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T he r e is d i s c r e p a n c y  b e t w e e n  p r o j e c t i o n s  for n a di a l/ su rgiusl  
and I C U / P C U / C C U  as shown in S C H P D / M H C  plans and the 
P r o v i d e n c e  application. This reflects  the d i f f e r e n c e  in 
act ual use of those beds as c o m p a r e d  to o p t i m u m  use, or that 
w h i c h  v/ould ha v e  o c c u r r e d  had space in the a p p r o p r i a t e  type 
o f  bed b e e n  available. For example, p a t i e n t s  nee d in g  a 
g e n e r a l  m e d i c a l / s u r g i c a l  bed m i g h t  h a v e  h ad  to sta y longer 
tha n n e c e s s a r y  in a PCU or ICU b e d  b e c a u s e  the 
m e d i c a l / s u r q i c a 1 beds we re  full. The net r esult of this 
s i t u a t i o n  v/ould be an inc rease in the a p p a r e n t  d e m a n d  for 
PCU beds. When c al c ul a t i n g  p a t i e n t  days b y  ser v ic e  the PCU 
d a y s  w o u l d  ) e h i g h e r  than under o p t i m u m  c o n d i t i o n s  of 
a v a i l a b l e  m .'.dical/surgical beds.. H o s p i t a l s  ad ju st  for this 
p h e n o m e n a  th ro ug h  a Hou se C o n v e n i e n c e  Repo r t  w h i c h  shows 
w h e r e  pa ti e nt s  are a c t u a l l y  placer’ and w h e r e  th e y should 
h a v e  b e e n  p la c ed  under o p t i m u m  c i r c u m s t a n c e s .

S C H P D  & MHC staff did not h a v e  a c ce s s to the h o u s e  c o n­
ven i e n c e  data for use in the plans. However, the 
n e d i c a l - s u r g i c a l  subtotal p r o j e c t i o n s  are c o nsisten t,  and 
ar e perhaps  mor e useful than the s p e c i f i c  s e r v i c e  p r o j e c­
tio n s  for ICU/CCU, PCU and m e d i c a l - s u r g i c a l  beds.
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TABLE I
COMPARISON OF COMHUrJITY ACUTE CARE BED NEED PROJECTIONS 1905 - 1995

S c r v ic L -
HSA/M1IC
P lan s '-

US A/Ml 1C 
1981 D a ta  U p d a t e ~

P r o v i d e n c e  C/N 
A p p l i c a t i o n  J u n e  82

Humana
C/N A p p l i c a t i o n  O c t o b e r  02

M e d i c a l  / S u r g  i c a  l3

A n c h o r a g e  U se  R a t e  - 1980/Pro j . 491 459 561/586 491
P r o j e c t e d  A n c h o r a g e  Use 76. 2% 74.51 75.91 76.2%

P o p u l a t i o n  - A n c h o r a g e  CNN
1905 118,042/1‘11,312 Same a s  i n  P l a n s - 141,312
1990 135,045/151,132 Same a s  i n  P l a n s - 151,132
1995 / I  60,797 Same a s  i n  P l a n s 172,077 -

C om m un i ty  Bed Need

1905 247/294 236/281 - 293
1990 281/314 200/300 - 314
1995 - / 3 51 - /3 36 376‘1 -

ICU/CCU

A n c h o r a g e  U se  R a te  - 1980 P r o j . 54 52 - 54
P r o j e c t e i l  A n c h o r a g e  Use 16.21 74 . 5 it - 76. 2‘i
C om m un i ty  Bed Need

1 <»05 39/46 30/4 5 - 47
1 990 44/49 4 3/4 0 - 40
1995 -/55 -/54 4 2 5

PCU

A n c h o r a g e  U se  R a t e  - 1900 P r o ) . 52 50 - 52
P r o j e c t e d  A n c h o r a g e  Use 76.2 % 74 . 5it - 1 2 . 2 ‘i

C om m un i ty  Ih id  Hood
1905 30/3 7 29/3 4 - 35
1990 34/39 33/37 - 39
1995 -/■14 -/4 1 37"



COMPARISON OP COMMUNITY ACUTE CARE BED NEE0 PROJECTIONS 1905 - 1995

USA/MHC HSA/MI1C P r o v i d e n c e  C/N Humana
P 1 a n s  1 1901 D a ta  U p d a t e 2 A p p l i c a t i o n  J u n e  02 C/N A p p l i c a t i o n  O c t o b e r

Med i c a  1 . / S u r q i c a  L S u b t o t a l

1905 316/377 303/360 - 375
1990 359/902 3-14/305 - 401
1995 -/4 50 -/4 31 4555 —

O b s t e t r i c s

A n c h o r a g e  U se  R a t e  - 1900/Pro j . 226 25913 216/216 /2 26
P r o j e c t e d  A n c h o r a g e  U se 90.11 07.01 91.646 904
P o p u l  a t  i o n
1905 42,768/50,940 Same a s  i n  P l a n s “ 50, 94(1
1990 48,601/54,400 Samu a s  i n  P l a n s “
199 5 - /60.040 Same a s  i n  P l a n s 59,753 “
Coh’jtivjn i t y  Bed Need

19B5 40/47 46/5513 - 47
1990 45/50 53/59* 3 - 50
1995 -/56 -/ f . f i l  3 52-5317

P o d i a L r  i c s
A n c h o r a g e  U se  H a te  - 1900/Pro j . 134 1 32 M0 172
P r o j e c t e d  A n c h o r a g e  U se 711. 2* 70. 3 '4 * '* 79.2*6 7 (1 ■ 2 4
Pope 1 a L i o n

1905 39,750/47,355 Same a s  i n  P l a n s - 47,355
1 990 45.253/50,646 Same a s  i n  P l a n s - 50,646
1 995 — /56 ,566 Same a s  i n  P l a n s 50,095 —

C o m m u n i t y  Bed Need
1 905 29/3 5 29/34 - 34

1990 3 3 / 3 7 3 3 / 3 6 - 37
1995 - /4 i - / • I I 43**44** a

T a b l e  I C o i l ' I



COMPARISON OP COMMUNITY ACUTE CARE BED NEED PROJECTIONS 1985 - 1995

USA/MHC HSA/MIIC P r o v i d e n c e  C/N Humana
S e r v i c e P l a n s * 1981 D a ta  U p d a t e 2 A p p l i c a t i o n  J u n o  82 C/N A p p l i c a t i o n  O c t o b e r  82

Thermo 1

A n c h o r a g e  Uao R a t e  - 1980/t’r o j . 10 11 -

P r o j e c t e d  A n c h o r a g e  U se 76.2% 73.7%** - -
P o p e 1 a t i o n Same a s  M ed/Su rg
Commoni t y  Beil N eed

1905 9/10 11/12 - -
1990 10/1 1 12/13 - -
199 5 -/1 2 -/ I 4 13 -

P s y c h i a t r y

A n c h o r a g e  U se R a t e  - 19 0 0 /P ro j . 2-1 27 29 1 -
P r o j e c t e d  A n c h o r a g e  U se 83.11 83. 1% G 6 .» n i ° -
I ’opo 1 a t  i o n Same a s  M ed/Su rg
C om m un i ty  Bed Need

1905 12/1 3 13/1 5 - -
1990 13/19 14/16 - -
1995 -/16 -/111 19

ACUTE CAKE TOTA1,12
19115 '106/-1112 403/-176* 3 - 464
1990 460/514 4 56/509* 3 - 496
1 995 - / 5 7 5 -/570* 3 3

N e o n a t a l  I n t e n s i v e  C a r e

U se R a te 470 474
l . l v u  M i r t h s

191)5 11,435 -
1090 13, 7 /9 -
1995 - 16,604

C om m un i ty  i l l c i J  f lu d/N oed

1 905 30 -
1 990 36 -
m s (  . **

.........._ _ © L
4 3
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. o u e a o t e s  co T a o i e  i

1. S C H P D  Hea lth Sy stems Plan 1982-36; A n c h o r a g e  H ealth 
S y s t e m s  Plan, 1982-34.

2. A p p l i c a t i o n  of ac u te  ca^e bed need p r o j e c t i o n  methods, 
as used in the plans, a djuste d for 1981 h o s p i t a l  u t i l i­
sat i o n  dat a and 1931 p o p u l a t i o n  figures. The f o llowi ng  
t ab l es  i n c l u d e  u t i l i z a t i o n  and p o p u l a t i o n  data use d for 
c a l c u l a t i o n s  in the update column.

1981 P oD u la ti o n Data

Total 137,761
N at iv e 9 ,8 76
Mi 1 itary

Act ive 11,210
D e p e n d e n t 16,061

C i v i l i a n  M o n - N a t i v e 150,614
W o m e n  15-4 4 (27%) 40,666
A d u l t s  (14+)(74.9%) 112,810
C h i l d r e n  (25.1%) 37,304

Source: MOA C o m m u n i t y  Planning D e p a r t m e n t

1981 Patient Days and Percent Occupancy

Provid 2 nee 
Patient Daysa %0ce

Humana 
Patient Days0 %Occ

Optimum
Occupancy0

Medical/ Surgical. 59,773 90.0 23,646 39.7 05%
M/S 47,276 93.3 21,962 39.6 85%

ICU/CCU 5,096 69.8 2,634 40.0 60%
PCU 7,401 92.1 --- — 75%

Obstetrics 4,327 50.8 4,463 01.5 75%
Pediatrics 3,480 52.9 2,5 91 50.7 65%
Psychiatry 3,586 65.4 --- 85%
Thermal 1,592 39.6 ----- — 50%

Total. 12,658 79.6 3.1,700 43.6 30%

Note: I. Occupancies calculated usirvj Providence 250 licensed bods, 
Humana 199 C/N'd beds (Sen Ar mi ipi.ion “10).

2. Humana M/S Occupancy does not include CDU patient 'lays.
3. If assume proportion of LSD days to patient days in HHA are sane

as in Providence (21.8% ), could deduct 973 fran OB days to yield
3,490 patient days at 63.7% ocoipancy of Hl'V s 15 OB beds.

Soirees: ,x Providence Hospital C/M application, p. 114 
Humana Hospital. Alaska C/M application, p. 58 

c SCHPD cTrrl M!C Plans
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Anchorage Patient Days Compared to Total Patient Days 
for Providence, Humana and the Comnunity in 1981

Service Providence 
Anch. Total

Humana 
Anch. Tbtal

Corn nun ity 
Anch. Total 3

Nn.l-Surg.
03
Fed

1 Labor an 
OBs froir

2 Previous 
higher f 
from Per]

43,122 60,323 
5,9821 7,06s1 
3,912 5,5002

d delivery day total 
Anch. added to A n d  
total received fron 

igures (3912/5500) i
3.

19,556 23,808 
4,509 5,026 
2,437 2,880

of 1054 days adde 
orage day total).
Providence for pe 

nclude NSCN which

62,678 94,131 74.5 
10,521 12,091 87.0 
6,349 8,380 75.8

d  to total: 843 (Prov.

diatrics was 3,480; the 
cannot be broken out

3. Includes o r t h op e di c s.

4. See p. 120 of P r o v i d e n c e  C/N a p l i c a t i o n  da t ed  Ju ne  1982, 
(Anch. CNN p a t i e n t  days for 1995 d i v i d e d  by total 
p a t i e n t  days).

5. See p. 194 of P r o v i d e n c e  C/N a p l i c a t i o n  (MIIA e x i s t i n g 
b e d s  plus P ro vi d e n c e  1995 forecast).

6. See p. 127, p. 130 o f  P ro vi d e n c e  C/N (Ancho ra ge  CNN 
p a t i e n t  days f or ec ast for 1995 d i v i d e d  by total p a t i e nt  
d a y s ).

7. See p. 130 of P r o v i d e n c e  C/M total p a t i en t days (then
d i v i d e  by 365 to get a v e r a g e  d a i l y  census, and by m i n i­
mum  o c c u p a n c y  of 653). A l t e r n a t i v e  method: see p. 194
(HilA b ed s  + P r o v i d e n c e  1995 forecast).

0. See p. 127 of P r o v i d e n c e  C/N, total p a t i e n t  days (then
d i v i d e  by 365 to get a v e r a g e  d a il y  census, and by m i n i­
mum o c c u p a n c y  of 753).

9. Use rate b a se d on state po pu la tion.

10. See p. 134 of P r o v i d e n c e  C/M (Anch. C NN  p a t i e n t  days 
d i v i d e d  by total).

11. P ro vi d e n c e  m e d i c a l / s u r g i c a l  A n c h o r a g e  use rate was used 
ra th e r than a c o m m u n i t y - w i d e  pr op o rt io n .

12. E xc ludi ng  c h e m ic a l d e p e n d e n c y  s e r v i c e  at Humana.

13. Use include s labor and d e l i v e r y  days for bo th  h o s p i t a l s  
as Humana was unab l e  to s e p ar a te  their labor and d e l i­
very days out from Oil p a t i e n t  days. T ot al p r o j e c t i o n s
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the n inc lu d e labor and d e l i v e r y  beds w h i c h  are not 
i n c l u d e d  in a total b e d  c o un t  nor as l i c e n s e d  beds.

14. U na b le  to redo wit h 1981 p a t i e n t  o ri g in  da ta  since 
P r o v i d e n c e  H ospital  has some NSC N da ys  in pe di a t r i c  
days. (Total in p a t i e n t  o r ig i n i n f o r m a t i o n  p r o v i d e d  
w e r e  not c o n s i s t e n t  ■ it'n p e d i a t r i c  s e r vi c e totals.)

-7-



&
v-ou.tjgrLooii o'; Bed N e ed p r o j e c t i o n s  w i t h  E x i s t i n g  

S u p p l y  of A c u t e  C a r e Pods ~ *

T a b l e  II c a p s u l i z e s  the i n f o r m a t i o n  o b t a i n e d  in T a b l e  I and 
c o m p a r e s  the p r o j e c t i o n s  co mp leted by the p l a nn i ng  a g e n c i e s  
( SC HP D  and MHC) w i t h  c u r r e n t  bu i lt  bed capacity.

T h e  da ta  from the ta b le  show that there are c u r r e n t l y  449 
a c u t e  c a r e  beds built a n d / o r  licensed (250 at P r o v i d e n c e  and 
199 at H u m e n a ).

P r o j e c t i o n s  of commnr.itywide need for beds in 1935 ra ng es 
from 403 to 402 beds d e p e n d i n g  on p o p u l a t i o n  figures, use 
r a t e s  and m e t h o d o l o g i e s  used. Neit h er  P r o v i d e n c e ' s  nor  
H u m a n a ' s  p r o p o s e d  a d d i t i o n a l  beds would be a v a i l a b l e  for use 
by 1985.

P r o j e c t i o n s  of c o m m u n i t y  need for beds i r  1990 range froir,
4 5 6 to 514 beds. By 1990 t h e  combined total of a d d i t i o n a l  
beefs p r o p o s e d  t h r o u g h  P r o v i d e n c e ' s  and H u m a n a ' s  C /M's w o u l d  
b e  243 (Providence, 150; Humana, 93). T he a d d i t i o n  of th ose 
243 bed s to the exi st i ng  4 4 9  beds would y i el d a supp ly of 
692 beds. T h i s  level of supply would exce ed  the p r o j e c t e d  
coraraunitywide d e m a n d  by 17 3 to 2 3 6 beds.

P r o j e c t i o n s  of c o m m u n i t y  need for beds in 1995 range from 
570 to 583 beds. A s s um in g  the a d d i ti o n of 243 p r o p o s e d  new 
b e d s  (Providence, 150; Humana, 93), to the c om mu nity, t he re ^
w o u l d  still be an e xc ess of .109 to 122 beds b ey o nd  demand.

P l e a s e  note that the d e r i v a t i o n  of p r o j e c t i o n s  of c o m­
m u n i t y  w i d e  a c u t e  lied need, from the plans or in the 1931 
update, does not in cl ude c o n s i d e r a t i o n  of need for i n p a t i e n t  
a c ut e  rehabil.iuati.on beds. However, both  C/M pr o po s al s of 
150 and 93 beds r especti ve ly , each include a 20 bed i n p a­
tie n t  r e h a b i l i t a t i o n  unit. Therefore, a mo re  a c c u r a t e  c o m­
pa r i s o n  of _ need to prop o_s od sup ply could be a c hi ev ed by 
d e d u c t i n g  20 beds from oac) h os pi t al ' s total pr oposed
n u m b er, i.e. from 150 to 130 for Pr ov i d ence, and from 93 to
73 for Humana.
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TABLE II
COMPARISON OF BED NEED PROJICTICWS WITH EXISTING SUPPLY OF ACI/l'E CARE BEDS

Ortnminity Bed Need P r o je c t i o n s Beds Proposed
E x i s t i n g  A cu te  Beds P lans ■fll Update

P ro v iden ce  C/N ilunvsna Z/'i
Beyond Ex i s t i n g

S e r v i c e P rov idence  Humana T b ta l USA MIC USA MIC Prov idence  C/N Humana c/l

l i c a l/ S u r g i c a l 138 152 290
1985 241 294 23.’ 281 — 293
1990 28) 314 2Gf 300 — 314 63 31
1995 - 351 - 336 376 —

ICU/COJ 20 18 33 471905 i 3' 46 31 45 —
101990 4- 49 4: 40 — 40 8

1995 55 - 54 42 —
rcu 22 — 22

19Q5 3f 37 21 34 — 35
1990 3- 39 3: 37 — 39 6 10
1995 - 44 - 41 37 —

O b s t e t r i c s 26 l a  -11 — 34
1905 4i 47 4t 55 — 31

171990 4‘. 50 5. 59 — 5U 12
1995 - 56 - 66 52-53 —

P e d i a t r i c s 18 1-1 32 — 34
1505 7‘. 35 2‘ 34 — 34
1990 3: 37 3: 36 — 37 10 5
1995 - 41 - 41 43-4-1 —

'l i t e r  i l U  — 11
1905 ( 10 n 12 — —

11990 1C 11 r. 13 — —
1995 - 12 14 13 *“*

P s y c h i a t r y 15 — 15
13 i : 151905 i ; —■ —

1990 l: 14 l- 16 — 5
1995 16 10 19 -

•1
TOTAL 250 199 419 

.905 
1990 
1995

40(
46C

402 
51 I 
575

40’
•15(

476
509
570 5113

464
•196

130
73

P lu s  Proposed In jv i t ien t ;  iv.-lvibi l i t n t i o n  Beds 
•Iv/rAI. t‘IK)IOSI l> abo it i iv js

20 20------- -------- ---------------- ____________ 150______ 9T

ji)4/rr.4



The net re su lt of that adju st m e nt  would yi eld the following 
c o m p a r i s o n s :

C o m m u n 1 tywi de  
Mee d (Rang e_)_

1935 403 to 432

1990 45G to 514

1995 570 to 533

A dd i ti on a l 3eds
Proposed.____

Proposed beds not 
a v a i l a b l e  yet

Prov H HA  Tot al
130

130

73

73

203

203

C o m m u n i t y  Eed 
Supply w / A d d i t i o n s  
o f all Pr o p os e d Beds

449

652

652

Therefore, i' all beds proposed by P r ov id e nc e  (130) and 
H u m a n a  (73) ( e xc l u d i n g  tem po ra rily the p r o p o s e d  r e h a b i l i t a­
tion beds) w e r e  a d d e d  tc the cur r en t c o m m u n i t y  bed supply  
the  c o m p a r i s o n  o f  need to supp ly v/ould be as shown below ;

C o m m u n i t y w i d e  
Me e d (Ranqe) Supply S u p pl y  Status (Range)

1985 03 to 4 32 449 excess rf 46 to d e f i c i t
of 3 3 beds

1990 4 56 to 5 I 652 exc ess of 138 to 196 beds
1995 570 to 5 33 652 excess of t>9 to 32 beds
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An important factor is the use of a sp e ci f ic  p l a n n i n q  h o r i­
zon. T h o u gh  p r o j e c t i o n s  of bed need are e s t i m a t e d  fo'r spe­
cified years, it is r e c o g n i z e d  that se rvices cannot 
p r a c t i c a l l y  be added in small incremen ts. Therefore, beds 
are planne d for and bu i lt  b e f o r e  all will be used to full 
capacity. W h i l e  facilities t y p i c a l l y  p r o j e c t  need for a 
perio d three years b e y o n d  a n t i c i p a t e d  o p e n i n g  of  a service, 
a longer h o r i z o n  m ig ht be considered. The impact of 
imp roved t e c h n o l o g y  and fluc tu at ions in p o p u l a t i o n  numbers 
and c h a r a c t e r i s t i c s  can s i g n i f i c a n t l y  alter the trends on 
wh ich p r o j e c t i o n  a s s u m p t i o n s  are Irawn. G i ve n c o n s t r u c t i o n  
tim etables  and a usual 3-year post sta r t- u p p l a nn i ng  h o r i­
zon. a 1990 p r o j e c t i o n  v/ould be a p p r o p r i a t e  at a minimum. 
T aking into acc o un t  the unkn ow ns wi t h rega rd to the p o p u l a­
tion of the M u n i c i p a l i t y  of  A n c h o r a g e  and Alaska, as wel l as 
the addit i o na l factors cite d above, a 1995 p r o j e c t i o n  ma y  be 
the more prud en t. The a do p t i o n  of a spec if i c pl a nn i ng  h o r i­
zon by the Plan D e v e l o p m e n t  C o m m i t t e e s  of the HSA and MHC, 
would c o n s t i t u t e  an a d d i t i o n  to the a s s u m p t i o n s  which  
ur.derly the p r o j e c t i o n s  (See pag e 1).

An a d d it i on a l c o n s i d e r a t i o n  in the d e t e r m i n a t i o n  of future 
need for acute care beds, is the pr e se n ce  of 125 general 
acute care b e d s , c o n s i d e r e d  by the State to be e xi s t i n g  by 
virtue of a g r a n d f a t h e r e d  C/N h e l d  by  Lake Otis Hospital,
I n c .

In o rd e r to show he impact of those 125 be d s  on the- local 
need and sup pl y c' at us  one  must re co g ni z e that those 125 
beds are not yet b u i l t . It t y p i c al ly  takes ‘.bout three 
years to buil d and op en  h o s p i t a l  beds. If on e  assumed 
c on s tr u c t i o n  to beg in  in early  1903, it w o ul d  be at least 
1906 b e f o r e  the bed s w o u l d  be op en  and availal le for use.
(As of this time LOH h a s  not in d icated  wh en  those beds would 
be op en  and a v ailable .)  T herefor e,  the c o m p a r i s o n  of needs 
and supply, not c o n s i d e r i n g  the be d s p r o p o s e d  b y  Pr ovi d en ce 
and H u m a n a , w o u l d  be as shown belcw:

Bed
Cominuni tv Need (R a n g e ) S u p p l y S u p p l y  Status

1905 403 to 482 449 excess of 46 to def i ci t
of 33 beds

1990 456 to 514 574 excess of 60 to 110 beds
1995 5 70 to 583 574 excess of 23 to d ef i c it

of 4 bed s



NOTE: MHC need f i g u r e s  frora the 1982-94 HSP a r e :
Beds Needed

1985
1990
1995

482 
514 
575

If M H C : P D C  w e r e  to use their HSP need figures only, 
the Red S u p p l y  S t a t u s  v/ould bo:

1985
1990
199?;

d e f i c i t  of 33 beds 
excess of 60 beds 
d e f i c i t  of i bed

S U M M A R Y

In summary, by 1985 the Ancho r a g e  c o m m u n i t y  may e x p e r i e n c e  
e i t h e r  a small excess (46 beds) or an even smaller d e f i c i t  
(33 beds), of h o s p i t a l  beds d e p e nding on the a s s u m p t i o n s  and 
f i gures used for p r o j e c t i n g  need. By 1990, a s s uming the 
a p p r o v e d  125 LOH beds are built and opened, the c o m m u n i t y  
may e x p e r i e n c e  an excess of beds ranging from 60 to 118, 
again d e p e n d i n g  on p r o j e c t i o n  m e t h o d o l o g i e s  used. By 1995, 
w i t h  125 LOH beds in place, there may be e i t h e r  an e x c e s s  of 
23 beds or a small d e f i c i t  of 4 beds.

If one c o n s i d e r s  the supply not to include LOH, then the 
r e s u l t a n t  need for beds will vary d e p e n d i n g  on the n u m b e r  of 
beds c n t r i b u t e d  to the supply through either or both the 
P r o v i d e n c e  a n d / o r  H u m a n a  proposals.

