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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 are repealed.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 0 & effective Mav 1. 1982. and
applies to warrants 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

An Act relating to health; allowing certain nursing homes and
hospitals to share an administrator; providing for evaluation
of certain changes in certificate of need review; requiring
certain price information to be reported and disseminated;
requiring monitoring; amending the thresholds of review;
providing for additional wiivers; requiring reports; amending
Minnesota Statutes 1980, Sections 144A .04, Subdivision 5;
145.833, Subdivision 5; 145.835, Subdivisions 3 and 4; .Minne-
sota Statutes 1981 Supplement, Sections 250.05, Subdivision
4; 447.45, Subdivision 1; and 474.03; proposing new law
coded in Minnesota Statutes, Chapter 144; repealing Minneso-
ta Statutes 1980. Sections 145.832 to 145.845, as amended;
and Minnesct; Statutes 1981 Supplement, Sections 62D.22,
Subdivision 6; '45.834; and 145.845. . o

Be it enacted by the Legislature of the State of Minnesota:

Section 1. Purpose.

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
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Minnesota. The legislature further finds 'that the public may benefit from
certain changes in the health care system but that supporting documenta-
tion. data, and information are lacking. It is the intent of the legislature
that the Minnesota certificate of need act not be repealed prior to full
consideration of the effects of such an action on the issue of cost for health
care services. Alternative cost containment measures should be in nlace and
documentation available that those treasures will benefit the public interest
and encourage the benefits of a price-competitive health care system for the
citi?en3 of Minnesota. It is the intent of the legislature that voluntary
efforts to disseminate certain price information be encouraged and that
mandatory efforts be undertaken only if voluntary efforts do not make
satisfactory progress.

Sec. 2.

144.705. Collection, analysis and dissemination of diagnostic and
price information '

Subdivision 1. Price reporting. The commissioner of health shall en-
courage hospitals and professionals regulated by the health related licensing
hoards as defined in section 214.01. subdivision 2. or by the commissioner of
health pursuant to section 214.13. to publish nrices for procedures and
services that are representative of the diagnoses and conditions for which
citizens of this state seek treatment

Subd. 2. Hospital reports. The commissioner of health may periodically
establish a list of illnesses, injuries and medical conditions which is repre-
sentative of the diagnoses for which the citizens o* the state are hospital-
ized. The commissioner shall select illnesses, injuries, and conditions for
inclusion in this list in a manner so as to ndeouatelv differentiate amontr
patient characteristics which may influence the consumption of resources
during treatment, such as the age of patients, patients' need for surgery,
the presence of secondary diagnoses and medical complications. The estab-
lishment of this list shall not be subject to the provisions of sections 15.0412
to 15.0417. The commissioner mav add to or delete from this list. For each
of these illnesses, injuries and medical conditions, everv hospital with a
licensed capacity eoual to or greater than 100 beds shall, within 120 days of
the close of its fiscal year, report to the commissioner the folic ‘ring
information for that fiscal year:

fa) the number of patients discharged:

fh) the shortest and longest lengths t.f patient stay in the hosnita'. the
mean length of stay, end the respective lem.'ths of stay at the 25th. 50th and
75th percentiles of the total range of lengths of stay;

(c) the lowest and highest prices for hospital services, the mean €. and
the respective nrices at the 25th. aOth and 75th percentiles of the to* ,inge
of nrices:

fd) a separation of the mean price into mean component micas. where
applicable, for routine room and hoard, special care unit room and hoard,
nursery services, delivery room use, operating room use, anesthesia services,
pharmacy services, laboratory services, radiology services, supplies and other
services: and
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(e) nv additional or alternative information relating to prices that is
specified in rules promulgated bv the commissioner pursuant to this section.
At the time it reports the information required to be reported by this
subdivision, each hospital mav also report anv additional information that it
believes to he relevant to the purposes of section 144.705.

Suhd. 3. Health provider reports. For each health profession regulated
hv the health-related licensing boards as defined in section 214.01. suhdivi-
sion 2. cr bv the commissioner of health pursuant to section 214.13. the
commissioner of health shall periodically establish a list of procedures and
services which are :p -esentative of the diagnoses and conditions for which
citizens of the state seek treatment The establishment of this list shall not
be subject to the provisions of section 15.0412 to 15.0417. For each of these
procedures and services, ever/ rerrulated health care provider engaged in
the private practice of his profession within the state shall post in a public
area the established nrices or provide a notice of the availability of the
established prices of the procedures or services. The commissioner may
request to receive a copy of these prices.

Subd. 4. aource of information. The information described in subdivi-
sion 2 mav he directly compiled and submitted to the commissioner by the
hospital, or in the interests of efficiency and at the hospital's option, the
information mav he submitted through anv entity which collects or compiles
nil or portions of the information for several hospitals or providers. When
information is furnished through such an entity, the commissioner shall nav
the entity what he determines to be a reasonable fee for tne costs of
organizing and providing the information in the form called for hv this
section.

Subd. 5. Samples. The commissioner mav. in the interests of efficiency,
permit a hospital to submit the information described in subdivision 2 in the
form of statistical valid samples of the patients discharged from the
hospital during the fiscal year.

Subd. 6. Fostering price competition. The commissioner shall analyze
the information provided under this section and shall disseminate the
information and analyses so as to foster the development of price competi-
tion among hospitals -eniiired bv subdivision 2 to make reports to the
commissioner. Prior to initial dissemination of anv hospital-specific infor-
mation. the commissioner shall give the hospital opportunity for review and
comment. In the initial dissemination of hospital-specific information the
commissioner shall publish a summary of the hospital’s comments, together
with notice of a means of contacting a person designated bv the hosnbal to
provide further information.

Subd. 7. Rules. The commissioner mav promulgate such rules pursuant
to chanter 15 as are necessary to implement the provisions of this section.

Sec. 3. Minnesota Statutes 1980, Section 144A.G4, Subdivision 5, is
amended to read;

Subd. 5. Except as otherwise provided by this subdivision, a nursing
home must have a full time licensed nursing home administrator serr tg the

Underscoring and 6+rdnvout* are an shown In enrolled act
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facility. In any nursing home of less than 25 bids, the director of nursing
services may also serve as the licensed nursing' home administrator. Two
nursing homes having a total of 100 beds or less and located within 50 miles
of each other may share the services of a licensed administrator if the
administrator divides his full time work week between the two faciliti'’s in
proportion to the number of beds in each facility. Every nuising home shall
have a person-in-charge on the premises at all times in the absence of the
licensed administrator. The name of the person in charge must be posted it.
a conspicuous place in the facility. The commissioner of health shall by rule
promulgate minimum education and experience requirements for persons-in-
charge, and may promulgate rules specifying the times of day during which
a licensed administrator must be on the nursing home'd premises. A
nursing home may employ as its administrator the registered administrator
of a hospital licensed pursuant to sections 144.50 to 144.56 if the individual is
licensed as a nursing home administrator pursuant to section 144A.20 and
the nursing home and hospital have a combined total of 150 beds or lessr-are
under the rAme-governing-body and are located within one-half one mile of
each other. A nursing home which is located in a facility licensed as a
hospital pursuant to sections 144.50 to 144.56, may employ as its administra-
tor the registered administrator of the hospital if the individual meets
minimum education and long term care experience criteria set by rule of the
commissioner of health.

Sec. 4. Minnesota Statutes 1980, Section 145.&13, Subdivision 5, is
amended to read:

Subd. 5. “Construction or modification" means:

(a) Any erection, building, alteration, reconstruction, modernization, im-

provement, extension, lease or other acquisition, or any purchase, lease or
other acquisition of diagnostic or therapeutic equipment, by or on behalf of
a health care facility which:

(1) Requires, or would require if purchased, a total capital expenditure,
under generally accented accounting principles, in excess of $45Q,QW)-nmi

awl-mamt~uaFKWt 8000 ,000 or

(2) Changes thu bed capacity of a health care facility in a manner which

increases the total number of beds, or distributes beds among various
categories, or relocates beds from one physical facility or site to another, by
more than ton beds or more than ton percent of the licensed bed capacity,
whichever is less, «."°r a two year period;

sn r*V‘ mfi?J

(0) Tlie establishment of a new health care facility or any predevelopmcnt
activity by or on behalf of u health care facility which may result in a
proposal reviewable according to lections 145.832 to 145.845;

Undei-scorinu and are at shown in enrolled act
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1982 REGULAR SESSION Ch. 614

(4Xc) Any establishment of a pw institutional health service, excluding
home health services, by a health care facility which is to be offered in or
through a health care facility and which was not offered on a regular basis
in or through that facility within the 12 month period prior to the time
when that service is intended to be offered; ami

(ejfd) The purchase, lease or other acquisition of diagnostic or therapeutic
equipment by a licensed medical doctor, a group of licensed medical doctors,
or a professional corporation of licensed medical docton organized pursuant
to chapter 319A, which requires, or would require if purchased, a capital
expenditure in excess of $1507)00 .$400.000 for any one item of equipment
and is determined by the state commissioner of health to be designed to
circumvent the provisions of sections 145.832 to 145.845: and

(c)  The purchase, lease or other acouisition of diagnostic or therapeutic
equipment by. or on behalf of. a health care facility which requires or
would require if purchased, a total capital expenditure in excess of 8-100.000
for anv one item of equipment

Sec 5. Minnesota Statutes 19S0, Section 145.835, Subdivision 3, is
amended to read:

Suhd. 3. Physicians; notice of acquisition of equipment. A licensed
medical doctor, a group of licensed medical doctors, or a professional
corporation of licensed medical doctors organized pursuant to chapter 319A,
proposing to purchase, lease or otherwise acquire one or more items of
diagnostic c.r therapeutic equipment which require a capital expenditure in
excess of $1517000 $400.000 shall, prior to purchasing or acquiring the
equipment, nnify the health systems ugency and the commissioner of health
of tho pioposed acquisition or purchase.

The commissioner of health shall within GO days of receipt of the notice
determine whether or not the proposed acquisition or purchase is designed
to circumvent the provisions of sections 145.832 to 145.845. A hearing shall
be held if requested by tlie applicant or the health systems agcnc,\ The
commissioner of health shall notify the applicant and the health systems
agency in writing of its determination. If the commissioner of health
determines that the proposed acquisition or purchase is not designed to
circumvent the provisions of sections 145.832 to 145.845, no certificate of
need shall be required of the applicant. If the commissioner ol health
determines that the proposed acquisition or purchase in designed to circum-
vent the provisions of sections 145.832 to 145.845, the applicant must obtain
a certificate of need.

Sec. 6. Minnesota Statutes 1980, Section 145.835, Subdivision 4, is
amended to read: . o

Subd. 4. Waivers. A proposed construction or modulation may be
granted a waiver from the requirements of section 145.83-; by the commis-
sioner of health if, based on the recommendation of the health systems
agency, the commissioner determines that:

Underscoring and r.Uilviujuti. are as shown in enrolled act
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(@) The proposed capital expenditure is less than three percent of the
annual operating budget of the facility applying for a waiverr-a«d- the
expenditure-is-reqaired solely to moo* mandatory fedora] or otate require
roent© of-law; of

(b) The construction or modification is not related to direct patier. care
services, such as parking lots, sprinkler systems, heating or air condi.oning
equipment, fire doors, food service equipment, building mainlenarce, or
other constructions or modifications of a like nature;

(cl The construction or modification is exclusively for ambulatory enre
services: or '

(dl The cnir.ruction or modification is for an experimental or demonstra-
tion project.

The commissioner of health, after consultation with the state planning
agenc. and the health systems agencies, may by rule provide for the
granting of waivers under other situations the commissioner of health
deems appropriate and not inconsistent with sections 145.832 to 145.845 and
42 U.S.C., Section 300k, et seq.

Proposed criteria for waivers in clauses (cl and (d) of this section shall he
published m the state register bv June 1. 1982 and the public shall he iriven
nn opportunity to review and comment on the proposed criteria prior to
implementation. The criteria are not subject to the requirements of sec-
tions 15.0412 to 15.0417. The criteria shall be published in the state register
and implemented by August KjLILfl.S2,

The request for a waiver shall be submitted by the applicant to the health
systems agency at the same time the applicant submita a notice of intent lo
the health systems agency pursuant to subdivision 1. Within 30 days of the
request, the health systems agency shall submit its recommendation on the
issue of the waiver to the commissioner of health, hut the recommendation
shall not be binding on the commissioner of health. The commissioner of
health shall notify the applicant and the health systems agency of the
decision to grant or deny the waiver within 30 days of receipt of the
recommendation from the health systems agency.

Sec. 7. Monitoring the effects; transitional period.

Subdivision 1. Development of performance indicators. The commis-
sioner of health shall consult with the commissioner of encrtrv. planning and
development nnd tho commissioner of public welfare nnd other interested
persons to define industry economic performance indicators to he used to
monitor the effect of the amendments to the certificate of ne;>i act on the
costs of health rare.

S-kd. 2. Public review and comment. Rv August 15. 1982. the commis-
sioner of health shall publish in the state register proposed industry econom-
ic performance indicators to 1h; used to monitor the effect of sections 3 to 5
on the health care system. These indicators shall not ho subject to the
renuircmcnta of sections 15.0412 to 15.0417 but the public shall I>e given the
opportunity tr review nnd comment on the indicators prior to their imnlc-
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1982 REGULAR SESSION Ch 614

mentation. Final industry economic performance indicators shall he pub-
lished in tho state register and implemented bv October 15. 1982.

Suhd. 3. Monitor; report The commissioner shall monitor the econom-
ic performance of the industry ar.d shall nrovide the legislature with a
report concerning the preliminary effects, especially the financial irnoact. on
the health care system created bv sections 3 to 5.

Subd. 4. Facility reports. All he.tith care facilities which commence
construction or modification projects nd. now reviewable pursuant to sec-
tions 3 to 5. but which would have been i?viewed prior to implementation of
this section, shall submit to the comm ssioner of health at the time of
project commencement the following information:

(al an estimate of capital expenditures associated with the construction ov
modification: and

(b) an estimate of expenses and revenues projected to he associated with
the constru :tion or modification for a period of five years after initial
operation of the project involved.

Sec. 8. Minnesota Statutes 1981 Supplement, Section 250.05, Subdivision
4, is amended to read:

Subd. 4. The Gillette hospital board, acting through its board of di-
rectors, may contract with the governing, bod* and th*. owners of the
Ramsey county hospital and of any other hospital or institution, for the joint
maintenance and operation of the Gillette children's hospital in conjunction
with existing or contemplated facilities at the Ramsey county hospital.
Contracts may include agreements for the joint employment and utilization
of personnel, the joint p'uchase of supplies and equipment, and joint
construction, acquisition, 0> .casing of space for offices, outpatient facilities,
operating rooms, and other medical facilities for use in training in the care
and treatment of crippled and handicapped children, (he operation of a
brace shop, and the conduct of patient education programs. No contract
shall however, provide for the expenditure of funds for additional patient

Sec. 9. Minnesota Statutes 1981 Supplement, Section 447.45, Subdivision
1, is amended to rend:

Subdivision 1. Any county, city, or hospital district, except cities of the
first class and counties in which are located any cities of the first class, is
authorized, in addition to and not ir. substitution for any other power
granted to it by law, to issue revenue bonds by resolution or resolutions of
its governing body to finance the acquisition and betterment of hospital,
nursing home and related medical facilities, or any of them, including; but
without limitation the payment of interest during construction and for a
reasonable period thereafter and the establishment of reserves for bond
payment and for working capital, and, in connection with the acquisition of
any existing hospital or nursing home facilities, to retire outstanding

.. Underscoring and are as shown in unrolled act
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indebtedness incurred 'vo finance the construction of the existing facilities.
The- authority-granted oy this soetion shall not apply-4o any facility to-whieh

BeotioiiG 145.9G2-to-145.845--apply, -unlc0o-0 oortifioato of-need'has-been

) . .« .
Kyt i S * * 1

Sec. .10. Minnesota Statutes 1981 Supplement, Section 474.03, is amend-
ed to read: '

474.03. Powers ' n ' '
Any municipality or redevelopment agency, in addition to the powers
prescribed elsewhere by the laws of this state, shall have the power to:

(1) Acquire, construct, and hold any lands, buildings; easements, water
and air rights, improvements to lands and buildings, and capital equipment
to be located permanently or used exclusively on a designated site and solid
waste disposal and pollution control equipment, and alternative energy
equipment and inventory, regardless of where located, which are deemed
necessary in connection with a project to be situated within the state,
whether wholly or partially within or without the municipality or redevelop-
ment agency, and construct, reconstruct, improve, better, and extend such
project; LR oo

(2) Issue revenue bonds, in anticipation of the collection of revenues of
such project, to finance, in whole or in part, the cost of the acquisition,
construction, reconstruction, improvement, betterment, or extension thereof
and, in the case of an alternative energy project, in addition to the other
powers granted by this chapter, to finance the acquisition and leasing or
sale of equipment and products to others;

(3) Issue revenue bonds to pay, purchase or discharge all or any part of
the outstanding indebtedness of a contracting party engaged primarily in
the operation of one or more nonprofit hospitals or nursing homes, thereto-
fore incurred in the acquisition or betterment of its existing hospital or
nursing home facilities, including, to the extent deemed necessary by the
governing body of the municipality or redevelopment agency, any unpaid
interest on such indebtedness accrued or to accrue to the date on which such
indebtedness is finally paid; and any premium the governing body of the
municipality or redevelopment agency determines to be necessary to be paid
to pay, purchase or defease such outstanding indebtedness; if revenue bonds
are issued for this purpose, the refinancing and the existing oroperties of
the contracting party shall be deemed to constitute a project under section
474.02, subdivision Ic. Industrial revenue bonds shall only available
under this provision if the commissioner of securities and real .'state has
been shown that a reduction in debt service charges to patients '.nd third
party payors will occur. All reductions in debt service charges pursuant to
this program shall be passed on to patients and third party payors. These
industrial revenue bonds may not be used for any purpose not consistent
with the provisions of 6e&Uon6-445.532-to- 14;>84.t>0r chapter 25GB;

