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reimbursement mechanism, there is no real incentive for containing
costs. Prospective reimbursement, on the other hand, would require tliat
hospitals negotiate the rate or cost of a service a year in advance.

The government and other third-party insurers would reimburse the
hospital only at. the negotiated rate; therefore, costs exceeding lhe
rate would be borne by the hospital, and, conversely, the hospital would
make money if costs wore kept below the negotiated rate.)

Because a competitive pricing market docs not exist anywhere in
Alaska, eliminating the CONZprogram will likely load to new, unnecded
services and facilities which will result in increased operating costs.
These costs are passed directly on to the buyers (patients and tax—
payers) .

Prospective reimbursement, on the other hand, comes in various
forms and generally has been round to be more difficult to enact and
implement than Certificate of Need. Generally speaking, prospective
reimbursement is likely to be successful only where there has been
political support for Certificate of Need.0

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

MODIFY THE CON PROC12SS

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



RI;CQ\INN:NDYATIONS

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

2. Exempt all non-clinical capital expenditures. “Hie bill should
indicate tliat non-clinical services which arc not subject to
review include, but are not limited to: parking, telephone
systems, day care, mailrooms, heating and air conditioning,
blood bank, dietary/cafeteria, laundry and linen, medical
records, business office, housekeeping, central supply, li—
brary, reception, and data processing. This exemption would
apply only if one of these non-clinical projects was the main
purpose of the application, lor 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.

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

12
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APPENDIX

NATIONAL HEALTH PLANNING AND DEVELOPMENT ACT OI- 1974

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop—
ment Act), passed by the U.S. Congress in 1974, established a national
health planning program which was implemented in each state and several
American territories. The intent of Congress was lo integrate pre—
viously sponsored programs (llill-llurton, P"gional Medico] Program,
Comprehensive Health Planning), retain the host features of each, and
address major national, state, and local concerns about the current
planning, development, and operation of the nation's health care system.
To address these concerns, the Act authorized the designation and
funding of state and regional hcaith planning agencies and set forth
several functions these agencies had iu perform in order to further the
"achievement of equal access to quality health care at a reasonable
cost."

HEALTH SYSTEMS AGENCIES

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

HSAs were established as either private, non-profit corporations or
public entities governed by boards tint had lo have a consumer major—
ities. Operational funds have been awarded through both federal (PUS)
and State (DIISS) sources. In Alaska, the Oovcrnor designated three
health sendee areas which were each to be served by an USA. Alaska®s
three USAs arc: Northern Alaska Health Resources Association, Inc.
(Fairbanks), serving northern Alaska; South Central Health Planning and
Development, Inc. (Anchorage), serving south central Alaska, including
the Aleutian chain; and Southeast Alaska Health Systems Agency
(Ketchikan), serving Alaska®"s panhandle.
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STATE HEALTH PLANNING AND PIAHILOIIHIINT AGLN'CY

Tlie Governor designated a State Health Planning and Development
Agency (SHPDA) as a unit of State government. The SHPDA lias the respon—
sibility to conduct the hcaith planning activities of the State, in—
cluding preparation and implementation of the State Health Plan, and to
provide coordination of the HSAs. The SHPDA also supports the function
of the Statewide Health Coordinating Council and is responsible for
administration of the Certificate of Need program. In Alaska, the SHPDA
resides within the Department of Hcaith and Social Services. It cur—
rently occupies division-level status.

STATEWIDE HEALTH CCOPDINATINC COUNCIL

The Alaska Statewide Health Coordinat ing Council (SHCC) is the
thii"d entity involved in the State health planning network. The SHCC is
a group of citizens appointed by the Governor who oversee the health
planning activities within tire State. Specifically, they have responsi—
bility for preparation of the State Hcaith Plan. "lhe State Health Plan
forms the basis upon which Certificate of Need applications are re—
viewed. Doth the SHPDA ;unl SIICC are supported with a mix of Federal and
State funds.



STATEMENT OF
ETNA LIFE INSURANCE COMPANY

IN OPPOSITION TO
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As a major writer of commercial health insurance, the £tna Life
Insurance Company has for years been deeply concerned about health care
cost increases and has consistently supported viable health planning
programs. We strongly oppose H.B. 19, 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 is
Goa 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 facilities 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 50<t 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 fin important tool for
implementation of the area health plan. We urge that this program be
continued.
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Al aska Heal th Coalition

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

February 11, 1983

TO: Members of the Alaska Legislature

Proposed legislation (HB 19 and SB 85) would repeal Alaska Statute
18.07.031-18.07.111, better known as the Alaska Certificate of Need
(CON) law. These bills reflect the position of the Alaska Hospital
Association, whose member institutions are subject to the provisions of
the CON process. Hie attached paper, developed by the Alaska Health
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 current CON law.

Ilhe 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 are to review the need for health 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 which deserves a reasonable, objective
discussion. We present this paper for the purpose of initiating this
discussion.

For additional information, please contact any of the following
organizations: Northern Alaska Health Resources Association, Fairbanks
(456-2553); South Central Health Planning and Development, Anchorage
(278-3631); or, Southeast Alaska Health Systems Agency, Ketchikan
(225-9681).

Best regards,

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

CMK:sem

Enclosure

Coalition Members

J. B. Camahan, Fairbanks; Joseph Cladour.os, Juneau;
i Charles Kaltenbach, Dr. P.Il., Fairbanks; Steve Lesko, .Andhorage;
John Manning, Ketchikan; Lillie McGarvcy, Anchorage; Art Willmn, Sitka; Margaret Wilson, .Anchorage



TABLE OF CONTENTS

Executive Summary......... e e e e e e e e

Certificate of Need Program... ... oe oo e i e aaecaececeaaaaanann
o g0 o ==

Who MUusSt ApplY e e e e e ccaaeaa e aaaaaaa
B LT a0 X o ===

Effectiveness......ocuoeeuenan..

Problems With The CON Processand Recommendations For Improvement....

I o o Yo [0 1o

Community Control ... .t
Marketplace Economics:Competition vs. Regulation.................

Threshold LEmEES . e e e e e e e e e e e e e e e e e e e emeaeaas

CONCIUSTONS . Lottt et e et et e e
Maintain Current CON ProOCeSS . ..ot ac e aaaaaas
Repeal the CON LaW ..o ooroe o i c e ce i e caecaecenaaaannnn
Modify the CON PrOCeSS . ..ottt it e c e caaaaaaan

RECOMMENAAE T ONS . . o ot e et e e e e e e e e e e em e eemeceeceeaeaceeaaeaaaaann

ReferenCesS CHTeU . ..ottt e ot et e e ceceaeececececeaeaaaaaaeennn

Appendix
National Health Planningand Development Act of 1974._ ... ... .....

© 0 N ~N N~



EXECUTIVE SUMMARY

Alaska®"s Certificate of Need (CON) Law was enacted by the State
Legislature in 1976, following passage of Public Law 93-641, the Na—
tional Health Planning and Resource Development Act of 1974. 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 85, which provide for repeal of the CON law. The purpose
of this paper is to review the data available on the effectiveness of
the CON process, both nationally and within the State of Alaska, and to
present alternatives for consideration by the Legislature regarding
public review of capital expenditures for health care facilities.

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

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

Several issues are discussed relating to recognized concerns within
the current CON process. 7' issues include: 1) costs attendant to
developing a CON applicatior ,) 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 was that, although there are
problems with the current CON process, revision of the law is preferable
to outright repeal. Recommendations for revision of the law are pro—
vided and include:

1. Raising threshold levels.

2 Exempting non-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 in their districts.

6. Providing for a sunset review of the process.



CERTIFICATE OF NEED PROGRAM

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 Law
93-641, CON was mandated for all states. Alaska"s Certificate of Need
statute (18.07.031-.111) was enacted by the State Legislature in 1976
and amended in 1981.

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

UHO 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 $150,000 toward building,
improving, or purchasing a health care facility, including
lease or purchase of equipment, costs of any study surveys,
designs, and site acquisitions mid preparations.

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

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

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



THE PROCESS

An applicant enters the CON review process by submitting a "Letter
of Intent" to the Department of Health and Social Services (EHSS) 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 CON 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" -- that it
contains sufficient information necessary to conduct an objective review
-- the agency lias 90 days to review the application and to submit an
analysis to the Commissioner of DHSS for final action. Within the
90-day review period, the regional health planning agency has 60 days to
review and seek public comments on the appropriateness of the proposed
application. The HSA submits its findings and recommendations to the
Commissioner. Once the Commissioner has considered the information that
lias been submitted, he decides whether or not to issue a Certificate of
Need to the applicant. The Commissioner notifies the applicant in
writing of the decision. Copies of the decision are sent to the Health
Systems Agency and are published in regional newspapers.

EFFECTIVENESS
Nationwide

Nationally, credible .information is just beginning to emerge
regarding the effect of capital expenditures review. Although this
topic has been of interest for many years, much of the early literature
is of little value because of a basic lack of understanding”about the
process and outcome of capital expenditure review programs. Two
recently completed studies in the State of Massachusetts have reported
CON impacts. = ™Die first analyzed hospital capital investment among
short-term general voluntary hospitals between 1967-1976. The results
were that, by 1976 and beyond, CON review reduced all dimensions of
project scale and cost by as much as two-thirds of that originally
proposed. The second study found tliat the formal and informal actions
of the CON agency from 1972-1976 resulted in small, but statistically
significant, reductions in the rate of hospital investment.

Two studies conducted in 1982 by Arthur D. Little, Inc., shed
additional light on the potential impact of capital expenditures re—
view. 7~ The first study analyzed the effect of 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
tliat, over a ten-year period, a dollar of capital investment generates
additional operating costs with a present value of $1.84 (exclusive of



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

A second report by Arthur D. Little, Inc., involved an analysis of
infoimation from a six-state study. For the states of Virginia, South
Carolina, Washington, New Jersey, lowa and Colorado, Arthur D. Little
undertook a review of Certificate of Need programs for the twelve-month
period beginning July 1, 1979 to June 30, 1980. Three significant
findings were reported: 1) certain capital costs were not incurred as a
result of the CON review program; 2) the objectives contained in indi—
vidual state plans and health systems plans tended to deter capital
expenditure projects; and, 3) pre-application conferences -- health
planners and providers working together to avoid project denial -- were
effective means of reducing th? "administrative costs”™ of the review
process as well as excessive capital expenditures.3

Alaska

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

Two projects with a combined total of $12,400,000 have oeen denied
during the past five years. In addition, several other Letters of
Intent have been received by the Department for which applications were
never received. It is impossible to estimate how many applications or
letters of intent were never submitted because of the presence of the
CON law.

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

Deterrent Effects

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 tliat 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



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

Improved Institutional Planning

Situations in which the CON process provides expert guidance and
stimulates better institutional planning do not always result in smaller,
less-expensive projects. For example. Valley Hospital in Palmer sub—
mitted an application to complete a minimal and temporary renovation of
their 30-year old facility at a cost of $2,000,000. Part of the reno—
vation included additional insulation to prevent heat loss through the
roof. At the suggestion of the Department, a structural engineer was
asked to study the ability of the roof to withstand the increased load
of snow which would not be melted because of the insulation. The
Department also requested a life-cycle cost analysis which would deter—
mine the cost of a temporary renovation as opposed to costs of major
renovation. The results of these inquiries demonstrated that the roof
was not designed to withstand 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 life-cycle cost analysis requested by
the State, it was determined tliat 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
community.

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

Better Conformance with lIdentified 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 tliat did not have an identi—
fied use. Because rr 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, furthermore, to enter into a
planning process with the community during the following year to deter—
mine the most appropriate configuration for the proposed services.



Summary

Although it is difficult to place a dollar figure on the impact of
the Certificate of Need program over the past six years, it appears that
Alaska®"s program has effectively deterred and guided capital investment
within the health care industry and has stimulated improved planning
within the institutions themselvesT Because of the CON program, Alaskans
have saved millions of “dollars in operating costs which would have
resulted from unneeded 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 tliat have flowed from the State to health 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 WITH THE CON PROCESS AND RECOMMENDATIONS FOR IMPROVEMENT

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 are: 1) significant costs are involved
in developing a CON application and proceeding through the review; 2)
delays in implementation are caused by an extended review period; 3) the
CON process removes community control; 4) 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 high as $40,000 for the more complex projects, can be attributed
to personnel costs. Most of these costs would continue in the absence
of CON if a facility did a credible job of planning for future services.
In order to gain public support, justify the financial feasibility of a
construction project, and obtain adequate architectural designs, plan—
ning still must occur. The costs of institutional planning will not
disappear in the absence of CON.

DELAYS

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

COMMUNITY CONTROL

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



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

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

MARKETPLACE ECONOMICS: COMPETITION vs. "REGULATIONL

In recent years, there has been a popular theory that the problems
in U.S. health services can be blamed on excessive government interven—
tion and regulations. It lias been argued that 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 Roemer, well-known health-economics experts, examined
the past and present operations of free trade and competition in the
health care system and found that not one of at least five conditions
necessary for competition existed. In addition, they found tliat the
free market created a geographic maldistribution of health manpower,
causing serious problems for rural populations. Furthermore, they
discussed the paradoxical problem which has been demonstrated for every
component of the health care industry of "supply creating demand" rather
than the reverse, which is true in an effectively operating market.
Supply creates demand in the health care industry fundamentally because
the seller (doctor) rather than the buyer (patient) makes most of the
decisions on what health services are to be obtained.

0
Needlemen, another health economist, expressed a similar opinion.

An effective market is one in which there is compe—
tition on the basis of both price and quality, and
in which those who sell services are 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 does not
exist m 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 encourgge price
increasing beliavior. (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 vail compete
more vigorously by offering improved facilities to recruit physicians
and patients. The resulting "building boom"™ will drive up operating
expenditures over the next ten years by $1.84 for every dollar invested,
exclusive of depreciation and debt service.

