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1982 REGULAR SESSION Ch. 614

offenses relating to controlled substances, or an attempt or conspiracy to 

commit any euoh offsflsa-or-said of these offenses, as punishable under 

sections 609.185, 609.19, 609.195, 609.20, 609.225, 609.245, 609.25, 609.291, 

609.321 to 609.324, 609.42, 609.48, 609.485, subdivision 4, clause (1), 609.52, 

609.53, 609.54, 609.58, 609,625, 609.63, 609.76, 609.825, and chapter 152.

Sec. 7. Repealer.

Minnesota Statutes 1980. Section 609.53. Subdivision 2: and Minnesota 

Statutes 19S1 Supplement. Section 609.53. Subdivision 2a. are repealed.

Sec. 8. Effective date.

Sections 1 to 5 are effective August 1. 1932 and apply to all crimes 

committed on or after that date. Section 6 is effective M a v  1. 1982. and 
applies to w arrants issued on or after that date. Section 7 js effective 

August 1. 1982 ' t
Approved March 23, 1982.

HEALTH CARE SYSTEM

CHAPTER 614 

H.F.No. 1799

A n  A c t r e la t in g  to  h e a l th ;  a l lo w in g  c e r t a in  n u r s in g  h o m e s  a n d  
h o s p i t a l s  to  s h a r e  a n  a d m in i s t r a to r ;  p ro v id in g  f o r  e v a lu a t io n  
of c e r t a in  c h a n g e s  in  c e r t i f ic a te  of n e e d  re v ie w ; r e q u ir in g  
c e r t a in  p r ic e  in f o rm a t io n  to  b e  r e p o r t e d  a n d  d is s e m in a te d ;  
r e q u i r in g  m o n i to r in g ;  a m e n d in g  th e  t h r e s h o l d s  o f  re v ie w ; 
p r o v id in g  f o r  a d d i t io n a l  w i iv e r s ;  r e q u i r in g  r e p o r t s ;  a m e n d in g  
M in n e s o ta  S t a t u t e s  198 0 , S e c t io n s  1 4 4 A .0 4 , S u b d iv is io n  5; 
1 4 5 .8 3 3 , S u b d iv is io n  5 ; 1 4 5 .8 3 5 , S u b d iv is io n s  3 a n d  4 ; .M in n e ­
s o ta  S t a t u t e s  19 8 1  S u p p le m e n t ,  S e c t io n s  2 5 0 .0 5 ,  S u b d iv is io n  
4; 4 4 7 .4 5 ,  S u b d iv is io n  1; a n d  4 7 4 .0 3 ; p r o p o s in g  n e w  la w  
c o d e d  in  M in n e s o ta  S t a t u t e s ,  C h a p te r  1 4 4 ; r e p e a l in g  M in n e s o ­
ta  S t a t u t e s  1 9 8 0 . S e c t io n s  1 4 5 .8 3 2  to  1 4 5 .8 4 5 , a s  a m e n d e d ;  
a n d  M in n e s c t ;  S t a t u t e s  1981  S u p p le m e n t ,  S e c t io n s  6 2 D .2 2 , 
S u b d iv is io n  6; ! 4 5 .8 3 4 ;  a n d  1 4 5 .8 4 5 . • •

Be it enacted by the Legislature o f the State o f Minnesota:

Section 1. P u rp o se .

The legislature finds that Minnesota has had certificate of need review 

since 1971 and bit there is a need to evaluate the renuirements of this law. 

the effect of tre law on the current health care delivery system, and the 

effect of repeal of the law on the cost and quality of health carc in

U n d e r s c o r i n g  a n d  o t r il<»out« a re  a s  s h o w n  In e n r o l l e d  a c t
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Ch. 614 72nd LEGISLATURE

M innesota. The le g is la tu re  fu r th e r  finds 'that th e  public m ay b enefit from  
certa in  changes in th e  hea lth  care  system  b u t th a t  supporting  docum enta­
tion. d a ta , and  in fo rm atio n  a re  lacking. I t  is th e  in te n t of t he leg isla ture 
th a t  the  M innesota ce rtif ica te  o f  need ac t no t be repealed p rio r to full 
consideration  of th e  e ffec ts  o f such an  action  on th e  issue of cost fo r health  
care services. A lte rn a tiv e  cost con ta inm en t m easures should be in nlace and 
docum enta tion  ava ilab le  th a t  those trea su res  will benefit the  public in te rest 
and encourage th e  b en e fits  o f a  price-com petitive hea lth  care system  for the 
citi?en3 o f  M innesota. I t  is the  in te n t of the  leg isla ture th a t  vo lun ta ry 
e ffo rts  to  d issem ina te  certa in  price in form ation  be encouraged and th a t 
m an d a to ry  e ffo rts  be u n d ertak en  only  if  vo lun tary  e ffo rts  do no t m ake 
sa tis fac to ry  progress. . . . .

Sec. 2.

1 4 4 .7 0 5 . C o l le c t io n ,  a n a ly s i s  a n d  d is s e m in a t io n  o f  d ia g n o s t i c  a n d  
p r ic e  in f o r m a t io n  '

S ubdiv ision  1. P r ic e  re p o rtin g . The com m issioner of hea lth  shall en­
courage hospitals and  professiona ls regu la ted  by th e  health re la ted  licensing 
hoards as defined in section  214.01. subdivision 2. o r  by the com m issioner of 
hea lth  p u rsu a n t to  section 214.13. to  publish nrices for procedures and 
services th a t  a re  rep rese n ta tiv e  o f th e  diagnoses and conditions for which 
citizens o f  th is s ta te  seek t r e a tm e n t

Subd. 2. H o sp ita l re p o r ts .  T he com m issioner o f  health may periodically 
estab lish  a  lis t o f illnesses, in ju ries and medical conditions which is repre­
se n ta tiv e  o f the d iagnoses fo r which the  citizens o* the s ta te  a re  hospital­
ized. T he com m issioner shall se lect illnesses, in juries, and conditions for 
inclusion in th is lis t in a  m anner so as to  ndeouate lv  d iffe ren tia te  am ontr 
p a tie n t ch a rac teris tics  which m ay influence the consum ption of resources 
d u rin g  tre a tm e n t, such as the  age  of patien ts, pa tien ts ' need fo r surgery, 
th e  presence of secondary  d iagnoses and medical complications. T he es tab ­
lishm ent o f  this lis t shall n o t be su b jec t t o the  provisions of sections 15.0412 
to  15.0417. The com m issioner m av add to o r  dele te  from  this list. For each 
o f  these illnesses, in ju rie s  and medical conditions, everv hospital w ith a 
licensed capacity  eoual to  o r g re a te r  than  100 beds shall, w ithin 120 days of 
th e  close o f its fiscal year, re p o r t to  th e  com m issioner the  folic ‘r in g  
in fo rm ation  fo r t h a t  fiscal year:

fa) the  num ber o f p a tien ts  discharged:

fh) th e  sh o rte s t an d  longest len g th s  t.f p a tien t s ta y  in the  hosn ita ' . the 
m ean leng th  of s tay , end  the respective lem.'ths of s tay  a t  th e  25th. 50th and 
75th percen tiles o f th e  to ta l range  of leng ths of stay ;

(c) th e  low est and  h ighest prices fo r hospital serv ices, the mean :e. and 
th e  respective nrices a t  th e  25th. aOth and 75th percentiles o f the to* ,inge 
o f  nrices:

fd) a  separation  o f th e  m ean p rice into m ean com ponent m icas. where 
applicable, fo r  ro u tin e  room and hoard , special ca re  un it room and  hoard, 
nu rsery  services, de livery  room use, o p era tin g  room use, anesthesia services, 
pharm acy  services, labo ra to ry  services, radiology services, supplies and o ther 
services: and

U n d e r s c o r i n g  and a re  as s h o w n  in  e n r o l l e d  a c t
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(e) nv additional o r a lte rn a tiv e  in form ation re la tin g  to prices th a t  is 

specified in rules prom ulgated  bv th e  com m issioner pu rsu an t to  this section. 
A t the tim e it rep o rts  the in form ation  requ ired  to  be reported  by th is 
subdivision, each hospital m av also rep o rt an v  additional inform ation th a t it 
believes to  he re le v an t to  the  purposes of section 144.705.

Suhd. 3. H ea lth  p ro v id e r  re p o r ts .  F o r each hea lth  profession regu la ted  
hv the hea lth -re la ted  licensing boards as defined in section 214.01. suhdivi­
sion 2. c r  bv the  com m issioner of hea lth  p u rsu a n t to  section 214.13. the 
com m issioner o f h e a lth shall periodically estab lish  a lis t of procedures and 
services which are  :p -esentative o f th e  d iagnoses and conditions fo r which 
citizens o f  the s ta te  seek t r e a tm e n t  The estab lishm ent o f this list shall n o t 
be su b jec t to the provisions of section 15.0412 to  15.0417. F or each o f  these 
procedures and services, e v e r / re rrulated hea lth  care provider engaged  in 
th e  p riva te  practice o f his profession w ith in  the s ta te  shall post in a public 
a re a  the established nrices o r provide a notice o f  the  availability  o f the 
estab lished  prices o f the procedures or services. The com m issioner m ay 
req u est to  receive a copy of these prices.

Subd. 4. aou rce  of in fo rm atio n . The in form ation  described in subdivi­
sion 2 m av he d irectly  compiled an d  subm itted  to  the com missioner by the 
hospital, o r  in th e  in te rests  o f efficiency and a t  the hospital's option, the 
in fo rm ation  m av he subm itted  th ro u g h  anv en tity  which collects o r compiles 
nil o r portions o f the inform ation fo r several hospitals o r providers. When 
in fo rm ation  is fu rn ished  th rough such an en tity , th e  com m issioner shall nav 
th e  e n tity  w hat he determ ines to  be a reasonable fee fo r tne  costs of 
o rgan iz ing  and providing th e  in form ation  in th e  form  called for hv th is 
section.

Subd. 5. Sam ples. The com m issioner mav. in the in te rests  o f efficiency, 
p e rm it a hospital to  su b m it the in form ation  described in subdivision 2 in the 
form  of s t a t i s t i c a l  valid sam ples o f the pa tien ts  discharged from  the 
hospital d u rin g  th e  fiscal year.

Subd. 6. F o s te r in g  p rice co m p etitio n . The com m issioner shall analyze 
th e  in form ation  provided under th is section and shall d issem inate th e 
in form ation  and analyses so as to  fo s te r the  developm ent o f price com peti­
tion am o n g  hospitals -eniiired bv subdivision 2 to  m ake reports  to  the 
com m issioner. P rio r to  initial dissem ination of anv  hospital-specific in fo r­
m ation. th e  com m issioner shall g ive th e  hospital opportun ity  fo r review  and 
com m ent. In the  in itial d issem ination of hospital-specific in form ation the  
com m issioner shall publish a sum m ary  of the hosp ital’s com m ents, to g e th e r  
w ith  notice of a m eans o f contacting  a  person designated  bv th e  hosnbal to 
provide fu rth e r  in fo rm ation .

Subd. 7. Rules. T he com m issioner mav p rom ulgate  such ru les p u rsu an t 
to  ch a n te r  15 as a re  necessary to  im plem ent the provisions of this section.

Sec. 3. M innesota S ta tu te s  1980, Section 144A.G4, Subdivision 5, is 
am ended to  read;

Subd. 5. E xcept as o therw ise provided by th is  subdivision, a  nursing  
hom e m u st have a fu ll tim e licensed nursing  hom e ad m in is tra to r s e r r  tg  the

U n d e r s c o r in g  a n d  6 + rdnvou t*  a re  an s h o w n  In  e n r o l le d  a c t
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facility . In  an y  n u rs in g  home of less than  25 b id s , th e  d irector of nursing  
services m ay also se rve as th e  licensed nursing' home adm in istra to r. Two 
n u rsing  hom es hav ing  a  to tal o f 100 beds o r  less an d  located w ithin 50 miles 
o f  each o th e r  m ay sh a re  the services of a  licensed adm in istra to r if  the 
a d m in is tra to r  divides his full tim e w ork w eek betw een  the tw o faciliti'^s in 
proportion  to  the n u m b er of beds in each facility . E very  nu is in g  home shall 
have a  person-in-charge on th e  prem ises a t  all tim es in the  absence o f  the  
licensed ad m in istra to r. The nam e of the  person in charge m ust be posted it. 
a  conspicuous place in  th e  facility . T he com m issioner o f  hea lth  shall by ru le  
p ro m u lg a te  m inim um  education  and experience requ irem ents for persons-in- 
charge , an d  m ay p rom ulgate  ru les specify ing th e  tim es of day du ring  which 
a  licensed ad m in is tra to r  m ust be on th e  n u rsing  hom e ’3 prem ises. A 
n u rsin g  hom e m ay em ploy as  its ad m in is tra to r th e  reg istered  adm in istra to r 
o f  a  hospital licensed p u rsu a n t to sections 144.50 to  144.56 if th e  individual is 
licensed as  a  n u rsing  hom e ad m in istra to r p u rsu an t to  section 144A.20 and 
th e  nu rsin g  hom e and  hospital have a  combined to ta l o f 150 beds or lessr-are  
u nder th e  rAme-gove rn ing -body  and  are  located w ithin one-h a lf  one mile o f 
each  o th e r. A n u rsin g  home which is located in a  facility  licensed as a  
hospital p u rsu a n t to  sections 144.50 to  144.56, m ay em ploy as its  adm in istra­
to r  the  reg ist e red ad m in is tra to r o f the  hospital if  the  individual m eets 
m inim um  education  and  long term  care experience crite ria  se t by ru le o f the  
com m issioner of health .

Sec. 4. M innesota S ta tu te s  1980, Section 145.&13, Subdivision 5, is 
am ended  to  read:

Subd. 5. “C onstruction  o r  m odification" m eans:

(a) A ny erection , building, a lte ra tion , reconstruction , m odernization, im ­
provem ent, ex tension, lease o r o th e r acquisition, o r any  purchase, lease or 
o th e r  acquisition of d iagnostic  or th e rap eu tic  equipm ent, by o r on behalf of 
a health  care facility  which:

(1) R equires, o r  would require if  purchased, a  to tal capital expenditure, 
u nder generally  accented accounting p rinciples, in excess of $45Q,QW)-nmi

awl-mamt^uaFKWt S000,000: or
(2) C hanges thu  bed capacity  of a  health  care facility  in a m anner which 

increases the to ta l num ber o f  beds, o r d istribu tes beds am ong various 
ca tegories, o r relocates beds from  one physical facility  o r site  to  another, by 
m ore th an  ton beds o r  m ore than  ton  percen t o f the licensed bed capacity , 
w hichever is less, «."°r a tw o y ea r  period;

.• n r*  ‘ m fi?  V I “ J

(o) T lie es tab lish m en t o f a  new health  care facility  o r any predevelopm cnt 
ac tiv ity  by o r on b eha lf of u health  care facility  which m ay resu lt in a 
proposal review able accord ing  to  lections 145.832 to  145.845;

(d^c) A ny es‘ 
hom e health  sei 
th rough  a  hcalt 
in o r  th rough  t 
w hen th a t  servi
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(4Xc) A ny estab lishm en t o f a  ->pw  in stitu tio n a l hea lth  service, exclud ing  
hom e h ea lth  services, by a  health  ca re  facility  w hich is to be o ffered  in  or 
th rough  a  hea lth  care  facility  an d  which w as no t o ffe red  on a  reg u la r  basis 
in o r  th ro u g h  th a t  fac ility  w ithin th e  12 m onth  period prior to  th e  tim e 
w hen th a t  service is in tended  to  be o ffered ; am i

(e jfd) T h e  purchase, lease o r  o th e r  acquisition o f  d iagnostic o r th e rap eu tic  
equ ipm en t by a  licensed m edical doctor, a g roup  o f licensed medical doctors, 
o r a  professional corporation  o f licensed medical d o c to n  organized p u rsu a n t 
to  ch a p te r  319A, which requires, o r would requ ire  if purchased, a cap ita l 
ex p en d itu re  in excess o f $150^)00 .$400.000 fo r  any  one item  o f equ ipm en t 
and is determ ined  by th e  s ta te  com m issioner o f hea lth  to be designed to 
c ircu m v en t th e  provisions of sections 145.832 to 145.845: a n d

( c )  The p u r c h a s e ,  lease o r o th e r  acouisition of d iagnostic o r th e rap eu tic  
eq u ipm en t by. o r  on behalf of. a hea lth  care  facility  which requ ires o r 
would req u ire  if purchased, a to ta l capital expend itu re  in excess o f 8-100.000 
for anv one item  o f eq u ip m en t

S e c  5. M innesota S ta tu te s  19S0, Section 145.835, Subdivision 3, is 
am ended to  read : . .

Suhd . 3. P h y sic ian s; no tice  o f  acq u isitio n  o f  equ ipm en t. A licensed 
m edical doctor, a  g ro u p  of licensed medical doctors, o r a professional 
co rporation  of licensed medical doctors organized p u rsu an t to ch ap te r 319A, 
proposing to  purchase, lease o r o therw ise acquire one o r  m ore item s of 
d iagnostic  c.r th e ra p eu tic  equipm ent which requ ire  a cap ita l ex p en d itu re  in 
excess o f $151^000 $400.000 shall, p rior to purchasing  or acqu iring  the 
equ ipm ent, n n if y  the hea lth  system s ugency and th e  com missioner o f hea lth  
of tho  pi oposed acquisition o r purchase.

T h e  com m issioner o f hea lth  shall w ithin GO days of receip t of the notice 
d e term in e  w hether o r n o t the proposed acquisition or purchase is designed 
to c ircum ven t the provisions o f sections 145.832 to  145.845. A h ea rin g  shall 
be held if requested  by tlie app lican t or the  health  system s a g c n c ,\ The 
com m issioner o f hea lth  shall no tify  the app lican t and th e  hea lth  system s 
agency  in w riting  of its determ ination . I f  th e  com m issioner o f hea lth  
de te rm in es th a t  th e  proposed acquisition o r purchase is not designed to 
c ircum ven t the provisions of sections 145.832 to  145.845, no c e rtif ica te  of 
need shall be requ ired  of the  applican t. If th e  com m issioner ol h ea lth  
de te rm in es th a t  the proposed acquisition o r purchase in designed to  circum ­
v en t the provisions of sections 145.832 to 145.845, the app lican t m ust ob ta in  
a  c e rtif ica te  o f need.

Sec. 6. M innesota S ta tu te s  1980, Section 145.835, Subdivision 4, is 
am ended to  read : • •

Subd. 4. W aivers. A proposed construction or m o d u la tio n  m ay be 
g ran te d  a  w aiver from  th e  requ irem en ts o f section 145.83-; by th e  com m is­
sioner o f hea lth  if, based on the recom m endation o f  the  h ea lth  system s 
agency, th e  com m issioner determ ines th a t:

U n d e r s c o r in g  a n d  r .U i lv iu ju t i .  a re  a s  s h o w n  in  e n r o l le d  a c t  
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(a) The proposed cap ita l expenditure is less th a n  th re e  percen t o f  the 
annual o p era tin g  b u d g e t of the facility  app ly ing  for a  w aiverr-a«d- th e  
expend itu r e-is-reqa i red solely to moo* m andato ry  fedora] or otate require 
roent© o f- law ; o f

(b) T he construction  o r m odification is no t re la ted  to  d irec t p a t i e r . care 
services, such a s  p a rk in g  lots, sp rink le r system s, h e a tin g  o r a ir  condi . o n in g  
equ ipm ent, fire  doors, food service equipm ent, bu ild ing  m a in len arce , or 
o th e r  constructions o r m odifications of a like n a tu re ;

(cl The construction  o r m odification is exclusively fo r am bu la to ry  enre 
services: o r  '

(dl T he cn i r .ruction  o r m odification is fo r an experim en tal o r  dem onstra­
tion project.

The com m issioner o f  health , a f te r  consultation w ith th e  s ta te  planning 
agenc. and  the  h ea lth  system s agencies, m ay by ru le  provide fo r the 
g ra n tin g  o f w aivers u nder o the r s ituations th e  com m issioner o f health  
deem s ap p ro p ria te  and  no t inconsistent w ith sections 145.832 to 145.845 and 
42 U.S.C., Section 300k, e t  seq.

Proposed c rite ria  fo r w aivers in clauses (cl and (d) o f th is  section shall he 
published m the s ta te  reg is te r bv Ju n e  1. 1982 and  the public shall he iriven 
nn oppo rtun ity  to review  and com m ent on the  proposed crite ria  p rior to 
im plem entation. T he crite ria  a re  no t subject to  the  requ irem en ts o f sec­
tions 15.0412 to  15.0417. The crite ria  shall be published in the s ta te  reg ister 
and im plem ented by A ugust KjLl.fl.S2,

The req u est for a  w aiver shall be subm itted  by th e  applicant to  the  health  
system s agency a t  th e  sam e tim e the applicant subm ita a notice of in te n t lo 
th e  health  system s agency pu rsu an t to  subdivision 1. W ithin 30 days o f  the 
request, the  health  system s agency shall subm it its  recom m endation on the 
issue of th e  w aiver to  the commissioner o f hea lth , hu t the recom m endation 
shall not be binding on the  commissioner o f hea lth . The com m issioner of 
health  shall notify  th e  applicant and  the hea lth  system s agency of the 
decision to  g ra n t o r deny the w aiver w ithin 30 days of receip t o f  the 
recom m endation from  the  health  system s agency.

Sec. 7. M o n ito rin g  th e  e ffec ts ; tran s itio n a l period .

Subdiv ision  1. D evelopm ent o f  p e rfo rm ance  in d ica to rs . The commis­
sioner of health  shall consult w ith the commissione r  o f encrtrv. p lann ing  a nd 
developm ent nnd tho com m issioner o f public w elfare nnd o th e r  in terested  
persons to  define in d u stry  economic perform ance indicators to  he used to 
m onitor th e  e ffec t o f the  am endm ents to t he ce rtif ica te  of ne;>i act on the 
costs of hea lth  ra re . .
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S - k d. 2. P ub lic  review  and com m ent. Rv A u g u st 15. 1982. the commis­
sioner o f health  shall publish in the s ta te  reg is te r proposed industry  econom­
ic perform ance ind icators to  1h; used to m onitor th e  e ffec t of sections 3 to 5 
on the hea lth  care system . These indicators shall not ho sub ject to  the 
renu ircm cn ta of sections 15.0412 to  15.0417 bu t th e  public shall l>e given the 
o p p o rtu n ity  tr  review  nnd com m ent on the indicators p rior to  th e ir  imnlc-
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m en ta tio n . F inal in d u s try  economic perform ance indicators shall he pub­
lished in  tho  s ta te  re g is te r  and im plem ented bv O ctober 15. 1982.

Suhd . 3. M o n ito r; r e p o r t  T he com m issioner shall m onitor the  econom ­
ic perfo rm ance  of th e  industry  ar.d shall nrovide the leg is la tu re  w ith  a  
rep o r t concern ing  th e  p relim inary  effec ts , especially the financial irnoact. on 
th e  h ea lth  care  sy stem  created  bv  sections 3 to  5.

S ubd . 4. F a c ility  re p o r ts .  All he.tith  care facilities w hich com m ence 
construc tion  or m odification  pro jects nd . now  review able p u rsu an t to  sec­
tions 3 to  5. b u t w hich would have been i ?viewed prior to  im plem entation  o f 
th is  section , shall su b m it to  the comm ssioner o f health  a t  the  tim e o f  
p ro jec t com m encem ent th e  follow ing inform ation :

(a l an  e s tim a te  o f cap ita l expend itu res associated w ith th e  construction  ov 
m odification: and

(b) an es tim a te  o f expenses and revenues projected  to he associated w ith 
the  constru  :tion o r m odification for a period o f five years a f te r  in itia l 
o p e ra tion of the  p ro jec t involved.

Sec. 8. M innesota S ta tu te s  1981 S upplem ent, Section 250.05, Subdivision 
4, is am ended  to  rea d :

Subd. 4. T he G ille tte  hospital board, ac ting  th rough its  board o f d i­
rectors, m ay c o n tra c t w ith  the govern ing , bod^ and th*. ow ners o f th e  
Ram sey coun ty  hospital an d  of any o th e r  hospital o r  institu tion , fo r  the  jo in t 
m ain tenance and opera tion  of the  G illette ch ild ren 's hospital in conjunction 
w ith  ex is tin g  o r  con tem pla ted  fac ilities a t  th e  Ramsey county  hospital. 
C o n trac ts  m ay include ag reem en ts  fo r the  jo in t em ploym ent and utilization  
o f personnel, th e  jo in t  p 'u ch ase  o f supplies and equipm ent, and jo in t 
construc tion , acquisition , o> . casing of space fo r  offices, o u tp a tie n t facilities, 
o p era tin g  rooms, and o th e r  medical facilities for use in tra in in g  in th e  care  
and  tre a tm e n t o f crippled  and handicapped children, (he operation  o f a  
b race shop, and the conduct of p a tie n t education  program s. No co n tra c t 
shall how ever, provide fo r the expend itu re  of funds for additional p a tie n t

Sec. 9. M innesota S ta tu te s  1981 S upplem ent, Section 447.45, Subdivision 
1, is am ended  to  rend:

Subdivision 1. A ny county , city , o r hospital d istric t, excep t cities o f the 
f irs t class and coun ties in which a re  located any cities o f th e  firs t class, is 
au tho rized , in add ition  to  and n o t ir. substitu tion  for an y  o th e r  pow er 
g ra n te d  to  it  by law , to  issue revenue bonds by resolution o r  resolutions o f 
its  govern ing  body to  finance the  acquisition and  b e tte rm e n t o f hospital, 
n u rs in g  hom e and re la ted  medical facilities, o r an y  of them , including; b u t 
w ith o u t lim ita tion  th e  paym en t o f in te re s t d u rin g  construction and for a  
reasonable period th e re a f te r  and the  es tab lishm en t of reserves fo r  bond 
paym en t and  fo r w ork ing  cap ita l, and , in connection w ith  th e  acquisition o f 
any  e x is tin g  hospital o r nu rsing  hom e facilities, to  re tire  o u ts tan d in g

• . U n d e r s c o r in g  a n d  a r e  a s  s h o w n  in  u n r o l le d  a c t
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indebtedness incurred  'vo finance th e  construction  o f the ex isting  facilities. 
The- au th o rity -g ran ted oy th is soetion shall no t apply-4o  any  facility  t o -whieh 
Beo tio iiG  145.gG2-t o - 145.845--apply, -unlc-oo-o  oortifioato o f - need 'h a s -b ee n

. . « .* CKyzJt i . ' • ? !  .  * * 1

Sec. .10. M innesota S ta tu te s  1981 Supplem ent, Section 474.03, is am end­
ed to  read : .'

474.03. Pow ers ' ■. ' '
A ny m unicipality  o r redevelopm ent agency, in addition to  the  pow ers 

prescribed elsew here by the law s o f th is  s ta te , shall have th e  pow er to :

(1) A cquire, construct, and hold an y  lands, buildings; easem ents, w a te r 
and a ir  righ ts , im provem ents to  lands and  buildings, and cap ita l equ ipm en t 
to  be located perm anen tly  or used exclusively on a  designated  site  a n d  solid 
w aste  disposal and pollution control equ ipm ent, and a lte rn a tiv e  en erg y  
eq u ipm en t and inventory , regard less o f w here located, which are  deem ed 
necessary in connection w ith  a p ro jec t to  be s itu a ted  w ithin th e  s ta te , 
w hether wholly or p a rtia lly  w ithin o r  w ith o u t the  m unicipality  o r redevelop­
m e n t agency, and construct, reconstruct, im prove, b e tte r , and ex ten d  such 
pro ject; '• ‘ '  *' * !

(2) Issue revenue bonds, in an tic ipation  of th e  collection o f  revenues o f 
such pro ject, to  finance, in whole o r  in p a rt, th e  cost o f th e  acquisition, 
construction , reconstruction, im provem ent, b e tte rm e n t, o r extension th e re o f  
and, in th e  case of an a lte rn a tiv e  energy  p ro ject, in addition  to th e  o th e r  
powers g ran te d  by this chap ter, to  finance the  acquisition and leasing  or 
sa le of equipm ent and  products to  o thers;

(3) Issue revenue bonds to  pay, purchase o r discharge all o r any p a rt o f 
th e  o u ts tand ing  indebtedness of a co n trac tin g  p a r ty  engaged prim arily  in 
th e  operation  of one or m ore nonprofit hospitals o r  nursing homes, th e re to ­
fo re  incurred  in th e  acquisition o r  b e tte rm e n t o f its ex isting  hospital o r  
nursing  home facilities, including, to  th e  e x te n t deem ed necessary by the  
govern ing  body of th e  m unicipality  or redevelopm ent agency, any unpaid 
in te rest on such indebtedness accrued or to  accrue to  the  d a te  on w hich such 
indebtedness is finally paid; and an y  prem ium  th e  govern ing  body o f the 
m unicipality  or redevelopm ent agency determ ines to  be necessary to  be paid 
to  pay, purchase or defease such o u ts tan d in g  indebtedness; if  revenue bonds 
are  issued fo r this purpose, the re financ ing  and th e  ex isting  oroperties o f  
th e  con trac ting  p arty  shall be deem ed to  co n s titu te  a p ro jec t un d er section 
474.02, subdivision lc . Industria l revenue bonds shall only availab le 
under th is  provision if the  com m issioner o f securities and real . 's ta te  has  
been show n th a t  a reduction  in d eb t service charges to patien ts '.n d  th ird  
p a rty  payors will occur. All reductions in deb t service charges p u rsu an t to  
th is p rogram  shall be passed on to  p a tien ts  and th ird  party  payors. These 
industria l revenue bonds m ay n o t be used fo r an y  purpose n o t consis ten t 
w ith  th e  provisions of 6e&Uon6-445.S32- to- 14.;>.84.t>-or  ch ap te r 25GB; j

N o th ing  in this subdivision is in tended  to  prohibit the use of revenue bond 
proceeds lo  pay ou ts tan d in g  indebtedness of a con tracting  p arty  to  th e  
e x te n t now perm itted  by law;

(4) E n te r  into a revenue ag reem en t w ith  any person, firm , or public o r  
p rivate corporation or federal o r s ta te  governm ental subdivision o r  agency

U n d e r s c o r in g  n nd  a r e  a s  s h o w n  in  e n ro lle d  f .c r
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in such m anner th a t  pay m en ts  requ ired  th e reb y  to  be m ade by th e  co n tra c t­
in g  p arty  shall be fixed , an d  revised  from  tim e to  tim e as necessary, so 3s to  
p roduce income and revenue su ffic ie n t to  provide fo r th e  prom pt paym en t 
o f principal o f and in te re s t on all bonds issued hereunder when due, an d  the 
revenue ag re em e n t shall also provide th a t  th e  con tracting  p a rty  shall be 
requ ired  to  pay  all expenses o f  th e  operation and m aintenance o f  the pro jec t 
including, b u t w ith o u t lim ita tion , adequate  insurance thereon and insurance 
a g a in s t all liab ility  fo r in ju ry  to  persons or p roperty  arising  from  the 
opera tion  thereof, an d  all tax es  an d  special assessm ents levied upon o r w ith  
resp ec t to  th e  p ro jec t an d  payable d u rin g  th e  te rm  of the revenue ag ree ­
m en t, d u rin g  w hich te rm  a  ta x  shall be imposed and collected p u rsu an t to 
th e  provisions of section .272.01, subdivision 2, fo r the  privilege of u sing  and 
possessing th e  p ro jec t, in  th e  sam e am oun t an d  to the sam e e x te n t as 
though  th e  co n trac tin g  p a r ty  w ere the ow ner of all real and personal 
p ro p erty  com prising th e  pro ject;

(5) P ledge and assign  to  th e  holders of such bonds or a  tru s te e  th e re fo r  all 
o r  any p a r t o f th e  revenues o f one or m ore projects and define  and 
se g re g a te  such revenues o r provide f c '  the paym ent thereof to a tru s tee , 
w h e th e r o r n o t such tru s te e  is in possession o f  the project under a m ortgage 
o r  otherw ise;

(6) M ortgage o r o the rw ise  encum ber such projects in favo r o f  the m unici­
p ality  o r  redevelopm ent agency, the  holders o f such bonds, or a tru s te e  
th e re fo r , provided th a t  in c re a tin g  an y  such m ortgages or encum brances a 
m unicipality  o r  redevelopm ent agency shall no t have the pow er to ob ligate  
itse lf  excep t w ith  respec t to  the  p ro ject;

