ALASKA LEGISLATURE
HOUSE and SENATE FINANCE COMMITTEE FILES, 2001 - 2002



Numbers & Language

Legislature Stale Facilities Rent

Transaction Comparison - FY 03 Operating Budget - Senate Structure

Column

Transfer from Dopt of Labor lor slalo building ront costs Sou Sub

1004 Gon Fund 0.2
Transfer in from Depl. of Administration for slate Sen Sub
building ront costs

1004 Gon Fund 5.9

Incroasod rant costs for -tato buildings Sen Sub
1004 Gen Fund 11.2
' m' BRU Dilleronco * * *
Unallocated Reduction
Agency-wide Unallocated Reduction
Unailocolod Roductlon Son Sub
1004 Gen Fund -1.038 0
Unallocated Roductlon Sen Sub
1004 Gon Fund 622.8
Unallocated Roductlon Sen Sub
10(H Gon Fund -1.001.6
Sproad unallocated reduction to meet Senate Sen Sub
Subcommittee allocations
10W Gen Fund 1,416 8
* * * BRU Dilleronco * 1*
Leaislative Council
Salaries and Allowances
Health insurance Incroaso Sen Sub
10W Gon Fund 400
Incroasod per diom cosls and moving expenses Sen Sub
10W Gan Fund 1813

Pago:

2

Trans
Typo

ATrln

ATrln

Inc

Unalloc
Jnalloc
Unalloc

Unalloc

SalAdj

Inc

Betwoen 02MgtPIn and Sen Sub

Total
Expnd

0.2

S.9

11.2

17.3

-1,660.2

«1,038.0

622.8

-1,001.6

1,416.8

0.0

0.0

40.0

181.3

221.3

Personal
Services Travel

0.0 00
0.0 00
0.0 0.0
0.0 0.0
2725 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 00
0.0 0.0
400 0.0
00 181.3
400 181.3

Legislative finance Division

Contractual Commodities Equipment

0.2

5.9

n2

17.3

-1,832.7

0.0

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

0.0

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0. >

0.0

0.0

00

Lands/
Bldgs

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

0.0

0.0

Grants

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

Agency: Legislature

Misc PFT

0.0 00

0.0 0.0

0.0 0.0

0.0 0.0

-100.0 0.0

-1,0380 0.0

622.8 0.0

-1,001.6 0.0

1,416.8 0.0

0.0 0.0

00 0.0

00 0.0

0.0 0.0

00 00
4/9/2002

PPT Tmp
0.0 0.0
0.0 00
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 0.0
0.0 0.0
0.0 0.0
00 0.0
0.0 0.0
0.0 0.0
00 00
8:29 AM



Transaction Comparison - FY 03 Operating Budget - Senate Structure

Numbers & Language

Administrative Services
Heallh insuranco increase

1004 Gen Fund 59.0
Salary increase (3%)
1004 Gon Fund 160.5
Add information assistant In Executive Director's Office
1004 Gon Fund 55.1
NCSL and CSG dues
1004 Gen Fund 4.1

Session Expenses
Salary increase (3%)

1004 Gon Fund 144.5
Health Insuranco increnso
1004 Gon Fund 58.5
Reduco one Sonata Page position
1004 Gen Fund -13.8
Reduction to meet Senate Suocommiltoe allocations
V34 Gen Fund -209.4

Council and Subcommittees
Reduce equlpmont costs for Otlico ol Victims' Rights
CH 92 SLA 2001 (SB105)
1050 PFD Fund -44.4
Delete Council of State Governments Annual MIg Sec
80(d) CH 61 SLA 2001 P 119 L 16

1004 Gen Fund -505
Salary increase (3%)

1004 Gen Fund 5.0
Heallh Insurance Increase

1004 Gon Fund 20

Per Fiscal Nolo lor Olfice of Victims' Rights CH 92 SLA
2001 (SB105)

1050 PFD Fund 442.7
Prr Fiscal Noto for Olfice of Victims' Rights CH 92 SLA
2001 (SB105)

Page: 3

Coiumn

Son Sub

Sen Sub

Sen Sub

Sen Sub

Son Sub

Sen Sub

Son Sub

Sen Sub

Sen

Sen Sub

Sen Sub

Sen Sub

Sen Sub

Sen Sub

Trans
Type

SalAdj
SalAdj
Inc

Inc

SalAdj
SalAdj
Dec

Dec

OoTl

oTl

SalAdj
SalAdj

Inc

Inc

Total
Expnd

59.0

160.5

55.1

4.1

278.7

1445

58.5

-13.8

-209.4

-20.2

-44.4

*50.S

5.0

2.0

442.7

442.7

Personal
Services

59.0

160.5

0.0

274.6

144.5

58.5

-13.8

0.0

189.2

0.0

0.0

5.0

20

413 9

4139

Travel

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

4.5

45

/. egislatlve | in.nnce Division

Between 02MgtPIn and Son Sub

Contractual Commodities Equipment

0.0

0.0

00

4.1

4.1

00

0.0

0.0

0.0

0.0

0.0

-50.5

00

00

22.8

0.0

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

15

15

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

00

0.0

-44.4

0.0

00

0.0

0.0

00

Lands/
Bldgs

00

00

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

Grants

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

Misc PFT
0.0 0.0
0.0 0.0
0.0 1.0
00 00
00 1.0
0.0 0.0
00 0.0
0.0 0.0

-209.4 0.0

-200.4 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 00
0.0 6.0
00 6.0
'1/9/2002

Agency: Legislature

PPT Tmp
00 0.0
0.0 00
0.0 00
0.0 00
0.0 0.0
0.0 0.0
0.0 0.0
-1.0 0.0
00 00
-1.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 0.0
00 00
8:29 AM



Transaction Comparison - FY 03 Operating Budget - Senate Structure

Numbers & Language

Column
Leaislalive Council
Council and Subcommittees
1171 PFD Crim 4427
Naw fund code established for PFD talon funds Son Sub
1050 PFD Fund -19.5
1171 PFD Crim 19.5

rovprse: Per Fiscal Note tor Ollico of Victims' Rights Sen Sub
CH 92 SLA 2001 (SB105)
1050 PFD Fund -442.7

Legal and Research Services

Salary Increase (3%) Son Sub
1004 Gen Fund 02.5

Heallh Insuranco Increase Sen Sub
1004 Gen Fund 195

Select Committee on Ethics

Salary increase (3%) Sen Sub
1004 Gen Fund 2.0

Health Insurance Incroase Sun Sub
1004 Gon Fund 1.0

Roducod slatting costs Sen Sub
1004 Gen Fund -13.7

Redistricting Board
Delole Redistricting Board Operating Costs (or FV2002  Son Sub
Soc 80(c) CH 61 SLA 2001 P 119 L 12

1004 Gen Fund -256 0
Eliminate funding lor Rodistricling Board Sen Sub
1004 Gon Fund -600 0

11* BRU Dillerence ** 1

Page: 4

Trans
Typo

FndChg

Doc

SalAdj

SalAdj

SalAdj
SolAdj

Dec

OoTI

Dec

Between 02MgtPIn and Sen Sub

Tolol

Expnd

0.0

-442.7

354.8

82.0

2.0
1.0

-13.7

-10.7

-256.0

-600.0

+856.0

49.9

Personal
Sorvices

0.0

-413.9

420.9

62.5

195

820

2.0

1.0

-13.7

-10.7

0.0

0.0

00
99G.0

Travol

0.0

4.5
00
0.0
00
0.0

00

0.0

0.0

0.0

0.0

00
185 8

Legislative Finance Division

0.0

-22.8

-27.7
00
0.0
0.0
0.0

0.0

0.0

0.0

-256.0

-600.0

-8560
-07- 6

0.0

-1.5

15
0.0
0.0
00
0.0

0,0

0.0

0.0

0.0

0.0

0.0
15

Conlrnclunl Commodillos Equlpmonl

0.0

0.0

-44.4

0.0

0.0

00

0.0

00

0.0

0.0

0.0

0.0

0.0
*44 4

Lands/
Bldgs

00

0.0

0.0

0.0

0.0

00

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0.0

Grants

0.0

0.0

00

0.0

00

0.0

0.0

0.0

0.0

00

00

00

0.0
0.0

Misc PFT
0.0 0.0
0.0 -6.0
0.0 6.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 00
0.0 00
0.0 00
0.0 00
0.0 00
00 00

-209 4 7.0
4/9/2002

Agency: Legislature

PFT Tmp
00 0.0
00 00
0.0 0.0
00 0.0
0.0 0.0
0.0 00
0.0 0.0
0.0 00
0.0 0.0
0.0 00
0.0 0.0
0.0 0.0
0.0 0.0

-1.0 0.0
8:29 AM



Transaction Comparison - FY 03 Operating Budget - Senate Structure

Numbers & Language

Column
Legislative Operating Budael
Legislative Operating Budget

Salary increase (3%) Son Sub
1001 Gon Fund 1-15.0

Heallh Insuranco increase Sen Sub
1004 Gon Fund 66.0

Reduce discrelicnary funding Son Sub
1004 Gan Fund -224.2

Reduction to moot Senate Subcommittee allocations Sen Sub
1004 Gen Fund -400.0

«' « DItU Dillerence « * *

e+« * Agoncy Diiforenco "

‘ * Dillon nces - All Agnncius..........

Pago: 5

Trans
Typo

SalAdj
SalAd|
Dec

Dec

Bolwoon 02MgtPIn and Son Sub

Tolal
Expnd

145.0
66.0
-224.2

-400.0

-413.2
-413.2

-2,023.5

-2,023.5

Personal

Services Travel

145.0

66.0

00

0.0

211.0
211 0

1.479.5

14795

00

0.0

0.0

0.0

00
00

1850

1850

Legislative Finance Division

0.0

0.0

-224.2

0.0

-224.2
u224 2

-2,936.5

-2,936.5

00

0.0

0.0

0.0

0.0
0.0

15

15

Conlraclual Conimodilles Equipment

0.0

0.0

0.0

0.0

0.0
0.0

-44.4

-44.4

Lands/
8ldgs

0.0

00

0.0

0.0

0.0
0.0

0.0

0.0

Grants

0.0

0.0

0.0

0.0

00
00

0.0

0.0

Misc PFT
00 0.0
0.0 0.0
0.0 0.0

-400.0 0.0
-400.0 00
«4000 0.0
-709 4 70
-709 4 7.0
4/9/2002

Agency: Legislature

PPT Tmp
00 0.0
00 00
0.0 0.0
0.0 0.0
00 0.0
00 0.0
-1.0 00
-1,0 0.0
8:29 AM



Numbers & Language

Budaet and Audit Committee

Committee Expenses

Reduction to meet Sonalo Subcommittee allocations

Legislature Slate Facilities Rent
Increased rent costs lor slato buildings

1004 Gen Fund

1004 Gon Fund

'« « BRU Dilleronco ** *

Unallocated Reduction

-100.0

11.2

Column

Sen Sub

Sen Sub

Agency-wide Unallocated R duclion

Unallocated Reduction
Unallocated Reduction

Spread unallocated reduction to moot Sonate
Subcommittee allocations

1001 Gon Fund

1004 Gen Fund

1004 Gon Fund

e« « BRU Dilleronco * m«

Leciislative Council

622.B

-1,001.0

1,416.8

Salaries and Allowances

Incroasod per diom costs and moving expenses

1004 Gan Fund

181.3

Administrative Services
Add information assistant In Exoculivo Oiroclor's Ollico Sen Sub

1004 Gen Fund

ICSL and CSG dues

Page:

1

55 1

Son Sub

Sen Sub

Sen Sub

Sen Sub

Sen Sub

Trans
Type

Dec

Inc

Unalloc

Unalloc

Unalloc

Inc

Inc

Inc

Report #4

Transaction Comparison - FY 03 Operating Budget - Senate Structure

Between S Intro and Sen Sub

To'al
Expnd

-100.0

-100.0

11.2

11.2

-88.8

622.8

-1,001.6

1,416.8

1,038.0

1,038.0

181.3

181.3

4.1

Personal
Servicos

0.0

0.0

0.0

0.0
0.0

0.0

0.0

00

0.0
0.0

0.0

00

55.1

0.0

Travel

00

0.0

0.0

0.0
0.0

00

0.0

0.0

0.0
0.0

181.3

181.3

0.0

0.0

Legislative Finance Division

Contractual Commodilios Equipment

0.0

0.0

11.2
11.2

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

4.1

0.0

0.0

0.0

0.0
0.0

0.0

0.0

00

0.0
0.0

0.0

0.0

00

00

0.0

0.0

0.0

0.0
0.0

00

0.0

0.0

0.0
0.0

0.0

0.0

0.0

00

Lands/
Bldgs

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0
0.0

00

0.0

0.0

0.0

Grants

0.0

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0
0.3

0.0

0.0

0.0

0.0

Agency: Legislature

Misc PFT
-100.0 0.0
-100.0 0.0

0.0 0.0

0.0 0.0

-1000 0.0

622 8 0.0

-1,001.6 0.0

1,416.8 0.0

1,038.0 0.0

1,038.0 0.0

0.0 0.0

0.0 0.0

00 1.0

00 00
<1/9/2002

PPT Tmp
0.0 0.0
0.0 0.0
0.0 00
0.0 0.0
00 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
8:27 AM



Transaction Comparison - FY 03 Operating Budget - Senate Structure

Numbers & Language

Column
Legislative Council
Administrative Services
1004 Gen Fund 4.1
Session Expenses
Reduce ono Senate Page position Sen Sub
1004 Gon Fund -138
Reduction lo meet Senalo Subcommittee alloc .lions Sen Sub
1004 Gon Fund -209 4

Council and Subcommittees
Per Fiscal Note tor Office ot Victims' Rights CH 92 SLA Sen Sub

2001 (SB105)
1171 PFD Crim 4427

New tund code established tQr PFD (elon funds Son Sub
1050 PFO Fund -19.5
1171 PFD Crim 195

reverse: Per Fiscal Note lor Ollico of Victims' Rights Son Sub
CH 92 SLA 2001 (SB105)
1050 PFD Fund -442.7

Select Committee on Ethics
Reduced staffing costs Sen Sub
1004 Gon Fund -13.7

Redistricting Board
Eliminate funding lor Redistricting Board Sen Sub
1004 Gon Fund -600 0

' BRU Difference m* m

Page: 2

Trans
Xypo

Doc

Dec

Inc

FndChg

Dec

Dec

Between S Intro and Sen Sub

Tolol
Expnd

59.2

-13.8

*209.4

-223.2

442.7

00

-442.7

0.0

-13.7

-13.7

-600.0

*600.0

-596.4

Personal
Services Travel

55.1 0.0
-13.8 0.0
0.0 0.0
-13.8 00
413.9 4.5
0.0 0.0
-413.9 4.5
0.0 0.0
*13.7 0.0
-13.7 0.0
0.0 0.0
00 0.0
276 181 3

Legislative Finance Division

Conlractual Commodllios Equipment

4.1

0.0

0.0

0.0

22.8

0.0

-22.8

0.0

0.0

0.0

-600.0

-600.0

*595.9

0.0

0.0

00

00

15

0.0

-1.5

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

0.0
0.0

Lands/

Bldgs

0.0

0.0

0.0

0.0

00

0.0

0.0

0.0

0.0

0.0

0.0

00
0.0

Granls

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

00

Misc PPT
0.0 1.0
0.0 0.9

-209.4 0.0

-209.4 0.0
0.0 6.0
00 0.0
0.0 -6.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 00

-209 4 1.0
<1/9/2002

Agency: Legislature

PPT Tmp
0.0 0.0
-1.0 0,0
0.0 0.0
-1.0 o.u
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
00 0.0
0.0 0.0
00 00
-1.0 00
8:27 AM



Numbers & Language

Leaislative ODeratina Budaet

Legislative Operating Budget

Roduco discretionary funding

Reduction lo meet Senate Subcommittee allocations.

