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Industry professionals from hospitals, hospital associations, and other health care
crganizations from throughout the West will be meeting at the 1983 Association ot
Western Hospitals annual convention in Anaheim. California. April 24 27.

"Essentials for Excellence: New Directions in Health Care™ is the theme ol the 52rd
annual convention and participants will be able to explore new directions in health care
through a wide variety of educational programs. The 74 Western Instructional Con-
ferences (W'ICs) offer an opportunity for in-depth examination of a broad range ol health
care issues including financial management, education and naming, fund development,
marketing, information systems, leimbursement. organizational models, planning and
ambulatory care.

The $23. general registration fee admits participants to the opening and closing general
assemblies and two special sessions, as well as the exhibit floor. Additional fees of $43..
$1)3. anti $100. cover the cost of attending WICs. Convention registration catalogs and
additional information may be obtained by contacting the Association of Western Hospitals,
831) Market Street. CA 94102. (413) 421-8810.

llumana [lospital Alaska has elected its medical staff officers. 1hey are Richard Curtis,
president. Robert Bosveld, president-elect; Leo Morresey, vice president, David Anderson,
secretan-treasurer; Thomas J. Harrison, member-at-large, and John 1). frost. immediate
past president.

Jane Sabes, administrator of Norton Sound Regional Hospital, has been recommended
ard of Governors of the American College of Hospital Administration as a 1983

A sale of attic treasures was held mid-March to benefit the Wrangell Hospital Auxiliary.
Proceeds from the sale will go toward the purchase of Restisic-Annes, used in leaching
lardio-pulmonary resuscitation (CPR).

Three members of the Providence Hospital Auxiliary were nominated to receive the
Volunteer of the Year Award according to Slurley Skaggs, volunteer manager for
Providence. Nominated were Cleo Schoen, Billie (lunch, and Irene Durrani. The award
will be presented at the annual awards luncheon on May 3rd.

The new intensive -are unit at Central Peninsula General Hospital in Soldotna, opened
on March 14. According to administrator Mike Lockwood, this is the first area of the $8.7
million coie.lt union pro| m lo lie opened The four-room intensive care unit will have com-
plete monitoring capabllti.es including three telemetry monitoring units winch will double the
present hospital capalnltin s for the critically ill I'he It'll will be maintained 24 hours a day
by specially trained nurses
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MEMORANDUM
TO: Rep. Milo Fritz, Co-Chairman

Rep. Mae Tischer, Co-Chairwoman
House Health and Social Services
Committee

FROM: Rep. Jack Fullf£en\Chairman
House Rules Committee
DATE : March 1, 1983
RE: House Bill 19 - Certificate of Need

Attached for your files and information is back-up
information relating to House Bill 19.

The Norton Sound Health Corporation has offered
recommendations for consideration to the proposed
legislation.

Thank you.



FEB 2 81983

P.O.BOX 966

(DOSTdM S®IUMID) NOME, ALASKA 75
HEALTH CORPORATION

February 24, 1983

Representative Jack Fuller
Pouch V
Juneau, Alaska 99811

Dear Jack:

HOUSE BILL 19 - CERTIFICATE OF HEED
OPINION-

ADVANTAGES TO CON

There are distinct advantages to the CON process if those working within
the division are truly dedicated to their objective of supplying adequate
health care for the arcs.

(1) The state dept of health planning can gather and supply data rele—
vant for planning to hospitals lacking time and expertise for such

essential information prior to a proposed building or equipment
acquisition.

(2) "n the review process, CON requires and assists hospitals in the
formidable steps so necessary but not infrequently overlooked or
ignored - public input, avoiding duplicity of services--—-—-

DISADVANTAGES TO CON

(1) Public Health Service (federal) hospitals are exempt. ALL health
care facilities should be required to participate - or none.

(2) Current lengthy process.
(3) Planning should be for the sake of planning - not tied to funding

levels. If improper planning and building (or equipment acquisition)
the institution will eventually find the funding not meeting expense.

"Serving the communities of: Brevig Mission. Council. Diomede. Elim. Cambell. Golovin, Koyuk. Nome. St. Michael.
Savoonga, Shaktoolik. Shishmaref, Stcbbins, Teller. Unalaklect, Wales, White Mountain."



While the battle wages between the State Hospital Assn and Blue Cross,

between

Humana and Providence Hospitals of Anchorage | must still maintain

th{t the COM advantages outweigh the disadvantages WITH the following modi —
fications:

€Y

)

®3)

4)

Demand the state health planning office to streamline the CON re—
view process-current,ly lengthy and costly. The entire process
shculd be fashioned after an employee grievance system-three steps,
brief periods of tine in which to respond back to the employee.

Becin to accept the fact that in this day of Medicare, Medicaid,
IHS and even private philanthropic dollar reductions responsible
health care providers would be fiscally foolish to actin any
other than a judicious way - not adding one additional service,

bed, staff, or squre foot that would be "unprofitable™ - even to

a non-profit establishment. This is where 1 agree with the Presi—
dent that free enterprise will rule if allowed.

The state health planning agency should establish a long range goal
to develop expertise and assistance "in the field" in health plann—

ing - assuming more an advocate or assistant rather than an adversary
role.

Require ALL hospitals ~ federal, state, private, etc -to partici—
pate in the CON process.

There are my opinions in a nutshell. My prayers are with you that heaven
will assist you in this and all your deliberations to cut through subjective
opinions and see only what would be best for the people, the state, the

country.

Cordially

Jane Sabes

1iOPJON SOJND REGIONAL HOSPITAL

Hospital Administrator

re

PS 1°d love to view the legislative process, especially on a health issue.
How does one go about that? A response from your secretary will suffice.
Thank you.

uiuuncri. warn, wmtc Mountain,
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Al as ka Heal th Coalition

529 5>th Avenue, Suite 8
Fairbanks, Alaska 99701
(907) 456-2553

February 17, 1983

The Honorable Bill Sheffield
Governor, State of Alaska
Touch A

Juneau, Alaska 99811

Dear Governor Sheffield:

We were dismayed to discover that funding for Alaska®a three Health
Systems Agencies (HSAs) was not included in your FY84 budget.

During your campaign, you responded very positively to our "Health
Issues Questionnaire.” We were greatly encouraged to learn that you
strongly supported a formal mechanism for citizen participation in State
health program decisionmaking and that you felt that HSAs were an
appropriate avenue for that inv; ivement. You answered the questionnaire
by saying that you support raising State funding for each USA "to at
least $300,000 to maintain citizen involvement in hcaith care decisions
at the local level.”

Because of recent Congressional action, each HSA in Alaska will
receive $100,000 from the U.S. Department of Health find Human Services
in FY84. This is a 635 decrease from FY82. Therefore it is critical
that USAs receive $200,000 in State support to prevent their demise.

I would suggest to you that HSAs have provided the only real means
for public involvement in health care decisionmaking at the State,
regional, and local levels. USAs enable effective citizen participation
in grant and Certificate of Need reviews, in planning, and in resource
ddvelopment. Because of this input, the State has been able to direct
its resources to areas of greatest need in efficient and effective ways.
Also, the State lias been able to avoid unnecessary duplication and to
prevent unneeded service expansion, resulting in savings of several mil—
lion dollars in the last six years. In addition, USAs provide technical
assistance to communities and organizations in ways that improve service
effectiveness and continuity of care and promote development of new,
needed services and facilities.

The publication 1 have enclosed, "lkiblic Involvement in Health Care
Decisions" summarizes the activities of the three Alaska USAs. It also
describes the important services which would be lost to the public if
USAs do not receive adequate State support. 1 hope you will take the
time to familiarize yourself with the many significant accomplishments

Coalition Members

J. B. Carnahan, Fairbanks; Joseph Cla.lauhos, Juneau;
Quarles Kaltcnluch, Dr. P.M., Fairbanks; Steve l.esko, Anchorage;
John Manning, Ketchikan; Lillie MeGarvoy, Anchorage; Art IViliman, Sitka; Margaret Wilson, Anchorage



The Honorable Bill Sheffield
February 17, 1983
Page Two

that HSAs have made in the health care system of Alaska. “Hie Alaska
Health Coalition believes the Health Systems Agencies have earned a
place within the health care system in this State and we urge your
support for their continued operation.

Charles M. Kaltenbach, Dr. P.H.
Chairman

CMCfir

cc: Robert London Smith, Ph.D.
Commissioner, DHSS

Senate HESS Committee
Senate Finance Committee
House Hess Committee
House Finance Committee
Alaska Health Coalition

The IlonorabLe Ibn Clocksin






Alaska's three Health Systems Agencies, funded by State and Federal dollars since 197>, will cease to
exist unless funds are restored to the State budgeét or appropriated by the Legislature this session.

WITHOUT HEALTH SYSTEMS AGENCIES AT THE REGIONAL LEVEL THERE WILL BE:

* NO opportunity for public discussion at the regional level ofthe impact ofhealth care programming
and funding decisions.

* H\IO publ)ic participation in deciding the future oflocal health care services. (Decisions will be made in
uneau.

* NO technical assistance for agencies, organizations, and communities from a non-aligned organiza-
tion with experienced staff,

* NO regional efforts to promote health,
* NO regional coordination to focus on health-related issues of mutual concern.
* NO independent assessments in the public interest ofissues related to health care cost containment.

* NO regional source of information related to health status measurement, health service utilization,
health-care quality issues, and health care costs,

THERE WILL BE DUPLICATION OF DATA COLLECTION AND ANALYSIS, RESEARCH, SYS-
TEMS MANAGEMENT ACTIVITIES, AND PROGRAM DEVELOPMENT.

THERE WILL BE UNNECESSARY EXPANSION OF SERVICES AT EXCESSIVE COSTS TO THE
TAXPAYER.



Three Health Systems Agencies
(HSAs) serve the State of Alaska.

The Northern Alaska Health Re —

sources Association servesthe North
Slope and Fairbanks North Star
Boroughs and the areas encompassed
by the Arctic Slope, Doyon, and NAN A
Native regional corporations.

South Central Health Planning

and Development serves the Munici —
pality of Anchorage and the areas co—

vered bv the Bering Straits, Calista.

Bristol Bay, Aleutians, Kodiak, Cop—

per River, North PacificRim, and Cook
Inlet Native regional corporations.

The SoutheastAlaska Health Sys —

tems Agency serves the Southeastern
panhandle.

These HSAs were established by
Public Law 93-641 in 1974 to plan for
the rational development of health
care resources within their regions by
providing staff to governing boards
composed of a representative cross-
section of providers and consumers of
health care services. As was the case in

other states, the Stale of Alaska pro—

vided funds to supplement lhe federal

grant awards and, consequently, has

enjoyed an efficient and mutually be—

neficial relationship between State
officials and planners and their local
constituents.
The legal responsibilities of the
HSAs are as follows:
A. To improve the health of residents
of the health service areas.

B. To increase the accessibility (in—

cluding overcoming geographic,
architectural, and transportation

barriers), acceptability, continui—

ty, and quality of health services.
0. To restrain increases in the cost of
providing health care.
D. To prevent unnecessary duplica—
tion of health care resources.

0. To preserve and improve advan—

tageous competition in the health
service area.

These responsibilities are carried
out through th"idevelopment ofa long-
range health plan and a short-range
action plan; reviews of various federal
and State grant applical ions;commun —
ity assistance with needs assessments,
evaluat ions and plan implementat ion;

and technical assistance to agencies

and organizations. These functions are

closely coordinated with the respective

State agencies which bui ldand expand

on our local and regional activities to

construct appropriate State-level
plans, studies, and policies.

While all this is accomplished on a
regular basis by each of the three
HSAs, each agency has also recognized
the need to tailor its particular work
program to the unique requirements
and circumstances of its individual
health service area.

These activities have helped to:
Improve the health status of
Alaskans.

- Containthecostsofhealthcare.

- Improve access to needed
health services.

- Involve the public in decision—
making about the current and
future health care delivery sys—
tem for their communities.

- Tailor heul"H service and facil—
ity devclopm- at to the unique
needs of one >community.



Decreasing support at the Federal
level has givenAlaska®s HSAs achance
to reassess our activitiesand todiscard
irrelevant federal requirements. We
now have more opportunity tomeld our
activities to the health systems needs
of the regions and communities of
Alaska.

The three HSAs have formed the
Alaska Health Coalition litencourage
responsible participation by the State
in health planning and decisionmak—
ing and to support those activities
which are vital tothe health ofAlaska 3
citizens. The essential program areas

COVVLNTY ASSSTANCE

Regional health resources organiza—
tions should be available toassistcom —
munitiesand citizengroups indefining
health problems in their communities
and in identifying solutions to those
problems, through:

A, Organizing key individuals for

action.

Il. (lathering ideas and opinions on
identified issues.

0. Analyzing problems and assist—
ing in the development of local
strategies lor Iheiramelinrat ion

), Assistingcommunities inthe im-
plemenl.al ion of ideal ifind
strategies.

M. Providing assistance to indi—
viduals and organizalions in llie

preparation of funding applica—

tions. program development, and
HEALTHFROVOTION

Because many of the health prob—

lems in the state are related to lifestyle
and individual behavior, the resource
organizations will seek to improve the
health status of Alaskans, by:

A. Determining the prevention and
health promotion needs ofthe re—
gions.

B. Assisting existing programs to
improve their effectiveness
through coordination and coop—
eration with other progranms,

C. Providinga forum for prevention
and health promotion interests.

D. Developing new prevention and
health promotion programs to
meet the special health needs of

GONAL ADVOCACY

To allocate limited resources in a
rational and equitable manner, it is
necessary toexamine individual com—
munity needs inrelation to tin V edsof
the region and the state as a whole. A
framework for providing and com—
municating this perspective will be
accomplished by:

A. Maintaining a regional and local

capability to provide current,
accurate, health-relateddata for

planning and program develop—
ment

B. Providing a forum for local grant
applications and proposals for
new institutional health services
and facilities.

C. Providing the Legislature and
the Department of Health and
Social Services with regional
perspectives on health-related
issues.

D. Assisting State, local and region—
al organizationsand theGovern—
ment uy conducting research on
health-related issues.

HSAs are the forum through which
citizens influence the development of
health-related services for Alaska. As
arenas for participatory democracy.
HSAs assist communities, agencies,
and individuals to define needs and
achieve goals for health resource de—
velopment. As regional advocates,
USAs bring the concerns of local resi—
dents to the attention of the Alaska
Legislature and State government.. As
agents for improving the health of the
people, USAs direct their energies to
health promotion and disease preven—
tion, aiming toward increases in the
overall health stat usoft he population.
These activities are essential to the
continuation of community self-
determination in the area of health
service development.



S o m e o f

COVMUNTY ASSTANE

- SCHPD* assisted the Kenaitze Tribe
to establish a clinic.

- NAHRA** helped to establish a pa-
tient hostel in Fairbanks.

