
L i r / b i o L i r t i u A o — cxTFipr nr xr r E— m 3 r ^ 5 --------------- 1 y o j -  i

2 3 2 5  SHESS SB 85



serve on local hospital advisory boards are chosen for their expertise 
and dedication in local issues; often, however, a project will have 
regional or statewide implications tliat 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 seeins reasonable that in a time of decreasing state 
revenues, citizens should have an opportunity to influence the distribu­
tion of these funds so that they meet state and regional needs instead 
of local demand. The CON process ensures public participation in these 
decisions.

MARKETPLACE ECONOMICS: COMPETITION vs. "REGULATION'

In recent years, there has been a popular theory that the problems 
in U.S. health services can be blamed on excessive government interven­
tion and regulations. It has been argued tliat 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 yot 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 maikct. 
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 arc to be obtained.

O
Nccdlemcn, another health economist, expressed a similar opinion.

An effective market is one in which there is compe­
tition on the basis of both price and quality, and 
in which those who sell services arc limited in 
their ability t:o influence the volume of services 
they sell and arc constrained in the prices they set 
by competitive pressures. By this definition, an 
effective market for health care services docs not 
exist mi most communities. Competition exists but 
It is rarely price competition; indeed the nature of 
current competition based on scope of services, 
amenitie::, and convenience is to encourage pricc 
increasing, behavior. (Empjiasis added).
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Arthur D. Little, Inc., summarized the policy implication of the 
debate surrounding competition and regulation. They reported that, in 
the absence of Certificate of Need regulations, hospitals will compete 
more vigorously by offering improved facilities to recruit physicians 
and patients. The resulting "building boom" will drive up operating 
expenditures over the next ten years by $1.84 for every dollar invested, 
exclusive of depreciation and debt service.

111RESH0L1) LIMITS

Alaska regulations specify that a CON is required for any capital 
expenditure in'excess of $150,000. There is general agreement tliat this 
threshold is far too low. Federal regulations have already changed to 
accomodate a significant increase in CON thresholds. Ihe tliresholl. 
levels which trigger a CON review should be increased from $150,00) "o 
at least $6UO,000 for capital expenditures; $400,000 for major medical 
equipment; and $250,000 for operating expenses associated with new 
services.
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CONCLUSIONS

Recent evidence nationally and available information from the 
Certificate of Need Program in Alaska Indicate tliat the program lias been 
effective in deterring unjustified projects, guiding capital investment 
projects, and stimulating improved institutional planning. Together 
these effects have served to meet the health care needs of the public, 
prevent duplication of costly services, and restrain the increasing 
costs of health care. Acute problems with the CON process are correc­
table by amending the law.

Options available to the Legislature can be placed into three 
categories: 1) keep the law as it is and maintain the status quo; 2)
repeal the law in its entirety; or, 3) revise the law to correct recog­
nized problems.

MAINTAIN CURRP.NT CON PROCESS

The State would continue to operate the program in its current 
form. This option assumes the CON process is working efficiently and 
requires only minor changes.

Because of recognized problems, this option appears to have little 
merit. Threshold levels are too low, most non-clinical expenditure 
reviews are a nuisance for applicants and reviewers, and delays in the 
review process are unacceptable.

RI1PRAI. 11 IE CON LAW

This option assumes tliat the Certificate of Need process lias been 
entirely ineffective and that marketplace incentives will arise to 
control capital investments and health care costs.

It also assumes that public review of health care capital expendi­
tures are unimportant and that health care consumers should not have a 
voice in determining the appropriateness of services in their community.

A competitive pricing market does not exist within the health care 
services industry of any community in Alaska. In addition, the State of 
Alaska did not renew its Section 1.122 agreement with the federal govern­
ment in 1981 because the Certificate of Need law was in place. (Sec­
tion 1122 of PL 92-G03 required that health care facilities, which 
received federal monies under Titles XVIII and XIX, be subject to review 
to ensure consistency with state health plans.) Repeal of the CON law 
would leave the State entirely without a capital expenditure review 
process for health care facilities; therefore, the State would have to 
rely principally on either the competitive market or incentives estab­
lished under some kind of a prospective reimbursement system to control 
costs and allocate resources. (Hospitals are currently reimbursed by 
the federal government under Medicare and Medicaid on a retrospective 
basis; that is, after the costs have already occurred. Under this
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reimbursement mechanism, there is no real incentive for containing 
costs. Prospective reimbursement, on the other hand, would require that 
hospitals negotiate the rate or cost of a service a year in advance.
The government and other third-party insurers would reimburse the 
hospital only at the negotiated rate; therefore, costs exceeding the 
rate would be b o m e  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. 
These costs are passed directly on to the buyers (patients and tax­
payers) .

Prospective reimbursement, on the ocher liand, comes in various 
forms and generally lias been found to be more difficult to enact and 
implement than Certificate of Need. Generally speaking, prospective 
reimbursement is likely to be successful only where there has been 
political support for Certi icate of Need.

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 IHE CON PROCESS

This option assumes tliat the CON program lias been effective and can 
be modified to make it more efficient. 'Ihe scope of the CON program 
could be scaled back by raising threshold levels and exempting certain 
non-clinical capital expenditures. Under this option, the CON program 
could be reduced further if a market capable of insuring an appropriate 
allocation of services emerged or to complement a prospective reimburse­
ment system.
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RECOMMENDATIONS

The Alaska Health Coalition recommends that negotiations take place 
among members of the Alaska State Hospital Association, the Legislature, 
and the Administration to work out revised CON regulations.

Tiie Coalition further recommends that the following revisions be 
considered as a starting point for the negotiations.

1. Increase the threshold level which triggers a CON review from 
$150,000 to at least:

a. $600,000 for capital expenditures

b. $400,000 for major medical equipment

c. $250,000 for operating expenses associated with new
services.

2. Exempt all non-clinical capital expenditures. The bill should 
indicate that non-clinical services which are not subject to 
review include, but are not limited to: parking, telephone
systems, day care, 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. Tliis exemption would
apply only if one of these non-clinical projects was the main
purpose of the application. For example, a project proposing a 
new facility could still include review and consideration of 
the non-clinical activity if it were part of a larger project.

3. Expedite review of capital equipment replacement.

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

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

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

NATIONAL HEALTH PLANNING AND DEVELOPMENT ACT 1974

INUObUCTION

Public Law 93-641, (National Health Planning and Resource Develop­
ment Act), passed by the U.S. Congress in 1974, established a national 
heal :h 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 tire current 
planning, development, and operation of the nation's health care system. 
To <ddress these concerns, the Act authorised the designation and 
funt.'iing of state and regional health planning agencies and set forth 
several functions these agencies had to perform in order to further the 
"achievement of equal access to quality health care at a reasonable 
cos;:."

HEALTH SYS'ITMS AGENCIES

Health Systems Agencies (USAs) were designated as local or regional 
bodies with the responsibility for preparing and implementing plans 
designed to improve the health of tiie 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.

ILSAs 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 Pederal (PiIS) 
and State (DHSS) sources. In Alaska, the Governor designated three 
health service areas which were each to he served by an USA. Alaska's 
three USAs arc: Northern Alaska Health Resources Association, Inc-
(Pairbanks), serving northern Alaska; South Central Health Planning and 
Development, Inc. (Anchorage), serving south central Alaska, including 
the Aleutian chain; and Southeast Alaska Health Systems Agency 
(Ketchikan), serving Alaska's panhandle.
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STATE HEALTH PLANNING AND 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. 'Ihe SHPDA also supports the function 
of the Statewide Health Coordinating Council and is responsible for 
administration of the Certificate of Need program. In Alaska, the SHPDA 
resides within the Department of Health and Social Services. It cur­
rently occupies division-level status.

STATEWIDE HEALTH COORDINATING COUNCIL

The Alaska Statewide Health Coordinating Council (SHCC) is the 
third entity involved in the State health planning network. Ihe 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. 'Ihe State Health Plan 
forms the basis upon which Certificate of Need applications are re­
viewed. Both the SHPDA and SIICC are supported with a mix of Federal and 
State funds.
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M ar ch  16, 1983

The H o n o ra bl e  Joe J os ephson
Sen at or
Pouch V
Juneau, A laska 99811 

De ar  Sena to r Josephson:

I have reviewed the atta ch e d C o m m i t t e e  S ub st it u te 
for SB85. 1 have r eviewed the co nt en t s with the Executive
C o m m i t t e e  of the A laska State Hospital A ss oc i a t i o n  ar a 
inform you of our support for this C o m m i t t e e  Substitute . 
This omnibus legislation addresses C e r t i f i c a t e  of Need, 
p r o s p e c t i v e  payment for M e d i c a i d  and G R M , and revenue 
s h a r i n g  in a m an ne r  accep ta bl e to us on the whole.

While this bill does not repeal C e r t i f i c a t e  of Need, 
we are confident that the e x p e r i e n c e  gained over the 
next 7 years will p r o v e  the point we have been m a k i n g  as 
cO its uselessness. The p r o s p e c t i v e  payment portion 
emb od ie s an independent commission approach, basic 
p r i n c i p l e s  of re im bursement, and a fair appeals mechanism. 
The s us pe n si on  ol Capit al  Reven ue  S h a r i n g  for 7 yea-s 
is c onsistent w i t h  our commi tt me nt  that CON and Capital 
R e v en ue  Shar in g s ho ul d be dealt with on the same basis. 
C a p p i n g  o p e r a t i o n a l  revenue s h a r i n g  at $ 250,000 per 
facility is in our judgement a p p r o p r i a t e  in the context 
of this bill.

I w o u l d  like to e xtend to you my per so na l as well as 
the A s s o c i a t i o n ' s  ap pr e c i a t i o n  for your w i l l i n g n e s s  to work 
through the difficult issues w i t h  us. It has been both an 
i nte ns e and s u c c e s s f u l  process leadin. to b et te r  u n d e r­
stan din gs  between the l eg i sl at ur e and .he industry I 
represent. While tiie ne go t i a t i o n s  were e x h i l i r a t i n g  I 
must confess my p l e a s u r e  that they are concluded. We 
can now get about e x p l a i n i n g  this packa ge  to the Senate 
and House.

D L D : h b

c c : A ss oc i a t i o n  M e m b e r s h i p
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RECOMMENDATIONS
The Alaska Health Coalition recommends that negotiations take place 

among members of the Alaska State Hospital Association, the Legislature, 
and the Administration to work out revised CON* regulations.

The Coalition further recommends tliat the following revisions be 
considered as a starting point for the negotiations.

1. Increase the threshold level whicii triggers o CON review from 
$150,000 to at least:

a. $600,000 for capital expenditures

b. $400,000 for major medical equipment

c. $250,000 for operating expenses associated with new
services.

2. Exempt all non-clinical capital expenditures. The bill should 
indicatv 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 pa^t of a larger project.

3. Expedite review of capital equipment replacement.

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

5. Provide tliat each legislator d o informed of all projects in 
his/her district, especially regarding the. outcome of the 
review.

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

NATIONAL HEALTH PLANNING AND DEVELOPMENT ACT OF 1974

INTRODUCTION

Public Law 93-641, (National Health Planning and Resource Develop­
ment Act), passed by °->e U.S. Congress in 1974, established a national 
health planning program which was implemented in each state and several 
American territories. Ihe intent of Congress was to integrate pre­
viously sponsored programs (Hill-Burton. Regional Medical Program, 
Comprehensive Health Planning), retain the best features of each, and 
address major national, state, and local concerns about the current 
planning, development, and operation of the nation's health care system, 
To address these concerns, the Act authorized the designation and 
funding of state and regional health planning agencies and set forth 
several functions these agencies had to perform in order to further the 
"achievement of equal access to quality health carc at a reasonable 
cost."

HEALTH SYSTEMS AGENCIES

Health Systems Agencies (HSAs) were designated as local or regional 
bodies with tho responsibility for preparing and implementing plans 
designed to improve tho health of tiie residents oT its health service 
area; to increase the acceptability, accessibility, continuity and 
quality of health services of tho 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 
region,9 ̂ problems and to develop strategies ond 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) 
find State (DHSS) sources. In Alaska, the Governor designated three 
health service areas which were each to bo served by an USA. 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 d m  in; and Southeast Alaska Health Systems Agency 
(Ketchikan), serving Alaska's panhandle.
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STATE HEALTH PLANNING AND DEVELOPMENT AGENCYThe Governor d esig n a te d  a S ta te  H ealth  P lanning and Development Agency (SHPDA) as a u n it  o f  S ta te  government. Tiie SHPDA has the respon­s i b i l i t y  to  conduct th e  h e a lth  planning a c t i v i t i e s  o f  the S t a t e , in ­c lu d in g  p re p a ra tio n  and implementation o f  the S t a te  H e a lth  P la n , and to provide co o rd in a tio n  o f  th e HSAs. The SHPDA a ls o  supp orts the fu n ctio n  o f  the Statew ide H ea lth  C oord in atin g C ou n cil and is  re sp o n sib le  for a d m in istra tio n  o f  the C e r t i f ic a t e  o f Need program, Tn A la s k a , the SHPDA. re s id e s  w ith in  th e Department o f  H ealth and S o c ia l  Sei“v ic e s . I t  cu r­r e n t ly  o ccu p ies d iv is io n - le v e l  s ta tu s .
STATEWIDE HEALTH COORDINATING COUNCILTne A la sk a  Statew id e H ealth  Coordinating C o u n cil (SHCC) i s  the th ir d  e n t it y  in vo lved  in  the S ta te  h e a lth  p lan n in g netw ork. The SHCC is  a group o f  c i t i z e n s  appointed by the Governor who oversee the h e alth  plar,uiing a c t i v i t i e s  w ith in  the S ta te . S p e c i f i c a l l y ,  th ey have resp o n si­b i l i t y  f o r  p re p a ra tio n  o f  the S ta te  H ealth  P la n , Tne S t a te  H ealth Plan forms the b a s is  upon which C e r t i f ic a t e  o f  Need a p p lic a t io n s  are r e ­view ed. Both the SHPDA and SI ICC are supported w ith  a m ix o f  Federal and S ta te  fu n d s.
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reimbursement mechanism, there is no real incentive for containing 
costs. Prospective reimbursement, on the other hand, would require tliat 
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, ar>d, conversely, the hospital would 
make r.oney 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. 
These costs are passed directly on to the buyers (patients and tax­
payers) ,

Prospective reimbursement, on the other hand, comes in various 
forms and generally has been found to be more difficult to enact and 
implement than Certificate of Need. Generally speaking, prospective 
reimbursement is likely to be successful only where there has been 
political support for Certificate of Need.

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

MODIFY 11 IE 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.