1004 Gon Fund

1004 Gon Fund

« ** BRU Dillerence ' ' *

* e o o Agency Dillerence * * * *

Page:

3

-224.2

-400.0

Transaction Comparison - FY 03 Operating Budget - Senate Structure

Column

Son Sub

Sen Sub

Trans
Type

Dec

Dec

Between S Intro and Sen Sub

Total
Expnd

-224.2

-400.0

*624.2

-624.2

-271.4

-271.4

Porsonat
Sorvicos

0.0

0.0

0.0
0.0

Travel

0.0

0.0

0.0
0.0

181.3

181.3

Legislative Finance Division

Contractual Commodities Equipment

-224.2

0.0

-224.2
-224.2

-808.9

-808.9

0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0.0

0.0

0.0

Lands/
Bldgs

0.0

0.0

0.0
0.0

0.0

0.0

Grants

0.0

0.0

0.0
0.0

00

0.0

Agency: Legislature

Misc PFT
00 0.0
-400.0 0.0
-400.0 0.0
-4000 0.0
328.6 1.0
328 6 1,0
<1/9/2002

PPT Tmp
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0

-1.0 0.0
-1.0 0.0
8:27 AM



Numbers & Language

Trans
Column Typa

Budget and Audit Committee

Committee Expenses
Reduction lo meet Senate Subcommittee allocations Son Sub Dec
1004 Gen Fund -100.0

' * * BRU Dillerence * “ *

Unallocated Reduction

Agency-wide Unallocated Reduction
Sproad unallocated reduction lo meet Senate Son Sub
Subcommittee allocations
1004 Gon Fund 1,416,8

« * « BRU Dillerence.* * « *
Legislative Council

Session Expenses
Reduction lo inoet Senate Subcommittee allocations Son Sub
1004 Gen Fund -209.4

Council and Subcommittees
Per Fiscal Note for Office ol Victims' Rights CH 92 SLA Son Sub Inc
2001 (SB105)
1050 PFD Fund 442.7
roverso: Por Fiscal Note lor Olfice ol Victims' Rights Son Sub
CH 92 SLA 2001 (SB105)
1050 PFD Fund -442.7

*' « BRU Dilleronco '

Page: 1

Report #5

Transaction Comparison - FY 03 Operating Budget - Senate Structure

Betwoon House and Sen Sub

Total
Expnd

-100.0

-100.0

-100.0

1,416.8

1,416.8

1.416.8

-209.4

-209.4

442.7

-442.7

0.0
-209.4

Porsonal
Services

0.0

0.0
0.0

0.0

0.0
0.0

0.0

0.0

413.9

-413.9

0.0
0.0

Travel

0.0

0.0
0.0

0.0

0.0
0.0

0.0

00

4.5

0.0
0.0

Legislative Finance Division

0.0

0.0
0.0

00

0.0
0.0

0.0

0.0

22.8

-22.8

0.0
0.0

0.0

0.0
0.0

0.0

0.0
0.0

0.0

0.0

15

-1.5

0.0
0.0

Contractual Commodities Equlpmonl

0.0

0.0
0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0.0

Lands/
Bldgs

0.0

0.0
0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0.0

Grants

0.0

0.0
0.0

0.0

0.0
0.0

0.0

0.0

0.0

0.0

0.0
0.0

Agency: Legislature

Misc PFT
-100.0 0.0
-100.0 0.0
-100.0 0.0
1.416.8 0.0
1,416.8 0.0
1,416.0 0.0
-209.4 0.0
-209.4 0.0

0.0 6.0
0.0 -6.0
0.0 0.0
-209.4 0.0
4/9/2002

PPT Tmp
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 0.0
0.0 00
0.0 0.0
8:20 AM



Transaction Comparison - FY 03 Operating Budget - Senate Structure

Numbers & Language

Column
Leaislative ODeratincj Budaet
Legislative Operating Budget
Reduction to meet Sonato Suhcommlttoe allocations Sen Sub
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| have several observations on the report prepared by Information Insights regarding the
Medicaid impact of eliminating CON requirements for ASCs in Fairbanks ("CON
deregulation” hereafter).

L

We agree with the validity of the "Medicaid cost argument." Allowing an unneeded
ASC1will definitely increase Medicaid spending.

The report explicitly acknowledges that the TVC ASC will initially simply move
patients out of the local hospital. This is consistent with the State finding that there is
no need for additional surgical capacity in the CON denial. This creates a costly
"excess" ofho.c tal capacity, unavoidably raising Medicaid payments to the hospital.

The report provides several different estimates of the magnitude of the negative
impact this bill will have on Medicaid spending. This ambiguity requires clarification
through additional research.

Much of the analysis rests on assumptions about future hospital pricing decisions.
These are incorrect. The first pricing decision assumed is tnat the hospital will lower
its prices for ambulato surgery prior to the opening of the ASC. This is inconect:
even the report recognizes that this will have no impact on the div*roion of TVC
patients to the_ ASC—

The report makes no mention of ASC pricing decisions. In fact, the ASC in
Anchorage has raised its rates, and there are no state constraints on rates currently in
effect. Any as  nptions about future savings based on rate-reduction are highly

speculative.

Discussions of price changes are limited to assumed reductions in outpatient surgery.
This ignores the increa >cd costs to Medicaid that will occur if the hospital
compensates for decreased Medicaid revenues in outpatient surgery by raising rates in
other areas. The hospital can alter its rate structure to ensure that total Medicaid
payments to it will remain constant. Recognizing this, all Medicaid payments to the
ASC are incremental increases in Medicaid spending.

The report's end-state : "enario of lower Medicaid costs is critically dependent on two
alternative assumption:, both of which are highly questionable.

The first is that the hospital might eventually backfill cases as the population
increases and use-rates rise because of an aging population. This argument has
several faults. First, outpatient surgical use-rates have not risen in recent years, they
have declined. Second, it tacitly assumes that incremental increases in total surgical
volume will be captured by the hospital through some unspecified mechanism. Third,
it ignores the possibility that increases in surgical volume will be met by the
expansion of physician-owned facilities. TVC could expand as readily as FMH could
"backfill." More obviously neglected is the possibility of another rival ASC, even
though this is exactly what Dr. McGuire is actively pursuing.

1 "Unneedcd" because a CON application for it was denied and area surgical volume lias decreased since

that time.
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The alternative critical assumption is that if hospital "backfill" fails to occur, the
hospital will "re-assign" fixed outpatient surgery costs elsewhere. The report suggests
that this could be accomplished by converting dedicated outpatient suites to inpatient
use. This argument fails to recognize that FMH has no dedicated outpatient suites. All
rooms are currently available to inpatients as well as outpatients and the State's need
assessment finding no need for additional outpatient surgical capacity reflects this
fact. More importantly, hospital operating rooms are highly isolated units. Excess
surgical capacity cannot be inexpensively converted to another use. The report fails to
recognize that the hospital will incur additional costs in dealing wih any excess
surgical capacity arising from CON deregulation; to which these additional costs will
be entirely attributable. Ifincurred, these increased costs will unavoidably increase
Medicaid payments to FMH.

In summary, the report recognizes that Medicaid payments will rise as patients are moved
form the hospital to an unneeded ASC. The report's lower-cost end-state will probably
never be reached. After certain increases in short-term Medicaid expenditures, potential
long-term projected savings are built upon incorrect assumptions, the omission of
potential areas of increased costs, and are highly speculative. Rather, it is highly likely
that the costs of the initial patient diversion will be permanently incorporated in the
subsequent payment structure; system-wide Medicaid costs will always be higher as a
result of deregulation.
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Impact of CON Regulation

« First, the analyst was limited to Medicare beneficiaries and, thus, only includes roughly
half of all patients undergoing CABG. However, it is likely that if patterns of care were
different for Medicare patients, relative to other patients, these differences would be similar
across states and would not bias study findings.

« Second, the relationships in this observational analysis represent associations—not
necessarily cause and effect relationships. Thus, any associations between CON regulation
and study outcomes may represent confounding due to other factors that may differ
according to CON status. These factors may include: i) managed care penetration; ii)
regional physician practice variation and/or differences in quality of care; iii) efforts to
report and disseminate outcomes data to providers, purchasers, and the lay public; and iv)
differences in patient preferences for care. Nonetheless, it would be nearly impossible and
certainly not feasible to design a study in which states were randomized to implement CON
or an observational study in which all possible confounding factors could be adjusted to
isolate the true effect of CON regulation.

« Third, the analysis may also be confounded by regional differences in the use of PTCA. As
an alternative treatment for coronary insufficiency, such differences in PTCA use may
directly impact CABG utilization and lead to selection bias in analyses comparing in-
hospital mortality. Indeed, the decline in the total numbers of CABG performed in all three
groups between 1996 and 1999 probably reflects increasing utilization of PTCA. Thus, full
understanding of CABG utilization patterns requires analysis of PTCA utilization rates,
which are beyond the scope of the current analysis.

« Fourth, the development of risk-adjustment models based on administrative data is itself
subject to limitations. Administrative data may be subject to wide variations across
hospitals in the reliability of individual diagnosis codes, which are used t) define risk-
adjustment variables. The range of variables that can be used for risk-adjurtment is also
limited. For example, important prognostic variables, such as left ventricular ejection
fraction, admission vital signs, and other admission physiological indicators cannot be
ascertained from administrative data. Moreover, it is difficult to discern whether certain
conditions that are identified were present prior to a patient’s admission or if the diagnosis
occurred after CABG and may represent a compilation of the procedure. However, it
should be noted that the risk-adjustment was constructed to minimize the use of variables
that could represent complications.

« Lastly, the analysis used risk-adjusted mortality as an indicator of quality of care, but did not
directly measure the process of care (e.g., technical skills of the surgeon, quality of post-
operative care). Similarly, the study examined CABG utilization, but did not directly
examine appropriateness of CABG in individual patients.

Conclusions

The current analysis, based on a complete sample of Medicare beneficiaries undergoing CABG
during the years 1994 through 1999, found that CABG utilization may actually be somewhat
lower in states with no CON regulations than in states with continuous CON regulation. In



Impact of CON Regulation

addition, the analysis found only relatively small differences in the prevalence of individual risk
factors and in the predicted risk of death (i.e., severity of illness).

In contrast, the analysis found that risk-adjusted mortality was 21% higher in states with no CON
regulation, compared to states with continuous CON regulation. Based on an actual mortality
rate of 44 deaths within 30 days or in-hospital per 1000 patients in states with continuous CON,
the 21% difference in mortality would translate to 9 additional deaths for every 1000 patients
undergoing CABG. In addition, the analysis found that average hospital volumes in states with
no CON were substantially lower and that patients in such states were substantially more likely
to undergo CABG in low-volume hospitals. The higher proportion of patients undergoing
CABG in low-volume hospitals may underlie the higher risk-adjusted mortality in states with no
CON. While the potential methodological limitations listed above need to be considered in the
interpretation of these findings, this analysis would suggest that CON regulation is associated
with better patient outcomes. Thus, repeal of CON regulations may have negative consequences
on patient outcomes.
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March 25, 2002

Representative John Coghill
State Capitol, Room 102
Juneau, AK 99801

Dear Representative Coghill:

The legislation set forth in HB 407 will eventually destroy the ability to provide the level of
health care that Fairbanks Memorial Hospital now provides to the Fairbanks Community.

Programs such as mental health, Denali Nursing Center and many other services that Fairbanks
Community Hospital now provides will not be provided because the real money producing
services will have been cherry picked from the hospital by those who are only interested in
making more money at the expense of the Fairbanks Community.

You do not see any of those people who wantto change the CON language, as it is now,
wanting to open a mental health dinic or a long term nursing facility because they know it does

not make a profit.

The real issue is more profitin some ones bank account as opposed to the overall health care
for the Fairbanks Community.

I sincerely wish you to not tamper with the CON language as it is now written.

Sincerely,

Cc: Senator Pete Kelly
Senator Gary WIllken
Senator Gene Therriault
Representative John Davies
Representative Jim Whitaker
Representative Hugh Fate
Representative Jeanette James
Representative Joe Hayes
Representative Fred Dyson, Chairman House HESS
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March 25, 2002

Representative John Coghill
State Capitol, Room 102
Juneau, AK 99801

Phone: 907-465-3719

Fax: 907-465-3258

Dear Representative Coghill,

| urge you to delay all action for this session on Certificate of Need (CONT) legislation.
The CON has worked well for nearly 20 years and Fairbanks has benefited with
outstanding health care. Ifyou feel the CON needs attention, please bring the issue home
and hold hearings this summer and fall so the people most impacted by HB 407 can be
heard in the community you represent.

The chan%es in the CON will negatively impact Fairbanks Memorial Hospital (FMHJ. I
siton the board and Executive Committee for the FMH Foundation. We have provided
sendees no one else would provide. We have provided cancer treatmentand psychiatric
care. We have notjust provided the most profitable services that will be promoted in the
future by those who will benefit from your proposed changes to the CON.

Thank you for your attention to my concerns. You can contact me dflys at 488-5104 or
evenings at 457-6066, if you have questions. | truly believe the best interests of your
constituents will be served by delaying all action on HB 407 this session.

Sincerely,

Jeffrey J. Cook
458 Terrace Drive
Fairbanks, AIC 99712

CC:  Senator Pete Kelly
Senator Gary Wilken
Senator Gene Therriault
Representative John Davies
Representative Jim Whitaker
Representative Hugh Fate
Representative Jeanette James
Representative Joe Hayes
Representative Fred Dyson, Chairman House HESS

0-1/22/02 02:07 TX/RX NO.3575 P. 008
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March 25, 2002

Representative John Coghill
S‘ate Capitol, Room 10
Juneau, AK 99801

Phone: 907-465-3719

Fax: 907-465-3258

A
Dear Representative Coghill,

| am writing to you re%arding HB407 and would tike to express my concerns related to the
changes this bill would have on healthcare.

First ofall, my concern relates to the elimination of the current CON. [ feel that changing the
CON as it currently exists would effect changes that would begin the deterioration of the Health
Care System in Fairbanks as we know it today. My past experience of 15 years working as a
thsmlan ina heavily manadged_care environment has given me the opi)(_)rtunlty to experience the
unhealthy competition and declining quality of care that is produced ultimately from these

changes.

Secondly, as Medical Director of Mental Health at Fairbanks Memorial Hospital, | feel strongly
that for quality mental health care to continue to be delivered, we need the resources and
financial support that HB407 threatens by virtue of the effect on overall funding for the hospital.
Addltlonallly, | feel that the statewide plan for the development of mental health beds is |m80rtant
to the development of a well-balanced mental health system throughout the state, and HB407

threatens this plan.

Finally, I feci that any legislative action that holds potential harm to healthcare throughout the
state as HB407 does, requires careful consideration by those supporting the changes. Thank you
for your consideration iu this very important matter.

R ectfully,

R. Duane Hops
Medical Director of
Fairbanks Memorial
1650 Cowles St.
Fairbanks, AK 99701
(907)458-5529

CC:  Senator Pete Kell
Senator Gary Wilken
Senator Gene Therriault
Representative John Davies
Representative Jim Whitaker
Representative Hugh Fate
Representative Jeanette James
Representative Joe Ifaycs _
Representative Fred Dyson, Chairman House HESS

04/22/02 02:07 TX/RX NO.2575 P.007
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April 23,2002

Representative Carl Moses
House Finance Committee
State Capitol

Juneau, AK 99801

Dear Representative Moses,

We are extremely concerned by the current Certificate of Need legislation that i9 being
considered.

Fairbanks Memorial Hospital, owned by a non-profit volunteer community board and operated
by a non-profit health system, has provided the Fairbanks community with exceptional health care for 30
years. Decisions have been made to provide health care based on community need not just health care
that provides a profit. They have stepped up and provided mental health care beds and services, long
term care nursing, routine nursing units and home health care to name a few services that are cross-
subsidized by surgery, imaging, lab and pharmacy. The CON law has made this possible because other
entities have not been able to “cheny-pick™ the hospital. For-profit entities would not be interested in
providing mental health beds, etc. but. instead would only want those services that provide a profit,
Doing away with the CON in Fairbanks could decimate a wonderful community hospital that has proven
to care about, and step up to the plate, to meet the health care needs of this community over and over

again.

No employee of the hospital, nor can any Board Member refer a patient to the hospital for
services, however a physician can refer a patient to their own surgery center, imaging center, etc. so that
they can personally gain by the referral. This is of grave concern to us and we would hope to you also.

The Certificate of Need insures that unnecessary facilities are notbuilt 1f unnecessary facilities
were built there will be an even greater shortage of nurses and health care technical personnel to go
around. Itis already difficult for the hospital to compete for some of these positions because clinics can
give them 8:00 to 5:00 shifts with weekends off and the hospital must be staffed 24 hrs. a day, seven
days a week. Another area that would further hurt our community hospital.

The CON process has proven that health care costs can be less expensive with fewer options.
Fairbanks Memorial hospital charges less for surgery procedures than the hospitals in Anchorage.
Having more than one option in Anchorage did not create cheaper services.

The Fairbanks community needs the Certificate ox Need to remain in place. Please do not tear
apart our community hospital. If our hospital isn’t or can’t meet the health care needs ofthe community
then through the current Certificate ofNeed process somcore else can.

Sincerely,

ifim E. and Karen A. Holt
1617 Madison Drive
Fairbanks, AK 99709
907-474-3874
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Valley Hospital is legally and ethically bound to serve all patients that walk through our doors, regardless of
ability to pay. Under EMTALA, Valley Hospital cannot turn anyone away or discharge him or her due to
financial class. A “medical boutique” does not operate under the same regulations and may in fact limit
customers of a particular payer status (Medicaid, Medicare or self-pay).

Valley Hospital is a private business, a not-for-profit enterprise, and receives no assistance from the Mat-Su
Borough government, which has limited health powers as a second class borough. Valley Hospital competes
directly with the Anchorage providers (Alaska Regional and Providence). Over 16,000 Valley residents
commute to Anchorage for work Monday through Friday. Surveys conducted by Valley Hospital show that
most of these commuters receive their healthcare in Anchorage and use Anchorage providers. Over the last five
years, Valley Hospital has made between 1.5 and 2.5 million dollars in net revenues. As you can sec, Valley
Hospital is in a competitive environment.

At Valley Hospital, our board members and administrators take seriously the intent and spirit of the 501(c)3
code. We invest 10% of our net revenues in excess of expenses back into the Mat-Su Borough community
through our Healthy Communities Program. This Healthy Communities Program makes small community
grants to local organizations and funds programs throughout the Mat-Su Borough that help to raise health status
of Valley residents. Nationwide, most hospitals invest less than one- percent back into the community, and
Valley Hospital has been recognized for its leadership in this area.

In addition, Valley Hospital reinvests the remaining 90% of its revenues back into capital equipment, facilities
and staffing to remain competitive and viable. Each year, Valley Hospital strives to donate one percent of its

net revenues to charity care. This, coupled with uncollectible accounts, adds up to millions of dollars annually
in unreimbursed care. This unreimbursed care totaled $3,974,000 in 2000 and $5,501,000 (unaudited) in 2001.

In summary, Valley Hospital supports keeping the Certificate of Need at a SI million threshold for equipment

and raising the CON to a $2 million threshold for building, so long as any bill altering the CON also supports

the following criteria:

« All providers, including private physicians, must meet the terms ofthe CON.