THRESHOLD LIMITS

Alaska regulations specify that 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 changed 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; $400,000 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 has been
effective in deterring unjustified projects, guiding capital investment
projects, and stimulating improved institutional planning. Together
these effects have served to meet the health care needs of the public,
prevent duplication of costly services, and restrain the increasing
costs of health care. Acute problems with the CON process are correc—
table by amending the law.

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

MAINTAIN CURRENT CON PROCESS

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

REPEAL THE CON LAW

This option assumes tliat 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 capital expendi—
tures are unimportant and that health care consumers should not have a
voice in determining the appropriateness of services in their community.

A competitive pricing market 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 1981 because the Certificate of Need law was in place. (Sec—
tion 1122 of PL 92-603 required tliat health care facilities, which
received federal monies under Titles XVIII and XIX, be subject to review
to ensure consistency with state health plans.) Repeal of the CON law
would leave the State entirely without a capital expenditure review
process for health care facilities; therefore, the State would have to
rely principally on either the competitive market or incentives estab—
lished under some kind of a prospective reimbursement system to control
costs and allocate resources. (Hospitals are currently reimbursed by
the federal government under Medicare and Medicaid on a retrospective
basis; that is, after the costs have already occurred. Under this
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reimbursement mechanism, there is no real incentive for containing
costs. Prospective reimbursement, on the other hand, would require that
hospitals negotiate the rate or cost, of a service a year in advance.

The government and other third-party insurers would reimburse the
hospital only at the negotiated rate; therefore, costs exceeding the
rate would be borne by the hospital, and, conversely, the hospital would
make money if costs were kept below the negotiated rate.)

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

payers) .

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

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

MODIFY THE CON PROCESS

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

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

The Coalition further recommends that the following revisions be
considered as a starting point for the negotiations.

1.

(6)]

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.

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

Expedite review of capital equipment replacement.

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

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

review.

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

NATIONAL HEALTH PLANNING AND DEVELOPMENT ACT OF 1974

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop—
ment Act), passed by the U.S. Congress in 1974, established a national
health planning program which was implemented in each state and several
American territories. The intent of Congress was to integrate pre—
viously sponsored programs (Hill-Burton, Regional Medical Program,
Comprehensive Health Planning), retain the best features of each, and
address major national, state, and local concerns about the current
planning, development, and operation of the nation®"s health care system.
To address these concerns, the Act authorized the designation and
funding of state and regional health planning agencies and set forth
several functions these agencies had to perform in order to further the
<3dchievement of equal access to quality health care at a reasonable
cost."

HEALTH SYSTEMS AGENCIES

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

HSAs were established as either private, non-profit corporations or
public entities governed by boards that had to have a consumer major—
ities. Operational funds have been awarded through both Federal (PHS)
iind State (DHSS) sources. In Alaska, the Governor designated three
health service areas which were each to be served by an HSA. Alaska"s
three HSAs are: Northern Alaska Health Resources Association, Inc.
(Fairbanks), serving northern Alaska; South Central Health Planning and
.Development, Inc. (Anchorage), serving south central Alaska, including
the Aleutian chain; and Southeast Alaska Health Systems Agency
(Ketchikan), serving Alaska®"s panhandle.
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STATE HEALTH PLANNING AND DEVELOPMENT AGENCY

The Governor designated a State Health Planning and Development
Agency (SHPDA) as a unit of State government. The SHPDA has the respon—
sibility to conduct the health planning activities of the State, in—
cluding preparation and implementation of the State Health Plan, and to
provide coordination of the HSAs. The SHPDA also supports the function
of the Statewide Health Coordinating Council and is responsible for
administration of the Certificate of Need program. In Alaska, the SHPDA
resides within the Department of Health and Social Services. It cur—
rently occupies division-level status.

STATEWIDE HEALTH COORDINATING COUNCIL

The Alaska Statewide Health Coordinating Council (SHCC) is the
third entity involved in the State health planning network. The SHCC is
a group of citizens appointed by the Governor who oversee the health
planning activities within the State. Specifically, they have responsi—
bility for preparation of the State Health Plan. The State Health Plan
forms the basis upon which Certificate of Need applications are re—
viewed. Both the SHPDA and SHCC are supported with a mix of Federal and
State funds.
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FY 1981 MUNICIPAL REVENUE SHARING ENTITLEMENTS (#5)
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TOTAL ENTITLEMENT

COMMUNITY

KEY

OO OO OO OOOODOD

OO OOOODLN O OO OO OO
OOOOOOOTH OO OO ONDOOD

0000000500%0003000
o o
<

ERVICE AREAS
AW.
R

O<C
>

OO m OO
O —ILODY <+ O =YD O —ILOOD <FHLO O —00H O
OO At A —d—iLO
N0

oo

oo

[ lam]
(e la
OO

[enFe)
o<x
o<r

—AOOO

OO0

$0

$0



1981

april 27,

FY 1931 MUNICIPAL REVENUE SHARING ENTITLEMENTS

TOTAL ENTITLEMENT = §$51,900,000

COMMUNITY

KEY

$0
$0
$0
$0
$0
$0
$0
$0

$89,719

$0
$0
$0
$0
$0
$0
$0
$0

$74,766

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

OMIT—OOOOO
ONMMI—AOODOOOODO

=
<
I
(@)
-
@)
[
(@)
8123456_/3
U IIIIIIII
L <C<C<C<C<T<C<C

ULA BOROUGH

$0
$0

$0
$0

0.00 $80,478 $67,601
0.00
0.00

4

o

Je> 1o/
r«< *

$0
$0
$0
$0
SO

$0
$0
$0
$0
?

0

[N ]
o <
L w
o o .
T O weaS
Sa 5 29, <
D, - <Io=0o
ocxc4inao - <CLL
o_. - atTa=>=
A<l L=
— =0, —=
SAULI—O<TLu i
SSTAT X O
ATETNLLR
=050 <<t
AMnWBGSNTTG

OO ODOOODOLNOHOOD
N — OO CHO—IANIANIOND <+
- <tt<1LOLOLOLOLOLO
OO OOOOOOD



april 27, 1981

FY 1981 MUNICIPAL REVENUE SHAKING ENTITLEMENTS (#2)
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FY 1981 MUNICIPAL REVENUE SHARING ENTITLEMENTS (#2)

TOTAL ENTITLEMENT
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PUBLIC ROAD ICE ROAD HOSPITAL HEALTH FACILITIES HOSPI

“KEY™ commuwer* 1y MILES MILES ENTITLEMENT ENTITLEMENT « . CONST.
5300 FORT YUKON 16.48 0.00 so . $0
5310 FORTUNA LEDGE 5.00 0.00 SO0 $5,353
5320 GAMOELL 0.00 0.00 SO0 SO0
5330 GOLOVIN 0.00 0.00 $0 $5,553
5340 GOODNEWS- BAY 0.00 0.00 SO $0
5350 GRAYLING 0.00 0.00 SO $0
5360 HOLY CROSS 4.00 0.00 SO $5,553
5370 HOOPER BAY 0.00 0.00 SO $0
5380 HOUS"I ON 30.75 0.00 $0 $0
5390 HUGHES 5.00 0.00 $0 SO0
5400 HUSLIA 17.70 0.00 so $5,553
5410 KACHEMAK 0.00 0.00 $0 $0
5420 KAKTOVIK 0.00 0.00 $0 $0
5430 KALTAG 2.00 0.00 $0 $0
5440 KASAAN 0.00 0.00 SO SO
5460 KI ANA 0.00 0.00 Sso $0
5470 KIVALINA 0.00 0.00 SO $0
5480 KOBUK 4.00 0.00 SO0 SO
5490 KOTLIK 0.00 0.00 $0 $5,353
5500 KOTZEBUE 15.52 3.50 $0 SO
5510 KOYUK 0.00 0.00 $0 $0
5520 KOYUKUK 1.50 0.00 SO $5,553
5530 KUPREANOF 0.00 0.00 $0 SO
5540 KWETHLUK 0.00 0.00 SO $5,353
5550 LARSEN BAY 0.00 0.00 $0 SO
5555 LOWER KALSKAG 2.60 40°.00 $0 $3,553
5560 MANOKOTAK 0.43 0.00 SO $5,159
5570 MCGRATH 10.95 0.00 SO $5,553
5580 MEKORYUK 0.00 0.00 so $5,353
5590 MOUNTAIN VILLAGE 0.00 0.,00 SO $0
5600 NAPAKIAK 2.48 0.00 SO $5,353
5610 MARASKIAK 0.00 0.00 SO $5,353
5620 NEWHALEN 0.00 0.00 SO S3,159
5630 NEW STUYAHOK 0.00 0.00 SO $5,159
5640 NEWTOK 0.00 0.00 SO $3,353
5650 NIGHTMUTE 1.00 0.00 $0 $5,353

FY 1921 MUNICIPAL REVENUE SHARING ENTITLEMENTS (#2) april 27, 1921
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t<ueu jINAL.AKLKT 9.22 '0.00 $0 £5,553

FY 1981 MUNICIPAL REVENUE SHARING ENTITLEMENTS <#2> april 27, 1931
TOTAL ENTITLEMENT = $51,900,000
PUBLIC ROAD  ICE ROAD  HOSPITAL  HEALTH FACILITIES  HOSPT
KEY  COMMUNITY MILES MILES ENTITLEMENT — ENTITLEMENT - CONST. |
6030 UPPER KALSKAG 50 .
2040 WAINWRIGNIT 0:00 K 4 50
2050 WALES 0:00 0700 50 9
8080 WASTLLA R 000 e £4.15]
2070 WHIE - MOUNTAIN il 0°00 fo 50
240 BATHEE anens 0l 008 30 ELOI0 m i
8100 NATIVE VILI ACE GOVT 0°00 0:00 £o £o $|-r}7o,<'
TOTAL $1.682.026  $1241800 £8y072,

9,073, @



SUMMARY OF MAJOR CHANGES IN
THE NATIONAL HEALTH PLANNING AND RESOURCES DEVELOPMENT PROGRAM
FROM ENACTMENT OF THE HEALTH PLANNING AND RESOURCES DEVELOPMENT AMENDMENTS

OF 1979 (Public Law 96-79) ON OCTOBER 4, 1979

The Health Planning and Resources Development Amendments of 1979 amend Titles XV
and XVI of the Public Health Service Act and extend for 3 years the health
planning program begun by P.L. 93-641 enacted on January 4, 1975. The amendments
authorize appropriations of 8267 million in fiscal 1980, 8354 million in 1981 and
8416 million in 1982, a total of 81.04 billion.

Title XV (National Health Planning and Development) 1is administered by the Bureau
of Health Planning, Health Resources Administration, and Title XVI (Health
Resources Development) by the Bureau of Health Facilities, HRA. The Administration
is one of the six agencies of the Public Health Service of the U.S. Department of
Health, Education, and Welfare. The two bureaus are located at 37U0 East-West
Highway, Hyattsville, Maryland 20782.

Contacts:

Title XV, Bureau of Health Planning, Frances Dearman (301) 436-6110
Title XVI, Bureau of Health Facilities, Dorothy Bailey, (301) 436-8988

October 11, 1979



TITLE XV NATIONAL HEALTH PLANNING AND DEVELOPMENT

ADMINISTERED BY BUREAU OF HEALTH PLANNING

National Guidelines for Health Planning (Section 1501)

The Department of Health, Education, and Welfare (HEW) must annually review
the goals and standards of the National Guidelines for Health Planning as

well as the plans of the Health Systems Agencies (HSA) and State Health
Planning and Development Agencies (SHPDA) and on the basis of the findings,
revise the National Guidelines. The HSAs, SHPDAs and Statewide Health
Coordinating Councils (SHCC) must be consulted at least 45 days prior to

their 1issuance or revision. Relying on data HSAs and SHPDAs must supply,

HEW may collect and make public data on whether the health care delivery
systems are changing to meet the standards and goals in the Guidelines and the
resources required to meet the goals.

The standards promulgated as part of the National Guidelines must reflect

the unique circumstances and needs of medically underserved populations
including isolated rural communities.

National Health Priorities, National Council (Section 1502)

The list of National Health Priorities is lengthened from 11 to 17, more
emphasis is placed on cost containment and a new section is added on the role
of competition in the allocation of health services. New priorities concern:

— identification and discontinuance of unneeded or duplicate services and
facilities;

— cost containment through technology, more appropriate use of resources and
increased efficiency;

— deinstitutionalization of improperly placed mental patients and improved, care
for the institutionalized;

— emphasis on outpatient mental health care;

— promotion of health prevention and treatment including emotional and psychological
components of care; ~nd

— development and use of cost-saving technology.

Also added as a priotity 1is strengthening of competition where it can appropriately
advance quality assurance, cost effectiveness and access to care.



Council: The National Council on Health Planning and Development

is expanded from 15 to 20 members. The number of nonprovider members
is increased from 5 to 8 and the representation of urban and rural
medically underserved populations is required. At least one hospital
representative is required. The Assistant Secretary of Agriculture for
Rural Development is added as a nonvoting, ex”officio member.

Healths Service Areas (Section 1511)

Procedures for review and revision of health service area boundaries are
changed. A review can be initiated by HEW, a Governor or HSA. The boundaries
may be revised if HEW finds they no longer meet the requirements of the law or
that the proposed boundaries meet them more appropriately. Within one year of
enactment of the amendments, HEW must publish regulations listing criteria for
revisions.

The Commonwealth of Puerto Rico is added to the jurisdictions where the State
agency, under Section 1536, may perform the functions of the HSA.

Health Systems Agency Governing Body (Section 1512)

The amendments provide that the governing board of a public HSA must appoint
the members of its governing body for health planning. Under the amendments
the governing board of a public HSA rather than the separate governing body
for health planning 1is responsible for personnel policies and budget unless
it specifically delegates the responsibility.

