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EXECUTIVE SUMMARY

Alaska & 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
limiting the amount of cap-tial 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 oh Alaska®"s experience with the Certificate of
Need program indicated that it has been effective in deterring and/or
guiding capital investment within the health-care industry and has
stimulated improved planning within the 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. These issues include: 1) costs attendant to
developing a CON application; 2) delays in the review process; 3) loss
of community control; 4) marketplace economics; and, 5) the dollar-
threshold limits which require a CON.

The conclusion drawn from this review 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

PIPPOSE

The most controversial aspect of the health planning effort, in
Alaska and nationwide, has been the Certificate of Need (OON) program.
Borrowed from public utility regulations, the earliest CON program was
enacted by New York in 1964. Twenty-six other states instituted OON
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-technology
equipment. To accomplish this goal, the CON program had several primary
objectives: 1) to prevent unnecessary duplication of services and
facilities; 2) to reduce the number of available hospital beds or at
least not allow the growth of hospital beds to exceed guidelines estab—
lished in the State Health ALan; 3) to nomote an equitable and effi—
cient allocation of resources; and 4) to determine if less costly
alternatives to expensive capital expenditures were available to accom—
plish the same purpose.

WHO MUST APPLY

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

1. Capital expenditures in excess of $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 and preparations.

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

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

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



1HE 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 has 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 i1ts findings and recommendations to tiie
Commissioner. Once the Commissioner has considered the information that
has been submitted, he decides whether or not to issue a Certificate of
Need to the. applicant. The Commissioner notifies the applicant in
writing of the decision, 1”opies 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 1impacts. The first analyzed hospital capital investment among
short-term general voluntary hospitals between 1967-1976. “Hie results
were that, by 1976 and beyond, CON review reduced all dimensions of
project scale and cost by as much as two-thirds of that originally
proposed. The second study found that the 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. ~ 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
that, 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
OON 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
information 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 s”™ate plans and health systems plans tended to deter capital
expenditure projects; and, 3) pre-application conferences -- health
planners and providers working together to avoid project denial -- were
effective means of reducing the “Administrative costs””of the review
process as well as excessive capital expenditures.

Alaska

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

Two projects with a combined total of $12,400,000 have been denied
during the past five years. |In addition, several other Letters of
Intent have been received by the Department for which applications were
never receive™. 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 COL" has 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 that CON is a deter—
rent. A specific example of this phenomenon was observed during a
recent effort by four different applicants to provide inpatient alco—
holism treatment services in and around Anchorage. The Department of



Health and Social Services and the local health systems agency identi—
fied a need for 40-80 alcohol-treatment beds in the area. Due 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 che 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 that the cost of new construction would be
preferable to renovation. Subsequently, a CON was approved for
$7,150,000. Obviously, the CON process is not punitive, but rather
seeks to use health care resources to gain the maximum benefit for the
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 ldentified Community Needs

In Fairbanks, the CON process stimulated a community discussion of
the need for inpatient psychiatric services and a concern for approving
the construction of two shelled-in floors that did not have an identi—
fied use. Because oT 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 1t 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 themselves. 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 that, because of the CON procesr, he millions of dollars in
public funds that have flowed from the S .ty.'i to health care facilities
for construction and operation are being used for projects wldch 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
plajining 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 that the CON process removes community
control from local jurisdictions in the case of municipally-owned
facilities and local advisory boards with respect to corporately-owned
facilities. However, local governments and advisory boards do not
necessarily maintain a regional or statewide perspective when it comes
to considering new services and facilities. In other words, persons who



serve 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 that in a time of decreasing state
revenues, citizens should have an opportunity to influence the distribu—
tion of these funds so that they meet state and regional needs instead
of local demand. The CON process ensures public participation in these
decisions.

MARKETPLACE ECONOMICS: COMPETITION vs. "REGULATION"

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 that the
free market created a geographic maldistribution of health manpower,
causing serious problems for rural populations. Furthermore, they
discussed the paradoxical problem which has been demonstrated for every
component of the 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 in most communities” Competition exists but
it is rarely price competition; indeed the nature of
current competition based on scope of services,
amenities, and convenience is to encourage price
increasing 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 will compete
more vigorously by offering improved facilities to recruit physicians
and patients. The resulting uilding 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 OON is required for any capital
expenditure in excess of $150,000. There is general agreement that 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, this 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 that the Certificate of Need process has been
entirely ineffective and that marketplace incentives will arise to
control capital investments and health care costs.

It also assumes that public review of health care 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 that health care facilities, which
received federal monies under Titles XVIIlI 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 f.nd 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 iIn 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
sendees 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 interests of the health services
estal ".shment only. Those who control health-care costs would also be
contra, ling 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 PROCESS ~

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 *o complement a prospective reimburse—
ment system.

11



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.

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, mailrooins, 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, "or example, a project proposing a
new facility could still include review and consideration of
the r.on-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.

12
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APPENDIX

NATIONAL HEALTH PLACING AND DEVELOPMENT ACT OF 1974

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop—
ment Azt), 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- e
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
"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 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)
and State (DHSS) sources. In Alaska, the Governor designated three
health service areas which were each to be served by an HSA. Alaska"s
three HS"As are: Northern Alaska Health Resources Association, Inc.
(Fairbanks), serving northern Alaska; South Central Health Planning and
Development, Inc. (Anchorage), serving south central Alasha, including
the Aleutian chain; and Southeast Alaska Health Systems Agency
(Ketchikan), serving Alaska®s panhandle.

14



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 Flan, 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 Feueral and
State funds.

15



Position Paper

>
on
00 ) ]
m Senate Bill R5 Sfffei?
>a H "For an Act repealing the certificate of need program; and providing
cd for an effective date."
o =<
cJ Senate Bill R5 repeals those portions of AS 18.07.021 which provide the
0 statutory authority for the Department to administer a certificate of
) need, program and repeals references to certificate of need in other -
sections of the Statute as well.
The Administration supports Senate Bill 85 as it is currently written.
-M The Department recommends that the Committee review statutory provisions
which relate to health facility development including the following:.
0) Medicaid Programs
£

The state"s participation in the Medicaid program (State dollars”fund
approximately 52 percent of total program costs) has grown from
$1 million in 1972 to nearly $38 million in FY 82 and total costs
a including federal part,cipation have grown from $2 million to nearly
$74 million in this same period. Ninety-two percent of patients 1in
Alaska®"s long tern care facilities are supported by the Medicaid
f; program which means chat the state (and federal) government has
+-» nearly the full burden of a”l operational costs for the facility.
These Medicaid costs_increase when additional beds are added, new
Cu equipment 1is purchased or new serv,"<s (including new types of manpower)
Eﬂ_ are offered. The Division of Public Assistance must effect a prov°der
& agreement with any qualified provider who seeks this agreement.
Q

Capital Budget

Alaska has provided substantial financial assistance in the develop-

.ment of health care facilities, The 12th Legislature provided more
l_jJ than $36.6 million by line item ppropriation to expand one hospital;
replace two others and provide planning assistance for two rural
f;LJ hospital s. The number of requests for state funding has steadily
increased.
< Revenue Sharing
ffi Alaska has a revenue sharing program (AS 21.10.010) which provides

25 percent plus interest of hospital construction costs to all non-—
profit hospitals. This program, administered by the Department of
Community and Regional Affairs, provides further support for hospital
construction projects in addition to any front-end capital funds
provided by the state. This additional health facility construction
resource underscores the importance of determining the actual need

t nanai

Jna=c<
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- mPosition Paper

on Senate Bill 85
Page 2

for construction, before the State 1is ccmmitted to pay for a major
portion of such construction.

Non-profit hospitals each receive a quarter of a million dollars in
operating assistance each year through the state®s revenue sharing
program (AS 20.89.030). Nursing homes and other health facilities
also receive assistance based on the number of beds they have. There
are no specific requirements as to how such funds are to be expended.
Not only are existing health facilities assured of these funds in
addition to other state support, but new facilities are encouraged

by the availability of these funds.

Recommended
Phoebe A. Lindsey7 Directtff
Division of Planning, Policy
and Evaluation

Approved by:
Robert London Smith/Ph.D.
Qammissioner
Department of Health and
Social Services
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Bill No: Senate Bill 85 . Date on Bill: 1/27/83 -

Title: An Act repealing the certificate of need program;and providing for an effective date”
Sponsor"™ Senators raiks, P. Fischer, and Pettyjohn

Requestor:

1. Estimated fiscal impacts on:

a. Expenditures:

FY 83 FY 84 FY 85 FY 86
Capital 0 0 0 0
Operating 0 0 0 0
Tc"cal J 0 0 0 0
b. Revenues:
Revenue I 0 0
2. Source of funds t,o offset fiscal 1impact of bill:

3. Assumptions:

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

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

Prepared By: Dave W. Williams Phone: 465-3028
Division: State Health Planning and Development "Date: 2-14-83
Approved by Commissioner: _Date:_
Department: Health and Social/Services” "Date:" r y

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



(Eentral Peninsula General hospital

P. 0. Box 12(58
SOLDOTNA, ALASKA 99669

OPERATED BY
LUTHERAN HOSPITALS ANO HOMES SOCIETY
FARGO. NORTH DAKOTA SSI102

February 14, 1983

The Honorable Mae Tischer

Alaska State House of Representatives ft 18 '983
State Capitol

Pouch V

Juneau, Alaska 99811

Subject: Mouse Bill #19

Dear Representative Tischer:

Central Peninsula General Hospital, along with the other hospitals of the
Alaska State Hospital Association, would encourage the earliest possible

passage of Senate Bill #85.