(7) M ake all con tracts , execu te  all in strum en ts, and do all th ings necessary 
o r  convenient in th e  exercise o f th e  pow ers herein g ran ted , o r in the 
p erfo rm ance of its covenan ts o r du ties, o r in o rder to secure the  paym ent of 
its bonds; including, b u t w ithou t lim itation , a co n trac t en tered  into p rio r to 
th e  construction  o f th e  p ro jec t au thoriz ing  the  con trac ting  party , su b jec t to 
such te rm s and conditions as the  m unicipality  o r redevelopm ent agency shall 
find  necessary  or desirab le and proper, to  provide fo r th e  construction , 
acquisition, and  in sta lla tion  o f the  buildings, im provem ents, and equ ipm ent 
to be included in the  p ro jec t v y any  m eans available to th e  co n trac tin g  p arty  
and in the  m anner determ in . d by the co n trac tin g  p arty  and w ithou t 
a d v e rtisem en t fo r bids as  may be required  fo r the  construction or acquisi­
tion of o th e r  m unicipal facilities;

(8) E n te r  in to  an d  perform  such con tracts  and agreem ents w ith  o ther 
m unicipalities, political subdivisions, and s ta te  agencies, au thorities , and 
institu tions a s  the  respective govern ing  bodies of th e  sam e may deem proper 
and feasible fo r o r  concerning the  p lanning , construction, lease, purchase, 
m ortg ag in g  o r o th e r  acquisition, and the financing  of a project, and the 
m ain tenance th e reo f, including un ag reem en t w hereby one m unicipality 
issues its revenue bonds in behalf o f one or more o ther m unicipalities 
p u rsu an t to  revenue ag reem en ts  w ith  the  san  e or d iffe ren t con tracting  
parties, which con tracts  and ag reem en ts m ay establish a  board, commission, 
o r such o th e r  body as m ay be deem ed proper for th e  supervision and general 
m an ag em en t of th e  facilities o f th e  project; provided, no m unicipality  or

U n d e r s c o r in g  a n d  t t f i l M W a r e  a s  s h o w n  in  e n ro lle d  a c t
1435



redevelopm ent agency shall r perform  any  co n tra c t o r ag ree­
m e n t w ith  any school d is tric t . ,nich the m unicipality  o r redevelop­
m e n t ag en cy  issues its revenue bonds o r o therw ise provides fo r  the construc­
tion o f  school facilities and the  school leases o r  o therw ise acquires these 
fac ilities; - ' •

(9) A ccept from  a n y  au thorized  agency  of the federa l governm ent loans or 
g ra n ts  fo r  th e  p lanning , construction , acquisition, leasing, purchase, or o the r 
provision o f  any pro jec t, and e n te r  into ag reem en ts  w ith  such agency 
respec ting  such loans or g ran ts ;

(10) Sell and convey all p roperties acquired  in connection w ith such
pro jects, includ ing  w ithou t lim ita tion  th e  sale .'.id  conveyance thereof
su b je c t io such m o rtg ag e  as herein  provided, and  th e  sale and conveyance 
th e reo f u n d e r  an option g ran te d  to  th e  lessee of th e  pro ject, fo r  such price, 
and a* such  tim e as the  govern ing  body o f  the  m unicipality  o r redevelop­
m en t agency  m ay de term ine , provided, however, th a t  no sale or conveyance 
o f  such p roperties shall ev e r he m ade in such m an n er as to  im pair th e  righrs 
o r  in te re s ts  o f th e  holder, o r holders, o f any  bonds issued under the
au th o rity  o f this ch a p te r; • '

(11) Issue revenue bonds to re fu n d , in whole o r  in p art, bonds previously 
issued by such m unicipality  or redevelopm ent agency  under a u th o rity  of this 
ch ap te r;

(12) I f  so provided in the  revenue ag reem ent, te rm in ate  th e  ag reem en t 
and  re -e n te r  or repossess th e  p ro jec t up >n the d e fa u lt of th e  con tracting  
p a rty , and operate , lease, o r sell th e  p> rject in such m anner as m ay be 
au thorized  o r  requ ired  by  the  provisic ^  f  the  revenue ag reem en t o r o f the 
resolution  o r  inden tu re  securing  the  bonds issued fo r the  project; any 
revenue ag reem en t which includes provision fo r a conveyance of real es ta te  
to  the  co n trac tin g  p a r ty  m ay be te rm inated  in accordance w ith  the revenue 
ag re em e n t, no w ith stan d in g  th a t such revenue ag reem en t m ay constitu te  
an equ itab le  m ortgage  provided th a t  no m unicipality  o r redevelopm ent 
agency  shall ha 'e pow er o therw ise to  operate  any  p ro jec t re fe r ie d  to in this 
c h a p te r  as a  business o r  in any m anner w hatsoever, and no th ing  heroin 
au thorizes any  m unicipality  or redevelopm ent agency  to  expend a ry  funds 
on any  p ro jec t herein  described, o th e r  than the  revenues of such projects, or 
the proceeds of revenue bonds and notes issued hereunder, o r o the r funds 
g ra n te d  to  the m unicipality  or redevelopm ent agency  fo r the purposes 
here in  contem plated , except as m ay be o therw ise  perm itted  by law  and 
ex cep t to  enforce any  r ig h t o r rem edy un d er any revenue ag reem en t or 
re la ted  ag reem en t fo r  th e  benefit o f th e  bondholders o r for th e  protection of 
any secu rity  given in connection w ith  a revenue agreem ent, provided th a t 
the public cost of redevelopm ent o f land paid by a  city  or its redevelopm ent 
agen t y shall not be deem ed p a r t o f th e  cost o f any  project s itua ted  on such 
land;

(13) in v e s t o r deposit, or au thorize a tru s te e  to  invest o r  deposit, any 
m oney on hand in funds o r  accounts established in connection with a  pro ject 
o r pnymi a t  o f bonds issued th e re fo r, to th e  e x te n t they  arc  not p resently  
needed fa r  tlie purposes fo r which such funds or accounts w ere created , in 
accordance w ith section 471,56, as am ended; and
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(14) W aive o r requ ire  the fu rn ish ing  o f a  contractors paym ent and 

perfo rm ance bond of the  kind described in section 574.26 and if such bond 
shall be required , th en  th e  provisions of ch a p te r  514 re la tin g  to  liens fo r 
labor and  m ateria ls, shall n o t be applicable in respec t of any worf. done or 
labo r or m ateria ls  supplied fo r the  project, and if such bond be waived then 
th e  said provisions o f ch a p te r  514 shall apply in respect of w ork done or 
labo r o r m ateria ls  supplied fo r the  p ro je c t

Sec. l'L. R eg iona l h ea lth  p la n n in g  r e p o r t

T he com m issioner o f e n e rg y . p lann ing  and developm ent shall address the 
discontinuance of hea lth  system s agencies due to th e  elim ination of federal 
fu n d s and prepare  recom m endations to  th e  leg isla tu re  bv Ja n u a ry  2. 1933 
concern ing  a lte rn a tiv e  organizational a rran g em en ts  nnd funding- sources 
w hich c q  j I o  m aintain  s ta tew ide or s ta tew id e  and regional participation  in a 
s ta te  hea lth  p lanning  system .

S e a  15L R epea le i._  J

’" M innesota S ta tu te s  1980. Sections 145.832: 145.833: 145.885. as am ended 
by Law s 1981. C hap te r 856. Section 172: 145.836. as am endcd .hy .L aw s 1981. 
C h ap te r 35C. Section 173; _ 145,837. as am ended by L av;> 1981. C hanter 356. 
Section 1174; 145.838. as am ended hv Law s 1981. F irs t Special Session. 
Ch a n te r  4. A rticle I. Section 80: 145.839: 145 84: 145.841; 145.8-12: 145.843: 
145.844: M innesota S ta tu te s  1981 S upplem ent. Sections 620.22. Subdivision 
6: 145.834: and 145.845. a rc  repealed.

Sea 13. Effective data
Sections 1. 3 to 7 and 11 are  effec tive  the day following cnncrincnt, 

Section 2  shall become effec tive  fo r  a specified provider group nn M arch 1. 
1983 if 1 he com m issioner of hea lth  certifies to the health  nnd w elfare 
co m m itte es  o f th e  house and sen a te  th a t  the vo luntary  e ffo rts  bv the 
provider inv u p  to  prom ote price comp e tition and to  i ir d em en t th c repp rling. 
reo u ircm cn ts  o f  section 2 have no t m ade sa tisfac to ry  progress. This ce rtifi­
cation  shall Lake t he form  of n w ritten  rep o rt delivered to the  chairm en of 
th e  house and sen ate  com m ittees bv J a n u a ry  2. 19K3. Notice of the  d a te of 
the  delivery  shall he published in the  s ta te  reg ister. Sections 8 to 10 and 12 
a re effective. M arch 15 198-1.

A pproved March 2*. 1982.

JUVENILE JUSTICE AGENCY

CHAPTER 615
H .F.N o. 1803

A n A c t r e la t in g  to  ju v e n i le s ;  d e s ig n a t in g  a  ju v e n ile  j u s t i c e  a g e n ­
cy ; p ro v id in g  fo r  t e r m in a t io n  of ju r i s d ic t io n  o v e r  ju v e n ile s ;  
p ro v id in g  fo r  t ’te a p p r e h e n s io n  o f ju v e n ile  a b s c o n d e r s  a n d

U n d e r s c o r in g  a n d  a r e  a s  s h o w n  in  e n ro lle d  a c t
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PRO-COMPETITIVE CERTIFICATE OF NEED 26-22-2

C H A P T E R  22

P R O - C O M P E T IT IV E  C E R T IF IC A T E  OF 
W EED  ACT

S ec tio n
26-22-1. S h o r t t i t le .
26-22-2. L e g is la t iv e  f in d in g s  — P u rp o se  o f c h ap te r ,
26-22-3. D e f in it io n s .
26-22-4. P ro je c ts  s u b je c t  to  re v iew .
26-22-5. P ro je c ts  e x em p t fro m  r e q u ir e m e n t fo r  c e r t if ic a te  o f  re e d .
26-22-S. P ro je c ts  r e q u ir in g  c e r t i f ic a te  — R e g u la t o r y  an d  s t a tu to r y  p ro v is io n s  co v e r in g

ap p lic  i>ons — P u b lic a t io n  o f d e s c r ip t io n  o f c h a p te r .
26-22-7. R e v iew  o f pr ,e c ts  — A w a rd  o r  d e n ia l o f c e r t i f ic a te  — R u le s  — N o tic e  a t  h e a r in g

— H e a r it .g  e x am in e rs .
26-22-8. H e a lth  p ro je c t  r e v ie w  a d v is o r y  com m itte e  — D u t ie s  and  r e s p o n s ib i l i t ie s  — M em ­

b e r s  — T e rm s  — O rg a n iz a t io n  — P e r  d iem  — C on flic t o f in te r e s t .
26-22-9. S u sp en s io n  o f  r e v ie w  — O rd e r  — D u ra t io n  — S e v e r in g  o f m u lt ip le  p ropo sa ls .
26-22-10. A m en dm en t o f  a p p lic a t io n  — R u le s ,
26-22-11. C e r t if ic a te  o f  need  — S u m m a ry  a w a rd  — A p p lic a t io n  — D e c is io n  — E m e rg e n c y

p ro je c ts .
26-22-12. C r i t e r ia  fo r  r e v ie w  — R u le s .
26-22-13. C e r t if ic a te s  no t t r a n s fe r a b le .
26-22-14. R e sc is s io n  o f c e r t i f ic a te  — E ffe c t — N o tice  a t  h e a r in g  — E x te n s io n s  o r am en d ­

m en ts .
2^-22-15. R ep o r ts  — C o n te n ts  — P e n a lt ie s  — E x c lu s io n s .
26-22-16 In fo rm a t io n  to be  p u b lic  - N o tice  o f  s t a tu s  o f re v iew  — R u le s .
26-22-i7. R u le s  o f d e p a r tm e n t , s ta te w id e  h e a lth  c o o r d in a t in g  co u n c il, a n il c o m m itte e  —

C o o rd in a t io n  o f p ro ce d u re s .
26-22-18. D is t r ic t  c o u r t  ju r i s d ic t io n  — In ju n c t io n s  a n d  c iv i l  p e n a lt ie s .
26-22-19. J u d ic ia l r e v ie w  — T im e  fo r  f i l in g  — J u r is d ic t io n .
26-22-20. J u d ic ia l r e v ie w  — Record  file d  b y  d e p a r tm e n t — P ow e rs o f  c o u r t — O rd e rs .

.26-22-21. Im m u n ity  fro m  c iv i l  a c t io n s  — C om m itte e  an d  s ta te w id e  h e a lth  c o o rd in a t in g  c o un ­
c i l  m em b e rs  h e ld  h a rm le s s .

26-22-22. R ep ea l o f c h a p te r .

2G-22-I. S h o r t  t i t le .  T in s c h a p te r  sh a ll be know n and m ay be cited  as the “ U tah 
P ro -co m p etitiv e  C ertifica te  of Need A ct."

History: C. 1953, 26-22-1, enacted by L. 
1951, ch. 126, §21.

Com piler's Notes.
Laws 1981, ch. 126, § 1 repealed old sections 

26-22-1 to 26-22-42 (L. 1967, ch. 31, §§ 1 to 42; 
1963, ch. 197, §70), the County-wide Health

D istric ts Act. New sectir s 26-22-1 to 
26-22-22 were enacted by § 21 of the act. For 
present provisions, see 26-24-1 et seq.

L aw  R e v ie w s .
Utah Legislative Survey — 1970,1980 Utah 

L. Rev. 155.

2R-22-2. L e g is la t iv e  f in d in g s  —  P u rp o se  o f  c h a p te r .  (1) The leg is la tu re  finds 
th a t  du p lica tio n  an d  excess in v estm en t in and supply of h ea lth  facilities, eq u ip ­
m en t, and serv ices conN ihu te lo  the ris ing  cost of h ea lth  serv ices and the financial 
ab ility  o f th e  public to ob ta in  necessary  care. The leg is la tu re  also  finds th a t  the 
p rev a ilin g  sy s tem s of public and  o th e r  th ird  p a r ty  paym ent for h ea lth  care som e­
tim es provide in a p p ro p ria te  econom ic incen tives for new in v es tm en t and service 
d evelopm ent and in a d eq u a te ly  d e te r  duplication  and overinvestm en t. The leg is­
la tu re  concludes t l ia t  developm ent of a fac ility  fo r th e  provision of h ea lth  services 
is affected w ith  a public in te re s t and such developm ent should be g ran te d  only on 
an  affirm ative  d em o n stra tio n  of the d es irab ility  of such fac ility  and the  services 
ren d e red  th e re in , i ts  necessity , and its  economic ap p ro p ria ten ess .

(2) T he le g i s l a tu r e  finds th a t  regu la tion  of the  grow th  and developm ent of 
h ea lth  serv ices will no t obviate  the  need for m a in ta in in g  com petitive eo n d itio rs



26-22-21 H E A L T H  C O D E

(6) Upon review  of a  d e p a r tm e n t decision, o rder, or action, the cou rt m ay en te r  
i ts  o rder:

(a) A ffirm ing ^nd enfo rcing  o r o the rw ise  requ iring  com pliance w ith the  agency 
ac tion ;

(b) C om pelli.ig  agency ac tion  un law fu lly  w ithheld  o r unreasonab ly  delayed;
(c) R em and ing  fo r  fu r th e r  agency proceeding  consisten t w ith  the  co u rt's  opinion 

o r  o rd e r  w here  agency ac tion  is  held  un law fu l and  set aside; or
(d) R eversing  o r  m odify ing  th e  agency ac tio n  and su b stitu tin g  the  co u rt’s order, 

w h ere  th e  agency ac tio n  is held  un law fu l an d  to th a t ex ten t se t aside on g rounds 
o f  law  w hich a re  app licab le  w ith o u t reg a rd  fo r fu rth e r  o r a lte rn a tiv e  findings of 
fa c t o r  exercise of d isc re tion  by th e  agency.

H istory: C. 1953, 26-22-20, enacted by L.
1981, ch. 126, § 21.

2G-22-21. Im m u n ity  f ro m  c iv il a c tio n s  —  C o m m ittee  an d  s ta te w id e  h e a l th  
c o o r d in a t in g  c o u n c il m e m b e rs  h e ld  h a rm le s s . (1) N’o mr eb e r of th e  com m ittee , 
th e  s ta te w id e  h ea lth  co o rd in a tin g  council, an d  any hea lth  system s agency govern­
ing  body o r adv iso ry  com m ittees o r councils sha ll be subject to  a civil action  in 
c o u rt o r  be 1'able fo r  the  p ay m en t o f dam ages for any action, fa ilu re  to  ac t o r s ta te ­
m e n t m ade in  the p e rfo rm an ce  of any function  o r responsib ility  requ ired  or a u th o r­
ized by th is  c h a p te r  if ouch m em ber has  ac ted  w ith in  the  scope of such function  
o r  resp o n sib ility  an d  h as  acted  in good fa ith .

(2) The d e p a r tm e n t  sha ll hold h a rm less  the  com m ittee and sta tew ide  h ea lth  
c o o rd in a tin g  council m em bers for reaso n ab le  costs incurred in defending any civil 
ac tio n  for w hich such m em bers have im m u n ity  p u rsu an t to subsection (1). Every 
h e a lth  sy s tem s agency sh a ll hold h arm less  h e a lth  p lanning  councils and h ea lth  sy s­
te m s  agency  advisory  com m ittees, councils, o r  board m em bers for reasonable costs 
in c u rre d  in defend ing  any  civil ac tion  for w hich such m em bers have im m unity  p u r­
s u a n t to  subsection  (1).

H is t o r y :  C . 1953, 26-22-21, e n a c te d  b v  L.
1981, ch . 12G, §21.

26-22-22. R e p ea l o f  c h a p te r .  C h a p te r  22 of T itle  26, U tah Code A nno ta ted  1953, 
sh a ll be repealed  an d  have no force or effect a f te r  June  30, 1933, or a t  such  e a rlie r  
d a te  a s  fed e ra l h e a lth  p lan n in g  fundingTo- th e  s ta te  lo support ce rtiP cate  of need 
tc rm ii Pes.

H is t o r y :  C . 1953, 26-22-22, e n a c te d  by L .
1981, ch. 125, 5 21.

C H A P T E R  23

ENFORCEMENT PROVISIONS AND PENALTIES

S e c tio n
26-23-1. L e g a l a d v ic e  an d  r e p re s e n ta t io n  fo r  d e p a r tm e n t.
26-23-2. A d m in is t r a t iv e  r e v ie w  o f a c t io n s  o f d e p a r tm e n t o r  d ire c to r  -  H e a r in g s  — J u d ic ia l 

re v iew .
26-23-3. V io la t io n  o f  p u b lic  h e a lth  la w s  o r  o rd e r s  u n la w fu l.
20-23-4. U n la w fu l a c t s  by d e p a r tm e n t o ff ic e rs  a n d  em p lo yees.
26-23-5. U n la w fu l a c t s  c o n ce rn in g  c e r t if ic a te s , re c o rd s  and  re p o r ts  — U n law fu l t r a n s p o r ta ­

tio n  o r a ccep tan ce  o f d e a d  h um an  b o d y .
26-23-0. O i f ln n a l  a n d  c iv i l  p e n a lt ie s  an d  l i a b i l i t y  fo r  v io la t io n s .
26-23-7. A p p lic a t io n  o f e n fo rc em en t p ro c e d u re s  a n d  p e n a lt ie s .

26-23-8. Representa 
26-23-9. Authority! 
26-23-10. Religious t 

practice <

26-23-1. L e g a l : 
e ra l sh a ll be th e  It 
sh a ll defend them  
The coun ty  a tto rn e  
offense occurs shall 
d ire c to r  to  ab a te  a 
v io la tion  of o r  for t 
and  ru les  o f th e  dej 
to r  m ay  b rin g  any 
or, w ith  th e  approv;

History: C. 1953, 
1981, ch. 126, § 22.

C o m p ile r ' s  N o te s .
Laws 1981, ch. 126. 

26-23-1 (L  1967, ch. I

26-23-2. A dntln: 
H e a r in g s  —  J u d ic  
an y  ac tion  o r  inact 
an  in fo rm al hearin t 
h ea rin g  sha ll be ta  
be resolved a t  th e  it 
ing before an  im par 
pow er and  a u th o r i t  
lim e and place, in 
ings adop ted  by the S  
h ea rin g  sha ll be ta f  t o  
m ended findings of |j !  
w hich th e  executive 
the  h ea rin g  officer s 
issue in the  nam e o 
th e  te stim o n y  of wi 
in th e  hearing .

(2) Jud ic ia l revi 
secured  by th e  aggi 
days a f te r  receip t o: 
tion , w hich sh a ll he 
wh %h review  is sou 
file w ith  cou rt all c 
in th e  m a tte r , toget 
law  o f th e  h ea rin g  o

(3) If  th e  final t 
findings of fa c t anr 
co u rt sh a ll review  t 
finding th a t  th e  fina

(4) If  th e  final » 
th e  findings of fact ; 
executive d irec to r s 
an sw er to  th e  petiti
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§ 3&-431
Note 1
licensure. supervision, regulation, or control, de­
partment of health services should advise facility 
operator that continued presence of persons need­
ing hcspital. personal, or nursing care or of more 
than four persons not otherwise exempt needing 
supervisory care is a violation of this section and 
§§ 36-130 (prohibiting unlicensed operations) and

PUBLIC HEALTH A N D  SAFETY

36-431.01 (selling civil penalties for violations); 
in such even', the operator, if qualified, could 
obtain a  license to provide the level of care which 
the patients* needs require or could elect to avoid 
or mitigate prosecution by having the patient 
leave within wltatever time the department may 
reasonably allow. Op.Atty.Gen. No. ISO-180.

§ S6-43L01. V io la tions; civil p e n a lty  . •

A  A ny person who vio la tes any provision o f th is  c. a p te r  o r a n y  ru le  o r  regulation  
prom ulgated  under a u th o rity  of th is ch a p te r  m ay be assess d a civil penalty  Ly the  d irec to r 
in an  am o u n t not to  exceed th re e  hund red  dollars fo r each v iolation a f te r  a  hearin g  
conducted p u rsu a n t to  ti t le  41, ch ap te r 6, a rtic le  L 1 Each day  t i n t  a  v io lation  c t- t in u e s  
shall co n s titu te  a  s e p a r r te  .violation.

B . A ctions to  en fo ’'  th e  collection o f  penalties asses****! p u rsu an t to  subsection A shall 
be b rough t by th e  a t to rn e y  g en e ra l o r the  county  a tto rn e y  in th e  nam e of th e  s ta te  in  the 
ju s tice  cou rt o r the  superio r co u rt o f the  county  in w hich the violation occurred.

C. P en altie s  assessed u n d er th is section a re  in addition  to  and not in lim ita tion  of o th e r 
penalties imposed p u rsu a n t to  th is  chapter.
A dd e d  b y  L aw s  1978, C h . 205, § 3 . - . v

1 Section 41-1001 et seq-- - .................. \  " : . . .

Notts of Decisions
I. In general 

In the case of an unlicensed facility not exempt­
ed by § 36-402 listing services not subject to 
licensure, supervision, regulation, or control, Jc- 
panment of health services should advise facility 
operator lha' ujntinued presence of persons need­
ing hospital, personal, or nursing care or of more 
•Fan four persons not otherwise exempt needing 
supervisory care is a violation ol this section and

§§ 36-430 (prohibiting unlicensed eieralions) and 
36-431 (describing violations and sc* .mg the pen­
alties therefor); in such event, the jpcrator. if 
qualified, could obtain a license to provide the 
level of care which the. patients" needs require or 
could elect lo avoid or mitigate prosecution by 
having the patient leave within whatever time the 
department may reasonably allow. Op.Atty.Gen. 
No. 180-180.

§ 36-132. R epealed  by L aw s 1980, Ch. 231, § 64

Sec, now. § 36-113.
For purpose of Laws 1980, O l 231, see note 

following S 3-104.

§ 36-433. C e rtif ica te  o f  n ee d ; exem ptions

A  A ny new  or su b stan tia lly  modified medical services and h ea lth -re la ted  services and 
fac ilities of hea lth  w e  in stitu tio n s used in rendering  such new or su b stan tia lly  modified 
services shall, unless A herw ise exem pted , requ ire  a  ce rtif ica te  o f need u n d er any  o f  the 
follow ing circum stances:

1. C apital expend itu res which a re  > 'e r  seven hundred  fifty  thousand dollars.
2. A cceptance o f a  donation  if such acceptance will cause increased expend itu res , a p a rt 

from  th e  donation, o f seven hundred  fifty  thousand  dollars or more w ith in  tw elve m onths 
o f th e  d a te  o f the donation  fo r any item  fo r which a  ce rtif ica te  o f  need is required as 
provided in th is subsection.

3. Increases in bed capac ity  of more th a n  ten  beds o r ten  per cen t of th e  to ta l bed 
capacity , w hichever is less, over a  tw o y e a r  period.

4. C hanges in th e  use of one o r  m ore ex is tin g  beds if such changes will resu lt in 
increased expend itu res o f m ore th a n  seven hundred  f if ty  thousand dollars w ith in  tw elve 
m onths of the  change.

5. N ew  medical services, consisting o f obste trical un its , neonatal special care units, 
ped ia tric  in p a tien t services, open h e a r t su rgery  un its , cardiac ca th e teriza tio n  services, 
rad ia tion  therapy  services, end s ta g e  renal d isease services, com puted lom ographic scan­
ning, neurosurgical u n i t s , .  jinal in ju ry  un its  and bv. ,i trea tm en t units.

64

services.
6. The relationship  

in which th e  services a
7. T he efficiency ai 

a re  sim ilar to  those pn
8. The qualification 

ing, s ta ffin g , equipm ei
9. In the  case of h 

service on th e  clinical 
access to such health  • 
w hich the  prof sed set

10. T he special nee* 
of th e ir  services to  ind 
a re  located, nnd of he;

11. The e f fe c t o f c
12. T he im pact o f t 

h e a lth  services.
13. The im pact, in 

ex isting  or approved p 
o f th e  proposed projec
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6. N aw  medical servi 
subsection, i f  i t  h a s  been 
public hearing  th a t  such 
f if ty  thousand  dollars c 
services.

7. R eplacem ent of m 
and  which costs in  exce
8. A su b stan tia l cha 

facility , w hich a p a r t  ft 
opera ting  cost o f sever,

B. An application f* 
agency in th e  a re a  wh< 
services p rio r to  undert: 
o r  d eve lopm en t I f  pre 
tion for a ce rtif ica te  ol 
app licant shall advise 
applying for the certifi 
then  com m ent on the 
construction pro jects, tfc 
m ents fo r filing a  let! 
necessary to  provide ini 
possible opportun ity  in

C. The d ep a rtm en t 
review  of applications I  
i e form  and con ten t of 
in form ation in connect! 
necessary to  perform  th 
perta in  only to  the  folio 
services o r  facilities:

1. Tne description, t 
cost, including m ethod

2. The health  probl 
services has  for th e  set
3. The ab ility  o f the 

al standards.
4. T he rela tionsh ip  *
5. The availab ility  c



PUBLIC HEALTH A N D  SAFETY § 36-433

6. New medical services, in addition  to  those services enum erated  in p a ra g ra p h  5 of th is 
subsection, if  i t  has been found  by th e  d irec to r based on substan tia l evidence p resen ted  a t  a  
public h ea rin g  th a t  such new  services will req u ire  annua l opera ting  costs o f seven hundred 
F ifty  thousand dollars o r m ore w ith in  tw elve m onths o f the  d a te  o f in stitu tio n  o f such 
se rv ic e s .. • * ' ' -*

7. R eplacem ent of m edical equ ipm en t w hich provides medical and o ther h ea lth  sendees 
a n d  which costs in  excess o f  seven hundred  Fifty thousand dollars.

8. A su b stan tia l change in  an e x is tin g  m edical service provided th ro u g h  a  hea lth  care 
fac ility , w hich a p a r t from  an y  cap ita l ex p en d itu re  en ta ils a  new. o r increased  annual 
o p era tin g  cost o f seven hundred  f if ty  thousand  dollars o r m ore.

B . An application fo r  a  ce rtif ica te  o f  need shall be filed w ith the au thorized  local 
agency  in th e  a re a  w here  th e  in stitu tion  is located and w ith  the d e p a r tm e n t o f health  
services p rio r to  u n d e rta k in g  any  su b s tan tia l expend itu res in  p repara tion  fo r  such o ffe ring  
o r  dev e lo p m en t I f  p redevelopm ent expenses, including those associated w ith  an applica­
tio n  fo r a  ce rtif ica te  o f need, will be m ore th a n  one hundred f if ty  thousand dollars, th e  
ap p lican t shall advise th e  d irec to r and th e  au thorized  local agency  in w ritin g  before 
app ly ing  fo r th e  ce rtif ica te  o f need. T he d irec to r and th e  authorized local agency  m ay 
th e n  com m ent on th e  proposed application  fo r a  ce rtif ica te  o f need. In  the  case o f  
construc tion  pro jects, th e  d e p a rtm e n t o f h ea lth  services m ay by regu la tions define  requ ire­
m e n ts  for f iling  a  le t te r  o f in te n t p rio r to  the  application  in such deta il as m ay be 
necessary  to  provide in fo rm ation  a b o u t th e  scope and n a tu re  of th e  p ro jec t a t  th e  ea rlie s t 
possible oppo rtun ity  in  th e  course of p lann ing  th e  project,

C . The d e p a rtm e n t o f hea lth  services shall estab lish  by regulation  the  procedures fo r  
rev iew  of applications by th e  au thorized  local agencies and shall issue reg u la tio n s defin ing  
th e  form  and co n ten t o f such applications excep t as provided in subsection G. R equests fo r 
in fo rm ation  in connection w ith  a  review  shs.ll be lim ited to only th a t in fo rm ation  which is 
necessary  to  perform  th e  review  of th e  proposed services or facility. The reg u la tio n s shall

—p erta in  only to  th e  follow ing in fo rm ation  to  bo included in th e  application fo r th e  proposed 
serv ices or facilities: ,

1. The description, th e  geographical a reas  to  be served, the  n a tu re  and purpose, and th e  
cost, including m ethod o f  proposed construc tion  in th e  care of facilities.

2. The hea lth  problem  o r needs th a t  th e  population served or to be served  by the 
serv ices has for th e  services.

3. The ab ility  of th e  app lican t to  com ply w ith  all applicable professional and  in stitu tio n ­
al s tandards.

4. The rela tionsh ip  o f  services review ed to  the  long-range plan, if any, of th e  applican t,
5. The availab ility  o f less costly  o r m ore effec tive  a lte rn a tiv e  m ethods of p rov id ing  the  

services.
6. The rela tionsh ip  o f services review ed to  the  ex isting  health  care  system  of th e  a re a  

in  which th e  services a re  provided o r  proposed to be provided.
7. The efficiency and  app rop ria teness o f th e  use o f  ex isting  services o r  fac ilities th a t  

a r e  sim ilar to  those proposed.
8. The qualifica tions and ab ility  o f  th e  app lican t to  provide and ob ta in  p roper financ­

ing , s ta ff in g , equ ipm ent, m anagem en t and  operation  o f the proposed services o r facilities.
9. In the case of hea lth  services proposed to be provided, tlie e ffec t o f tlie proposed 

serv ice on th e  clinical needs o f h ea lth  professional tra in in g  propram s, the e x te n t  th a t  
access to such hea lth  professional tra in in g  program s will be provided and th e  e x te n t  to  
w hich the proposed services will be accessible to  all th e  residents of the  a re a  to  lie served.

10. The special needs and circum stances o f  en titie s  which provide a  su b stan tia l portion 
o f th e ir  services to  individuals no t resid ing  in th e  hea lth  service areas in which the en titie s  
a re  located, and  o f hea lth  ca re  services organizations.

11. The e f fe c . o f com petition  on th e  financing  of th e  health  services b e in g  ren e w e d .
12. The im pact o f th e  pro jec t on tlie ap p lican t’s cost o f providing ex isting  and proposed

h ea lth  services.
13. The im pact, includ ing  financial im pact and utilization im pact, o f  o th e r  sim ilar

ex is tin g  o r approved pro jects, services or facilities on the  proposed project, and th e  im pact
of th e  proposed pro jec t on o th e r  sim ilar projects, services or facilities.

G5
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*

14. The relationship  o f the  services or facilities review ed to the  health  p lans adopted by 
th e  au thorized  local agency  and  th e  s ta te  hea lth  plan.