* AHproviders must provide care for all financial, classes, and their payer mix must reflect the payer mix of
the locale within which they operate. (Note: the current CON bureaucracy at the State could track this.)

« All expenditures, whether they be for capital, equipment, operational lease, or bricks and mortar, must fall
under this $2 million threshold.

With such great controversy over this proposed amendment to the CON, we recommend that the legislature
establish a working group comprised ofproviders and legislators to examine the entire CON process. Valley
Hospital remains willing to work with interested parties and the State of Alaska to improve the CON process in
order that it respond to the evolving needs of the health care environment in Alaska.
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MEMO
4 23-02

TO: Representatives Eldon Mulder and Bill Williams, Co-Chairs
Members of House Finance Committee

FROM:  George Larson, CEO
Valley Hospital Association

RE: Written Testimony for House Bill No. 407

For the record, Valley Hospital Association is against the propo sed population delimiter in House Bill No. 407
and Senate Bill 256. Valley Hospital serves one of the only large communities in the state that would be
affected by this proposed population delimiter for tlr Certificati of Need process.

VaIIey Hospital supports other measures in these bills, including the following:
Leaving the CON at the $1,000,000 level
* Replacing facilities at the same site or in the same community as long as no new category of health
services is provided and the existing facility is not used for other health services withouta CON
« Adding time requirements and review standards for the CON department to process CON applications

We acknowledge the benefits of fair competition, and assert that this proposed delimiter docs nothing to support
a level playing field. We are particularly concerned about the establishment o f “medical boutiques™ (such as a
free-standing imaging or surgery center) that limit services to those without third party insurance, thereby
“cherry-picking” most of the paying customers. The demography and geography of Alaska limit (he
effectiveness of unregulated competition as a means of ensuring socially appropriate supply and demand of
health care services.

To put this “chcrry-picking” in perspective, the Mat-Su Borough has one of the highest rates of Medicaid
patients, per capita, ofany borough in the State of AK. Medicaid is the fast growing “payer segment,” along
with "self-pay”—those that do not have any insurance. In the last three months, Valley Hospital’s “self-pay”
financial class has doubled from eight percent *0 12% of our payer mix. In the next five to 10 years, wc expect
our Medicare payer segment to double from six to 12 percent of our population. In Mat-Su, there are already
private providers that do not accept or limit the number of Medicaid or Medicare patients that they see. Based
on what is already happening, we cannot assume that these “medical boutiques” will treat patients in these payer
groups that do not pay 100 cents on the dollar,

515 E. DAHI.FA ST., P.O. BOX 1617, PALMHR AK 996-15 (907) 7-16-8600
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Missouri Certificate ofNeed

Why Employers and Labor
Want to retain 1t as a Cost Containment Tool
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11B407, CON
House Finance Hearing/Teleconference
Tuesday, April 23. 2002 1:30

Submined testimony:

On Teleconference: Out of State Expert Witnesses
Carolyn Watts PhD Seattle, WA.
Jay Kaplan, MD; Banner Health; Arizona
Thomas R. Piper. Missouri Dept, of Health
Dean Montgomery, HSA Northern Virginia
Robert Caswell, Ohio State University; HS Mgt. & Policy

Teleconference: In State
Mike Powers, FMH Administrator

Written Backup - Testimony: Opposed to HB 407
Need for Regulation - State by State examples
Compiled by Mike Powers, FMH Administrator
Market Forces in Health Care
By Robert Caswell, PhD
St. Louis Area Business Health Coalition - Missouri CON Debate
Missouri CON - Employers & Labor Want Cost Containment Tool
Ohio After CON - Submitted by Robert Stetson Assoc.
Richard Burger, M.D. - Fairbanks
Richard Hattan, M.D. - Fairbanks
Conrad G.B. Frank - Founding Member FMH Foundation
Peter Marshall, M.D. - North Pole
Harry Porter, FMI1Foundation
R. Duane Hopson, M.D. Medical Director of Mental Health, FMH
Jeffrey J. Cook - FMH Foundation
Dave Rasley - FMH Foundation
Response to Brian Rogers Analysis re: zero fiscal impact to state
By Mike Powers, FMH Administrator



APR. 23.2002 4:05PM UW HEALTH SERVICES 206 543-3964 NO. 7260 P 1

Carolyn A. Watts, Ph.D.
Health Economics and Policy

19920 174th Ave. N.E.
Woodinville, Washington 98072
(425) 402-8405

April 23, 2002
Mr. Chairman, and Membem of the Committee:

| am a professor of health economics at the University of Washington. Thank you for the
opportunity to speak with you today.

For the past 26 years, | have done research and taught in the area of health economics and
health policy. I have written widely on issues involving the organization of hca.th care
markets, including several pieces on Certificate of Need, one for the Washington State
Legislature.

The message | would like to deliver is that you need to proceed with extreme caution
with this legislation as the stakes are very high, both for Alaska’s Medicaid budget and
for access to basic services such as obstetrics and prenatal care for the populations,
particularly the low income populations, served by sole community hospitals.

As an economist, | believe in competition. However, competition delivers good results in
markets that can support many buyers and sellers where all consumers can afford to pay
their way. Competition at its best does a good job of catering to tnc desires of buyers
with money. Ttdoes nothing for people without the ability to pay. This is not the
situation in single hospital communities. Here patients have no alternative if the only
hospital cannot survive financially because another provider has entered the market to do
only the profitable services.

Competition can lower prices in some markets. However, the only prices that get
lowered are for those consumers and services the sellers want to serve (at a profit).
Sellers won’t compete to serve Medicaid or charity patients - but competition will erode
the ability of charitable hospitals to serve these patients if they take away the potential for
cross subsidization.

The Alaska State budget is in trouble. Medicaid funds are in trouble. Cross subsidization
of Medicaid and charity services with insurance funds paid for profitable services
essentially allows the state to shift some of the financial burden of its Medicaid oblige* ion
to the private sector. Comp tition that lowers the prices of profitable services to insured
patients benefits insurance companies at the expense of the state Medicaid budget. The
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hospital’s financial obligations around basic services such as obstetrics and prenatal care
to low income Medicaid or uninsured patients will not be reduced as outpatient surgery
centers and other niche providers enter the market. In the absence of funds generated
through cross subsidization, the hospital will either have to raise its prices to Medicaid or
fail financially, resulting in major access dilemmas not just for Medicaid patients but for
all the residents of the community.

Finally, Certificate of Need docs not prohibit competition It simply provides a structure
and a public process through which competition can be monitored, guided, and shaped to
be constructive rather than destructive. The free market, after all, brought us Enron.

| urge you to study this issue very carefully before you dismantle the public process that
supports the health care infrastructure of Alaskan communities.

Thank you again for allowing me to share my thoughts on this matter.

Sincerely,

C

Professor

2



Certificate of

Need Revisited

Certificate ofNeed programs can play an
importantrole in managing health

care, though notnecessarily in the byDanie_iN.Me-uVszon
manner originally intended. and Judith Arnold

The pressure of rising health cart costs on state budgets, employer pay-
rolls and American families has again brought health care cost control
to the forefront of state regulatory agendas.

Tired ofwaiting for the federal response to the nation’s health care ills,
most states have begun to examine options for initiating reform. This has
brought new scrutiny to stale programs designed to contain costs, moni-
tor quality and promote access to care. An increasing number ofstates are
re-examining the effectiveness of their Certificate of Need programs and
considering their role in the rapidly changing health care environment.

Certificate of Need (CON) is a regulatory review process that requires
certain health care organizations, such as hospitals, nursing homes and
physician groups, to obtain authorization from the Btate for mqjor capital
expenditures, the purchase ofhigh technology equipmentand the expan-
sion of services.

The use ofcapital review programs at the state level began with volun-
tary state programs and accelerated with the passage of Section 1122 of
the 1972 amendments to the Social Security Act, which stipulated that
states must review all capital expenditures that exceeded $100,000,
changed bed capacity or involved a “substantial change” in services. States
not reviewing such expenditures were subject to a loss of Medicare capi-
tal reimbursement, federal Medicaid payments and payments through the
Maternal and Child Health Program,

In 1974, the National Health Planning and Resources Act went further,
requiring states to enact Certificate of Need to receive funds through the
Public Health Service. While some states implemented CON to contain
costs, improve access or monitor quality, others simply did so to conform
with federal requirements.

Since the 1986 repeal of the National Health Planning and Resources
Act, 12 stateahave repealed partor all of their CON or allowed it to sunset.
Many of the states repealing CON substituted other regulation, especially
for long-term care. The 38 remaining state programsvary widely with re-
spect to the types of services reviewed, dollar thresholds for capital review,
the quality ofthe State Health Plan stipulating program goals, the strin-
gency with which regulations are enforced and in a variety ofother ways.
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This diversity provides the opportunity to compare a variety ofapproaches
to capital review.

CON?’s Effectiveness In Acute Care

In the acute care sector, CON typically requires hospitals to file for review
when expanding bed capacity or adding clinical
services. State regulators thought that by control-
ling excess hospital capacity and limiting services,
CON would moderate increases in health care costs, .
maintain access to care and promote quality. While  Certificate of
CON programs have not met all of these expecta- Need programs
tions, they have achieved some modest successes have not been
that are often overlooked. successful in

Acute Care Costs holdl_ng down

CON programs have not been successful in hold-  hospital costs.
ing down hospital costs. This conclusion is based
on extensive empirical analyses ofhospital costs be-
tween 1980 and 1989. Our findings concur with a
number ofstudies conducted during the 1970s, con-
cluding that the program did not decrease hospital costs during that time
(Sloan, Steinwald 1980)(Pblicy Analysis, Inc., 1981), and two more recent
studiesthat showed CON associated with modest increases in costs in the
early 1980s. (Ashby 1984 and Federal Trade Commission 1988) These na-
tional results may not hold for a given state, since each program is unique.
Thoy do, however, hold in Ohio and Pennsylvania, two states analyzed in
detail. (Lewin-VHI 1991 and Lewin-VHI 1992a)

Legislators also are frequently interested in whether costs increased in
states that repealed CON. We have found no evidence of increased costs
in the 12 states that repealed their CON programs. There was expansion
of certain services in these states, as will be discussed in the following
section. However, these results cannot be used to predict the potential con-
sequences of repeal in other states since the regulatory, market and other
circumstances in eacli state are unique.

What has hindered CON programs from successfully controlling acute
care costs? There are four primary factors. First, CON targets only a small
portion ofa hospital's overall budget. Control of capital spending haB no
effect on cosL increases caused by the rise in labor, hospital-specific infla-
tion and innovative uses of surgical techniques.

Second, the program does nothing to affect the prices that a hospital can
charge Third, the health policy literature shows that reductions in hospital
bed capacity (a mgjor target of CON programs) do not usually reduce the
use ofservices. (Friedman, Pauly 1983 and Schwartz, Joskow 1980) In fact,
closing inexpensive community hospitals can actually add to costs, as
patients go to more sophisticated and expensive sites for care (Pauly, Wil-
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fli-moving Certificate-of-Need Regulations 471

(iipun Heart Organ Hospital-  Total
Units/ Transplant  based Units/  Units/
Million  Units/Million  Million  Million

543a 4093 4773 .639%a
(.036) (.039) (.043) (.038)
.006 ,036h -.012* .00001
(.006) (.017) (.003) (.003)
931 750 988 981
922 716 986 979
112 22 532 337
617 541 o 479 479

* Significant at the 1percent level (two-tail test).
*Significant at the 5 percent level (two-tail lest).
' Significant at the 10 percent level (two-tail test).

data to assess the impact of CON. Examining data through 1982, Lan-
ning, Morrisey, and Ohsfeldt (1991) found that after controlling for the
fact that per capita spending was significantly different in states which
adopted CON early, CON was associated with a 20.6 percent increase in
hospital spending and a nine percent increase in spending on other health
care. The net impact was a 13.6 percent increase in per capita spending
on personal health care services. Using data derived from the annual
Hospital. Statistics on per capita hospital spending through 1990 (ATIA
1977-1994) and a method that accounted for endogeneity of CON,
Antel, Ohsfeldt, and Becker (1995) reported that CON had no impact on
this form of spending, although they found that section 1122 reduced
hospital spending. Without controlling for the endogeneity of CON, the
moefficient on the CON variable was negative but very small, with a
t-ratio of -.47. Taking account of endogeneity, the coefficient on CON
became positive and statistically significant at the 10 percent level. It is
noteworthy that explicitly accounting for CON's endogeneity made it
appear to perform less well. Salkever and Bice (1976) found no impact of
CON on total hospital operating costs per capita. Likewise, an earlier
study by the Federal Trade Commission found that CON had no impact
on hospital costs, but also found that section 1122 had a negative influ-
ence (Sherman 1988). By contrast, in our study, neither mature CON nor
section 1122 had an impact on this type of expenditure, although both
were associated with lower growth in acute care spending.
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required to outnumber provider members on local planning boards (Sloan
1988). Also, any Health Systems Agency plan that failed to address needs
of low-income persons was subject to challenge at a public hearing.

There is a paucity of empirical studies of effects of CON on access to
acute care services. One study conducted in Florida reported that a hos-
pital’s success in obtaining CON approval was consistently related to the
amount of indigent care that it provided (Campbell and Fournier 1993).
A study of California hospitals found evidence consistent with the hypo-
thesis that hospital regulators reward large uncompensated care pro-
viders with profitable CON licenses, although no CON variables were
actually used in estimating the amount of uncompensated care given by
providers (Campbell and Ahem 1993).

Ev athough this information is suggestive, it is difficult to use it as a
basis for continuing to support CON. First, it only applies to two states.
Second, there must be more efficient ways to promote access than con-
ferring monopoly franchises on facilities. Efforts to promote access are
likely to be more productive if they are focused on primary care pro-
viders. Lack of adequate and timely primary care has been found to lead
to a significant number of avoidable hospitalizations (Billings et al. 1993)

Earlier studies were more favorable than ours to other regulatory pro-
grams such as PPS and state hospital rate-setting relative to CON. It is
not that CON has become more effective, but rather that the other pro-

grams became worse performers in terms of cost containment as the pro-
vider community became more familiar with them.

Conclusion

Our empirical analysis of effects of CON on costs revealed that, at best,
CON has had a modest cost-containing influence on hospital and other
acute care services. We found no evidence for a surge in acquisition of
new facilities or in costs following removal of CON.jStates that lifted
CON did not experience arise in spending on hospital and physicians’
services relative to those that retained jt"The conclusion of lack of surge
even holds for facilities such as ambulatory surgery units that have expe-
rienced substantial growth in recent years. It is doubtful that CON has
had much of a positive or negative influence on quality of care. CON

may have improved access, but the empirical evidence for this is quite
meager.



Sectional for CSHB 407(HSS)
Version S

ASection 1. (a)(1) This provision specifically provides that if a facility is operating under
a certificate of need, that facility cannot, for any amount, com. ruct a skilled nursing
facility or psychiatric hospital, increase the bed capacity of a skilled nursing facility,
nor convert a building or part of a building to a skilled nursing facility or psychiatric
hospital. It also prohibits the conversion of adult psychiatric beds to psychiatric beds
designated for care of a child under 21 years of age. This language requires a CON
for skilled nursing facilities and psychiatric hospitals.

(a)(2) This provision stipulates that a skilled nursing facility or a psychiatric hospital
wishing to add health services that would cost SI million or more would have to
apply for an additional CON to do so.

It also exempts from the CON provisions any health facility other than a skilled
nursing facility or psychiatric hospital in an area with a population of 55,000 or
more.

Section 2. Provides that a facility destroyed on site or demolished on site could be
replaced without having to acquire a new certificate of need and provides that a
facility could move to a new site without a new certificate of need as long as
capacity and categories of services do not change.

Section 3. Requires the department to adopt regulations to set a time limit for the
department to determine that an application is complete.

Section 4. Requires the department to set a time limit by which public hearings must be
held.

Requires the department to approve or deny an application within 120 days of the
date the department determined the application was complete.

Section 5. Places all certificate of need applications under the same standards of review
that currently exist for nursing home beds. All CON's except nursing homes had a
vague standard of review under AS 18.07.041. This change gives a more definitive
standard for the applicants to follow.

Sections 6
Thru 10. Technical changes required under Section 5.

Section 11.  Repeals the broad standard of review in AS 18.07.041 and repeals
18.07.031(b) which is now AS 18.07.031(a)(1)(C) and is expanding the restrictions
to psychiatric hospitals.

Section 12.  Applicability of new statute is limited to CON applications filed on or after
the effective date.

Section 13.  Has an immediate effective date.



Sectional for CSHB 407(HSS)
Version S

&Section 1. (a)(1)(A) This provision specifically provides that if a facility is operating
under a certificate of need, that facility cannot, for any amount, construct a skilled
nursing facility or psychiatric hospital unless they are replacing or relocating a
facility already covered under a CON.

(2)(1)(B) This provision specifically provides that if a facility is operating under a
certificate of need, that facility cannot, for any amount, increase the bed capacity of
a skilled nursing facility or psychiatric hospital, unless that increase is covered in the
existing CON.

(a)(1)(C) This provision specifically provides that if a facility is operating under a
certificate of need, that facility cannot, for any amount, convert a building or part of
a building to a skilled nursing facility or psychiatric hospital, unless the conversion is
covered under the existing CON.

(2)(1)(D) This provision specifically provides that if a facility is operating under a
certificate of need, that fac:,ity cannot, for any amount, convert adult psychiatric
beds to psychiatric beds designated for care of a child under 21 years of age.