- SCIIPD supported the development of
Hospice in Anchorage and Home Health
Care. Inc., of Anchorage.

- NAIIRA supporteddevelopmentofthe
Arctic Alliance for People, an association of
human service providers in the Interior.

- SCIPD administered a contract for
safety week fairs in Sand Point and King
Cove.

- NAIIRA analyzed the effectiveness
and efficiency of Fairbanks Rehabilitation
Association’s respite care programs.

- SCIIPD explored the issues surround-
ing provision ofhealth care to non-Nat ives
in Bethel.

-SEAHSA'M developed information
and assessed the impact of government
funding cuts in Ketchikan.

- SKAHSA assessed nllernatives for
program design and funding sources in
Ketchikan.

- NAIIRA. SCIIPD. and SKAHSA con-
ducted numerous service-specific needs
assessments,

-SCHPD trained IIn* Yukon-
Kvtskokwim Health Corporation Hoard
and staffon health planning, assessment,
and management issues,

- NAIIRA. SCIIPD. and SKAHSA con-
ducted a survey of primary care clinics in
rural areas on behalf of 1)1ISS.

- SKAHSA and SCIII'l) assisted Kalu*
and the Mat-Su Borough to develop com-
munity health plans.

- SCIIPD provided technical assistance

to the Whittier Health Committee.

- NAHRA assessed alcoholism treat-
ment services ir Fairbanks and alcohol
counselor training in the northern region.

- NAIIRA and SEAHSA funded sixcom-
munity-based health education programs.

- SEAHSA developed a boating safety
curriculum for grades 7-12.

- SCHPD sponsored a “Health Promo-
tion at the Workplace" conference, with
120 participants.

- SCHPD established a Tel- Med service
in Anchorage, with planstoexpand toother
parts of Alaska.

- NAIIRA implemented Alcohol Aware-
ness Week in the Greater Fairbanks area.

- SCHPD developed a resource guide for
community health fairs.

- NAIIRA published a Health Promo-
tion Resource Directory.

- NAHRA,SCHPD,i'mdSKAIISAwrote
amanual forcommunities to use in estab-
lishing health education in their schools,

- NAHRA. SCHPD. and SKAHSA
assisted with numerouscommunity health
fairs.

- SCHPD established an ongoing
lealth Promotion at the Workplace work-
ing group.

- NAT'IRA and SCIIPI) organr/cl elnld
passenger safety groups in Fairbanks and
Avvliorage.

- NAHRA. SCIIPD, and SKAHSA pro-
vided information and assistance to va-
rious school districts on health education
curricula development.

- SCIIPD participated in tin* organiza-
tion. planning, and leadership of work-

shops at the Alaska Native Health Board
Health Conference.

- NAHRA and SCHPD developed health
education legislation.

- NAHRA. SCHPD, and SEAHSA de-
veloped documents, through public in-
volvement, which identify health problems
and health service delivery concerns and
propose solutions.

- NAHRA. SCIIPD, and SEAHSA pro-
vided regional data and evaluation com-
ments foruse in the State Health Plan and
the Maternal and Child Health Plan.

- NAHRA. SCHPD, and SEAHSA re-
viewed and commented on proposals for
State and federal funding for programs
such as mental health, alcohol, and drug
abuse (onrequestofthe fundingauthority).

- NAHRA, SCHPD, and SEAHSA re-
viewed m ,ijor capital expenditures by faci-
lities under the Alaska Certificate of Need
program, including:

- Free-standing birthing center in
Juneau.

- Changes in Petershurg Hospital.

- Re-financing of Alaska Hospital.

- Expansion of Central Peninsula
General Hospital.

- Replacement of Valley Hospital,
Palmer.

- Replacement and improvement of
computer tomography equipment at
Alaska llospifal.

- Free-standing inpatient, rehabilita-
tion facility by Alaska Treatment
Center.

- Replacement of Cordova Hospital.

- Mini-computer system for clinical




lab at Providence Hospital, Anchorage.
- Digital fluoroscopy at Providence
Hospital, Anchorage.
- Development of an 80-bed subst-
ance abuse/psychiatric facility by Char-
ter Medical Corporation.

- Development of a substance abuse
facility by Advanced Health Systems.

- Replacement and expansion of an
ambulatory surgery center in
Anchorage.

- Expansion of Humana Hospital

* SCHPD — South Central Health Planning and Development, Anchorage
** NAHRA — Northern Alaska Health Resources Association, Fairbanks
*** SEAHSA — Southeast Alaska Health Systems Agency, Ketchikan

emergency department.

- Installation of a hospital informa-
tion system at Providence Hospital.
Anchorage.

- Expansion of Fairbanks Memorial
Hospital.



What is South Central Health Planning and Development, Inc. (SCIIPD)?
South Central Health Planning and Development, Inc., like the other two
Health Systems Agencies in Alaska, < non-profit corporation run by a
volunteer board of directors established for the purpose of improving
the health of residents, increasing the accessibility, acceptability,
continuity and quality of health services provided to the population,
restraining increases in the cost of providing health services, and
preventing unnecessary duplication of health services.

SCHPD serves the 270,000 residents of south central and western Alaska.
The service area cncompascs eight of the twelve Native regional
corporation areas: Norton Sound, Yukon-Kuskokwim, Kodiak, Bristol Bay,
Copper River, Cook Inlet, North Pacific Rim, Alcutian/Pribilof Islands.
"Hie Municipality of Anchorage is designated as a ninth subarea in the
total service area.

While all the residents of the area arc affected by the decisions of the
agency, SCIIPD works most closely with: 1) health care providers, includ—
ing physicians, nurses, representatives from the 16 hospitals in our area,
staff from the 8 non-profit health corporations in the area, directors

of mental health and alcohol/drug abuse programs, Indian Health Service
representatives (on health care cost and hcaith promotion at the workplace
issues), community residents who desire technical assistance for tho
development of proposals for new health services, Boards of health
programs who desire training on effective functioning, and others.

Aie volunteer Board members of SCIIPD with help from the staff they hire,
provide a process for public involvement in the decisions as to how

public money is to be spent in health care. With an ever increasing

portion of public (State and Federal) dollars being, spent on health services
through Medicare, Medicaid, reveme-shar ing, mental hcaith and alcoholism
programs, risk reduction grants, direct appropriations for capital
expenditures (to name a few) pub! ic input into the form and organization

of those services becomes even more critical.

The public involvement process as implemented by SCIIPD has meant:

-continual coordination with providers and consumers on health
care delivery issues in the development of planning documents,
on committees and task forces, public meetings;

-publication, at least annually, of short-range plans listing
high priority areas of concern in south central and western
Alaska;

-publication and distribution of periodically updated long-range
plan that analyzes health problems and establishes a framework
for development of hcaith services by size of community;

-public review of any Certificate of Need proposals (the only
opportunity for the public to review and comment on dlly analysis
of proposals submitted);

-provision of data to communities, elected officials, health care
providers to justify and/or evaluate health care expenditures;

-public meetings 1in communities, technical assistance to communities;

-other involvement in health issues, such as sponsorship and
organization of a Health Promotion at the Worksite conference
attended by over 200 participants.



South Central

Health Planning and Development, Inc.
1135 West Eighth Avenue < Suite 1 mAnchorage, Alaska 99501
(907) 278-3631

February 16, 1983

Ilae Tischer

House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Representative Tischer:

The Executive Committee of South Central Health Planning and Development,
Inc., met on February 14 to consider our future as a regional health
planning agency. In order to continue our activities beyond May 31,

1983, the end of our grant year, we need to have some assurance of

funding from lire CLate. We are asking tliat an amount of $200.000 for each
of the three Health Systems Agencies be reinstated in the budget.

As we understand it, your subcommittee is now in the process of reviewing
the D1ISS budget. Alaskan Health Systems Agencies, established in 1976,
have received Federal and State grants each year of our operation.
Commissioner Beirne told us USAs were not included in the proposed

budget this year for two reasons. First, the Division of Corrections

was consuming an increasing portion of the Department®s resources.

Since then, the new administration has proposed clianges in the organization
with respect to Corrections services. Second, at the time the budget was
drafted, there was no indication Federal money was going to be available.
However, Congress has since passed a continuing resolution providing for
funding of USAs at last year"s levels.

Continuation of Federal funding at last year®s levels means a basic
grant of $100,000 plus $15,000 in match (at 30 on the dollar for the
$50,000 State grant). The chart on the next page shows grant amounts
received for the last six years. In addition to the $200,977 in Federal
and State money received this las: fiscal year, we had approximately
$40,000 in carry-over. Therefore, a $200,000 grant from the State would
mean a reduction in funding from FY 1980, 1981, 1982 levels. It would
mean a slight increase from the latest year. During the past year all
staff (except one) are working on a lialf-timc basis due to the budget
cuts.



Page two
Representative Mae Tischer
February 16, 1983

Amount Federal State Total

FY 1983 150,977 50,000 200,977
FY 1982 258,377 100,000 398,377
FY 1981 353,310 100,000 453,310
FY 1980 234,902 125,000 359,902
FY 1979 175,000 125,000 300,000
FY 1978 175,000 125,000 300,000

We urge you to rectify the error made by the Department in excluding funding
for the three organizations tliat provide a forum for public involvement

in health care decisions. (See attached page for brief summary of our
responsibilities.)

If you have any questions about our organization do not hesitate to call
rie or the President of the Board, Lillie McGarvey.

Sincerely,
11+ v/ > /
// /- /K Y

r
Margaret M. Wilson
Executive Director

MMW/ab

Enclosure
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The governors ”state of the state and
inaugural messages not surprisingly con—
centrated on the state of their separate
economies. Controlling state budgets is
clearly the dominant priority among the
states ” chief executives. Among .the
states, deficits for the remainder of their
fiscal “ears are estimated at $1.6 billion
in CALIFORNIA, $530 million in NEW YORK,
$266 million in WISCONSIN, $164 million
in 1ENNSYLVANIA, $150 million in NEW
JERSEY, and the list continues. Governor
Nigh of OKLAHOMA reported that a reve—
nue shortfall has occurred for the first
time in the state 3 history.

A recent survey by the National Con —
ference of State Legislatures shows that
19 stales arc incurring deficits for the
current fiscal year and another 13 are
operating on very slim margins "between
revenues and expenditures.

Interestingly, very few governors sin—
gled out their Medicaid programs for
major reductions or constraints in order
to help bring their budgets into balance.
Most apparently arc reasonably satisfied
with the initiatives their states have taken
over the past year or two to control the
rates of growth in their Medicaid bud—
gets.

GEORGIA 3 new Governor Harris specif—
ically pointed to the need fo—new efforts
in Medicaid fraud and abuse control, im—
proved claims review and recovery of
overpayments, and a careful study of
various alternative reimbursement struc—
tures under Medicaid. NEW YORK Gover—
nor Cuomo intends to recommend a
Medicaid Reform Program, which will
include major financial and program—
matic restructuring. The plan, according
l.o the governor, will enable the state to
institute appropriate cost controls, im—
prove access to hcaith care, and strength—

en the state3 oversight capability
through audits and utilization review.

Two governors— Rockefeller of WEST
VIRGINIA and Lamm of COLORADO— made
specific references to the need for the
regulation of hospital costs. Governor
Rockefeller singled out a tripling in state
expenditures for public employee health
insurance benefits since 1976 as a key
reason for his support for a hospital rate
setting commission. Governor Lamm re—
ferred to the unemployment rate plus in—
creased federal cost containment efforts
as reasons for expanding state cost con—
tainment measures. In addition to rate
regulation, the governor urged the legis—
lature to consider competitive bidding by
providers for Medicaid contracts and in—
surance reform packages.

Acknowledging that hospital costs in
NEVADA are the highest in the nation- 41
percent higher than the national average
— Governor Bryan called for several cost
containment strategies, e.g-, performing
day surgery where appropriate and
shortening hospital stays. The governor
also intends to submit legislation to re—
quire understandable billing procedures
to reduce the chances of patients being
billed for services not received.

Governors Lamm, Anaya (NEW MEXI—
C0) and Garrahy (RHODE ISLAND) used
their inaugural addresses to reconfirm
their support for strong certificate of
need (CON) legislation. Governor
Lamm declared that the state3 CON
program had saved almost $38 million in
health costs over a three-year period,
while Governor Garrahy pointed to $42
million in savings to his state over the
past decade. Governor Lamm also urged
the legislature to consider a limitation on
the total yearly amount of capital expen—
ditures made by hospitals.
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The FY 1934

Governor Cuomo took the opportuni—
ty to announce he was ordering a one-
year moratorium on the issuance of any
new certificates of need. During the one-
year moratorium, the Department of
Health, in cooperation with other state
agencies, is directed to design a new
capital budgeting process for hospitals,
nursing homes and clinics. The new pro—
cess is designed to provide the state with
the ability to analyze relative need
among projects, as well as specific ele—
ments in the proposals.

The governors made very little men —
tion of moving away from regulatory
strategies and in the direction of contain—
ing costs through greater competition.
ARIZONA 3 Governor Babbitt was amajor
exception, however. The governor men —
tioned the state 3 repeal of certificate of
need legislation in 1982 and deregulation
of nursing homes as examples of the
state 3 contribution to removing ar—
tificial subsidies in the health care
delivery industry. The governor identi—
fied three new initiatives he will support
on behalf of furthering competition: 1)
requiring hcaith care institutions to par—
ticipate in a wuniform billing and
discharge data reporting program; 2)
prohibiting tax exempt bond issuing
bodies from providing tax exempt fi—
nancing for hcaith care institutions
which maintain overall occupancy rates
below 85 percent; and 3) creating pro—
grams which encourage state employees
to be more sensitive about costs in
choosing between health care options.

With regard to the state3 employee
health insurance program, the governor
will seek legislative action to establish an
employee rebate program for employees
selecting lower cost health care insurance
plans and to require contracting indem—
nity insurers to offer plans with varied
copayment lewels.

President Reagan 3 Fiscal Year 1984
budget proposes a number of far reach—
ing reforms in the financing of hcaith
care. Most of the reforms concentrate on
the Medicare program, with very little
attention given to Medicaid. The major
ingredients of the President3 Health
Care Incentives Reform plan arc: I) ex—
tending Medicare coverage for catas—
trophic illness; 2) restructuring benefi—
ciary cost-sharing under Medicare; 3) es—
tablishing a prospective rate structure
for hospitals under Medicare; 4) limiting

Prevention ranked high on the priority
list of the governors of ALASKA, ARIZONA,
NEW MEXICO and RHODE ISLAND. Governor
Garrahy identified the need to reassess
hcaith insurance coverage with a goal of
emphasizing coverage for less costly pre—
ventive care. Governor Babbitt will seek
legislative action to develop health pro—
motion and education programs for state
employees and to require contracting in—
demnity insurers to allow payments for
preventive health measures.

