska Pioneers' Home administered by the Department
of Health and Social Services [ADMINISTRATION] under [AS 44.21.020(9)
AND] AS 47.55; and

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

*Sec. 8. AS 18.07.111 is amended by adding a new paragraph to read:

(10) "residential psychiatric treatment center means a secure or semi-
secure psychiatric facility or inpatiem program in a psychiatric facility that is licensed
by the Department of Health and Social Services and that provides therapeutically
appropriate and medically necessary diagnostic, evaluation, and treatment services

(A) 24 hours a day for children with severe emotional or
behavioral disorders;

(B) under the direction ofa physician; and

(C) under a professionally developed and supervised individual
plan of care designed to achieve the recipient's discharge from inpatient status
a" the earliest possible time that is intensively and collaboratively delivered by
an interdisciplinary team involving medical, mental health, educational, and

social service components.

* See. 9. The uncodified law of the State of Alaska is amended by adding a new section to
read:

APPLICABILITY, (a) AS 18.07.031(d), enacted by sec. 3 of this Act, applies to a
health care facility that enters into a lease agreement for the space occupied or equipment
required for that facility on or after the effective date of this Act.

(b) AS 18.07.035(b) and (c) and 18.07.045, enacted by secs. 4 and 6 of this Act,
respectively, apply to a certificate of need application filed with the Department of Health and

Social Services after the effective date of this Act.

(c) AS 18.07.043, as amended by sec. 5 of this Act, does not apply to a health care
facility that is a residential psychiatric treatment center that is under construction before the
sffectivc date of this Act if the facility is in compliance with all other applicable federal, state,

and local laws. For purposes of this subsection, "under construction” means that

) -5- SCS CSHB 511(FIN)
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(1) the owner ofthe facility has for the facility
(A) complete architectural plans approved by the applicable agency;
| (B) a building permit if required;
(2) the foundation ofthe facility is being or has been laid; and
i (3) the construction of the facility is completed within two years after the
Il effective date ofthis Act.
* Sec. 10. This Act takes effect immediately under AS 01.10.070(c).

SCS CSIIB 511(FIN) , -6-
Uew Text Underlined [DELETED TEXT BRACKETED]



SENATE FINANCE COMMITTEE
'S | '‘R/2004 COMMITTEE ACTION
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Senator Fred Dyson, Chair
Senator Lyda Green, Vice-Chair
Senator Gary Wilken

Senator Bettyc Dans

Senator Gretchcn Guess

Health, Education, and Social Services Committee
Alaska State Senate

HB 511 Letter of Intent

It is the intent of the Legislature that the Commissioner of the Department of Health and Social
Sendees convene a task force to review existing Certificate of Need procedures and standards. The
task force shall identify measures to improve die efficiency and effectiveness of die Certificate of
Need Program. The task force shall include members who represent a broad range of health care
facilities, providers, and representatives with a background in healdi care policy development. The
task force will report its findings and recommendations dirccdy to die Commissioner.

It is fardicr the intent of the Legislature diat the Commissioner of the Department of Healdi and
Social Sendees move expeditiously to update Certificate of Need regulations, policies, and
procedures including developing standards including those for concurrent review, the public release
of documents under die certificate of need program, and time lines regarding die certificate of need
process. In so doing, die Commissioner shall fully consider die recommendations of die Certificate
of Need task force.

COMMITTEE COPY

Alaska Slate Capitol «Juneau, Alaska 99801 ¢ Dutrovich Koom 205 « Mouthy. Wednesday, Friday 1:30p.m. ¢
« Committee AideJason M. Mooley « (907) "165-3762 phone * (907) 465-45H7 fax



Jaska State Legislature

_ SOS%ié)n Chair. Judiciary Committee
State CaBI'[O| Building, Room 118
Juneau, Alaska 99801-1182 Vice- Chalr House Commlttee
Phone @87?465-2995 Economic Development,
Fax (907) 465-6592 Tra ean Tourism
[nterim ) _ Member .
716 Wes Fourth Avenue, Suite 430 Qil & Gas Committee
n% orage 7A)as 9&192581
LA