11



CONCLUSIONS
Recent evidence nationally and available information from the 

Certificate of Need Program in Alaska indicate tliat the program has been 
effective in deterring unjustified projects, guiding capital investment 
projects, and stimulating improved institutional planning. Together 
these effects have served to meet the health care needs of the public, 
prevent duplication of costly sendees, and restrain the increasing 
costs of health care. Acute problems with 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 COX PROCESS

The State would continue to operate the program in its current 
form. This option assumes the COX 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 H E  COX LAW

This option assumes tliat 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 tliat public review cf health carc capital expendi­
tures are unimportant and that health care consumers should not liave a 
voice in determining the appropriateness of sendees in their community.

A competitive pricing market does not exist within the health care 
services industry of any community in Alaska. In addition, the State of 
Alaska did not renew its Section 1122 agreement with the federal govern­
ment in 1981 because the Certificate of Need law was in place. (Sec­
tion 1122 of PL 92-603 required that health care facilities, which 
received federal monies under Titles XVIII and XIX, be subject co 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 find 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

10



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

THRESHOLD LIMITS

Alaska regulations specify tliat a CON is required for any capital 
expenditure in excess of $150,000. There is general agreement tliat 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.



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

In addition, a trend is evident tliat 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. "REGUIATION"

In recent yeurs, there has been a popular theory that the problems 
in U.S. health services can bo 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 tliat the 
free market created a geographic maldistribution of health manpower, 
causing serious problems for rural populations, furthermore, they 
discussed tho paradoxical problem which lias been demonstrated for every 
component of the health care industry of "supply creating demand" rathor 
than the reverse, width is true in an effectively operating market. 
Supply creates demand m  the health care industry fundamentally because 
the seller (doctor) rather than the buyer (patient) makes most of the 
decisions on what heulth services are to be obtained,

D
Needlemen, another heulth economist, expressed a similar opinion.

An effective murket 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 arc constrained in the prices they set 
by competitive pressures. By this definition, an 
effective market for health care services does not 
exist m  most coTinm.init.ics. Competition exists but 
It is rarely price competition; indeed the nature of 
current competition based on scope of services, 
amenities, and convenience is to cncourago price 
increasing bcluivior. (Emphasis added).
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PROBLEMS WITH IHE CON PROCESS AND RECOMMENDATIONS FOR IMPROVEMENT

INTRODUCTION

Proponents find opponents of the Certificate of Need program agree 
tliat the current CON process requires substantial changes. Opponents 
cite several reasons for thoir 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; 2) the 
CON process removes community control; 4) marhet-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 o 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 plonningfor future services. 
In order to gain public support, justify the financial feasibility of a 
construction project, and obtain adequate architectural designs, plan­
ning still must occur. The costs of institutional planning will not 
disappear in the absence of CON.

DELAYS

Extended review schedules have in some cases resulted in delays in 
construction start-up time which have been not only frustrating but also 
costly. It seems reasonable that the cause for these delays can be 
identified and corrected by revising the regulations regarding CON 
review. For example, provisions could be made to expedite review of 
capital equipment replacement and to set. a time limit for a decision by 
the Commissioner subsequent to a recommendation by o regional health 
planning agency. Also, by raising the threshold limits wliich require a 
CON, there will be approximately 255. fewer reviews to do. This should 
improve the efficiency of the review process.

COMMUNITY CONTROL

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

7



Summary

Although it is difficult to place a dollar figure on the impact of 
the Certificate of Need program over the past six years, it appears that 
Alaska's program has effectively deterred and guided capital investment 
within theheaTfTTcare industry anc has stimulated 'improved planning 
within the institutions^ themselves. Because of the CON program," Alaskans 
Have' saved millions' of~dol1ars in operating costs which would have 
resulted from unnee’ded expansion of facilities and services. 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.
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Health and Social Services and the local health systems agency identi­
fied a need for 40-80 alcohol-treatment beds in ti':B area. Cue to 
pre-application planning, only two of the four applications were com­
pleted for final consideration. Both were subsequently approved.

Improved Institutional Planning

Situations in which the COX process provides expert guidance and 
stimulates oetter 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-yoar 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 tho suggestion of the Department, a structural engineer was 
asked to study the ability of the roof to withstand the increased load 
of snow which would not be melted because of the insulation, The 
Department also requested u life-cycle cost analysis which would deter­
mine the cost of a temporary renovation as opposed to costs of major 
renovation. The results of these inquiries demonstrated tliat the roof 
was not designed to withstand the extra load of snow* and tliat, when 
total operating expenses and capital costs were considered for a 25-year 
period, it would be loss 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 savirtgs.

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 Stato, it was determined tliat 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 caro resources to gain tiie maximum benefit for the 
community.

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

better Conformance wTith Identified Community Needs

In Fairbanks, the CON process stimulated a community discussion of 
the need for inpatient psychiutric services and a concern for approving 
the construction of two shelled-in floors tliat 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 wi'ji the community during the following year to deter­
mine the most appropriate configuration for the proposed services.



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

A  second report by Arthur D. Little, Inc., involved an analysis of 
information from a six-state study. For the states of Virginia, South 
Carolina, Washington, New Jersey, Iowa and Colorado, .Arthur D. Little 
undertook a review of Certificate of Need programs for the twelve-month 
period beginning July 1, 1979 to June 30, 1980. Three significant 
findings were reported: 1) certain capital costs were not incurred as a
result of the CON review program; 2) the objectives contained in indi­
vidual 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 1983) there a n  live projects under review by 
the Department of Health and Social Services tnat total $106,000,000.
Two additional applications are anticipated, totalling $20,820,000.
These seven applications ($126.8 million) provide an interesting con­
trast with the more than 30 projects which wTere 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 nevor submitted because of the presence of tire 
CON law.

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

Deterrent Effects

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



THE PROCESS
An applicant enters the CON review process by submitting a "Letter 

of Intent" to the Department of Health and Social Services (DHSS) 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 Ol) days to 
review and seek public comments on the appropriateness of the proposed 
application. The HSA submits its findings and recommendations to the 
Commissioner. Once the Commissioner has considered the information that 
has been submitted, he decides whether or not to issue a Certificate of 
Need to the applicant. The Commissioner notifies the applicant in 
writing of the decision. 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 eurly literature 
is of little value because of a basic lack of understand]ng^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 tluit the formal and informal actions 
of the CON ugency from 1972-1976 resulted in small, but statistically 
significant/ reductions in the rate of hospital investment.

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



CERTIFICATE OF NEED PROGRAM

PURPOSE

The most controversial aspect of the health planning effort, in 
Alaska and nationwide, lias been the Certificate of Need (GON) 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 Riblic 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 promoto an equitable and effi­
cient allocation of resources; and 4) to determine if less costly 
alternatives to expensive capital expenditures were available to accom­
plish the same purpose.

WHO MUST APPLY

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

1. Capital expendituros in excess of $150,000 toward building, 
improving, or purchasing a health care facility, including 
lease or purcliase 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- 
pacr’oy of a health care facility amounting to 10 beds or 10 
percent, whichever is the lessor, which increases or decreases 
the number of beds or redistributes beds among different 
categories of service,

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

A project meeting or exceeding these thresholds is required to 
obtain a Certificate of Need from the State of Alaska prior to imple­
mentation.
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EXECUTIVE SUMMARY

Alaska's Certificate of Need (CON) Law was enacted by the State 
Legislature in 1976, following passage of Public Law 93-641, the Na­
tional Health Planning and Resource Development Act of 1974. Provisions 
in the CON law require that non-federal health care institutions apply 
for and receive a Certificate of Need from the State of Alaska before 
proceeding with major capital investments which will result in new 
construction, alterations or renovations, and/or new services. The 
Thirteenth Alaska Legislature currently lias 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 
in/esvment 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-care industry and has 
stimulated Improved planning within the health-care institutions them­
selves. Examples are presented which illustrato how the process created 
this impact.

Several issues are discussed relating to recognized concerns within 
the current CON process. Tlic.se issues include: 1) costs attendont lo
developing a CON application; 2) delays in the review process; 3) loss 
of community control; 4) marketplace economics; and, 5) tho 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 o F die law as preferable 
to outright repeal. Recommendations for revision of the law aro pro­
vided and include:

1. Raising threshold levels.
2 Exempting non-clinical capital expenditures,
3. Expediting reviews of equipment replacement.
4. Specifying time limits on reviews,
5. Providing legislators with information on the outcome of 

reviews in their districts.
6. Providing for a sunset review of the process.

1



TABLE OF CONTENTS

Certificate of Need Program......................................   2
Purpose.............    2

Who Must Apply............. ... ....................................... 2

The Process............................      3

Effectiveness.........      3

Problems With The CON Process end Recommendations For Improvement.... 7

Introduction  ..........    7

Costs............      7

Dolays.................................   7

Community Control ........................         7

Marketplace Economics: Competition vs. Regulation.................  8

Threshold Limits. ..........   9

Conclusions.................................................................. 10

Maintain Current CON Process............    10

Repeal the CON Law...........................      10

Modify the CON Process.... ............    11

Recommendations ...................................................  12

References Cited....................      13

Appendix

National Health Planning and Development Act of 197<1.............  14

Executive Summary ....    1



CERTIFICATE OF NEED: 

REVISION OR REPEAL

Prepared in 

the

Public Interest 

by 

the

ALASKA HEALTH COALITION 

February, 1983



Health Issues Questionnaire
Attachment - Page One

Comment N o . 1

-r A  formal m e c h a n i s m  s h o u l d  exist for c i t i z e n  involve- 
•m e n t  in the e x p e n d i t u r e  of p u b l i c  funds for h e a l t h  
p r o g r a m  e x p e n d i t u r e s .

- H e a l t h  o u t l a y s  in r e c e n t  years have been i n c r e a s i n g  
at a g r e a t e r  rate t h a n  in o t h e r  areas.

- The F e deral and S t a t e  out lays for h ealth are increa s i n g  
rapidly.

- Since s u b s t a n t i a l  and i n c r e a s i n g  public m o n i e s  p r o vided 
by t a x  r e v e n u e s  are involved, c i t i z e n  i n v o l v e m e n t  in 
p u b l i c  p r o g r a m  d e c i s i o n  m a k i n g  is of i n c r e a s i n g  importance.

- The p r e s e n t  f o r m a l  m e c h a n i s m  f o r  a c c o m p l i s h i n g  citiz en 
i n v o l v e m e n t  c o u l d  be o p e n  to c h a n g e s  and i m p r o v e m e n t  based 
on c a r e f u a  a n a l y s i s  of past and p r esent a r r a n g e m e n t s
and p o t e n t i a l  new a r r a n g e m e n t s .

C omment No. 2

- Based on s t a t u t o r y  and r e g u l a t o r y  changes w h i c h  are 
f i n a l l y  made, if any, in F e d e r a l  and State laws related 
to S t a t e  h e a l t h  p l a n n i n g  efforts, i n c l u d i n g  the health 
systems agencies, a d e q u a t e  financial s u p port from the 
State and Federal level should be made availa b l e .

- An i n t e g r a l  r e l a t i o n  e x i s t s  b e t w e e n  a S t ate C e r t i f i c a t e  
of N e e d  P r o g r a m  and o u t l a y s  for health pla nning.

- S h o u l d  the C e r t i f i c a t e  of Need P r o g r a m  o n  the Federal
or S t a t e  level, or both, be repealed, the financial o u t­
lays for the h e a l t h  s y s t ems a g e n c i e s  w o u l d  be affected 
s u b s t a n t i a l l y  as well, if not eliminated.

- A $ 1 0 0,000 a u t h o r i z e d  s u pport level for e a c h  health 
s y ste ms a g e n c y  w i l l  not be s u f f i c i e n t  to h a v e  an effective 
p l a n n i n g  staff c a p a c i t y .  S h o u l d  only $ 1 0 0,000 be available 
for e a c h  a g e n c y  i one of two d e v e l o p m e n t s  w o u l d  be indicated

1. C l o s e  the a c t i v i t y  for three health s y stems 
agencies; or

2. C o m b i n e  the funds a v a i l a b l e  into a s i n g l e  
h e a l t h  s y s t e m s  a g e n c y  w i t h  amended, l i m i t e d  
f u n c tions  and powers.
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dental, vision, and h e a r i n g  care; 

p r e s c r i p ti on  drugs; and 

a l c o h o l i s m  t re a t m e n t .

The e l d e r l y  p o p u l a t i o n  c o v e r e d  o n l y  by M e di ca r e  faces the risk of high 

o u t - o f - p o ck et  m ed i c a l  e x p e n s e s .  Simil arl y, m an y  perso ns c o v e r e d  by p r i vat e 

plans mus t make s i gn i f i c a n t  o u t - o f - p o c k e t  pay men ts to r e c ^ v e  their b enefits. 

The s upp ose dly  c o m p r e h e n s i v e  N a t i v e  h e a l t h  car e b ene fit s are qui te limited 1n 

c e r t a i n  instances due  to the A A N H S  b u dg e t  constraints,

8.5. Exp end it u r e s  and E x p e n d i t u r e  Trends

The total h e a lt h care bill in A l a s k a  was $480 m i l l i o n  in 1979; 

a p p r o x i ma te l y  14% of that a m ou n t  w as  p a i d by state and local g o ver nme nts , 31% 

by the federal g o v e r n me nt ,  and £5% by the p ri vat e sector. A bout 64% of the

state and federal s har e was u s e d  t o p r ovi de dire ct ser vices, and the o t h e r  36%
1

was used to pay for v ar i o u s  p u b l i c  h e al t h  p r o g’-ams. A b o u t  63% of the p r i v a t e  

sect or share was p a i d  d i r e c t l y  by c o n s u m e r s  fcr o u t - o f - p o c k e t  expenses and 

h ea lt h  insurance p re mi ums , and 37% was  p a i d  by e m p l o ye rs  for health insur anc e 

prem ium s (See F igu re  1-1 In V o l u m e  I).

The total cost of heal th c a re  has been rising d r a m a t i c a l l y  In Alaska. 

Po pul at io n  increases and d e c r e a s e s  In the relative price of m e dica l care 

account for some of this, but the l a rg es t  part is due s i m p l y  to general 

In flation. Health c ar e e x p e n d i t u r e s  c o u l d  reach $1 b i l l i o n  by 1990 If 

in flation c on ti nue s at c u r r e n t  rates.