It is a premise of this organization that the Certificate of Need process 1is

both cumbersome and ineffective in a state such as Alaska. The original purpose
was developed to help contain health care costs by discouraging over-building
of hospital beds. The State®s major health care problem 1is not over-bedding, but

the continuing lack of accessibility to health care programs and facilities due
to the rural nature of our state.

I vould encourage our legislators to promote the health care agencies 1in the
planning and providing for better health care, and not “ying up their time with
the fruitless Certificate of Need process.

Please find attached a copy of a letter from the Central Peninsula General Hospital
Service Area Board to the Kenai Peninsula Borough Assembly in support of the
repeal of the Certificate of Need process.

Again, passage of this legislation at the earliest time is available.

Thank you for your consideration.

Sincerely yours,

Michael J. Lockwood,

Administrator

MIL/pt

enc. (1) Resolution of the Central Peninsula General Hospital Service Area Board
for Repeal of the C.O.N.



o Le it Nathitsitk (Sfa»d jhinsak
P. 0. Box 1268
SOLDOTNA, ALASKA 99669

ORERATED N
LUTHDtAN HOSFTTALS AND HOMO SOCITY
FARGO. NORTH "DAKOTA 54101

February 11, 1983

Kenai Peninsula Borough Assenblv

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

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

for the Construction, Alteration of 3ed Capacity, or Addition
or Elimination of a Category of Health Services of a Health
Care Facility.

To this end the Service Area Board a?30 endorses House Bill 19
and Senate Bill 85, 2 bills that have been 1introduced 1in the
1983 Alaska State legislature.

Copies of this endorsement have been sen": to Senators Stevens,
Murkowski and to Congressman Young as well as the Alaska
State Legislators.

ROBERT F.~fENSEN
Chairman
Service Area Board
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319 Seward St., Juneau, Alaska 99801 « (907) 586-1790

Alaska State Hospital Association
Position Paper

Certificate of Need Repeal

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

Basic Issues
1. Equity

- While controlling non-state construction of skilled
nursing facilities (SNF"s) and intermediate care facilities
(ICF"s), the prgram exempts these beds constructed in
Pioneers™ Homes. Thus any determination of need based on
the current program is flawed because forces external to the
program can and have - in Anchorage, Juneau, and Ketchikan -
altered the factual situation.

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

Physician office construction and equipment purchase
are also exempt.

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

Market place economics and competition should be the determinant

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

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

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

3. Conformity

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

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

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

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

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

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

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

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

5. Attachments

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

- Providence letter to Mayor Knowles explaining opposition
to CON.

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

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

- 42 USC 300m-(d)

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

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

Alaska State Hospital Association letter to Stevens 0ll
CON repeal.

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



hospital

viv'vCvArrU 3 3M9 seward St., Juneau, Alaska 99801 « (907) 586-1790

REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES

Chairman of the Board
Ponaid A. Paveiias
Humana Hospital Alaska
Anchorage

Chairman-Etect
Mark Hawka

m. .
S.tka Community Hospital
Sitka

immediate Past Chairman
Tom Mmgen
Faircanks Memorial

tal

Fairoanks

SecrQtarwTreasurer

Edward Ceme

Cordova Community
HOSDItOl

Cordova

Oeieqaio to the American

Hos *31 Association
AiM Camosso
P'ovioence Hospital
Anchorage

Aiternato Oeiegato to the

American Hospital Assoc.

Micnaei Lockwood )
Central Peninsula Hospnai
Soidotna

OeieQato to the American
Heaun Care Association

jack Buck

St. Ann s Nursing Home

Juneau

Atiernnie Oeiegaie to me
American Hoaitn Cjro
Association

Emma G Iv

«Vrangeil General Hospllal

Wrangell

Delegate to the Association
si Wesiorn Hosoiiais

Micnaei Herring

South Penmauia Hospital

Horner

Alternate Oeiegaio to tn*
Association ol Wesiorn
Hospitals

Daniel Van Wiormgen

Kodiak island Hosoitai

Kodiak

Trustee OoiiMjaio lo (ho

Amoncan Hospital Asuoc.

Mgi Kk]imi

TfUStO* Pxovidonci»
Hospital

Anchorago

Aitarnsio Trusts* Qoliegfaio
io American Hospita
Association

Rocert Ji ni«n

Central Panmsuia Hospital

joldoina

Physician Mnmaor ol
**» Bo.ira

Keitn Brownscargor. M D.

Ancnorago

PfiSiom
Dannia 1. DaWitt

POLICY STATEMENT

CERTIFICATE OF NEED

Position: The Alaska State Hospital Association advocates
the repeal of the certificate of need (CON) law, AS 13.07.

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

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

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

Note: This does not contemplate repeal of construction
or licensure standards.
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PROVIDENCE t SISTERS OF
HOSPITAL PROVIDENCE

3200 PROVIDENCE DRIV~ « POUCH 6h04 SERVING IN TIULIVEST SINCE lan.
ANCHORAGE. ALASKA 90502
PHONE; (907) 276-4511

December 27, 1932

Mayor Tony Knowles
Municipality of Anchorage
Pouch 6-650

Anchorage, Alaska 99502

Dear Mayor Knowles:

Thank you for the opportunity on December 13 to share Providence®s
plans and some of our concerns with you.

One point came up during our discussion regarding Certificate
of Need (CON). I would like to elaborate for you in more detail why
the health care providers in Alaska oppose CON and have so strongly
supported 1its repeal.

As you know, the CON law was passed in this and most other states
as a requisite to receive Federal funds. The major impetus for the
law were:

1. Excess hospital beds in many large cities, and
2. rising health care costs.

The belief was that by controlling the number of beds, capital
expenditures and new services, costs would be contained. The results
have been much less than desired throughout the country. The Tlaw is
cumbersome, wasteful and, in fact, costly.

The lack of "success" 1is especially true in Alaska for some basic
reasons:

1. The process which the law sets in place is cumbersome and
wasteful. The institution must:
- submit a letter of intent at least 60 days prior to an
application (for no apparent reason);
- submit an elaborate, repetitive application (most are well
over 100 pages). There are 12 separate "criteria"™ which must be
addressed in any application;
- wait to be declared complete (minimum 2u days; several of our
applications were delayed months);
- then go through a 90-day reviev; proce:;s--with three or four
public meetings.

it SISTERS OF PROVIDENCE CORrOMATION-ALASKA' PROVIDENCE HOSPITAL AfT HORACE - WASHINGTON- PRQ" ' rNCF MEDICAL CENTER SEATTLE —THE
MENT RESIDENCE A.SO MOLNT T VINCENT NLKSINC CE.VTIR. SCAm t—PROVIDES.*I HOSPITAL EVERETT-SC P.*' HOSPITAL OLVMPIA-ST rtlL.TAHr.TH
M V- ORFCON. PROVIDENCE HOSPITAL MEDFORD—PKOVIDESCK .MEDICAL CENTER 1'0KIl AND-PROVIDENCE CHILD CiM LK LOR TIAND -ST VINCENT IICM'TT VL
center, ivrtlanu—California, providence hospital. Oakland- providence hic.ii school, hcrhann—saint idsfpii medical center, scrranr
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2. The costs of CON to the institution are enormous to prepare this
cumbersome document (at least 35 copies) and submit to the
minimum 110-day process. There are also the institutional costs

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

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

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

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

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

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

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

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

We encourage the city to support the ASHA position on repealing
the state CON law. Your own Municipal Health Commission 1is a strong
local planning body which helps identify health needs and encourages
solutions. It also serves to review public expenditures in health.
Those roles are appropriate. It should be freed from the cumbersome
COM review.

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

Best wishes for a prosperous 1983.

Sincere-ly,

Admi ni strator

Enclosure



DEPARTMENT OF HEALTH & HUALAN SERVICES

Re: 10P 550016
Alaska SHPDA

Dennis L. DeWitt
President
Alaska State Hospital Association

319 Seward Street
Juneau, Alaska 99801
Dear Mr. DeWitt:

Your letter dated June 11, 1982, requested

Public Health Service

Region X

M/S 829 Arcade Plaza Building
1321 Second Avenue

Seattle WA 98101

June 22, 1982

information about Region X's

intentions as a result of the failure of the Alaska Legislature to pass
amendments proposed to bring the State Certificate of Need program into

compliance with the Federal planning law, as amended.
action 1is quite clear. We will continue to full fill
sibilities guided by actions and time frames specified

Our course or
our mandated respon—
in the law.

Under the existing provisions of Title XV of the Public Health Service
Act, as amended, current law requires (in order to be fully designated)

that a SHPDA must meet all requirements for full
that of having a complying Certificate of Need program.

designation, including

If a SHPDA is not eligible for full designation by a certain date (which

for Alaska 1is January 19, 1983) the Department must

invoke the statutory

penalty of reducing most Public Health Service grants and contracts

to any entity in the State by 25% the first year,
in PL 97-35 extended the date

the next three years. Amendments contained

and 100% over

by which a State must have a fully designated SHPDA to avoid imposition
of the penalty. However, PL 97-35 also amended Section 1521(b)(2)(B) by
specifying that a conditional designation agreement could not extend beyond

a State®s penalty date.