Representative Lesil M cGuire
House District 28

L etter o f Intent

CSHB 511 (HES)

It is the intent of the legislature that the Commissioner of the Department of Health and
Social Sendees convene a task force to review existing Certificate of Need procedures
and standards. The task force shall identify measures to improve the efficiency and
effectiveness of the Certificate of Need Program. The task force shall include members
who represent a broad range of health care facilities and providers subject to the
Certificate of Need statute. The task force will report its findings and recommendations
directly to the Commissioner,

It is further the intent of the legislature that the Commissioner of the Department of
Health and Social Services move expeditiously to update Certificate of Need regulations,
policies and procedures. In so doing, the Commissioner shall fully consider the
recommendations of the Certificate of Need task force.

Adoi)ted bal the Mouse
April 28, 2004

COMMITTEE COPY



Representative Ralph Samuels

HOUSE DISTRICT 29

CS House Bill 511
Sponsor Statement

“"An Act relating to the certificate of need Program for health care facilities; and
providing for an effective date."

The Certilicate of Need review process, which is administered by the Department
of Health and Social Services, establishes a set of statutory criteria to guide the
development of new healthcare facilities and services in Alaska. Among the objectives
of the program are ensuring reasonable access to needed healthcare services throughout
the stale without unnecessary service duplication and assuring that the need, cost, type,
level, quality, and feasibility of providing any new health services be subject to review
and assessment prior to any offering or development. In that process, a focus is placed on
managing growth in capital expenditures in order to ensure that the new services will
provide high-quality services in a cost-effective manner.

With the demand for healthcare services constantly evolving and technology
rapidly changing, the resulting impact on the state’s existing statutes must be addressed
from time to time. It is in that vein that | am sponsoring this piece of legislation. Current
state law governing this program requires any person wishing to expend $1,000,000 or
more to construct a health care facility, alter the bed capacity of a health care facility, or
add a category of health services provided by a health care facility, must apply for a
Certificate of Need. That law leaves a gaping hole in state oversight in that any person
who wishes to establish or alter a health care facility or related service may circumvent
the Certificate of Need process by simply leasing space and equipment. This legislation
seeks to “level the playing field” by subjecting all those seeking to provide these services
to the same rules.

Additionally, the number of Alaska’s children and youth who are sent out of state
for residential psychiatric treatment has skyrocketed from 83 children in FY98 to 528
children in FYO2. The state infrastructure must be developed to provide acomprehensive
system of behavioral health care. However, uncontrolled growth could result in a system
focused on the most intensive care, not necessarily the most effective or needed care.
While the state is anxious to build up the necessary in-state capacity needed to serve
Alaskan children with in-state care, without safeguards in place, secure care could
quickly be overbuilt. Since all children and youth served by residential psychiatric
treatment centers (RPTCs) are paid for by Medicaid after 30 days in an out-of-home
placement, this becomes a Medicaid issue. Adding secure residential psychiatric
treatment facilities to the Certificate of Need (CON) program would be an advantage to
the state in managing the way in which the service delivery system is developed.

Entail: I<e|>resL'iitativc_l<nlpli_Snnuicls©Uiis.stnlc.ak.us
Session: Alaska State Capitol, Juneau, Alaska 1)9801-1182 « Phone: (1)07) -165-2095 |ax: (907) <165-3810
Interim: 716 W. lilt Avc., Anchorage, Alaska 99501-2133 « Photic: (907) 269-02-10 lax: (907) 269 02-12



A laska State Legislature

Session
Slate Capitol Building, Room 118
Juneau, Alaska 99801-1182 i
Phone (907) 465-2995 B

Chair, Judiciary Committee

— Vice-Chair. House Committee
Economic Development,

Pax (907) 465-6592 "V V Trade and Tourism
Interim Momber
716 West Fourth Avenue. Suite 430 . o

Qil & Gas Committee
Anchorage, Alaska 99501

Phone (907) 269-0250
Pax 9907) 269-0249 . . .
) Representative Lesil M cGuire

House District 28

L etter o f Intent

Itis the intent of the legislature that the Commissioner of the Department of Health and
Social Services convene a task force to review existing Certificate of Need procedures
and standards. The task force shall identify measures to improve the efficiency and
effectiveness of the Certificate of Need Program. The task force shall include members
who represent a broad range of health care facilities and providers subject to the
Certificate of Need statute. The task force will report its findings and recommendations
directly to the Commissioner.