15. A s ta te m e n t th a t  th e  app lican t has re n e w e d , o r a ttem p ted  to review , the  proposed 
construc tion  or m odification w ith  o ther h ea lth  ca re  in stitu tions in the a re a  to  be served fo r 
th e  purpose of exploring  th e  feasib ility  o f coord ina ting  w ith  such in stitu tions ' program s, 
serv ices o r  facilities. In  cases w here coordination am ong  institu tions is planned, a  
s ta te m e n t concerning th e  im plem entation  o f such coordination  shall be included 7 h »  
s ta te m e n t shall s ta te , if  applicable, th a t  th e  a re a  to  be served  contains no o th e r  healti. > >: • 
in s titu tio n . • .

16. T he tim e th e  app lican t requires to  m ake such service or equipm ent available o r to 
o b lig a te  such ex p en d itu re  and a  tim etab le  fo r m aking such service o r equ ipm ent available 
o r  ob lig a tin g  such expenditure. . -

D. No c e r tif ica te  of need shall be requ ired  for services, facilities o r construction  if  such 
services, fac ilities  o r construction  are  deem ed necessary by th e  d irector fo r a  p resen tly  
licensed hea lth  care  in stitu tio n  to  m ain ta in  its license, to  elim inate im m inen t sa fe ty  
h azard s as  defined  by fire , build ing or life sa fe ty  codes o r regulations o r to  comply w ith  
accred ita tion  o r  certifica tion  s tan d ard s required  to  be eligible fo r  re im bursem ent o r  
p ay m en t from  any  public hea lth  care financing  source. *

E . A ce rtif ica te  o f need shall not be required  for:
1. A ny pro ject, including construction , of an in stitu tio n  which provides only supervisory 

ca re  services. . .
2. A ny p ro ject, including construction , acquisition o f m ajo r medical equipm ent, s u b ­

s ta n tia l change in  services, the  addition, reduction  or te rm ination  of new services or an y  
cap ita l ex p en d itu re  proposed by th is s ta te  o r any  political subdivision, d ep a rtm en t, board, 
com m ission or agency  o f th is r fa te , in connection w ith s ta te , county or m unicipal correc­
tio n a l facilities.

3. A ny pro ject, includ ing  construction , o f a  residentia l care institu tion  or supervisory
ca re  hom e providing superv isory  care o r personal care services.

4. Any p ro jec t o r p rog ram  providing nursing, personal care  or medical services in the
hom e.

5. Any pro jec t, including construction , of n nursing  ca re  institu tion  which provides only
n u rs in g  services.

6. E nergy conservation  projects funded in p a r t o r in whole by federal g ran ts .
7. Behavioral health  agencies which do no t provide in p a tien t or residential tre a tm e n t 

services.
F . H ealth  care  services organizations shall be ex em p t from  the requ irem en ts of th is  

section , ex cep t those requ irem en ts  perta in in g  to  the  construction  of new hospitals, nu rsin g  
ca re  in stitu tions o r o th e r  inpa tien t hea lth  facilities and th e  acquisition of m ajo r medical 
eq u ipm en t and cap ita l expend itu res  fo r such new in p a tie n t facilities. Any medical sendee 
provided by a hea lth  ca re  services organization  which on the effective d a te  o f th is a c t 
w ould require in p a tien t care shall conform  to  th e  provisions of this section. Services 
provided by a health  ca re  services organization  which are  otherw ise exem pt from  th e  
provisions o f th is  section shall be sub jec t to the  no tification  requirem ents established in 
subsection H of this section.

G R egulations defin in g  the  form and co n ten t of a n  abbrev iated  application shall be 
p rom ulgated  and shall apply  to  all projects excep t the  following:

1. E stab lishm en t o f new  services w ith  annual opc s l in g  costs of seventy-five thousand 
do llars or more;

2. C onstruction  of a new  hea lth  care institu  <t; o r
3. C apital expend itu res , o th e r  than  capital ..pend itu res for the rep lacem ent o f  etjuip- 

m e n t, which a re  g re a te r  th an  one hundred fifiy  thousand  dollars.
H . A t least th ir ty  days before any person acquires o r en te rs  into a co n tra c t to  acquire 

an ex is tin g  hea lth  care institu tion , such person shall notify the d ep a rtm en t and the 
au thorized  local agency in w riting  of his in te n t to acqu ire  tin: health  care in stitu tion , the 
services to  be offered  in the facility  and its to ta l bed capacity . A certifica te  o f need shall 
no t be requ ired  for the  acquisition of the  ex isting  facilities o f a  health  care  institu tion
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unless the  acquisition involves es tab lishm ent o f new  services o r facilities o r substan tia l 
m odification o f ex isting  services or facilities which would o therw ise requ ire  th a t  th e  health  
care  in stitu tion  ob ta in  a ce rtif ica te  of need.
Added by Laws 1975, Ch. 129, § 3, eff. June 11, 1975. Amended by Laws 1976, Ch. 112, § 8; Laws 
1977, Ch. 172, § 12, eff. Jan. 1, 1978; Laws 1980, Ch. 214, § 7; Laws 1981, Ch. 250, § 2; Laws 1982, 
Ch. 315, § L  '

This section is repealed by Laws 1982, Ch. 315, § 7, effective .August 2, 1984.
F o r  le g is la t iv e  in te n t re g a rd in g  te rm in a tio n  o f 

p ro v is io n s  a d d ed  o r  am ended  b y  L aw s  1980, C h . 
214, see  n o te  fo llo w in g  § 36-401.

F o r  le g is la t iv e  in te n t re g a rd in g  te rm in a tio n  o f 
p ro v is io n s  a d d e d  o r  am ended  b y  L aw s  1981, C h . 
260, see  no te  fo llo w in g  § 36-421.01.

R ep ea l
1976 R e v is e r ’s  N o te :

In  pa ragraph  9 [n o w  p arag rap h  14] o f  su b se c ­
t io n  C  " th is  s u b se c t io n "  w as s u b s t itu te d  fo r  " s u b ­
se c tio n  C  o f th is  s e c t io n " , p u rsu a n t to  a u th o r ity  o f 
s e c t io n  41-1304.02.
C ro s s  R e fe re n ce s  -- 

A p p lic a t io n  fo r  c e r t if ic a te  o f need b y  rec ip ien t 
o f  a  tem po ra ry  c e r t if ic a te , sec § 36-434.

A p p lic a t io n  fo r co n s tru c t io n  p e rm it, sec § 36- 
421.

F in d in g s  on  a p p lic a t io n , see § 36-433.01. 
Is su a n ce  o f c e r t if ic a te , see § 36-421.

L ib r a r y  R e fe ren ce s 
-H o sp ita ls  o=» l,
C .J .S . H o sp ita ls  § I e l  seq .

In d e x  to  N o te s
In  g en e ra l 
R e v iew  I

'A

Vj. In  g en e ra l 
A n  ap p lic a n t fo r  a  c e r t if ic a te  o f need lo  e s ta b ­

l is h  a  new  h ea lth  ca re  in s t i tu t io n  m ay  not be 
re q u ire d  by h ea lth  sy s tem s a g en cy  to  designa te  the 
p lan n ed  lo c a t io n  o f the p ro p o sed  se rv ic e  w ith  an y  
g re a te r  degree o f sp e c if ic ity  th an  th a t re q u ire d  by 
th is  se c tio n , th e  ru le s  a d op ted  p u rsu an t there to ,

A n o th e r § 36-433, added  b y  L aw s 1971, C h . 
203, § 1, w a s  ren um be red  as § 36-445.02. See 
R e v is e r 's  N o te  fo llo w in g  § 36-445.

F o r  e ffe c t iv e  d a te  p ro v is io n  o f  L aw s 1977, C h . 
172, see n o te  fo llo w in g  § 20-1707.

an d  the in te rp re ta tio n  m ade  th e reo f b y  th e  d ep a rt­
m en t o f h e a lth  se rv ic e s  fa c i l i t y .  O p .A tty .C  -n. 
N o . 179-95.
I .  R e v iew

W h en  re v ie w  o f a  lo c a l h ea lth  agency 's f in d in g s  
is  n o t re q u e s te d  b y  an ap p lic a n t, th e  f in d in g s  m ust 
be  ad o p te d  b y  the d ir e c to r  o f the A r iz o n a  d ep a rt­
m en t o f h e a lth  se rv ic e s  u n le s s  th e  lo ca l agency 's 
f in d in g s  a r c  d e te rm in ed  to  be a rb it r a ry , c a p r i­
c io u s , o r  n o t suppo rted  b y  su b s ta n t ia l e v id en ce . 
O p .A tty .G e n . N o . 179-10.

W h en  re v ie w  o f a  lo c a l h ea lth  ag en cy 's und in e ' 
is  re q u e s te d  b y  an a p p lic a n t, the d ire c to r  o f tne 
A r iz o n a  d ep a rtm en t o f h ea lth  se rv ic e s  m a y  en te r­
ta in  w r it te n  o r o ra l a rg um en ts  fro m  the p a rtie s  in 
in te re s t . Id .

la s c r t io n  o f " in i t ia l"  in  p ro v is io n  o l su b se c . A , 
p a r. 1 o f § 36-433.01 p ro v id in g  th a t no re v iew  o f 
th e  a u th o r iz e d  lo c a l ag en cy  sh a ll ta k e  lon ge r th an  
on e  h un d re d  fo rty- five  d a y s  (n ow  one h un d red  
and  f iv e  d a y s)  from  the “ in it ia l"  d a te  of f i l in g  the 
a p p lic a t io n  w ith  the a u d io r iz e d  lo c a l a g en cy  u n ­
le ss  the ag en cy  and th e  ap p lic a n t agree in  w r it in g  
fo r an e x te n s io n  o f l im e  re q u ire d  th a t the fo rm er 
one h u n i r c d  fo rty- five  d ay  (now  o n e  h un d red  f iv e  
d ay) re v ie w  beg in  w ith  th e  f i l in g  o f the a p p lic a ­
t io n  w ith  th e  ag en cy  an d  the d epartm en t o f h ea lth  
se rv ic e s ; th e  com p le tene ss re v iew  w as in c lu d e d  
w ith in  the one h un d red  fo rty- five  d a y  re v iew . 
O p .A tty .G e n . N o . 78-170.

§ 36—133.01. Review  o f  c e r tif ic a te  o f need  a p p lic a tio n ; public h e a r in g ; w ritten  fin d ­
ings an d  reco m m en d a tio n s; con flic t o f in te re s ts

A. The au thorized  local agency shall notify  the  app lican t and o th e r a ffec ted  persons in 
w ritin g  of the  beg inn ing  o f the  review. The director shall issue regu la tions defin ing  th e  
procedures fo r th e  review  o f the  application which shall include the follow ing provisions:

1. T h a t no review  by th e  authorized local agency  shall ta k e  longer than  one hundred 
five days from  th e  in itial d a te  of filing the  explication w ith  the authorized local agency, 
unless the agency and the  app lican t ag ree  in w ritin g  to  an  extension of tim e.

2. T h a t a public h ea rin g  shall be in itiated  w ith in  th ir ty  days a f te r  the initial f ilin g  of 
th e  application and shall be concluded w ithin th ir ty  days a f io r  the  in itial session.

3. T h a t the  govern ing  body o f the  locr.l agency, w ith a  m ajority  of its m em bers p resen t, 
shall conduct a public h ea rin g  on any certifica te  o f  need application.

4. T h a t w ritte n  notice of the  hearing  shall be delivered to  the • ’/licant a t  least f ifteen  
days prior to  the h ea rin g  d a te . F 'ich notice shall con tain  the name.- o f the panel m em bers
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A B S T R A C T

A b a s i c  t en et of  r e c e n t  h e a l t h  care p u b l i c  p o l i c y  h a s  b e e n  t h 3 t t h e r e a re  

a l arge  n u m b e r  of  exce ss b e d s  in the h o s p i t a l  in dustry, and that this 

e x c e s s  c a p a c i t y  is c o s t l y  to b o t h  c o n s u m e r s  and third-par*"y p a y e r s  for 

h e a l t h  c are . E c o n o m i c  e s t i m a t e s  for the U n i t e d  St a t es  p r o j e c t  that 

c a p a c i t y  c o ul d b e  r e d u c e d  by as m u c h  as 2 C p e r c e n t  w i t h o u t  e n d a n g e r i n g  

the h e a l t h  s t at u s  of A m e r i c a n s .  E s t i m a t e s  of  the p o t e n t i a l  c o s t  s a v i n g s  

f r o m  suc h a r e d u c t i o n  r a n g e f r o m  12-16 p e r c e n t  of a n n u a l  h o s p i t a l  cos t s .  

S i m i l a r  e s t i m a t e s  for C a l i f o r n i a  p r o j e c t  that a 22 p e r c e n t  r e d u c t i o n  in 

the b e d  s u p p l y  w o u l d  r e s u l t  in a 12 p e r c e n t  r e d u c t i o n  in a n n u a l  e x p e n d i­

tures. T h e s e  e c o n o m i c  e s t i m a t e s  are c h a r a c t e r i z e d  by a s s u m p t i o n s  that 

th e c o s t s  that w o u l d  be a v o i d e d  if a h o s p i t a l  we r e  to b e  c l o s e d  e x c e e d  

50 p e r c e n t  o f  that h o s p i t a l ' s  total cost. T h e s e  e s t i m a t e s  f u r t h e r  

a s s u m e  tha t e x c e s s  b e d s  g iv e  rise to u n n e c e s s a r y  (and c o s t l y )  u t i l i z a­

tion of h o s p i t a l  f a c i l i t i e s .

P u b l i c  p o l i c y  ha s b e e n  i m p l e m e n t e d  and is b e i n g  c o n d u c t e d  by local, 

state, and n a t i o n a l  h e a l t h  p l a n n i n g  a g e n c i e s .  T he s e  a g e n c i e s  e n f o r c e  

h o s p i t a l  c e r t i f i c a t e  of  nee d laws w h i c h  r e q u i r e  h o s p i t a l s  to o b t a i n  

p l a n n i n g  a p p r o v a l  b e f o r e  c o m m e n c i n g  m a j o r  p r o j e c t s  to r e p l a c e  or e x p a n d  

e x i s t i n g  f a ci l i t i e s .  It is b e l i e v e d  that a r e s t r i c t i v e  c e r t i f i c a t e  of 

n e e d  p r o g r a m  w i l l  u l t i m a t e l y  y ie l d  the sa m e  12-16 p e r c e n t  s a v i n g s  that 

w o u l d  r e s u l t  fr o m  c l o s u r e  of  h o s p i t a l s .  O r a n g e  C o u n t y  h a s  b e e n  a p a r t i c­

u l a r  t ar g e t  of thi s poli cy,  b e c a u s e  it h as low o c c u p a n c y  and p r e s u m a b l y  a 

h i g h  n u m b e r  of e x ce s s  b eds.

Thi s s t u d y  was u n d e r t a k e n  to an sw e r  two q u e s t i o n s :

c A r e  there ex ces s b e d s  in O r a n g e  C o u n t y  h o s p i t a l s ?

o If so, ar e these exc ess  b e d s  c o s t l y  to c o n s u m e r s  and t h i r d - p a r t y  

p a y e rs ?

18 of the 39 g e n e r a l  a c u t e  h o s p i t a l s  in O r a n g e  C o u n t y  p a r t i c i p a t e d  in the 

st ud y.  T h e  s tu dy  g r o u p  h o s p i t a l s  a c c o u n t  for m o r e  than h a l f  of O r a n g e  

C o u n t y  p a t i e n t  d ay s  and cost s. T h e s e  h o s p i t a l s  p r o v i d e d  data on the 

a c t u a l  l eve l of  us e o f  the h o s p i t a l ,  and the a c t u a l  p a y m e n t s  fr o m  

p a t i e n t s  d u r i n g  1977, 1978, and 1979.

As a r e su lt  of a d e t a i l e d  a n a l y s i s  of the u t i l i z a t i o n  data, it was f ound 

that there were a s u b s t a n t i a l  n u m b e r  of e x c es s  b e d s  in the s t u d y  g r o u p 

h o s p i t a l s — a p p r o x i m a t e l y  18 p e r c en t  of l i c e ns ed  b ed s.  It was also f ou nd 

that h o s p i t a l  u t i l i z a t i o n  is g r o wi ng , and the n u m b e r  of e x ce s s  b e d s  are 

d i m i n i s h i n g .  If p o p u l a t i o n  g r o w t h  c o n t i n u e s ,  there w i l l  b e  no e x c e s s  

b e d s  in O r a n g e  C o u n t y  by 1985.

If there are a s u b s t a n t i a l  n u m b e r  of exc ess  beds, then it is c o m n o n l y  

b e l i e v e d  that this e x c es s c a u se s  " e x c e s s "  h o s p i t a l  use ( u n n e c e s s a r y  h o s­

p i t a l i z a t i o n s ) .  It is c l e a r  that there are exc es s b e d s  in the 3 tudy

g r o u p  and in O r a n g e  Co un ty . H o w e v e r ,  dat a p u b l i s h e d  by C a l i f o r n i a  H o s p i­

tal A s s o c i a t i o n  on h o s p i t a l  u s a g e  per t ho u s a n d p o p u l a t i o n  d o e s  not
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reflect: e x c e s s  u sa g e .  On the c o n t ra ry ,  h o s p i t a l  u s a g e  in O r a n g e  C o u n t y  

is b e l o w  the a v e r a g e  for C a l i f o r n i a ,  and C a l i f o r n i a  is s i g n i f i c a n t l y  

b e l o w  the n a t i o n a l  a v e r a g e .  A l t h o u g h  this d at a is not c o n c l u s i v e ,  it 

d oe s  not a p p e a r  that excess beds c a u s e  e x c e s s  h o s p i t a l  u s a g e  in O r a n g e  

C ount y.

The cost a n a l y s i s  p e r f o r m e d  as part o f  this s tu d y  f o c u s e d  on the m o n e y  

a c t u a l l y  paid by c o n s u m e r s  chat  was spent to m a i n t a i n ,  r e p l a c e ,  e x p a n d ,  

and pay  off the d e b t  on  h o s p i t a l  f a c i l i t i e s .  T h e  v a s t  m a j o r i t y  of this 

m o n e y  was s pe nt on n e e d e d  c a p a c i t y .  T he p o r t i o n  s p e n t  on e x c e s s  b e d s  

a m o u n t e d  to o n l y £ .7'5 p e r c e n t  of t otal h o s p i t a l  c o s t s, or a p p r o x i m a t e  ly 

$ 3 . 0 0  per p at i e n t  day. The p o r t i o n  that was  spent o n  e x c e s s  c a p a c i t y  o f  

all t ypes a m o u n t e d  to 2 p e r c e n t  of total h o s p i t a l  c o st s,  or $ 8 . 6 0  p e r  

p a t i e n t  day. ' ”

T h e s e  s a v i n g s  e s t i m a t e s  of 1-2 p e r c e n t  are s u b s t a n t i a l l y  b e l o w  the 12- 

lb p e r c e n t  f i gur es that are w i d e l y  < voted. G i v e n  this l ow  l e v e l  of

p o t e n t i a l  s a v i n gs , it is n o t  clear '.hat a p u b l i c  p o l i c y  d i r e c t e d  at

c o n t r o l l i n g  the s u p p l y  of h o s p i t a l  b e d s  in O r a n g p  C o u n t y  can  e v e r  be

s u c c e s s f u l  in s i g n i f i c a n t l y  i m p a c t i n g  tlie c o s t s  or  h e a l t h  care  to the

c o n s u m e r .
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E X E C U T I V E  S U M M A R T

T H E  E X C E S S  3 E D S  I SS UE

It is w i d e l y  b e l i e v e d  by h e a l t h  p l a n n i n g  a g m c i e s  and o t h e r  r e g u l a t o r s  of 

the h e a l t h  ca r e  i n d u s t r y  t h a t  t he re  are a s u b s t a n t i a l  n u m b e r  of e x c e s s  

beds in the h o s p i t a l  in d u s t r y,  a n d  that tnere are s u b s t a n t i a l  c o s t s  to 

c o n s u m e r s ,  i n s u r a n c e  c o m p a n i e s ,  and gove -nment p a ye rs  for h e a l t h  c ar e

b e c a u s e  of this e xce ss.  T h er e are two b as i c  ideas that u n d e r l i e  the

c o n c l u s i o n  th a t  th ere  is a c o s t l y  e x c e ss  beds pro ble m. T h e s e  i d e a s  are

o H o s p i t a l s  have v e r y  h i g h  f ,-xed costs. F ixe d c os ts  ire t ho se

w h i c h  m u s t  be i n c u r r e d  at any level of a c t i v i t y ,  and i n  the 

h o s p i t a l  i n d u s tr y  are g e n e r a l l y  those c os ts a s s o c i a t e d  w i t h

m a i n t a i n i n g  a g i v e n  l eve l e: c a p a c i t y  to s e r v e  o e t i e r t s .  It is

c o m m o n l y  b e l i e v e d  that thrse fixed c os ts  r e p r e s e n t  as nu.:h as 

60 p e r c en t  of total h o s p i t a l  costs. P art of the ar ;umenv that 

e x c e s s  beds are c o s t l y  g- es that if there ar e too m a n y  b e ds ,  

t h e r e  is too m u c h  c a p a c i t / .  If the fixed c os t s  of m a i n t a i n i n g  

this c a p a c i t y  are  60 p e r : e n t ,  then the c osc of e x c e s s  b ed s  is 

60 p e r c e n t  of the a v e r a g  cost per bed m u l t i p l i e d  bv the n u m b e r

of e x c e s s  beds. T hi s is an e s t i m a t e  of c os t that w o u l d  be

a v o i d e d  if the e x c e s s  b i d s  w ere not there.

o D e m a n d  for h o s p i t a l  s e r v i c e s  e xp an d s  to fill the b eds a / a i l a b l e .  

T h i s  ide a is c a l l e d  the R o e m e r  e f f e c t ,  a f t e r  the o r i g i n a l  

r e s e a r c h e r .  R o e m e r  f ou nd  that the use rate of h o s p i t a l  s e r­

vice s ,  m e a s u r e d  in p a t i en t  days per t ho u s a n d  p o p u l a t i o n ,  w as  

h i g h l y  r e l a t eJ  to the a v a i l a b i l i t y  of beds, m e a s u r e d  in b i d s  per 

t h o u s a n d  p o p u l a t i o n .  In other wor ds , areas w i t h  a h i g h  r i t i o  of 

beds per t h o u s a nd  p o p u l a t i o n  tend ed to have a h i g h e r  l.'vel of 

p at i e n t days per t h o u s a n d  p o p u l a t i o n .  As it r e l a t e s  to the

e x c e s s  beds issue, the R o e m e r  e f f e c t  is i n t e r p r e t e d  c: m e a n  that 

e x c e i s  b ed s c a u s e  o v e r u t i l i z a t i o n  of h o s p i t a l  s e r v i c e s .  If 

theri are too m a n y  beds, then there will be " t o o  rau<n" utilir.a- 

tior of chose b e d s — in o t h e r  word s, u n n e c e s s a r y  ' o s o i t a l i z a -  

tirns. The c o s t  of these u n n e c e s s a r y  h o s p . t a * i z a t i o n s  

c o n t r i b u t e s  to the cost of e xc e s s  beds.

P u b l i c  p o l i c y  has  a d d r e s s e d  this issue c hr ou g h  the s t r u c t u r e  of f e d e r a l ,  

st ate , and local a g e n c i e s  c r e a t e d  by the 1975 N a t i o n a l  H e l c h  P l a n n i n g  

and D e v e l o p m e n t  kct ( PL 9 3 - 6 4 1 ) .  One of the m a j o r  t h r i s t s  of t he se  

a g e n c i e s  has b e e n  to c o n t r o l  th e s u p p l y  of h o s p i t a l  b eds, in the b e l i e f

that such c o n t ro l  w o u l d  r e d u c e  the n u m b er  of e x c e s s  b eds, a nd  a v o i d  the 

c os ts  a s s o c i a t e d  wi t h  chic e x c e s s .  The a v o i d a n c e  of the c o s t 3 of e x c e s s

beds is t houg ht to m ak e  a m a j o r  c o n t r i b u t i o n  to the c o n t a i n m e n t  of

h o s p i t a l  c o s t s .

O r a n g e  C o u n t y  has been a p a r t i c u l a r  target of this poli cy,  b e c a u s e  it is 

b e l i e v e d  that t he r e  are a s u b s t a n t i a l  n u m b e r  of exces' be d s  in O r a n g e  

C o u n t y  hos pi c a l s .



E S T I M A T E S  OF  P O T E N T I A L  S A V I N G S  R E S U L T I N G  F R O M  R E D U C T I O N S  T O  T H E  B E D  

S U P P L Y

A  n u m b e r  of e c o n o m i c  e s t i m a t e s  of the p o t e n t i a l  s a v i n g s  that w o u l d  r e s u l t  

fro m a r e d u c t i o n  in the b e d  s u p p l y  h a v e  beer, d e v e l o p e d  d u r i n g  the late 

1970's. A k ey  s tud y is R e d u c i n g  E x c e s s  H o s p i t a l  C a p a c i t y  by  W a l t e r  

M c C l ur e ,  p u b l i sh ed  by I n t e r S t u d y  in 1976. Thi s st udy  c o n c l u d e d  that a 

20 p e r c e n t  r e d u c t i o n  in h o s p i t a l  beds, a c c o m p l i s h e d  by c l o s i n g  e n t i r e  

f a c i li t i e s ,  w o u l d  res ult  in a 16 p e r c e n t  r e d u c t i o n  in a n n u a l  h o s p i t a l  

costs. In C a l i f o r n i a ,  a C a l i f o r n i a  H o s p i t a l  A s s o c i a t i o n  s t u d y  a u t h o r e d  

by Z a r e t s k y  e n t i t l e d  The E c o n o m i c s  o f  E x c e s s  C a p a c i t y  c o n c l u d e d  that a 

22 p e r c e n t  r e d u c t i o n  in the C a l i f o r n i a  bed s u p p l y  w o u l d  r e s u l t  in a 

s a v i n g s  o f  12 p e r c e n t  of  a n n u a l  h o s p i t a l  costs. Z a r e t s k y ' s  r e s u l t s  a re  

lower b e c a u s e  the R o e m e r  e f f e c t  was not inc lu d e d  in the c o m p u t a t i o n .

T he  b a s i c  m e t h o d o l o g y  for these s t u d i e s  p r o c e e d s  in two s t e p s .  In the 

first step, ex ces s b e d s  are e s t i m a t e d  u s i n g  the f o l l o w i n g  f o rm u l a :

. . . .  a v e r a g e  d a i l v  c en s u s
o N e e d e d  b ed s  = -rr: “   ------------

op p e r c e n t  o c c u p a n c y  s t a n d a r d

o E x c e s s  b e d s  - l i c e n s e d  b ed s - n e ed ed  beds

_ , , _ exc e s s  b e d s  :c 100
o Exc e s s  b e d s  p er cen t ® --------- — —  -------

l i c e n s e d beds

In the sec o n d  step, the cos t of p o t e n t i a l  s a v i n g s  f rom r e d u c t i o n  of

e x c e s s  beds is c o m p u t e d :

o A v e r a g e  cost per bed a
t o t a l cost 

total beds

o S a v i n g s  per bed = a v e r a g e  cost per bed x n u m b e r  of e x c e s s  b e d s  :< 

50-60 p e rc e n t  fixed c o st s

o T o t a l  s a v i n g s  K s a v i n g s  per be d x n u m b e r  of ex c e s s b e d s

„ • „ t ot al  s a v i n g s  x 100
o S a v i n g s  p e r c e n t a g e  = ------,---------=---------

b b total cost

In some studies, a d d i t i o n a l  p o t e n t i a l  s a v i n g s  are p r o j e c t e d  by 

e s t i m a t i n g  the n u m b e r  of u n n e c e s s a r y  patie nt days  " c a u s e d "  by the a v a i l­

a b i l i t y  of excess b e d s  and m u l t i p l y i n g  these d a y s  by the a v e r a g e  co s t  per 

d a y .  T h e s e  e s t i m a t e s  are the e s t i m a t e  of the cost a s s o c i a t e d  w i t h  the 

R o e m e r  e ffe ct.

V i r t u a l l y  all of the e c o n o m i c  e s t i m a t e s  of p o t e n t i a l  s a v i n g s  a s s u m e  that 

^ tire h o s p i t a l s  are closed, r a t h e r  than p o r t i o n s  o f  h o s p i t a l s .  Wh i le 

a c k n o w l e d g i n g  the legal and s o c i a l  d i f f i c u l t y  of g o v e r n m e n t  e n f o r c e d  

c l o s u r e  o f  h os pi t a l s ,  most  of the e c o n o m i c  a u t h o r s  b e l i e v e  that a tight 

c e r t i f i c a t e  of n ee d p r o g r a m  (wh ic h is recent g o v e r n m e n t  p o l i c y )  wi'l 

u l t i m a t e l y  ac hi e v e  the same resvilts.



C e n t r a l  to all of these s tu d i e s  are five k e y  a s s u m p t i o n s .  S p e c i f i c a l l y ,  

t he s e  a s s u m p t i o n s  are:

o T h a t  85 p e r c e n t  o c c u p a n c y  is a r e a l i s t i c  o c c u p a n c y  s t a n d a r d

o T h a t  l icensed b e d s r e p r e s e n t  the n u m b e r  of  b e d s  t h a t  are a v a i l­

ab l e  for u s e  and w h i c h  h a v e  co sts  a s s o c i a t e d  w i t h  them.

o T h a t  an e xc es s  s u p p l y  of 'eds w i l l  r es u l t  in c o s t l y  o v e r u t i l i z a­

ti on  of h o s p i t a l  f a c i l i t i e s .

o Th at  fixed costs w h i c h  rel ate  to m a i n t a i n i n g  a h o s p i t a l  bed for

one day e x c e ed  o n e - h a l f  of the a v e r a g e  cost o f  a d a y ' s  c a r e  in

the h o s p it a l .

o T h a t  a ti ght  c e r t i f i c a t e  of n ee d p r o g r a m  to r e s t r i c t  the s u p p l y

of  be d s  w i l l  u l t i m a t e l y  a c h i e v e  the same p o t e n t i a l  s a v i n g s  that

w o u l d  r es u l t  from c l o s i n g  e n t i r e  h o s p i t a l s .

H o s p i t a l  i n d u s t r y  c r i t i c s  of t he se e s t i m a t e s  of p o t e n t i a l  s a v i n g s  h a v e  

r e p e a t e d l y  c h a l l e n g e d  these a s s u m p t i o n s ,  c l a i m i n g  t h a t  t h e y  are not 

r e a s o n a b l e ,  and do not r e f l e c t  the r e a l i t i e s  o f  h o s p i t a l  o p e r a t i o n s .

A S TUDY OF O R A N G E  C O U N T Y  H O S P I T A L S

T h e  o b j e c t i v e  c. this study w as  to i n v e s t i g a t e  the e x c e s s  b ed  i s s u e  in 

O r a n g e  C o u n t y  h o s p i t a l s .  S p e c i f i c a l l y ,  the o b j e c t i v e s  w e r e  to d e t e r m i n e  

w h e t h e r  there were a s u b s t a n t i a l  n u m b e r  of e xce ss  b e d s  in O r a n g e  C o u n t y  

d u r i n g  the 1 9 7 7- 19 7 9  per io d and, if so, w e r e  these e x c e s s  b e d s  c o s t l y  to 

c o n s u m e r s ,  i ns ur anc e c o m p a n i e s ,  and g o v e r n m e n t  p ay er s .

T h e  st udy  i n c l u d e d  18 of the 39 a cu t e  g e n e r a l  car e h o s p i t a l s  in O r a n g e  

C ou n t y ,  w h o  v o l u n t a r i l y  a g r e ed  to p a r t i c i p a t e  in the s t u d y .  S i n c e  the 

h o s p i t a l s  se l f  s e l e c t e d  w h e t h e r  or not to p a r t i c i p a t e ,  th e s a m p l e  o f  

h o s p i t a l s  w a s  not r a n d o m  and no s t a t i s t i c a l  a s s e r t i o n  o f  r e p r e s e n t a t i v e­

ne s s  can be ma de.  A  r e v i e w  o f  o c c u p a n c y  s t a t i s t i c s  d i s c l o s e d  that the 

s t u d y  g r o u p  of h o s p i t a l s  w a s  p r o b a b l y  s o m e w h a t  less l i k e l y  to h a v e  e x c e s s  

b e d s  than the n o n p a r t i c i p a t i n g  h o s p i t a l s .  H o w e v e r ,  the d i f f e r e n c e s  

b e t w e e n  the two g r o u p s  of h o s p i t a l s  arc not so m a r k e d  that the e x c e s s  bed 

c o n d i t i o n  did not e xi s t  in the s t u d y  g r o u p .  F u r t h e r ,  the s t u d y  g r o u p  

c o n t a i n s  h o s p i t a l s  w h i c h  a c c o u n t e d  for m o r e  than h a l f  o f  the p a t i e n t  d a y s  

and c os ts of  all O r a n g e  C o u n t y  h o s p i t a l s .  H e n c e  the r e s u l t s  for the 

s t u d y  g r o u p  c an n o t  be d i s m i s s e d  as u n r e p r e s e n t a t i v e  o f  the e x c e 33 bed 

issue in O r a n g e  C o u nt y.