Fully designat®"d SHPDAs (such as Alaska) which do not have complying CON

programs but continue to meet other requirements,

be returned to

conditional designation. As noted above, PL 97-35 prohibits the conditional

designation of any SHPDA from extending beyond

its penalty date. Any SHPDA

which remains conditionally designated on its penalty date must be termin-—
ated. Therefore, we will send a termination notice to any conditionally

designated SHPDA 90-days frior to its penalty date,
demonstrated that it has i complying CON program.

it still has not
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The enclosed copy of a letter to Commissioner Beirne, from the Regional
Health Administrator, further emphasizes the critical nature of having
a complying CON program in Alaska.

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

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

Sincerely,

/
John D. Whitney

Director

Department of Health
Resources Development

Region X

Enclosures (2)



DEPARTMENT OF HEALTH. EDUCATION. AND WELFARE'

829

m 21 1982

Re: 10? 550015
Alaska SHPDA

Helen 0. Delrne, Ph.D.

Commissioner

Department of Health and -
Social Services

Pouch H 01

Juneau, Alaska 99311

Dear Dr. Bcime:

The State of Alaska®"s Department of Health and Soda! Services full
designation agreement with the Department of Health and Human Services
1s being extended for three months, until September 20, 19.22. As you
know, because Alaska®"s Certificate of Heed Program dees not ccmnly
with Federal requirements, it is necessary that tho SHPHA be returned
to conditional designation. As required by statute, this 50-day
extension of ycur current designation 1s being given to allow you to
request and prepare for a hearing, if you should want one. Letters
from the Cureau of Health Planning to you and to the Governor will
further explain this process.

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

1. If the Agency is unable to retain full designation
after September 30, 1922, it will be returned to
conditional designation for the period October 1, 1922
to June 29, 1923.

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

You may at any time prior to your penalty date (1-19-83, nor PP-1 22-12)
submit documentation which you believe contains evidence that the State's
CON program complies with tho minimum Federal requirements, or a certifi—
cation by the State"s Attorney General, attesting to the program®s compHan*



lie ic?QEMNAT'M'ENT "OF HEALTH-, EDUCATION, AND WELFARE

letter. Indicating your acceptance
return one cony to this office
issue a Hctice of

Please sion both copies of this
of this extension with conditions,
As scon as v/c receive the signed cony,
Grant Award for the extended designation period.

we will

Sincerely,

Dorothy H. f"ann, M_P.H.
Regional Health Administrator

Region X

Helen D. Csirne, Ph.D. Cate

Coicmissloner
Alaska Department of Health

DHP.D:ROSS :vw:6/21/82



DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service
ftp nr.*k- fJ*/h * S

Region X

M/S 829 Arcade Plaza Building
1321 Second Avenue

Seattle WA 93101

Re: 10P 550007-05

Hr. 1lvin Lawner, Esq.
Hellen A Partnow

524 G Street

Suite 710

Anchorage, Alaska 99501

Dear Mr. Lawner:

This is to respond to your recent letter concerning Certificate-of-Need
review of a skilled nursing facility addition to the Pioneer Home in
Anchorage. In that correspondence you raised two issues: the need for
clarification of our 1978 letter to Howardm8abriel regarding C/N coverage
of Pioneer Homes, and the compliance of the Alaska C/M program with
federal standards. These matters will be addressed separately.

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

2. Wehave reviewed the Alaska C/N statute and implementing regulations
todetermine whether Pioneer Homes would be included 1in the definition
of a health care facility. We found that:

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

(Sec. 18.07.111(7)).

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

Any of those listed in AS 18.07.111, as defined, where appropriate,
In 42 CFR 123.401 (adopted 1/21/77). (7AAC07.130)
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Mr. 1lvan Lawner, Esq.

The State®s C/N statute and regulations, taken together and

including the cross reference to 42 CFR 123.401, would provide

coverage of a distinct part of an institution and would, there—

fore, meet the federal definition of a skilled nursing facilities,

i.e., an institution or a distinct part of an institution which

is primarily engaged 1in providing inpatient skilled nursing care

and related services for patients who require medical or nursing care
(42 CFR 123.401)

From the above points, it would appear that the Alaska C/N program adequately

defines

"heath care facility”™ and "skilled nursing facility." It is the

responsibility of the state to follow its own C/N statute and regulations.
If there

is an on-going and sustained pattern of rot following their statute

and regulations, we would certainly assess the state®s overall C/N program
and then take appropriate action.

Please call us should you have further questions.

Sincerely yours,

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

cc: Ron Hammett, Director, 5CHPD
Howard Gabriel, Director, SEAHSA
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May 29, 1981

Honorable Donald E. Clocksin

Chairman, Health, Education -and
Social Service?

Alasl-a State legislature

Pouch V

Juneau, Alaska 99811

Dear Representative Clocksin:

This is 1In response to your request to put in writing my verbal
testimony before your committee on CSS3 225. I will try and confine my
remarks to the major issues.

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

There appears to be soma confusion existing w uth the recent State
Supreme Court decision of South Central Health Planning and Development,
inc. vs the Department of Administration, on certificate of need. At
issue was whether or not the Legislature exempted Pioneers® Hemes from
certificate of need. The court found that there is no language in State
statutes which can reasonably be read as exempting skilled nursing
facilities frcm the certificate of need process when they are contained
in Pioneers “Hemes. Consequently, whether or not txe legislature
intended to exempt Pioneers® Homes new becomes moot:. The Legislature®s
intent can new be established only through the legislative process of
amending existing law to allow this exemption.

There has baen a substantial amount o.: discussion centering around
the need for proper planning so that heal® .| facilities in Alaska are not
overbuilt. This is an admirable and worthy objactive, and | can assure
you that this Department supports health facility planning. However,
the existing system under the certificate of need program is fraught
with inequities and frustrations; further, it does not represent a
comprehensive planning effort.
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There are three providers of health facilities; the federal
government, the State government, and the "private sector."” However,
the federal health facilities don"t come under the certificate of need
program, and in most states this wouldn"t pose any problem. The
military contingent in California, for instance, would represent a small
portion of the state®s total population and as such vould not greatly
impact the planning process for certificate of need. |In Alaska, the
opposite is true. The federal government is a major provider of health
care and facilities". Roughly one-fourth of the state 3 population are
eligible to use federal health facilities (military base, Public Health,
Indian Health, etc.). This has a devasting effect on trying to
logical 2.y plan for state and "private sector” health facilities when a
critical component is missing.

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

There has also been considerable discussion cn the impact of
granting Pioneers”™ Homes an exemption from certificate of need as it
relates to federal programs. Mr. Vem Perry, Director of the Division
of Pioneers®™ Eenefits spoke with Mr. Jim Egan, Regional Project Officer
of the Office of Health Planning, Region X, U. S. Department of Health,
Education and Welfare, on Wednesday May 27, regarding the certificate of
need program.
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QUESTION: What effect would there be on the State of Alaska
if Pioneers"™ Hares were exempted from the
certificate of need program? -

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

QUESTION: Vfould the federal government actually discontinue
such programs as alcoholism and mental health if
Pionaers" Hares were exempted fran the certificate
of need program?

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

Further, discussions warc l»- d with the States of California and
Washington regarding their ce:(f-.::i.coue of need programs. [In California,
Mr. Ken Umbach (916/323-6955) .vie Office of Statewide Health Planning
and Development was contacted. He “nted that California has been out
of conformance with the federal certificate of need program since 1969.
Their latest date for caning into conformance is October. He stated
that if they did not meet the deadline that the feds would probably
extend it. Mr. Jim Bettridge of Washington Eiealth Care Facilities
Authority (206/753-6185) indicated that the feds were withdrawing total
support from the certificate of need program by 1983.
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"lhese conversations indicate that:

i. The federal government, is not inclined to impose
sanctions on a Stare for nonconformar,e with the
certificate of need program;

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

iii. The federal government is withdrawing total support
for the certificate of need program by 1983. if
the state wants to continue a planning process for
health facility development it will have to provide
for the process by using General Funds monies. Based
on the aforementioned problems, new would be the
appropriate time to revise this planning process to
make it more meaningful.

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

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

The Fairbanks and Palmer Pioneers®™ Hemes are full to capacity with
skilled nursing patients at the present time. |If we are to accommodate
anticipated need in the near future, additional skilled nursing
facilities will have to be constructed within the next few years. This
expansion would be inpossible unless a certificate of need is issued.



Honorable Donald E. Clocksin
Chairman, Health, Education and
Social Services
Page 5 May 29, 1981

Hie Department of Health and Social Services, in recent licensing
inspections, has advised a significant number of residents in the
ambulatory sections of all the Pioneers® Homes should be designated
intermediate care patients. Intermediate care requires both a
certificate of need and a significant increase in staffing, installation
of call buttons or other signalling devices, and closer attention to
patients when taking medications, etc. The number of patients which
might be considered in need of intermediate care are: thirty at Sitka,
twenty at Fairbanks, twenty at Palmer and forty at Anchorage (in the new
wing) .