Nothing in this subdivision is intended to prohibit the use of revenue bond
proceeds lo pay outstanding indebtedness of a contracting party to the
extent now permitted by law;

(4) Enter into a revenue agreement with any person, firm, or public or
private corporation or federal or state governmental subdivision or agency

Underscoring nnd are as shown in enrolled f.cr
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in such manner that payments required thereby to be made by the contract-
ing party shall be fixed, and revised from time to time as necessary, so 3s to
produce income and revenue sufficient to provide for the prompt payment
of principal of and interest on all bonds issued hereunder when due, and the
revenue agreement shall also provide that the contracting party shall be
required to pay all expenses of the operation and maintenance of the project
including, but without limitation, adequate insurance thereon and insurance
against all liability for injury to persons or property arising from the
operation thereof, and all taxes and special assessments levied upon or with
respect to the project and payable during the term of the revenue agree-
ment, during which term a tax shall be imposed and collected pursuant to
the provisions of section.272.01, subdivision 2, for the privilege of using and
possessing the project, in the same amount and to the same extent as
though the contracting party were the owner of all real and personal
property comprising the project;

(5) Pledge and assign to the holders of such bonds or a trustee therefor all
or any part of the revenues of one or more projects and define and
segregate such revenues or provide fc' the payment thereof to a trustee,
whether or not such trustee is in possession of the project under a mortgage
or otherwise;

(6) Mortgage or otherwise encumber such projects in favor of the munici-
pality or redevelopment agency, the holders of such bonds, or a trustee
therefor, provided that in creating any such mortgages or encumbrances a
municipality or redevelopment agency shall not have the power to obligate
itself except with respect to the project;

(7) Make all contracts, execute all instruments, and do all things necessary
or convenient in the exercise of the powers herein granted, or in the
performance of its covenants or duties, or in order to secure the payment of
its bonds; including, but without limitation, a contract entered into prior to
the construction of the project authorizing the contracting party, subject to
such terms and conditions as the municipality or redevelopment agency shall
find necessary or desirable and proper, to provide for the construction,
acquisition, and installation of the buildings, improvements, and equipment
to be included in the project vy any means available to the contracting party
and in the manner determin.d by the contracting party and without
advertisement for bids as may be required for the construction or acquisi-
tion of other municipal facilities;

(8) Enter into and perform such contracts and agreements with other
municipalities, political subdivisions, and state agencies, authorities, and
institutions as the respective governing bodies of the same may deem proper
and feasible for or concerning the planning, construction, lease, purchase,
mortgaging or other acquisition, and the financing of a project, and the
maintenance thereof, including un agreement whereby one municipality
issues its revenue bonds in behalf of one or more other municipalities
pursuant to revenue agreements with the san e or different contracting
parties, which contracts and agreements may establish a board, commission,
or such other body as may be deemed proper for the supervision and general
management of the facilities of the project; provided, no municipality or

Underscoring and ttfilM W are as shown in enrolled act
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redevelopment agency shall I perform any contract or agree-
ment with any school district . ,nich the municipality or redevelop-
ment agency issues its revenue bonds or otherwise provides for the construc-
tion of school facilities and the school leases or otherwise acquires these

facilities; - .

(9) Accept from any authorized agency of the federal government loans or
grants for the planning, construction, acquisition, leasing, purchase, or other
provision of any project, and enter into agreements with such agency
respecting such loans or grants;

(10) Sell and convey all properties acquired in connection with such
projects, including without limitation the sale..id conveyance thereof
subject io such mortgage as herein provided, and the sale and conveyance
thereof under an option granted to the lessee of the project, for such price,
and a* such time as the governing body of the municipality or redevelop-
ment agency may determine, provided, however, that no sale or conveyance
of such properties shall ever he made in such manner as to impair the righrs
or interests of the holder, or holders, of any bonds issued under the
authority of this chapter; =« '

(11) Issue revenue bonds to refund, in whole or in part, bonds previously
issued by such municipality or redevelopment agency under authority of this
chapter;

(12) If so provided in the revenue agreement, terminate the agreement
and re-enter or repossess the project up >0 the default of the contracting
party, and operate, lease, or sell the p>rject in such manner as may be
authorized or required by the provisic » f the revenue agreement or of the
resolution or indenture securing the bonds issued for the project; any
revenue agreement which includes provision for a conveyance of real estate
to the contracting party may be terminated in accordance with the revenue
agreement, no withstanding that such revenue agreement may constitute
an equitable mortgage provided that no municipality or redevelopment
agency shall ha 'e power otherwise to operate any project referied to in this
chapter as a business or in any manner whatsoever, and nothing heroin
authorizes any municipality or redevelopment agency to expend ary funds
on any project herein described, other than the revenues of such projects, or
the proceeds of revenue bonds and notes issued hereunder, or other funds
granted to the municipality or redevelopment agency for the purposes
herein contemplated, except as may be otherwise permitted by law and
except to enforce any right or remedy under any revenue agreement or
related agreement for the benefit of the bondholders or for the protection of
any security given in connection with a revenue agreement, provided that
the public cost of redevelopment of land paid by a city or its redevelopment
agenty shall not be deemed part of the cost of any project situated on such
land;

(13) invest or deposit, or authorize a trustee to invest or deposit, any
money on hand in funds or accounts established in connection with a project
or pnymi at of bonds issued therefor, to the extent they arc not presently
needed far tlie purposes for which such funds or accounts were created, in
accordance with section 471,56, as amended; and

Underscoring and 64«=ilxM»i6 are as shown in enrolled act
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1982 REGULAR SESSION Ch 615

(14) Waive or require the furnishing of a contractors payment and
performance bond of the kind described in section 574.26 and if such bond
shall be required, then the provisions of chapter 514 relating to liens for
labor and materials, shall not be applicable in respect of any worf. done or
labor or materials supplied for the project, and if such bond be waived then
the said provisions of chapter 514 shall apply in respect of work done or
labor or materials supplied for the project

Sec. I'L. Regional health planning report

The commissioner of energy. planning and development shall address the
discontinuance of health systems agencies due to the elimination of federal
funds and prepare recommendations to the legislature bv January 2. 1933
concerning alternative organizational arrangements nnd funding- sources
which cqjlo maintain statewide or statewide and regional participation in a
state health planning system.

Sea 15L Repealei._ J

™ Minnesota Statutes 1980. Sections 145.832: 145.833: 145.885. as amended
by Laws 1981. Chapter 856. Section 172: 145.836. as amendcd.hy.Laws 1981.
Chapter 35C. Section 173; 145,837. as amended by Lav;> 1981. Chanter 356.
Section 1174; 145.838. as amended hv Laws 1981. First Special Session.
Chanter 4. Article I. Section 80: 145.839: 145 84: 145.841; 145.8-12: 145.843:
145.844: Minnesota Statutes 1981 Supplement. Sections 620.22. Subdivision
6: 145.834: and 145.845. arc repealed.

Sea 13. Effective data

Sections 1. 3 to 7 and 11 are effective the day following cnncrincnt,
Section 2 shall become effective for a specified provider group nn March 1.
1983 if 1lhe commissioner of health certifies to the health nnd welfare
committees of the house and senate that the voluntary efforts bv the
provider invup to promote price competition and to iir dement thc repprling.
reouircmcnts of section 2 have not made satisfactory progress. This certifi-
cation shall Lake the form of n written report delivered to the chairmen of
the house and senate committees bv January 2. 19K3. Notice of the date of
the delivery shall he published in the state register. Sections 8 to 10 and 12
are effective. March 15 198-1.

Approved March 2*, 1982.

JUVENILE JUSTICE AGENCY
CHAPTER 615

H.F.No. 1803

An Act relating to juveniles; designating a juvenile justice agen-
cy; providing for termination of jurisdiction over juveniles;
providing for t’te apprehension of juvenile absconders and

Underscoring and are as shown in enrolled act

14371
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PRO-COMPETITIVE CERTIFICATE OF NEED 26-22-2

CHAPTER 22

PRO-COMPETITIVE CERTIFICATE OF
WEED ACT

Section

26-22-1.  Short title.

26-22-2. Le?islative findings — Purpose of chapter,

26-22-3  Definitions. .

26-22-4. Projects subject to review. -

26-22-5.  Projects exempt from re%mrement for certificate of reed, N .

26-22-S.  Projects requiring certificate — Regulatory and statutory provisions covering
applic i>ons — Publication of desc,rli)tlon of chapter. _ ,

26-22-7.  Review of pr ects — Award or denial of certificate — Rules — Notice at hearing
— Hearit.g examiners. _ . -

26-22-8.  Health project review advisory committee — Duties and responsibilities — Mem-
bers —Terms — Organization — Perdiem — Conflict of interest.

26-22-9.  Suspension of review — Order — Duration — Severing of multiple proposals.

26-22-10. Amendment of application — Rules, o .

26-22-11. Certlfllcatte of need — Summary award — Application — Decision — Emergency

rojects.

26-22-12. Cr?terlra for review — Rules.

26-22-13. Certificates not transferable.

26-22-14. Rescission of certificate — Effect — Notice at hearing — Extensions or amend-
ments.

2-22-15. Reports — Contents — Penalties — Exclusions.

26-22-16 Information to be public - Notice of status of review — Rules,

26-22-i7. Rules of department, statewide health coordinating council, anil committee —
Coordination ofé)rocedures.

26-22-18, District courtjurisdiction — Injunctions and civil penalties.

26-22-19. Judicial review — Time for filing — Jurisdiction.

26-22-20. Judicial review — Record filed by department — Powers of court — Orders.

26-22-21. Immunity from civil actions — Committee and statewide health coordinating coun-
cil members held harmless.

26-22-22. Repeal of chapter.

2G-22-1. Short title. Tins chapter shall be known and may be cited as the “Utah
Pro-competitive Certificate of Need Act."

History: C. 1953, 26-22-1, enacted by L Districts Act. New sectir s 26-22-1 to
1951, ch. 126, 8§21. 26-22-22 were enacted by §21 of the act. For

. present provisions, see 26-24-1 et seq.
Compiler's Notes.

Laws 1981, ch. 126, § 1 repealed old sections ~ LaWw Reviews.
26-22-1 to 26-22-42 (L. 1967, ch. 31, 88 1to 42; Utah Legislative Survey — 1970,1980 Utah
1963, ch. 197, §70), the County-wide Health L. Rev. 155

2R-22-2. Legislative findings — Purpose of chapter. (1) The legislature finds
that duplication and excess investment in and supply of health facilities, equip-
ment, and services conNihute lo the rising cost of health services and the financial
ability of the public to obtain necessary care. The legislature also finds that the
prevailing systems of public and other third party payment for health care some-
times provide inappropriate economic incentives for new investment and service
development and inadequately deter duplication and overinvestment. The legis-
lature concludes tliat development of a facility for the provision of health services
is affected with a public interest and such development should be granted only on
an affirmative demonstration of the desirability of such facility and the services
rendered therein, its necessity, and its economic appropriateness.

(2) The legislature finds that regulation of the growth and development of
health services will not obviate the need for maintaining competitive eonditiors



26-22-21 HEALTH CODE

(6) Upon review of a department decision, order, or action, the court may enter
its order:

(a) Affirming ~nd enforcing or otherwise requiring compliance with the agency
action;

(b) Compelli.ig agency action unlawfully withheld or unreasonably delayed;

(c) Remanding for further agency proceeding consistent with the court's opinion
or order where agency action is held unlawful and set aside; or

(d) Reversing or modifying the agency action and substituting the court’s order,
where the agency action is held unlawful and to that extent set aside on grounds
of law which are applicable without regard for further or alternative findings of
fact or exercise of discretion by the agency.

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

2G-22-21. Immunity from civil actions — Committee and statewide health
coordinating council members held harmless. (1) No mr eber of the committee,
the statewide health coordinating council, and any health systems agency govern-
ing body or advisory committees or councils shall be subject to a civil action in
court or be 1'able for the payment of damages for any action, failure to act or state-
ment made in the performance of any function or responsibility required or author-
ized by this chapter if ouch member has acted within the scope of such function
or responsibility and has acted in good faith.

(2) The department shall hold harmless the committee and statewide health
coordinating council members for reasonable costs incurred in defending any civil
action for which such members have immunity pursuant to subsection (1). Every
health systems agency shall hold harmless health planning councils and health sys-
tems agency advisory committees, councils, or board members for reasonable costs
incurred in defending any civil action for which such members have immunity pur-
suant to subsection (1).

History: C. 1953 26-22-21, enacted bv L.
1981, ch. 126G, §21.

26-22-22. Repeal of chapter. Chapter 22 of Title 26, Utah Code Annotated 1953,
shall be repealed and have no force or effect after June 30, 1933, or at such earlier
date as federal health planning fundingTo- the state lo support certiPcate of need
tcrmii Pes.

History: C. 1953 26-22-22, enacted by L.
1981, ch. 125, 521.

CHAPTER 23

ENFORCEMENT PROVISIONS AND PENALTIES

Section

26-23-1. Legal advice and representation for department.

26-23-2.  Administrative review of actions of department or director - Hearings — Judicial
review.

26-23-3  Violation of public health laws or orders unlawful.

20-23-4. Unlawful acts by department officers and employees.

26-23-5.  Unlawful acts concernmg certificates, records and reports — Unlawful transporta-
tion or acceptance of dead human hody.

26-23-0. Oiflnnal and civil penalties and liability for violations.

26-23-7. Application of enforcement procedures and penalties.

26-23-8.  Representa

26-23-9.  Authority!

26-23-10. Religious t
practice <
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Compiler's Notes.
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8§ 38431 PUBLIC HEALTH AND SAFETY
Note 1

licensure. supervision, regulation, or control, de- 36-431.01 (selling civil penalties for violations);
partment of health services should advise facility in such even', the operator, if qualified, could
operator that continued presence of persons need- obtain a license to provide the level of care which
ing hcspital. personal, or nursing care or of more  the patients* needs require or could elect to avoid
than four persons not otherwise exempt needing or mitigate prosecution by having the patient
supervisory care is a violation of this section and  leave within wltatever time the department may
88 36-130 (prohibiting unlicensed operations) and  reasonably allow. Op.Atty.Gen. No. ISO-180.

§ S6-43L01. Violations; civil penalty . .

A Any person who violates any provision of this c. apter or any rule or regulation
promulgated under authority of this chapter may be assess d a civil penalty Ly the director
in an amount not to exceed three hundred dollars for each violation after a hearing
conducted pursuant to title 41, chapter 6, article L1 Each day tint a violation ct-tinues
shall constitute a separrte .violation.

B. Actions to enfo” the collection of penalties asses****! pursuant to subsection A shall
be brought by the attorney general or the county attorney in the name of the state in the

justice court or the superior court of the county in which the violation occurred.
C. Penalties assessed under this section are in addition to and not in limitation of other

penalties imposed pursuant to this chapter.
Added by Laws 1978 Ch. 205, § 3 A
1Section 41-1001 et S€Q---.cccevvrerrerrnns \ :

Notts of Decisions

. In general

In the case of an unlicensed facility not exempt-
ed by 8§ 36-402 listing services not subject to
licensure, supervision, regulation, or control, Jc-
panment of health services should advise facility
operator Iha' ujntinued presence of persons need-
ing hospital, personal, or nursing care or of more
eFan four persons not otherwise exempt needing
supervisory care is a violation ol this section and

88§ 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. Repealed by Laws 1980, Ch. 231, § 64

Sec, now. § 36-113.
For purpose of Laws 1980, O 1 231, see note
following S 3-104.

§ 36-433. Certificate of need; exemptions

A Any new or substantially modified medical services and health-related services and
facilities of health w e institutions used in rendering such new or substantially modified
services shall, unless Aherwise exempted, require a certificate of need under any of the

following circumstances:

1. Capital expenditures which are >'er seven hundred fifty thousand dollars.

2. Acceptance of a donation if such acceptance will cause increased expenditures, apart
from the donation, of seven hundred fifty thousand dollars or more within twelve months
of the date of the donation for any item for which a certificate of need is required as

provided in this subsection.

3. Increases in bed capacity of more than ten beds or ten per cent of the total bed
capacity, whichever is less, over a two year period.

4. Changes in the use of one or more existing beds if such changes will result in
increased expenditures of more than seven hundred fifty thousand dollars within twelve
months of the change.

5. New medical services, consisting of obstetrical units, neonatal special care units,
pediatric inpatient services, open heart surgery units, cardiac catheterization services,
radiation therapy services, end stage renal disease services, computed lomographic scan-
ning, neurosurgical units,. jinal injury units and bv. ,i treatment units.

64

PUBIIC HEALTH a3 i

6. Naw medical servi
subsection, if it has been
public hearing that such
fifty thousand dollars ¢
services.

7. Replacement of m
and which costs in exce

8. A substantial cha
facility, which apart ft
operating cost of sever,

B. An application f*
agency in the area wh<
services prior to undert:
or development |If pre
tion for a certificate ol
applicant shall advise
applying for the certifi
then comment on the
construction projects, tfc
ments for filing a let!
necessary to provide ini
possible opportunity in

C. The department
review of applications |
i e form and content of
information in connect!
necessary to perform th
pertain only to the folio
services or facilities:

1. Tne description, t
cost, including method

2. The health probl
services has for the set

3. The ability of the
al standards.

4. The relationship *

5. The availability ¢
services.

6. The relationship
in which the services a

7. The efficiency ai
are similar to those pn

8. The qualification
ing, staffing, equipmei

9. In the case of h
service on the clinical
access to such health «
which the prof sed set

10. The special nee*
of their services to ind
are located, nnd of he;

11. The effect of ¢

12. The impact of t
health services.

13. The impact, in
existing or approved p
of the proposed projec



PUBLIC HEALTH AND SAFETY § 36-433

6. New medical services, in addition to those services enumerated in paragraph 5 of this
subsection, if it has been found by the director based on substantial evidence presented at a
public hearing that such new services will require annual operating costs of seven hundred
Fifty thousand dollars or more within twelve months of the date of institution of such
services.. . * ' ' -*

7. Replacement of medical equipment which provides medical and other health sendees
and which costs in excess of seven hundred Fifty thousand dollars.