It was the intent o f  the stu dy to i n v e s t i g a t e  the e x c e s s  b ed  i ss ue  u s i n g  

a c t u a l  d a t a  to the m a x i m u m  e x t e n t  p o s s i b l e ,  and to m a k e  as few a s s u m p­

tions as p o s s ibl e. This a p p r o a c h  w a s  taken in an a t t e m p t  to a r r i v e  at 

r i g o r o u s  r e su lt s  and to a vo i d  the c o n t r o v e r s y  that h a s  s u r r o u n d e d  the 

a s s u m p t i o n s  used in prior s tu di e s .
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Tne a p p r o a c h  u s e d  to i n v e s t i g a t e  the e x c e s s  b e d s  i s s u e  c o n t a i n e d  the 

f o l l o w i n g  k e y  e l e m e n t s :

o A c t u a l  h o s p i t a l  c e n s u s  d a t a  w a s  a n a l y s e d  for the t h r e e  y e a r  

s t u d y  pe r i o d , in o r d e r  to d e t e r m i n e  the p a t t e r n  o f  a c t u a l  b e d  

u t i l i z a t i o n .  T h e  n u m b e r  o f  n e e d e d b e d s  for e a c h  h o s p i t a l  w a s  set 

at a level b e l o w  the n u m b e r  o f  b e d s  that w e r e  a c t u a l l y  u s e d  

d u r i n g  p e a k  p e r i o ds .  T h i s  l evel w as  set so that  1 o ut  o f  20 

p a t i e n t s  w h o  a c t u a l l y  us ed  a p a r t i c u l a r  h o s p i t a l  w o u l d  h a v e  b e e n  

tu r n e d a w a y  and f o r c e d  to e n t e r  a n o t h e r  h o s p i t a l ,  h a d  the a c t u a l  

be ds  a v a i l a b l e  b e e n  e qua l to the d e f i n  J level o f  n e e d e d  b e d s .  

T h e  1 o u t  o f  20 t u m a w a y  l ev el w a s  j u d g e s  to r e s u l t  in an a c c e p t­

abl e level of  p a t i e n t  a nd p h y s i c i a n  i n c o n v e n i e n c e .  T h i s  

m e t h o d o l o g y  w as  e m p l o y e d  r a t h e r  t ha n an a r b i t r a r y  85 p e r c e n t  

o c c u p a n c y  s t a n d a r d  a s s u m p t i o n .

o I n t e r v i e w s  w e r e  c o n d u c t e d  w i t h  h o s p i t a l  m a n a g e r s  and C a l i f o r n i a  

H e a l t h  F a c i l i t i e s  C o m m i s s i o n  (CHFC) d i s c l o s u r e  d a t a  was  r e v i e w e d  

in o r d e r  to d e t e r m i n e  how m a n y  b e d s  w e r e  a c t u a l l y  a v a i l a b l e  at a 

s t u d y  h o s p i t a l  d u r i n g  the s t u d y  time p e r i o d .  T h i s  data on a v a i l­

able b e d s  w as  used in p l a c e  of an a s s u m p t i o n  tha t all l i c e n s e d  

b e d s  w e r e  a v a i l a b l e  for use . Bed s w h i c h  e x i s t  o n l y  on the p a p e r  

o f  the h o s p i t a l ' s  l i c e n s e  are not e x c e s s  b e d s  in the s e n s e  that 

there are p o t e n t i a l  s a v i n g s  a s s o c i a t e d  w i t h  them. T h e s e  

'•pha iLura" b e d s  c o u l d  be r e m o v e d  m e r e l y  b y c h a n g i n g  the 

h o s p i t a l ' s  license, but the h o s p i t a l ' s  o p e r a t i o n s ,  r e v e n u e s ,  and 

c o s t s  w o u l d  be u n c ha n g e d .

o An a n a l y s i s  w a s  p e r f o r m e d  of  a c t u a l  f i n a n c i a l  d a t a  for the s tu dy  

g r o u p  h o s p i t a l s .  Tlie a m o u n t  of m o n e y  ac tua l ly pa id b y  c o n­

sumers , i n s u r a n c e  c o m p a n i e s ,  and g o v e - n m e n t  p a y e r s  w a s  

s e g r e g a t e d  into two c a t e g o r i e s :

M o n e y  w h i c h  w a s  used to pay  for the d a y - t o - d a y  c a r e  of 

p a t i e n t s  in the h o s p i t a l ,  and

M o n e y  that was u sed to m a i n t a i n ,  re pla ce , e x p a nd ,  or p a y  off 

the de b t  on e x i s t i n g  h o s p i t a l  f a ci l i t i e s.

T h i s  s e c o n d  c a t e g o r y  of funds is the m o n e y  w h i c h  is in fa c t  use d 

to raaint .in or e x p a n d  a h o s p i t a l ' s  c a p a c i t y ,  and r e p r e s e n t s  the 

c o s t s  that are the focus of the c u r r e n t  c e r t i f i c a t e  o f  n e e d  

p r o g r a m .  T h i s  a n a l y s i s  was p e r f o r m e d  in o r d e r  to m o r e  

a c c u r a t e l y  d e t e r m i n e  the p o t e n t i a l  s a v i n g s  that w o u l d  r e s u l t  

from the e l i m i n a t i o n  of  e x c e s s  b e d s .  No s i n g l e  f i x e d  c os t  

a s s u m p t i o n  w a s  used ir. o r d e r  to e s t i m a t e  p o t e n t i a l  s a v i n g s .



F I N D I N G S  A N D  C O N C L U S I O N S — E X C E S S  BE DS  A N D  H O S P I T A L  U T I L I Z A T I O N

T h e r e  a re 3838 l ice n s e d  b e d s  in the s t u d y  g r o u p  h o s p i t a l s .  Th® t h r e e  

y e a r  a v e r a g e  of a v e r a g e  d a i l y  c e n s u s  d u r i n g  1 9 7 7 - 1 9 7 9  w a s  23 0 5  p a t i e n t s  

pe r day. Th e c o n v e n t i o n a l  c o m p u t a t i o n  o f  e x c e s s  b e d s  w o u l d  r e s u l t  in  

1126 excess beds, or 29 p e r c e n t  o f  t otal  l i c e n s e d  b e d s .  ( 2 3 0 5  ADC * 
85 p e r c e n t  = 2712 n e e d e d  beds. 383 8 l i c e n s e d  b e d s  - 2 7 1 2  n e e d e d  b e d s  =  

1 1 2 6  exc ess  beds.)

As a r e s u l t  of i n t e r v i e w s  w i t h  h o s p i t a l  m a n a g e m e n t  and a n a l y s i s  of CHFC 
d at a,  it w as  d e t e r m i n e d  that there we r e  an a v e r a g e  of  339 b e d s  (9 p e r c e n t  

of  l i c e n s e d  beds) that w e r e  " p h a n t o m "  beds. We c o n c l u d e  t ha t  a l m o s t  

o n e - t h i r d  o f  the " e x c e s s  b e d  p r o b l e m "  in the s t u d y  g r o u p  r e l a t e s  o n l y  to 

the fact that there are mor e  b e d s  on h o s p i t a l  l i c e n s e s  than t h e r e  are 

b e d s  a v a i l a b l e  for use. T h e s e  p h a n t o m  e x c e s s  b e d s  w e r e  r e m o v e d  f r o m  

f u r t h e r  a na l y s i s  s in ce there are not a ny  cost s a v i n g s  a s s o c i a t e d  w i t h  a 

r e d u c t i o n  of  beds o n l y  on  the h o s p i t a l ' s  li cen se.

T h e  r es u l t s  of the a n a l y s i s  of h o s p i t a l  a v e r a g e  d a i l y  c e n s u s  d a t a  p r o­

vi d e d  an a l t e r n a t i v e  to the 85 p e r c e n t  o c c u p a n c y  s t a n d a r d .  A  1 o ut o f  20 

" t u m a w a y "  p r o b a b i l i t y  w as  used to d e t e r m i n e  the n u m b e r  of  n e e d e d  b e d s  

for each h o s p i t a l .  The a p p l i c a t i o n  of this p r o b a b i l i t y  to a s t a t i s t i c a l  

m o d e l  of the d i s t r i b u t i o n  of *rage d a i l y  c e n s u s  for the h o s p i t a l  

r e s u l t e d  in the d e t e r m i n a t i o n  of the n u m b e r  of n e e d e d  b e d s .  T h e s e  n e e d e d  

b e d s  were added up for all s t u d y  g ro up  h o s p i t a l s .  T h e  r e s u l t i n g  total 

w as  2738 n e e u e d  Deis w h i c h  is an 82 . 6  p e r c e n t  o c c u p a n c y  s t a n d a r d  and 76 

m o r e  be d s  than the 2712  n e e d e d  b e d s  that r e s u l t  f r o m  the 85 p e r c e n t  

o c c u p a n c y  s t a nd ar d .  T h e s e  76 b e d s  r e p r e s e n t  a p p r o x i m a t e l y  2 p e r c e n t  o f  

total license d beds.

In s u mm ar y ,  the r e s u l t s  o f  the s t u d y ' s  ex c e s s bed c o m p u t a t i o n  s h o w  that 

of th e 29 p e rc en t  o f  the s t u d y  g r o u p  h o s r ' t a i  b e d s  w h i c h  are n o m i n a l l y  

e x c e s s  beds, 9 p er c e n t  are p •jntora b e d s  v . u c h  a p p e a r  o n l y  on the h o s p i t a l  

l i c e n se  and have no cost impact, and 2 p e r c e n t  w o u l d  be r e q u i r e d  in o r d e r  

to m a i n t a i n  a t u m a w a y  p r o b a b i l i t y  of 1 in 20. T h e  r e m a i n i n g  18 p e r c e n t  

are true e x c e s s  b eds.

T he  study a l s o  sho wed  that the a v e r a g e  d a i l y  c e n s u s  w a s  g r o w i n g  at a rate 

of s l i g h t l y  m ore th a n  4 p e r c e n t  per y e a r  ( f r o m  2211 in 1977 to 2401 in 

1979). As a result, the n u m b e r  of e xce ss b e d s  d e c l i n e d  o v e r  the s a m e

p e r i o d  ( f r o m  8 ' 6  b ed s  in 1977 to 635 b e d s  in 1979). If the t r e n d  in

p a t i e n t  d a y s  con ti nu e s  at 4 p erc ent  p er year, ".hen the n u m b e r  o f  n e e d e d

b ed s  wi ll  b e  equal to the n u m b e r  o f  a v a i l a b l e  b e d j  by 1965.

We c o n c l u d e  that there was a s u b s t a n t i a l  n u m b e r  of e x c e s s  b e d s  in the 

O r a n g e  C o u n c y  s t u dy  group, a l t h o u g h  Che true n u m b e r  o f  e x c e s s  oeds is 

c o n s i d e r a b l y  below che a m ou n t  chat w o ul d  n o r m a l l y  be r e p o r t e d ,  f u r t h e r ,  

the n u m b e r  o f  exc es s beds is g o i n g  down, b e c a u s e  a v e r a g e  d a i l y  c e n s u s  an d 

the r el at e d  number o f  n ee d e d  b e d s  are g r o w i ng .

G i v e n  chat t h e r e  we r e  a s u b s t a n t i a l  n u m b c - o f  e x c e l s  b e d s  .in the s t u d y  

g r o u p  d u . i n g  the 1 9 7 7 - 1 9 79  p er i o d , one w ou ld e x p e c t  that thtfse w o u l d  be 

some o v e r u t i l i z a t i o n  of  h o s p i t a l  s e r v i c e s  due to the R o e m e r  e f f e c t .
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It was n ot  p o s s i b l e  Co c a l c u l a c e  use r a c e s  for Che s c u dy  g r o u p ,  s i n c e  Che 

p o p u l a c i o n  s e r v e d  by  Che s c u d y  g r o u p  r e p r e s e n C s  an u n k n o w n  p o r c i o n  o f  Che 

O r a n g e  C o u n c y  p o p u l a c i o n .  H o w e v e r ,  daca p u b l i s h e d  by Che C a l i f o r n i a  

H o s p i c a l  A s s o c i a c i o n  dees s h o w  che u t i l i z a t i o n  for O r a n g e  C o u n c y  in 

c o c a l  d u r i n g  1978. T h e  n u m b e r  o f  p a c i e n C  da y s  per C h o u s a n d  p o p u l a c i o n  

w a s :

O r a n g e  C o u n t y  8 16

C a l i f o r n i a  867

U n i t e d  S t a t e s  1 ,20 8

T h e  u t i l i z a t i o n  of h o s p i t a l s  in C a l i f o r n i a  is well u n d e r  che n a t i o n a l  

a v e r a g e ,  and O r a n g e  C o u n c y  is u n d e r  che C a l i f o r n i a  a v e r a ge .  A l t h o u g h  

th i s  d a t a  for O r a n g e  C o u n t y  is noC c o n c l u s i v e ,  ic does r a i s e  q u e s t i o n s

a b o u t  the c a u s a l  r e l a t i o n s h i p  b e t w e e n  Che availab'.lity and use of h o s p i ­

tal b e d s .  Ic is u n c l e a r  thac the R o e m e r  e f f e c t  is a v a l i d  c o n c e p c ,  ac

l ea st for O r a n g e  Count y.

F I N D I N G S  A ND  C O N C L U S I O N S — T H E  C O S T  O F  E X C E S S  BEDS

A l l  of the e c o n o m i c  e s t i m a t e s  of  p o t e n t i a l  s a ving s a s s u m e  that e n t i r e  

h o s p i t a l s  are closed. As a p r a c t i c a l  m a t t er , no a g en c y  of the g o v e r n m e n t  

is e m p o w e r e d  to take this a c t i o n .  H e a l t h  p l a n n i n g  a g e n c i e s  a re  e m p o w e r e d  

to c o n t r o l  the c a p i t a l  e x p e n d i t u r e s  o f  h o s p i t a l s  throu gh the c e r t i f i c a t e  

o f  need l e g i s l a t i o n .  II is a s s e r t e d  by the a ut h o r s  o f s e v e r a l  of  the 

e s t i m a t e s  of p o t e n t i a l  s a v i n g s  chat a tight c e r t i f i c a t e  of n ee d  c o n t r o l  

o n  the b e d  s u p p l y  wi ll,  in the long run, a c h i e v e  the same r e s u l t s  as 

c l o s i n g  h o s p i t a l s .

O u r  a p p r o a c h  focused on i d e n t i f y i n g  the c a p a c i t y  costs of h o s p i t a l s ,  and 

a p p o r t i o n i n g  these c a p a c i t y  c os ts  b e t w e e n  e x c e s s  c a p a c i t y  and n e e d e d  

c a p a c i t y ,  as m e a s u r e d  by n e e d e d  b e d s  and e x ce s s  beds. C a p a c i t y  c o s t s  

r e p r e s e n t  tha t p o r t i o n  of  the m o n e y  r ec e i v e d  fro m p a t i e n t s  and t h i r d -  

p a r t y  p ay er s  w h i c h  w a s  s p ent  to m a i n t a i n ,  r epl ace , expand , or r ep ay  the 

de bt  on h o s p i t a l  p h y s i c a l  p la nt a s s e ts . W h i l e  c ap a c i t y  c ost s are not the 

fixed costs u s e d  in the e c o n o m i c  e s t i m a t e s ,  there are two c o m p e l l i n g  

r e a s o n s  w hy  c a p a c i t y  ccit is a v i a b l e  c o n c e p t  for a n a l y z i n g  p o t e n t i a l  

s a v i n g s  from r e d u c i n g  tl.c bed  suppl y:

o C a p a c i t y  c ost s are c ost s ac t u a 11y p ai d by the c o n s u m e r  or 

t h i r d - p a r t y  pay er.  If h o s p i t a l  f ac i l i t i e s  we r e  r e p l a c e d  u s i n g  

fu nds  from s o u r c e s  o t h e r  than p a t i e n t  r e v e n u e s  (e.g., d e b t  or 

d o n a t i o n s ) ,  then t he se  a s s e t s  did not cost the c u r r e n t  c o n s u m e r  

a n y t h i n g , and the cost  of such p r oj e c t s  is not part of c u r r e n t  

c a p a c i t y  cost. C o n v e r s e l y ,  if p at i e n t  r e v e n u e s  w e r e  u s e d  to 

reti re  d e b t  used to finance e x i s t i n g  assets or to a c c u m u l a t e  

sa vi ng s  to f in a n c e  future c a p i t a l  pr oj ec t s ,  they a r e  b e i n g  p a i d  

by the c u r r e n t  c o n s u m e r  and are c ur r e n t  c a p a c i t y  co s t s.



c C a p a c i t y  costs, no t fixed c o st s ,  are the o b j e c t  of c e r t i f i c a t e  

of  n e e d  c o n tr o l s .  If a c a p i t a l  p r o j e c t  does not r e c e i v e  a 

c e r t i f i c a t e  o f  need, then the funds w i l l  not be spe n t ,  and 

c u r r e n t  and future c o n s u m e r s  w i l l  not be c h ar ge d .  No c e r t i f i­

cate o f  n e e d  a p p r o v a l  is r e q u i r e d  to h i r e  a n e w  a s s i s t a n t  

ad min  ist r ccor or d i r e c t o r  of n u r s i n g .  O n c e  hired, the c o s t s  o f  

t hese p e r s o n n e l  are l a r g e l y  f ixed ( u nr e l a t e d  to c h a n g e s  in 

v o l u m e ) .  W h i l e  it is tr ue  C' at t he se  fixed c o sts  c o u l d  b e 

a v o i d e d  if the f a c i l i t y  w as  c l o s e d  duwn, no a g e n c y  o f  g o v e r n m e n t  

can e n f o r c e  a h o s p i t a l  c l o s u r e .  M o r e  to the poi n t ,  if the 

h o s p i t a l  was net  n e e d e d  and v o l u m e s  and p a t i e n t  r e v e n u e s  

d e c l i n e d  e n o u g h  so that it w a s  a p p r o a c h i n g  b. h r u p t c v ,  t h e s e  

" f i x e d "  costs w o u l d  b e co m e  v a r i a b l e  c o s t s — the p e r s o n n e l  w o u l d  

be laid off.

C a p a c i t y  costs for the st Jy g r o u p  ra n g e d  fr o m  12-13 p e r c e n t  o f c o n s u m e r  

e x p e n d i t u r e s  d u r i n g  the three y e a r  s t u d y  pe ri od . We c o n c l u d e  that the 

p o t e n t i a l  for s a v i n g s  t hr ou g h  c a p a c i t y  c o n t r o l  is m u c h  s m a l l e r  t/.an 

g e n e r a l l y  e s t i m a t e d ,  b e c a u s e  the total costs w h i c h  are the t a r g e t of 

r e g u l a t o r y  contrc are le s tha n 13 p e r c e n t .  Thi s l ev el  o f  p o t e n t i a l  

s av ing s is s u b s t a n t i a l l y  b e l o w  the 5 0 - 6 0  p e r c e n t  of total c os t u s e d  in 

the e c o n o m i c  e s t i m a t e s .

Excess bed s w e r e  used as an e s t i m a t e  o f  e x c e s s  c a p a c i t y ,  in o r d e r  to 

split c a p a c i t y  c o s t s b e t w e e n  n e e d e d  c a p a c i t y  and exc e s s  c a p a c i t y .  Tlie 

r es u l t s of this a p p o r t i o n m e n t  are that a p p r o x i m a t e l y  2 p e r c e n t  o f  t otal

cost is r e l a t e d  to ex c e s s c a p a c i t y .  T h i s  is e q u i v a l e n t  to $ 8 . 6 0  p er

p at ie nt  day. Thi s is the e s t i m a t e  o f  the total p o t e n t i a l  for cost 

r e d u c t i o n  th r o u g h  c e r t i f i c a t e  of  need c o n t r o l .

T he  f ocus of r e g u l a t o r y  c o n t r o l  is on the s u p p l y  of beds. Jie m a j o r i t y  

of c a p a c i t y  c ost s do not r ela te  to p a t i e n t  b ed s,  but to a n c i l l a r y  and 

s up p o r t  s e r v i ce s  (e.g., r a d i o l o g y  e q u i p m e n t ,  d a t a  p r o c e s s i n g  e q u i p m e n t ) .  

If che e x c e s s c a p a c i t y  cos ts are split b e t w e e n  the cost of  b e d s  and the 

cost o f  e x p e n d i t u r e s  for o che r c a p a c i t y  p u r p o s e s ,  then the p o t e n t i a l  

saving s d r o p  to .75 p erc ent , or $ 3 . 0 0  p e r  p a t i e n t  day.

E c o n o m i c  e s t i m a t e s  of the p o t e n t i a l  s a v i n g s  fr om  a 20 p e r c e n t  c a p a c i t y  

r e d u c t i o n  range from 10-16 p e r c e n t  of total h o s p i t a l  e x p e n d i t u r e s .  Tlie 

r es u l t s  of o ur study i n d i ca te d  that a 18 p er ce n t  r e d u c t i o n  in c a p a c i t y  

w ou l d  b e  p o s s i b l e  in the O r a n g e  C o u n t y  s t u d y  g r o u p  h o s p i t a l s .  O u r  

e s t i m a t e  of the p o t e n t i a l  s a v i n g s  that w o u l d  res u l t  from this c a p a c i t y

r e d u c t i o n  range fr o m  1-2 p er ce n t .  The p r i n c i p a l  reason s for this s u b­

s t a n t i a l  d i f f e r e n c e  go b a c k  to the a s s u m p t i o n s  used in the e c o n o m i c  

es tiraates:

o 85 p e r c en t o c c u p a n c y  s t a n d a r d  is g e n e r a l l y  a s s u m e d .  O u r

st udy  result s s u p p o r t  a s l i g h t l y  l o wer  83 p e r c e n t  o c c u p a n c y  
s t a n d a r d .
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o L i c e n s e d  beds are a s s u r e d  co represent: b e d s  a c t u a l l y  a v a i l a b l e

for u s e .  T he r e s u l t s  of our s c u d y  i n d i c a t e d  t h a t  9 p e r c e n t  o f

l i c e n s e d  b eds , or o n e - t h i r d  of the e x c e s s  b e d s ,  are  " p h a n t o m "  

beds w h i c h  e x i st  o n l y  on the h o s p i t a l s '  l i c e n s e s .  T h e r e  a p p e a r s  

to be n o s a v i n g s  a s s o c i a t e d  w i t h  r e t i r i n g  t he se  " p h a n t o m "  b eds.

o Ex c e s s b e d s  are a s s u m e d  to c a u s e  e x c e s s  u t i l i z a t i o n  ( R o e m e r

effe ct ).  Our  s t u dy  did n ot a d d r e s s  t h i s  a s s u m p t i o n  d i r e c t l y .

H o w e v er ,  C a l i f o r n i a  H o s p i t a l  A s s o c i a t i o n  s t a t i s t i c s  for all 

O r a n g e  C o u n t y  h o s p i t a l s  d o  not s u p p o r t  t he  id e a  that t h e r e  is 

s i g n i f i c a n t  o v e r u t i l i z a t i o n  in O r a n g e  C o u n c y .

o It is a s s u m e d  that fixed c o s t s  ex ce ed  o n e - h a l f  of  t o t a l  co sts ,

and tha t these fix ed c ost s c o u l d  be a v o i d e d  t h r o u g h  e l i m i n a t i o n  

of e x c e s s  c a p a c i t y  v i a  a t ig ht C e r t i f i c a t e  of  N e e d  p r o g r a m .  In 

fact, the target c o s t s  of C e r t i f i c a t e  o f  N e e d  p r o g r a m s  a r e  not 

fixed costs, but c a p a c i t y  cos ts.  T h e s e  c o s t s  r e p r e s e n t  o n l y

13 p e r c e n t  of t otal costs in our s t ud y g r o u p — a d r a m a t i c a l l y  

s m a ll e r  f r ac t i o n than che 5 0- 60  p e rce nt that h a s  b e e n  c o n m o n l y  

u ^ e d .

In short, the e c o n o m i c  e s t i m a t e s  o v e r e s t i m a t e  e x c e s s  b e d s  l a r g e l y

be :ause they c o u n t  p h a n t o m  beds as e x c e s s  b e d s .  T h e s e  e s t i m a t e s  o v e r­

es t i m a t e  p o t e n t i a l  s a v i n g s  b e c a u s e  they a s s u m e  chat fixed c o s t s ,  n o t  

c a p a c i t y  co sts , are the target of C e r t i f i c a t e  o f  N e e d  r e g u l a t i o n .

P o t e n t i a l  s a v i n g s  m a y  a l s o  be o v e r e s t i m a t e d  b e c a u s e  u t i l i z a t i o n  is 

a s s u m e d  to d e c l i n e  w i t h  the bed s u p p l y .  A f te r  t h e s e  f a c c or s h a v e  b e e n  

taken into a c c o u n t ,  the p o t e n t i a l  s a v i n g s  d r o p  fro m 10-16 p e r c e n t  tc 

1-2 p e r c e nt  for  our s tud y g r ou p .  G i v e n  this l o w  l evel of p o t e n t i a l  

s a vi n g s , it is u n c l e a r  chat a p ub li c  p o l i c y  d i r e c t e d  at c o n t r o l l i n g  the 

s u p p ly  of h o s p i t a l  b e d s  can ever h a v e  a s i g n i f i c a n t  i m p a c t  on che c o s t  o f 

h e a l t h  care co the O r a n g e  C o u n t y  c o n s u m e r .
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THE C O S T  OF E X C E S S  2 ZD S IN O R A N G E  C O U N T Y  

1 9 7 7 - 1 9 7 9

I. I N T R O D U C T I O N

It is w i d e l y  b e li ev e d  by  h e a l t h  p l a n n i n g  a g e n c i e s  and o t h e r  r e g u l a t o r s  of 

the h e a l t h  care i n d u s t r y  that there is a s u b s t a n t i a l  e x c e s s  c a p a c i t y  in 

che h o s p i t a l  indu str y, and chat this e x c e s s  c a p a c i t y  is c o s t l y  to c o n­

sumers,  i ns ura nce  c o m p a n i e s  and g o v e r n m e n t  pay ers  f o r  h e a l t h  c are. 

P u b l i c  p o l i c y  has b e e n  d i r e c t e d  at this p e r c e i v e d  p r o b l e m  t h r o u g h  an 

e x t e n s i v e  n etw ork  o f  h e a l t h  p l a n n i n g  a g e n c i e s ,  r e g u l a t i o n s  a n d  laws. 

T he  h o s p i t a l s  in O r a n g e  C o u n t y  have b e e n  p a r t i c u l a r  t a r g e t s  o f  this 

polic y, b e c a u s e  of a l l e g a t i o n s  o f e x t e n s i v e  e x c e s s  h o s p i t a l  b e d s  in che 

C o u n t y .

T h i s  s tudy was u n d e r t a k e n  to a sse ss  the " e x c e s s  bed p r o b l e m "  in O r a n g e  

C o u n t y .  T h e  o b j e c t i v e s  of this s tu dy w e r e  to e s t i m a t e  the n u m b e r  of  

e x c e s s  b e d s  in O r a n g e  Coun ty,  and to e s t i m a t e  the c o s ts  o f  t h e s e  b e d s  to 

c o n s u m e r s  and t h i r d - p a r t y  p a y e r s .  An a d d i t i o n a l  o b j e c t i v e  o f  che s t u d y  

w a s  to d e s c r i b e  how  this issue h a s  ev olv ed,  and to d i s c u s s  p o l i c y  a l t e r­

na t i v e s  in light of the f i n d i n g s  for O r a n g e  C o u n t y .

S e c t i o n  II of this r e p o r t  d e s c r i b e s  h o w  " e x c e s s  b e d s "  b e c a m e  an issue, 

and what the public p o l i c y  r e s p o n s e  has b e en .  S e c t i o n  I I I  d e s c r i b e s  the 

a p p r o a c h  taken in the study. S e c t i o n  IV d e s c r i b e s  the g r o u p  o f  h o s p i t a l s  

that agreed to p a r t i c i p a t e .  S e c t i o n  V d i s c u s s e s  the a l t e r n a t i v e  w a y s  to 

m e a s u r e  exc ess  beds, and p r e s e n t s  the f i n d i n g s  r e g a r d i n g  e x c e s s  b e d s  in 

Che study group. S e c t i o n  VI d i s c u s s e s  p o l i c y  a l t e r n a t i v e s  a nd w a y s  to 

m e a s u r e  the costs a s s o c i a t e d  w i t h  excess b e d s  w h i c h  are c o n s i s t e n t  w i t h  

v a r i o u s  p o l i c y  o p ti on s .  C o n c l u s i o n s  are p r e s e n t e d  r e g a r d i n g  the p o t e n­

tial e ff e c t i v e n e s s  o f  the p o l i c i e s  c u r r e n t l y  b e i n g  e m p l o y e d .

i
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II. T HE  E X C E S S  B E D S I S SU E

D u r i n g  the last tw ent y y e a r s,  there h a s  b e e n  c o n s i d e r a b l e  d e b a t e  and 

d i s c u s s i o n  r e g a r d i n g  the " e x c e s s  b e d  p r o b l e m "  in the U n i t e d  S t a t e s .  T h e  

pace  o f  the d eba te  a c c e l e r a t e d  in 1976 w h e n  two studies of the p r o b l e m  

w e r e  p u b l i s h e d .  In a s t u d y  by I n t e r S t u d y  p u b l i s h e d  in 1976 c a l l e d  

R e d u c i n g  E x c e s s  H o s p i t a l  C a p a c i t y , the p r i n c i p a l  f i n d i n g w a s  " ( t h e r e  is) 

s u b s t a n t i a l  evi d e n c e o f  e x c e s s  h o s p i t a l  c a p a c i t y  w hich c o n t r i b u t e s  s i g­

n i f i c a n t l y  to m ed i c a l  cos t e s c a l a t i o n  w i t h  l i t t l e  or no b e n e f i t  to 

h e a l t h . "  1) This s t u d y  r e c o m m e n d e d  a p h a s e d  20 pe rc en t  r e d u c t i o n  in 

c a p a c i t y ,  and e s t im at e d  s av i n g s  o f  up to 1.6 p e r c e n t  c f  t o t a l  h o s p i t a l  

e x p e n d i t u r e s .  In the s a m e  year, a s tu dy  p u b l i s h e d  by the I n s t i t u t e  o f  

M e d i c i n e  o f  the M a L i ^ n a l  A c a d e m y  of S c i e n c e s  found "that s i g n i f i c a n t  

s u r p l u s e s  o f  s h o r t - t e r m  g e n e r a l  h o s p i t a l  beds e x is t or are d e v e l o p i n g  in 

m a n y  areas o f  the U n i t e d  S t a t e s  and that these ( s u r p l u s e s )  are c o n t r i b­

ut i n g  s i g n i f i c a n t l y  to r i s i n g  h o s p i t a l  care c o s t s . ' 1 2 )

E c o n o m i c  ana l y s i s of C a l i f o r n i a  h o s p i t a l s  by Z a r e t s k y  in 1 977 w a s  c o n­

si s t e n t  w i t h  tht n a t i o n a l  c o n c l u s i o n  that a s i g n i f i c a n t  e x c e s s  b e d  

p r o b l e m  e x i s t s.  That s t u d y  c o n c l u d e d  chat " e c o n o m i c  i n c e n t i v e s  for an 

a p p r o p r i a t e  b a l a r c e b e t w e e n  use and c a p a c i t y  are absent in the h e a l t h  

i nd ustr y. Th i s  has led to a c u r r e n t  s i t u a t i o n ,  e s p e c i a l l y  in C a l i f o r n i a ,  

w he re  c a p a c i t y  is s u b s t a n t i a l l y  in e xce ss  and this exce ss is c o s t l y . "  3 ) 

Z a r e t s k y  e s t i m a t e d  that a r e d u c t i o n  in c a p a c i t y  of 22 p e r c e n t  w o u l d  

r e s u l t  in a 12 percen t s a v i n g s  in an nua l cost.