Therefore, it a p p e a r s  that the ability of the h e a l t h  care  
s y stem to m e e t  p r o j e c t e d  demand for acute care beds b e t w e e n  
1905 and 1995 is largely d e p e n d e n t  upon (1) the date by 
w h i c h  and the s p e c i f i c  type of beds Lake Otis Hospital w i l l  
o p e n  w i t h i n  the 125 bed facility, or (2) the a b i l i t y  of 
o t h e r  p r o v i d e r s  to somehow meet the c o m m u n i t y ' s  needs.

- 1 1 -

(J
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B R I E F I N G  PA PER  

P R O S P E C T I V E  P A Y M E N T  VS. R E T R O S P E C T I V E  R E I M B U R S E M E N T

I . G ene ral  O v e r v i e w

H os pi ta l  an d N u r s i n g  hom e rates ha v e  t r a d i t i o n a l l y  be e n  e s t a b l i s h e d  

r e t r o s p e c t i v e l y , tha t is, c ost s a re e s t i m a t e d  at the b e g i n n i n g  of  a 

fiscal y e a r  and an " i n t e r i m  p ay m e n t "  d et erm ine d. At th e en d of  the 

fiscal y e a r ,  the total of i n t e r i m  p a y m e n t s  m a d e  is c o m p a r e d  to the 

a l l o w a b l e  c os ts  o f  the f a c i li ty . T h e  d i ff e r e n c e  is e i t h e r  c o l l e c t e d  

f r o m  or  pai d to the faci ity. T h i s  p roc ess  is r e f e r r e d  to as "cost 

s e t tl e m e n t " .

P r o s p e c t i v e  p ay me nt ,  on the o t h e r  hand, p r o v id es  f o r  e s t a b l i s h m e n t  

of the p a y m e n t  rate p r i o r  to the fiscal 3 , and the  f a c i l i t y  mus t

o p e r a t e  a nd p r o v i d e  ca re  at this p r e d e t e r m i n e ^  ite.

T h e  r e t r o s p e c t i v e  a p p r o a c h  is a d v a n t a g e o u s  to p r o v i d e r s  in that 

r e i m b u r s e m e n t  f o r  t h e i r  a l l o w a b l e  c o st s  of o p e r a t i o n  is as sur ed . This  

is a f u n da m e n t a l  w e a k n e s s  of r e t r o s p e c t i v e  s ys t em s  as it is c o m p l e t e l y  

d e v o i d  of i n c e n t i v e s  f or  e f f i c i e n c y  and co st  co nt r o l .  T h i s  m e t h o d  

p r o v i d e s  no i n c e n t i v e s  f or  cont rol  o v e r  s t a f f i n g  l ev e l s ,  e q u i pm en t 

p u r c h a s e s ,  w a g e  i n c r e a s e s ,  s e r v i c e  e x p a n s i o n ,  etc.

II. P r o b l e m s  w i t h  R e t r os pe ct i v e  C o s t - B a s e d  R e i m b u r s e m e n t  S y s te ms

T e n d e n c y  t o w ar d -ineffective cost c o n t a i n m e n t  —  T he key 

p r o b l e m  w i t h  0 r e t r o s p e c t i v e  s y s t e m  is the lack o f  i nc en ti v e s  

to c o ntr ol e x p e n d i t u r e s  so t h a t  u n n e c e s s a r y  c os ts  are not 

incur red .

D e p e n d e n c e  up o n  a u d i t i n g  an d m o n it o r i n c  p r o c e d u r e s  -- A 

r e t r o s p e c t i v e  c o s t - b a s e d  r e i m b u r s e m e n t  s y s t e m  m u s t  h av e a 

tight, e f f e c t i v e  a u d i t i n g  s y s t e m  to m o n i t o r  n um e r o u s  

c a t e g o r i e s  of  r e p o r t e d  c ost s and s ta tist ica l i n f o r m a t i o n ,  and 

a u d i t i n g  p r o c e d u r e s  m u s t  be c o n s t a n t l y  a n a l y s e d  and up-d ate d. 

T h i s  is c r u cia l to curb t h e  in he re n t  a b u s e s  of  the syste m, 

bu t is v e r y  c o s t l y ,  c o m p l e x  and t i m e - c o n s u m i n g .

T e n d e n c y  of the s y s t e m  to b e c o m e  s t a t i c  a nd i n f l e x i b l e  -- 

De ci s 1 ens are o f t e n  m a d e  by a c c o u n t a n t s  b a s e d  on ‘‘ge n er a  11 y 

a c c e p t a b l e  a c c o u n t i n g  p r i n c i p l e s "  r at he r  than on th e m e r i t s  of 

eac h ind iv id u a l  s it ua ti o n .

P r o v i d e r s  i nc ur  co sts  th at  a re n o n - a l l o w a b l e  but do not 

r e a li z o  tin's until the f isea 1 y e a r  is c o m p l e t e  an d final cos t 

re po rt s  a re  r e v i e w e d  by th e D epa rtm ent .

U n c e r t a i n t y  o f  the p r o g r a m  co sts  until the fiscal y e a r  is well 

o v e r  -- Final c o s t  f i g u r e s  m a y  not be k now n to the S ta t e  until 

6 m o n t h s  a f t e r  a fiscal y e a r  ends.
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Cost S h i f t i n g  o c c u r s  to the e x t e n t  that  u n a l l o w a b l e  costs 

u n d e r  M e d i c a i d  are b orne  by o t h e r  p ay o r s  ( i n s u r a n c e  and 

p r i v a t e  pa yor s).

III. A d v a n t a g e s  of  a P r o s p e c t i v e  P a y m e n t  S y s t e m

Ba sed  on the p r i n c i p l e  t h a t  p r e d e t e r m i n e d  ra tes  will r e su l t  in 

l o w e r  costs.

P r e d i c t a b i l i t y  o f  c os ts to the State.

P r e d i c t a b i l i t y  of  r e ve nu e s  to t he f a c i l i t i e s .

The t e c h n i q u e  e n c o u r a g e s  d e v e l o p m e n t  of m or e  s o p h i s t i c a t e d  

b u d g e t i n g  and cost m o n i t o r i n g  c a p a b i l i t i e s ,  w h i c h  are 

d e s i r a b l e  m a n a g e m e n t  tools. The  S tat e is a bl e  to see ho w a 

f a c il it i e s '  b u d g e t  is b u i l t  and d is c u s s  the a s s u m p t i o n s  in 

e a c h  o f  th e m a j o r  cost c a t e g o r i es .

I V . D i s a d v a n t a g e s  of a P r o s p e c t i v e  P a y m e n t  S y s t e m

, A  p ot e n t i a l  d i s a d v a n t a g e  o f the p r o s p e c t i v e  d e t e r m i n a t i o n  of 

rates is t h a t  the s ta ff time and o t h e r  r e s o u r c e s  r eq u ir e d  fo r 

a d m i n i s t r a t i o n  of the s y s t e m  are g e n e r a l l y  g r e a t e r  than t ho se 

of a r e t r o s p e c t i v e  system. H o w e v e r ,  a d m i n i s t r a t i v e  costs vary 

g r e a t l y  a c c o r d i n g  to the d e s i g n  of the  syste m, and as such, 

this f a c t o r  is not n e c e s s a r i l y  of s i g n i f i c a n t  concern.

",L ' • \
-Ar4 4 f+g4^uL_ c o s t  limiters m a y  be i n t r o d u c e d  into the 

p r o s p e c t i v e  s y s t e m  to b a l a n c e  c os ts  v e r s u s  revenues. This  

e v e n t u a l l y  p l ac e s  h o s p i t a l s  an d n u r s i n g  h om es in a no wi n 

s i t u a t i o n  s i n c e  the rates do not f a i r l y  r e f l e c t  e f f i c i e n t l y  

run f a c i l i t i e s '  costs.

\ U >  If ra tes  are not a p p l i e d  i n d u s t r y  w id e,  co s t  s h i f t i n g  can 

still nccui ’ Me d i c a i d  rates a re set u n r e a l i s t i c a l l y  low by 

t he  State.

V . O p e r a t i o n  o f  * P r o s p e c t i v e  P a y m e n t  S y s t e m

T h e r e  a re a w i d e  v a r i e t y  of p r o s p e c t i v e  p a y m e n t  s y s t e m s  o p e r a t e d  

in the a c u t e - c a r e  and l o n g - t e r m  c a r e  sectors.

A  c o m m o n  e l e m e n t  o f  a p r o s p e c t i v e  rate p ay m e n t  s e t t i n g  m e c h a n i s m  is an 

a l l o w a b l e  rate of  i n c r e a s e  in per d i e m  c os t  for the f o l l o w i n g  year. 

This p e r c e n t a g e  is n o r m a l l y  c a l c u l a t e d  t h r o u g h  a p p l i c a t i o n  of e c o n o m i c  

i nd i c a t e s  su ch  as U.S. D e p a r t m e n t  of  L a b o r  w h o l e s a l e  and c o n s u m e r  price
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indexes. T h e  p e r c e n t a g e  is then  r o u t i n e l y  ap pl ie d  to actual co s t  fr om  

the p re v i o u s  p e r i o d  to a r r i v e  at the p r o s p e c t i v e  rate. D e t e r m i n a t i o n  of 

a l l o w a b l e  rates of  i n c r e a s e  can be u n d e r t a k e n  for i nd ivi dua l f a ci l i t i e s  

or g r o u p s  o f f a c i l i t ie s.

A n o t h e r  a s p e c t  of a p r o s pe c t i v e  p ay m e n t  s y s te m is the d e g re e of 

s p e c i f i c i t y  in th e u se of cost c a t e g o r i e s  and a s s o c i a t e d  e c o n o m i c  

i n d i c a t o r s  c o m b i n e d  w i t h  u n i f o r m  r e p o r t i n g  costs to the  State. A 

b r e a k d o w n  o f  total cost  into c o m p o n e n t s  p r e s u m a b l y  i n c r e a s e s  the 

a c c u r a c y  of i n f l a t i o n  forecasts. An o b vio us b r e a k d o w n  w o u l d  be 

l a b o r / n o n - l a b o r  and f urt her  c a t e g o r i z a t i o n  is p o s s i b l e  w i t h i n  t he se  

areas. Th e a d v a n c e d  e x a m p l e  w h i c h  f o l l o w s  uses " n a t u r a l 1' p.xpense 

c a t e g o r i e s  in c o n t r a s t  to cost c e n t e r s  n o r m al ly  f o u n d  in f a c i l i t y  

a c c o u n t i n g .

L a b o r  e x p e n s e s

p h y s i c i a n ' s  fees

m a n a g e m e n t

c le rical

technical (e.g., LPNs', therapists) 

r e g i s t e r e d  nurs es

h o u s e h o l d  s e rv i c e s  (c ]., d i et a r y ,  h o u s e k e e p i n g  w o r k e r s)

N o n - l a b o r  e x p e n s e s  

food

u t i l i t ic s

d r u g s  and su pp li e s  

m a i n t e n a n c e  of personnel 

o t h e r

S om e  level of c a t e g o r i z a t i o n  is n e c e s s a r y  to a s s u r e  a c c u r a c y  of 

p re d i c t i o n .  W h i l e  an a p p r o a c h  such as t h a t  o u t l i n e d  a b o v e  m a y  be 

e l e c te d ,  it s h o u l d  be s t re s s e d  that a r e q u i r e m e n t  for f a c i l i t i e s  to 

p r e p a r e  b ot h  h is to r i c al  and b u dg et  c os ts in this f a s h i o n  req uires a 

s i g n i f i c a n t  level of a c c o u n t i n g  time and e xp ert ise . Th e c o m p r o m i s e  

a p p r o a c h  s h o w n  b e l o w  m a y  o ft e n  suffice:

S a l a r i e s  a nd f r i n g e  b e n e fi ts

N o n - l a b o r  e x p e n s e s

a d m i n i s t r a t i v e  and general 

h o u s e h o l d  a nd m a i n t e n a n c e  

die'.ary

p r o f e s s i o n a l  car e

T h e r e  is p r e c e d e n t  e i t h e r  to i ncl ude  o r  e x c l u d e  "cost s e t t l e m e n t "  in a 

p r o s p e c t i v e  p a y m en t  system. Th e j u s t i f i c a t i o n  for cost s e t t l e m e n t  is 

chat f a c t o r s  b e y o n d  the control of h o s p i t a l s  a nd n u r s i n g  homes may 

a d v e r s e l y  i n f l u e n c e  c ost s in .elation to the p r o s p e c t i v e  rate. T hese 

f a c t o r s  i n c l u d e  c h a n g e s  in the gene ral  level of i nfl a t i o n,  natural 

D i s a s t e r s  a nd loss of p a t i en c  volume. The m a j o r  a r g u m e n t  a g a i n s t  

a l l o w i n g  a d j u s t m e n t  is that it m a y  re t u r n the b ur d e n  of c o s t  i n c rea ses  

p o s s i b l y  c a u s e d  by po or  m a n a g e m e n t  or b ud ge t  p r o c e d u r e s  to the 

t h i r d - p a r t y  pay o r ,  w h i c h  is c o u n te r  to the original o b j e c t i v e  of the
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p r o s p e c t i v e  p a y m e n t  concept . T his m a t t e r  has to be a d d r e s s e d  by each 

state; h owe ve r,  an a u t o m a t i c  a d j u s t m e n t  is not r eco mm e n d e d . Any  

a d j u s t m e n t  m e c h a n i s m  s h o u l d  r e q u i r e  w r i t t e n  a p pe al s ,  an d d e f i n e d  

c r i t e r i a  s ho ul d  bp p u b l i s h e d  as to the c o n d i t i o n s  u n d e r  w h i c h  an appeal 

will be con si d e r e d .

V I . S ta te  R e i m b u r s e m e n t  T r e n d s

To d at e, a p p r o x i m a t e l y  t h i r t y - f o u r  s ta t e s  h av e  i n s t i t u t e d  a p r o s p e c t i v e  

s y s t e m  of  r e i m b u r s e m e n t  f or  n ur s i n g  h om e s e r v i c es  u n d e r  M e d i c a i d ,  and 

s i x t e e n  s tat es  h a v e  i n s t i t u t e d  a p r o s p e c t i v e  s y s t e m  of r e i m b u r s e m e n t  for 

h os p i ta l ser v i c e s u n d e r  M e d i c ai d.  T h e s e  p r o s p e c t i v e  s y s t e ms  ha ve  taken 

m a n y  for m s ,  e ac h  s t a t e ' s  s t r u c t u r e  is a l i tt l e  dif fe re n t .  H o w e v e r ,  they 

s h a r e  th e same p h i l o s o p h i c a l  p u r p ose s: "to e n c o u r a g e  e c o n o m y  and

e f f i c i e n c y ,  and  to e s t a b l i s h  a u n i f o r m  s y s t e m  of a c c o u n t i n g ,  b ud ge t i n g ,  

a nd  r e p o r t i n g  in d e t e r m i n i n g  a h e a l t h  f a c i l i t y ' s  fu t u re  r e i m b u r s e m e n t " .

VII. W h y  A las ka  N e e d s P r o s p e c t i v e  P a y m e n t  Now

Total s p e n d i n g  is g r o w i n g  at 2 0%  eac h y e a r  in M e d i c a i d / G R  Medical.

In any p eri od,  total s p e n d i n g  is a lw ay s  a f u n c t i o n  of, I) the 

n u m b e r  of r e c i p i e n t s ,  the v ol u m e  of s er v ic e s  u s ed, and the u n T t 

p r i c e  of s e r v i c e. W i t h  an a u t o m a t i c  c o s t - o f -1 ivTrTg i nc r ea s e  that 

e x p a n d s  A l a s k a ' s  e l i g i b l e  p o p u l a t i o n ,  c ou p l e d  w i t h  no un it  pri ce 

contro l or v o l u m e  limits , A l a s k a  c u r r e n t l y  has no^ a b i l i t y  to 

e f f e c t i v ely  c o n t r ol g r o w t h _ i n m e dical c o s t s .

A c c o r d i n g  to a r e c e n t  s tu dy  by T H E  U R BAN IN S T I T U T E, M e d i c a i d  

p a y m e n t s  r os e at an annual rate o f  15.5 p e rce nt f r o m  r V 73 to FY79 

n a t i o n a l l y .  A l a s k a  had  the h i g h e s t  annual rate of i n c re as e at 4 1 . 8  

p e r c e n t  d u r i n g  this sam e period. S i n c e ^  F Y 7 E L c o s t s  h a v e  i n c r e a s e d  

in e x ce ss  of ?.0% a n n u a l l y  in Alaska.

T h e s e  tlie^e f a c t or s  ( r e c i p i e n t s ,  v o l u me , and uni t price) n eed to be 

c o n s i d e r e d  c o l l e c t i v e l y  in a n y  fiscal year.

B r e a kd ow n  o f  F Y84 Total S p e n d i n g  I n c r e as e

U n i t  P r i c e  i
I n c r e a s e d  E l i g i b l e s

S e r v i c e s  U t i l i z a t i o n    • £

T h i s  c l e a r l y  p r e s e n t s  a s e r i o u s  p r o b l e m  in a retrospective.', 

e n v i r o n m e n t  as c r i t i c a l  d e c i s i o n s  c o n c e r n i n g  e l i g i b l e  c op u l a t i o n s ,  

s e r v i c e  c o v e r a g e s  a nd  unit p ri c e  are h a i d l e d  i n d e p e n d e n t  of ea ch  

o t h e r  and do no t p r o d u c e  a final c o s t  f i g ur e  until the fiscal y e a r  

is past. If total s p e n d i n g  is to be c o n t a i n e d  at a level b e l o w  

2 0 % , t h e s e  c h o i c e s  m u s t  be m a d e  b e f o r e  each fiscal y e a r  s t a r t s .



Fede ral  f u n d i n g  f o r  M e d i c a i d  is b e i n g  r e d u c e d  f o r  FY84 a n d  l a t e r  

y e a r s . The  S t a t e  is fac ing  an e s t i m a t e d  4 to 5 m i l l i o n  d o l l a r  

c u t b a c k  in federa l f un d in g  fot FY84. A b s e n t  a dd it i o n a l  f u n d i n g  to 

r e p l a ce  t h e s e  lost federal r evenues, c rit ica l d e c i s i o n s  n e e d  to be 

m a d e  p r o s p e c t i v e l y  to b r ing  p r o g r a m  s p e n d i n g  in li n e  w i t h  a v a i l a b l e  

resou rce s.

P r o s p e c t i v e  P a y m e n t  S y s t e m  cause d e c i s i o n s  r e l a t i n g  to u ni t price 

to be m a d e  b e f o r e  a fiscal y e a r  starts. A c o n s e n s u s  is no w 

d e v e l o p i n g  th a t  p r o s p e c t i v e  rate s et t i n g  is e f f e c t i v e  in l o w e r in g  

t h e  rat e of i n c r e a s e  in hospital s p e n d in g  by several p e r c e n t a g e  

p o i n t s  a y e a r - - a t  l ea st in m a t u r e  r a t e - s e t t i n g  p r o g r a m s ,  a f t e r  an

initia l s t a r t - u p  p e r i o d o f  ____ y e a r s ,  a f t e r  w h i c h  t he S t a t e  can

e x p e c t  to see some  m i n o r  savings. H o w e v e r ,  p r o s p e c t i v e  p a y m e n t  

will n o t  e l i m i n a t e  the shortfall in medic al s p e n d i n g  for  FY84 as 

t he  siz e of the p r o j e c t e d  shortfall is far  l a r g e r  t h a n  a 1 or  2% 
sa v i n g s  can offs et.  Rather, p r o s p e c t i v e  r e i m b u r s e m e n t  will f or ce  

cr iti cal  d e c i s i o n s  g o v e rn in g  eligible, p o p u l a t i o n s ,  s er vi c e  

c o v e r a g e s  and  un it  price to be r e s o l v e d  in the L e g i s l a t i v e  p ro c e s s  

in a d v a n c e  of e a c h  fiscal year. It will a l s o  c a u s e  the S t a t e  to 

m o r e  p r e c i s e l y  d e f i n e  its h ea l t h  c a r e  p o l ic y  f o r  all a r e a s  of 

A l a s k a ,  p a r t i c u l a r l y  in rural a r e a s  w h e r e  the d e l i v e r y  of  h e al th  

c a r e  c a n n o t  be as c o m p e t i t i v e  or c o s t - e f f i c i e n t  as t ha t  p o s s i b l e  in 

u r b a n  a re as  s u c h  as A n c h o r a g e  a n d  F air ban ks.

Th e L e g i s l a t u r e  m u s t  s p e c i f i c a l l y  a p p r o v e  a d o p t i o n  of p r o s p e c t i v e  

p a y m e n t s  in A l a s k a T  The “Ala s k a A t t o r n e y  General has r ul ed  that 

p r e s e n t  A l a s k a  S ta t ut e s  p re c lu d e  a d o p t io n  of a p r o s p e c t i v e  p a y m e n t  

s ys t e m . T h i s  le a v es  the D e p a r t m e n t  in t he p o s i t i o n  of n e e d i n g  

e i t h e r ,  1 } s p e c i f i c  l e g i s l a t i v e  a pproval to r e p l a c e  d i m i n i s h i n g  

federa l r e s o u r c e s ,  or  2 ) s p e c i f i c  app r o v al  to a d o p t  a p r o s p e c t i v e  

p a y m e n t  s y s t e m  an d s p e c i f i c  g u i d a n c e  as to the r e s o u r c e s  a v a i l a b l e  

f o r  m e dic al c a r e  in FY84, or 3) G o v e r n o r ' s  g u i d a n c e  in h o w  to 

im p o s e a $4 - 5  m i l l i o n  r e d u c t i o n in m edi cal  c o v e r a g e  and rat.es of 

p a y m e n t  in FY84. T he  D e p a r t m e n t  m a y  no t a d o p t  p r o s p e c t i v e  p ay me nt s  

until the L e g i s l a t u r e  s p e c i f i c a l l y  e n d o r s e s  this  c h a n g e  in hospital 

and n u r s i n g  h o m e  p a y m e n t  system.
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A la sk a  is>tatc i lcg is la tu rc
S e n a t e

C o ^u fu tte e  o#; ^ i+ u u tc e
September 12,198'

Senator Joe Josephson 
921 West Sixth Ave, Rm 230 
Anchorage, Alaska 99501

Health Care Facilitv 
CERTIFIGATF OF NEED PROGRAM

Dear Joe,

The health care facilities Certificate of Need Program study, as 
authorized bv Senate Resolve 2, is new in the process of announcina 
public hearings on the subject.

Your name has been obtained from an assortment of materials which 
have been collected fror the various legislators who have taken an 
active role in the State's Certificate of Need Program. Because of your 
past involvement with the CON process you irav wash to continue your 
efforts ana mav be interested ir. participating in any of the foUowina 
hearings:

September 22, 1983 - 2pm in Juneau - State Capitol Ruildinn -
Rutrovich Room

October 18, 1983 - 2pm in Fairbanks - Fairbanks Memorial
Hospital - Eva McGcwn Room

November 3, 1983 - 2pm in Anchorage - legislative
Information Office - 1016 Sixth 
Avenue

If vou are unable to attend any of the hearings but would still 
like to contribute input to the CON study, please do not hesitate to 
contact my office by phone (452-7624) or bv writing (315 Barnette 
Street, Suite 103, Fairbanks, Alaska 99701).

