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EXECUTIVE SUMMARY

Alaska’s Certificate of Need (CON) Law was enacted by the State 
Legislature in 1976, following passage of Public Law 93-641, the Na­
tional Health Planning and Resource Development Act of 1974. Provisions 
in the CON law require that non-federal health care institutions apply 
for and receive a Certificate of Need from the State of Alaska before 
proceeding with major capital investments which will result in new 
construction, alterations or renovations, and/or new services. The 
Thirteenth Alaska Legislature currently has before it companion bills,
HB 19 and SB 85, which provide for repeal of the CON law. The purpose • 
of this paper is to review the data available on the effectiveness of 
the CON process, both nationally and within the State of Alaska, and to 
present alternatives for consideration by the Legislature regarding 
public review of capital expenditures for health care facilities.

Evidence is presented that the CON program has had an effect on 
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 
•f 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.
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CERTIFICATE OF NEED PROGRAM

PIP POSE

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-.Ill) 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 
proj ects 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.
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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 its 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, i^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 impacts. 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
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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,* Iowa 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
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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 Identified 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.
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Summary

Although it is difficult to place a dollar figure on the impact of 
the Certificate of Need program over the past six years, it appears that 
Alaska's program has effectively deterred and guided capital investment 
within the health care industry and has stimulated improved planning 
within the institutions 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.
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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
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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.

O
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).
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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 $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 XVIII and XIX, be subject to review 
to ensure consistency with state health plans.) Repeal of the CON law 
would leave the State entirely without a capital expenditure review 
process for health care facilities; therefore, the State would have to 
rely principally on either the competitive market or incentives estab­
lished under some kind of a prospective reimbursement system to control 
costs 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 in advance.
The government and other third-party insurers would reimburse the 
hospital only at the negotiated rate; therefore, costs exceeding the 
rate would be borne by the hospital, and, conversely, the hospital would 
make money if costs were kept below the negotiated rate.)

Because a competitive pricing market does not exist anywhere in 
Alaska, eliminating the CON program will likely lead to new, unneeded 
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 
esta! '.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.
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RECOMMENDATIONS

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.

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, 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.

3. Expedite review of capital equipment replacement.

4. Specify a time limit for a decision by the Commissioner sub­
sequent 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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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- • 
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.
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STATE HEALTH PLANNING AND DEVELOPMENT AGENCY

The Governor designated a State Health Planning and Development 
Agency (SHPDA) as a unit of State government. The SHPDA has the respon­
sibility to conduct the health planning activities of the State, in­
cluding preparation and implementation of the State Health 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.
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"For an Act r e p e a l i n g  the  c e r ti f i c a t e  of need program; and providing 

f or  an e f f e c t i v e  da te. "

S e n a t e  Bill R 5 r e pea ls t h os e  p ort io ns  of AS 18. 07. 021  w hi ch provide the 

s t a t u t o r y  a u t h o r i t y  for the D ep ar tm e n t  to a d m i n i s t e r  a c e r t ific ate  of 

need, p r o g r a m  and r epe als  re fer en ce s  to c e r t i f i c a t e  of need in o ther - 

s e c t i o n s  of t h e  S t a t u t e  as well.

T h e  A d m i n i s t r a t i o n  s u p p o r t s  S ena te  Bill 85 as it is cu r r e n tl y written.

T h e  D e p a r t m e n t  r e c o m m e n d s  tha t t he  C om m i t t e e  rev i e w s ta tu tor y provisions 

w h i c h  re lat e to h e a l t h  f a c i l i t y  d e v e l o p m e n t  i n c l udi ng the following:.

M e d i c a i d  P r og ra ms

T he  s t a t e' s p a r t i c i p a t i o n  in the M ed ic ai d  p r o g r a m  (State d o l l a r s ' fu nd  

a p p r o x i m a t e l y  52 p e r c e n t  of total p r o g r a m  costs) has grown from 

$1 m i l l i o n  in 197 2 to  n e a r l y  $38 m i l l i o n  in FY 82 and total costs 

i n c l u d i n g  federal p a r t , c i p a t i o n  ha ve  grown from $2 m i l l io n to nea rly  

$74 m i l l i o n  in this sa m e  period. N in et y - t w o  p erc ent  of pa tie nts  in 

A l a s k a ' s  l on g  t e r n  c a r e  f ac il i t i es  are sup po rt e d  by the Med i c ai d 

p r o g r a m  w h i c h  m e a n s  chat the s tate  (and federal) g ov er n m e nt  has 

n e a r l y  t he  full b u r d e n  of a’l oper ational c os ts for the facility.

T h e s e  M e d i c a i d  c o s t s _ i n c r e a s e  wh e n  additional beds are added, new 

e q u i p m e n t  is p u r c h a s e d  or n e w  serv,'°s (including n e w  types of m an po wer ) 

are o f fe r e d . The D i v i s i o n  of Public A ss is t a n c e  must  effect a pro v ' d er  

a g r e e m e n t  w ith any q u a l i f i e d  p r o v i d e r  who seeks this agreement.

Capital Budget

A l a s k a  has p r o v i d e d  s u b s tant ial  

.ment of h e a l t h  c a r e faci lit ies , 

than  $ 3 6 . 6  m i l l i o n  by l i n e  item 

r ep l a c e two ot he rs  an d p r ovi de

financial a s s i s t a n c e  in the de ve lo p -  

The 12th L e g is l a t u r e  pro vid ed more 

p pr o p r i a t i o n  to exp and  one h o sp i t a l ;  

plan ni ng  a ss is t a n c e  for two rural

hospital s. 

in cre ase d.

The n u m b e r  of r equ es ts  for s tate funding has st eadily

R e v e n u e  S h a r i ng

A l a sk a  has a r e v e n u e  sh a r i n g p r o g r a m  (AS 21.10.0 10)  w hi ch  provides 

25 p e r c e n t  plus i n t e r e s t  of hospital c on s t r u c t i o n  costs to all n o n­

pr o f i t  h o s pi t a l s .  T h i s  pr ogr am,  a d m i n i s t e r e d  by the D e p art men t of 

C o m m u n i t y  a n d  Region al Aff a i r s , pro vides furthe r s up po rt  for hospital 

c o n s t r u c t i o n  p r o j e c t s  in a d d i t io n  to any front -en d capital funds 

p r o v id e d  by the state. This additional h e a l t h facility c on st r u c t i o n  

r e s o u rc e  u n d e r s c o r e s  t he i m p o r t a n c e  of d e t e r m i n i n g  the actual need
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for c o n s t r u c t i o n ,  be f o re  t h e  S ta te is c c m m i t t e d  to pay for a m a j o r  

p or t i o n  of such c ons tr u c t i o n.

N o n - p r o f i t  h o s p i t a l s  each receive a q u a r t e r  of a m i l l i o n  d ol l a r s  in 

o p e r a t i n g  a s s i s t a n c e  each y e a r  t h r o u g h  the s t ate 's revenue sharing 

p r o g r a m  (AS 20 . 8 9 . 0 3 0 ) .  Nursi ng h o m e s  and o t h e r  h ea lt h  facili tie s 

a ls o  r ec eiv e a s s i s t a n c e  based on t he  n u mb er  of beds the y have. There 

are no s p e c i fi c  r eq u i r e m e n t s  as to h o w  such funds are to be expen ded . 

Not o nl y  are e x i s t in g  health f a c i l i t i e s  a s s u r e d  of t h e se  funds in 

a d d i t i o n  to o t h e r  s ta te  s upp or t ,  but n ew f a c i l i t i e s  are  e n c o ur ag ed  

by t he  a v a i l a b i l i t y  of t h e s e funds.

R e c o m m e n d e d

Phoebe A. L i n d s e y 7  Directtff 

D i v i s i o n  of Planning, P ol ic y  

and Evalu ati on

7

A p p r o v e d  by:

Robert London S m i t h / P h . D .  

Q a m m i s s i o n e r

D e p a r t m e n t  of Hea lth  and 

Social Services
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Bill No: S e n a t e  Bill 85 • D ate on Bill: 1/27/83  '

Title: An Act re p e a l in g t he  c e rt i f i c a t e  of need p ro gr a m ; a nd  p r o vi di ng  for an e f f e c t i v e date' 

Spon sor "  S e n a t o r s  raiks, P. Fischer, and Pet tyjohn

R eq ue s to r :_____________________________________________________________________________________________________________

1. E st i m a t e d  fiscal i mp a c t s  on:

a. E xp e nd i t u r e s :

FY 83 FY 84 FY 85 FY 86

Capital 0 0 0 0
O p e r a t in g 0 0 0 0
Tc'cal J 0 0 0 0

b. R e v e nue s:

R e v en u e I 0 0
2. Sou rce  of funds t,o offset fiscal impact of bill:

3. A s s u m p t i o n s :

4. D i s c l a i m e r :

This s t a t e m e n t  has not been rev iew ed by the 0 MB in the Of fic e of the  Governor. 

It does not re pr es e n t  t h e  policy of th e Sheff iel d A d m i n i st ra ti o n  or the final 

e s t i m a t e  of fiscal impact.

Pr e p a r e d  By: Dave W. W i l l i a m s  _______ _________

D i v i s i o n : S tate  Heal th P lan ni ng  and D e v e l o p m en t

A p p r o v e d  by C om mi s s i o n e r :

D e p a r t m e n t : He al th  and S oci al/ Services'

Phone:

"Date:

_Date:_

"Date:"

46 5- 30 2 8

2-14 -83

~ r  y

6. D i s t r i b u t i o n :

Original to L e g i s l a t i v e  F in an c e  

Co p y  to 0MB 

C op y  to S po n s o r



(Eentral Peninsula General hospital
P. 0 . Box 12(58 

SOLDOTNA, ALASKA 99669

OPERATED BY 
LUTHERAN HOSPITALS ANO HOMES SOCIETY 

FARGO. NORTH DAKOTA SS I02

F e b r u a r y  14, L983

T he H o n o r a b l e  M a e  T i s c h e r  

A l a s k a  S t a t e  H o u s e  of  R e p r e s e n t a t i v e s  

S t a t e  C a p i t o l  

P o u c h  V

J u n ea u ,  A l a s k a  9 9 811

S u b j e c t :  M o u s e  B i l l  # 1 9

D e a r  R e p r e s e n t a t i v e  T i s c h e r :

C e n t r a l  P e n i n s u l a  G e n e r a l  H o s p i t a l ,  a l o n g  w i t h  the o t h e r  h o s p i t a l s  of the 

A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n ,  w o u l d  e n c o u r a g e  the e a r l i e s t  p o s s i b l e  

p a s s a g e  of S e n a t e  Bil l  #85.

It is a p r e m i s e  of thi s  o r g a n i z a t i o n  that the C e r t i f i c a t e  of N e e d  p r o c e s s  is 

b o t h  c u m b e r s o m e  a n d  i n e f f e c t i v e  in a s t ate s u c h  as A l a s k a .  T h e  o r i g i n a l  p u r p o s e  

was d e v e l o p e d  to h e l p  c o n t a i n  h e a l t h  c a r e  c o s t s  by d i s c o u r a g i n g  o v e r - b u i l d i n g  

of h o s p i t a l  b e ds. T h e  S t a t e ' s  m a j o r  h e a l t h  c a r e  p r o b l e m  is n ot o v e r - b e d d i n g ,  but 

the c o n t i n u i n g  l ack of a c c e s s i b i l i t y  to h e a l t h  c a r e  p r o g r a m s  a n d  f a c i l i t i e s  due 

to the rural n a t u r e  of o u r  stat e .

I v o u l d  e n c o u r a g e  o u r  l e g i s l a t o r s  to p r o m o t e  the h e a l t h  c a r e  a g e n c i e s  in the 

p l a n n i n g  a n d  p r o v i d i n g  for b e t t e r  h e a l t h  c a re, a n d  not “y i n g  up  t h ei r  time w i t h  

the f r u i t l e s s  C e r t i f i c a t e  of N e e d  p r o c e s s .

P l e a s e  fin d  a t t a c h e d  a c o p y  of a l e t t e r  f rom the C e n t r a l  P e n i n s u l a  G e n e r a l  H o s p i t a l  

S e r v i c e  A r e a  B o a r d  to the K e n a i  P e n i n s u l a  B o r o u g h  A s s e m b l y  in s u p p o r t  of the 

r e p e a l  of the C e r t i f i c a t e  of N e e d  p r o c e s s .

A g a i n ,  p a s s a g e  of t his l e g i s l a t i o n  at the e a r l i e s t  t i m e  is a v a i l a b l e .

T h a n k  y o u  for y o u r  c o n s i d e r a t i o n .