It is further the intent of the legislature that the Commissioner of the Department of
Health and Social Services move expeditiously to update Certificate of Need regulations,
policies and procedures. In so doing, the Commissioner shall fully consider the
recommendations of the Certificate of Need task force.
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(907) 465-3867 or 465-2450 A Slate Capitol

FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329
MEMORANDUM March 31, 2004
SUBJECT: Certificate of Need Program (CSHB 511(HES))
TO: Representative Ralph Samuels

Attn: Sara Nielsen

FROM: Jean M. Mischel
Legislative Counsel

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. If you would like an interpretation of the bill as it may apply to a particular set
of circumstances, please advise.

Section 1. Removes the prohibition on using the site from a relocated health care facility
for another health care facility without a new certificate of need.

Section 2. Limits the relocation of a health care facility without a certificate of need to
one time. Defines the term "expenditure” for purposes of relocating a health care facility.

Section 3. Adds residential psychiatric treatment centers to current requirement for
review standards for certificate of need applicants. Changes the term "health care
facility" to "nursing home" in the context of review standards.

Section 4. Amends definition of "health care facility" to include independent diagnostic
testing facilities and residential psychiatric treatment centers. Changes reference to
Department of Administration to the correct reference to the Department of Health and
Social Services as administrator of Alaska Pioneers' Homes.

Section 5. Adds a definition of "residential psychiatric treatment center."”

Section 6. Provides applicability section for section 2 of the bill for certain lease
agreements entered into on or after the effective date of the bill.

Section 7. Establishes an immediate effective date for the hill.

JMM:med
04-348.med



FRANK H MURKOWSKI, GOVERNOR

DEPT. OF HEALTH AND SOCIA1 SERVICES

P.O0. BOX 110650
JUNEAU, ALASKA 99811-0650

DIVISION OF ADMINISTRATIVE SERVICES Poc = (6% 4a5a490

March 15, 2004

The Honorable Peggy Wilson, Chair
The Honorable Carl Gatto, Vice-Chair
House HESS Committee

State Capitol, Room 104 and 411
Juneau, AK 99801-1182

Dear Representatives Wilson and Gatto:

Recently, members of the House Health Education and Social Services (HESS) Committee received
correspondence from Tanana Valley Clinic regarding HB 511-Certificate of Need Bill. The
correspondence alleges that the Certificate of Need program has approved 99% ofall the projects
submitted for CON consideration, which is not accurate.

To clear up any confusion on the subject, the department completed an analysis of Certificate of Need
approvals, disapprovals, etc. and in Attachment #/ have provided the analysis.

Also attached for your information, in Attachment #2, is a summary of Questions and Answers related to
Certificate of Need.

We have also had questions concerning the number and activity of “competing applications”, Attachment
#3 includes information on this subject.

I hope this information is useful to all members ofthe House HESS Committee. Ifyou have any further
questions | will be available on Thursday March 18, 2004 to testify on HB 511 you can also contact me
at 465-1630.

cc: Representative John Coghill, Capitol Building 204
Representative Paul Seaton, Capitol Building, Room 428
Representative Kelly Wolf, Capitol Building, Room 418
Representative Sharon Cissna, Capitol Building, Room 420
Representative Mary Kapsner, Capitol Building, Room 424
Joel Gilbertson, Commissioner
Sherry Hill, Special Assistant

pmtcdon regycled piper



RESPONSE TO TVC ASSERTIONS

Tanana Valley Clinic has asserted that 1) the CON review process automatically “rubber stamps”
hospital projects; 2) none of the non-hospital CONs are approved; 3) that the true purpose of the
CON program is to protect hospitals from competition; and 4) that 99% of applicants are
approved, which indicates that CON is an unnecessary and expensive process. The clinic urges
that the program be eliminated.

