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There is discrepancy between projections for nadial/surgiusl
and ICU/PCU/CCU as shown in SCHPD/MHC plans and the
Providence application. This reflects the difference 1in
actual use of those beds as compared to optimum use, or that
which v/ould have occurred had space in the appropriate type
of bed been available. For example, patients needing a
general medical/surgical bed might have had to stay longer
than necessary in a PCU or ICU bed because the
medical/surqgical beds were full. The net result of this
situation v/ould be an increase in the apparent demand for
PCU beds. When calculating patient days by service the PCU
days would )e higher than under optimum conditions of
available m .".dical/surgical beds.. Hospitals adjust for this
phenomena through a House Convenience Report which shows
where patients are actually placer and where they should
have been placed under optimum circumstances.

SCHPD & MHC staff did not have access to the house con—
venience data for use 1in the plans. However, the
nedical-surgical subtotal projections are consistent, and
are perhaps more useful than the specific service projec—
tions for ICU/CCU, PCU and medical-surgical beds.



TABLE |
COMPARISON OF COMHUKJITY ACUTE CARE BED NEED PROJECTIONS 1905 - 1995

, HSA/M1IC USA/MIIC Providence C/N ~ Humana
ScrviclL- Plans'- 1981 Data Update- Application June 8 C/N Application October 02
Medical /Surgical3
Anchorage Use Rate - 1980/Proj. 491 459 561/586 491
Projected Anchorage Use 76. 2% 7451 75.91 76.2%
P0fulat|on - Anchorage CNN ,

905 118,042/111,312 Same as in Plans : 141312

1990 135,045/151,132 Same as In Plans : 151,132

1995 /160,797 Same as in Plans 172,077 ,
Community Bed Need

1905 247/294 236/281 : 293

1990 281/314 200/300 - 314

1995 - /351 - 133% 3761 -
ICU/CCU
Anchorage Use Rate - 1980 Proj. X 5 : X
Projecteil Anchorage Use 16.21 74 . 5it - 76. 21
Community Bed Nee

1005 39/46 30/45 - a7

1990 44/49 43/40 - 40

1995 -/55 -/54 425
PCU
Anchorage Use Rate - 1900 Pro). 52 0 : 52
Projected Anchora%e Use 76.2% 74 5it - 12.27
Community lhid Hoo

1905 30/37 29/34 - H
1990 34/39 33/37 39

1995 -/ml4 /41 37"



COMPARISON OP COMMUNITY ACUTE CARE BED NEEO PROJECTIONS 1905 - 1995

Medica 1L/Surgical Subtotal

O bstetrics

Anchorage Use Rate - 1900/Proj.

Projectéd Anchorage Use

Pogulatmn
1905
1990

1995
COTﬁwnHy Bed Need

PodiaLrics

Anchorage Use Hate - 1900/Proj.

Projectéd Anchorage Use
Popé laLion
1905

1990
1995 |

Community Bed Need
1905

1990
1995

USA/MHC
Plans1

316/377
359/902
-/450

HSA/MILC
1901 Data Update2 A

Same
Samu
Same

Same
Same
Same

303/360
3-14/305
-/431

25913
07.01

as (n Plans
as in Plans
as in Plans

46/5513
53/59* 3
-/t5il3

132
70, 34

as in Plans
as in Plans
as in Plans

29/34

33/36
-/l

Providence C/N

pplication June

4555
216/216
91.646

1]

59,753

52-5317

MO
79.2%6
50,095

43**44**

_ Humana
02 C/N Application October

375
401

1226
904

50, 941
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COMPARISON OP COMMUNITY ACUTE CARE BED NEED PROJECTIONS 1985 - 1995

, U?A/MHC HSA/MIIC Providence C/N ~ Humana
Service Plans* 1981 Data Update2 Application Juno 8 C/N Application October 8
Thermo 1
Anchorage Uao Rate - 1980/troj. 1 :
Projected Anchorage Use 73.7%** - -

76.2%
Popelation Same as Med/Surg
Commoni ty Beil Need
1905

9/10 11/12 - -
1990 10/11 12/13 - -
1995 -/12 -/14 13 -
Psychiatry
Anchorage Use Rate - 1900/Proj. 21 27 29 1. -
Projected Anchorage Use 83.11 83. 1% G6.»ni° -
Eopo 1at.|oan Need Same as Med/Surg
t
Ofdantty Sed Tee 12/13 13/15 - .
1990 13/19 14/16 - -
1995 -/16 -/111 19
ACUTE CAKE TOTA1,12
19115 "106/-1112 403/-176* 3 - 464
1990 460/514 456/509* 3 - 496
1995 -/575 -/570% 3 3
Neonatal Intensive Care
Use Rate 470 474
|.|1\/91115M|rths 11435
1030 13719 -
1995 - 16,604
Community illciJ flud/Noed
1905 K1) -
1990 K9] -
ms ( " 43
.......... _ _© L tKlIlC t COn 1C
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1. SCHPD Health Systems Plan 1982-36; Anchorage Health
Systems Plan, 1982-34.

2. Application of acute ca”e bed need projection methods,
as used 1in the plans, adjusted for 1981 hospital utili—
sation data and 1931 population figures. The Tfollowing
tables include utilization and population data used for
calculations in the update column.

1981 PoDulation Data

Total 137,761
Native 9,876
Military
Act ive 11,210
Dependent 16,061
Civilian Mon-Native 150,614
Women 15-44 (27%) 40,666
Adults (14+)(74.9%) 112,810
Children (25.1%) 37,304
Source: MOA Community Planning Department

1981 Patient Days and Percent Occupancy

ProvidZnee Humana Optimum
Patient Daysa %Oce Patient DaysO %Occ Occupancy0

Medical/Surgical. 59,773 90.0 23,646 39.7 05%
M/S 47,276 93.3 21,962 39.6 85%
1CU/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 3%9.6 - 50%
Total. 12,658 79.6 3.1,700 43.6 30%

Note: 1. Occupancies calculated usirvj Providence 250 licensed bods,

Humana 199 C/N"d beds (Sen Armi ipi.ion “10).
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 HI'Vs 15 OB beds.
Soirees: X Providence Hospital C/M application, p. 114

Humana Hospital. Alaska C/M application, p. 58
¢ SCHPD ¢l MIC Plans

n



Anchorage Patient Days Compared to Total Patient Days
for Providence, Humana and the Comnunity in 1981

Service Providence Humana Cornnunity

Anch. Total Anch. Thtal Anch. Total 3
Nn.I-Surg. 43,122 60,323 19,556 23,808 62,678 94,131 74.5
03 5,9821 7,06s1 4,509 5,026 10,521 12,091  87.0
Fed 3,912 5,5002 2,437 2,880 6,349 8,380 75.8

1 Labor and delivery day total of 1054 days added to total: 843 (Prov.
OBs froir Anch. added to Andorage day total).

2 Previous total received fron Providence for pediatrics was 3,480; the
higher figures (3912/5500) include NSCN which cannot be broken out
from Per]3.

3. Includes orthopedics.

4. See p. 120 of Providence C/N aplication dated June 1982,

(Anch. CNN patient days for 1995 divided by total
patient days).

5. See p. 194 of Providence C/N aplication (MIIA existing
beds plus Providence 1995 forecast).

6. See p. 127, p. 130 of Providence C/N (Anchorage CNN
patient days forecast for 1995 divided by total patient
days).

7. See p. 130 of Providence C/M total patient days (then
divide by 365 to get average daily census, and by mini—
mum occupancy of 653). Alternative method: see p. 194
(HilA beds + Providence 1995 forecast).

0. See p. 127 of Providence C/N, total patient days (then
divide by 365 to get average daily census, and by mini—
mum occupancy of 753).

9. Use rate based on state population.

10. See p. 134 of Providence C/M (Anch. CNN patient days
divided by total).

11. Providence medical/surgical Anchorage use rate was used
rather than a community-wide proportion.

12. Excluding chemical dependency service at Humana.
13. Use includes labor and delivery days for both hospitals

as Humana was unable to separate their labor and deli —
very days out from Oil patient days. Total projections
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then include labor and delivery beds which are not
included in a total bed count nor as licensed beds.

Unable to redo with 1981 patient origin data since
Providence Hospital has some NSCN days in pediatric
days. (Total in patient origin information provided
were not consistent mmit'n pediatric service totals.)



v-ou.tjgrLooii 0°; Bed Need projections with Existing
Supply of Acute Care Pods ~ *

Table 11 capsulizes the information obtained 1in Table 1 and
compares the projections completed by the planning agencies
(SCHPD and MHC) with current built bed capacity.

The data from the table show that there are currently 449

acute care beds built and/or licensed (250 at Providence and
199 at Humena).

Projections of commnr.itywide need for beds in 1935 ranges
from 403 to 402 beds depending on population figures, wuse
rates and methodologies used. Neither Providence®"s nor

Humana®s proposed additional beds would be available for use
by 1985.

Projections OF community need for beds ir 1990 range froir,
456 to 514 beds. By 1990 the combined total of additional
beefs proposed through Providence®s and Humana®s C/M"s would
be 243 (Providence, 150; Humana, 93). The addition of those
243 beds to the existing 449 beds would yield a supply of
692 beds. This level of supply would exceed the projected
coraraunitywide demand by 173 to 236 beds.

Projections of community need for beds 1in 1995 range from
570 to 583 beds. Assuming the addition of 243 proposed new
beds (Providence, 150; Humana, 93), to the community, there
would still be an excess of .109 to 122 beds beyond demand.

Please note that the derivation of projections of com—
munitywide acute lied need, from the plans or in the 1931
update, does not include consideration of need for inpatient

acute rehabil.iuati.on beds. However, both C/M proposals of
150 and 93 beds respectively, each include a 20 bed inpa—
tient rehabilitation unit. Therefore, a more accurate com-—

parison of need to proposod supply could be achieved by
deducting 20 beds from oac) hospital®s total proposed

number, 1.e. from 150 to 130 for Providence, and from 93 to
73 for Humana.



TABLE 1
COMPARISON OF BED NEED PROJICTICWS WITH EXISTING SUPPLY OF ACI/IE CARE BEDS

Ortnmmléy Bed Need Projections Beds Proposed

sting Acute B Plans m U Beyond Existin
Service ProvllE elncleg Hur%aena ed%btal USA MIC  USA MIC Providence C/N ilunvsna zri Prowde%/ce CIN Hun(ﬁlana ¢/l
Ii{&JS/Surgical 138 152 2 0 7w Al .
28 34 26 300 — 314 63 a
|CU/1§1%593 2 B R Y5 U S 7 -
1906 i 3 4 31 45 —
1990 4 49 4 40 — 40 8 10
19% % - A 4 —
rcu 2 — 2
% I I A A — K9]
K] 33 — K} 6 10
19% -4 -4 37 —
Obstetrics 26 la =il , — A
1906 47 4 glgs — ki
1990 4. 5 5 — S iV 7
19% -5% - 66 52-53 —
Pediatrics 18 H k) — A
1506 7. 3P 2 A — A
1990 3 3/ 33 — 37 10 5
i 199;5 U 1 -4 -4 4341 —
lterlgtlb B (10 no12 — —
1990 ru r. 13 — — 1
1%95 -2 14 133 H
Psycniatry 5 — 5 ,
150 P8 R _- B 5
19% b 10 19 -
TOTAL 250 19 419 3&( - .
905 ) 464
1990 ol 5 59 % 73
19% ) H 50 513 10
Plus Pro sed Injvitient; iv.-lvibi litntion Beds
ov/TAl. t1 )OS| > anOItIIVjS onEs ]-% 69

ji)a/r.4



The net result of that adjustment would yield the following
comparisons:

Community Eed

Communltywide Additional 3eds Supply w/Additions
Meed (Range) Proposed. of all Proposed Beds
1935 403 to 432 Proposed beds not 449

available yet

Prov HHA Total
1990 45G to 514 130 73 203 652

1995 570 to 533 130 73 203 652

Therefore, 1" all beds proposed by Providence (130) and
Humana (73) (excluding temporarily the proposed rehabilita—
tion beds) were added tc the current community bed supply
the comparison of need to supply v/ould be as shown below;

Communitywide

Meed (Ranqge) Supply Supply Status (Range)
1985 03 to 432 449 excess rf 46 to deficit
of 33 beds
1990 456 to 51 652 excess of 138 to 196 beds
1995 570 to 533 652 excess of ©9 to 32 beds
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An important factor is the use of a specific planning hori—

zon. Though projections of bed need are estimated fo'r spe—
cified years, it is recognized that services cannot
practically be added in small 1increments. Therefore, beds

are planned for and built before all will be used to full
capacity. While facilities typically project need for a
period three years beyond anticipated opening of a service,
a longer horizon might be considered. The impact of
improved technology and fluctuations in population numbers
and characteristics can significantly alter the trends on
which projection assumptions are lrawn. Given construction
timetables and a usual 3-year post start-up planning hori—
zon. a 1990 projection v/ould be appropriate at a minimum.
Taking into account the unknowns with regard to the popula-—
tion of the Municipality of Anchorage and Alaska, as well as
the additional factors cited above, a 1995 projection may be
the more prudent. The adoption of a specific planning hori—
zon by the Plan Development Committees of the HSA and MHC,
would constitute an addition to the assumptions which
ur.derly the projections (See page 1).