S i n c e r e l y  y o u r s ,

M i c h a e l  J. L o c k w o o d ,

A d m i n i s t r a t o r

M J L / p t

enc. (1) R e s o l u t i o n  of the C e n t r a l  P e n i n s u l a  G e n e r a l  H o s p i t a l  S e r v i c e  A r e a  B o ard 

for R e p e a l  of the C . O . N .

f t  1 8  '983



Q Lerttal Ĵathtsitk (Scnxral jfirrspikl
P. O . Box 1268 

SOLDOTNA, ALASKA 99669
ORERA TED  n r  

L U T H D tA N  H OSFTTA LS A N D  H O M O  S O C JrT Y  
FARGO. N O R T H  "DAKOTA 54101

F e b r u a r y  11 , 1 9 8 3

K e n a i  P e n i n s u l a  B o r o u g h  A s s e n b l v

A c  i t s  r e g u l a r  m e e t i n g  o n  F e b r u a r y  1 0,  1 9 8 3 ,  t h e  S e r v i c e  

A r e a  B o a r d  o f  t h e  C e n t r a l  P e n i n s u l a  G e n e r a l  H o s p i t a l  

u n a n i m o u s l y  e n d o r s e d  R e s o l u t i o n  0 3 - 1 3  " U r g i n g  t h e  A l a s k a  

C o n g r e s s i o n a l  D e l e g a t i o n  to w o r k  f o r  R e p e a l  o f  4 2  U S C  3 0 0  H  

(D) a n d  U r g i n g  thr. S t a t e  to  s u b s e q u e n t l y  r e p e a l  A S 1 8 . 0 7  

0 3 L - 1 1 1  w h i c h  p r o v i d e s  f o r  a C e r t i f i c a t e  o f  N e e d  p r o g r a m  

f o r  t h e  C o n s t r u c t i o n ,  A l t e r a t i o n  o f  3 e d  C a p a c i t y ,  o r  A d d i t i o n  

o r  E l i m i n a t i o n  o f  a C a t e g o r y  o f  H e a l t h  S e r v i c e s  o f  a H e a l t h  

C a r e  F a c i l i t y .

T o  t h i s  e n d  t h e  S e r v i c e  A r e a  B o a r d  a ? 3 0  e n d o r s e s  H o u s e  B i l l  19 

a n d  S e n a t e  B i l l  8 5 ,  2 b i l l s  t h a t  h a v e  b e e n  i n t r o d u c e d  in t h e  

1 9 8 3  A l a s k a  S t a t e  l e g i s l a t u r e .

C o p i e s  o f  t h i s  e n d o r s e m e n t  h a v e  b e e n  sen': to  S e n a t o r s  S t e v e n s ,  

M u r k o w s k i  a n d  t o  C o n g r e s s m a n  Y o u n g  as  w e l l  a s  t h e  A l a s k a  

S t a t e  L e g i s l a t o r s .

R O B E R T  F . ^ f E N S E N  

C h a i r m a n

S e r v i c e  A r e a  B o a r d
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G O C G O jG iG G r : 319 Seward St., Juneau , Alaska 99801 • (907) 586-1790

REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES
Cha irm an  o l th e  B oard  
R onald  A. P avo llas  
H um ana H o sp ita l A laska  
A n ch o ra g e

C ha irm an -E le ct
Mark H aw k in s
S itka C om m un ity  H osp ita l
S itk a

Im m ed ia te  P as t C ha irm an  
Tom  M lngen  
F a lroan k s M em oria l 

H osp ita l 
Fairbank s

Secre tary /T reasu re r  
Edward Zaln o  
Cord ova  C om m un ity  

H osp lla l 
Cord ova

D e le g a te  to  th e  A m erican  
H osp ita l A s s o c ia t ion  

At M . C a m o s s o  
P rov id en ce  H osp ita l 
A n ch o ra ge

A lte rn ate  O c le g a to  to  the 
A m erican  H osp ita l A s s o c . 

M ich ae l L o ckw ood  
Cen tra l P en in su la  H osp ita l 
S o id o tn a

D e le g a te  to the  Am erican  
H ea lth  C a ro  A s s o c ia t ion  

J a ck  B u ck
S t. A nn 's N ursing  H om o  
Jun eau

A lte rnate D o le g a to  :o  the  
A m erican  H ea lth  C aro  
A sso c ia t ion  

Em m a Q . Ivy
W rangell G en era l H o sp lla l  
W rangoll

O e leg a to  to  th o  A s s o c ia t io n  
o l W os le rn  H o sp ita ls  

M lchap l Herring  
S ou th  P en in su la  H osp ito l 
H om or

A lte rnato D e le g a te  to  thu  
A ss o c ia t io n  o l  W es te rn  
H osp ita ls  

Oam ol Von W lorlngen  
Kod iak  is lan d  H osp ita l 
Kod iak

Trustee  D o lo g a to  to  th o  
A m erican  H o sp lla l A s s o c . 

M oe K ad tsh  
T ru sto o . P rov ld on co  

H osp ita l 
A nch orago

A lternolo T ru 3teo  D e le g a lo  
to A m erican  H osp ita l 
A sso c ia t ion  

Robert Jen sen  
Cen tral P en in su la  H osp ita l 
So id o tn a

Physic ian  M om por o l  
th o  B o a id  

Keith B row n sbergo r . M .O . 
A nch orage

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 inequities 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.

P rosidon !
O enm s L  D eW Itt 
Junuau



P o s i t i o n  P ap er  
C e r t i f i c a t e  of N e e d  Re pe a l  
P a g e  T w o

2. U n n e c e s s a r y

M a r k e t  p l a c e  e c o n o m i c s  and c o m p e t i t i o n  s h o u l d  be the d e t e r m i n a n t  
of c a p i t a l  e x p a n s i o n  for he a l t h  fa cil it ies . In A n c h o r a g e ,  the 
M u n i c i p a l  H e a l t h  C o m m i s s i o n  as well  as open b o a r d  m e e t i n g s  pr o v i d e  
the p u b l i c  input into a f a c i li t y' s p l a n n i n g  process. In s m a l l e r  
c o m m u n i t i e s  the city c o u n c i l  or b o r o u g h  a s s e m b l y  wh o  own the f a c il it y 
p r o v i d e  the p u b l i c  input o p po rt un it y.

A l a s k a  is a d e v e l o p i n g  s t a t e  of m a n y  i s o l a t e d  r e g i o n s  w i t h o u t  
any a p p e a l  for d u p l i c a t i o n  of s e r v i c e s  or need  to limit ac ce s s  to 
h e a l t h  care, w h i c h  is the b a s i c  intent of the C O N  program.

3. C o n f o r m i t y

42  USC 300 m- (d)  r e q u ir es  that s t a t e s  c o n f o r m  to the federal 
p r o g r a m  or face a r e d u c t i o n  n;f s p e c i f i e d  pu b li c h e a l t h  s e r v i c e  funds.

C o n f o r m i t y  is not a c h i e v a b l e  w i t h o u t  the i nc lu si on  of the 
P io ne e r s '  Homes.

T h e r e  are 30 states, i n c l u d i n g  New  Y o r k  and  C a l i f o r n i a  
as w e l l  as Alask a,  w h i c h  are not in c on fo rm it y.

The  p e n a l t i e s  have  been d e f e r r e d  e v e ry  y e a r  s inc e passage.
In D e c e m b e r  of 19S2 they  we r e d e f e r r e d  u n t il  O c t o b e r  1, 1983.

The  R e a g a n  A d m i n i s t r a t i o n  is not s u p p o r t i v e  of c o n t i n u i n g  
this progra m. C o n g r e s s  is w o r k i n g  to cr e a t e  a s ta t e o p t i o n a l  p r o g r a m  
w i t h o u t  pen al ti es . T h u s  the l i k e l i h o o d  of i m p o s i t i o n  of p e n a l t i e s  is 
r e m o t e  at best and  the ac ro ss  the b o a rd  e l i m i n a t i o n  of CO N  w o u l d  not 
c h a n g e  A l a s k a ' s  cu r r e n t  status.

4. O t h e r  St at es

L o u i s i a n a  does  not have a c e r t i f i c a t e  of need law.

A c c o r d i n g  to the A m e r i c a n  H o s p i t a l  A s s o c i a t i o n ,  30 st a t e s  
c u r r e n t l y  do not conform.

At least seven s t a t e s  have t e r m i n a t i o n  c l a u s e s  or s p e c i f i c  su n se t 
p ro v i s  i o n s .

5. A t t a c h m e n t s

A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  P ol i c y  P a p er  on Re pe al  
of C e r t i f i c a t e  of Need

- P r o v i d e n c e  le tte r to M a y o r  K n o w l e s  e x p l a i n i n g  o p p o s i t i o n  
to CON.

U.S. D e p a r t m e n t  of H ea l t h  and Human S e r v i c e s  le t te r to 

D e n n i s  De Wi t t  d i s c u s s i n g  A l a s k a ' s  n o n - c o n f o r m i t y .



P o s i t i o n  P a pe r 
C e r t i f i c a t e  of N e e d  Re p e a l  
P a g e  T h r e e

( A t t a c h m e n t s  cont.)

A l a s k a  D e p a r t m e n t  of A d m i n i s t r a t i o n  le tte r to R e p r e s e n t a t i v e  
Do n C l o c k s i n  d i s c u s s i n g  Pi one er s' Ho mes ex em pt ion , c o n f o r m i t y  
p ro ble m,  and p o t e n t i a l  for penalties.

- 42 U S C  3 00 m-( d)

A l a s k a  D e p a r t m e n t  of He al t h and Soc ial  S e r v i c e s  le t te r to 
R e p r e s e n t a t i v e  M i k e  B e i r n e  i n d i c a t i n g  lack of c o m p l i a n c e  w i t h  fe de ral  
p r o g r a m .

A l a s k a  S t at e  M e d i c a l  A s s o c i a t i o n  R e s o l u t i o n  c a l l i n g  for 
the re p ea l of c e r t i f i c a t e  of need.

A l a s k a  S t at e  H o s p i t a l  A s s o c i a t i o n  letter to St e v e n s  0 11  
C O N  repeal.

G o v e r n o r  S h e f f i e l d ' s  r e s p on se  to the A s s o c i a t i o n  letter to 
S e n a t o r  Stevens.



hospital '
v / v ' v C v ^ ^ U  J 3^9 Seward St., Juneau , Alaska 99801 • (907) 586-1790

REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES
C ha irm an  o f th e  B oa rd  
P on a id  A. P av e iia s  
H um ana H o sp ita l A lask a  
A n ch o ra g e

Cha irman -E te c t
Mark Hawkins
S .tk a  C om m un ity  H osp ita l
Sitka

im m ed ia te  P a s t C ha irm an  
Tom M mgen  
F a ircan k s M em oria l 

Hospital 
Fair oanks

P O L I C Y  S T A T E M E N T

C E R T I F I C A T E  OF  NEED

SecrQ ta rwTreasu re r  
Edward Ceme  
Cord ova  C om m un i t y  

HOSDitOl 
Cordova

O e ie q a io  to  th e  A m erican  
H o s  *31 A s s o c ia t io n  

Ai M C a m o s s o  
P 'o v io e n ce  H o sp ita l 
A n ch o ra g e

A ite rnato O e ie g a to  to  th e  
A m erican  H o sp ita l A s s o c . 

M icn ae i L o ck w oo d  
C en tra l P en in su la  H o sp n a i 
S o id o tn a

O eieQ a to  to  th e  A m erican  
H eaun  C a re  A s s o c ia t io n  

j a c k  B u c k
S t. Ann s N u rsing  H om e  
Jun eau

A tiernn ie O e ie g a ie  to  m e  
Am erican  H oa itn  C j r o  
A ss o c ia t io n  

Em m a G  Ivy
•.Vrangeil G en e ra l H o sp lla l 
W rangell

D e le g a te  to  th e  A s s o c ia t io n  
si W e s io rn  H o s o i ia is  

M icn ae i Herring  
S ou th  P en m au ia  H o sp ita l 
Horner

A lte rnate O e ie g a io  to  tn*» 
A ss o c ia t io n  o l  W es io rn  
H o sp ita ls  

Dan ie l Van W iorm gen  
Kod iak  is lan d  H o s o ita i 
Kod iak

Posit i o n : T h e  A l a s k a  S t ate H o s p i t a l  A s s o c i a t i o n  a d v o c a t e s
the repeal of the c e r t i f i c a t e  of need (CON) law, AS 13.07.

R a t i o n a le : T h e  C O N  p r o c e s s  has proven costly, wasteful,
and u n n e c e s s a r y .  The p r o g r a m  has b e c o m e  e x c e s s i v e l y  
b u r e a u c r a t i c  to the point that it u n d e r m i n e s  e c o n o m i c  
i n c e n t i v e s  t h r oughout the d e c i s i o n - m a k i n g  p r o cess and 
so i n c r e a s e s  the cost of c a p i t a l  p r o j e c t s  it takes 
v a l u a b l e  d o l l a r s  from patient care. The c e r t i f i c a t e  of 
need p r o c e s s  also r e m o v e s  c o m m u n i t y  c o n t r o l  from local 
j u r i s d i c t i o n s  in respect to m u n i c i p a l l y - o w n e d  f a c i l i t i e s  
and local a d v i s o r y  boa r d s  in respect to c o r p o r a t e  o w n e r­
ship.

An a l t e r n a t i v e  a p p r o a c h  to s tate c o n trol w o u l d  
permit m a r k e t p l a c e  e c o n o m i c s  to control e x p a n s i o n  and 
w o u l d  rely on local d e c i s i o n - m a k e r s  to m a k e  d e c i s i o n s  
for their own c o m m u nities. '.Ve see a v alue in state 
g o v e r n m e n t  c o n t i n u i n g  its p l a n n i n g  f u nction wi t h  input 
from regional and local groups.