Consumer members of an HSA governing board no longer are required to have been
consumers for 12 months prior to appointment. The language requiring them to

be "broadly representative” of the composition of the area®3 population has

been deleted. The new language requires consumers to be jhroadly representative
of the health service area” and to include representatives of the principal
social, economic, linguistic, handicapped and racial populations and of
geographic areas of the health service area.

Providers can now serve on HSA governing bodies where they live or where they
work. The proportion of direct providers among the provider minority is
increased from one-third to one-half and at least one direct provider must be
engaged in the administration of a hospital.

Governmental representatives other than elected officials must be appointees
of units of general purpose local government.



The proportion of nonmetropolitan representation must be "at least equal to the
nonmetropolitan proportion of the population of the area."™ Persons knowledgeable
about mental health must be included on the governing body.

A consumer majority is required for all subcommittees or advisory bodies
appointed by an HSA governing board or executive committee.

A new section requires broad participation in governing body selection by
residents of the area served. The process developed by each agency must
prohibit selection of more than one-half of the members by the governing
body itself. The same requirements apply to subarea council selection if
the subarea council selects one or more members of the governing body.

If a governing body has more than 30 members, the required size of its
executive committee is changed from "not more than 25" to "not less than
10 nor more than 30."

A new section requires each HSA to have a program of technical support of
governing body members, executive committee members and members of entities
appointed by these groups. At least one staff person is to be responsible

for providing information and technical assistance to governing body members
particularly consumers. Minimum areas of staff expertise are expanded to
include financial and economic analysis, prevention of disease and other health
matters, and development and use of health and mental health resources.

A new subsection deals with conflict of interest for members of governing
bodies, executive committees or other HSA entities. They are prohibited from
voting on matters involving any individual or entity with which a member has
had "any substantial ownership, employment, medical staff, fiduciary,
contractual, creditor or consultative relationship”™ currently or in the
preceding 12 months. Written disclosure and public announcement of conflicts
are required at meetings during which actions are taken.

Revised language absolves an HSA from liability for damage when a governing
body member or employee acts within the scope of his duty with reasonable
care and without malice.

Provisions are changed to allow closed meetings and records when the board
determines that discussions about an employee ® performance or salary would
constitute an unwarranted invasion of personal privacy. Meetings also may
be closed when information relating to a judicial proceeding involving the
agency might be disclosed.

HSA governing body membership must now include individuals who are knowledgeable
about mental health services (including substance abuse).



Health Systems Plan, Annual Implementation Plan, PUFF, (Section 1513)

Lobbying: New language prohibits an HSA from hiring a lobbyist.

Health Systems Sian and Annual Implementation Plan: The review ?ud revision,
of the Health Systems Plan are changed from an annual to a trienn. ~1 process,
allowing more time for implementation. An HSA must establish the Health
Systems Plan in a format determined by the SHCC in consultation with the
State agency and HSAs, The description of a "healthful environment””is to be
"primarily with regard to health carg equipment and to health services
provided by health care institutions, health care facilities and other
providers of health care and other health resources.””

The Health Systems Plan must include goals for the delivery of mental health
services.

The goals of the Health Systems Plan are to be responsive ftr, statewide needs
but no longer are required to be consistent with the National Guidelines.
The plan must describe the institutional health services needed to provide
for the well-being of persons in the area and must ulso describe the number
and type of resources needed to meet the plan goals plus the extent to which
new facilities need to be constructed or existing ones need modernization,
.discontinuance or conversion.

The procedural requirements for the Health Systems Plan also apply to the
establishment, review and amendment of the Annual Implementation Plan.

Coordination: Examples of other regional planning bodies with which an HSA
must coordinate activities are agencies concerned with aging, alcohol abuse,
drug abuse and mental health. Coordination is required with rate review bodies.

New language describes coordination among HSAs within a Standard Metropolitan
Statistical Area and requires HEW to issue regulations for sharing of HSA data
with Indian Tribes.

Proposed Uses of Federal Funds: A number of changes are made in the review of
Proposed Uses of Federal Funds (PUFF). Direct funding of entities other than
State government is usually subject to HSA review while direct funding to State
government 1is reviewed only if its impact o». health resources occurs solely in
the Agency"s health service area. Federal funds made available by a State to a
third party are now reviewable not only under the allotment programs but also
under grants or contracts to State government.

An attempt is made to clarify HSA review of research and training funding.
Training funds would be reviewed only if they made a significant change in
health services available in the health service area. Research funds would
be reviewable only if they would change significantly the delivery of health
services or the distribution of available health resources in the area.

In the case of Federal funds made available by a State to a third party, a
Governor must allow 60 days for HSA review. |If the Governor decides to make
funds available despite a negative HSA finding, the HSA and SHPDA must be
provided with a detailed statement of the reasons.



Appropriateness: The requirement for review of appropriateness of "all
institutional health services™ 1is narrowed to "at least” those institutional
and home health services for which goals have been set in the State Health
Plan. In an appropriateness review, the minimum considerations are
"accessibility and availability, financial viability, cost effectiveness,
and quality of service provided."

Hospital Charges; To aid consumers in making informed choices, a new provision
requires each HSA to collect annually on forms developed with the State the
charges for the State®s 25 most frequently used hospital services. The charges
must include average rates for private and semiprivate rooms. The information
must be made available in easily understandable form for public inspection and
copying.

Designation ofHealth Systems Agencies (Section 1515)

The maximum duration of a  full designation agreement 1is extended from 12months
to 36 months. HEW may terminate the agreement with a nonperforming HSA but
must first consult with the Governor and the SHCC; give notice of intent to
terminate, listing steps that could be taken to comply; provide an opportunity
for a hearing- and consult with the National Council.

HEW may return a nonperforming HSA to conditionally designated statusfor not
more than 12 months if the agency is given notice and an opporcunity for a
hearing. Before renewing a full designation agreement, HEW must provide the
State agency with an opportunity to comment on the HSA"s performance and to
recommend whether or not the HSA should be renewed as well as stating any
conditions the State agency believes should be attached to the renewal.

In terminating an HSA, HEW may choose to continue its operation until a new
designation agreement 1is in effect. It must provide the terminating agency
an opportunity to settle its affairs.

HSA Planning Grants (Section 1516)

The amendments provide for carryover of grant funds for one more year beyond
that in which they are made available. The funding formula is changed in
several respects. The maximum base grant is the lesser of $0.60 per capita
or $3,750,000. The minimum base grant is a sliding scale of $225,000 for
fiscal 1980; $245,000 for fiscal 1981; and $260,000 for a succeeding year.



HEW is authorized to retain an amount not to exceed 5 percent of the appropriation
to supplement grants to meet extraordinary expenses, such as those related to
bi-State status, large underserved populations and large geographic areas or to
assist an agency in improving its performance as a result of the development and
implementation of innovative planning mechanisms. The grant amount may be

reduced if not needed by the Agency.

Non-Federal funds may be matched by: (1) an amount equal to the non-Federal
funds (2) $200,000 or (3) $0.25 per capita, whichever is less.

State Agency Designation (Section 1521)

The period of conditional designation may be extended beyond 36 months if HEW
finds the State agency is making "a good faith effort™ to comply with its
required functions.

The penalties for a State failing to have its agency qualify for full designation
have been extensively revised and the effective dates changed. During the first
year of noncompliance, HEW will withhold 25 percent of Federal funds. The
percentage”rises to 50 percent in the second year, and 75 percent in the third
with a complete cutoff in the fourth year.

September 30, 1980, is the earliest date for compliance but the deadline will
be later for many States depending on when their legislatures meet.

The period of a full designation agreement is extended from 12 to 36 months.
If HEW decides to terminate a State agency agreement, the Department must
consult with the SHCC; notify the agency, explaining the decision and listing
corrective actions required; provide an opportunity for a hearing; and consult
with the National Council.

Before renewing a State agency designation agreement, HEW must provide each HSA
and the SHCC with an opportunity to comment and recommend renewal or nonrenewal.
If it is not performing satisfactorily, a State agency may be returned to
conditionally designated status for up to 12 months.

State Health Planning and Development functions (Section 1523)

A new function, the determination of statewide health needs, 1is given to the
State agency. In developing these needs, the agency is to consult with the
SHCC and to solicit written recommendations from the State health authority,
the State mental health authority and other agencies designated by the Governor.

The development of the preliminary State Health Plan and review of the Health
Systems Plan is changed from an annual to a triennial process. In reviewing
Health Systems Plans, the State agency 1is required to make them available to



the State health authority, the State mental health authority and other State
agencies specified by the Governor. It also is to solicit written recommenda—
tions concerning the goals and resource requirements in Health Systems Plans.

As another new function, the State agency must prepare an inventory of health
care facilities, evaluate their physical condition and report the results to

HSAs for their use. The requirement for a separate State Medical Facilities

Plan is deleted.

Statewide Health Coordinating Council (Section 1524)

HSA representation required on the SHCC will vary with the number of HSAs in
the State. |If there are ten or fewer HSAs, each is entitled to two represen—
tatives. If there are more than ten, each is entitled to one representative.
Each HSA 1is to submit to the Governor a list of at least twice as many
representatives as it is entitled to. In the case of bi-State HSAs,
representation on the SHCC will be based on the proportion that the population
of the bi-State area living in the State bears to the population of the largest
health service area in the State, with a minimum of one representative assured.

Not less than cne-half the providers on the SHCC must be direct providers.
If there are rural and urban medically underserved populations in a State,
they must be represented on the SHCC. The Governor 1is giTen the option of
selectir”™, with legislative advice and consent, the chairman of the SHCC from

among its members. If the Governor does not act, the SHCC can select its
own chairman.

The SHCC 1is given responsibility for establishing in consultation with the
HSAs and the State agency, a uniform format for the Health Systems Plan. It
also reviews and coordinates the Health Systems Plans triennially and the
Annual Implementation Plans annually. The State Health Plan also 1is prepared
triennially. It must Include a description of the institutional health
services needed in the State, describe the number and type of resources
available and those in need of modernization, closure and conversion.

New language seeks to integrate mental health, alcohol and drug abuse into the
State health planning process and requires the health plans in these areas to
be consistent with the State Health Plan.

As approved by the SHCC, the State Health Plan does not become effective until it
is approved by the Governor. The Governor can disapprove the plan only if he
determines it does not effectively meet the statement of health needs as developed
by the State agency.

In a change in the review of uses of Federal funds function, the SHCC is given
authority to review and recommend approval or disapproval of applications for
certain Federal health funds submitted by the State government which is carried

out in more than one health service area. If the SHCC recommends disapproval of

a plan or application. HEW, after finding that the proposed use 1is not in conformity
with the State Health Plan, may not make funds available. The Governor must be

allowed 30 days to submit a revised plan or application that conforms with the
State Health Plan.

The SHCC is extended the same immunity from damages as the HSA board and plLaced
under the same conflict of interest requirements.



Grants for State Health Planning and Development (Section 1525)

Amendments permit one year carryover of grant funds.

Grants for Rate Regulation (Section 1526)

New language removes the limitation on the number of rate regulation demon—
stration grants to States, allows entities of State government other than
the State agency to administer the rate regulation program, and allows rate
regulation grant funds to remain available for one fiscal year after that in
which they are awarded.

Certificate of Need (Section 1527)

A new section broadens and further defines certificate of need programs.
Certificate of need decisions must be consistent with the State Health Plan
except for emergency situations. In reviewing applications, a SHPDA must make
its determination before major equipment is purchased, institutional health
services are offered or capital expenditures obligated.

The amendments limit the type of conditions that can be placed on awarding a
certificate of need. States are prohibited from attaching any condition not
related to criteria in the law or in State or Federal regulations in force
before the amendments took effect.

A State agency 1is authorized to withdraw a certificate of need if the applicant
is not adhering to its timetable or making a good faith effort.

Each certificate must specify the maximum amount of money that can be spent on
an approved project.

HMOs: Health maintenance organizations (as defined in this section or as
qualified under Section 1310 of the Public Health Service Act) are exempt

from certificate of need requirements under specified conditions. The State

may not require a certificate of need for the offering of an inpatient health
service, the acquisition of major equipment, or obligation of capital expenditures
by health maintenance organizations if:

— the HMO meets the definition under this law;

— the HMO (or a combination of HMOsS) has an enrollment of atleast 50,000
individuals;
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— the facility in which the service will be provided is reasonably accessible
to members; and

— at least 75 percent of the patients who can be reasonably expected to receive
the service will be individuals enrolled with the HMO (or combination of
HMOs) .

Certificate of need applications from other health maintenance organizations
must be approved if the State agency finds that approval is required to meet
the needs of enrollees and the health maintenance organization cannot obtain
these services or facilities within the area in a manner consistent with the
health maintenance organization concept™*

The establishment of and the outpatient facilities and services of an health
maintenance organization are exempt from certificate of need review in any case.

Safety Hazards, Licensure, Accreditation; Automatic approval is required of

any certificate of need application to comply with building and safety codes,
State licensure standards or Medicare/Medicaid certification unless the SHPDA
finds the facilities or services are unneeded or inconsistent with the State

Health Plan.

Simple Acquisitions? Special treatment also is provided for simple acquisitions
of health facilities or major medical equipment for noninstitutional uses. In
both cases, a notice stating intent to acquire and expected uses must be filed
with the SHPDA 30 days before contracts are signed. These acquisitions are
exempt from certificate of need coverage unless notice 1is not given or the

State agency finds that the acquisition will provide inappropriate bed capacity
or services.

Definitions of "capital expenditure” and "major medical equipment"” are added.
"Major medical equipment” excludes the equipment of independent clinical labs.
Congress wanted to make clear that this provision is a minimum requirement of

an acceptable certificate of need program, and that a State is permitted to

cover medical equipment acquired for use in other than inpatient settings, which
costs less than $150,000, or which 1is acquired by a clinical laboratory. Although
States would be prohibited from changing their law to go beyond the minimum
requirements after September 30, 1982, no State which had imposed additional
requirements before that date would be required to alter those requirements.