(2)(1)(E) This provision specifically provides that if a facility is operating under a
certificate of need, that facility cannot, for any amount, convert the existing use of
any bed to a new use other than a psychiatric bed designated for the care of a chiljf
under 21 years of age if the existing use required a CON or if the facility is located in
a community of 55,000 of less.

(a)(2) This provision stipulates that a skilled nursing facility or a psychiatric hospital
wishing to add health services that would cost $1 million or more would have to
apply for an additional CON to do so.

If a new health facility is to be built in a community of 55,000 of more and the
facility will not be a skilled nursing facility or psychiatric, the facility can be built
without a CON.

Section 2. Provides that a facility destroyed on site or demolished on site could be
replaced without having to acquire a new certificate of need and provides that a
facility could move to a new site without a new certificate of need as long as
capacity and categories of services do not change.

Section 3. Requires the department to adopt regulations to set a lime limit for the
department to determine that an application is complete.

Section 4. Requires the department to set a time limit by which public hearings must be
held.

Requires the department to approve or deny an application within 120 days of the
date the department determined the application was complete.



Section 5. Places all certificate of need applications under the same standards of review
that currently exist for nursing home beds. All CON’s except nursing homes had a
vague standard of review under AS 18.07.041. This change gives a more definitive
standard for the applicants to follow.

Sections 6
Thru 10. Technical changes required under Section 5.

Section 11.  Repeals the broad standard of review in AS 18.07.041 and repeals
18.07.031(b) which is now AS 18.07.031(a)(1)(C) and is expanding the restrictions
to psychiatric hospitals.

Section 12.  Applicability of new statute is limited to CON applications filed on or after
the effective date.

Section 13.  Has an immediate effective date.
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April 23, 2002

House Finance Committee of the Alaska State Legislature

Dear Committee Members:

As the Director of the Missouri Certificate of Need (CON) Program and Information
Coordinator for the American Health Planning Association, I am subm_lttln? this
testimony to you in support of the continuance of Certificate of Need in Alaska.
My points are briefand to the point as listed below.

For almost 18 years | have administered health planning and CON in Missouri, and
| have seen It evolve and change in many ways:

1979 Original CON Law passed _ _

1983 Establishment of the Nursing Home Moratorium established

1988 Expenditure minimurns raised, but Federal funding discontinued

1991 Parking facilities, utility systems and others waived from review

1996 Acute care sunset passed by Legislature effective 12/31/01

1999 Lon? term care replacements and purchase of beds established

2001 Acute care review ended (long term care and mal!]or medical eqpt left)
2002 HB1717 and SB 1087 would restore and strengthen acute care review.

Hospitals were split for many%/ears, but now united with business to reform CON.
Proposed bills would cover both acute and long term care with zero thresholds for
first-time services, but broaden flexibility for service expansion and replacement.
The basic rationale is to protect established community servkes while restrainin
double-digit inflation in health care premiums and Medicaid costs. The impact o
deregulation has been jolting in the number of new ambulatorﬁ surgery d
diagnostic Imaging centers, plus major hospital expansions. The fiscal impact
cannot yet be measured accurately, but it could not come at a worse time with our
stale budget cuts of over $500 million and federal limitations on reimbursement.

Such funding problems are being experienced everywhere in our country. As | have
monitored CON activities nationally over the last 13 years, and watched the demise
of managed care, we have seen CON stabilize in 36 states and the District of
Columbia. In Missouri we have streamlined our process, which appears to be a
popular pattern in most CON states.

State oversight of health care persists because public funds pay for over two-thirds
of health care sendees, and competition doesn’t work in health care. Health care is
part of the caring community, not a commodity . .. public/private partn_ershlps

with corrmHniity health planning and oversight continues to be our best investment.

Slifcercl

Thomas) R. Piﬁler, Dircct/jri*
Certificate of Need Program
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Missouri Certificate of Nttd -- Acute Care Facilities Hensons to Renew and Reform Programs

Healthcare cost axe projected to rise 11% per year for all employers in 2001 according to the 2000
National Survey of Employer-Sponsored Health Plans by William M. Mercer. These increases arc
often in excess of 20% for small companies. This is no time to experiment with ending a p.-ugiam that
is designed to hold cosi down.

The potential consequences of ending COM fite not "well known; however, there is some evidence that
Indians and Ohio have seen significant growth in new excess hospital capacity especially cardiac
surgery capacity after CON ended. In slates without CON, facilities are built without ibe opportunity
for community input, which CON provides. There is r.0 evidence to date that ending CON has brought

cost down ir. stales that ended it

1he healthcare market does not respond fully to market incentives as in other industries. Hence, some
level of regulation of supply may be needed. Many providers receive more than 50% funding from
public sources, Many providers are not-for-profit. Third panics pay for care while individuals
consume care. Many utilization decisions arc made by providers not consumers.

Healthcare tends to be a supp:jy driven industr¥. The supply of facilities has a direct effect on the rate
of utilization. St. Louis already has higher utilization that most markets. Ending CON will only make
our potentially high utilization problem worse without any pian for controlling’ this problem. Por
example, Si. I-ouis has 58% more available beds per 1,000 population and 36% more hosgital day use
than 2 comparison group of regions cited in the Sic. Luuis liailth Care - A Regiona! Comparison.
Volume I1Hospital Performance, pr 10, dated Dccemher 1999 by the St. Louis Area Business Health
Coalition. St. Louis already exceeds most U.S. regions in utilization of cardisc procedures. Wc are
50% higher for inpatient cardiac catheterization than for a comparison group of tedium. (Sc=page 12

of the above report)

P.xccss suppN  beds in Si. Louts is finally on the way down after years of resLuag movement.
Approximately one thousand excess beds were taken out of this area’s almost 10,000 available beds in
recent years while CON was in place. Ending CON can only serve to reverse this positive Trend. SI.
Louis currently has approximately 3,000 excess available beds (Sr. Louis Ares Hospitals. Industry
Financial end Statisitcal Oven/in*. St. Louis Area Business Health Coalition, August 2000).

SB235 improve:; the less thar. perfect current CON system. It eliminates from review mosi facility
remodeling and replacement of equipment. It also eliminates from review small and moderate size
facility building projects unda 7 million dollars. It also allows for documented need for a competitive
nltemarive as a volid reason to approve proposals for new facilities or expansions.

Examples of successful CON use in this region are:

L The negotiation of common use of Gamma Knife technology by BJC and SLU hospital when only
one was needed for the entire tcgiun.

2. The negotiation of qualitr and accountability standards tied to financial incentives as part of the
women’s hospital proposal in Chesterfield.

3. The negotiation of bed reductions 83 part of several campus renovation projects by hospital systems
ova the past several yean. |

Rev 4/3/0i
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Case Study: Ohio After CON

Ohio and Missouri are similar: both arc medium-sized Midwestern-slates, both have alarge
amount of Iheir population in urban centers, and yet both ate agricultural throughout most of the
land between the major ones

In Ohio, the state's COM bw sunset in phases between 1995 and early 199S. The unanticipated
results can be summarized in three ways'

1. Tremendous Proliferation ofNiche Services

Ohio left in place a notification requirement for development of most hcaith-care services. Based
on compilation of this data by a respected Ohio law firm, the sheer number of services thar have
proliferated is staggering. Virtually all new development in Ohio carves out only the most
“lucrative” ofservices from hospitals Services over developed in the state include

+ 14 new open lieart programs and 6 new transplant programs (5 organ and 3 bone marrow/stem
cell)

0 17 new cardiac catheterization programs (3 without open-hean support)
+ 13 new radiation therapy programs for cancer treatment (5 at freestanding centers)
» 82 new %4RJ and CT units (estimated as two-thirds of 123 total new units)

+ 133 pew ambulatory surgery centers (ASC) ("the vast majority ofthe new ASCsare owned
and operated” by niche players and "the majority of them seem to be developing in the
affluent and crowing subuths and counties surrounding the metropolitan areas.")

This over-development drives up health-care costs through the addition of redundant overhead
Prevention of this is the reason CON was created more than twenty years ago. The Ohio Dept, of
Health repotted that the notices for just new Facilities filed between January 1, 1997 and June 30,
1999 totaled over 5694 million. (New facilities are surgery centers, hospitals, imaging centers, etc.
Excluded are new machines added in existing Jocarions )

2. Services Are NOT Going Where Needed

Ifthe tremendous ptoliferation of services in Ohio had gone to areas previously underserved, the
figures above would be less conspicuous. But instead, services havegone to tirens already well

served by healthcare providers. Here isjust one example:
¢ 73% ofall new ambulatory surgery centers were constructed in the lop 22 most affluent of
Ohio's 88 counties, ranked by pei capitaincome. Inother words, neariv 3/4 of all new
sujgety centers were built in just the top 1/4 richest counties

+ Inthe bottom quarter of Ohio counties, only one new surgery center wa; built, representing
just 3% of all new surgery centers constructed over the time of this study.

3. Hospitals ate Closing or In Trouble

In Cincinnati, two urban hospitals "effectively ciosed™ inner-city facilities and relocated to the
suburbs. In Cleveland, two inner-city hospitals dosed and its "largest and busiest public hospital,”
whose‘heart and soul has always been caic fur the poor,” saw a S21 million shortfall in 2000, only

one year after laying off 190 employees

04/22/02 03:44 TX/RX NO.3576 P .015
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VALLEYO!

MEMO
4 2302

TO: Representatives Eldon Mulder and_Bill Williams, Co-Chairs
Members of House Finance Committee

FROM:  George Larson, CEO
Valley Hospital Association

RE: Written Testimony for House Bill No. 407

For the record, Valley Hospital Association is against the proposed population delimiter in House Bill No. 407
and Senate Bill 256. Valley Hospital serves one of the only large communities in the state that would be
affected by this proposed population delimiter for the Certificate of Need process.

Valley Hospital supports other measures in these bills, including the following:
« Leaving the CON at the $1,000,000 level
* Replacing facilities at the <e ie site or in the same community as long as no new category of health
services is provided and the existing facility is not used for other health services without a CON
* Adding time requirements and review standards for the CON department to process CON applications

We acknowledge the benefits of fair competition, and assert that this proposed delimiter does nothing to support
a level playing field. We are particularly concerned about the establishment of “medical boutiques” (such as a
free-standing imaging or surgery center) that limit services to those without third party insurance, thereby
“cherry-picking" most of the paying customers. The demography and geography of Alaska limit the
effectiveness of unregulated competition as a means of ensuring socially appropriate supply and dem. md of

health care services.

To put this “cheny-picking™ in perspective, the Mat-Su Borough has one of the highest rates of Medicaid
patients, per capita, of any borough in the State of AK. Medicaid is the fast growing “payer segment,” along
with “self-pay”—those that do not have any insurance. In the last three months, Valley Hospital’s “self-pay”
financial class has doubled from eight percent to 12% of our payer mix. In the next five to 10 years, we expect
our Medicare payer segment to double from six to 12 percent of our population. In Mat-Su, there are already
private providers that do not accept or limit the number of Medicaid or Medicare patients that they sec. Based
on what is already happening, wc cannot assume that these “medical boutiques” will treat patients in these payer
groups that do not pay 100 cents on the dollar.

515E. DAHLIA ST., P.O. BOX 1687, PALMER, AK 99645 (907) 746-8600
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Valley Hospital is legally and ethically bound to serve all patients that walk through our doors, regardless of
ability to pay. Under EMTALA, Valley Hospital cannot turn anyone away or discharge him or her due to
financial class. A “medical boutique" does not operate under the same regulations and may in fact limit
customer;; of aparticular payer status (Medicaid, Medicare or self-pay).

Valley Hospital is a private business, a not-for-profit enterprise, and receives no assistance Iforn the Mat-Su

Borough government, which has limited health powers as a second class borough. Valley Hospital competes

directly with the Anchorage providers (Alaska Regional and Providence). Over 16,000 Valley residents

commute to Anchorage for work Monday through Friday. Surveys conducted by Valley Hospital show that

most of these commuters receive their healthcare in Anchorage and use Anchorage providers. Over the last five

Zlears! Valley Hospital has made between 1.5 and 2.5 million dollars in net revenues. As you can see, Valley
ospital is in a competitive environment.

At Valley Hospital, our board members and administrators take seriously the intent and spirit of the 501 (c)3
code. We invest 10% of our net revenues in excess of expenses back into the Mat-Su Borough community
through our Healthy Communities Program. This Healthy Communities Program makes small community
grants to local organizations and funds programs throughout the Mat-Su Borough that help to raise health status
of Valley residents. Nationwide, most hospitals invest less than one- percent back into the community, and
Valley Hospital has been recognized for its leadership in this area.

In addition, Valley Hospital reinvests the remaining 90% of its revenues back into capital equipment, facilities
and staffing to remain competitive and viable. Each year, Valley Hospital strives to donate one percent of its

net revenues to charily care. This, coupled with uncollectible accounts, adds up to millions of dollars annually
in unreimbursed care. This unreimbursed care totaled $3,974,000 in 2000 and $5,501,000 (unaudited) in 2001.

In summary, Valley Hospital supports keeping the Certificate of Need at a $1 million threshold for equipment

and raising the CON to a S2 million threshold for building, so long as any bill altering the CON also supports

the following criteria:

« All providers, including private physicians, must meet the terms of the CON.

« All providers must provide care for all financial classes, and their payer mix must reflect the payer mix of
the locale within which they opera'e. (Note: the current CON bureaucracy at the State could track this.)

« All expenditures, whether they be for capital, equipment, operational lease, or bricks and mortar, must fall
under this $2 million threshold.

With such great controversy over this proposed amendment to the CON, we recommend that the legislature
establish a working group comprised of providers and legislators to examine the entire CON process. Valley
Hospital remains willing to work with interested parties and the State of Alaska to improve the CON process in
order that it respond to the evolving needs of the health carc environment in Alaska.
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Health Systems Agency of Northern Virginia
7245 Arlington Boulevard, Suite 300
Falls Church, Virginia 22042
Phone: 703-573-3100  Fax 703-573-1276

April 23.2002

House Finance Committee
Alaska Stale Legislature

Testimony. HB 40/
Alaska Certificate of Need Program

Mr. Chairman, Members of the Committee,

1am Dean Montgomery, Staff Director of the Health Systems Agency of Northern Virginia
(HSANV), a private non-profit corporation. HSANV does health services research and planning,
under contract, for both public and private entities. Wc have conducted a number of CON and
related planning studies in Virginia and elsewhere over the last two decades. 1have more than 25
years experience in this field.

The merits, and necessity, of CON and related planning have been debated in Virginia, with
varying degrees of intensity, ever)’year since 1986. The Virginia experience may be instructive
and of use as you consider changes to Alaska’s program. After years of debate, most covered
service in Virginia were deregulated in 1989. Among acute care services, planning controls were
kept on only hospital beds, operating rooms and open-heart surgery. Following deregulation, there
was an immediate proliferation of new services (notably, CT. MR1, radiation therapy, cardiac
catheterization). The resulting increase in capital expenditures, and the sharp decrease in average
program use/volumes and the associated revenue loss at established programs, Itd the slate
IePisIature to rcimposc planning controls three years later, in 1992, Controls were rcimposed on
all of the services that had been deregulated in 1989. The excesses following deregulation were
such that it look between 7 and 8 years for average program volumes to return to 1989 levels.
Virginia has been a rapidly growing state during the last decade. Were this not the case, the
negative effects of deregulation would have been even greater and longer lasting.

1his experience notwithstanding, CON has been debated annually (during each general assembly
session), since the rcimposition of controls in 1992, To date there has been no significant change
in the program, although there is a strong lobby in favor of the deregulation, particularly of
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surgery centers, diagnostic imaging services, specialized cardiac services, cancer treatment
centers, and similar services that can be operated profitably outside of community hospitals.

The COM debate has centered on three broad issues: (1) on the economic effects of deregulation,
particularly for community hospitals, (2) on the access to carc implications, especially for the
medically indigent and Medicaid patients, and (3) on the quality implications, notably for
specialized surgical and other tertiary care services.

To date (the 2002 general assembly session ended recently), the legislature has not deregulated
again because the evidence and testimony indicate that:

. community hospitals would lose critical revenue from the loss ofa large percentage of the
services on which they make u profit (e.g., ambulatory surgery, diagnostic imaging, cardiac
catheterization) and use to subsidize losses in necessary but unprofitable services;

. in some cases, and perhaps in many, the loss of this revenue would undercut the economic
viability of the hospital upon which a community, or a specific population, is dependent;

. many community hospitals would be unable, or less able, to provide necessary emergency
services and services to the medically indigent and to Medicaid patients, without a
substantial increase in Medicaid payments;

. cost of deregulation to community hospitals is estimated, at minimum, to be tens of
millions of dollars annually, and perhaps several hundred million, depending on the
categories of services removed from regulation; and

. although lhero have been sustained negotiations over several years, to date the legislature
has been unwilling or unable to appropriate monies or to increase Medicaid payments to
offset a significant part of these losses to essential community hospitals, or to otherwise
level the playing Held (e.g., tax deregulated services) to offset the inherent advantages of
proprietary ambulatory surgery centers and other diagnostic and treatment centers.

Conclusion

Virginia hospitals are highly dependent on ambulatory surgery and diagnostic imaging revenues to
offset losses in a number of essential but unprofitable services they are required to provide. The
s,.mc is true 0f most essential community hospitals elsewhere.

Deregulation should occur, ifat all, only afier careful study of the economic and service
implications. The cost can be substantial, much higher than anticipated. These costs will
necessarily be borne most heavily, if not entirely, by the poor, the medically indigent and the state.