Funding to provide intermediate care was not included in the FY 82
operating budget. Although a dollar figure is not available at the
present time, a significant increase will be necessary if we must comply
with the certificate of need program. Passage of SB 225 would eliminate
this situation.

In summary:

1. Administration believes the Legislature had always
intended to exclude Pioneers®™ Homes from certificate
of need;

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

3. There needs to be planning for health care facilities

and a more responsive process needs to be developed;

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

5. Passage of CSSB 225 will eliminate the potential for
pain and suffering by allowing Pioneers®™ Homes residents
to remain in their home.



Honorable Donald E. Clocksin
Chairman, Health, Education and
Social Services

Page 6 May 29, 1981

IT I can be of any further assistance to you or your ccrrnuttee,
please give me a call.

Personnel Management

FEM/mjc

cc: Honorable Charles Parr
Honorable Robert Ziegler
Honorable Jalirar Kerttula
Honorable Patrick Eocey
Pioneers™ Homes Advisory Board
Dennis Dewitt, Executive Director
Alaska State Hospital Association
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accordance with subsection (b)(2), or ((b)(3) of this section (as the Secretary
determines appropriate), enter into another agreement with the Governor
for the designation of a State Agency.

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

(d)(1) If an agreement under subsection (b)(3) pf this section for the des-
ignation of a State Agency for a State is not in-effect upon the expiration
of—

(A) the fourth fiscal year which begins aftfer 1975; or

(B)(1) if the legislature of the State is in a regular session on Decem-
ber 17, 1980 and the legislature will be in-Session far at least twelve
months from such date, twenty-four months'from such date, or

(ii) if the legislature of the State is in session on December 17, 1980,
but twelve months do not remain in such session after such date or if
the legislature of the State is not in session-on such date, twenty-four
months after the beginning of the first regular session of the legislature
beginning after such date,

whichever occurs later, the Secretary shall take the action prescribed by par-
agraph (2). c

(2) If upon the expiration of the period applicable under paragraph (1) an
agreement is not in effect for the designation of a State Agency for a State,
the Secretary shall until such an agreement is in-effect take the following
action;

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

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

(O During the third twelve months after-such expiration date, the
Secretary shall reduce by 75 percent the ambunt of each such allot-
ment, grant, loan, loan guarantee, and contract.

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

(July 1, 1944. c. 373, Title XV, § 1521, as added Jan. 4, 1975. Pub.L. 93-641, § 3
88 Stat. 2242, and amended Aug. 1, 1977, Pub.L. 95-83, Title I. § 106(/), (m), 91
Slat. 385; Dec. 19. 1977. Pub.L. 95-215. § 6(b), 91 Stat. 1507; July 16. 1979, Pub.
L. 96-33, 93 Slat. 86; Oct. 4, 197", Pub.L. 96-79, Title 1 § 123(a), (b)(1)(A), (2),
@, . (9)(2), 93 Stat. 624-627; Oct. 17, 1979, Pub.L. 96-S8, Title Vv, § 509(b), 93
Stat. fi95; Dec. 17. 1980, Pub.L. Title HI. 8§ 303(b), 94 Stat. 3190; Aug. 13,
1981, Pub.L. 97-35, Title IX. S§ 902(g)(5), 936(b), 95 Slat. 561, 572.)
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Mrs. HAUbwna, governor

DEE'T.OF HEALTH AND SOCIAL SERVICES I/ POUCH HOI
JUNEAU. ALASKA 99811
OFFICE OF THE COrAIMISSOVEH | PHONE: 2689048

|
May 10, 1982

The Honorable Mike Beirne

Chairman

House HESS Committee

Alaska State House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Rep. .sentative Beirne:

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

$5 million annually in such federal funds. Our lack of compliance would
result in one quarter of these funds being withheld for four years until
certain federal public health service funds are no longer available to
Alaska.

We appreciate the hearing you conducted on House Bill 195. We believe this
bill, with the amendments we offered, would bring our State Health Planning
and Development Agency into full compliance with federal requirements. Your
assistance in helping to move this legislation would be very much appreciated.

We appreciate your assistance and support in this matter.

Sincerely,

Helen D. Beirne
Comni ssioner

Enelosure

cc: Phoebe A. Lindsey
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laska State M edical A ssociation

>1G7 i.ourel Street 9 Suite 1 * Anchorage, Alaska 99504 ° (907) 277-6891

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

RESOLUTION NO. §2-23

SUBJECT: Certificate of Need

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

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

°E || RESOLVED, the Alaska State Medical Association ur?es and encour-
agr . the Legislature to repeal the certificate of need Yaw.

DISTRIBUTION:  Legislature

aska State Hospital Association

L
Al
Press
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hospital

"mwsfO0CiQuDs 319 Seward St., Juneau, Alaska 99801 « (907) 586-1790

REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES

Chairman ol the Board
Ronald A. Paveiias

Humana Hospital Alaska
Anchorage

Chairman-Elect

Warn Hawkins

Sitka Community Hospital
Sitka

immediato Past Cha.rman

Tom Mmgen

Fairoanns Memorial
Hosoitai

Fairbanks

SecretarviTreasurer

Edward Zetne

Coraova Commumtv
Hospital

Coraova

Oeieqate 10 the American
Hospital Association
ai m, Camosso
Providence Hospital
Ancnor3go

Alternate Oelegato to ine

American Hospital Assoc.

Micnaei Lockwood
Central Peninsula Hospital
Soidotna

Delegate to tho American
Heaitn Care Association

Jack suck

St. Ann 3Nursing Home

Juneau

Alternate Ceiegato to tho
American Heinn Care
Association

Emma G. lvy

Wran eﬁ General Hospital
ran&e

Oomnato to tho Association
ol Western Hospita s

Micnaei HerrinF

Soutn Peninsula Hoscnai

Homor

Aitrtfnaio Delegate to the
Association ol Wests* m
Hosonais

Daniel Van Wienngen

Kodiak island Hospital

KodiaH

Trustee Delegate (0 me

American hosp tal Agsoc.

Moo Kacisn

Trustoo, Provioenr.e
Hospital

Ancngrage

Alternate Trustee Dele?ate
to American Hospita
Association

Rocort Jensen

Central Peninsula Hospital

Soidotna

Physician Memoor ol
tne Board

Kcitn Brownooorger M0

Ancnorage

President
Dennis L. OewVill
Juneau

November 4, 1982

Similar letter sent to:
Senator Murkowski and
Congressman Young

The Honorable Ted Stevens
United States Senate
Washington, D.C. 20510

Dear Senator Stevens:

As you are well aware the State of Alaska is not

in conformity with the National Health Planning and
Development Act and without federal action in 1982

faces penalties in grant monies under the Public Health
Service Act and the Comprehensive Alcohol Abuse and
Alcoholism Prevention, Treatment, and Rehabilitation

Act of 1970. To avoid this penalty it is imperative
that Congress repeal 42 U.S.C. 300m-(d) (copy attached).

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

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

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



For these reasons we urge you to secure the repeal
of 42 U.S.C. 300m-(d). This will permit the legislature
of the State of Alaska to deal with i1ts law in whatever
manner it deems appropriate. Further, we urge that this
repeal be secured prior to the adjournment of the 97th
Congress.

Dennis L. DeWitt
President

DID:If
cc: Friday Mailing
Alaska State Medical Society
Governer Jay Hammond
Governer Elect Sheffield
Lt. Governer Terry Miller
Lt. Governer Elect McAlpine
American Hospital Association - Lynn Hart
Federation of American Hospitals



*BILL SHEFFIELD, GOVERNOR

Stat 12 or A la.sk

December 22,

Mr. Dennis L. DeWitt

President

Alaska State Hospital Association
319 Seward Street

Juneau, Alaska 99801

Dear Mr. DeWitt:

1982

Thank you for sending me a copy of your letter

to Senator Stevens regarding the state
Certificate of Need law.

As you know, 1 am 1in agreement with you 1in your
opposition to this law. Please keep me posted

as to what I can do to change the law
Best regards.

Sincerely

Governor

in AKlaska.



Blue Cross

of Washington and Alaska —* = 1
Q i8ti3
15700 Dayton Avenue North/PO Box 327

Seattle. Washington 98111
206/361 -3000

February 14, 1983

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

Juneau, Alaska 99811

Dear Representative Tischer:

I appreciated having the opportunity to discuss with you the legislative
proposals which you are addressing in this session and which are of concern
to Blue Cross of Washington and Alaska. Martin Tirador will be keeping 1in
close contact with you on these and other issues.

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

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

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

K ruU 0 0 A

J
jﬁoa—'Gaumer, Director
Government Relations

JHG:pf



Blue Cross
of Washington and Alaska

15700 Dayton Avenue North/P.O. Box 327
Seattle. Washington 98111
206/361-2000

February 4, 1983

POLICY STATEMENT

3lue Cross of Washington and Alaska supports the retention of Certificate
of Need. That process should, however, be modified as follows:

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

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

3. The State Health Planning and Development Agency should become
the sole health planning body for the State and should be charged
with health planning for all Alaskans. A provision should be
included allowing municipalities to establish local health council
to the State Health Planning and Development Agency, who may make
recommendations on planning matters.