Rest Regards,

^  t' f ( h  -t-c"---   - '
Senator Don Bennett ~ , __ _fi b O E I V E D

DB/kf
‘ 10r7j  l JoJ

Josephson,



A c t i v i t y  Report 

D e c e m b e r  30, 1982 

f or  C e r t i f i c a t e  of Need 

H e a l t h  R e s o u r c e s  D ev e l o p m e n t  

S t a t e  H e a l t h  P l a n n i n g  and D e v e l o p m e n t

A. C E R T I F I C A T E  OF N E E D  R E V I E W S  C O M P L E T E D

1. La ke  Oti s C lin ic,  A n c h o r a g e  -- " G r a n d f a t h e r e d  CON" for 125 gener al 

a c u t e  ca r e  h o s p i t a l ;  ( i s s u e d  7/2 7/77)

2. S i t k a  C o m m u n i t y  H o s p it a l ,  S i t k a  -- R e v i e w  s t a t u s  of " G r a n d f a t h e r e d  

CON" f o r  n e w  f ac il t y ;  ( s i x - m o n t h  ex te ns i o n  iss ued  1 2 / 3 1 /7 8)

3. L a k e  Ot i s  C l i nic , A n c h o r a g e  -- R e v i e w  of status of " G r a n d f a t h e r e d  

CON" f or  n e w  f a c i l i t y ;  ( s ix - m o n t h  e x t en si on  issued 1 2 / 3 1 / 7 8)

4. F a i r b a n k s  M e m o r i a l  H o s p it al , Fai rb an ks  -- P u r c h a s e  and i n s t a l l a t i o n  of 

l a b o r a t o r y  i n f o r m a t i o n  syst em;  ( i n f o r m a t io n in a r c hiv es)

5. F a i r b a n k s  M e m o r i a l  H o s pi t a l ,  F a i r ba nk s  -- A p p l i c a t i o n  to M edi cal  

F a c i l i t y  A u t h o r i t y  for bo nd  sale; ( i n fo rm at i o n  in arc hiv es)

6 . A l a s k a  Hospital and M edi cal  Center, A n c h o r ag e  -- P r o v id e  21 bed 

ch e m c i a l  d e p e n d e n c y  unit; ( i n f o r m a t i o n  in a rc hi ves )

7. J u n e a u  Reg ional R e h a b i l i t a t i o n  Faci lit y, Jun e a u  -- C o n s t r u c t i o n  of a 1 

bed d r u g  a b u s e / d e t o x i f i c a t i o n  and r e h a b i l i t a t i o n  fa ci li t y ;  S 6 5 4 , 0 0 0.  

(i s s u ed  6/7/7 9)

8 . P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r ch as e  and i n s t a l a t i o n  o f a 

s i m u l a t o r  f or r a d i a t i o n  t her ap y;  $1 95, 365 . ( iss ued  9 / 4/ 79 )

9. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P ur ch a s e  and i n s t a l l a t i o n  of a 

G.E. f l o u r  icon system; $ 2 8 5 , 0 0 0 .  (issued 2/1 4 / 80 )

10. L a k e  O t i s  C lin ic,  A n c h o r a g e  -- R e v i e w  to d e t e r m i n e  sta tus  of  " G r a n d­

f a t h e r e d  C/N"; ( B o n i f i e d  c e r t i f i c a t e  status c o n t i n u e d  3/ 10 /8 0 )

11. F a i r b a n k s  M e m o r i a l  H o s p i t a l ,  F a i r ba n k s  -- Remodel of labor, d e l ive ry,

and n u r s e r y  areas; $ 5 4 0 , 0 0 0 .  (issued 2/26/80)

12. Centra l P e n i n s u l a  H o s p i t a l ,  S o l d o t n a  -•• e x p a n s i o n  and i m p r o v e m e n t

of f a c i l i t y  (phase one); $ 6 , 7 6 2 , 6 4 6 .  (issued 4/2/80)

13. P r o v i d e n c e  H o s p i t al  , A n c h o r a g e  -- P u rc ha s e  and i n s t a l l a t i o n  of a 

li n e a r a c c e l e r a t o r ;  $ 1 , 7 8 5 , 0 0 0 .  (issued 5/15/80)

14. V a l d e z  C o m m u n i t y  H o s p i t a l ,  V a l d e z  -- P u r c h as e  and i n s t a l l a t i o n  of

r e p l a c e m e n t  r a d i o l o g y  room; $ 15 0, 000 . (issued 5 /15 /80 )



15. S e w a r d  G e n e r a l  H o s p i t a l ,  Se war d -- several e n e r g y  sa vin g c o n s t r u c t i o n  

p r o j e c t s ;  S 2 S 6 ,113. (issu ed 10 /6/80)

16. V a i l e y  H o s p i t a l ,  P a l m er  -- M in ima l e x p a n s i o n  and r e m o d e l i n g  of f ac il ity ; 

$ 2 , 0 0 0 , 0 0 0 .  (i s s u e d 6/9/80)

17. S ou th  P e n i n s u l a  H o s p i t a l ,  H o m e r  -- e x p a n s i o n  and i m p r ov e m e n t  of 

f a c i l i t y ;  $ 6 , 4 7 2 , 3 0 0 .  (issue d 10 /28/80)

18. F a i t h  H o s p i t a l ,  G l e n n a l l e n  -- E x p a n s i o n  of o u t p a t i e n t  areas of 

f a c i l i t y ;  $ 7 0 0 , 0 0 0 .  (issued 11 /3/80)

19. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- " G r a n d f a t h e r e d  C/N" f or 2 50  bed 

a cute  c a r e  f a c i l i t y ;  (i s s u e d ' 5/1/81)

20. A l a s k a  H o s p i t a l  and Medical Cent er,  A n c h o r a g e  -- " G r a n d f a t h e r e d  C/N" 

for 199  b ed  a c u t e  c a r e  f a c i l i t y ;  ( iss ued  12 /4 / 8 1 )

21. S i t k a  C o m m u n i t y  H os p i t a l ,  S i t k a  -- 1122 r e v i e w  of d i a g n o s t i c  u l t r a s o u n d  

s e r v i c e s ;  $ 7 9 , 3 2 0 .  ( fi ve y ea r  l ea s e  wi th  o p t i o n  t o  p u r c has e) (issued 

11 / 5 / 8 0 )

22. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a a e  -- R e p l a c e m e n t  of r a d i o l o g v  room; 

$ 2 3 6 , 0 0 0 .  ( i ssu ed 12 /26 /8 0) '

23. J u n e a u  R e g i o n a l  R e h a b i l i t a t i o n  Fa c i l i ty , J u n e a u  -- Remodel f a c i l i t y  

to m e e t  h o s p i t a l  s t a n d ar ds ;  $ 2 5 0 , 0 0 0.  ( i s s ue d 2/ 21/81)

24. C entr al P e n i n s u l a  Hos pi ta l ,  S o l d o t n a  -- P u r c h a s e  and i n s t a l l a t i o n  

of r a d i o g r a p h i c  and f l u o r s c o p i c  imagi nq syst em;  $ 3 05 , 8 9 9 .  (issued 

5/ 21 / 8 1 )

25. Wr an ge l l  G ener al H o s p i t a l ,  W r an ge l l  -- R e n o v a t i o n  and E x p a n s i o n  of 

f a c i l i t y ;  $ 6 , 8 7 0 , 0 0 0 .  (issued 7/13/81)

26. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  of r e p l a c e m e n t  r a d i o l o g y  

room; $ 2 3 0 , 0 0 0 .  ( iss ued  7/20/ 81)

27. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- C o n s t r u c t i o n  of hostel for o u t p a t i e n t s  

and f a m i l y  of i np a t i e n ts ; $ 9 00 , 0 0 0 .  ( i ssu ed 7/29/81)

28. P e t e r s b u r g  Gene ral  H o s pi ta l ,  P e t e r s b u r g  -- R e n o v a t i o n  and e x p a n s i o n  of 

f a c i l i t y ;  $ 7 , 1 5 0 , 0 0 0 .  (iss ued  8 / 11 / 8 1 )

29. A l a s k a  H o s p i t a l  and Medi cal  Ce nt e r ,  A n c h o r a g e  -- P u r c h a s e  a dja cen t 

p r o f e s s i o n a l  o f f i c e  b u i l d i n g  for e x p a n s i o n  of ch emical d e p e n d a n c y  

un i t  and o t h e r  hos pital areas; $ 1 5 , 2 3 6 , 0 0 0 .  ( is sue d 9/2 4/8 1)

30. Centra l P e n i n s u l a  H o s p i t a l ,  S o l d o t n a  -- E x p a n s i o n  of s u r g e r y  and 

o t h e r  are as of f a c i l i t y  (p h a s e two); $ 5 , 8 4 9 , 0 0 0 .  (iss ued  11 /10 /81 )

31. F a m i l y  C e n t e r e d  Birth, J u ne au  -- C o n s t r u c t i o n  of a b i r t h i n g  center;

R e v i e w  t e r m i n a t e d  f o l l o w i n g  a D e p a r t m e n t  of L a w  O p i n i o n  r eg ar d n g

a p p l i c a b i l i t y  of C/N s t a t u t e  to b i r t h i n g  c e n t e r s ;  ( r e v i e w  t e r m­
inated 1 2 / 2 2 / 8 1 )



32. A l a s k a  T r e a t m e n t  Cente r, A n c h o r a g e  __ C o n s t r u c t i o n  of a n e w  f r e e - s t a n d i n g  

i n p a t i e n t  r e h a b i l i t a t i o n  f a c i l it y;  5 1 1 , 4 0 0 , 0 0 0 .  (denied, 1 /22 /8 2)

33. V a l l e y  Ho sp i t a l,  P al me r  -- C o n s t r u c t i o n  of a new hospital a d j a c e n t  to 

e x i s t i n g  f a c i l i t y ;  5 1 0 , 5 7 0 , 0 0 0 .  (issu ed 2/19/82)

34. C o r d o v a  H o s pi t a l ,  C o r d ov a  -- C o n s t r u c t i o n  of a n ew  h osp ita l at a 

n e w  site; 5 1 5 , 0 7 5 , 0 0 0 .  (iss ued  4/ 13 / 8 2 )

35. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  and i n s t a l l a t i o n  of a 

l a b o r a t o r y  c o m p u t e r ;  5 4 4 0 , 0 0 0 .  ( i s su ed  4/23/82)

36. P e t e r s b u r g  Gener al H o s p i t al , P e t e r s b u r g  -- M o d i f i c a t i o n  of p r e v i o u s l y  

i ss u e d  CON, i n c r e a s e  in s pa ce  and e x p e n d i t u r e ;  5 2 , 0 0 5 , 0 0 0 .  ( issu ed 

5/ 1 8 / 8 2 )

37. F a i r b a n k s  M emo ri al  H o s p i t a l ,  F a i r b a n k s  -- C o n s t r u c t i o n  of n e w  5 fl oor  

p a t i e n t  t o w e r,  i n c r e a s e  in a cut e ca r e  beds; 5 2 6 , 2 0 0 , 0 0 0 .  (issued 

6 /2 / 8 2 )

38. H u m a n a  H o s p i t a l ,  A n c h o r a g e  - A p p l i c a t i o n  for  t e m p o r a r y  c e r t i f i c a t e  for 

e x p a n s i o n  of c h e m i c a l  d e p e n d e n c y  unit; $ 1 ,0 0 0 ,0 0 0 . ( d eni ed 6/ 28/ 82)

39. P r o v i d e n c e  Ho s p i ta l,  A n c h o r a g e  -- P u r c h a s e  and install r e p l a c e m e n t  

h o s p i t a l i n c i n e r a t o r ;  5 2 0 0 ,0 0 0 .  ( iss ued  7/ 20/82)

40. H u m a n a  H o s p i t a l  Alaska , A n c h o r a g e  -- P u r c h a s e  and install CT full b o d y  

s c a n n e r  to r e p l a c e  CT head sca nner; 58 48 ,0 00 .  (issued 10/1/82)

41. A d v a n c e d  H e a l t h  Systems, A n c h o r a g e  -- C o n s t r u c t  ne w f r e e - s t a n d i n g  R a l e i g h  

H il ls  a l c o h o l i s m  t r e a t m e n t  h o s p i t a l ;  5 3 , 7 0 0 , 0 0 0 .  (issued 1 1 / 1 6 / 8 2

42. C h a r t e r  M e d i c a l  C o r p o r a t i o n  -- C o n s t r u c t  n e w  f r e e - s t a n d i n g  p s y c h i a t r i c  

and s u b s t a n c e  abuse h o s pi ta l ;  5 1 2 , 2 4 8 . 0 0 0 .  (issued 1 1 / 1 6 /8 2)

43. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  and install r e p l a c e m e n t  

CT full b o d y  sca nner; S 8 3 2 , 0 00 . (iss ued  1 1 / 16/8 2)

44. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  and install n e w  digital 

f l u o r o g r a p h y  syst em;  $ 2 56 , 0 0 0 .  (issue d 11/30/82)

S. C E R T I F I C A T E  OF N E E D  A P P L I C A T I O N S  R E C E I V E D  AND IN P R O C E S S  OF R E V I E W

1. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  and install n e w  hos pit al 

i n f o r m a t i o n  syst em;  S 2, 69 8 , 0 0 0 .

2. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- C o n s t r u c t  n ew 160 bed p at i e n t  towe r, 

i n c r e a s e  a cu te  c a r e  beds, add i n p a t i en t  r e h a b i l i t a t i o n  p rog ram , e x p an d 

a n c i 1 l a r y  d e p a r t m e n t s ;  $ 7 9 , 7 5 4 , 0 0 0 .

3. S u r g e r y  C en t e r ,  Inc., A n c h o r a g e  -- C o n s t r u c t  ne w f r e e - s t a n d i n g  a m b u l a t o r y  

s u r g e r y  c e n t e r  to r e p l a c e  c u r r e n t  f a c i l i t y ;  $ 2 , 6 9 8 , 0 00 .



4. H u m a n a  Ho spi tal  A l ask a, A n c h o r a g e  -- R e n o v a t i o n  and e x p a n s i o n  of 

e m e r g e n c y  d e p a r t m e n t ;  5 1, 01 2 , 2 0 0 .

5. H u m a n a  Hos p i ta l A la s k a ,  A n c h o r a g e  -- C o n s t r u c t i o n  of ne w patien t t o w e r

a d j a c e n t  to e xi s t i n g  h o s p ita l, 73 bed inc r e as e in a cute c are beds, ad di ti o n

of 20 bed i n p a t i e n t  r e h a b i l i t a t i o n  pro gram; 5 20 , 0 0 0 , 0 0 0 .

6 . La k e  Otis H o s p it a l ,  A n c h o r a g e  -- H ea r i n g  to d e t e r m i n e  w h e t h e r  CON 

s h o u l d  be r e v o k e d ;  c os t  of p ro je c t  not id e n t i fi ed . D e c i s i o n  - 

p e n d i n g .

C. A D D I T I O N A L  L E T T E R S  OF IN T E NT  R E C E I V E D  BUT N OT  R E V I E W E D  A3 A P P L I C A T I O N S

1. V a l l e y  H o s p i t al , P a l m e r  -- T e r m i n a t i o n  of s k il l e d  n u r s i n g  s ervices.

No f u r t h e r  a c t i o n  b y  VH. (LOI d a t e d  12/1 3/7 9)

2. M e t l a k a t l a  In di a n  C om mu n i t y , M e t l a k a t l a  -- c o n s t r u c t i o n  of long t e r m  

c ar e  f a ci li ty .  5 20 0, 000 . No f u r t h e r  act io n b y MIC. (LOI dated 

1 2 /2 6/ 79 )

3. L ak e O ti s  C li ni c ,  A n c h o r a g e  -- C o n s t r u c t i o n  of 265 bed acute 

care/c'iemical d e e p e n d a n c y  ho sp i t a l . 5 7 , 0 0 0 , 0 0 0 . +  No fu rt h e r  ac ti o n  

b y  LOC. (LOI d a t e d  2 / 1 4 / 8 0 )

4. P r o v i d e n c e  H o s p it al ,  A n c h o r a g e  -- C o n s t r u c t i o n  of 132 bed a d d i t i on  

and e x p a n s i o n  of serv ice s. 5 25 , 40 0 , 0 0 0 ,  No f u r t h e r  action by  

P r o v i d e n c e .  (LOI d a t e d  3 /31 /8 0)

5. H e a l t h  Car e S e r v i c e s  - Alaska , A n c h o r a g e  —  Sale  ot N a k o y i a  H e a l t h  

C a r e  Center . 5 1 4 , 2 0 0 , 0 0 0 .  No f u r t h e r  acti on b y  HCS. (LOI da ted  

6 /6 / 8 0 )

6 . A l a s k a  K i d n e y  F o u n d a t i o n ,  A n c h o r a g e  -- C o n s t r u c t i o n  of a new f a c i l i t y  

for A l a s k a  K i d n e y  Center. C a p i t a l i z e d  f i v e  y e a r  lease = 52 00 , 0 0 0 .

No f u r t h e r  a c t i o n  by AKC. (LOI d at ed  6 /23 /8 0)

7. N o r t o n  S ou nd  R e gi o n a l  Ho sp i t a l , Nom e -- P r o v i s i o n  of f am il y  ser vic es

unit. No f u r t h e r  ac tio n b y  N S R H . (LOI d a t e d  9/ 25/ 80)

8 . K o d i a k  Island H o s p i t a l ,  K o d i a k  -- O f f e r i n g  of d i a g n o s t i c  u l t r a s o u n d

s e r v i c e s .  D e c i s i o n  - d i a g n o s t i c  r a d i o l o g y  is a part of r a d i o l o g y

d e p a r t m e n t  and not a n e w  s erv ice ; t h e r e f o r e ,  is not subj ect  to CON 

re vi ew .  (LOI d a t e d  10/14 /80 )

9. A l a s k a  Hos pital and Me d i c a l  Center, A n c h o r a g e  -- A d d i t i o n  of 21

b e d s  to c he mi ca l  d e p e n d a n c y  unit. No f u r t h e r  a c ti on  by  AHMC. (LOI

d a t e d  1 0 / 21 /8 0 )

10. A l a s k a  Ho spi tal  and M e dic al Center, A n c h o r a g e  -- P u r c h a s e  of p r o f e s si on a l

o f f i c e  b u i l d i n g  for f a c i l i t y  e x p a n s i o n ;  5 1 0 , 0 0 0 , 0 0 0 .  (LOI d a t e d  

1 2 / 2 8 / 8 0 )
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11. K e t c h i k a n  G e n c er al  Ho s p i t al , K e t c h i k a n  —  R e p l a c e m e n t  of  c o m p u t e r  

system. $ 1 0 3 , 0 0 0 .  D ec i s i o n  - not s u bjec t to CON review. (LOI da td ed  

2 / 1 1 / 8 1 )

12. K e t c h i k a n  Gene ral  Hospi tal , K e t c h i k a n  —  p r o v i s i o n  of r e c o m p r e s s i o n  

c h a m b e r .  $ 5 5 , 0 0 0 .  D e c i s io n  - not s u b j e c t  to CON review . (LOI d ate d 

7 /2 1 / 8 1 )

13. A k e e l a  House, A n c h o r a g e  —  n e w  b u i l d i n g  for r es id e n t ia l drug  abuse 

t h e r a p y  p r og ra m.  $46 0,0 00.  D e c i s i o n  - not s u b j e c t  to CON review.

(LOI d a t e d  8 / 4/ 81 )

14. K e t c h i k a n  G e n era l Hosp ita l, K e t c h i k a n  -- O f f e r i n g  of d i a g n o s t i c  

u l t r a s o u n d  s e r v i c e s .  $70 ,000. D e c i s i o n  - not subj ect  to CON review. 

(LOI d at ed  8 / 1 9 / 81 )

15. P r o v i d e n c e  H o s p it al ,  A n c h o r a g e  -- P r e d e v e l o p m e n t  a p p l i c a t i o n  for large 

c o n s t r u c t i o n  pro j e c t:  $ 4 , 0 0 0 , 0 00 . ( w i t h d r a w n  10/8/81)

16. H uman a, A n c h o r a g e  -- P u r c h a s e  of A l a s k a  H osp ita l and Medical Center 

b y  Human a. $ 6 5 , 0 00 , 0 0 0 .  D e c i s i o n  - not s u b je ct  to CON revi ew.  (LOI 

da te d 11 / 1 3 / 81 )

17. C o m p r e h e n s i v e  Can ? Co rpo r a ti on ,  A n c h o r a g e  - E s t a b l i s h m e n t  of a 50 bed 

a l c o h o l i s m  and ch emical d e p e n d e n c y  ho sp it a l  in A nc h o r a ge . L et t e r  cf 

intent still v al id  t h r o u g h  2/ 16/ 83 , h o w e v e r  l e t t e r  r e ce iv ed  f r o m  a p p l i­

cant k  in di ca t e s  that a p p l i c a t i o n  was not e x p e c t e d  to be sub mi tt e d .

(LOI d a t e d 2/ 17/ 82 )

18. P r o v i d e n c e  H o s p it al , A n c h o r a g e  -- O f f e r i n g  of h o m e  h eal th  services; 

cost u n c e r t a i n .  D e c i s i o n  - s u bje ct to CON r ev ie w .  (LOI d ated  1 /19 /52 )

19. K od i a k  Island H o s p i t a l ,  Kod ia k - P u r c h a s e  of g a m m a  camera, $90 ,000. 

D e c i s i o n  - not s u bje ct to CON r evi ew.  (LOI d ate d 2/10/82)

‘ 20. H u m a n a  H o sp i t a l ,  A n c h o r a g e  - R e l o c a t i o n  and e x p a n s i o n  of che mi c a l  

d e p e n d e n c y  unit, i nc re a s e  CDU f r o m  21 b eds to 36 beds; $ 1, 0 0 0 , 0 0 0 .  

L e tt e r  of intent w i t h d r aw n.  (LOI d a t e d  5 /10 / 8 2)

21. A n c h o r a g e  C o m m u n i t y  Mental Healt h, A n c h o r a g e  - E s t a b l i s h m e n t  of r e s i­

dential t r a n s i t i o n a l  fa cility. D e c i s i o n  - not subje ct to CON  review. 

(LOI d a t e d 6/ 14/82)

22. H u m a n a  H o s p i t a l ,  A nc h o r a ge , P u r c h a s e  of hos p i t al  d a t a  p r o c e s s i n g  

se r v i ce s;  D e c i s i o n  - not subje ct to CON r ev ie w .  (LOI d a t e d  10 /11/82)

23. P e n n i n s u l a  A d d i c t i o n  Center, Inc., C o l d o t n a  - E s t a b l i s h m e n t  of n ew 

f r e e s t a n d i n g  12 to 24 bed s u b s t a n c e  a b u s e  t r e a t m e n t  f a c i l,t y; cost 

u n d e t e r m i n e d .  A p p l i c a t i o n  a n t i c i p a t e d .  (LOI d a t e d  5/ 14/82)

24. B a r t l e t t  H o s p i t a l ,  O u n e a u  -- C o n s t r u c t i o n  of n ew  p at ien t tower, 

in cre as e in a c u t e  c a r e  b°ds; $ 2 0 , 0 0 0 , 0 0 0 .  A p p l i c a t i o n  ant ic ip a t e d.  

(LOI d a t e d  7 /2 1/ 8? )



25. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  -- P u r c h a s e  of new c a r d i o - v a s c u l a r  

i ma g i n g  s yst em;  58 20 , 0 0 0 .  A p p l i c a t i o n  a n t i c i p a t e d .  (LOI d ate d 10/1/82)

26. P r o v i d e n c e  H o s p i t a l ,  A n c h o r a g e  - c o n s t r u c t i o n  of e m p l o y e e  c hil d care 

ce nt er ;  5 1 , 4 0 0 , 0 0 0 .  D e c i s io n - not subj ect  to CON review. (LOI dat ed 

1 0 / 1 4 / 8 2 )

27. S i s t e r s  of P r o v i d e n c e ,  Inc. S e a t t l e  - P u r c h a s e  of N a k o y i a  Health.

C a re  C e n t e r  A p p l i c a b i l i t y  of c e r t i f i c a t e  of need r e q u i r e m e n t  under 

r e v i e w  b y  D e p a r t m e n t  of Law. (LOI d a t e d  1 2/ 10 /82 )
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CAPITAL EXPENDITURES

A fundam ental issue in any d iscus­
sion of health care cos ts  is the 
in c re a s in g  d em a nd  fo r  c a p ita l 
investment in the hosp ita l industry. 
Projections o f the need for hospita l 
capita l in the decade o f the 1980s 
range from  S80 b illion  I.J close to 
$200 b illion. For the hosp ita ls a 
major concern is how to  gain ac­
cess to  the c a p ita l needed to 
finance future  construc tion  proj­
ects. But for the states the critica l 
question  is: how much of th is  
capita l investm ent can they afford?