C. O P T I O N S  FOR STATE ACTION

W ea kne sse s in the he alt h c a r e  s y s t e m  d et e r m i ne d during the su rve y of 

Alas ka  health care res our ce'  and f i n a n c i n g  were used to i d en t i f y  the types of 

opti ons  the state of Ala s k a c o u l d  c o n s i d e r  to improve the c o m p r e h e n s i v e n e s s  

and ac ces sib ili ty of health c ar e. The pri nci pal  b arriers w hi ch  reduce the 

a cc es si b i l i ty  of h e a l t h  care a m o n g  tne A l a s k a  population, and specific actions 

that the state c ou ld c o n s i d e r  f o r  e l i m i n a t i n g  these b ar r i e r s  and improving
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C o m m e n t  No. 7 (cont'd)

in o r d e r  to be equitable, m u s t  i n c l u d e  
all A l a s k a n s .  The  i m p l i c a t i o n  of a S t a t e -  
s p o n s o r e d  c o m p r e h e n s i v e  h e a l t h  i n s u r a n c e  
'program m u s t  be c o n s i d e r e d  only in r e l a t i o n  
to the I n d i a n  H e a l t h  S e r v i c e  P r o g r a m .

3. I s t r o n g l y  s u p p o r t  the c o ncept of c o s t
sharing, c o - p a y m e n t ,  a n d - d e d u c t i b l e  p l a n s  
since such have been d e m o n s t r a t e d  to 
r e d u c e  o v e r - u t i l i z a t i o n  and abuse of b o t h  
p u b l i c  and p r i v a t e  and o t h e r  h e a l t h  c a r e  
i n s u r a n c e  progra ms. If such a r r a n g e m e n t s  
are adopt ed, they  should be fair, r e a s o n­
able, and e q u i t a b l e  and r e l ated to b r o a d  
c a t e g o r i e s  of a b i l i t y  to pay.

- W i t h  a p o p u l a t i o n  of a p p r o x i m a t e l y  4 5 0 , 0 0 0  in Alaska, a 
r ecen t r e s e a r c h  study i n d i c a t e d  that o n l y  29,000 Alaskans 
(estimated) do not n o w  have e i t h e r  p r i v a t e  o r  public, 
covera ge. A n y  r e a s o n a b l e  State p r o g r a m  s h o u l d  proba b l y  
focus o n  the u n c o v e r e d  popu lations. To d o  o t h e r w i s e  
w o u l d  be to d i s p l a c e  p r o g r a m  and f i n a n c i a l  respon s i b i l i t i e s  
and r e s u l t  in s h i f t i n g  to the St ate f i n a n c i a l  responsibili ty 
not n o w  assumed.

- The best p l a n  for improving h e a l t h  c o v e r a g e  and financing 
s hould focu s on i m p r o v e m e n t  to M e d i c a i d ,  G e n e r a l  Relief 
M e d i c a l ,  and C a t a s t r o p h i c  Illness P r o g r a m s ,  including 
the p o s s i b i l i t y  of c r e a t i o n  of a high r i s k  pool for 
p e r s o n s  w h o  are not low income but c a n n o t  a f f o r d  coverage 
of any kind, b e c a u s e  they are u n e m p l o y e d ,  p a r t - t i m e  
employed, o r  t o o  ill.

- While, for the abov e reasons, I o p p o s e  a c o m p r e h e n s i v e  
h e a l t h  i n s u r a n c e  p l a n  per so, any plan w h i c h  w o u l d  meet 
some of the m o r e  i mportant o b j e c t i v e s  o u t l i n e d  above 
w i t h o u t  c r e a t i n g  c o u n t e r - p r o d u c t i v e  e l e m e n t s  as indicated 
above w o u l d  m e e t  w i t h  my great i n t erest a n d  open mind.

* h *

W J S / j e s
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C o m m e n t  N o . 6

-'it is u n d e r s t o o d  that the p r i v a t e  h e a l t h  sector may not 
u n d e r  p r e sent a r r a n g e m e n t s  be a b l e  to p r o v i d e  direct 
h e a l t h  services in all areas. T h i s  is e s p e c i a l l y  the 
case in u n u s u a l l y  r e m o t e  l o c a t i o n s  and v e r y  small c o m­
mu n i t i e s  .

- The state s h o u l d  e n c o u r a g e  w h e r e v e r  p o s s i b l e  the p r o­
vid i n g  of d i r e c t  h e a l t h  s e r v i c e s  by the p r i v a t e  sector, 
u n d e r s t a n d i n g  that  the F e d e r a l  g o v e r n m e n t  has provided, 
and d o u b t l e s s  w i l l  c o n t i n u e  to p r o v i d e ,  a substani .. I 
level of d i r e c t  h e a l t h  s e r v i c e s  in the rural regions.

- The State s h o u l d  not c o n s i d e r  the a u t o m a t i c  assumption 
of those d i r e c t  h e a l t h  s e r v i c e s  w h i c h  have been or may 
be t e r m i n a t e d  b y  the Federal g o v e r n m e n t .

- The State s hould take all r e a s o n a b l e  m e a s u r e s  to work 
w i t h  the F e d e r a l  g o v e r n m e n t  and i n sist that the Federal 
g o v e r n m e n t  c o n t i n u e  an a d e q u a t e  level of d i r e c t  health 
se r vi ces w h i c h  has been its h i s t o r i c  r e s p o n s i b i l i t y  and 
c u r r e n t  r e s p o n s i b i l i t y  u n d e r  the a p p l i c a b l e  Federal 
statutes, p r o g r a m s ,  and p o l i c i e s .

Co m m e n t  No. 7

- W h i l e  I favor s t r o n g l y  the a d e q u a t e  and reason able access 
to h e a l t h  s e r v i c e s  on b e h a l f  of e v e r y  Alaskan, I am not 
c o n v i n c e d  that a " c o m p r e h e n s i v e  h e a l t h  i n s u r a n c e  plan" 
w i t h  c e r t a i n  o t h e r  p r o v i s i o n s  w o u l d  be t h e  best plan for 
the f o l l o w i n g  reasons:

1. Health  i n s u r a n c e  for tens o f  t h o u s a n d s  of 
A l a s k a n s  is a p r o g r a m  b a s e d  upon n e g o t i a t e d  
labor a g r e e m e n t s  b e t w e e n  h u n d r e d s  of employers, 
e mployees, and th eir r e s p e c t i v e  unions.

The S t a t e  should not take a c t i o n  to d i s r u p t  
that part of the i n s u r a n c e  a r r a n g e m e n t s  which 
have w o r k e d  e x c e e d i n g l y  w e l l ,  e x c e p t  for the 
g r o w i n g  costs.

2. The Federal g o v e r n m e n t  has c e r t a i n  levels of 
r e s p o n s i b i l i t y  for a p p r o x i m a t e l y  60,000 
A l askan N a t i v e s  w i t h  an a n n u a l  o u t l a y  of 
more than 5 1 0 0 , 0 0 0 , 0 0 0  for p r o g r a m  services 
alone, e x c l u d i n g  capi tal e x p e n d i t u r e s .  Any 
p r o g r a m  of c o m p r e h e n s i v e  h e a l t h  insurance,
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C o m ment N o . 3

- It is m y  u n d e r s t a n d i n g  that the C e r t i f i c a t e  of N e e d  
r P r o g r a m s  o n  b o t h  F e d e ral and S t a t e  levels are faced
w i t h  a m e a s u r e  of uncer tainty.

- If the C e r t i f i c a t e  of Need P r o g r a m  is r e p e a l e d  by the 
State of A l a s k a ,  an a p p r o p r i a t e  p r o g r a m  r e l a t i n g  to 
p l a n n i n g  of h e a l t h  services and f a c i l i t i e s  w i l l  be 
r e q u i r e d  b a s e d  on the s u bstantial public i n t e r e s t  issues 
involved.

- W h i l e  I o p p o s e  the c o n t i n u a t i o n  of the C e r t i f i c a t e  of 
N e e d  P r o g r a m  "as p r e s e n t l y  designed", I could s u pport  
an a m e n d e d  C e r t i f i c a t e  of Need P r o g r a m  w i t h i n  the State 
un d e r  two c o n d i t i o n s :

1. T h a t  no s u b s t a n t i a l  m u l t i - m i l l i o n  d o l l a r  
F e d e r a l  p e n a l t y  b ecome a p p l i c a b l e  to A l a s k a  
d ue to t h e  a b s e n c e  of a C e r t i f i c a t e  of Need 
Pr o g r a m ;  o r

2. T h e  r e v i s e d  or a m e n d e d  C e r t i f i c a t e  of N e e d  
P r o g r a m  c o u l d  remove Dome of tho b u r d e n s o m e  
p r o v i s i o n s  r e l a t e d  to the h ea lth f a c i l i t i e s  
u n d e r  a s i m p l i f i e d  and m o r e  e f f i c i e n t  a p p l i­
cat i o n  and r e v i e w  process.

comment No. 4

My v i e w s  a r e  e x p r e s s e d  g e n e r a l l y  in line w i t h  the m arkings 
in the q u e s t i o n n a i r e  u n d e r  h e a l t h  education.

Co m m e n t  No. 5

- C o n s i d e r a t i o n  s hould be given to a u n i f o r m  " d e v e l o p m e n t  
of m a t u r i t y "  age for A l a sk ans w h i c h  w o u l d  take into 
ac c o u n t  r e s p o n s i b i l i t i e s  related to v o t i n g  age, m i l i t a r y  
s e rvi ce age, and d r i n k i n g  age.

- To a s s u m e  t h a t  a young p erson can e x e r c i s e  a d e q u a t e l y  
some of the. p r i v i l e g e s  and r e s p o n s i b i l i t i e s  of m i l i t a r y  
service, v o t i n g  for o f f i c ials and using a l c o h o l i c  
b e v e r a g e s  at d i f f e r e n t  ages, I find p r o b l e m a t i c a l .  H o w­
ever, s u b s t a n t i a l  d i s c u s s i o n  and p u b l i c  input should be 
r e q u i r e d  b e f o r e  m a k i n g  c h a n g e s  in such i m p o r t a n t  activities 
re l a t e d  to y outh.



o  c Alcohol abuse i# widely rivtiymacd os a p r n h i m  ir. Alajla. In addition to

SS fSJ 0 SO Implement more stringent penalties for driving while intoxicated/operating a 
>■'' motor vehicle while intoxicated.

SO Continue r.nJ/or increase Sl.itc Mipjxjrt for prevention programs.

Coi.enent see C o m m e n t  No. 5/ a t t a c h e d

Traditionally the State has provided prevention and public health strvlces in 
all parts of Alaska leaving tho provision of direct health care services to the 
private sector and the Federal gover.vent, The Federal government Is cutting 
back on direct services offered. Due to the isolation of many areas of the 
State, it has not been economically feasible for the private sector to provide 
direct health care services in all areas. Indicate your opinion about the idea

SS S 0 50 thot the State should financially support direct health care services in those 
&  oreas that are medically undcrserved •

Comment see C o m m e n t  No. 6, a t t a c h e d

In the past legislative session, a bill wos introduced proposirg a comprehensive 
health insurance plan which wvuld ollow a choice of coverage for residents on a 
CoHt*sharing basis based on ability to pay. Indicato your feelings about some

SS 5 0  SO form of state-supported comprehensive health insurance,

Continue and/or increase'State funding of treatment programs.

con,lent _ S e e  r .n m m p .n t— M Q... J - * .

Koine Bil l S h e f f i e l d
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| |  i g rieasc circle tiie synlul tint l ost closely corresponds to your

In t?. a  ux opinion, if you wish, add any coirr-ents in the blank provided.

©
S 0 SO A fo~-.nl mechanism should c <i •;t fo r c i t i z e n  involvem ent in  S ta te  h e a l th  

prog 1‘iir, Jec  i s  ion-nuk i ng .

Cojrmeni see C o m m e n t  No. 1 a t t a c h e d

Governed by volunteer beards made up af health core provider* os veil n» a 
"consur.-.er" majority, the three Health Systems Agencies (USAs) in Alaska have
pros'ided a process for citizen involvement in health care decisions. The HSAs 
operate witn both Federal and State financial support. Federal support, 
previously at up to S“00,000. and currently approximately S125,000., constituted 
75'. of each USA's fundin'; in the past. State support was 5125,000. in FV 1976*7'/_ 
and Si00,000. in Ft' 1973-51. ihe most recent allocation reduced the subsequent 
annual aullwrited amount by SO*, to SSO,000. The Federal government has proposed 
eliminating support for Health Sy s t e m  Agencies after the current Fiscal year. 
Indicate your feelings About the following statements.

SS ( s )  O SO Hie State should increase the current level of State support to each agency to it 
least 5300,000. to maintain citizen involvement in health decisions at the local 
level,

SS S f O j  SO The State should continue support at the authorized level of $100,000. to maintain 
citizen involvement in health decisions at the local level,

SS S ©  SO The State sliould provide no support.

Comment .. aee-.CQrunsn£-NQ-....£J_ a t t a c h e d ________ .

A program administered by the State requires that health care providers apply for 
a Certificate of Need prior to any capital expenditures Ln excess of 5150,000. 
and/or any change in licensed bed capacity of 10 beds or 10 percent. Indicate 
your feelings alwut the alternative suggestions below.

SS S fo) SO Hie Certificate of Need program should continue as presently designed with review,
^  public conment, and analysis at the regional level and the final decision at the

Commissioner level.

SS I s )  0 SO The Certificate of Need program should continue with cn increase ln levels to at
\ S  least $600,000.

SS 5 o / k n  The role of regional Health Systc.ts Agencies should be eliminated, leaving the 
review, analysis, and final decision with the Commissioner of Health and Social 
Services.

C o m m e n t  gee C o m m e n t  No. 3, a t t a c h e d

A  lumber oT groups have indicated support for health education in the school} 
as a way to prevent some of the major health problems in ,Masha. Indicate your 
feelings about the following proposals.

SS) S 0 SO Schools should have health education programs.
SS /V) O SO Comprehensive hcclth education should address the range of health problems in

Alaska Including .sessions on alcohol and drug abuse, mental health, sex educatior 
and u l u e s  clarification.

SS s ( o )  SO Tne Legislature should require comprehensive health education in all Alaskan
schools,

S5 f s) 0 Sil Tne legislature, while not requiring health education, should provide fir.xr.ciol
assistance and other incentives to school districts to encourage development of 
school healtli education programs.

r.r,.;;u '"t _ p ^ C p i r j n e n . t _ ____________



A l a s k a  H e a l t h  C o a l i t i o n
529 5th Avenue, Suite 8 

Fairbanks, Alaska 99701 
(907) 456-2553

February 11, 1983

IX): 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 d £  Need 
(CON) law. These bills reflect the position of the Alaska Hospital 
Association, whose member institutions are subject to the provisions of 
the CON process. The attached paper, developed by the Alaska Health 
Coalition, was written to provide legislators and the public with a 
series of alternatives to consider during discussion of these important 
bills. 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. The primary purposes of the 
Coalition are to review the need for health planning, development, and 
promotion activities and to develop goals, describe functions, and 
recommend structures to achieve optimal health for the citizens of the 
state. Therefore, we believe that the subject of public review of 
capital expenditures as currently provided for in the Certificate of 
Need law is an important issue which deserves a reasonable, objective 
discussion. We prosent 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 
(Z2S-9681).