In a r ep o r t  publ ish ed by the C a l i f o r n i a  H e a l t h  F a c i l i t i e s  C o m m i s s i o n  

(CHFC), u s i n g  1978 data for O r a n g e  C oun ty,  e x c e s s  beds are e s t i m a t e d  at 

25.5 p e r c e n t  of l ic en s e d  b ed.. Tne. r e p o r t  goes on to sta te,  " C H F C  

r es e a r c h  i n d i c a t e s  that 10.5 p e r c e n t  to 21 p e r c e n t  of s t a t e w i d e  h o s p i t a l  

t ot al  o p e r a t i n g  costs a r e  r e l a t e d  to e x c e s s  c a p a c i t y . "  4)

T h e r e  are two basic ideas that u n d e r l i e  the c o n c l u s i o n  that e x c e s s  b e d s  

are c o stl y. Tlie first i de a  is that h o s p i t a l s  ha v e  very h i g h  fixed c o s t s .  

F i x e d  c o 3 1s are those c o st s  w h i c h  m u s t  be i n c u r r e d  at a n y  level o f  

a c t i v i t y . E c o n o m i c  e s t i m a t e s  of fixed c os t s  p u b l i s h e d  d u r i n g  the e a r l y  

1 9 7 0 ' s i n d i c a t e d  that f ixe d c osts e x c e e d  50 p er ce n t  of t o t a l  h o s p i t a l  

costs . 5) T h u s  if t here  are too m a n y  h o s p i t a l s  and too m a n y  b e d 3 , then 

r e t i r i n g  b e d s  will c a u s e  some level of fixed costs to be a v o i d e d .  In 

p ar t i c u l a r ,  " r et ir in g  e n t i r e  h o s p i t a l s  p r o d u c e s  s u b s t a n t i a l l y  m o r e  

sa vi n gs  than an e q u i v a l e n t  r e d u c t i o n  c l o s i n g  p o r t i o n s  of s e v e r a l  h o s ­

pi t a l s . "  1) Zaretsky, in c o m m e n t i n g  u p o n  his cost e s t i m a t e  for e m p t y  

beds, states "it is best to i n t e r p r e t  this $ 2 0 , 0 0 0  per emp ty b e d  e s t i m a t e  

as b a s ed  u p o n  the most cost e f f e c t i v e  w ay  of e l i m i n a t i n g  e m p t y  b e d s —  

r e t i ri n g  e n t i r e  i n s t i t u t i o n s - - r a t h e r  than a c r o s s - t h e - b o a r d  cu ts  in b e d s  

in a large num ber  of h o s p i t a l s . "  3 )

E VO LU TI ON  OF THE ISSUE
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T h e  s e c o n d  b a s i c  idea that u n d e r l i e s  that c o s t l y  e x c e s s  b e d  p r o b l e m  is 

f r e q u e n t l y  c a l l e d  the R o e m e r  e f f e c t,  a f t e r  the o r i g i n a l  r e s e a r c h e r .  In 

v c r k  p u b l i s h e d  in 1959. R o e m e r  and Shair. f o un d  that the u s e  r a c e  o f  

h o s p i t a l  s e rv i c e s ,  e x p r e s s e d  in p a t i e n t  d a y s  per t h o u s a n d  p o p u l a t i o n ,  

v a s  h i g h l y  c o r r e l a t e d  w i t h  the a v a i l a b i l i t y  o f  b eds , e x p r e s s e d  in b e d s  

p e r  t h o u s a nd  p o p u l a t i o n .  T h e y  c o n c l u d e d  that " h o s p i t a l  b e d s  that are 

b u i l t  ten d to be  u s e d . "  6) In o t h e r  w o r d s ,  d e m a n d  for h o s p i t a l  s e r v i c e s  

s e e m s  to e x p a n d  to m e e t  the s u p p l y  o f  b e d s  a v a i l a b l e .  R o e m e r  and S h a i n  

fu rt he r  i n f e r r e d  that "the u l t i m a t e  c o n t r o l  o v e r  m o n e y  s p e n t  for h o s ­

p i t a l i z a t i o n  . . .  is the v o l u m e  of b e d s  p r o v i d e d . "

P U 3 L I C  P O L I C Y

T h e  p a s s a g e  o f  the N a t i o n a l  H e a l t h  P l a n n i n g  and R e s o u r c e s  D e v e l o p m e n t  

A c t  in 1975 c r e a t e d  a s t r u c t u r e  of n a t i o n a l ,  state, and l oc a l  p l a n n i n g  

a g e n c i e s  for the p ur p o s e  of d e v e l o p i n g  and i m p l e m e n t i n g  h e a l t h  p l a n n i n g  

p o l ic y .  The law r e q u i r e d  s t at e s  to a d op t  c e r t i f i c a t e  o f  n e e d  p r o g r a m s  

for a p p r o v i n g  c a p i t a l  e x p e n d i t u r e s  b y  h o s p i t al .  E x c e s s  b e d s / c a p a c i t y  

h a s  b ee n  a c o n c e r n  o f  these a g e n c i e s  f r o m  the o u t s e t  o f  the p r o g r a m .  T h e  

s t at e d  p u r p o s e s  of  the local H e a l t h  S y s t e m s  A g e n c i e s  i n c l u d e  " r e s t r a i n­

ing  i n cr e a s e s  in the cost of p r o v i d i n g  h e a l t h  s e r v i c e  and p r e v e n t i n g  

u n n e c e s s a r y  d u p l i c a t i o n  of h e a l t h  r e s o u r c e s . "  7) T h i s  law w a s  a m e n d e d  

in 1979, and the e m p h a s i s  on e l i m i n a t i n g  e x c es s  b e d s / c a p a c i t y  w a s  

h e i g h t e n e d .  "The i d e n t i f i c a t i o n  and d i s c o n t i n u a n c e  o f  d u p l i c a t e  or 

u n n e e d e d  s e r v i ce s  and f a c t i l i t i e s "  S) b e c a m e  a n a t i o n a l  h e a l t h  p r i o r i t y .

In C a l i f o r n i a ,  c e r t i f i c a t e  on n e e d  l e g i s l a t i o n  w as  i n i t i a l l y  a d o p t e d  in 

1976. Tlie C a l i f o r n i a  law b a s i c a l l y  c o n f o r m s  to the r e q u i r e m e n t s  of the 

fe de ra l  law. T h e  O r a n g e  C o u n t y  H e a l t h  P l a n n i n g  C o u n c i l ,  w h i c h  is the 

l oc al  p l a n n i n g  agenc y, e s t a b l i s h e d  a go a l  in their 1979 H e a l t h  S y s t e m s  

P l a n  of " r e d u c t i o n  of excess c a p a c i t y  t h r o u g h  e l i m i n a t i o n  or r e d i s t r i b u­

t i o n  of h e a l t h  and m e d i c a l  care s e r v i c e s  a n d / o r  r e s o u r c e s . "  9)

W i t h i n  the legal and o r g a n i z a t i o n a l  s t r u c t u r e  c * e a t e d  by  P L  9 3 - 6 4 1 ,  the 

S e c r e t a r y  of H e a l t h  and H u m a n  S e r v i c e s  (HHS) is charged w i t h  d e v e l o p i n g  

g u i d e l i n e s  for use by state and local a g e n c i e s  in h e a l t h  p l a n n i n g .  In 

1978, the fi rst  set of  n a t i o n a l  g u i d e l i n e s  w e r e  p u b l i s h e d .  10) T h e s e  

g u i d e l i n e s  are d i r e c t e d ,  in part, at b e d  supply. A g e n e r a l  g u i d e l i n e  of 

f o u r  b e d s  per t h o u s a n d  p o p u l a t i o n  w a s  e s t a b l i s h e d .  T h i s  g u i d e l i n e  is 

b a s e d  u p o n  the I n s t i t u t e  of M e d i c i n e ' s  Rep or t and the I n t e r s t u d y  r e p o r t  

c i t e d  e a r l i er .  1)2) A c h i e v e m e n t  of thi s g u i d e l i n e  w o u l d  m e a n  a 10 p e r ­

c e n t  r e d u c t i o n  to the s u p pl y  o f  beds. 10)

T h e  N a t i o n a l  G u i d e l i n e s  also set s p e c i f i c  o c c u p a n c y  s t a n d a r d s  for h o s p i­

tals. T h e  o c c u p a n c y  s t a n d a r d  for g e n e r a l  a c u t e  h o s p i t a l s  is 80 p e r c e n t .  
T h i s  l evel is w e l l  a b o v e curr .it n a t i o n a l  a v e r a g e  o f  75 p e r c e n t .  10)

Tliis f e d e r a l l y  m a n d a t e d  s t r u c t u r e  of a g e n c i e s  and r e g u l a t i o n  is c u r r e n t­

ly b e i n g  c h a l l e n g e d  b y the R e a g a n  A d m i n i s t r a t i o n ,  as part of  the e m p h a s i s  

on cost c o n t r o l  in g o v e r n m e n t  an d d e - r e g u l a t i o n .
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C a l i f o r n i a  O f f i c e  o f  S t a t e w i d e  H e a l t h  P l a n n i n g  and D e v e l o p m e n t  g u i d e­

lines for o c c u p a n c y  and bed are m ore s o p h i s t i c a t e d  t h a n  the n a t i o n a l  

g u i d e l i n e s ,  in that they take the n u m b e r  of  p a t i e n t s  by t y p e  o f  m e d i c a l  

s e r v i c e  w i t h i n  a p l a n n i n g  a r e a  into a c c o u n t . O c c u p a n c y  s t a n d a r d s  are 

g e n e r a l l y  e s t a b l i s h e d  b e t w e e n  60 and 35 p e r c e n t  on a s e r v i c e - b y - s e r v i c e  

b a s i s ,  d e p e n d i n g  on the a v e r a g e  d a i l y  c en su s  for that s e r v i c e  in the 

h e a l t h  f a c i l i t i e s  p l a n n i n g  area.

I n  summary, pu b l i c p o l i c y  h a s  r e s p o n d e d  to the p e r c e i v e d  " c o s t l y  e x c e s s  

b e d "  p r o b l e m  b y  e s t a b l i s h i n g  goals to r e d u c e  b e d s .  T h e s e  g o a l s  h a v e  b e e n  

i m p l e m e n t e d  t hr o u g h  the v a r i o u s  lev els  of h e a l t h  p l a n n i n g  a g e n c i e s  and 

the c e r t i f i c a t e  of n e e d  pro c e ss . It h a s  b e e n  w i d e l y  b e l i e v e d  that the 

i m p a c t  of p l a c i n g  c a p a c i t y  limits on h o s p i t a l s  w i l l  be to s u b s t a n t i a l l y  

r e d u c e  or c o n t a i n  the co sts  of  h e a l t h  ca re  to c o n s u m e r s ,  i n s u r a n c e  

c o m p a n i e s ,  and g o v e r n m e n t  p r o g r a m s .
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O B JE CT IV ES

T h e  objectives of the study were:

o To estimate the number of excess beds in O r a n g e  C o u n t y

o To estimate the costs that are ass ociated w i t h  o p e r a t i o n  and

m a in t en an ce  of all beds

o To estimate the cost of excess beds

o To discuss altern at iv e courses of action for r e g u l a t o r s  and p ro­

viders, in response to the "excess bed probl em ."

SCOPE

18 of the 39 general acute hospitals in O range Co unty chose to p a r t i c i­

pate in this study. Since the ho spitals self-se le ct ed  w h e t h e r  or not to 

participate, no assertion can be made that the study group is a random 

sample of  Orange Co unty hospitals. Accordingly, the q u a n t i t a t i v e

findings of the study are limited to the 18 h os pi ta ls w h i c h  d i d  p a r t i c i­

pate.

T he study included the co ll ec ti on  ar.d analysis of a c tu a l d a i l y  census and 

annual financial data for the three years 1977-1979. F i s c a l  y ear data 

for hospital fiscal years e nd in g during this 26-month period w a s  used and 

not adjusted to a common year-end. This p r oc edu re  w a s  used b ec a u s e  we 

believed that such an adjustment would introduce more error than it would 

eliminate.

Th e focus of the study was to use actual data in place of a ss u mp t io ns  

wh er e ve r possible. This emphasis on actual data was m ad e in an effort to 

arrive at realistic results, and ir. an effort to avoid the c o n t r o v e r s y  

that has attended the assumptions of prior studies.

T..i . of actual data had several consequences:

o Excess beds were computed based upon the a ctual u t i l i z a t i o n  of a 

particular h ospital in a given study year. E x c e s s  beds are 

c om monly used as an estimate of excess capacity, a c on ve n ti o n 

which was followed in this study as well. A lt ho ug h not a perfect 

estimate by any means, excess beds can at least b e  m ea su re d 

unlike excess capacity.

o The actual da ta  reflects the actual use of the study group h o s­

pital, not what "should have" happened. Hence, the Roemer 

effect is not e x pl ic it ly  considered in the d at a analy si s,  and it 

is assumed that the actual usage of the ho spitals was a p p r o p r i­

ate. A l th o ug h the Roemer effect was not co ns idered in the data

III. STUDY METHOD
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analysis, Orange County use rate data does tend to support the 

a ss u mp t io n that the actual usage was not inappropriate, and the 

Ro em er  effect can be ignored in developing estimates of p o t e n­

tial savings from bed reductions.

o Mo op p or tu n it y  cost analysis w a s  performed. To the extent that 

p h a n t o m  beds are being used for productive functions and these 

functions would require space if the space originally de signed 

for beds was not constructed, there is an op po rt un it y cost 

a sso ci at ed  with " p h an to m  bed" space. Tne study assumes that 

p h a n t o m  bed space is be in g pr od uc t iv el y  utilized, and that the 

ac tual costs reflect the economic value of that space. No 

analysis was made of the costs that would have been incurred to 

pro vi de  space for those functions (e.g., leasing outside space) 

ha d the bed space not been constructed in the first place.

o No fixed cost/v ar ia bl e cost assumptions were made. Rather, the 

mo n ey  actually paid by cons um er s and third-party payers was 

a na ly ze d and segregated into oper at in g costs and capacity 

c o s t s — the costs of mai nta in in g,  replacing, expanding, and 

p aying off the debt on e xis ti ng  facilities. Capacity costs 

b e co m e the basis for e st im at in g potential savings from reducing 

bed s or capacity, rather than an a ss umption that an assumed 

level of fixed costs would be avoided through capacity 

reduc t i o n .

AP PR OA CH

The approach taken to estimate the nu mber of excess beds consisted of a 

stati st ica l analysis of daily census data for each study group hospital. 

The number of beds needed for patients who ac tu all y used the hospital was 

compared to the number of beds that were available for use. This 

analysis results in an estimate of the number of excess beds in thr. 

hospital. These estimates were agg re ga te d to estimate the total number 

of excess beds in the study group.

The approach taken to e s ti ma ti ng  the cost of the excess beds was tc. 

analyze the financial statements of the study hospitals for each year in 

the study period. Payments from patients and third-parties were identi­

fied as e ither related to d ay -to-day o p er atio ns  of the hospital, or to 

ca pa c it y costs. Ca pacity costs were then d ivided between "needed" beds 

and "ex ce ss  beds" in order to estimate the cost of an excess bed. These 

excess bed costs were then aggregated to estimate the total cost of 

excess beds in the study group.

As part of the devel op me nt  of the approach, a review of the literature 

was performed in order to detemine the strengths and weaknesses of the 

v a ri ou s m et ho ds  that have been used. In the sections which follow, the 
results of this review will be di sc u ss ed  as 3 preface to a discussion of 

the specific methods and findings of this study.
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D u ri n g che 1977-1979 scudy period, there were 44 h o s p i t a l s  in Orange 

County. Of these 44 hospitals, 39 are acute g eneral h o s p i t a l s  and 5 are 

psychi at ri c or r eh ab il it at io n hospitals. The 5 specialty h o s p i t a l s  were 

ex cluded from the study because they have s u b s t a n ti a ll y  different 

o pe r at i ng  char ac te ri st ics  than the acute general ho sp ita ls .

Of the 39 general acute hospitals, 18 agreed to partic ip at e in the study 

for all three years. At least one hospital from each of the 7 geo gr ap hi c 

h e a l t h  facilities planning areas was included in the study group. The 

g r o u p  included both propri et ary  and non-profit h os p it al s . The study 

gr ou p h o sp it al s ranged in size from 56 beds to 493 beds, wi t h che average 

b e i n g  213 beds. The non-parti ci pa ti ng  h ospitals ranged in size from 24 

beds to 268 beds, with an average size of 160 beds.

T a b l e  1 presents a statistical comparison of the p a r t i c i p a t i n g  and n o n­

par t i c i pa t in g hospitals. Table 1 shows that the overall o c c u p a n c y  in 

O r a n g e  County during the study period was low, although it im pr ov e d from 

1977 Co 1979. Low occupancy is a preliminary indication that an excess 

bed c o nd it io n probably does exist.

The o c cu pa nc y for the study group is higher than the o c c u p a n c y  for the 

n on - pa r tc ip a ti n g hospitals. The lower occu pa nc y for the n o n - p a r t i c i­

pating h o sp it al s probably reflects che s elf -s el ec ti on pr ocess. T hat is, 

hospitals with low occupancy and excess beds would be less w i l l i n g  to 

parti ci pat e in a study of this type. Because of this s e l f -s el e ct i on ,  the 

s tu dy  group is not random sample of the h os pi ta ls  in the County, and 

the q u an ti ta ti ve  findings are limited to the group studied. H ow ev er , the 

study gro up  does contain more than half of che patient days, revenues, 

and costs for the County. Hence findings for this group acc ou nt  for the 

m a j or i ty  of h os pital care and h os pital costs in Orange County.

IV. THE STUDY GROUP
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TABLE 1

St at is t ic a l C om p ari so n of Study Group 

to N o n - P ar t ic i pa ti n g Ho sp i ta l s (A)

1977

Number of Hospi ta ls  

Licensed Beds 

Average Occ u pa nc y  (B)

Non-

Study P a r t i c i p a t i n g

Group H o s p it a ls

13 21

3,838 3,341

57.462 50.442

1978

Number of H o sp it als  

Licensed Beds 

Average O ccu pa nc y (B)

18 

3,838 

58 .79 %

21 

3,363 

5 0 . 1 97.

1979

Number of H ospitals 

Licensed Beds 

Ave ra ge  O ccupancy

18

3,838

60.32"

20(C)

3,266

52.942

(A) Source: C al if or ni a Health Facilities Dis cl os ure  Reports

(B) A v er a ge  of individual hospital occupancies,

where o ccupancy = (patient days t 365)

Licensed beds

(C) One h osp it al  was closed in 1979

- 1 8 -

Tota 1

39

7,179

53 .682

39

7,201

5 4. 10 2

38(C)

7,104

56.442



V. C OMP UT AT IO N IF EXCESS BEDS

A lth ou gh  excess beds are alleged to be a major p r ob l em  w it h  the Unit ed  

States health care system, "the precise meani ng  of 'excess' as applied to 

hospit al  beds, has always been characterized by c o n s i d e r a b l e  a m b i g u­

ity." 11) Excess beds have been defined to be beds which are never used; 

beds which are seldom used (excess reserve capacity); and beds w hi c h are 

misused (overutilized).

DEFINITION OF EXCESS BEDS

The most common definition of excess beds is based up on  an oc cu p an c y 

standard. The 1976 InterStudy recommendations were b as ed  on an 85 p e r­

cent o ccupancy standard. 1) The 197E Health P l a n ni n g G u i d e l i n e s  set a 

standard of 80 percent for general acute hospitals. 10) U si ng  this 

guideline, excess beds would be computed as:

o Needed beds = average da il y census (ADC)

802

o Excess beds = Licensed beds - needed beds

This type of approach, using an 85 percent occupancy stan'ard, was used 

by the Orange County Health Pl an ni ng Council in its 1980 I nventory of 

H ealth Services and Facilities to compute estimated e xce ss  beds in 1985. 

Calculations derived from data in the Inventory show: 12)

Percent

Aver ag e of

Da il y Required Licensed Excess Licensed 

Census Beds Bed s Beds Bed s

1978 3,748 4,409 6,629 2,220 33.5%

1985 4,598 5,430 6,629 1,199 18.0%

It is statistics like these that give rise to tlie a ll eg at i on s of s u b s t a n­

tial excess beds.

V A RI A BI L IT Y OF HOSPITAL CENSUS

Occupancy standards have played a critical role in the r e g u la t io n of  

he alth providers. There has b e e n  considerable co nt ro v er s y r e g a r d i n g  

what is an appropriate standard. Walter McClure, the author of the 1976 

InterStudy report, describes 85 percent as "an average rate wh i ch  i3 

both efficient and achievable in practice." 1) Ma cStravic, in a recent 

article for CHA Insight, comments that "the old Hi l l- B ur to n s ta ndard o f  

85 percent still echos in the h a l l s  of planning and r eg ulatory agencies, 

m ak in g up in familiarity what it lacks in sense." 13)



H o sp it al s cannot sustain 100 percent occupancy. Tney need to m aintain a 

reserve c ap acity to accomodate fluctuations in the daily census, and to 

a cc omodate the different needs of  differ en t patients. This reserve 

capacity, added to the average daily census, co nstitutes the number of 

beds that are truly needed. Seme of the o f t e n -c i te d  14) reasons for 

m ai n t a i n i n g  a reserve capacity include:

o R a n d o m  nature 'f adm is si ons  —  certain types of ad missions are not

predictable. For example, obstetrics, perinatal, and intensive 

care admissions. C a pa ci t y must be main ta in ed  to a cc omo da te the

random nature of these admissions.

o Ce rt ai n types of pa tients require d is ti n ct  patient facilities.

For example, a patient r e qu ir in g intensive coronary care cannot 

be accomodated in a n o r m a l  m ed i c a l / s u r g i c a l  bed. A h o s p i t a l  may 

h ave empty beds, but be "full" in a p a rt icu la r m ed i c a l  service. 

T he  more different units there are, the more reserve ca pa ci ty  is 

required, since a reserve for each unit must be m ai nt ai ne d.

o W it hi n a particular unit, c ertain patients are incompatible.

For example, smokers and non-smokers, males and females, and 

patients with  contagious diseases cannot be placed in the same 

room. If a h o s p it al  has all priv at e (one-bed) rooms, then these 

constraints add little or nothing to r eq uired rese rv e capacity. 

For a hospital w ith three-bed wards, these co ns tr a in t s can 

d ra ma ti ca ll y reduce the effective c a p a c i t y  of the h os pi t al .

o For units w he re  admissions can be scheduled, there is frequently

a drop in census over the weekend, b ec aus e n e it h er  physicians

nor p tients wish to be in the h ospital on a w ee kend.

A number of authors have d e mo nst ra te d that control over these factors can 

substa nt ia ll y reduce required reserve capacity. For example, Hancock, 

et al state that m e d i c a l / s u r g i c a l  occupancies in excess of 90 percent 

are achievable through a dm issions scheduling. .15)16) G i a n f r a n c e s c o  

documents that a reduction in reserve c ap acity is po ssible if s p e c i a l i­

zation (distinct patient facilities) is eliminated. 17) " T n o mp s on  and 

Fetter examined the implication of (patient i nc om p at i bi li t y)  r e s t r i c­

tions for the attainable o c c u pa n cy  of a m ed i ca l /s u r g i c a l  service. T he y  

concluded that if there is the potential to transfer pa tients from one 

r o o m  to another, patient incom pa tib il it ie s have a negl ig ib le effect on 

attainable occupancy." 18)

This idea that census fluctuations can be c on t ro ll ed  and occu pa nc y 

standards raised is a tt rac ti ve  to regulators. For example, the 

Ca li fo r ni a  Statewide Method for Es ti m at in g  Bed R e q u i r e m e n t s , in c o m m e n t­

ing upon o ccupancy patterns, states: "The census is g en e r a l l y  lower on

we ek en ds  than during weekdays. This pattern is one largely d e t e r mi ne d  by 

preference. Both physicians and patients often prefe r that a dm i s s i o n  be 

deferred until a wee kd ay  and that discharge be arranged b efore the w e e k­

end. This practice may be endorsed by h os pi ta l m a n a g e m e n t  w h e n  it is
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d if fi cu lt  to arrange weekend staffing at the same levels used d ur i ng  the

week. S ta te wi de policy does not provide for pl an ni ng  for e xcess c ap ac i ty

to a c c o mo d at e such available v ar iat io ns in census, and thus no p r o v i­

sions have been  e xp licitly m ade for it" 19)

It should be pointed out that much of the work wh ic h co nc l ud e s that

h i g h e r  occup an cy  standards are achievable through contr ol  o v e r  census 

v a r i ab i li ty  consists of simula ti on s of what would h a p p e n  if such c o n­

trols were possible, not analysis of actual data. 15)16)18)

In the real world of  ho sp it al  a dmi nistration, admis si on  s c h e d u l i n g  m a y  

not be po ss ib le  because of m e d i c a l  staff resistance. Special care units 

and other d is ti nct  patient care facilities exist and are m a i n t a i n e d  in 

o r d e r  to care for patients in the most a ppropriate way. P a ti e nt  i n c o m­

pat ib il it ie s do prevent beds from b ei ng  filled, b e ca us e b o t h  pa ti e nt s 

and physicians resist room transfers for the c o n v e n i e n c e  of the 

hospi ta l. N o t w i t h s ta n di n g Statewide policy, there is a drop in c e ns us  

over the weeken ds  to ac co mo dat e patient and p hysician pr ef er en c es . As 

M ac S tr a vi c points out, "wh ether such controls (of census v a r i a b i l i t y )  

can be implemented in every h os pi ta l is open to qu es ti o n. "  20)

USE OF S TAT IS TI CA L DISTRIB UT IO NS TO M O D E L  CENSUS VA R IA B IL IT Y

A lth o ug h the impact of all of the above factors on an i n di vidu al  patient 

is not n ec es s ar i ly  random, the combined impact of these factors on a 

po pu la ti on of patients is random. As a result, the d i s t r i b u t i o n  of 

a v er ag e daily census data will g en er all y look like a norm al  d i s t r i b u­

t i o n —  the well known "bell shaped curve." This fact has proved i m p or t an t  

to h eal th  planners, because it is possible to relate a given o c c u p a n c y  

standard to a turnaway p r o b a b i l i t y — the probability that a p a tien t will 

arriv e and be turned away bec au se  there is no bed available. The k ey  

factor which relates a given o c cu pa nc y standard to a tu rn aw ay  p r o b a­

bil i ty  is the v ar i ab il it y of the average daily census, as m ea su re d 

through the standard deviation. The grea te r the v ar iab i li ty  (stand ar d 

deviation), the higher the t u m a w a y  pro ba bi li ty  at a given level of 

occupancy. As an illustration, Figure 1 shows two h y p o t h e t i c a l  d i s t r i­

butions of average daily census. At the same level of occupancy, they 

have d r ama ti ca ll y different turnaway probabilities.

Case A has an average census of 100, and a standard devi at io n of 10. At 

an occu pa nc y standard of 83 percent, 120 beds are "needed." At this 

level of beds, the t u m a w a y  pr ob ab i li ty  is about 2 percent. In other 

words, patients will be turned away about seven days out of the year.

Case B has co ns iderably more v ar i ab il i ty  as indicated by a standard 

d ev ia ti on  of 20. The b el l  shaped curve is flatter. T he re  is less 

cl us te r in g  in the middl e and more incidence of extreme values. At the 

same 83 percent occupancy standard, the turnaway pro ba bi li t y rises to 

ab ou t 16 percent, or 58 days out of the year.



Figure 1:
• Two Hypothetical D istributions of Average Daily Census

A v e r a g e  Dai ly Census

A v e r a g e  Da i ly  Census

I



THE POISSON MODEL

A  frequently used model for h os pi tal  census is a s p e c i a l  case  of the 

normal distribution, called the Poisson d is t r i b u t i o n .  In the Pois so n 

distribution, the standard de viation of the d i s t r i b u t i o n  is equal to the 

square root of the average daily census (mean). C ase A is an example of 

a poisson distribution, since the standard d e v i at i on  is 10, wh i ch  is 

equal to the square root of the average daily c e ns us L  /100 ). This 

st at is ti ca l mod el  is p ar ti cularly convenient, since all it req ui r es  is a 

single value (average daily census) to estimate bo th  the m e a n  and the 

v a r i a bi l it y of the distribution.

OF FICE OF STATEWIDE H EA LT H PL ANNING STANDARDS

A l th o ug h the Poisson model is widely used, a number of s tu die s have shown 

chat it is not an accurate r ef lection of che d i s t r i b u t i o n  of h o s p i t a l  use 

(see for example, MacStravic 20)). The C al if or ni a O ff ic e o f  S ta te wid e 

Health Pl anning and Development (OSHPD) has d ev e lo p ed  s t a n da r ds  for 

needed beds based upon a statistical model which results in need ed  beds 

es timates higher chan the values which would result from the P o i s s o n  

di stribution. Tlie OS HP D standards are intended for a p pl i c a t i o n  to a 

health facilities planning area, and not an in di vi dua l h o sp it al .

EMPIR IC AL ANALYSIS OF AC TUAL DISTRIBUTION OF A X

Daily census values were collected for three years from the 18 study 

hospitals. In total, fifty-four years of data (3 x 18) w e r e  collected. 

For each year, the average daily census, the standard de vi ation, and 

frequency di st ri b ut i on  were computed.

The actual frequency distributions were compared to a n orm al d i s t r i b u­

tion specified with the empirical mean and standard deviation. The 

Koltnogorov-Smirnov one sample test was used to assess whet her  or noc tne 

actual di st ri bu tio ns  conformed to a normal d i st rib ut io n.  21) For all 

hospitals and years except one, the actual d i s t r i b u t i o n  was not s i g n i f i­

cantly different from the normal d i s t r i b ut i on  at the .01 si gni fi ca n ce  

level. We conclude that the dis tr ib ut io n of average daily census values 

is a normal distribution.

Having established that the population is normal, u.* compar ed  it to a 

Poisson normal distribution. We compared the actual v a r i a b i l i t y  

(standard deviation) to the variab il ity  that would be as so ci at ed  w i t h  a 

Poisson normal d is tr ib ut i on  (i.e., standard d e v ia ti o n equal to /ADC ). 

Figure 2 portrays the results for 1979. As shown in the figvite, the 

observed va riability (standard deviation) was alway s g re ate r than the 

Poisson estimate. Similar results were obtained for 1977 and 1978. We 

conclude that a Poisson normal dis tri bu ti on  does not fit the actual data, 

and would consistently underestimate the beds re qu ir ed  to acc o mo da t e the 

peak periods a ct ually observed in the data.
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E STI MA TE  Or NEEDED BEDS

We assumed chat a turnaway pr ob ab i li t y of 5 percent (IS days  a year) was 

a p pr o pr ia te  for an indi vi du al  hospital. Using this prob ab il ity , needed 

beds were computed for each h o s pi t al  for each year using the f ol lo wi ng 

formula:

Needed beds = ADC + 1.645 x standard deviation.

The 1.645 factor is an estimate of reserve c ap ac it y  r e q u i r e d  so that 

p ati e nt s are turned away one time out of twenty (5 percent). T a b l e  2 

su mm ar iz es the results for the study group.

Note that the occup an cy  standard implicit in the s election of a 5 percent 

t urn aw ay  proba bi li ty  ranges from 82 percent to 83.3 p e r c e n t  as ADC 

increases. This result is consistent with M a cS t ra vi c 's  f in dings for 

cl us te rs  of h os pit al s 20) and slightly highe r than the sta ndard c o m p u t e d  

from O SH P D guidelines 19).

E STI MA TE  OF EXCESS BEDS

The coimion comput at io n for excess beds is: licensed beds - n e e d e d  beds =

excess beds. This c o mp u ta ti on  ignores the fact that not all the beds on 

the license ma y in fact phy si ca ll y exist. It is not uncommon, p a r t i c u­

larly in older hospitals which have renovated their plant, to have  space 

that was originally used for n u rsi ng  units b ei ng  curr en tl y used for some 

other purpose. Another situa ti on  is where a small m u l t i -b ed  r o o m  is

being used as a semi- rivate or private room. H o s p it a ls  ma ke  these 

ad ju st me nts  in respons. to the demands and needs cf patients, p h y s i­

cians, and employees. We will call beds on the license that do not 

p hy s ic al ly  exist "phan to m"  beds. P h a n t o m  beds are co mm o nl y i ncluded in 

the count of excess beds. If the hos pi ta l' s license were changed, then 

these beds wo uld  noc be counted. It is difficult to imagine what cost 

savings would accrue to the co mm u ni t y solely as a result of a c h an ge  in

licensed beds. For this reason, we attempted to determine the nur.oer of

p ha nt om  beds, so that they could be eli minated from the count of excess 

bed s .