11



Definitions (Section 1531)

"Indirect provider™ is no longer a separate category but included under "direct
providers." This term is broadened to include persons who: have a fiduciary
interest in health c.are delivery, research, health manpower instruction and

drug production; receive directly or through their spouse more than 20 percent
of their gross income from health care; or are members of the immediate families
of persons in these categories. An ixidividual will not be considered a provider
solely because of membership on the governing board of a health care institution
or drug or equipment producer.

The definition of "institutional health services””is altered to include services
which are provided through designated facilities and those to be defined in HEW
regulations and which entail an annual operating cost of at least $75,000. The
$75,000 figure may be adjusted upward after 12 months at the discretion of a
State to reflect inflation.

Criteria and Procedures for Reviews (Section 1532)

Extensive statutory requirements relating to review procedures are added.
They include requirements for administrative and judicial reviews, timely
notification and those related to failure to complete review in a timely manner,

"Batched review"™ of all similar certificate of need applications 1is required

at both the State agency and HSA level at least twice a year. Batching enables
planning agencies to review simultaneously applications proposing similar
services and to evaluate them on the basis of relative need.

Factors to be considered in the development of criteria for review are expanded
to include: the effects of the service on the needs for clinical training in
the area; the access that health profession schools will have to services for
teaching; and the accessibility of the services to all residents of the service
area. Other factors include the efficiency and appropriateness of the use of
existing services and facilities, and quality of care provided by the applicant
in the past.

12



TITLE XVI HEALTH RESOURCES DEVELOPMENT

ADMINISTERED BY THE BUREAU OF HEALTH FACILITIES

State Allotments and State Medical Facilities Plans

In amending Title XVI, Congress targeted resources to meet special needs
ranging from excess inpatient hospital capacity to the unmet primary care
needs of the urban and rural poor. These needs are defined by conditions,
not by State or other geographic boundary lines. Thus, Congress repealed
the allotment grants to States which originally existed in Title XVI to aid
facilities construction. Congress also repealed the requirement for a
separate, HEW-approved State Medical Facilities Plan. Previously, the

State Medical Facilities Plan existed as a framework which had to be approved
before allotments could be made for facility construction and aid. In the
amendments, Congress intends to integrate facilities planning as part of the
State Health Plan produced by each State®"s SHCC.

Loan and Loan Guarantee Program (Sections 1601-2)

Congress centralized the loan and loan guarantee program by requiring that all
applications under this program be submitted directly to HEW for approval.
Direct loans, previously limited to public facilities, have been expanded to
nonprofit private facilities. Loan guarantees, limited before to nonprofit
private facilities, may now go to public entities as well.

Authority for loans and loan guarantees had been limited to projects for:

(1) modernization; (2) construction of new outpatient medical facilities;

(3) construction of new inpatient medical facilities in areas where population
growth has been recent and substantial; and (4) conversion projects. Now loan
and loan guarantees are also authorized for: (1) projects which will discontinue
unneeded hospital services or facilities, and (2) modernization projects which
liefore had been eligible only for special project grant money to correct safety
hazards and avoid noncompliance with licensure or accreditation standards.

Interest Subsidy: HEW may now pay up to one-half the net effective interest
rate on guaranteed loans for projects located in poverty areas. Formerly this
subsidy was limited to three percent and was not targeted to any special need areas.

Default Authority: Under the previous law, HEW did not have authority to act on
behalf of loan or loan guarantee projects which were in danger of default.
Default funds were limited to actual default procedures. The amended law
permits HEW to spend money on technical and consultative assistance to prevent
such defaults. In addition to taking title to assets used to secure loans HEW.
may now take "any other actions needed" to protect the government®s interests.
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Project Grants For Construction Modernization (Section 1610)

The amended law allows facilities to apply for loan and loan guarantees for
construction to correct safety hazards or to avoid licensure or accreditation
noncompliance. The law also now allows private nonprofit facilities to apply
for grant aid. Formerly only public facilities were eligible. To be eligible,
however, the private nonprofits must serve the same patient population as
would public facilities (i.e., the same proportion of patients unable to pay
for services) and, further, must show that without a grant there would be a
disruption of health care services to low income individuals.

New Project Grants: Congress addressed the special needs of medically
underserved areas by establishing a new grant program. The grants would be
available to public or private nonprofit facilities for construction of out—
patient facilities or conversion of inpatient to outpatient or long-term
care facilities in underserved areas.

Funds for this program are authorized starting in fiscal 1981.

Discontinuance and Conversion (Sections 1641-2)

A new program of grants for voluntary discontinuance and conversion of
unneeded hospital services is authorized effective April 1, 1980. Congress
intended ic to be a demonstration program to help combat the escalating
cost of inpatient hospital care. It also is intended to strengthen health
care delivery through conversion of hospital capacity to less expensive

and more appropriate services.

Grants may be awarded for liquidation of debt in case of closure; planning,
development and delivery of another service in case of conversion; termination
payland retraining and re-employment costs for displaced hospital personnel.

Applications for grants must be reviewed by the local HSA, which recommends
approval or disapproval, and forwarded to the State agency which reviews and
makes its recommendation to HEW. The HSAs and SHPDAs are to determine the
need for discontinuance or conversion of a service or facility and give
special attention to needs and access patterns of poverty populations. HEW
may not override a State agency recommendation for disapproval but may
disapprove a recommendation for discontinuance or conversion if it determines
the project would not reduce health care costs.

The Department of Labor must review applications and certify that any proposed
project protects the rights and vested interests of affected employees of the
hospital.
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Grants also are authorized to SHPDAs to assist in the reduction of excess
hospital capacity. Funds are authorized to assist State agencies in:
identifying excess hospital capacity; developing programs to reduce excess
capacity to lower health care costs; developing means to overcome barriers
to reduction of excess capacity; and carrying out programs to decertify
nonappropriate facilities serving densely populated areas and for poverty
area outpatient services.

Enforcement of Assurances: The amendments reinforce the intent of Congress
that facilities adhere to the uncompensated care and community service parts
of the law. Facilities which received Federal aid under either Title VI
(Hill-Burton) or XVl were required to give assurances that they would provide
a certain amount of uncompensated care to those unable to pay and to provide
care without discrimination to community residents. The obligations apply

to more than 5,000 hospitals, nursing homes and other pedical facilities.

Periodic reports by facilities of compliance with the law are required under
the amendments.



Technical
Centers (Sec. 1534)

AUTHORIZATIONS FOR APPROPRIATIONS ($ MILLIONS)

HEALTH PLANNING AND RESOURCES DEVELOPMENT AMENDMENTS OF 1979

FY 1980 FY 1981 FY 1932

HSA Planning Grants (Sec. 1516) $150 $165 $185
State Agency Grants (Sec. 1525) 35 40 45
Technical Assistance/Health Planning Centers 6 8 10
Rate Reviews (Sec. 1526) 6 6 6
Area Development Funds (Sec. 1640) - 20 30
Facilities Project Grants (Sec. *610) 40- 50 50
Outpatient Facilities (Sec. 1610) - 15 15
Closure/Conversion Grants (Sec. 1643-44) 30 50 75

TOTALS $267 $354 $416

HEALTH PLANNING AND DEVELOPMENT BUDGET HISTORY
FY 1978-80

(Millions)

Appropriations

1978 1979 1980
HSA Planning Grants (Sec. 1511) 107.0 107.0 1247
State Agency Grants (Sec. 1525) 29.5 29.5 32.0
Assistance/Health Planning 6.5 6.5 1.0
Rate Reviews (Sec. 1526) 2.0 2.0
Ares Development Funds (Sec. 1640) -
Facilities Project Grants (Sec. 1625) - -
Outpatient Facilities (Sec. 1625) - -
Closure/Conversi®on Grants (Sec. 1644 & 1643) - 30.0
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Russ Hereford
72

With Congress divided over how-
and whether- to address the rising
cost of health care, states have taken
the lead in fashioning solutions.

T he defeat of President Carter’s hospital cost

containment legislation in the House of Represen-
tatives underscores the difficult task facingi those who seek
to curb the high rate of inflation in health care. It also
reemphasizes the key role which states must continue to
play in the nation’s health cost crisis. The role isnot a new
one for the states; in fact, they have taken the lead in
developing solutions to the problem.

Although the health care cost problem has not disap-
peared (during the 12 months ending last March, the
nation’s health expenditures rose 133 percent to 1986
billion dollars), actions undertaken in some states appear
to have had a major impact ori health expenditures. For
example, in the eight states that would have been exempted
from federal controls under the Administration’s bill—
because they were already operatin% mandatory hospital
cost containment programs— 1978 hospital expenses per
admission increased at a rate less than three-fourths that of
the other 42 states.

Why States?

States appear to be the most appropriate level at which
rising health costs can be controlled. State legislators and
state government arc affected by rising health costs in a
variety of ways. As purchasers of health care for the needy
through Medicaid, states (and, in nine states, local govern-
ment) contributed over $8 billion to thisjoint federal-state
program in 1978 States spent another $1 billion for the
poor who are not eligible for Medicaid and for benefits not
covered by federal matching funds. In addition, state
governments arc major employers who contribute to the
cost of health insurance premiums for their employees.
The growing burden placed on constituents to finance the
increased cost of health programs leaves legislators with
the unpleasant dilemma of either raising taxes to cover in-
creased costs or reducing services to keep health costs
within budget.

[laving responsibility for the state’seconomic environ-
ment, legislators face demands from both industry and
labor. Businesses express concern over their ability to re-
main competitive and still generate sufficient profits for
future capital investment in the face of the growing costs of
health benefits for their workers. At the same time,
workers are increasingly frustrated as they forego real in-
creases in their standard of living, or improvements in
health benefit coverage, mercty to maintain their current
level of benefits.

State level control of health care costs should be en-
couraged for a number of reasons. The protection of



Health Care Costs

public health has traditionally been within the recognized
police powers of the states. (It isinteresting to note that the
U.sS. DeBartment of Health, Education and Welfare was
not established until 1953) As financiers and re%ulators of
health care, and through the delivery of public health ser-
vices, state government has a long history of involvement
in health activities.

““States have responded to the
problem with a number of
innovative programs. Some
particularly interesting ones are in
the fields of hospital cost
containment, alternatives to
institutional care, and health
planning. 1

States are in the best position to view the operation of
health programs within the context of statewide priorities
and resources. The ability to consider the unique features
of a m rticular state, especially its health care delivery
system, when designing a cost containment program best
assures that the legitimate concerns of all interested parties
will be addressed.

It is at the state level that many health-related programs
are regulated. The complementary nature of these ac-
tivities can give extra clout to cost containment efforts:
Certificate of need programs arc operated by the states;
states administer the Medicaid program; health care
Froviders, such as physicians, nurses, and hospitals, arc
icensed by state government; the insurance industry is
regulated at the state level. Through coordination of these
and other regulatory programs, acomprehensive, system-
wide cost containment approach can be implemented.

At the same time, states offer the opportunity for ex-
perimentation on various approaches to health care cost
control. Cost containment isa new art, not an established
science. States have the opportunity to develop and imple-
ment innovative approaches to health care cost contain-
ment whic.j may later be adopted by other states or the
fcderu® government.

~Finally, given their major financial stake as a health care
financing agency, states have a vested interest in seeing that
cost containment programs work.

State Responses

States have responded to the problem of rapidly rising
health care costs with a number of innovative programs.
Some particularly interesting approaches are in the fields
of hospital cost containment, alternatives to institutional
care, and health planning.

Hospital Cost Containment Programs: Eighteen states
have enacted some type of legislation designed to control
hospital costs. These programs vary widely in scope, struc-
ture and procedure, from simple disclosure statutes to pro-
grams requiring state review and approval of hospital rates
and charges.

The programs regulating rates and charges anear to
have been quite successful in controlling hospital cost in-
creases. For example, the effectiveness of the mandatory
stale programs was recognized by the Carter Administra-
tion when it chose to exempt them from federal controls
gn||der the Administration’s proposed cost containment

ill.

State rate review programs have one major feature in
common. They revise one of the inflationary incentives
built into the hospital payment system: retrospectivercim-
burscmenl. Under the Medicarcand Medicaid programs in
most states, and under many Blue Cross plans, hospitals
are paid after the fact on the basis of costs incurred in
treating a patient. This retrospective, cost-plus system con-
tains no incentives to hospitals for cost control. In reality,
the incentive is to increase costs, since higher costs will
result in increased hospital revenue. Even unnecessary ser-
vices will lead to additional 'neoine.

To counter this inflationary incentive, state ratc-aeiting
programs determine ahead of time the rates which
nospitals may charge. Under such a prospective reimburse-
ment system, hospitals know in advance the amount of
money they will receive for treating patients. In effect this
requires hospitals to hold their costs within a predeter-
mined budget, and instills an element of financial manage-
ment into hospital operations.

Maryland established one such program in 1971 After
an initial developmental period, the Maryland Health Ser-
vices Cost Review Commission began setting rates in 1974
In 1977, HEW ’s Health Care Financing Administration,
on an experimental basis, agreed to permit the Maryland
Commission to set rates for the Medicare program—an
agreement that made Maryland the first state agency in the
country to set rates for all payers. More recently, Medicare
waivers have also been granted for experimental programs
in Washington, New Jersey and western PennsKIvania.
Senate Majority Leader Rosalie Abrams played a key role
in the enactment of the legislation and continues to be
pleased with the law. According to Senator Abrams, “The
commission has demonstrated its effectiveness in contain-
ing the rise in hospital costs in Maryland, where the rate of



increase is certainly more rational than in the rest of the
country. It is not state rate review alone, however, that is
achieving this effect. One essential ingredient of the legisla-
tion was a requirement that a uniform accounting system
beadopted. This has forced hospitals to examine their own
budgets and has made them more cost conscious.”