An additional consideration in the determination of future
need for acute care beds, 1is the presence of 125 general
acute care beds, considered by the State to be existing by

virtue of a grandfathered C/N held by Lake Otis Hospital,
Inc.

In order to show he impact of those 125 beds on the- local
need and supply c"atus one must recognize that those 125
beds are not yet built. It typically takes <bout three
years to build and open hospital beds. If one assumed
construction to begin 1in early 1903, it would be at least
1906 before the beds would be open and availal le for use.

(As of this time LOH has not indicated when those beds would
be open and available.) Therefore, the comparison of needs
and supply, not considering the beds proposed by Providence
and Humana, would be as shown belcw:

Bed
Cominuni tv Need (Range) Supply Supply Status
1905 403 to 482 449 excess of 46 to deficit
of 33 beds
1990 456 to 514 574 excess of 60 to 110 beds
1995 570 to 583 574 excess of 23 to deficit

of 4 beds



NOTE: MHC need figures frora the 1982-94 HSP are:

Beds Needed

1985 482
1990 514
1995 575

IT MHC:PDC were to use their HSP need figures only,
the Red Supply Status v/ould bo:

1985 deficit of 33 beds

1990 excess of 60 beds

1997; deficit of i bed
SUMMARY

In summary, by 1985 the Anchorage community may experience
either a small excess (46 beds) or an even smaller deficit
(33 beds), of hospital beds depending on the assumptions and
figures used for projecting need. By 1990, assuming the
approved 125 LOH beds are built and opened, the community
may experience an excess of beds ranging from 60 to 118,
again depending on projection methodologies used. By 1995,
with 125 LOH beds 1in place, there may be either an excess of
23 beds or a small deficit of 4 beds.

IT one considers the supply not to include LOH, then the
resultant need for beds will vary depending on the number of
beds ¢ ntributed to the supply through either or both the
Providence and/or Humana proposals.

Therefore, it appears that the ability of the health care
system to meet projected demand for acute care beds between
1905 and 1995 is largely dependent upon (1) the date by
which and the specific type of beds Lake Otis Hospital will
open within the 125 bed facility, or (2) the ability of
other providers to somehow meet the community®"s needs.

-11-
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PLEASE NOTE: THE PRECEDING PAGES HERE TREATED
AS A UNIT IN HE ORIGINAL DOCUMENT.



BRIEFING PAPER
PROSPECTIVE PAYMENT VS. RETROSPECTIVE REIMBURSEMENT

I. General Overview

Hospital and Nursing home vrates have traditionally been established
retrospectively, that 1is, costs are estimated at the beginning of a

fiscal year and an "interim payment” determined. At the end of the
fiscal year, the total of interim payments made 1is compared to the
allowable costs of the facility. The difference 1is either collected
from or paid to the faci 1ity. This process is referred to as "cost

settlement™.
Prospective payment, on the other hand, provides for establishment
of the payment rate prior to the fiscal 3 , and the facility must

operate and provide care at this predetermine” ite.

The retrospective approach is advantageous to providers in that

reimbursement for their allowable costs of operation is assured. This
is a fundamental weakness of retrospective systems as it is completely
devoid of incentives for efficiency and cost control. This method

provides no incentives for <control over staffing levels, -equipment
purchases, wage increases, service expansion, etc.

1. Problems with Retrospective Cost-Based Reimbursement Systems
Tendency toward -ineffective cost containment - The key

problem with 0 retrospective system is the lack of incentives
to control expenditures so that wunnecessary costs are not

incurred.

Dependence upon auditing and monitorinc procedures -- A
retrospective cost-based vreimbursement system must have a
tight, effective auditing system to monitor numerous

categories of reported costs and statistical information, and
auditing procedures must be constantly analysed and up-dated.
This is crucial to curb the 1inherent abuses of the systenm,
but 1is very costly, complex and time-consuming.

Tendency of the system to become static and inflexible --
Decis lens are often made by accountants based on “generally
acceptable accounting principles” rather than on the merits of
each individual situation.

Providers incur costs that are non-allowable but do not
realizo tin's until the fiseal year is complete and final cost
reports are reviewed by the Department.

Uncertainty of the program costs until the fiscal year 1is well
over -- Final cost figures may not be known to the State until
0 months after a fiscal year ends.
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Cost Shifting occurs to the extent that unallowable costs
under Medicaid are borne by other payors (insurance and
private payors).

I1l1. Advantages of a Prospective Payment System

Based on the principle that predetermined rates will result in
lower costs.

Predictability of costs to the State.
Predictability of revenues to the facilities.

The technique encourages development of more sophisticated
budgeting and cost monitoring capabilities, which are
desirable management tools. The State 1is able to see how a
facilities® budget 1is built and discuss the assumptions 1in
each of the major cost categories.

IV. Disadvantages of a Prospective Payment Systenm

, A potential disadvantage of the prospective determination of
rates 1is that the staff time and other resources required for
administration of the system are generally greater than those
of a retrospective system. However, administrative costs vary
greatly according to the design of the system, and as such,
this factor is not necessarily of significant concern.

II,L - P \
—Ar44f+g4AuL_ cost limiters may be introduced into the
prospective system to balance costs versus revenues. This

eventually places hospitals and nursing homes 1iIn a no win
situation since the rates do not fairly reflect efficiently
run facilities®™ costs.

\U> If rates are not applied 1industry wide, cost shifting can
still nccui 7 Medicaid rates are set unrealistically low by
the State.

V. Operation of * Prospective Payment System

There are a wide variety of prospective payment systems operated
in the acute-care and long-term care sectors.

A common element of a prospective rate payment setting mechanism 1is an
allowable rate of \1increase 1in per diem cost for the following year.
This percentage 1is normally calculated through application of economic
indicates such as U.S. Department of Labor wholesale and consumer price
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indexes. The percentage 1is then routinely applied to actual cost from
the previous period to arrive at the prospective rate. Determination of
allowable rates of increase can be undertaken for individual facilities
or groups of facilities.

Another aspect of a prospective payment system is the degree of
specificity in the wuse of cost categories and associated economic
indicators combined with uniform reporting costs to the State. A
breakdown of total cost into components presumably increases the
accuracy of inflation forecasts. An  obvious breakdown would be
labor/non-labor and further categorization 1is possible within these
areas. The advanced example which follows wuses "naturall p.xpense
categories in contrast to cost <centers normally found in Ffacility
accounting.

Labor expenses
physician®s fees
management
clerical
technical (e.g., LPNs®", therapists)
registered nurses
household services (¢ ]., dietary, housekeeping workers)

Non-labor expenses
food
utilitics
drugs and supplies
maintenance of personnel
other

Some level of categorization is necessary to assure accuracy of

prediction. While an approach such as that outlined above may be
elected, it should be stressed that a requirement for facilities to
prepare both historical and budget <costs in this fashion requires a
significant level of accounting time and expertise. The compromise

approach shown below may often suffice:
Salaries and fringe benefits

Non-labor expenses
administrative and general
household and maintenance
die".ary
professional care

There 1is precedent either to include or exclude 'cost settlement” 1in a
prospective payment system. The justification for cost settlement s
chat factors beyond the <control of hospitals and nursing homes may
adversely influence costs in _elation to the prospective rate. These
factors include <changes in the general level of inflation, natural
Disasters and loss of patienc volume. The major argument against
allowing adjustment 1is that it may return the burden of cost increases
possibly caused by poor management or budget procedures to the
third-party payor, which 1is counter to the original objective of the
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prospective payment concept. This matter has to be addressed by each
state; however, an automatic adjustment is not recommended. Any
adjustment mechanism should require written appeals, and defined

criteria should bp published as to the conditions under which an appeal
will be considered.

VI. State Reimbursement Trends
To date, approximately thirty-four states have instituted a prospective

system of reimbursement for nursing home services under Medicaid, and
sixteen states have instituted a prospective system of reimbursement for

hospital services under Medicaid. These prospective systems have taken
many forms, each state®"s structure is a little different. However, they
share the same philosophical purposes: "to encourage economy and

efficiency, and to establish a uniform system of accounting, budgeting,
and reporting in determining a health facility"s future reimbursement™.

VIlI. Why Alaska Needs Prospective Payment Now

Total spending is growing at 20% each year 1in Medicaid/GR Medical.

In any period, total spending 1is always a function of, 1) the
number of recipients, the volume of services used, and the unTt

price of service. With an automatic cost—of-livﬂﬁg increase that
expands Alaska®"s eligible population, coupled with no unit price
control or volume limits, Alaska currently has no® ability to

effectively control growth_in medical costs.

According to a recent study by THE URBAN INSTITUTE, Medicaid
payments rose at an annual rate of 15.5 percent from rV73 to FY79
nationally. Alaska had the highest annual rate of increase at 41.8
percent during this same period. Since™ FY7ELcosts have 1increased
in excess of ?0% annually in Alaska.

These tlie”e factors (recipients, volume, and unit price) need to be
considered collectively in any fiscal year.

Breakdown of FY84 Total Spending Increase

Unit Price
Increased Eligibles
Services Utilization .

This clearly presents a serious problenm in a retrospective.",
environment as critical decisions concerning eligible copulations,
service coverages and unit price are haidled 1independent of each
other and do not produce a final cost figure until the fiscal year
is past. If total spending 1is to be contained at a level below
20%, these choices must be made before each fiscal year starts.
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Federal funding for Medicaid 1is being reduced for FY84 and later
years. The State is facing an estimated 4 to 5 million dollar
cutback in federal funding fot FY84. Absent additional funding to
replace these lost federal revenues, critical decisions need to be
made prospectively to bring program spending in line with available
resources.

Prospective Payment System cause decisions relating to unit price
to be made before a fiscal year starts. A consensus isS now
developing that prospective rate setting 1is effective 1in lowering
the rate of increase 1in hospital spending by several percentage
points a year--at least 1in mature rate-setting programs, after an
initial start-up periodof __ years, after which the State can
expect to see some minor savings. However, prospective payment
will not eliminate the shortfall 1in medical spending for FY84 as
the size of the projected shortfall is far larger than a 1 or 2%

savings can offset. Rather, prospective reimbursement will force
critical decisions governing eligible, populations, service
coverages and unit price to be resolved in the Legislative process
in advance of each fiscal year. It will also cause the State to

more precisely define its health care policy for all areas of
Alaska, particularly 1in rural areas where the delivery of health
care cannot be as competitive or cost-efficient as that possible 1in
urban areas such as Anchorage and Fairbanks.