M ana gement from each hospital in the study group was asked two q ue s ti o ns

o How ma n y beds could you put into service within t w e n t y - f o u r  

hours without e li m in at i ng  space currently being used for o t h e r  

productive purposes? (Assume t- i pf i c ient staff would be a v a i l­

able.)

o If the three h o sp ita ls  closest to you closed over the weekend, 

how m a n y  patients could you cake on Monday? (Assume s u f f ic i en t 

staff would be available.)
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TABLE 2

Estimate of N eed ed  Beds for Study Gr oup  

Turnavay Pr o ba b il it y  = .05

Imp licit 

N e e d e d  O c c u p a n c y

Year ADC Beds S ta nd a rd

1977 2,211 2,694 82.0%

1978 2,302 2,787 8 2. 6 %

1979 2,401 2,883 83.2%
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The point of these two questions was to deter mi ne  the n um b er  of available 

b eds at the hospital. The difference between this number and the number 

of licensed beds is considered to be phant om  beds.

The avai la bl e bed results obtained in this manne r were b a s i c a l l y  c on si s­

tent with available beds reported on the C a li for ni a H eal th  F ac ilities 

dis cl os ur e report.

T a b l e  3 presents a summary of findings for the three years 1977-1979. 

T a b l e  4 presents a c om parison to the c o n v e n ti o na l c om pu ta ti on . Note 

that the average daily census is growing at a p pr o x i m a t e l y  4.3 percent 

per year. At that rate of compound growth, a s s um i ng  an 83 percent 

oc cu p an cy  standard, then needed beds would appro xi ma te a v a il a bl e  beds in 

1985. Note also that the reserve beds comp one nt  remains r el a ti ve l y 

constant over the three years.

T rue excess beds are going down as .ADC increases. The average level over 

the three years was 18 percent. This amount is far lower than the 

29 percent that would be developed with the c on v e n t i o n a l  computation. 

2 percent of the d if ference is accounted for in the use of an 82-83 p er­

cent occupancy standard, versus 85 percent. However, the ma jo ri ty  of 

the difference is the 9 percent of the licensed beds wh i ch  are phantom 

bed s .

CO NC LU S IO N

Analys is  of actual average daily census data in the study group confirms 

that average daily census di stributions are normal. O bs er ve d v a r i a­

bil i t y  in the data exceeded the v ar ia bi li ty predicted from a P oi ss on - 

normal model. Use of Poisson models to estimate bed need will un de rstate 

Che true beds needed to accomodate the fluctuations in daily c e n s u s .

C o n v e n t io n al  co mp utations of excess beds first compute needed beos as 

average daily census divided by an occupancy standard, and then subtract 

this amount from licensed beds. 85 percent is the current generally used 

s t a n d a r d .

N ee de d bed s for che study group were d et e rm in ed  using a 5 percent curna- 

way cr iteria for individual hospitals. The resul ti ng  o cc u pa n cy  standard 

w a s  S2-83 percent. This result is c on sistent with the findings of 

M a c S t m v i c  20) and OS H PD  guidelines 19).

In c o m p u t i n g  excess beds, beds not p h ys ical ly  available were subtracted 

from licensed beds. Tlie resulting available beds were compared to needed 

beds. Th e average level of excess beds was det er min ed  to be 18 percent 

of licensed beds. This amount is s ig ni f ic a nt l y smaller than the 

29 percent figure arrived at through the c on v en ti o na l  computation.

We conclude that there are a substantial number of excess beds in the 

study group, but the true level of excess beds is s i gn ifi ca nt ly  below tlie 

result obtained through the conventional computation.



TABLE 3

C om ponents of Bed Complement 

1977-197?

1977 1978    19J79________

Amount P e rcent Amount Percent A mo un t P e r ce nt

A ve ra ge  daily

census 2,211 58% 2,302 60% 2,401 63%

Reserve beds 483 12 485 13 482 l3

Needed beds 2,694 70 2, 787 73 2,883 75

Excess beds 816 21 683 18 635 17

Avail ab le  beds 3,510 91 3,470 90 3,518 92

P h an to m beds 328 9 368 10 320 8

Licensed beds 3,838 100% 3.838 100% 3,838 100%
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TABLE 4

Comparison of Study Results to Co nv en t io n al  C o m p u t a t i o n

Study ResuIts

C o n v e n t i o n a 1 

C o m p u t a t i o n

1977 -1979 at C5%
Ave ra ge O c c u p a n c y

Amount Percent A m o u n  t P er ce nt

A v e r a g e  daily census 2,305 60% 2,305 60%

Reserve beds 483 13 407 11

Needed beds 2,788 73 2, 71 2 71

Excess beds 711 18 1,126 29

Avail ab le  beds 3,499 91 3,838 100

P h a n t o m  beds 339 9 0 0

Licensed beds 3,838 100% 3,838 o o J-
5
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THE ROEMER EFFECT

T he  Roemer effect in essence states that p atient days expand to fill the 

beds available. Hence in an area wi th  a s ub s ta nt ia l n u m b e r  of excess 

beds, it wo ul d be expected that the r el ative use of h o s p i t a l  facilities 

would be h i g h e r  than in areas wit ho ut excess beds. One of the a ss um p 

tions f req uently used to project savings from r e d uc i ng  the bed supply is 

that r e d uc i ng  beds wi l l curtail unneeded h o s p i t a l i s a t i o n  that is a s su me d 

to take place in an overbedded area.

It is cl ea r from our study that the study group and O r a n g e  Count y in 

general does have a substantial number of excess beds. If the R o e m e r  

effect is va]id, then we would expect to see r el a tiv el y h i g h e r  u t i l i s a­

tion in O r an g e County relative to other areas in Ca li fo rn i a and in the 

c o u n t r y .

It was not p ossible to develop use rates for the study group h o s pi t al s 

because the p op ulation served by these hospi ta ls  is the same p o p u l a t i o n  

served by n o n - p ar t ic i pa ti ng  hospitals. However, a r e v i e w  of data 

published by the C al ifornia H os pit al  As so ci a ti o n disc lo se d the following 

use rates (patient days per thousand population) for 1976: 22)

Orange C ou nt y is lower than the Ca lif or ni a average, and w e l l  below the 

n ational average. While not conclusive, these s ta tistics do not support 

the idea that there was substantial o v e r u t i l i z a t i o n  of h o s p it a l f a c i l i­

ties at a time where there were excess beds. It is not cl ear  that the 

Roemer effect is valid, at least for Orange County.

Or ange County 

Ca li f or ni a  

United States

815.9

866.5

1,204.3



VI. COST ESTIMATES 

COM P U TA T IO N  OF COST OF EXCESS CA PA CI TY

Economic estimates of Che cost of excess c a pa c it y  g e n e r a l l y  p r oc e ed  

a c cor di ng  co Che following method:

o Excess beds
— ---:— :— j—  = PercenC excess capacity
Total oeds r 1

o Percent excess capacity x fixed cost percent = p e rc en t s av in gs  

from c ap ac it y reduction.

Computations o f  this type have resulted in savings e s t i m a t e s  r a n g i n g  

from 12 percent t.o 16 percent of annual h osp i ta l e xp e n d i t u r e s .

EC ON OM IC  ESTIMATES

Central to the b eli ef  that excess beds are c os t ly  is the idea that 

hospitals have high fixed costs— costs which must be sustained at a ny  

level of activity. Estimates of the savings that would r e s u l t  from the 

reduction of ca pac i ty  generally assume that entire h os pit al s are closed, 

and all of the fixed cost associated with o p e r a t i n g  che h o s p i t a l  is 

avo i d e d .

The economic studies in the middle 1970's assumed that fixed cos ts  r e p r e­

sented over h a l f  of a hospital's total costs. The I nt er S tu dy  re port u s e s  

50 percent as the estimate of fixed costs. 1) Z a r et s ky  uses 60 p ercent 

in his 1977 study. 3)

These economic estimates of hig h fixed costs are based on e c o n o m e t r i c  

studies of the raargiaal c os t/ average cost (MC/AC) ratio. Thi s ra ti o 

represents an estimate of the p ro p or t io n  of a ve ra ge  cost that would be 

incurred to take care of an ad di tio na l case or p a ti e nt  day. It is 

coiimonly interpreted as the proportion of ccsts w h i c h  are v ar i ab l e.  

Hence 1 - (MC/AC) is taken to be Che p r opo rt io n of costs w hi ch  are fixed

Early values o f  the MC/AC ratio were developed by Lave and Lave  in 1972. 

Their con cl us io n was that "marginal cost is b e t w e e n  AO and 65 p e rc e nt  o f  

average cost." 5) Hence, if va riable cost is 40 percent, fixed cost is 

60 percent. This a ss umption was used by the F e de ra l g o v e r nm e nt  in d e v e l­

oping the Phase IV Ec on om ic  Controls P r o g r a m  for h o s p i t a l s  and was also 

used in all the early estimates of excess ca pa ci ty  costs.

A n u mb er  of other economic authors have studied this issue w i t h  w i d e l y  

var yi ng  results. Lipscomb, et al surveyed this w or k  in 1978. 23) T h e r e  

was co ns id e ra b le  v ar i ab il i ty  in the estimates arrived at. The M C / A C  

ratio was estimated to range from 21 percent to 105 p erc e nt . This w i d e  

range makes the selection of an appro pr ia te  v ar iab le  and fixed cost r a t i o  

for purposes of e st imating savings from excess bed r ed uc ti o ns  a h i g h l y  

j udg mental process. In a recent article by Sc hwartz n o  .Joskow, 11) the
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a u th or s re view the Lipscomb s urv ey  and conclude that SO per ce nt  is a 

"best guess" of the m ar ginal c o s t / a v er a ge  cost ratio. Th e y point t 

that the am ount could easily range from 60 percent to 90 percent. Using 

the related fixed cost p r op or ti on  of 20 percent and a 7 perc nt c ap ac i ty  

reduction, these authors c on cl u de  that the p o t e n t i a l  savings are 

sl ig ht ly  in excess of 1 percent of total h o s p i t a l  e x p e n d i t u r e s — a sig­

nif i c a n t l y  lower result than p re v i o u s l y  estimated.

A l t ho u gh  (1-MC/AC) is conraonly used to estimate che p r o p o r t i o n  o f  costs 

w h i c h  are fixed, and the savings that would result f rom a c a p a c i t y  

reduction, there is a theoretical problem inherent in the use of  this 

ratio. This pro bl em  has to do wit h the relevant range for m a k i n g  e s t i­

mat es . Lipscomb, et al point out that "the (MC/AC) r a ti o s . . . are most 

r e l i a b l e  (in a p r ed ic ti ve  sense) for output levels in the n e i g h b o rh o od  of 

the mean o utput levels, with w h ic h  they were d er i v e d . "  23) However, all 

aut ho rs  acknow le dge  that the mos t significant savings w o u l d  result from 

c l o s i n g  entire h os pitals. 1)3) Although (1-MC/AC) m a y  es timate the 

fixed cost p r op or ti on  for a h os pi ta l at its average l ev e l of output, 

there is no assurance of the accuracy of this p o r p o r t i o n  if a hospital 

were to be closed down and have its output reduced to zero.

In summary, the e co no mi c estimates of the savings that w o u l d  r esu lt  from 

the r e du ct io n of c a p ac it y  vary from a savings of 16 p e r c e n t  of e x p e n d i­

tures associated w i t h  a 20 percent reduction in beds 1) to a sav in gs  of 

1 per ce nt  of e x pe nd it ur es  as so ciated with a 7 p e r c e n t  re du c ti on  in 

beds. 11) This va r ia bi l it y  is a direct result of the a s su mp ti ons  

em pl oy ed  for the MC /A C ratio and the co mp le me nt a ry  fixed cost ratio. In 

addition, there is some theoretical question as to the a p p l i c a b i l i t y  of 

M C / A C  ratios derived at mean levels of output to a s i t u a t i o n  where entire 

ho sp i ta ls  wo u ld  go from mean n.-tput levels to zero o u t p u t  levels.

H OS PI T AL  INDUSTRY ESTIMATES

The c on t en t io n that h ospitals have v e r y  hi g h fixed costs has been 

r e pe ate dl y denied by r ep resentatives of the h os pi t al  industry. In a 

report published in the Investor Owned Ho sp it al  Review in 1975, a.i e s t i­

mate of  10 percent was put forward. 24) A financial e xe cu tiv e for a 

ma jo r p ro p ri e ta ry  h o sp i ta l chain was quoted in 1978 as saving, "The fixed 

costs of an emp ty  bed in his corpor at io n' s h os pi ta ls  are o n . y  8.5 percent 

of Che costs of a full bed." 25) The estimates p r o v i d e d  by industry 

r ep r es e nt at i ve s  are typically ba s ed  upon the way a h o s p i t a l  cla ss if ie s 

its costs.

Salaries, e mployee benefits, profe ssi on al  fees, supplies, and purc has ed  

servic es  are typically c la ssified as variable. Only interest and d e p r e­

ciat io n are viewed as "c apacity" costs, in that they r el at e d i r e c t l y  to 

the or iginal a c q u i s i t i o n  of the assets. Acc o rd in g  to the C a l i fo r ni a 

H e a l t h  Fac ili ti es  Commission, these costs acco unt ed  for a p pr o x i m a t e l y  

5 percent of total h o s p i t a l  costs in Orange County d u r i n g  '978. 4)
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C r it ic s of this approach point out that d e p r e c i at io n  is b a s e d  upon he 

h i s t o r i c a l  cost, and understates the true cost o f  c a p a c i t y  in a r e p l a c e­

men t  sense. Th e y also point out that none of these are fixed costs in 

salaries, supplies, and purchased services (e.g., u t i l i t i e s )  that are 

n o t  included in the cost estimate.

P OLICY A L TE RN AT IV ES

In  the 1976 InterStudy report, Walter M c Cl u re  po ints out that "the 

savings produced by reduci ' excess ho spital c a p a ci ty  could be s u b s t a n­

tial, b ut depend crucia.iy on h ow it is done.." 1) F o u r  major 

a l te r na t iv es  have be en  identified: 1)3)11)

o A c ro s s- th e- bo ar d bed reductions;

o Retiring services in individual hospitals;

o C lo si ng  entire institutions; and

o A  m o r a t o ri u m on new co ns tr u ct i on  (through a eight c e r t i f i c a t e  of 

need program).

V i r t u a l l y  all authors agree that a c ro s s- th e- bo ar d bed re du c ti on s  and 

r e t i re m en t  of individual services produce small savings. Hence, cl os in g 

i n st it ut io ns or a m o ra to ri um  on new co ns tr uc ti o n se e m to offer the p o t e n­

tial for the greatest savings.

T h e r e  are a number of problems associated wi th  the polic y o f  clo si ng  

h o s p i t a l s .  In the firtt place, no agenc y of g o v e rn m en t  is e m p o w e r e d  to 

t ake this action. As the 1978 He alth G ui de li ne s poi nt  out, "Health 

S ystems Agencies have no authority under Federal law to cl os e e xi st in g 

h o s p i t a l s  or services., nor is the Federal go ve r nm en t  a ut h o r i z e d  to do 

so. " 10)

E v e n  if government regulators had the authority to cl o se  ho s pi ta l s,  it is 

u n cl ea r that it could be used. In a 1979 I nt e rS tu d y report e nt itled 

C o n v e r s i on mid Other Policy Option, to Reduce Excess H os p i t a l  C a p a c i t y ,

M cC lur e and Kligraan reported the results of 17 case s tu di es . They 

c on cl ud e that " fi nancial pressure, not p lanning pressure, a p p e a r  to be 

the principal agent in retiring a hospital." They go on to state, "we 

suspect planners will have great difficulty a cq u i r i n g  a u t h o r i t y  to close 

Ho sp it a ls  on ’n e c e s s i t y 1 grounds, and even g re ate r d i f f i c u l t y  t ryi ng  to 

e x e r c i s e  it if they do get it . . . A t te mpt in g to c lo se  an u n n e c e s s a r y  

h o s p i t a l  by d el ic en su re  in the absence of financial p r e s s u r e  v i o l a t e s  

the basic tenths of regulatory b eh avior." 26)

T he  remaining p olicy is a m o r a t or i um  or set of c ont r ol s ove r h o s p i t a l  

c o ns t r u c t i o n / c a p i t a l  expenditures. It is asserted that this p o lic y will 

u l t i m a t e l y  result in the same savings that w ou ld  be a c h i e v a b l e  through 

closure o f  hospitals. 1)3)11) This is in fact the p ol icy  thut is b ei ng  
e xe cu te d through the certificate of need laws in C a l i f o r n i a  and e l s e­

where. This policy is not directed at fixed costs, but at capital 

e x pe ndi tu re s. It is felt chat control over c a p it a l e x p e n d i t u r e s  will 

limit the capacity costs of hospitals, where c ap a c i t y  costs are those
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c os t s associated with the maintenance, replacement, or e x p a n s i o n  of 

c ap i ta l assets. Tight controls over c apital e x p e n d i t u r e s  and ca pa c it y 

co st s are v iew ed  as especially relevant in areas such as O ra n g e  C o un ty  

w i t h  substantial excess capacity, as measured by excess beds.

C O N S U M E R  A PP RO A CH

T h e  cost analysis approach taken in this study was to d e t e r m i n e  wh at  

p o r ti o n of the money actually paid by consumers was used  to ma in ta i n,  

replace, expand, and pay off the debt on h o s p i t a l  plant assets. T h e s e  

costs are termed capacity costs, and are d if fe r en t i a t e d  f rom the m o n e y  

paid by consumers for day-to-day o peration of the hospital. C a pa c it y 

costs are the costs which are the object of r eg ulatcry c on tr ol.  E s s e n­

tiall y we were trying to test the a ssertion that a tight c e r t i f i c a t e  of 

need program would result in substantial savings to the consumer, 

insurance companies, and government third-party payers. We ha ve  termed 

this approach the consumer approach, since it focuses on the m o n e y  

a ctu al ly  paid by consumers and insurors.

The starting point for this approach is annual h o s p i t a l  net revenue. 

This is the amount of money paid or payable to h o s pi t al s from c on su me rs  

or insurors. Net revenue is then div id ed  into two c l a s s i f i c a t i o n s :  

o p e ra t in g costs and capacity costs. O pe ra t in g costs include che m o n e y  

spent Co operate che hospital, except for che costs a s s o c ia t ed  with the 

h o us eke ep in g, Operat' of Plant, and Ma i nt en a nc e  of Plant cost centers. 

Increases to working \tal constitutes an increase to o p e r a t i n g  costs. 

W or k i n g  capital decrea -s reduce o pe ra ti ng  costs.

Ca pa ci ty  costs are monies expended or put aside to maintain, renovate,

replace, or pay off debt on plant assets. C apa ci ty  funds include H o u s e­

kee p i n g  costs, O peration and Maint en an ce  of Plant costs, interest and

p r in ci pa l payments on long-term debt o ri g in a ll y  used to finance cap it al  

equipment, the equity portion of capital e x pe nd it ur es  for r e no vat ion  and 

repla ce men t of capital assets, and the funding of re se rv es w hi ch  will be 

used to finance future asset additions. To the extent that c a p a ci t y 

costs were paid from sources other than net revenue from patients, (e.g., 

w it h d r a w a l s  from funded reserves or new long -t er m deft) these sources 

are subtracted from total capacity costs to arrive at che port io n funded 

by net revenues from patients.

C a p a c i t y  costs can be further subdivided into costs related to pa ti en t

rooms (beds) and costs related to capacity for m c i i l a r y  and support 

services. This d ivision is accomplished either t)rough specific i d e n t i­

fication of c ap acity costs to their purposes, o' through ar. a l l o c a t i o n  
based upon square feet.

Ca pa c it y costs can fluctuate from h os pi ta l to aosnital and from yea r to 

year. For example, a major con st ruction prog am will increase c a p a ci t y 

costs for one year. The same hospital will nave a much lower level of 

capacity costs the following year after tie c o n s t ru c ti o n proje ct  is 

completed. In urder to smooth out the fluctuations, totals for the studv 

group and averages across three years are used.
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In summary, the consumer approach is directed at id e nt if y in g  that p o r­

tion of the money actually paid to hospi ta ls  by co ns u me rs  that was used 

to maintain, renovate, replace, and pay off the debt on h o s p i t a l  plant

assets. It is these same funds that are the o bje ct of c e r t i f ic at e  of

need regulation.

AN AL YS IS  OF EMPIR IC AL  DATA

For each study group h apital for each year, CHFC financial sta te me nt s 

were o bt ained and ana. >zed. Capacity costs were i de ntified f ro m  the 

d e p a r t me n ta l income sta ement and the sources and a pp li c at i on s of  funds 

statement. Interviews were conducted with financial o ff ice rs  o f  each

study group hospital to specifically identify c a pa c it y costs as b e d -

rela te d or non-bed-related. Capacity cost and b e d - c a p a c i t y  cost wer e  

divcded by total av ailable beds in order to dete rm in e per bed c ap ac i ty  

costs. These per bed amounts were applied on a h o s p it al  by h o s p i t a l  

basis to the estimated excess beds in order to arrive at the e s ti ma te d 

cost of excess beds. These excess bed costs were a gg r eg at ed  for all 

h o sp i ta  I s .

Ta b le  5 shows the total o perating and ca pa ci ty  costs for the throe years 

in the study. Table 6 shows the results of the a p p o r t i o nm en t  of c a p a c i t y  

costs betw ee n beds and other capacity.

Tlie E s ti ma te d Cost of Excess Capacity appears in Table 7. These e s t i­

mates were developed by appo rt io nin g capacity costs b et w e e n  the n eeded 

beds (at a 1 in 20 turnaway probability) and excess beds. P h a n t o m  bed s 

were not included in the analysis. In this context, the p r op ort ion  of 

excess beds to available beds is used as an estimate of excess capaci ty . 

Civei the as su mption that excess beds measure excess capacity, then 

Ta bl e 7 shows that an average 18 percent excess ca pa c it y  c on d it io n  cost 

the c on su me r 3.15 percent of his annual expe nd it ur es  on h o s p i t a l  care. 

This amount appr ox im at es  $8.60 per patient day, or $ 1 0,4 00  per e xcess bed 

per year.

Ta bl e 7 also shows the outcome when the study results are focused on beds 

£er sj:. Th ese  estimates reflect an app or ti on me nt  b e t we en  bed relat ec  

c ap ac i ty  funds and other capacity funds. Of the 3.15 percent excess 

c ap acity cost estimate, .75 percent related to beds and 2.4 per ce nt  

related to other capacity. The excess bed cost averaged $ 3 .0 3  per 

patient day and $3,640 per excess bed.



T AB L E 5

Ap po rt io n me n t of Net Pat ien t R e v e n u e  

(000's Omitted)

1977 1978 1979

Net patient revenue 5291.508 $ 3 3 9 , 3 5 6 $392,222

O per a ti ng  Costs

Salaries, benefits, fees, supplies $244 ,661 $ 290 ,0 58 $331,582
Income taxes 2,264 1,612 2,580
Increase in w o r ki n g capital 4,729 2,941 7,997
Increase in no n -c u rr e nt  assets

related to op er ations 5,767 1,448 417
Less: N o n - o p er a ti n g revenue related

to o p er at io ns (1,333) (1,967) (1,717)
NET OPER AT ING  COSTS 256,088 2 9 4 , 0 9 2 340,859

Capaci ty  Costs

H ous ek ee p in g  and plant maintenance

expenses (i nc lu di ng  utilities) 19,156 22,476 25 ,026
P urchase of property, plant, and

equipmen t 30,245 12,419 22,008
Interest 7 ,998 8,305 9,991
P ri nc ip al  payments 6,920 3,357 3,196
Increase in assets de si gnated for

future a cq ui si ti on  of property 723 2,757 683
Increase (d.crease) in non-current

assets related to capacity (996) 2,631 (771)
Less: A d d i ti o na l  long- te rm  debt (26,989) (3,640) (3,653)

N o n- o pe r at in g  revenue related

to c ap acity (1,637) (3,041) (5,117)

51,363NET CA PACITY COSTS 35,420 4 5,2 64

TOTAL O P E R A T I N G  AND CAPACITY COSTS $291,508 $ 339 , 35 6 $ 392 ^2 22

C a p ac i ty  Costs as Percent of Net

Patiei : Revenue 12.2% 13.3% 13 .17.

- 3 6 -



TA BL E 6

A p p o r t i o n m e n t  of Ca pa cit y Cost 3etween

(000's Omitted)

Beds and Other C a p a c i t y

1977 1978 1979

Bed c ap ac it y cost $11,276 $11,807 $15 ,820

Other ca pa ci ty cost 24,144 33,457 3 5 ,54 3

To ta l C a p a ci ty  Cost $35,420 $45,264 $ 5 1 , 3 6 3

B e d - c a p ac i ty  cost as percent of total 31.8% 26.1% 3 0. 8%



%

TA BL E 7

Estimated Cose of  Excess Ca pa cit y 

(000's Omitted)

1977 1978 1979

Net pat ie nt  revenue $291,508 $339,356 $39'7,222

Excess beds 816 683 635

P atient days 807,015 840,230 876,365

Excess C ap ac it y Cost 

Total excess c ap acity

c°sC $ 6,788 $ 7,290 $ 7,673

Percent of net patient

revenue 2.332 2.152 1.962

Per excess bed (in

do l i a r s ) 8,319 10,674 12,085

Per patient day $8.41 $8.68 $8.76

Excess Bed Capacity Cost 

Total excess bed c apa c it y

cost $ 2,463 $ 2,393 $ 2,795

Per ce nt  of net patient

revenue .842 .71% .71%

Per excess bed (in

do ll ar s)  3,018 3,504 4, 40 2

Per p atient day $3.05 $2.85 $3.19

A v e r a g e

711

8 41 , 2 0 3

2. 15 2

$ 10,360 

$8.62

. 7 5 2

$ 3 , 6 4 1

$ 3 . 0 3

-38-
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C ON CL U SI ON

E c o n o mi c  estimates of the cost of excess b e d s / c a p a c i t y  ra ng e from a 

potential for a 16 percent savings associated with a 20 p e r c e n t  c a p a c i t y  

r e duc ti on  to a potential for a 12 percent savings a ss o c i a t e d  w it h a 

22 percent ca pa c it y  reduction. Th es e estimates rely h e a v i l y  on an 

assumed pr op ortion of fixed costs wh i ch  exceeds half o f  total costs. 

Estim at es of this fixed cost p r o p o r t i o n  are not co ns is t en t,  and of 

que st io nab le  re liability for that reason. In addition, these esti ma te s 

a s s u m e  that entire hospitals are closed, p r esu ma bly  through g o v e r n m e n t  

action. H o s p it al  closure is a policy a lte rn at iv e that is n e i t h e r  legal 

nor likely to be  particularly ef fe c ti v e if it were legal.

Tne policy al ternative that is in fact be in g executed is a tight c e r t i f i­

cate of need program. This pro gr am  is alleged to h av e  the same cost 

reduc ti on  potential as closure of hospitals. A  c e r t i f i c a t e  of need 

p r og r am  focuses specifically on c a pi t al  expenditures and m or e  g e n e r a l l y  

on the level of funds required to maintain, renovate, or r e p l a c e  c ap it al  

a s s e t s .

D irect m eas ur em en t of mo ne y a ct ua ll y paid to h o s p i t a l s  that went to 

maintain, renovate, replace, or provi de  for capital assets r es ul te d in 

m uch lower estimates of potential savings. Over the three year  study 

period, these capacity funds a v e r ag e d 18.5 percent o f  h o s p i t a l  net 

revenue. D ur i ng  a time period w he n  an excess b e d s / c a p a c i t y  c on d i t i o n  of 

18 p ercent prevailed, the costs ass oc iat ed  with this excess a m o un t ed  to 

only 3.2 percent of hospital e x pe ndi tu re s.  T he  costs a ss o c i a t e d  wi th  

excess beds per se were only .76 perce nt  of ho spi t al  e xp e nd it ure s.

We conclude that a tight c ertificate of need pro gra m will not yield 

savings that are even close to the 10-16 percent of e x p e n d i tu re s  e s t i­

m a t e s . -  They  are directed at costs w h i c h  in total account for less than 

20 percent of hospital expenditures. Since a substa nt ia l m a j o r i t y  of 

these capacity costs are for the purposes of m a i n t a i n i n g  and e n h a n c i n g  

"non- ex ce ss"  capacity, then po te nt i al  savings must fall w el l b e l o w  

5 percent.

[
We also conclude that the re gu latory focus on beds per se is even less 

likely to yield significant results. Beds are not a good m e a s u r e  of  

c ap a c i t y  in the first place, and the funds to m ai nt ai n beds per se are a 

trivial por ti on  of the total. ■—

Based upon the analysis presented in this paper, the basic a s s u m p t i o n  

that excess beds are c o s t l y — an a s s u m p t i o n  which is at the f ou n da ti on  of 

cur re nt  h e a l t h  planning law and r eg ulation —  is o pen to s er io us  

challenge. Tt is unclear that there are signif ic an t cc ts a s s o c i a t e d  

w i t h  excess c.pacity in Orange C ou nt y  hospitals. It is then e q u a l l y  

u n c l e a r  whether a policy directed at ca pac it y control can ever succeed in 

irapaccing the costs of healt h care to the consumers of O ra ng e  County.

- 3 9 -
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C E R T I F I C A T E  OF N E E D  IS S T r L L  . P L A N N I N G )S/ " C E N T E R  RING"  
A C T I V I T Y  r-- "

\Z>rs ̂  , c

D e s p i t e  the f a c t  t h a t  15 s t a t e d — h a v e  w r i t t e n  " s u n se t"  
p r o v i s i o n s  to e n d  C e r t i f i c a t e  of N e e d  in the n e x t  two 
y e a r s ,  r e v i e w  of p r o p o s e d  c a p i t a l  i n v e s t m e n t s  is s t i l l  the 
n u m b e r  o n e  p r i o r i t y  o f  m a n y  S t a t e  A g e n c i e s  a n d  KSAs.

I n  the v e s t  a n d  a c r o s s  t h e  n a t i o n ,  the n u m b e r  o f  a p p l i c a­
t i o n s  a n d  the d o l l a r  v a l u e  o f  h o s p i t a l  p r o p o s a l s  ha ve  b e e n  
r i s i n g  d r a m a t i c a l l y . L a s t  ve er , C a l i f o r n i a  e x p e r i e n c e d  
a 50 p e r c e n t  i n c r e a s e  in t h e  n u m b e r  of C O N  a p p l i c a t i o n s .  
T h e  p r o p o s e d  c a p i t a l  c o s t  o f  all p r o p o s a l s  in C a l i f o r n i a  
c l i m b e d  n e a r l y  1 00  p e r c e n t  from 1980, t o t a l l i n g  $696 m i l ­
l i o n  in 1981. A d d  to t h a t  $209 m i l l i o n  for r e p l a c e m e n t  
p r o j e c t s ,  w h i c h  w e r e  e x e m p t  u n d e r  the C a l i f o r n i a  CON 
s t a t u t e ,  a n d  the  t o t a l  is m o r e  t h a n  $1 b i l l i o n  in h e a l t h  
f a c i l i t y  c a p i t a l  i n v e s t m e n t  in C a l i f o r n i a  1981.

In D e n v e r ,  f i v e  h o s p i t a l s  c o m p l e t e d  to b u i l d  a n e w  f a c i l i t y  
i n  the S o u t h  D e n v e r  m e t r o  area. T h e  p r o p o s a l s  w e r e  d e n i e d  
a f t e r  t he  G o v e r n o r  a n d  the e m p l o y e r s '  c o a l i t i o n  t e s t i f i e d  
i n  o p p o s i t i o n .  In C o n t r a  C o s t a  C o u n t y ,  a b e d r o o m  s u r b u r b  
o f  the S a n  F r a n c i s c o  B a y  A r e a ,  t h e  A l a m e d a - C o n t r a  C o s t a  
E S A  h a s  r e c e i v e d  s e v e n  l e t t e r s  o f  i n t e n t  for a p p l i c a t i o n s  
w h o s e  c a p i t a l  c o s t  m a y  e x c e e d  $ 1 0 0  M i l l i o n .  M a n y  a g e n c i e s  
s i m i l a r l y  r e p o r t  a s u r g e  o f  C O N  a p p l i c a t i o n s  in the p a s t  
18 m o n t h s .

G i v e n  l i m i t e d  s t a f f  r e s o u r c e s  a n d  v o l u n t e e r  e n e r g y ,  s o m e  
a g e n c i e s  a r e  q u e s t i o n i n g  h o w  m u c h  p r i o r i t y  t h e y  s h o u l d  giv e 
to C e r t i f i c a t e  o f  N e e d  a n d  c a p i t a l  e x p e n d i t u r e  revi e w.