Thank you for the opportunity to comment of the proposed changes to Alaska's certificate of need
program. 1 hope it is no reflection on the value of my views and testimony, but 1have not been
compensated in any way for testifying.
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April 23. 2002
House Finance Committee of the Alaska State Legislature

Dear Committee Members:

As the Director of the Missouri Certificate of Need (CON) Program and Information
Coordinator for the American Health Planning Association. Iam subm_lttln? this
testimony to you in support of the continuance of Certificate of Need in Alaska.
My points aré briefand to the point as listed below.

For almost 18 years | have administered health planning and CON in Missouri, and
| have seen it evolve and change in many ways:

1979 Original CON Law passed _ _

1983 Establishment of the Nursing Home Moratorium established

1988 Expenditure minimums raised, but Federal funding discontinued

1991 Parking facilities, utility systems and others waived from review

1996 Acute care sunset passed by Legislature effective 12/31/01

1999 Lon? term care replacements and purchase of beds established

2001 Acute care review ended (long term care and ma[]]or medical eqpt left)
2002 HB1717 and SB 1087 would restore and strengthen acute care review.

Hospitals were split for many?/ears, but now united with business to reform CON.
Proposed bills would cover both acute and long term care with zero thresholds for
first-time services, but broaden flexibility for service expansion and replacement.
The basic rationale is to protect established community services while restrainin
double-digit inflation in health care premiums and Medicaid costs. The impact o
deregulation has been jolting in the number of new ambulatorf)]/ surgery and
diagnostic imaging centers, plus major hospital expansions. The fiscal imp. ct
cannot yet be measured accurately, but it could not come at a worse time with our
state budget cuts of over $500 million and federal limitations on reimbursement.

Such fundln%probl_er_n_s are being experienced everywhere in our country. As | have
monitored CON activities nationally over the last 13 years, and watched the demise
of managed care, we have seen CON stabilize in 36 states and the District of
Columbia. In Missouri we have streamlined our process, which appears to be a
popular pattern in most CON states.

State oversight of health care persists because public funds Pay for over two-thirds
of health care services, and competition doesn't work in health care. Health care is
part of the car_ln%]communlty,_ not a commodity . .. public/private partn_ershlps

with nity health planning and oversight continues to be our best investment.
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March 25, 2002

Representative Joe Hayes
State Capitol
Juneau, AK 99801

Dear Representative Hayes,

The movement In the state government to change the
CON rules alarms me. We have operated as they are
presently on the books since we' began our community
hospital. Reflect fora moment yhere we came from: 1967
flood, departure of the Sisters of Providence, creation of the
Greater Fairbanks Community Hospital Foundation, various
fund drives, constant building arid changes to deliver the
best hospital care atthe least possible cost. We have done
and are continuing to do the jobifor the Fairbanks community
without cost to the state government. We are not receiving
an appropriation from the state In 2002. We are not a part of
any Senate or House appropriation bill.

Some legislators have expressed the feeling that they
do not understand the hospital business. Give us credit for
30 + years of involvementon a daily basis at no cost to
anyone gives us an understanding of our local hospital and
healthcare needs. KiIlIf those unwarranted CON bills.

Very truly yours,

Harry J. Porter
Treasurer
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ST. LOCKS AREA
BUSINESS HEALTH COALITION

6888 Ladue Road, Suite 280 St. Louis, MO 63124
(314) 721-7821 Fax (334) 721-6784 Email: stibhc@aol.com

March 14 2001

The Honorable ljinaBak'ir
Chairperson, House Social Services, Medical & The Elderly Committee

Missouri Hepresentativo DisL 76
Capital Bldg, Bm. 313-2
Jefferson City, MO 65101

And
Members of the House Social Services, Medical A The EId -rN Committee

HE: HBT15 A HB680 Certificate of Howl
Do;u- Hopresenmtivo Baker and Committee Members:
There is an emergin\?vcost crisis in health care that tlreatcus business in Missouri, U>e state budget

and tlie family budget Wc have now returned to double di,;it_|premium increases for large employers and
over 20 per year increases for small employers arc common This trend will cause serious damage if not

checked.
Every able-bodied cost containment tool is needed to fight this pioblem. The em'\FIogers i0 cor region
believe one of those tools, while not without it* flavra, is the State Certificate of Need (CON) Program.

Much of that program concerning hospital facilities will sunset this year unless the legislature renews it
This is not the time to allow CON to sunset' We support HB71C anilHBfiSO both in tire Social Services,
Medicaid and the Elderly Committee. We arc asldng that you vote in favor of both bills in committee so

there can be house iloor debate ou CON soon.

Failure to act on CON this year will expose employers, consumers and Die state to Ore teal risk of an
accelerated anus race in health care facility construction in Missouri. We arc ui organization of 42 of
tlir major employer purchasers of health care in our region who purchase cate for over 400,000 lives in
this area. We believe the current 00N sunsetwill make the serious inflation in health care even noise in
this supply driven industry. The CON process is not perfect, hut ou balance docs serve m>a dampening
influence ou excessive health facility expansion. Wc know excess supply is a Icey driver in mtr health

cure premium inflation.

Most of the healtli bills you will likely sec litis rear will increase cinhi to employers nnd lonsnmviv
m'hii one may bo the onIY one you will see tli.il even has the potenti.d to help hold cost down and should be
seriously considered. Please listen to the voices of consumer and purchaser* of iieollh can: ou this issue.

They are who COX is design to help. Thank you for your consideration
Sincerely,

C+ Stutz
cutive Director

ICS"Ir
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Need for Regulation

Given the demise of centrally planned economics and the relative prosperity of the
United States, one might expect Americans to be preaching to the world about the
superiority' of the system: mixed capitalism. Instead, the politic?;! flavor of the moment
asserts the necessity to abandon what we have in favor ofa purer, more rough-and-ready
version of the market economy. The billboards on the road of this promised economic
Utopia offer now familiar policy prescriptions for what ails America: privatization,
deregulation, downsizing, shrinking entitlements, and lower taxes. The intellectual
underpinning of this thrust is a nearly religious adherence to the belief that virtually all
public-seclor activity', including financial support for the poor, protection of union-labor
rights, and even macroeconomic policies, does more h.irm than good. Adherents view the
simplified models of laissez-faire economics as revealed wisdom about what sort of
world their proposals would produce.

Faith in idealized market structures also has spawned a political jihad intent on stripping
away the community and governmental safeguards against market abuse and
imperfections - safeguards that are central to the modern American system constructed
during the Great Depression and after World War Il. In addition, an overtly and proudly
selfish ideology' finances and propels the drive to cut taxes on the wealthy, punch holes in
the social safety net, and "unchain” business from the shackles of regulation and
litigation. The conservative catechism castigates those who would "reward need" by
supporting public programs for the poor and, at its most radical, even rejects Adam
Smith's conviction that the state must provide the bedrock of the educational and physical
infrastructure of an industrialized society.

The extreme version of the current fundamentalist conservative economics seems to
imply that there is no such thing as a market failure -- that in every circumstance the
market will produce better results than alternatives. This view is not universal; in fact, the
majority of scholars recognize that it carries an important point to the level of absurdity.
The ravages ofan unpoliced marketplace are well known. At a minimum, modem
commerce and economic growth depend on clear rules of the game, enforceable
contracts, independent courts, community infrastructure, and public investment,
especially in education.

Foreward by Richard Leone to Evervthinu for Sale by Robert Kuttner. University of
Chicago Press 1993.



Points for Public Testimony

I'm concerned that if the CON threshold is raised, it will open the floodgates for
programs that aren't needed. There is a nationwide shortage of nurses and other health
care personnel. I’'m worried that the new services that would start up under a wide-open
no-CON necessary policy like the one you're suggesting might be forced to skimp on the
quality of their staffjust to keep it open. There are pieces of medical equipment in this
town that aren’t open because the staff to run it can’t be found. So the equipment sits idle.
Somehow it’s got to be paid for, and | worry that it's just driving up the cost of
something else. In health care, | can't really choose what to buy and what not to buy, like
picking out options on a used car. So I’m afraid that I'll end up getting something | may
not really need just to pay for these kind of investments that go sour. Moreover, | don't
want my insurance company to he manipulated into bailing out somebody's bad business
decision. It’s not a normal business. How can health care be cheaper in the long run if we
let the providers themselves build facilities and buy equipment without showing
somebody that they've done their homework and it’s really needed? Maybe they just
want it. And they’re going to get all of us to pay for it.

Larger, busier programs usually have better outcomes. There is abundant literature on this
for Cardiac Bypass. In most industries, it's also true that larger producers are hoth better
and less expensive. By removing the CON requirement that sufficient need is present,
you'd be artificially stimulating many small providers. By doing this, aren’t we moving in
the wrong direction? Shouldn’t our efforts to obtain the economic advantages we see in
other industries work in the direction of encouraging a smaller number of larger more
efficient and more experienced providers? And then monitoring them to make sure that
they are not abusing their leverage? The Federal government does this all the time in
other industries. If we are interested in the health of the patients and the total cost to the
system, that’s what we would do. If we encourage a ureater number o fsmaller providers
we are only working in their narrow self-interest of the providers and not in the best
interest of the patients. Raising the threshold too much, say over S2 million, will have the
effect of diluting the quality of staff, diluting the patient and provider base needed to
establish experience and a track record. That would not be in the interest of patients, and
?](_) Lulrge Ito re-consider your proposal to raise the CON threshold to such a dangerously
igh level.

| don’t understand why the state wants to abdicate their role in helping communities
develop workable health care plans. Ifa service can be shown to be needed, then a CON
can be obtained. It doesn’t give any preference to one applicant over another - each of
the alternate proposals is evaluated and the best one is granted a CON and authorization
to proceed. What’s wrong with that? I don't see how that is anti-competitive. If health
care worked like the market for hair spray or power tools, we wouldn’t need the State to
get involved. But we all know that patients and doctors aren’t equal players in the
marketplace the way a hardware store and a handyman are. If I need a power tool, | can
shop around and get the prices and the features of the different models. | can decide



which ones best fit my needs. I can decide whether | want to drive farther to get a lower
price, or order it through the mail and wait, or whatever. But when | go to the doctor, |
don’t know what I need, fdon't know what 1should pay. I don’t know whether this
hospital is better than that one, or this specialist is as good as the one down the street. |
rely on my doctor to tell me. So | don’t get to bargain in the marketplace the way I do
with when | buy a power drill. And I don’t want to. But 1do know this. If there’s no need
foi a facility, and yet a group of doctors wants to build it anyway, a red light goes off. |
know that there’s a potential conflict of interest there. If they tell me to go to their
facility, how am I going to know that they’re saying that because it’s the best thing for
me? Maybe it’s the best thing for them. So if there’s no need, then the community needs
to able to say "no." And if there js a need, then we should be able to have a say in who
gets to build it. But I don’t want the doctors or the hospital to decide to build something
and then to use me to fill ir and to use my insurance company to make it pay. Regulation
makes a lot of sense under these circumstances and | agree with the state’s CON process
the way it is now.

We’re not talking about providers not being allowed to provide services that they can
show are needed. The current rules let them do that already. We are talking about a
proposal to allow providers to build facilities without having to show that they are
needed. Now if everyone who wanted to use these places was acting on their own, |
would say, let them have at it. But it doesn’t work that way and it won’t work that way.
My insurance will pay, the State of Alaska will pay. The doctors will tell us where to go
for services - we won’t realiy decide for ourselves what’s best, because we won't know.
But it can’t be cheaper to build a new facility just so you can leave the other one half-
empty. The CON has never stood in the way of this community getting the health care it
needs. But it has stood in the way of it getting infrastructure that we don't need. I think
this is a good idea, and I’'m against changing the CON law.

When the State of New Jersey looked at whether to get rid of CON, they decided not to.
"Those Commission members who recommend that CN be maintained agreed that CN is
required to:

* help maintain the volumes necessary to ensure services are delivered to each
patient consistent with the highest possible quality standards;

* help maintain quality by enhancing staff skills, particularly as the state and nation
move into an era of nursing and other staff shortages;

« maintain the financial viability of urban/inner city hospitals where many of the
services under study are concentrated;

« maintain access to a variety of preventive and primary care services by enhancing
the financial viability of urban/inner city hospitals through continuation of
certificate of need for tertiary services that both attract professional staffand are
generally well covered by third party payers



 maintain appropriate access to care for all residents through recommended CN
process changes that will permit managed growth of services and facilities as
population needs change;

« maintain, where appropriate, the system of regionalized services that are part ofa
formal, well-defined referral network where patients are placed according to
acuity;

« maintain an appropriate rate of growth in the parts of the state budget that pay for
health care services.

Source: Report ofthe New Jersey Certificate o fNeed Study Commission

| agree with their thinking on this. By raising the threshold to S10 million, you would be
removing these assurances. lurge you to reconsider the effect that this uncontrolled
situation might have on patients, providers, and the State budget.

New Jersey decided to keep a number of ser\'ices under review for several reasons. Here
Isa sample of several of these services and the reasons they gave for keeping a CON
process in place to review them:

1

4,

Cardiac Catheterization and Pilot Cardiac Catheterization: A highly specialized
service

where quality is dependent on volume; pilot low risk catheterization process has
shown that a number of programs failed to meet volume and normal study
requirements, potentially negatively affecting quality.

Cardiac Surgery: a highly specialized service where quality is very closely
dependent on

volume; recommended for retention as a regionalized service by the American
College of Cardiology; costly to initiate, particularly with shortages of nursing and
other highly specialized staff; negative impact on urban/inner-city facilities where this
service is concentrated.

Nursing Homes (including general, pediatric, ventilator and behavioral beds):
Potential to undercut the state's priorities to promote community based services;
potentially a large impact on the state budget; substantial majority of those speaking
at the public hearings favored retention; costs are highly related to staffing and
increased numbers of providers, especially in view of nursing and other staff
shortages will exacerbate costs; highly staff sensitive, thus these shortages will
negatively affect both quality of care and quality of life of residents,

Assisted Living Residences and Programs and Comprehensive Personal Care
Homes:

Potentially a large impact on the state budget should these services become a
Medicaid entitlement; substantial majority of those speaking at the public hearing
favored retention; costs and quality are highly related to stalling; particularly in view



of nursing and other staff shortages, costs may increase and both quality of life and
quality of care deteriorate.

They were concerned with the likely impact on four areas:

L concern that quality will deteriorate with numerous new providers, especially in view
of looming nursing and other specialized staff shortages

2. that a highly specialized service where quality is dependent on volume would be
compromised

3. that a program might be very' costly to initiate, particularly with shortages of nursing
and other highly specialized staff, yet not needed

4. its impact on the state budget
Source: Report ofthe New Jersey C. tifcate o fNeed Study Commission

| think that these concerns are identical to those we face here in Alaska. To eliminate
CON reviev for these services, as vour proposal would allow, would be a grave mistake.

CON Threshold Amount:

The 51,000,000 threshold was set in the early 80s. The National Bureau of Labor
Statistics seasonally adjusted consumer price index in Dec 2001 stood at 177.3 with
1952-1984 equal to 100. Adjusting the original 51,000,000 for rising prices would mean
setting it now at 51,773,000. How can you explain moving it up by a factor of 10 instead
ofa factor of 1.7 or even 2.0? It seems completely at variance with the original intent of
the threshold. I urge you to be very careful in considering raising the threshold by
anything over 52,000,000.

Central New York hospitals struggling to survive hard times
0129 2002

"Five years alter New York state stopped regulating hospital rates, Syracuse's four major
hospitals are in “poor financial health,” the Syracuse Post-Standard reports in a look at
the impact of competition in the local health care market. Following the passage of the
Health Care Reform Act in 1997, which abolished state-regulated rates, the city's
hospitals cwc.Uiio more competitive, investing in new services and buying up physician
practices in order to capture market share. According to some local experts, this “wave of
competition”—coupled with declining utilization rates, rising labor costs and stagnant
population growth—has taken a financial toll on area hospitals. Says one official at
University Hospital at SUNY Upstate Medical University, “All of us have trieu to
respond to competition by expanding and making investments in services... It looks like
very few of those investments have paid off.”

According to a recent report by F-cellus, the parent company of BlueCross BlucShield of
Central New York, hospital costs in the area now exceed both state and national averages.



Hospital per-member, per-month expenses in Central New York rose nearly 23%
between 2000 and 2001. Meanwhile, since the state relaxed its regulations governing the
creation of freestanding ambulator}' centers, the region now boasts eight physician-owned
for-profit outpatient facilities— further compromising hospital revenue, according to
some hospital executives."

I'm concerned that your proposal will lead to the same sort of deterioration in Alaska, and
| urge you to retain CON in its present form.

Idaho: Chicago, Ill.-based National Surgical Hospitals is considering opening a
surgical hospital in Post Falls ;n partnership with up to 15 area physicians. However,
CEOQ Joe Morris of nearby Kootenai Medical Center says that opening a for-profit
surgical center 10 miles awav from Kootenai could have a negative financial impact on
the community hospital. He says the surgery center would force the hospital to raise rates,
reduce services or seek a tax increase, which it has not done in eight years ( 1/2C).

| think there is a real likelihood that same thing would happen here if we loosen up the
system too much, as your proposal would do, and | urge you to reconsider.

By raising the threshold to S10 million, you will be eliminating CON review for all but
the most expensive programs. These are the very programs where the planning is most
likely to be the most thorough, and where consequently, the value of outside CON review
the least valuable. We need to be concerned about the smaller programs, where a provider
might be playing a hunch or making a bet. 1think that the threshold should remain where
it is, or perhaps lowered, so that we don't have providers spending money on things we
don't need.