8. A substantial change in an existing medical service provided through a health care
facility, which apart from any capital expenditure entails a new. or increased annual
operating cost of seven hundred fifty thousand dollars or more.

B. An application for a certificate of need shall be filed with the authorized local
agency in the area where the institution is located and with the department of health
services prior to undertaking any substantial expenditures in preparation for such offering
or development If predevelopment expenses, including those associated with an applica-
tion for a certificate of need, will be more than one hundred fifty thousand dollars, the
applicant shall advise the director and the authorized local agency in writing before
applying for the certificate of need. The director and the authorized local agency may
then comment on the proposed application for a certificate of need. In the case of
construction projects, the department of health services may by regulations define require-
ments for filing a letter of intent prior to the application in such detail as may be
necessary to provide information about the scope and nature of the project at the earliest
possible opportunity in the course of planning the project,

C. The department of health services shall establish by regulation the procedures for
review of applications by the authorized local agencies and shall issue regulations defining
the form and content of such applications except as provided in subsection G. Requests for
information in connection with a review shs.ll be limited to only that information which is
necessary to perform the review of the proposed services or facility. The regulations shall

—pertain only to the following information to bo included in the application for the proposed
services or facilities: ,

1. The description, the geographical areas to be served, the nature and purpose, and the
cost, including method of proposed construction in the care of facilities.

2. The health problem or needs that the population served or to be served by the
services has for the services.

3. The ability of the applicant to comply with all applicable professional and institution-
al standards.

4. The relationship of services reviewed to the long-range plan, if any, of the applicant,

5. The availability of less costly or more effective alternative methods of providing the
services.

6. The relationship of services reviewed to the existing health care system of the area
in which the services are provided or proposed to be provided.

7. The efficiency and appropriateness of the use of existing services or facilities that
are similar to those proposed.

8. The qualifications and ability of the applicant to provide and obtain proper financ-
ing, staffing, equipment, management and operation of the proposed services or facilities.

9. In the case of health services proposed to be provided, tlie effect of tlie proposed
service on the clinical needs of health professional training proprams, the extent that
access to such health professional training programs will be provided and the extent to
which the proposed services will be accessible to all the residents of the area to lie served.

10. The special needs and circumstances of entities which provide a substantial portion
of their services to individuals not residing in the health service areas in which the entities
are located, and of health care services organizations.

11. The effec. of competition on the financing of the health services being renewed.

12. Theimpact of the project on tlie applicant’s cost of providing existing and proposed
health services.

13.  The impact, including financial impact and utilization impact, of other similar
existing or approved projects, services or facilities on the proposed project, and the impact
of the proposed project on other similar projects, services or facilities.

G5
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PUBLIC HEALTH AND SAFETY

14. The relationship of the services or facilities reviewed to the health plans adopted by
the authorized local agency and the state health plan.
15. A statement that the applicant has renewed, or attempted to review, the proposed
construction or modification with other health care institutions in the area to be served for
the purpose of exploring the feasibility of coordinating with such institutions' programs,

services or facilities.

In cases where coordination among

institutions is planned, a

statement concerning the implementation of such coordination shall be included 7h»
statement shall state, if applicable, that the area to be served contains no other healti. >> ¢

institution.

16. The time the applicant requires to make such service or equipment available or to
obligate such expenditure and a timetable for making such service or equipment available
or obligating such expenditure.

D. No certificate of need shall be reqmred for services, facilities or construction if such
services, facilities or construction are deemed necessary by the director for a presently
to eliminate imminent safety
hazards as defined by fire, building or life safety codes or regulations or to comply with
accreditation or certification standards required to be eligible for re|mbursement or
payment from any public health care financing source.

E. A certificate of need shall not be required for:

1. Any project, including construction, of an institution which provides only supervisory

licensed health care institution to maintain its license,

care services.

2. Any project, including construction, acquisition of major medical equipment, sub-

stantial change in services, the addition,

reduction or termination of new services or any

capital expenditure proposed by this state or any political subdivision, department, board,
in connection with state, county or municipal correc-

commission or agency of this rfate,

tional facilities.

3.  Any project, including construction, of a residential care institution or supervisory

care home providing supervisory care or personal care services.

4.  Anyproject or program providing nursing, personal care or medical services in the

home.

5. Any project, including construction, of n nursing care institution which provides only

nursing services.

6. Energy conservation projects funded in part or in whole by federal grants.
7. Behavioral health agencies which do not provide inpatient or residential treatment

services.

F. Health care services organizations shall be exempt from the requirements of this
section, except those requirements pertaining to the construction of new hospitals, nursing
care institutions or other inpatient health facilities and the acquisition of major medical

equipment and capital expenditures for such new inpatient facilities.

Any medical sendee

provided by a health care services organization which on the effective date of this act

would require inpatient care shall conform to the provisions of this section.

Services

provided by a health care services organization which are otherwise exempt from the
provisions of this section shall be subject to the notification requirements established in
subsection H of this section.

G Regulations defining the form and content of an abbreviated application shall be

promulgated and shall apply to all projects except the following:

1. Establishment of new services with annual opc sling costs of seventy-five thousand

dollars or more;

2. Construction of a new health care institu < or

3. Capital expenditures, other than capital
ment, which are greater than one hundred fifiy thousand dollars.

H. At least thirty days before any person acquires or enters into a contract to acquire
the department and the

an existing health care

institution,

such person shall

notify

..penditures for the replacement of etjuip-

authorized local agency in writing of his intent to acquire tin: health care institution, the
services to be offered in the facility and its total bed capacity. A certificate of need shall
not be required for the acquisition of the existing facilities of a health care institution
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§ 36-43301

unless the acquisition involves establishment of new services or facilities or substantial
modification of existing services or facilities which would otherwise require that the health
care institution obtain a certificate 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. 3158 L '

This section is repealed by Laws 1982, Ch. 315, § 7, effective .August 2, 1984.

PUBLIC HEALTH AND SAFETY

For legislative intent regarding termination of
grovwlons added or amended by Laws 1980, Ch
14, see note following § 36-401 o

For legislative intent regarding termination of
grovmons added or amended by Laws 1981 Ch.
60, see note following § 36-421.01

Another § 36-433, added by Laws 1971, Ch.
203, § 1 was renumbered as § 36-44502. See
Reviser's Note following § 36-445.

For effective date provision of Laws 1977, Ch.
172, see note following § 20-1707.

Repeal

1976 Reviser’s Note:

In paragraph 9 [now paragraph 14] of subsec-
tion C "this subsection" was substituted for "sub-
section C of this section”, pursuant to authority of
section 41-1304.02
Cross References —

Application for certificate of need by recipient
of a temporary certificate, sec § 36-434.
42/1\ppllcat|on for construction permit, sec § 36-

Findings on application, see § 36-4330L
Issuance of certificate, see § 36-421.
Library References
-Hospitals 0=»,
CJ.S. Hospitals § 1 el seq.

Index to Notes

In general A
Review |
Vi. In general

An applicant for a certificate of need lo estab-
lish a new health care institution may not be
required by health systems agency to designate the
planned location of the proposed service with any
greater degree of specificity than that required by
this section, the rules adopted pursuant thereto,

§ 36—133.01.

Review of certificate of need application;

and the interpretation made thereof by the depart-
ment of health services facility. Op.Atty.C -n.
No. 179-95

[ Review
~ When review of a local health agency's findings
is not requested by an applicant, the findings must
be adopted by the director of the Arizona depart-
ment of health services unless the local agency's
findings arc determined to be arbitrary, capri-
cious, or not supported by substantial evidence.
Op.Atty.Gen. No. 179-10, ‘
~ When review of a local health agency's undine’
is requested by an applicant, the director of tne
Arizona department of health services may enter-
tain written or oral arguments from the parties in
interest. Id.

lascrtion of "initial" in provision ol subsec. A,
par. 1of § 36-43301 providing that no review of
the authorized local agency shall take longer than
one hundred forty-five days fnow one hundred
and five days) from the “initial" date of filing the
application with the audiorized local agency un-
less the agency and the applicant a%ree in writing
for an extension of lime required that the former
one hunircd forty-five daK (now one hundred five
day) review begin with the filing of the applica-
tion with the agency and the department of health
services; the completeness review was included
within the one hundred forty-five day review.
Op.Atty.Gen. No. 78-170.

public hearing; written find-

ings and recommendations; conflict of interests

A. The authorized local agency shall notify the applicant and other affected persons in
writing of the beginning of the review. The director shall issue regulations defining the
procedures for the review of the application which shall include the following provisions:

1. That no review by the authorized local agency shall take longer than one hundred
five days from the initial date of filing the explication with the authorized local agency,
unless the agency and the applicant agree in writing to an extension of time.

2. That a public hearing shall be initiated within thirty days after the initial filing of
the application and shall be concluded within thirty days afior the initial session.

3. That the governing body of the locr.I agency, with a majority of its members present,
shall conduct a public hearing on any certificate of need application.

4. That written notice of the hearing shall be delivered to the « 7licant at least fifteen
days prior to the hearing date. F'ich notice shall contain the name.- of the panel members
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ABSTRACT

A basic tenet of recent health care public policy has been th3t there are
a large number of excess beds 1in the hospital 1industry, and that this
excess capacity is costly to both consumers and third-par*"y payers for

health care. Economic estimates for the United States project that
capacity could be reduced by as much as 2¢c percent without endangering
the health status of Americans. Estimates of the potential cost savings

from such a reduction range from 12-16 percent of annual hospital costs.
Similar estimates for California project that a 22 percent reduction in
the bed supply would result in a 12 percent reduction in annual expendi—

tures. These economic estimates are characterized by assumptions that
the costs that would be avoided if a hospital were to be closed exceed
50 percent of that hospital®s total cost. These estimates further

assume that excess beds give rise to unnecessary (and costly) utiliza—
tion of hospital facilities.

Public policy has been 1implemented and 1is being conducted by local,
state, and national health planning agencies. These agencies enforce
hospital certificate of need laws which require hospitals to obtain
planning approval before commencing major projects to replace or expand

existing facilities. It is believed that a restrictive certificate of
need program will ultimately yield the same 12-16 percent savings that
would result from closure of hospitals. Orange County has been a partic—

ular target of this policy, because it has low occupancy and presumably a
high number of excess beds.

This study was undertaken to answer two questions:
c Are there excess beds in Orange County hospitals?

0 If so, are these excess beds costly to consumers and third-party
payers?

18 of the 39 general acute hospitals in Orange County participated 1in the
study. The study group hospitals account for more than half of Orange
County patient days and costs. These hospitals provided data on the
actual level of use of the hospital, and the actual payments from
patients during 1977, 1978, and 1979.

As a result of a detailed analysis of the utilization data, it was found
that there were a substantial number of excess beds in the study group
hospitals- approximately 18 percent of licensed beds. It was also found
that hospital utilization is growing, and the number of excess beds are
diminishing. If population growth continues, there will be no excess
beds in Orange County by 1985.

If there are a substantial number of excess beds, then it is comnonly
believed that this excess causes "excess" hospital use (unnecessary hos—
pitalizations). It is clear that there are excess beds 1in the 3tudy
group and in Orange County. However, data published by California Hospi—
tal Association on hospital wusage per thousand population does not



reflect: excess usage. On the contrary, hospital usage in Orange County
is below the average for California, and California 1is significantly
below the national average. Although this data 1is not conclusive, it
does not appear that excess beds cause excess hospital usage 1in Orange
County.

The cost analysis performed as part of this study focused on the money
actually paid by consumers chat was spent to maintain, replace, expand,
and pay off the debt on hospital facilities. The vast majority of this
money was spent on needed capacity. The portion spent on excess beds
amounted to onlyf£.7'5 percent of total hospital costs, or approximate ly
$3.00 per patient day. The portion that was spent on excess capacity of
all types amounted to 2 percent of total hospital costs, or $8.60 per
patient day. - 7z

These savings estimates of 1-2 percent are substantially below the 12-

Ib percent figures that are widely <voted. Given this low level of
potential savings, it 1is not clear “.hat a public policydirected at
controlling the supply of hospital beds in Orangp Countycan ever Dbe

successful in significantly impacting tlie costs or healthcare to the
consumer.



EXECUTIVE SUMMART
THE EXCESS 3EDS [ISSUE

It is widely believed by health planning agmcies and other regulators of
the health care industry that there are a substantial number of excess
beds in the hospital industry, and that tnere are substantial <costs to
consumers, insurance companies, and gove -nment payers for health care
because of this excess. There are two basic 1ideas that underlie the
conclusion that there is a costly excess beds problem. These ideas are

o0 Hospitals have very high f,xed costs. Fixed costs ire those
which must be 1incurred at any level of activity, and in the
hospital industry are generally those <costs associated with

maintaining a given level e: capacity to serve oetierts. It is
commonly believed that thrse fixed costs represent as nu.:h as
60 percent of total hospital costs. Part of the ar ;umenv that
excess beds are costly g es that if there are too many beds,
there 1is too much capacit/. If the fixed costs of maintaining
this capacity are 60 per:ent, then the cosc of excess beds is
60 percent of the averag cost per bed multiplied bv the number
of excess beds. This is an estimate of cost that would be

avoided if the excess bids were not there.

0 Demand for hospital services expands to fill the beds a/ailable.
This 1i1dea 1is <called the Roemer effect, after the original
researcher. Roemer found that the use rate of hospital ser—

vices, measured 1in patient days per thousand population, was
highly relateJ to the availability of beds, measured 1in bids per
thousand population. In other words, areas with a high ritio of
beds per thousand population tended to have a higher 1.%vel of
patient days per thousand population. As it relates to the
excess beds issue, the Roemer effect 1is interpreted c: mean that
excels beds cause overutilization of hospital services. If
theri are too many beds, then there will be "too rau<n™ utilir.a-
tior of chose beds- in other words, unnecessary "osoitaliza-
tirns. The cost of these unnecessary hosp.ta*izations
contributes to the cost of excess beds.

Public policy has addressed this issue chrough the structure of federal,
state, and local agencies created by the 1975 National Helch Planning
and Development kct (PL93-641). One of the major thrists of these
agencies has been to control the supply of hospital beds, 1in the belief

that such control would reduce the number of excess beds, and avoid the
costs associated with chic excess. The avoidance of the costd of excess
beds is thought to make a major contribution to the containment of
hospital costs.

Orange County has been a particular target of this policy, because it 1is
believed that there are a substantial number of exces®™ beds 1in Orange
County hospicals.



ESTIMATES OF POTENTIAL SAVINGS RESULTING FROM REDUCTIONS TO THE BED
SUPPLY

A number of economic estimates of the potential savings that would result
from a reduction in the bed supply have beer, developed during the late
1970°s. A key study is Reducing Excess Hospital Capacity by Walter
McClure, published by InterStudy in 1976. This study concluded that a
20 percent reduction in hospital beds, accomplished by closing entire
facilities, would result in a 16 percent reduction 1in annual hospital
costs. In California, a California Hospital Association study authored
by Zaretsky entitled The Economics of Excess Capacity concluded that a
22 percent vreduction in the California bed supply would result 1in a
savings of 12 percent of annual hospital costs. Zaretsky"s results are
lower because the Roemer effect was not included 1in the computation.

The basic methodology for these studies proceeds in two steps. In the
first step, excess beds are estimated using the following formula:

0 Needed béds = -1, "¢~ ~ 77 ez -
op percent occupancy standard

0 Excess beds - licensed beds - needed beds

0 Excess beddpercent ® e - £
licensed beds

In the second step, the cost of potential savings from reduction of
excess beds 1is computed:

total cost

0 Average cost per bed
total beds

0 Savings per bed = average cost per bed x number of excess beds x
50-60 percent fixed costs

0 Total savings K savings per bed x number of excess beds

. _ total savings x 100
0 Savm%s percent’a%e T Totar teei T

In some studies, additional potential savings are projected by
estimating the number of unnecessary patient days "caused"” by the avail —
ability of excess beds and multiplying these days by the average cost per
day . These estimates are the estimate of the cost associated with the
Roemer effect.

Virtually all of the economic estimates of potential savings assume that
N tire hospitals are closed, rather than portions of hospitals. Whi le
acknowledging the 1legal and social difficulty of government enforced
closure of hospitals, most of the economic authors believe that a tight
certificate of need program (which 1is recent government policy) wi"l
ultimately achieve the same resvilts.



Central to all of these studies are five key assumptions. Specifically,
these assumptions are:

0 That 85 percent occupancy is a realistic occupancy standard

0 That licensed beds represent the number of beds that are avail —
able for use and which have costs associated with them.

0 That an excess supply of "eds will result in costly overutiliza—
tion of hospital facilities.

0 That fixed costs which relate to maintaining a hospital bed for
one day exceed one-half of the average cost of a day®"s care 1in
the hospital.

0 That a tight certificate of need program to restrict the supply
of beds will ultimately achieve the same potential savings that
would result from closing entire hospitals.