The Legislature must specifically approve adoption of prospective
payments in AlaskaT The “Alaska Attorney General has ruled that
present Alaska Statutes preclude adoption of a prospective payment
system. This leaves the Department in the position of needing
either, 1} specific legislative approval to replace diminishing
federal resources, or 2) specific approval to adopt a prospective
payment system and specific guidance as to the resources available
for medical <care in FY84, or 3) Governor®s guidance in how to
impose a $4-5 million reduction 1in medical coverage and rat.es of
payment in FY84. The Department may not adopt prospective payments
until the Legislature specifically endorses this change in hospital
and nursing home payment system.



Alaska Is>tatc i1lcgislaturc

Senate

Co’ufuttee o# "i+uutce
September 12,198°

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

Health Care Facilityv
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,

AE o St -t

Senator Don Bennett fib OEIVED
A %

DB/kf

Josephson,



10.

11.

12.

13.

14.

Activity Report

Dece

mber 30, 1982
for Certificate of Need
Health Resources Development
State Health Planning and Development

CERTIFICATE OF NEED REVIEWS COMPLETED

Lake Otis Clinic, Anchorage
acute care hospital; (issue

Sitka Community Hospital,
CON"™ for new facilty;

Lake Otis Clinic, Anchorage

CON"™ for new facility;

Fairbanks Memorial Hospital

laboratory

information system;

Fairbanks Memorial Hospital

Alaska Hospital and Medical

chemcial dependency unit;

Juneau Regional

Rehabilitation

-- "Grandfathered CON" for 125 general

d 7/27/77)

Sitka -- Review status of "Grandfathered
(six-month extension 1issued 12/31/78)

-- Review of status of "Grandfathered

, Fairbanks

, Fairbanks
Facility Authority for bond sale;

(six-month extension issued 12/31/78)

-- Purchase and installation of

(information in archives)

- Application to Medical

(information in archives)

Center, Anchorage -- Provide 21 bed

(information

Facility,

in archives)

Juneau -- Construction of a 1

bed drug abuse/detoxification and rehabilitation facility; S654,000.
(issued 6/7/79)

Providence Hospital,
simulator for

Providence Hospital, Anchor

G.E. flour icon systenm;

Lake Otis Clinic,
fathered C/N";

Fairbanks Memorial
and nursery areas;

Central Peninsula Hospital,
(phase one); $6,762,646.

of facility

Providence Hospital
linear accelerator;

Valdez Community Hospital,

replacement

radiology room;

radiation therapy;

$285,000.

$1,785,000.

Anchorage -- Purchase and instalation of a
$195,365. (issued 9/4/79)

age -- Purchase and installation of a

Hospital, Fairbanks
$540,000.

(issued 2/14/80)

Anchorage -- Review to determine status of "Grand-—
(Bonified certificate status continued 3/10/80)

- Remodel of labor, delivery,

(issued 2/26/80)

Soldotna -e= expansion and improvement

(issued 4/2/80)

, Anchorage -- Purchase and installation of a
(issued 5/15/80)

Valdez -- Purchase and installation of

$150,000.

(issued 5/15/780)
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16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

Seward General Hospital, Seward -- several energy saving construction
projects; $2S6,113. (issued 10/6/80)

Vailey Hospital, Palmer -- Minimal expansion and remodeling of facility;
$2,000,000. (issued 6/9/80)

South Peninsula Hospital, Homer -- expansion and improvement of
facility; $6,472,300. (issued 10/28/80)

Faith Hospital, Glennallen -- Expansion of outpatient areas of
facility; $700,000. (issued 11/3/80)

Providence Hospital, Anchorage -- "Grandfathered C/N" for 250 bed
acute care facility; (issued"5/1/81)

Alaska Hospital and Medical Center, Anchorage -- "Grandfathered C/N"
for 199 bed acute care facility; (issued 12/4/81)

Sitka Community Hospital, Sitka -- 1122 review of diagnostic ultrasound
services; $79,320. (five year lease with option to purchase) (issued
11/5/80)

Providence Hospital, Anchoraae -- Replacement of radiologv room;

$236,000. (issued 12/26/80)"

Juneau Regional Rehabilitation Facility, Juneau -- Remodel facility
to meet hospital standards; $250,000. (issued 2/21/81)

Central Peninsula Hospital, Soldotna -- Purchase and installation
of radiographic and fluorscopic 1imaging system; $305,899. (issued
5/21/81)

Wrangell General Hospital, Wrangell -- Renovation and Expansion of

facility; $6,870,000. (issued 7/13/81)

Providence Hospital, Anchorage -- Purchase of replacement radiology
room; $230,000. (issued 7/20/81)

Providence Hospital, Anchorage -- Construction of hostel for outpatients
and family of inpatients; $900,000. (issued 7/29/81)

Petersburg General Hospital, Petersburg -- Renovation and expansion of
facility; $7,150,000. (issued 8/11/81)

Alaska Hospital and Medical Center, Anchorage -- Purchase adjacent
professional office building for expansion of chemical dependancy
unit and other hospital areas; $15,236,000. (issued 9/24/81)

Central Peninsula Hospital, Soldotna -- Expansion of surgery and
other areas of facility (phase two); $5,849,000. (issued 11/10/81)

Family Centered Birth, Juneau -- Construction of a birthing center;
Review terminated following a Department of Law Opinion regardng
applicability of C/N statute to birthing centers; (review term—

inated 12/22/81)



32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44 .

Alaska Treatment Center, Anchorage Construction of a new free-standing

inpatient rehabilitation facility; 511,400,000. (denied, 1/22/82)

Valley Hospital, Palmer -- Construction of a new hospital adjacent to
existing facility; 510,570,000. (issued 2/19/82)

Cordova Hospital, Cordova -- Construction of a new hospital at a
new site; 515,075,000. (issued 4/13/82)

Providence Hospital, Anchorage -- Purchase and installation of a
laboratory computer; 5440,000. (issued 4/23/82)

Petersburg General Hospital, Petersburg -- Modification of previously
issued CON, 1increase 1in space and expenditure; 52,005,000. (issued
5/18/82)

Fairbanks Memorial Hospital, Fairbanks -- Construction of new 5 floor
patient tower, 1increase 1in acute care beds; 526,200,000. (issued
6/2/82)

Humana Hospital, Anchorage - Application for temporary certificate for

em
expansion of chemical dependency unit; $1,000,000. (denied 6/28/82)

Providence Hospital, Anchorage -- Purchase and install replacement
hospital incinerator; 5200,000. (issued 7/20/82)

Humana Hospital Alaska, Anchorage -- Purchase and install CT full body
scanner to replace CT head scanner; 5848,000. (issued 10/1/82)

Advanced Health Systems, Anchorage -- Construct new free-standing Raleigh
Hills alcoholism treatment hospital; 53,700,000. (issued 11/16/82

Charter Medical Corporation -- Construct new free-standing psychiatric
and substance abuse hospital; 512,248.000. (issued 11/16/82)

Providence Hospital, Anchorage -- Purchase and install

replacement
CT full body scanner; $832,000. (issued 11/16/82)

Providence Hospital, Anchorage Purchase and install new digital
fluorography system; $256,000. (issued 11/30/82)

CERTIFICATE OF NEED APPLICATIONS RECEIVED AND IN PROCESS OF REVIEW

Providence Hospital, Anchorage -- Purchase and install new hospital

information system; S2,698,000.

Providence Hospital, Anchorage -- Construct new 160 bed patient tower,

increase acute care beds, add inpatient rehabilitation program, expand

ancillary departments; $79,754,000.

Surgery Center, 1Inc., Anchorage -- Construct new free-standing ambulatory
surgery center to replace current facility; $2,698,000.
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Humana Hospital Alaska, Anchorage -- Renovation and expansion of
emergency department; 51,012,200.

Humana Hospital Alaska, Anchorage -- Construction of new patient tower

adjacent to existing hospital, 73 bed increase in acute care beds, addition

of 20 bed inpatient rehabilitation program; 520,000,000.

Lake Otis Hospital, Anchorage -- Hearing to determine whether CON
should be revoked; cost of project not identified. Decision -
pending.

ADDITIONAL LETTERS OF INTENT RECEIVED BUT NOT REVIEWED A3 APPLICATIONS

Valley Hospital, Palmer -- Termination of skilled nursing services.
No further action by VH. (LOl dated 12/13/79)

Metlakatla |Indian Community, Metlakatla -- construction of long term
care facility. 5200,000. No further action by MIC. (L0l dated
12/26/79)

Lake Otis Clinic, Anchorage -- Construction of 265 bed acute
care/c"iemical deependancy hospital. 57,000,000.+ No further action
by LOC. (LOI dated 2/14/80)

Providence Hospital, Anchorage -- Construction of 132 bed addition
and expansion of services. 525,400,000, No further action by
Providence. (LOlI dated 3/31/80)

Health Care Services - Alaska, Anchorage - Sale ot Nakoyia Health
Care Center. 514,200,000. No further action by HCS. (L0l dated
6/6/80)

Alaska Kidney Foundation, Anchorage -- Construction of a new facility
for Alaska Kidney Center. Capitalized five year lease = 5200,000.
No further action by AKC. (L0l dated 6/23/80)

Norton Sound Regional Hospital, Nome -- Provision of family services
unit. No further action by NSRH. (LOl dated 9/25/80)

Kodiak Island Hospital, Kodiak -- Offering of diagnostic ultrasound
services. Decision - diagnostic radiology 1is a part of radiology

department and not a new service; therefore, 1is not subject to CON
review. (LOlI dated 10/14/80)

Alaska Hospital and Medical Center, Anchorage -- Addition of 21

beds to chemical dependancy unit. No further action by AHMC. (Lol
dated 10/21/80)

Alaska Hospital and Medical Center, Anchorage -- Purchase of professional

office building for facility expansion; 510,000,000. (LOI dated
12/28/80)
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12.

13.

14.

15.

16.

17.

18.

19.

“20.

21.

22.

23.

24

Ketchikan Genceral Hospital, Ketchikan - Replacement of computer

system. $103,000. Decision - not subject to CON review. (LOI datded
2/11/81)

Ketchikan General Hospital, Ketchikan - provision of recompression
chamber. $55,000. Decision - not subject to CON review. (LOI dated
7/21/81)

Akeela House, Anchorage - new building for residential drug abuse

therapy program. $460,000. Decision - not subject to CON review.
(LOI dated 8/4/81)

Ketchikan General Hospital, Ketchikan -- Offering of diagnostic
ultrasound services. $70,000. Decision - not subject to CON review.
(LOl dated 8/19/81)

Providence Hospital, Anchorage -- Predevelopment application for large
construction project: $4,000,000. (withdrawn 10/8/81)

Humana, Anchorage -- Purchase of Alaska Hospital and Medical Center
by Humana. $65,000,000. Decision - not subject to CON review. (Lol
dated 11/13/81)

Comprehensive Can? Corporation, Anchorage - Establishment of a 50 bed
alcoholism and chemical dependency hospital in Anchorage. Letter cf
intent still valid through 2/16/83, however letter received from appli—
cant k indicates that application was not expected to be submitted.