Ohio: When Cincinnati-hased Christ Hospital opens a 567-million, four-story Heart
Center of Greater Cincinnati in the first quarter of 2004, it will be the ninth hospital in the
Tri-State area performing open-heart surgery. Late last year, Mercy Health Partner
opened a new heart surgery unit at Mercy Hospital of Fairfield. Industry experts are
concerned that the area has too many cardiac units and have called for the community to
“come together and determine how many heart centers we can afford.” “Not all of them
will be first class,” adds Leslie Miller, a VP at consulting firm Marsh USA (Tortora,
Cincinnati Business Courier 1/25).

Some categories of service should require a CON no matter what they cost. Ifthere is
unlikely to be sufficient volume to have a high quality program, then the residents of the
State will suffer. How would competition handle this problem? We shouldn't be willing
to wait until enough patients have bad outcomes for the word to get out to consumers to
stay away from that facility.

I am in favor of a reasonable level of state oversight of the establishment of new

programs. It should ensure that there is a good chance that the project can be built for a
reasonable amount of money, that it can be staffed appropriately, that it is likely to have
the volumes necessary to achieve economies of scale, and a likely prospect of producing
good outcomes. The existing CON program does these things now, and | think it would



be a big mistake to try an untested experiment ofallowing programs to spring up
wherever providers think they can make some money. Raising the threshold to S10
million is too risky and extreme an experiment.

In 1999, the American Health Planning Association published a statement on health
policy which states, in part:

“The reliance on market competition for ‘healthcare reform' is a political and economic
experiment which is resulting in dislocations throughout society. The challenge to public
policy is to facilitate the development of a responsible marketplace, one in which the
sought-after benefits of competition are realized. To achieve benefit from this process for
all residents, it is necessary for legislators to take a more active role in shaping the
transformation of the market. Government is obligated to exercise sound stewardship of
the public’s resources, much of which it controls as the primary payer of services.
Healthcare is a social good like safety and education which, ina democratic society,
requires intelligent government oversight in order to balance competing needs and
priorities.”

Intelligent oversight is provided by the CON process: it provides a forum for the public’s
involvement in decisions to expand capacity and to make major investim s in healthcare
technology. Where good planning can be demonstrated, CON is not an impediment.
Where there is not good planning, CON provides a reasonable check on the unrestrained
proliferation of unnecessary services. 1am in favor of retaining the CON process it is,
perhaps expediting the review of some categories and raising the cost threshold by a
reasonable amount to adjust for inflation. But to raise the threshold for review to S10
million would open the floodgates for projects that wouldn't have passed muster before.

“As long as providers do not bear the financial risk of additional health service volume
(and they only truly bear such risk in reimbursement system in which they are paid a set
amount per person served - a tapitated' payment) their economic incentive will be to
expand services. It is important, then, to provide ‘extra-market' forces - capacity
management - to assure that there is a balance between the public’s need for health care
services and the supply to meet those needs."

Source: Capacity Mutters. The Finger Takes Health Systems Agency Rochester, NY,June
2000.

| agree that health care is a very imperfect market where other controls are required. CON
is one of them. Your proposal effectively abolishes CON for all but the very largest
projects, and this is a mistake,

In a report just made available by the Florida Hospital Association, two researches from
the University of lowa investigated the impact of CON on the risk of death from cardiac
bypass surgery. The concluded that, "risk-adjusted mortality was 21% higher in patients



in states with no CON regulation, compared to states with continuous CON

regulation... that 21% difference in mortality would translate to 9 additional deaths for
every' 1,000 patients undergoing CABG. In addition, the analysis found that average
hospital volumes in states with no CON were substantially lower and that patients in such
states were substantially more likely to undergo CABG in low-volume hospitals....this
analysis would suggest that CON regulation is associated with better patient outcomes.
Thus, repeal of CON regulations may have negative consequences on patient outcomes."

Source: Impact ofCertificate o fNeed Programs on Outcomes ofcurefor Patients
Undergoing Coronary Artery Bypass Surgery: Report to the Florida Hospital
Association. Gary E. Rosenthal, MD and Mary V. Sarrazin, PhD. Program in Health
Services Research, University oflowa College ofMedicine January 17, 2002.

By raising the threshold to S10 million, you would be effectively eliminating CON. I ask
that you reconsider your proposal in light of this new and importance evidence, and retain
CON as it is, or require that new programs require a CON no matter how much or how

little they cost.

"Competition in health care markets is not feasible due to uncertainty and informational
asymmetries that are inherent in the nature of medical care... the effects of competition in
health care crucially depend on the institutional structure. For
instance...competition...may result in a wasteful medical arms race."1

The health care market is such that “increased supply can lead to higher prices, not lower,
as the conventional model of competition would imply...where markets are imperfect and
information is differentially costly for buyers and sellers, increased competition may well
decrease economic welfare.”*

In a review of court decisions in hospital merger cases, Gaynor and Vogt point out that in
4 of the 12 cases, hospitals mergers were allowed because courts found that they would
reduce wasteful non-price competition. By contrast, in the presence of highly price-

resp nsive managed care plans... competition may result in too low levels of quality, if
inadequate information about quality is lacking." The authors conclude "much remains to
be understood about competition and antitrust in health care."?

| urge to investigate this market more carefully and to reconsider eliminating CON
controls.

1 Gaynor and Vogt: Handbook of Health Economics

I Gibson, Rosemary and John B. Reiss. (1983). ‘Healtli Care Delivery and Financing:
Competition, Regulation, and Incentives™ in Market Reforms in Health Care. Meyer, Jack, cd.
The American Enterprise Institute for Public Policy Research, Washington, DC. Page 2*10.

3 Gaynor and Vogt: Handbook of Health Economics



Despite being a requirement of a competitive market, the high cost of entry and exit may
present advantages in health care delivery. Several years ago, an Institute of Medicine
Committee asserted that “since [not-for-profits] economic well-being has never been
fully dependent on the generation of profits from operations, they have provided a degree
of stability in the provision of needed services, rather than entering and leaving markets
depending on profit opportunities.”4 In addition, “given the prevailing... structure in
which...only a physician can admit a patient...it is also not clear what increased
competition in the form of greater ease of entry into the market would bring about. It is
likely, however, that the results would include more excess capacity and commensurably
higher average costs.”5

Your proposal to raise the CON threshold is contrary to these conclusions. Is there any
reason why Alaska's health care situation is different from the rest of the country's, where
CON is effective in curbing costs and helping to increase access? | ask you to reconsider
your effort to change the CON law.

There exists a vast literature on health economics and the reasons why markets are not
generally reliable in producing socially desirable outcomes. The Handbook o fHealth
Economics runs to 1,996 pages. Therefore, |agree with Weishrod when he concludes,
“we should be cautious about relying heavily on competition ... to optimize the level and
distribution of health care services.’

An additional reason for caution is that access to health rroources is widely regarded as
an important social good, and “a competitive model may create problems with respect to
equal access to medical care.”7 Competitive markets depend, among other things, on
pervasive profit-maximizing behavior. This leads some to conclude that access may
suffer as a result of increased competition, becasue “if competition alone is to govern
access to health care, many...rules that force providers to give “free’ care will have to be
eliminated. Consequently, some beneficiaries of these rules may be denied access.”*
Agreeing with this conclusion, one panel of health care experts concluded that
encouraging competition in health care is not a suitable objective for government policy.
In their opinion, "substantive goals regarding cost, quality, access, education, and

4 Committee on Implications of For-Profit Enterprise in Health Care. Institute of Medicine.
(1986). For Profit Enterprise in Health Care. Bradford H. Gray, ed. National Academy Press.
Washington, DC. Page 194.

5 Weisbrod, Burton A. (1983). ‘Competition in Health Care; A Cautionary View" in Market
Reforms in Health Care. Meyer, Jack, cd. The American Enterprise Institute for Public Policy
Research, Washington, DC. Page 66.

b Weisbrod, Burton A. (1983). “Competition in Health Care; A Cautionary View" in Market
Reforms in Health Care. Meyer, Jack, ed. The American Enterprise Institute for Public Policy
Research, Washington, DC. Page 70.

7 Gibson, Rosemary and John B. Reiss. (1983). “Health Care Delivery and Financing:
Competition, Regulation, and Incentives* in Market Reforms in Health Care. Meyer, Jack, cd.
The American Enterprise Institute for Public Policy Research, Washington, DC. Page 245.

8 Gibson, Rosemary and John B. Reiss. (1983). “Health Care Delivery and Financing:
Competition, Regulation, and Incentives” in Market Reforms in Health Care. Meyer, Jack, ed.
The American Enterprise Institute for Public Policy Research, Washington, DC. Page 246.



research are more appropriate than a goal ofcreatingfair competition between ... health
care organizations.” (italics original);

| think that your proposal seems like a good idea at first glance but that it could have
disasterous consequnces, particularly for the poor of Alaska. I ask that you withdraw your
proposed amendment to the CON statute.

In examining questions of equality of access the health care under competition,
Victor Fuchs from UCLA concludes that “the virtues of competitive markets are
considerable, but it is questionable whether the transformation of the health care
industry into an approximation of the used car industry represents social
progress.”*°

Given the unique features of health ¢, trying to transforming the market to a
competitive one is ill-advised. It will be difficult to attempt and probably impossible
to achieve; and even if attained, it is doomed to fail in its primary goal: ensuring an
equitable distribution of these socially important resources. | urge you to leave the
CON process as it is.

Competitive markets, even for specific services, will not be created in Alaska by the
addition of several new providers of services. The action of other factors make it
impossible. And, since the introduction of the new providers into markets is likely to
create excess capacity, it is also likely to result in higher prices rather than lower ones.
We need a strong CON law in Alaska to provide a measure of discipline to the market.
By loosing the standards, you will open the door to a host of problems. | urge you to
consider strngthening the CON, lowering the cost threshold and making more projects
reviewable instead of only a handful.

Arguing against reliance on markets, “adherents of the ‘social good’ view...point to some
perverse effects of the marketplace—its stimulus to provide unnecessary services; its
tendency to offer only those services from which, and to serve only those patients from
whom, money can be made either directly or indirectly; its eagerness to duplicate services
without respect to ‘community need’ if doing so serves competitive advantages; its
alleged willingness to shade on aspects of quality when detection by customers is
unlikely, as can happen in medical care, its emphasis on amenities, which are seen as the
equivalent of packaging in other areas of merchandising.” 1l

9 Committee on Implications of For-Profit Enterprise in Health Care. Institute of Medicine.
(198G). For Profit Enterprise in Health Care. Bradford H. Gray, cd. National Academy Press.
Washington, DC. Page 191.

10 Fuchs, Victor R. (1986). The Health Economy. Harvard University Press, Cambridge, MA. Page
552.

1 Fuchs, Victor R. (1986). The Health Economy. Harvard University Press, Cambridge, MA. Page
15.



Is this what we want? If not. then | ask you to reconsider your amendment.

“In a market comprising only profit-maximizing firms, increased competition will tend
to promote allocative efficiency and low prices (if there are no dislocations resulting from
informational, pricing or other sources of "private market failure"). Will the same be true
of markets dominated by governmental and private nonprofit firms?”1' Weisbrod answers
“we don’t know.” However, there is agreement that the pre-conditions for a competitive
market which will result in allocative efficiency and low prices do not exist in health
care, nor are they created bv adding suppliers and facilities.

Given the uncertainty' and riskiness surrounding your proposed amendment, | ask that
you withdraw it from consideration.

Government policy must address issues of distributional equity and other concerns along
side efforts to improve allocative and economic efficiency. Not-for-profit and
governmental institutions are important in addressing these broader issues. Thus, “public
concern is warranted about the continued vitality...of important not-for-
profit...institutions— particularly those that are sole community providers.” 13

Attempts to substitute a bastardized form of competition for regulation will fail in
lowering costs, increasing quality or increasing access. They may fail in only one or
perhaps in all three. One thing is certain: we cannot afford to roll the dice with Alaska's
fragile health care delivery system. | ask you to reconsider your amendment.

Competition can be good. It seems easy. This common view is mistaken. To make this
case requires delving into the details of economics that we cannot attempt here. To
summarize a complex story: competition only works when certain conditions can be met.
Yet, “market failure [is] prevalent in the hospital industry” 4and “some basic
assumptions underlying economists’ confidence in competition do not hold in much of
the health care industry” I (emphasis added). It isn’t a matter of saying, “competition
won't work." It's that "you won't really have competition at all." Worse yet, while the

la Weisbrod, Burton A. (1983). “Competition in Health Care; A Cautionary View* in Market
Reforms in Health Care. Meyer, Jack, ed. The American Enterprlse Institute Tor Public Policy
Research, Washington, DC. Page G7.

13 Weishrod, Burton A. (3983). “Competition in Health Care; A Cautionary View" in Market
Reforms in Health Care. Meyer, Jack, cd. The American Enterprlse Institute for Public Policy
Research, Washington, DC. Page 67.

1 (E:%stgauggé Steven R. (1992). Health Economics: efficiency, quality, and equity. Auburn House,

. Page 65.

15 Weisbrod, Burton A. (1983). “Competition in Health Care; A Cautionary View” in Market
Reforms in Health Care. Meyer, Jack, ed. The American Enterprise Institute for Public Policy
Research, Washington, DC. Page 62.



hoped-for benefits of competition evaporate, the negative consequences of a laissez-faire
approach will be real— higher overall health care costs and hospitals with diminished
capability to care for community’s under-served -- where no "market" exists and where
one will surely not be created.

Your amendment will fail to achieve its objectives, and I ask that you consider
withdrawing it.

37 states currently have CON. Others are considering strengthening it. In the lower 48,
managed care has led many states to try to allow them to manage the marketplace instead
of CON. But in Alaska we don't have managed care and it is doubtful we ever will. Your
proposal won't create competition, and it might create cKos. | ask that you give your
proposal more thought and withdraw it from consideration during the current session.
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THE NEED FOR CARE IN USING MARKET FORCES IN HEALTH CARE

Robert J. Caswell, PhD
Associate Professor, Health Services Management and Policy'
Associate Dean for Graduate and Professional Studies
School of Public Health
The Ohio State University
April 22, 2002

Itis tempting to assume diat the discipline o f market forces might be just what is needed in order
to achieve lower cost and greater efficiency in health care. As a health economist who has
worked in this subject area for more than thirty years, lam certainly aware of the power of
markets and die response of actors to incentives. In fact, the problem of markets in health care is
frequently not what is imagined. It’s not that “the laws of supply and demand don’tapply in
health care,” or anything of that sort. Instead, the issue is that markets in health carc tend to be
enormously complicated, and imbued with all manner of moral and social considerations that are
not terribly relevant if we arc dealing with the market for, say, pizzas. In effect, the problem is
not that markets don't work in health care— it’s just that we may not like the results we get.
Rather than try to elaborate all this theoretically, 1will simply list a few points to illustrate the
care that needs to be taken in considering public policy toward health care markets.

+ Although we may like the idea of efficiency and low prices in healtli care, wc
simultaneously deplore the commercialization of relationships in health carc. Most ofus
do not want to worry about whose interest the physician, hospital, etc. is considering in
caring for us. Wc show in part by our behavior in purchasing insurance that we distinctly
wish to avoid “ealculatedness” in treatment decisions.

« Institutional providers, and particularly hospitals, frequently represent a long-standing
pattern of investment by the community. These are not only businesses, they are
community institutions in which wc take pride and whose viability we have a shared
interest in preserving.

+ Price and cost are distinct concepts in economics. If resources are in use, there is a cost
regardless of the price that can be recovered for their use. In health care this is
particularly noticeable in so-called “option demand” areas, such as the emergency
department, operating rooms, etc. The resources must exist in advance of the demand, so
that the option is available when needed. It may, however, be difficult to recover the cost
of these resources relying only on the price that can be charged to current users, and thus
there need to be ways to share the cost among both current and potential users. A
competitor bidding down the price docs.ft make the cost go away. The cost is only
removed if the resources themselves are removed, which could have an obvious impact
on the community.

There are many more examples that could be given. The poinr, however, is straightforward:
murkcts and the actors in them respond to the incentives they face. In complex markets such as
those in hculth carc, wc need to exercise substantial caution in trying to apply concepts from
simpler settings, or we may have consequences quite different than those that were intended.

* Affiliation information for identification onlf%_. ~The opinions expressed here are in ,vv capacity as a
private citizen and are not an official position of Tlic Ohio State University.
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CONTRACTS US LICRM3C /AA1ll®B6

April 22, 2002

Representative Bill Williams Representative Eldon Mulder
Co-Chair House Finance Co-Chair House Finance
State Capitol, Room 511 State Capitol, Room 507
Juneau, AK 99801 Juneau, AK 99801
907-465-3424 907-465-2647

Fax: 907-465-3793 Fax: 907-465-3518

Dear Representatives Williams and Mulder:

This letter is to let you know my feelings regarding SB 256, HB 407 and HB 485. These
bills propose changes to the Certificates of Need (CON) laws.

CON are essential to ensuring that the needs ofa community are being met. By passing
SB 256, HB 407 or HB 485, the Alaska State Legislature will be essentially eliminating
the CON process for all but the most expensiveJ)rograms. Because these programs are so
expensive,ey generally have more thought and planning. The smaller programs, less-
expensive programs, are usually the programs most in need of these laws.

A meaningful CON process is critical to the reasonable and appropriate planning of health
facilities and programs in Alaska. This state, from our experience, represents some of the

most unique and challenging environments in which to build and maintain critical health
access facilities.

| respectfully suggest that you take a very serious look at this current legislation and study
the impact of this bill from a public policy, Medicaid expenditure, and ? facilities planning
perspective. Please bring into the equation the appropriate eXﬁerts in Alaska and, perhaps
across the nation to help resolve this issue in -his fragile healthcare environment of Alaska.