Hospital industry critics of these estimates of potential savings have
repeatedly challenged these assumptions, <claiming that they are not
reasonable, and do not reflect the realities of hospital operations.

A STUDY OF ORANGE COUNTY HOSPITALS

The objective c¢. this study was to investigate the excess bed issue in
Orange County hospitals. Specifically, the objectives were to determine
whether there were a substantial number of excess beds 1in Orange County
during the 1977-1979 period and, 1if so, were these excess beds costly to
consumers, insurance companies, and government payers.

The study included 18 of the 39 acute general care hospitals 1in Orange
County, who voluntarily agreed to participate 1in the study. Since the
hospitals self selected whether or not to participate, the sample of
hospitals was not random and no statistical assertion of representative —
ness can be made. A review of occupancy statistics disclosed that the
study group of hospitals was probably somewhat less likely to have excess
beds than the nonparticipating hospitals. However, the differences
between the two groups of hospitals arc not so marked that the excess bed
condition did not exist 1in the study group. Further, the study group
contains hospitals which accounted for more than half of the patient days
and costs of all Orange County hospitals. Hence the results for the
study group cannot be dismissed as unrepresentative of the excedd bed
issue in Orange County.

It was the intent of the study to investigate the excess bed 1issue using
actual data to the maximum extent possible, and to make as few assump—
tions as possible. This approach was taken 1in an attempt to arrive at
rigorous results and to avoid the controversy that has surrounded the
assumptions wused 1in prior studies.



Tne approach used to 1investigate the excess beds 1issue contained the
following key elements:

0 Actual hospital census data was analysed for the three year
study period, 1in order to determine the pattern of actual bed
utilization. The number of needed beds for each hospital was set
at a level below the number of beds that were actually used
during peak periods. This Jlevel was set so that 1 out of 20
patients who actually used a particular hospital would have been
turned away and forced to enter another hospital, had the actual
beds available been equal to the defin J level of needed beds.
The 1 out of 20 tumaway level was judges to result in an accept—
able level of patient and physician inconvenience. This
methodology was employed vrather than an arbitrary 85 percent
occupancy standard assumption.

0 Interviews were conducted with hospital managers and California
Health Facilities Commission (CHFC) disclosure data was reviewed
in order to determine how many beds were actually available at a
study hospital during the study time period. This data on avail—
able beds was used 1in place of an assumption that all licensed

beds were available for use. Beds which exist only on the paper
of the hospital®s license are not excess beds in the sense that
there are potential savings associated with them. These
"epha iLura" beds could be removed merely by changing the

hospital®s license, but the hospital®s operations, revenues, and
costs would be unchanged.

0 An analysis was performed of actual financial data for the study
group hospitals. Tlie amount of money actual ly paid by con—
sumers, insurance companies, and gove-nment payers was

segregated 1into two categories:

Money which was wused to pay for the day-to-day care of
patients in the hospital, and

Money that was used to maintain, replace, expand, or pay off
the debt on existing hospital facilities.

This second category of funds 1is the money which is in fact used
to raaint .in or expand a hospital®s capacity, and represents the
costs that are the focus of the current certificate of need

program. This analysis was performed in order to more
accurately determine the potential savings that would result
from the elimination of excess beds. No single fixed cost

assumption was used 1ir. order to estimate potential savings.



FINDINGS AND CONCLUSIONS- EXCESS BEDS AND HOSPITAL UTILIZATION

There are 3838 licensed beds 1in the study group hospitals. Th® three
year average of average daily census during 1977-1979 was 2305 patients
per day. The conventional computation of excess beds would result in

1126 excess beds, or 29 percent of total Ilicensed beds. (2305 ADC *
85 percent = 2712 needed beds. 3838 licensed beds - 2712 needed beds =

1126 excess beds.)

As a result of interviews with hospital management and analysis of CHFC
data, it was determined that there were an average of 339 beds (9 percent
of licensed beds) that were "phantom™ beds. We conclude that almost
one-third of the "excess bed problem™ in the study group relates only to
the fact that there are more beds on hospital licenses than there are
beds available for use. These phantom excess beds were removed from
further analysis since there are not any cost savings associated with a
reduction of beds only on the hospital®s license.

The results of the analysis of hospital average daily census data pro—
vided an alternative to the 85 percent occupancy standard. A 1 out of 20
"tumaway"™ probability was used to determine the number of needed beds
for each hospital. The application of this probability to a statistical
model of the distribution of *rage daily census for the hospital
resulted in the determination of the number of needed beds. These needed
beds were added up for all study group hospitals. The resulting total
was 2738 neeued Deis which 1is an 82.6 percent occupancy standard and 76
more beds than the 2712 needed beds that result from the 85 percent
occupancy standard. These 76 beds represent approximately 2 percent of

total licensed beds.

In summary, the results of the study"s excess bed computation show that
of the 29 percent of the study group hosr*tai beds which are nominally
excess beds, 9 percent are p ejntora beds v.uch appear only on the hospital
license and have no cost impact, and 2 percent would be required 1in order
to maintain a tumaway probability of 1 in 20. The remaining 18 percent

are true excess beds.

The study also showed that the average daily census was growing at a rate
of slightly more than 4 percent per year (from 2211 1in 1977 to 2401 in

1979). As a result, the number of excess beds declined over the same
period (from 8'6 beds in1977 to 635 beds in 1979). If the trend 1in
patient days continues at4 percent per year, ".hen the number of needed

beds will be -equal to thenumber of available bedj by 1965.

We conclude that there was a substantial number of excess beds in the
Orange Councy study group, although Che true number of excess oeds 1is
considerably below che amount chat would normally be reported, further,
the number of excess beds is going down, because average daily census and
the related number of needed beds are growing.

Given chat there were a substantial numbc- of excels beds .in the study
group du.ing the 1977-1979 period, one would expect that thtfse would be
some overutilization of hospital services due to the Roemer effect.



It was not possible Co calculace use races for Che scudy group, since Che
populacion served by Che scudy group represenCs an unknown porcion of Che

Orange Councy populacion. However, daca published by Che California
Hospical Associacion dees show <che utilization for Orange Councy in
cocal during 1978. The number of pacienC days per Chousand populacion
was:

Orange County 816

California 867

United States 1,208

The utilization of hospitals in California is well under che national

average, and Orange Councy 1is under che California average. Although

this datafor Orange County 1is noC conclusive, 1ic does raise questions

about the causal relationship between Che availab®._lity and use of hospi—
tal beds. Ic isunclear thac the Roemer effect is a valid concepc, ac

least for Orange County.

FINDINGS AND CONCLUSIONS- THE COST OF EXCESS BEDS

All of the economic estimates of potential savings assume that entire
hospitals are closed. As a practical matter, no agency of the government
is empowered to take this action. Health planning agencies are empowered
to control the capital expenditures of hospitals through the certificate
of need legislation. Il is asserted by the authors of several of the
estimates of potential savings chat a tight certificate of need control
on the bed supply will, in the long run, achieve the same results as
closing hospitals.

Our approach focused on identifying the capacity costs of hospitals, and
apportioning these capacity costs between excess capacity and needed
capacity, as measured by needed beds and excess beds. Capacity costs
represent that portion of the money received from patients and third-
party payers which was spent to maintain, replace, expand, or repay the
debt on hospital physical plant assets. While capacity costs are not the
fixed costs used in the economic estimates, there are two compelling
reasons why capacity ccit is a viable concept for analyzing potential
savings from reducing tl.c bed supply:

0 Capacity costs are costs actually paid by the consumer or
third-party payer. If hospital facilities were replaced using
funds from sources other than patient revenues (e.g., debt or
donations), then these assets did not cost the current consumer
anything, and the cost of such projects 1is not part of current
capacity cost. Conversely, if patient revenues were used to
retire debt used to finance existing assets or to accumulate
savings to finance future capital projects, they are being paid
by the current consumer and are current capacity costs.



c Capacity costs, not fixed costs, are the object of certificate

of need controls. If a capital project does not receive a
certificate of need, then the funds will not be spent, and
current and future consumers will not be charged. No certifi—
cate of need approval is required to hire a new assistant
admin istrccor or director of nursing. Once hired, the costs of
these personnel are largely fixed (unrelated to changes in
volume). While it 1is true C" at these fixed costs could be
avoided 1if the facility was closed duwn, no agency of government
can enforce a hospital closure. More to the point, if the
hospital was net needed and volumes and patient revenues
declined enough so that it was approaching b. hruptcv, these

"fixed"™ costs would become variable costs- the personnel would
be laid off.

Capacity costs for the st Jy group ranged from 12-13 percent of consumer
expenditures during the three year study period. We conclude that the
potential for savings through <capacity control is much smaller t/.an
generally estimated, because the total costs which are the target of
regulatory contrc are le s than 13 percent. This 1level of potential
savings is substantially below the 50-60 percent of total cost used 1in
the economic estimates.

Excess beds were used as an estimate of excess capacity, 1in order to

split capacity costs between needed capacity and excess capacity. Tlie
results of this apportionment are that approximately 2 percent of total
cost is related to excess capacity. This is equivalent to $8.60 per
patient day. This is the estimate of the total potential for cost

reduction through certificate of need control.

The focus of regulatory control 1is on the supply of beds. Jie majority
of capacity costs do not relate to patient beds, but to ancillary and
support services (e.g., radiology equipment, data processing equipment).
If che excess capacity costs are split between the cost of beds and the
cost of expenditures for ocher capacity purposes, then the potential
savings drop to .75 percent, or $3.00 per patient day.

Economic estimates of the potential savings from a 20 percent capacity
reduction range from 10-16 percent of total hospital expenditures. Tlie
results of our study indicated that a 18 percent reduction 1in capacity
would be possible 1in the Orange County study group hospitals. our
estimate of the potential savings thatwould result from this capacity
reduction range from 1-2 percent. The principal reasons for this sub-—
stantial difference go back to the assumptions wused in the economic
es tiraates:

0 85 percent occupancy standard is generally assumed. Our
study results support a slightly Jlower 83 percent occupancy
standard.



0 Licensed beds are assured co represent: beds actually available

for use. The results of our scudy indicated that 9 percent of
licensed beds, or one-third of the excess beds, are "phantom"
beds which exist only on the hospitals®™ licenses. There appears

to be no savings associated with retiring these "phantom" beds.

0 Excess beds are assumed to cause excess utilization (Roemer
effect).Our study did not address this assumption directly.
However, California Hospital Association statistics for all

Orange County hospitals do not support the 1idea that there is
significant overutilization in Orange Councy.

0 It is assumed that fixedcosts exceed one-half of total costs,
and that these fixed costs could be avoided through elimination

of excess capacity via a tight Certificate of Need program. In
fact, the target costs of Certificate of Need programs are not
fixed costs, but capacity costs. These <costs represent only

13 percent of total costs in our study group- a dramatically
smaller fraction than che 50-60 percent that has been conmonly

u "ed.
In short, the economic estimates overestimate excess beds largely
be rause they count phantom beds as excess beds. These estimates over —
estimate potential savings because they assume chat fixed costs, not
capacity costs, are the target of Certificate of Need regulation.
Potential savings may also be overestimated because wutilization 1is
assumed to decline with the bed supply. After these faccors have been
taken into account, the potential savings drop from 10-16 percent tc
1-2 percent for our study group. Given this Jlow Jlevel of potential

savings, it is unclear chat a public policy directed at controlling the
supply of hospital beds can ever have a significant impact on che cost of
health care co the Orange County consumer.

-10-



THE COST OF EXCESS 2ZDS IN ORANGE COUNTY
1977-1979

I. INTRODUCTION

It is widely believed by health planning agencies and other regulators of
the health care industry that there 1is a substantial excess capacity in
che hospital industry, and chat this excess capacity is costly to con-—
sumers, insurance companies and government payers for health care.

Public policy has been directed at this perceived problem through an
extensive network of health planning agencies, regulations and laws.

The hospitals 1in Orange County have been particular targets of this
policy, because of allegations of extensive excess hospital beds 1in che
County.

This study was undertaken to assess the "excess bed problem™ 1in Orange

County. The objectives of this study were to estimate the number of
excess beds in Orange County, and to estimate the costs of these beds to
consumers and third-party payers. An additional objective of che study

was to describe how this issue has evolved, and to discuss policy alter—
natives 1in light of the findings for Orange County.

Section Il of this report describes how "excess beds™ became an 1issue,
and what the public policy response has been. Section 11l describes the
approach taken in the study. Section 1V describes the group of hospitals
that agreed to participate. Section V discusses the alternative ways to
measure excess beds, and presents the findings regarding excess beds in
Che study group. Section VI discusses policy alternatives and ways to
measure the costs associated with excess beds which are consistent with
various policy options. Conclusions are presented regarding the poten—
tial effectiveness of the policies currently being employed.

-11-



I1. THE EXCESS BEDS ISSUE
EVOLUTION OF THE ISSUE

During the last twenty years, there has been considerable debate and

discussion regarding the "excess bed problem™ 1in the United States. The
pace of the debate accelerated 1in 1976 when two studies of the problenm
were published. In a study by InterStudy published 1in 1976 called

Reducing Excess Hospital Capacity, the principal finding was "(there 1is)
substantial evidence of excess hospital capacity which contributes sig—
nificantly to medical cost escalation with Jlittle or no benefit to

health." 1) This study recommended a phased 20 percent reduction 1in
capacity, and estimated savings of up to 16 percent cf total hospital
expenditures. In the same year, a study published by the Institute of

Medicine of the MaLi”~nal Academy of Sciences found "that significant
surpluses of short-term general hospital beds exist or are developing 1in
many areas of the United States and that these (surpluses) are contrib—
uting significantly to rising hospital care costs.'1 2)

Economic analysis of California hospitals by Zaretsky in 1977 was con—
sistent with tht national <conclusion that a significant excess bed
problem exists. That study concluded chat "economic incentives for an
appropriate balarce between use and capacity are absent 1in the health
industry. This has led to a current situation, especially in California,

where capacity 1is substantially in excess and this excess 1is costly." 3)
Zaretsky estimated that a reduction in capacity of 22 percent would

result in a 12 percent savings 1in annual cost.

In a report published by the California Health Facilities Commission
(CHFC), using 1978 data for Orange County, excess beds are estimated at

25.5 percent of licensed bed.. Tne. report goes on to state, "CHFC
research indicates that 10.5 percent to 21 percent of statewide hospital
total operating costs are related to excess capacity." 4)

There are two basic ideas that underlie the conclusion that excess beds

are costly. Tlie first idea 1is that hospitals have very high fixed costs.
Fixed co3ls are those costs which must be incurred at any level of
activity. Economic estimates of fixed costs published during the early

1970"s indicated that fixed costs exceed 50 percent of total hospital
costs. 5) Thus if there are too many hospitals and too many bed3, then

retiring beds will cause some level of fixed costs to be avoided. In
particular, "retiring entire hospitals produces substantially more
savings than an equivalent reduction closing portions of several hos-—
pitals.” 1) Zaretsky, in commenting upon his cost estimate for empty

beds, states "it is best to interpret this $20,000 per empty bed estimate
as based upon the most cost effective way of eliminating empty beds-
retiring entire institutions--rather than across-the-board cuts in beds
in a large number of hospitals." 3)

12



The second basic idea that underlies that costly excess bed problem 1is
frequently called the Roemer effect, after the original researcher. In
vcrk published in 1959. Roemer and Shair. found that the use vrace of
hospital services, expressed 1in patient days per thousand population,
vas highly correlated with the availability of beds, expressed 1in beds

per thousand population. They concluded that "hospital beds that are
built tend to be used." 6) In other words, demand for hospital services
seems to expand to meet the supply of beds available. Roemer and Shain
further inferred that "the ultimate control over money spent for hos—
pitalization . . . is the volume of beds provided."

PU3LIC POLICY

The passage of the National Health Planning and Resources Development
Act in 1975 created a structure of national, state, and local planning
agencies for the purpose of developing and implementing health planning

policy. The law required states to adopt certificate of need programs
for approving capital expenditures by hospital. Excess beds/capacity
has been a concern of these agencies from the outset of the program. The

stated purposes of the local Health Systems Agencies include "restrain-—
ing increases in the cost of providing health service and preventing

unnecessary duplication of health resources.”™ 7) This Jlaw was amended
in 1979, and the -emphasis on eliminating excess beds/capacity was
heightened. "The 1identification and discontinuance of duplicate or

unneeded services and factilities™ S) became a national health priority.

In California, certificate on need legislation was initially adopted 1in
1976. Tlie California law basically conforms to the requirements of the
federal law. The Orange County Health Planning Council, which 1is the
local planning agency, established a goal 1in their 1979 Health Systems
Plan of "reduction of excess capacity through elimination or redistribu—
tion of health and medical care services and/or resources.”™ 9)

Within the legal and organizational structure c*eated by PL 93-641, the
Secretary of Health and Human Services (HHS) is charged with developing
guidelines for use by state and local agencies in health planning. In
1978, the first set of national guidelines were published. 10) These
guidelines are directed, 1in part, at bed supply. A general guideline of
four beds per thousand population was established. This guideline 1is
based upon the Institute of Medicine®s Report and the Interstudy report
cited earlier. 1)2) Achievement of this guideline would mean a 10 per—
cent reduction to the supply of beds. 10)

The National Guidelines also set specific occupancy standards for hospi —
tals. The occupancy standard for general acute hospitals 1is 80 percent.
This 1level is well above curr .it national average of 75 percent. 10)

Tliis federally mandated structure of agencies and regulation is current—

ly being challenged by the Reagan Administration, as part of the emphasis
on cost control in government and de-regulation.

-13-



California Office of Statewide Health Planning and Development guide—
lines for occupancy and bed are more sophisticated than the national

guidelines, 1in that they take the number of patients by type of medical

service within a planning area into account. Occupancy standards are

generally established between 60 and 35 percent on a service-by-service

basis, depending on the average daily census for that service in the

health facilities planning area.