A  n e w  s t u d y  b y  A r t h u r  D. L i t t l e ,  Inc., s u g g e s t s  that C O N  
a n d  c a p i t a l  e x p e n d i t u r e  r e v i e w  a r e  d e f i n i t e l y  c o s t -  
e f f e c t i v e  ._ J n  a s t u d y  p r e p a r e d  f o r  the O f f i c e  o f  thefor Health Planning
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1. C E R T I F I C A T E  OF N E E D  IS ST.TLL .PLANNINGJ^'7 " C E N T E R  RING"
A C T I V I T Y

V p 5 ,
• • _ Despite.- the f a c t  t h a t  15 s t a t e s — h a v e  w r i t t e n  "sunset"

p r o v i s i o n s  to e n d  C e r t i f i c a t e  of N e e d  in the n e x t  two 
y e a r s ,  r e v i e w  of p r o p o s e d  c a p i t a l  i n v e s t m e n t s  is still t he  
n u m b e r  o n e  p r i o r i t y  of m a n y  S t a t e  A g e n c i e s  a n d  KSAs.

In the W e s t  a n d  a c r o s s  t h e  n a t i o n ,  the n u m b e r  o f  a p p l i c a­
ti o n s  a n d  the d o l l a r  v a l u e  o f  h o s p i t a l  p r o p o s a l s  have b e e n  
r i s i n g  d r a s t i c a l l y . L a s t  y e a r ,  C a l i f o r n i a  e x p e r i e n c e d  
a 50 p e r c e n t  i n c r e a s e  in t h e  n u m b e r  of C O N  a p p l i c a t i o n s .
T h e  p r o p o s e d  c a p i t a l  c o s t  o f  all p r o p o s a l s  in C a l i f o r n i a  
c l i m b e d  n e a r l y  l o o  p e r c e n t  fr cm  1 9 8 C ,  t o t a l l i n g  $696 m i l ­
l i o n  in 1 9 8 1 .  A d d  to t h a t  $309 m i l l i o n  fo r  r e p l a c e m e n t  
p r o j e c t s ,  w h i c h  w e r e  e x e m p t  u n d e r  the C a l i f o r n i a  CON 
s t a t u t e ,  a n d  the t o t a l  is m o r e  t h a n  $1 b i l l i o n  in h e a l t h  

. f a c i l i t y  c a p i t a l  i n v e s t m e n t  in C a l i f o r n i a  1 9 8 1 .
In D e n v e r ,  fi ve  h o s p i t a l s  c o m p l e t e d  to b u i l d  a n e w  f a c i l i t y  
in the S o u t h  D e n v e r  m e t r o  area. T h e  p r o p o s a l s  w e r e  d e n i e d  
a f t e r  t h e  G o v e r n o r  and t h e  e m p l o y e r s '  c o a l i t i o n  t e s t i f i e d  
in o p p o s i t i o n .  In C o n t r a  C o s t a  C o u n t y ,  a b e d r o o m  s u r b u r b  
of  the S a n  F r a n c i s c o  Bay A r e a ,  t h e  A l a m e d a- C on t rs ,  C o s t a  
H S A  has r e c e i v e d  s e v e n  l e t t e r s  o f  i n t e n t  for a p p l i c a t i o n s  
w h o s e  c a p i t a l  c o s t  m a y  e x c e e d  $ 1 0 0  M i l l i o n .  M a n y  a g e n c i e s  
s i m i l a r l y  r e p o r t  a s ur ge  o f  C O N  a p p l i c a t i o n s  i n  the p a s t  
13 m o n t h s .

G i v e n  l i m i t e d  s t a f f  r e s o u r c e s  a n d  v o l u n t e e r  e n e rg y,  s o m e  
| a g e n c i e s  a r e  q u e s t i o n i n g  h o w  m u c h  p r i o r i t y  r h e y  should g i v e

to C e r t i f i c a t e  o f  N e e d  a n d  c a p i t a l  e x p e n d i t u r e  review.

A  n e w  s t u d y  b y  A r t h u r  D. L i t t l e ,  Inc., s u g g e s t s  that C O N  
a n d  c a p i t a l  e x p e n d i t u r e  r e v i e w  a r e  d e f i n i t e l y  c o s t -  
e f f e c t i v e . In a s t u d y  p r e p a r e d  f o r  the O f f i c e  o f  theUJestern Center for Health Planning
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A s s i s t a n t  S e c r e t a r y  for H e a l t h * ,  the c o n s u l t a n t s  m a d e  the 
f o l l o w i n g  f in d in gs :

• C O N  h a s  b e e n  an e f f e c t i v e  i n h i b i t o r  **f r i s i ng  
c a p i t a l  e x p e n d i t u r e s  in a study of fiv e states 
(Colora do, F l o r i d a ,  M a r y l a n d ,  M a s s a c h u s e t t s  and 
O r e g o n ) , in the p e r i o d  1974-78;

• C O N / c a p i t a l  e x p e n d i t u r e s  r e v i e w  p r o g r a m s  were 
s u c c e s s f u l  in a v e r t i n g  13 p e r c e n t  of h o s p i t a l  p r o­
jects a nd  saving 16 p e r c e n t  of the p r o p o s e d  c a p i t a l  
i n v e s t m e n t s ;

• T h e  C O N  p r o c e s s  is n o t  d o m i n a t e d  by t e a c h i n g  
h o s p i t a l s  or f a c i l i t i e s  w i t h  h i g h e r  rates;

• C O N  p r o g r a m s  h a ve  a d a m p e n i n g  e f f e c t  o n  the a m o u n t  
of c a p i t a l  i n v e s t m e n t  in t h e  state;

• N e w  c a p i t a l  i n v e s t m e n t s  i n c r e a s e  c c s t s - - o v e r  a 1 0-  
y e a r  p e r i o d  $1 of n e w  c a p i t a l  is e s t i m a t e d  to 
g e n e r a t e  $1.84 of a d d i t i o n a l  o p e r a t i n g  costs, in 
c o n s t a n t  dollars;

• I n c r e a s e s  in o p e r a t i n g  c o s t s  due to n e w  capital 
i n v e s t m e n t  was h i g h e s t  in p r o p r i e t a r y  h o s p i t a l s  
($0.33), c o m p a r e d  w i t h  g o v e r n m e n t  ($0.20) and 
c o m m u n i t y  h o s p i t a l s  ($0.16);

• C a p i t a l  i n v e s t m e n t s  in e q u i p m e n t  g e n e r a t e  a l a r g e r  
i n c r e a s e  in a n n u a l  o p e r a t i n g  costs; a nd

• If e v e r y  h o s p i t a l  a n n u a l l y  r e i n v e s t e d  5 p e r c e nt  of 
its o p e r a t i n g  b u d g e t  in n e w  ca p it al  s t o c k  (beds, 
e q u i p m e n t ,  o t h e r ) , the o p e r a t i n g  costs w o u l d  be 
i n c r e a s e d  by 10 p e r c e n t  e a c h  d e c a d e  e v e n  wi th ou t  
i n f l a t i o n .

T h e  c o n s u l t a n t s  c o n c l u d e d  tha t if c o m p e t i t i v e  a p p r o a c h e s  to 
c o n t r o l l i n g  h e a l t h  care  c o s t s  a re  to succeed, it m ay  be 
n e c e s s a r y  to c o n t i n u e  c a p i t a l  e x p e n d i t u r e  r e v i e w  p r o g r a m s  
a n d  c o n t r o l s  u n t i l  c o s t - r e d u c i n g  c o m p e t i t i v e  s y s te m s are 
f u n c t i o n i n g .  T h e y  p r e d i c t  the i m m e d i a t e  e f f e c t  of d e r e g u l a t i n g

* D e v e l o p m e n t  of an E v a l u a t i o n  M e t h o d o l o g y  for Use in 
A s s e s s i n g  Da t a  A v a i l a b l e  to the C e r t i f i c a t e  of Need 
(CON) a n d  H e a l t h  P l a n n i n g  P ro gr a ms " , Final Report, 
A r t h u r  D. Li tt le , Inc., C a m b r i d g e ,  MA, April, 1982.
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h o s p i t a l  i n v e s t m e n t  in t h e  n a m e  of c o m p e t i t i o n  w i l l  be 
a s u r g e  in h o s p i t a l  o p e r a t i n g  e x p e n d i t u r e s .  H e a l t h  P l a n­
nin g  h a s  the p o t e n t i a l  to s i g n i f i c a n t l y  lower h o s p i t a l  
costs, an i m p o r t a n t  p o l i c y  f i n d i n g  in l ig h t of the 
A d m i n i s t r a t i o n ' s  p r o p o s e d  e l i m i n a t i o n  of b o t h  p l a n n i n g  
and C e r t i f i c a t e  of Need.

R O C H E S T E R ' S  " M I N I C A P 11 P R O J E C T  r e p o r t e d  a 10 p e r c e n t  i n c r e a s e  
in h o s p i t a l  c o s t s  in 1982, b a r e l y  h a l f  the n a t i o n a l  r a t e  of 
18.7 p e r c e n t .  N i n e  R o c h e s t e r  (New York) h o s p i t a l s  are 
p a r t i c i p a t i n g  in  the s e c o n d  y e a r  of a f i v e - y e a r  e x p e r i m e n t  
in v o l u n t a r i l y  l i v i n g  w i t h i n  a c o m m u n i t y - w i d e  r e v en u e 
c a p .

The R o c h e s t e r  p r o g r a m  w a s  p r o f i l e d  in the w e s t e r n  C e n t e r ' s  
r e c e n t  c o n f e r e n c e  " H o s p i t a l  R a t e  R e g u l a t i o n :  L e s s o n s  for 
C a l i f o r n i a  f r o m  M a n d a t e d  and P r i v a t e  A d d  caches". E o s p i t a l s  
i m p r o v e d  t h e i r  f i sc a l p o s i t i o n  th i s y e a r  w i t h  all nin e in 
the b l a c k  d e s p i t e  d e c l i n i n g  a d m i s s i o n s  and a d i f f i c u l t  
e c o n om y . T h e  e x p e r i m e n t a l  r e i m b u r s e m e n t  p r o g r a m  p r o v i d e s  
p r e d i c t a b l e  in come, g r e a t l y  e n h a n c i n g  l i q u i d i t y  and ca sh 
p o s i t i o n .  N e w  Y o r k  h o s p i t a l s  are u n d e r  g r e a t  f i n a n c i a l  
p r e s s u r e  n o w  w i t h  nin e o u t  of ten v o l u n t a r y  h o s p i t a l s  
o p e r a t i n g  in the red for at  l e a s t  two o f  the five y e a r s  from 
1 974-78 . T h e  R o c h e s t e r  e x p e r i e n c e  is d e m o n s t r a t i n g  that 
i m p l e m e n t i n g  a v o l u n t a r y  f i n a n c i a l  d i s c i p l i n e  —  w i t h  
a p p r o p r i a t e  m e c h a n i s m s  —  can b e  b e n e f i c i a l  b o t h  to the 
h o s p i t a l s  a n d  t h e  c o m m u n i t y .  T h e  p r o g r a m ,  w i t h  c o o p e r a t i o n  
of the l o c a l  H e a l t h  S y s t e m s  A g e n c y  and St at e a g e n c y  h a s . 
a l l o w e d  s e r v i c e  i m p r o v e m e n t s  a n d  c a p i t a l  i n v e s t m e n t s  in the 
h o s p i t a l s .  A  c o n t i n g e n c y  fund h e l p s  h o s p i t a l s  a d j u s t  to 
c h a n g e s  in p a t i e n t  v o l u m e  d u r i n g  the year, a n d  s u bs i d i z e s  
o p e r a t i n g  r e v e n u e s  for a p p r o v e d  C e r t i f i c a t e  of Need pr ojects.

A  c o p y  o f  the re por t, " A f f o r d a b l e  H e a l t h  Care: R o c h e s t e r  
Ar ea  H o s p i t a l s  S t r a t e g i e s  for the 8 0 's," is a v a i l a b l e  from 
th e W e s t e r n  C e n t e r ' s  R e f e r e n c e  S e r vi c e.  For m o r e  i n f o r m a t i o n  
a b o u t  the p r o g r a m ,  c o n t a c t  J a m e s  A. Block, M.D., Pre sident,  
R o c h e s t e i  A r e a  H o s p i t a l s '  C o r p o r a t o p n ,  220 A l e x a n d e r  Street, 
S ui t e 608, R o c h e s t e r ,  N e w  Y o r k  14607.

S P E C I A L  P L A N S  A N D  P R O J E C T S

C o n g r e s s i o n a l  e x t e n s i o n  o f  f u n d i n g  for h e a l t h  p l a n n i n g  
s u g g e s t s  t h a t  t h e  e m p h a s i s  up on  " t r a n s i t i o n "  m a y  be s h i f ti n g 
b a c k  to p l a n n i n g .  A  n u m b e r  of a g e n c i e s  ha ve  d e v e l o p e d  special 
plans, o r  i n t e n d  to do so in the  c o m i n g  year. These  "special 
p l a n s " a re  o f t e n  the o u t c o m e  of s t u d i e s  or i m p l e m e n t a t i o n  
e f f o r t s .  T h e  s p e c i a l  p l a n s  are u s u a l l y  p r o b l e m - s p e c i f i c ,  or 
f oc u s on the s p e c i a l  h e a l t h  n e e d s  of a p a r t i c u l a r  p o p u l a t i o n  
g r o u p  or r e g i o n  w i t h i n  the H e a l t h  S e r v i c e  Area.  O u t s i d e
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f u n d i n g  or " c o - p r o d u c t i o n "  w i t h  a c o o p e r a t i n g  a g e n c y  has 
m a d e  a n u m b e r  of these s p e c i a l  p l a n s  po ss ible.

W e s t e r n  C e n t e r  s t a f f  h a v e  d e v e l o p e d  a list of p o s s i b l e  
" s p e c i a l  pl an s" w h i c h  H S A s  and S t a t e  a g e n c i e s  m i g h t  
d e v e lo p , i n c l u d i n g :

• " Y ea r  2000" H e a l t h  Plan
• Regional. C a p i t a l  I n v e s t m e n t  P l a n
• C o m m u n i t y  H e a l t h  P r o m o t i o n  P l a n
• R e g i o n a l  " Q u a l i t y  of Life" A s s e s s m e n t
• M e d i c a i d  P l a n
m H e a l t h  P l a n  for the Aged
• C o m m u n i t y  S e r v i c e s  C u t b a c k  P l a n
® B l o c k  G r a n t  Plan
• C o u n t y  H e a l t h  P l a n  (City or  o t h e r  local region)
• " B o o m t o w n "  Pl an
• C a t e g o r i c a l  D i s e a s e  Plan, e.g., R e g i o n a l  C a r d i a c

C a r e  P l a n
• R u r a l  H e a l t h  Plan
e F a c i l i t y - S p e c i f i c  Plan, e.g., F r e e - s t a n d i n g  

E m e r g e n c y  R o o m s  Plan

T he  C e n t e r  is c o n d u c t i n g  a s u r v e y  in N o v e m b e r  of all 
H S A  s p e c i a l  plans. The r e s u l t  w i l l  be a p u b l i s h e d  c o m p e n d i u m  
of all of  t h e  pla ns, w i t h  a s h o r t  d e s c r i p t i o n ,  funding, 
o u t s i d e  r e s o u r c e s  anu ‘sp o n s i b l e  staff. The special plans 
w i l l  be a b s t r a c t e d  for c o m p u t e r i z a t i o n  as p a r t  of a na t i on a l 
p r o j e c t  b y  all th r ee  C e n t e r s  to d e v e l o p  a "Plan D o c u m e n t  
F il e " for c o m p u t e r i z e d  s ea r ch  of  all p la ns d e v e l o p e d  by 
H e a l t h  S y s t e m s  A g e n c i e s  a n d  S t at e  p l a n n i n g  agencies. Copie s 
of t he  s p e c i a l  plans w i l l  be a v a i l a b l e  t h r o u g h  the W e s t e r n  
C e n t e r ' s  R e f e r e n c e  Ser vice. F o r  i n f o rm a ti o n,  c o n t a c t  Rus 
Coi le , W e s t e r n  C e n t e r  staff, t e l e p h o n e :  (415)546-7601.

T his project has been funded wi th  federal Funds from the Health Resources 

A dmi n is tr a ti o n,  D e pa rt me nt  of Health and Human Services, under contract 

H R A  232-79-0027. The contents of this p ubl ic at io n do not necessarily ref leer 

the vi e w or po li c ie s  cf the Department or Health and Human Services, nor does 

m e nt i on  of trade names, commercial products, or organiza ti on s imply end or se­

men t by the U.S. G o v e r n m e n t .



S o u t h  C e n tr a l
H e a lth  P la n n in g  a n d  D e v e lo p m e n t ,  Inc.

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

April 11, 1983

Joe J o s e phs on 

A l a s k a  State Senate 

Pouch V

Juneau, A l a s k a  99811 

De ar  S e n a t o r  Josephson:

As yo u c o n s i d e r  C o mm i t t e e  S u b s t i t u t e  for Se na te  bill 85 "An act s uspe ndi ng 

the C e r t i f i c a t e  of Need  pr ogram" w e  w o u l d  hope that y o u  w o u l d  c o n s i d e r  

the fo ll o w i n g additional information.

He al t h  c a r e costs c o n t i nu e to rise at rates hig h e r  than o th er  sectors of 

the economy. In the last federal fiscal y e a r  heal th c are costs rose 

11.4%, m o r e  than d ou b l e  the overall rat e of inflation. Hospital costs 

rose 15.2%. T he  c o n s u m e r  price index fo r medical care for A n c h o r ag e 

rose 12.3% b e twe en Jan uary, 1981 and J anu ary , 1982.

T he  onl y cos t c o n t a i n m e n t  pr ov is io n  that w o u l d  remain on the books in 

A la s k a  if CSI385 w e r e  to pass w o u l d  be the  p ro s p e c t i v e  r e im b u r s em en t 

s ec tio n w h i c h  a d d ie ss e s  o n l y  M e d i c a r e  reimburs eme nt.  The r e venu e sharing 

p or tio n does red uce  state funds for hos pit als  as well. However, there 

is n oth ing  r e ma ini ng to a d dre ss hospital cost incr eas es ove ral l, no 

p r o t e c t io n for the consumer.

You should a lso be a w are  that  w h i l e  A l as k a  is c o n s i d e r i n g  the rather 

d r a s t i c acti on of  s u sp e n d i n g  the C e r t i f i c a t e  of Need program, o th er  

states are s t re ng t h e n i n g  theirs. In ad dit ion , Co ngr ess  has ju s t  fin ished 

d e l i b e r a t i n g  and passed p ro vi s i o n s  w i t h i n  the Social S ec ur i t y  bill w h i c h 

will have s ig ni f i c a n t  impact on the r e g ul a t i o n  of capital e xp end itu res .

T h e  re lev an t  parts of  the final v er sio n of the bill (as it was res o l v e d 

in c on f e r e n c e  agreem ent ) a re  attached. G en e r a ll y,  they say:

1) that there will be a f o r m  of p r o s p e c t i v e  r ei mb u r s e m e n t  

adop ted  nati onw ide ,

2) t h a f M e d i c a r e  will c o n t i n u e  to r e i m b u r s e  fa cil it ie s on a 

r e c . o n a b l e - c o s t  basis until 1986,

3) that at that time M e d i c a r e  p ay m e n t  r ela ted  to new capital

pr oje cts  will be m a d e  o n l y  if a S tate  has a capital e x p en di tu r e s

r e vi ew  m e c h a n i s m  (1122; in place,

4) tha t the m a x i m u m  t h r e sh o l d  a St ate  m a y  use for d e t er mi n i n g

w h ic h  capital pr oje cts  a re  su bj ec t  to the Secti on 1122 r evi ew

process w o u l d  be inc rea sed  f ro m $ 1 0 0, 00 0 to $600,000.



P ag e  two

A l a s k a  is no t c u r r e n t l y  c on tr a c t i n g  with  the Federal g ov er nm e n t  to do 

S e c t i o n  1122 r evi ews  be c a u s e  they so c lo s e l y  parallel (duplicate) the 

C e r t i f i c a t e  of N e e d  Review. If ou r C e r t i f i c a t e  of Nee d law is s u s pend ed

o r  r e p e a le d and not r e p l ac ed  w it h 1122 r ig ht away, f his co uld  have the

e f f e c t  o f  c r e a t in g  a three y e a r  w i n d o w  on capital e x p e n d it ur e s  review. 

T h i s  migh' p r ove  d etr ime nta l as the re w o u l d  be the i nc en tiv e to "build 

it all new" by e x i s ^ . n g  f ac i l i t ie s and  by o u t s i d e  f ac i l i t i e s  l o oki ng at 

A l a s k a  a.> a n e w  market.

We w o u l d  be glad to d i s c u s s this f u r t he r wit h you. Please d on ' t  hes itate

to call m e  or S usa n Call an of this agency.

S in ce r e l y ,

M a r g a r e t  M. W il s o n  

E x e c u t i v e  D i r e c t o r

M M W / a b

E n c l o s u r e
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C. TOTAL PROPORTION OF OUTLIER PAYMENTS

Present law  
No provision.

House bill
U nder the  House bill, the Secretary would be required to provide 

additional paym ents for outlier cases am ounting to not less than  4 
percent of to tal DRG related  payments.

Senate am endm ent
U nder the Senate  am endm ent, the Secretary  would be required 

to provide additional paym ents for outlier cases am ounting  to not 
less than  5 percent, and not more than  6 percent, of total projected 
or estim ated DRG related  payments.

Conference agreement 
The conference agreem ent follows the Senate am endm ent.

9. Capital Expenses

A. CAPITAL IN GENERAL

Present law
U nder p resen t law, medicare reim burses hospitals for the  reason­

able costs or cap ital (including depreciation, in terest and rer.J .

House bill
U nder the  l ie  use bill, cap ital expenses, as defined by the  Secre­

tary, would be specifically excluded from the prospective paym ent 
proposal and would continue to be reim bursed on a reasonable cost 
basis.
Senate am endm ent

U nder the Senate  am endm ent, capital expenses, as defined by 
the Secretary, would be specifically excluded from the prospective 
paym ent system  until October 1, 198u, during which tim e they 
would continue to be reim bursed on a reasonable cost basis. After 
October 1, 1986, such expenses would no longer be excluded.

Con fere nee agree men t
The conference agreem ent follows the Senate am endm ent, The 

m anagers in tend th a t capital, as defined by the  Secretary, includes 
retu rn  on equity. The m anagers also note th a t the Secretary  is re­
quired to complete, w ithin 18 months, a thorough review of the 
m ethods by which capital, including re .u rn  on equity, can be incor­
porated into the prospective paym ent system. The m anagers expect 
th a t additional legislation will be enacted by Congress to deal with 
capital-related issues under the prospective paym ent system  before 
October 1, 1986. However, if the Secretary has im plem ented a 
system of prospective paym ent for capital w ithout legislative action 
and the m andatory  section 1122 capital planning approval provi- 
'On has gone into effect, the  conferees intend th a t the Secretary
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will adjust th e  prospective paym ent for capital to reflect a disap­
proval project under section 1122.

B. RETURN ON EQUITY
Present law

U nder p resent law, medicare reim burses p roprie tary  institu tions 
a re tu rn  on equity.

House bill
The House bill provides for the phase-out of re tu rn  on eq u it ' for 

hospitals under the prospective paym ent system  over th e  three- 
year transition  period during which the cost-based paym ent is 
being phased out (75% in the first year, 50% in the  second year 
and 25% in the  th ird  year). No paym ent for a  re tu rn  on equity 
would be made for cost reporting periods beginning on or a fte r  Oc­
tober 1, 19S6.

Senate am endm ent 
No provision.

Conference agreement
U nder the  conference agreem ent, effective w ith respect to cost 

reporting periods beginning on or after the date of enactm ent, the 
ra te  of re tu rn  on equity will be reduced from one and one-half 
tim es to an  am ount equal to the ra te  of in terest paid by the  Feder­
al T reasury  on the assets of the Hospital Insurance T ru s t Fund.

C. NEW CAPITAL
Present law  

No provision.

Hc'ise bill
Tl.e House bill expresses the in ten t of Congress th a t, in imple­

m enting a system  for including capital-related costs under a pro­
spective paym ent system, costs related to capital projects initiated 
on or after M arch 1, 1983, may be distinguished and trea ted  differ­
ently  from projects in itiated  before such date.

Senate am endm ent
The Senate am endm ent expresses the in ten t of Congress tha t, in 

im plem enting a system  for including capital-related  costs under a 
prospective paym ent system, costs related to capital projects in iti­
ated on or after the effective date of the im plem entation  of such 
system  may or may not be distinguished and trea ted  differently 
from projects in itia ted  before such date.

Conference agreemcn t
The conference agreem ent follows the Senate am endm ent. The 

m anagers believe no assurances can be given th a t, under a new 
system  of paying for capital, projects obligated (as defined by regu­
lations under section 1122) after the date of enactm en t of this legis­
l a t i o n  will c o n t i n u e  t o  b e  paid o n  it r e a s o n a b l e  cost hnsn

191

D. SECTION 1122 CAPITAL APPROVAL
Present law

U nder present law, the Secretary  is authorized to exclude fror 
re;m bursem ent to providers certa in  costs rela ted  to capital expend 
itures th a i have been disapproved by a section 1122 plannin; 
agency.

House bill

Under the House bill, at the end of 3 years, m edicare would no 
m ake paym ent for a new capital project unless the  S tate had a sec 
tion 1122 capital approval process and th e  cap ital expenditures hac 
been recommended by the S tate  under such m echanism .
Senate am endm ent

The Senate am endm ent changes for cost repo rting  periods prior 
to October 1, 198G: (1) the financing of reviews of capital projects 
from the H ospital Insurance T ru st Fund to general revenues; (2) in­
creases the  am ount of capital projects th a t  is subject to the 1122; 
approval process from $100,000 to $600,000; (3) exem pts from the' 
review process expenditures m ade by or on behalf of a health  care 
facility where 75  percent of the  patien ts using the  servio-'S of such 
facility are  enrollees in HMO’s or CMP’s and such expenditures 
a re  for services and facilities needed by such organization to oper­
ate efficiently; and (4) requires hospitals to m ake th e ir overall ex­
penditure plans and capital budgets available to section 1122 agen- 
Ues.

Con fcrence agreemcn t
The conference agreem ent follows the provision in the Housr bill 

with the following modification: the requ irem en t th a t  medicare 
paym ent for new capital projects be conditional on section 1122 ap­
proval would be effective October 1, 19S6, only if no legislation 
were enacted by th a t  date which includes capital-related  costs in 
the prospective reim bursem ent system. In addition, effective upon 
enactmen* (1) the financing of reviews of cap ital projects would be 
made fror . eneral revenues; (2) the  m axim um  threshold a State 
may use for determ ining which capital projects are  subject to the 
section 1122 review process would be increased from $100,000 to 
$600,000; S tates would be perm itted  to set a lower threshold;.(3) in 
order for a hea lth  care facility, w here 7 5  percent of the patients 
are HMO or CMP enrollees, to be exem pt froir. the section 1122 
review process because needed services und facilities are  not o ther­
wise readily accessible, the organization m ust establish th a t  one of 
the following five conditions is met:

(a) the  facilities a re  geographically dispersed
(b) the facilities are  not available under a contract of reason­

able duration
(e) full and equal medical staff p rh  lieges are  not available /
(d) the a rrangem ents are  not adm inistratively  feasible, or
(e) th e  services are  more costly th an  if provided by the  HMO

or I 'M P; a nd v • ft | *
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PROVIDENCE 11 SISTERS OF
HOSPITAL 1  PROVIDENCE
3200 PROVIDENCE DRIVE-POUCH 6604 SERV IN G IN T H E  W EST S IN C E 1856

ANCHORAGE, ALASKA 99502 
PHONE: (907) 276-4511

F e b r u a r y  24, 1983

TO: D e n n i s  D eW it t

FROM: K a a re n  Riel

RE: Municipal H e a l t h  C o m m i s s i o n  M e e t i n g  - F e b r u a r y  23, 1983

A t t a c h e d  is the part of the m i n u t e s  f r o m  the J o i n t  Project R e v i e w  

C o m m i t t e e  m e e t i n g  of F e b r u a r y  12, 1983, w h e r e  both P ro v i d en ce  H ospital 

and H u m a n a  Hospital A l as ka  a p p l i c a t i o n s  w e r e  d i s c u s s e d  c on cu r r e n t l y  

and the r e c o m m e n d a t i o n s  w e r e  d e v e l o p e d  t o  ap p r o v e  both, since the bed 

need was h i gh e r  tha n p roj e c t e d.

T o  u p d a t e  y ou  furthe r, t he A n c h o r a g e  Mu nicipal H e a l t h  

C o m m i s s i o n  me t on F e b r u a r y  23, 1983, and acted on the f o u r  main m o t i o n s  

f r o m  the J o i n t  Projec t R e v i e w  C o m m i t t e e  m e e t i n g  of the 12th in the 

f o l l o w i n g  order:

Mo t i o n I I 4 It wa s m ov ed  to a pp ro ve  the a p p l i c a t i o n s  of P ro vi d e n ce

Page 3 Hospital and H u m a n a  Hospitaf~7\iaska on the b asi s they have

m et  all ele ve n  (TTT c r i t e r T a  a n d ~ t h e r e f o r e  are in fact 

a p p r o v a b l e  u nd er Phase I.

M o t i o n  passed - u n a n i m o u s

M o t i o n  116 To deny both a p p l i c a t i o n s  on the basis that Lake Otis

Page 4 H o s p i t a l,  as a v i ab le  o pe ra ti o n ,  w o u l cl sat isf y all the

n l en t T f ie d bed ne eds  for the M u n i c i p aT v E y  of A ncho rag e.

M o t i o n  failed, 1 yes,  20 no

M o t i o n  I I 8 W her eas  the p o p u l a t i o n  g r o w th  in A n c h o r a g e  has i n cr eas ed

Pa ge  5 d r a m a t i c a l l y  and app e a r ed  to be g r o w i n g  at a faster rat e

than assumption"?' in the P o s i t io n Paper on a cute ca re  b ed s  

needs projects';'and

W h e r e a s  it ap p e a r s  f r o m  o ther sour ces  the p op ul a t i o n  o ut s i d e  

th e A n c h o r a g e  area  is g r o w i n g  at a rale  fa st e r  thah~The 

p r o j e c t e c T T n  a s su m p t i o n  7; ancf

Wh er ea s  the e l i g i b i l i t y  c » a n g e s  for s e rvi ce at public he a l t h  

h o s p i t a l s  in A l a s k a  re su l t s  I n  larger n u m be rs  seeking 

p ri va t e  hea lt h care; and

v IR I.R S  O F T 1 IE  S IS T E R S  O F P R O V ID E N C E  C O R P O R A T IO N  -  A L A S K A : PRO V ID EN C E H O S P ITA L . A N C H O R A G E W A S H IN G T O N : PR O V ID IN G !. M ED IC  A l C EN TER . SEA  P O E - T H E  
A U L  R ET IR EM EN T RES ID EN C E AN I1 M O U N I S T  V IN C E N T  N U RSIN G C E N IE H . STA 1 I1 1  -P R O V ID E N C E  H O S P ITA L , E V E R E T T  ST PKTTK IIO S P IT A I.. O L Y M P IA - S I  EL I/A H K TH  
-.PIT Al .Y A K IM A -  O R EG O N : PRO VIDENCE. IIO S P IT A I . M E l) IO R U -P R O V IL )E N C E  M ED IC A L C E N H  K. P O R TLA N D — PR O V ID EN C E C l l l l  P C I  N i l  K, P O R TLA N D  -ST V IN C EN T H O M 'D  AL 
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D e n n is  D eWi tt  

Page 2

F e b r u a r y  24, 1983

W h e r e a s  substantial p l a n n i n g  ti me  and f a c i l i t y  disruption) 

d u r i n g  c o n s t r u c t i o n  shou ld be m i n i m i z e d  in hospitals;~an9~

Wh erea s c o n s t r u c t i o n  c o st s will p r o b a b l y  be c he ap e r  in 

7385^85' t W T n ~ T 9 9 ' 0 y  and

Wherea s c o n s t r u c t e d  bed s w o u l d  on l y  be s taf fed  and open 

as c o m m u n i t y - w i d e  u t i l i z a t i o n  r ates i n di c a t e  a need;

T h e r e f o r e  the C o m m i t t e e  p r o v i d e s  fo r an i nc r e a s e  in the 

i de nt if i e d  bed need number, a ll o w i n g  an additional 14 bed s 

to a c c o m m o d a t e  potential i n d i v i d u a l s  r e c e n t l y  d e c l a re d 

i n el i g i b l e  for pub li c h e a l t h  service, to total a base need 

of 620 in p l a n n i n g  ho ri z o n  1995 and a d d i t i o n a l l y  a ll o w  

a d e v i a t i o n  f a c to r  of 16% t o  a c c o m m o d a t e  the  u n c e r t a i n t i e s  

of p l a n n i n g  for 1996 horizon.