The need for expanded alcoholism ser—
vices received a fairamount of attention.
Governor Cuomo will support legisla—
tion mandating private health insurance
coverage for alcohol treatment. Gover —
nor Rockefeller called for an increase in
the state lax on alcoholic beverages and a
dedication of the revenues to alcohol
treatment programs. And Governor
Anaya identified alcoholism prevention
and services among the top priorities of
his administration.

Improving mental health services was
a key priority of the governors of IN—
DIANA, NEW HAMPSHIRE, NEW YORK and
NORTH DAKOTA.

A commitment to expanding home
and community-based services for the
elderly was mentioned by the governors
in NEW MEXICO, MARYLAND, NEW JERSEY,
and NEW YORK.

Governor Rockefeller and MINNESOTA
Governor Perpich spoke of the need to
restore medical benefits that had recently
been cut. Rockefeller requested a revi—
sion in the state 3 corporate income tax
to provide additional revenues for re—
storing some cuts and financing the fed—
eral match to receive federal funds under
the primary care health block grant.

Governor Mathcson of UTAH called for
state assumption of the county medically
indigent program.

the current tax subsidy of higher cost
private health insurance plans; and 5)
establishing a voluntary voucher pro—
gram to permit Medicare beneficiaries to
enroll in private health plans.

To underscore the need for substantial
reforms in health care financing, the Ad —
ministration points to some alarming sta—
tistics. In 1982, health care costs went up
almost three times the national inflation
rate. The cost of hcaith insurance rose
15.9 percent in 1982, the biggest increase
ever. Over the last five years, Medicare



costs have increased at an average an—
nual rate of 19 percent. And in 1983,

Medicate and Medicaid will spend as

much everymonth as they did during the

entire year of 1966, their first full year of

operation.

According to the Administration 3 re—
structuring initiative, Medicare benefi—
ciaries will continue to pay a deductible
equal to one day of hospital care, but a
copayment equal to 8 percent of the de—
ductible will be required for each day of
hospital care from the 2nd through the
15th day. From the 16th through the
60th day the copayment will be reduced
to 5 percent of the deductible (currently,
no cost-sharing is required from the 2nd
through the 60th day). After the 60th
day, beneficiaries would face no further
financial obligation for hospital costs for
the remainder of the year.

With respect to reimbursement re—
form, the budget assumes the implemen—
tation of a prospective payment system
on a pcr-case basis, adjusted by diagno—
sis and patient characteristics. The diag—
nosis-related group (DRG) classification
system would serve as the basis for the
case adjustments.

Under the Administration 3 proposed
Voluntary Voucher program, benefici—
aries will enjoy the option of receiving
services through a private health benefits
plan, rather than through the Medicare
system. If a beneficiary selects alterna—
tive coverage, die government would pay
an amount equal to 95 percent of the per
person costs under the Medicare pro—
gram.

At the heart of the Administration3
Incentives Reform plan is a proposal to
limit the current lax subsidy of higher
priced health insurance plans. If the plan
is adopted, tax-free treatment of em—
ployer contributions to employee bene—
fiswould be limited to SI75 a month for
family coverage or $70 a month for indi—
vidual coverage. According to the Ad —
ministration 3 estimates, about 30 per—
cent of those with employment-based
health coverage currently receive em —
ployer contributions above those limits.
An additional S2.3 billion in tax revenue
is anticipated in FY 84 as a result of this
initiative.

The Administration projects that, if
Congress accepts its reform proposals,
Medicare payments will reach $63 billion
in 1984- 13.2 percent higher than the

current estimate for 1983. The Admin—
istration claims, however, that the raite

of increase would be 16.3 percent absent

its legislative proposals.

Other significant initiatives in the FY
84 budget affecting Medicare include:
freezing physician reimbursement for
one year; modifying the rate of increase
in Part B premiums; indexing the Part B
deductible to the Medicare Economic hn-
dex; eliminating mandatory utilization
review by hospitals and skilled nursing
facilities; and authorizing DHHS toem —
ploy competitive purchasing procedures
for the procurement of laboratory ser—
vices, durable medical equipment and
other medical supplies for beneficiaries.

The FY 84 budget is marked by the
absence of any significant new reform
proposals for the Medicaid program.
The budget recommends an extension of
the reductions in federal payments lo
states for Medicaid (as originally provid—
ed in the 1981 Reconciliation Act) by 3
percent beginning in 1985 and continu—
ing indefinitely. A state could, however,
offset the reductions if it managed to
contain its expenditures below specified
limits. The budget also includes a rec—
ommendation to require states to impose
nominal copayments on the categorically
and medically needy for physician, clin—
ic, and hospital inpatient and outpatient
service. Finally, the budget contains a
provision which would require appli—
cants, as a condition of eligibility, to
assign their hcaith insurance rights to the
state Medicaid agency.

Once again, the Administration 3bud—
get contains no request for health plan—
ning activities, which is in keeping with
its policy to eliminate federal involve—
ment in health planning at state and local
levels.

The FY 84 budget contains a request
for $1,357 billion to fund the four health
block grants (Preventive Health at $85
million; Alcohol, Drug Abuse and Men —
tal Health at $439 million; Primary Care
at $460 million; and Maternal and Child
Health at $373 million). The Administra—
tion intends to submit legislation to in—
clude three additional programs in the
Primary Care block grant: Migrant
Hcaith Services, Black Lung Clinics, and
Family Planning. The budget further
proposes to consolidate the administra—
tion of the block grants within the Office
of the Assistant Secretary for Health.
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A new study commissioned for the
Federal Trade Commission details the
trends in the evolution of three separate
kinds of health care services: retail den—
tistry, freestanding emergency care cen—
ters, and freestanding surgery centers.
The study provides a descriptive over—
view of the three types of services and
identifies various factors impeding their
growth. I provides some answers to four
broad questions: 1) How does the
growth of entrepreneurial medical/den—
tal services vary across states because of
differences in licensing requirements? 2)
How do vreimbursement practices of
commercial insurers and of medical and
dental service plans impact on the
growth of these entities? 3) How are
these services being marketed and lo
what types of consumers? 4) Is there any
evidence of competitive responses by tra—
ditional health care providers? Copies of
the report, entitled Entrepreneurial

e« A NEW YORK hill (S 737, A 817) would

amend the state’s Medicaid law to re—
quire programs to provide recipients

with the means to make a fully informed

and independent choice from among li—
censed hcaith and mental health pro—
viders.

e A COLORADO bill (HB 1184) would pro—
hibit hospitals from denying or limiting

staff privileges or the use of hospital

facilities lo any health care provider li—
censed to perform surgery, or from dis—
criminating against such providcts on

any basis other than training, experi—
ence, or demonstrated competence in

their field of practice.

<A NEW MEXICO bill (HB 20) would re—
quire any health care practitioner adver —
tising services to the public to state in the
advertisement his name, address, tele—
phone number, and the designation of

Dick Merritt, Co-editor

Intergovernmental Health Policy
Project

National Health Policy Forum

George Washington University

(202) 872-1445

Trends in Health Care Delivery: The
Development of Retail Dentistry and
Freestanding Ambulatory Services, are
available free on a limited basis. Request
document number IH-83 from Michael
Pollard, Room 272, FTC, Washington,
DC 20580.

The Institute for Health Planning
recently published several monographs
which should be of interest to health pol —
icymakers. The publications include:
State Health Care Cost Containment: A
Review of Strategies ($9.00); Health
Care Vouchering and Competition
($8.00); A New Era for State Health
Planning ($8.00); lIssues in Health Block
Grant Funding ($7.00); Bidding for
Long Term Care Patients ($8.00); and
Altering Incentives in Health Care
Delivery ($6.00). To order copies write
to: IHP, 702 North Blackhawk Avenue,
Madison, WI 53705.

the profession in which he is licensed to
practice.

e NORTH CAROLINA recently decided to
replace Blue Cross-Blue Shield coverage
for state employees with a self-insurance
plan. The new plan provides for a $100
deductible with 5 percent employee coin—
surance up to $2,000, and full coverage
thereafter. The plan also removes limits
from hospital and physician reimburse—
ment, which had been frozen for over a

year.
e CALIFORNIA enacted legislation (AB
2346, Chapter 1304) permitting physi—

cian assistants to form professional cor—
porations and to render professional ser—
vices in the name of a corporation. The

law also allows registered nurses to be

shareholders in a physician assistants®

corporation, and physician assistants to

be shareholders in a nursing corpora—
tion.

Russ Hereford, Co-editor

National Conference of State
Legislatures

1125 17th St., Suite 1500

Denver, Colorado 80202

(303) 292-6600

For subscription information, write: Dick Merritt, State Health Notes, 2100

Pennsylvania A \e.. Suite 616, Washington, D.C.

20037
g

Stale Health Notes is jointly published several times a year with grant support from Ihe Oftice ot Research and
Demonstrations (ORD), Health Care Financing Administration, DHHS (HCFA Grants 18-P-98 14B/3 01 and 10 P-97

062/8 03).
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Innovative r(’)\?.rams. from Florida,
Louisiana and Mississippi have been
selected for further study by a committee
of the Southern Legislative Conference
(SIX) of The Council of State Govern-
ments. .

Seiccted were: Florida’s Inmate
Tutorial Program to reduce illiteracy
among inmates; Louisiana’s Computer
Informatjon System to provide senators
mformalioii-ouiekly and conveniently;
and Mississippi’s Variable Compensation
Plan to eliminate automatic cost-of-
living increases and place the emphasis
on_productivity. _

The innovations panel met during the
SI.C annual meeting August 29-Sept. 2
in New Orleans. Members included:
Michael Baer, secretary of the Louisiana
Senate; Hetty Hutton, executive director
of the Texas Senate Committee on
Human Resources; Rep. Charles Capps,
chairman of Ihe_Mississippi House Con-
stitution Committee; Rep. John Paul
Capps, Arkansas house speaker desig-
nee; Sen. R|Ie¥ Darnell, chairman of
Tennessee Senate Fiscal Review Commit-
tee: David lannucci, supervisor of
Ielglslanve,draftmg in Maryland; Geor%e
Ofiver, director ol research for South
Carolina Joint Approprmtlons Legisla-
tive Review Committee; David Poynter
clerk of Louisiana House; Rep. Hill
Presnal, chairman of Texas |louse Ap-
Eropnanons Committee; und Delegate

arry Sehifano, chairman of West
Virginia House Health and Welfare
Committee.

Among state programs not selected for
further study are the following:

Floiida's Coastal Construction Con-
trol Line Program—The goal of this pio-
gram IS to preserve Florida's beaches and
une areas. It regulates coastal construc-
tion seaward of ‘a control line that was
established after lengthy public hearings
throughout the impacted sandy beach
areas. The program is designed to save

In novations

Selected

Florida is protecting its beaches and sand dunes.

beaches and beachfront .propertr by
allowing OW building designs that will
stand the lest of wind nnd wave and that
will help preserve the dune system.

C?ntact: Elton J. GISSGH? nner, Dept
of Nafural Resources, Tallahassee (904)

JIN&-I555

T Local Health Planning Councils—A
new law passed by the Florida Ie?|slature
preserves local input into the health plan-
ning and the Certificate of Need process
by establishing "local health councils”
financed by Certificate of Need applica-
tions. Councils will: develop district
plans for use in the Certificate of Need
process, assist in the allocation of health
care resources, and aid in develogmg
competitive alternatives. Hoard members
are appointed by local units of govern-
ment. Consumers and major purchasers
~of health care are required to form a ma-
jority of the members; providers make

12 STATUGOVERNMENT NEWS. January 1'MJ

up the balance. The official review time
for a Certificate of Need has been cut in
half, from 90 to 45 days. The new law
also creates a 17-membcr task force to ex-
plore Health care costs and competition;
it will regort its findings and recommen-
dations to the governor and the legisla-

~ture over a two-year period.

Contact: Tom Reared. Dept, of IIRS,
Tallahassee (90-f) 455-8673. P

Florida Pre-Release Employment
Program—A joint venture between the
Departments of Corrections and of | &
hor and Employment Security assists
¥outh,fu| offenders in their transition
rom inmate to citizen. MaIeByouthful of-
fenders at Indian River and Brevard Cor-
rectional Institutions arc trained to look
for jobs, to fill out employment apﬁhca-
tions, to interview, to arrange for hous-
ing and transportation, and to prepare
for the world of work and community
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Law Department Jame? E Brown
151 Farmington Avenue (Q;geg?r?ment Relations
Hartford, CT 06156 (203) 273-0343

.February 14, 1983

Senator Joe Josephson, Chairman
Health, Education and Social Services Committee
State Capitol
Juneau, Alaska 99811
Dear Senator Josephson:
It is my understandingthat your committeewill be considering
S. B. 85, An Act Repealingthe Certificate of Need Program,
at a hearing to oe held onWednesday, February 16, 1983.
While it is not possible for me to attend in person, | would
appreciate your reviewing the enclosed statement in opposition
to this bill and entering it into the hearing record.

On behalf of the £tna Life Insurance Company, 1 thank
you for considering our comments.

Sincerely

JEB/jem

Enclosure

received. |

FEB 171983

Jjosepksofl*

/Etna Life Insurance Company / The /Etna Casualty and Surety Company



STATEMENT OF

ETNA LIFE INSURANCE COMPANY

IN OPPOSITION TO

S.B. 85



As a major writer of commercial health insurance, the /Etna Life
Insurance Company has forbears been deeply concerned about health care
cost increases and has consistently supported viable health planning
programs. We strongly oppose S.B. 85, An Act Repealing the Certificate of
Need Program. We believe that enactment of this legislation would
represent a large step backward in Alaska®"s effort to realize an efficient
and effective health care delivery system.

Health planning is one of the elements in the armamentarium of programs
that are necessary to help in the reduction of the escalation of health
costs and to ensure that the health care delivery system of the future 1is
one that has been rationally and systematically planned.

We feel that it is most important that there be a mechanism in place
for participation in the planning and development of health programs to
improve the distribution of health services, ensuring that services are
available to those citizens who need them, while restricting the investment
in unnecessary Tfacilities and services.

An important portion of a viable health planning program is state
certificate of need legislation. We find it is essential to have such
legislation in order that the necessity of capital expenditures can be
determined, because of the two-pronged effect on the growth of health care
costs. In the short run, the purchase, installation, and financing of
expenditures increases annual health care expenditures. In the long run,
operation and maintenance of capital expenditures continue to add to health
care costs, to increased use of highly skilled labor (for maintenance and
operation) and non-labor inputs (i.e., energy, supplies, etc.).

It has been estimated that every dollar of capital investment adds an
additional 50E to annual operating cost. An important element in today"s
economy, which has had a dramatic effect on health care costs related to
capital expenditures, is the interest rate now being charged on the finance
debt. Efforts must be made to ensure that all capital expenditures made
today are necessary and consistent with the goals of Alaska®s Health
Systems Plan and necessity for such expenditures.