In summary, public policy has responded to the perceived "costly excess

bed™ problem by establishing goals to reduce beds. These goals have been
implemented through the various levels of health planning agencies and
the certificate of need process. It has been widely believed that the
impact of placing capacity limits on hospitals will be to substantially
reduce or contain the <costs of health care to consumers, insurance

companies, and government programs.

-14-



1. STUDY METHOD

OBJECTIVES
The objectives of the study were:
0o To estimate the number of excess beds in Orange County

o To estimate the costs that are associated with operation and
maintenance of all beds

o To estimate the cost of excess beds

0 To discuss alternative courses of action for regulators and pro—
viders, 1in response to the "excess bed problem."

SCOPE

18 of the 39 general acute hospitals in Orange County chose to partici—
pate in this study. Since the hospitals self-selected whether or not to
participate, no assertion can be made that the study group 1is a random

sample of Orange County hospitals. Accordingly, the quantitative
findings of the study are limited to the 18 hospitals which did partici—
pate.

The study included the collection ar.d analysis of actual daily census and

annual financial data for the three years 1977-1979. Fiscal year data
for hospital fiscal years ending during this 26-month period was used and
not adjusted to a common year-end. This procedure was used because we

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

The focus of the study was to use actual data in place of assumptions
wherever possible. This emphasis on actual data was made in an effort to
arrive at realistic results, and ir. an effort to avoid the controversy
that has attended the assumptions of prior studies.

T..0 . of actual data had several consequences:
0 Excess beds were computed based upon the actual utilization of a
particular hospital 1in a given study year. Excess beds are

commonly used as an estimate of excess capacity, a convention
which was followed in this study as well. Although not a perfect
estimate by any means, excess beds can at least be measured
unlike excess capacity.

0 The actual data reflects the actual use of the study group hos—
pital, not what "should have"” happened. Hence, the Roemer
effect is not explicitly considered in the data analysis, and it
is assumed that the actual usage of the hospitals was appropri—
ate. Although the Roemer effect was not considered in the data
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analysis, Orange County use rate data does tend to support the
assumption that the actual usage was not inappropriate, and the
Roemer effect can be ignored in developing estimates of poten—
tial savings from bed reductions.

o Mo opportunity cost analysis was performed. To the extent that
phantom beds are being used for productive functions and these
functions would require space if the space originally designed
for beds was not constructed, there is an opportunity cost

associated with "phantom bed" space. Tne study assumes that
phantom bed space is being productively utilized, and that the
actual costs reflect the economic value of that space. No

analysis was made of the costs that would have been incurred to
provide space for those functions (e.g., leasing outside space)
had the bed space not been constructed 1in the first place.

0 No fixed cost/variable cost assumptions were made. Rather, the
money actually paid by consumers and third-party payers was
analyzed and segregated into operating costs and capacity
costs- the costs of maintaining, replacing, expanding, and
paying off the debt on existing facilities. Capacity costs
become the basis for estimating potential savings from reducing
beds or capacity, vrather than an assumption that an assumed
level of fixed ~costs would be avoided through capacity
reduc tion.

APPROACH

The approach taken to estimate the number of excess beds consisted of a
statistical analysis of daily census data for each study group hospital.
The number of beds needed for patients who actually 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 aggregated to estimate the total number

of excess beds in the study group.

The approach taken to estimating the cost of the excess beds was ft.
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 either related to day-to-day operations of the hospital, or to
capacity costs. Capacity costs were then divided between "needed" beds
and "excess 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 development of the approach, a review of the literature
was performed in order to detemine the strengths and weaknesses of the

various methods that have been used. In the sections which follow, the
results of this review will be discussed as 3 preface to a discussion of

the specific methods and findings of this study.
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IV. THE STUDY GROUP

During che 1977-1979 scudy period, there were 44 hospitals in Orange
County. 0f these 44 hospitals, 39 are acute general hospitals and 5 are
psychiatric or rehabilitation hospitals. The 5 specialty hospitals were
excluded from the study because they have substantially different
operating characteristics than the acute general hospitals.

0Of the 39 general acute hospitals, 18 agreed to participate in the study
for all three years. At least one hospital from each of the 7 geographic
health facilities planning areas was included in the study group. The
group included both proprietary and non-profit hospitals. The study
group hospitals ranged in size from 56 beds to 493 beds, with che average
being 213 beds. The non-participating hospitals ranged in size from 24
beds to 268 beds, with an average size of 160 beds.

Table 1 presents a statistical comparison of the participating and non—

participating hospitals. Table 1 shows that the overall occupancy in
Orange County during the study period was low, although it improved from
1977 Co 1979. Low occupancy 1is a preliminary indication that an excess

bed condition probably does exist.

The occupancy for the study group is higher than the occupancy for the
non-partcipating hospitals. The lower occupancy for the non-partici—
pating hospitals probably reflects che self-selection process. That Iis,

hospitals with low occupancy and excess beds would be less willing to
participate in a study of this type. Because of this self-selection, the
study group is not random sample of the hospitals in the County, and
the quantitative findings are limited to the group studied. However, the
study group does contain more than half of che patient days, revenues,

and costs for the County. Hence findings for this group account for the
majority of hospital care and hospital costs in Orange County.
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TABLE 1
Statistical Comparison of Study Group

to Non-Participating Hospitals (A)

Non-
Study Participating
Group Hospitals Tota l
1977
Number of Hospitals 13 21 39
Licensed Beds 3,838 3,341 7,179
Average Occupancy (B) 57.462 50.442 53.682
1978
Number of Hospitals 18 21 39
Licensed Beds 3,838 3,363 7,201
Average Occupancy (B) 58 .79 % 50.1097. 54.102
1979
Number of Hospitals 18 20(0) 38(C)
Licensed Beds 3,838 3,266 7,104
Average Occupancy 60.32" 52.942 56.442
(A) Source: California Health Facilities Disclosure Reports

(B) Average of individual hospital occupancies,
where occupancy = (patient days t 365)
Licensed beds

(C) One hospital was closed in 1979
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V. COMPUTATION IF EXCESS BEDS

DEFINITION OF EXCESS BEDS

Although excess beds are alleged to be a major problem with the United

States health care system, "the precise meaning of "excess"™ as applied to
hospital beds, has always been characterized by considerable ambigu—
ity." 11) Excess beds have been defined to be beds which are never used;

beds which are seldom used (excess reserve capacity); and beds which are

misused (overutilized).

The most common definition of excess beds 1is based upon an occupancy

standard. The 1976 InterStudy recommendations were based on an 85 per—
cent occupancy standard. 1) The 197E Health Planning Guidelines set a
standard of 80 percent for general acute hospitals. 10) Using this

guideline, excess beds would be computed as:
0 Needed beds = average daily census (ADC)
802

Licensed beds - needed beds

0 Excess beds

This type of approach, using an 85 percent occupancy stan"ard, was used
by the Orange County Health Planning Council 1in its 1980 Inventory of
Health Services and Facilities to compute estimated excess beds in 1985.
Calculations derived from data in the Inventory show: 12)

Percent
Average of
Daily 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 allegations of substan—
tial excess beds.

VARIABILITY OF HOSPITAL CENSUS

Occupancy standards have played a critical role in the regulation of
health providers. There has been considerable controversy regarding
what is an appropriate standard. Walter McClure, the author of the 1976
InterStudy report, describes 85 percent as "an average vrate which i3
both efficient and achievable in practice.” 1) MacStravic, in a recent
article for CHA Insight, comments that "the old Hill-Burton standard of
85 percent still echos in the halls of planning and regulatory agencies,
making up in familiarity what it lacks in sense."” 13)



Hospitals cannot sustain 100 percent occupancy. Tney need to maintain a
reserve capacity to accomodate fluctuations in the daily census, and to

accomodate the different needs of different patients. This reserve
capacity, added to the average daily census, constitutes the number of
beds that are truly needed. Seme of the often-cited 14) reasons for

maintaining a reserve capacity include:

0 Random nature *f admissions- certain types of admissions are not
predictable. For example, obstetrics, perinatal, and intensive
care admissions. Capacity must be maintained to accomodate the
random nature of these admissions.

0 Certain types of patients require distinct patient facilities.
For example, a patient requiring intensive coronary care cannot
be accomodated in a normal medical/surgical bed. A hospital may
have empty beds, but be "full™ 1in a particular medical service.
The more different units there are, the more reserve capacity is
required, since a reserve for each unit must be maintained.

o Within a particular unit, certain 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 hospital has all private (one-bed) rooms, then these
constraints add little or nothing to required reserve capacity.
For a hospital with three-bed wards, these <constraints can
dramatically reduce the effective capacity of the hospital.

0 For units where admissions can be scheduled, there is frequently
a drop 1in census over the weekend, because neither physicians

nor p tients wish to be in the hospital on a weekend.

A number of authors have demonstrated that control over these factors can

substantially reduce required reserve capacity. For example, Hancock,
et al state that medical/surgical occupancies in excess of 90 percent
are achievable through admissions scheduling. .15)16) Gianfrancesco

documents that a reduction in reserve capacity is possible if speciali—
zation (distinct patient facilities) is eliminated. 17) "Tnompson and
Fetter examined the implication of (patient incompatibility) restric—
tions for the attainable occupancy of a medical/surgical service. They
concluded that if there 1is the potential to transfer patients from one
room to another, patient incompatibilities have a negligible effect on
attainable occupancy." 18)

This 1idea that census fluctuations can be controlled and occupancy

standards raised 1is attractive to regulators. For example, the
California Statewide Method for Estimating Bed Requirements, in comment—
ing upon occupancy patterns, states: "The census 1is generally lower on

weekends than during weekdays. This pattern is one largely determined by
preference. Both physicians and patients often prefer that admission be
deferred until a weekday and that discharge be arranged before the week—
end. This practice may be endorsed by hospital management when it is
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difficult to arrange weekend staffing at thesame levelsused during the
week. Statewide policy does not provide forplanning for excess capacity
to accomodate such available variations 1in census, and thus no provi—
sions have been explicitly made for it" 19)

It should be pointed out that much of thework which concludes that
higher occupancy standards are achievable through control over census
variability consists of simulations of what would happen if such con—
trols were possible, not analysis of actual data. 15)16)18)

In the real world of hospital administration, admission scheduling may
not be possible because of medical staff resistance. Special care units
and other distinct patient care facilities exist and are maintained in
order to care for patients in the most appropriate way. Patient incom—
patibilities do prevent beds from being filled, because both patients
and physicians resist room transfers for the ~convenience of the
hospital. Notwithstanding Statewide policy, there 1is a drop 1in census
over the weekends to accomodate patient and physician preferences. As
MacStravic points out, "whether such controls (of census variability)
can be implemented 1in every hospital 1is open to question."™ 20)

USE OF STATISTICAL DISTRIBUTIONS TO MODEL CENSUS VARIABILITY

Although the impact of all of the above factors on an individual patient
is not necessarily random, the combined impact of these factors on a

population of patients 1is random. As a result, the distribution of
average daily census data will generally look like a normal distribu—
tion- the well known "bell shaped curve."” This fact has proved important

to health planners, because it is possible to relate a given occupancy
standard to a turnaway probability- the probability that a patient will
arrive and be turned away because there 1is no bed available. The key
factor which relates a given occupancy standard to a turnaway proba—
bility 1is the variability of the average daily census, as measured
through the standard deviation. The greater the variability (standard
deviation), the higher the tumaway probability at a given level of
occupancy. As an illustration, Figure 1 shows two hypothetical distri—
butions of average daily census. At the same Ilevel of occupancy, they
have dramatically different turnaway probabilities.

Case A has an average census of 100, and a standard deviation of 10. At
an occupancy standard of 83 percent, 120 beds are "needed." At this
level of beds, the tumaway probability 1is about 2 percent. In other
words, patients will be turned away about seven days out of the year.

Case B has considerably more variability as indicated by a standard
deviation of 20. The bell shaped curve is flatter. There is less
clustering in the middle and more incidence of extreme values. At the
same 83 percent occupancy standard, the turnaway probability rises to
about 16 percent, or 58 days out of the year.



Figure 1
o Two Hypothetical Distributions of Average Daily Census

Average Daily Census

Average Daily Census



THE POISSON MODEL

A frequently used model for hospital census is a special case of the
normal distribution, called the Poisson distribution. In the Poisson
distribution, the standard deviation of the distribution is equal to the
square root of the average daily census (mean). Case A is an example of
a poisson distribution, since the standard deviation 1is 10, which 1is
equal to the square root of the average daily census L /100 ). This
statistical model is particularly convenient, since all it requires is a
single value (average daily census) to estimate both the mean and the
variability of the distribution.

OFFICE OF STATEWIDE HEALTH PLANNING STANDARDS

Although the Poisson model is widely used, a number of studies have shown
chat it is not an accurate reflection of che distribution of hospital use
(see for example, MacStravic 20)). The California Office of Statewide
Health Planning and Development (OSHPD) has developed standards for
needed beds based upon a statistical model which results in needed beds
estimates higher chan the values which would result from the Poisson
distribution. Tlie OSHPD standards are intended for application to a
health facilities planning area, and not an individual hospital.

EMPIRICAL ANALYSIS OF ACTUAL DISTRIBUTION OF AX

Daily census values were collected for three years from the 18 study
hospitals. In total, fifty-four years of data (3 x 18) were collected.
For each year, the average daily census, the standard deviation, and
frequency distribution were computed.

The actual frequency distributions were compared to a normal distribu—
tion specified with the empirical mean and standard deviation. The

Koltnogorov-Smirnov one sample test was used to assess whether or noc tne
actual distributions conformed to a normal distribution. 21) For all

hospitals and years except one, the actual distribution was not signifi—
cantly different from the normal distribution at the .01 significance

level. We conclude that the distribution of average daily census values

is a normal distribution.

Having established that the population is normal, u.* compared it to a
Poisson normal distribution. We compared the actual variability
(standard deviation) to the variability that would be associated with a
Poisson normal distribution (i.e., standard deviation equal to /ADC ).
Figure 2 portrays the results for 1979. As shown 1in the figvite, the
observed variability (standard deviation) was always greater than the
Poisson estimate. Similar results were obtained for 1977 and 1978. \We
conclude that a Poisson normal distribution does not fit the actual data,
and would consistently underestimate the beds required to accomodate the
peak periods actually observed in the data.
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ESTIMATE Or NEEDED BEDS

We assumed chat a turnaway probability of 5 percent (IS days a year) was
appropriate for an individual hospital. Using this probability, needed
beds were computed for each hospital for each year using the following
formula:

Needed beds = ADC + 1.645 x standard deviation.

The 1.645 factor is an estimate of reserve capacity required so that
patients are turned away one time out of twenty (6 percent). Table 2
summarizes the results for the study group.

Note that the occupancy standard implicit in the selection of a 5 percent
turnaway probability ranges from 82 percent to 83.3 percent as ADC
increases. This result is consistent with MacStravic®"s findings for
clusters of hospitals 20) and slightly higher than the standard computed
from OSHPD guidelines 19).

ESTIMATE OF EXCESS BEDS

The coimion computation for excess beds 1is: licensed beds - needed beds =
excess beds. This computation ignores the fact that not all the beds on
the license may in fact physically exist. It is not uncommon, particu—
larly in older hospitals which have renovated their plant, to have space
that was originally used for nursing units being currently used for some

other purpose. Another situation is where a small multi-bed room is
being used as a semi- rivate or private roonm. Hospitals make these
adjustments in respons. to the demands andneeds cf patients, physi—
cians, and employees. We will call beds on the license that do not
physically exist "phantom"™ beds. Phantom beds are commonly included in
the count of excess beds. If the hospital®s license were changed, then
these beds would noc be counted. It is difficult to imagine what cost
savings would accrue to the community solely as a result of a change in
licensed beds. For this reason, we attempted to determine the nur.oer of

phantom beds, so that they could be eliminated from the count of excess
bed s .

Management from each hospital in the study group was asked two questions

0 How many beds could you put 1into service within twenty-four
hours without eliminating space currently being used for other
productive purposes? (Assume t ipficient staff would be avail—
able.)

0 If the three hospitals closest to you closed over the weekend,

how many patients could you cake on Monday? (Assume sufficient
staff would be available.)

-25-



Year

1977

1978

1979

TABLE 2
Estimate of Needed Beds for Study Group

Turnavay Probability = .05
Imp licit
Needed Occupancy
ADC Beds Standard
2,211 2,694 82.0%
2,302 2,787 82.6%
2,401 2,883 83.2%
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The point of these two questions was to determine the number of available
beds at the hospital. The difference between this number and the number
of licensed beds 1is considered to be phantom beds.

The available bed results obtained in this manner were basically consis—
tent with available beds reported on the California Health Facilities
disclosure report.

Table 3 presents a summary of findings for the three years 1977-1979.
Table 4 presents a comparison to the conventional computation. Note
that the average daily census 1is growing at approximately 4.3 percent
per year. At that rate of compound growth, assuming an 83 percent
occupancy standard, then needed beds would approximate available beds in
1985. Note also that the reserve beds component remains relatively
constant over the three years.

True excess beds are going down as .ADC increases. The average level over
the three years was 18 percent. This amount 1is far lower than the
29 percent that would be developed with the conventional computation.

2 percent of the difference 1is accounted for in the use of an 82-83 per—
cent occupancy standard, versus 85 percent. However, the majority of
the difference is the 9 percent of the licensed beds which are phantom
bed s .

CONCLUSION

Analysis of actual average daily census data in the study group confirms

that average daily census distributions are normal. Observed varia-—
bility in the data exceeded the variability predicted from a Poisson-
normal model. Use of Poisson models to estimate bed need will understate

Che true beds needed to accomodate the fluctuations in daily census

Conventional computations 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
standard.