1) Rubber Stamping: There are 5 possible outcomes to a certificate of need review 1)
approval as requested; 2) denial; 3) partial approval (which could be considered partial denial);
4) approval but with special conditions; and 5) withdrawal of an application. The Commissioner
has the authority to approve an application, but may attach special conditions such as allowing an
activity to be shelled in but delaying full implementation until a certain use rate is reached.

The Department has reviewed 36 certificate of need applications since 1996; 61% were approved
as requested and 39% were not approved as requested. O f those not approved as requested, 11%
were denied, 11% partially approved, 6% withdrawn and 14% were given special conditions that
had to be met. (See attached chart. Percentages are more than 100% because a decision i .ay
include both a special condition and partial approval).

Of the 39% that were not approved as requested: 50% of the denials or partial approval/denials
were for hospitals or collocated facilities (hospital and nursing home together), 38% were for
Ambulatory Surgery Centers; and 12% were freestanding nursing home beds. 50% of withdrawn
applications were for nursing home beds and 50% for acute inpatient psych beds. 60% of the
special conditions were for acute hospitals and 40% for acute inpatient psych beds. The fact that
only 61% ofall applications are approved as requested, that hospitals and nursins homes are
denied or given conditional approval shows that there is no “rubber stamping’ eoine or,.

2) Non-hospital CON approval: Most of the approved CON applications are from acute
care hospitals, nursing homes and kidney dialysis centers because they are required to go through
the CON process while other organizations are not required to go through the process or can
avoid the process in some way. Most ambulatory surgery centers are able to lease equipment or
space in a building and avoid CON. Only 6 CON applications for freestanding ambulatory
surgery centers have been received since the inception of the CON program 27 years ago. Fifty
percent of these were approved. Independent diagnostic testing facilities are not required to go
through the CON process, so no applications have ever been received from them. Other non-
acute care hospital facilities that have had CON applications approved include free-standing
nursing home facilities, freestanding psychiatric hospitals, and kidney dialysis centers. Although
there are no longer any Intermediate Care facilities for the Mentally Retarded in the Alaska, the
CON applications for these services were approved in the past.

3) The CON program protect’s hospitals from competition: It is difficult to imagine
that the CON program is protecti Ig hospitals from competition since many ambulatory surgery
centers are able to avoid CON ;md independent diagnostic centers are not covered by CON.
Since 1996 a number of freestancing facilities in Anchorage, Wasilla and Kenai have been built
without a CON that would have required a CON if built by a hospital. For example, Alaska Open

Attachment#!



imaging has opened facilities in Wasilla, Anchorage and Soldotna without a CON and purchased
a PET scanner. Providence had to go through the CON process to get approval for a PET
scanner. Anchorage Fracture Clinic purchased an MRI, and several ASCs in Anchorage were
able to develop projects without a CON that hospitals would have to go through the CON
process to build of buy the equipment. A private group of physicians built a cardiac catn lab
without a CON. Also, if the Department’s goal is to protect hospitals from competition, why do
hospitals appeal our decisions?

4) 99% of applicants are approved, which indicates that CON is unnecessary:

This is not true. As can be seen from the data supplied on the attached page only 61% of the
applications were approved as requested and overall, 11% of the applications were denied
outright. The fact that most applications are approved is exhibited as proof that the program has
little or no effect. If the number of projects denied is the benchmark for showing how well
certificate of need is working, then the more projects denied the better, and the very best program
would deny all applications. This obviously isn’t true. Over time, healthcare providers gain
expertise in writing applications and the CON process and gain an understanding of the trends in
healthcare. They avoid the time and expense of applying for projects that are unlikely to be
approved. Technical assistance and current state plans produced by senior seivices and
behavioral health help eliminate poorly conceived and marginal projects before submission of a
CON application. Development of new review criteria and standards in the new State Health
Systems Plan will help even more In the regulation of healthcare, just as in the promotion of
health, prevention is by far the most effective strategy.