While astate body sets rates in Maryland, Wisconsin has
vested rate review authority in a 20 member committee
composed of representatives of the State, the Wisconsin
Hospital Association, and Blue Cross of Wisconsin. The

(Kcprimed wiih permission)

methodology for rate setting was developed by the Depart-
ment of Health and Social Services, but actual analysis
is performed by Blue Cross. Representative Joseph
Czerwinski, Chairman of the Assembly Health and Ser-
vices Committee reports that, “The ratcrcvicw process ap-
pears to be working well, although wc are still only in the
developmental stage.” Representative Czerwinski agrees
with Senator Abrams that hospitals have become more
cost conscious since the program began. “We do have to be
satisfied that any one making a decision on hospital costs
—a hospital adminrsi-aior talking to a dietary expert or to
a physician who wants a CAT scanner—is thinking about
the fact that he will have to go before a rate review commit-
tee, and justify that position in public,” Czerwinski says.
“That exercise makes hospital administrators much more
conscious of the cost implications of their decisions.”

Alternatives to Institutional Cure: While much attention
nationally has been focused on controlling hospital costs,
an even more serious problem for the states is long-term
care. This segment now takes the largest portion of the
average state’s Medicaid budget—39 percent, or over $7
billion nationally.

It appears that long-term care will continue to beamajor
financial burden on state governments. The size of the na-
tion’s elderiy population will continue to grow. It is
estimated that by the year 2015, almost 40 million people
will be over 65 versus 24 million in 1978, And it appears
that reliefwill not be forthcomingshould anational health
insurance plan be enacted: No national health insurance
proposal now under consideration in Congress would
reduce the stales’ role in financing long-term care. A
number of the proposals would place additional funding
responsibilities on state government.

One cannot consider alternatives to institutional care as
a purely fiscal issue. Few people disagree that patients are
happier when they are able to remain at home with family
or friends rather than be placed in a nursing home. Unfor-
tunately, the Ion%—term care funding programs—primarily
Medicaid—are heavily biased towards expensive insitu-
tions rather than at-home care. At the same time,
community-based delivery systems are lacking or woefully
inadequate in many places. Several states, however, have
initiated actions to rectify this situation.

One such effort has recently been undertaken in New
York through the enactment of the “Nursing Home
without Walls” program in 1977. Thcauthorof the legisla-
tion establishing the program, Senate Health Committee
Chairman Tarky Lombardi, Jr., explains, “This program
isdesigned to provide nursing-home level care to personsin
their own home. We expect it to have several henefits: We
should find happier patients recovering more rapidly
under a managed, coordinated program of care provided
athome. This program will also obviate the need for con-
struction of more Ion% term care facilities. It should free
acute hospital beds for sicker patients, or permit the
closing of excess hospital beds that had been tilled with
patients who need nursing home—not acute hospital—
care. Wc have found that almost 4,000 Medicaid benefi-
ciaries arc in our hospitals awaiting long term care place-
ment at an average monthly cost in excess of $6,000. We
have been able to serve patients under the Nursing Home
without Walls program foran average of $785 permonth.”
Senator Lombardi is also quick to emphasize that the pro-
gram has an important quality of life aspect. “Asjust ouc
example, one of the persons served under this program is a
93-year-old woman with a heart condition who is able to
stay home and supervise her 72-year-old mentally retarded
daughter.” . .

Health Planning: Anoversupply of hospital beds and in-
efficient utilization of available services have also been
major contributors to health inflation. The problem is not
a small one. The Department of Health, Education and
Welfare has estimated thatapproximately 130,000hospital
beds could be eliminated without affecting quality of care.
An analysis of health costs in Michigan determined that
over 16percent of the state’s bed supply was surplus.
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Excessive supply contributes to high costs in at least two
major ways. First, empty beds arc expensive to maintain.
Although the exact cost has never been determined,
estimates place it between 50and 75 percent of the cost ofa
full bed. Second, given the expense of maintaining an
empty bed, physicians and hospitals are encouraged to fill
empty beds in order to generate revenue. This can result in
unnecessary admissions and excessive stays in the hospital.

““Obviously, the interest of state
legislators in health care issues
extends beyond cost containment.
Other unmet needs are readily
apparent... Resolution of these
problems, however, is intimately
related to cost containment. Few
public officials will look favorably
at efforts to expand government 3
financial stake in the health care
delivery system until they rest
assured that the high rate of
inflation in that system isunder
control.””

To deal with the problem of ovcrsupply of beds and ser-
vices, and to prevent future unnecessary construction,
New York enacted legislation in 1964 to establish the na-
tion’s first certificate of need program. Certificate of need
isa mechanism to require prior state approval of hospital
capital expenditures and construction; the primary deter-
mining factor in the approval process is the need for a pro-
posed new service or facility. By the early 1970's, more than
nalfof the state legislatures had enacted laws establishing a
certificate of need program. Ten years after New York’sac-
tion, the federal government adopted the concept in the
National Health Planning and Resources Development
Act, requiring that states must have an approved cer-
tificate of need program in order to be eligible for federal
funds under such programs as the Public Health Service
Act.

Some states, however, have gone beyond a simple cer-
tificate of need program. In 1978 Michigan enacted
legislation establishing a mechanism for reducing that
state's surplus of hospital beds. The legislation, which
grew out of ajoint public/private cost containment coali ¢
tion, identifies health service areas with surplus beds. The
local Health Systems Agency is responsible for developing
a hospital specific plan for closing the excess beds. After
the state has approved the USA’s bed reduction plan, the
State Department of Public Health isprohibited from issu-
ing acertificate of need inconsistent with the bed reduction
plan, or to a facilit?/ out of conformity with the plan.
Michigan hopes to eliminate 3,800 excess beds during the
first five years of the law.

In addition to controlling the supply of hospitals and in-
stitutions, certificate of need provides a mechanism for
assuring that exh)ensive new technologies, such as kidney
dialysis or open heart surgery, are distributed according to
need. An example of a high cost technology that has
recently been introduuced is computerized axial
tomography, or CAT scanning. This process regresents a
tremendous advance in medical diagnostic capability; it is
so significant that its inventors were awarded the 1979
Nobel Prize for Medicine. While virtually every hospital
might like its own CAT scanner, and every patient might
like to have one in the the local hospital, the machine costs
between one-half and three-quarters of a million dollars.
In addition a CAT scan isnot administered to most hospital
patients. The high price of such a technology and its
relatively restricted use dictate that if it is to operate in a
cost effective manner, the supply should be limited and
distributed on the basis of the public need for the service.
Accordingly, a certificate of need program might require
that the equipment perform at least 2000 CAT scans an-
nually in order to be approved.

Wisconsin has gone even further. As Representative
Czerwinski said, “Certificate of need is reactive only to
new development. In Wisconsin, wc thought it important
to look at existing services and institutions available toour
citizens. So along with certificate of need, Wisconsin has
the ability to decertify existing services which do not meet
minimum usage criteria in such areas as heart catheteriza-
tion, radiation therapy, chcmo-dialysis, renal transplants,
high risk maternal and neonatal care, and computer
tomography.” In order to permit the effective and planned
reduction of services without placing an institution in ex-
treme financial hardship, the Wisconsin Rate Review
Committee "has the ability to negotiate with the hospital
to increase its daily rate to amortize the costs of deleting
that service. While this may raise short run costs, in die
long run it should prove cost effective.”

Obviously, the health interests of state legislators extend
beyond cost containment. Even in the relatively narrow
field of health financing other unmet needs arc readily ap-
parent: expanded access to care for rural residents; protec-
tion against the catastrophic costs of a major illness; and
funding health services for the poor not covered under ex-
isting programs are among the other urgent concerns.
Resolution of these problems, however, is intricately
related to cost containment. Few public officials will
favorably view efforts to further expand government’s
financial stake in the health care delivery system until they
rest assured that the high rate of inflation in that system is
under control. Accordingly, it appears that cost contain-
ment will retain its place at the top of the nation’s health
agenda.

littss Hereford is director o f the Health Care Cost
Containment project o f the National Conference of
State Legislators.



Chapter 88. Municipal Tax Resource Equalization.

Section

10. Stale equalization of tax ronuurces Iui
local government services

If& Determination of population

20. Determination of millage
equivalent

25. Reports

rate

Effective date of chapter. — Section
17. ch. 155, SLA 1980, provides that S 1
— 12 of the act take effect on the first day
of the fiscal year for which $33.400.000 or
more is appropriated and allowed hy the
governor for distribution to municipalities
and other recipients under the provisions
om, 1—12¢fthisucloronJuly 1 1983,
whichever is earlier.
$33,500.(100 was appropriated for the

rograms for the fiscal year beginning
uly 1, 1980. The appro?natlons were
made in 88 51 and 52, ch. 120, SLA 1980,
and § 6, ch. 165, SLA 1980.

Editor's note. — Section 1. ch. 155,
SLA 1980, effective on the same day as

this chapter, provides: "It is the purpose of

sec. 2 of this act Ithis chaplerl to (1&
improve  the revenue raising an

distribution system for the henefit «r

residents of home rule and general law
municipalities hy providing for more
equitable allocation_of financial resources
among municipalities to improve their
fiicul “capacities; and (2) assure that an
municipality suffers impoverishment of
necessary public services, relative to oilier
municipalities, because of the chance
location of taxahle wealth in the state."

Section 12, ch. 155, SLA 1980, effective
on the same day us this chapter, provides:
"(a) Notwithstanding other provisions_of
secs. 1— 11 of this net, til a municipality
may r.nt receive less than 525,000 plus an
area cosl-of-living differential during the
first fiscal year in which this act is
effective; and (2L n mummgallty which
would recejve under AS 29.88, ddded hy
sec. 2 of this ad, less than 125 percent 1
the nninunl which it received lor the Ins|
fiscal year under AS 43.18.010 —
*[3.18.IM5, repealed hy sec. Il uf this act.

total of d

Section

MO Limitation on computation and use of
payments

Mb. Tax equalization account

0. Administration

mb Definitions

is, for each of the first five fiscal years
during which secs. 1 — 10 of this act are
effective, entitled to receive an amount
equal to 125 percent of the amount which
it received for the last fiscal year under the
former provisions of AS 43.18.010 —
43.18.045 in accordance with those
provisions, (b) For the first five fiscal years
uring which secs. 1— 10 of this act are
effective, in order to puy the amounts
required by (a) of thiS_ section, the
allocations ‘made by the DePartment of
Community and Regjonal Affairs to the
accounts established”in AS 29.88.035, AS
29.89.080, and AS 29.90.020 shall be

prorated by an amount which reduces the
allocation " to each account in equal
proportion, and the prorated amounts
shall be allpcated to these nccounts. (c) For
the first five fiscal yeaTs during which
secs. 1 — 10 of this act ure éffective,
payment cf an entitlement to n borough
under AS 29.88 ma){] be made to a borough
only if the borough assembly agrees to
allocate to each borough service ((lron in
liie borough at lenst the amount of money
that the service area received during_ the
lust fiscal year under the former provisions
of AS 43.18.010 — 43.18.045 in
accordance with those provisions."

Sec. 29.08.010. State equalization of tax resources for local
government services, (@) During each fiscal year the department
shall compute an equalization entitlement for local government

services provided by a taxing unit.

®

The equalization entitlement computed for a taxing unit isbased -

on the population, relative ability to generate revenue, and local tax
burden of the taxing unit and is determined hy the application of the
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formula

Entitlement = P xR

where P = population, and

R = millage rate equivalent, determined hy dividing the sum of the
locally generated revenue of the taxing unitby one-tenth ofone percent
(0.2) of the full and true value of assessed property of the taxing unit
determined under AS 29.88.020(d); however, the property value used
under this subsection may not be less thnn 15 percent of the statewide
average per capita full and true assessed property value.

(© For purposes of this section, locally generated revenue

(@ includes

(A) the actual revenue derived from the levy and collection of local
taxes in the taxing unit for local government services during the
preceding fiscal year of the taxing unit;

(B) motor vehicle payments received by the municipality during the
preceding fiscal year under AS 28.10.431;

(©) revenue from fees, rentals, leases, penalties, licenses or permits
received during the preceding fiscal year by the municipality for a
function or service over which it has control, including revenues
derived from parks and recreation services, mass transit, ofTstreet
parking, and garbage and solid waste disposal services;

(D) special assessments received during the preceding fiscal year;
and

(E) payments received by a municipality from a utilitywhich are in
place of taxes levied and collected by the municipality;

(@ excludes

(A) revenue derived from the levy and collection of municipal taxes
and appropriated for the operating expenses and debt service of
utilities;

(B) revenue from interest earned on investments and from the sale
and lease of land or equipment; and

(©) all other revenue from whatever service derived. (8 2 ch 155
SLA 1980)

Sec. 29.88.015. Determination of population, () For purposes of
this chapter, the population of a taxing unit shall be determined
annually by the latest figures of the United States Bureau of the
Census or other population data which, in the judgment of the
department, is reliable.

() The population of the taxing unit includes the population of any
military reservation which isa part of the taxing unit. (8 2ch 155SLA
1980)

Sec. 29.88.020. Determination of millage rate equivalent, (@)
The department may require a municipality to return a certification,
signed by the municipal treasurer or manager and the mayor, which
provides an estimate of the locally generated revenue received by the
municipality during the preceding fiscal year.

() By October 15 ofeach year, the department, shall make an initial
determination of the millage rate equivalent of each taxing unit to be
used for computing and distributing equalization entitlements for the
current fisaul year under this chapter. The department shall base the
initial determination on the estimates in the certification returned by
a municipality under (@) of this section.
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(c) Asearly aspossible, but not later than December 150feach year,
the department shall make a final determination of the millage rate
equivalent of each taxing unit to use to compute and distribute
equalization entitlements under this chapter. The department shall
base the determination on audits, financial statements and other
financial reports prepared and submitted by a municipality. The
department shall adjust the locally generated revenue reported by a
municipality to exclude the municipal revenue claimed by the
municipality which does not qualify for inclusion in or recognition as
locally generated revenue for local government purposes under AS
29.88.010(c)(1). The adjustment shall be made by deducting from total
revenue claimed by the municipality the amount of the department’s
estimate of revenue which is not recognized for local government
purposes.