(LOl dated 2/17/82)

Providence Hospital, Anchorage -- Offering of home health services;
cost uncertain. Decision - subject to CON review. (LOlI dated 1/19/52)

Kodiak Island Hospital, Kodiak - Purchase of gamma camera, $90,000.
Decision - not subject to CON review. (LOl dated 2/10/82)

Humana Hospital, Anchorage - Relocation and expansion of chemical
dependency unit, 1increase CDU from 21 beds to 36 beds; $1,000,000.
Letter of intent withdrawn. (LOlI dated 5/10/82)

Anchorage Community Mental Health, Anchorage - Establishment of resi—

dential transitional facility. Decision - not subject to CON review.
(LOI dated 6/14/82)

Humana Hospital, Anchorage, Purchase of hospital data processing
services; Decision - not subject to CON review. (LOl dated 10/11/82)

Penninsula Addiction Center, Inc., Coldotna - Establishment of new
freestanding 12 to 24 bed substance abuse treatment facil,ty; cost
undetermined. Application anticipated. (LOlI dated 5/14/82)

Bartlett Hospital, Ouneau -- Construction of new patient tower,

increase in acute care b<ds; $20,000,000. Application anticipated.
(LOlI dated 7/21/87?)



25.

26.

27.

Providence Hospital, Anchorage -- Purchase of new cardio-vascular
imaging system; 5820,000. Application anticipated. (LOI dated 10/1/82)

Providence Hospital, Anchorage - construction of employee child care
center; 51,400,000. Decision - not subject to CON review. (LOI dated
10/14/82)

Sisters of Providence, 1Inc. Seattle - Purchase of Nakoyia Health.
Care Center Applicability of certificate of need requirement under
review by Department of Law. (LOI dated 12/10/82)
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A fundamental issue in any discus-
sion of health care costs is the
increasing demand for capital
investment in the hospital industry.
Projections of the need for hospital
capital in the decade of the 1980s
range from S80 billion 1J close to
$200 billion. For the hospitals a
major concern is how to gain ac-
cess to the capital needed to
finance future construction proj-
ects. But for the states the critical
question is: how much of this
capital investment can they afford?

Some, states are exploring ways to
limit capital spending in the health
care industry through regulation.
Others believe that under a compet-
itive _apBroach, market forces would
inevitably control expenditures.
Regardless of which strategy a
state chooses, many observers pre-
dict that the supply of capital will
be insufficient to meet all the com-
peting demands. Thus, only a cer-
tain number of facilities will be able
to get financing for their proposed
projects. The concern about relying
on the capital market as the "new
reqgulator” is that the investor-
owned and the well-established
nonﬁroﬁt hospitals will be favored
in the marketplace. Inner-city and
rural hospitals, especially public
facilities, will be particularly disad-
'vantaged, yet they may actually
have a greater need for financing
fcr capital projects.

In this issue of ALPHA CENTER-
PIECE, we look at how states can
limit total capital spending by incor-
porating the concept of affordabil-
|tY into their regulatory programs. If
slates step in to regulate the level
of caBnal Investment, they may also
be able to nelp direct the limited
supply of dollars to those projects
tnat are needed most.
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SETTING AFFORDABLE LIMITS OH JANll]SEBJI
CAPITAL EXPENDITURES

Growth in Capital Demands

The capital demands of the hospital
industry have increased significant-
ly over the last 30 to 40 years, begin-
ning with enactment of the Hill-Bur-
ton program in 1946. That federal
program provided grants and loans
to health care facilities for con-
struction projects..- Before World
War II, hospitals depended mainly,
on philanthropy as the source for in-
vestment capital.

In the 1960s, passa?e of Medicare
and Medicaid, as well as the expan-
sion of private insurance, spurred
further capital growth. Hospitals
sought to invest in capital projects
to meet the increased demand for
services generated by the third-
party pagment programs. In provid-
Ing reimbursement for depreciation
and interest, the public and private
insurance programs improved the
financial stability of 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 capital investment. Hospitals’
access to borrowed funds was en-
hanced with the availability of tax-
exempt revenue bonds in the 1960s.
While direct tunding and philan-
thropy declined as sources of capi-
tal financing in the hospital in-
dustry, debt’ financing rose from
38.7 é)ercent in 1968 to 61.2 percent
in 1979, according to a November
1981 article by R. Mullner in Hos-
pital Financial Management.

Projected Increase in
Capital Investment

Investment in hospital capital con-
struction totalled S5.8 billion in

bwHPD

1980 and almost S50 billion in the
years 1971-1980, according to.the'
U.S. Bureau of the Census. For a
variety u: -easons the trend toward'
capital 8rowth.—f|nanced mainly
through debt—is expected to con-'
tinue in the decade of the 1980s.
Projections on the total capital in-
vestment vary widely. Michael Her-
nandez of Kidder, Peabody & Co.,
Inc., has estimated that total caFnal
demands of community hospitals in
this decade will reach $158 billion,
assuming a bed capacity reduction
of 15 percent; without a reduction,
the total may exceed $190 hillion,
he Fredmted. Estimates of other
analysts are lower. Donald" Co-
hodes and Brian Kinkead, authors
of a Johns Hopkins study on hospi-
tal capital formation, concluded
that capital requirements in-the .-
1980s will be no more than $100
hillion, still about twice the level in
the preceding decade. v
One major factor for the expected
increase in capital investment is .
the so-called "Hill-Burton bulge.”
Many facilities built in the 1950s
and 1960s with Hill-Burton money
will seek replacement cv renova-
tions in the coming years. Second,
the current cost-based reimburse-
ment system encourages addition-

al capital investment and debt
financing.

Another reason for continued
growth in capital demand in this
lecade is the increase in popula-
tion, ﬁ)a.rtmullarly those 65 and over.
Population increases mean greater
hospital utilization, and the rate of
utilization is much higher among
the elderly. The expected continu-
ing shift in the population to growth
states will also create demand for
additional capital investment. In
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addition, seme- predict: that: the >f'usually adds to the costs of care;

%rowing supply of physicians in the;\ the new technology normally re- -
980s may generate increased de- , quires more intensive use of lahor,
mand .for new faciiitles 'fandl? and." other, associated

than the technologies it replaced,"

services. |

Finally, rooro&iiital vv'n'l—.bo,;.'r?f,f—‘jchlBlsr]«:«H’\enfsaie -

demanded to finance the latest,i';;
medical and technological innova-Q..

o e u/
A sim|'ar conclusion was reached

tions in equipment and services: A-£> |I7r5 wstlJcly by Athur [*0*

its ability to acqui.e t

most up-to-r.*.P*H

hosi)ti)ﬁ?l‘s survival mﬁg depend,onid. (ADL) f?n*V?te?.i.

date technological 'advances/"as ut*USP"a* caP'ta<investment

pointed
study.

Regardless of.the' estimate used,;.;;.National Product]," concluded the--

these pressures mean that the capi-

tal demand In the hospital industry v

will be substantial In the years
ahead. But the amount of capital
sought b% the health facilities ma_r
outstrip the amount of capital avail-
able to them, and ma% far exceed
what we can afford. Not only will
the facilities have to compete
among themselves for capital, they
will have to compete with the de-
mands for capital replacements

and improvements from other pub-

lic systems, such as transportation
and sewers.

Impact on Health Care
Costs

The cost of capital investment goes
far beyond the money needed to fi-
nance specific projects. Because
the current reimbursement system
covers interest and depreciation
expenses, capital flnancmﬂ has a
profound impact on overall health
care costs. The more demand there
is for capital investment financed
through debt, the higher the interest
rates and therefore the level of
costs reimbursable under the cur-
rent payment system.

A hospital's capital expenditures
can also add to its operating ex-
penses. While capital investment In
other industries 'Is undertaken to
reduce production costs, in the
hospital “industry "it Is typically
undertai an because the new tech-
nology promises to improve the
quality of care, not reduce the
cost,” according to a paper entitled
"State Limitation on Capital Expen-
ditures by Hospitals Can Help to
Contain Rising Hospital Costs,"
Elrepared by the Michigan Office of
ealth and Medical Affairs. "In
fact, this improvement in quality

ADL repoit titled* Development of an
Evaluation Methodoloqy for Use in
Assessing Data Availlable to the
Certificate of Need (CON) and

~ Health Planning Programs.”

Up to now the only tool states have
had to control capital expenditures
has been certificate of need. State
CON laws are designed to curb
health care costs by allowing ap-
proval of only those projects for
which there "is a demonstrated
need. Some studies have found that
CON can be effective in controlling
health care costs, particularly in-
stitutional costs and especially
when combined with other regula-
tory methods. But CON programs
generally have little effect on the
total statewide level of hospital
capital spmding. Even where CON
taws have been shown to be effec-
tive In limiting specific capital ex-
penditures, the total amount of in-
vestment approved is believed by
many to be beyond what we can
afford.

%)ne reason for the failure of man
CON programs to control healt
care costs is their focus on capital
expenditures rather than on operat-
m? expenses, explained a paper en-
titled "New Approaches to Using
the Determination of Need Proc-
esses to Contain Hospital Costs,"
Brepared for the Massachusetts
epartment of Public Health. While
operating costs and capital costs

are linked dir*-ctiy through the reim-

bursement system's payment of de-
preciation and interest expenses,
the Massachuesetts paper said,
"no look at capital expenditures
alone can measure the cost of a
propuseu project to the pa’nent
system."

2
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Relatlve Need

Even with strong CON programs,in -
most states are unable to keep total;L;
capital spending within affordable*"re-
bounds because CON procedures
?f‘ply' "a test of absolute need," the:!/ »
ichigan paper said. Federal cri- t: -
teria for CON review require corvAV™"
sideration of the direct and indirect;).r;:
costs of proposed projects,' as w e Ili*/:
as their need, financial feasibility;:"*-
and other factors. For the most part,
however, CON programs 'have;corvi£-v:
centrated on the criterion of needd' ;,
resultmg? in approval of almost any”f/:'
project for which need cari be dem-"I/>
onstrated. Such, an approach, said -F-
the Michigan document in describ”
ing the state’'s CON statute,:-'Vig-.-//:e
nores the fact that all needs are
relative. Resources .are scarce,.-/"
which means that no society can af-N'r..
ford to devote'resources to every”.

use that promises some positive >
benefit." m-+/. . AN

To some extent many states have”
applied the idea of relative need to
their CON vocess by reviewing ap-
plications lor similar proposed proj-
ects in hatches, evaluating them in
relation to one another, as now re-
uired by federal regulation. Al-
though suci batching results In
comparison of the relative needs of
competing proposals, it does not/-.-:;
compare those needs with the-*-
needs for other types of projects
and other ways of delivering health
care; it does not look at a proposal ¢
in the context of Its effect on sys-
temwide health care costs. .

Because resources are limited,
because there are limitations to
what society can afford, "there
must be priorities—even among
'needs'," according to tie Massa-
chusetts paper. If state.; are going
to attemPt to limit capital spending
to an affordable level, they must
evaluate the need for one proposed
capital project in relation to the
need for others, setting priorities
and making tradeoffs.

Defining Affordability

Applying the concept of afford?oili- ..
ty means developing a capital ex-
penditures budget, setting a limit
on capital spending, and determin-
ing just how much the state is will-
ing to allow for capital investment
in the health care industry in rela-
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ion to other public demands for-

capital. The decision to define that
level "is basically a value judgment
rather than a technical question,"

according to the Michigan publica-.

tion. "The correct amount is the
amount the people of the state be-
lieve balances the need for high
quality medical care with the need
to meet other socially desirable ob-
jectives.” Once established, the
level should be reviewed periodical-
ly to make sure the amount is not

too high or too low, the document.?

added. o *V.-* -

WE)i T

There are a number of different ap-v;

proaches states can take in placing
a cap on health facility capital,
penditures. For instance, after es-
tablishing the amount of the cap,
the state could rank all applications
submitted, evaluatlngi every pro-
posed project -in relation to all
others. Such a process would in-
volve comparing dissimilar projects
ahnd establishing priorities among
them. -

Another method is to determine a
statewide budget and then to* allo-
cate that cap to specific regions.
Under this system, proposals could
be considered relative to similar ap-
plications In the region, or they
could be ranked with all prro_posed
projects in the region. This ap-
proach might include a provision to
apportion over several years the
cost of a very expensive project.