Needed beds for che study group were determined using a 5 percent curna-
way criteria for individual hospitals. The resulting occupancy standard
was S2-83 percent. This result 1is consistent with the findings of
MacStmvic 20) and OSHPD guidelines 19).

In computing excess beds, beds not physically available were subtracted
from licensed beds. Tlie resulting available beds were compared to needed
beds. The average level of excess beds was determined to be 18 percent
of licensed beds. This amount 1is significantly smaller than the
29 percent figure arrived at through the conventional computation.

We conclude that there are a substantial number of excess beds 1in the
study group, but the true level of excess beds is significantly below tlie
result obtained through the conventional computation.



Average daily
census

Reserve beds

Needed beds

Excess beds

Available beds

Phantom beds

Licensed beds

TABLE 3

Components of Bed Complement

1977-197?

1977
Amount Percent

2,211 58%
483 12
2,694 70
816 21
3,510 91
328 9
3,838 100%

Amount
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2,302

485

2, 787

683

3,470

368

3.838

1978
Percent

60%

13

73

18

90

10

100%

19379
Amount Percent

2,401 63%
482 13
2,883 75
635 17
3,518 92
320 8
3,838 100%



TABLE 4

Comparison of Study Results to Conventional Computation

Conventional

Study Results Computation
1977 -1979 at C5%
Average Occupancy

Amount Percent Amoun t Percent

Average daily census 2,305 60% 2,305 60%
Reserve beds 483 13 407 11
Needed beds 2,788 73 2,712 71
Excess beds 711 18 1,126 29
Available beds 3,499 91 3,838 100
Phantom beds 339 9 0 0
Licensed beds 3,838 100% 3,838 o
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THE ROEMER EFFECT

The Roemer effect in essence states that patient days expand to fill the

beds available. Hence in an area with a substantial number of excess
beds, it would be expected that the relative use of hospital facilities
would be higher than in areas without excess beds. One of the assump

tions frequently used to project savings from reducing the bed supply is
that reducing beds will curtail unneeded hospitalisation that is assumed
to take place in an overbedded area.

It is clear from our study that the study group and Orange County in
general does have a substantial number of excess beds. If the Roemer
effect is va]id, then we would expect to see relatively higher utilisa—
tion in Orange County relative to other areas in California and in the
country.

It was not possible to develop use rates for the study group hospitals
because the population served by these hospitals 1is the same population
served by non-participating hospitals. However, a review of data
published by the California Hospital Association disclosed the following
use rates (patient days per thousand population) for 1976: 22)

Orange County 815.9
California 866.5
United States 1,204.3

Orange County 1is lower than the California average, and well below the
national average. While not conclusive, these statistics do not support
the idea that there was substantial overutilization of hospital facili—
ties at a time where there were excess beds. It is not clear that the
Roemer effect is valid, at least for Orange County.



VI. COST ESTIMATES

COMPUTATION OF COST OF EXCESS CAPACITY

Economic estimates of Che cost of excess capacity generally proceed
according co Che following method:

© Excess_beds _ PercenC excess capacit
Total oels Pf gl
0 Percent excess capacity x fixed cost percent = percent savings

from capacity reduction.

Computations of this type have resulted in savings estimates ranging
from 12 percent to 16 percent of annual hospital expenditures.

ECONOMIC ESTIMATES

Central to the belief that excess beds are costly is the 1idea that
hospitals have high fixed costs- costs which must be sustained at any
level of activity. Estimates of the savings that would result from the
reduction of capacity generally assume that entire hospitals are closed,
and all of the fixed cost associated with operating che hospital is
avo ided.

The economic studies in the middle 1970"s assumed that fixed costs repre—
sented over half of a hospital®s total costs. The InterStudy report uses
50 percent as the estimate of fixed costs. 1) Zaretsky uses 60 percent
in his 1977 study. 3)

These economic estimates of high fixed costs are based on econometric

studies of the raargiaal cost/average cost (MC/AC) ratio. This ratio
represents an estimate of the proportion of average cost that would be
incurred to take care of an additional case or patient day. It is

coiimonly interpreted as the proportion of ccsts which are variable.
Hence 1 - (MC/AC) is taken to be Che proportion of costs which are fixed

Early values of the MC/AC ratio were developed by Lave and Lave in 1972.

Their conclusion was that "marginal cost is between A0 and 65 percent of
average cost."” 5) Hence, if variable cost is 40 percent, fixed cost is
60 percent. This assumption was used by the Federal government in devel —
oping the Phase IV Economic Controls Program for hospitals and was also

used in all the early estimates of excess capacity costs.

A number of other economic authors have studied this issue with widely
varying results. Lipscomb, et al surveyed this work in 1978. 23) There
was considerable variability in the estimates arrived at. The MC/AC
ratio was estimated to range from 21 percent to 105 percent. This wide
range makes the selection of an appropriate variable and fixed cost ratio
for purposes of estimating savings from excess bed reductions a highly
judgmental process. In a recent article by Schwartz no .Joskow, 11) the
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authors review the Lipscomb survey and conclude that SO percent is a
"best guess” of the marginal cost/average cost ratio. They point t
that the amount could easily range from 60 percent to 90 percent. Using
the related fixed cost proportion of 20 percent and a 7 perc nt capacity
reduction, these authors conclude that the potential savings are
slightly in excess of 1 percent of total hospital expenditures- a sig—
nificantly lower result than previously estimated.

Although (1-MC/AC) is conraonly used to estimate che proportion of costs

which are fixed, and the savings that would result from a capacity
reduction, there is a theoretical problem inherent in the use of this

ratio. This problem has to do with the relevant range for making esti—
mates. Lipscomb, et al point out that "the (MC/AC) ratios . . . are most

reliable (in a predictive sense) for output levels in the neighborhood of
the mean output levels, with which they were derived." 23) However, all

authors acknowledge that the most significant savings would result from
closing entire hospitals. 1)3) Although (1-MC/AC) may estimate the

fixed cost proportion for a hospital at its average level of output,

there 1is no assurance of the accuracy of this porportion if a hospital

were to be closed down and have its output reduced to zero.

In summary, the economic estimates of the savings that would result from
the reduction of capacity vary from a savings of 16 percent of expendi—
tures associated with a 20 percent reduction in beds 1) to a savings of
1 percent of expenditures associated with a 7 percent vreduction in
beds. 11) This variability 1is a direct result of the assumptions
employed for the MC/AC ratio and the complementary fixed cost ratio. In
addition, there 1is some theoretical question as to the applicability of
MC/AC ratios derived at mean levels of output to a situation where entire
hospitals would go from mean n.-tput levels to zero output levels.

HOSPITAL [INDUSTRY ESTIMATES

The contention that hospitals have very high fixed costs has been
repeatedly denied by representatives of the hospital industry. In a
report published in the Investor Owned Hospital Review in 1975, ai esti—
mate of 10 percent was put forward. 24) A financial executive for a
major proprietary hospital chain was quoted in 1978 as saving, "The fixed
costs of an empty bed in his corporation®s hospitals are on.y 8.5 percent
of Che costs of a full bed." 25) The estimates provided by industry
representatives are typically based upon the way a hospital classifies
its costs.

Salaries, employee benefits, professional fees, supplies, and purchased
services are typically classified as variable. Only interest and depre—
ciation are viewed as "capacity" costs, in that they relate directly to
the original acquisition of the assets. According to the California
Health Facilities Commission, these costs accounted for approximately
5 percent of total hospital costs in Orange County during "978. 4)
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Critics of this approach point out that depreciation 1is based upon he
historical cost, and understates the true cost of capacity in a replace—
ment sense. They also point out that none of these are fixed costs in
salaries, supplies, and purchased services (e.g., utilities) that are
not included in the cost estimate.

POLICY ALTERNATIVES

In the 1976 InterStudy vreport, Walter McClure points out that "the
savings produced by reduci " excess hospital capacity could be substan—
tial, but depend <crucia.iy on how it is done.."™ 1) Four major
alternatives have been identified: 1)3)11)

Across-the-board bed reductions;
Retiring services in individual hospitals;
Closing entire institutions; and

A moratorium on new construction (through a eight certificate of
need program).

O o O o

Virtually all authors agree that across-the-board bed reductions and
retirement of individual services produce small savings. Hence, closing
institutions or a moratorium on new construction seem to offer the poten—
tial for the greatest savings.

There are a number of problems associated with the policy of closing
hospitals. In the firtt place, no agency of government 1is empowered to
take this action. As the 1978 Health Guidelines point out, "Health
Systems Agencies have no authority under Federal law to close existing
hospitals or services., nor 1is the Federal government authorized to do
so." 10)

Even 1if government regulators had the authority to close hospitals, it is
unclear that it could be used. In a 1979 InterStudy report entitled
Conversion mid Other Policy Option, to Reduce Excess Hospital Capacity,

McClure and Kligraan reported the results of 17 case studies. They
conclude that "financial pressure, not planning pressure, appear to be
the principal agent in retiring a hospital.” They go on to state, "we

suspect planners will have great difficulty acquiring authority to close
Hospitals on ™hecessityl grounds, and even greater difficulty trying to
exercise it if they do get it . . . Attempting to close an unnecessary
hospital by delicensure in the absence of financial pressure violates
the basic tenths of regulatory behavior."” 26)

The remaining policy 1is a moratorium or set of controls over hospital
construction/capital expenditures. It is asserted that this policy will
ultimately result in the same savings that would be achievable through
closure of hospitals. 1)3)11) This 1is in fact the policy thut is being
executed through the certificate of need laws in California and else—
where. This policy is not directed at fixed costs, but at capital
expenditures. It is felt chat control over capital expenditures will
limit the capacity costs of hospitals, where capacity costs are those
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costs associated with the maintenance, replacement, or expansion of
capital assets. Tight controls over capital expenditures and capacity
costs are viewed as especially relevant in areas such as Orange County
with substantial excess capacity, as measured by excess beds.

CONSUMER APPROACH

The cost analysis approach taken in this study was to determine what
portion of the money actually paid by consumers was used to maintain,

replace, expand, and pay off the debt on hospital plant assets. These
costs are termed capacity costs, and are differentiated from the money
paid by consumers for day-to-day operation of the hospital. Capacity
costs are the costs which are the object of regulatcry control. Essen—
tially we were trying to test the assertion that a tight certificate of
need program would vresult in substantial savings to the consumer,

insurance companies, and government third-party payers. We have termed

this approach the consumer approach, since it focuses on the money
actually paid by consumers and insurors.

The starting point for this approach 1is annual hospital net revenue.
This is the amount of money paid or payable to hospitals from consumers
or insurors. Net revenue 1is then divided into two classifications:
operating costs and capacity costs. Operating costs include che money
spent Co operate che hospital, except for che costs associated with the
housekeeping, Operat® of Plant, and Maintenance of Plant cost centers.
Increases to working \tal constitutes an increase to operating costs.
Working capital decrea -s reduce operating costs.

Capacity costsare monies expended or put aside to maintain, renovate,
replace, or pay off debt on plant assets. Capacity funds include House—
keeping costs, Operation and Maintenance of Plant <costs, interest and
principal payments on long-term debt originally used to finance capital
equipment, the equity portion of capital expenditures for renovation and
replacement of capital assets, and the funding of reserves which will be
used to finance future asset additions. To the extent that capacity
costs were paid from sources other than net revenue from patients, (e.g.,
withdrawals from funded reserves or new long-term deft) these sources
are subtracted from total capacity costs to arrive at che portion funded
by net revenues from patients.

Capacity costscan be further subdivided into costs related to patient
rooms (beds) and costs related to capacity for mciilary and support
services. This division is accomplished either t)rough specific identi—
fication of capacity costs to their purposes, 0" through ar. allocation
based upon square feet.

Capacity costs can fluctuate from hospital to aosnital and from year to

year. For example, a major construction prog am will 1increase capacity
costs for one year. The same hospital will nave a much Ilower level of
capacity costs the following year after tie construction project 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 identifying that por—
tion of the money actually paid to hospitals by consumers that was used
to maintain, renovate, replace, and pay off the debt on hospital plant
assets. It 1is these same funds thatare the object of certificate of
need regulation.

ANALYSIS OF EMPIRICAL DATA

For each study group h apital for each year, CHFC financial statements
were obtained and ana. >zed. Capacity costs were 1identified from the
departmental income sta ement and the sources and applications of funds
statement. Interviews were conducted with financialofficers of each
study group hospital to specificallyidentify capacity costs as bed-
related or non-bed-related. Capacity cost and bed-capacity cost were
divcded by total available beds in order to determine per bed capacity
costs. These per bed amounts were applied on a hospital by hospital
basis to the estimated excess beds 1in order to arrive at the estimated
cost of excess beds. These excess bed costs were aggregated for all
hospitals.

Table 5 shows the total operating and capacity costs for the throe years
in the study. Table 6 shows the results of the apportionment of capacity
costs between beds and other capacity.

Tlie Estimated Cost of Excess Capacity appears in Table 7. These esti—
mates were developed by apportioning capacity costs between the needed

beds (at a 1 in 20 turnaway probability) and excess beds. Phantom beds
were not included in the analysis. In this context, the proportion of
excess beds to available beds is used as an estimate of excess capacity.

Civei the assumption that excess beds measure excess capacity, then
Table 7 shows that an average 18 percent excess capacity condition cost
the consumer 3.15 percent of his annual expenditures on hospital care.

This amount approximates $8.60 per patient day, or $10,400 per excess bed

per year.

Table 7 also shows the outcome when the study results are focused on beds

fer gj:. These estimates reflect an apportionment between bed relatec
capacity funds and other capacity funds. Of the 3.15 percent excess
capacity cost estimate, .75 percent related to beds and 2.4 percent
related to other capacity. The excess bed cost averaged $3.03 per

patient day and $3,640 per excess bed.



TABLE 5

Apportionment of Net Patient Revenue

(000"s Omitted)

Net patient revenue
Operating Costs

Salaries, benefits, fees, supplies
Income taxes
Increase in working capital
Increase in non-current assets

related to operations
Less: Non-operating revenue related

to operations
NET OPERATING COSTS

Capacity Costs

Housekeeping and plant maintenance
expenses (including utilities)

Purchase of property, plant, and
equipmen t

Interest

Principal payments

Increase in assets designated for
future acquisition of property

Increase (d.crease) 1in non-current
assets related to capacity

Less: Additional long-term debt

Non-operating revenue related
to capacity
NET CAPACITY COSTS

TOTAL OPERATING AND CAPACITY COSTS

Capacity Costs as Percent of Net
Patiei : Revenue
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1977 1978 1979

5291.508 $339,

$244 ,661 $290,

356 $392,222

058 $331,582

2,264 1,612 2,580
4,729 2,941 7,997
5,767 1,448 417

(1,333) 1

19,156 22,
30,245 12,
7,998 8,
6,920 3,
723 2,
(996) 2,

(26,989) (3,

(1,637) (@,
35,420 45,

$291,508 $339,

12.2% 13.

,967)  (1,717)
256,088 294,

092 340,859

476 25,026
419 22,008
305 9,991
357 3,196
757 683
631 (771)

640) (3,653)

041) (5.117)
264 51,363

356  $3927222

3% 13 .17.



TABLE 6
Apportionment of Capacity Cost 3etween Beds and Other Capacity
(000"s Omitted)

1977 1978 1979
Bed capacity cost $11,276 $11,807 $15 ,820
Other capacity cost 24,144 33,457 35,543

Total Capacity Cost $35,420 $45,264 $51,363

Bed-capacity cost as percent of total 31.8% 26.1% 30.8%



TABLE 7

Estimated Cose of Excess Capacity

(000"s Omitted)

1977

Net patient revenue $291,508
Excess beds 816
Patient days 807,015
Excess Capacity Cost
Total excess capacity

c=sC $ 6,788
Percent of net patient

revenue 2.332
Per excess bed (in

do liars) 8,319
Per patient day $8.41

Excess Bed Capacity Cost
Total excess bed capacity
cost $ 2,463

Percent of net patient

revenue .842

Per excess bed (in

dollars) 3,018

Per patient day $3.05
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1978
$339,356
683
840,230

$ 7,290

2.152

10,674
$8.68

$ 2,393

.71%

3,504
$2.85

1979
$3977,222
635
876,365

$ 7,673

1.962

12,085
$8.76

$ 2,795

.71%

4,402
$3.19

Average

711
841,203

2.152

$ 10,360
$8.62

.7152

$ 3,641
$3.03



/\/\r

CONCLUSION

Economic estimates of the cost of excess beds/capacity range from a
potential for a 16 percent savings associated with a 20 percent capacity
reduction to a potential for a 12 percent savings associated with a
22 percent capacity reduction. These estimates rely heavily on an
assumed proportion of fixed costs which exceeds half of total costs.
Estimates of this fixed cost proportion are not consistent, and of

questionable reliability for that reason. In addition, these estimates
assume that entire hospitals are closed, presumably through government
action. Hospital closure is a policy alternative that is neither legal

nor likely to be particularly effective if it were legal.

Tne policy alternative that is in fact being executed is a tight certifi—
cate of need program. This program is alleged to have the same cost
reduction potential as closure of hospitals. A certificate of need
program focuses specifically on capital expenditures and more generally
on the level of funds required to maintain, renovate, or replace capital
assets.

Direct measurement of money actually paid to hospitals that went to
maintain, renovate, replace, or provide for capital assets resulted in
much Jlower estimates of potential savings. Over the three year study
period, these <capacity funds averaged 18.5 percent of hospital net
revenue. During a time period when an excess beds/capacity condition of
18 percent prevailed, the costs associated with this excess amounted to
only 3.2 percent of hospital expenditures. The costs associated with
excess beds per se were only .76 percent of hospital expenditures.