Alaska®s Certificate of Need Program is an important tool for
implementation of the area health plan. We urge that this program be
continued.
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Innovative rc;\}([}.rams. from Florida,
Louisiana and Mississippi have been
selected for further study by a committee
of the Southern Legislative Conference
(SLC) of The Council of State Govern-
ments. ,

Selected were: Florida’s Inmate
Tutorial Program to reduce illiteracy
among inmates; Louisiana's Computer
Information System to provide senators
information—uukkly-ami.convemently:
and Mississippi’s Variable Compensation
Plan to eliminate automatic cost-of-
living increases and place the emphasis
on Eroductlwty. .

The innovations panel met during the
SLC annual meeting August 29-Sepl 2
in New Orleans. Members included:
Michael Baer, secretary of the Louisiana
Senate; Betty Button, executive director
of the Texas Senate Committee on
Human Resources; Rep. Charles Cupps,
chairman of the Mississippi House Con-
stitution Committee; Rep. John Paul
Capps, Arkansas house speaker desig-
nee; Sen. R|Ie¥ Darnell, chairman of
Tennessee Senate Fiscal Review Commit-
tee: David lannucci, supervisor of
Ieﬁlslatlve.draftmg in Maryland; Geor(t;e
Oliver, director of research for South
Carolina Joint ApPropnatm.ns Legisla-
tive Review Committee; David Poynter
clerk of Louisiana House; Rep. Bill
Presnal, chairman of Texas House AP-
Eroprlatmns Committee; and Delegate

arry Schifano, chairman of West
Virginia House Health and Welfare
Committee.

Among state programs not selected for
further study arc the following:

Florida’s Coastal Construction Con-
trol Line Program—The goal of this pro-
gram is to preserve Florida's beaches and
une areas. It regulates coastal construc-
tion seaward of a control line that was
established ..iter I,ength%/ public hearings
throughoi : the impacted sandy beach
areas. The program is designed to save

In n ovations

Selected

Florida is protecting its beaches and sand dunes.

beaches and beachfront .propertY by
aIIowmﬁ only building designs that will
stand the test of wind and wave and (hat
will help preserve the dune system.
C?ntact: Elton J. GISSGH? nner, Degt
0 %a%léral Resources, Tallahassee (903)
m- .

Local Health Planning Councils—A
new law passed by the Florida Ie[q|slature
preserves local input into the health plan-
ning and the Certificate of Need process
by establishing "local health councils”
financed by Certificate of Need applica-
tions. Councils will: develop district
plans for use in the Certificate of Need
process, assist in the allocation of health
care resources, and aid in deveIoBmg
competitive alternatives. Board members
are appointed by local units of govern-
ment. Consumers and major purchasers
~of health care arc required'to form a ma-
jority of the members; providers make

12 STATE GOVERNMENT NEWS. January 1983

up the balance. The official review time
for a Certificate of Need has been cut in
half, from 90 to 45 days. The new law
also creates a 17-member task force to ex-
plore health care costs and competition;
it will rePort its findings and recommen-
dations to the governor nnd the legisla-
ture over y two—Kvear %gnod.

Coptact: Toni Konrad, Dept, of HRS,
Tallahassee (90-1) -183-8673.

The Florida Pre-Release Employment
Program—A joint venture between the
Departments of Corrections and of La-
bor and Employment Security assists
¥outh.fu| offenders in their transition
rom inmate to citizen. Male youthful of-
fenders at Indian River and Brevard Cor-
rectional Institutions arc trained to look
for jobs, to fill out employment apﬁhca-
tions, to interview, to arrange for hous-
ing and transportation, and a prepare
for the world of work and community



Ti"c governors “state of the state and
inaugural messages not surprisingly con—
centrated on the state of their separate
economics. Controlling state budgets is
clearly the dominant priority among the
states ” chief executives. Among .the
states, deficits for the remainder of their
fiscal years are estimated at $1.6 billion
in CALIFORNIA, $530 million in NEW YORK,
$266 million in WISCONSIN, $164 million
in PENNSYLVANIA, $150 million in NEW
JERSEY, and the list continues. Governor
Nigh of OKLAHOMA reported that a reve—
nue shortfall has occurred for the first
time in the state 3 history.

A recent survey by the National Con—
ference of State Legislatures shows that
19 states arc incurring deficits for the
current fiscal year and another 13 arc
operating on very slim margins between
revenues and expenditures.

Interestingly, very few governors sin—
gled out their Medicaid programs for
major reductions or constraints in order
to help bring their budgets into balance.
Most apparently arc reasonably satisfied
with the initiatives their states have taken
over the past year or two to control the
rates of growth in their Medicaid bud—

GEORGIA 3 new Governor Harris specif—
ically pointed to the need for new efforts
inMedicaid fraud and abuse control, im—
proved claims review and recovery of
overpayments, and a careful study of
various alternative reimbursement struc—
tures under Medicaid. NEW YORK Gover—
nor Cuomo intends to recommend a
Medicaid Reform Program, which will
include major financial and program—
matic restructuring. The plan, according
to the governor, will enable the state to
institute appropriate cost controls, im—
prove access to hcaith care, and strength—

en the state3 oversight capability
through audits and utilization review.

Two governors— Rockefeller of WEST
VIRGINIA and Lamm of COLORADO- made
specific references to the need for the
regulation of hospital costs. Governor
Rockefeller singled out a tripling in state
expenditures for public employee health
insurance benefits since 196 as a key
reason for his support for a hospital rate
setting commission. Governor Lamm re—
ferred to the unemployment rate plus in—
creased federal cost containment efforts
as reasons for expanding state cost con—
tainment measures. In addition to rate
regulation, the governor urged the legis—
lature to consider competitive bidding by
providers for Medicaid contracts and in—
surance reform packages.

Acknowledging that hospital costs in
NEVADA arc the highest in the nation- 41
percent higher than the national average
— Governor Bryan called for several cost
containment strategies, e.g., performing
day surgery where appropriate and
shortening hospital stays. The governor
also intends to submit legislation to re—
quire understandable billing procedures
to reduce the chances of patients being
billed for services not received.

Governors Lamm, Anaya (NEW MEXI—
C0) and Garrahy (RHODE ISLAND) used
their inaugural addresses to reconfirm
their support for strong certificate of
need (CON) legislation. Governor
Lamm declared that the state3 CON
program had saved almost $38 million in
hcaith costs over a three-year period,
while Governor Garrahy pointed to $42
million in savings to his state over the
past decade. Governor Lamm also urged
the legislature to consider a limitation on
the total yearly amount of capital expen—
ditures made by hospitals.

Governors’

Hsdth
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Governor Cuomo took the opportuni—
ty to announce he was ordering a one-
year moratorium on the issuance of any
new certificates of need. During the one-
year moratorium, the Department of
Health, in cooperation with other state
agencies, is directed to design a new
capital budgeting process for hospitals,
nursing homes and clinics. The new pro—
cess isdesigned to provide the state with
the ability to analyze relative need
among projects, as well as specific ele—
ments in the proposals.

The governors made very littde men —
tion of moving away Tfrom regulatory
strategies and in the direction of contain—
ing costs through greater competition.
ARIZONA 3 Governor Babbitt was amajor
exception, however. The governor men —
tioned the state 3 repeal of certificate of
need legislation in 1982 and deregulation
of nursing homes as examples of the
state3 contribution to removing ar—
tificial subsidies in the hcaith care
delivery industry. The governor identi—
fied three new initiatives he will support
on behalf of furthering competition: 1)
requiring hcaith care institutions to par—
ticipate in a uniform billing and
discharge data reporting program; 2)
prohibiting tax exempt bond issuing
bodies from providing tax exempt fi—
nancing for hcaith care institutions
which maintain overall occupancy rates
below 85 percent; and 3) creating pro—
grams which encourage state employees
to be more sensitive about costs in
choosing between hcaith care options.

With regard to the state3 employee
hcaith insurance program, the governor
will seek legislative action to establish an
employee rebate program for employees
selecting lower cost hcaith care insurance
plans and to require contracting indem—
nity insurers to offer plans with varied
copayment leels.

President Reagan 3 Fiscal Year *984
budget proposes a number of far reach—
ing reforms in the financing of health
care. Most of the reforms concentrate on
the Medicare program, with very litte
attention given to Medicaid. The major
ingredients of the President3 Health
Care Incentives Reform plan arc: 1) ex—
tending Medicare coverage for catas—
trophic illness; 2) restructuring benefi—
ciary cost-sharing under Medicare; 3) es—
tablishing V prospective rate structure
for hospitals under Medicare; 4) limiting

Prevention ranked high on the priority
list of the governors of ALASKA, ARIZONA,
NEW MEXICO and RHODE ISLAND. Governor
Garrahy identified the need to reassess
health insurance coverage with a goal of
emphasizing coverage for less costly pre—
ventive care. Governor Babbitt will seek
legislative action to develop health pro—
motion and education programs for state
employees and to require contracting in—
demnity insurers to allow payments for
preventive health measures.

The need for expanded alcoholism ser—
vices received a fairamount of attention.
Governor Cuomo will support legisla—
tion mandating private health insurance
coverage for alcohol treatment. Gover—
nor Rockefeller called for an increase in
the state tax on alcoholic beverages and a
dedication of the revenues to alcohol
treatment programs. And Governor
Anaya identified alcoholism prevention
and services among the top priorities of
his administration.

Improving mental health services was
a key priority of the governors of IN—
DIANA, NEW HAMPSHIRE, NEW YORK and
NORTH DAKOTA.

A commitment to expanding home
and community-based services for the
elderly was mentioned by the governors
in NEW MEXICO, MARYLAND, NEW JERSEY,
and NEW YORK.

Governor Rockefeller and MINNESOTA
Governor Pcrpich spoke of the need to
restore medical benefits that had recently
been cut. Rockefeller requested a revi—
sion in the state 3 corporate income tax
to provide additional revenues for re—
storing some cuts and financing the fed—
eral match to receive federal funds under
the primary care health block grant.

Governor Mathcson of UTAH called for
state assumption of the county medically
indigent program.

the current tax subsidy of higher cost
private health insurance plans; and 5)
establishing a voluntary voucher pro—
gram to permit Medicare beneficiaries to
enroll in private health plans.

To underscore the need for substantial
reforms in health care financing, the Ad —
ministration points tosome alarmi: g sta—
tistics. In 1982, health care costs we. ftup
almost three times the national inflation
rate. The cost of health insurance rose
15.9 percent in 1982, the biggest increase
ever. Over the last five years, Medicare



costs have increased at an average an—
nual rate of 19 percent. And in 1983,

Medicare and Medicaid will spend as

much eVerymonth as they did during the

entire year of 1966, their first full year of

operation.

According to the Administration3 re—
structuring initiative, Medicare benefi—
ciaries will continue to pay a deductible
equal to one day of hospital care, but a
copayment equal to 8 percent of the de—
ductible will be required for each day of
hospital care from the 2nd through the
15th day. From the 16th through the
60th day the copayment will be reduced
to 5 percent of the deductible (currently,
no cost-sharing is required from the 2nd
through the 60th day). After the 60th
day, beneficiaries would face no further
financial obligation for hospital costs for
the remainder of the year.

With respect to reimbursement re—
form, the budget assumes the implemen—
tation of a prospective payment system
on a per-case basis, adjusted by diagno—
sis and patient characteristics. The diag—
nosis-related group (DRG) classification
system would serve as the basis for the
case adjustments.

Under the Administration 3 proposed
Voluntary Voucher program, benefici—
aries will enjoy the option of receiving
services through a private health benefits
plan, rather than through the Medicare
system. If a beneficiary selects alterna—
tive coverage, the government would pay
an amount equal to 95 percent of the per
person costs under the Medicare pro—
gram.

At the heart of the Administration3
Incentives Reform plan is a proposal to
limit the current tax subsidy of higher
priced health insurance plans. If the plan
is adopted, tax-free treatment of em —
ployer contributions to employee bene—
fitswould be limited to $175 a month for
family coverage or $70 a month for indi—
vidual coverage. According to the Ad —
ministration 3 estimates, about 30 per—
cent of those with cmploymcnt-baoed
hcaith coverage currently receive em—
ployer contributions above those limits.
An additional $2_3 billion in tax revenue
isanticipated in FY 84 as a result of this
initiative.

The Administration projects that, if
Congress accepts its reform proposals,
Medicare payments will reach $63 billion
in 1984- 13.2 percent higher than the

current estimate for 1983. The Admin—
istration claims, however, that the rate

of increase would be 16.3 percent absent

its legislative proposals.

Other significant initiatives in the FY
84 budget affecting Medicare include:
freezing physician reimbursement for
one year; modifying the rate of increase
in Part B premiums; indexing the Part B
deductible to the Medicare Economic In—
dex; eliminating mandatory utilization
review by hospitals and skilled nursing
facilities; and authorizingDHHS toem—
ploy competitive purchasing procedures
for the procurement of laboratory ser—
vices, durable medical equipment and
other medical supplies for beneficiaries.

The FY 84 budget is marked by the
absence of any significant new reform
proposals for the Medicaid program.
The budget recommends an extension of
the reductions in federal payments to
states for Medicaid (as originally provid—
ed in the 1981 Reconciliation Act) by 3
percent beginning in 1985 and continu—
ing indefinitely. A state could, however,
offset the reductions if it managed to
contain its expenditures below specified
limits. The budget also includes a rec—
ommendation to require states to impose
nominal copayments on the categorically
and medically needy for physician, clin—
ic, and hospital inpatient and outpatient
service. Finally, the budget contains a
provision which would require appli—
cants, as a condition of eligibility, to
assign their hcaith insurance rights to the
state Medicaid agency.

Once again, the Administration 3bud—
get contains no request for hcaith plan—
ning activities, which is in keeping with
its policy to eliminate federal involve—
ment in health planning at state and local
levels.