JKG:pE



February 03, 1985

Hie Honorable Mae Tischer
Alaska State Legislature

Pouch V. (MS 3100)
Juneau, Alaska 99811

Dear Representative Tischer:

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

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

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

529 5th avenue, suite 8 fairbanks, alaska 99701 telephone(907) 45<5-2553
| 1] 1. <id mLM'tLwn in MThrgTTXggr*»r LBV



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

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

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

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

a. $600,000 for capital expenditures

b.  $400,000 for major medical equipment

c. $250,000 for operating expenses associatedwith new
services.

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

3. Expedite review of capital equipment replacement.

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

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

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



The Honorable Mae TL jer
February 03, 1983
Page 3

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

President
JBC:flr
cc: William Sheffield

Governor

Robert London Smith, Ph.D.
Commissioner, DHSS

Alaska Health Coalition
Southeast Alaska HSA

South Central Health Planning
and Development, Inc.
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South Centra!

Health Planning and Development, Inc.

1135 West Eighth Avenue ¢ Suite 1 « Anchorage, Alaska 99501 LJ
(907) 278-3631 1t v.A

February IS, 1983 ily A
Dear Alaska Legislator: A
The Executive Committee of South Central Health Planing and Development,

Inc., yesterday met to discuss the Rro osed Certificate of Need repeal
bill. “The Committee asked me to co veg to you our support for the

attached position paper developed by the Alaska Health Coalition.

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

Sincerely,

Margaret M_ Wilson
Executive Director

MMW/ab



Alaska Health Coalition

57.9 5th Avenue> Suite %
Fairbanks, Alaska 99701
(907) <156-255;!

February 11, 19S3

TO: Member? of the Alaska Legislature

Proposed legislation (HB 19 and SB S5) would repeal Alaska Statute
1S.07.031-1S.07.111, better known as the Alaska Certificate of Need
(CON) law. These bills reflect the position of the Alaska Hospital
Association, whose member institutions arc subject to tiie provisions of
the CON process. The attached paper, developed by the /daska 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 Jaw.

The Alaska Health Coalition is a group of interested citizens with
memberships from the throe Alaska Health Systems Agencies and the
Statewide Health Coordinating Council, ‘liwe primary purposes of the
Coalition arc to review the need for health planning, development, ana
promotion activities and to develop goals, describe functions, and
recommend structures to achieve optimal health for live 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 issu” "which deserves a reasonable, objective
discussion. We present this paper 1o/ the purpose of initiating this
discussion.

Tor additional information, please contact any of the following
organizations: Northern Alaska Health Resources Association, Fairbanks
(456-2553); South Central Health Planning and Development, Anchorage
(275-3631); or, Southeast Alaska Health Systems Agency, Ketchikan
(225-9681).

Best regards,

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

GMK :scm

liiclosurc
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J. 1L (arnatian. lat,lu, JOM-ph (l.i;i"™ . Jum-i-;

Charier. Knltcnlue!;, Dr. i’.1l.. ".Urban-..; su-iv ‘ee"sm-fi. .Vu Ittir.t"v,



CERTIFICATE OF NEED;

REVISION OR REPEAL

Prepared in
the
Public Interest
by
the

ALASKA HEALTH COALITION
February, 1983
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EXECUTIVE SUMVARY

. 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 J974.  Provisions
In the CON law require that ncn-federal health care institutions aglply
for and receive a Certificate of Need from the State of Alaska before
proceedm? 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 SS, which provide for repeal of the CON law. " 'llie purpose
of this pager is to review the data availahle on tiic effectiveness of
the QON process,. both nationally and within the State of Alaska, and to
present alternatives for consideration by the Legislature _reg_ardmg
public review of capital expenditures for health care facilifies.

.. Evidence is presented that the CON program has had an effect on
limiting the amount of capital expenditures, furthermore, current
economic research has demﬁnstrateq thT,t, for everg dollar of capital,
Investment made in a health care facility, an acc mPanymg Increase in
operating costs can be expected amounting to 154%of the original
Investment in ten years,

Evidence gathered on Alaska's experience with the Certificate of
Need program indicated that it has been effective in deterring and/or
gu_ldmgtcapjtal mvestlmen_t within the health-care |ndust_r¥ and has

timulated ‘improved planning within the health-care institutions them-
%ﬁ!ves. E>t<amples are presented which illustrate how the process created
IS impact.

Several issues are discussed relating to recognised concerns within
éhe ?urrent CON process. . These ISSL1€S mcluﬂe: 1? costs atteng nf to
eveloping. a apPllcanon; 2) delays in the review process; 331 0SS
of community control; 4) marketplace economics; and, 55)

threshold limits which require a CON.

The conclusion drawn from this review was th?t, although there are
?roblem_s with the current CON process, revision of the law s preferable
0 outright repeal. Recommendations for revision of the law arc pro-
vided and include:

1. Raising threshold levels. ,
2 Exemgtmr%; non-clinical capital exgendnures.
3. Expediting reviews or equipment replacement.
%. Specifying time limits on reviews.
6

the dollar-

Providing Ieﬁls_lato_rs with information on the outcome of
reviews in their districts,

Providing for a sunset review of the process.



CIikTI'ICATE 01: NI-liD PUCXIPAM

PURPOSE

The most controversial aspect of Ilie health planning effort, in
Alaska and nationwide, l1as been the Certificate of,Needi‘CVON) program.
Borrowed from public utjility reflations, the earliest CON program was
enacted by'New York in 1964, Twenty-six other states instituted CON
8ro%rams In the next ten )(ears, and,” with the Eassa e of Public Law

3-b41, CON was mandated for all states. Alaska's Certificate of Need
statute (13.07.031-.111) was enacted by the State Legislature in 1976

and amended in 19S1.

_As originally designed, the CON program was. implemented to curb
rapidly escalating costs of health care by summing uncontrolled capital
Investments in new hea_lth-Cﬁr_e facjlities; services, ang hl%h-tcclm_olo%
equipment. To accomplish this goal, the CONprogram had seVeral prlmay
?bée_?_twes: ) 10 grevent unnecessar dugllcgtlon of _servl)ces and
acilities; 2) to reduce the number of available hospital beds or at
least not allow the growth of hospital beds to excee _?mdellnes estab-
lished in tire State Health Plan; 3) to promote an equilable and effi-
cient allocation of resources; and 4) to determine if less costly
alternatives to expensive capital expenditures were available to” accom-
plish the same purpose.

UNO 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 and preparations.

2. Any_chan(T;e within a two-Year_ period in the licensed bed ca-
pacity of a health care tacility amounting to 10 beds or 10
[t)ercent, whichever is the lesser, which increases or decreases
he numper of beds or redistributes beds among, different
categories of service.

3. Any addition or elimination of a ma'{or type of service offered
In“or through the health care facility.

A project meet ing, or exceedin% those thresholds is required to
obtatlnt_a Certificate ol Need from the State of Alaska prior to imple-
mentation.



'HE PROCESS

Aii applicant enters the QX review process by subm|tt|n% "Letter

0f Intent to theDeRartmentof Health and Somal SerV|ces USS)
the appropriate healt systems a enc describ mq r|ef th e sco e of
the proposed activity. 1f the [ determmes hat th e project |s
subject to CON reV|ew the applicant develops n formal a I|cat|on and
subm|ts It .to the State aﬁ]enc and the regional health 3ysterﬂs agency
In most cases, a_ pre-application conference Is schedu

'plcant to m|n|m|se any potential misunderstandings and to aciiicvc an
geement on what would represent a successful application.  Once the
State agency certifies that the application is "Complete" -- tint it
contain$ suff|c|ent |nformat|on necessary to.conduct an object|ve review
--the agency has90°days toreview the application and to. ‘submit an
analysis fo the Commlssmner of DHSS for final action. Within the

-day reV|ew Eenod the regional heaIth planning agenc¥ has 60 days to
rewew and see gu lic comments on  t 3 gro riaténess of the proposed
application, USA su m|ts Its findin d recommendations to" the
Commissioner. On e the omm|55|%ner has” considered tho mformatlon that
has been submitted, he decides whether or not to issue a Cert| icate of
Need to the applicant. 'He Commissioner notifies tho aRP licant in
writing of the decision. Copies of the decision are seht to the Health
Systems Agency and are published in regional newspapers.

EFFECTIVENESS
Nationwide

Nationally, credible information is just betinning to emer%e_
ST B P S S
|spof htt e va?ue ?)ecause of anhamg Fack Funderstargmgy‘ Lout the
process and outcome of capital expen iture review programs.  Two
recently completed stydies in th %te 0f Massachusetts have reported
(Ih]\l |tm acts. o The flrstt anﬁ zet |ostnltta ca Ié% cla%eStmrﬁnt amorltg
short-term enera voluptary hdspitals. betwe e resylts
were that, gy 1976 and B ¥td C(F))N review re ucet? } dimensions otj
project scalé and cost by as much as two-thirds of that originally .
proposed. The second studg found that tin: formal and informal actions

of the OON agenﬁ from 1972-1.976 resulted in_small, hut statistically
significant, “redUctions in tho rate of hospital investment.