A problem with a regional cap is the
design of an allocation formula that
is equitable to all in the state. A
number of characteristics of each
region would have to be weighed
against those in other areas.
Among the factors that couid be
considered are: population size;
population characteristics, espe-

cially relative age; patient admis-

sion patterns;
. -plants; and
costs.

Analysis of Effect on
Operating Costs

age of physical
relative construction

Besides setting caps on capital ex-
penditures, states can apply the af-

fordability concept by analyzing
proposed projects in terms of their
effect on operatm?

|

ample, instead of limiting the total

level of capital spending on a state-

wide or regional basis, states could
establish limits on the operating

costs. For ex-

e )

costs generated by proEosed proj-

. ects. Such an approach is being
considered in Massachusetts. Or
states could establish maximum

' operating cost increases for spe-
cific types of projects, so that proj-
ects with operating costs above the
established level would be dis-
apﬁ)roved or would be reimbursed
only to the allowable limit.

Another option is to set facility-
specific, capital limits, a method
now being tried in New Jersey. This
approach could limit the total capi-
; tal expenditures of a specific facili-
ty to a certain maximum percentage
of its operating budget.

At the very least states can In-
crease affordability analysis in the
CON review process hy focusing
more on a prodect's Impact on

" overall costs and by requiring ap-
plications to include, for example,
an assessment of less costly alter-
natives and the effect on operating
costs. -

in the following examples we look
at the approaches underway or
being considered in three states to
control health care costs by set-
ting affordable limits on capital
expenditures.

Moratorium, 5-Year Plan
for Capital Allocation
Proposed in New York

New York State’'s Blue Ribbon
Panel on Capital Affordability has
called for a one-year moratorium on
all CON applications invol.ing
capital expenditures so as to allow
mhe state to institute major revi-
sions in the CON program. The pro-
.posed changes in the CON process,
; part of a package of recommenda-
tions submitted to Governor Hugh
+ Carey in December, are aimed at ap-
plying the principles of relative

need and affordability to help con-
trol rapidly accelerating caP|taI ex-

penditures in the state. Unless the
state <akes 'action, requests by
hospitals for capital spending for
reolacement projects are expected
tc exceed Sfl billion through 1084,
the panel reported.

The committee, appointed by the
Gove nor, included representatives

of the business community, insur-

ers, invastment bankers and state
policy councils. After reviewing the
group’s report, Governor Carey will

3

NOVEMBER-DECEMBER1982

offer his own recommendations to
the new governor. -«

During the first six months of the
moratorium proposed by the panel,
acute and long-term care facilities

would prepare five-year capital -

plans and budgets to be submitted
to the HSAs and the Department of
Health (DOH). At the same time, the
state would develop a plan for
resource allocation and a five-year;

projection on the availability of 7

resources. DOH would analyze the
institutions’ and state's budgets
and then, with the aid of the HSAs,

complete a comprehensive,'state- .

wide five-year plan for, capital
resources allocation. The-'plan
would set priorities among the
capital projects expected to; be
needed over the period.  .»v

The panel also recommended that
the existing CON review criteria
—need, character, comFetence,
and financial feasibility —be
amended to include explicitly the
concepts of relative need and affor-
dability. Further, the committee
suggested additions to the content
of CON applications to increase af-
fordability analysis.

To control the frequent rise in costs
between preliminary approval and
final permission to proceed with
construction, the panel recom-
mended that once a project clears
both stages, the Rate-Setting Com-
mission would establish the reim-
bursement rate for a three-year
period. Any costs above the
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 Olorehmmary estimate bk 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 %uaranteed loan pro-
ram to help financially distressed
ospitals gain access to capital for
c.itically needed projects.

New Jersey Applyin
Facmty—Sﬁgmﬁg /1
Capital Cap

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 inter-
est rates in 1979 in the hope of
stemming caoitaS expenditures in

the 1980s. Because of the "Hill- mthus decreasing its cost. The t

Burton bulge," almost 85 percent of
hospitals in the state are expected
to seek replacement between 1984'
and 1987. But this approach—
which “shut down everything,
whether of value or not," said Gar
Reed in the Department of Health's
Health Economics Services—was
abandoned after a year and're-
placed in 1981 with a cap on the
ratio of capital reimbursement rto
total reimbursement. The limit on
capital expenditures is applied on a
hospital-by-hospital basis, rather
than statewide. The advantage of
this type of cap, Reed explained, is
that it takes into account “tha
historical use of capital and it
allows a hospital to adjust project
size in relation to the price of
capital, or interest'rate."

The cap, adjusted annually, was set
at 12.9 percent for 1982. To get that
figure, department health econo-
mists took the ratio of capital reim-
bursement to total reimbursement
for all hospitals in the state,
distributed the ratios along a scale
of low to high, and then used a point
at the 97.5 percentile of distribution
as the cap. Excluded from the cal-
culations were hospitals with
special arrangements to exceed the
previous year's cap because of
demonstrated efficiencies.

The cap is implemented through
the CON review process. The state
estimates a hospital's total reim-
bursement (including both opera-
tion and capital costs) for the first
year in which a proposed project is
expected to be in operation. If the
ratio of capital reimbursement to
total reimbursement exceeds the
cap, ihe hospital has three options.
. First, it can demonstrate that the
p oposed project will result in cost

N

efficiencies, 'nus reducing future
operating costs. Or, the hospital
can reduce- the scope of the proLecdt,.
ir
option is for 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 .Froblem with the facility-
specitic approach, Reed ¢said, is
that it makes no direct effort to con-
trol overall capita! spending in the '

state, to limit capital growth. W hat.>

is needed, he said, is a way to set a.
growth target for the industry so as
to smooth out over a ten-year period

the rebuilding sougfht as a result of e

the "Hill-Burton bulge."

Capital Limit Based on

Operating Costs
Proposed in
Massachusetts:

A proposal under consideration in
Massachusetts would incorporate
the treasure of affordability into the
CON review process hy setting a
statewide limit on the total in-
cremental costs associaled with
groposed new projects or services.
uch a constraint on capital ap-
provals would be the most effective
way to limit "aggregate cost im-
pacts on the hospital system." con-
cluded the Work Grou[_al or. Capital
and O;t))eratln Cost Limits in its
November 1982 report to the Gover-
nor's Health Caro Cost Contain-
ment Coalition. In 1981, the state
approved S217 million in hospital
capital expenditures* 26 percent
above the previous year. Pendm? re-
quests currently total S750 million,
most of which is for hospital plant
replacement.

Although the work %roup did not
suggest a specific budget figure,

TfiDVEMBER-DECEMBER 1982

the coalition is expected to recom-
mend to Governor King in its final
report, due December 20, a limit of
up io 2 percent of total operating
costs associated with capital ex-
penditures, accordmg to William
Decker, the coalition’s staff direc-
tor. A 2 percent ca.i). would mean
that about S240 million would be
available. This figure was derived

- from the estimate by Blue Cross of

MassachusettsMhat each S1.00 of
capital cost approved annually
means S.30-in new operating
costs—$.19*of- additional depre-
ciation and interest and S.11 of ad-
ditionel operating expenses. =

The advantage of linking capital
costs to total'incremental costs,
the work group said in its report, is
that "allowable capital cost in-
creases will be a function of the
rate of growth of operating costs in
the hospital system." Such an ap-
proach will also encourage hospi-
tals to contain their costs, thus pro-
moting construction of the least ex-
pensive health care Delivery modes
and contributing ;0 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 accessibility of
care Is maximized within that
economic constraint.” The pro-
posal emphasized the role of pro-
posed regional health care cost
coalitions (RHCCCs) in helping the
state to dtline local capital needs
and to allocate 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.

Alpha Center, 7316 Wisconsin Avenue, Suite 400, Bethesda. Maryland 20814. 301-656-4260. Editor: Sarah Williams.

Tnc- Alpha Ce ter lor Health Planning Is partially supported b){_the Health Resources Administration under contract HRA 232-79-003 Statements
made In this publication do not necéssarily represent the policies or viewpoints ot the United States Government.
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northern alaska health resources association, inc.

February 05, 198. "BEGEIKER j
FEB 09 1983
The Honorable Joe Josephson Josephson,

Alaska State Legislature
Pouch vV (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 liB 19. He reached agreement that a
modified CON process is preferable to reperfTl 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 1is 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 with citizen
participation in deciding what health care services and facilities are
most appropriate and affordable for a specific community or region of
the state. “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 trendhas been to appropriate increasing amounts of public
funds for construction or expansion of health care facilities in Alaska
(i.e., $31,500,000 1¥ 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-
tinil 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 expendituresin
the next ten years is $J.81 for every dolla* 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. “lhe 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
review.

6. Consider a sunset provision of four or more years to review
effectiveness of the CON process.
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In summary, there is little disagreement that there are problems
with the current 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:fli—

ce: William Sheffield
Governor

Robert London Smith, Ph.D.
Commissioner, DIISS

Alaska Health Coalition
Southeast Alaska USA

South Central Health Planning
and Development, Inc.
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South Central

Health Planning and Development, 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

REOf iVED



South Ccntval

Health Planning and Development, 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.



South Central

Health ITHamnin™ and l)cvelog>meut, Inc.
1135 West Eighth Avenue « Suite 1 « Anchorage, Alaska 99501
(907) 278-3031

OVERVIEW OF RECEIVED
SWING BED CONCEPT
SIT' 2 493

‘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 XVII1 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, lowa 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 3 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 (60-700), 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
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tate legislature

Senate
Qo+nmittee. a*t tyutaHC* N
W I’nuili V
September 12,1983 Suite Capitol
QK il Business 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 - V2pm 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).

Best Regards,

Senator Don Bennett RECEIVED

I 1983

D B/kf

i/osophson.



ANCHORAGE INFANT LEARNING PROGRAM

Alaska Treatment Center
3719 East 20th Avenue
Anchorage, AK 99504

(907) 272-0586 Ext. 42 & 43

ILR J

Dh-"wr

~ S

SEptember 16, 1983

Senator Joe Josephson
1526 F St.
Anchorage, AK 99501

Dear SEnator Josephson:

Anchorage area legislators have been valuable allies to Infant Learning
Programs throughout the state. Your assistance in funding our programs
has had a tremendous impact on our ability to serve families with disabled
children.

The Anchorage Infant Learning Program was started in 1976 to provide
expert training for parents in early intervention techniques. The home-
based nature of the program allows parents and siblings the opportunity
to improve the skills and potentials of a disabled child in a healthy
nnd normal setting.

Each year since 1976 the number of clients needing appropriate training
has increased, yet the budget lias not kept pace. This pant year the
Anchorage program lias tripled its projected case loud. More than 350
families are expected to be served in FY bn.

One of the reasons for this increase is due to significant developments
in prenatal and postnatal care. The number of premature infants surviving

in Anchorage has grown at an enormous rate. The services provided by
the Anchorage Infant Learning Program are exciting and we would like to
share that excitement with you and your staff. During the week of

October 3 -7 we hope to schedule a time for you or a key staff member
to IsTilrrc- tTfa homtf visit with a member of our staff. Wo will be In
touch next week to schedule a time if you arc interested. Again, thank
you Tfor your continued support.

Sincerely,

(i

Mary Carr
Director of Infant Learning

/bp

cc; Josef Reum, Handicapped Cervices Coordinator
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From:
Subject:

Date:

Soii 15 Central

Health Plaussiiii* a:;«i HeveSopsiiesit, Inc.
1135 West Eighth Avenue ¢ Suite 1 « Anchorage, Alaska 93501
(907) 278-3631

Persons interested in the new Swing Bed concept
~ ok-

Susan Callan, Project Review Staff

Introduction to Swing Bed Concept Paper

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 1is a review and summary of the current literature.
I hope you will find it helpful 1in your decision making.