N o t e : Th i s  does not c o n t e m p l a t e  repeal of c o n s t r u c t i o n
or l i c e n s u r e  standards.

T ru ste e  O oiiM ja io lo  (h o  
A m on can  H o s p ita l A su o c . 

Mq i  K .k ] i m i 
TfUStO* P»ov id o n c i»

H osp ita l 
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A ita rn s io  T ru sts *  Q o ie g a io  
io  A m erican  H o sp ita l 
A ss o c ia t io n  

R oce rt Ji n i« n  
C en tra l P an m su ia  H osp ita l 
j o l d o in a

P hy s ic ian  M nm aor o l 
*n*» B o .ira

Keitn B row n sca rg o r . M D. 
A ncn orago

P'flSidom
D a n n i a  l . D a W i t t



PROVIDENCE 
HOSPITAL

3200 PROVIDENCE DRIV^ • POUCH 6h04 
ANCHORAGE. ALASKA 9Q502 
PHONE; (907) 276-4511

1'":

b e e  M ' V & i

SISTERS OF 
PROVIDENCE
SERVING IN Tl 111 IVEST SINCE Ian .

D ec em be r  27, 1932

Mayo r Tony K no wle s 

M un i c i pa li t y  of A n c hor age  

Pouch 6-650

Anchorage, Alaska 99502

Dear M ayo r Knowles:

Thank you for the o pp o r t u n i t y  on De ce mb e r  13 to share P r ovi den ce' s 

plans and some of our c o n c e r n s wit h you.

One point came up d ur i n g  our d i scus sio n reg arding Cer ti fi ca t e  

of Need (CON). I would like to e l a bo ra t e  for y ou  in more  detail why 

the health care p ro vi der s in Alas ka oppo se CON and have so strongly 

su pported its repeal.

As you  know, the CO N law was passed in this and most other states 

as a requi sit e to receiv e 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 c o n t r o l l i n g  the number of beds, capital 

expe nd it u r e s  and new services, c osts  would be contained. The results 

have been much less than d esi red  t h rou gho ut the country. The law is 

cu mbe rso me,  wasteful and, in fact, costly.

The lack of "success" is e spe c i a l ly  true in Alaska for some basic 

r e a s o n s :

1. The process w hic h the law sets in place is c umb ers ome  and 

wasteful. The i ns tit uti on must:

- submit a letter of intent at least 60 days prior to an 

appl ica tio n (for no app arent reason); .

- submit an elaborate, r epe t i ti ve  a ppl ica tio n (most are well 

ov e r  100 pages). There are 12 se par ate  "criteria" w hi ch  must be 

ad dressed in any application;

- wait to be d e c l a r ed  c om p l e t e  (minimum 2u days; several of our 

a ppli cat ion s w e r e  delayed m ont hs) ;

- then go thro ugh  a 90-day reviev; proce:;s--with three or four 

public meetings.

M f  MOCKS OF n i t  SISTERS OF PROVIDENCE C O R rO M A T IO N -A L A S K A ' PROV IDENCE HOSP ITAL Af.T HORA CE  -  W A SH IN G TO N - PRO' ' r NCF MEDICAL CENTER  SEATTLE —THE 
IV P A l'L  RETIREMENT RESIDENCE A .SO  M O L N T  ;.T  V INCENT  N LK S IN C  CE .VT IR . S C A m t — PR O V ID ES .* ! HOSPITAL EVERETT -S C  P .* '  HOSP ITAL O L V M P IA -S T  rtl.TAHr.TH  
HOM'TT Vi. V .VMM V -  O R f C O N . PROV IDENCE HOSPITAL M ED FORD — PKO V ID ESC k  .MEDICAL CENTER I 'O K ll A N D -P R O V ID E N C E  CH ILD  C l M  LK LOR Tl A N D  -S T  V INCENT IICM'TT VL
a n d  m e d ic a l  c e n t e r , i v r t l a n u — Ca l i f o r n i a , p r o v i d e n c e  h o s p i t a l . O a k l a n d - p r o v i d e n c e  h ic . i i  s c h o o l , h c r h a .n n — s a i n t  i d s f p i i  m e d i c a l  c e n t e r , s c r r a n r
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2. The costs of CON to the i n s ti t u t i o n are enormous to prepare this 

cu mbe rso me do cu m e n t  (at least 35 copies) and submit to the 

m i n i m u m  110-day process. T here are also the institutional costs 

of d e l a y i n g  i mp le m e n t at io n  and w at c h i n g  the price of a piece of 

equip men t or c o n s t ru ct i o n  p r oj e c t  increase several percent points 

with inflation.

The cost to the public is also great in the state, regional and 

local staff needed to c o o r d i n a t e  the program, prepare staff 

analyses and hold public meeti ngs .

3. The d ol la r  limit for what mus t be reviewed has been ridiculously 

Iow- -Sl 50,000. The federal law has allowed that limit to be 

raised to $ 4 0 0 ,0 00  and $ 6 0 0 , 0 0 0  although the Alaska legislature 

failed in its last session to raise the limits. Some states 

have raised the limit to $1 m i l l i o n  or more. To have a limit

of $1 50 , 0 0 0  or even $ 6 0 0 , 0 0 0  when the hospital's annual op erating 

bu dge t is $ 7 5 , 0 0 0 , 0 0 0  (such as P r o v i d e n c e 1s 1 is overkill.

In just 1982 alone, P r o v i d en ce  has prepared 6 CON applications, 

including two e q u i pme nt r e p l ac em en t s  (for a CT S cann er and a 

Cath Lab), a $ 2 5 0 , 00 0 c om p ut e r  e nh a nce men t for an x-ray m a chin e 

and most absurd, a $ 1 6 7 , 0 0 0 r e pl ac eme nt i ncinerator (25 y ears 

old, r ep lac eme nt required by S ta te and EPA codes!). The State 

did not give  final approval on the i ncinerator until the 90th 

d a y .

4. The law itself is overkill in Alaska. Designed for areas of 

heavy population, excess hospital beds and competition, the law 

does not wo rk  for Alask a for several reasons:

- The law only covers p ri v a t e  f a c i l i t i e s- -n o t  public health, 

nor state owned (API or P ion eer  Homes), nor military.

- Ala ska  has only one city with more than one hospital and only 

three private ("eligible") h os pit als  of over 100 beds.

5. The law is rea cti ve to e x i s t in g dec i s i o n mak in g processes. Most 

hosp ita ls in the S ta te alrea dy have local public rev ie w and 

approval de si gn e d  in their own budget rev i e w  processes. Many 

hospitals are owned by m u n i c i pa l i t i e s,  and all have governing

or ad visory boa rds  of local citizens. Those citizens should have 

control of the e x p a n s io n and b ud ge tar y deci sio ns of their own 

inst itutions. Several ot her  layers are un nec essary. Hospitals 

and their boards are c ap a b l e  of m a ki n g  sound financial and 

p r o gr a m  deci s i o n s .
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As the attached Policy S t a t e m e n t of the Ala ska  State Hospital 

As s o c ia ti o n  (ASHA) notes, we are s up p o r t iv e of state and local pl ann ing  

for the health care needs. The process should be p ositive and 

pr o a c ti ve - -  en c o u ra gi n g  ins tit ut i o n s  to respond to needs in the 

c om mun ity  rather than reactive, c u m b e r s o m e  and negative.

We encourage the city to suppo rt the AS H A  po sition on repea lin g 

the state CON law. Your own Municipal H e a l t h  C o m m i s s i o n  is a strong 

local pla nning body w hic h helps ide ntify health needs and encou rag es 

solutions. It also serves to r e vi ew  pu bli c e xp en d i t ur es  in health. 

Th os e roles are appropriate. It should be freed fro m the c umb ers ome  
COM review.

Thank yo u for giving me the o p p o r t u n i t y  to share our concerns 

wi th  you.

Best wishe s for a prospe rou s 1983.

Sincere-ly,

n  '

Admi ni strator

E nc losure



DEPARTMENT OF HEALTH & HUA1AN SERVICES Public Health Service

Region X
M/S 829 Arcade Plaza Building 
1321 Second Avenue 
Seattle WA 98101

June 22, 1982

Re: 10P 550016

Alaska S HP DA

Dennis L. DeWitt 

President

Alaska State Hospital Asso cia tio n 

319 Seward S tr ee t  

Juneau, Alaska 99801

Dear Mr. DeWitt:

Y our letter dated June 11, 1982, r eq ue ste d information about Region X's 

intentions as a result o f  the failure of the Alaska Le gis lature to pass 

amendments proposed to bring the State Certificate o f  Need p r ogr am into 

comp lia nce  w it h the Federal planning law, as amended. Our course or 

action is quite clear. We will c ontinue to full fill our ma nda ted  r e s po n­

sibilities guided by actions and time frames specified in the law.

Under the e xis tin g provisions of  Title XV of the Public Health Serv ice  

Act, as amended, current law requires (in order to be fully designated) 

that a S HP DA m us t m ee t all req uirements for full designation, including 

that of having a compl yin g Cer tif ica te of  Need program.

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

for Alaska is Janu ary  19, 1983) the Department must invoke the stat uto ry 

pena lty  of reducing m os t Public Health Service grants and contracts 

to any entity in the State by 25% the first year, 50%, 75%, and 100% over 

the next three years. A mendments c ontained in PL 97-35 extend ed the date 

by w hi ch a S tate m ust have a fully designated SHPDA to avoid imposition 

o f  the penalty. However, PL 97-35 also amended Section 1521(b)(2)(B) by 

spec ify ing  that a conditional d esi gnation agreement could not extend beyond 

a State's penalty date.

Fully d es ign at' d SHPDAs (such as Alaska) which do not have complying CON 

programs but c ontinue to m ee t  other requirements, will be returne d to 

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

d esignation o f  any S HPDA from e xtending beyond its penalty date. An y S HPD A 

which remains c on d i tio nal ly desi gna ted  on its penalty date m ust be t er mi n­

ated. Therefore, we will send a termination notice to any condi tio nal ly 

de signated S HPDA 90-days f rior to its penalty date, if it still has not 

d em onstrated that it has i compl yin g CON program.
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The enclosed copy of  a letter to C o mmis sio ner  Beirne, from the Regional 

Health A dministrator, further emphasi zes  the critical nature o f  having 

a complying CON program in Alaska.

Also the enc losed copy o f  a 1981 letter add res sed  to Mr. Ivan Lawner, Esq. 

concerning Pioneer Homes C e r ti fic ate  o f  Meed rev iew  issues, reflects our 

unchanged position.

I hope the facts in this letter provide the detail o f  i nformation required 

to understand the situation. Please call or write, should you need further 

assistance.

Sincerely,

/
John D. W hi tn ey  

Director

Department of Health

Resources D eve lopment 

Region X

Enclosures (2)
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m  2 1 1982

Re: 10? 55 0 0 1 5  

A l a s k a  S H P D A

H el e n  0. D e l r n e ,  Ph.D.

C o m m i s s i o n e r

D e p a r t m e n t  o f  H e a l t h  and  •

Social S e r v i c e s  

Po uch  H 01

Juneau, A l a s k a  9 93 1 1  

D e a r  Dr. B c i m e :

T he  S t a t e  o f  A l a s k a ' s  D e p a r t m e n t  o f  H e al th  a n d  S o d a !  S e r v i c e s  full 

d es i g n a t i o n  a g r e e m e n t  w i t h  t h e  D e p a r t m e n t  o f  H ea l t h  a n d  H um a n  S e r v i c e s  

1s b e i n g  e x t e n d e d  fo r t h r e e  m o n t h s ,  until S e p t e m b e r  20, 19.22. As you 

know, b e c a u s e  A l a s k a ' s  C e r t i f i c a t e  o f  H e e d  P r o g r a m  d ee s  n o t  c c m n l y  

w i t h  Federal r e q u i r e m e n t s ,  it is n e c e s s a r y  t h a t  tho  S H P H A  be r e t u r n e d  

to con dit ion al d e s i g n a t i o n .  A s  r e q u i r e d  b y  s t a t ut e,  thi s 5 0 - d a y  

e x te n s i o n  o f  y c u r  c u r r e n t  d e s i g n a t i o n  1s b ei ng  g i ven  to a l l o w  y o u  to 

r eq u e s t  a nd  p r e p a r e  for a he ar in g ,  i f  y o u  s h o u l d  w a n t  one. Le t t e r s 

fr o m  the C u r e a u  o f  H e a l t h P l a n n in g  to y o u  a nd  to the  G o v e r n o r  will 

fu rt h er  e x p l a i n  t h i s pro ces s.

T he  fo l l o w in g c o n d i t i o n s  a rc to be c o n s i d e r e d  a p a r t  o f  the  e x t e n d e d  

full d e s i g n a t i o n  a g r e e m e n t :

1. If  t h e  A g e n c y  is u n a b l e  to ret ai n  full d e si g n a t i o n  

a f t e r  S e p t e m b e r  30, 1922, it will be r e t u r n e d  to 

c o nd it io n a l  d e s i g n a t i o n  f o r  the p e r i o d  O c t o b e r  1, 1922 

to J u n e  29, 1923.