Sincerely,
Conrad G.B. Frank

CC:  House Finance Committee Members
Interior Delegation

9*0 yox =7030*3" rxi nJaNK'J ALASKA 9V7Q7 ® r 7.At7.9191 907.4ai.1797 n
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eterMarshall,M.D. 04 is

X45 Santa Claus Lane - North Pole, AKaska 99705 20 02

Honorable Senator Gene Therriault
State Capitol,Room 121
Juneau, Alaska 99801

Dear Gene:

| understand that the legislature is considering several bills this year to either change or
eliminate the certificate of need process for new healtli care related construction. Asyou
know I have been a doctor in Fairbanks for nearly 27 years. | have always believed that our
greatest health care asset in Fairbanks is our community hospital. Changing this law would
be very bad for Fairbanks because it will likely lead to the construction within the next year
of at least two free standing for profit outpatient surgi-centers. These will duplicate ser-
vices already provided by FMH and take away resources from our hospital (by only serving
paying patients - the ones who have good insurance) and will leave the hospital as the
provider of last resort for indigent patients. Since there is only a finite amount of money
available this will lead to increased costs and decreased quality of service at FMH.

Patient safety is also an issue. Occasionally patients have life-threatening adverse problems
during even the most routine surgery. At the hospital, all advanced life saving services and
equipment are immediately available. These facilities are very expensive and will never be
available at outpatient surgi-centers. Apatient in trouble will have to be transported to the
hospital and precious minutes will necessarily be lost.

Another patient safety issue is peer review and quality of surgical staff. At Fairbanks Memo-
rial we have an independent medical staff of doctors who are responsible for policing the
individual doctors and acting to limit or deny privileges of those surgeons who don't meet
high standards of quality in their work. Since the staff is representative of all the clinics in
town, there are no financial incentives to allow substandard surgeons to continue operating.
The two proposed surgi-centers will be owned and operated by small groups of doctors who
are primarily motivated by profit. They will have strong financial incentives to keep the
facility busy and very little incentive to police themselves and other affiliate surgeons

For all of these reasons. 1 urge you to help defeat these proposed changes in the law. | would
be very happy to speak with you further on this or provide more information ifyou desire.

e-mail - marshnll@polarnet.com - telephone 907.488.4433 - fax 907.488.9253

04/22/02 02:07 TX/RX NO.3575 P.004
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ARCTIC INTERNAL MEDICINE, P.C.
RICHARD J. BURGER. M.D.
2009 Cowles St.
Fairbanks, AK 99701

Telephons: (907) 452-6610

Representative Bill Williams Fax: '907/4S2-S754 Representative Eldon Mulder
Co-Chair House Finance April 19, 2002 Co-Chair House Finance
State Capitol, Room 511 State Capitol, Room 507
Juneau, AK 99801 Juneau, AK 99801
907-465-3424 907-465-2647

Fax: 907-465-3793 Fax: 907-465-3518

Dear Representative Williams and Representative Mulder:

As aformer Chief-of-tbe-Mcdical Staffat Fairbanks Memorial Hospital and a physician with over 20 years experience
practicing medicine in Fairbanks, | would like to speak to the concerns | have with HB 407 and SB 256 which effectively
eliminate the Certificate ofNeed program in Fairbanks. Ai one pointin my career, 1would have been in support of changing
the Certificate of Need laws. But through my work as Chiefofthe Medical Staffat our local hospital, and as current Medical
Director of Denali Center, 1ha e come to gain a broader perspective on the importance of healthcare planning issues,
particularly as they related to Medicaid expenditures. While I believe it is aplpropriate that Certificates o f Need are being
eliminated in many states where large populations and a choice o f many facilities make competition work fairly well for the
public, I believe that in Alaska and especially Fairbanks, there is good justification for continuing the Certificate ofNeed

process for healthcare expenditure planning.

Ifthe CON laws were to be changed, the public would be precluded from participating in important health planning decisions
for this community. The Certificate of Need program is nothing more than a structured public ptocess that requires
businesses to demonstrate the value ofadding important health services to acommunity, before adding redundant or
duplicated programs and services to a community’s health system. We all must be vigilant to ensure communities gel the
biggest bang for their healthcare dollar. Eliminating this important public process exposes a community to entities who will,
under the guise o f “competition,” cherry pick profitable services from community agencies who provide an array o f services

- many ofwhich will never pay for ihemselves but add to the health and well-being ofa community. Services such as
surgery and imaging are what pay for services no others will provide due to their cost, such as mental health, borne care,

cancer treatment, and oeo-natal carc.

Furthermore, unlike most supply and demand economic situations, it has been shown that healthcare expenditures often
increase rather than decrease when new technologies and competitive facilities provide duplicate services Proper public
planning in a small community such as Fairbanks may actually reduce total healthcare expenses by matching the facilities
with the true needs ofthe community. For example, 1 will suspect that the new MRI machine recently introduced at Tanana
Valley Clinic will result in greater total expenditures for MRI scans in this communit?/ and NOT reduce those expenditures
by competition because an increased number of MRI scans will be ordered (this would be an easy study for Medicaid to do

over the next year).

Before such an important public process is eliminated, 1 urge you to carefully study this issue. Call in local and national
experts and help craft a meaningfol Certificate ofNeed law that balances the safety net local hospitals provide, against only
the favorable aspects o f competition hat might be able to help control costs to the Medicaid program. Outright stimulation
ofthe Certificate of Need laws, I am convinced, will bring changes to our local health System that wc are not prepared to
accept, nor are willing to pay for.

Thank you for your thoughtful consideration of this important public policy issue. Be very' careful of the unintended
consequences inherent in the proposed legislation.

Riciutnd Burgeg-hitD ‘J

Cc; House Finance Committee Members
Interior Delegation

04/22/02 02:07 TX/RX NO.3575 P. 002
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March 25. 2002

Representative Jolrn Coghill
State Capitol, Room 10

Juneau, AK 99801
Fax:907-465-3258

Dear Representative Coghill:

| have been following the legislation proposing to change the Certificate ofNeed
limitations to a higher limit This started several years ago in Fairbanks with the attempt
to place a for profit outpatient surgery center in Fairbanks. A lot ofthe testimonly at
hearings on this matter was very telling as to the true motives of the people involved.
Although testimony centered on freedom of choice and lower cost, what | got out ofthe
hearings was transfer of insured patients and well-heeled patients to the for profit center
with overall costs for the community only increased. Excess capacity and profit motive
would increase usage of the for profit outpatient facility leaving less remunerative care
as a responsibility of Fairbanks Memorial Hospital.

| hear many positive comments about the not-for-profit community based medical cme
currently available in Fairbanks from patients who have had to deal with much more
complex systems available in the lower 48 states. Patients in Fairbanks need not worry
about the true motives of physicians when care is either recommended or discouraged.
Physicians are not rewarded for recommending care at Fairbanks Memorial Hospital nor
are they discouraged when care is ordered for underinsured or non-paying patients.

| feel that changing the CON limitations may be good for a few businesses and
individuals but is not a good change for the community.

Sincerely,

C

Richard Hattan, MD
992 Willow Grouse Rd
Fairbanks, AK 99712

04/22/02 02:07 TX/RX NO.3575 P.006



ALASKA STATE HOUSE OF REPRESENTATIVES

Session Contact:

Interim Address: 1907H65-3719
119 N. Cushman, Suite 211 FAX* (9071-465-3:53
Fairbanks, AK 99701 State Capitol
(907)-456-50SI Room 102

Fax# (907)-456-8245

REPRESENTATIVE JOHN COGHILL

HB 407 Certificate of Need
Sponsor Statement

In trying to preserve the free enterprise system, I will do all that | can to protect our
open market and the consumer’s choice. This bill is an attempt to do this in the world
of health care.

Under the current state statutes, if a health care provider in Fairbanks or the Mat-Su
Borough wanted to build or supply services over $1 million dollar* worth, they would
have to obtain a Certificate of Need. In applying for that certificate of need they
would have to prove to the government that a proposal would not adversely affect
other health care facilities. This puts the government in charge of who can deliver
health care in any area. | would rather see me customer and the health care providers
have a greater choice in the market dynamics.

| don't believe that by eliminating the CON requirement for larger Alaskan
communities there will be large influx of new medical facilities. This may have been
true when the federal government subsidized CON programs, but the federal CON law
was repealed in 1996. Since the repeal of the federal law, 14 states have repealed
CON’s.  Another ten states have eliminated CON requirements for acute care
facilities and additional nine states do not require CON’s for ambulatory surgical
centers.

More ambulatory surgical centers in Fairbanks would not, in my opinion, mean less
business for existing facilities. It could mean however, more choices in providers and
that fewer Fairbanksans may have to travel to Anchorage or the lower forty-eight for a
medical procedure.

According to the attached Heartland article, in 1996 the Federal Trade Commission
estimated that CON regulations increased the cost of hospital care nationwide by more
than $1.3 billion annually.

This legislation will encourage competition in the larger Alaskan communities where

the population would support competition while protecting the fragile balance of
health care services in the smaller Alaskan communities.

|.FtW.S.slulo.iik.u.s



WHAT IS THE RIGHT POPULATION NUMBER?

U.S. Census provides extended information for communities 25,000 and over 25,000
125% of Federal Levelstandard conversion for poverty level for medical assistance 31,250
150% of 125% level of poverty level for medical assistance 46,875
175% of 125% level of poverty level for medical assistance 54,688
200% of 125% level of poverty level for medical assistance 62,500

ORGANIZED BOROUGH POPULATIONS

Anchorage Borough 260,283
Fairbanks North Star Borough 82,840
Matanuska-Susitha Borough 59,322
Kenai Peninsula Borough 49,691
Juneau Borough 30,711
Ketchikan Gateway Borough 14,070
Kodiak Islana Borough 13,913
North Slope Borough 7,385
Northwest Arctic Borough 7,208
Aleutians East Borough 2,697
Haines Borough 2,392
Lake Peninsula Borough 1,823

Bristol Bay Borough 1,258



Statement ofRevenges and Expenses Providence Alaska Medical Cntr

1990 1999 2000 2001 2002 2003 2004

REVENUES

Gross Patient Revenue

Inpatient Gross Revenue 5 269,044 $ 283,807 5 301,159 S 328,466 S

354,653
Outpatient Gross Revenue 101,579 109,508 129,039 141,935 156,147 179,789 207.063
Total Gross Patient Revenue 340,115 363,814 398,063 425,743 457,307 508,274 561,736
Contractual Allowances
Medicare 39,036 51,463 6 299 5,791 71,729 85,369 06,892
Medicaid 31,522 41,386 48,100 52,266 56,771 64,436 73,086
Commercial 26,118 30,035 37,347 43,092 49.466 55,749 64,672
Other Contractual 8,105 8,191 10.902 12,125 13,578 15,544 17,787
Charity 11.910 11,267 14,061 15,093 16207 ie,C07 19,958
Total Contractual AMowances 116,791 142,342 170,609 - 188,367 e 207.752 239,105 - - 272,396
Net Patient Revenues 223,324 221,472 227,474 237,376 249,554 269,169 289,340
Other Operating Revenues 11.743 8,774 9,298 9.577 9,864 10.160 10.465

Net Revenues * 235067 S 230,246 S 236,772 S 246,953 S 250,418 S 279,329 S 299,805

EXPENSES

Expenses
Salaries and Wages 87,956 S 89,938 $ 56,073 S 100,255 $ 105,631 S 112881 S 120,530
Benefits 17,914 19,518 21,270 22,195 23,386 24,991 26,684
Supplies 33,704 34.276 36,347 38,424 40.623 43,917 47.413
Professional Fees 12,030 5,042 4,035 4,075 4.116 4,240 4,367
Purchased Services 25,858 29,459 23,650 24,470 25,320 27,215 29,220
Purchased Healthcare
Interest 2,435 2,536 2,197 1,687 1,555 1,235 915
Depredation/Amortization 14,316 16,367 16,422 18,232 19,639 21,875 24,039
Bad Debt 9,733 12,545 11,334 12,168 13,067 14,521 16,097
Other Expenses 8.895 7.534 8,091 8,334 8.584 9.871 10,168

Total Expense*_ t 212.841 j 217,215 $ 219,418 S 230.040 5 241,921 S 260,746 S 279,433

Net Operating Income 5 22726 $ 13,031 5 17,354 S 16,913 J 17.497 $ 18,563 S 20,371

Non-Operating Rev/Exp. 10,097 5.891 11,149 10,925 7.672 8,064 9,346

Net Income Before Taxes 32,323 18,922 28,503 27,837 25,170 28,647 29,719
Taxes

Excess of Revenues Over

Expenses * 32323 5 18,922 5 28,503 $ 27,837 5 25170 $ 26,647 $ 29,719

From a CON application submitted bv Providence
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CE'RVT [FICATES OF NEED!

A BAD IDEA WHOSE TIME HAS PASSED

Certificate of
need laws and
regulations
restrict health
care commerce
and should be
abolished.

BY PETER DOHERTY

L(JNoking back to the 1960s and 70s, it is in some
ays hard to believe how much faith
policymakers had in the ability of government to
manage the marketplace. This statement may be
especially true for those of us whc Jescribe ourselves
as conservative. Ask us today, 20 ears after the dawn
of the Reagan Revolution, and many of us will
vigorously maintain that we opposed intrusions of
government into the marketplace. We spoke out and
we fought the good fight against them, but the
lingering impact of the New Deal, as amplified
through the Great Society, overwhelmed us until
Reagan rose to national power. Yet, despite our
protestations, the truth, as reflected by the record, is
somewhat different than our memories. The facts, as
revealed by votes in Congress as well as the speeches
and writings of opinion leaders of the lir. e, are that
during this period, we were often not just complicit in
government’s efforts to control and manage the
economy—we conservatives were active participants.
In the past 20 years, many of us have battled to
moderate or eliminate the most egregious of these
programs and the artificial controls they place on
free markets, but despite our successes, vestiges of
the past remain. Some are found at the federal
level, but some, including a few that even the
federal government has given up on as bad ideas,

WINTER 2001
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linger in the states.

A case in point is the so-called
Certificates of Need Prog.am
(CON), which, in those states that
require them including Florida,
apply to part or all of the health care
industry. They directly
affect the cost and availabil-
ity of health care services.
This article briefly recounts
the philosophy and history
of certificates of need. A
subsequent article will focus
on CONs in Florida.

Why would a

state voluntarily
keep a program
that has been so

will do,” providers nationwide
responded by offering ever-increas-
ing levels of care and by expanding
their facilities.

As the problem of increasing costs
deepened and began to be labeled a
crisis, policymakers in the
slate capitals and in
Washington, D.C.,
scrambled to develop
some solution that would
control costs yet not
appear to impact health
care entitlement pro-

much ofafailure  grams. Much debate and

Its History

In the late 1960s and early
70s, rising health care costs
were becoming a serious
concern. The market de-
mand for services was
increasing, as was the cost
of providing those services.
This was in part due to the advent of
governmentally underwritten health
care programs for the elderly and the
poor, and in part due to the increas-
ing availability of employer-provided
health care benefits. Concepts such
as managed care were all but un-
known. In addition, there was in
place an insurance (government and
private) payment scheme known as
retrospective cost reimbursement,
which guaranteed providers would
be paid on a cost-plus basis. That is
to say, providers essentially were
guaranteed to be paid for everything
they did at the price they deter-
mined.1 And following the iron law
of economics that says, “People will
do what you pay them to do and the
more you pay them, the more they

WINTER 2001

that its parent,
the federal
government,
disowned it?

many studies were pro-
duced suggesting one
course or another, but the
plan that went the fur-
thest was called certifi-
cates of need. It was a
classic bureaucratic
rationing and allocation
scheme and after being,endorsed by
the American Plospital Association
in 1968, this plan began to gain
acceptance. In 1970, New York was
the first to adopt it as law,3 and once
part of the law in that bellwether
stale, the concept spread. In 1971,
the federal government embraced
the idea and language was added to
Section XV of the Public Health
Services Act that provided “incen-
tives” for the states to enact such a
program.3

Needless to say, the federal
government’s incentives for states to
adopt certificates of need legislation
were in the nature of a godfather
offer; the states couldn’t refuse
except at the risk of losing federal
funds. So one by one, the slates
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complied, especially after 1979
when Congress amended the 1974
Act to tighten the compliance
requirement."

In short, certificates of need
programs were intended to m  Uain
and enhance the quality of c. -e and
to control health care costs in local
communities. They were to do this
by promoting a governmeniuily
defined and overseen “rational
distribution” of certain health care
services. In practical terms, this
meant limiting the number of health
care providers offering identical
services within a given market. To
achieve this, procedures were put in
place mandating that health care
facilities seeking to initiate or ex-
pand services must get state ap-
proval. Generally speaking, approval
was required before a facility or
provider could initiate projects
requiring capital expenditures above
a certain dollar amount, and before
they could introduce new services,
expand existing services, or increase
the number of beds.5

Its Objectives
Although the individual state pro-
grams varied, seven objectives
applied within the general definition
given above. The certificates of need
application and review process would
do the following:

« Ensure the presence of high-
quality and appropriately distrib-
uted services; these would provide
equal access for consumers and
would allow health care providers
access to sufficient manpower.

« Encourage health carc facilities

1121

and providers to develop long-
range operational and capacity
plans based on local community
health care needs.