Some, states are exploring ways to 
lim it capita l spending in the health 
care industry through regulation. 
Others believe tha t under a com pet­
itive approach, m arket forces would 
in e v ita b ly  c o n tro l e xpend itu res . 
Regardless of w h ich  stra tegy a 
state chooses, many observers pre­
dict that the supply of capita l w ill 
be insu ffic ien t to  meet all the com ­
peting demands. Thus, only a cer­
tain number of fa c ilit ie s  w ill be able 
to get financing for the ir proposed 
projects. The concern about relying 
on the cap ita l m arket as the "new 
re g u la to r" is th a t the investor- 
owned and the w e ll-estab lished  
nonprofit hosp ita ls  w ill be favored 
in the m arketplace. Inner-city and 
rural hospita ls, especia lly  public 
fac ilities , w ill be particu la rly  disad- 

' vantaged, yet they may actua lly 
have a greater need for financing 
fcr capita l projects.
In th is  issue of ALPHA CENTER­
PIECE, we look a t how states can 
lim it tota l cap ita l spending by incor­
porating the concept of a ffo rdab il­
ity in to  the ir regulatory programs. If 
s la tes step in to  regulate the level 
of capita l investm ent, they may also 
be able to nelp d irect the lim ited 
supply of do lla rs to  those projects 
tnat are needed m ost.

G r o w t h  i n  C a p i t a l  D e m a n d s
The capita l demands of the hospital 
industry have increased s ign ifican t­
ly over the last 30 to 40 years, begin­
ning w ith enactm ent of the Hill-Bur- 
ton program in 1946. That federal 
program provided grants and loans 
to health care fac ilities  for con­
struction  projects..'- Before World 
War II, hospitals depended mainly, 
on philanthropy as the source for in­
vestment capita l.

In the 1960s, passage of Medicare 
and Medicaid, as well as the expan­
sion of private insurance, spurred 
further capita l growth. Hospitals 
sought to invest in capita l projects 
to meet the increased demand for 
services generated by the third- 
party payment programs. In provid­
ing reimbursement for depreciation 
and interest, the public and private 
insurance programs improved the 
financia l s tab ility  o f many hospi­
tals, enabling them to finance con­
struction and renovation through 
borrowing.— .

The incentives for detpt financing in­
creased, resulting in more demand 
for capita l investment. H osp ita ls ’ 
access to borrowed funds was en­
hanced w ith the ava ilab ility  of tax- 
exempt revenue bonds in the 1960s. 
While d irect tunding and philan­
thropy declined as sources of capi­
tal financing in the hospital in­
dustry, debt' financing rose from 
38.7 percent in 1968 to  61.2 percent 
in 1979, according to  a November 
1981 artic le  by R. M ullner in Hos­
p ita l F inancia l Management.

P r o j e c t e d  I n c r e a s e  in  
C a p i t a l  I n v e s t m e n t
Investment in hospita l capita l con­
s truction  to ta lled  S5.8 b illion  in

b w H P D

1980 and alm ost S50 b illion in the 
years 1971-1980, according to . th e ' 
U.S. Bureau of the Census. For a 
variety u: -easons the trend tow ard ' 
cap ita l g row th — financed m a in ly  
through debt— is expected to con-' 
tinue in the decade of the 1980s. 
Projections on the to ta l capita l in­
vestment vary widely. M ichael Her­
nandez of Kidder, Peabody & Co., 
Inc., has estim ated that tota l capital 
demands of com m unity hospita ls in 
this decade w ill reach $158 billion, 
assuming a bed capacity reduction 
of 15 percent; w ithout a reduction, 
the tota l may exceed $190 billion, 
he predicted. Estimates of other 
ana lysts are lower. D onald ' Co- 
hodes and Brian Kinkead, authors 
of a Johns Hopkins study on hospi­
ta l cap ita l form ation, concluded 
that capita l requirements in - th e  . - 
1980s w ill be no more than $100 
billion, s till about tw ice the level in 
the preceding decade. „ .  .

One major factor fo r the expected 
increase in capita l investment is . 
the so-called "H ill-Burton bulge.”  
Many fac ilities  built in the 1950s 
and 1960s w ith  Hill-Burton money 
w ill seek replacement c v renova­
tions in the coming years. Second, 
the current cost-based reimburse­
ment system encourages add ition­
al cap ita l investm ent and debt 
financing.

A n o th e r re aso n  fo r  c o n tin u e d  
growth in capital demand in this 
decade is the increase in popula­
tion, particu larly those 65 and over. 
Population increases mean greater 
hospital utilization, and the rate of 
u tiliza tion  is much higher among 
the elderly. The expected continu­
ing sh ift in the population to growth 
states w ill also create demand for 
add itiona l capita l investm ent. In



'■.I.'
A L r n A  ' tiOVEM BER-DECEM BER 19 8 2 'M

addition, seme - p re d ic t: tha t : the  > f ' usually adds to  the costs o f care; 
growing supply o f physic ians in t h e ; \  the new technology norm ally re- -". 
1980s may generate increased de- , quires more intensive use o f labor, 
m a n d  .fo r  n e w  f a c i i i t l e s  'fa n d l?  and." o ther, associated resources . 
services. | than the technologies it re p la ce d ," ''
F in a l ly ,  r o o r o & i i i t a l  w'ril-. b o ,;..'l?f,f-“jchlB3n «=«u^ en‘.saie -  
demanded to  finance the l at est , i ' ; ; . ' ' v " . • u /
medical and technolog ica l innova-Q ..A s im |' ar conclusion was reached
tions in equipm ent and services: A;-£> l,l?r5 vstlJcly .by A ’~lhur I*0*
hosp ita l's  survival m ay depend , on id. (A DL). co n ,V?te?.i. J i j  c . 
its  a b ility  to  acqui.e  the m ost u p -to -r.^ .P ^H ^ ) 1 0 * Health and^ Human Ser- - 
date techno log ica l ’ a d v a n c e s / ' a s u^ 0 SP^a* caP'ta < investment 
pointed 
study.

Regardless o f. th e ' estim ate  used,;'.;;.National Product]," concluded th e - -

R e l a t l v e  N e e d
-  .,-TC'r

these pressures mean tha t the capi­
tal demand In the hosp ita l industry v 
w ill be substantia l In the years 
ahead. But the am ount o f capita l 
sought by the health fa c ilit ie s  may 
outstrip  the am ount o f cap ita l avail- ; 
able to them, and may far exceed • 
what we can afford. Not on ly w ill 
the  fa c il it ie s  have to  com pe te  
among themselves fo r capita l, they 
w ill have to  com pete w ith  the de­
mands for ca p ita l replacem ents 
and improvements from  other pub­
lic systems, such as transporta tion  
and sewers.

I m p a c t  o n  H e a l t h  C a r e  
C o s t s
The cost of cap ita l investm ent goes 
far beyond the money needed to f i ­
nance spec ific  projects. Because 
the current reimbursement system 
covers in terest and depreciation 
expenses, capita l financing  has a 
profound im pact on overall health 
care costs. The more demand there 
is for capita l investm ent financed 
through debt, the higher the interest 
rates and therefore the level o f 
costs reim bursable under the cur­
rent payment system .
A hosp ita l’s cap ita l expenditures 
can also add to  its  operating ex­
penses. W hile cap ita l investm ent In 
other industries Is undertaken to  
reduce production costs, in the 
hospital industry " i t  Is typ ica lly  
undertai an because the new tech­
nology prom ises to  improve the 
quality of care, not reduce the 
cost," according to  a paper entitled  
"S ta te  L im ita tion  on Capital Expen­
ditures by H osp ita ls Can Help to 
Contain R ising H osp ita l Costs," 
prepared by the M ichigan O ffice  of 
Health and M edical A ffa irs . "In 
fact, th is  im provem ent in qua lity

ADL repoit t i t le d “ Development of an 
Evaluation Methodology for Use in 
Assessing Data Available to  the 
C e rtif ic a te  o f Need (CON) and 
Health Planning Programs."

Up to now the only tool states have 
had to control capita l expenditures 
has been certifica te  o f need. State 
CON laws are designed to  curb 
health care costs by a llow ing ap­
proval of only those projects for 
w h ich  there  is a dem onstra ted  
need. Some studies have found that 
CON can be effective in contro lling 
health care costs, particu larly in­
s t itu tio n a l cos ts  and especia lly  
when combined w ith  other regula­
tory methods. But CON programs 
generally have little  e ffect on the 
to ta l statew ide level of hospital 
capita l spm d ing . Even where CON 
taws have been shown to be e ffec­
tive In lim iting  spec ific  capita l ex­
penditures, the to ta l amount of in­
vestment approved is believed by 
many to be beyond what we can 
afford.
j
One reason for the failure of many 
CON programs to  contro l health 
care costs is the ir focus on capita l 
expenditures rather than on operat­
ing expenses, explained a paper en­
titled  "N ew  Approaches to Using 
the Determ ination of Need Proc­
esses to Contain H osp ita l Costs," 
prepared for the M assachusetts 
Department of Public Health. While 
operating costs and cap ita l costs 
are linked dir*-ctiy through the reim­
bursement system 's payment of de­
preciation and in terest expenses, 
the M assachuesetts paper said, 
"no  look at capita l expenditures 
alone can measure the cost of a 
propuseu project to the pa” n en t 
system ."

Even w ith  strong CON program s,’i n ­
most states are unable to  keep to ta l;1; ;  
capita l spending w ith in  affordable*':re­
bounds because CON procedures 
apply "a  test of absolute need," th e :!/  • 
M ichigan paper said. Federal cri- t: .- 
teria fo r CON review require c o rv ^ V '' 
sideration o f the d irect and in d ire c t;) .r ; : 
costs o f proposed projects,' as w e l l i ^ / : 
as the ir need, financia l fe a s ib ility ;:^ * -  
and other factors. For the m ost part, 
however, CON program s 'have;co rv /£ -v : 
centrated on the criterion of need,*5̂ ; ,  
resulting in approval of almost a n y ^ f/ : ' 
project fo r which need cari be d em -'* l/>  
onstrated. Such, an approach, said -F - 
the M ichigan document in describ^ 
ing the s ta te ’s CON statute,:-'Vig-.- //:•  
nores the fact tha t a ll needs are 
re la tive . Resources .are s c a rc e , . - / "  
which means that no society can af-N',r.. 
ford to devote 'resources to every” . . 
use that promises some positive > 
benefit." ■ - • / . _  . . . / \ \ r

To some extent many states h ave ”' 
applied the idea of relative need to 
their CON vocess by reviewing ap- 
p lications lo r  s im ilar proposed proj­
ects in batches, evaluating them in 
relation to  one another, as now re­
quired by federal regulation. A l­
though s u c i batching results In 
comparison of the relative needs of 
competing proposals, it does not/-.-:; 
com pare those needs w ith  th e -*- 
needs for other types o f projects 
and other ways of delivering health 
care; it does not look at a proposal •' 
in the context of Its e ffect on sys­
temwide health care costs. .
Because resources are lim ited , ' 
because there are lim ita tions to 
what soc ie ty  can afford, "there 
m ust be p rio ritie s— even among 
'needs'," according to t ie M assa­
chusetts paper. If state.; are going 
to attem pt to  lim it capita l spending 
to an affordable level, they must 
evaluate the need for one proposed 
capita l project in relation to the 
need for others, setting priorities 
and m aking tradeoffs.

D e f i n i n g  A f f o r d a b i l i t y
Applying the concept of afford?oili- .. 
ty means developing a capita l ex- . 
penditures budget, setting a lim it 
on capita l spending, and determ in­
ing just how much the state is w ill­
ing to a llow  for capita l investment 
in the health care industry in rela-

2
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'io n  to  o ther pub lic  dem ands for- 
capita l. The decis ion  to  define that . 
level " is  bas ica lly  a value judgm ent 
rather than a techn ica l question," 
according to  th e  M ichigan publica-. ' 
tion. "The correct am ount is the 
am ount the people o f the state  be­
lieve balances the need fo r high 
qua lity m edical care w ith  the need 
to meet other soc ia lly  desirable ob­
jec tives .”  Once es tab lished , the  
level should be reviewed periodical- 
ly to  make sure the am ount is not 
too high or too  low, the d o c u m e n t.^  
added. • •'V.r--*' ”  •* V  t*. ) i _7-v- 

* . f  .  •

There are a number o f d iffe ren t ap-v; 
proaches states can take in placing 
a cap on health fa c ility  capital, 
penditures. For instance, a fte r es­
tab lish ing  the am ount of the cap, 
the sta te  could rank a ll app lica tions 
subm itted , eva lua ting  every pro- . 
posed pro ject - in re la tion  to  all 
others. Such a process would in­
volve com paring d iss im ila r projects 
and estab lish ing  p rio rities among 
them. -•
Another method is to  determ ine a 
statew ide budget and then to‘ a llo ­
cate tha t cap to  specific  regions. 
Under th is  system, proposals could 
be considered relative to  s im ila r ap­
p lica tions In the region, or they 
could be ranked w ith  a ll proposed 
projects in the region. This ap­
proach m ight include a provision to 
apportion over several years the 
cost of a very expensive project.

A problem w ith  a regional cap is the 
design o f an a lloca tion  form ula  that 
is equitable to  all in the state. A 
number o f characte ris tics  o f each 
region would have to  be weighed 
a g a in s t th o se  in o th e r a reas . 
Among the facto rs  that couid be 
considered are: population  size; 
population cha rac te ris tics , espe­
c ia lly  re lative age; patient adm is­
sion patterns; age of physical 

. -plants; and relative construction 
costs.

A n a l y s i s  o f  E f f e c t  on 
O p e r a t i n g  C o s t s
Besides se tting  caps on cap ita l ex­
penditures, s ta tes can apply the a f­
fo rd a b ility  concept by analyzing 
proposed pro jects in term s of their 
effect on operating costs. For ex­
ample, instead of lim iting  the tota l 
level of cap ita l spending on a state­
wide or regional basis, s ta tes could 
estab lish  lim its  on the operating

costs generated by proposed proj­
ects. Such an approach is being 
considered in M assachusetts. Or 
states could establish maximum 
operating cost increases for spe­
c ific  types of projects, so that proj­
ects w ith  operating costs above the 
estab lished level would be d is ­
approved or would be reimbursed 
only to  the allowable lim it.
Another option is to set facility- 
specific , capita l lim its, a method 
now being tried in New Jersey. This 
approach could lim it the to ta l capi- 

; tal expenditures o f a specific fac ili- ‘ 
ty to  a certain maximum percentage 
of its  operating budget.

• At the very least states can In­
crease a ffo rdab ility  analysis in the 
CON review process by focusing 
more on a project's im pact on 
overall costs and by requiring ap­
p lications to include, fo r example, 
an assessment o f less costly a lter­
natives and the effect on operating 
costs. -
in the follow ing examples we look 
at the approaches underway or 
being considered in three states to 
control health care costs by set­
ting affordable lim its  on capital 
expenditures.

M o r a t o r i u m ,  5-Year P l a n  
fo r  C a p i t a l  A l l o c a t i o n  
P r o p o s e d  in  N e w  Y o r k
New York S ta te ’s Blue Ribbon 
Panel on Capital A ffo rdab ility  has 
called for a one-year m oratorium  on 
a ll CON a p p lic a tio n s  in v o l. in g  
cap ita l expenditures so as to  allow 

■ the state to institu te  major revi­
sions in the CON program. The pro- 

. posed changes in the CON process,
; part of a package of recommenda- 

tions subm itted to  Governor Hugh
• Carey in December, are aimed at ap­

plying the princip les of relative 
need and a ffo rdab ility  to help con­
trol rapidly accelerating capita l ex­
penditures in the state. Unless the 
state <akes 'a c tio n , requests by 
hospitals for capita l spending for 
reolacement projects are expected 
tc  exceed Sfl b illion  through 1084, 
the panel reported.
The committee, appointed by the 
Gove nor, included representatives 
of the business com m unity, insur­
ers, invastment bankers and state 
policy councils. A fter reviewing the 
group’s report, Governor Carey w ill

offer his own recommendations to 
the new governor. - . « • ;

During the firs t six months of the 
moratorium proposed by the panel, 
acute and long-term care fac ilities  
would prepare five-year ca p ita l - 
plans and budgets to  be subm itted 
to the HSAs and the Department of 
Health (DOH). A t the same time, the  
state would develop a plan for 
resource a llocation and a five-year; ' 
projection on the ava ilab ility  of 7~ 
resources. DOH would analyze the .' 
in s titu tions ’ and sta te 's  budgets ' 
and then, w ith  the aid of the HSAs, 
complete a com prehensive,'state- . 
w ide five -year p lan fo r ,  ca p ita l 
resources a llo c a tio n . The-'.p lan 
would set p rio ritie s  among the 
capita l projects expected to ; be 
needed over the period. . •- v ;

The panel also recommended that 
the existing CON review criteria 
— need, characte r, com petence, 
and f in a n c ia l  f e a s ib i l i t y  — be 
amended to  include exp lic itly  the 
concepts of relative need and affor­
dab ility . Further, the com m ittee 
suggested additions to the content 
of CON applications to increase a f­
fordability analysis.

To control the frequent rise in costs 
between prelim inary approval and 
final perm ission to  proceed w ith 
c o n s tru c tio n , the panel recom ­
mended that once a project clears 
both stages, the Rate-Setting Com­
m ission would establish the reim­
bursement rate fo r a three-year 
p e r io d . A n y  c o s ts  abo ve  th e  
established rate would have to be 
absorbed by the applicant. The 
pane! also recommended that if the 
cost of a proposed project exceed­
ed the prelim inary estim ate by a 
specified percentage, the applica­
tion would be returned to the first 
stage for further review.

The panel made a number of other 
reccmmendations, including a pro­
posal for a guaranteed loan pro­
gram to help financia lly distressed 
hospitals gain access to capita l for 
c .itica lly  needed projects.

N e w  J e r s e y  A p p l y i n g  
F a c i l i t y - S p e c i f i c  
C a p i t a l  C a p

Concerned over high interest rates 
and the impact of capital financing 
costs on overall health care costs,
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New Jersey adopted a cap on in ter­
est rates in 1979 in  the hope of 
stemming caoitaS expenditures in 
the 1980s. Because of the "H ill-  ■ 
Burton bulge," a lm ost 85 percent o f .. 
hosp ita ls in the s ta te  are expected 
to seek replacem ent between 1984' 
and 1987. But th is  app roach— 
w h ich  ‘ ‘s h u t d o w n  e v e ry th in g , 
whether of value or not," said Gar 
Reed in the Department o f Health ’s ; 
Health Econom ics Services— was 
abandoned a fte r a year a n d ' re­
placed in 1981 w ith  a cap on the 
ratio of cap ita l reim bursem ent rto 
to ta l reim bursem ent. The lim it on 
capital expenditures is applied on a ' 
hosp ita l-by-hosp ita l basis, ra ther 
than statew ide. The advantage of 
th is type of cap, Reed explained, is 
tha t it takes in to  account “ tha 
h is torica l use o f cap ita l and it 
allows a hosp ita l to  ad just project 
size in re lation to  the price of 
capital, or in te rest'ra te ."

The cap, adjusted annually, was set 
at 12.9 percent for 1982. To get that 
figure, departm ent health econo­
m ists took the ra tio  of cap ita l reim­
bursement to  tota l reimbursement • 
fo r a ll h o s p ita ls  in the  s ta te , 
d istributed the ratios along a scale 
of low to  high, and then used a point 
at the 97.5 percentile of d is tribu tion  
as the cap. Excluded from the ca l­
c u la tio n s  w ere  h o s p ita ls  w ith  
special arrangem ents to  exceed the 
previous year’s cap because of 
dem onstrated e ffic iencies.

The cap is im plem ented through 
the CON review process. The state 
estim ates a hosp ita l’s to ta l re im ­
bursement (including both opera­
tion and cap ita l costs) for the first 
year in wh ich a proposed project is 
expected to be in operation. If the 
ra tio  of cap ita l reim bursem ent to 
tota l reim bursem ent exceeds the 
cap, ihe hospita l has three options.

. First, it can dem onstrate that the 
p oposed project w ill result in cost

efficiencies, 'n u s  reducing future 
operating costs. Or, the hospital 
can reduce- the scope of the p ro je c t,. 
thus decreasing its  cost. The th ird  
option is fo r the applicant to give 
reasons unrelated to  cost why the 
project should be approved, such 
as it  provides a much needed, 
albeit expensive, regional service.

The p rob le m  w ith  the  fa c i l ity -  - 
specific approach, Reed • said, is 
that it  makes no direct e ffo rt to con­
trol overall capita! spending in the ' 
state, to  lim it capita l growth. W h a t. 
is needed, he said, is a way to  set a. 
growth target for the industry so as 
to sm ooth out over a ten-year period 
the rebuilding sought as a result of •• 
the "H ill-Burton bulge."

the coalition is expected to  recom­
mend to  Governor King in its  final 
report, due December 20, a lim it of 
up io  2 percent of to ta l operating 
costs associated w ith  capita l ex­
penditures, according to W illiam  
Decker, the coa lition ’s s ta ff direc­
tor. A 2 percent cap would mean 
that about S240 m illion would be 
available. This figure was derived 
from the estim ate by Blue Cross of 
M assachusettsMhat each S1.00 of 
cap ita l cos t approved annua lly  
m eans S .3 0 - in  new  o p e ra tin g  

>  co s ts— $.19’* of- additional depre­
ciation and interest and S.11 of ad- 
ditionel operating expenses. •••

C a p i t a l  L im i t  B a s e d  o n  
O p e r a t i n g  C o s t s  
P r o p o s e d  i n  
M a s s a c h u s e t t s :

A proposal under consideration in 
Massachusetts would incorporate 
the treasure of a ffo rdab ility  into the 
CON review process by setting  a 
statew ide lim it on the to ta l in ­
cremental costs associa led w ith 
proposed new projects or services. 
Such a constra int on capita l ap­
provals would be the most effective 
way to  lim it "aggregate cost im ­
pacts on the hospita l system ." con­
cluded the W ork Group or. Capital 
and Operating Cost L im its in its 
November 1982 report to the Gover­
nor's Health Caro Cost C onta in­
ment Coalition. In 1981, the state 
approved S217 m illion  in hospital 
cap ita l expenditures* 26 percent 
above the previous year. Pending re­
quests currently tota l S750 m illion, 
most of which is for hospita l plant 
replacement.

Although the work group did not 
suggest a specific budget figure,

The advantage of linking capital 
costs to to ta l ' incremental costs, 
the work group said in its  report, is 
that "a llow ab le  capita l cost in­
creases w ill be a function of the 
rate of growth of operating costs in 
the hospital system." Such an ap­
proach w ill also encourage hospi­
tals to contain their costs, thus pro­
moting construction of the least ex­
pensive health care Delivery modes 
and contribu ting  ;o reduced in­
terest expenses.

Under the plan proposed by the 
panel, the state cap wc 'd be allo­
cated on a regional bast " to  insure 
that quality and accessib ility  of 
care is  m axim ized w ith in  that 
econom ic c o n s tra in t.”  The pro­
posal emphasized the role of pro­
posed regional health care cost 
coalitions (RHCCCs) in helping the 
state to d tlin e  local capita l needs 
and to a llocate the budget to  hos­
pitals in the region.

Another worx group looked at in­
terest expense and concluded that 
these costs oould be reduced by re­
quiring a certain percentage of 
equity contr.'bution, based on the 
dollar size or 'ype of proposed pro­
ject.

^  A lpha C e n te r , 7 3 1 6  W isco n sin  A venue , S u ite  4 0 0 , B e th e sd a . M ary land  2 0 8 1 4 . 3 0 1 -6 5 6 -4 2 6 0 . E d ito r: S a ra h  W illiam s.

Tnc- Alpha Ce .ter lor Health Planning Is partially supported by the Health Resources Administration under contract HRA 232-79-0035. Statements 
made in this pub licat ion do not necessarily represent the polic ies or viewpoints ot the United States Government.
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northern alaska health resources association, inc.

February 05, 198. ^ B E G E I K E R  j

FEB 09 1983

The Honorable Joe Josephson Josephson,
Alaska State Legislature 
Pouch V  (MS 5100)
Juneau, Alaska 99811

Dear Senator Josephson:

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

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

A recent trend has been to appropriate increasing amounts of public
funds for construction or expansion of health care facilities in Alaska 
(i.e., $31 ,500,000 1?Y 81-82). Moreover, we are seeing, the cost of 
health care increasing, at a rate which has been consistently higher than 
the general rate of inflation. It has been demonstrated that capital 
investment contributes significantly to the growth of total hospital 
expenditures. Although it is true that general inflation, sophisticated 
technology, and increasing staff requirements also contribute to rising 
costs of hospital care, hospital capital investments add to the opera- 
tini1, costs by an amount in excess of the value of the investment. In 
April, 1982, Arthur I). Little, Inc., a health economics consulting firm 
under contract with the National Center for Health Services Research,
estimated that the present value of additional operating expenditures in
the next ten years is $ J . 8*1 for every doll a** invested in capital im­
provements, exclusive of depreciation an. debt service. Uncontrolled.