2. T h e  d e s i g n a t i o n  o f  tho A g e n c y  will a u t o m a t i c a l l y  

t e r m i n a t e  w h e n  the  A q e n c y  r e a c h es  its p e n a l t y  d ate,

if the A g e n c y  still has n o t  a c hi e v e d  full d e s i g n a t i o n .

Y ou  m a y  a t  a n y  tim e p r i o r  to y o u r  p e n a l t y  d a t e  (1-19-83, n o r  PP-I 22-12) 

s u bm i t  d o c u m e n t a t i o n  w h i c h  y o u  b e l i e v e  c ont ai ns  e v i d e n c e  th at  the  S tat e's  

CON p ro gr a m  c o m p l i e s  w i t h  tho m i n i m u m  Federal r e q u i r e m e n t s ,  o r  a c e r t i f i­

cation b y  t he S ta t e ' s  A t t o r n e y  Gen e r al , a t t e s t i n g  to the p r o g r a m ' s  c o m p H a n '
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Pleas e sion bo th  c o pi e s  o f  t h i s  l e tte r. I n d i c a t i n g  y o u r  a c c e p t a n c e  

o f  this e x t e n s i o n  w i t h  c o n d i t i o n s ,  r e t u r n  o n e  c o n y  to this o f f i c e  

As scon as v/c r e c e i v e  t he  s i g n e d  cony, w e  will issue a H c t i c e  o f  

G r an t  A w a r d  fo r th e e x t e n d e d  d e s i g n a t i o n  p er iod .

S i n c e r e l y ,

D o r o t h y  H. f'ann, M . P . H .  

R eg ional H e a l t h  A d m i n i s t r a t o r  

R e g i o n  X

H el en D. C si rn e ,  Ph.D. C a t e

Coicmissloner

A l a s k a  D e p a r t m e n t  o f  H e a l t h

DHP.D: R OSS :vw: 6 /2 1/ 8 2



DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service 
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Region X
M/S 8 2 9  Arcade Plaza Building 
1321 Second Avenue 
Seattle WA 93101

Re: 1 OP 55 00 0 7 - 0 5

Hr. Ivin Lawner, Esq.

Hell en A P a rt n o w  

524 G St ree t 

S ui te 710

A nc hor age , A l a s k a  99501 

Dear Mr. Lawner:

This is to r e s p o n d  to y o u r  r ece nt  lett er c o n c e r n i n g  C e rt i f i c a t e - o f - N e e d  

r e vi e w  of a skill ed n ur si n g  f a c i l i t y  a d d i ti on  to the P i o n ee r H o m e  in 

Anchor age . In that c o r r e s p o n d e n c e  you raised two issues: the need for

c l a r if i c a t i o n  o f  o u r  1978 le t t e r  to H o w a r d■Gabriel r e ga r d i n g C/N c o v e r a g e  

of  P i one er Homes, and the c o m p l i a n c e  of  the Alaska C/M p ro g r a m  with 

federal stan dar ds.  T h e s e m a t t e r s  will be a dd re sse d separat ely .

1. In our S e p t e m b e r  11, 1978 l e t t e r  to Howard Ga br i e l ,  D ir e c t o r

of the S o u t h e a s t  A la sk a  HSA, w e  w e r e  ass uming t ha t P i one er Homes .

wer e o n l y  resi den tia l or d o m i c i l i a r y  care f a c i li tie s; the re. was  no 

u n d e r s ta n d i n g  that i n p a t i e n t  skil led  nursing c a r e  was provided in 

these ins t i t u ti on s .  G iv en  t his u nd er s t a n d i n g  o f  the na tu re  and 

se rvices o f  P io ne e r  Homes at that time we were c o r r e c t  in c o nc l u d i n g  

that they w o u l d  not be i ncl ude d in the federal d e f i n i t i o n  of 

" heal th care f ac il i t i es " w h i c h  w o u l d  require c o v e r a g e  un der  C e r t i f i c a t e -  

of - N e e d  programs. If indeed skil led  nursing s erv ic es  are provided 

in th ese  i n st itu tio ns,  they wou ld be c on s i d er ed  "heal th care 

faci lit ies " as d e f i n e d  by our C/N regula tio ns.  The 1978 letter did 

not c o n s i d e r  a P i on ee r  H o m e  to be such a facility.

2. W e  have r e v i e w e d  the Ala sk a C/N s ta tut e and i m p l em en ti n g  r e g ul at io n s

to d e t e r m i n e  w h e t h e r  P i on e e r  Homes wo uld  be inc l u d ed  in the d e f i n i t i o n

of  a h e a l t h care facil ity . W e  found that:

». The Al a s ka  C/N s t a t u t e  d e f i n e s  a "health c a r e  facility" as:

A pr ivate, m u n i c i p a l .  . . hospital, p sy c hia tri c hospital, 

tu r b e r c u l o s i s  hosp ita l, skil led  nursing faci lit y. . . .

(Sec. 1 8.0 7.1 11 ( 7 ) ) .

b. The Ala ska  C/N r eg u la t i o n s ,  in turn, d ef in e  " h e al th  ca re  f ac ili ty"  as:

A ny  of those lis t e d in AS 1 8.07.111, as d e f i n e d ,  w h e r e a p p r o p r i a t e ,

1n 42 CFR 123.401 (a dop ted  1/21/77). (7 AAC 07.130)



c. The S t a t e 's  C/N s ta tu t e  and r e g u l at io n s ,  taken t o g e t h e r  and 

including the c ro ss r e f e r e n c e  to 42 CFR 123.401, would p r ovi de 

co ver ag e o f  a d i s t i n c t  part o f  a n ins tit uti on and would, t h e r e­

fore, m e e t  the federal d e f i n i t i o n  of  a skilled n u rsi ng fa cil iti es,

i.e., an i n s t i t u t i o n  or a d i s t i n c t  part of an i n s ti t u t i o n  w h i c h  

is p r i m a r i l y  e n gag ed in p r o vi di n g  inpatient s ki lle d n u rsi ng car e 

and r el a t e d  s e r v i ce s for p at i e n t s  who require medical or  n urs ing  c a r e  

. . . .  (42 CFR 123.401)

From the above point s, it w ou ld  a p p e a r  that the Alaska C/N p r o g r a m  a d e q u a t e l y  

d ef ine s "heath c a r e  f acility" and "sk i l l e d nursing facili ty. " It is the 

r e s p o n s i b i l i t y  o f  the state to f o ll o w  its own C/N s t atu te and r e gu la ti o n s .

If there is an o n - g o i n g  and s u s t a i n ed  patter n of rot fo ll ow i n g  t h eir  s tat ute  

and r eg ul ati ons , w e  w o u l d  c e r t a i n l y  ass ess  the state's overall C/N pr og ra m  

and then take a p p r o p r i a t e  action.

Plea se call us sho u l d y o u ‘have f u r t h er  questions.

S i n c e re l y  y o u r s ,

page 2 - Mr. Ivan Lawne r, Esq.

John D. W hitney, Dir e c to r 

D iv is io n  of H e a lt h  R e so urc es 

De v e l op me n t  PHS, Reg ion  X

cc: Ron Ha mmett, Dir ect or,  5 CH PD

Howard G a br i e l ,  D i r e ct o r ,  S E A H S A
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OFFICE OF THE COMMISSIONS > JUNEA U. ALASKA 99811

465-2200

May 29, 1981

Honorable Donald E. Clocks in 
Chairman, Health, Education -and

Social Service?
Alasl-a State legislature 
Pouch V
Juneau, Alaska 99811

Dear Representative Clocks in:

This is in response to your request to put in writing my verbal 
testimony before your committee on CSS3 225. I w i l l  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 i s  no language in State 
statutes which can reasonably be read as exempting skilled nursing 
facilities frcm the certificate of need process w h e n  they are contained 
in Pioneers’ Hemes. Consequently, whether or not t±e 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' . l  facilities in Alaska are not 
overbuilt. This is an admirable and worthy objactive, and I 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.



Honorable Donald E. Clocksin 
Chairman, Health, Education and 

Social S e n dees 
Page 2 May 29, 1981

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, w o uld 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’s population are 
eligible to use federal health facilities (military base, Public Health, 
Indian Health, etc.). This has a devasting effect on trying to 
logical ?.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" w e  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 c n  the impact of 
granting Pioneers' Homes an exemption from certificate of need as it 
relates to federal programs. Mr. V e m  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 o f  Health, 
Education and Welfare, on Wednesday May 27, regarding the certificate of 
need program.



Honorable Donald E. Clocksin 
Chairman, Health, Education and 

Social Services 
Page 3 May 29, 1981

What effect would there be on the State of Alaska 
if Pioneers' Hares were exempted from the 
certificate of need program? -

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

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

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

Further, discussions warc h>.- 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 ' nt e d  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.

QUESTION:

ANSWER:

QUESTION:

ANSWER:



Honorable Donald E. Clocksin 
Chairman, Health, Education and 

Social Services 
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'Ihese conversations indicate that:

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

ii. There are states which are nonconforming, and have 
been nonconforming for a number of years, o n  ’w h ich  
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 carp remise 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.
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Hie Department of Health and Social Services, in recent licensing 
inspections, has advised a significant number of residents i n  the 
ambulatory sections of all the Pioneers' Homes should b e  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 a t  Sitka,
twenty at Fairbanks, twenty at Palmer and forty at Anchorage (in the new 
wing).

Funding to provide intermediate care was not included i n  the FY 82 
operating budget. Although a dollar figure is not available at the 
present time, a significant increase will be necessary i f  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 b e  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

If I can be of any further assistance to you or y o u r  ccrrnuttee, 
please give me a call.

Personnel Management

F E M /m jc
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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4 2  § 3 0 0 m PUBLIC HEALTH AND WELFARE

accordance with subsection (b)(2), or ((b)(3) o f  this section (as the Secretary 
determines appropriate), enter into another agreement with the Governor 
for the designation o f  a State Agency.

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

(d)(1) I f  an agreement under subsection (b)(3) p f  this section for the des­
ignation o f  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 o f  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 m onths 'from  such date, or

(ii) if the legislature o f  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 o f  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 o f  the expiration of 
the applicable period, the Secretary shall reduce by 25 percent the 
amount o f  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), 
(d), (0. (g)(2), 93 Stat. 624-627; Oct. 17, 1979, Pub.L. 96-S8, Title V, § 509(b), 93 
Stat. fi95; Dec. 17. 1980, Pub.L. Title HI. § 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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M r s .  H A U b w n a ,  g o v e r n o r

D E E ’ T .  O F  H E A L T H  A N D  S O C I A L  S E R V I C E S  / POUCH H O I
JUNEAU. A L A S K A  99811  
PHONE: , c c  o n o n

l
OFFICE OF THE C 0r.1M IS S I0.V E H  I

I 4 6 5 - 3 0 3 0

May 10, 1982

The H on or abl e M ik e  B e i r n e  

Chai rm an

House HESS C o m m i t t e e

Al ask a S ta te House of R e p r e s e n t a t i v e s

Pouch V

Juneau, Alaska 99811 

Dear Rep. .sentative Beirne:

I a m  e n c l o s i n g  a P r o g r a m  P ol i c y  Notice w e  rec ent ly r e c e i v e d  f r o m  t he  B u r e a u  

of He al th  P l a n n i n g  in the  U. S. Department of Heal th and H u m a n  S e r v i c e s .

This Notice e mp ha s i z e s  that states which do not have S t a t e  H e a l t h  P l a n n i n g  

and D e ve l o p me nt  A g e n c i e s  which fully c om pl y  with federal r e q u i r e m e n t s  will 

lose federal s u p por t f or  health planning efforts and will a l s o  lose m o s t  

federal Public Hea lt h S e r v i c e  dollars. Alaska c u r r e n t l y  r e c e i v e s  s o m e  

$5 m i l l i o n  a n n u a l l y  in such federal funds. Our lack of c o m p l i a n c e  w o u l d  

result in one q u a r t e r  of these funds being w i t h h el d for f o u r  y e a r s  until 

cert ain  federal pub l i c  h ea l t h  service funds are no l o n g e r  a v a i l a b l e  to 

Alaska.

We a pp re c i a t e  the h e a r i n g  you  c o n duc ted  on House Bill 195. W e b e l i e v e  this 

bill, w i t h  the a m e n d m e n t s  we offered, w o uld  bring our  S t a t e  H e a l t h  P l a n n i n g  

and D e v e l o p me nt  A g e nc y  into full co mpl ia nc e  with federal r e q u i r e m e n t s .  Your 

a ss i s t an ce  in h e l p i n g  to mov e this legislation w oul d be v e r y  m u c h  a p p r e c i a t e d .

We a pp re c i a t e  y o u r  a s s i s t a n c e  and suppor t in this m a t t e r .