(d) The full and true assessed property value shall be determined by
the departmentin the manner provided for the computation ofstate aid
to education under AS 14.17.140. When the determination of locally
generated revenue includes revenue of a utility received under AS

29.88.010(c)(1)(E), the full and true assessed property value shall
include the computed assessed value of the utility, determined by
dividing the amount of the payment in place of taxes_made by the
utility by the millage rat jwhich would apply to the utility if the utility
were subject to levy and collection of taxes under AS 29.53.

(e) In addition to the computation for municipalities which levy and
collect a property tux, the department shall determine an estimated
full and true assessed property value under (d) of this section for

(1) each municipality which is a school district and which does not
levy and collect a property tax;

(2) each second class city with a population of 750 or more persons;
however, a computation is not required under this paragraph more
often than once during a period of three successive calendar years; and

(3) all other second class cities, by determining the average per
capita full and true assessed property value of all cities having a
population of less than 750 persons in which an assessment has been
completed by a municipality or for which a determination is not made
under (1) or (2) of this subsection.

(f) The department shall annually compute a statewide average per
capita full and true assessed property value. (§ 2 ch 155 SLA 1980)

Sec. 29.88.025. Reports. A paymentofan equalization entitlement
may not be made to a municipality under this chapter until the
municipality has submitted its certificate of estimated revenue and its
financial report to the department for the fiscal year preceding the year
for which the equalization entitlement is sought, together with a
budget for the municipality’s current fiscal year. The financial report
shall include a listing of general revenue collected from taxes levied
and assessed by the municipality and any other revenue which, in the
opinion of the municipal officials, is eligib'e for inclusion in
computations of the locally generated revenue of the taxing unit. (§ 2
ch 155 SLA 1980)

Sec. 29.88.030. Limitation on computation and wuse of
payments, (a) An equalization entitlement generated by the general
tax levy of a taxing unit may be used only for authorized expenditures
of that taxing unit, but up to 15 percent of the payment of an
equalization entitlement generated by nrcawide revenue of a
municipality may be used by the municipality for areawidc or
nonareawide purposes at the discretion of its assembly or council.
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(b) An equalization entitlement determined with reference to
revenue other than revenue obtained from the levy and collection of
taxes may be used for areawide or nonareawide purposes, at the
discretion of the assembly or council. (§ 2 ch 155 SLA 1980)

Sec. 29.88.035. Tax equnlization account. The tax equalization
accountis established. Money tocarry out the provisions of this chapter
shall be allocated by the department to the account. The amount
allocated to the account shall be fully distributed by the department as
payments to municipalities to fulfill each municipality’s share
authorized under AS 29.88.010. The amount allocated to the account
shall be distributed by the department pro rata among eligible
municipalities. (8 2ch 155 SLA 1980)

Sec. 29.88.040. Administration, (a) The department may adopt
regulations necessary to implement this chapter. The regulations shall
include, among other provisions,

(1) procedures and filing dates for submitting certification and
financial reports;

(2) procedures for obtaining information required to compute and
determine the municipality’s millage rate equivalent; and

(3) procedures by which the department shall notify a municipality
in writing of the reasons for a proposed disallowance or adjustment of
any factor bearing upon the determination of the municipality’s
entitlement and by which the municipality will be provided reasonable
time in which to respond or to challenge the department's
determination.

(b) The department shall make reasonable elTorts to advise and
assist municipalities in collecting information and completing reports
necessary for the determination of entitlements under this chapter.

(c) The department shall, by regulation, classify for inclusion or
exclusion as a component of a municipality's millage rate equivalent
under AS 29.88.010 any tnx revenue appropriated for a utility not
inclu)ded in the definition set out in AS 29.88.045(4). () 2ch 155SLA
1980

Sec. 29.88.045. Definitions. In this chapter

(1) "department” means the Department of Community and
Regional Affairs;

(2) "municipality" means a city, borough or unified municipality
incorporated under the laws of the state;

(3) "taxing unit" means a municipality and

(A) in aborough or unified municipality, a service area or the entire
area outside cities;

(B) in a city, a differential tax zone;

(4) "utilities" means electricity, water, sewer, gas, heat, or telephone
servi;es, and refuse and garbage collection services. (§ 2 ch 155 SLA
1980



Chapter 89. State Aid for Miscellaneous
Municipal Purposes.

Section
10. Revenue sharing payable
"J0. State aid to municipalities for roads

MO. State aid to municipalities nnd other

eligible recipients for health
facilities and hospitals
40, State aid to  volunteer fire
deportments in the unorganized
horough . )
50. State "aid to Native village
governments

Effective date of chapter. — Section
17, ch. 155, SLA 1980 provides that 85 1—
12 of the act tuke effect on the first day of
the fiscnl yeur for which 833,400,000 nr
more is appropriated uiu| allowed_ hy the
governor tor distribution lo municipglities
and other remPlents under the provitamin
0f & | — 12 oftins netor on July I, 11)83,
whichever is earlier. A ‘total  of
$33,500,000 was appropriated for the
programs for the fiscal year beginning
luly 1, 1980. The approgl)natlons were
made in 88 51 nnd 52, ch. 120, SLA 1980,
nnd 5.6, ch. 165, SLA 1980.

Editor's note, — Section 12, ch. 155,
SLA 1980, elTective on the same day as
this ~ chapter, provides: "(a)
Notwithstanding other provisions of secs.
1— 11 of this act, (1) a municipality may
not recejve less than $25,000 plus an area
cost-of-living differential during the li at
fiscal year in_which this act is effective;
nnd (Z)yn municipality which would receive
under'AS 29.88, ‘addéd hkl sec. 2 of this act,
less thnn 125 percent of the amount which
it received for the lost fiscal year under AS
43.18.010 — 43.18.040, repealed by sec. 11
ofthis act, is, for each of the first five fiscal
yeura during which secs. 1— 10 of this net

Section

|I3. Population determination
70. Aren cost of-living dilfeientiol
HO. Miscellaneous services account
918. Re(};,ul,a.tmns

100. Definitions

are effective, entitled to receive an amount
equal to 125 percent of the umount which
it received for the last fiscal year under the
former provisions of AS"43.18.010
43 TH045 in _ncenrditnre. with  those
provisions. bl For the firs| five fiscal years
during which secs. 1- 10 of this act ure
effective, in order to pay the amounts
required hy (u) of this_ section, the
allocations ‘mode hy the DePa,rtment of
Community and Regional Arfairs lo the
accounts established in AS 29 88.035, AS
29.89.980, und AS 29.90.020 shall be
prorated hy an amount which reduces the
allocation " to each ucroonl in equal
proportion, and the prorated amounts
shnll be allocated to these accounts, (cl For
the first five fiscnl yeors during which
sees. 1 — 10 of this act arc éffective,
payment of an entitlement to a borough
under AS 29,88 may lie made o a borough
only if the borough assembly agrees 1o
allocate to each borough servicearea in
the borough at least the amount of money
that the Kcrviro area received during the
last fiscal year under the former provisions
of AS 4318010 - 43.18.045, in
accordance with those provisions."

Sec. 29.89.010. Revenue sharing payable. In addition to the
equalization entitlements paid under AS 29.88, during each fiscal year

the department shall pay aid

(1) ton municipality or other eligible recipient which has (lie power
to provide the services described in AS 29.89.020. - 29.89.0-10 and
exercises the power in the manner required bv this chapter;

(2) to a Native village government under AS 29.89.050. () 3ch 155

SLA 1980)

Sec. 29.89.020. State aid to municipalities for roads, (a) The
department shall pay to a municipality which has power to provide for
road maintenance and exercises that power, $2,500 a mile foreach mile
of road, street or highway maintained by the local government,
excluding (1) the official state highway system, (2) rouds, streets or
highways not dedicated to public use, (3) roads, streets or highways
maintained under the local service road program (AS 19.30.111 —
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19.30.251), and (4) alleyways, in accordance with regulations adopted
by the Department of Transportation and Public Facilities. A payment
may not be made under this subsection for maintenance ofa road which
is not used by automotive equipment.

(b) A frozen waterway and a connection from an inhabited area to a
waterway which may be safely used for public transportation by
automotive equipment and is so used during a portion of a year is
eligible for a payment of $1500 per mile if the waterway and
connection are maintained during the period of use by a municipality
or combination of municipalities. The department, after consultation
with the Department of Transportation and Public Facilities, shall
determine which waterways and connections qualify and, where the
waterways or connections lie outside the corporate limits of a
municipality, which municipalities shall receive the payments under
this subsection, unless the municipalities involved have agreed in
writing to a particular distribution. (§ 3.ch 155 SLA 1980)

Sec. 29.89.030. State aid to municipalities and other eligible
recipients for health facilities and hospitals, (a) The department
shall pay

(€D to a municipality which has the power to
provide hospital facilities and services and which
exercises that power, $1,000 per bed for each <eed
actually used for patient care, limited to the number
of beds provided for in the construction design of
the hospital, or $250,000 a hospital for those
hospitals with 10 or more beds, or $50,000 a hospital
for those hospitals with less than 10 beds, as the
municipality may elect; money received under this
paragraph may be used only for hospitals and shall be
apportioned among qualifying hospitals as the
municipality determines;

(2) on the basis set out in (1) of this subsection to a municipality for
a nonprofit hospital not operated by a municipality if the municipality
first certifies to the department that the nonprofit hospital is in
compliance with all standards for hospitals which have been adopted
by tlie municipality; money may not be paid on behalf of a nonprofit
hospital without this certification; payments to the municipality shall
be transferred to the nonprofit hospital in accordance with the basis by
which the payment was generated by the hospital, and shall be applied
to the annual cost of operation and maintenance of the hospital or for
the provision of health care service at the hospital as the directors of

the hospital determine;
(3) to a municipality in which a health facility Is

operated, $2,000 per bed for each bed actually used
for patient care, limited to the number of bods
provided Tor In the construction design of the health
facility, or $8,000 per health facility as the
municl pallty dotermlnos.

(b) A hospital may not receive payment under both (all 2) and (a)(2)
of this section.
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© Money received by a municipality under (@)(3) of this section
shall be used for expenses of health services or operation and
maintenance of health facilities as the municipality determines.

(d) Before money may be distributed under this "Section, the
commissioner of health and social services shall certify to the
commissioner of community and regional allairs that any
accumulation of assets by nonprofit corporations or other recipients
under this section isdedicated irrevocably to a public purpose. (8 3 ch
155 SLA 1980; am 8§ 1, 2 ch 103 SLA 1981)

Cross reference. — As to stole aid for  iicKionol Affairs oral commissioner of
hospital construction, see AS 29.90. health u.u social services, see § M, ch.

Editor's note. — As to reports by 155, SLA 1980, effective July 1, 1980, in
Department of Health and Social Services  the 1980 Temporary and Special Acts and
and Department of Community and  Resolves. ‘

Sec. 29.89.040. State aid to volunteer fire departments in the
unorganized borough, (@ The department shall pay to a volunteer
fire department registered with the state fire marshal and serving an
area not in an organized borough or city a sum for protection purposes
equal to $10 per capita for the population served by the department, as
determined by the state fire marshal.

() A grant shall be made under (a) of this section to facilitate the
organization of a volunteer fire department in an area not in an
organized borough or city, upon application of the proposed fire
protection group to the state fire marshal and upon approval of
applications according to standards of organization and service
prescribed by regulations adopted by the state fire marshal. (8 3 ch 155
SLA 1980)

Sec. 29.89.050. State aid to Native village governments. The
state shall pay $25,000 to a Native village government for a village
which is not incorporated as a city under this title. In this section,
"Native villuge government" means

(D a local governing body organized by authority of the Act of
Congress of June 18, 1934 (25 U.S.C. § 47G); or

(2 a traditional village council or, ifthere isno traditional village
council, the paramount chief or other governing body of a Native
village which meets the requirements of the Alaska Native Claims
Settlement Act (43 U.S.C. 8§ 1(501 — 1628). (8 3 ch 155 SLA 1980)

Sec. 29.89.060. Population determination. For purposes of this
chapter, population shall be determined by the latest figures of the
United States Bureau of the Census or other reliable population data,
including but not limited to public school enrollment figures, public
utility connection, registered voters or certified employment payrolls.
(8 3 ch 155 SLA 1980)
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Sec. 29.89.070. Area cost-of-living differential, (a) Payments toa
municipality or other eligible recipient under AS 29.89.020 —
29.89.030 shall reflect area cost-of-living differentials. Payments shall
be based upon the sum of per capita, per mile and per bed or facility
grants due each municipality or other recipient multiplied by the
appropriate area cost-of-living differential. The area cost-of-living
differential for each recipient shall be determined annually by election
district under the provisions of AS 39.27.030. Application of the area
cost-of-living differential may not result in distribution of an amount
less than the amount of the payment determined without application
of this section.

(b) The election districts used to establish area cost-of-living
differentials under (a) of this section are those designated by the
proclamation of reapportionment and redistricting of December 7,
19Dl and retained for the house of representatives by proclamation of
the governor September 3, 1965. (§ 3 ch 155 SLA 1980)

Sec. 29.89.080. Miscellaneous services account. The
miscellaneous services account is established. Mone.v to carry out the
provisions of this chapter shall he allocated by the department, to the
accountin accordance with AS 29.95.010. Ifamounts in the account are
insufficient to pay each municipality’s or other recipient’s share
authorized under this chapter, the amounts which are available shall
be distributed pro rata among eligible municipalities and other
recipients. (8 3 ch 155 SLA 1980)

Sec. 29.89.090. Regulations. The department shall adopt
regulations necessary to carry out the purposes of this chapter. The
regulations shall include minimum standards required to qualify a
municipality or other recipient for payments for each service. The
department may require a municipality or ether recipient to submit a
performance report adequate to demonstrate to th* dt artment that a
service for which payment is requested und' this chapter was
performed by the municipality or other recipient and meets minimum
standards of service prescribed by regulation. () 3ch 155 SLA 1980/

Sec. 29.89.100. Definitions. In this chapter

(1) "department” means the Department of Community and
Regional Affairs;

(2) "health facility"

(A) means a facility which is licensed, when required, by the state
under AS 18.20.010 — 18.20.130 and which is owned or operated or
both by a municipality or hy a nonprofit corporation or other nonprofit
sponsor;

(B) includes a public health center, maternity home, community
mentnl health center, facility for the mentally or physically
handicapped, nursing home or convalescent center;

(C) excludes a facility operated or wholly supported by the state or
the federal government;

(3) "hospital” means a licensed hospital determined by the
Department of Health and Social Services to be a general hospital; the
term excludes a facility operated orwholly supported by the state or the
federal government. () 3 ch 155 SLA 1980)
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Chapter 90. State Aid for Hospital Construction.