Two studies conducted in 1952 by Arthur 1. Little, Ing., shed
additional_light on the potential impact of capital expenditures re-
view. ' The first study analyzed the effect 0l cap|tal expenditures
review dec|3|ons in five states: Colorado, Florida, aryland Massa-
chysetts, and Ore on Scho%en for the|r geagraphical and regu ator%
differences). n their anaY3|s CCN programs appeare e
effective |n I|m|t|n% the amount ot capital expend|tures undertaken.
Furthermore, they discovered that, for every dollar of ca |ta| Invest-
ment, there was a definite |ncrease In o?eratm%1 costs.  They projected
that, over a ten-year period, a dollar o caP|t | Investment ?enerates
additional operating costs with a present value of $1.84 (exclusive of



depreciation and debt service). The)( concluded from those results tliat
p_roqrams have the potential to play an important role in curbing
hospital cost inflation.’

. asecond report by Arthur D. Little, Inc., involved an analysis of
information from a six-state study.  For the states of Virginia, South
Carolina, Washington, New J_e_rseg, lowa and Colorado, Arthur™l). Little
undertook a review of Certificate of Need qro rams for the twelve-month
?_erlod beginning July 1, 1979 to June SO, 1930. Three 5|%n_|f|cant
indings Were réported: 1) certain capital costs were not incurred as a
result”of the review pro%ram; 2) the objectives contained in_indi-
vidual state plans and health systems plans tended to deter capital
expenditure projects; and, 3) pro-application conferences -- health
planners and providers w_orkln% tggeth_er_ to avoid proggct denial -- were
effective means of reducing the "administrative costs" of the review

process as well as excessive capital expenditures.'

Alaska
Currently éFebruarK 1983% there arc_ five Rrojects under review by
the Departmerit 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 ?ro%ects which were approved for $149,000,000

In the previous five years (1977-1982).

. Two projects with a combined total of $12,-100,000 have been denied
durln% the past five years. In addition, several other Letters oT
Intent have been received by the Department, for which applications were
never received. It Is impdssible to estimate how many applications or

letters of intent were never submitted because of the presence of the
CON law.

. The Alaska CON Program has been effective in accomplishing three
things. First, it. seems reasonable to expect that CON has deterred
misdirected protects that could not withstand the test of public scru-
tiny. nas, therefore, acted to uphold, existing plan standards.
Secondly, It has guided institutional actions int0 areas which are |
compatible with tfie goals and objectives of the State as reflected in
State and regional health plans. " ‘Ihirdly, the presence oT the CON
program has promoted better glanmng 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 that CON is_a deter-
rent. A specific, example of this phenomenon was observed during a
recent effort b){ four different applicants to provide inpatient alco-
holism treatment services in and around Anchorage. The Department of



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

Improved Institutional Planning

Situations in which the CON rocess provrdes export gurdance and
strmulates better rnstrtutronal annm% do not always resSult in smaller,
less- Orrpensrve rojects, for exampe aIIey Hosprtal in Palmer sub-
mitted an applitation to complete a minimal and temporar){ renovation of
their 30- year old facility at a cost of .$2,000,000, " Part of the reno-
vation inclyded additional msulatron to prevent heat, loss through the
roof, At tho suggestion of the Department, a structural engineer was
asked to study the ability uf the Toof to wjthstand the rncreased load
of snow which"would not bo melted because of the insulatign.

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.. Th resultﬁ f(shese rn?urrres demonstrated that t% roof
was not designed to withstand the extra load of snow_ and tliat, when

total operatin expenses and caprtal c?sts were considered for a 25-year
perrod it WO be less expensive_to forgo the minimal renovation and
grocee with a ma or renovatjon. The result of fhrs review was an.
pproval for a ma}or renovation project -- at a long-term cost savings.

Petersburg General Hospital frled a letter of intent for $3,400,000
to renovate an exrstrnq acute care acrlrty Following an architectural
assessment of the facility and a lifc-cyclc cost analysis requested b
the State, It was determined that the cost of new constructron would e
%referabl e to renovatron Subsequently, .a GOX was approv%

1,150,000. Obviously, the CON procesS is not punitive, but rather
ggﬁ]krﬁ rtrot use health care resources to gain the maxrmum benefit for the
unity.

Hospitals in llomer and Farrbanks submitted proposals for review
which contained sheIIed In" sRace for which no use was intended for the
iImmediate future. In | omer the DePartment requested further assessment
of the situation to rdentr a solution to future use of the shelled-i
sgace As a result the rr])ans were redrawn for the renovation and

expansion and included the proposed use of the shelled-in space.

Better Conformance with Identified Community Needs

In Farrbanks the CON process stimulated 3 communrtx rgrscussron 0f
the need for Inpatient ps %chratrrc Services and a concern for approving
the constructron of two shelled-in flogrs that ?rd noé lyive aH identi-
led use. Because of discussions at the local level during the review
by the health systems agency, the hospital agreed to specity the in-
tended use of t e 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 lias effectively deterred and guided capital investment
within the health care industry and has stimulated improved planning
within the institutions themselves"! Because of the CON prog,ram, Alaskans
have saved millions ol "dollars in operating costs which would have
resulted from unheeded expansion of facilities and services. Moreover,
the State Legislature and the Administration should feel some measure of
assurance that, because of the CON process, the millions of dollars in
public funds that 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 arc financially
feasible.



PROBLEIVE Will I nil: GON PROCESS AND REWJLNUATIONS FOR TMPROVIVAENT

INTROCOCTION

Proponents axcl 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 » 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
cf 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 n 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 25S fewer reviews to do. This should
improve the efficiency of the review process.

COMMUNITY CONTROL

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



serve on local hospital advisory boards arc chosen for the|r_exr[])ert|se
and dedjcation in local issues; often, however, a project will have
regional or statewide implications that cannot be properly addressed at
the local level. The COX process, at the very least, offers local,
regional and statewide perspectives on the need and appropriateness of a
proposed project. Instead of removing communltY control, the CON
process hestows some control on the community at large.

In addition, a trend is evident that an increasing amount of public
funds are beln? appropriated b){ the legislature lor construction and
renovation. . It seems reas%nabe that In a tiirc of ?ecreasm% state .
revenues, citizens should have an opFortumty to Influence the distribu-
tion of these funds so that they meet state and regional needs instead
8If local demand, ‘'Ihc CON proceSs ensures public participation in these

ecisions.

MARKETPLACE ECONOMICS:  COMPETITION vs. "khCUhVITON"

. n Lecent gears, there Bas Peen a Ro ular theory tliat the problems
in U.S. health Services can be blamed on excessive government interven-
tion and regulations. It has been argued that high costs and related
problems cotld be solved by a "return™to the free” market and competi-
tion."0 Two recent articlés 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 ijot one of at least five conditions
necessary for comgetmon existed. = In additjon, fhﬁy found that the
free market created a geo?rap ic maldistribution ot health manpower,
causing serious problems for rural populations. Furthermore, they
discusSed the paradoxical problem wiiich has been demonstrated for”every
component of the health care industry of 1supp|>( 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)n rather than the buyer (patient) makes most™ of tho
decisions on what health services are to he obtained.

Needlcmen, another health economist, expressed a similar opinion.}

An effective market is one in which there is compe-
tition on the bhasis of both price and duality, 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
b¥ competitive pressures. By this definition, an
etfective market for health cave scrvices does not
exist an most communities.. Loihpet.ruon exists but
it is rarely gr_lce competition; ‘indeed the nature of
current competition based on scope of services,
amenities, and convenience is to encourage price
increasing behavior. (Emphasis added).



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

THRESHOLD LIMITS

Alaska regulations specify that a CON is required for any capital
expenditure in excess of $150,000. There is general agreement that this
threshold is far too low. Federal regulations have already change™ to
accomodate a significant increase in CON thresholds, “(he threshold
levels which trigger a CON review should be increased from $150,000 to
at least $600,C00 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 p_roqra_m has been
effective in det_errln(i_unjustmed project:;, quiding capital investment
[[)rogects and stimula mg improved Institutjonal pIanmn%. Together
hese effects have served to meet the health care needs 9f 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 ¢m he 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 lhe law to correct recog-
nized problems.

MAINTAIN CURRENT CON PKOCHSS

'lhe 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 recognised problems, this 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.

REPI-AL TLIH CON LAW

lliis option assumes that the Certificate ol Need process has been
entirely ineffective and that, marketPIace Incentives will arise to
control’ capital investments and health carc costs.

It also assumes that public, review of health carc canital expendi-
tures arc 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 cure
services industry of any commun|t¥ in Alaska. In addition, the State of
Alaska did not renew itS Section 1122 agreement with the federal govern-
ment in 1931 because tho Certificate of Need law was .in place. EzSec-
tion 1122 of PL 92-603 required that health carc facilities, which
received federal monies under Titles XVIIT and XIX, he subject to review
to ensure consistency with state health plans.) Repeal of ‘the CON law
would leave the State entirely without a capital exgendlture review
process for health carc facilities; therefore, the State would have fo
rely principally. on either the competitive, market or incentives estab-
lished under sonic kind of a prosElectn_/e 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 Ts, after the costs have already occurred. Under this



reimbursement mechanism, there is no real incentive for containing
costs. Prospective reimbursement, on the other hand, would require tint
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 docs not exist anywhere in
Alaska, eliminating the CON program will likely 3cad 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 lias 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.O

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 PROCESS

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.
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RI-GGWa-NDATIGNS

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“reflations.