Sincerely,

Helen D. Beirne 
Comni ssione r

E n e los ure

cc: Phoebe A. L i n d s e y
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l a sk a  S tate M ed ical  A s s o c ia t io n
>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. 82-23
S U B J EC T :  C e r t i f i c a t e  of N e e d

WHEREAS, the c e r t i f i c a t e  o f  need p rocess has inc reased  the cos t o f  
h e a lth  ca re  r a th e r  than reduced i t ;  and
WHEREAS, the c e r t i f i c a t e  o f  need p rocess has wreaked havoc upon the 
o r d e r l y  development o f  h o s p i t a ls  in  A la ska , t h e re fo r e
°E I I  RESOLVED, the A laska S ta te  Medica l A ssoc ia t ion  urges and encou r- 
agr . the L e g i s la t u r e  to r e p e a l the c e r t i f i c a t e  o f  need law .

DISTRIBUTION: L e g is la tu r e
A laska  S ta te  H o sp i t a l  A ssoc ia t io n  
P ress
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Cha i rm an  o l  th e  B oa r d  
Rona ld  A. Pave ii as  
H um an a  H o sp i t a l  A laska  
A nch o r a g e

Cha i rm an -E le c t
Warn Hawk in s
Sitka C om m un i t y  H osp i t a l
Si tk a

im m ed ia t o  Pas t  C h a . rm an  
Tom  M mgen  
Fa i r o ann s  Memor ia l  

Hos o i t a i  
Fairbanks

Secre tarv iT reasu re r  
Edward  Zetne  
C o r a o v a  C om m um tv  

Hosp i t a l  
Co ra o v a

Oe ie qa te  10 th e Ame r i c an  
Hosp i t a l  A s s o c i a t i o n  

ai m . C a m o s s o  
Prov iden ce  H osp i t a l  
Ancno r3g o

Alternat e O e le ga to  to  ine 
Amer ic an  H o sp i t a l  A s s o c .  

Micn a e i  L o c k w o o d  
Centr a l P en in su la  H osp i t a l  
S o id o t n a

D e le g a te  to tho Amer ic an  
Hea i tn  C a r e  A s s o c i a t i o n  

J a ck  B u c k

St. Ann  3 Nu rs ing  H om e  
Ju n ea u

Alternat e C e ie g a to  to tho  
Amer ic an  H e i n n  C a r e  
A s s o c i a t i on  

E m m a  G . Ivy
'// ranged  Genera l  H osp i t a l  
Wrangell
Oom na to  to  tho A s s o c i a t i o n  

o l W e s te rn  H o s p i t a  s  
Micnae i  Herring  
S ou tn  P en in su la  H o s c n a i  
H om o r

Aitrtfnaio D e l e g a te  to  the  
A s s o c i a t i o n  o l  Wes ts*  ■» 
H o s o n a i s  

Dan ie l Van W ienng en  
Kod iak  is land H osp i t a l  
Kod iaH

Tru s te e  D e le g a te  : o  m e  
Amer ic an  h o s p  tal Agsoc .  

M oo  K ac isn  
Tru sto o . P rov ioenr.e  

Hosp i t a l  
Ancngrag e

Alte rnate  Trus te e  D e le g a te  
to  Amer i c an  H osp i t a l  
A s s o c i a t i o n  

R o c o r t  Jen sen  
Centra l Pen in su la  H osp i t a l  
S o id o t n a

Phy s i c i an  M em o o r  o l  
tn e B oa rd  

Kci tn  B rownoo org er  M 0  
Ancno raq e

319 Seward St., Juneau, Alaska 99801 • (907) 586-1790 
REPRESENTING ACUTE, LONG  TERM AND OUTPATIENT FACILITIES

November 4, 1982

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

Dear Senator Stevens:

Similar letter sent to: 
Senator Murkowski and 
Congressman Young

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. If 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 W a x m a n , 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.

President 
Denn is  L. OevVill 
Juneau



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

D I D : If
cc: Friday Mailing

Alaska State Medical Society
Governer Jay Hammond
Governer Elect Sheffield
L t . Governer Terry Miller
Lt. Governer Elect McAlpine
American Hospital Association - Lynn Hart
Federation of American Hospitals

Dennis L. DeWitt 
President
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S t a t  12 o  r  A  l.a. s  k

D e c e m b e r  22, 1982

Mr. D e n n i s  L. D e W i t t  
P r e s i d e n t
A l a s k a  S t a t e  H o s p i t a l  A s s o c i a t i o n  
319 S e w a r d  S t r e e t  
J un ea u,  A l a s k a  9 98 01

De ar  Mr. D e W i t t :

T h a n k  y o u  for s e n d i n g  m e  a c o p y  of y o u r  l e t t e r  
to S e n a t o r  S t e v e n s  r e g a r d i n g  the  s t a t e  
C e r t i f i c a t e  of  N e e d  law.

As y o u  know, I a m  in a g r e e m e n t  w i t h  you  in y o u r  
o p p o s i t i o n  to th is  law. P l e a s e  k e e p  me p o s t e d  
as to w h a t  I c a n  do  to c h a n g e  t h e  law  in ‘Al a s k a .

B e s t  r e g a r d s .

S i n c e r e l y

B  --------
G o v e r n o r



Blue Cross
of Washington and Alaska —* —

. ' -1

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

. m

F e b r u a r y  14, 1983

R e p r e s e n t a t i v e  M a e  T i s c h e r  

A l a s k a  State L eg i s l a t u r e 

P o u c h  V (MS 3100)

Juneau, Al a s k a  99811

D ear R e p r es e n t a t i v e  Tischer:

I a p p r e c i a t ed  h a v i n g  the o p p o r t u n i t y  to discuss w i t h  you the le g i s l a ti v e  

pr o p o s a l s w h i c h  you are a d d r e s s i n g  in this session and w h i c h  are of c o n ce r n  

to Blue Cross of W a s h i n g t o n  and Alaska. M a r t i n  T i r a d or  w ill be k e e p i n g  in 

close contact w i t h  you o n  these and o t h e r  issues.

We are conti n ui n g  to deve lo p  i n f o r m a t i on  w h i c h  supports our p o s i t i o n  for 

the m o d i f i c a t i o n  of the c e r t i f ic a t e  of n e e d  law. O t h e r  o r g a n i z a t i o n s  such

M u c h  of this i n f o r m a t i on  w i l l  be p r e s e n te d  to the He a lt h  

E du c a t i o n and Social Services Com m i t te e  in the h e a r i n g  on HB 19.

I p a r t i c u l a r l y  a p p r e c i a t ed  the chance to visit with you. I w o u l d  h o p e  that 

you w i l l  call on eith e r  M a r t i n  T i r a d o r  or me if you feel we can p r o vi d e  you 

w i t h  i nformation on any issue you are c o n s i d e ri n g  in the le g i s l a t i ve  process.

Sincerely, / T \

-  K l̂ U  0 0 ^

{ J
Jboa-'Gaumer, Director 

G o v e r nm e n t  Relations

Q i8ti3
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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

31ue Cross of Washington and Alaska supports the retention of Certificate 

of Need. That process should, however, be m o dified as follows:

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

application.

2. M o d i fications w h i c h  are n e c essary to reduce health and safety 

hazards should be exempted.

3. The State Health Planning and Development Agency should become 

the sole health plann in g  body for the State and should be charged 

w i t h  health planning for all Alaskans. A p r ovision should be 

included allowing m u n icipalities to establish local he a l th  council 

to the State Health Planning and Development Agency, wh o may make 

recommendations on planning matters.

JKG: p £



February 03, 1985
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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 C i 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
| I | | |  I . <J.J. ■ L M 'tL w n  i l l 1̂TlgrgTTXggr*»r.{..lEV.>l'1 r .
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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 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 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 T L  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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S o u t h  C e n t r a !

H e a l t h  P l a n n i n g  a n d  D e v e l o p m e n t ,  I n c .
1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501 LJ

1‘ v . A(907) 278-3631

February IS, 1983

Dear A laska L e g i s la t o r :

l i l y "

: J

A

I

A

\  '
\ "

A

A  '  1The Executive Committee o f  South C en tra l Health Planning and Development, 
In c . ,  yes te rday met to d iscuss the proposed C e r t i f i c a t e  o f  Need repea l 
b i l l .  The Committee asked me to convey to you our support f o r  the 
attached p o s i t io n  paper developed by the Alaska Health C o a l i t io n .

I f  you have questions on th is  is su e , you might contact Executive D ire c to r ,  
Peggy W ilson.
S in c e re ly ,

Margaret M, Wilson 
Executive D ire c to r
MMW/ab



A l a s k a  H e a l t h  C o a l i t i o n
57.9 5th Avenue> Suite >9 

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
IS.07.031-IS.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, 'live 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 l o / 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 
(27S-3631); or, Southeast Alaska Health Systems Agency, Ketchikan 
(225-9681).

Best regards,

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

GMK:scm 
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EXECUTIVE SUMMARY

A laska 's  C e r t i f i c a t e  o f  Need (CON) Law was enacted by the S ta te 
L eg is la tu re  in  1976, fo l low ing  passage o f  Pub lic  Law 93-641 , the Na­
t i o n a l  Health P lanning and Resource Development Act o f  J 974. P rov is ions  
in  the CON law requ ire  tha t  n cn - fe d e ra l h ea lth  care in s t i t u t io n s  apply 
f o r  and rece ive a C e r t i f i c a te  o f  Need from the S ta te o f  Alaska be fo re 
proceeding with major c a p i t a l  investments which w i l l  r e s u l t  in  new 
con s t ru c t ion , a l t e r a t io n s  o r  ren ova t ion s , and/or new se rv ic e s . The 
Th irteen th  Alaska L eg is la tu re  c u r re n t ly  has be fo re i t  companion b i l l s ,
HB 19 and SB SS, which provide f o r  repea l o f  the CON law. ']lie purpose 
o f  th is  paper is  to review the data a v a i la b le  on t.iic e f fe c t iv en e s s  o f  
the CON p rocess , both n a t io n a l ly  and w ith in  the S tate o f  A laska , and to 
p resen t a l te rn a t iv e s  f o r  c on s id e ra t ion  by the L eg is la tu re  regard ing 
p ub lic  review o f  c a p i t a l  expenditures f o r  hea lth  care f a c i l i t i e s .

Evidence i s  presented tha t the CON program has had an e f f e c t  on 
l im i t in g  the amount o f  c a p i t a l  expenditu res , fu rthe rmore , cu rren t 
economic research has demonstrated th a t ,  f o r  every d o l l a r  o f  c a p i t a l  
investment made in a hea lth  care f a c i l i t y ,  an accompanying increase in  
opera t ing  costs can be expected amounting to 1S4% o f  the o r ig in a l 
investment in ten yea rs .

Evidence gathered on A laska 's  experience with the C e r t i f i c a te  o f  
Need program ind icated  tha t i t  has been e f f e c t i v e  in d e te r r in g  and/or 
guiding c a p i t a l  investment w ith in  the h ea lth -ca re  industry and has 
s t imu la ted  improved p lanning w ith in  the h ea lth -ca re  in s t i tu t io n s  them­
se lv e s . Examples a re presented which i l l u s t r a t e  how the process crea ted  
th is  impact.

Seve ra l issues a re  d iscussed r e la t in g  to recognised concerns w ith in 
the cu r ren t CON process . These issues inc lude : 1) costs attendant to
developing a CON ap p l ic a t io n ;  2) de lays in the review process ; 3) lo ss  
o f  community c o n t r o l ;  4) marketplace economics; and, 5) the d o l l a r -  
th re sho ld  l im i t s  which requ ire  a CON.

The conclusion drawn from th is  review was th a t ,  a lthough there are 
problems with the cu rren t CON process , r e v is io n  o f  the law is  p re fe ra b le  
to  ou t r ig h t  rep ea l.  Recommendations fo r  re v is io n  o f  the law arc p ro ­
vided and inc lude :

1. Raising th resho ld  l e v e l s .
2 . Exempting n o n -c l in i c a l  c a p i ta l  expenditures.
3 . Expediting reviews o f  equipment replacement.
4 . Specify ing time l im i t s  on reviews.
5. Provid ing le g i s l a t o r s  with in fo rm ation  on the outcome o f  

reviews in  th e i r  d i s t r i c t s .
6. Providing fo r  a sunset review o f  the process.



C likT ll' lC A TE  01: NI-IiD PUCXIPAM

PURPOSE
The most c o n t r o v e r s i a l  aspect o f  l!ie h ea lth  p lanning e f f o r t ,  in 

A laska and na tionw ide , lias been the C e r t i f i c a t e  o f  Need (CON) program. 
Borrowed from p ub lic  u t i l i t y  r e f l a t i o n s , the e a r l i e s t  CON program was 
enacted by'New York  in  1964 . Twenty-six o th e r  s ta te s  in s t i t u t e d  CON 
programs in  the next ten y e a r s ,  and, w ith the passage o f  Pub lic  Law 
93 -64 1 , CON was mandated f o r  a l l  s t a t e s .  A la ska 's  C e r t i f i c a t e  o f  Need 
s ta tu te  ( 1 3 .0 7 .0 3 1 - . 1 1 1 )  was enacted by the S ta te  L e g is la tu re  in  1976 
and amended in  19S1.