The FY 84 budget contains a request
for $1,357 billion to fund the four hcaltn
block grants (Preventive Health at $85
million; Alcohol, Drug Abuse and Men —
tal Health at $439 million; Primary Care
at $460 million; and Maternal and Child
Health at $373 million). The Administra—
tion intends to submit legislation to in—
clude three additional programs in the
Primary Care block grant: Migrant
Health Services, Black Lung Clinics, and
Family Plani*hg. The budget further
proposes to consolidate the administra—
tion of the block grants within the Office
of the Assistant Secretary for Hcaith,



Repoorts ad
Rdicatias

State
Hdth

HoHlights

STATE
HEALTH
NOTES

A new study commissioned for the
Federal Trade Commission details the
trends in the evolution of three separate
kinds of health care services: retail den—
tistry, freestanding emergency care cen—
ters, and freestanding surgery centers.
The study provides a descriptive over—
view of the three types of services and
identifies various factors impeding their
growth. Itprovides some answers to four
broad questions: 1) How does the
growth of entrepreneurial medical/den—
tal services vary across states because of
differences in licensing requirements? 2)
How do reimbursement practices of
commercial insurers and of medical and
dental service plans impact on the
growth of these entities? 3) How are
these services being marketed and to
what types of consumers? 4) Is there any
evidence of competitive responses by tra—
ditional hcaith care providers? Copies of
the report, entitled cntreprencurial
e A NEW YORK bill (S 737, A 817) would
amend the state3 Medicaid law to re—
quire programs to provide recipients
with the means to make a fully informed
and independent choice from among li—
censed health and mental health pro—
viders.

e A COLORADO bill (HB 1184) would pro—
hibit hospitals from denying or limiting

staff privileges or the use of hospital

facilities to any health care provider li—
censed to perform surgery, or from dis—
criminating against such providers on

any basis other than training, experi—
ence, or demonstrated competence in

their field of practice.

e A NEW MEXICO bill (HB 20) would re—
quire any hcaith care practitioner adver—
tising services to the public to state in the
advertisement his name, address, tele—
phone number, and the designation of

Dick Merritt, Co-editor

Intergovernmental Health Policy
Project

National Health Policy Forum

George Washington University

(202) 872-1445

Trends in Heal th Care Delivery: The

Development of Retail Dentistry and
services, are
available free on a limited basis. Request
document number IH-83 from Michael
Pollard, Room 272, FTC, Washington,

DC 20580.

Freestanding Ambulatory

The Institute for Health Planning
recently published several monographs
which should be of interest to health pol
icymakers. The publications include:
State Health Care Cost Containment: A

($9.00);

Competition

Review of Strategies Heal th

Care Vouchering and

($8.00); A New Health
Planning ($800), Issues in Health Block
($7.00); Bidding for
care patients ($8.00); and

Heal th

Era for State

Grant Funding
Term

Long

Altering Incentives in Cure

pertivery ($6.00). To order copies write
to: IHP, 702 North Blackhawk Avenue,
Madison, W1 53705.

the profession in which he is licensed to
practice.

« NORTH CAROLINA recently decided to
replace Blue Cross-Blue Shield coverage
for state employees with a self-insurance
plan. The new plan provides for a $100
deductible with 5 percent employee coin—
surance up to $2,000, and full coverage
thereafter. The plan also removes limits
from hospital and physician reimburse—
ment, which had been frozen for over a
year.

e CALIFORNIA enacted legislation (AB
2346, Chapter 1304) permitting physi—
cian assistants to form professional cor—
porations and to render professional ser—
vices in the name of a corporation. The
law also allows registered nurses to be
shareholders in a physician assistants”
corporation, and physician assistants to
be shareholders in a nursing corpora—
tion.

Russ Hereford, Co-editor

National Conference of State
Legislatures

1125 17th St., Suite 1500

Denver, Colorado 80202

(303) 292-6600

Forsubscription inform ation, write: Dick M erritt, State Health Notes, 2100

Pennsylvania Ave., Suite 616,

Washington, D.C.

20037

Stale Health Notes 1s (otntty published several times a year with grant support Irom the Office of Research and
Demonstrations (OR0), Health Care Financing Administration, DHHS (HCFA Grants 18-P-98 148/3 01 and 18-P-97

062/8 03).



Page 4 WASHINGTON HEALTH COSTS LETTER February U, 19S3
HOSPITAL GROUP WANTS PATIENT FEES IN MEDICARE PAY PLAN

While determined to see Congress pass a prospective payments system, the
American Hospital Assn. wants Congress to make some significant changes in HHS®
proposed plan. The group®s major concern 1is to have the plan allow hospitals to
charge Medicare patients a fee above what Medicare will pay for hospitalization.
AHA Vice President Jack Owen urged members at the group®s annual meeting to press
Congress to give the go-ahead to such payments by Medicare beneficiaries.

The group also will lobby Congress to base the pay plan on each hospital®s cost
per diagnosis group, rather than use national average costs as proposed by HHS. The
association claims this will not raise total costs for Medicare, merely allocate
funds more accurately.

AHA also hopes legislators will exempt some small and rural hospitals
from tike plan. Another area of worry is that the HHS secretary will be the
one to decide the actual dollar figure on which payment for each diagnosis
will be based (WHCL, Jan. 7, page 1 ). The non-profit hospital group wants
an independent panel of economists to decide this. Owen also urged AHA
members to lobby for health planning programs that are locally-run, rather
than federally controlled.

CAPITAL COSTS CURBED BY HEALTH PLANNING PROGRAMS

Proponents of the highly criticized health planning program will note with
satisfaction a study for the Health Resources Administration which found that
certificate-of-need programs have succeeded in curbing increased capital costs.
The program in particular averted capital expenditures for acute care services and
facilities, said the study(*) prepared by Arthur D. Little, Inc. Health planning
programs were studied in six states: N.J., Ilowa, Colo., Va., S.C., Wash.

Projects were blocked because they did not meet objectives set forth in state
and health systems plans. Review of programs before applications were submitted
meant that some programs were stopped early on. lowa®"s program of a presubmission
conference between the applicant and local health planning staff on the need for a
project eliminated the expense of preparation and review for projects which were
immediately rejected.

Decisions on certificate-of-need were made on the basis of specific
objectives, standards for programs and need estimates. The latter included
the volume and utilization of existing and proposed health services. The
issue of financial feasibility came into most decisions, particularly at
the state level. The effect of new capital spending on operating costs and
patient charges was evaluatel.

More than two-thirds of the acute care capital expenditures approved were for
renovation/replacement and/or conversion of existing capacity. This may be related
to the fact that while standards exist for adding acute care capacity, thereareno
guidelines for renovation and replacement of such services. Many of the new or
additional services approved were equipment. Nearly half of N.J."s new/additional
capacity was equipment.

Certificate-of-need programs are especially effective when integrated with state
cost containment plans such as rate setting, the study said. It also recommended
better standards for long-term care and renovation of acute care facilities.

(") <Dotuftu'ni uo'il  d'l drinitik .i\.iitta," iinni out jllili.iK'd Regulatory Watchdog Service (jo.i u* i.i.ttt
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Position Paper
on
Senate Bill 85

e "For an Act repealing the certificate of need program; and providing
for an effective date."

Senate Bill B5 repeals those portions of AS 18.07.021 which provide the
statutory authority for the Department to administer a certificate of
need, program and repeals references to certificate of need in other
sections of the Statute as well.

The Administration supports Senate Rill 85 as it is currently written.

The Department recommends that the Committee review statutory provisions
which relate to health facility development including the following:.

Medicaid Programs

The state®s participation in the Medicaid program (State dollars fund
approximately 52 percent of total program costs) has grown from

$1 million in 1972 to nearly $38 million in FY 82 and total costs
including federal pare.cipation have grown from $2 million to nearly
$74 million 1in this same period. Ninety-two percent of patients 1n
Alaska®s long term care facilities are supported by the Medicaid
program which means that the state (and federal) government has

nearly the full buFden of all operational costs for the facility.
These Medicaid costs_increase when additional beds are added, new
equipment 1is purchased or new services (including new types of manpower)
are offered. The Division of Public Assistance must effect a provider
agreement with any qualified provider who seeks this agreement.

Capital Budget

Alaska has provided substantial financial assistance in the develop—
ment of health care facilities. The 12th Legislature provided more
than $36.6 million by line item appropriation to expand one hospital;
replace two others and provide planning assistance for t/o rural
hospitals. The number of requests for state funding has steadily
increased.

Revenue Sharing

Alaska has a revenue sharing program (AS 29.90.DID) which provides
25 percent plus interest of hospital construction costs to all non—
profit hospitals. This program, administered by the Department of
Community and Regional Affairs, provides further support for hospital
construction projects in addition to any front-end capital funds
provided by the state. This additional health facility construction
resource underscores the importance of determining the actual need
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for construction, before the State is committed to pay for a major
portion of such construction.

Non-profit hospitals each receive a quarter of a million dollars in.
operating assistance each year through the state®"s revenue sharing
program (AS 29.89.030). Nursing homes and other health facilities
also receive assistance based on the number of beds they have. There
are no specific requirements as to how such funds are to be expended.
Not only "are existing health facilities assured of these funds in
addition to other state support, but new facilities are encouraged

by the-availability of these funds.

Recommended
Phoebe A. Lindsey/Directs-
Division of Planning, Policy
and Evaluation

Approved by:
Royert London Smith/ Ph.D.
f (Commissioner
Department of Health and
Social Services
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Bill No: Senate Bill 85 - Date on Bill: 1/27/83
Title: An Act repealing the certificate of need program;and providing for an effective date
Sponsor™ Senators Faiks, P. Fischer, and Pettyjohn

Requestor:

1. Estimated fiscal impacts on:

a. Expenditures:

FY 83 Fy 84 FY 85 FY 86

Capital 0 0 0 0
Operating 0 0 0 0
Total 0 0 0 0

b. Revenues:
IRevenue 0 | O I n I-

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

3. Assumptions:

4. Disclaimer:
This statement has not been reviewed by the OMB in the Office of the Governor.

It does not represent the policy of the Sheffield Administration or the final
estimate of fiscal impact.

Prepared By: Dave W. Williams Phone: 465-3038
Division: State Health Planning and Development Date: 2-14-83
Approved by Commissioner: Date:_
Department: Health and Social”/; Date:"

6. Distribution:
Original to Legislative Finance
Copy to OMB
Copy to Sponsor
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February 14, 1983

The Honorable Mae Tischer
Alaska State House of Representatives
State Capitol

Pouch V
Juneau. Alaska 99811
Subject: House Bill #19

Dear Representative Tischer:

Central Peninsula General Hospital,
Alaska State Hosp-tal Association,
passage of Senate Bill #85.

It is a premise of this organization
both cumbersome and ineffective 1in a
was developed to help contain health
of hospital beds. The State"s major
the continuing lack of accessibility
to the rural nature of our state.

I would encourage our legislators to

planning and providing for better health care,

99669

18~

along with the other hospitals of the
would encourage the earliest possible

that the Certificate of Need process 1is
state such as Alaska. The original purpose
care costs by discouraging over-building
health care problem is not over-bedding, but
to health care programs and facilities due

promote the health care agencies 1in the
and not tying up their time with

the fruitless Certificate of Need process.

Please find attached a copy of a
Service Area Board to the Kenai

repeal
Again, passage of this
Thank you for your consideration.

Sincerely yours,

n
lichael J. Lockwood,
Administrator

MIL/pt

Resolution of the Central
for Repeal of the C.O.N.

enc.

@

letter from the Central
Peninsula Borough Assembly
of the Certificate of Need process.

legislation at the

Peninsula General

Peninsula General Hospital
in support of the

earliest time 1is available.

Hospital Service Area Board
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LUTHERAN HOSPITALS AND HOMES SCCIETY
FARGD. NORTH DAKOTA 340t

February 11, 1983

Kenai Peninsula Borough Assembly

At its regular meeting on February 10, 1983, the Service

Aren Board of the Central Peninsula General Hospital
unanimously endorsed Resolution 83-13 "Urging the Alaska
Congressional Delegation to work for Repeal of 42 USC 300 H
(D) and Urging the State to subsequently repeal AS18.07
03L-111 which provides for a Certificate of Need progranm

for the Construction, Alteration of Bed Capacity, or Addition
or Elimination of a Category of Health Services of a Health
Care Facility.

To this end the Service Area Board a?so endorses House Bill 19
and Senate Bill 85, 2 bills that have been introduced 1in the
1983 Alaskn State Legislature.

Copies of thi3 endorsement have been sent to Senators Stevens,
Murkowski and to Congressman Young as well as the Alaska
State Legislators.

ROBERT F.MEIISEN

Chairman
Service Area Board
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REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES

Alaska State Hospital Association
Position Paper

Certificate of Need Repeal

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

Basic Issues
1. Equity
- While controlling non-state construction of skilled

nursing Ffacilities (SNF"s) and intermediate care facilities
(ICF"s), the prgram exempts these beds constructed in

Pioneers®™ Homes. Thus any determination of need based on
the current program is flawed because forces external to the
program can and have - 1in Anchorage, Juneau, and Ketchikan -

altered the factual situation.

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

Physician office construction and equipment purchase
are also exempt.

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




Position Paper
Certificate of Need Repeal
Page Two

2. Unnecessary

Market place economics and competition should be the determinant

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

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

Alaska 1is a developing state of many isolated regions without
any appeal for duplication of services or need to limit access to
health care, which 1is the basic intent of the CON program.

3. Confarmity

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

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

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

The penalties have been deferred every year since passage.
In December of 19S2 they were deferred until October 1, 1983.

The Reagan Administration 1is not supportive of continuing
this program. Congress is working to create a state optional program
without penalties. Thus the likelihood of imposition of penalties is
remote at best and the across the board elimination of CON would not
change Alaska®s current status.

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

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

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

5. Attachments

Alaska State Hospital Association Policy Paper on Repeal
of Certificate of Need

- Providence letter to Mayor Knowles explaining opposition
to CON.

U.S. Department of Health and Human Services letter to
Denni -1 discussing Alaska®"s non-conformity.
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(Attachments cont.)

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

- 42 USC 300m-(d)

Alaska Department of Health and Social Services letter to

Representative Mike Beirne indicating lack of compliance with federal
program.

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

Alaska State Hospital Association letter to Stevens on
CON repeal.

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

CERTIFICATE OF NEED

gﬁ%%%ﬁiﬁ; Position: The Alaska State Hospital Association advocates

(€ (00Yz] the repeal of the certificate of need (CON) law, AS 1S.07.
e
%@E&Emﬁm' Rationale: The CON process has proven costly, wasteful,
and unnecessary. The program has become excessively
te bureaucratic to the point that it undermines economic
AT incentives throughout the decision-making process and
la Hogol so increases the cost of capital projects it takes
i valuable dollars from patient care. The certificate of
&ﬁgﬁgﬁﬁég%ﬁ& need process also removes community control from local
iﬂ%ﬁuﬁ Hane jurisdictions in respect to municipally-owned facilities
Jreu g and local advisory boards 1in respect to corporate owner —
ship.

o e
An alternative approach to state control would

Horpital permit marketplace economics to control expansion and
Wrangell would rely on local decision-makers to make decisions

X mwﬁgggﬂn for their own communities. We see a value in state
E government continuing its planning function with 1input

from regional and local groups,

Homer
R
Note: This does not contemplate repeal of construction
@idﬁﬁﬂ& or licensure standards.
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mZDPROVIDENCE DRIVE «POUCH 6t
ANCIIORACE. ALASKA 90702
PHONE: (307) 2765511

Mayor Tony Knowles

Municipality nf Anchorage
Pouch 6-650
Anchorage, Alaska 99502

Dear Mayor Knowles:

Thank you for the opportunity
plans and some of our concerns with you.

One point came up during our discussion
like to elaborate for you
in Alaska oppose CON and have so strongly

of Need (CON). I would
the health care providers

December 27,

on December

1982

SERVING IN nill; WEST SISO b

regarding Certificate

in more detail why

13 to share Providence's

in this and most other states

The major

large cities,

supported its repeal.