Best regards,

J .  B. Carnahan, Fa irbanks; Joseph C ladouhos, Juneau;
Charles Kaltenbach, Dr. P.H., Fairbanks; Steve Lesko, Anchorage; 

i~i.„ — %i i t ' n n • t iii ie McCarvov. Anehorace: Art Willrun, Sitka; Margaret Wilson, Anchorage

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

CMK:scm

Enclosure

Coalition Members



FISCAL SAVINGS FROM CS SB 85 (HESS)

SUSPENSION OF HOSPITAL CONSTRUCTION FUNDING AS 29.90

Providence Hospital expansion project of $185.6 million projected costs will save 
the state $46.4 million alone plus untold savings from any other hospital 

expansion plans during the period of suspension.

CAP ON HOSPITAL REVENUE SHARING

Providence Hospital expansion of 150 beds will save the state $150,000 yearly 

by setting the cap in place.

PROSPECTIVE PAYMENT PROGRAM

Projected to save 1 - 3% of growth in the Medicaid and General Relief Medical 
Budgets. Projected FY 84 expenditures for these programs for hospital and 

long term care are $43,726.2, so a 1 -3% savings would be between $437,000 

and $1,311,700.
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Two hospitals 
seek approval 
for expansion
By DON HUNTER
Daily News reporter

T w o A n c h o ra g e  h o s p i ta ls  
a r e  f r ie n d ly  a n t a g o n is t s  in  a 
s t r  agg le f o r  a s t a t e  c e r t i f ic a te  
fo r  e x p a n s io n , b u t  th e  su c c e ss  
o f  t i t h e r  m a y  h in g e  o n  th e  
d is p o s i t io n  o f  a n  e x i s t in g  Cer­
t i f ic a te  o f  n ee d  p o s s e s s e d  b y  
D r. M ich ae l B e irn e .

O ff ic ia ls  n f  P r o v id e n c e  a n d  
H u m a n a  h o s p i t a l s  t o u t e d  
th e i r  m u l t i - m i l l io n  d o l l a r  c o n ­
s tr u c t io n  p la n s  b e fo re  a  s t a f f  
c o m m itte e  f ro m  th e  state* D e­
p a r tm e n t  o f  H e a l th  a n d  S o ­
c ia l S e rv ic e s  o n  W e d n e sd a y . 
T h e  c o m m it te e  w ill  r e v ie w  
th e  p r o p o s a l s  a n d  d i s c u s s  
th e m  w i th  h o s p i ta l  o f f ic ia ls  
a g a in  F o b . I I  a n d  12, th e n  
se n d  a r e c o m m e n d a t io n  to  th e  
m u n ic ip a l  l l e a i t h  C o m m is s io n  
a n d  th e  H e a l th  S y s te m s  A g e n ­
c y , a S o u t h c e n t r a l  A la s k a

p la n n in g  o rg a n iz a t io n .
T h e  d e c is io n  o n  w h ic h  h o s ­

p i t a l  — o r  p e r h a p s  b o th  to  a 
m o re  l im i te d  d e g re e  — g e ts  to  
e x p a n d  w i l l  b e  m a d e  b y  th e  
h e a l t h  d e p a r t m e n t  c o m m is ­
s io n e r ,  R o b e r t S m ith .

T h e  §97 m il l io n  P ro v id e n c e  
p la n  w o u ld  a d d  a n  a d d i t io n a l  
160 b e d s , b r in g in g  th e  h o s p i ­
ta l  to  a  to ta l  o f  400. I t  a ls o  
w o u ld  p r o v id e  a n  in - p a t ie n t  
r e h a b i l i t a t io n  c e n te r ,  a n d  a l ­
lo w  re a l lo c a t io n s  o f  s p a c e  to  
m a k e  h o s p i ta l  c a r e  m o re  e f f i ­
c ie n t  a n d  e f f e c tiv e ,  o f f ic ia ls  
sa y .

T h e  92-bed H u m a n a  p r o je c t  
w o u ld  c o s t a b o u t $21.5 m i l ­
lio n  a n d  b r in g  t h a t  h o s p i t a l  to  
a to t a l  o f  292 b ed s .

In  a n  in te r v ie w  W e d n e s ­
d a y ,  P ro v id e n c e  p la n n in g  d i ­
re c to r  K a a re n  R ic h ie  s a id  ex -

Roe Back Pago, PROV IDENCE

Providence, Humana hospitals seek OK for expansion
Continued from Page A-1

p a n s io n  th e r e  “ is n e c e s s a r y  i f  
w e ’re  g o in g  to  p r o v id e  th e  
q u a l i ty  o f  c a r e  w e  h a v e  g iv e n  
u p  to  th i s  p o in t .

“ W e’r e  o p e r a t i n g  a t  100 
p e r c e n t  c a p a c i t y ’’ a t  t im e s  
n o w , sh e  s a id .  “ B e d  tu r n o v e r  
is  c o n s ta n t  . . . T h e  b e d s  d o n 't  
g e t c o ld ."

F in d in g  b e d s  fo r  n e w  p a ­
t i e n t s  is  a f r e q u e n t  p ro b le m , 
a n d  o n e  th a t  s o m e tim e s  le a d s  
to  p e d ia t r ic  p a t i e n t s  b e in g  a s ­
s ig n e d  to  a d u l t  w a r d s  o r  v ic e -  
v e r s a ,  s h e  s a id .

D o c to rs , n u r s e s  a n d  f o rm e r  
p a t i e n t s  w h o  s p o k e  a t  th e  
c o m m i t t e e  h e a r i n g  e c h o e d  
th o s e  c o n c e rn s  a n d  a s k e d  th e

c o m m it te e  to  a l lo w  th e  h o s p i­
t a l  to  e x p a n d .

R o n  P a v e l la s ,  th e  e x e c u t iv e  
d i r e c to r  o f  H u m a n a ,  s a y s  th e  
o n c e - f in a n c ia l ly  t r o u b le d  h o s ­
p i t a l  h a s  re c o v e re d  a n d  c u r ­
r e n t l y  r e p o r t s  a n n u a l  o cc u ­
p a n c y  r a te s  o f  b e tw e e n  65 
p e r c e n t  a n d  70 p e r c e n t .  “ B y 
1985, b o th  h o s p i t a l s  w il l  be 
f u l l , "  h e  p r e d ic te d .

"W e fe e l th e  c o m m u n i ty  
n e e d s  tw o  s t r o n g  a c u te  c a re  
h o s p i t a l s . "

N e i th e r  R ie h le  n o r  P a v e l la s  
a t t e m p te d  W e d n e s d a y  to  c r i t i ­
c a l ly  u n d e r c u t  t h e  c o n s t r u c ­
t io n  b id s  o f  th e  o p p o s in g  h o s ­
p i ta l ,  th o u g h  b o th  a d m it  th e  
in s t i tu t i o n s  a r e  in  a n  a d v e r ­
s a r i a l  p o s i t io n  n o w .

S t i l l  c lo u d in g  th e  e x p a n ­
s io n  is s u e  is t h e  c e r t i f ic a te  o f  
n e e d  h e ld  b y  B e irn e , a  f o r m e r  
s t a t e  r e p r e s e n ta t iv e  w h o  fo r  
m o re  t h a n  a d e c a d e  h a s  b e e n  
a t t e m p t in g  to  p u l l  to g e th e r  
f in a n c in g  fo r  a  n e w , 125-bed 
h o s p i t a l  o n  L a k e  O tis  P a r k ­
w a y .

B e i r n e ’s  p r o p o s e d  L a k e  
O tis  C lin ic  i n i t i a l ly  g o t a  c e r ­
t i f ic a te  o f  n e e d  b e c a u s e  it  w a s  
d e te r m in e d  t h a t  c o n s t ru c t io n  
w a s  u n d e r  w a y  w h e n  t h e  
s t a t e  la w  s e t t in g  u p  th e  c e r t i ­
f ic a tio n  p ro c e s s  w a s  a p p r o v e d  
in  th e  m id -1970s. H o w e v e r ,  
o n ly  a few  p i l in g s  h a v e  b e e n  
d r iv e n  a t  th e  L a k e  O tis  s i te .

B e irn e  s a y s  e x te n d e d  la w ­
s u i t s  c h a l le n g in g  th e  le g i t im a ­

cy  o f  h is  c e r t i f ic a te  h a v e  p r e ­
v e n te d  h im  f ro m  s e c u r in g  f i ­
n a n c in g  f o r  h is  p ro je c t.

A n o th e r  d e c is io n  on  w h e th  
e r  B e i r n e ’s c e r t i f ic a te  sh o u ld  
b e  c o n t in u e d  is  n o w  b e fo re  
s t a t e  c o m m is s io n e r  S m ith .

R i e h l e  a c k n o w l e d g e d  
W e d n e s d a y  t h a t  B e im e ’s c e r ­
t i f ic a te  c o m p lic a te s  th e  e x ­
p a n s io n  a p p l ic a t io n s  o f  b o th  
P ro v id e n c e  a n d  H u m a n a .

" I t  is  a p r o b le m , b e c a u s e  
th e r e  a r e  125 b e d s  t h a t  h a v e  a 
c e r t i f ic a te  o f  n e e d ,"  a n d  th e  
d e c is io n  w h e th e r  th e  tw o  e x ­
is t in g  h o s p i t a ls  c a n  e x p a n d  is 
ro o te d  in  th e  n u m b e r  o f  h o s ­
p i ta l  b e d s  p la n n e r s  d e c id e  a r e  
n e e d e d  in  A n c h o ra g e . R ie h le  
s a id .
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BY THE HEALTH, EDUCATION AND 
IN THE SENATE S OCIAL SERVICES COMMITTEE

CS FOR SENATE BILL NO. 85 (HESS)

IN THE L E G I S L A T U R E  OF THE STATE OF A L A S K A

THIRTE E N T H  L E G I S L A T U R E  - FIRST SESSION

A  BILL

For an Act entitled: "An Act suspending the certificate of need program;

amending provisi ons related to Medicaid and general 

relief assistance; and providing for an effective 

d a t e ."

BE IT ENACTED BY THE L E G I S L A T U R E  OF THE STATE OF ALASKA:

* S e c t i o n  i . F I N D I N G S  A N D  D E C L A R A T I O N  O F  P O L I C Y  / ^ T h e  

l e g i s l a t u r e  f i n d s  a n d  d e c l a r e s  th a t  h e a l t h  f a c i l i t i e s  a r e  v i t a l  

to the w e l f a r e  of the p e o p l e  of the s t a t e .  T h e  l e g i s l a t u r e  f i n d s  

t h a t  the c e r t i f i c a t e  of n e e d  p r o g r a m ,  as h i s t o r i c a l l y  c o n s t i t u t e d  

a n d  i m p l e m e n t e d  in A l a s k a ,  h a s  c r e a t e d  d e l a y s  in t h e  c o n s t r u c t i o n  

of h e a l t h  c a r e  f a c i l i t i e s ,  t h u s  a d d i n g  to t h e  c o s t  of s u c h  

f a c i l i t i e s  b o t h  t h r o u g h  the e x p e n s e s  of the a d m i n i s t r a t i v e  

p r o c e s s  i t s e l f  and t h r o u g h  the e f f e c t s  of d e l a y - i n d u c e d  i n f l a t i o n .

^ L e c a u s e  the e f f e c t s  of the c h a n g e s  to be w r o u g h t  b y  th i s  A c t  

w i l l  r e q u i r e  m o n i t o r i n g ,  a n d  b e c a u s e  t h e r e  is a d e g r e e  of u n c e r ­

t a i n t y  c o n c e r n i n g  t h e  f e d e r a l  s t a t u t o r y  a n d  r e g u l a t o r y  e n v i r o n m e n t  

t h e  l e g i s l a t u r e  f i n d s  and d e c l a r e s  th a t  a s u s p e n s i o n  of t h e  

c e r t i f i c a t e  of n e e d  p r o c e s s ,  w i t h  a u t o m a t i c  r e v i e w  in f u t u r e ,  

is p r e f e r a b l e  to an o u t r i g h t  r e p e a l  of t h e  p r o c e s s  at t h i s  t i m e .

-
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j T h e  l e g i s l a t u r e  a c k n o w l e d g e s  t h e  n e e d  to p a y  h e a l t h  f a c i l i t i e s  

fo r  s e r v i c e s  p r o v i d e d  to b e n e f i c i a r i e s  of s t a t e  p r o g r a n s  at a 

l e v e l  t h a t  w i l l  m e e t  the p r o p o r t i o n a t e  s h a r e  of t h e  t o t a l  

’ f i n a n c i a l  r e q u i r e m e n t s  of the f a c i l i t i e s  t h a t  a r e  a t t r i b u t a b l e

to t h o s e  p r o g r a m s  g i v e n  p r u d e n t  a n d  c o s t - e f f e c t i v e  m a n a g e m e n t  

a n d  o p e r a t i o n  of s u c h  f a c i l i t i e s . !

~ [ i u . G _  TINDI-TTC-Sr..: ^T he legislature finds that, because M e d i c a i d  is a 

joint state and federal p r ogram and because federal Medicaid funds have 

seen and are likely to continue to be reduced dramatically, a retrospective

saynent system no longer serves as an adequate manag e m e n t  tool, nor does it 

respond w i t h  adequat e f lexibil ity to continued federal cutbacks. A p r o s­

pective payment s ystem is n e c e ssary to prudently address payments to h eal th 

facilities under the M e d i c a i d  and general relief assistance programs.

* Secfcion— k  AS 18.07.021 is amended to read:

Sec. 18.07.021. STATE HEALTH PLANNING AND DEVELOPMENT AGENCY. 

The office of p l a n n i n g  and research in the department is the state 

health p l a n n i n g  and developme nt agency designated under A 2 U.S.C. Sec. 

3 0 0 m ( h ) (3), (Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The
s-
V  office shall p e r f o r m  the functions enumerate d tnder 42 U.S.C. S e c .