529 5th avenue, suite 8 fairbanks, alaska 99701 telephone(907) 456-2553
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capital expenditures for more or bigger health care facilities can only 
serve to drive up operating costs at an accelerated rate. These in­
creased costs are ultimately passed on to the patient or community. We 
believe that people must continue to have the opportunity and responsi­
bility through the CON process to determine what level of health ser­
vices they are willing to pay for. Competition in the health care field 
essentially does not exist, especially in Alaska where most communities 
cannot afford more than one health care facility; therefore, the only 
way that we can keep a lid on overbuilding is through a capital expen­
ditures review program similar to the current Ccrtificate-of-Need 
program.

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

1. Increase the threshold level which triggers a CON review from 
$150,900 ro at least:

a. $600,000 for capital expenditures
b. $400,000 for major medical equipment
U. $250,000 for operating expenses associated with new 

services.

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

3. Expedite review of capital equipment replacement.

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

5. Provide that each legislator be informed of all projects in 
his/her district, especially re arding the outcome of the 
rev i e w .

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

President 

JBC:f li­

ce: William Sheffield
Governor

Robert London Smith, Ph.D. 
Commissioner, DIISS

Alaska Health Coalition

Southeast Alaska USA

South Centra1 Health Planning 
and Development, Inc.
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S o u t h  C e n t r a l  
H e a lt h  P l a n n i n g  a n d  D e v e l o p m e n t ,  Inc

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501
(907) 278-3631

September 13, 1983

Senator Joe Josephson, Chairman 
Senate IEESS Committee 
1526 "F" Street 
Anchorage, Alaska 99501

Dear Senator Josephson:

'Hie attached paper is a review and summary of the current literature on 
swing bed/long term care services.

Since we are answering requests for copies of this paper from projects 
throughout the state, we thought you might be interested in receiving a 
copy. I hope you will find it helpfui in your decision making.

Please don't, hesitate to call this office if we can be of further 
assistance.

Barbara Berger 
Pro{ ram Manager

BB/ab

Attaclmicnt

R E O f  i V E  D



S o u t h  C c n t v a l  
H e a l t h  P l a n n i n g  a n d  D e v e l o p m e n t ,  Ine.

1135 West Eighth Avenue • Suite 1 • Anchorage. Alaska 99501 

(9071 278 3631

September 16, 1983

To: Senate and House HESS Members

^ron: Arlene Brovald for Barbara Berger

Enclosed is the paper on swingbed/long term 

care services which was inadvertently left out 

of Barbara Berger's letter of September 13, 

1983. J apologize and hope this oversight 

lias not inconvenienced you.
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S o u t h  C e n t r a l  

H e a l t h  IHamnin^ a n d  I) cvelo g> meut ,  Inc .
1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501

(907) 278-3031

OVERVIEW OF R E C E I V E D
SWING BED CONCEPT

SIT' 2  -*9G3

'Josephson,
The term "swing bed" refers to the use of hospital beds to provide both 
acute care and long term care depending on the need at any given time.
The federal government has recently published regulations which allow 
for appropriate Medicare and Medicaid reimbursement to small rural 
hospitals who implement the swing bed concept.

This paper looks at the swing bed concept and nationwide program, how it 
has developed, what it offers, and advantages and/or disadvantages for 
hospitals in Alaska.

History

Prior to the advent of Medicare in the mid-1960s, most general hospitals 
offered comprehensive care that did not divide acute from extended care. 
Title XVIII of the Medicare legislation encouraged the development of 
freestanding extended care facilities that were designed primarily to 
shorten the hospital stays of patients over 65 who no longer required 
the intensity of hospital services. But the high cost of construction 
along with small populations precluded the practical development of long 
term care facilities in most rural areas. An irony, therefore, existed 
especially for small rural hospitals - while they typically had occupancy 
rates of less than 50%, there was a shortage of long term care beds.

In Utah in 1973 and later in South Dakota, Iowa and Texas, an experimental 
program was initiated whereby 25 rural hospitals with 10 to 95 beds and 
an occupancy of under 60# were permitted to use beds that were consistently 
empty for long term patients on a continuing or an intermittent basis, 
depending on need. Extensive evaluation of these experiments by IICFA 
showed that hospitals with swing bed programs could offer long term care 
services to patients in a cost-effective manner without sacrificing 
quality of care.

In the Qnnibus Reconciliation Act of 1980, Congress amended Titles XVIII 
and XIX of the Social Security Act to provide that hospitals may enter 
into an agreement with the Secretary "under which its inpatient hospi tal 
facilities may be used for the furnishing of services of the type which, 
if furnished by a skilled nursing facility, would constitute extended 
care services". Regulations implementing this swing bed program were 
published in the July 20, 1982 Federal Register. The program is now 
receiving a great deal of national attention and support. While the 
guidelines for participation are set, there is no question that with 
increasing feedback on its effectiveness, the program will expand and be 
modified through future regulations.
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Eligibility and Requirements

In order for a hospital to be eligible to receive Medicare and Medicaid 
reimbursement for the provision of long term care services, several 
conditions must exist:

.The hospital must be located in a rural area.

.The institution must have fewer than 50 acute care beds (excluding 
bassinets and intensive-care unit beds).
.A swing bed hospital may not have in effect a 24-hour nursing 
waiver; a registered nurse must be present in the hospital at 
all times.
.If the hospital does not already offer long term care, it is 
considered a "new service" and would require a Certificate of 
Need.

Tne federal regulations state that eligible hospitals are required to 
meet six standards (in addition to those required for acute care) to 
qualify for Medicare reimbursement under the swing bed program. These 
standards are:

.Patients' r^Jits. For example, "a patient must be fully informed 
of available services, and a patient may be transferred or discharged 
when medically necessary or when such action is in the best interest 

- of that or other patients".
.Specialized rehabilitative services. Sendees such as occupational 
therapy and physical therapy must be available (within the hospital 
or by consulting contract) as needed by the patients.
.Social Services. The social and emotional needs of the long term 
care patient are especially important and must lie provided for 
either in-house or on referral arrangements by a qualified social 
worker.
.Patient activities. A qualified patient activities coordinator 
(e.g. a Physical therapist or Occupational therapist) must be 
designated to promote the physical, social, and mental well-being 
of patients.
.Dental Services. A hospital must establish an agreement with a 
dentist to consult in staff education for nursing and other appropriate 
personnel and to recommend oral hygiene policies and practices in 
the care of patients.
.Discharge Planning. An organized discharge planning program must 
exist and be evaluated by the hospital's utilization review committee.

Reimbursement

Swing bed programs offer opportunities for hospitals to improve their 
cash-flow problems by offering a reliable source of operating revenues 
for previously empty beds or during tunes of census fluctuations. Once 
a hospital meets the eligibility and service requirements, it will be 
able to bill federal (Medicare) and state (Medicaid) insurers for swing 
bed services. In general swing bed services are subject to the same 
coverage requirements and coinsurance provisions that apply to skilled 
nursing facilities.

The method of reimbursement outlined in the regulations is called a
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"carve-out" method. The rate is established based on the previous 
year's Medicaid rate for SNF and ICP, and Medicare will be computed 
based on the hospital's routine service costs (revenues from ancillary 
services are handled and reimbursed separately as they are for acute 
care). Swing bed costs not covered by Medicaid SNF and ICF rates will 
be included in the hospital routine cost base and potentially be recovered 
through inpatient acute care rates. At present only minimal alterations 
of a hospital's financial system are required to implement a swing bed 
program.

Advantages and Disadvantages

The swing bed program provides a unique opportunity for small hospitals 
in rural areas to offer expanded services in their communities. The 
elderly (over 65) population is projected to grow at twice the rate of 
the total population during the 1980's. Since this is the population 
group most likely to utilize a swing bed program, the availability of 
this kind of program could be a valuable community resource as well as 
an additional source of revenue to a hospital. In addition to the fact 
tliat patients would not have to be transferred away from familiar surroundings 
it would also be a cost savings to family and friends who support the 
long term care patient.

The cost savings of not building a separate facility arc significant to 
the community. For the rural hospitals that lack the economy of scale 
and shared services available to their urban counterparts, the advantages 
of the swing bed concept include increased efficiency of staff and 
greater economy from such departments as pharmacy.

Implementation of a swing bed program can be an incentive to small 
hospitals to diversify even more into such services as home health care, 
adult day care, and hospice to name a few.

With all the apparent advantages, there arc also some potential problems 
witli a swing bed program. Most of these were realized during the 
development years in the experimental projects. Summarized, these areas 
of possible concern are:

.Additional professional staff required for the program may not be 
readily available.
.Orientation of care for long term care patients is very different 
from short term care and may be a difficult transition for regular 
staff to do well.

.Visiting patterns differ for acute care patients (frequent) and 
long term care patients (less frequent) and some long term patients 
can become a drain on staff.
.Long term patients often have multiple problems that are frequently 
accompanied by antisocial behavior.
.Remaining in the same bed (wing, or institution) while transiting 
from acute to long term care can confuse the patient's (and family's) 
expectations for care.
.Gvcn with the carve-out method for calculating expenses, long term 
care in a swing bed program is more expensive per bed than care in an 
existing SNF, based on the calculation of total costs as they are 
spread over the whole operation.
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.Though quality of care is difficult to formally "regulate", 
reports from the experiments indicate that the facility, patient, 
and problem measures of the quality of care were significantly 
higher for comparison nursing homes tlian the experimental swing 
bed programs.

There may be, of course, many more potential problems, but despite all 
of those encountered in the experimental programs, the program is still 
recommended by national program observers.

Conclusion

Taking into account all of the above information, the decision to implement 
a swing bed program should obviously be done only after a careful 
examination of a hospital’s situation (a feasibility study) and compre­
hensive in depth planning throughout the process. The following are ten 
major areas for consideration in the feasibility study and planning 
process (not necessarily in sequence or order of importance).

1. Hospital occupancy If the annual utilization rate is relatively 
hign (60-70o), it is not likely that participation in a swing 
bed program would be substantial. Also there may be more need 
for flexibility for acute care use if use fluctuations are
high or in case of an emergency.

2. Nursing home occupancy If nursing homes in a hospital's 
community are underutilized and provide adequate care, then a 
swing bed program may not be needed.

3. Physician acceptance If, after becoming familiar with the swing 
bed concept, physicians are neither neutral nor positive about 
attempting a swing bed program, it will probably prove 
impossible to implement successfully.

4. Reimbursement An understanding and acceptance of the carve-out 
method ot reimbursement is necessary to implement a comprehensive 
approach to swing bed care. Those who are against this approach 
to reimbursement should perhaps not become involved in swing
bed care.

5. Nursing staff acceptance The evaluation studies on the experimental 
programs have shown tliat, with experience, nurses liavc become 
increasingly impressed with the value of providing long term care
in acute care beds. However, just as with physicians, if the nurses 
believe that the program should not be undertaken, it probably 
shouldn't.

6. Community acceptance and understanding Discussions regarding 
the potential for swing bed care should start with the hospital 
board, then other community health providers, and other 
interested community organizations and individuals. Aim for 
full understanding.

7. Utilization projections A reasonable number of beds to be 
designated and patient days utilization can be made by talking to 
nursing homes, physicians, interested public and home health 
nurses. Designating more beds than can reasonably be expected to 
be used may create unnecessary anxiety on the hospital staff and 
allow for possible over use before all details of the transition 
are tested and evaluated. Once a shospital lias a swing bed 
program more beds can easily be added as needed.
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8. Appropriateness of long term care Especially, the question of 
whether the hospital wants to oTTer long term care services 
along with acute care"! This is true for hospitals that have 
no experience in long term care or keep staff's separate 
awareness of how the services differ is important. The 
hospital must foster a new , different environment of learn­
ing, adaptiveness, program development, a concept because
any swing bed program will take at least two to three years 
to mature.

9. Regulatory requirements A hospital must be willing and able to 
follow all of the requirements of the program (see references).

10. Use of resources for planning When all of the above have been 
thoroughly considered there will undoubtedly be many questions 
that this short overview cannot answer. Below is a listing of 
sources of additional information.

.John Supplitt, Project Director 
American Hospital Association Center for Small 

and Rural Hospitals 
Telephone (312) 280-6400

.Dan Meddleton, Director 
State Health Planning and Development Agency 
DHSS
Telephone (907) 465-3082 

.Portia Kaufman, Manager
Division of Health Facilities Certification and 

Licensing 
Telephone (207) 561-4350

.Your respective Health Systems Agency:

South Central Health Planning and Development, Inc.
Telephone (907) 278-3631

Northern Alaska Health Resources Association 
Telephone (907) 456-2553

South East Alaska Health Systems Agency 
Telephone (907) 225-9631

References

1. Qu libus Reconciliation Act of 1980 (Public Law 96-499)-Anendinents
t(j Titles XVIII and XIX of the Social Security Act.

2. Fe leral Register, Vol. 47 II 139, Tuesday, July 20, 1983, PP. 31518-
31528.

3. "Program Information Letter", Bureau of Health Planning, U.S.
Department of Health and Human Services, II 82-24, September 20, 1982.



Page Six - Swing Beds

4. Technical Assistance Memo #71, "Rural Hospital Diversification 
Strategies: by E. Anthony Gclda IIPII, Western Center for Health 
Planning. January 15, 1981

5. Volunteer Memo # 1, "Planning for Health Facilities: A  Conceptual 
Overview" by Joseph P. Peters. Western Center for Health Planning. 
February 25, 1981.

6. An Evaluation of Swing Bed Experiments to Provide Long Term Care 
in Rural Hospitals. Volumes 1 and 11, Center for Health Services 
Research, University of Colorado Health Sciences Center, March 1980.

7. A Position Paper on Swing-Bed Care in Hospitals by Ann Trickier, 
Center for Health Services Research, Univeristy of Colorado Medical 
Center, June 15, 1979.

8. Small or Rural Hospital Report, Vol 6 II4, American Hospital 
Association. 1982.

9. Small or Rural Hospital Report, Anerican Hospital Association, 
January February, 1983.

10. Small or Rural Hospital Report, Ancrican Hospital Association,
March-April, 1983.

11. "Small Hospitals find Swing Beds Profitable", by Dr. Bruce A.
Walter, J.'Donald West, and Mark D. Elggren, HCFA Forum, June 1980.
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September 12,1983

I’nuili V 
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Juneau. Alaska {19811

Senator Joe Josephson 
921 West Sixth Ave, Rm 230 
Anchorage, Alaska 99501

Health Care Facility 
CERTIFICATE OF NEED PROGRAM

Dear Joe,

The health care facilities Certificate of Need Program study, as 
authorized bv Senate Resolve 2, is new in the process of announcing 
public hearings on the subject.

Your name has been obtained from an assortment of materials v/hich 
have been collected from the various legislators who have taken an 
active role in the State's Certificate of Need Program. Because of vour 
past involvement with the CON process you may wish to continue your 
efforts and ma” loe interested in participating in any of the following 
hearings:

September 22, 1983 - 2pm in Tunoau - State Capitol Building -
Butrovieh Room

October 18, 1983 - 2pm in Fairbanks - Fairbanks Memorial
Hospital - Eva McCown Room

( lovember 3, 1983 - V 2 p m  in Anchorage - Legislative
Information Office - 1016 Sixth 
Avenue

If vou are unable to attend any of the hearings but would still 
like to contribute input to the CON study, please do not hesitate to 
contact my office by phone (452-7624) or bv writinq (315 Barnette 
Street, Suite .103, Fairbanks, Alaska 99701).

Best Regards,

Senator Don Bennett

D B / k f

R E C E I V E D

' i 1983

i/osophson.
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ANCHORAGE INFANT LEARNING PROGRAM
A laska T reatm ent C enter 

3719 E ast 20th Avenue 
A nchorage, AK 99504 

(907) 272-0586 Ext. 42 & 43

S E p t e m b e r  16, 1983

S e n a t o r  J o e  J o s e p h s o n  

1 5 2 6  F St.

A n c h o r a g e ,  A K  9 9 5 0 1  

D e a r  S E n a t o r  Josephson:

A n c h o r a g e  a r e a  l e g i s l a t o r s  hav e b e e n  v a l u a b l e  al l i e s  to Inf a n t L e a r n i n g  

P r o g r a m s  t h r o u g h o u t  the state. Y o u r  a s s i s t a n c e  in funding ou r  p r o g r a m s  

has h a d  a t r e m e n d o u s  impact on o u r  a b i l i t y  to s erve f a milies w i t h  d i s a b l e d  

children.

T h e  A n c h o r a g e  I n f a n t  L e a r n i n g  P r o g r a m  was s t a r t e d  in 1976 to p r o v i d e  

e x p e r t  t r a i n i n g  for p a r e n t s  in e a r l y  i n t e r v e n t i o n  t e ch n i q u e s .  T h e  home- 

b a s e d  n a t u r e  o f  t h e  p r o g r a m  a l l o w s  parents a n d  s i b lings t h e  o p p o r t u n i t y  

to improve the skills a n d  p o t e n t i a l s  o f  a d i s a b l e d  c h i l d  in a h e a l t h y  

nn d  normal setting.

E a c h  y e a r  s i n c e  1 9 7 6  the n u m b e r  o f  c l i e n ts  n e e d i n g  a p p r o p r i a t e  t r a i n i n g  

has i ncreased, ye t  the b u d g e t  lias not kept pace. T h i s  pant y e a r  the 

A n c h o r a g e  p r o g r a m  lias trip le d  its p r o j e c t e d  c ase loud. M o r e  than 350 

fa m ilies a r e  e x p e c t e d  to be served in FY bn.

O n e  o f  the reasons for this increase is due to s i g n i f i c a n t  d e v e l o p m e n t s  

in p r e n a t a l  and p o s t n a t a l  care. T h e  n u m b e r  o f  p r e m a t u r e  infants s u r v i v i n g  

in A n c h o r a g e  has g r o w n  at an e n o r m o u s  rate. T h e  s e rv i c e s  p r o v i d e d  by 

the A n c h o r a g e  Inf a n t  L e a r n i n g  P r o g r a m  are e x c i t i n g  an d  w e  w o ul d  l i k e  to 

s h a r e that e x c i t e m e n t  wit h  y o u  and y o u r  staff. D u r i n g  the  w e e k  of 

Dh-'wr ~  s  ^ ,— O c t o b e r  3 - 7  we h o p e  to s c h e d u l e  a time for y o u  or a  key s t a f f  m e m b e r  

to IsTilrrc— tTf a  homtf visit w i t h  a m e m b e r  of o u r  staff. Wo will be In 

touch next w e e k  to s c h e d u l e  a time if y o u  arc interested. Aga i n ,  thank 

y o u  for y o u r  c o n t i n u e d  support.

S i n c e r e l y ,

711 (i
M a r y  Car r

D i r e c t o r  o f  In f a n t  L e a r n i n g  

/bp

cc; J o s e f  Reum, H a n d i c a p p e d  Ce r v i c e s  C o o r d i n a t o r
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Soii 15i C e n t r a l  
Health  Plaussiiii* a:;«i HeveSopsiiesit, Inc.

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 93501
(907) 278-3631

To: Persons interested in the new Swing Bed concept

~  o k -
From: Susan Callan, Project Review Staff 

Subject: Introduction to Swing Bed Concept Paper

Date: August 15, 1983

You may be involved (now in the near future) in making decisions 
about swing bed/long temi care services.

The attached paper is a review and summary of the current literature. 
I hope you will find it helpful in your decision making.

Please don't hesitate to call this office if we can be of further 
assistance.

SMC/ab

Attachment



S o u t h  C e n t r a l  
H e alth  P l a n n i n g  and D e v e l o p m e n t ,  Inc.

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501
(907) 278-3631

OVERVIEW OF 
SWING BED CONCEPT

The term "swing bed" refers to the use of hospital beds to provide both 
acute care and long term care depending on the need at any given time.
The federal government has recently published regulations which allow 
for appropriate Medicare and Medicaid reimbursement to small rural 
hospitals who implement the swing bed concept.

This paper looks at the swing bed concept and nationwide program, how it 
has developed, what it offers, and advantages and/or disadvantages for 
hospital15 in Alaska.

History
+

Prior to the advent of Medicare in the mid-1960s, most general hospitals 
offered comprehensive care that did not divide acute from extended care. 
Title XVIII of the Medicare legislation encouraged the development of 
freestanding extended care facilities that were designed primarily to 
shorten the hospital stays of patients over 65 who no longer required 
the intensity of hospital services. But the high cost of construction 
along with small populations precluded the practical development of long 
term care facilities in most rural areas. An irony, therefore, existed 
especially for small rural hospitals - while they typically liad occupancy 
rates of less tlian 50%, there was a shortage of long term care beds.

In Utah in 1973 and later in South Dakota, Iowa and Texas, an experimental 
program was initiated whereby 25 rural hospitals with 10 to 95 beds and 
an occupancy of under 60% were permitted to use beds that were consistently 
empty for long term patients on a continuing or an intermittent basis, 
depending on need. Extensive evaluation of these experiments by HCFA 
showed that hospitals with swing bed programs could offer long term care 
services to patients in a cost-effective manner without sacrificing 
quality of care.

In the Omnibus Reconciliatio l Act of 1980, Congress amended Titles XVIII 
and XIX of the Social Security Act to provide that hospitals may enter 
into an agreement with the Secretary "under which its inpatient hospital 
facilities may be used for the furnishing of services of the type winch, 
if furnished by a skilled nursing facility, would constitute extended 
care services". Regulations implementing this swing bed program were 
published in the July 20, 1982 Federal Register. 'Ihe program is now 
receiving a great deal of national attention and support. While the 
guidelines for participation are set, there is no question that with 
increasing feedback on its effectiveness, the program will expand and be 
modified through future regulations.



Page two - Swing Beds

Eligibility and Requirements

In order for a hospital to be eligible to receive Medicare and Medicaid 
reimbursement for the provision of long term care services, several 
conditions must exist:

.The hospital must be located in a rural area.

.The institution must have fewer than 50 acute care beds (excluding 
bassinets and intensive-care unit beds).
.A swing bed hospital may not have in effect a 24-hour r **sing 
waiver; a registered nurse must be present in the hospi, '1 at 
all times.
.If the hospital does not already offer long term care, it is 
considered a'"new service" and would require a Certificate of 
Need.

The federal regulations state that eligible hospitals are required to 
meet six standards (in addition to those required for acute care) to 
qualify for Medicare reimbursement under the swing bed program. These 
standards are:

.Patients1 rights. For example, "a patient must be fully informed 
of available services, and a patient may be transferred or discharged 
when medically necessary or when such action is in the best interest 

' of tliat or other patients".
.Specialized rehabililative services. Services such as occupational 
therapy and physical therapy must be available (within the hospital 
or by consulting contract) as needed loy the patients.
.Social Services. The social and emotional needs of the long term 
care patient are especially important and must be provided for 
either in-house or on refen*al arrangements by a qualified social 
worker.
.Patient activities. A  qualified patient activities coordinator 
(e.g. a Physical therapist or Occupational therapist) must be 
designated to promote the physical, social, and mental well-being 
of patients.
.Dental Services. A hospital must establish an agreement with a 
dentist to consult in staff education for nursing and other appropriate 
personnel and to recommend oral hygiene policies and practices in 
the care of patients.
.Discharge Planning. An organized discharge planning program must 
exist and be evaluated by the hospital's utilization review committee.

Reimbursement

Swing bed programs offer opportunities for hospitals to improve their 
cash-flow problems by offering a reliable source of operating revenues 
for previously empty beds or during times of census fluctuations. Once 
a hospital meets the eligibility and service requirements, it will be 
able to bill federal (Medicare) and state (Medicaid) insurers for swing 
bed services. In general swing bed services are subject to the same 
coverage requirements and coinsurance provisions that apply to skilled 
nursing facilities.