As you know, the COM law was passed
as a requisite to receive Federal funds.
law were:

1. Excess hospital beds in many

2. rising health care costs.

The belief was that by controlling the number of beds,
expenditures and new services,

have been much
cumbersome, wasteful and,

The lack of
reasons:

success"

1. The process which the
wasteful. The
- submit a letter of
application
- submit an elaborate
over 100 pages).
addressed

There are 12 separate
in any application;

is especially true

law sets
institution must:
intent at
(for no apparent

and

costs would be contained.

in place

costly.

less than desired throughout the country.
in fact,

capital

impetus for the

The results
The

is cumbersome and

least 60 days prior to an

reason);
repetitive application
"criteria”

- wait to be declared complete (minimum 20 days;
applications were delayed months);
- then go through a 90-day

public meetings.

several

aw 1Is

(most are well
which must be

of our

review process--with three or four

in Alaska for some basic
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2. The costs of COM to the institution are enormous to prepare this
cumbersome document (at least 35 copies) and submit to the
minimum 110-day process. There are also the institutional costs

of delaying implementation and watching the price of a piece of
equipment or construction project increase several percent points
with inflation.

The cost to the public is also great in the state, regional and
local staff needed to coordinate the program, prepare staff
analyses and hold public meetings.

3. The dollar limit for what must be reviewed has been ridiculously
low--$150,000. The federal 1law has allowed that limit to be
raised to $400,000 and $600,000 although the Alaska legislature
failed in its last session to raise the limits. Some states
have raised the limit to $1 million or more. To have a limit
of S150,000 or even $600,000 when the hospital ™ annual operating
budget 1is $75,000,000 (such as Providence"s) is overkill.

In just 1982 alone, Providence has prepared 6 CON applications,
including two equipment replacements (for a CT Scanner and a
Cath Lab), a $250,000 compjter enhancement for an x-ray machine
and most absurd, a $167,000 replacement incinerator (25 years
old, replacement required by State and EPA codes!). The State
did not give final approval on the incinerator until the 90th
day.

4. The law itself 1is overkill 1in Alaska. Designed for areas of
heavy population, excess hospital beds and competition, the law
does not work for Alaska for several reasons:

- The law only covers private facilities--not public health,
nor state owned (APl or Pioneer Homes), nor military.

- Alaska has only one city with more than one hospital and only
three private ("eligible™) hospitals of over 100 beds.

5. The law is reactive to existing decision making processes. Most
hospitals 1in the State already have local public review and
approval designed 1in their own budget review processes. Many
hospitals are owned by municipalities, and all have governing
or advisory boards of local citizens. These citizens should have
control of the expansion and budgetary decisions of their own
institutions. Several other layers are unnecessary. Hospitals
and their boards are capable of making sound financial and
program deci sions.
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As the attached Policy Statement of the Alaska State Hospital
Association (ASHA) notes, we are supportive of state and local planning
for the health care needs. The process should be positive and
proactive-- encouraging institutions to respond to needs in the
community rather than reactive, cumbersome and negative.

We encourage the city to support the ASHA position on repealing
the state il law. Your own Municipal Health Commission is a strong"
local planning body which helps identify health needs and encourages
solutions. It also selves to review public expenditures in health,

those roles are appropriate. It should be freed from the cumbersome
CON review.

Thank you for giving me the opportunity to share our concerns
with you.

Best wishes for a prosperous 1983.

Administrator

Enelosure



DEPARTMENT OF HEALTH & HUMAN SERVICES

Region X .
M/S 829 Arcade Plaza Building
1321 Second Avenue

Seattle WA 98101

June 22, 1982

Re: 10P 550016
Alaska SHPDA

Dennis L. DeWitt

President

Alaska State Hospital Association
319 Seward Street

Juneau, Alaska 99801

Dear Mr. DeWitt:

Your letter dated June 11, 1982, requested information about Region X's
intentions as a result of the failure of the Alaska Legislature to pass
amendments proposed to bring the State Certificate of Need program into
compliance with the Federal planning law, as amended. Our course of
action is quite clear. We will continue to full fill our mandated respon—
sibilities guided by actions and time frames specified in the law.

Linder the existing provisions of Title XV of the Public Health Service
Act, as amended, current law requires (in order to be fully designated)
that a SHPDA must meet all requirements for full designation, including
that of having a complying Certificate of Need program.

If a SHPDA is not eligible for full designation by a certain date (which
for Alaska is January 19, 1983) the Department must invoke the statutory
penalty of reducing most Public Health Service grants and contracts

to any entity in the State by 25% the first year, 50%, 75%, and 100% over
the next three years. Amendments contained in PL 97-35 extended the date
by which a State must have a fully designated SHPDA to avoid imposition

of the penalty. However, PL 97-35 also amended Section 1521(b)(2)(B) by
specifying that a conditional designation agreement could not extend beyond
a State"s penalty date,

Full. . "ignated SHPDAs (such as Alaska) which do not have complying CON
progr®. s but continue to meet other requirements, will be returned to
conditional designation. As noted above, PL 97-35 prohibits the conditional
designation of any SHPDA from extending beyond its penalty date. Any SHPDA
which remains conditionally designated on its penalty date must be termin—
ated. Therefore, we will send a termination notice to any conditionally
designated SHPDA 90-days prior to its penalty date, if it still has not
demonstrated that it has a complying CON program.
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The enclosed copy of a letter to Commissioner Beirne, from the Regional
Health Administrator, further emphasizes the critical nature of having
a complying CON program in Alaska.

Also the enclosed copy of a 1981 letter addressed to Mr. lvan Lawner, Esqg.
concerning Pioneer Homes Certificate of Need review issues, reflects our
unchanged position.

I hope the facts in this letter provide the detail of information required
to understand the situation. Please call or write, should you need further
assistance.

Si ncerely,

/
John D. Whitney
Director
Department of Health
Resources Development
Region X

Enclosures (2)
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JUN 21 1982

Re: 10? 550315
Alaska SHPDA

Helen D. Gslrne, Ph.D.

Coralssioner

Department of Health and -
Social Services

Pouch H 01

Juneau, Alaska 99311

Dear Cr. Geime:

The State of Alaska®s Department of Health and Social Services full
designation agreement with the Department of Health and Human Services
is being extended for three months, until September 30, 1982. As you
know, because Alaska"s Certificate of Heed Program decs not comoly
with Federal requirements, it is necessary that the SHPDA be returned
to conditionil designation. As required by statute, this 90-day
extension of ycur current designation 1s being given to allow you to
request and prepare for a hearing, if you should want one. Letters
from the Curaau of Health Planning to you and to the Governor will
further explain this process.

The following conditions are to be considered a part of the extended
full designation agreement:

1. If the Agency is unable to retain full designation
after September 30, 1982, 1t will be returned to
conditional designation for the period October 1, 10C2
to June 23, 1923.

2. The designation of the Agency will automatically
terminate when the Agency reaches its penalty date,
if the Agency still has not achieved full designation.

Tou nay at any time prior to your penalty date (1-19-83, per PPl 22-12)
submit documentation which you believe contains evidence that the State’s
CON program complies with the minimum Federal requirements, or a certifi—
cation by the State"s Attorney General, attesting to the program®s complian®
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Please sign both conies of this letter, indicating your acceptance
of this extension with conditions. Return one cony to this office
As scon as vie receive the signed cony, we will 1issue a !lotice of
Grant Award for the extended designation period.

Sincerely,

Dorothy H. f"ann, M.P.H.
Regional Health Administrator
Region X

Helen D. Csirne, Ph.D. Cate
Commissioner
Alaska Department of Health

DHP.D:ROSS:vw: 6/21/82
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Region X i
M/S 829 Arcade Plaza Building
1321 Second Avenue

Seattle WA 93101

Re: 10P 550007-05 r- e "1 ,Hf; <
I - > -

Hr. 1lvan Lawner, Esq. o - .

Hellen & Partnow 1L 1-"H !

524 G Street i ;

Suite 710 ; ~7j\=< 9 I

Anchorage, Alaska 99501  LLLL.ia.......

Dear Hr. Lav,Tier:

This is to respond to your recent letter concerning Certificate-of-Need
review of a skilled nursing facility addition to the Pioneer Home in
Anchorage. In that correspondence you raised two issues: the need for
clarification of our 1978 letter to Howard-Gabriel regarding C/N coverage
of Pioneer Homes, and the compliance of the Alaska C/N program with
federal standards. These matters will be addressed separately.

1. In our September 11, 1978 letter to Howard Gabriel, Director
of the Southeast Alaska HSA, we were assuming that Pioneer Homes
were only residential or domiciliary care facilities; there.was no
understanding that inpatient skilled nursing care was provided in
these institutions. Given this understanding of the nature and
services of Pioneer Homes at that time we were correct in concluding
that they would not be included in the federal definition of
"health care facilities" which would require coverage under Certificate-
cf-Need programs. If indeed skilled nursing services are provided
in these institutions, they would be considered "health care
facilities" as defined by our C/N regulations. The 1978 letter did
not consider a Pioneer Home to be such a facility.

2. \Vie have reviewed the Alaska C/N statute and implementing regulations
to determine whether Pioneer Homes would be included in che definition
of a health care facility. He found that:

a. The Alaska C/N statute defines a "health care facility" as:
A private, municipal. . . hospital, psychiatric hospital,
turberculosis hospital, skilled nursing facility.

(Sec. 18.07.111(7)).-

b. The Alaska C/N regulations, in turn, define "health care facility" as:

Any of those listed in AS 18.07.111, as defined, where appropriate,
in 42 CFR 123.401 (adopted 1/21/77). (7AAC07.130)
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c. The State"s C/N statute and regulation-, taken together and
including the cross reference to 42 CFR 123.401, would provide
coverage of a distinct part of an institution and would, there—
fore, meet the federal definition of a skilled nursing facilities,
i.e., an institution or a distinct part of an institution which
is primarily engaged in providing inpatient skilled nursing care
and related services for patients who require medical or nursing care

(42 CFR 123.401)

Frcm the above points, it would appear that the Alaska C/N program adequately
defines "heath care facility" and "skilled nursing facility."” It is the
responsibility of the state to follow its own C/N statute and regulations.

If there is an on-going and sustained pattern of not following their statute
and regulations, we would certainly assess the state"s overall C/N program
and then take appropriate action.

Please call us should you"have further questions.

Sincerely yours,

John D. Whitney, Director
Division of Health Resources
Development PHS, Region X

cc: Ron Hammett, Director, SCHPD
Howard Gabriel, Director, SEAHSA
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DEPARTMENT ©OF AMMUNRSTRATION /POUCHC
(AAEFTHEOMWSHONR - JUNEAU. ALASKA 99811

465-2200

May 29, 1981

Honorable Donald E. Clocksin

Chairman, Health, Education and
Social Services

Alaska State Legislature

Pouch V

Juneau, Alaska 99311

Lear Representative Clocksin:

This is in response to your request to put in. writing my verbal
testimony before your committee on CSS3 225. I wifll try and confine my
remarks to the major issues.

Administration®s position is that the Legislarrure has always
implicitly exempted Pioneers® Hemes from the certificate of need
program. The Senate has concurred with this position as evidenced by
CSSB 225. We are asking that the House members be afforded the same
opportunity to express their will as the Senate.

There appears to be seme confusion existing with the recent State
Supreme Court decision of South Central Health Planning and Development,
Inc. vs the Department of Administration, on certificate of need. At
issue was whether or not the Legislature vempted Pioneers®™ Hares frcm
certificate of need. The court found th c there is no language in State
statutes which can reasonably be read < exempting skilled nursing
facilities frcm the certificate of need process wh.en they are contained
in Pioneers®™ Hemes. Consequently, whether or not the legislature
intended to exempt Pioneers®” Hones now becomes moot. The Legislature’s
intent can now be established only through the legislative prcoess of
amending existing law to allow this exemption.

There has been a substantial amount of discussion centering around
the need for proper planning so that health facilities in Alaska are not
overbuilt. This is an admirable and worthy objective, and | can assure
you that this Department supports health facility planning. However,
the existing system under the certificate of need program is fraught
with inequities and frustrations; further, it does not represent a
comprehensive planning effort.
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There are three providers of health facilities; the federal
government, the State government, and the "private sector." However,
the federal health facilities don"t cere, under the certificate of need
program, and in most states this wouldn®"t pose any problem. The
military contingent in California, for instance, would represent a small
portion of the state"s total population and as such would not greatly
impact the planning process for certificate of need. 1In Alaska, the
opposite is true. “lhe federal government is a major provider of health
care and facilities. Roughly one-fourth of the state®"s population are
eligible to use federal health facilities (military base, Public Health,
Indian Health, etc.) . This lias a devasting effect on trying to
logically plan for state and "private sector” health facilities when a
critical component is missing.

In addition, if we look closely at the "private sector" we see that
it is not truly private. A substantial portion of the revenues of
private nursing hemes and health facilities originate through state and
federal programs. State and federal rules, regulations, requirements,
and laws, guide and govern, in minute detail, the construction and
operation of private health facilities. This includes the proper ratios
of professional staff to patients, the type of equipment allowed, size
of hallways, reporting procedures, and many ethers. |In effect, the
"private sector" is part of the "public sector.” Consequently, the
charge that the State, through the establishment of Pioneers®" Hares, is
unfairly carpeting with the private sector is a fallacious argument.

There has also been considerable discussion cn the impact of
granting Pioneers®" Hones an exemption frarr certificate of: need as it
relates to federal programs. Mr. Vem Perry, Director of. the Division
of Pioneers" Eenefits spoke with Mr. Jim Egan, Regional Project Officer
of the Office of Health Planning, Region X, U. S. Department of Health,

Education and Welfare, on Wednesday May 27, regarding the certificate of
need program.
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QUESTION: What effect would there be on the State of Alaska
it Pioneers™ Hones were exempted from the
certificare of need program? -

ANSWER: It would have no effect on medicare, medicaid,
AFDC or Indian Health Service. It could only
affect categorical programs such as alcoholism,
EMS, Neighborhood Health Clinics, Mental Health
Clinics, Day Care, etc.

QUESTION: Would the federal government actually discontinue
such programs as al,coholism and mental health if

Pioneers®™ Homes were exempted from the certificate
of need program?

ANSWER: No! Absolutely not. In his opinion, under the
new administration, there would be no federal
sanctions whatsoever in health care programs,
especially since the responsibility for this is
being turned over to the state:-.