We <conclude that a tight certificate of need program will not yield
savings that are even close to the 10-16 percent of expenditures esti—
mates.- They are directed at costs which in total account for Iless than
20 percent of hospital expenditures. Since a substantial majority of
these capacity costs are for the purposes of maintaining and enhancing
"non-excess" capacity, then potential savings must fall well below
5 percent.

We also conclude that the regulatory focus on beds per se is even less

ly to yield significant results. Beds are not a good measure of
apacity in the first place, and the funds to maintain beds per se are a
rivial portion of the total. -

ased upon the analysis presented 1in this paper, the basic assumption
that excess beds are costly- an assumption which is at the foundation of
current health planning law and regulation- is open to serious
challenge. Tt is unclear that there are significant cc ts associated

with excess c.pacity in Orange County hospitals. It is then equally

unclear whether a policy directed at capacity control can ever succeed 1in
irapaccing the costs of health care to the consumers of Orange County.
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ACTIVITY r-- "
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Despite the fact that 15 stated-have written "sunset"”
provisions to end Certificate of Need in the next two
years, review of proposed capital investments 1is still the
number one priority of many State Agencies and KSAs.

In the vest and across the nation, the number of applica—
tions and the dollar value of hospital proposals have been
rising dramatically. Last veer, California experienced

a 50 percent increase in the number of CON applications.
The proposed capital cost of all proposals in California
climbed nearly 100 percent from 1980, totalling $696 mil —
lion in 1981. Add to that $209 million for replacement
projects, which were exempt under the California CON
statute, and the total is more than $1 billion in health
facility capital investment in California 1981.

In Denver, Tfive hospitals completed to build a new facility
in the South Denver metro area. The proposals were denied
after the Governor and the employers™ coalition testified
in opposition. 1In Contra Costa County, a bedroom surburb

of the San Francisco Bay Area, the Alameda-Contra Costa

ESA has received seven letters of intent for applications
whose capital cost may exceed $100 Million. Many agencies
similarly report a surge of CON applications in the past

18 months.

Given limited staff resources and volunteer energy, some
agencies are questioning how much priority they should give
to Certificate of Need and capital expenditure review.

A new study by Arthur D. Little, 1Inc., suggests that CON
and capital expenditure review are definitely cost-
effective ._Jn a study prepared for the Office of the
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Assistant Secretary for Health*, the consultants made the
following findings:

e CON has been an effective inhibitor *f rising
capital expenditures in a study of five states
(Colorado, Florida, Maryland, Massachusetts and
Oregon), in the period 1974-78;

e CON/capital expenditures review programs were
successful in averting 13 percent of hospital pro—
jects and saving 16 percent of the proposed capital
investments;

e The CON process is not dominated by teaching
hospitals or facilities with higher rates;

e CON programs have a dampening effect on the amount
of capital investment in the state;

e New capital investments increase ccsts--over a 10-
year period $1 of new capital is estimated to
generate $1.84 of additional operating costs, 1in
constant dollars;

e Increases 1in operating costs due to new capital
investment was highest in proprietary hospitals
($0.33), compared with government ($0.20) and
community hospitals ($0.16);

e Capital investments in equipment generate a larger
increase in annual operating costs; and

e If every hospital annually reinvested 5 percent of
its operating budget in new capital stock (beds,
equipment, other), the operating costs would be
increased by 10 percent each decade even without
inflation.

The consultants concluded that if competitive approaches to
controlling health care costs are to succeed, it may be
necessary to continue capital expenditure review programs

and controls until cost-reducing competitive systems are
functioning. They predict the immediate effect of deregulating

*Development of an Evaluation Methodology for Use in
Assessing Data Available to the Certificate of Need
(CON) and Health Planning Programs", Final Report,
Arthur D. Little, Inc., Cambridge, MA, April, 1982.



hospital investment in the name of competition will be

a surge 1in hospital operating expenditures. Health Plan—
ning has the potential to significantly lower hospital
costs, an important policy finding in light of the
Administration®™s proposed elimination of both planning
and Certificate of Need.

ROCHESTER®S "MINICAPL PROJECT reported a 10 percent increase
in hospital costs 1in 1982, barely half the national rate of
18.7 percent. Nine Rochester (New York) hospitals are
participating in the second year of a five-year experiment
in voluntarily living within a community-wide revenue

cap .-

The Rochester program was profiled in the western Center”s
recent conference "Hospital Rate Regulation: Lessons for
California from Mandated and Private Add caches". Eospitals
improved their fiscal position this year with all nine in
the black despite declining admissions and a difficult
economy. The experimental reimbursement program provides
predictable income, greatly enhancing liquidity and cash
position. New York hospitals are under great financial
pressure now with nine out of ten voluntary hospitals
operating 1in the red for at least two of the five years from

1974-78. The Rochester experience 1is demonstrating that
implementing a voluntary financial discipline - with
appropriate mechanisms - can be beneficial both to the

hospitals and the community. The program, with cooperation

of the local Health Systems Agency and State agency has.
allowed service 1improvements and capital investments 1in the
hospitals. A contingency fund helps hospitals adjust to
changes in patient volume during the year, and subsidizes
operating revenues for approved Certificate of Need projects.

A copy of the report, "Affordable Health Care: Rochester
Area Hospitals Strategies for the 80°"s,”™ is available fronm
the Western Center®s Reference Service. For more information
about the program, contact James A. Block, M.D., President,
Rochestei Area Hospitals®™ Corporatopn, 220 Alexander Street,
Suite 608, Rochester, New York 14607.

SPECIAL PLANS AND PROJECTS

Congressional extension of funding for health planning
suggests that the emphasis upon "transition” may be shifting
back to planning. A number of agencies have developed special
plans, or intend to do so in the coming year. These "special
plans™ are often the outcome of studies or implementation
efforts. The special plans are usually problem-specific, or
focus on the special health needs of a particular population
group or region within the Health Service Area. Outside



funding or "co-production” with a cooperating agency has
made a number of these special plans possible.

Western Center staff have developed a list of possible
"special plans” which HSAs and State agencies might
develop, 1including:

e "Year 2000" Health Plan
e Regional. Capital Investment Plan
e Community Health Promotion Plan
e Regional "Quality of Life"™ Assessment
e Medicaid Plan
m Health Plan for the Aged
e Community Services Cutback Plan
®Block Grant Plan
e County Health Plan (City or other local region)
e "Boomtown"™ Plan
e Categorical Disease Plan, e.g., Regional Cardiac
Care Plan
Rural Health Plan
Facility-Specific Plan, e.g., Free-standing
Emergency Rooms Plan

The Center 1is conducting a survey in November of all

HSA special plans. The result will be a published compendium
of all of the plans, with a short description, funding,
outside resources anu “Ssponsible staff. The special plans
will be abstracted for computerization as part of a national
project by all three Centers to develop a "Plan Document
File" for computerized search of all plans developed by
Health Systems Agencies and State planning agencies. Copies
of the special plans will be available through the Western
Center"s Reference Service. For information, contact Rus
Coile, Western Center staff, telephone: (415)546-7601.

This project has been funded with federal Funds from the Health Resources
Administration, Department of Health and Human Services, under contract

HRA 232-79-0027. The contents of this publication do not necessarily refleer
the view or policies cf the Department or Health and Human Services, nor does
mention of trade names, commercial products, or organizations imply endorse—
ment by the U.S. Government.



South Central

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

April 11, 1983

Joe Josephson

Alaska State Senate
Pouch V

Juneau, Alaska 99811

Dear Senator Josephson:
As you consider Committee Substitute for Senate bill 85 "An act suspending
the Certificate of Need program”™ we would hope that you would consider

the following additional information.

Health care costs continue to rise at rates higher than other sectors of

the economy. In the last federal fiscal year health care costs rose
11.4%, more than double the overall rate of inflation. Hospital costs
rose 15.2%. The consumer price index for medical care for Anchorage

rose 12.3% between January, 1981 and January, 1982.

The only cost containment provision that would remain on the books in
Alaska 1if CSI385 were to pass would be the prospective reimbursement
section which addiesses only Medicare reimbursement. The revenue sharing
portion does reduce state funds for hospitals as well. However, there

is nothing remaining to address hospital cost increases overall, no
protection for the consumer.

You should also be aware that while Alaska 1is considering the rather
drastic action of suspending the Certificate of Need program, other
states are strengthening theirs. In addition, Congress has just finished
deliberating and passed provisions within the Social Security bill which
will have significant impact on the regulation of capital expenditures.
The relevant parts of the final version of the bill (as it was resolved
in conference agreement) are attached. Generally, they say:

1) that there will be a form of prospective reimbursement
adopted nationwide,

2) thaf Medicare will continue to reimburse facilities on a
rec.onable-cost basis until 1986,

3) that at that time Medicare payment related to new capital
projects will be made only if a State has a capital expenditures
review mechanism (1122; in place,

4) that the maximum threshold a State may use for determining
which capital projects are subject to the Section 1122 review
process would be increased from $100,000 to $600,000.



Page two

Alaska is not currently contracting with the Federal government to do
Section 1122 reviews because they so closely parallel (duplicate) the
Certificate of Need Review. If our Certificate of Need law is suspended
or repealed and not replaced with 1122 right away, fhiscould have the
effect of creating a three year window on capital expenditures review.
This migh® prove detrimental as there would be the incentive to "build
it all new"” by exis”™.ng facilities and by outside facilities looking at
Alaska a.> a new market.

We would be glad todiscuss this further with you.Please don®"t hesitate
to call me or Susan Call an of this agency.

Sincerely,

Margaret M. Wilson
Executive Director

MMW/ab

Enclosure
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C. TOTAL PROPORTION OF QUTLIER PAYMENTS

Present law
No provision.

House bill

Under the House bill, the Secretary would be required to provide
additional payments for outlier cases amounting to not less than 4
percent of total DRG related payments.

Senate amendment

Under the Senate amendment, the Secretary would be required
to provide additional payments for outlier cases amounting to not
less than 5 percent, and not more than 6 percent, of total projected
or estimated DRG related payments.

Conference agreement
The conference agreement follows the Senate amendment.

9 Capital Expenses
A. CAPITAL IN GENERAL

Present law

Under present law, medicare reimburses hospitals for the reason-
able costs or capital (including depreciation, interest and rer.J.

House bill

Under the lieuse bill, capital expenses, as defined by the Secre-
tary, would be specifically excluded from the prospective payment
proposal and would continue to be reimbursed on a reasonable cost
basis.

Senate amendment

Under the Senate amendment, capital expenses, as defined by
the Secretary, would be specifically excluded from the prospective
payment system until October 1, 198u, during which time they
would continue to be reimbursed on a reasonable cost basis. After
October 1, 1986, such expenses would no longer be excluded.

Conferenee agreement

The conference agreement follows the Senate amendment, The
managers intend that capital, as defined by the Secretary, includes
return on equity. The managers also note that the Secretary is re-
quired to complete, within 18 months, a thorough review of the
methods by which capital, including re.urn on equity, can be incor-
porated into the prospective payment system. The managers expect
that additional legislation will be enacted by Congress to deal with
capital-related issues under the prospective payment system before
October 1, 1986. However, if the Secretary has implemented a
system of prospective payment for capital without legislative action
and the mandatory section 1122 capital planning approval provi-

'On has gone into effect, the conferees intend that the Secretary
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will adjust the prospective payment for capital to reflect a disap-
proval project under section 1122.

B. RETURN ON EQUITY

Present law

Under present law, medicare reimburses proprietary institutions
a return on equity.

House bill

The House bill provides for the phase-out of return on equit' for
hospitals under the prospective payment system over the three-
year transition period during which the cost-based payment is
being phased out (75% in the first year, 50% in the second year
and 25% in the third year). No payment for a return on equity
would be made for cost reporting periods beginning on or after Oc-
tober 1, 19S6.

Senate amendment
No provision.

Conference agreement

Under the conference agreement, effective with respect to cost
reporting periods beginning on or after the date of enactment, the
rate of return on equity will be reduced from one and one-half
times to an amount equal to the rate of interest paid by the Feder-
al Treasury on the assets of the Hospital Insurance Trust Fund.

C. NEW CAPITAL

Present law

No provision.
Hc'ise bill

Tl.e House bill expresses the intent of Congress that, in imple-
menting a system for including capital-related costs under a pro-
spective payment system, costs related to capital projects initiated

on or after March 1, 1983, may be distinguished and treated differ-
ently from projects initiated before such date.

Senate amendment

The Senate amendment expresses the intent of Congress that, in
implementing a system for including capital-related costs under a
prospective payment system, costs related to capital projects initi-
ated on or after the effective date of the implementation of such
system may or may not be distinguished and treated differently
from projects initiated before such date.

Conference agreemcnt

The conference agreement follows the Senate amendment. The
managers believe no assurances can be given that, under a new
system of paying for capital, projects obligated (as defined by regu-
lations under section 1122) after the date of enactment of this legis-
lation will continue to be paid on itreasonable cost hnsn

191
D. SECTION 1122 CAPITAL APPROVAL

Present law

Under present law, the Secretary is authorized to exclude fror
re;mbursement to providers certain costs related to capital expend
itures thai have been disapproved by a section 1122 plannin;

agency.
House bill

Under the House bill, at the end of 3 years, medicare would no
make payment for a new capital project unless the State had a sec
tion 1122 capital approval process and the capital expenditures hac
been recommended by the State under such mechanism.

Senate amendment

The Senate amendment changes for cost reporting periods prior
to October 1, 198G: (1) the financing of reviews of capital projects
from the Hospital Insurance Trust Fund to general revenues; (2) in-
creases the amount of capital projects that is subject to the 1122
approval process from $100,000 to $600,000; (3) exempts from the'
review process expenditures made by or on behalf of a health care
facility where 75 percent of the patients using the servio-'S of such
facility are enrollees in HMO’s or CMP’s and such expenditures
are for services and facilities needed by such organization to oper-
ate efficiently; and (4) requires hospitals to make their overall ex-

enditure plans and capital budgets available to section 1122 agen-
es.

Confcrence agreement

The conference agreement follows the provision in the Housr bill
with the following modification: the requirement that medicare
payment for new capital projects be conditional on section 1122 ap-
proval would be effective October 1, 19S6, only if no legislation
were enacted by that date which includes capital-related costs in
the prospective reimbursement system. In addition, effective upon
enactmen* (1) the financing of reviews of capital projects would be
made fror . eneral revenues; (2) the maximum threshold a State
may use for determining which capital projects are subject to the
section 1122 review process would be increased from $100,000 to
$600,000; States would be permitted to set a lower threshold;.(3) in
order for a health care facility, where 75 percent of the patients
are HMO or CMP enrollees, to be exempt froir. the section 1122
review process because needed services und facilities are not other-
wise readily accessible, the organization must establish that one of
the following five conditions is met:

(a) the facilities are geographically dispersed

(b) the facilities are not available under a contract of reason-
able duration

(e) full and equal medical staff prh lieges are not available /

(d) the arrangements are not administratively feasible, or

(e) the services are more costly than if provided by the HMO
or I"MP; and v . ft | *
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PROVIDENCE 11 SISTERS OF
HOSPITAL 1 PROVIDENCE

m)PROV|DENCE DRlVE'POUCH m SERVINGINTHEWESTSINCE1856
ANCHORAGE, ALASKA 90602
PHONE: (907) 2764511

February 24, 1983

TO: Dennis DeWitt
FROM: Kaaren Riel
RE: Municipal Health Commission Meeting - February 23, 1983

Attached 1is the part of the minutes from the Joint Project Review
Committee meeting of February 12, 1983, where both Providence Hospital
and Humana Hospital Alaska applications were discussed concurrently
and the recommendations were developed to approve both, since the bed
need was higher than projected.

To update you further, the Anchorage Municipal Health
Commission met on February 23, 1983, and acted on the four main motions
from the Joint Project Review Committee meeting of the 12th in the
following order:

Motion |14 It was moved to approve the applications of Providence

Page 3 Hospital and Humana Hospitaf~7\iaska on the basis they have
met all eleven (TTT criterTa and~therefore are in fact
approvable under Phase 1.

Motion passed - unanimous

Motion 116 To deny both applications on the basis that Lake Otis
Page 4 Hospital, as a viable operation, would satisfy all the
nlentTfied bed needs for the MunicipalvEy of Anchorage.

Motion failed, 1 yes, 20 no

Motion 118 Whereas the population growth in Anchorage has increased

Page 5 dramatically and appeared to be growing at a faster rate
than assumption”?® in the Position Paper on acute care beds
needs projects”;"and

Whereas it appears from other sources the population outside
the Anchorage area is growing at a rale faster thah~The
projectecTTn assumption 7; ancf

Whereas the eligibility c»anges for service at public health
hospitals in Alaska results In larger numbers seeking
private health care; and

VIRI.LRS OF T1IE SISTERS OF PROVIDENCE CORPORATION - ALASKA: PROVIDENCE HOSPITAL. ANCHORAGE WASHINGTON: PROVIDING!. MEDICAI CENTER. SEAPOE-THE
AUL RETIREMENT RESIDENCE ANI1L MOUNI ST VINCENT NURSING CENIEH. STA1111 -PROVIDENCE HOSPITAL, EVERETT ST PKTTK IIOSPITAI. OLYMPIA-SI ELI/AHKTH
-PITAl YAKIMA- OREGON: PROVIDENCE.IIOSPITAI. MEI)IORU-PROVIL)ENCE MEDICALCENH K. PORTLAND—PROVIDENCECIIIPCIN il K, PORTLAND -ST VINCENT HOM'D AL
0 MEDICAL CENTER. PORTILAND—CALIIOKNIA: PROVIDENCE HOSPITAL. OAKLAND-PROVIDENCE HIGH SCHOOL. HURMANK—SAINT IOSEPH MtOICAL CENTER, IIURIIANP.
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Page 2
February 24, 1983

Whereas substantial planning time and facility disruption)
during construction should be minimized in hospitals;~an9~

Whereas construction costs will probably be cheaper in
7385785" tWTn~T99"0y and

Whereas constructed beds would only be staffed and open
as community-wide utilization rates indicate a need;

Therefore the Committee provides for an increase in the
identified bed need number, allowing an additional 14 beds
to accommodate potential individuals recently declared
ineligible for public health service, to total a base need
of 620 in planning horizon 1995 and additionally allow

a deviation factor of 16% to accommodate the uncertainties
of planning for 1996 horizon.