Section

10. State aid for hospital construction

20. Hospital  construction  assistance
account

30. Definitions

Cross reference. — A; lo state aid to
mupicipalities and ~ other  eligible
recipients for heullh facilities “nnd
hospitals, Bee AS 29.89.030. ,

Effective date of chapter. — Section
17, ch. 155, SLA 1980, provides that
— 12 of the act take effect on the first day
of the fiscal year for which $33,'100,000 o
more is appropriated and allowed, by, the
governor for distribution to municipalities
and other rem?lents under the provisions
0f88 1— 12 ofthis actoron July 1,1983,
whichever is earlier. A ‘total of
$33,500,000 was appropriated for the
?rograms for the fiscal year beginning

uly 1, 1980. The appro?rlatlons were
made in 8 51 and 52, ch. 120, SLA 1980,
and § 6. ch. 165, SLA 1980.

Editor's note, — :Section 12, ch. 155,
SLA 1980, effective on the same day as
this ~ chapter, provides: "(a)
Notwithstanding other provisions of secs.
1— 1) ™"hisact, (I: a municipality may
notrr . eless thnn $25,000 plus an area
cost-of-iiving differential during the first
fiscal year in which this act i$ effective;
and (2] nmunicipality which would receive
under'AS 29.88, added b¥ sec. 2 of this net,
less than 125 percent of the amount which
htgr(i%eévled for'the Ins; fiscnl yeur under AS

0 — 43.18.045, repenled by sec. 11

of this act, is. for each of the first five fiscn
years during which sees. 1— 10 ofthis act
are effective, entitled to receive an amount

Sec. 29.90.010.
facility construction.
hospital

State aid for hospital
IT construction of a
began after January 1,

equal Jo 125 percent of the amount which
it received for the lust liscul year under the
former provisions of AS43.18.010 —
43.18.045 in _accordance with those
provisions, (b) For the first five fiscal years
during which secs. 1 — 10 of this act are
effective, in order to pay the amounts
required by (a) of this r ction, the
allocations ‘made by the DePagtment of
Community and Régional Atfairs 'o the
accounts established"in AS 29.88.035, AS
29.89.080, and AS 29.90.020 shall be
prorated by an amount which reduces the
allocation " to each account in equal
proportion, and the prorated amounts
shall be allocated to these accounts, () For
the first five fiscal years during which
secs. 1 — 10 of this act are effective,
payment of an entitlement lo a borough
under AS 29.88 ma){] be made to h borough
only if the borough assembly agrees to
allocate to each borough service area in
the borough at least the amount of money
that the Service area received during_the
last fiscal year under the former provisions
of AS 4318010 — 43.18.045 in

. accordance with those provisions.”

As to [ef)orts hy Department of Health
and Social Services i.nd Department of
Community and Regional AlTnirs and
commissioner ofhealth and social services
see b 14, ch 155, SLA 19HO, in the 19H0
Temporary and Special Acts and Resolves.

and health

1968, or if

construction of a health facility began after January

1, and before July 1, 1980,

and state matching aid

for construction approved for payment to the

municipality or other hospital

sponsor constitutes
project cost,

or health facility

less than 25 percent of the total
the department shall pay to the
municipality or other hospital

or health facility

sponsor each fiscal year $2,500 a bed for the maximum
number of beds provided for in the construction
design of the hospital or health facility or five

percent of tin? total
greater.
shall continue until
hospital or health
amount which,

project cost,
State aid provided for In

whichever 1is
this section

the munliclpalllv or other
facility sponsor has received an
combined witl state matching money for

construction of the hospital or health facility,

equals 25 percent of the total project cost.

Money

received for construction may not be used for any

other purpose.
SLA 1981)

(8 4 ch 155 SLA 1980;

am 8§ 3 ch 103
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Sec. 29.90.020. Hospital and health facility
construction assistance account. The hospital and
health facility construction assistance account is
established. Money to carry out the provisions of
this chapter shall be allocated by the department to
the account in accordance with AS 29.95.010. If
amounts in the account are insufficient to pay each
recipient's share authorized under this chapter, the
amounts which are available shall be distributed pro
rata among eligible recipients. (§ A ch 155 SLA
1980; am § A ch 103 SLA 1981)

Sec. 29.90.030. Definitions. In this chapter

(@D "department ™ menns the Department of Community and
Regional Affairs;

@ "hospital”™ means a licensed hospital determined by the
Department of Health and Social Services to be a general hospital; the
term excludes a facility operated or whol ly supported by the state or the
federal government;

(3 "total project cost" means

(A) costs directly related to the project; and

(B) the total of all costs of financing and carrying out the project,
including but not limited to,

@) the costs of all necessary studies, surveys, plans and
specifications, architectural, engineering or other special services,
acquisition of real property, site preparation and development,
purchase, construction, reconstruction and improvement of real
property, and the acquisition of machinery and equipment as may be
necessary in connection with the project;

@) an allocable portion of the administrative and operating
expenses of the municipality or other hospital sponsor;

(@iif) the cost of financing the project, including interest on bonds
issued to finance the project; and

(v) the cost of other items, including any indemnity and surety
bonds nnd premiums on insurance, legal fees, fees and expenses of
trustees, depositaries, financial advisors, and paying agents for the
bonds issued as the issuer considers necessary.

(A) "health facility"

(A) means a facility that is licensed, when
required, by the state under AS 18.20.010 - 18.20.130
and that is owned or operated or both by a
municipality or by a nonprofit corporation or other
nonprofit sponsor;

(B) includes a public health center, maternity
home, community mental health center, facility for
the mentally or physically handicapped, nursing homo,
or convalescent center;

(C) excludes a facility operated or wholly
supported by the state or the federal government.

(8 Lch 155 SLA 1980 ; am § 5 ch 103 SLA 1981)
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§ 29.95.010

Municipal Govkknmknt

§ 29.95.010

Chapter 95. Administration of Municipal
Financial Assistance Programs.

Section

10. Allocation and distribution

20. Qualification for minimum payment
30. Proralion of payments

Effective date of chapter. — Section
17, ch. 155, SLA 1980, provides that §§ 1
—'12 of the act take effect on the first day
of the fiscal year for which $33,400,000 or
more iH appropriated nnd ullnwcd by the
governor for distribution to municipalities
and other remgnents under the [nrowsmns
of 1 1— 120fthis netoronJuly 1, 1983,
whichever is earlier. A ‘total of
$33,500,000 was approprinted for the

rograms for the fiscal year beginning
uly 1, 1980. The apprognatlons were
made in 8 51 and 52, ch. 120, SLA 1980,
and § 6, ch. 165, SLA 1980,

Editor's note. — Section 12, ch, 155,
SLA 1980, effective on the same day as
this = chapter, provides: "(a)
Notwithstanding other provisions of secs.
1— 11 of this act, (1) a municipality mny
not receive less than $25,000 plus nn area
cost-of-living differential during the first
fiscal year in which this act iB effective;
and (Zya municipality which would receive
underAS 29.88, added b%/ sec. 2 of this act,
less thun 125 percent of the amount which
it received for the Inst fiscnl yenr under AS
43.18.010 — 43.18.045, repealed by sec. 11
ofthis act, is, for eucli ofthe firet five fiscal
years during which secu. 1— 10 ofthis net

are effective, entitled to receive nn amount
equal In 125 percent of the amount which
it received fur the Inst fiscnl yeur under the
former provisions of AS 43.18.010 —
43.18.045 in _accordance. with those
provisions, (h) For the first five fiscal years
during which secs. 1 — 10 of this uct are
effective, in order to pay the nmounLs
required by (a) of this section, the
allocations ‘made by the Department of
Community nnd Regjonal Arfuirs to the
accounts established’in AS 29.88.035, AS
29.89.080, and_AS 29.90.020 shall be
prorated by an iimount which reduces the
allocation " to each nccount in equal
Eroportlon, nnd the prorated amounts
hull be nllocuted to these nccounta. (c) For
the first five fiscal yenrs during which
secs, 1 — 10 of this net are effective,
pnyincnl of an entitlement lo a borough
under AS 29.88 nuiy he made to a borougn
only if the borough assembly agrees 1o
ullocutc to each borough service aren in
the borough at least the umounl of money
thnt the Service area received during the
Inst fiscal year under the formerg)rovmons
of AS 4318010 — 43 18.045, in
accordance with those provisions."

Sec. 29.95.010. Allocation and distribution, (n) Each year, the
Department of Community and Regional Affairs .shall allocate money
appropriated to the accounts established in AS 29.88, AS 29.89, and AS
29.90 in the amounts determined hy the legislature.

(b) Money in the miscellaneous services account established in AS
29.89.080 which exceeds the amount required to fully fund
distribution authorized by AS 29.89 shall be reallocated to the tax
equalization account established in AS 29.88.035 and distributed
according to the provisions of AS 29.88.

(c) Money in the hospital construction assistance nccount
established in AS 29.90.020 which exceeds the amount required to fully

AP
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fund distributions authorized by AS 29.90 shall be reallocated to the
tax equalization account established in AS 29.88.035 and distributed
according to the provisions of AS 29.88. (§ 5¢h 155 SLA 1980)

Sec. 29.95.020. Qualification for minimum payment, (a) A
municipality qual fying for an entitlement under AS 29.88 or AS 29.89
shall receive aminimum payment of $25,000 plus an areri cost-of-living
differential for eaeh fiscal year it:

(1) the municipality has conducted a regular election under AS
29.28.010 — 29.28.050 during the fiscal year preceding the year for
which payment ofan entitlement is authorized by AS 29.88 or AS 29.89
and has reported the results of the election to the commissioner of the
Department of Community and Regional Affairs;

(2) regular council meetings are held in the municipality in
accordance with the requirements of AS 29.23.210 during the fiscal
year preceding the yeur for which payment of an entitlement is
authorized by AS 29.88 or AS 29.89 and a record of the proceedings is
maintained;

(3) a municipal budget has been adopted for the fiscal year during
which payment ofan entitlement is authorized by AS 29.88 or AS 29.89
and an audit or financial statement for the preceding fiscal year hus
been prepared und furn'shed to the Department of Community and
Regional Affairs in accordance with AS 29.23.560(a); and

(4) local ordinances adopted by the governing body of the
municipality have been codified in accordance with AS 29.48.180.

(b) The areu cost-of-living differential payable to each municipality
under this section shall be determined annually by election district
under the provisions of AS 39.27.030. Except as provided in AS
29.95.030, application of the area cost-of-living differential may not
result in a payment which is less than the minimum payment
determined under (a) of this section. For purposes of this subsection,
the election districts used are those designated by the proclamation of
reapportionment and rcdistricting of December 7, 1961, and retained
for the house of representatives by proclamation of the governor
September 3, 1965.

(c) The Department of Community and Regional Affairs shall pay :0
each municipality eligible to receive a minimum puyment under this
section an amount equal to the difference between the minimum
payment determined under (a) and tb) of this section and the sum of the
umounts payable forthe same fiscal year under AS 29.88 and AS 29.89.

(d) A paymentunder this section may be prorated and reduced under
AS 29.95.030.

te) Payments under this section shall be made from the money
allocuted to the tax equalization account established in AS 29.88.038.
(§ 5¢h 155 SLA 1980)
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Sec. 29.95.030. Proration of payments, (a) Payments under AS
29.95.020 and AS 29.88 shall equal the amount allocated to the tax
equalization account (AS 29.88.035), adjusted in accordance with AS
29.95.010.

(b) Adjustments of payments shall be determined by prorating
amounts payable under AS 29.95.020 and amounts payable under AS
29.88 by a factor which, when applied, reduces all payments in equal
proportion so that payments under AS 29.95.020 and payments under
AS 29.88 equal the amount allocated to the tax equalization account
established in AS 29.88.035. (8 5c¢ch 155 SLA 1980)
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LEGISLATIVE CHANGES AFFECTING STATS

CERTIFICATE OF NEED PROGRAMS

This list summarizes the changes made by the National Health Planning and
Resources Development Amendments of 1979 to the requirements for acceptable
State Certificate of Need programs. The amendments are grouped according to
changes 1in procedures, 1in coverage, in criteria, ard in definitions.
Following the summary of each change are citations for the conference

report, the Health Planning Act, and the page in the conference report

on which the complete text of the change may be found.

Prepared by Division of Regulatory Activities
Bureau of Health Planning

October 1979



CHANGE 1IN PROCEDURES

Applications must be submitted according to a timetable established by the
reviewing agency. Reviews must be undertaken in a timely fashion, and similar
types of applications must be considered in relation to each other, but no
less often than twice a year. (Section 116(e) amends 1532(b)(13)(A), see

page 24.)

Written notification of the beginning of a review and notification of review
status must be made in a "timely™ manner. Agencies are required to maintain
a mailing list of persons requesting to be notified of reviews. (Section
116 (d) (1) (A)4(B) amends 1532(b)(1)4(7), page 22.)

If an agency requests additional information the applicant must be given
15 days to provide the information. (Section 116(d)(2) amends 1532(b)(2),
page 22.)