Further, discussions were held with the States of California and
Washington regarding their certificate of need programs. |In California,
Mr. Ken Umbach (93.6/323-6955) of the Office of StUacewide Health Planning
and Development was.contacted. He stated that California has been out
of conformance with the federal certificate or need program since 1969.
Their latest date for earning into conformance is October. He stated
that if they did not meet the deadline that the feds would probably
extend it. Mr. Jim Eettridge of Washington Health Care Facilities
Authority (206/753-6185) indicated that the feds were withdrawing total
support fran the certificate of need program by 1983.
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These conversations indicate that:

i. Ihe federal government is not inclined to impose
sanctions on a State for nonconformance with the
certificate of need program;

ii. There are states which are nonconforming, and have
been nonconforming for a number of years, on which
federal sanctions have not been imposed; and

iii. The federal government is withdrawing total support
for the certificate of need program by 1983. if

the state wants to continue a planning process for
health facility development it will have to provide
for the process by using General Funds monies. Based
on the aforementioned problems, new would be the
appropriate tine to revise this planning process to
make it more meaningful.

Finally, a compromise position has been mentioned in which the new
nursing wing at the Anchorage Pioneers® Herne and the new Pioneers®™ Heme
in Ketchikan would be totally grandfathered into law and not made
subject to certificate of need. This carpremise does not address a
truly complex problem.

Time Fairbanks Pioneers®™ Hone presently is serving twelve skilled
nursing beds in unlicensed beds. Unless a certificate of need is issued
which allows licensing of these beds, these twelve pioneers would have
to be discharged.

The Fairbanks and Palner Pioneers® Hares are full to capacity with
skilled nursing patients at the present time. |If we are to accomodate
anticipated need in the near future, additional skilled nursing
facilities will have to be constructed within the next few years. This
expansion would be impossible unless a certificate of need is issued.
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The Department of Health and Social Services, in recent licensing
inspections, has advised a significant number of residents in the
ambulatory sections of all the Pioneers” Homes should be designated
intermediate care patients. |Intermediate care requires both a
certificate of need and a significant increase in staffing, installation
of call buttons or other signalling devices, and closer attention to
patients when taking medications, etc. The number of patients which
might be considered in need of intermediate care are: thirty at Sitka,
twenty at Fairbanks, twenty at Palmer and forty at Anchorage (in the new
wing).

Funding to provide intermediate care was not included in the FY 82
operating budget. Although a dollar figure is not available at the
present time, a significant increase will be necessary if we must comply
with the certificate of need program. Passage of SB 223 would eliminate
this situation.

In summary:

1. Administration believes the Legislature had always
intended to exclude Pioneers®” Hemes frcm certificate
of need;

2. The certificate of need process is not appropriate for
Alaska;

3. There needs to be planning for health care facilities

and a more responsive process needs to be developed;

4. Grandfathering the nursing wing at Anchorage and the
new Pioneers®" Hare at Ketchikan will not solve the
complex problems existing at the Fairbanks, Palmer, and
Sitka Pioneers®™ Heme; and,

5. Passage of CSSB 225 will eliminate the potential for
pain and suffering by allowing Pioneers® Homes residents
to remain in their hare.
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If I can be of any further assistance to you or your committee
please give me a call.

Deputy Commissioner for
Personnel Management

FEM/mjc

cc: Honorable Charles Parr
Honorable Robert Ziegler
Honorable Jalmar Kerttula
Honorable Patrick Rodey
Pioneers®™ Hemes Advisory Eoard
Dermis Dewitt, Executive Director
Alaska State Hospital Association
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accordance with subsection (), or (b)(3) of this section (as the Secretary
determines appropriate), enter into another agreement with the Governor
for the designation of a State Agency.

Failure to designate State Agency within specified period; reduction in
allofment, grant, loan, loan guarantee-, or contract

@@ Ifan agreement under subsection (b)(3) of this section for the des—
ignation of a State Agency for a State is not in-effect upon the expiration
of-

(A) the fourth fisal year which begins after 1975; or

® (i) ifthe legislature of the State s in a"regular session on Decem—
ber 17, 1980 and the legislature will be in Session for at least twelve
months from such date, twenty-four monthsffrom such date, or

@) ifthe legislature of the State is in session on December 17, 1930,
but twelve months do not remain in such session after such date or if
the legislature of the State is not in session bn such date, twenty-four
months after the beginning of the first regular session of the legislature
beginning after such date,

whichever occurs later, the Secretary shall take the action prescribed by par—
agraph @). d

(@ Ifupon the expiration of the period applicable under paragraph (0 an
agreement is not in effect for the designation of a" State Agency for a State,
the Secretary shall uitil such an agreement s " cflect take the following
action: 2

(A) During the first twelve months after the date of the expiration of
the applicable period, the Secretary shall reduce by 25 percent the
amount of each allotment, grant, lcan, and loan guarantee made to and
each contract entered into with an individual or entity in such State
during such period under this chapter or the Comprehensive Alcohol
Abuse and Alcoholism Prevention, Treatment, and Rehabilitation Act
of 1970.

(B) During the second twelve months afterVisuch expiration date, the
Secretary shall reduce by 50 percent the amount of each such allot—
ment, grant, loan, loan guarantee, and contract.

(0 During the third twelve months after se™ _wpiration date, the
Secretary shall reduce by 75 percent the ambunt of each such allot—
ment, grant, loan, loan guarantee, and contract.

(D) After the expiration of thirty-six months after such expiration
date, the Secretary may not make or enter into any such allotment,
grant, loan, lean guarantee, or contract.

(July 1. 1944, c. 373, Title XV, § 1521, as added Jan. 4, 1975, Pub.L. 93-641, § 3,
88 Stat. 2242, and amended Aug. I, 1977, Pub.L. 95-83, Title I, § 106(/), (m), 91
Stat. 385; Dec. 19, 1977, Pub.L. 95-215, § 6(b), 91 Stat. 1507; July 16, 1979, Pub.
L. 96-33, 93 Stat. S6; Oct. 4, 1979, Pub.L. 96-79, Title I, § 123(a), (b)(1)(A), (2),
(d), (f). (g)(2), 93 Stat. 624-627; Oct. 17, 1979. Pub.L. 96-88, Title V, § 509(h), 93
Slat. <%: Dee. 17, 1980. Pub.L. °6-538, Title ill. § 303(h), 94 Stat. 3190; Aug. 13,
1981, Pub.L. 97-35, Title IX. 88 °02(g)(5), 956(h), OB Slat. 561, 572.)
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JAY S. HAUMOtO. GOVERNOR

DEFT. OF HEALTH AND SOCIAL SERVICES ?l?l\lljé:AhUhKrLASKA -
orrice or the covusssiorseri A PHONE: LEE_9638

May 10, 19S2

The Honorable Mike Beirne

Chairman

House HESS Committee

Alaska State House of Representatives
Pouch V

Juneau, Alaska 9981 1

Dear Rep. .sentative Beirne:

I am enclosing a Program Policy Notice v/e recently received from the Bureau
of Health Planning in the U. S. Department of Health and Human Services.
This Notice emphasizes that states which do not have State Health Planning
and Development Agencies which fully comply with federal requirements will
lose federal support for health planning efforts and will also lose most
federal Public Health Service dollars. Alaska currently receives some

$3 million annually in such federal funds. Our lack of comp®.ance would
result in one quarter of these funds being withheld for four years until
certain federal public health service funds are no longer available to
Alaska

We appreciate the hearing you conducted on House Bill 195. /e believe this
bill, with the amendments we offered, would bring our State Health Planning
and Development Agency into full compliance with federal requirements. Your

assistance in helping to move this legislation would be very much appreciated.
We appreciate your assistance and support in this matter.

Sincerely,

Helen D. Beirne
Conini ssioner

Enelosure

cc: Phoebe A. Lindsey



laska S tate M edical A ssociation

"1)G7 i.ourel Street a Suite 1 -« Anchorage, Alaska 99504 < (907) 277-6891

ADOPTED BY THE ALASKA STATE MEDICAL ASSOCIATION HOUSE OF DELEGATES AT ITS
ANNUAL MEETING IN FAIRBANKS, ALASKA JUNE 3, 1932

RESOLUTION NO. S2-23

SUBJECT Certificate of Need

WHEREAS, Che certificate of need process has increased the cost of
health care rather than reduced it; and

WHEREAS, the certificate of need process has wreaked havoc upon the
orderly development of hospitals in Alaska, therefore

BE IT RESOLVED, the Alaska State Medical Association urges and encour—
ages the Legislature to repeal the certificate of need law.

DISTRIBUTION: Legislature

Alaska State Hospital Association
Press
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319 ard St.

TER

Juneau

November 4, 1982

The Honorable Ted Stevens Similar letter sent to;

United States Senate Senator Murkowski and
Washington, D.C. 20510 Congressman Young
Dear Senator Stevens:

As you are well aware the State of Alaska is not

in conformity with the National Health Planning and
Development Act and without federal action 1in 1982
faces penalties in grant monies under the Public Health
Service Act and the Comprehensive Alcohol Abuse and
Alcoholism Prevention, Treatment, and Rehabilitation
Act of 1970. To avoid this penalty it is imperative
that Congress repeal 42 U.S.C. 300m-(d) (copy attached)

This Association as well as the Alaska State
Medical Association (resolutions attached) are opposed
to the continuation of the state Certificate of Need
law. Both are committed to its repeal in 1983. Repeal
of 42 U.S.C. 300m-(d) will greatly assist our efforts.

We have communicated our support for various
measures considered by this Congress to restructure
the federal law. It appears however, that a full re—
form may be a consideration which must be left to the
next Congress. If that is so, it is imperative that
you secure repeal of 42 U.S.C. 300m-(d) before the
current Congress adjourns 1in December.

All of those concerned with this 1issue including
Congressman Waxman, the National Governors Conference,
the American Hospital Association, etc., agree on
removing sanctions against states which do not conform
to the federal progranm. The notion of further delay
of the sanctions does not assist anyone, it simply
prevents states such as Alaska from dealing with 1its
own law on anything beyond a temporary basis.



For these reasons we urge you to secure the repeal
of 42 U.S.C. 300m-(d). This will permit the legislature
of the State of Alaska to deal with its law in whatever
manner it deems appropriate. Further, we urge that this
repeal be secured prior to the adjournment of the 97th
Congress.

Dennis L. DeWitt
President

DLD:If
cc: Friday Mailing
Alaska State Medical Society
Governer Jay Hammond
Governer Elect Sheffield
Lt. Governer Terry Miller
Lt. Governer Elect McAlpine
American Hospital Association * Lynn Hart
Federation of American Hospitals
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December 22, 1982

Mr. Dennis L. DeWitt

President

Alaska State Hospital Association
319 Seward Street

Juneau, Alaska 99801

Dear Mr. DeWitt:

Thank you for sending me a copy of your letter
to Senator Stevens regarding the state
Certificate of Need law.

As you know, I am in agreement with you 1in your
opposition to this law. Please keep me posted
as to what 1 can do to change the law in Alaska.

Best regards.

Sincerely

B.
Governor



Bllb Cross 1
of Wi hington and Alaska i

JEEB 18 863

15700 Dayion \venue Nortn/PO. Box 327
Seattle. Wasnir gton 98111
206/361-3000

February 14, 1983

Representative Mae Tischer
Alaska State Legislature
Pouch vV (MS 3100)

Juneau, Alaska 99811

Dear Representative Tischer:

I appreciated having the opportunity to discuss with you the legislative
proposals which you are addressing in this session and which are of concern
to Blue Cross of Washington and Alaska. Martin Tirador will be keeping in
close contact with you on these and other issues.

We are continuing to develop information which supports our position for
the modification of the certificate of need law. Other organizations such

Much of this information will be presented to the Health
Education and Social Services Committee in the hearing on HB 19.

I particularly appreciated the chance to visit xjith you. I would hope that
you will call on either Martin Tirador or me if you feel we can provide you
with information on any issue you are considering in the legislative process.

Sincerely, Y

A

| y

J"oan-"Gaumer, Director
Government Relations

JHG:pf



Blue Cross N
of Washington arid Alaska Ce i

15700 Dayton Avenue North/P.0. Box 327
Seattle. Washington 98111
206/361-3000

February 4, 1983

POLICY STATEMENT

Blue Cross of Washington and Alaska supports the retention of Certificate
of Need. That process should, however, be modified as follows:

1. The dollar threshold should be increased to $1,000,000 per
application.

2. Modifications which are necessary to reduce health and safety
hazards should he exempted.

3. The State Health Planning and Development Agency should become
the sole health planning body for the State and should be charged
with health planning for all Al3skaiis. A provision should be

included allowing municipalities to establish local health councils

to the State Health Planning and Development Agency, who may make
recommendations on planning matters.
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Hie Honorable Mae Tischer
Alaska State Legislature
Pouch vV (MS 3100)

Juneau, Alaska 99811

Dear*ﬁepresentative Tischer:

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

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

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

rVXaSFtfOES

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



The Honorable Mae 1. .cher
February 03, 1983
Page 2

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

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

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

a. $600,000 for capital expenditures

b. $400,000 for major medical equipment

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

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

3. Expedite review of capital equipment replacement.

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

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

6. Consider a sunset provision of four or more years to review
effectiveness of the CON process.



The Honorable Mae Ti. er
February 05, 1983
Page 3

In suranary, there is little disagreement that there are problems
with the current CON process; however, the forum that the CON process
provides for consminity discussion about the relative merits of a pro—
posed project far outweigh what we perceive to be correctable problems.
We recommend revision of the CON process rather than repeal.

President
JBC:flr
cc: William Sheffield

Governor

Robert London Smith, Ph.D.
Commissioner, DHSS

Alaska Health Coalition
Southeast Alaska HSA

South Central Health Planning
and Development, Inc.
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| Soutli Central
21ealtli Planning and Development, Inc.

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

Februar>r 1S, 1983

Dear .Oaska Legislator: - ﬁ' o=

The Executive Committee of South Centré\ Health Planning and Development,
Inc., yesterday met to discuss the proposed Certificate of Need repeal
bill. The Committee asked me to convey to you our support for the
attached position paper developed by the Alaska Health Coalition.

If you have questions on this issue, you might contact Executive Director,
Peggy Wilson.

Sincerely,

1

Margardt M. Wilson
Executive Director



Al aska Heal th Coalition

57.9 Sih Avenue, SuiU* 8
I;iivh;inhvS, Alaska 997U1
(907) .156-2x0

February 11, 19S5

TO: Members of the Alaska Legislature

Proposed legislation (1IB 19 and SB S5) would repeal Alaska Statute
18.07.031-1S.07.111, better known as the Alaska Certificate of Need
(CON) law. These bills reflect the position of the Alaska Hospital
Association, whose member institutions arc subject to tlie provisions of
the CON process. The attached paper, developed by the Alaska Hcaith
Coalition, was written to provide legislators and the public with a
series of alternatives to consider during discussion of these important
bills. The paper summarizes the provisions of the CON law, discusses
several of the problems which have been identified with the current
process, and reviews the effectiveness of the CON program, both nation—
ally and within Alaska. In addition, a list of recommendations is
provided for consideration in revising the cm rent CON law.