The method of reimbursement outlined in the regulations is called a



Senate
Pouch V 

State Capitol 

Juneau, ^ laska 99811

S e p t e m b e r  15, 1983

S e n a t o r  D o n  B e n n e t t

315 B a r n e t t e  Stre e t ,  S u i t e  103

F a i r b a n k s ,  A l a s k a  99707

D e a r  S e n a t o r  B en n e t t :

T h a n k  y o u  f o r  y o u r  l e t t e r  c o n c e r n i n g  C e r t i f i c a t e  of N e e d  h e a r i n g s ,  as 

I'v e m a i n t a i n e d  a c o n s i d e r a b l e  i n t e r e s t  in the topic h a v i n g  c l o s e l y  

f o l l o w e d  this i s s u e  in m y  t h re e  y e a r s  w i t h  the HESS C o m m i t t e e .  I h o p e  

the m a t e r i a l s  lent to y o u r  r e s e a r c h  w e r e  v a l u a b l e ,  and I am s o r r y  that I 

tu r n e d  the m a n y  n a t i o n a l  r e p o r t s  c o l l e c t e d  s i n c e  1981 o v e r  to the s t a t e  

l i b rary. B o t h  N C S L  and the H e a l t h  C a r e  F i n a n c i n g  A d m i n i s t r a t i o n  are 

e x c e l l e n t  r e s o u r c e s  on C O N  s t u d i e s .

B e c a u s e  of o t h e r  c o m m i t m e n t s ,  I w i l l  not be able to a t t e n d  the h e a r i n g s  

in J u n e a u  and A n c h o r a g e  b u t I w o u l d  be v e r y  i n t e r e s t e d  in the d i r e c t i o n s

of the t e s t i m o n y  if yo u  p u t  t o g e t h e r  a n y  f i n a l  data.

I h a v e  r e c e n t l y  r e c e i v e d  a r e s e a r c h  paper, a t tached, on the " s w i n g  b e d "  

c o n c e p t  of M e d i c a r e  and M e d i c a i d  p a y m e n t s  and their r e q u i r e m e n t s  t h ro u g h  

r e g u l a t i o n ,  w h i c h  i n c l u d e  a C e r t i f i c a t e  of Need p r o cess. S w i n g  beds

w o u l d  a l l o w  r u r a l  h o s p i t a l s  to u s e  b e d s  as a c u t e  or lon g  term care,

d e p e n d i n g  on th e  c u r r e n t  need, i n c r e a s i n g  b o t h  o c c u p a n c y  rate and 

rev en u e s .  S i n c e  this o p t i o n  has  b e e n  d i s c u s s e d  for A l a s k a  in the past,

I thou g h t it m a y  be of i n t e r e s t  to the commi t t ee .

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

N a n c y  D e i p r i c k

S e n a t e  HESS  C o m m i t t e e  A i d e
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Nancy Dietr i c k  
c/o S E NATOR JOE JOSEPHSON 
Alaska State L egislature  
Pouch V
Juneau, A l a s k a  99811

Health Care Facilities 
CERTIFICATE OF NEED PROGRAM

Dear Nancy:

The health care facilities Certificate of Need Program  
study, as authorized by Senate Resolve 2, is now in the 
process of announcing public hearings on the subject.

Your name has been obtained from an assortment of 
materials w hich have been collected from the various 
legislators w h o  have taken an active role in the State's 
Certif i c a t e  of Need Program. Because of your past i n v o l v e­
ment  with the CON process you may" wish to continue your 
efforts and m a y  be interested in participating in any of 
the following public hearings:

September 22, 1983 - 2pm in Juneau - State 
Capitol Building - Butrovich Room

October 18, 1983 - 2pm in Fairbanks - Fairbanks 
Memorial Hospital - Eva McGown Room

November 3, 1983 - 2pm in Anchorage - Legislative 
Info Office - 1016 W. Sixth Avenue

If you are unable to attend any of the hearings but 
would still like to contribute input to the CON study, please 
do not hesitate to contact my office by phone (452-7624) or 
by writing (3.15 Barnette St., Suite 103, Fbks, AK. 99701).

Best

Senator Don Bennett

( UTicial Bus iness

DB/jan
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NOTICE OF ADOPTION OF EMERGENCY REGULATIONS
BY THE DEPARTMENT OF HEALTH & SOCIAL SERVICES

As r e q u i r e d  by AS 4 4 . 6 2 . 2 5 0 ,  n o t i c e  is given that, u n d e r  a u t h o r i t y  

v e s t e d  by AS 4 7 . 0 5 . 0 1 0 ,  4 7 . 0 7 . 0 5 0 ,  a n d  s e c t i o n  8 , ch. 95, S L A  1983, the 

D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  a d o p t e d  on this date, as 

e m e r g e n c y  r e g ul a t i o n s ,  n e w  regulation.*!, a m e n d m e n t s  of r e g u l a t i o n s,  an d  

repeals of v a r i o u s  s e c t i o n s  of 7 A A C  43 r e l a t i n g  to the e s t a b l i s h m e n t  of 

an i n t e r i m  p r o s p e c t i v e  p a y m e n t  s y s t e m  for the M e d i c a i d  and G e n e r a l  

R e l i e f  M e d i c a l  programs.

T h i s  a c t i o n  is not e x p e c t e d  to r e q u i r e  an i n c r e a s e d  a p p r o p r i at i o n .

C o p i e s  of these r e g u l a t i o n s  m a y  be o b t a i n e d  by w r i t i n g  or c a l l i n g  K i m b e r l y  

Busch, M e d i c a l  A s s i s t a n c e  P r o g r a m  O f f icer, D i v i s i o n  of P u b l i c  A s s i s t a n c e ,  

P o u c h  H - 0 7 , Juneau, A l a s k a  99811, (907) 465-3347.

T he D e p a r t m e n t  e x p e c t s  that p e r m a n e n t  r e g u l a t i o n s  w i l l  be a d o p t e d  in the 

future to e s t a b l i s h  a p r o s p e c t i v e  p a y m e n t  s y s t e m  u n d e r the M e d i c a i d  Rate 

Co m m i s s i on .  H o w e v er ,  if it do e s  not a p p e a r  that the C o m m i s s i o n  is ready 

to a d o p t  those r e g u l a t i o n s  b e f o r e  the end of the 120-day limit of 

e f f e c t i v e n e s s  of these e m e r g e n c y  r e g u l a t i on s ,  the D e p a r t m e n t  wil l  

p r o v i de  pu b l ic  n o t i c e  of a h e a r i n g  a n d  c o m m e n t  p e r i o d  n e c e s s a r y  to mak e  

these e m e r g e n c y  r e g u l a t i o n s  p e r m a n e n t ,  u n t i l  s u c h  time that the C o m m i s s i o n  

a d o p t s  r e g u lations.

DATE: M  / / /  j  f  3

Juneau, A l a s k a

  ---------- 1---------------------- C____ 2._________________
Ro b er t  London Smith, P h . D  

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

D e p a r t m e n t  of H e a l t h  and

So c i a l  S e r v i c e s



R e g i s t e r

EMERGENCY REGULATIONS
HEALTH AND SOCIAL SERVICES 7 A A C  4 3 . 0 4 0  

7 A A C  43.215

7 A A C  43. 0 40 ( b )  is a m e n d e d  to read:

(b) Re p e a l e d  / /

7 A A C  4 3 . 0 9 0  is a m e n d e d  by a d d i n g  n e w  p a r a g r a p h s  to read:

(23) " f a c i l i t y "  m e a n s  a h o s p i ta l ,  SNF, IGF, ICF/MR, 

r e h a b i l i t a t i o n  facility, i n p a t i e n t  p s y c h i a t r i c  facility, h o m e  h e a l t h  

agency, r ural h e a l t h  clinic, and  o u t p a t i e n t  s u r g i c a l  clinic;

(24) " c o m m i s s i o n "  m e a n s  the m e d i c a i d  rate c o m m i s s i o n  

a u t h o r i z e d  by AS 4 7 . 0 7 . 1 1 0 — 47.07 . 1 9 0 .  (Eff. 8 /1 8/79, Reg. 71; 

a m  / / , Reg. )

Autho r it y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 8 0  

AS 4 7 . 0 7 . 1 9 5

7 A A C  4 3 . 1 7 0  is a m e n d e d  to read:

7 A A C  43.170. C O N D I T I O N S  F O R  PAYMENT. (a) R e q u i r e m e n t s  for 

paym e n t  u n d e r  m e d i c a i d  as a S N F  o r  ICF ar e  that

( 1) the facility has b een c e r t i f i e d  by the d i v i s i o n  as in 

c o m p l i a n c e  w i t h  federal c e r t i f i c a t i o n  r e q u i r e m e n t s

(A) SN F  c e r t i f i e d  for m e d i c a i d  —  ce r t i f icat-ion is by 

the d i v i s i o n  for the fede r al  D e p a r t m e n t  of H e a l t h  a n d  H u m a n  Services,

(B) ICF —  c e r t i f i c a t i o n  is by the di v i s i o n ;

(2 ) a i.evel-of-care d e c i s i o n  has b e e n  m a d e  by the d i v i s i o n  or 

fiscal a ge n t  i n d i c a t i n g  that the b e n e f i c i a r y  r e qu i r e s  the "evel of care 

that the fa c i l i t y  is c e r t i f i e d  to provide;

(3) there be a c u r r e n t  p r o v i d e r  a g r e e m e n t  on file w i t h  the

d i v i s i o n

(b) Paym e n t  w i l l  be m a d e  by the d i v i s i o n  in a c c o r d a n c e  w i t h

7 A A C  4 3 . 6 7 5  —  7 A A C  43.707. (Eff. 8/ 1 8/79, Reg. 71; am / / ,

Reg. )

Auth o r i ty :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0

7 A A C  4 3 . 2 1 5 (a )  is a m e n d e d  to read;

(a) P a y m e n t  w i l l  be m a d e  by the d i v i s i o n  in a c c o r d a n c e  wi t h

7 A A C  43 . 6 7 5  —  7 A A C  43.707. (Eff. 8/18/79, Reg. 71: a m  / /

Reg. )

A uthority: AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0  
J_______________________________



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.235

7 AAC 43.360

7 A A C  4 3 .235(a) is a m e n d e d  to read:

(a) P a y m e n t  by the d i v i s i o n  is p a y m e n t  in full for those s er vices 

a u t h o r i z e d  u n d e r  m e d i c a i d . If the f a c i l i t y  o b t a i n s  f r o m  a n o t h e r  source 

a n y  a d d i t i o n a l  p a y m e n t  for the care  p r o v i d e d  to a b e n e f i c i a r y  for

s e r v i c e s  that ha v e  b e e n  p a i d  for by m e d i c a i d ,  it is the o b l i g a t i o n  of 

the f a c i l i t y  to r e f u n d  o r  cr e d i t  the a d d i t i o n a l  p a y m e n t s  to the 

d i v i s i on .  (Eff. 8 /1 8/79, Reg. 71; a m  / / , Reg. )

A u t h o ri t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 7 0

7 A A C  4 3 . 2 4 0  is a m e n d e d  to read:

(a) P a y m e n t  w i l l  be m a d e  by the d i v i s i o n  in a c c o r d a n c e  w i t h

7 A A C  43 . 6 7 5  —  7 A A C  43.705.

(b) Rates w i l l  not be i s s u e d  to o u t - o f - s t a t e  facilities. Payment 

for care in o u t - o f - s t a t e  f a c il i t i e s  w i l l  be mad e u n d e r  the gene r a l

p r o v i s i o n s  of the rules e s t a b l i s h e d  by the m e d i c a i d  s t a t e  a g e n c y  in the 

s t a t e  w h e r e  the f ac i l i t y  is locat e d .  (Eff. 8 / 1 8/79, Reg. 71;

am  I I ,  Reg. )

A u t h or i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 7 0

7 A A C  43. 3 1 0 ( 3 )  is a m e n d e d  to read:

(3) c o m p l y  w i t h  the r e q u i r e m e n t s  of 7 A A C  43 .6 7 5  —

7 A A C  43.705. (Eff. 8/ 1 8 / 7 9 ,  Reg. 71; a m  / / , Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 7 0

7 A A C  4 3 . 3 6 0  is a m e n d e d  to read:

7 A A C  43.360. PAYMENT. (a) P a y m e n t  w i l l  be m a d e  by the d i v i s i o n

In a c c o r d a n c e  w i t h  7 A A C  4 3 . 6 7 5  —  7 A A C  43.705.

(b) Paym e n t  w i l l  be m a d e  for the d a y of a d m i s s i o n  but no t  for the

day of d i s c h a r g e ,  tran s f e r ,  or death.

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0
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EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.365

7 AAC 43.675

7 A A C  4 3 . 3 6 5  is a m e n d e d  to read:

7 A A C  43.365. C O N D I T I O N S  FO R  P AY M E N T .  To r e c e i v e  p a y m e n t  un d e r  

m e d i c a i d ,  a h o s p i t a l  m u s t

(1) m u s t  be l i c e n s e d  u n d e r  s t a t e  law;

(2) c o m p l y  w i t h  the r e q u i r e m e n t s  of 7 A A C  C h a p t e r  43;

(3) h a v e  a d i v i s i o n - a p p r o v e d  p lan of u t i l i z a t i o n  review.

(Eff. 8/18/79, Reg. 71; a m  I I ,  Reg. )

(4) h a v e  a c u r r e n t  p r o v i d e r  a g r e e m e n t  o n  file w i t h  the

D i v i s i o n

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0

7 A A C  43. 4 00 ( a )  is a m e n d e d  to read:

(a) R e p e a l e d  / /

7 A A C  4 3 . 400(b) is a m e n d e d  to read:

(b) R e p e a l e d  / /

7 A A C  4 3 .560(2) is a m e n d e d  to read:

(2) c o m p l y  w i t h  the r e q u i r e m e n t s  of 7 A A C  4 3 . 6 7 5  —

7 A A C  43.705. (Eff. 8 / 1 8 / 7 9 ,  Reg. 71; a m  I I ,  Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0

7 A A C  4 3 . 6 7 5  is a m e n d e d  to read:

7 A A C  43.675. A L L O W A B L E  R E I M B U R S E M E N T  COSTS. (a) U n t i l  

J u n e  30, 1983, p a y m e n t  to a f a c i l it y  w i l l  be .go v e r ne d  by the

m e d i c a r e  cos t r e p o r t i n g  p r i n c i p l e s  c o n t a i n e d  in 42 C F R  4 0 5 . 4 0 1  —  

4 0 5 . 4 8 8  (which ar e  f u r t h e r  c l a r i f i e d  t h r o u g h  the M e d i c a r e  P r o v i d e r  

R e i m b u r s e m e n t  M a nu a l ,  H I M - 1 5  p u b l i s h e d  by the H e a l t h  Car e  F i n a n c i n g  

A d m i n i s t r a t i o n ) ,  m e d i c a i d  cost r e p o r t i n g  p r i n c i p l e s  c o n t a i n e d  in 

42 C F R  4 4 7 . 2 5 0  —  4 4 7 .371, an d  7 A A C  4 3 . 6 7 5  —  7 A A C  43.705.

(b) P a y m e n t  to a f a c i l i ty  w h o s e  fiscal y e a r  b e g i n s  on or a f t e r  

July 1, 1983, w i l l  be g o v e r n e d  by AS 4 7 . 0 7 . 0 7 0  a n d  S e c t i o n  2 of C h a p t e r  

95, S L A  1983.

Au t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.680

7 AAC 43.685

7 A A C  4 3 . 6 6 0  is a m e n d e d  to read:

7 AA C  43.680. C O S T  R E PORTING, (a) A f a c i l i t y  m is t  file an ann u a l  

cost report, as follows:

(1) A  r e p o r t i n g  p e r i o d  of less t h a n  one y e a r  m a y  be a l l o w ed  

for a fa c i l i t y  e n t e r i n g  the p r o g r a m  a f t e r  the b e g i n n i n g  of its e s t a b l i s h e d  

f i s c a l  year, o r  for a f a c i l it y  t e r m i n a t i n g  its p a r t i c i p a t i o n  in the m e d i­

caid p r o g r a m  b e f o r e  the e n d  of its fi s c a l  year;

(2) If a f a c i l i t y  is e n r o l l e d  for p a r t i c i p a t i o n  in b o t h  m e d i c a r e  

med i c a i d,  the a n n u a l  r e p o r t i n g  p e r i o d  u n d e r  this s e c t i o n  m u s t  c o n f o r m  to

that r e q u i r e d  by the m e d i c a r e  program;

(3) A  f a c i l i t y  m u s t  s u b m i t  its c o at report, inc/.uding a copy of 

its a n n u a l  f i n a n c i a l  s t a t e m e n t  an d  a c o p y  of its m e d i c a r e  cost report, to 

the d i v i s i o n  w i t h i n  90 day s  a f t e r  the c l r s e  of the f a c i l i t y ' s  fiscal year.

An e x t e n s i o n  of 30 d a y s  m a y  be g r a n t e d  b y  the d i v i s i o n  upon t i m e l y  a p p l i­

cation;

(4) U p o n  ch a n g e  of o w n e r s h i p  at a time o t h e r  t h a n  the end of

a f a c i l i t y ' s  fiscal year, a facil i t y  m u s t  file a cost report w i t h i n  120 days.

(b) T h e  cos t report is to be c o m p l e t e d  on forms p r e s c r i b e d  by the

division. (Eff. 8/18/79, Reg. 71; a m  / / , Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 / 0  

AS 4 7 . 0 7 . 0 7 1

7 A A C  43. 6 85  is a m e n d e d  to read:

7 AA C  43.685. M E D I C A I D  A U D I T  SECTION. A l l  r ep o r t s  are to be 

s u b m i t t e d  to the m e d i c a i d  audit s e c t i o n of the d i v ision. The m e d i c a i d  

a u d i t  s e c t i o n  is r e s p o n s i b l e  for

( 1) r e v i e w i n g  c ost reports;

(2 ) m a k i n g  r e c o m m e n d a t i o n s  c o n c e r n i n g  the d i v i s i o n ' s  annual 

cost s e t t l e m e n t  w i t h  e a c h  facility; and

(3) p r o v i d i n g  i n f o r m a t i o n  u p o n  w h i c h  the d i v i s i o n  e s t a b l i s h e s  

the rate to be p a i d  a h e a l t h  f a ci l i t y  u n d e r  7 A A C  43 . 6 7 5  —

7 A A C  43.705. (Eff. 0/ 1 8 / 7 9 ,  Reg. 71; a m  / / , Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0  

AS 4 7 . 0 7 . 0 7 1
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EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.690

7 AAC 43.701

7 A A C  43. 6 9 0 (a )  is a m e n d e d  to read:

7 AA C  43.690. A N N U A L  COS T  SETTLEMENT. (a) Cost s e t t l e m e n t  for a 

f a c i l i t y  for s e r v i c e s  b e f o r e  J u l y  1, 1983, w i l l  b e  m a d e  wh e n  d e s k  r e v i e w  

of its cost report is c o m p l e t e d  by the m e d i c a i d  audit section. At the 

d i s c r e t i o n  of the di v i s i o n ,  the full a m o u n t  n e c e s s a r y  to a c c o m p l i s h  the 

s e t t l e m e n t  w i l l  be p a i d  by the d i v i s i o n  or the pa c i l i t y  w i t h i n  30 days 

of s u b m i t t a l  of a c o m p l e t e d  cost report. (Elf. 8/18/ 79 ,  Reg. 71; 

am  / / , Reg. )

A u t h or i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0

7 AA C  4 3 . 7 0 0  is a m e n d e d  to read:

7 AA C  43.700. A U D I T  A N D  I N S T I T U T I O N A L  REVIEW. (a) As a c o n d i t i o n  

of p a r t i c i p a t i o n  in the m e d i c a i d  program, a f a c i l i t y  u n d e r  7 AAC 4 3. 6 7 5  —

7 A A C  4 3 . 7 0 5  mus t  p r o v i d e  r e a s o n a b l e  a c c e s s  to fiscal and p a t i e n t  care 

r e c o r d s  for all m e d i c a i d  b e n e f i c i a r i e s.

(b) A  f a c i l i t y  m u s t  a l l o w  i ns p e c t i o n  of its reco r d s  by a u t h o r i z e d  

r e p r e s e n t a t i v e s  of s t a t e  an d  fede r a l  a g e n c i e  .vhich a d m i n i s t e r  the m e d i c a i d  

program.

(c) R e p e a l e d  / /

(Eff. 8 / 1 8/79, Reg. 71; a m  / / , Reg.

Auth o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

AS 4 7 . 0 7 . 0 7 0

7 A A C  43 is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to a r t i c l e  12 to read:

7 AA C  43.701. I N T E R I M  P R O S P E C T I V E  P A Y M E N T  SYSTEM. (a) The 

p r o v i s i o n s  of 7 A A C  43 . 6 8 5  —  7 A A C  4 3 . 7 0 5  i m p l e m e n t  the i n t e r i m  

p r o s p e c t i v e  paym e n t  s y s t e m  for f a c i l i t i e s  for state fiscal y e a r  1984 

as r e q u i r e d  by s e c t i o n  8 , ch. 95, S L A  1983.

(b) T h e  i n t e r i m  p r o s p e c t i v e  p a y m e n t  s y s t e m  w i l l  a p p l y  to a f a ci l i t y  

b e g i n n i n g  Jul y  1, 1983. (Eff. / / , Reg. )

A u t h o r i t y : AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

Sec. 8 , ch. 95, SL A  1983

5



E M E RG EN CY  R E G U L A T I O N S  

R e g i s t e r  , HE AL T H  A N D  SO C I AL  S E R V IC ES  7 AAC 4 3 .7 0 2

7 A AC  4 3 . 7 0 3

7 AAC 43.702. INTERIM PRO SP EC T I V E P AY M E N T RATE, (a) T he  d i v i s i on

will set  an i n t e r im  p r o sp e c t i v e  p a y men t rate for a f a c i l i t y  p a r t i c i p a t i n g

in the i n t e ri m p r o s p e ct iv e  p ay men t system.

(b) For  a f ac i li t y  w i t h  a fiscal y e a r  en d i n g  Jun e 30th that rec eiv es 

pa ym en t  on a p er - d i e m basis, the f ac il i t y ' s rate in use on J u n e  30, 1983 

will be co me  the rate whi ch,  whe n i n c re as ed  by an annual i n fl ati on fa ct or  

of 8 p erc ent , will be the in te ri m  rate until the C o m m i s s i o n  e s t a b l i s h e s

a rate or  the rate is a d j u s t e d  p urs ua nt  to 7 AAC 43,703.

(c) For a f a c i li ty  w i t h  a fiscal y e a r  en di ng  Jun e 30th that 

re cei ves  paym ent  on a p e r c e n t a g e - o f - c h a r g e s  basis, the d i vi s i o n  will 

c o n t i n u e  to use the p erc ent  in use as of  June 30, 1983 until revi sed

by the C o m m i s s i o n  or by the Di vis ion  p u rs u a n t  to 7 AAC 43.703.

(d) For a f a c i li ty  wi th  a fiscal y e a r  that ends a f t e r  J u l y  1, 1983, 

pa y m e nt  will be m a d e  to the f ac i l i t y at the p r es en t  per d i e m  o r  per c e n t-  

o f- c h a r a e s  rate until revi sed  by the C o mm i s s i o n  or  by the D iv i si o n  pur s u a n t 

to 7 A A C  43.703.

7 AAC 43.703. A D J U S T M E N T  OF INTERIM P R O S P E C T I V E  P A Y M E N T  RATE.

(a) The d i v i s i on  may  adjust an i n ter im p r o s p e c t i v e  p ay m e n t  rate 

upon the request o f  a f ac i l i t y  if

(1) the f ac il i t y  is sold;

(2) an e x t r a o r d i n a r y  c i r c u m s t a n c e  oc cur s such as d a ma g e  from 

fire, natural d is as ter , or b r e a kdo wn of m a j o r  e q u i p m e n t  n e c e s s i t a t i n g  

re pa ir  or rep lacement;

(3) the fa ci li t y  will e x pe r i e n c e  a substantial c h an ge  in costs 

that r ea so na b l y  will not be met by the p re vi ou sl y  e s ta b l i s h e d  rate.

(4) a s i g n i f ic an t  m at he m a t i c a l ,  m e c h a n i c a l ,  or  clerical e r r o r  

exi st s  in financial data s ub mit ted  by the facility.

(b) The  d i v i s io n will rev iew  the d o c u m e n t e d  requests and c on s u l t  

with the r e p r e s e n t a t i v e  of the fac i l it y and approve, deny, or p r op os e 

m o d i f i c a t i o n s  to the a d j us t m e n t  w it h i n  30 days a f t e r  r ece ipt  o f all i n ­

for mat ion  required. A d j u s t m e n t s  shall be e f f e c t i v e  J u l y  1, 1983 and 

r e tr o a c ti ve  p a yme nt will be ma de  as soon as possible. (Eff. / / ,

Reg. ).
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(c) I n t e r i m  p r o s p e c t i v e  r a t e s  e s t a b l i s h e d  p u r s u a n t  to 7 A A C  42. 7 0 2  

or this s e c t i o n  s h a l l  be s u b j e c t  to r e v i e w  an d  f u rt h e r  r ev i s i o n  by the 

M e d i c a i d  Rate C o m m i s s i o n ,  w h e n  it is formed, if a fa c i l i t y  a p p l i e s  for 

a revision.

EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.703

7 AAC 43.805

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

Sec. 8 , ch. 95, S L A  1983

7 A A C  43.704. D E F I N I T I O N S .  In 7 A A C  4 3 . 6 7 5  —  7 AAC 43 . 7 0 7

(1 ) " i n t e r i m  p r o s p e c t i v e  p a y m e n t  rate" m e a n s  the p a y me n t  rate 

e s t a b l i s h e d  by the d i v i s i o n  to i m p l e m e n t  the i n t e r i m  p r o s p e c t i v e  payment 

system;

(2 ) " p e r c e n t a g e  of c h a r g e s "  m e a n s  a p a y m e n t  that is a percent 

of the u s ua l  a n d  c u s t o m a r y  c h a r g e s  of a f a c il i t y  for s e rv i c e s  p ro v i d e d  

to the g e n e r a l  public;

(3) " p e r - d i e m  rate" m e a n s  the rate a p p r o v e d e d  by the D iv ision 

for eacli day of s e r v i c e s  p r o v i d e d  by the facility.

(Eff. / / , Reg. )

A u t h o r i t y : AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

Sec. 8 , ch. 95, S L A  1983

7 A A C  43.705. APPEAL. A f a c i l i ty  that d i s a g r e e s  w i t h  the 

i n t e r i m  p r o s p e c t i v e  p a y m e n t  rate e s t a b l i s h e d  u n d e r  7 A A C  4 3 . 6 7 5  —

7 A A C  4 3 . 7 0 5  may a p p e a l  the rate d e t e r m i n a t i o n  u n d e r  7 AA C 43.085. 

(Eff. / / , Reg. )

A u t h or i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0  

Sec. 8 , ch. 95, S L A  1983

7 A A C  4 3 . 8 0 5  is a m e n d e d  by a d d i n g  a n e w  s u b s e c t i o n  to read:

(d) Payme n t  w i l l  be m a d e  by the d i v i s i o n  in a c c o r d a n c e  w i t h  

7 A A C  43 .6 7 5  —  7 A A C  43.705. (Eff. 8/18/79, Reg. 71; a m  / / ,

Reg. )

A u t h o r i t y : AS 4 7 . 0 5 . 0 1 0  

AS 4 7 . 0 7 . 0 5 0



R e g i s t e r

EMERGENCY REGULATIONS
HEALTH AND SOCIAL SERVICES 7 A A C  4 3 . 8 1 0  

7 A A C  4 3 . 8 9 0

7 A A C  43.810. B I L L I N G  RATE. R e p e a l e d  / / .

7 A A C  43.850(3) is a m e n d e d  to read:

(3) c o m p l y  w i t h  the r e q u i r e m e n t s  of 7 A A C  4 3 . 6 7 5  —

7 A A C  43.705. (Eff. 8/18/79, Reg. 71; a m  / / , Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0

7 A A C  4 3 . 8 8 0  is a m e n d e d  to read:

7 A A C  43.880. C O N D I T I O N S  F O R  PAYMENT. For p a y m e n t  u n d e r  m e d i c a i d ,  

an o u t p a t i e n t  s u r g i c a l  c l i n i c  must:

(1) have a s y s t e m  to t r a n s f e r  p a t i e n t s  r e q u i r i n g  e m e r g e n c y  

a d m i t t a n c e  o r  o v e r n i g h t  care to a f u l l y - l i c e n s e d ,  m e d i c a i d  e n r o l l e d  

f a c ility f o l l o w i n g  any s u r g i c a l  p r o c e d u r e  p e r f o r m e d  at the o u t p a t i e n t  

s u r g i c a l  clinic;

(2) co mp l y  w i t h  the r e q u i r e m e n t s  of 7 A A C  4 3 . 6 7 5  —

7 A A C  43.705;

(3) h a v e  a d i v i s i o n - a p p r o v e d  p l a n  of u t i l i z a t i o n  review.

(Eff. 8/18/79, Reg. 71; am / / , Reg. )

(4) have a curre n t  p r o v i d e r  a g r e e m e n t  on file w i t h  the

D ivision.

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0

7 A A C  4 3 . 8 8 5  is a m e n d e d  to read:

7 AA C 43.885. PAYMENT. P a y m e n t  for s e r v i c e s  r e n de r e d  by un

o u t p a t i e n t  s u r g i c a l  c l i n i c  to b e n e f i c i a r i e s  w i l l  be p aid in a c c o r d a n c e  

w i t h  7 A A C  43 . 6 7 5  —  7 AA C  43.705. T h i s  p a y m e n t  fee c o v e r s  all 

o p e r a t i v e  f u n c t i o n s  a t t e n d a n t  to m e d i c a l l y - n e c e s s a r y 's u r g e r y  p e r f o r m e d  

at the c e nt e r  by a priv a t e  p h y s i c i a n  o r  d e n t i s t,  i n c l u d i n g  a d m i t t i n g  and 

l a b o r a t o r y  tests, p a t i en t  h i s t o r y  and e x a m i n a t i o n ,  o p e r a t i n g  room 

s t a f f i n g  and a t t e nd a n t s ,  r e c o v e r y  r o o m  care, and disc h a r g e .  It i n c l u d e s  

all s u p p l i e s  r e l a t e d  to the s u r g i c a l  care  of the b e n e f i c i a r y  w h i l e  in 

the center. T h e  paym e n t e x c l u d e s  the p h y s i c i a n , ra d i o l o g i s t ,  or 

a n e s t h e s i o l o g i s t  fee. (Eff. 8 / 1 8/79, Reg. 71; a m  I I ,  Reg. )

A u t h o r i t y :  AS 4 7 . 0 5 . 0 1 0

AS 4 7 . 0 7 . 0 5 0

7 A A C  4 3 . 8 9 0  is a m e n d e d  to read:

7 AAC 43.890. B I L L I N G  RATE. R e p e a l e d  / /
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A l a s k a  H e a l t h  C o a l i t i o n52f 5 th  Avenue., S u ite  8 F a ir b a n k s , A laska 99701 (907) 456-2553February 11 , 1983

TO: Members o f  th e A la sk a  L e g is la tu r e
Proposed l e g i s l a t i o n  (HB 19 and SB 85) would re p e a l A laska S ta tu te  1 8 .0 7 ,0 3 1 -1 8 .0 7 .1 1 1 , b e tte r  known as th e  A laska C e r t i f ic a t e  o f  Need (0ON) law'. These b i l l s  r e f l e c t  th e p o s it io n  o f  th e A laska H o sp ita l A s s o c ia t io n , whose member i n s t i t u t i o n s  are s u b je c t to  the p ro v isio n s o f  th e  CON p ro ce s s . The a tta c h e d  p a p e r, developed by the A laska H ealth C o a l i t io n , was w r itte n  to  p ro v id e  le g i s la t o r s  and the p u b lic  w ith a s e r ie s  o f  a lt e r n a t iv e s  to  c o n s id e r  du ring d is c u s s io n  o f  these im portant b i l l s .  The paper summarizes th e p ro v is io n s  o f  the CON law , d iscu sse s  s e v e r a l o f  the problems which have been id e n t if ie d  w ith the cu rren t p r o c e s s , and review s the e f f e c t iv e n e s s  o f  the CON program, both n a tio n ­a l l y  and w ith in  A la s k a . In  a d d it io n , a l i s t  o f  recommendations is  provided fo r  c o n s id e ra tio n  in  r e v is in g  the cu rre n t CON law .The A lask a  H e a lth  C o a l i t io n  i s  a group o f  in te r e s te d  c it iz e n s  w ith memberships from the th ree  A la sk a  H ea lth  Systems A gencies and the Statew ide H ealth  C o o rd in a tin g  C o u n c il. Tne prim ary purposes o f the C o a lit io n  are to  review  the need fo r  h e a lth  p la n n in g , development, and prom otion a c t i v i t i e s  and to  develop  g o a ls , d e scrib e  fu n c tio n s , and recommend s tr u c tu r e s  to  a c h ie v e  op tim al h e a lth  fo r  the c it iz e n s  o f  the s t a t e .  T h e re fo re , we b e lie v e  th a t  the s u b je c t  o f  p u b lic  review  o f c a p it a l  expenditures as c u r r e n t ly  provided fo r  in  the C e r t i f ic a t e  o f  Need law i s  an im portant is s u e  which deserves a re a so n a b le , o b je c tiv e  d is c u s s io n . We p re se n t t h is  paper fo r  th e  purpose o f  i n i t i a t i n g  th is  d is c u s s io n .For a d d itio n a l in fo r m a tio n , p le a s e  c o n ta ct any o f  the fo llo w in g  o r g a n iz a tio n s : N orthern A la s k a  H ea lth  Resources A s s o c ia t io n , Fairbanks(456-2553); South C e n tr a l H e a lth  P lanning and Development, Anchorage (278-3631); o r , Sou th east A la s k a  H ea lth  Systems Agency, Ketchikan (225-9681).B e st re g a rd s ,

C h a rle s  M. K alten b ach , D r. P .H .ChairmanCMKisemE nclosu re
C o a l i t io n  Members

J .  B. Carnahan, Fa irbanks;  Joseph Ciadouhos, Juneau;
Charles Kaltenbach, Dr. P .H . , Fairbanks; Steve Lesko, Anchorage;1 U --- 1 - - 11---------- M , <  *- %!-/*---------%--• - l -l  I,.1.* 1 V i l . . --
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EXECUTIVE SUMMARY
A la s k a 's  C e r t i f ic a t e  o f  Need (CON) Law was enacted  by the S ta te  L e g is la tu r e  in  1976, fo llo w in g  p assage o f  P u b lic  Law 93-641, the Na­t i o n a l  H ea lth  Planning and Resource Development A rt o f  1974. P rovision s in  the CON law req u ire  th a t n o n -fe d e r a l h e a lth  care  in s t it u t io n s  apply f o r  and r e c e iv e  a C e r t i f ic a t e  o f  Need from the S ta te  o f  A laska before p ro ceed in g  w ith  major c a p it a l  investm ents which w i l l  r e s u lt  in  new c o n s t r u c t io n , a lt e r a t io n s  or r e n o v a tio n s , and/or new s e r v ic e s . The T h irte e n th  A lask a  L e g is la tu r e  c u r r e n tly  has b e fo re  i t  companion b i l l s ,HB 19 and SB 85, which provide f o r  re p e a l o f  the CON law . The purpose o f  t h is  paper is  to  review the d a ta  a v a ila b le  on the e ffe c t iv e n e s s  o f th e  CON p ro c e s s , both n a t io n a lly  and w ith in  the S ta te  o f  A la s k a , and to p re se n t a lt e r n a t iv e s  fo r  c o n s id e r a tio n  by the L e g is la tu r e  regarding p u b lic  review  o f  c a p it a l  exp en d itures fo r  h e a lth  care  f a c i l i t i e s .Evidence is  presented th a t  the CON program has had an e f f e c t  on l im it i n g  the amount o f  c a p it a l  e x p e n d itu re s . Furtherm ore, current econom ic re se a rch  has demonstrated t h a t , fo r  every d o lla r  o f  c a p ita l  investm ent made in  a h e a lth  care  f a c i l i t y ,  an accompanying in crease in  o p e ra tin g  c o s ts  can be expected amounting to  1841 o f  the o r ig in a l investm ent in  ten  y e a rs .Evidence gathered on A la s k a 's  exp erien ce w ith  the C e r t i f ic a t e  o f Need program in d ic a te d  th at i t  has been e f f e c t i v e  in  d e te rrin g  and/or g u id in g  c a p it a l  investm ent w ith in  the h e a lth -c a r c  in d u stry  and has s tim u la te d  improved planning w ith in  the h e a lth -c a r e  in s t it u t io n s  them­s e lv e s . Examples ore presented which i l l u s t r a t o  how the process created  t h i s  im p act.S e v e ra l is su e s  are d iscu sse d  r e la t in g  to  recogn ized  concerns w ith in  th e cu rre n t CON p ro c e s s , These is s u e s  in c lu d e : 1) c o s ts  attendant tod ev e lo p in g  a CON a p p lic a t io n ; 2) d e la y s  in  the review  p ro ce ss; 3) lo ss  o f  community c o n tr o l; 4) m arketplace econom ics; and, 5} the d o lla r -  th re sh o ld  l im it s  which re q u ire  a CON.The co n clu sio n  drawn from t h is  review  was t h a t , although there are problem s w ith  the cu rren t CON p ro c e s s , r e v is io n  o f  the law is  p re fe ra b le  to  o u tr ig h t  r e p e a l. Recommendations fo r  r e v is io n  o f  the law arc pro­v id e d  and in c lu d e :1 . R a is in g  th resh o ld  l e v e l s .2 . Exempting n o n - c l in ic a l  c a p it a l  e x p e n d itu re s.3 . E x p e d itin g  review s o f  equipment replacem ent.4 . S p e c ify in g  time l im it s  on review's.5. P ro vid in g  le g is la t o r s  w ith  in form atio n  on the outcome o f  review s in th e ir  d i s t r i c t s .6 . P ro vid in g  fo r  a su n se t review  o f  the p ro c e s s .
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CERTIFICATE OF NEED PROGRAM
FJRPQSEThe most c o n tr o v e r s ia l asp ect o f  the h e a lth  p lan n in g e f f o r t ,  in  A laska and n a tio n w id e , has been the C e r t i f ic a t e  o f  Need (O0N) program, Borrowed from p u b lic  u t i l i t y  r e g u la t io n s , the e a r l i e s t  CON program was enacted by New York in  1964. T w enty-six oth er s ta t e s  in s t it u t e d  CON programs in  th e  n e x t ten  y e a r s , and, w ith the passage o f  P u b lic  Law 93-641, CON was mandated fo r  a l l  s t a t e s . .A laska's  C e r t i f i c a t e  o f  Need s ta t u t e  (1 8 .0 7 .0 3 1 -.1 1 1 ) was enacted by the S ta te  L e g is la tu r e  in  1976 and amended i n  1981.As o r i g i n a l l y  d esig n e d , the CON program was implemented to  curb r a p id ly  e s c a la t in g  c o s ts  o f  h e a lth  care by stemming u n c o n tro lle d  c a p it a l  investm ents in  new h e a lth -c a r e  f a c i l i t i e s ,  s e r v ic e s , and h ig h -te ch n o lo g y  equipm ent. To accom p lish t h is  g o a l , the CON program had s e v e ra l primary o b je c t iv e s :  1) to  preven t unnecessary d u p lic a tio n  o f s e r v ic e s  andf a c i l i t i e s ;  2) to  reduce the number o f  a v a ila b le  h o s p it a l  beds or a t  le a s t  n o t a llo w  the growth o f  h o s p ita l bods to exceed g u id e lin e s  esta b ­lis h e d  in  th e  S ta te  H ea lth  P la n ; 3) to  promote an e q u ita b le  and e f f i ­c ie n t  a l l o c a t io n  o f  re so u rce s; and 4) to  determ ine i f  le s s  c o s t ly  a lt e r n a t iv e s  to  exp en sive c a p it a l  expenditures were a v a ila b le  to  accom­p l is h  th e same purpose.
WHO MUST APPLYThe S t a te  o f  A lask a re q u ire s  approval o f  c a p it a l  exp en d itures fo r  p r o je c ts  w hich meet or exceed c e r ta in  th re sh o ld s:1 . C a p it a l  exp en d itu res in  ex cess o f  $150,000 toward b u ild in g , im p rovin g , or purchasing a h e a lth  care f a c i l i t y ,  in c lu d in g  le a s e  or pu rd iase o f  equipm ent, c o s ts  o f  any study su rv e y s , d e s ig n s , and s i t e  a c q u is it io n s  and p re p a ra tio n s .2 . Any change w ith in  a tw o-year p e rio d  in  the lic e n s e d  bed c a ­p a c it y  o f  a h e a lth  care  f a c i l i t y  amounting to  10 beds or 10 p e r c e n t , w hichever i s  the l e s s e r , which in cre a se s  or decreases th e number o f  beds or r e d is tr ib u t e s  beds among d if fe r e n t  c a t e g o r ie s  o f  s e r v ic e ,3 . Any a d d itio n  or e lim in a tio n  o f  a major type o f  s e r v ic e  o ffe re d  in  o r  through the h e a lth  care f a c i l i t y .A p r o je c t  m eeting or exceeding th ese  th resh o ld s i s  req u ire d  to  o b tain  a C e r t i f i c a t e  o f  Need from the S ta te  o f  A lask a  p r io r  to  im ple­m en tation .
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THE PROCESSAn a p p lic a n t  en ters the CON review  p ro cess by subm itting a "L e tte r o f  In te n t"  to  the Department o f  H e a lth  and S o c ia l  S e r v ic e s  (EHSS) and to th e  a p p ro p ria te  h e a lth  system s agency d e s c r ib in g  b r i e f l y  the scope o f  the proposed a c t i v i t y ,  I f  the DHSS determ ines th a t  the p r o je c t  is  s u b je c t  to  CON review , th e a p p lic a n t  develops a form al a p p lic a t io n  and subm its i t  to  the S ta te  agency and th e r e g io n a l h e a lth  systems agency.In  most c a s e s , a p r e -a p p lic a t io n  co n fere n ce  i s  scheduled w ith the a p p lic a n t  to  minimize any p o t e n t ia l  m isunderstandings and to achieve an agreement on what would re p re se n t a s u c c e s s fu l a p p lic a t io n . Once the S t a t e  agency c e r t i f i e s  th a t  th e  a p p lic a t io n  i s  "com p lete" — th a t i t  co n ta in s  s u f f i c i e n t  in fo rm a tio n  n e c e s sa ry  to  conduct an o b je c t iv e  review - -  the agency has 90 days to  review  the a p p lic a t io n  and to  submit an a n a ly s is  to  the Commissioner o f  DHSS fo r  f i n a l  a c t io n . W ithin the 90-day review  p e rio d , th e  r e g io n a l h e a lth  p lan n in g  agency has 60 days to review  and seek p u b lic  comments on the a p p ro p ria te n e ss o f  the proposed a p p l ic a t io n . The HSA subm its i t s  f in d in g s  and recommendations to  the C onu nissiu^'r. Once the Commissioner has co n sid e red  the inform ation th at has been su b m itted , he d e cid e s  w hether o r  not to  is su e  a C e r t i f ic a t e  o f  Need to  th e a p p lic a n t , The Commissioner n o t i f i e s  th e a p p lic a n t in w r it in g  o f  th e d e c is io n , Copies o f  th e  d e c is io n  are sent to  th e Health System s Agency and are p u b lis h e d  in  r e g io n a l newspapers.
EFFECTIVENESSNationw ideN a t io n a lly , c r e d ib le  in fo rm a tio n  i s  j u s t  beginn in g to  emerge reg ard in g  th e e f f e c t  o f c a p it a l  e x p en d itu re s review , Although th is  to p ic  has been o f in t e r e s t  fo r  many y e a r s , much o f  the e a r ly  l ite r a tu r e  i s  o f  l i t t l e  v a lu e  because o f  a b a s ic  la c k  o f  understonding^about the p ro cess and outcome o f c a p i t a l  exp en d itu re  review  programs, Two r e c e n t ly  com pleted s tu d ie s  in  th e  S t a te  o f  M assachusetts have reported CON im p acts . * The f i r s t  an alyzed  h o s p it a l  c a p it a l  investm ent among sh o rt-te rm  g e n e ra l v o lu n ta ry  h o s p it a ls  between 1967-1976, The r e s u lts  were t h a t ,  by 1976 and beyond, CON review  reduced a l l  dimensions o f p r o je c t  s c a le  and c o s t by as much as tw o -th ird s  o f  th a t o r ig in a l ly  proposed. The second study found th a t  th e  form al and inform al action s o f  the CON agency from 1972-1976 r e s u lte d  in  s m a ll, but s t a t i s t i c a l l y  s i g n i f i c a n t ,  red u ction s in  th e r a t e  o f  h o s p it a l  investm ent.Two s tu d ie s  conducted in  1982 by A rthur D. L i t t l e ,  I n c . ,  shed a d d it io n a l l i g h t  on the p o t e n t ia l  impact o f  c a p it a l  expenditures r e ­v ie w / 1 ’ The f i r s t  study an alyzed  the e f f e c t  o f  c a p it a l  expenditures review  d e c is io n s  in  f i v e  s t a t e s :  C o lo ra d o , F lo r id a , M aryland, Massa­c h u s e tt s , and Oregon (chosen f o r  t h e ir  g e o g ra p h ica l and re g u la to ry  d if fe r e n c e s ) . Based on t h e ir  a n a ly s is , CON programs appeared to  be e f f e c t i v e  in  l im it in g  the amount o f  c a p i t a l  exp en d itures undertaken. Furtherm ore, they d isco v e red  t h a t ,  f o r  every d o lla r  o f  c a p it a l  in v e s t­m ent, th e re  was a d e f in it e  in c re a s e  in  o p e ra tin g  c o s t s . They projected  t h a t ,  over a te n -y e a r p e r io d , a d o l la r  o f  c a p it a l  investm ent generates a d d it io n a l o p era tin g  c o s ts  w ith  a p re se n t v a lu e  o f  $1.84 (ex clu siv e  o f
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d e p r e c ia tio n  and debt s e r v ic e ) ., They concluded fr o n  th ese r e s u lt s  th a t  00N programs have the p o t e n t ia l  to  p la y  an im portant r o le  in  curbing h o s p ita l c o s t  i n f l a t i o n .A second re p o rt by A rth u r D. L i t t l e ,  I n c . ,  in vo lved  an a n a ly s is  o f  in form ation  from a s i x - s t a t e  s tu d y . For the s ta te s  o f  V i r g i n i a ,  South C a r o lin a , W ashington, New J e r s e y ,  Iowa and Colorado, A rthur D. L i t t l e  undertook a review  o f  C e r t i f i c a t e  o f  Need programs fo r  the twelve-month period  b e gin n in g  J u l y  1 , 1979 to  June 30, 1980. Three s i g n i f i c a n t  fin d in g s  were rep orted : 1) c e r t a in  c a p it a l  c o sts  were not in cu rred  as ar e s u lt  o f  th e  CON review  program ; 2) the o b je c tiv e s  co n tain ed  in  in d i­v id u a l s ta t e  p la n s  and h e a lt h  system s plans tended to  d eter c a p it a l  expenditure p r o je c t s ;  and, 3) p r e -a p p lic a t io n  con feren ces - -  h e a lth  p lan n ers and p ro v id ers w orking to g e th e r  to avoid  p r o je c t  d e n ia l - -  were e f f e c t iv e  means o f  red u cin g th e "a d m in is tra tiv e  c o s t s "  o f  the review  process as w e ll as e x c e s s iv e  c a p it a l  exp en d itu res.
A laskaC u rre n tly  (February 1S83) th e re  are f i v e  p r o je c ts  under review  by the Department o f  H ea lth  and S o c ia l  S e rv ic e s  tn a t t o t a l  $106,000,000.Two a d d it io n a l a p p lic a t io n s  are  a n t ic ip a t e d , t o t a l l i n g  $20,320,000.These seven a p p lic a t io n s  ($126.8 m illio n )  provide an in te r e s t in g  con­t r a s t  w ith  th e  more than 30 p r o je c t s  which were approved fo r  $149,000,000 in  the p re vio u s f i v e  yea rs (1977-1982).Two p r o je c ts  w ith a combined t o t a l  o f  $12,400,000 have been denied during the p a s t  f i v e  y e a r s . In  a d d it io n , s e v e ra l o th er L e tte r s  o f  In te n t have been re ce iv e d  by th e  Department fo r  which a p p lic a t io n s  were never r e c e iv e d . I t  i s  im p o ssib le  to  estim ate  how many a p p lic a t io n s  or l e t t e r s  o f  in te n t  were n ever subm itted because o f  the presence o f  the CON law .The A la sk a  CON Program has been e f f e c t iv e  in  accom p lishing three th in g s . F i r s t ,  i t  seems re a so n a b le  to  expect th a t CON has d eterred  m isd ire cte d  p r o je c ts  th a t  co u ld  n o t w ithstand the t e s t  o f  p u b lic  scru ­t i n y . I t  h a s , th e r e fo r e , a c te d  to  uphold e x is t in g  p la n  stan d a rd s. S eco n d ly , i t  has guided i n s t i t u t i o n a l  a ctio n s  in to  areas wliich are com patible w ith  the g o a ls  and o b je c t iv e s  o f  the S ta te  as r e f le c t e d  in  S ta te  and r e g io n a l h e a lth  p la n s . T h ir d ly , the presence o f  the CON program has promoted b e tte r  p la n n in g  on the p a rt o f  the h e a lth  care in s t i t u t io n s  throughout th e S t a t e .
D eterren t E f f e c t sA lth ou gh th e  d e te rre n t e f f e c t  o f  C e r t i f ic a t e  o f  Need is  ad m itted ly  d i f f i c u l t  to  dem onstrate, th e re  i s  evidence from the number o f  " L e tte r s  o f  In te n t"  which never r e s u lte d  in  an a p p lic a tio n  th a t CON i s  a d e te r­r e n t . A s p e c i f i c  example o f  t h is  phenomenon was observed during a re ce n t e f f o r t  by fou r d i f f e r e n t  a p p lic a n ts  to provide in p a tie n t  a lc o ­holism  treatm ent s e n d e e s  in  and around Anchorage. The Department o f
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H e a lth  and S o c ia l  S e r v ic e s  and the lo c a l  h e a lth  system s agency id e n t i­f i e d  a need f o r  40-80 a lco h o l-tre a tm e n t beds in  the a r e a , Cue to p r e - a p p lic a t io n  p la n n in g , on ly  two o f  the fou r a p p lic a t io n s  were com­p le t e d  fo r  f i n a l  c o n sid e ra tio n , Beth were su b seq u en tly  approved.
Improved I n s t i t u t i o n a l  PlanningS it u a t io n s  in  which the COX' p rocess p ro vid es e x p e rt guidance and s t im u la te s  b e t t e r  in s t i t u t i o n a l  p la n n in g  do not alw ays r e s u lt  in  sm a lle r , le s s -e x p e n s iv e  p r o je c t s , For exam ple. V a l le y  H o s p ita l in  Palmer sub­m itte d  an a p p lic a t io n  to  complete a minimal and temporary renovation o f t h e ir  30 -year o ld  f a c i l i t y  a t  a c o s t  o f  $2 ,0 0 0 ,0 0 0 . P a rt o f  the reno­v a t io n  in c lu d e d  a d d it io n a l in s u la t io n  to  preven t h eat lo s s  through the r o o f .  A t th e  su g ge stio n  o f  th e Departm ent, a s t r u c t u r a l  engineer was asked to  stu d y  th e a b i l i t y  o f  th e r o c f  to  w ith stan d  th e  increased load o f  snow w hich would not be m elted because o f  th e in s u la t io n . The Departm ent a ls o  req uested  a l i f e - c y c l e  c o s t  a n a ly s is  which would d e te r­mine the c o s t  o f  a temporary ren o vatio n  as opposed to  c o s ts  o f  major re n o v a tio n . Tne r e s u lt s  o f  th ese  in q u ir ie s  dem onstrated th a t the roof was n o t d esign ed  to  w ith stan d  th e e x tr a  lo a d  o f snow and t h a t , when t o t a l  o p e ra tin g  expenses and c a p it a l  c o s ts  were co n sid ered  fo r  a 25-year p e r io d , i t  would be le s s  expen sive to  fo rg o  the m inimal renovation  and proceed w ith  a m ajor re n o v a tio n , The r e s u lt  o f  t h i s  review  was an ap p ro val f o r  a major ren o vation  p r o je c t  - -  a t  a lon g-term  c o st savings.P e te rsb u rg  General H o s p ita l f i l e d  a l e t t e r  o f  in te n t fo r  $3,400,000 to ren ovate an e x is t in g  acu te  care  f a c i l i t y .  F o llo w in g  an a r c h ite c tu r a l assessm ent o f  the f a c i l i t y  and a l i f e - c y c l e  c o s t  a n a ly s is  requested by the S t a t e ,  i t  was determ ined th a t  the c o s t  o f  new c o n s tru c tio n  would be p r e fe r a b le  to  re n o v a tio n , Su b seq u en tly , a CON was approved fo r  $ 7 ,1 5 0 ,0 0 0 . O b v io u s ly , th e CON p ro cess i s  not p u n it iv e , but rather seeks to  u se h e a lth  care reso u rces to  g ain  the maximum b e n e fit  fo r  the community,H o s p ita ls  in  Homer and Fairbanks subm itted p ro p o sa ls  fo r  review which c o n ta in e d  ’ ’s h e lle d - in "  space fo r  which no u se  was intended fo r  the immediate f u t u r e . In  Homer, th e  Department req uested  fu r th e r  assessment o f th e s i t u a t i o n  to  id e n t ify  a s o lu tio n  to  fu tu r e  u se  o f  the s h e lle d -in  s p a c e . As a r e s u lt  the p lan s were redrawn fo r  th e ren o vatio n  and exp an sion  and in clu d e d  the proposed use o f  the s h e l le d - in  space.
B e tte r  Conforr,iance w ith  Id e n t i f ie d  Community NeedsIn  F a ir b a n k s , th e  CON p ro cess stim u la te d  a community d iscu ssio n  o f  th e  need f o r  in p a t ie n t  p s y c h ia t r ic  s e r v ic e s  and a concern fo r  approving th e c o n s t r u c t io n  o f  two s h e lle d - in  f lo o r s  th a t  d id  n o t have an id e n t i­f i e d  u s e . Because o f  d is c u s s io n s  a t  th e l o c a l  l e v e l  d u ring  the review by th e  h e a lt h  system s agency, the h o s p it a l  agreed to  s p e c ify  the in ­tended u s e  o f  th e s h e l le d - in  space and, fu rth erm o re , to  en ter in to  a p la n n in g  p ro ce ss  w ith  the community d u ring  th e fo llo w in g  year to d eter­mine th e most a p p ro p ria te  c o n fig u r a tio n  fo r  the proposed s e r v ic e s ,