Projects that are denied may be few and far between, but the ongoing cost of one poo id
project will last for many years. As someone once said, build it and they will come. j-
year life of one CON program in a sparsely populated state, 573 nursing home be ~ ate

care hospital beds, 9 ambulatory surgery suites, 144 substance abuse beds, 60 psych . -Us, and 30
rehab beds were denied. This resuUed in the avoidance of nearly $200 million in construction
costs alone: and an additional $240 million in annual operating costs. Also, going through the
CON process has resulted in improved project planning for many facilities. The brief information
that TVC gathered from the internet to develop their assertions does not present the whole
picture. For example, the 1996 Providence-Seward Medical Center project looks like it was a
blanket approval as requested, and it was. However, the Department spent years working with
the applicant and informed them that a 35-bed facility recommended by outside consultants was
not feasible and had a poor chance of being approved. As a result, they submitted an approvable
application.

Certificate of need programs have assisted other agencies in promoting changes in service
delivery methods. In particular, it has been helpful in changing the direction of the long-term
care industry and psychiatric care in Alaska and other states. It has been a tool used to slow
nursing home bed growth to allow development of home and community based alternatives to
nursing homes. Since many patients can be served in either a hospital or residential setting, the
CON program has been helpful in defining the continuum of care.

The cost of Medicaid is a serious problem facing Alaska. Commissioner Gilbertson is working to
contain that. CON is only one of the tools needed to contain costs, but it is an important one.
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2002
2001
2000
1999
1993
1997
1996
Total
%

1996
1997
1998
1999
200!
2002
2002

1998
1999
2002
2002
2003

1998
1998
1999
1999
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CERTIFICATE OF NEED DECISIONS FROM 1996-2003

No. of CON
Decisions*

6

N B o1 O WO

36
100%

Shape
Approved as CONs Partial** Special Helped by
Requested Denied Approval Withdrawn Conditions — CON#**
4 0 | 0 | 0
4 0 0 0 2 2
2 0 | 0 0 |
| 0 0 0 0 0
3 3 1 e | 1 0
3 | | 0 | 1
3 0 0 | 0 |
- -2 0 0 0 0 1
22 4 4 2 5 6
61% \ . 11% 11% 6% 14% 17%

‘Number of COQI applications/ approved, denied or withdrawn in that year.

Other CONs may have bee?.in progress, but not finished.

** Partial approval means'fhat part of the project was approved and part denied.

*e' CON efforts influenced shape or scope of project before it was submitted or helped outcome.

PSMC
Valley Hosp
WFC
API
BRH
PAMC
Valdez

ARH
PAMC
PAMC

API
MSVMC

SPH
FSC
FBKS Surg
SPH
FMH
WFC

CON Influences Project or Assists by being there:

Number of beds reduced from 20 to 6 -a change from prior proposals
CON influenced the withdrawel ofapplication after assisting with moratorium
Included adult day and 10 assisted living beds

Withdrew due to planning prob, need for alternat ves CON gave time
Included Kidney Dialysis in CON App

Psych design included Single Pt of entry & DET

No of acute & NH beds influenced

Special Conditions:
May not convert Surg Suite to OHC for 5 years.
Open Heartshelled, not avail for 5 yrs.
8 Psych Beds Shelled until higher use
8 Beds shelled until higher use
Conditions for shelled space and Cath Lab
_ r

Partial Approval/Denial or Complete Denial:
10 Nursing home beds not approved/delayed
Denied an extension or modification due to lack of need
3 denials, TVC, McGuire & FMH
Partial Denial -only 5 NH Beds approved
Partial Denial - Reduced acute beds, healing garcen
Denied conversion but offered 5 -bed unit.



History of Concurrent (Competing) Certificate of Need Reviews

There have been only 6 concurrent reviews since the inception of the CON program in 1976.
Only 8.2% of all applications since 1990 were reviewed concurrently. 7 AAC 07.060(a), states:
“In the commissioner's discretion, the agency shall defer commencement of the review process
for a period not to exceed 60 days after the determination that the application is complete to
enable the state agency and the appropriate health systems agency to receive and consider
concurrently applications from each person who has submitted a letter of intent... proposing an
activity within the appropriate health service area which is simiiar to the activity proposed by the
applicant.” Key Points: A letter ofintent must be in handfrom a competing project in orderfor
a concurrent review to be allowed and a competing application must be submitted within 60
days after thefirst application has been declared complete. The six concurrent reviews are:

Charter Medical Corporation submitted a CON to construct a $12.2 million 80-
1982 bed psych|atr|c_/a|coho|/dru? abuse hospital in Anchorage. An application for a
34-bed, $3.4 million alcohol/drug hospital was received from Advanced Health
Systems/Raleigh Hills. Comprehensive Care Corporation submitted a letter of
intent for $5.5 million, 50-bed alcohol/drug treatment In pital but did not
submit a < application. Charter and Advanced Health Systems were approved.

Providence Hospital submitted a CON apEIication for an $80 million, 150-bed

1982 addition and Humana Ho_sp|ta|T(now Alaska Regional) submitted a CON for a
$21.6 million, 93-bed addition. The projects were approved, but reduced to 53
additional beds and 39 additional beds respectively.

Heritage Place (Soldotna) and South Peninsula Hospital (Homer) submitted

1985 CON applications for 60 nursing home beds. Heritage Place was approved for
45 nursing beds and a shelled in"space for 15 additional beds to be opened later
when use increased. Souih Peninsula’s request for 60 beds was denied.

Camai Care Center, Palmer; Careage Nursing Center, Wasilla; and Cook Inlet
1985 Housing Development Corporation submitted CON applications for 90-bed
nursmP facilities. Cook Inlet Housing Development Corporation was approved
to build a 60-hed facility and 30 assisted living beds at a cost of $8.8 million.
This facility was named the Mary Conrad Center, Careage was denied, Camai
Care approved, but was later denied a time extension due to lack of process.

Fairbanks Memorial Hospital (FMH2 submitted a CON application for
1995 outpatient sendees |nc|ud|n8 ambulatory surgery, and Fairbanks Surgeiy
Center (FSC) submitted a CON for a freestanding ambulatory surgery center.
Only the surgery portion of the FMH CON was reviewed concurrently with the
FSC CON. Both were approved. FSC was later denied due to lack of progress.

Tanana Valley Clinic, Fairbanks Surger¥ Center, Inc. and Fairbanks Memorial

1999 Hospital submitted CON applications for 5 surgery suites and 4 procedure
rooms costing $11 million. None of the applicants were approved.

Attachment HZ



Certificate of Need Questions &Answers

Question: What types of projects are required to submit a certificate of need application and
go through the review process?

Answer: Any health care facility project that involves the expenditure of $1 million or more for
construction, renovation or the purchase of new equipment, and any project, regardless of cost, that
converts space into nursing home beds is required to submit a certificate of need application.

Question: Are there any types of “health care facility” projects that are currently exempt from
the certificate of need program?

Answer: Projects are exempt from certificate of need if: 1) the project cost is under the $1 miliion
threshold: 2) the project is for routine maintenance or routine replacement regardless of the cost; 3)
the project is for specifically exempted Pioneer Homes, private physicians' offices, or dentists' offices;
or 4) the project is not included in the definition of “health care facility.”

Question: Will the definition of a "health care facility" change if HB 511 passes?

Answer: Yes. If HB 511 passes, two additional types of facilities will be added to the list of those
projects that may be required to go through the CON process: 1) Residential Psychiatric Treatment
Centers (RPTCs), and 2) independent diagnostic testing facilities.

Question: Are all projects exempt from certificate of need if they fall below the dollar
threshold?

Answer: All projects that fall below $1 million are exempt from certificate of need except for space
converted to nursing home beds, which must submit a CON application regardless of the cost.

Question: What are the components of the certificate of need (CON) process?

» Submission of a letter of intent - (includes who, what, where, how large, the cost and timeline);

» Letter of intent (LOI) determination - a decision is made as to whether a CON is required,;

0 60-Day wait - A CON application may be submitted 60 day after the LOI determination;

» Completeness Check - The application is checked for completeness, and more information is
requested if the application is incomplete. The applicant has 60-days to submit information;

* Review Period - The analysis document must be submitted to the Commissioner in 90 days;

» Public Notice & Public Comment - Public notice is given at the beginning of a review and the
public comment period runs concurrently with the review,

» Commissioner’s Decision - The Commissioner makes the decision, which is published, and

m  Appeal - The applicant has 30 days to appeal if dissatisfied.