The Alaska Health Coalition is a group of interested citizens with
memberships from the three Alaska Health Systems Agencies and the
Statewide Health Coordinating Council. The primary purposes of the
Coalition arc to review the need for hcaith planning, development, and
promotion activities and to develop goals, describe functions, and
recommend structures to achieve optimal health for the citizens of the
state. Therefore, we believe that the subject of public review of
capital expenditures as currently provided for in the Certificate of
Need law is an important issue winch deserves a reasonable, objective
discussion. We present this paper for the purpose of initiating this
discussion.

lor additional information, please contact any of tho following
organizations: Northern Alaska Health Resources Association, Fairbanks
(456-2553); South Central Health Planning and Development, Anchorage
(J7S-5G311; or, Southeast Alaska Health Systems Agency, Ketchikan
(225-9681).

Best regards,

Charles M. Kaltenbach, Dr. P.M.
Chairman

CMK zscm
Enclosure

lem | 111cm Otvil "I

_J. U. Carnahan, lairhauks; Joseph (la < _=totvan;
Charier. KaHenluch, Dr. P.II., la:rhan-..; Slew l),NﬁhOﬁme' . .
Jolin Manuinj;, Ketchikan; Lill ic Mci'arvvy, Anchoimm\rit >ilp-aa isS.i; "infant Wilson, \nehoratc



77

. 5gr

CERTIFICATE OF NEED:

REVISION OR REPEAL

Prepared In
the
Public Interest
by
the

ALASKA HEALTH COALITION
February, 1983

j— e oo i el — (- —-



TABLE OI: GONMTWS

EXECULIVE SUMMAKY ottt et ot ot et ot cecececececeaaaaaaaaaaaaaaaaaaaaaaaaan 1
Certificate of Need Program. ... ... i i aaaaaaas 2
PUrpose............. 2
L 0T A 53 w2 o ¢ 152 2
LN = S 0 X == 3
o o o R 2= - 3
Problems With "lhe CON Processand Recommendations Ipr Improvement 7
INErodUCtiON. .ottt i et e et ceceaaaaeaaeaaaaaaaaaan 7
0= 7
D= - Y2 7
Community Control ... .. i e ieecaeceaaaaaa 7
Marketplace Economics: Competition vs. Regulation.............. 8
Threshold LImItS ... ..ot c e ceececeececaaaaaaaann 9
L g o U= 10 o = 10
Maintain Current CON ProOCEeSS . ..ot i ca e c e aaaaaas 10
Repeal the CON LaW ...t it e i c e caea e aaam s 10
ModiFy the CON PrOCESS ... it ce i ceiaecaeceecacaaaaaanannn 11
o o011 =Y o K= ol 0 o - 12
References CHted ...ttt e d e 13
Appendix

National Health Plannin;and Development Act of 1974.............. 14



EXECUTIVE SUMMARY

Alaska®s Certificate of Need (CON) Law was enacted by the State
Legislature in 1976, following passage of Public Law 95-641, the Na—
tional Health Planning and Resource Development Act of J974. Provisions
in the CON law require that non-federal health care institutions apply
for and receive a Certificate of Need from the State of Alaska before
proceeding with major capital investments which will result in new
construction, alterations or renovations, and/or new services. The
Thirteenth Alaska Legislature currently has before it companion bills,
HB 19 and SB S5, which provide for repeal of tho CON law. lhe purpose
of this paper is to review the data available on the effectiveness of
the CON process, botli nationally nnd within the State of Alaska, and to
present alternatives for consideration by the Legislature regarding
public review of capital expenditures for health care facilities.

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

Evidence gathered on Alaska®"s experience with the Certificate of
Need program indicated that it has been effective in deterring and/or
guiding capital investment within the health-care industry and has
stimulated improved pliuining within the health-care institutions them—

selves. Examples are presented which illustrate how the process created
this impact.

Several issues are discussed relating to recognised concerns within
the current CON process. These issues include: 1) costs attendant to
developing a CON application; 2) delays in the review process; 3) loss
of community control; 4) marketplace economics; and, 5) the dollar-
threshold limits which require a CON.

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

1 Raising threshold levels.

2. Exempting non-clinical capital expenditures.

3. Expediting reviews of equipment replacement.

4 Specifying time limits on reviews.

5 Providing legislators with information on the outcome of
reviews 1in their districts.

6. Providing for a sunset review of the process..



CLRTIPICATF OF NFIiD PROCRAM

PURPOSE

The most controversial aspect of the health planning effort, in
Alaska and nationwide, lias been the Certificate of Need (CON) program.
Borrowed from public utility regulations, the earliest CON program was
enacted by New York in 1964. Twenty-six other states instituted CON
programs in the next ten years, and, with the passage of Public haw
93-641, CON was mandated for all states. Alaska"s Certificate of Need
statute (13.07.031-.111) was enacted by the State Legislature in 1976
and amended in 1931.

As originally designed, the CON program was implomented Vo curb
rapidly escalating costs of health care by slumming uncontrolled capital
investments in new health-care facilities, services, and high-tcclmology
equipment. To accomplish this goal, the CON program had several primary
objectives: 1) to prevent unnecessary duplication of services and
facilities; 2) to reduce the number of available hospital beds or at
least not allow the growth of hospital beds to exceed guidelines estab—
lished in the State Health PI;m; 3) to promote an equitable and effi—
cient allocation of resources; and 4) to determine if less costly

alternatives to expensive capital expenditures were available to accom—
plish the same purpose.

WHO MUST APPLY

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

1. Capital expenditures in excess of $130,000 toward building,
improving, or purchasing a health care facility, including
lease or purchase of equipment, costs of any study surveys,
designs, and site acquisitions and preparations.

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

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

A project meet ing, or exceeding these thresholds is required to

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



'‘HE PROCESS

An applicant enters the CON" review process by submitting a "Letter
of Intent" to the Department of Health and Social Services (EiiSS) and to
the appropriate health systems agency describing briefly the scope of
the proposed activity. |If the DHSS determines that the project is
subject to CN" review, the applicant develops a formal application and
submits it .to the State agency and the regional health systems agency.
In most cases, a pre-application conference is scheduled with the
applicant to minimize any potential misunderstandings and to achieve an
agreement on what would represent a successful application. Once the
State agency certifies that the application is "complete" -- tint it
contains sufficient information necessary to conduct an objective review
-- the agency has 90"oays to review the application and to submit an
analysis to the Commissioner of DIISS Cor final action. Within the
90-day review period, the regional health planning agency has 00 days to
review arid seek public comments on the appropriateness of the proposed
application. “"Hie HSA submits its findings and recommendations to the
Commissioner. Once the Commissioner ha., considered the information that
has been submitted, he decides whether or not to issue a Certificate of
Need to the applicant. The Commissioner notifies the applicant in
writing of the decision. Copie.”, of the decision are sent to the Health
Systems Agency and are published in regional newspapers.

LEI-ECTIVENESS
Nationwide

Nationally, credible information is ,iusst hug inning to emerge
regarding the effect of capital expenditmes review. Although this
topic has been of interest for many years, -?uch of the early literature
is of little value because of a basic lack of undorstanding”bout the
process and outcome of capital expenditure review programs. Two
recently completed studies in the State ef Massachusetts have reported
CON impacts.“50 The first analyzed hospital capital investment among
short-term general voluntary hospitals between 1N67-197G. The results
were that, by 1976 and beyond, CON review reduced all dimensions of
project scale and cost by as much as two-thirds of that originally
proposed. Die second study found vlut the form"ll ai.d informal actions
of the CON agency from 1972-1.97G resulted m small, hut. statistically
significant, Teductions in the rate of hospital investment.

Two studies conducted in 19S2 by Arthur 0. Little, Inc., shed
additional light on the potential impact of capital expenditures re—
view. 1 lhe first, study analyzed the effect ol capital expenditures
review decisions in five states: Colorado, Florida, Maryland, Massa—
chusetts, and Oregon (chosen for their geographical and regulatory
differences). Based on their analysis, CON programs appeared to be
effective in limiting the amount of capital expenditures undertaken.
Furthermore, they discovered that, for every dollar of capital invest—
ment, there was a definite increase in operating costs. They projected
that, over a tcn-ycar period, a dollar of capital investment generates
additional operating costs with a present value ol $1.84 (exclusive of



depreciation and debt service). They concluded from these results tliat
CON programs liave the potential to play an important role in curbing
hospital cost inflation. ~

A second report by Arthur 1. Little, Inc., involved an analysis of
information from a six-state study. For the states of Virginia, South
Carolina, Washington, New Jersey, lowa and Colorado, Arthur I). Little
undertook a review of Certificate of Need programs for the twelve-month
period beginning July 1, 1979 to June SO, 1900. Three significant
findings were reported: 1) certain capital costs were not incurred as a
result of the CON review program; ?) the objectives contained in indi—
vidual state plans and health systems plans tended to deter capital
expenditure projects; and, 3) pre-application conferences -- hcaith
planners and providers working together to avoid project denial - were
effective means of reducing the "administrative costs" of the review
process as well as excessive capital expuul itutcs. ™

Alaska

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

Two projects with a combined total of $12,100,000 have been denied
during the past five years, in addition, several other Letters of
Intent have been received by the Department, fur which applications were
never received. It is impossible to estimate how many applications or
letters of intent wove never submitted because of the presence of the
CON law.

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

Deterrent P.fleets

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



Health and Social Services and the local health systems agency identi—
fied a need for 40-80 alcohol-treatment beds in the area, I1"ue to
pre-application planning, only two of tho four applications were com—
pleted for final consideration. Both wore subsequently approved.

Improved Institutional Planning,

Situations in which the CON process provides expert guidance and
stimulates better institutional planning do not always result in smaller,
less-expensive projects. For example, Valley Hospital in Palmer sub—
mitted an application to complete a minimal and temporal/ renovation of
their 30-year old facility at a cost of $2,000,000. Part of the reno—
vation included additional insulation to prevent hear, loss through the
roof. At the suggestion of the Department, a structural engineer was
asked to study the ability uf the roof to withstand the increased load
of snow which would not be molted because of Lite insulation. The
Department also requested a life-cycle cost analysis which would deter—
mine the cost of a temporary renovation as opposed to costs of major
renovation. The results of these inquiries demonstrated that the roof
was not designed to withstand the extra load of snow and that, when
total operating expenses and capital costs were considered for a 25-year
period, it would be less expensive to forgo the minimal renovation and
proceed with a major renovation. The result of this review was an
approval for a major renovation project -- at a long-term cost savings.

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

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

Better Conformance with ldentified Community Needs

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



Summary

Although it is difficult to place a dollar figure on the impact of
the Certificate of Need program over the past six years, it appears that
Alaska®"s program lias effectively deterred and guided capital investment
within the health care industry and lias stimulated improved planning
within the institutions themselves. Because of the COX program, Alaskans
have saved millions oi~dollars in operating costs which would have
resulted from unnecded expansion of facilities and services. Moreover,
the State Legislature and the Administration should feel some measure of
assurance tliat, because of the CON process, the millions of dollars in
public funds that have flowed from the State to hcaith care facilities
for construction and operation are being used for projects which meet an

identified need, do not duplicate existing services, and are financially
feasible.



PROBLEMS V/rni Till: COM PROCESS AND RECO>LMUINDATIQMS EOR TMPROVITIENT

INTRODUCTION

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

COSTS

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

DELAYS

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

COMMUNITY CriTROI,

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



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

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

MARKETPLACE ECONOMICS: COMPETITION vs. "R1.0U1AT10X"

In recent years, there lias been a popular theory tliat the problems
in U.S. health sci-vices can be blamed on excessive government interven—
tion and regulations. It has been argued tliat high costs and related
problems could be solved by a "return to the free market and competi—
tion." Two recent articles argue to the contrary. *

Roemer and Roemcr, well-known health*economics experts, examined
the past and present operations of free trade and competition in the"
health care system and found that I’ot one of at least five conditions
necessary for competition existed. In addition, they found that the
free market created a geographic maldistribution of health manpower,
causing serious problems for rural populations, furthermore, they
discussed the paradoxical problem which has been demonstrated for every
component of the hcaith care industry of "supply creating demand" rather
than the reverse, which is true in an effectively operating market.
Supply creates demand in the hcaith care industry fundamentally because
the seller (doctor) rather than the buyer (patient) makes most of the
decisions on what health services are to he obtained."

»

Needlemon, another health economist, expressed a similar opinion.(

An effective market 1is one in which there is compe—
tition on the basis of both price and quality, and
in whicli those who sell services are limited in
their ability to influence the volume of services
they sell and are constrained in the prices they set
by competitive pressures. By this definition, an
effective market for health care services docs not
exist an most communities. Competition exists but
it is rarely price competition; indeed the nature of
current competition based on scope of services,
amenities, and convenience is to encourage price
increasing behavior. (Emphasis added)."



Arthur D. Little, Inc., summarized the policy implication of the
debate surrounding competition and regulation. They reported that, in
the absence of Certificate of Need regulations, hospitals will compete
more vigorously by offering improved facilities to recruit physicians
and patients. The resulting "building bocm™ will drive up operating
expenditures over the next ten years by S1.84 for every dollar invested,
exclusive of depreciation and debt service.

THRESHOLD LIMITS

Alaska regulations specify tluit a CON is required for any capital
expenditure in excess of $150,000. There is general agreement tliat this
threshold is far too low. federal regulations have already changeu to
accomodate a significant increase in CON thresholds. The threshold
levels which trigger a CON review should be increased from $150,000 to
at least $600,000 for capital expenditures; $*100,000 for major medical

equipment; and $250,000 for operating expenses associated with new
services.



CONCLUSIONS

Recent evidence nationally and available information from the
Certificate of Need Program in Alaska indicate that the program lias been
effective in deterring unjustified projects, guiding capital investment
projects, and stimulating improved institutional planning. Together
these effects have served to meet the hcaith care needs of the public,
prevent duplication of costly services, and restrain the increasing
costs of health care. Acute problems with the CON process are correc—
table by amending the law.

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

MAINTAIN CURRENT CON PKOCPSS

The State would continue to operate the program in its current
form. This option assumes the CON process is working efficiently and
requires only minor changes.

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

IdIPPAL TIE CON LAW

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

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

A competitive pricing market does not exist within the health care
services industry of any community in Alaska. In addition, the State of,
Alaska did not renew its Section 1122 agreement with the federal, govern—
ment in 1931 because tho Certificate of Need law was in place. (Sec—
tion 1122 of PL 92-603 required that health care facilities, which
received federal monies under Titles XVIII and XIX, he subject to review
to ensure consistency with state hcaith plans.) Repeal of the CON law
would leave tho State entirely without a capital expenditure review
process for health care facilities; therefore, the State would have to
rely principally on either the competitive market or incentives estab—
lished under some kind of a prospective reimbursement system to control
costs and allocate resources. (Hospitals are currently reimbursed by
the federal government under Medicare and Medicaid on a retrospective
basis; that is, after the costs have already occurred. Under this
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