As o r i g i n a l l y  designed , the CON program was implemented to curb 
ra p id ly  e s c a la t in g  c o s ts  o f  h ea lth  ca re  by summing un con t ro l le d  c a p i t a l  
investments in  new h e a lth -c a re  f a c i l i t i e s ,  s e rv ic e s ,  and h igh -tcc lm o logy 
equipment. To accomplish th i s  g o a l ,  the CON program had seve ra l primary 
o b je c t iv e s :  1 ) to  p reven t unnecessary d up l ic a t io n  o f  s e rv ic e s  and
f a c i l i t i e s ;  2) to  reduce the number o f  a v a i la b le  h o s p i t a l  beds o r  a t  
le a s t  not a l low  the growth o f  h o s p i t a l  beds to  exceed g u id e lin e s  es tab ­
l i s h e d  in  tire S ta te  Hea lth  P lan ; 3) to  promote an equ itab le  and e f f i ­
c ie n t  a l l o c a t i o n  o f  re sou rc e s ; and 4) to  determine i f  le s s  c o s t ly  
a l t e rn a t iv e s  to  expensive c a p i t a l  expenditu res were a v a i la b le  to accom­
p l i s h  the same purpose .

UNO MUST APPLY
The S ta te  o f  A laska re q u ire s  app rova l o f  c a p i t a l  expenditu res f o r  

p ro je c t s  which meet o r  exceed c e r t a in  th re sh o ld s :
1. C a p i ta l expend itu res in  excess o f  $.150,000 toward b u i ld in g , 

improving, o r  purchasing a h ea lth  care f a c i l i t y ,  inc lud ing  
lease  o r  purchase o f  equipment, c o s ts  o f  any study surveys , 
d es ign s , and s i t e  a c q u is i t io n s  and p repa ra t ion s .

2 . Any change w ith in  a two-year pe r iod  in the l ic en sed  bed c a ­
p a c ity  o f  a h e a lth  care f a c i l i t y  amounting to  10 beds o r  10 
p e rcen t , whichever is  the l e s s e r ,  which increases o r  decreases 
the number o f  beds o r  r e d i s t r ib u t e s  beds among, d i f f e r e n t  
c a teg o r ie s  o f  s e rv ic e .

3 . Any ad d i t io n  o r  e l im in a t io n  o f  a major type o f  se rv ic e  o f fe re d  
in  o r  through the h ea lth  ca re  f a c i l i t y .

A p ro je c t  meet ing, o r  exceeding those th resho ld s is requ ired  to 
ob ta in  a C e r t i f i c a t e  ol Need from the S ta te  o f A laska p r i o r  to  imple­
mentation .



'HIE PROCESS
Aii app lican t en te rs  the COX' review process by submitting a "L e t te r

o f  In te n t "  to  the Department o f  Hea lth and S o c ia l Se rv ices (CUSS) and to
the app rop r ia te  h ea lth  systems agency describ ing b r i e f l y  the scope o f  
the proposed a c t i v i t y .  I f  the DHSS determines that the p ro je c t  is 
sub jec t to  CON rev iew , the app lic an t develops n formal a p p l ic a t io n  and 
submits i t  .to the S ta te  agency and the reg iona l hea lth  systems agency.
In  most cases, a p re -a p p l ic a t io n  conference is  scheduled with the 
app lican t to minimise any p o te n t ia l  misunderstandings and to  aciiicvc an 
agreement on what would rep resen t a success fu l ap p l ic a t io n . Once the 
S ta te  agency c e r t i f i e s  tha t the a p p l ic a t io n  is  "complete" - -  t i n t  i t  
conta ins s u f f i c i e n t  in fo rm ation  necessary to conduct an ob je c t iv e  review 
- -  the agency has 9 0 ‘ days to review the app l ic a t ion  and to submit an
an a ly s is  to  the Commissioner o f  DHSS fo r  f i n a l  a c t ion . Within the
90-day review p e r io d , the reg ion a l hea lth  planning agency has 60 days to 
review and seek pub lic  comments on the appropriateness o f  the proposed 
a p p l ic a t io n .  The USA submits i t s  find ings and recommendations to the 
Commissioner. Once the Commissioner has considered tho in fo rmation  that 
has been submitted, he decides whether o r  not to issue a C e r t i f i c a t e  o f  
Need to  the app l ic an t . 'Hie Commissioner n o t i f i e s  tho app lican t in 
w r it in g  o f  the d ec is ion . Copies o f  the dec is ion  are sent to the Health 
Systems Agency and are pub lished in  reg iona l newspapers.

EFFECTIVENESS
Nationwide

N a t io n a l ly ,  c re d ib le  in formation is  ju s t bet;inning to emerge 
regard ing the e f f e c t  o f  c a p i t a l  expenditures review. Although th is  
top ic  has been o f  in te re s t  f o r  many yea rs , much o f  the e a r ly  l i t e r a t u r e  
is  o f  l i t t l e  va lue because o f  a basic la ck  o f  understar,ding^about the 
process and outcome o f  c a p i t a l  expenditure review programs. Two 
re c en t ly  completed s tud ies  in  the S ta te  o f  Massachusetts have reported 
CON impacts . “ ’ 0 The f i r s t  analyzed h o sp ita l c a p i t a l  investment among 
sho rt- te rm  genera l v o lun ta ry  h o sp i ta ls  between 1967-1976. The r e s u l t s  
were th a t ,  by 1976 and beyond, CON review reduced a l l  dimensions o f  
p ro je c t  sca le  and cos t by as much as two-th irds o f  that o r i g i n a l l y  
proposed. The second study found that tin: formal and informal actions 
o f  the CON agency from 1972-1.976 re su lte d  in sm a ll ,  hut s t a t i s t i c a l l y  
s ig n i f i c a n t ,  reductions in  tho ra te  o f  h o sp ita l investment.

Two stud ies conducted in 19S2 by Arthur 1). L i t t l e ,  I n c . ,  shed 
a d d i t io n a l l i g h t  on the p o te n t ia l  impact o f  cap ita l expenditures r e ­
view. ’ The f i r s t  study analyzed the e f f e c t  o l  c a p i t a l  expenditures 
review dec is ions in f iv e  s ta t e s :  Colorado, F lo r id a ,  Maryland, Massa­
chuse tts , and Oregon (chosen f o r  th e i r  geographical and regu la to ry  
d i f f e r e n c e s ) .  Based on th e i r  a n a ly s is ,  CCN programs appeared to be 
e f f e c t i v e  in l im i t in g  the amount o f  c a p i t a l  expenditures undertaken. 
Furthermore, they d iscovered th a t ,  f o r  every d o l l a r  o f  c a p i t a l  in ve s t ­
ment, there was a d e f i n i t e  increase in operating cos ts . They p ro jec ted  
th a t ,  over a ten -yea r p e r iod , a d o l l a r  o f  c ap ita l investment generates 
a d d i t io n a l opera ting  cos ts  with a present va lue o f  $1 .84 (exc lu s ive  o f



d ep re c ia t io n  and debt s e r v i c e ) . They concluded from those r e s u l t s  t l ia t  
CON programs have the p o te n t i a l  to  p la y  an important r o le  in curbing 
h o s p i t a l  cos t i n f l a t i o n . ’

A second r e p o r t  by A rthu r D. L i t t l e ,  I n c . , invo lved  an an a ly s is  o f  
in fo rm a t ion  from a s ix - s t a t e  study. Fo r the s ta te s  o f  V i r g in ia ,  South 
C a ro l in a ,  Washington, New Je rs e y , Iowa and Co lo rado , A rthur I). L i t t l e  
undertook a review o f  C e r t i f i c a t e  o f  Need programs f o r  the twelve-month 
p e r iod  beginning J u ly  1 , 1979 to June SO, 1930. Three s ig n i f ic a n t  
f in d in g s  were re p o r ted : 1) c e r t a in  c a p i t a l  c o s ts  were not incu rred  as a
r e s u l t  o f  the CON review program; 2) the o b je c t iv e s  conta ined in in d i ­
v id u a l s t a t e  p lans and h e a lth  systems p lans tended to d e te r  c a p i t a l  
expend itu re p r o je c t s ;  and, 3) p ro -a p p l ic a t io n  conferences - -  h ea lth  
p lanne rs  and p ro v id e rs  working toge the r to avo id  p ro je c t  d en ia l --  were 
e f f e c t i v e  means o f  reducing the "adm in is t ra t iv e  c o s ts "  o f  the review 
process as w e l l as excess ive c a p i t a l  expend itu res .'

A laska
Cu r ren t ly  (Feb ruary  1983) the re  a rc  f iv e  p ro je c t s  under review by 

the Department o f  Hea lth  and S oc ia l Se rv ice s  tha t t o t a l  $ 106 ,0 00 ,00 0 .
Two a d d i t io n a l a p p l ic a t io n s  a re a n t ic ip a te d , t o t a l l i n g  $ 20 ,8 2 0 ,0 0 0 .
These seven a p p l ic a t io n s  ($ 126 .8  m i l l i o n )  p rov ide an in te re s t in g  con­
t r a s t  w ith the more than 30 p ro je c t s  which were approved f o r  $ 149 ,000 ,00 0  
in  the p rev ious  f i v e  yea rs  (1 9 77 -1 982 ) .

Two p ro je c t s  w ith a combined t o t a l  o f  $12,-100,000 have been denied 
during the past f i v e  yea rs .  In a d d i t io n ,  seve ra l o th e r L e t te rs  oT 
In ten t have been received by the Department, f o r  which a p p l ic a t io n s  were 
never re ce ived . I t  i s  impossib le to  es tim ate  how many ap p l ic a t io n s  o r  
l e t t e r s  o f  in ten t  were never submitted because o f  the presence o f  the 
CON law.

The A laska CON Program has been e f f e c t i v e  in accomplishing th ree 
th ings . F i r s t ,  it: seems reasonab le  to expect that CON has de te rred  
m isd ire c ted  p ro je c t s  tha t cou ld not withstand the te s t  o f  pub lic  s c ru ­
t in y .  I t  has , t h e r e fo r e ,  acted to  uphold e x is t in g  p lan standards. 
Second ly , i t  has guided i n s t i t u t i o n a l  a c t ion s  in to  areas which are 
compatib le with the g oa ls  and ob je c t iv e s  o f  the S ta te  as r e f le c t e d  in 
S ta te  and re g io n a l h ea lth  p lan s . ' Ih i rd ly ,  the presence oT the CON 
program has promoted b e t te r  p lanning on the part o f  the h ea lth  care 
i n s t i t u t i o n s  throughout the S ta te .

D e te rren t E f fe c t s
Although the d e te r ren t  e f f e c t  o f  C e r t i f i c a t e  o f  Need is  adm itted ly  

d i f f i c u l t  to  demonstrate , the re is  evidence from the number o f  " L e t te r s  
o f  In te n t "  which never re su l te d  in an a p p l ic a t io n  that CON is  a d e t e r ­
r e n t .  A spec i f ic , example o f  th is  phenomenon was observed during a 
recen t e f f o r t  by fou r  d i f f e r e n t  app l ic an ts  to prov ide in p a t ie n t  a l c o ­
ho lism  treatment s e rv ic e s  in and around Anchorage. The Department o f
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Health and S o c ia l S e rv ices  and the lo c a l  hea lth  systems agency id e n t i ­
f i e d  a need f o r  40-80 a lcoho l- t re a tm en t beds in the a rea . iXje to 
p re -a p p l ic a t io n  p lann ing , on ly  two o f  the four ap p l ic a t io n s  were com­
p le ted  f o r  f i r a l  c on s id e ra t ion . Both were subsequently approved.

Improved I n s t i t u t i o n a l  P lanning
S itu a t io n s  in  which the CON process p rov ides export guidance and 

s tim u la tes  b e t te r  i n s t i t u t i o n a l  p lanning do not always r e s u l t  in sm a lle r ,  
le ss -e xpens ive  p ro je c t s ,  f o r  example. V a l le y  H osp ita l in Palmer sub­
m itted an a p p l ic a t io n  to  complete a minimal and temporary renovation  o f  
t h e i r  30 -yea r o ld  f a c i l i t y  a t a cos t o f  .$2,000,000, P a r t  o f  the reno­
va t ion  inc luded ad d i t io n a l in s u la t io n  to prevent heat, lo s s  through the 
r o o f ,  At tho suggestion o f  the Department, a s t r u c tu r a l  engineer was 
asked to  study the a b i l i t y  u f  the r o o f  to withstand the increased load  
o f  snow which would not bo melted because o f  the in su la t io n . TP.e 
Department a ls o  requested a l i f e - c y c l e  cost an a ly s is  which would d e te r ­
mine the co s t  o f  a temporary renovation  as opposed to cos ts  o f  major 
renova t ion . The r e s u l t s  o f  these in q u ir ie s  demonstrated tha t the ro o f  
was not designed to  w ithstand the e x t ra  load o f  snow and t l ia t ,  when 
t o t a l  ope ra t ing  expenses and c a p i t a l  cos ts  were considered f o r  a 25-year 
p e r iod , i t  would be le s s  expensive to  forgo the minimal renovation  and 
proceed w ith a ma jo r renova tion . The r e s u l t  o f  th is  review was an 
approva l f o r  a major renovation  p ro je c t  -- a t a long-term  cos t savings.