Please don"t hesitate to call this office if we can be of further
assistance.

SMC/ab

Attachment



South Central

Health Planning and Development, Inc.
1135 West Eighth Avenue e 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
hospitalb 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 XVII1 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, lowa 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 I 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. “lhe 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 r **sing
waiver; a registered nurse must be present in the hospi, "1 at
all times.
.IT 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:

.Patientsl 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

September 15, 1983

Senator Don Bennett
315 Barnette Street, Suite 103
Fairbanks, Alaska 99707

Dear Senator Bennett:

Thank you for your letter concerning Certificate of Need hearings, as
I"ve maintained a considerable interest in the topic having closely
followed this 1issue in my three years with the HESS Committee. I hope
the materials lent to your research were valuable, and | am sorry that |1
turned the many national reports collected since 1981 over to the state
library. Both NCSL and the Health Care Financing Administration are
excellent resources on CON studies.

Because of other commitments, | will not be able to attend the hearings
in Juneau and Anchorage but I would be very interested in the directions
of the testimony 1if you put together any final data.

I have recently received a research paper, attached, on the "swing bed"
concept of Medicare and Medicaid payments and their requirements through
regulation, which include a Certificate of Need process. Swing beds
would allow rural hospitals to use beds as acute or long term care,
depending on the current need, 1increasing both occupancy rate and
revenues. Since this option has been discussed for Alaska in the past,

I thought it may be of interest to the committee.

Sincerely yours,

Nancy Deiprick
Senate HESS Committee Aide
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Senate
Committee o*t finance Touch \
September 12, 1983 amuowm!
(UTicial Business Juneau, Alaska (iSiHIl

Nancy Dietrick

c/o SENATOR JOE JOSEPHSON
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Health Care Facilities
CERTIFICATE OF NEED PROGRAM

Dear Nancy:

The health care facilities Certificate of Need Progranm
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 which have been collected from the various
legislators who have taken an active role in the State’s
Certificate of Need Program. Because of your past involve—
ment with the CON process you may" wish to continue your
efforts and may 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

IT 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

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

As required by AS 44.62.250, notice is given that, wunder authority
vested by AS 47.05.010, 47.07.050, and section 8, ch. 95, SLA 1983, the
Department of Health and Social Services adopted on this date, as
emergency regulations, new regulation.*!, amendments of regulations, and
repeals of various sections of 7 AAC 43 relating to the establishment of
an interim prospective payment system for the Medicaid and General
Relief Medical programs.

This action is not expected to require an increased appropriation.
Copies of these regulations may be obtained by writing or calling Kimberly
Busch, Medical Assistance Program Officer, Division of Public Assistance,

Pouch H-07, Juneau, Alaska 99811, (907) 465-3347.

The Department expects that permanent regulations will be adopted in the
future to establish a prospective payment system under the Medicaid Rate

Commission. However, 1if it does not appear that the Commission is ready
to adopt those regulations before the end of the 120—day limit of
effectiveness of these emergency regulations, the Department will

provide public notice of a hearing and comment period necessary to make
these emergency regulations permanent, until such time that the Commission
adopts regulations.

DATE: M 777 | f 3

Juneau, Alaska

1

1 ¢ 2
Robert London Smfth Ph.D
Commissioner
Department of Health and
Social Services




EMERGENCY REGULATIONS
Register HEALTH AND SOCIAL SERVICES 7 AAC 43.040
7 AAC 43.215

7 AAC 43.040(b) is amended to read:
(b) Repealed / 7/
7 AAC 43.090 is amended by adding new paragraphs to read:
(23) "facility"” means a hospital, SNF, I1GF, ICF/MR,

rehabilitation facility, 1inpatient psychiatric facility, home health
agency, rural health clinic, and outpatient surgical clinic;

(24) "commission" means the medicaid rate commission
authorized by AS 47.07.110- 47.07.190. (Eff. 8/18/79, Reg. 71;
am / [/ , Reg. )

Authority: AS 47.05.010

AS 47.07.050
AS 47.07.080
AS 47.07.195

7 AAC 43.170 is amended to read:

7 AAC 43.170. CONDITIONS FOR PAYMENT. (a) Requirements for
payment under medicaid as a SNF or ICF are that

(1) the facility has been certified by the division as 1in
compliance with federal certification requirements

A) SNF certified for medicaid - certificat-ion is by
the division for the federal Department of Health and Human Services,

(B) ICF - certification is by the division;

(2) a i.evel-of-care decision has been made by the division or
fiscal agent indicating that the beneficiary requires the "evel of care
that the facility is certified to provide;

(3) there be a current provider agreement on file with the
division

() Payment will be made by the division in accordance with
7 AAC 43.675 - 7 AAC 43.707. (Eff. 8/18/79, Reg. 71; anm /7 /7 ,
Reg. )

Authority: AS 47.05.010
AS 47.07.050
AS 47.07.070

7 AAC 43.215(a) 1is amended to read;

(a) Payment will be made by the division in accordance with
7 AAC 43.675 - 7 AAC 43.707. (Eff. 8/18/79, Reg. 71: am / 7/
Reg. )

Authority: AS 47.05.010
AS 47.07.050

AS 47.07.070



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.235
7 AAC 43.360

7 AAC 43.235(a) 1is amended to read:

Q) Payment by the division is payment in full for those services
authorized under medicaid. If the facility obtains from another source
any additional payment for the care provided toa beneficiary for

services that have been paid for by medicaid, it is the obligation of
the facility to refund or credit the additional payments to the
division. (Eff. 8/18/79, Reg. 71; am / / , Reg. )

Authority: AS 47.05.010
AS 47.07.070

7 AAC 43.240 is amended to read:

(a) Payment will be made by the division in accordance with
7 AAC 43.675 - 7 AAC 43.705.

(b) Rates will not be issued to out-of-state facilities. Payment
for care inout-of-statefacilities will be made under thegeneral
provisions of the rules established by the medicaid state agency 1in the
state where the facility is located. (Eff. 8/18/79, Reg. 71;
am [ ) Reg. )

Authority: AS 47.05.010
AS 47.07.070

7 AAC 43.310(3) is amended to read:

3) comply with the requirementsof 7 AAC 43.675 -
7 AAC 43.705. (Eff. 8/18/79, Reg. 71; am / / , Reg. )

Authority: AS 47.05.010
AS 47.07.070

7 AAC 43.360 is amended to read:

7 AAC 43.360. PAYMENT. (a) Payment will be made by the division
In accordance with 7 AAC 43.675 - 7 AAC 43.705.

(b) Payment will be made for the day ofadmission butnot for the
day of discharge, transfer, or death.

Authority: AS 47.05.010
AS 47.07.050
AS 47.07.070



Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.365
7 AAC 43.675
7 AAC 43.365 1is amended to read:
7 AAC 43.365. CONDITIONS FOR PAYMENT. To receive payment under
medicaid, a hospital must
(1) must be licensed under state law;
(2) comply with the requirements of 7 AAC Chapter 43;
A3) have a division-approved plan of utilization review.
(Eff. 8/18/79, Reg. 71; am | | | Reg. )
(4) have a current provider agreement on file with the
Division

7 AAC 43.400(a)

EMERGENCY REGULATIONS

AS 47.05.010
AS 47.07.050

Authority:

is amended to read:

(a) Repealed / 7/

7 AAC 43.400(b)

is amended to read:

(b) Repealed / 7/

7 AAC 43.560(2)

©)
7 AAC 43.705.

7 AAC 43.675

7 AAC  43.675. ALLOWABLE REIMBURSEMENT  COSTS. @) Until
June 30, 1983, payment to a facility will be _.governed by the
medicare cost reporting principles contained in 42 CFR 405.401 -
405.488 (which are further <clarified through the Medicare Provider
Reimbursement Manual, HIM-15 published by the Health Care Financing
Administration), medicaid cost reporting principles contained in
42 CFR 447.250 - 447.371, and 7 AAC 43.675 - 7 AAC 43.705.

()]
July 1, 1983,
95, SLA 1983.

will

is amended toread:

comply with the requirements of 7 AAC 43.675 -

(Eff. 8/18/79,Reg. 71; am | |,  Reg. )
Authority: AS 47.05.010

AS 47.07.050

is amended to read:

Payment to a facility whose fiscal year

AS 47.05.010
AS 47.07.050
AS 47.07.070

Authority:

begins on or
be governed by AS 47.07.070 and Section 2 of Chapter

after



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.680
7 AAC 43.685

7 AAC 43.660 is amended to read:

7 AAC 43.680. COST REPORTING, (a) A facility mist file an annual
cost report, as follows:

(1) A reporting period of less than one year may be allowed
for a facility entering the program after the beginning of its established
fiscal year, or for a facility terminating its participation in the medi—
caid program before the end of its fiscal year;

(2) If a facility is enrolled for participation in both medicare
medicaid, the annual reporting period under this sectionmustconformto
that required by the medicare program;

(3 A facility must submit its coat report, inc/.uding a copy of
its annual financial statement and a copy of its medicare cost report, to
the division within 90 days after the clrse of the facility"s fiscal year.
An extension of 30 days may be granted by the division upon timely appli—
cation;

“4) Upon change of ownership at a time other than the end of
a facility"s fiscal year, a facility must file a cost report within 120 days.

(b) The cost report is to be completedon forms prescribed bythe
division.(Eff. 8/18/79, Reg. 71; am / / , Reg. )
Authority: AS 47.05.010

AS 47.07.050
AS 47.07.0/0
AS 47.07.071

7 AAC 43.685 is amended to read:

7 AAC 43.685. MEDICAID AUDIT SECTION. All reports are to be
submitted to the medicaid audit section of the division. The medicaid
audit section is responsible for

(1) reviewing cost reports;

(2) making recommendations concerning the division®s annual
cost settlement with each facility; and

(3) providing information upon which the division establishes
the rate to be paid a health facility under 7 AAC 43.675 -
7 AAC 43.705. (Eff. 0/18/79, Reg. 71; am / / , Reg. )

Authority: AS 47.05.010
AS 47.07.050
AS 47.07.070
AS 47.07.071



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.690
7 AAC 43.701

7 AAC 43.690(a) 1is amended to read:

7 AAC 43.690. ANNUAL COST SETTLEMENT. (a) Cost settlement for a
facility for services before July 1, 1983, will be made when desk review
of its cost report is completed by the medicaid audit section. At the
discretion of the division, the full amount necessary to accomplish the
settlement will be paid by the division or the pacility within 30 days
of submittal of a completed cost report. (EIf. 8/18/79, Reg. 71;
am / / , Reg. )

Authority: AS 47.05.010
AS 47.07.050
AS 47.07.070

7 AAC 43.700 is amended to read:

7 AAC 43.700. AUDIT AND INSTITUTIONAL REVIEW. (a) As a condition
of participation in the medicaid program, a facility under 7 AAC 43.675 -
7 AAC 43.705 must provide reasonable access to fiscal and patient care
records for all medicaid beneficiaries.

(b) A facility must allow inspection of 1its records by authorized
representatives of state and federal agencie .vhich administer the medicaid
program.

(c) Repealed / /7
(Eff. 8/18/79, Reg. 71; am / 7/ , Reg.

Authority: AS 47.05.010
AS 47.07.050
AS 47.07.070

7 AAC 43 is amended by adding new sections to article 12 to read:

7 AAC 43.701. INTERIM PROSPECTIVE PAYMENT SYSTEM. (©)) The
provisions of 7 AAC 43.685 - 7 AAC 43.705 implement the interim
prospective payment system for facilities for state fiscal year 1984
as required by section 8, ch. 95, SLA 1983.