3 0 0 m - 2 (a )(1)-(3), (a)(6)-(8), (b) and (c),~ (Sec. 3. P.L. 93-641) 

[SEC. 1 5 2 3 , P.L. 93-641, A D M I N I S T E R  THE C E RTIFIC ATE OF NEED P R O GRAM 

OU T L I N E D  IN AS 18.07.041 - 18.07.111,] and other functions presc r i b e d  

in this chapter.
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1 *  Sec.-^". A S  1 8 . 0 7 . 0 2 1  i s  a m e n d e d  t o  r e a d :

2 S e c .  1 8 . 0 7 . 0 2 1 .  S T A T E  H E A L T H  P L A N N I N G  A N D  D E V E L O P M E N T  A G E N C Y .

T h e  o f f i c e  o f  p l a n n i n g  a n d  r e s e a r c h  i n  t h e  d e p a r t m e n t  is t h e  s t a t e  

h e a l t h  p l a n n i n g  a n d  d e v e l o p m e n t  a g e n c y  d e s i g n a t e d  u n d e r  4 2  U . S . C .  S e c .  

3 0 0 m ( b ) ( 3 ) ,  ( S e c .  3, P . L .  9 3 - 6 4 1 ) .  T h e  o f f i c e  s h a l l  p e r f o r m  t h e  

f u n c t i o n s  e n u m e r a t e d  u n d e r  4 2  U . S . C .  S e c .  3 Q 0 m - 2  f 3 0 0 m - 2 ( a ) ( 1 ) - ( 3 )  ,

( a ) ( 6 ) - ( 8 ) ,  (b) A N D  ( c ) ] , ( S e c .  3, P . L .  9 3 - 6 4 1 ) ,  a d m i n i s  t e r  t h e
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c e r t i f i c a t e  o f  n e e d  p r o g r a m  o u t l i n e d  i n  A S  1 8 . 0 7 . 0 4 1  - 1 8 . 0 7 , 1 1 1 ,  a n d  

o c h e r  f u n c t i o n s  p r e s c r i b e d  in t h i s  c h a p t e r .

* Sac.^2. A S  1 8 . 2 6 . 2 2 0  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

S e c .  1 8 . 2 6 . 2 2 0 .  F A C I L I T Y  C O M P L I A N C E  W I T H  H E A L T H  A N D  S A F E T Y  L A W S

A N D  L I C E N S I N G  R E Q U I R E M E N T S .  I n  o r d e r  t o  r e c e i v e  f i n a n c i a l  a s s i s t a n c e  

u n d e r  t h i s  c h a p t e r ,  a m e d i c a l  f a c i l i t y  s h a l l  c o m p l y  w i t h  A S  1 8 . 2 0  a n d  

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

* S e c . ^4'. A S  1 8 . 2 6 . 2 2 0  i s  r e p e a l e d  a n d  r e e n a c t e d  t o  r e a d :

S e c .  1 8 . 2 6 . 2 2 0 .  F A C I L I T Y  C O M P L I A N C E  W I T H  H E A L T H  A N D  S A F E T Y  L A W S

A N D  L I C E N S I N G  R E Q U I R E M E N T S .  A  m e d i c a l  f a c i l i t y  c o n s t r u c t e d ,  a c q u i r e d ,  

i m p r o v e d ,  o r  f i n a n c e d  u n d e r  t h e  t h i s  c h a p t e r  a n d  a l l  a c t i o n s  o f  t h e  

a u t h o r i t y  a r e  s u b j e c t  to A S  1 8 . 0 7 ,  A S  1 8 . 2 0 ,  a n d  a n y  o t h e r  s t a t e

[ ^ c e n s i n g  r e q u i r e m e n t  f o r  t h e  f a c i l i t i e s  o r  s e r v i c e s  p r o v i d e d  u n d e r

„ .this c h a p t e r .  A  m e d i c a l  f a c i l i t v  i s s u e d  a c e r t i f i c a t e  o f  n e e d  u n d e r

^  aA-'
{j C T  S e c .  4, ch. 2 7 5 ,  S L A  1 9 7 6  b y  v i r t u e  o f  b e i n g  i n  e x i s t e n c e  o r  u n d e r

c o n s t r u c t i o n  b e f o r e  J u l y  1, 1 9 7 6 ,  m u s t  f u l l y  m e e t  t h e  r e q u i r e m e n t s  o f  

A S  1 8 . 0 7  i n  o r d e r  t o  b e  e l i g i b l e  f o r  f u n d i n g  u n d e r  t h i s  c h a p t e r .
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* Sec.^f t . AS 29.89.039(a)(1) is amended to read:

(1) to a m u n i c i p a l i t y  w hi ch has the power to provide h o s p i­

tal facilities and services and w h i c h  exercises that power, $1,000 per 

bed for each bed actually used for p a tien t care in a hospital w i t h  not 

more than 50r'beds, limited to the n u m b e r  of beds provided for in the.

construction design of the hospital, or $250,000 per [A] hospital for 

those hospitals w i t h  10 to 50 * [OR MORE) beds, or $50,000 per [A]
CJLOjCH, Cu

h o s p i t a l  for those hospitals w i t h  less than lO'.beds, as the m u n i c i p a l­

ity m a y  elect; m o n e y  received under this paragraph may be used only 

for hosp itals and shall be appor tioned among qualifying hospitals as 

the m u n i c i p a l i t y  determines;

* S e c t i o n  7, AS 4 7 . 0 7 . 0 7 0  is r e p e a l e d  a n d  r e e n a c t e d  to r e a d :

Sec. 4 7 . 0 7  . 070. P A Y M E N T  TO H E A L T H  F A C I L I T I E S . i h e  

p a y m e n t  r a t e  to a h e a l t h  f a c i l i t y  s h a l l  be d e t e r m i n e d  by t h e  

KetHrc-a 1— R o -s^ ^ o m m i s s i o n  on the b a s i s  of a f a i r  r a t e  f o r  r e a s o n a b l e  

c o s t s  t h a t - w ^ i n c u r r e d  by the f a c i l i t y .  T h e  C o m m i s s i o n  s h a l l

C-onHftt n n i n n . c ha-l 1— &ak e c-o gn i fra-n-frg- in r e a c h i n g  i t s  ’ d e t e r m i n a t i o n s  • 

u n d e r  t h i s  s e c t i o n

(b) Pro spe c t i v e  payments to hospitals shall be made at a rate in
cxeUXc, CaJU_

p roportion to the rate of occupancy in^hospital beds. M a x i m u m  payment 

under this chapter m a y  be made -onl-y t o ^

LA,- U l /T k

S o  CoSlc-  lo^whs I T  “ TL_C_
^  I
7 M ass iUw (X c u7 c. r^r.c. hr A f p -•ClSx. s>~i~ O

c  ^  wC7.-  r>\l— V'^-.'slTLc. ,
V
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* Sec. 8. AS 47.07 is amended by adding n e w  sections to read:

Sec. 47.07.071. REPORTS BY H E A L T H  FACILITIES. Not later than

3 20 days after the end of each fiscal year of a h e alth facility, the

facility shall submit to the cepartraonV a report on the facility's

financial p e r f o r m a n c e  during the fiscal year.
C  o  t'A \ c .i \ a  f-j

Sec. 47.07.072. R EPORT BY THE DSPARFMEWT-. Not later than S e p­

tember 30 of each year, the d-ep^errmenr^'shall submit to the governor a 

report on the prosp e c t i v e  payments made under this chapter during the
I

current fiscal year and an estimate of the prospective payments that 

will be made during the remainder of the current fiscal year and the 

next fiscal year. The report shall state the assumptions that are 

used as a basis for the estimates.

3 ,
Sac. 4 7.07.07^1. UNIF ORM ACCOUNTING, BUDGETING, AMD F I 1 H N CIAL 

REPORTING. (a) The -eepa-rtTne-R-t- by r e g u l a t i o n  shall require a u n ifor m 

system of accounting, budgeting, and financial reporting for health 

facilities r e c e ivin g prosp e c t i v e  payments under this chapter. The 

r e gulation s shall prov ide for the r e p o rting  of revenues, expenses, 

assets, liabilities, and units of service. The shall

sp:cify the date the system becomes effective for each health f a c i l­

ity.

(b) In adopting regulation s u n d e r  this section, the 

shall consider

(1) accounting, budgeting, and financial r e p o rt ing p r o c e­

dures used by h e a l t h  facilities;

(2) variati ons among health  facilities in the -f-eLLow-tng1"

a r - f r a - s - r^ ^ -
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K

'-types of h e a l t h  care services provided by health facil­

ities ;
>5
(/O other factors the department considers relevant.

(c) The ■ may w a i v e  or m odify  a requirement for

accounting, budgeting, or financial r e p o rting for a health facility if 

w a i v e r  or m o d i f i c a t i o n  is

(1) n e c e ssary to avoid excessive costs to the facility; and

(2) consistent w i t h  the policies of this chapter.

Sec. A 7 . 0 7 . 07/S. AUDITS AND INSPECTIONS. As a condition of

o b t a ining payment under AS 47.07.070, a health facility shall allow
- T V j u -  C CTv.____

(1) the d e p a r t m e n t ^ r e a s o n a b l e  access to the financial 

records of medical assistance beneficiaries; and

(2) inspection of financial records by the— cop artn e r;E— end 

federal agencies to the extent requi red by federal law.

Sec. 47.07.07^6. A P P L I C A T I O N  OF A D M I N I S T R A T I V E  PROCEDURE ACT.

—~  U'j.*
Actions of the d epartm e n t  under AS 47.07 are subject to the provisions 

of the A d m i n i s t r a t i v e  Procedure Act (AS 44.62).

* Sec. 9. AS 47.07.080 is amended by adding a n e w  par agraph to read;

/ ; V V f f v ,  , 7 <.5.Vifivx “' r —  \CrCt*..

(jT^) "health facility" includes a hospital, skilled nursing 

facility, intermedi ate care facility, r e h a bilitat ion facility, i n p a­

tient p s y c h i a t r i c  facility, home h ealth agency, rural health clinic, 

and o u t p a t i e n t  surgical clinic.

\ M & .  (tOJxJ- 1 ^  K f c  .
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ID.

* S e c t i o n  G\ A S  47 . 07 is a m e n d e d  -by a d d i n g  n e w  s e c t i o n s  tc

r e a d

R m t C*
A R T I C L E  2. M E D I C A L  A SOI-— .'-MCI ? C Z ? I C 7 .'.ZME N T

C O M M I S S I O N .

S e c .  4 7 . 0 7 . 1 1 0 .  M E D I C A L  R A T E  C O M M I S S I O N  E S T A B L I S H E D .

T h e  M e d i c a l  R a t e  C o m m i s s i o n  is e s t a b l i s h e d  in t h e  . D e p a r t m e n t  &4— '~ 

•H-c-a-l-frh— :m-d— S-s-e-ieJL— S-a. r v-i-G-e-sT"^

Sec. 4 7 . 0 7 . 1 2 0 .  C O M P O S I T I O N  O F  C O M M I S S I O N .  T h e  

c o m m i s s i o n  c o n s i s t s  of f i v e  m e m b e r s  as f o l l o w s :

(1) t h e  c h i e f  e x e c u t i v e  o f f i c e r  of a h e a l t h  

f a c i l i t y  t h a t  is l i c e n s e d  by t h e  s t a t e  b u t  n o t  o w n e d  o r  o p e r a t e d  

by t h e  s t a t e  ox -federal g o v e r n m e n t  a n d  t h a t  is s u b j e c t  to the 

b u d g e t  r e v i e w  p r o c e s s  u n d e r  t h i s  c h a p t e r ;

(2) the c o m m i s s i o n e r  of a d m i n i s t r a t i o n ,  the 

c o m m i s s i o n e r  of h e a l t h  a n d  s o c i a l  s e r v i c e s ,  or t h e  a p p o i n t e d
t
Jc - c-tr-,

J ~ designee.;7<c a s e  X- S-a-X-P-i

(3) a p h y s i c i a n  l i c e n s e d  to p r a c t i c e  m e d i c i n e  in 

the s t a t e  w h o  is a c t i v e l y  e n g a g e d  in the p r a c t i c e  of m e d i c i n e  and 

w h o  is n o t  e m p l o y e d  by t h e  s t a t e ;

(4) a c e r t i f i e d  p u b l i c  a c c o u n t a n t  w i t h  r e l e v a n t

e x p e r i e n c e ;

(5) a p e r s o n  w-h-c*— e-err r e p r e s e n t ^ c o n s u m e r s  of h e a l t h

s e r v i c e s an-d^who d o e s  n o t  h a v  e^d i r e c t  or i n d i r e c t  i n t e r e s t  in
'A

an

e n t i t y  t h a t  p r o v i d e s  h e a l t h  c a r e  s e r v i c e s .

Sec. 4 7 . 0 7 . 1 3 0 .  A P P O I N T M E N T  O F  M E M B E R S .  M e m b e r s  of the 

^ C o m m i s s i o n  a r e  a p p o i n t e d  by the g o v e r n o r  a n d  s e r v e  at t h e  p l e a s u r e  

of the g o v e r n o r .

Sec. 4 7 . 0 7 . 1 4 0 .  T E R M  O F  M E M B E R S H I P .  A m e m b e r  of t h e  

c o m m i s s i o n  is a p p o i n t e d  f o r  a t e r m  of t h r e e  y e a r s ,  a n d  m a y  n o t  be 

a p p o i n t e d  to a s u c c e s s i v e  term. T h e  t e r m s  of t h e  m e m b e r s  s h a l l  be 

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

u n e x p i r e d  t e r m  of the m e m b e r  he s u c c e e d s .  A t e r m  s h a l l  be m e a s u r e c  

f r o m  J a n u a r y  1 of the y e a r  in w h i c h  the t e r m  of t h e  v a c a n t
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1 p o s i t i o n  b e g i n s ,  r e g a r d l e s s  of w h e n  t h e  v a c a n c y  is f i l l e d .

Sec. 4 7 . 0 7 . 1 5 0 .  C O M P E N S A T I O N . A m e m b e r  of t h e  

c o m m i s s i o n  s e r v e s  w i t h o u t  c o m p e n s a t i o n  b u t  is e n t i t l e d  to p e r  

d i e m  a n d  t r a v e l  e x p e n s e s  a u t h o r i z e d  by l a w  f o r  b o a r d s  a n d  c o m m i s ­

s i o n s  u n d e r  AS 3 9 . 2 0 . 1 8 0 .

Sec. 4 7 . 0 7 . 1 6 0 .  O F F I C E R S .  A t  t h e  f i r s t  m e e t i n g  of e a c h  

y e a r ,  the c o m m i s s i o n  s h a l l  e l e c t  a c h a i r  f r o m  a m o n g  i t s  m e m b e r s .

Sec. 4 7 . 0 7 . 1 7 0 .  M E E T I N G S  A N D  Q U O R U M .  T h e  c o m m i s s i o n  

s h a l l  m p e t  as o f t e n  as is n e c e s s a r y  to c o n d u c t  i t s  b u s i n e s s .

T h r e e  m e m b e r s  of the c o m m i s s i o n  c o n s t i t u t e  a q u o r u m .