Although i t  i s  d i f f i c u l t  to  p la c e  a d o lla r  f ig u r e  on the impact o f  th e  C e r t i f ic a t e  o f  Need program over the p a st s ix  y e a r s , i t  appears th a t A la s k a 's  program has e f f e c t i v e l y  d eterred  and guided c a p it a l  investm ent w itm n  th e h e a ltn  ca re  in d u s tr y  and has stim u lated  improved planning w ith in  the i n s t i t u t i ons themselves"! Because o f the CON program, Alaskans have saved m illio n s  o f " d o lla r s  in  o p eratin g  c o s ts  which would have r e s u lte d  from unneeded exp an sion  o f  f a c i l i t i e s  and s e n d e e s . Moreover, th e  S ta te  L e g is la tu r e  and th e  A d m in istra tio n  should f e e l  some measure o f  assurance t h a t , because o f  th e COX p ro c e s s , the m illio n s  o f  d o lla r s  in  p u b lic  funds th a t have flow ed from the S ta te  to h e a lth  care  f a c i l i t i e s  f o r  co n stru ctio n  and o p e ra tio n  are  being used fo r  p r o je c ts  which meet an id e n t i f ie d  need, do n ot d u p lic a t e  e x is t in g  s e r v ic e s , and are f in a n c ia l ly  f e a s i b l e .



PROBLEMS Wil'd THE CON PROCESS AND RECOMMENDATIONS FOR IMPROVEMENT
INTRODUCTIONProponents and opponents o f  the C e r t i f i c a t e  o f  Need program ag: ee t h a t  the cu rre n t CON p rocess req u ires s u b s ta n tia l  ch an ges. Opponents c i t e  s e v e ra l reasons fo r  t h e ir  d e c is io n  to  push fo r  re p e a l o f  the cu rre n t law . Among the reasons are : 1) s i g n i f i c a n t  c o s t s  are involvedin  developing a CON a p p lic a t io n  and proceeding through th e review ; 2) d elay s  in  im plem entation are caused by an extended review  p e rio d ; 3) the CON process removes community c o n tr o l; 4) m ark et-p lace  economics should c o n tro l c a p it a l  investm ent; and 5) th re sh o ld  l im it s  which t r ig g e r  a CON review  are too low .
COSTSNo one den ies th a t th ere are c o s ts  atte n d a n t to  developin g a CON a p p lic a t io n . The m a jo r ity  o f  those c o s t s , which have been estim ated to run as h igh  as $40,000 fo r  the more complex p r o je c t s , can be a ttr ib u te d  to  personnel c o s t s . Most o f  these c o s ts  would co n tin u e in  the absence o f  CON i f  a f a c i l i t y  d id  a c r e d ib le  job o f  p lan n in g  fo r  fu tu re  s e r v ic e s . In  order to  g a in  p u b lic  su p p ort, j u s t i f y  th e f in a n c ia l  f e a s i b i l i t y  o f  o c o n stru c tio n  p r o je c t , and o b ta in  adequate a r c h it e c t u r a l  d e s ig n s , p la n ­n in g  s t i l l  must o c cu r . The c o s ts  o f  in s t i t u t i o n a l  p lan n in g  w i l l  not disapp ear in  the absence o f  CON.
DELAYSExtended review  schedu les have in  some cases r e s u lte d  in delays in  co n stru c tio n  s ta r t -u p  tim e which have been not o n ly  f n i s t r a t in g  but a ls o  c o s t ly . I t  seems reason ab le th a t  the cause fo r  th ese d e la y s  con be id e n t i f ie d  and cori'ected  by r e v is in g  the r e g u la tio n s  reg ard in g  CON review . For exam ple, p ro v is io n s  could be made to  ex p o d ite  review o f c a p it a l  equipment replacem ent and to  s e t a time l im it  fo r  a d e cis io n  by the Commissioner subsequent to  a recommendation by o r e g io n a l health  p lann in g agen cy. A ls o , by r a is in g  the th re sh o ld  l im it s  which req uire a CON, th ere w i l l  be approxim ately 2 $ \  fewer review s to  d o . This should improve the e f f ic ie n c y  o f  the review p ro ce ss .
COMMUNITY CONTROLConcern has been expressed th a t the CON p rocess removes comimmity c o n tr o l from lo c a l  ju r is d ic t io n s  in  the ca se  o f  m unicipally-ow ned f a c i l i t i e s  and l o c a l  a d v iso ry  boards w ith re sp e ct to  corporately-ow ned f a c i l i t i e s .  However, lo c a l  governments and a d v iso ry  boards do not n e c e s s a r ily  m ain tain  a re g io n a l or statew id e p e r s p e c tiv e  when i t  comes to  co n sid e rin g  new s e n d e e s  and f a c i l i t i e s .  In o th e r w ords, pei'sons who



serv e  on lo c a l  h o s p ita l ad viso r)' boards are chosen fo r  th e ir  e x p e r tis e  and d e d ica tio n  in  lo c a l  is s u e s ;  o ft e n , however, a p r o je c t  w i l l  have r e g io n a l or statew ide im p lic a tio n s  th a t cannot be p ro p erly  addressed a t  th e  lo c a l  l e v e l .  The CON p r o c e s s , a t  the very le a s t ,  o f fe r s  l o c a l ,  re g io n a l and statew id e p e r s p e c tiv e s  on the need and ap propriateness o f  a proposed p r o je c t , In ste a d  o f  removing community c o n tr o l, the CON p ro cess bestows some c o n tr o l on the community a t la r g e ,In a d d it io n , a trend i s  e v id e n t th a t  an in cre a sin g  amount o f p u b lic  funds are b ein g  ap p rop riated  by the le g is la t u r e  fo r  c o n stru ctio n  and re n o v a tio n . I t  seems reaso n ab le  th a t in  a time o f  d ecreasin g s ta te  rev en u es, c i t iz e n s  should have an o p p o rtu n ity  to  in flu e n c e  the d is t r ib u ­t io n  o f  these funds so th a t  th ey  meet s ta t e  and re g io n a l needs in stea d  o f  lo c a l  demand. The CON p ro cess ensures p u b lic  p a r t ic ip a t io n  in  these d e c is io n s .
MARKETPLACE ECONOMICS: COMPETITION v s . "REGULATION1'In re ce n t y e a r s , th ere  has been a popular theory th a t  the problems in  U .S . h e a lth  s e r v ic e s  can be blamed on e x ce ssiv e  government in te r v e n ­t io n  and r e g u la t io n s . I t  has been argued th a t high c o sts  and r e la te d  problems could  be solved  by a "re tu rn  to  the fre e  market and com peti­t i o n ."  Two recen t a r t i c l e s  argue to  the co n tra ry . ’Roemer and Roemer, w ell-know n health-econom ics e x p e rts , examined the p a st and p re se n t o p e ra tio n s  o f  fr e e  trade and com petition in  the h e a lth  care system and found th a t  not one o f  a t  le a s t  f iv e  co n d itio n s n ecessa ry  fo r  com p etition  e x is t e d . In a d d it io n , they found th a t the fr e e  market cre a te d  a g eo g rap h ic m a ld is tr ib u tio n  o f h e a lth  manpower, cau sin g  se rio u s  problems f o r  r u r a l  p o p u la tio n s . Furthermore, they d iscu sse d  the p a ra d o x ica l problem which has been demonstrated fo r  every component o f the h e a lth  care in d u s try  o f  "supply c re a tin g  demand" ra th e r than the r e v e r s e , which i s  tru e in  an e f f e c t iv e ly  op eratin g m arket. Supply cre a te s  demand in  th e h e a lth  ca re  in d u stry  fundam entally because th e s e l l e r  (doctor) ra th e r  than th e buyer (p a tie n t) makes most o f  the d e c is io n s  on what h e a lth  s e r v ic e s  are to  be obtained ,

ONeedlemcn, another h e a lth  econ om ist, expressed a s im ila r  c-r *n io n .An e f f e c t i v e  m arket i s  one in  which there is  compe­t i t i o n  on the b a s is  o f  both p r ic e  and q u a lit y , and in  which th ose who s e l l  s e r v ic e s  are lim ite d  in  t h e ir  a b i l i t y  to  in flu e n c e  the volume o f  se rv ice s  th ey s e l l  and are  co n stra in e d  in  the p r ic e s  they se t by co m p etitive  p r e s s u r e s . By t h is  d e f in it io n , an e f f e c t iv e  market fo r  h e a lth  care s e rv ic e s  does not e x is t  m  m ost'coaununitiesl Com petition e x is ts  but i t  is  r a r e ly  p r ic e  c o m p e titio n ; indeed the nature o f  cu rre n t co m p etitio n  based on scope o f s e r v ic e s , a m e n itie s , and convenience i s  to  encourage p r ic e  in c re a s in g  b e lia v io r . (Emphasis added).
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Arthur D. L i t t l e ,  I n c . ,  summarized the p o l ic y  im p lic a tio n  o f  the debate surrounding co m p e titio n  and r e g u la t io n . Tney rep orted  th a t , in  the absence o f  C e r t i f i c a t e  o f  Need r e g u la t io n s , h o s p it a ls  w i l l  compete more v ig o ro u sly  by o f f e r in g  improved f a c i l i t i e s  to  r e c r u it  p h y sicia n s and p a t ie n t s . The r e s u lt in g  "b u ild in g  boom" w i l l  d r iv e  up operatin g expenditures over th e  n e x t ten  years by $1.84 fo r  every d o lla r  in v e ste d , e x c lu s iv e  o f  d e p r e c ia tio n  and debt s e n d e e .
THRESHOLD LIMITSA laska r e g u la t io n s  s p e c ify  th a t a CON i s  req u ire d  fo r  any c a p ita l  expenditure in  e x ce ss  o f  $150,000. There i s  g e n e ra l agreement th a t t h is  th resh o ld  i s  f a r  too  low . Fed eral r e g u la tio n s  have a lre a d y  changed to  accomodate a s i g n i f i c a n t  in cre a se  in  CON th r e s h o ld s . The threshold le v e ls  which t r ig g e r  a CON review  should be in cre a se d  from $150,000 to  a t  le a s t  $600,000 f o r  c a p i t a l  exp en d itu res; $400,000 fo r  m ajor m edical equipment; and $250,000 fo r  op eratin g expenses a s s o c ia te d  w ith new s e r v ic e s .
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CONCLUSIONS

Recent evidence nationally and available information from the 
Certificate of Nee1>Program in Alaska indicate that the program has been 
effective in deter ' nig unjustified projects, guiding capital investment 
projects, and stimulating improved institutional planning. Together 
these effects have served to meet the health care needs of the public, 
prevent duplication of costly services, and restrain the increasing 
costs of health care. Acute problems Kith the COX process are correc­
table by amending the law.

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

MAINTAIN CURRENT CON PROCESS

The State would continue to operate the program in its current 
form. Tnis option assumes the CON process is working efficiently and 
requires only minor changes.

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

REPEAL THE CCN LAW

This option assumes that the Certificate of Need process has been 
entirely ineffective and that marketplace incentives will arise to 
control capital investments and health care costs.

It also assumes that public review of health carc capital expendi­
tures are unimportant and that health care consumers should not have a 
voice in determining the appropriateness of services in their community.

A competitive pricing market does not exist within the health care 
services industry of any community in Alaska. In addition, the State of 
Alaska did not renew its Section 1122 agreement with the federal govern­
ment in 1981 because tho Certificate of Need law was in place. (Sec­
tion 1122 of PL 92-603 required that health care facilities, which 
received federal monies under Titles XVIII and XIX, be subject to review 
to ensure consistency with state health plans.) Repeal of the CON law 
would leave the State entirely without a capital expenditure review 
process for health care facilities; therefore, the State would have to 
rely principally on either the competitive market or incentives estab­
lished under some kind of a prospective reimbursement system to control 
costs and allocate resources, (hospitals are currently reimbursed by 
the federal government under Medicare and Medicaid on a retrospective 
basis; that is, after the costs have already occurred. Under this
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reimbursement mechanism, there is no real incentive for containing 
costs. Prospective reimbursement, on the other hand, would require that 
hospitals negotiate the rate or cost of a service a year in advance.
The government and other third-party insurers would reimburse the 
hospital only at the negotiated rate; therefore, costs exceeding the 
rate would be borne by the hospital, and, conversely, the hospital would 
make money if costs were kept below the negotiated rate.)

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

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

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

MODIFY THE CON PROCESS

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



RECOMMENDATION

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

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

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

a. $600,000 for capital expenditures

b. $400,000 for major medical equipment

c. $250,000 for operating expenses associated with new
s e n d e e s ,

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

3,. Expedite review of capital equipment replacement,

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

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

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

NATIONAL HEALTH PLANNING ALT) DEVELOPMENT ACT OF 1974

INTRODUCTION

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

HEALTH SYSTEMS AGENCIES

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

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

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

STATEWIDE HEALTH COORDINATING COUNCIL

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

State funds.
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{South C en t ra l  
H ea l th  P la n n in g  and  D eve lopm en t,  Inc .

1135 West Eighth Avenue • Suite 1 • Anchorage, Alaska 99501
(907) 278-3631

February 15, 1983

Dear Alaska Legislator:

The Executive Committee of South Central Health Planning and Development, 
Inc., yesterday met to discuss the proposed Certificate of Need repeal 
bill. 'The Committee asked no to convey to you our support for the 
attached position paper developed by the Alaska Health Coalition. ,

The paper concludes that there is merit in the Certificate of Need 
program though modifications should be made.

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

Sincerely,

l'LlUUlV.1. !■>. IUJ.1UII
Executive Director

MMW/ab

S’BE&E1HEB j
FEB 18 1983

'Josephson,



A l a s k a  H e a l t h  Lo'a lit ion
529 Sili Avenue, Suite 8 

l;nirbanks, Alaska *)*>'/01 
(90V)

February 31, 1983

TO: Members of the Alaska Legislature

Proposed legislation (1I1J 19 and SB SS) \;oulu repeal Alaska Statute 
18.07.031-18.07.13], better known as the Alaska Certificate of Need 
(CON) law. These bills reflect the position of the Alaska Hospital 
Association, whose member institutions arc subject to the provisions of: 
the CON process. The attached paper, developed by the /viaska Health 
Coalition, was written to provide legislators and the public with a 
series of alternatives to consider during discussion of these important 
bills. 'Hie paper summarizes the provisions of the CON law, discusses 
several of the problems which have been identified with the current 
process, and reviews the effectiveness of the CON program, hot It nation­
ally and within Alaska. In addition, a list of recommendations is 
provided for consideration in revising the current CON law.

The Alaska Health Coalition .is a group of interested citizens with 
memberships from the three Alaska Health Systems Agencies and the 
Statewide Health Coordinating Council. The primary purposes of the 
Coalition arc to review the need for health planing, development, and 
promotion activities and to develop goals, describe functions, and 
recommend structures to achieve optimal health for the citizens of the 
state. Therefore, we believe that the subject of public review of 
capital expenditures as currently provided for in the Certificate of 
Need law is an important issue which deserves a reasonable, objective 
discussion. We present this paper for the purpose of initiating this 
discussion.

Tor additional information, please contact any of the following

host regards

Charles M. Kaltenbach, Dr. 1M1. 
Chairman

Enclosure

Co a l i t i on  MoinSvw
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EXECUTIVE SUMMARY

Alaska's Certificate of Need (CON) Law was enacted by the State 
Legislature in 1976, following passage of liiblic Law 95-6-11, the Na­
tional lleal-th Planning and Resource Development Act of 1974. Provisions 
in the CON law require that non-federal health care institutions apply 
for and receive a Certificate of Need from the State of Alaska before 
proceeding with major capital investments which will result in new 
construction, alterations or renovations, and/oi new services. The 
Thirteenth Alaska Legislature currently has before it companion bills,
I ill 19 and SB S3, which provide for repeal of the CON law. 'ihc purpose 
of this paper is t:o review the data available on the effectiveness of 
the CON process, both nationally and within the State of Alaska, and to 
present alternatives for consideration by the Legislature regarding 
public review of capital expenditures for health care facilities.

Evidence is presented that the CON prog nun has had an effect on 
limiting the amount, of capital expenditures, furthermore, current 
economic research has demonstrated that, for every dollar of capital 
investment made .in a health care facility, an accompanying, increase in 
operating costs can be expected amounting to 1 S-l'j of llie original 
investment in ten years.

Evidence g, a* he red on Alaska's experience with the Certificate of 
Need program indicated that, it has been effective in deterring and/or 
guiding capital investment within the health-care industry and lias 
stimulated improved planning, within t.he health-care institutions them­
selves. Examples are presented which illustrate how the process created 
this impact.

Several issues are discussed relating to recognised concerns within 
the current CON process. These issues include: 1) costs attendant to
developing a CON application; 2) delays in the review process; 3) loss 
of community control; -1) marketplace economic:.; and, !>) the dollar- 
threshold limits which require a CON.

The conclusion drawn from this review war. that, although there, are 
problems with the current CON process, revision <>( the law is preferable 
to outright, repeal. Recommends! ions I'oi revision id the law are pro 
vided and include:

1. Raising, threshold levels.
2. Exempt ing non cl inica.l capital expenditures.
3. Expediting reviews of equipment replacement.
4. Specifying, time limits on reviews,
5. Providing leg is.I.a tors with informal ion on the outcome of 

reviews in their distriers.
6. Providing for a sunset review of the process.



CliKTll'lCATl* 01: N1:I:D PROGHAM

p u r p o s e

The most controversial aspect of the health planning effort, in 
Alaska and nationwide, lias been the Certificate of Need (CON) program. 
Borrowed from public utility regulations, the earliest CON program was 
enacted by New York in 1964. Twenty-six other states instituted CON 
programs in the next ten years, and, with 1 lie passage of hiblic Paw 
93-641, CON was mandated for all states. Alaska's Certificate of Need 
statute (13.07.031-.111) was enacted by the .State Legislature in 1976 
and amended in 19S1.

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

UNO MUST APPLY

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

1. Capital expenditures in excess of $196,000 toward building, 
improving,, or purchasing a health care facility, including 
lease or purchase ol equipment, costs of any study surveys, 
designs, and site acquisitions and preparations.

2. Any change within a two-year period in the licensed bed ca­
pacity of a health care facility amounting to 10 beds or .1.0 
percent, whichever is the lesser, which increases or decreases 
the number of beds or redistributes beds among, different 
categories of service.

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

A project meeting, or exceeding these threshold:; is required to 
obtain a Certificate of Need from the State of Alaska prior to imple­
mentation.
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