M o t i o n  passed, 13 ye s ,  8 no

Mot io n  I I 5 W he r e a s  the bed p o p ul a t i o n,  and use p r oj e c t i o n s  do not 

Page 3 c o n s i d e r  Lake Ot i s  H o s p i t a l , and

W h e r e a s  Lake Oti s H ospital has not shown p r og r e s s tow ar d 

c o m p l e t i o n  to the p l a n n i n g  h or i z o n 1995, and

Wh er ea s  p o p u l a t i o n  and use n eed s are in q u e st io n,  and

Wh er ea s  bot h c u rr e n t  a p p l i c a n t s  have met all r e v i e w  c r i t e r i a  

and have shown a bi l it y  and r e s o u r c e s  to i m m e d i a t e l y  p r o c e e d 

to meet the need i de n tif ied ,

H e re by  mo v e  to recomiiiend to the Municipal H e a l t h  C o m m i s s i o n  

and the S out h Central H e a lt h  P l anni ng and D e v e l o p m e n t ,

Inc. in and on lo  a v o id  .Ui a /«?77)7: ofi hav ing  i.c.Fon I
h u < U  h i  t V / 5 , that both  a p p l i c a t i o n s  oT~frrovTclencc Hospital 

and H u m a n a  Hospital A l a s k a  be approved.

M o t io n  passed, 17 ye s,  4 no, w it h  a m e nd me n t  in last 

p a r a g r a p h  in italics.

|(f h y h

10



j U i j T  RRUJECT REVIEW COMMITTEE 
S u m m a r y  M i n u t e s  
F e b r u a r y  12, 1983 

St ep 11 of Ph a se  I

The C h a i r  r e c o n v e n e d  the m e e t i n g  at 1:30 p.m.

Chair, P. G a l l a g h e r  asked  the a p p l i c a n t s .and C o m m i t t e e  if there 
w e r e  any o b j e c t i o n s  to L. K o r n  p a r t i c i p a t i n g  in the d i s c u s s i o n  
as o u t l i n e d  in St ep  11, as he was n o t  p r e s e n t  d u r i n g  P r o v i d e n c e  
H o s p i t a l ' s  r e v i e w  on F e b r u a r y  11th. No o b j e c t i o n s  w e r e  made.

D a v i d  W i l l i a m s ,  staff m e m b e r  f r o m  the St at e  D i v i s i o n  of H e a l t h  
P l a n n i n g  a nd  D e ve l op me n t,  was a s k e d  by the C h a i r  to ad vi se the 
C o m m i t t e e  w h a t  his o f f i c e  w i l l  be l o o k in g  for f r o m  the Phase
I review. Mr. W i l l i a m s  i n d i c a t e d  that all m o t i o n s  from this
p o i n t  on  m u s t  be c l e a rl y  stated, g i v i n g  fi n d in gs  (reasons) w h i c h  
s u p p o r t  e a c h  r e c o m m e nd a ti on .

A. R e v i e w  of Scope of N e e d  S t a t e m e n t s  In R e l a t i o n s h i p  to the 
Sum T o t a l  of the a p p l i c a t i o n s

The E x e c u t i v e  D ir ector, M a r g a r e t  Wilso n,  of the S o u t h  C e n t r a l  
H e a l t h  P l a n n i n g  and De ve lo p me n t,  Inc. s u m m a r i z e d  (a) d e v e l o p­
men t  of c o m m u n i t y  be d  n e e d  p r o j e c t i o n s  i n v o l v e d  in the 
a d o p t e d  local and r e g i o n a l  H e a l t h  S y s t e m s  Plans, (b) the 
p r e s c r i b e d  p u b l i c  r e v i e w  p rocess , and (c)i r e c e n t  January, 1983, 
r e v i e w  a nd  u p d a t i n g  of the c o m m u n i t y  b ed  ne e d  p r o j e c t i o n s  for
acute care and d e v e l o p m e n t  of b e d  n e ed  p r o j e c t i o n s  for i n­
pa t i e n t  r e ha b i l i t a t i o n .  S he n o t e d  t h a t  the p o s i t i o n  paper 
on acut e care b e d  need p r o j e c t i o n s  for A n c ho ra g e,  ad op te d 
1/12/03 by the H e a l t h  C o m m i s s i o n  d id  n o t  vary s i g n i f i c a n t l y  
f ro m  the acute care bed n e e d  p r o j e c t i o n s  (as a d o p t e d  by 
the Assembly) using a h i g h - r a n g e  p o p u l a t i o n  figure for 
A n c h o r a g e  and f a c t o r i n g  in for p o s s i b l e  chan g es  in Indi an  
H e a l t h  S e r v i c e  policy, and  r e c e n t  1981 h o s p i t a l  u t i l i z a t i o n  
data. The p l a n n i n g  h o r i z o n  in the p o s i t i o n  p a p e r  isi 1995.

The C o m m i t t e e  discu s s ed , as r e f l e c t e d  in the mo t io n s,  the 
a d o p t e d  c o m m u n i t y  b e d  ne e d  p r o j e c t i o n s  and a s s u m p t i o n s  for 
acute care  and r e h a b i l i t a t i o n ,  and r e j e c t e d  the f ol lo wing 
three m o t i o n s  a i m e d  at  i n c r e a s i n g  and m o d i f y i n g  bed need 
p r o j e c t i o n s :

(1) It was m o v e d  by R. Fain, s e c o n d e d  by D. V an W i e r i n g c n  
that the Jt. H S A / M H C  P r o j e c t  R e v i e w  C o m m i t t e e s ,  given 
the lead time a s s o c i a t e d  w i t h  a c t u a l l y  o p e n i n g  a new 
bed in the c om mu nity, the e s c a l a t i n g  c o s t  of c o n s t r u c t i o n  
of new beds, a n d  q u e s t i o n s  a b o u t  the u t i l i z a t i o n  of 
p o p u l a t i o n  g ro up s  such as natives, their n o n - n a t ive 
de pe n d e n t s ,  and the mil it ar y, s h o u l d  a d o p t  a mo r e  r e a l i s­
tic p l a n n i n g  h o r i zo n  for the p u r p o s e s  of this r ev i ew  of
the y e a r  2Q00.



R o l l  ca ll  vote: S. A n d e r s o n ,  co nf lict; D. Bantz, no;
L. Cal hoon, no; K .  C a r p e n t e r ,  no; R .  Fair;, yes; P .  Gall s ig n e r  
no; L. Korn, yes; S. Lesko, no; S. Mo r re l l,  no; J. Sev/ell, 
no; J. Tanner, no; D. V a n  W i e r i n g e n ,  no; M. Wolfe, yes.

M o t i o n  failed: 3 yes, 9 no, 1 c o n f l i c t

It wa s  m o v e d  by M. Wo lf e, s e c o n d e d  by R. F a i n  to

M o v e  the f o l l o w i n g  action:

W h e r e a s  the p o p u l a t i o n  g r o w t h  in A n c h o r a g e  has increase 
d r a m a t i c a l l y  an d  a p p e a r e d  to be g r o w i n g  at a fa st er  rate 
than a s s u m p t i o n  2 in the P o s i t i o n  P a p e r on acute  care 
b e d  needs  p ro je c t s ;  and

W h e r e a s  it  a p p e a r s  f r o m  o t h e r  sources the p o p u l a t i o n  
o u t s i d e  the A n c h o r a g e  a r e a  is g r o w i n g  at a rate fas te r 
than p r o j e c t e d  in a s s u m p t i o n  7; an d

W h e r e a s  the e l i g i b i l i t y  c h a n g e s  for s e r v i c e  at p u b l i c  
h e a l t h  h o s p i t a l s  in A l a s k a  r e s u l t s  in large r number s 
s e e k i n g  p r i v a t e  h e a l t h  care; a n d

W h e r e a s  s u b s t a n t i a l  p l a n n i n g  time and fa c il i t y  d i s­
rup t i o n  d u r i n g  c o n s t r u c t i o n  s h o u l d  be m i n i m i z e d  in 
h os p it a l s ;  and 'vz?

W h e r e a s  c o n s t r u c t i o n  c os t s w i l l  p r o b a b l y  be c h e a p e r  
in 1983- 85  than in 1990; and

W h e r e a s  c o n s t r u c t e d  b ed s  w o u l d  o n ly  be s t a f f e d  as 
u t i l i z a t i o n  rate i n d i c a t e s  a need; j

T h e r e f o r e  the C o m m i t t e e  p r o v i d e s  for an i n c r e a s e  in 
the i d e n t i f i e d  b e d  n e e d  nu m be r s,  a l l o w i n g  an a d d i t i o n a l  i
13 beds to a c c o m o d a t e  p o t e n t i a l  i n d i v i d u a l s  r e c e n t l y  declare 
i n e l i g i b l e  for p u b l i c  h e a l t h  s er vi ce , to total a b as e  nee d 
of 619 in p l a n n i n g  h o r i z o n  1995 and a d d i t i o n a l l y  a llow a i
d e v i a t i o n  f a c t o r  of 15% to a c c o m o d a t e  the u n c e r t a i n t i e s [
of  p l a n n i n g  for 1995 hor iz on . f

Ro ll  c al l  vote: S. A n d e r so n , co nflict;  D. Bantz, no;
L. Calhoon, no; K. C a r p e n t e r ,  no; L. Charle s,  yes; R. Fain, 
yes; P. G a l l a g h e r ,  no; L. Korn, yes; S. Lesko, no; \
S. M orrell,  no; J. Sewell, no; J. Tanner, no; D. Van i
W ie r in g e n ,  yes; M. Wolfe, yes. \

M o t i o n  failed: 5 yes, 8 no, 1 c o n f l i c t  \

It w a s  m o v e d  by S. N o r r e l l ,  s e c o n d e d  by D. Van Wieringr 
to i n c r e a s e  the b e d  n e e d  e s t i m a t e s  shown on the T a b l e  j
S e c t i o n  5, un d er  a c ut e  b e d  needs, by 20%, eac h figure. ■:



R o l l  ca ll  vote: S. An d er so n , co nf li ct; D. Bantz, nc;
L. Ca l ho o n,  no; K. C a rp e nt er ,  no; L. Charles, yes; F. Fain, 
yes; P. G al l ag h er , no; L. Korn, yes; S. Lesko, no;
3. N or r e l l ,  yes; J. Sewell, no; J. Tanner, no; D. Van  
Wi er i n g e n ,  yes; M. Wolfe, no.

M o t i o n  failed: 5 yes, 8 no, 1 c o n f l i c t

C o n s i d e r a t i o n  of A p p r o v a b i l i t y  of  A.1 ̂  A p p l i c a t i o n s  in P ha s e I

(4) It v/as m o v e d  by M. Wol fe, s e c o n d e d  b y  R. F a i n
to ap p r o v e  the a p p l i c a t i o n s  of P r o v i d e n c e  H o s p i t a l  and 
H u m a n a  H o s p i t a l  A l a s k a  on  the b as i s they h a v e  m e t  all 
e l e v e n  (11) c r i t e r i a  and t h e r e fo re  are in fact a pp r cv a bl e 
u n d e r  P h a s e  I .

Ro l l Call vote: S. A n d e r s on ,  conflict; D. Bantz, yes;
L. Ca lh o on , yes; K. C ar p en t e r ,  yes; L. Ch arles, yes;
R. Fain, yes; P. G a l l a g h e r ,  yes; L. Korn, yes; S. Lesko, 
yes; S. N or re ll, yes; J. Sewell, yes; J. Tanner , yes;
D. V a n  W i e r i n w e n ,  yes; M. Wolfe, yes.

M o t i o n  carried: 13 yes, 0 no, 1 c o n f l i c t

If A p p r o p r i a t e ,  C o n s i d e r a t i o n  of A p p r o v i n g  All A p p l i c a t i o n s  
As R e v i e w e d

(5) It w as  m o v e d  by D. Va n W i e r i n g e n ,  s e c o n d e d  by J. S e w e l l  
that

W h e r e a s  the b e d  p o pu l a t i o n ,  and use p r o j e c t i o n s  do not  
c o n s i d e r  Lak e Otis Ho s pi t al ,  and

W h e r e a s  L a ke  Oti s H o s p i t a l  has not show n p r o g r e s s  
t o w a r d  c o m p l e t i o n  to the p l a n n i n g  h o r i z o n  1995, and

W h e r e a s  p o p u l a t i o n  and use needs are in qu estion,  and

W h e r e a s  bo th  c u r r e n t  a p p l i c a n t s  have m e t  all r e v ie w 
c r i t e r i a  and have s ho w n a b i li t y and re s ou r ce s  to i m m e d i a t e l y 
p r o c e e d  to m e e t  the n e e d  i de ntified,

H e r e b y  move to r e c u m m e n d  to the M u n i c i p a l  H ealth 
C o m m i s s i o n  a nd  the S o u t h  C e n t r a l  H e a l t h  P l a n n i n g  and 
D e v e l o p m e n t ,  Inc. that bo t h a p p l i c a t i o n s  of P r o v i d e n c e 
H o s p i t a l  and H u ma n a H o s p i t a l  A l a s k a  be a p p r o v e d .

Discussio.. on the motion: E a c h  a p p l i c a n t  w as  a s ke d
w h e t h e r  their p r o p o s a l s  c o u l d  be m o d i f i e d  to some le sser 
s co pe  of s e r v i c e  than pr op os ed. E a c h  a p p l i c a n t  r e s p o n d e d  
no, th e ir  p r o p o s a l s  w e r e  b a s e d  on the entire , i n t e g r a t e d  
proposal.

The C h a i r  n ot ed  that it w o u l d  e x p e c t  a s e c o n d - s c e n a r i o  
m o t i o n  a d d r e s s i n g  L a k e  Ot is  H o s p i t a l ' s  beds f o l l o w i n g  
roll call vote.



R o l l  cal l vote: S. An d erson , co nfli ct ; D. Bantz, no; (*0
L. Calho on , yes; K. Car pe n t er ,  no; L. Charles, yes;
R. Fain, no; P. Ga l la g h e r ,  no; L. Korn, yes; S. Lesko, yes 
S. N o r r e l l ,  no; J. Sewell,  yes; J. Tanner, yes; D. Van 
W i e r i n g e n ,  yes; M. Wolfe, yes.

M o t i o n  carri ed : 8 yes, 5 no, 1 c o n f l i c t

The s e c o n d  s c e n a r i o  m o t i o n  was ma d e  by D. V a n  Wier in g en , 
s e c o n d e d  by R. Fain

(6 )
H o s p i t a l , as a v i a b l e  op e ra t i o n , w o u l d  s a ti sf y  all of
the ident.iLfied b e d  needs for the M u n i c i p a l i t y  of Anchoraq:

D i s cu ss  i o n :

0 This m o t i o n  was ma d e t sa ti sf y le ga l re q ui re m en t s; 
r e c o m m e n d  d e f e a t i n g  the •.'notion.

° Sta f f  r e m i n d e d  the C o m m i t t e e  t h a t  it is i n c u m b e n t  
on them to be a b s o l u t e l y  c l e a r  on the r a t i o n a l e  and 
fi nd i ng s  that s u p p o r t  the a c t io n s that have been taken.

R o l l  ca l l vote: S. A n d e rs o n,  conflict, D. Bantz, no;
L. Calh oon, no; K. C ar pe nt er, abst ai n; L. Charles, no;
R. Fain, no; P. G a ll a gh er ,  yes; L. Korn, no; S. Lesko, 
no; S. No r re l l,  no; J. Se well, no; J. Ta nner, no;
D. V an  W i e r i n g e n ,  no; M. Wolfe,  no.

M o t i o n  failed: 1 yes, 11 no, 1 conflict , 1 a b s t e n t i o n

M o t i o n  To M o v e  A l l  A p p l i c a t i o n s  To P h a s e  II

(7) It w as  m o v e d  by K. Carp en t e r,  s e c o n d e d  by R. F a i n ,
that the p r o p o s a l s  f r om  H u m a n a  H o s p i t a l  A l a s k a  and
P r o v i d e n c e  H o s p i t a l  go to P h a s e  II r e v i e w  b e c a u s e  the 
s e r v i c e s  p r o p o s e d  c o l l e c t i v e l y  r e q u e s t e d  e x c e e d  c o m m u n it y 
a d o p t e d  bed  n e e d  p r o j e c t i o n s .

Ro l l cal l vote: S. An d e rs on ,  co nflict;  D. Bantz, yes;
L. Ca lh oon, yes; K. C ar p en t er ,  yes; L. Charles, yes;
R. Fain, yes; P. Galla g he r , yes; L. Korn, no; S. Lesko, no
S. N o r r el l , yes; J. Sewell, no; J. Tanner, no; D. Van 
W i e r i n g e n ,  no; M. Wolfe, no.

M o t i o n  c ar ri ed : 7 yes, 6 no, 1 c o n f l i c t

The C h a i r  d e c l a r e d  that the C o m m i t t e e  n o w  had a p p r o v e d  two
c o n f l i c t i n g  motions , in that a d o p t e d  c om m un it y bed need w as  > 
less than the n u m b e r  of beds re ques t ed ,  and c a l l e d  for (, '
c l a r i f i c a t i o n  of the i n t e n t  o f  C o m m i t t e e ' s  actions.

(8) It w a s  m o v e d  by M. Wolfe, s e c o n d e d  by L. Korn



To m o v e  the f o l l o w i n g  action:

W h e r ea s  the p o p u l a t i o n  g r o w t h  in A n c h o r a g e  has 
i n c r e a s e d  d r a m a t i c a l l y  and a p p e a r e d  to be g r o w i n g  at 
a faste r rate than a s s u m p t i o n  2 in the P o s i t i o n  P aper 
on a cu te  care beds needs p r o j ec ts ;  and

W h e r e a s  i t  appe ar s  f r o m  o t h e r  s o ur c es  the p o p u l a t i o n  
o utsicTe the A n c h o r a g e  area is g r o w i n g  at a rate fas te r 
than the p r o j e ct e d in a s s u m p t i o n  7; a n d ~

W h e r e a s  the e l i g i b i l i t y  c h a n g e s  for s e r v i c e  at p u bl i c 
h e a l t h  h o s p i t a l s  in A l a s k a  resu l ts  in lar ge r nu mb ers 
s e e k i n g  p r i v at e  h e a l t h  care; and

W h e re as  s u b s t a n t i a l  p l a n n i n g  time and f acility  d i s­
rup t i o n  d u r i n g  c o n s t r u c t i o n  s h o u l d  be m i n i m i z e d  in 
h ospita ls ; and

W h e r e a s  c o n s t r u c t i o n  costs w i l l  p r o b a b l y  be c h e a p e r  
in 1983-85 than in 1990; and

W h e r e a s  c o n s t r u c t e d  bed s w o u l d  only s t a f f e d  anT ope n 
as c o m m u n i t y - w i d e  u t i l i z a t i o n  rates in di c at e s a n e e d ;

T h e r e f o r e  the C o m m i t t e e  p r o v i d e s  for an i n c r e a s e  
in the i d e n t i f i e d  b e d  ne e d numbers, a l l o w i n g  an a d d i t i o n a l 
14 beds to a c c o m o d a t e  p o t e n t i a l  i n d i v i d u a l s  r e c e n t l y  
d e c l a r e d  i n e l i g i b l e  for p u b l i c  h e a l t h  service, to "total 
a ba s e n e e d  of 620 ~in p l a n n i n g  h o r i z o n  1995 and a d d i t i o n­
ally a l l o w  a d e v i a t i o n  fa ct or of 16% to a c c o m o d a t e  the 
u n c e r t a i n t i e s  of p l a n n i n g  :or 1995 horizon.

D i s c u s s i o n :

° P r o j e c t  R e v i e w  C o m m i t t e e  act s as a d v i s o r y  to 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  a n d  H SA  Board, and has 
the r i g h t  to c o n s i d e r  and a c c e p t  i n f o r m a t i o n  w h i c h  
cham- 3s figures and p r o j e c t i o n s .

0 This r e v i e w  is d e a l i n g  w i t h  fe el ing a b o u t  the way
A n c h o r a g e  r e al ly  is, w h i c h  is mor e u n p r e d i c t a b l e  than 
the rest of the country. T h e r e  is no e m p i r i c a l  w ay 
to pr o ve  this.

0 I n a p p r o p r i a t e  for the C o m m i t t e e  to use any bed
p r o j e c t i o n s  o t h e r  than those as a d o p t e d  in the local
a nd  r e g i o n a l  H ealth S y s t em s  Plans.

° The C o m m i t t e e  w as  r e m i n d e d  that in o r d e r  to alter,
adjust, o r  m o d i f y  a d o p t e d  b e d  nee d p r o j e c t i o n s
th at  e m p i r i c a l  j u s t i f i c a t i o n  is requir. d.

Pa g e 5



0 A  d e v i a t i o n  f a c t o r  m e an s plus  or  minus, and assign/.Zh 
som e d e g r e e  of e r r o r  to give f l e x i b i l i t y  to planniVi-^.

R ol l  cal l vote: S. A n d e r s on ,  co nflict; D. Bantz, no;
L. Calhoon, yes; K. Ca r pe nt e r,  no; i,. Charles, yes ;
R. Fain, no; P. G a l l a g h e r ,  no; L. Korn, y e s ; S. Lesko, no;
S. N o r r e ll , yes; J. -well, no; J. Tanner, yes; D. Van 
W i e r i n g e n ,  yes; M. W> .£e, yes.

M o t i o n  car ried: ' 7 yes, 6 no, 1 c o n f l i c t

(9) It wa s  m o v e d  by L. Cal ho on , s e c o n d e d  by D. V a n  W i e r i n g e n  
to r e c o n s i d e r  the m o t i o n  (#7) to move into Phase I I .

V o i c e  vote: M o t i o n  c a r r i e d

(10) I t  w as  m o v e d  by L. Ca lh oon, s e c o n d e d  by D. V an  W i e r i n g e n  
t ha t  the p r o p o s a l  f r o m  H u m a n a  H o s p i t a l  A l a s k a  and 
P r o v i d e n c e  H o s p i t a l  go to P h a s e  II r e v i ew  b e c a u s e  the 
s e r v i c e s  p r o p o s e d  c o l l e c t i v e l y  r e q u e s t e d  e x c e e d  c om m un i ty  
a d o p t e d  be d  n e e d  p r o j e c t i o n s .

Ro ll  call vote: S. An d er s on ,  conflict; D. Bantz, no;
L. Calhoon, no; K. C a rp en t er ,  yes; L. Charles, no;
R. Fain, yes; P. Ga ll a g h e r ,  no; L. Korn, no; S. Lesko, 
no; S. N or re ll, no; J. Se well, no; J. Ta nner, no;
D. V a n  W i e r i n g e n ,  no; M. Wo lf e ,  no.

M o t i o n  failed: 2 yes, 11 no, 1 c o n f l i c t

(11) Mo v e to a d j o u r n  was m ad e  by L. Korn, s e c o n d e d  by R. Fain

Ro l l ca ll vote: S. A n de rs on, co nf li ct; D. Bantz, yes;
L. Cal ho on , yes; K. C a r p e n t e r ,  yes; L. Charles, no;
R. Fain, yes; P. G a l l a g h e r ,  no; L. Korn, yes; S. Lesko, 
no; S. No rr ell, no; J. Sewell,  no; J. Tanner, yes;
D. V a n  Wi e ri n g e n ,  no; M. Wolf e, no.

M o t i o n  failed: 6 yes, 7 no, 1 c o n f l i c t

Th e C o m m i t t e e  s u g g e s t e d  that the C h a i r / V i c e  C h a i r  w r it e  a 
formal f i n d i n g  of  fact to be s e n t  to the M u n i c i p a l  He alth  
C o m m i s s i o n  and the H e a l t h  S y s t e m s  Agency.

The C h a i r  i n d i c a t e d  this be taken u nder ad vi se ment.

It was m o v e d  by R. Fain, s e c o n d e d  by D. Bantz, that the 
m e e t i n g  be a d j o u r n e d .

V o i c e  vote: m o t i o n  c a r r i e d

The m e e t i n g  w a s  a d j o u r n e d  at 4:30 p.m.



A P O S I T I O N  P A P E R  

A R E P O R T  ON A C U T E  C A R E  

B E D  N E E D  P R O J E C T I O N S  

F O R  A N C H O R A G E



A cu te  care bed need p r o j e c t i o n s  ior civilian, no n -N a t i v e  
h o s p i t a l  serv ices in A n c h o r a g e  are i n cl ud ed in the 
S outh Ce nt ra l  H ealth P la nn i n g  and D e v e l o p m e n t  (5CHPD) Health 
S ystems Plan 1 9 82 - 19 S6  and the A n c h o r a g e  He al th  Sy stems Plan 
1982-8 4 (herein referred to as the P l a n s ) . The me thodology, 
as sumption s,  and a n a l y se s  in both d o c u m e n t s  was d e v e l o p e d  
jo intly by SCHPD and M u n i c i p a l  H ea lt h  C o m m i s s i o n  (MHC) 
staff.

A s s u m p t i o n s  U n d e r l y i n g  C o m m u n i t y  Bed Need P r oj e c t i o n s

T he  a s su m pt io n s u n d e r l y i n g  the p r o j e c t i o n s  c o n t a i n e d  in the 
p l a n n i n g  d o c u m e nt s  include:

1. Po pul a ti o n d i s t r i b u t i o n s  by age  for the M u n i c i p a l i t y  
(e xcluding military) are a s s u m e d  to be a p p r o p r i a t e  for 
the ci v i li a n n o n - N a t i v e  (CNN) p o p u l a t i o n  in Anchorage.

2. The of ficial M u ni ci p al  1985 p r o j e c t e d  total p o p u l a t i o n  
is 231,000. The a s s u m p t i o n s  used to s u p po r t this p r o­
jected figure are vie we d by ex pe rt s  to be op ti mi st i c.  
Therefore, this 1905 figure is like ly  to be high. 
Pro jectio ns  ba se d upon a lower range of p o p u l a t i o n  
g ro w th  are a v a i l a b l e  in the S CH P D 1982 H e a lt h  Systems 
Plan. ^

3. Age ca t eg o ri e s will remain a p p r o x i m a t e l y  the same 
t hr ou gh 2000. Fi gu re s  a s s um e  that the s l o w l y  increa si ng  
a v e r a g e  age of the p o p u l a t i o n  will not s i g n i f i c a n t l y  
a f f e c t  the use of A n oh o  .ge h o s p i t a l s  for the study 
p e r i o d .

4. The a v a i l a b i l i t y  of 80 to 100 s k il l ed  n u r s in g  beds in
the A n c h o r a g e  Pio n e er  Ho me will a l l o w  g r o w i n g  numbers
wi th  c h r o n i c  c o n d i t i o n s  to h a v e  a c c es s  to a skilled 
a nd/or i n t e r m e d i a t e  level of care (Nakoyia's beds will 
li ke ly  come o pe n  as e l i g ib l e p a t i e n t s  t r a n s f e r  to the 
Pioneer Home).

5. There will bn no ma j or  ch an ge in the a rr a y of s ervic es  
(beds) at E l m e n d o r f  Air Force Base H o s p i t a l  and no 
s ub st antial c h an g e in p ol i cy  wi th  respect to m i l i t a r y  
use of p r i v at e  s e ct or  facilities.

6. Nat iv e use of p r i v a t e  sect or s e r vi c es  m a y  bo e f f e c te d  by
some ch an g e s in federal b u d g e t a r y  restraints, which 
effect ot h er  PUS f ac ilitie s o u t s i d e  A n c h o r a g e  (Bethel, 
Bristol B a y ) .

7. The p o p u l a t i o n  o u t s i d e  A n c h o r a g e  will c o n t i n u e  to 
increase at a p p r o x i m a t e l y  the same a nnual rate w h ic h is 
lo we r (less than 3.0vx.) than the rate for the A n c h o r a g e  
area (greater than 3.07). The same p r o p o r t i o n  of 
Al a sk a ns  will c o n t i n u e  to use h e a l t h  ser v ic e s ou ts id e 
A l a s k a .



6. Th e n o n - A n c h o r a g e  pa ti e n t clays may be  e f f e c t e d  by the 
ne w or  e x p a n d e d  se rv ic es of n o n - A n c h o r a g e  facilities, 
su ch as in Palmer, Soldotna, Homer, Cordova .

9. It is p o s s i b l e  th at  l e n g t h - o f - s t a y  will i n c r e a s e  in 
m e d i c a l / s u r g i c a l  s er vi ces or p e diatri cs . As m o r e  
r o u t i n e  surgeries, ty p icall y r e q u i ri n g a s h o rt er  stay, 
a r e  done on an o u t p a t i e n t  basis, a v e ra g e acute length- 
o f - s t a y  m i g h t  increase. O b s t e t r i c  use rates w i l l  p r o­
ba b l y  not increase, and may d e c l i n e  w it h  i n c r e a s e d  use 
of a l t e r n a t i v e  b i r t h i n g  o p p o r tu n it ie s . However, the 
a d d i t i o n  of a neonatologi st , more n o n - A n c h o r a g e  high 
r i s k  o b s t e t r i c  cases may by treated in Anchorage.

10. R e f e r e n c e s  to e x i s t in g  beds in p r o j e c t i o n s  refers to 
those acute  care h o s p i t a l  beds in p r i v a t e  facilities 
( P r o v i d e n c e  and H u m a n a  Hospital Alaska) that are o f f i­
cia l l y  l i c e n s e d  as such by the S ta te  of Alaska, as of 
the da te  of this pape r (December 1982). (Pr ov i de n ce  250 
and H u m a n a  199.) Mote: H u ma na  Ho s pi t al  A l a sk a  has 199 
l i c e n s e d  ac u te  beds and intends to re qu e s t that the 21 
beds c u r r e n t l y  used for the Che m i ca l D e p e n d e n c y  Un it  
(CDU) be  used as g e n e r a l  a cu t e care w h e n  needed.
A s s u m i n g  that conversion, the c o m m u n i t y  s u pp l y of 
l ic e n se d  a c u t e  ca r e beds w o u l d  then be  250 plus 199 to 
e quaI 449  b e d s .

T a b l e  I: C o m p a r i s o n  of C o m m u n i t y  Bed M e e d  P r o j e c t i o n s
1 9 85-1 99 5

A su mm ar y  of the a n a l y s i s  incl ud ed in the p la ns  is included 
in the first co lu mn  of T a b l e  I. Figures are e x p r e s s e d  as 
rang es due to the use of d i f f e r e n t  p o p u l a t i o n  p r o j e c t i o n s  
used in the S CH P D( H SA ) and MHC p Lanni ng  process. T h r o u g h o u t  
this pa pe r the. lov/er figures in the left are from the SC HP D
Plan and the h i g h e r  figures on the right are from the MHC
plan (see S C H P D  plan for details).

T he bed need p r o j e c t i o n s  in the pl ans we r e  b a se d  on 1980 
u t i l i z a t i o n  d a t a  from P r o v i d e n c e  and H u m a n a  Hospitals. In 
o rd e r to d e t e r m i n e  how  more rec en t i n f o r m a t i o n  might af fe ct 
the pro l e c t i o n s , st aff o b t a in ed  1981 u t i l i z a t i o n  and p o p u l a­
tion data and r e - c a l c u l a t e d  the bed projections.
U t i l i z a t i o n  and p a t i e n t  or igin data for .1981 w e r e  o b t a i n e d  
fr om  both hospi t al s . Re su lt s  of the c a l c u l a t i o n s  are shown
in the se co nd  co lumn of T a b l e  I.

T a b l e  I al s o  in cl u de s pr oj e c t i o n s  of: c o m m u n i t y  bed need c o n­
tained in the most recent C e r t i f i c a t e  of Mee d a p p l i c a t i o n s  
s u b m i t t e d  by P r o v i d e n c e  H o s p i t a l  and H u m a n a  H o s p it a l Alaska. 
H u m a n a  p r o j e c t e d  c o m m u n i t y  bed need to 1985 and, 1990. 
P r o v i d e n c e  e s t i m a t e d  c o m m u n i t y  bed n *od for 1995. S u m m a r i e s  
of the p r o j e c t i o n s  c o n t a i n e d  in those a p p l i c a t i o n s  are 
in cl u de d  i.n T a b l e  I.