Petersburg Genera l H osp ita l f i l e d  a l e t t e r  o f  in ten t f o r  $3 ,400 ,000  
to renovate an e x is t in g  acute care f a c i l i t y .  Fo llow ing an a rc h i te c tu ra l 
assessment o f  the f a c i l i t y  and a l i f c - c y c l c  co s t  a n a ly s is  requested by 
the S ta te ,  i t  was determined that the cost o f  new con s t ru c t ion  would be 
p re fe ra b le  to  renova t ion . Subsequently, a GOX was approved f o r  
$7 ,1 50 ,000 . Obv ious ly , the CON process is  not p un it iv e , but ra th e r  
seeks to use hea lth  care resources to gain the maximum b en e f i t  f o r  the 
community.

H osp ita ls  in  llomer and Fairbanks submitted p roposa ls  f o r  review 
which contained " s h e l l e d - in "  space f o r  which no use was intended fo r  the 
immediate fu tu re .  In llomer, the Department requested fu r th e r  assessment 
o f  the s i tu a t io n  to  id e n t i f y  a s o lu t io n  to  fu tu re  use o f  the s h e l le d - in  
space. As a r e s u l t  the p lans were redrawn f o r  the renovation  and 
expansion and included the proposed use o f  the s h e l le d - in  space.

B e t te r  Conformance with Id e n t i f i e d  Community Needs
In  Fa irbanks , the CON process stimu lated a community d iscuss ion  o f  

the need f o r  in p a t ie n t  p sy ch ia t r ic  se rv ices  and a concern f o r  approving 
the c on s t ru c t ion  o f  two s h e l le d - in  f l o o r s  that did not luivc an id e n t i ­
f i e d  use . Because o f  d iscuss ions a t  the lo c a l  le v e l  during the review 
by the h ea lth  systems agency, the h o sp ita l agreed to  spec i fy  the in ­
tended use o f  the s h e l le d - in  space and, fu rthe rmore , to en te r in to a 
p lanning process w ith the community during the fo l low ing  year to  d e te r ­
mine the most app rop r ia te  con fig u ra t ion  fo r  the proposed se rv ice s .



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.
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PROBLEMS Will I nil: CON PROCESS AND REWJLNUATIONS FOR TMPRCVIWENT

INTROCOCTION
Proponents ancl 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
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se rve on l o c a l  h o s p i t a l  ad v is o ry  boards a rc  chosen f o r  t h e i r  e xp e r t is e  
and d ed ica t ion  in  lo c a l is su e s ; o f t e n ,  however, a p ro je c t  w i l l  have 
re g io n a l o r  sta tew ide im p lic a t ion s  th a t  cannot be p ro p e r ly  addressed a t 
the l o c a l  l e v e l .  The COX p rocess , a t  the very l e a s t ,  o f f e r s  l o c a l ,  
re g io n a l and s ta tew ide pe rspec t ive s  on the need and app rop ria teness  o f  a 
proposed p r o je c t .  Instead  o f  removing community c o n t r o l ,  the CON 
process bestows some c o n t ro l  on the community a t la rg e .

In a d d i t io n ,  a trend i s  ev ident th a t  an inc reas ing  amount o f  pub lic  
funds a re  being app rop r ia ted  by the le g i s l a t u r e  lo r  c on s t ru c t ion  and 
ren ova t ion . I t  seems reasonab le tha t in  a t iir.c o f  decreasing s ta te  
revenues, c i t i z e n s  should have an oppo rtun ity  to  in f lu ence  the d i s t r i b u ­
t io n  o f  these funds so tha t they meet s ta te  and reg ion a l needs instead 
o f  l o c a l  demand, 'lhc CON process ensures pub lic  p a r t i c ip a t i o n  in these 
d e c is ion s .

MARKETPLACE ECONOMICS: COMPETITION vs . "khCUhVlTON"
In  recen t y e a rs ,  the re  has been a popu la r theo ry  t l ia t the problems 

in  U .S . h e a lth  s e rv ic e s  can be blamed on excess ive  government in te rven ­
t io n  and r e g u la t io n s .  I t  has been argued tha t high cos ts  and re la te d  
problems cou ld  be so lved  by a " re tu rn  to  the f re e  market and competi­
t i o n . " 0 Two recen t a r t i c l e s  argue to the c on t ra ry . *

Roemer and Roemer, well-known health-economics e xp e r ts ,  examined 
the past and p re sen t ope ra t ion s  o f  f r e e  t rade  and competit ion  in  the 
h ea lth  ca re  system and found tha t ijot one o f  a t  le a s t  f i v e  cond it ion s  
necessary f o r  competit ion  ex is ted . In a d d i t io n ,  they found tha t the 
f re e  market c rea ted  a geographic m a ld is t r ib u t io n  o f  hea lth  manpower, 
causing se r iou s  problems f o r  r u r a l  p opu la t ion s . Furthermore, they 
d iscussed the p a radox ica l problem wiiich has been demonstrated f o r  every 
component o f  the h e a lth  care industry  o f  1 supply c rea t ing  demand" ra th e r 
than the r e v e r s e ,  which i s  t rue  in  an e f f e c t i v e l y  ope ra t ing  market. 
Supply c rea te s  demand in  the h ea lth  care indu s t ry  fundamenta lly because 
the s e l l e r  (d o c to r )  r a th e r  than the buyer (p a t ie n t )  makes most o f  tho 
dec is ion s  on what h ea lth  s e rv ic e s  a re to  he o b ta in e d . '

ONeedlcmen, another h ea lth  economist, expressed a s im i la r  o p in io n .1"
An e f f e c t i v e  market i s  one in  which the re  is compe­
t i t i o n  on the bas is  o f  both p r ic e  and d u a l i t y ,  and 
in  which those who s e l l  se rv ic e s  a re l im ited  in 
t h e i r  a b i l i t y  to  in f lu ence  the volume o f  se rv ices  
they s e l l  and a re  constra ined  in  the p r ic e s  they se t 
by competit ive  p re ssu res . By th is  d e f i n i t i o n ,  an 
e f f e c t i v e  market f o r  h e a lth  cave sc*rv ic e s  does not 
e x i s t  an most communities. Loihpet.ruon e x i s t s  but 
i t  i s  r a r e ly  p r ic e  competit ion ; indeed the nature o f  
c u r re n t  competit ion based on scope o f  s e rv ic e s ,  
am en it ie s , and convenience i s  to  encourage p r ice  
in c re a s ing  behav io r . (Emphasis added ).
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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 SI.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,COO for capital expenditures; $400,000 for major medical 
equipment; and $250,000 for operating expenses associated with new 
services.
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CONCLUSIONS

Recent evidence n a t i o n a l l y  and a v a i la b le  in fo rm at ion  from the 
C e r t i f i c a t e  o f  Need Program in A laska ind ic a te  that the program has been 
e f f e c t i v e  in  d e te r r in g  u n ju s t i f i e d  p ro je c t : ; ,  guiding c a p i t a l  investment 
p r o je c t s ,  and s t im u la t in g  improved i n s t i t u t i o n a l  p lann ing . Together 
these e f f e c t s  have served to  meet the h ea lth  care needs o f  the p u b l ic ,  
p reven t d u p l ic a t io n  o f  c o s t ly  s e rv ic e s ,  and r e s t r a i n  the inc reas ing  
costs o f  h ea lth  c a re . Acute problems with the CON process are c o r r e c ­
tab le  by amending the law.

Options a v a i la b le  to  the L eg is la tu re  c m he p laced in to  th ree 
c a teg o r ie s :  1) keep the law as i t  i s  and mainta in the s ta tu s  quo; 2)
repea l the law in  i t s  e n t i r e t y ;  o r ,  3) re v ise  I he law to c o r re c t  recog ­
n ized problems.

MAINTAIN CURRENT CON PKOCHSS
'Ihe S ta te  would continue to  operate the program in i t s  cu r ren t 

form . This op t ion  assumes the CON process i s  working e f f i c i e n t l y  and 
re q u ire s  o n ly  minor changes.

because o f  recognised problems, th is  op t ion  appears to have l i t t l e  
m e r i t .  Thresho ld  le v e l s  a re  too low, most n o n -c l in i c a l  expenditure 
reviews a re a nuisance fo r  app l ic an ts  and rev iewers , and de lays in the 
review p rocess a re  unacceptab le .

REPI-AL T1IH CON LAW
'll i is  o p t io n  assumes that the C e r t i f i c a t e  o l Need process has been 

e n t i r e l y  i n e f f e c t i v e  and that, marketp lace incen t ives  w i l l  a r i s e  to 
c o n t r o l  c a p i t a l  investments and h ea lth  carc co s ts .

I t  a l s o  assumes tha t public, review o f  h ea lth  carc c a n i t a l  expendi­
tu res a rc  unimportant and tha t h ea lth  care consumers shou ld not have a 
vo ice in  determ in ing the approp ria teness o f  se rv ice s  in  t h e i r  community.

A competit ive  p r ic in g  market does not e x i s t  w ith in  the h ea lth  cure 
s e rv ic e s  indu s t ry  o f  any community in A laska. In a d d i t io n ,  the S ta te  o f  
A laska d id  not renew i t s  Sec t ion  1122 agreement with the fe d e ra l govern ­
ment in 1931 because tho C e r t i f i c a t e  o f  Need law was in p lace . (Sec­
t io n  1122 o f  PL 92-603 requ ired  tha t h ea lth  carc f a c i l i t i e s ,  which 
rece ived  fe d e r a l  monies under T i t l e s  XVI IT and XIX, he sub jec t to review 
to ensure cons is tency  with s ta te  h ea lth  p la n s . )  Repeal o f  the CON law 
would le ave  the S ta te  e n t i r e l y  without a c a p i t a l  expenditure review 
process f o r  h ea lth  ca rc  f a c i l i t i e s ;  th e re fo r e ,  the S ta te  would have to 
r e ly  p r i n c i p a l l y  on e i t h e r  the competit ive market o r  incen tives es tab ­
l i s h ed  under sonic k ind o f  a p ro spec t ive  reimbursement system to c o n t ro l  
cos ts  and a l l o c a t e  re sou rces . (H o sp ita ls  a re  c u r re n t ly  reimbursed by 
the fe d e r a l  government under Medicare and Medicaid on a re t ro sp e c t iv e  
b a s i s ;  th a t  i s ,  a f t e r  the cos ts  have a lre ad y  occurred . Under th is
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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) .

I
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.0

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

MODIFY THE CON 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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Rl-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. I:or 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.

Prov ide tha t each le g i s l a t o r  be informed o f  a l l  p ro je c t s  in 
h is /h e r  d i s t r i c t ,  e s p e c ia l ly  regard ing the outcome o f  the 
rev iew .

5.
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APPENDIX

NATIONAL HEALTH PLANKING AND DEVHLOWENT ACT Q1 ■ 1974 

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop­
ment Act), passed by the U.S. Congress in 1974, established a national 
health planning program which was implemented in each state and several 
American territories. The intent of Congress was lo integrate pre­
viously sponsored programs (llill-l'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 (P1IS) 
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 DHVF.LOl’MHNT AGENCY

The Governor designated a State Health Planning and Development 
Agency (SHPDA) as a unit. oC State government, ihc 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. 'Ihc State Health Plan 
forms the basis upon which Certificate of Need applications arc re­
viewed. Doth the SHPDA and. SI ICC are supported with a mix of Federal and 
State funds.
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As a major writer of commercial health insurance, the ,€tna Life 

Insurance Company has for years been deeply con cer ned  about health care 

cost increases and has c o n s i st en t l y  supported viable health planning 

programs. We strongly oppose H.B. 19, An Act R epealing the Ce rti fic ate  of 

Need Program. We believe that e na c t m e n t of this legislation would 

represent a large step backward in A las ka' s effort to realize an eff ici ent  

and effective health care d e l i ve ry  system.

Health planning is one of the elements in the ar ma me n t a r iu m of programs 

that are neces sar y to help in the re duction of the escal ati on of health 

costs and to ensure that the health care d eli ve ry  system of the future is 

one that has been ration all y and s ys tem ati cal ly planned.

We feel that it is m o s t  impor tan t that there be a m e c h an is m in place 

for partic ipa tio n in the planning and d e ve lo pme nt of health programs to 

improve the di str i b ut io n  of health services, ens uri ng that services are 

avai lab le to those citizens who need them, while r estricting the inve stm ent  

in unneces sar y facilities and services.

An important portion of a viable health planning program is state 

cer ti f i c a te  of need legislation. We find it is essential to have such 

legislation in o rde r that the nec es si t y  of capital expenditures can be 

determined, because of the two-pro nge d effect on the growth of health care 

costs. In the short run, the purchase, installation, and fin ancing of 

expe nditures increases annual health care expenditures. In the long run, 

operation and m ai nte nan ce of capital expenditures c ont inu e to add to health 

care costs, to increased use o* highly skilled labor (for ma i n t en an ce  and 

operation) and non- lab or inp* "s (i.e., energy, supplies, etc.).

It has been estimated that every dol lar  of capital investment adds an 

additional 50<t to annual ope rat ing  cost. An important element in today's 

economy, which has had a dr ama tic  effec t on health care costs related to 

capital expenditures, is the interest rate now being charged on the finance 

debt. Efforts m us t  be made to ensure that all capital e xpe nditures made 

today are n ecessary and co nsi st e n t  with the goals of Alaska's Health 

Systems Plan and ne cessity for such expenditures.