« Require considerations of person
nel and financial feasibility as
well as need in the development
of the long-range plans.

« Encourage the development of
affordable and accessible health
services to all areas of a state.

« Encourage the consideration of
more cost-effective strategies
through mandating a thorough
revie%v of alternative services.

+ Promote the sharing of services
between facilities and providers,
especially in rural areas, where
operational and administrative
costs could threaten facility
survival.

« Offer the public a forum for
input regarding needs and
desires prior to establishing or
expanding health care facilities
and services.¥

Its Results

With the federal mandate in place
and the states falling into line and
adopting CONs, the promoters of
the scheme sat back and waited for
the expected positive results. But
they «came, Despite all the
good intentions and despite the
federal government strengthening
the role of state authorities in the
late 1970s, it was clear by the early
1980s that the design was not work-
ing. Not only were costs failing to
come down as a result of CON
reviews by health care planning
bureaucrats, but thev were increas-

WINTER 2001
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ing, In fact, it seemed that the only

tangible products of the certificate

mandate were:

« The creation and staffing of new
taxpayer funded bureaucracies.

« Expensive and time consuming
application processes (the costs of
which were, of course, passed on
to consumers).

« Local community dissatisfaction
with health care planners who
were often far away and perceived
as insensitive to local needs and
whose decisions had negative
impacts on local health care
availability.7

So profound and complete was the
failure of the certificates of need plan
that in 1983, Lawrence D. Brown,
writing in theJournal ofHealth Politics,

Policy and Law, said,

In searching the scholarly journals,
one cannot find a single article that
asserts that CON laws succeed in
lowering health care costs. CON has

elicited a remarkable evaluative
consensus—that it does not work."H

Brown’s comment reflected more

than just a simple failure of a bureau-

cratic solution. It also came at a time
when radical changes were begin-
ning to take place within the health
care industry.

First change. The first change was
that, gradually, both private insurers
and government began to realize

that the retrospective cost reimburse-

ment plan was both inefficient and
wasteful. They looked for a new
model and what emerged was “pro-
spective reimbursement,” which, in
part, we know today as diagnostic
related groups (DRGs). These, in

WINTER 2001

turn, helped launch the era of
managed care. Under prospective
reimbursement, a set sum is paid to
a provider based on a given condi-
tion regardless of the number of tests
or procedures. It is a plan that puts a
premium on efficiency of treatment
in its reward stiucture rather than
the quantity of treatment.1

Second change. The second change
was one of definition, and it owes its
birth to the change in the payment
paradigm and not to any CON
process, however defined. Prior to
the mid-1980s, measuring success in
the health care industry was akin to
the way Detroit measured success
before the oil crisis of the 1970s—the
bigger and flashier, the better. In
health care, this meant the latest
tools, the most tests, the more
procedures performed. But in the
80s, as with automobile in the 70s,
the criteria for measuring success
changed. Auto makers had begun
concentrating on efficiency and
safety at the expense of fins, chrome,
and raw gas-guzzling horsepower. In
like manner, so health care providers
began to focus on outcomes of their
services as the amounts paid them
hecame standardized. The focus that
had been quantity became quality.D

Changes

Congress did not address whether to
keep certificates of need until 1986,
regardless of the fact that the verdict
on CON requirements was in as
early as 1983, and regardless that the
economic structure of health care
was undergoing profound change.
But when it did, with the 1980s spirit

ic
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of market deregulation running at
flood tide, the mandate was re-
pealed. Stales were set free to do as
they pleased. They could keep their
certificates programs if they chose,
but they did not have to."

The CON scheme had been a
federal mandate that by every
measure failed to achieve its central
goal. Given that, the reader might
assume that, once freed from the
requirement, the states would have
rushed to eliminate the program, as
they did when the federally man-
dated 55 mph speed limit was
dropped.

However, in this case they did not.
Though some states did drop the
program in favor of a free market
approach to health care, only
14 states had done so by 1999, and
one that initially did (Texas) reen-
acted its law. Meanwhile, 3G enacted
few or no reforms, thus opting to
cling to some form of certificates of
need.® This happened despite the
fact that there has been ample
opportunity for a full discussion of
the program’s worth. For example,
in 1998 alone some 230 hills were
filed in state legislatures nationally
to severely limit or outright abolish
the program.l

The question, then, is “why?" Why
would any state given the opportu-
nity to unleash the benefits of the
free market in the important field of
health carc choose not to do s0? And
why would any state voluntarily keep
a program that has universally been
deemed a failure—so much of a
failure that its parent, the federal
government, disowned it?

H
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In searching for this answer, it is
useless to examine the reasons given
by legislators who have opposed the
changes. Their reasons run on a
continuum from wrong to ridiculous.
As compiled by PatrickJ. McGinlev
for a study published in the Florida
Slate University Law Review, among
the justifications given have been,
“curbing 'excessive competition,’
solving a ‘moral hazard,' rectifying
‘inadequate information,” and
eliminating ‘inefficient incentives’’1
If these have any meaning in the real
world, it is difficult to ascertain what
it may be, and if they are invalid,
then what is behind them? What is,
or are, the real reason(s) why this
failed program has proved so du-
rable and so difficult to eliminate?

The answers, of course, are money
and the simple, monopolistic desire
to restrain trade and increase profits
by restricting one's competitors. Or
as Clark Havighurst somewhat more
delicately put it in an article on
CONSs in the Wake Forest Law Review,
"avoidance of ‘duplication”is of
course consistent with a cartel's
preference for minimizing competi-
tion.”5 Simply put, then, certifi-
cates of need survive because the
large, well-heeled hospitals—includ-
Ing some run by state governments
themselves such as wealthy univer-
sity teaching hospitals—and hospital
industry groups that are often
dominated by these big players have
.eizcd upon the excuse provided by
the "public interest” component of
CON laws. These laws and the
expensive, time-consuming regula-
tions they prescribe allow them a

WINTER 2001
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legal, pseudo-pubiic interest way to
restrict health care commerce and,
in some cases, cripple or eliminate
competition from what they see as
“their” market.

If, for example, a rival provider
desires to implement or
expand services that might
compete with an established
operation, the “have”
provider can argue in the
name of the “consumer”
that to allow the “have not”
applicant to put in place
such “duplication” would
raise costs and harm the
public. They can argue this
despite any reasonable
interpretation of market
theory, which holds that
competition invariably
works to increase efficiency
and to improve the quality of service
to the consumer, and results in lower
costs. And they typically argue this
through paid professional lobbyists
who pose as spokespersons for a
concerned public. These same
lobbyists, often assisted by campaign
cash, influence legislators to keep
certificates of need in place lest the
consumer be damaged.

The lobbyists, the large well-
established providers and provider
groups have little of the public's
interest in mind. They have their
own interests in mind. Proof of this
can be found in those states where
the program has been dropped. A
study by Christopher Conover and
Frank Sloan of Duke University,
which examined the experiences of
states that had dropped CON re-
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Certificates of
need continue to
existprimarily
for the benefit of - gjgnificant, nor did it
wealthy and
powerful
providers and
interest groups.

quirements, found that no ill effects
resulted. In fact, the opposite was
true. When deregulation went into
effect, per capita health care spend-
ing dropped and the quality and
availability of service rose, thus
providing a henefit to
consumers. By contrast,
they found that in those
states that continued to
require CONSs, the effect
of the regulations on per
capita spending was not

work to increase availabil-
ity or quality. Hence,
there was little or no
benefit to consumers.
What was significant in
those states retaining
CONs, though, was the
effective stifling of compe-
tition and the raising of existing
providers’ profits.0

Taking into account the above, it
clearly seems past time for certifi-
cates of need to be abolished. They
have failed. They do not benefit the
consumer of health care with lower
costs, increased quality, or enhanced
availability of services. They con-
tinue to exist primarily for the
benefit of wealthy and powerful
providers and interest groups who
mask their true motives by claiming
that they are acting in the name of
the “public good.” T

Peter Doherty is a senior policy analyst
at TheJames Madison Institute and
may be contacted via e-mail at
pelerd@jamesmadison.org.
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Ending the CON Game
by Michael D Tanner

Last year's defeat of the Clinton health care plan was a major blow for the idea of central planning in health care. But
the idea that government bureaucrats should manipulate the medical marketplace persists. Nowhere is that more
apparent than in state Certificate-of-Need programs.

v/ ertificate-of-Need (CON) is a program under which health care providers must obtain state regulatory approval
before they can make capital expenditures or offer new services. CON was originally imposed on the states by
Congress as part of the 1974 National Health Planning and Resources Development Act. That law required every state
to adopt CON procedures or lose federal health funding. Eventually, every state except Louisiana complied. Congress
realized the failure of CON and repealed the requirement in 1982. Since then, 12 states have repealed CON programs
and 17 others have removed CON requirements for hospitals.

Certificate-of-Need is based on the dubious economic theory that increased supply and competition will increase
prices. At one time, there might have been some justification for the idea. At the time CON was developed, federal
Medicare and Medicaid reimbursement policies, traditionally a driving force behind health care price increases, were
based on a "cost-plus” calculation, meaning that providers could recover their full costs--no matter how high. That
virtually eliminated price-based competition from the medical marketplace. However, Medicare and Medicaid no
longer reimburse on a "cost-plus” basis. Since 1983, the government has reimbursed on a fixed-price basis (the DRG
system). In addition, other third-party payers have become increasingly sensitive to health care costs. As a result, price
competition among providers has increased dramatically.

Today, there is no evidence that CON reduces medical costs. In fact, there is considerable evidence that CON
increases the cost of health care. It does so in three ways:

1) Administrative costs

'rHe CON program itself imposes substantial costs on both health care providers and the government. Since its

.eption, federal and state governments have spent more than S 1billion administering the program. For providers,
preparing and defending @ CON application can be a time-consuming and expensive process. Needless to say, the extra
cost is later passed along to consumers.
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2) Lack of competition

JON requirements eiect barriers to market entry, thereby reducing competition among health care providers. In effect,
existing providers are granted a monopoly. Providers frequently attempt to use the CON process to obstruct would-be
competitors. The impact of entry barriers is made even worse hecause the new provider seeking to enter the market is
often more innovative - .d cost-effective than are established providers. Some health care economists estimate that
CON harriers to market entry increase hospital costs by as much as 5 percent.

3) Shortages

Where CON requirements have produced a shortage of a particular health care service, prices for those services that
are available are certain to rise. At the same time, consumers may be forced to shift to alternative services that are
often more expensive. For example, a shortage of nursing home beds may lead to longer stays in acute care hospital
facilities.

The Federal Trade Commission estimates that CON regulations increase the cost of hospital care nationwide by more
than S1.3 billion annually.

Certificate-of-Neei. programs also reduce access to health care for those who need it most. In particular, public
hospitals serving the inner-city poor often lack the legal and political resources necessary to compete for technology in
a CON environment. There is even evidence that CON restrictions may ultimately lead to higher patient mortality.

It is time to realize that Soviet-style central planning is as big a failure in health care as in all other aspects of the
“conomy. States should repeal their CON requirements.

[ Return to Januarv/Februarv 1996 Contents ]

Michael D Tanner is director of health and welare studies at the CATO Institute in Washington, DC.
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JOINT HOUSE AND SENATE HEALTH COMMITTEES
HEARINGS ON CERTIFICATE OF NEED LAWS
(STATE OF GEORGIA)

TESTIMONY OF DAVID A. COOK
DIRECTOR OF GOVERNMENT RELATIONS
MEDICAL ASSOCIATION OF GEORGIA

September 2, 1997

Thank you Chairman Middleton and Chairman Childers for holding these hearings on this most
important issue and for providing me with the opportunity to speak to you and the Committee
members from the physicians' perspective. My name is David Cook and | represent the Medical
Association of Georgia comprised of some 8,200 Georgia physicians.

The Medical Association of Georgia supports substantial reform of Georgia's Certificate of
Need laws. Our position is based on a fundamental premise: that competition in a free and fair
market is the best way to achieve quality health services at the lowest possible cost.

Certificate ofNeed lav/s were enacted in 1979 to restiuin the cost of hospital and other health
care services by regulating the number of facilities that may be built and the type of services that
may be offered. In general, these government-sanctioned barriers have not been effective in
restraining costs or even hospital investments. Because those with certificates are the only
players in the market, they are not pressured to deliver high quality care at the lowest price.
Basic economic principles indicate that artificial barriers on competition increase costs.

The fact that Certificate ofNeed laws have not worked is confirmed in the various studies
already mentioned. Further evidence of the dissatisfaction with CON regulations is seen in rhe
national trend to repeal such laws. Perhaps the strongest evidence that CON regulations are not
working is found in the testimony you just heard: that Georgia's hospitals are operating at 55%
excess capacity. It is rare that artificial restraints on competition benefit the consumers, our
patients.

Even if you believe that Certificate of Need laws were appropriate two decades ago, the
reasons underpinning enactment of the laws are no longer relevant in today's health care
market. Let me give you three examples of how dramatically tne health carc market has
changed in the past 20 years.

First, CON laws were enacted at a time when there was very little competition in the health care
market. The same cannot be said of today's healthcare marketplace where competition is fierce.

Second, dramatic changes in reimbursement methodologies have turned provider incentives
upside down. In 1979, hospitals were paid on a "cost plus" basis. This guaranteed that hospitals
would be paid for every service provided and encouraged overutilization of services. The more
the better. Today, hospitals are paid by "Diagnostic Related Groups" (LRG's) which is a set
sum for the diagnosed condition regardless of the number of tests or procedures performed.
The fewer the services the better.

Finally, we are in the midst of redefining "quality" as it relates to health care. Where hospitals
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once measured quality by the number of procedures performed or the availability cf the latest
technology, quality is now being measured by outcomes achieved.

In sum, the health care market is not what it was in 1979.

The Medical Association of Georgia supports repeal of certificate of need laws except in a few
narrow areas that deserve special consideration. The first is in the area of long term care
facilities. Unlike many other areas of health care. Medicaid currently pays 80%-f of all nursing
home services making this area very nearly a mini "single payor" system. As a result, nursing
homes have not historically faced the same kind of competition that hospitals face, Thus,
market forces will not work and a different strategy, including the possibility of retaining CON
for nursing homes, should be considered.

We also appreciate the important role that caring for the indigent population has in this debate.
| would like to take this opportunity to remind you that physicians, not hospitals, treat and care
for patients, it is the physician that is called at 3:00 in the morning to come to the hospital to
treat the patient. It is the physician who provides his services, often free of charge.

In a recent survey conducted by the Medical Association of Georgia, our members said that
they incurred, on average. S50.000 in charity care (care for which there was no expectation of
compensation) per year and some S91,000 in bad deb: (services for which there is an
expectation of compensation but an inability to collect) per year.

Recent reductions in Medicare and Medicaid reimbursement rates have exacerbated the
problem. In FY 1996, the Governor proposed, and the General Assembly agreed, to cut
Medicaid's physician reimbursement rates by some S21.5 million per year. Last year (FY 97),
physicians suffered an additional S7 million in cuts. That is an annual reduction of $29 million in
payments to Georgia physicians for the same level of services previously provided. Physicians'
services, which account for the smallest percentage (17%) of provider expenditures, took
a whopping 36% of all cuts to Medicaid providers.

In addition, the Balanced Budget Act of 1997 will squeeze some 55.8 billion from physician
Medicare services over the next five years. The real kicker is that Medicaid reimbursement rates
are tied to Medicare rates. (Currently Medicaid pays physicians 87% of the Medicare
reimbursement rate known as RBRVS). Since Medicaid reimbursement rates for physician
services are directly tied to Medicare rates, the new cuts in Medicare will result in e"en further
reductions in Medicaid reimbursement rates.

Traditionally, physicians have shifted the costs of providing indigent care to the private sector.
With the onslaught of managed care, physicians are becoming less able to shift these costs to
private payors. Hospitals have an Indigent Care Trust Fund to help defray the costs of indigent
patients, but physicians have no simile, funding mechanism. The problem of providing physician
services to indigents has now reached cusis proportions.

Thus, when looking at the question of indigent care, | would urge you to keep in mind who
actually provides the care and treatment of indigent patients. | would also suggest that if the
market continues to ratchet down physician reimbursements, some accomodation will be
necessary to assure continued care tor the indigent population.

On a final note. | want to underscore the points made by Dr. Tedesco and Dr. Skelton related
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to Graduate Medical Education. Prior to this year, Graduate Medical Education was funded
through Medicare. Recent federal legislation has changed this and new sources of funding are
necessary to continue training doctors. The Senate is currently considering ways to continue
funding medical education here in Georgia.

But the problem is not only with access to funds. Medical education, by definition, requires
access to patients. It has been said that it is easier to obtain a certificate of need if you can
demonstrate a contribution to medical education in Georgia. It has also been said that
concentration of specific types of services makes it easier to train residents. Yet these CON
solutions do not address a real problem: that is, managed care companies are driving patients
from teaching institutions because they do not provide the cheapest care. A more realistic
approach wouls be to require all managed care companies .0 make some commitment to
medical education, whether in the form of monetary contributions, a guaranteed supply of
patients, or both.

| know | have used the time allotted and so I'll stop here and answer any questions you or the
committee may have. Once again, | thank you for the opportunity to appear before you.
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Statistics used

 The statistics used In this testimony are
shown In accompanying material. The
source of that information is shown In
the material.
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Certificate of Need (CON)
Process

« While | have not found a written history which
| can quote to support this, it is my
understanding that the CON process evolved
Initially as a requirement of the federal

government in hopes that it would control
health care costs.

e Many states have realized that it does not
serve that purpose so that now 30 % of the
states have no CON.
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