Question: If | apply for a certificate of need, how long will it take for a decision?

Answer: Once your application is received and declared complete, a review document must be
submitted to the Commissioner for a decision within 90 days. The Commissioner does not have a
timeline to make a decision, but generally makes one in about two weeks.

Question: Hew much does it cost to prepare a certificate of need application?

Answer: That depends on the size of the project, its complexity and whether it is controversial. A rule
of thumb is that a certificate of need application should not cost more than 1% of the total project cost
with a maximum of $25,000. Health Facilities Planning and Development, a consulting firm that writes
approximately 70% of all CON applications for facilities in Washington State and has done at least 4
applications in Alaska, charges approximately $15,000 per application, regardless of the size of the
facility.

Attachment #2



Certifi’

State
Alabama
Alaska
Arkansas (LTC)
Connecticut
Delaware
Dist. of Columbia
Florida
Georgia
Hawail
[linois
lowa
Kentucky
Louisiana
Maine
Maryland

Massachusetts (Acuti

Mass. (Non Acute)

Mass. (LTC Op Budge

Michigan
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New York
North Carolina
Ohio
Oklahoma
Oregon

Rhode Island
South Carolina
Tennessee
Vermont
Virginia
Washington
West Virginia
Wisconsin

Mean
Mode
Average

te of Need Thresholds P

Capital
3,200,000
1,000,000

500,000
1,000,000
5,000,000
2,000,000

None
1,155,881
4,000,000
6,000,000
1,500,000
1,772,224

N/A

.5M-NH/2M-Hosp

$ 1,450,000

$ 9,841,075

$ 1,049,715

$ 558,461

$

$

.6

o R A

@B P H B

2,352,000
2,000,000

M-LTC/1 M-Other
1,500,000

Al LTC

2,000,000
1,759,512
1,000,000
3,000,000
2,000,000
2M Renovations
500,000

All LTC/Hosp
$ 2,000,000
$ 1,000,000
$
5

“>

& P P P

2,000,000
1.5M Hsp/$.75M Other
$ 5,000,000
$ 1,202,000
$ 2,000,000
$ 1,000,000
$
$
$

1,500,000
2,000,000
1,788,429

Equipment
$ 1,500,000
1,000,000
N/A
400,000
5,000,000
1,300,000
None
642,157
1,000,000
6,000,000
1,500,000
1,772,224
N/A
$ 1,000,000
N/A
$ 524,857

©* ©*

L

@ N P AL

All
$ 1,500,000
4M-LTC/1 M-Other
N/A
All LTC
N/A
$ 400,000
$ 1,000,000
$ 3,000,000
$ 750,000
n/a
N/A
N/A
1,000,000
600,000
1,000,000
500,000
N/A
N/A
2,000,000
600,000

@ A > NP

4 N

1,000,000
1,000,000
1,258,861

L H

©

$

$

$

$
$

& A

State - 2001

New Service
All
1,000,000
All Home Health
All
N/A
600,000
All
All
All
All new, expansions
500,000
N/A
All LTC/MR
$100,000 Capital
All
All

All Clinical
All
1,000,000
150,000
All LTC
n/a
All
All
All
certain services
n/a
All/w heds
All LTC/Hosp
750,000
400,000
All w/beds
300,000
n/a
All
23 Services
Al LTC

All
All
150,000
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SENATE COMMITTEE REPORI

DATE 0/2M FURTHER:  (Finance
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Health, Education & Social
Services Committee considered CS FOR HOUSE BILL NO. 511 (HES) am

HB 511 CERTIFICATE OF NEED PROGRAM

"An Act relating to the certificate of need program for health care facilities; and oroviding for an effective
date."

and recommends: Senate Bill:
. . . £ J Same Title
DU be replaced with S CS-fir c$ -fir VAt 50 ( Hw5 ) [ NewTitle
[ ] adopt previous _ CS ( ) House Bill:
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