Alaska's Certificate of Need Program is an important tool for 

implement ati on 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 igencies 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 M cC a rv c y , .Anchorage; .Art Willnan, Sitka; Margaret Wilson, .Anchorage



northern alaska health resources association, inc.
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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

zsr
529 5th avenue, suite 8 fairbanks, alaska 99701 telephone(907)456-2553
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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 (DON 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.
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Pierre Howard, Chairman 
Senate Human Resources Committee 
The State Senate 
Atlanta, Georgia 30334

Dear Senator Howard:

Th a n k  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 with o u t  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.£ 
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, I am sure that health 
planning legislation will again be on the agenda. While it is not 
p o s s i b l e  to predict what the exact result of the legislative 
process will be, I 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.
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3. States will be required to conduct a certificate of need 
pr o gram which covers hospital and nursing homes and 
otherwise complies with Federal law.

In this context/ I 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 
p rogram with a clear understanding of what its effect on 
e l i gibility for Federal support may be. If Georgia revises its 
CON program this year, further revisions, even contradictory 
changes, m a y  be necessary next year or the year after.

With specific regard to the provisions of SB 121, I can 
report that they are not consistent with the current requirements 
of the Federal stat’ :e. I cannot guess whether these provisions 
will or w i l l  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, I 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 
o fficials 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 '
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F e b r u a r y  14, 198 3

R e p r e s e n t a t i v e  M a e  T i s c h e r  

A l a s k a  S t a t e  L e g i s l a t u r e  

P o u c h  V  (MS 3100)

June a u ,  A l a s k a  99811

(i : J

I j i "  '

D e a r  R e p r e s e n t a t i v e  Tischer:

I a p p r e c i a t e d  h a v i n g  the o p p o r t u n i t y  to d i s c u s s  w i t h  y o u  the l e g i s l a t i v e  

p r o p o s a l s  w h i c h  y o u  are a d d r e s s i n g  i n  this s e s s i o n  an d w h i c h  are of c o n c e r n  

to B l u e  C r o s s  of  W a s h i n g t o n  a n d  A l a s k a .  M a r t i n  T i r a d o r  w i l l  be k e e p i n g  in 

c l o s e  c o n t a c t  wif'' y o u  on t hese and o t h e r  issues.

We are c o n t i n u i n g  to d e v e l o p  i n f o r m a t i o n  w h i c h  s u p p o r t s  our p o s i t i o n  for 

the m o d i f i c a t i o n  of the c e r t i f i c a t e  o f  n e e d  law. O t h e r  o r g a n i z a t i o n s  s u c h  

as th e  H e a l t h  I n s u r a n c e  A s s o c i a t i o n  of  A m e r i c a  a n d  the A m e r i c a n  H e a l t h  

P l a n n i n g  A s s o c i a t i o n  h a v e  a lso r e s e a r c h e d  the s u b j e c t  and h a v e  d o c u m e n t e d  

the n e c e s s i t y  to r e t a i n  C O N  if c o s ts  a r e  to b e  c o n t a i n e d  i n  the h e a l t h

d e l i v e r y  system. M u c h  of this i n f o r m a t i o n  w i l l  b e  p r e s e n t e d  to the H e a l t h

E d u c a t i o n  an d  S o c i a l  S e r v i c e s  C o m m i t t e e  in the h e a r i n g  on H B  19.

I p a r t i c u l a r l y  a p p r e c i a t e d  the c h a n c e  to v i s i t  w i t h  you. I w o u l d  h o p e  that

yo u  w i l l  ca l l  o n  e i t h e r  M a r t i n  T i r a d o r  o r  me if y o u feel w e  can p r o v i d e  yo u

w i t h  i n f o r m a t i o n  o n  a n y  issue y o u  are c o n s i d e r i n g  in the l e g i s l a t i v e  process.

G o v e r n m e n t

8 ttB3

J H G : p f
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I Alaska i>tate &gislatur^
Representative Mae Tischer 
District 11
3305 O regon Drive 
Anchorage, A laska 99503

nf l&syttBmidXmz
M A E  T I S C H E R

While In Juneau 

Pouch V
Juneau, Alaska 99811 
(907 ) 465-3759

15 M a r c h  1983

Dr .  M i k e  B e i r n e  

P r e s i d e n t ,  L a k e  O t i s  C l i n i c  

P. 0. B o x  4~ 1 53 9  

A n c h o r a g e ,  AK. 99509

D e a r  M i k e :

T h a n k  y o u  for y o u r  M a r c h  2 u p d a t e  r e g a r d i n g  CON. T h e  B i l l  h as  

p a s s e d  out of m y  c o m m i t t e e  but h a s  a lon g  w a y  to go b e f o r e  f i n a l  

p a s s a g e ,  as y o u  know. P r e s e n t l y  in H o u s e  F i n a n c e , I w i l l  c o p y  y o u r  

a t t a c h m e n t s  an d  p e r s o n a l l y  p r e s e n t  t h e m  to the F i n a n c e  Comir.ittee for 

t h e i r  p e r u s a l .  M a n y  of the p o i n t s  in the F e b r u a r y  23, 5 - p a g e  l e t t e r  

to C o m m i s s i o n e r  S m i t h  are p e r t i n e n t  facts for d e l i b e r a t i o n .

Since r e l y ,

R e p r e s e n t a t i v e  M a e  T i s c h e r  

D i s t r i c t  11
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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,

Dr. Mike Beirne
President
Lake Otis Clinic

MB/nc
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L A W  O F F I C E S  O F
D A V I S ,  W R I G H T ,  T O D D ,  R 1 E S E  &  J O N E S

310 L S T R E E T  
S U I T E  -103 

A N C H O R A G E ,  A L A S K A  9 9 3 0 1

(907) 270-4-100 
T E L E C O P I E R :  (907) 279-1761

■4200 3 C A T T L E * F I R 9 T  N A T IO N A L  B A N K  B U I L D IN O
S E A T T L E .  W A S H IN G T O N  90154 

(2 00 )  022-3190 
T E L E X .  326019 

T E L E C O P I E R :  (2 03 )  022*4322

1030 T H O M A 9  J E F F E R S O N  S T R E E T  N . W. 
W A S H IN G T O N .  D. C. 2 0 0 0 7

(202 )  0 0 3 -0 4 6 4  
T E L E C O P I E R .  (202) 342-1322

P L E A S E  R E P L Y  TO  A N C H G R A O E  O F F I C E

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

N eed 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 

/a m)writing to you today on behalf of our client, Lake Otis 
Clinic, Inc., 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 if 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 in 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 is 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 in 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 its 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 in Anchorage, slightly less than twice as 
many beds authorized under the Lake Otis Clinic certificate of 
n e e d .

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 in 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 is 
s o o n e r .

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, id. (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 realist ic assessment 
that the agencies would not find bed need 
sufficient to support L O G 1s respective 
applications. (Emphasis added.)

Proposed Decision of Joan M. Katz, Ultimate Findings of Fact at 
page 32 (June 25, 1982). Beirne, of course, is 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 in Anchorage. The 
Municipality of Anchorage Health Systems Plan (1982-84), 
attached hereto as Exhibit B, projects total acute care 
bed-need at 480 in 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 in 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 is 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, 1 983 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." It 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, o r later. 
According to the newspaper article, which our client believer
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a c c u r a t e l y  r e f l e c t s  t h e  a c t i o n s  t a k e n  by t h e  c o m m i t t e e ,  
j u s t i f i c a t i o n  f o r  a p p r o v a l  o f  b o t h  a p p l i c a t i o n s  i s  p r e d i c a t e d  
on p r o j e c t i o n s  o f  bed need  i n  1 9 9 5 ,  some t w e l v e  y e a r s  i n  t h e  
f u t u r e ,  and t h e  c o m m i t t e e ' s  " i n s t i n c t i v e "  o r  " g u t "  f e e l i n g  t h a t  
t h e  1 9 9 5  p r o j e c t i o n s  a r e  t o o  l o w .  I f  t h e s e  r e c o m m e n d a t i o n s  a r e  
a d o p t e d  by MHC and S o u t h  C e n t r a l  i n  t h e i r  F e b r u a r y  23 and Ma rch  
5,  1 9 8 3  h e a r i n g s ,  t h e  a g e n c i e s  w i l l  h a ve  t a k e n  a p o s i t i o n  
c o m p l e t e l y  i n c o n s i s t e n t  w i t h  t h e i r  J o n g - r u n n i n g  o p p o s i t i o n  t o  
c o n s t r u c t i o n  o f  t h e  L a k e  O t i s  H o s p i t a l .

T h e s e  d e v e l o p m e n t s  h a ve  a d i r e c t  im pa c t  on t h e  c a s e  p e n d i n g  
b e f o r e  y o u .  L ake  O t i s  C l i n i c  b e l i e v e s  t h a t  i t  h a s  d e m o n s t r a t e d  
good  c a u s e  f o r  n o t  h a v i n g  c o m p l e t e d  i t s  h o s p i t a l  p r o j e c t .  Even 
a s s um i n g  f o r  t h e  s a k e  o f  a r g um en t  t h a t  g ood  c a u s e  we r e  n o t  
shown ,  r e v o c a t i o n  o f  i t s  c e r t i f i c a t e  i s  p e r m i s s i v e ,  n o t  
m a n d a t o r y ,  u n d e r  AS 1 8 . 0 7 . 0 8 1 ( d ) .  W h e t h e r  r e v o c a t i o n  i s  
j u s t i f i e d  d e p e n d s  upon a c a r e f u l  w e i g h i n g  o f  e q u i t a b l e  
c o n s i d e r a t i o n s  such  as  L ake  O t i s '  i n v e s t m e n t  i n  and d e s i r e  t o  
c o m p l e t e  i t s  p r o j e c t  and t h e  p u b l i c ' s  i n t e r e s t  i n  c o n t a i n i n g  
h o s p i t a l  c o s t  e s c a l a t i o n s  t h r o u g h  p r e v e n t i o n  o f  u n n e c e s s a r y  
c o n s t r u c t i o n  and e q u i pm e n t  a c q u i s i t i o n s .  We b e l i e v e  i t  wou l d  
be f u n d a m e n t a l l y  u n f a i r  f o r  t h e  D e p a r t m e n t  t o  r e v o k e  Lak e  O t i s '  
c e r t i f i c a t e  c f  need i n  t h e  p r e s e n t  c i r c u m s t a n c e s .  I f  S o u t h  
C e n t r a l  a d o p t s  t h e  p r o j e c t  r e v i e w  c o m m i t t e e ' s  r e c o m m e n d a t i o n s ,  
i t  w i l l  h a v e  e f f e c t i v e l y  swung one  h u nd r e d  and e i g h t y  d e g r e e s  
f r o m  a p o s i t i o n  t h a t  t h e r e  i s  no need f o r  L a k e  O t i s '  1 25  a c u t e  
c a r e  b ed s  t o  a p o s i t i o n  s u p p o r t i n g  t h e  c o n s t r u e t i o n  o f  2 43  
b e d s .  The i r o n y  o f  S o u t h  C e n t r a l ' s  r e v o c a t i o n  p e t i t i o n  i s  t h a t  
i f  i t  i s  g r a n t e d  by DHSS,  L ake  O t i s ' s  1 2 5 - b e d  c e r t i f i c a t e  wou ld  
be e l i m i n a t e d  a t  p r e c i s e l y  t h e  same t im e  t h e  two m a j o r  
A n c h o r a g e  h o s p i t a l s  a r e  a g g r e s s i v e l y  mo v i n g  ahead w i t h  t h e i r  
own e x p a n s i o n  p l a n s  wh i ch  w i l l  h a v e  a s u b s t a n t i a l l y  g r e a t e r  
impa c t  on  bed a v a i l a b i l i t y  t h a n  L a k e  O t i s '  p r o j e c t .  I n  
f a i r n e s s ,  S o u t h  C e n t r a l  c a n n o t  h a v e  i t  b o t h  w a y s :  e i t h e r  t h e r e
i s  no need  f o r  a d d i t i o n a l  b eds  i n  A n c h o r a g e  and a l l  e x p a n s i o n  
a p p l i c a t i o n s  s h o u l d  be r e s i s t e d  o r  t h e r e  i s  need and L ake  O t i s  
s h o u l d  be p e r m i t t e d  a r e a s o n a b l e  t im e  f r e e  o f  d e b i l i t a t i n g  
l i t i g a t i o n  a g a i n s t  i t s  c e r t i f i c a t e  o f  need t o  c o m p l e t e  
c o n s t r u c t i o n  o f  i t s  h o s p i t a l .  The i n e q u i t i e s  i n h e r e n t  i n  t h e s e  
r e c e n t  d e v e l o p m e n t s  a r e  c l e a r .

We r e s p e c t f u l l y  r e q u e s t  t h a t  y ou  c o n s i d e r  t h e  r e c e n t  and 
p e n d i n g  a c t i o n s  by S o u t h  C e n t r a l  and MHC i n  c o n n e c t i o n  w i t h  t h e