(b) The interim prospective payment system will apply to a facility
beginning July 1, 1983. (EFF. / [/ , Reg. )
Authority: AS 47.05.010

AS 47.07.050
Sec. 8, ch. 95, SLA 1983



EMERGENCY REGULATIONS
Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.702
7 AAC 43.703

7 AAC 43.702. INTERIM PROSPECTIVE PAYMENT RATE, (a) The division
will set an interim prospective payment vratefor a facility participating
in the interim prospective payment system.

(b) For a facility with a fiscal year ending June 30th that receives
payment on a per-diem basis, the facility"s rate in use on June 30, 1983
will become the rate which, when increased by an annual inflation factor
of 8 percent, will be the interim rate until the Commission establishes
a rate or the rate is adjusted pursuant to 7AAC 43,703.

(c) For a facility with a fiscal year ending June 30th that
receives payment on a percentage-of-charges basis, the division will
continue to use the percent in use as of June 30, 1983 until revised
by the Commission or by the Division pursuant to 7 AAC 43.703.

(d) For a facility with a fiscal year that ends after July 1, 1983,
payment will be made to the facility at the present per diem or percent-
of-charaes rate until revised by the Commission or by the Division pursuant
to 7 AAC 43.703.

7 AAC 43.703. ADJUSTMENT OF INTERIM PROSPECTIVE PAYMENT RATE.
(a) The division may adjust an interim prospective payment rate
upon the request of a facility if

(1) the facility is sold;

(2) an extraordinary circumstance occurs such as damage from
fire, natural disaster, or breakdown of major equipment necessitating
repair or replacement;

(3) the facility will experience a substantial change in costs
that reasonably will not be met by the previously established rate.

(4) a significant mathematical, mechanical, or clerical error
exists in financial data submitted by the facility.

(b) The division will review the documented requests and consult
with the representative of the facility and approve, deny, or propose
modifications to the adjustment within 30 days after receipt of all in—
formation required. Adjustments shall be effective July 1, 1983 and
retroactive payment will be made as soon as possible. (Eff. / 7/

Reg. )-



EMERGENCY REGULATIONS

Register , HEALTH AND SOCIAL SERVICES 7 AAC 43.703
7 AAC 43.805
(c) Interim prospective rates established pursuant to 7 AAC 42.702

or this section shall be subject to review and further revision by the
Medicaid Rate Commission, when it is formed, if a facility applies for
a revision.

Authority: AS 47.05.010
AS 47.07.050
Sec. 8, ch. 95, SLA 1983

7 AAC 43.704. DEFINITIONS. In 7 AAC 43.675 - 7 AAC 43.707

(1) "interim prospective payment rate"” means the payment rate
established by the division to implement the interim prospective payment
system;

(2) "percentage of charges” means a payment that is a percent
of the usual and customary charges of a facility for services provided
to the general public;

(3) "per-diem rate"” means the rate approveded by the Division
for eacli day of services provided by the facility.
(Eff. / / , Reg. )
Authority: AS 47.05.010

AS 47.07.050
Sec. 8, ch. 95, SLA 1983

7 AAC 43.705. APPEAL. A facility that disagrees with the
interim prospective payment rate established wunder 7 AAC 43.675 -
7 AAC 43.705 may appeal the vrate determination under 7 AAC 43.085.
(Eff. / / , Reg. )

Authority: AS 47.05.010
AS 47.07.050
Sec. 8, ch. 95, SLA 1983

7 AAC 43.805 is amended by adding a new subsection to read:

(d) Payment will be made by the division 1in accordance with
7 AAC 43.675 - 7 AAC 43.705. (Eff. 8/18/79, Reg. 71; am /7 ,
Reg. )
Authority: AS 47.05.010

AS 47.07.050



EMERGENCY REGULATIONS
Register HEALTH AND SOCIAL SERVICES 7 AAC 43.810
7 AAC 43.890

7 AAC 43.810. BILLING RATE. Repealed / 7/
7 AAC 43.850(3) 1is amended to read:

3) comply with the requirements of 7 AAC 43.675 -
7 AAC 43.705. (Eff. 8/18/79, Reg. 71; am / / ., Reg. )

Authority: AS 47.05.010
AS 47.07.050

7 AAC 43.880 is amended to read:

7 AAC 43.880. CONDITIONS FOR PAYMENT. For payment under medicaid,
an outpatient surgical clinic must:

(¢H) have a system to transfer patients vrequiring emergency
admittance or overnight care to a fully-licensed, medicaid enrolled
facility following any surgical procedure performed at the outpatient
surgical clinic;

(2) comply with the requirements of 7 AAC 43.675 -
7 AAC 43.705;

(3) have a division-approved plan of utilization review.
(Eff. 8/18/79, Reg. 71; am / / , Reg. )

(4)have a current provider agreement on file with the
Division.

Authority: AS 47.05.010
AS 47.07.050

7 AAC 43.885 1is amended to read:

TAAC 43.885. PAYMENT. Payment for services rendered by un
outpatient surgical clinic to beneficiaries will be paid in accordance
with 7 AAC 43.675 - 7 AAC 43.705. This payment fee covers all

operative functions attendant to medically-necessary®surgery performed
at the center by a private physician or dentist, including admitting and

laboratory tests, patient history and examination, operating room
staffing and attendants, recovery room care, and discharge. It includes
all supplies related to the surgical care of the beneficiary while 1in
the center. The payment excludes the physician, radiologist, or
anesthesiologist fee. (Eff. 8/18/79, Reg. 71; am | | ,  Reg. )
Authority: AS 47.05.010

AS 47.07.050
7 AAC 43.890 1is amended to read:

7 AAC 43.890. BILLING RATE. Repealed / 7/
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Alaska Health Coalition

52f 5th Avenue., Suite 8
Fairbanks, Alaska 99701
(907) 456-2553

February 11, 1983

TO: Members of the Alaska Legislature

Proposed legislation (HB 19 and SB 85) would repeal Alaska Statute
18.07,031-18.07.111, better known as the Alaska Certificate of Need
(OON) law'. These bills reflect the position of the Alaska Hospital
Association, whose member institutions are subject to the provisions of
the CON process. The attached paper, developed by the Alaska Health
Coalition, was written to provide legislators and the public with a
series of alternatives to consider during discussion of these important
bills. The paper summarizes the provisions of the CON law, discusses
several of the problems which have been identified with the current
process, and reviews the effectiveness of the CON program, both nation-
ally and within Alaska. In addition, a list of recommendations is
provided for consideration in revising the current CON 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. Tne primary purposes of the
Coalition are to review the need for health planning, development, and
promotion activities and to develop goals, describe functions, and
recommend structures to achieve optimal health for the citizens of the
state. Therefore, we believe that the subject of public review of
capital expenditures as currently provided for in the Certificate of
Need law is an important issue which deserves a reasonable, objective
discussion. We present this paper for the purpose of initiating this
discussion.

For additional information, please contact any of the following
organizations: Northern Alaska Health Resources Association, Fairbanks
(456-2553); South Central Health Planning and Development, Anchorage

(278-3631); or, Southeast Alaska Health Systems Agency, Ketchikan
(225-9681).

Best regards,

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

CMKisem

Enclosure

Coalition Members

J. B. Carnahan, Fairbanks; Joseph Ciadouhos, Juneau;
U 1 - n___(:_@_r_lg_sMI&al;gnq)?d(_: , Dr. P%—J.., Fa_irbarllhs;lﬁieve Lesko, Anchorage;

Vil -
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EXECUTIVE SUMMARY

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

Evidence is presented that the CON program has had an effect on
limiting the amount of 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 1841 of the original
investment in ten years.

Evidence gathered on Alaska's experience with the Certificate of
Need program indicated that it has been effective in deterring and/or
guiding capital investment within the health-carc industry and has
stimulated improved planning within the health-care institutions them-
selves. Examples ore presented which illustrato how the process created
this impact.

Several issues are discussed relating to recognized concerns within
the current CON process, These issues include: 1) costs attendant to
developing a CON application; 2) delays in the review process; 3) loss
of community control; 4) marketplace economics; and, 5} the dollar-
threshold limits which require a CON.

The conclusion drawn from this review was that, although there are
problems with the current CON process, revision of the law is preferable
to outright repeal. Recommendations for revision of the law arc pro-
vided and include:

1. Raising threshold levels.

2. Exempting non-clinical capital expenditures.

3. Expediting reviews of equipment replacement.

4. Specifying time limits on review's.

5. Providing legislators with information on the outcome of
reviews in their districts.

6. Providing for a sunset review of the process.



CERTIFICATE OF NEED PROGRAM

FIRPQSE

The most controversial aspect of the health planning effort, in
Alaska and nationwide, has been the Certificate of Need (OON) program,
Borrowed from public utility regulations, the earliest CON program was
enacted by New York in 1964. Twenty-six other states instituted CON
programs in the next ten years, and, with the passage of Public Law
93-641, CON was mandated for all states. .Alaska's Certificate of Need
statute (18.07.031-.111) was enacted by the State Legislature in 1976
and amended in 1981.

As originally designed, the CON program was implemented to curb
rapidly escalating costs of health care by stemming uncontrolled capital
investments in new health-care facilities, services, and high-technology
equipment. To accomplish this goal, the CON program had several primary
objectives: 1) to prevent unnecessary duplication of services and
facilities; 2) to reduce the number of available hospital beds or at
least not allow the growth of hospital bods to exceed guidelines estab-
lished in the State Health Plan; 3) to promote an equitable and e ffi-
cient allocation of resources; and 4) to determine if less costly
alternatives to expensive capital expenditures were available to accom-
plish the same purpose.

WHO MUST APPLY

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

1. Capital expenditures in excess of $150,000 toward building,
improving, or purchasing a health care facility, including
lease or purdiase of equipment, costs of any study surveys,
designs, and site acquisitions and preparations.

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

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

A project meeting or exceeding these thresholds is required to

obtain a Certificate of Need from the State of Alaska prior to imple-
mentation.



THE PROCESS

An applicant enters the CON review process by submitting a "Letter
of Intent" to the Department of Health and Social Services (EHSS) and to
the appropriate health systems agency describing briefly the scope of
the proposed activity, |If the DHSS determines that the project is
subject to CON review, the applicant develops a formal application and
submits it to the State agency and the regional health systems agency.
In most cases, a pre-application conference is scheduled with the
applicant to minimize any potential misunderstandings and to achieve an
agreement on what would represent a successful application. Once the
State agency certifies that the application is "complete" — that it
contains sufficient information necessary to conduct an objective review
-- the agency has 90 days to review the application and to submit an
analysis to the Commissioner of DHSS for final action. Within the
90-day review period, the regional health planning agency has 60 days to
review and seek public comments on the appropriateness of the proposed
application. The HSA submits its findings and recommendations to the
Conunissiu™'r.  Once the Commissioner has considered the information that
has been submitted, he decides whether or not to issue a Certificate of
Need to the applicant, The Commissioner notifies the applicant in
writing of the decision, Copies of the decision are sent to the Health
Systems Agency and are published in regional newspapers.

EFFECTIVENESS
Nationwide

Nationally, credible information is just beginning to emerge
regarding the effect of capital expenditures review, Although this
topic has been of interest for many years, much of the early literature
is of little value because of a basic lack of understonding”about the
process and outcome of capital expenditure review programs, Two
recently completed studies in the State of Massachusetts have reported
CON impacts. = The first analyzed hospital capital investment among
short-term general voluntary hospitals between 1967-1976, The results
were that, by 1976 and beyond, CON review reduced all dimensions of
project scale and cost by as much as two-thirds of that originally
proposed. The second study found that the formal and informal actions
of the CON agency from 1972-1976 resulted in small, but statistically
significant, reductions in the rate of hospital investment.