Sec. 4 7 . 0 7 . 1 8 0  . D U T I E S  -frF— 544-5— I*0NT T h e  

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

h e a l t h  f a c i l i t i e s  a n d  e s t a b l i s h  p a y m e n t  r a t e s  f o r  h e a l t h  f a c i l i t i e  

u n d e r  t h i s  c h a p t e r  and AS 4 7 . 2 5 . 1 2 0  - 4 7 . 2 5 . 3 0 0 .

Sec. 4 7 . 0 7 . 1 9 0 .  E M P L O Y M E N T  O F  P E R S O N N E L .  T h e  

c o m m i s s i o n  m a y  e m p l o y ^ a n  e x e c u t i v e  d i r e c t o r ,  a-t— a— s-a-l-a-r-y— t-h a-t__i-t-'—  

ulua-1-1— d-e-t-ermi-ne l'~ W i t h  the a p p r o v a l  of the c o m m i s s i o n ,  the 

e x e c u t i v e  d i r e c t o r  m a y  s e l e c t  a n d  e m p l o y  a d d i t i o n a l  s t a f f .  T h e  

c o m m i s s i o n  s h a l l  be a s s i s t e d  by s u c h  o f f i c e r s  or p e r s o n n e l  of the

d e p a r t m e n t  oli h e a l  r h — a-n-d— s-o-c-i-a4— s-e-r-v-i-e-e-s' as the c o m m i s s i o n e r  of

h e a l t h  a n d  s o c i a l  s e r v i c e s  s h a l l  d i r e c t .  T h e  e x e c u t i v e  d i r e c t o r /  

i-L— a-ny-r^cTf the c o m m i s s i o n  is in the e x e m p t  s e r v i c e  u n d e r  A S  39 .25 .

C-

I
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* SecJ'.JrRT' AS 47.25 is amend ed by adding a n e w  section to read:

Sec. 47.25.195. P A Y M E N T  TO HEALTH FACILITIES FOR TR EATMENT OF 

MEL PERSONS. (a) The department may make prosp ective payments to a

health facility for the treatment of a needy person.

(b) A h e a l t h  fa cility r e c e iving a payment under this chapter is 

subject to the r e quirements of AS 47.07.070 - 47.07.076.

(c) For purposes of this section, "health facility" includes a 

hospital, skilled n u r s i n g  facility, intermediate care facility, r e h a­

bi l i t a t i o n  facility, inpatient psychiatr ic facility, home healrh 

agency, rural h ea lth clinic, and outpatient surgical clinic.

* S e c ! .  INTERIM P R O S P E C T I V E  P A Y M E N T  SYSTEM. The department shall 

estab l i s h  an interim system of prospe ctive payments for health facilities 

u n d e r  this Act for the period July 1, 1983 to June 30, 1984.

* Secivjfi$. ’ihis Act does n o t  affect funds to which the sponsor of a

hospital or h e a l t h  facility constru ction project is entitled under AS 29.90
S>er. I 7

on the effective date of this/vAct.

* Sec . The operation of AS 18.07.031 - 18.07.101, 18. 07 .111 (1) - (4) ,

18.07.111(7)-(9), 18.07.111(11); and AS 47.80.140(b) is suspended for a
I'J

period of £wtr years after the eff ective date of sec. >5* of this Act.
£=> 2.3.3 0.a~«L

* Sec ^ AS 47.07.080(1) repealed.

St  —

* S S e c t i o n s  2 and 4 of this Act take effect^sro vears after the
17

e f f e ctive date of sec. J.-5' of this Act.

•• Sec. Jt-5T Sections 1, 3 and 5 - of this Act take effect immediately

in a ccordance w i t h  AS 01.10.070(c).

-



15 * Sec. 11. AS A7.25 is amended, b y  a dding a n e w  s e ction to r e a d :  "..

16 Sec. A 7.25.195. P A Y M E N T  TO H E A L T H  F A C I L I T I E S  F O R  T R E A T M E N T  OF

17
N E E D Y  PERSONS. (a) T h e  d e p a r t m e n t  m a y  m a k e  p r o s p e c t i v e  p a y m e n t s  to a

18

19

20 

21 

22

G ^ p
h e a l t h  f a c i l i t y  for the t r e a t m e n t  of a n e e d y  person.

(b) A h e a l t h  f a c i lity r e c e i v i n g  a p a yme nt u n d e r  this c h a p t e r  is 

s u bje ct to the r e q u i r e m e n t s  of AS A7 .07.070 - A7.07.076.

(c) For p urpo s e s  of this section, " h e a l t h  f a c i l i t y "  i n c l u d e s  a

^ h o s p i t a l ,  s k illed n u r s i n g  facility, i n t e r m e d i a t e  care fa cility, reha- 

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

agency, rural h e a l t h  clinic, arid o u t p a t i e n t  surgical clini 

* Sec. 12. I N T E R I M  P R O S P E C T I V E  P A Y M E N T  SYSTEM. The d e p a r t m e n t  shall

26

27

28 

29

e s t a b l i s h  an i n t e r i m  s y s t e m  of p r o s p e c t i v e  p a y ments for h e a l t h  f a c i l i t i e s  

u nder this A c t  for the p eriod July 1, 1983 to June 30, 198A.

* Sec. 13. This Act does not affect funds to w h i c h  the s p o n s o r  of a 

h o s p i t a l  or h e a l t h  facil ity c o n s t r u c t i o n  project is e n t i t l e d  u n d e r  AS 29.90

-7- C S S B  85 (HESS)
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b e c a u s e  federal  M e d i c a i d  funds h a v e  b e e n  and are likely to continue to be 

r e d u c e d  d r a m a t i c a l l y , a r e t r o s p e c t i v e  p a y m e n t  s y s t e m  no l o nger serves as an 

a d e q u a t e  m a n a g e m e n t  tfool, n o r  does it r e s p o n d  w i t h  a d e q u a t e  f l e x i b i l i t y  to 

c o n t i n u e d  federal cur.backs. A  p r o s p e c t i v e  p a y ment s y s t e m  is n e c e s s a r y  to 

p r u d e n t l y  address payment s to h e a l t h  f acili ties u n d e r  the M e d i c a i d  and 

g e n e r a l  r e l i e f  assistan ce programs.

* Sec. 2. AS 18.07.021 is a m e n d e d  to read:

Sec. 18.07.021. S T A T E  H E A L T H  P L A N N I N G  AND D E V E L O P M E N T  AGENCY.

The o f f i c e  of p l a n n i n g  and r e s e a r c h  in the d e p a r t m e n t  is the state 

h e a l t h  p l a n n i n g  and d e v e l o p m e n t  a g e n c y  d e s i g n a t e d  u n d e r  42 U.S.C. S e c . 

3 0 0 m ( b )(3), (Sec. 3, P.L. 93-641) [SEC. 1521(b)(3), P.L. 93-641]. The

o f f i c e  shall p e r f o r m  the functions e n u m e r a t e d  u n d e r  42 U.S.C. Sec. 

3 0 0 m - 2 f a )(1)-(3), (a)(6)-(8), (b) and (c) , (Sec. 3, P.L. 93-641)

[SEC. 1 5 2 3 , P.L. 93-641, A D M I N I S T E R  THE C E R T I F I C A T E  OF N E E D  P R O G R A M  

O U T L I N E D  IN AS 18.07.041 - 18.07.111,] and other functions p r e s c r i b e d  

in this chapter.

* Sec. 3. AS 18.07.021 is a m e n d e d  to read:

Sec. 18.07.021. S T A T E  H E A L T H  P L A N N I N G  A ND D E V E L O P M E N T  AGENCY.

The o f f i c e  of p l a n n i n g  and r e s e a r c h  in the d e p a r t m e n t  is the state 

h e a l t h  p l a n n i n g  and d e v e l o p m e n t  a g e n c y  d e s i g n a t e d  u n d e r  42 U.S.C. Sec. 

300m(b)(3), (Sec. 3, P.L. 93-641). The office shall p e r f o r m  the

fu n c tions e n u m e r a t e d  u n d e r  42 U.S.C. Sec. 300m-2 [3 0 0 m - 2 ( a ) (1)-(3) ,

(a) :'M - (?.) , (b) AND (c)], (Sec. 3, P.L. 93-641) , a d m i n i s t e r  the c e r t i­

ficate of n e e d  p r o g r a m  o u t l i n e d  in AS 18.07.041 - 18.07.11], and other 

f u n c t i o n s  p r e s c r i b e d  in this chapter.

* Sec. 4. AS 18.26.220 is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 18.26.220. F A C I L I T Y  C O M P L I A N C E  WITH H E A L T H  AND SAFETY LAWS 

AN D  L I C E N S I N G  R E Q UIREM ENTS. In o r d e r  to receive f i n a nc ial a s s i s t a n c e  

u n d e r  this chapter, a m e d i c a l  f a c i l i t y  shall comply w i t h  AS 18.20 and 

CSSB 85 (HESS) ' -2-
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1 the l i c e nsing r e q u i r e m e n t s  of this chapter.

2 * Sec. 5. AS 18.26.220 is r e p e a l e d  and r e e n a c t e d  to read:

3 Sec. 18.26.220. F A C I L I T Y  C O M P L I A N C E  W I T H  H E A L T H  A N D  S AFETY LAWS

4 A N D  L I C E N S I N G  REQUIREMENTS. A m e d i c a l  facil ity constructed, acquired,

improved, or finan ced u n d e r  the this chap ter and all actions of the 

a u t h o r i t y  are subject to A S  18.07, AS 18.20, and any other state 

li c e n s i n g  requir e m e n t  for the facili ties or services p r o v i d e d  u n d e r  

this chapter. m e d i c a l  f a c i l i t y  i ssued a certif i c a t e  of n e e d  u nder 

Sec. 4, ch. 275, SLA 1976 by v i r t u e  of b e i n g  in e x i s t e n c e  or u nder 

c o n s t r u c t i o n  b efor e Jul y 1, 1976, m u s t  fully m e e t  the r e q u i r e m e n t s  of 

AS 18.07 in order to be e l i g i b l e  for f u n ding under this chapter.

* Sec. 6. AS 29.89.030(a)(1) is a m e n d e d  to read']

(1) to a m u n i c i p a l i t y  w h i c h  has the p ower  to p r ov ide h o s p i­

tal facilities and services and w h i c h  e xercises that power, $1,000 per 

bed for each bed a c t u a l l y  used for p a t i e n t  care in a h o s pital w i t h  

m o r e  t h a n ^ 5 0  acute care beds, l i m i t e d  to the n u m b e r  of beds p r o v i d e d

for in the c o n s t r u c t i o n  design of the hospital, or $250,000 per [A]

+» JSO
h o s p i t a l  for those h o s p i t a l s  w i t h  10 tn>—S-Q acute care [OR MORE) beds, 

or $50,000 per [A] h o s p i t a l  for those h o s p ita ls w i t h  less than 10 

acute care beds, as the m u n i c i p a l i t y  m ay elect; m o n e y  r e c e i v e d  under 

this p a r a g r a p h  m a y  be u s e d  only for h o s p i t a l s  and shall be a p p o r t i o n e d  

a mong q u a l i f y i n g  h o s p i t a l s  as the m u n i c i p a l i t y  deterrines;

* Sec. 7. AS 47.07.070 is r e p e a l e d  and r e e n a c t e d  to read:

Sec. 47.07.070. P A Y M E N T  TO H E A L T H  FACILITIES. (a) The p a y m e n t  

rate to a h e a l t h  f a c ility shall be d e t e r m i n e d  by the c o m m i s s i o n  on the 

basis of a fair rate for r e a s o n a b l e  costs i ncurred by the facility. 

The c o m m i s s i o n  shall by r e g u l a t i o n  list the factors it c o n s iders in 

r e a c h i n g  its d e t e r m i n a t i o n s  u n d e r  this section

(b) .Prospective p a y m e n t s  to h o s p i t a l s  shall be m a d e  at a r a t e  in

- 3 -  C S S B  85 ( H E S S )
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p r o p o r t i o n  to the rate of o c c u p a n c y  in acute care h o s p i t a l  beds, 

w ✓"'Maximum paym ent under this chap ter m a y  b e  m a d e  to a h o s p i t a l  w i t h  more

/v* L  than 50 acute care beds only if the hospi t a l  has an acute care bed

V ?_*> o c c u p a n c y  rate of 90 p e rc ent or more.

' * Sec. 8. AS A 7.07 is a m ended  b y  a d d i n g  n e w  sections to read:

Sec. 47.07.071. R E P O R T S  BY H E A L T H  FACILITIES. Noc later than 

120 days after the end of each fiscal year of a h e a l t h  facility, the 

f a c i l i t y  shall submit to the c ommi s s i o n  a report on the f acility's 

f i n a n c i a l  p e r f o r m a n c e  duri ng the fiscal year.

Sec. 47.07.072. R E P O R T  BY THE COMMISSION. Not later than S e p­

tember 30 of each year, the c o m m i s s i o n  shall submit to the g o v e r n o r  a 

r e p o r t  on the p r o s p e c t i v e  p a y me nts m a d e  under this chapt er d uring  the 

c u r r e n t  fiscal year and an e s t i m a t e  of the prosp e c t i v e  p ayme n t s  that 

w i l l  be m a d e  during the r e m a i n d e r  of the current fiscal y e a r  and the 

next fiscal year. The r epo rt shall state the a s sumpti ons that are 

u s e d  as a basis for the estimates.

Sec. 47.07.073. U N I F O R M  ACCOU NTING, BUDGETING, AND F I N A N C I A L  

REPORTING. (a) The c o m m i s s i o n  by r e g u l a t i o n  shall r e quire a u n i f o r m  

s y s t e m  of accounting, budgeting, and financial r e p o r t i n g  for h e a l t h  

f acili t i e s  r e c e iving prosp e c t i v e  paym ents under this chapter. The 

r e g u l a t i o n s  shall p r o v i d e  for the r e p o r t i n g  of revenues, expenses,

assets, liabilities, and units of service. The c o m m i s s i o n  shall

s p e c i f y  the date the s yste m b e c o m e s  e f f e c t i v e  for each h e a l t h  f a c i l­

ity.

(b' In a d o pting r e g u l a t i o n s  u n d e r  this section, the c o m m i s s i o n  

shall c o n s i d e r

(1) accounting, budge ting, and financial r e p o r t i n g  p r o c e­

dures u s e d  by h e a l t h  facilities;

(2) varia t i o n s  among h e a l t h  facilities in the types ofC3SB 85 (H E SS)  - 4 -
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1 h e a l t h  care services p r o v i d e d  b y  h e a l t h  fac lities;

2 . (3) other factors the c o m m i s s i o n  considers relevant^

6 2T/ U (c) The commission  m a y  w a i v e  or m o d r x y  a r e q uirement for ac-

4 counting, budgeting, or f i n a ncial r e p o r t i n g  for a h e a l t h  f a c i l i t y  if

5 w a i v e r  or m o d i f i c a t i o n  is

6 (l) n e c e s s a r y  to avo id e x c e s s i v e  costs to the facility; and

(2) consistent w i t h  the p o l i c i e s  of this chapter.