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

3. Expedite review of capital equipment replacement.

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

12
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APPENDIX
NATIONAL HEALTH PLANKING AND DEVHLOWENT ACT Qlmml974

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 (Hlill-1"urton, 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 concents, the Act authorised 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
"achievement of equal access to quality health care at a reasonable
cost."

HEALTH SYSTB1S AGENCIES

Health Systems Agencies (USAs) 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 sendee
area; to increase the acceptability, accessibility, continuity and
quality of health services of the area; to restrain increases in the
cost of providing health services; and, to prevent unnecessary duplica—
tion of health resources. These functions were carried out by inter—
ested consumers and providers working together to identify community and
regional problems and to develop strategies and recommendations to help
alleviate those problems.

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 (PLIS)
and State (D11SS) sources. In Alaska, the Covcrnor designated three
health service areas which were each to be served by an USA. Alaska"s
three USAs 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 DHVELOMHANT ACEN\CY

The Governor designated a State Health Planning and Development
Agency (SHPDA) as a unit. oC State government, 1ihc SHPDA lias 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 Coordinat ing Council (SHCC) is flic
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. “lhc State Health Plan
forms the basis upon which Certificate of Need applications arc re—
viewed. Doth the SHPDA and. SIICC are supported with a mix of Federal and
State funds.



STATEMENT OF

/ETNA LIFE INSURANCE COMPANY

IN OPPOSITION TO



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 1is 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
one that has been rationally and systematically planned.

We feel that it is most important that there be a mechanism in place
for participation in the planning and development of health programs to
improve the distribution of health services, ensuring that services are
available to those citizens who need them, while restricting the investment
in unnecessary 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 o* highly skilled labor (for maintenance and
operation) and non-labor inp* "s (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, 1is the interest rate now being charged on the finance
debt. Efforts must be made to ensure that all capital expenditures made
today are necessary and consistent with the goals of Alaska®s Health
Systems Plan and necessity for such expenditures.

Alaska®s Certificate of Need Program is an important tool for
implementation of the area health plan. We urge that this program be
continued.



Alaska Health 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. The 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. Hie 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.

Hie Alaska Health Coalition is a group of interested citizens with
memberships from the three Alaska Health Systems 1igencies 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, A ichorage
(278-3631); or, Southeast Alaska Health Systems Agency, Ketchikan
(225-9681) .

Best regards,

diaries M. Ka]tenbach, Dr. P.H.
Qiaimian

CMK:sem

Enclosure

Coalition Members

J. B. Carnahan, Fairbanks; Joseph Cladouhos, Juneau;
Qiarlcs Kaltenhach, Dr. P.11., Fairbanks; Steve Lesko, .Anchorage;
John Manning, Ketchikan; Lillie McCarvcy, .Anchorage; -Art Willnan, Sitka; Margaret Wilson, .Anchorage



northern alaska health resources association, inc.

FEB 9 1983

February 03, 1985

The Honorable Mae Tischer
Alaska State Legislature
Pouch V (MS 3100)

Juneau, Alaska 99811

Dear Representative Tischer:

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

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

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

ZSI
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The Honorable Mae Tischer
February 03, 1983
Page 2

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

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

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

a. $600,000 for capital expenditures

b. $400,000 for major medical equipment

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

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

3. Expedite review of capital equipment replacement.

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

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

6. Consider a sunset provision of four or more years to review
effectiveness of the CON process.
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In summary, there is little disagreement that there are problems
with the current (DN process; however, the forum that the CON process
provides for community discussion about the relative merits of pro—
posed project far outweigh what we perceive to be- correctable problems,
he reconmend revision of the CON process rather than repeal.

President
JBCrflr
cc: William Sheffield

Governor

Robert London Smith, Ph.D.
Commissioner, DHSS

Alaska Health Coalition
Southeast Alaska HSA

South Central Health Planning
and Development, Inc.



iBerrresxTM cdnc*tu

xw a Dmctu. kOCH. OIAWUAJf

Mwt5 n textum. ht.
*CHA» L OTTWCXTnttr.
»tI**T A WAJOUX. CALF.

KO

cmos a yooxmiad.calf.

Wey « 1« » . »0. UATTMEW J. WKALOa U
i J. luxes. kj.
TS IR sl

AT A g

u»aw awmw. ua
Al tvnrt. ixash .
rrirL AHO. tix
kzxijo L Sxcxr. ALA.
QQUKS U

AALTHH HAU.TDC.
« . 0*«0

eu K
sia & KAKJI
et i ik
A X* SAT/XT,TEX
XU AJTIX CALF

tou (X>W:0Wt*j
WA o
TXOA.IAXYl TAUKI A

CHIEaRTS Ro.

) XUEY.JR\A
JAOT M 1n.nx

kCO AlL a CXLTT, OHIO
POWAJO C KS1S0K UTAH

February 2,

$13. g)oa& of frepretfortatofy

Jvoora 2125. Jlapbnm $onst ©Itirt JBuilbing

T3npmBC 2H

1983

Pierre Howard, Chairman

Senate Human Resources Committee
The State Senate

Atlanta, Georgia 30334

Dear Senator Howard:

Thank you for your letter concerning the consideration of
Certificate of Need legislation by the Georgia Senate,

I can appreciate your interest in CON legislation. It is
clear that without a strong health planning program, hospital and
nursing home expansion will wildly inflate State and private, as
wel?. as Federal,-health care payments. I suspect that Georgia,
and Georgia®s employers and employees, can ill afford to waste
their resources on unnecessary or over-priced health services.

1 am pleased to report to you that there is a firm Federal
commitment to support a health planning system throughout the
nation. A bill to extend Federal assistance to State and local
health planning agencies was passed by the House o.f
Representatives last year by a vote of 302 to 14. Although it was
not possible to work out an agreement with the Senate in this
regard at the end of the 97th Congress, the program was extended
through FY 1983 by the Continuing Resolution.

As the 98th congress begins its work, 1 am sure that health
planning legislation will again be on the agenda. While it is not
possible to predict what the exact result of the legislative
process will be, 1 think it is reasonable to assume:

1. The Federal government will continue to provide
substantial funds to the States and local agencies to
support health planning activities; and

2. In order to be elgible to receive such funds, States and
local agencies will have to meet certain standards of
organization and operation necessary to ensure their
effectiveness.



3. States will be required to conduct a certificate of need
program which covers hospital and nursing homes and

otherwise complies with Federal law.

In this context/ 1 would suggest that the prudent course for
Georgia, or any other State, at this time is to maintain the
current program without any major change. This will insure that

both State and local agencies remain eligible for Federal support
this year under the FY 1983 Continuing Resolution. It will also
mean that, once all of the details or the Federal legislation are
settled, Georgia can, in a single step, make changes in its CON
program with a clear understanding of what its effect on
eligibility for Federal support may be. IfT Georgia revises 1its
CON program this year, further revisions, even contradictory

changes, may be necessary next year or the year after.

With specific regard to the provisions of SB 121, 1 can
report that they are not consistent with the current requirements
of the Federal stat”:e. | cannot guess whether these provisions
will or will not be consistent with that legislation that will be
developed this year. I can point out, by way of example, that the
legislation endorsed by the House last year did include detailed
requirements for State CON programs and that the provisions of SB

121 are not consistent with all of the provisions of that bill.

Again, 1 appreciate your interest in the future of the health
planning program. As a Federal-State partnership, planning can
only be successful with the understanding and support of State
officials throughout the nation.

My best regards to you and your colleagues in the Georgia
Senate.

Sincerely,

HENRY A. WAXMAN
Chairman, Subcommittee on
Health and the Environment

HAW/bbg



Blue Cross

of Washington and Alaska

15700 Dayton Avenue Nodh/P.O. Box 327
Seattle. Washington 98111
206/361-3000 '

February 14, 1983 (i

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

Juneau, Alaska 99811

Dear Representative Tischer:

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

We are continuing to develop information which supports our position for
the modification of the certificate of need law. Other organizations such
as the Health Insurance Association of America and the American Health
Planning Association have also researched the subject and have documented
the necessity to retain CON if costs are to be contained 1in the health
delivery system. Much of this information will be presented to the Health
Education and Social Services Committee in the hearing on HB 19.

I particularly appreciated the chance to visit with you. Il would hope that
you will call on either Martin Tirador or me if you feel we can provide you

with information on any issue you are considering in the legislative process.

Government

JHG:pf

§ ttB3
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Alaska ptate &gislatur”®

Representative Mae Tischer While In Juneau

District 11 . Pouch V

3305 Oregon Drive Juneau, Alaska 99811
Anchorage, Alaska 99503 (907) 465-3759

nf &SyttBmidXmz

MAE TISCHER

15 March 1983

Dr. Mike Beirne

President, Lake Otis Clinic
P. 0. Box 4~1539

Anchorage, AK. 99509

Dear Mike:

Thank you for your March 2 update regarding CON. The Bill has
passed out of my committee but has a long way to go before final
passage, as you know. Presently 1in House Finance, | will copy your
attachments and personally present them to the Finance Comir.ittee for
their perusal. Many of the points in the February 23, 5-page letter
to Commissioner Smith are pertinent facts for deliberation.