Two studies conducted in 1982 by Arthur D. Little, Inc., shed
additional light on the potential impact of capital expenditures re-
view/1 The first study analyzed the effect of capital expenditures
review decisions in five states: Colorado, Florida, Maryland, Massa-
chusetts, and Oregon (chosen for their geographical and regulatory
differences). Based on their analysis, CON programs appeared to be
effective in limiting the amount of capital expenditures undertaken.
Furthermore, they discovered that, for every dollar of capital invest-
ment, there was a definite increase in operating costs. They projected
that, over a ten-year period, a dollar of capital investment generates
additional operating costs with a present value of $1.84 (exclusive of



depreciation and debt service)., They concluded fron these results that
OON programs have the potential to play an important role in curbing
hospital cost inflation.

A second report by Arthur D. Little, Inc., involved an analysis of
information from a six-state study. For the states of Virginia, South
Carolina, Washington, New Jersey, lowa and Colorado, Arthur D. Little
undertook a review of Certificate of Need programs for the twelve-month
period beginning July 1, 1979 to June 30, 1980. Three significant
findings were reported: 1) certain capital costs were not incurred as a
result of the CON review program; 2) the objectives contained in indi-
vidual state plans and health systems plans tended to deter capital
expenditure projects; and, 3) pre-application conferences -- health
planners and providers working together to avoid project denial -- were
effective means of reducing the "administrative costs” of the review
process as well as excessive capital expenditures.

Alaska

Currently (February 1S83) there are five projects under review by
the Department of Health and Social Services tnat total $106,000,000.
Two additional applications are anticipated, totalling $20,320,000.
These seven applications ($126.8 million) provide an interesting con-
trast with the more than 30 projects which were approved for $149,000,000
in the previous five years (1977-1982).

Two projects with a combined total of $12,400,000 have been denied

during the past five years. In addition, several other Letters of
Intent have been received by the Department for which applications were
never received. It is impossible to estimate how many applications or

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

The Alaska CON Program has been effective in accomplishing three
things. First, it seems reasonable to expect that CON has deterred
misdirected projects that could not withstand the test of public scru-
tiny. It has, therefore, acted to uphold existing plan standards.
Secondly, it has guided institutional actions into areas wliich are
compatible with the goals and objectives of the State as reflected in
State and regional health plans. Thirdly, the presence of the CON
program has promoted better planning on the part of the health care
institutions throughout the State.

Deterrent Effects

Although the deterrent effect of Certificate of Need is admittedly
difficult to demonstrate, there is evidence from the number of "Letters
of Intent"” which never resulted in an application that CON is a deter-
rent. A specific example of this phenomenon was observed during a
recent effort by four different applicants to provide inpatient alco-
holism treatment sendees in and around Anchorage. The Department of



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

Improved Institutional Planning

Situations in which the COX process provides expert guidance and
stimulates better institutional planning do not always result in smaller,
less-expensive projects, For example. Valley Hospital in Palmer sub-
mitted an application to complete a minimal and temporary renovation of
their 30-year old facility at a cost of $2,000,000. Part of the reno-
vation included additional insulation to prevent heat loss through the
roof. At the suggestion of the Department, a structural engineer was
asked to study the ability of the rocf to withstand the increased load
of snow which would not be melted because of the insulation. The
Department also requested a life-cycle cost analysis which would deter-
mine the cost of a temporary renovation as opposed to costs of major
renovation. Tne results of these inquiries demonstrated that the roof
was not designed to withstand the extra load of snow and that, when
total operating expenses and capital costs were considered for a 25-year
period, it would be less expensive to forgo the minimal renovation and
proceed with a major renovation, The result of this review was an
approval for a major renovation project -- at a long-term cost savings.

Petersburg General Hospital filed a letter of intent for $3,400,000
to renovate an existing acute care facility. Following an architectural
assessment of the facility and a life-cycle cost analysis requested by
the State, it was determined that the cost of new construction would be
preferable to renovation, Subsequently, a CON was approved for
$7,150,000. Obviously, the CON process is not punitive, but rather

seeks to use health care resources to gain the maximum benefit for the
community,

Hospitals in Homer and Fairbanks submitted proposals for review
which contained ’'shelled-in" space for which no use was intended for the
immediate future. In Homer, the Department requested further assessment
of the situation to identify a solution to future use of the shelled-in
space. As a result the plans were redrawn for the renovation and
expansion and included the proposed use of the shelled-in space.

Better Conforr,iance with Identified Community Needs

In Fairbanks, the CON process stimulated a community discussion of
the need for inpatient psychiatric services and a concern for approving
the construction of two shelled-in floors that did not have an identi-
fied use. Because of discussions at the local level during the review
by the health systems agency, the hospital agreed to specify the in-
tended use of the shelled-in space and, furthermore, to enter into a
planning process with the community during the following year to deter-
mine the most appropriate configuration for the proposed services,



Although it is difficult to place a dollar figure on the impact of
the Certificate of Need program over the past six years, it appears that
Alaska's program has effectively deterred and guided capital investment
witmn the healtn care industry and has stimulated improved planning
within the institutions themselves"! Because of the CON program, Alaskans
have saved millions of"dollars in operating costs which would have
resulted from unneeded expansion of facilities and sendees. Moreover,
the State Legislature and the Administration should feel some measure of
assurance that, because of the COX process, the millions of dollars in
public funds that have flowed from the State to health care facilities
for construction and operation are being used for projects which meet an
identified need, do not duplicate existing services, and are financially
feasible.



PROBLEMS Wil'd THE CON PROCESS AND RECOMMENDATIONS FOR IMPROVEMENT

INTRODUCTION

Proponents and opponents of the Certificate of Need program ag: ee
that the current CON process requires substantial changes. Opponents
cite several reasons for their decision to push for repeal of the
current law. Among the reasons are: 1) significant costs are involved
in developing a CON application and proceeding through the review; 2)
delays in implementation are caused by an extended review period; 3) the
CON process removes community control; 4) market-place economics should
control capital investment; and 5) threshold limits which trigger a CON
review are too low.

COSTS

No one denies that there are costs attendant to developing a CON
application. The majority of those costs, which have been estimated to
run as high as $40,000 for the more complex projects, can be attributed
to personnel costs. Most of these costs would continue in the absence
of CON if a facility did a credible job of planning for future services.
In order to gain public support, justify the financial feasibility of o
construction project, and obtain adequate architectural designs, plan-
ning still must occur. The costs of institutional planning will not
disappear in the absence of CON.

DELAYS

Extended review schedules have in some cases resulted in delays in
construction start-up time which have been not only fnistrating but also
costly. It seems reasonable that the cause for these delays con be
identified and cori‘ected by revising the regulations regarding CON
review. For example, provisions could be made to expodite review of
capital equipment replacement and to set a time limit for a decision by
the Commissioner subsequent to a recommendation by o regional health
planning agency. Also, by raising the threshold limits which require a
CON, there will be approximately 2s\ fewer reviews to do. This should
improve the efficiency of the review process.

COMMUNITY CONTROL

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



serve on local hospital advisor)' boards are chosen for their expertise
and dedication in local issues; often, however, a project will have
regional or statewide implications that cannot be properly addressed at
the local level. The CON process, at the very least, offers local,
regional and statewide perspectives on the need and appropriateness of a
proposed project, Instead of removing community control, the CON
process bestows some control on the community at large,

In addition, a trend is evident that an increasing amount of public
funds are being appropriated by the legislature for construction and
renovation. It seems reasonable that in a time of decreasing state
revenues, citizens should have an opportunity to influence the distribu-
tion of these funds so that they meet state and regional needs instead

of local demand. The CON process ensures public participation in these
decisions.

MARKETPLACE ECONOMICS: COMPETITION vs. "REGULATIONT

In recent years, there has been a popular theory that the problems
in U.S. health services can be blamed on excessive government interven-

tion and regulations. It has been argued that high costs and related
problems could be solved by a "return to the free market and competi-
tion." Two recent articles argue to the contrary. '’

Roemer and Roemer, well-known health-economics experts, examined
the past and present operations of free trade and competition in the
health care system and found that not one of at least five conditions
necessary for competition existed. In addition, they found that the
free market created a geographic maldistribution of health manpower,
causing serious problems for rural populations. Furthermore, they
discussed the paradoxical problem which has been demonstrated for every
component of the health care industry of "supply creating demand" rather
than the reverse, which is true in an effectively operating market.
Supply creates demand in the health care industry fundamentally because
the seller (doctor) rather than the buyer (patient) makes most of the
decisions on what health services are to be obtained,

0
Needlemcn, another health economist, expressed a similar c¢r*nion.

An effective market is one in which there is compe-
tition on the basis of both price and quality, and
in which those who sell services are limited in
their ability to influence the volume of services
they sell and are constrained in the prices they set
by competitive pressures. By this definition, an
effective market for health care services does not
exist m most'coaununitiesl Competition exists but
it is rarely price competition; indeed the nature of
current competition based on scope of services,
amenities, and convenience is to encourage price
increasing beliavior. (Emphasis added).



Arthur D. Little, Inc., summarized the policy implication of the
debate surrounding competition and regulation. Tney reported that, in
the absence of Certificate of Need regulations, hospitals will compete
more vigorously by offering improved facilities to recruit physicians
and patients. The resulting "building boom" will drive up operating
expenditures over the next ten years by $1.84 for every dollar invested,
exclusive of depreciation and debt sendee.

THRESHOLD LIMITS

Alaska regulations specify that a CON is required for any capital
expenditure in excess of $150,000. There is general agreement that this
threshold is far too low. Federal regulations have already changed to
accomodate a significant increase in CON thresholds. The threshold
levels which trigger a CON review should be increased from $150,000 to
at least $600,000 for capital expenditures; $400,000 for major medical
equipment; and $250,000 for operating expenses associated with new
services.



CONCLUSIONS

Recent evidence nationally and available information from the
Certificate of Neel>rogram 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 1in 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 XVIIlI and XIX, be subject to review
to ensure consistency with state health plans.) Repeal of the CON law
would leave the State entirely without a capital expenditure review
process for health care facilities; therefore, the State would have to
rely principally on either the competitive market or incentives estab—
lished under some kind of a prospective reimbursement system to control
costs 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.O

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
sendees,

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.

Expedite review of capital equipment replacement,

Specify a time limit for a decision by the Commissioner sub—
sequent to a recommendation by the regional health planning

agency.

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

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

Health Planning and Development, 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.

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

Sincerely,

I"LILVIV.1. ws 1UJ.2UI
Executive Director

MMW/ab

BESEIHEB

FEB 18 1983

*Josephson,



Alaska Health Lo"a lition

529 Sili Avenue, Suite 8
Inirbanks, Alaska *»
(90v)

February 31, 1983

TO: Members of the Alaska Legislature

Proposed legislation (U 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, hotlt nation—
ally and within Alaska. In addition, a list of recommendations 1is
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

Coalition 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,
lill 19 and SB S3, which provide for repeal of the CON law. “ihc purpose
of this paper is to review the data available on the effectiveness of
the CON process, both nationally and within the State of Alaska, and to
present alternatives for consideration by the Legislature regarding
public review of capital expenditures for health care facilities.

Evidence is presented that the CON prognun 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 1S of Ilie original
investment in ten years.

Evidence ga*hered 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; -0) marketplace economic:.; and, b 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 I0oi revision id the law are pro
vided and include:

Raising, threshold levels.

Exempt ing non cl inica.l capital expenditures.

Expediting reviews of equipment replacement.

Specifying, time [limits on reviews,

Providing legis.l.ators with informal ion on the outcome of
reviews in their distriers.

Providing for a sunset review of the process.

G N e
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CHKTH"ICATI* 01: N1:1:D PROGHAM

purpose

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 1lie 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—
plisli 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 10
percent, whichever is the lesser, which increases or decreases
the number of beds or redistributes beds among, different
categories of service.

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

A project meeting, or exceeding these threshold:; 1is required to

obtain a Certificate of Need from the State of Alaska prior to imple—
mentation.