Sec. 4 7.0 7.0 7 A . A UDITS AND INSPECTIONS. As a c o n d i t i o n  of 

9 o b t a i n i n g  p a y m e n t  under AS 47.07.070, a h e a l t h  facility shall a l l o w

(1) the depart ment and the c o mmission reaso n a b l e  access to 

the f i n a n c i a l  records of m e d i c a l  a s s i s t a n c e  beneficiaries; and

(2) i nsp ection of financ ial records b> federal agencies to 

the extent r e q u i r e d  by federal law.

14 < ‘ S e c‘ 47.07.075. A P P L I C A T I O N  OF A D M I N I S T R A T I V E  P R O C E D U R E  ACT,

15 - ------------ ----------------

17

18

19

20 

21 

22 

23

10

11

12

13

Ac t i o n s  of the commission u n d e r  AS 47.07 are subject to the provisions  

of the A d m i n i s t r a t i v e  P roce d u r e  Act (AS 44.62).

* Sec. 9. AS 4 7.07.080 is a m e n d e d  by a d d i n g  n e w  paragraphs  to read:

(6) "com mission" m e a n s  the M e d i c a l  Rate Commission;

(7) "health  f a c i l i t y "  includes a hospital, skilled n u r s i n g  

facility, inter m e d i a t e  care facility, r e h a b i l i t a t i o n  facility, i n p a­

tient p s y c h i a t r i c  facility, h o m e  healtji agency, rural h e a l t h  clinic, 

and o u t p a t i e n t  surgical clin]

* Sec. 10. AS 47.07 is a m e n d e d  b y  a dding n e w  sections to read:

24 A R T I C L E  2. M E D I C A ^  R A T E  COMMISSION.

2b Sec. 47.07.110. M E D I C A L  RATE  C O M M I S S I O N  ESTABLISHED. The Medi-

/, h o m e  h e a l t h  agency, rural h e a l t h  clinic,

- l .

26

27

28 

29

c a ^  Rate C o m m i s s i o n  is e s t a b l i s h e d  in the Depart m e n t  of H e a l t h  and 

S ocial Services.

Sec. 47.07.120. C O M P O S I T I O N  OF COMMISSION. The c o m m i s s i o n

consists of five m e m bers as follows:- 5 -  CSSB 85 (HESS)
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IN THE L E G I S L A T U R E  OF THE STATE OF A L A S K A  

T H I R T E E N T H  LEGISLATURE. - F I R S T  S E S S I O N
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For an Act entitled: "An Act s u s p e n d i n g  the c e r t i f i c a t e  of n e e d  program;

a m e n d i n g  p r o v i s i o n s  r e l a t e d  to M e d i c a i d  a n d  general 

r e l i e f  as sistance; and p r o v i d i n g  for an e f f e ctive 

d a t e ."

P IT E N A C T E D  BY THE L E G I S L A T U R E  O F  TH E STATE OF ALASKA:

* S e c t i o n  1. F I N D I N G S  AND D E C L A R A T I O N  OF POLICY. (a) The l e g i s l a t u r e  

J is and declares  that h e a l t h  f a c i l i t i e s  are v i t a l  to the w e l f a r e  of the 

p e o p l e  of the state. The l e g i s l a t u r e  finds that the c e r t i f i c a t e  of need 

program, as h i s t o r i c a l l y  c o n s t i t u t e d  and i m p l e m e n t e d  in Alaska, has c r e a t e d  

delays in the c o n s t r u c t i o n  of h e a l t h  care facilities, thus a d d i n g  to the 

cost of such facili t i e s  both t h r o u g h  the e x p en ses of the a d m i n i s t r a t i v e  

p r o c e s s  itself and t h r ough the e f f e c t s  of delay i n d u c e d  inflation.

(b) B e c a u s e  the effects of the changes to be w r o u g h t  by this Act w i l l  

r e q u i r e  monito r i n g ,  and b e c a u s e  there is a degree of u n c e r t a i n t y  c o n c e r n i n g  

the f e d e r a l  s t a t u t o r y  and r e g u l a t o r y  environment, the l e g i s l a t u r e  finds and 

de c l a r e s  that a s u s p e n s i o n  of the c e r t i f i c a t e  of n e e d  process, w i t h  a u t o­

ma t i c  r e v i e w  in future, is p r e f e r a b l e  to an o u t r i g h t  r epeal of the p r o c e s s  

at this time.

(c) The l e g i s l a t u r e  a c k n o w l e d g e s  the n e e d  to pay h e a l t h  facili t i e s  

for s e r vic es p r o v i d e d  to b e n e f i c i a r i e s  of state p r o g r a m s  at a level that 

w i l l  m e e t  the p r o p o r t i o n a t e  s h are of the total f i n a n c i a l  r e q u i r e m e n t s  of 

the f a c i l i t i e s  that are a t t r i b u t a b l e  to those p r o g r a m s  g i v e n  p r u d e n t  and 

c o s t - e f f e c t i v e  m a n a g e m e n t  and o p e r a t i o n  of such facilities. The l e g i s l a­

ture finds that, b e c a u s e  M e d i c a i d  is a j o i n t  state and f e deral p r o g r a m  and- 1 -  CSSB 85 (H ESS)
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b e c a u s e  f e d e r a l  M e d i c a i d  f u n d s  h a v e  b e e n  a n d  a r e  l i k e l y  to 

c o n t i n u e  to be r e d u c e d  d r a m a t i c a l l y ,  a r e t r o s p e c t i v e  p a y m e n t  

s y s t e m  no l o n g e r  s e r v e s  as an a d e q u a t e  m e t h o d  of c o m p e n s a t i o n ,  

n o r  d o e s  it r e s p o n d  w i t h  a d e q u a t e  f l e x i b i l i t y  to c o n t i n u e d  

f e d e r a l  c u t b a c k s .  A p r o s p e c t i v e  p a y m e n t  s y s t e m  is n e c e s s a r y  to 

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

M e d i c a i d  a n d  g e n e r a l  r e l i e f  a s s i s t a n c e  p r o g r a m s .

* Sec. 2. AS 1 8 . 0 7 . 0 2 1  is a m e n d e d  to read:

Sec. 1 8 . 0 7 . 0 2 1 .  S T A T E  H E A L T H  P L A N N I N G  A N D  D E V E L O P M E N T  

A G E N C Y .  T h e  o f f i c e  of p l a n n i n g  a n d  r e s e a r c h  in the d e p a r t m e n t  

is the s t a t e  h e a l t h  p l a n n i n g  a n d  d e v e l o p m e n t  a g e n c y  d e s i g n a t e d  

u n d e r  42 U . S . C .  Sec. 300in(b)(3), (Sec. 3, P.L. 9 3 - 6 4 1 )

[SEC. 1 5 2 1 ( b ) ( 3 ) ,  P.L. 9 3 - 6 4 1 ] .  T h e  o f f i c e  s h a l l  p e r f o r m  

the f u n c t i o n s  e n u m e r a t e d  u n d e r  42 U . S . C .  S ec. 3 0 0 m - 2  ( a ) ( 1 ) - ( 3 )  ,

( a ) ( 6 ) - ( 8 )  , (b) a n d  (c), (Sec. 3, P.L. 9 3 - 6 4 1 )  [SEC. 1 5 2 3  ,

P.L. 9 3 - 6 4 1 ,  A D M I N I S T E R  T H E  C E R T I F I C A T E  01 N E E D  P R O G R A M  O U T L I N E D  

IN AS 1.8.07.041 - 1 8 . 0 7 . 1 1 1 , ]  and o t h e r  f u n c t i o n s  p r e s c r i b e d  

in t h i s  c h a p t e r .

Sec. 3. AS 1 8 . 0 7 . 0 2 1  is a m e n d e d  to read

Sec. 1 8 . 0 7 . 0 2 1 .  S T A T E  H E A L T H  P L A N N I N G  A N D  D E V E L O P M E N T  

A G E N C Y .  T h e  o f f i c e  of p l a n n i n g  a n d  r e s e a r c h  .n the d e p a r t m e n t  

is the s t a t e  h e a l t h  p l a n n i n g  a n d  d e v e l o p m e n t  a g e n c y  d e s i g n a t e d  

u n d e r  42 U . S . C .  Sec. 3 0 0 m ( b ) ( 3 ) ,  (Sec. 3, P.L. 9 3 - 6 4 1 ) .  T h e  

o f f i c e  s h a l l  p e r f o r m  the f u n c t i o n s  e n u m e r a t e d  u n d e r  42 U . S . C .

Sec. 3 0 0 m - 2  [3 0 0 m - 2 ( a ) ( 1 ) - ( 3 )  , ( a ) ( 6 ) - ( 8 ) ,  (b) A N D  (c)],

(Sec. 3, P.L. 9 3 - 6 4 1 )  , a d m i n i s t e r  the c e r t i f i c a t e  of n e e d  prograir 

o u t l i n e d  in AS 18 .0 7 .041 - 1 8 . 0 7  . 111 , a n d  o t h e r  f u n c t i o n s  p r e­

s c r i b e d  in this c h a p t e r .

* Sec. 4. AS 1 8 . 2 6 . 2 2 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 1 8 . 2 6 . 2 2 0 .  F A C I L I T Y  C O M P L I A N C E  W I T H  H E A L T H  A N D  

S A F E T Y  L A W S  A N D  L I C E N S I N G  R E Q U I R E M E N T S .  In o r d e r  to '.receive 

f i n a n c i a l  a s s i s t a n c e  u n d e r  t h i s  c h a p t e r ,  a m e d i c a l  f a c i l i t y  

s h a l l  c o m p l y  w i t h  AS 1 8 . 2 0  and
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the l i c e n s i n g  r e q u i r e m e n t s  of th i s  c h a p t e r .

* Sec. 5. AS 1 8 . 2 6 . 2 2 0  is r e p e a l e d  and r e e n a c t e d  to read:

Sec. 1 8 . 2 6 . 2 2 0 .  F A C I L I T Y  C O M P L I A N C E  W I T H  H E A L T H  A N D  

S A F E T Y  L A W S  A N D  L I C E N S I N G  R E Q U I R E M E N T S . A m e d i c a l  f a c i l i t y  

c o n s t r u c t e d ,  a c q u i r e d ,  i m p r o v e d ,  or f i n a n c e d  u n d e r  th i s  

c h a p t e r  a n d  all a c t i o n s  of t h e  a u t h o r i t y  a r e  s u b j e c t  to 

AS 1 8 . 0 7 ,  AS 1 8 . 2 0 ,  a n d  a n y  o t h e r  s t a t e  l i c e n s i n g  r e q u i r e m e n t  

f o r  the f a c i l i t i e s  or s e r v i c e s  p r o v i d e d  u n d e r  t h i s  c h a p t e r .  A

m e d i c a l  f a c i l i t y  i s s u e d  a c e r t i f i c a t e  of n e e d  u n d e r  Sec. 4, 

ch. 275, S L A  1 9 7 6  by v i r t u e  of b e i n g  in e x i s t e n c e  or u n d e r  

c o n s t r u c t i o n  b e f o r e  J u l y  1, 1976, m u s t  f u l l y  m e e t  the r e q u i r e­

m e n t s  of AS 1 8 . 0 7  in o r d e r  to be e l i g i b l e  for f u n d i n g  u n d e r  

t h i s  c h a p t e r .

* Sec. 6. AS 2 9 . 8 9 . 0 3 0 ( a ) ( 1 )  is a m e n d e d  to read:

(1) to a m u n i c i p a l i t y  w h i c h  h a s  the p o w e r  to p r o v i d e  

h o s p i t a l  f a c i l i t i e s  and s e r v i c e s  and w h i c h  e x e r c i s e s  that 

p o w e r ,  $ 1 , 0 0 0  p e r  b e d  for e a c h  b e d  a c t u a l l y  u s e d  for p a t i e n t  

c a r e  in a h o s p i t a l  w i t h  m o r e  than 250 a c u t e  c a r e  b e d s , l i m i t e d  

to the n u m b e r  of b e d s  p r o v i d e d  for in the c o n s t r u c t i o n  d e s i g n  

of the h o s p i t a l ;  or $ 2 5 0 , 0 0 0  per [A] h o s p i t a l  for t h o s e  h o s p i ­

tal s  w i t h  10 to 250 a c u t e  c a r e  [OR M O R E ]  bed s ;  or $ 5 0 , 0 0 0  per 

[A] h o s p i t a l  f o r  t h o s e  h o s p i t a l s  w i t h  less t h a n  10 a c u t e  c a r e  

b e d s ,  as t h e  m u n i c i p a l i t y  m a y  e l e c t ;  m o n e y  r e c e i v e d  u n d e r  th i s  

p a r a g r a p h  m a y  be u s e d  o n l y  for h o s p i t a l s  and s h a l l  be a p p o r ­

t i o n e d  a m o n g  q u a l i f y i n g  h o s p i t a l s  as the m u n i c i p a l i t y  d e t e r m i n e s ;

Sec. 7. AS 4 7 . 0 7 . 0 7 0  is r e p e a l e d  a n d  r e e n a c t e d  to read:

Sec. 4 7 . 0 7 . 0 7 0 .  P A Y M E N T  TO H E A L T H  F A C I L I T I E S .  (a) T h e

p a y m e n t  r a t e  to a h e a l t h  f a c i l i t y  s h a l l  be d e t e r m i n e d  by the 

c o m m i s s i o n  on t h e  b a s i s  of a f a i r  r a t e  for r e a s o n a b l e  c o s t s  

i n c u r r e d  by the f a c i l i t y .  T h e  c o m m i s s i o n  s h a l l  be r e g u l a t i o n  

l i s t  the f a c t o r s  it c o n s i d e r s  in r e a c h i n g  its d e t e r m i n a t i o n s  

u n d e r  t h i s  s e c t i o n .
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(b) T h e  c o m m i s s i o n ,  in d e t e r m i n i n g  the p a y m e n t  r a t e  

to a h e a l t h  f a c i l i t y ,  m a y  c o n s i d e r  w h e t h e r  the r a t e  of 

o c c u p a n c y  in a c u t e  c a r e  b e d s  w i t h i n  the f a c i l i t y  is l o w e r e d  

b e c a u s e  of i m p r o v i d e n t  or c a r e l e s s  f a c i l i t y  d e v e l o p m e n t  

by the f a c i l i t y  d u r i n g  the p e r i o d  w h e n  the p r o v i s i o n s  of 

s e c t i o n  14 of t h i s  c h a p t e r  a r e  in e f f e c t .