Motion passed, 13 yes, 8 no

Motion I[I5 Whereas the bed population, and use projections do not
Page 3 consider Lake Otis Hospital, and

Whereas Lake Otis Hospital has not shown progress toward
completion to the planning horizon 1995, and

Whereas population and use needs are in question, and

Whereas both current applicants have met all review criteria
and have shown ability and resources to immediately proceed
to meet the need identified,

Hereby move to recomiiiend to the Municipal Health Commission
and the South Central Health Planning and Development,

inc. In andon lo avoid .Uia zemr ofi having l.c.Fonl

hu<U hi tv/5, that both applications oT~frrovTclencc Hospital
and Humana Hospital Alaska be approved.

Motion passed, 17 yes, 4 no, with amendment in last
paragraph in italics.



juUijT RRUJECT REVIEW COMMITTEE
Summary Minutes
February 12, 1983
Step 11 of Phase |1

The Chair reconvened the meeting at 1:30 p.m.

Chair, P. Gallagher asked the applicants.and Committee if there
were any objections to L. Korn participating in the discussion
as outlined in Step 11, as he was not present during Providence
Hospital®s review on February 11th. No objections were made.

David Williams, staff member from the State Division of Health
Planning and Development, was asked by the Chair to advise the
Committee what his office will be looking for from the Phase
I review. Mr. Williams indicatedthat all motions from this
point on must be clearly stated, giving findings (reasons) which
support each recommendation.

A.  Review of Scope of Need Statements In Relationship to the
Sum Total of the applications

The Executive Director, Margaret Wilson, of the South Central
Health Planning and Development, 1Inc. summarized (a) develop—
ment of community bed need projections 1involved in the

adopted local and regional Health Systems Plans, (b) the
prescribed public review process, and (©)i recent January, 1983,
review and wupdating of the community bed need projectionsfor
acute care and development of bed need projections for in—
patient rehabilitation. She noted that the position paper

on acute care bed need projections for Anchorage, adopted
1/12/03 by the Health Commission did not vary significantly
from the acute care bed need projections (as adopted by

the Assembly) wusing a high-range population figure for
Anchorage and factoring in for possible changes 1in Indian
Health Service policy, and recent 1981 hospital utilization
data. The planning horizon in the position paper 1isi 1995.

The Committee discussed, as reflected in the motions, the
adopted community bed need projections and assumptions for
acute care and rehabilitation, and rejected the following
three motions aimed at increasing and modifying bed need
projections:

(€D It was moved by R. Fain, seconded by D. Van Wieringcn
that the Jt. HSA/MHC Project Review Committees, given
the lead time associated with actually opening a new
bed in the community, the escalating cost of construction
of new beds, and questions about the utilization of
population groups such as natives, their non-native
dependents, and the military, should adopt a more realis—
tic planning horizon for the purposes of this review of
the year 2Q00.



Roll call vote: S. Anderson, conflict; D. Bantz, no;

L. Calhoon, no; k. Carpenter, no; R. Fair;, yes; p. Gallsigner
no; L. Korn, yes; S. Lesko, no; S. Morrell, no; J. Sev/ell,
no; J. Tanner, no; D. Van Wieringen, no; M. Wolfe, yes.

Motion Tfailed: 3 yes, 9 no, 1 conflict
It was moved by M. Wolfe, seconded by R. Fain to
Move the following action:

Whereas the population growth in Anchorage has 1increase
dramatically and appeared to be growing at a faster rate
than assumption 2 in the Position Paper on acute care
bed needs projects; and

Whereas it appears from other sources the population
outside the Anchorage area 1is growing at a rate faster
than projected in assumption 7; and

Whereas the eligibility changes for service at public
health hospitals in Alaska results in larger numbers
seeking private health care; and

Whereas substantial planning time and facility dis—
ruption during construction should be minimized in
hospitals; and vz?

Whereas construction costs will probably be cheaper
in 1983-85 than in 1990; and

Whereas constructed beds would only be staffed as
utilization rate indicates a need; J

Therefore the Committee provides for an increase 1in
the i1dentified bed need numbers, allowing an additional i
13 beds to accomodate potential individuals recently declare
ineligible for public health service, to total a base need

of 619 in planning horizon 1995 and additionally allow a i
deviation factor of 15% to accomodate the uncertainties [
of planning for 1995 horizon. f
Roll call vote: S. Anderson, conflict; D. Bantz, no;

L. Calhoon, no; K. Carpenter, no; L. Charles, yes; R. Fain,
yes; P. Gallagher, no; L. Korn, yes; S. Lesko, no; \
S. Morrell, no; J. Sewell, no; J. Tanner, no; D. Van i
Wieringen, vyes; M. Wolfe, yes. \
Motion Tailed: 5 yes, 8 no, 1 conflict \

It was moved by S. Norrell, seconded by D. Van Wieringr
to increase the bed need estimates shown on the Table i
Section 5, under acute bed needs, by 20%, each figure. -



Roll call vote: S. Anderson, conflict; D. Bantz, nc;

L. Calhoon, no; K. Carpenter, no; L. Charles, yes; F. Fain,
yes; P. Gallagher, no; L. Korn, yes; S. Lesko, no;

3. Norrell, yes; J. Sewell, no; J. Tanner, no; D. Van
Wieringen, vyes; M. Wolfe, no.

Motion failed: 5 yes, 8 no, 1 conflict
Consideration of Approvability of A1~ Applications 1in Phase |

(OY) It v/as moved by M. Wolfe, seconded by R. Fain
to approve the applications of Providence Hospital and
Humana Hospital Alaska on the basis they have met all
eleven (11) criteria and therefore are in fact apprcvable
under Phase 1.

Roll Call vote: S. Anderson, conflict; D. Bantz, yes;
L. Calhoon, yes; K. Carpenter, yes; L. Charles, yes;

R. Fain, yes; P. Gallagher, yes; L. Korn, yes; S. Lesko,
yes; S. Norrell, yes; J. Sewell, yes; J. Tanner, yes;

D. Van Wierinwen, yes; M. Wolfe, yes.

Motion carried: 13 yes, 0 no, 1 conflict

IT Appropriate, Consideration of Approving All Applications
As Reviewed

©) It was moved by D. Van Wieringen, seconded by J. Sewell
that

Whereas the bed population, and use projections do not
consider Lake Otis Hospital, and

Whereas Lake Otis Hospital has not shown progress
toward completion to the planning horizon 1995, and

Whereas population and use needs are in question, and

Whereas both current applicants have met all review
criteria and have shown ability and resources to immediately
proceed to meet the need identified,

Hereby move to recummend to the Municipal Health
Commission and the South Central Health Planning and
Development, 1Inc. that both applications of Providence
Hospital and Humana Hospital Alaska be approved.

Discussio.. on the motion: Each applicant was asked
whether their proposals could be modified to some lesser
scope of service than proposed. Each applicant responded
no, their proposals were based on the entire, 1integrated
proposal.

The Chair noted that it would expect a second-scenario
motion addressing Lake Otis Hospital®s beds following
roll call vote.



Roll call vote: S. Anderson, conflict; D. Bantz, no; (*0
L. Calhoon, vyes; K. Carpenter, no; L. Charles, yes;

R. Fain, no; P. Gallagher, no; L. Korn, yes; S. Lesko, yes
S. Norrell, no; J. Sewell, yes; J. Tanner, yes; D. Van
Wieringen, vyes; M. Wolfe, yes.

Motion carried: 8 yes, 5 no, 1 conflict

The second scenario motion was made by D. Van Wieringen,
seconded by R. Fain

6)
Hospital, as a viable operation, would satisfy all of
the 1ident.iLfied bed needs for the Municipality of Anchoraq:

Discussion:

0 This motion was made t satisfy legal requirements;
recommend defeating the e."notion.

< Staff reminded the Committee that it is incumbent
on them to be absolutely clear on the rationale and
findings that support the actions that have been taken.

Roll call vote: S. Anderson, conflict, D. Bantz, no;

L. Calhoon, no; K. Carpenter, abstain; L. Charles, no;
R. Fain, no; P. Gallagher, yes; L. Korn, no; S. Lesko,
no; S. Norrell, no; J. Sewell, no; J. Tanner, no;

D. Van Wieringen, no; M. Wolfe, no.

Motion failed: 1 yes, 11 no, 1 conflict, 1 abstention
Motion To Move All Applications To Phase Il

@) It was moved by K. Carpenter, seconded by R. Fain,
that the proposals from Humana Hospital Alaska and
Providence Hospital go to Phase Il review because the
services proposed collectively requested exceed community
adopted bed need projections.

Roll call vote: S. Anderson, conflict; D. Bantz, yes;

L. Calhoon, yes; K. Carpenter, yes; L. Charles, yes;

R. Fain, yes; P. Gallagher, yes; L. Korn, no; S. Lesko, no
S. Norrell, vyes; J. Sewell, no; J. Tanner, no; D. Van
Wieringen, no; M. Wolfe, no.

Motion carried: 7 yes, 6 no, 1 conflict
The Chair declared that the Committee now had approved two
conflicting motions, 1in that adopted community bed need was >
less than the number of beds requested, and called for (.
clarification of the intent of Committee™s actions.

®) It was moved by M. Wolfe, seconded by L. Korn



Page 5
To move the following action:

Whereas the population growth in Anchorage has
increased dramatically and appeared to be growing at
a faster rate than assumption 2 in the Position Paper
on acute care beds needs projects; and

Whereas it appears from other sources the population
outsicTe the Anchorage area is growing at a rate faster
than the projected in assumption 7; and-~

Whereas the eligibility changes for service at public
health hospitals in Alaska results in larger numbers
seeking private health care; and

Whereas substantial planning time and facility dis—
ruption during construction should be minimized in
hospitals; and

Whereas construction costs will probably be cheaper
in 1983-85 than in 1990; and

Whereas constructed beds would only staffed anT open
as community-wide utilization rates indicates a need;

Therefore the Committee provides for an increase
in the identified bed need numbers, allowing an additional
14 beds to accomodate potential individuals recently
declared ineligible for public health service, to"total
a base need of 620~in planning horizon 1995 and addition—
ally allow a deviation factor of 16% to accomodate the
uncertainties of planning w©or 1995 horizon.

Discussion:
< Project Review Committee acts as advisory to the
Municipal Health Commission and HSA Board, and has
the right to consider and accept information which
cham- 3s figures and projections.

0 This review 1is dealing with feeling about the way
Anchorage really 1is, which is more unpredictable than
the rest of the country. There 1is no empirical way
to prove this.

0 Inappropriate for the Committee to use any bed
projections other than those as adopted in the local
and regional Health Systems Plans.

The Committee was reminded that in order to alter,
adjust, or modify adopted bed need projections
that empirical justification 1is requir. d.



0 A deviation factor means plus or minus, and assign/.Zh
some degree of error to give flexibility to planniVi-~.

Roll call vote: S. Anderson, conflict; D. Bantz, no;

L. Calhoon, yes; K. Carpenter, no; 1i,. Charles, yes ;

R. Fain, no; P. Gallagher, no; L. Korn, yes; S. Lesko, no;
S. Norrell, yes; J. -well, no; J. Tanner, yes; D. Van
Wieringen, yes; M. W _fe, yes.

Motion carried: " 7 yes, 6 no, 1 conflict

(©)) It was moved by L. Calhoon, seconded by D. Van Wieringen
to reconsider the motion (#7) to move into Phase 1I1.

Voice vote: Motion carried

(10) It was moved by L. Calhoon, seconded by D. Van Wieringen
that the proposal from Humana Hospital Alaska and
Providence Hospital go to Phase Il review because the
services proposed collectively requested exceed community
adopted bed need projections.

Roll call vote: S. Anderson, conflict; D. Bantz, no;
L. Calhoon, no; K. Carpenter, yes; L. Charles, no;

R. Fain, yes; P. Gallagher, no; L. Korn, no; S. Lesko,
no; S. Norrell, no; J. Sewell, no; J. Tanner, no;

D. Van Wieringen,no; M. Wolfe, no.

Motion failed: 2 yes, 11 no, 1 conflict
(11) Move to adjourn was made by L. Korn, seconded by R. Fain
Roll call vote: S. Anderson, conflict; D. Bantz, yes;
L. Calhoon, yes; K. Carpenter, yes; L. Charles, no;
R. Fain, yes; P. Gallagher, no; L. Korn, yes; S. Lesko,
no; S. Norrell, no; J. Sewell, no; J. Tanner, yes;
D. Van Wieringen, no; M. Wolfe, no.
Motion failed: 6 yes, 7 no, 1 conflict
The Committee suggested that the Chair/Vice Chair write a
formal finding of fact to be sent to the Municipal Health
Commission and the Health Systems Agency.

The Chair indicated this be taken under advisement.

It was moved by R. Fain, seconded by D. Bantz, that the
meeting be adjourned.

Voice vote: motion carried

The meeting was adjourned at 4:30 p.m.
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Acute care bed need projections ior civilian, non-Native
hospital services in Anchorage are included in the

South Central Health Planning and Development (5CHPD) Health
Systems Plan 1982-19S6 and the Anchorage Health Systems Plan
1982-84 (herein referred to as the Plans). The methodology,
assumptions, and analyses 1in both documents was developed
jointly by SCHPD and Municipal Health Commission (MHC)

staff.

Assumptions Underlying Community Bed Need Projections

The assumptions underlying the projections contained in the
planning documents include:

1. Population distributions by age for the Municipality
(excluding military) are assumed to be appropriate for
the civilian non-Native (CNN) population in Anchorage.

2. The official Municipal 1985 projected total population
is 231,000. The assumptions used to support this pro-—
jected figure are viewed by experts to be optimistic.
Therefore, this 1905 figure is likely to be high.
Projections based upon a lower range of population
growth are available in the SCHPD 1982 Health Systems
Plan. ~

3. Age categories will remain approximately the same
through 2000. Figures assume that the slowly increasing
average age of the population will not significantly
affect the use of Anoho .ge hospitals for the study
period.

4. The availability of 80 to 100 skilled nursing beds in
the Anchorage Pioneer Home will allowgrowing numbers
with chronic conditions to have access to a skilled
and/or intermediate level of care (Nakoyia®"s beds will
likely come open as eligible patients transfer to the
Pioneer Home).

5. There will bn no major change in the array of services
(beds) at Elmendorf Air Force Base Hospital and no
substantial change 1in policy with respect to military
use of private sector facilities.

6. Native use of private sector services may bo effected by
some changes in federal budgetary restraints, which
effect other PUS facilities outside Anchorage (Bethel,
Bristol Bay).

7. The population outside Anchorage will continue to
increase at approximately the same annual rate which 1is
lower (less than 3.0vx) than the rate for the Anchorage
area (greater than 3.07). The same proportion of
Alaskans will continue to use health services outside
Alaska.



6. The non-Anchorage patient clays may be effected by the
new or expanded services of non-Anchorage facilities,
such as 1in Palmer, Soldotna, Homer, Cordova.

9. It is possible that length-of-stay will increase in
medical/surgical services or pediatrics. As more
routine surgeries, typically requiring a shorter stay,
are done on an outpatient basis, average acute length-

of-stay might 1increase. Obstetric use rates will pro—
bably not 1increase, and may decline with 1increased use
of alternative birthing opportunities. However, the

addition of a neonatologist, more non-Anchorage high
risk obstetric cases may by treated in Anchorage.

10. References to existing beds in projections refers to
those acute care hospital beds in private facilities
(Providence and Humana Hospital Alaska) that are offi—
cially licensed as such by the State of Alaska, as of
the date of this paper (December 1982). (Providence 250
and Humana 199.) Mote: Humana Hospital Alaska has 199
licensed acute beds and intends to request that the 21
beds currently used for the Chemical Dependency Unit
(CDU) be used as general acute care when needed.
Assuming that conversion, the community supply of
licensed acute care beds would then be 250 plus 199 to
equal 449 beds.

Table 1: Comparison of Community Bed Meed Projections
1985-1995

A summary of the analysis included in the plans is included
in the first column of Table 1. Figures are expressed as
ranges due to the use of different population projections
used in the SCHPD(HSA) and MHC pLanning process. Throughout
this paper the. lov/er figures in the leftare from the SCHPD
Plan and the higher figures on the rightare from the MHC
plan (see SCHPD plan for details).

The bed need projections 1in the plans were based on 1980
utilization data from Providence and Humana Hospitals. In
order to determine how more recent information might affect
the pro lections, staff obtained 1981 utilization and popula—
tion data and re-calculated the bed projections.

Utilization and patient origin data for .1981 were obtained
from both hospitals.Results of the calculations are shown
in the second column of Table I.

Table 1 also includes projections of: community bed need con-—
tained in the most recent Certificate of Meed applications
submitted by Providence Hospital and Humana Hospital Alaska.
Humana projected community bed need to 1985 and, 1990.
Providence estimated community bed n*od for 1995. Summaries
of the projections contained in those applications are
included 1i.n Table |I.