Agencies must establish procedures to assure that only necessary information
is requested in an application, and that all "essential”™ information is
accessible to the general public. (Section 116(i)(1)4(2) amends 1532(b),
page 25.)

The State Agency must specify a time period for approving or disapproving

an application, and. for granting an exemption. If addi tional information 1is
requested of an applicant, the applicant may request that the review period

be extended by 15 days. (Section 116(d)(3) amends 1532 (b) (12) (C) , page 23.)

The following requirements apply to hearings held before the State Agency
and before an HSA to which the State Agency has delegated the authority to
hold a hearing: Any person may be represented by counsel and may submit
arguments and evidence. Any person directly affected may question persons
who make factual allegations. A record of the hearing must be maintained.
(Section 116(d)(3) amends 1532(b)(12)(A), page 22.)

A State®s decision to approve, disapprove, or withdraw a certificate of need
must be bas 1 solely on a review by the State conducted in accordance with
adopted procedures and criteria, and on the record of administrative
proceedings. A State"s decision to approve or disapprove an exemption is
based solely on the record established in administrative proceedings.
(Section 116(d)(3) amends 1532(b)(12) (B), page 23.)

An HSA which Includes a portion of a single standard metropolitan statistical
area will review criteria used for project reviews and certificate of need
decisions which affect the area. (Section 121(b) amends 1513(d), page 35.)

Upon the request of any person directly affected, a decision to approve,
disapprove, or withdraw a certificate of need must be administratively reviewed
under an appeals mechanism consistent with State law governing the practices
and procedures of administrative agencies. (Section 116(d)(3) amends

1532(b) (12) 03), page 23.)



Page 2 - CHANGE IN PROCEDURES

After an administrative review, any person adversely affected by a decision
may seek judicial review. The Court must affirm the State®s decision unless
it is found to be "arbitrary, capricious, or not made in compliance with
applicable law." (Section 116(d)(3) amends 1532(b)(12)(E), page 23.)

An HSA must be permitted a "timely"” appeal. The decision of the reviewing
agency must be considered the decision of the State Agency. (Section 117(b)(4)
amands 1522(b)(13), page 31.)

A notice of intent is required before any person arranges to acquire an
existing health care facility, or arranges to acquire major medical
equipment which will not be owned by or located in a health care facility.
(Section 117(a) adds 1527(d)(2) and (e)(2), page 29.)

Once a hearing has commenced, ex parte contacts are prohibited between
applicants or opponents and any person in the State Agency who exercises
responsibility in granting, denying, or withdrawing certificates"of need.
(Section 116(d)(3) amends 1532(b)(12)(F), page 24.)

If no decision is made within the required time, the applicant may bring an
action in the appropriate- State Court to require the State Agenr.y to make a
decision. (Section 116(d)(3) amends 1532(b)(12)(C)(ii), page 23.)

A governing body member is prohibited from voting on any application in
which the member Hasaconflict of interests. (Section 113(a) amends

1512(b)(3)(F), page 17.)

The State Agency must consider the recommendation of the HSA to approve,
disapprove, or withdraw a certificate of need. (Section 117(a) adds
1527(g), page 30.)

The State Agency must monitor the progress of the holder of a certificate
in meeting the timetable specified in the application. The Scate Agency
may withdraw a certificate of need if it determines that the holder is not
making a good faith effort to meet the timetable. (Section 117(a) adds
1527(a)(3), page 26.)

A certificate of need may only be issued by the State Agency, and must,
except in emergency circumstances which pose a threat to public health,

be consistent with the State health plan. (Section 117(a) adds 1527(a)(5),
page 26.)

When a State issues a certificate of need it must specify a maximum capital
expenditure which may be obligated under the certificate. The State program
will prescribe the nature of further review if the capital expenditure
maximum is exceeded. (Section 117(a) adds 1527(a)(4), page 26.)

HSAs and State Agencies must coordinate the development of procedures and
criteria. (Section 116(c) amends 1532(a), page 22.)



Page 3 - CHANGE IN PROCEDURES

Any criterion used to review an application or any condition attached to a
certificate of need must be directly related to criteria at section 1532(c),
criteria in Federal regulation prior to the date of enactment, or criteria
in State regulation. The Secretary may not require the inclusion of
criteria other than those at section 1532(c) or those in regulation prior
to the date of enactment. (Section 117(a) adds 1527(a)(2), page 25.)

A certificate of need program must provide procedures and penalties to enforce
the requirements of the program. (Section 117(b)(2) amends 1523(a)(4), page 30.



CHANGES IN COVERAGE rw

A certificate of need program must provide for the review and determination
of need for capital expenditures, major medical equipment, and institutional
health services. (Section 117(a) adds 1527(a)(1), page 25.)

A certificate of need may not be required for 1) the offering of an inpatient
institutional health service 2) the acquisition of major medical equipment
for the provision of an inpatient institutional health service or 3) the
obligation of a capital expenditure for the provision of an institutional
health service by 1) an HMO, 2) combinations of HMOs, 3) health care
facilities controlled, directly or indirectly by HMOs, or 4) facilities

leased by HMOs, 1if exemption requirements are met. (Section 117(a) adds
1527(b) (1), page 26.)

An HMO or health care facility which meets the requirements must apply for
and receive an exemption from coverage. (Section 117(a) adds 1527(b)(2),
page 26.)

A certificate of need is required when any major medical equipment or
facilities acquired under an exemption are sold, unless the purchaser is
an exempted organization. (Section 117(a) adds 1527(b)(3), page 27.)

HMOs and HMO health care facilities may be subject to certificate of need
review only to the extent that they are not exempt under the conditions at
section 1527(b)(1), and then only for the offering of inpatient Institutional
health services, the acquisition of major medical equipment, and the obligation
of capital expenditures.* (Section 117(a) adds section 1527(b)(4), page 28.)

A State Agency must approve an application from an HMO or HMO facility if
the Agency finds that the approval is required to meet the needs of enrolled
members and new members reasonably expected to enroll, and is required to
offer health services in a reasonable and cost effective manner. (Section
117(a) adds 1527(b)(5), page 28.)

A certificate of need must be approved for capital expenditures required to
eliminate safety hazards, to comply with State licensure standards, or to
comply with accreditation standards required to receive certain reimbursements
or payments, unless the State Agency finds that the facility is not needed or
the expenditure 1is not consistent with the State health plan. (Section 117(a)
adds 1527(c), page 28.)

A certificate of need is- required for the acquisition of a health care
facility by any person if a notice of intent is not submitted or if the

State Agency finds within 30 days that the acquisition will result in a
change of service or bed capacity. (Section 117(a) adds 1527(d)(1), page 29.)

A certificate of need 1is required for the acquisition of major medical
equipment by any person if a notice of intent is not submitted or if the
State Agency finds within 30 days that the equipment will be used to provide
service to inpatients. A State may require additional coverage of major
medical equipment; however, after September 30, 1982, a State may not change
its program to include additional requirements. (Section 117(a) adds
1527(e) (1) (A), page 29.)



Donations, leases and transfers for less than fair market value (if the
fair market value is greater than the capital expenditure threshold) of
major medical equipment are subject to review if the acquisition would be
subject to review under 1527(e)(1)(A). (Section 117(a) adds 1527(e)(3),
page 30.)

Applications from osteopathic and allopathic facilities must be considered
on the basis of the needs of osteopathic and allopathic physicians and
patients. (Section 117(a) adds 1527(f), page 30.)



CHANGES IN CRITERIA

The State Health plan is added to those plans which must be considered.
(Section 116(b)(3) amends 1532(c)(1l), page 22.)

Additional criteria concerning the availability of resources and funds,
the effect on health professional training -programs, alternative uses of
the resources involved, and accessibility of the proposed service.
(Section 116(f)(3) amends 1532(c)(6), page 24.)

Additional criteria concerning the effects of construction projects on
costs and charges, the efficiency and appropriateness of existing services,
and Che quality of existing services. (Sections 116(g)(1) & (2) amend
1532(c)(6) and add 1532(c) (13) & (14), page 25.)

Adds a consideration of the factors which affect the effect of competition
on the supply of the proposed service, and a consideration of improvements
or innovations in the financing and delivery of services which foster
competition and promote quality and cost effectiveness. (Section 1.03(c)
adds 1532(c) (U) & (12), page 5.)

The criterion on the special needs and circumstances of HMOs is amended
to include all HMOs. (Section 117(b)(5) amends 1532(c)(8), page 32.)

DEFINITIONS

"Capital expenditure™ 1is defined, as an expenditure which exceeds the
minimum,, substantially changes the bed capacity, or substantially changes
the services of a health care facility. States may adjust the capital
expenditure threshold to reflect changes in an index maintained or developed
by the Department of Commerce and designated by the Secretary by regulation
for purposes of making such adjustments. (Section 117(b)(3) adds 1531(6),
page 30.)

"Major medical equipment” means equipment which provides medical and other
health services, and which costs in excess of $150,000. (Section 117(b)(3)
adds 1531(7), page 31.)

"HMO™ 1is defined as a qualified HMO under section 1310(d), or an
organization which satisfies the requirements in existing regulations.
(Section 117(b)(3) adds 1531(8), page 31.)

"Institutional health service”™ is defined as a health service which is
provided through the specified facilities, and which entails an annwvxal
operating cost of $75,000 (or a figure adjusted as specified by the
Secretary by regulation.) (Section 126(a)(1l) adds 1531(5), page 40.)
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MEMORANDUM

TO: Interested Legislators and Staff
FROM: Kay Miller, NCSL Health Planning Project Director

SUBJECT: 1979 Congressional Health Planning Amendments (P.L. 96-79): Implications
for State Certificate of Need Programs

DATE: December 27, 1979

NCSL Health Planning Project

The National Conference of State Legislatures, through a contract with IiEW's Bureau
of Health Planning, has a Health Planning Project designed to collect information on
state certificate of need (CON) legislation. As part of the project, NCSL is
providing interested legislators and staff with information on federal developments
which have ramifications for their state certificate of need programs.

NCSL has completed a series of four regional seminars for legislators and their
staff which focused in part on the recent amendments to the Health Planning Act
and the impact those amendments have on certificates of need. The materials
included in this packet are intended to supplement the information provided at
the seminars and to give those who did not attend the basic information necessary
to understand the implications of the recent amendments.

Finally, the NCSL project can make available necessary technical assistance to state
legislatures attempting to develop certificate of need legislation to reflect new
clianges. Questions regarding the project or requests for technical assistance
should be directed to: Kay Miller, Project Director, Health Planning Project, NCSL,
Denver, CO 80202 (303) 623-6600.

1979 Amendments to the Health Planning Law

The National Health Planning and Resources Development Act of 1974, P.L. 93-641,
established a new nationwide network of health planning agencies. It also mandated
that each state establish and administer a certificate of need (CON) program.
Certificate of need is basically a method to prevent the construction and other
development of unnecessary and inappropriate health care facilities and services.
These prograirG were regarded by many as the regulatory mechanism necessary to give
teeth to the planning process.

The Congressional amendments, signed into law October 4, 1979, to the 1974 Act have
certain implications for state Certificate of need programs. Depending on the
latitude which a state®"s statute permits the state health planning agency in
developing a certificate of need program, a legislature may be required to amend
(or enact, 1in a few cases) its CON statute to reflect the significant changes in
the federal legislation.
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Several examples of the changes in the recent Congressional amendments which nay
require changes in the state laws are:

I. Health maintenance organizations (HMOs) meeting certain specified criteria
outlined in federal law (Section 117 (a), page 26 of the Conference Report,
adds 1527 (6)) may not be required to obtain a certificate of heed for:

1) the offering cf an in-patient institutional health service %) the
acquisition of major medical equipment for the provision of an inpatient
institutional health service or 3) the obligation of a capital expenditure
for the provision of an institutional health service.

I1. A certificate of heed is required for the acquisition of major medical
equipment by any person if a notice of intent is not submitted or if the
state agency finds within 30 days that the equipment will be used to provide
service to inpatients. A state may require additional coverage of major
medical equipment; however, after September 30, 1982, a state may not
change its program to include additional requirements (Section 117 (@) of
the Conference Report adds 1527 (¢) (O (A on page 29.)

There are numerous other changes which may require state statutory changes if state
law does not grant liberal rulemaking authority to the state agency. Each state
will need to review its legislation in light of the new amendments to determine
what legislative action will be necessary to comply. The NCSL Health Planning
Project can assist in making this determination and reviewing proposed amendments
for compliance.

Timetable for Compliance

Section 123 of the Conference Report, page 38, amends subsection (d) of section 1521
to establish the dates when a state agency must have a final designation agreement
is a satisfactory CON program which may require legislation to implement, the dates
are tied to legislative sessions. Basically, the amendments state: 1) if the
legislature of the state was in session on the date of enactment of the 1979 health
planning amendments (October 4, 1979) and will continue to be in session 12 months,
the state agency must be fully designated 12 months from that date; 2) if the
legislature of a state was in session on the date of enactment but 12 months do not
remain in that session, or if tlie legislature was not in session on the date of
enactment, the state agency of that state must be fully designated 12 months after
the beginning of the first regular session of the legislature beginning after that
date.

NCSL has provided the HEW 3 Bureau of Health Planning with 1979 adjournment infor—
mation and 1980 session information on all 50 states. Legislators and staff with
guestions regarding when their state must have a fully designated State Health
Planning & Development Agency, should contact their® regional office of HEW. If the
Regional Office is unable to give a definite answer, contact NCSL, which will obtain
a judgment frcm the Bureau of Health Planning.

Penalties for Failure to have a Fully Designated State Agency

The 1979 amendments also make changes in the penalties that mil be imposed on states
which do not have final designation agreements in effect on the dates outlined above.
These penalties also appear in Section 123 of the Conference Report, page 38, in the
amendments to subsection 1521 (d) (2). Basically, the sanctions that HEW must inpose