Sincerely,

Representative Mae Tischer
District 11



LAKE OTIS COMMUNITY HOSPITAL

\9fi3

LAKE OTIS CLINIC, INC. P.0. BOX 4-1539 ANCHORAGE, ALASKA 99509
(907) 276 - 3166

March 2, 1983 \“ 11 10

Tlic Honorable Mae Tischer

Alaska State House of Representatives
Pouch V

Juneau, Alaska 99811

Dear Representative Tischer:

I know you are in the process of reviewing the Certificate of Need (CON]
law. Aid, /ou are probably aware of the latest developments regarding
the applications for CONs by Providence and Humana Hospitals.

Therefore, the attached materials are simply for your review. Should
you have any questions, please let me know.

Sincerely,

-1 (y~° o
Dr. Mike Beirne
President
Lake Otis Clinic y VU
MB/nc

attachments < m"7

p\ [*s
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LAW OFFICES OF w4200 3CATTLE*FIROT NATIONAL BANK BUILDINO
SEATTLE. WASHINGTON 90154
WRIGHT, TODD, RIESE & JONES (200) 022-3190

310 L STREET TELEX. 326019
SUITE -103 TELECOPIER: (203) 022%4322
ANCHORAGE, ALASKA 99301 103(€NTA|-|SOHMlAN96JTESF,\lERSO(r:\| SZTOR(l)EBTY N. W.
(907) 270-4-100 (202) 003-0464
TELECOPIER: (907) 279-1761 TELECOPIER. (202) 342-1322

PLEASE REPLY TO ANCHGRAOE OFFICE

February 23, 1933

The Honorable Robert L. Smith

Commi ssioner

Department of Health and Social Services
Pouch H 01

Juneau, AK 99811

I
Re: In the Matter of the Revocation of the Certificate of
Need for Lake Otis Hospital

Dear Commissioner Smith:

Thank you for your letter of January 31, 1983 regarding the
status of the above-referenced administrative proceeding. We

/am)writing to you today on behalf of our client, Lake Otis

Clinic, 1Inc., because of recent developments we believe should
be brought to your attention. Counsel for petitioner, South
Central Health Planning and Development, Inc. ("South Central™)
has been provided with a copy of this letter and its
attachments so he may respond to the letter if he wishes.

As you are no doubt well aware, the principal issues in
this case are whether there are grounds for revoking Lake Otis
Clinic"s certificate of need, and 1f so, whether the
certificate should or should not be revoked. The revocation
proceeding was filed and prosecuted by South Central, the
regional health systems agency which acts 1in an advisory
capacity to DHSS. Since 1977, South Central has opposed the
certificate of need issued to Lake Otis Clinic by DHSS
essentially on the grounds (1) that the certificate was never
submitted to South Central®s review and recommendations and (2)
that there 1is no need for the 125 acute care hospital beds Lake
Otis Hospital would put into operation in Anchorage. The
Anchorage Municipal Health Commission ("MHC") has taken a
similar position. It filed a lawsuit challenging Lake Otis”
certificate of need iIn 1979 which was dismissed late that
year. South Central filed the instant administrative action in
1980. Lake Otis has consistently taken the position that it is
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not required to submit its hospital proposal to review by South
Central and MHC since its certificate was "grandfathered"” and
that there was or would be need for the additional 125 acute
care beds when they are constructed.

Disturbing recent developments indicate that South Central
and MHC may be radically altering their position on bed need in
Anchorage, after having effectively embroiled Lake Otis”
certificate of need in litigation since mid-1979. Providence
Hospital has filed an application for a certificate of need
authorizing it to undertake a $97 million construction project
to increase 1its bed capacity from 250 to 410 beds. Humana
Alaska Hospital also has filed an application for a certificate
of need authorizing it to spend .$21.5 million to add 93 beds to
its 199 bed hospital. The two proposals together would add 243
new hospital beds 1in Anchorage, slightly less than twice as
many beds authorized under the Lake Otis Clinic certificate of
need.

Based on the firm position taken by South Central and MHC
in opposition to the Lake Otis certificate of need over the
last several years and those agencies®™ current bed-need
projections for Anchorage, an impartial observer could
reasonably anticipate rejection of the Providence and Humana
applications on lack-of-need grounds. For example, in
September, 1977 the Municipal Health Commission formally came
out 1in opposition to the Lake Otis certificate of need under a
resolution which states:

The Municipal Health Commission recommends
to the regional health systems agency, Mayor
Sullivan, and the Municipal Assembly that
there be a moritorium on the construcion of
civilian non-native acute care hospital beds
within the Municipality of Anchorage for a
five-year period or until civilian
population reaches 270,000, whichever 1is
sooner.

Exhibits R-55 and R-68, Lake Otis Revocation Proceedings (copy
attached). Shortly thereafter, South Central®s board of
directors adopted a similar resolution finding "need for no
additional civilian non-native accute care bods for the
Municipality of Anchorage,”™ and opposing the Lake Otis
certificate of need. Exhibit. R-56, 1id. (copy attached). Based
upon these and other exhibits and testimony in the Lake Otis
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revocation proceedings, Hearing Officer Joan Katz concluded
that neither agency would have found any ne”d for Lake Otis"
125 hospital beds had the project been iiv.bmitted for review.
Hearing Officer Katz expressly found:

Beirne"s refusal to submit to agency review
was predicated on a realistic assessment
that the agencies would not find bed need
sufficient to support LOG1ls respective
applications. (Emphasis added.)

Proposed Decision of Joan M. Katz, Ultimate Findings of Fact at
page 32 (June 25, 1982). Beirne, of course, 1is Dr. Michael F.
Beirne, president of Lake Otis Glinic, Inc.

South Central and MHC have both adopted health systems
plans, as required by their enabling statutes, which are
consistent with their position that there is essentially no
need for additional hospital beds 1in Anchorage. The
Municipality of Anchorage Health Systems Plan (1982-84),
attached hereto as Exhibit B, projects total acute care
bed-need at 480 1in 1985 and 511 in 1990 as against the 449 beds
currently licensed and in operation. The addition of Lake
Otis®™ 125 beds would, according to that plan, exceed projected
bed need until 1995. Similarly, the South Central bed need
projection for Anchorage, Exhibit C (copy attached), projects
"high"™ bed needs of 481 and 513 1in 1985 and 1990 respectively.
Although we understand that one or both of these health plans
have been revised upwards slightly this year, neither revision
projects additional bed needs beyond the 1.25 beds authorized
for Lake Otis Clinic.

In these circumstances, it 1is anomalous that the joint
South Central/MHC project review committee assigned to review
the Providence and Humana expansion applications has
recommended approval of not one, but both hospital
applications! The February 13, 1983 Anchorage Times article
attached hereto as Exhibit A describes the action taken by the
project review committee. The committee apparently has
abandoned the MHC moritorium on construction of additional
hospital beds "until civilian population [of Anchorage) reaches
270,000." 1t also has abandoned the health systems plans which
- even disregarding Lake Otis® 125 beds - show no need for the
number of beds proposed by Providence and Humana Hospitals
until, some time between 1995 and the year 2000, or later.
According to the newspaper article, which our client believer
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ccuratel¥ reflects the actions taken hy the committee,

justification for approval of both applications is predicated

on projections of be need in. 1995, some twelve r(ears in the

future, and the committee's "instinctive" or "gut" feeling that

the 199 pro ections are too low. If these reCommendations are

adopted by MHC and South Central .in their February 23 and March
1983 hearings, .the agencies w.ill have taken a positiaon

S,
com pIeter Inconsistent “with their Jong-running opposition to
construction of the Lake Otis Hospital.

These developments have a direct impact on the case pendin
before you. Lake Otis Clinic helieves that it has demonstrate
good cause for not having completed its hospital project. Even
assuming for the sake of argument that good cause were not
shown, Tevocation of its certrfrcate IS permissive, not
mandatory, under AS 18. 07 81 Whether revocation is
justified depends upon a careful weighing of equitable
considerations such as Lake Otis' investment in_and desjre to
complete its project and the publrcs interest in containing
hospital cost escalations through prevention of unnecessary

0
a
e
t
construction and equipment acqursr?rons We believe it would

be fundamentally unfair for the Department to revoke Lake Otis'
certificate cf need in_ the Present circumstances. If South
Ce traI adopts the prol|ect eview committee's recommendations,
it will have effectively swung one hundred and eighty degrees
from a position that here IS no need for Lake Otis'” 125 acute
care beds to a posrtr Bportrng he construetion of 243
beds. . The irony o th Central®s revocation petition is that
if it is grante S La e Otis's 125-bed certificate would
ely “the same time the two major

Anchorage hosprt

own expansion

impact on Dbed availabi
ra

S0
y DH
be elimindted at P ecl
als ar a ressrvely moving ahead with their
ans whi h |II have a substantrally greater
val t than Lake Otis' project. ~In
fairness, South Central cannot have it both ways: either there
1S no need for addit] onaI beds in Anchorage and all expansion
applications should be resisted or there Ts need and Lake Otis
should be permitted .a reasonable time free of debilitating
litigation against its certificate of need to complete
conStruction “of its hospital. The inequities inherent in these
recent developments are clear.

on
ou
S
S
]
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We respectfully request that you consider the recent and
pending actions by South Central and MHC in connection with the