Sec. 8. AS 4 7 . 0 7  is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to read: 

Sec. 4 7 . 0 7 . 0 7 1 .  R E P O R T S  BY H E A L T H  F A C I L I T I E S .  N o t  

l a t e r  th a n  1 2 0  d a y s  a f t e r  the end of e a c h  f i s c a l  y e a r  of a 

h e a l t h  f a c i l i t y ,  the f a c i l i t y  s h a l l  s u b m i t  to the c o m m i s s i o n  

a r e p o r t  on the f a c i l i t y ' s  f i n a n c i a l  p e r f o r m a n c e  d u r i n g  the 

f i s c a l  y e a r .

Sec. 4 7 . 0 7 . 0 7 2 .  R E P O R T  BY T H E  C O M M I S S I O N .  Not l a t e r  

t h a n  S e p t e m b e r  30 of e a c h  y e a r ,  the c o m m i s s i o n  s h a l l  s u b m i t  to 

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

this c h a p t e r  d u r i n g  the c u r r e n t  f i s c a l  y e a r  and an e s t i m a t e  of 

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

of the c u r r e n t  f i s c a l  y e a r  and the n e x t  f i s c a l  y e a r .  T h e  

r e p o r t  s h a l l  s t a t e  the a s s u m p t i o n s  th a t  are u s e d  as a b a s i s  for 

the e s t i m a t e s .

Sec. 4 7 . 0 7 . 0 7 3 .  U N I F O R M  A C C O U N T I N G ,  B U D G E T I N G ,  A N D  F I N A N C I A L  

R E P O R T I N G .  (a) T h e  c o m m i s s i o n  by r e g u l a t i o n  s h a l l  r e q u i r e  a 

u n i f o r m  s y s t e m  of a c c o u n t i n g ,  b u d g e t i n g ,  and f i n a n c i a l  r e p o r t i n g  

for h e a l t h  f a c i l i t i e s  r e c e i v i n g  p r o s p e c t i v e  p a y m e n t s  u n d e r  th i s  

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

r e v e n u e s ,  e x p e n s e s ,  a s s e t s ,  1 i a b i l i t i e s , and u n i t s  of s e r v i c e .

T h e  c o m m i s s i o n  s h a l l  s p e c i f y  the d a t e  the s y s t e m  b e c o m e s  

e f f e c t i v e  for e a c h  h e a l t h  f a c i l i t y .

(b) In a d o p t i n g  r e g u l a t i o n s  u n d e r  t h i s  s e c t i o n ,  the 

c o m m i s s i o n  s h a l l  c o n s i d e r

- 4 -
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(1) a c c o u n t i n g ,  b u d g e t i n g ,  a n d  f i n a n c i a l  

r e p o r t i n g  p r o c e d u r e s  u s e d  by h e a l t h  f a c i l i t i e s ;

(2) v a r i a t i o n s  a m o n g  h e a l t h  f a c i l i t i e s  in the 

t y p e s  of h e a l c h  c a r e  s e r v i c e s  p r o v i d e d  by h e a l t h  f a c i l i t i e s ;

(3) o t h e r  f a c t o r s  the c o m m i s s i o n  c o n s i d e r s  

r e l e v a n t ,  i n c l u d i n g  but n o t  l i m i t e d  to siz e ,  o r g a n i z a t i o n a l  

s t r u c t u r e ,  a n d  m e t h o d s  of o b t a i n i n g  p a y m e n t s .

(c) T h e  c o m m i s s i o n  m a y  w a i v e  or m o d i f y  a r e q u i r e m e n t  

for a c c o u n t i n g ,  b u d g e t i n g ,  or f i n a n c i a l  r e p o r t i n g  for a h e a l t h  

f a c i l i t y  if w a i v e r  or m o d i f i c a t i o n  is

(1) n e c e s s a r y  to a v o i d  e x c e s s i v e  c o s t s  to the

f a c i l i t v ;  and

(2) c o n s i s t e n t  witli the p o l i c i e s  of th i s  c h a p t e r .

(d) A n y  o t h e r  p r o v i s i o n s  of this s e c t i o n  n o t w i t h s t a n d i n g  

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

to f a c i l i t i e s  h a v i n g  f e w e r  th a n  25 a c u t e  c a r e  b e d s ,  t h e  s y s t e m  

of a c c o u n t i n g ,  b u d g e t i n g ,  and f i n a n c i a l  r e p o r t i n g ,  for the 

p u r p o s e  of r e d u c i n g  to s u c h  f a c i l i t i e s  the c o s t s  of t h e i r  

o p e r a t i o n s .

Sec. 4 7 . 0 7 . 0 7 4 .  A U D I T S  A N D  I N S P E C T I O N S .  As a c o n d i t i o n  

of o b t a i n i n g  p a y m e n t  u n d e r  AS 4 7 . 0 7 . 0 7 0 ,  a h e a l t h  f a c i l i t y  s h a l l  

a l l o w

(1) the d e p a r t m e n t  and the c o m m i s s i o n  r e a s o n a b l e  a c c e s s  

to the financial, r e c o r d s  of m e d i c a l  a s s i s t a n c e  b e n e f i c i a r i e s ;  

and

(2) i n s p e c t i o n  of f i n a n c i a l  r e c o r d s  by f e d e r a l  a g e n c i e s  

to the e x t e n t  r e q u i r e d  by f e d e r a l  law.

Sec. 4 7 . 0 7 . 0 7 5 .  A P P L I C A T I O N  OF A D M I N I S T R A T I V E  P R O C E D U R E  ACT. 

A c t i o n s  of the c o m m i s s i o n  u n d e r  AS 47 .07 a r e  s u b j e c t  to tiie 

p r o v i s i o n s  of the A d m i n i s t r a t i v e  P r o c e d u r e  A c t  (AS 4 4 . 6 2 ) .
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* Sec. 9. AS 4 7 . 0 7 . 0 8 0  is a m e n d e d  by a d d i n g  n e w  p a r a g r a p h s  

to read:

(6) " c o m m i s s i o n "  m e a n s  the M e d i c a i d  R a t e

C o m m i s s i o n ;

(7) " h e a l t h  f a c i l i t y "  i n c l u d e s  a h o s p i t a l ,  

s k i l l e d  n u r s i n g  f a c i l i t y ,  i n t e r m e d i a t e  c a r e  f a c i l i t y ,  

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

h e a l t h  a g e n c y ,  r u r a l  h e a l t h  c l i n i c ,  o u t p a t i e n t  s u r g i c a l  c l i n i c ,  

and f a c i l i t y  for the d o m i c i l i a r y  c a r e  of the m e n t a l l y  r e t a r d e d .

* Sec. 10. AS 4 7 . 0 7  is a m e n d e d  by a d d i n g  n e w  s e c t i o n s  to 

r e a d :

A R T I C L E  2. M E D I C A I D  R A T E  C O M M I S S I O N .

- 6 -

Sec . 47 .07 .110. M E D I C A I D  RATE C O M M I S S I O N  EJIT A 11 LI S H E D  .

T h e  M e d i c a l d R a t e C o m m i s s i o n  is e s t a b l i s h e d in the De pa r t m cut

of Ilea It li a n d  Hoc ial S e r v i c e s .

Sec . 4 7.07 .120. C O M P O S I T I O N  Oi­C O M M I S S I O N . T h e

c i>m m  1 ss i i )u c o n s is ls of five m e m b e r s  as fol 1 o w s :

(1) the c h i e f  e x e c u t i v e  o f f i c e r  of a h e a l t h  f a c i lity that 

is licensed by the state but not owned or o p e rated by the state or 

federal g o v e r n m e n t  and that is subject to the b u d g e t  r e v i e w  p r o cess 

under this chapter;

(2) the c o m m i s s i o n e r  of admini stration, the c o m m i s s i o n e r  of 

h e alt h and social services, or the a p p o i n t e d  des ignee of either c o m­

mis s i o n e r  ;

(3) a p h y s i c i a n  l i c e n s e d  to p r a c t i c e  m e d i c i n e  in the state

w h o  is a c t i v e l y  e n g a g e d  in the practice of m e d i c i n e  and who is not

em p lo yed by the state;

(4) a c e r t i f i e d  p u b l i c  a ccount ant w i t h  r e l e v a n t  exp erience;

(5) a p e r s o n  r e p r e s e n t i n g  consumers of h e a l t h  services w h o

does not have a direct or i n d i r e c t  interest in an e n tit y that p r o v i d e s  

h e a l t h  care services.



Sec. 47.07.130. A P P O I N T M E N T  OF MEMBERS. M e mbers of the c o m m i s­

sion are a p p o i n t e d  by the g o v e r n o r  and serve at the p l e a s u r e  of the 

g o v e r n o r .

Sec. 47.07.140. T E R M  OF M E MBERSHIP. A m e m b e r  of the commissi on 

is a p p o inte d for a term of three years, and m a y  n o t  be a p p o i n t e d  to a 

succe s s i v e  term. The terms of the m e mbers shall be staggered. A 

me m b e r  a p p o i n t e d  to fill a v a c a n c y  serves for the u n e x p i r e d  t e r m  of 

the member. A term shall be m e a s u r e d  from J a n u a r y  1 of the > _ •’•** in 

w h i c h  the term of the v a c a n t  p o s i t i o n  begins, r e g a r d l e s s  of w h e n  the 

v a c a n c y  is filled.

Sec. 47.07.150. COMPENSATI ON. A m ember of the c o m m i s s i o n  serves

w i t h o u t  c o m p e n s a t i o n  but is e n t i t l e d  to per diem and travel expenses 

au t h o r i z e d  by law for b oards and commiss ions u n d e r  AS 39.20.180.

Sec. *<7.07.160. OFFICERS. At the first m e e t i n g  of each year,

the c o m m i s s i o n  shall elect a chair from a mon g its members.

Sec. 47.07.170. M E E T I N G S  A N D  QUORUM. The commi s s i o n  shall meet 

as often as is n e c e s s a r y  to conduct its business. Three m e mbers of 

the c ommis s i o n  con sti t u t e  a quorum.

Sec. 47.07.180. DUTIES. The c o m m i s s i o n  shall r e v i e w  proposed

pa yment rates and b u dgets of h e a l t h  facilitie s and e s t a b l i s h  payment 

rates for h e a l t h  f a cilities u n d e r  this chapter and AS 47."5.120 - 

47.25.300.

Sec. 4 7.07.190. EMx’L O Y M E N T  OF PERSONNEL. The c o m m i s s i o n  may 

employ and det ermine the salary of an e x e c u t i v e  director. Wit h the 

approva l of the commission, the e x e c u t i v e  direc t o r  m a y  select and 

employ a d d i t i o n a l  staff. The c o m m i s s i o n  shall be a s s i s t e d  by the
L.iw  Office

^■-oser officer s or p e r s o n n e l  of the d e p a r t m e n t  the commissione r of h e a l t h  and

Sullif 130

Aochougo.Ainsk.i social services si.all direct. T h e  e x e c u t i v e  d i r e c t o r  of the commis-
(007) 277 05;

sion is in the e x empt service u n d e r  AS 39.25.
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* See. 11. AS 4 7 . 2 5  is a m e n d e d  by a d d i n g  a n e w  s e c t i o n  to

r e a d :

Sec. 4 7 . 2 5 . 1 9 5 .  P A Y M E N T  TO H E A L T H  F A C I L I T I E S  FOR

T R E A T M E N T  O F  N E E D Y  P E R S O N S .  (a) T h e  d e p a r t m e n t  m a y  m a k e

p r o s p e c t i v e  p a y m e n t s  to a h e a l t h  f a c i l i t y  for the t r e a t m e n t  of

a n e e d y  p e r s o n .

( b ) A h e a l t h  f a c i l i t y  r e c e i v i n g  a p a y m e n t  u n d e r  th i s

c h a p t e r  is s u b j e c t  to t h e  r e q u i r e m e n t s  of A S  4 7 . 0 7 . 0 7 0  -

AS 4 7 . 0 7 . 0 7 6 .

(c) F o r  p u r p o s e s  of t h i s  s e c t i o n ,  " h e a l t h  f a c i l i t y "

i n c l u d e s  a h o s p i t a l ,  s k i l l e d  n u r s i n g  f a c i l i t y ,  i n t e r m e d i a t e

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

f a c i l i t y ,  h o m e  h e a l t h  a g e n c y ,  r u r a l  h e a l t h  c l i n i c ,  o u t p a t i e n t

s u r g i c a l  c l i n i c ,  a n d  f a c i l i t y  for the d o m i c i l i a r y  c a r e  of the

m e n t a l l y  r e t a r d e d .

* Sec. 12. I N T E R I M  P R O S P E C T I V E  P A Y M E N T  S Y S T E M .  T h e  d e p a r t ­

m e n t  s h a l l  e s t a b l i s h  an i n t e r i m  s y s t e m  of p r o s p e c t i v e  p a y m e n t s

for h e a l t h  f a c i l i t i e s  u n d e r  th i s  A c t  for the p e r i o d  J u l y  1,

1 9 8 3  to J u n e  30, 1984.

* Sec. 13. T h i s  A c t  d o e s  not a f f e c t  f u n d s  to w h i c h  the

s p o n s o r  of a h o s p i t a l  or h e a l t h  f a c i l i t y  c o n s t r u c t i o n  p r o j e c t  is

e n t i t l e d  u n d e r  AS 2 9 . 9 0  on t h e  e f f e c t i v e  d a t e  of sec. lg of

t h i s  Act.

* Sec. 14. T h e  o p e r a t i o n  of AS 1 8 . 0 7 . 0 3 1  - 1 8 . 0 7 . 1 0 1 ,

1 8 . 0 7 . I l l ( 1 > - ( 4 ) ,  1 8 . 0 7 . 1 1 1 ( 7 )  - (9), 1 8 . 0 7 . 1 1 1 ( 1 1 ) ;  and

AS 4 7 . 8 0 . 1 4 0 ( b )  is s u s p e n d e d  for a p e r i o d  of f o u r  y e a r s  a f t e r

the e f f e c t i v e  d a t e  of sec. 18 of this Act.

i Law Olfici’j o( 
Joe P Josephson 
921 West Oth Avenue 

Suite  no

* Sec. 15. T h e  o p e r a t i o n  of AS 2 9 . 9 0  is s u s p e n d e d  for a 

p e r i o d  of f o u r  y e a r s  a f t e r  the e f f e c t i v e  d a t e  of sec. 1& of
Anclior/vte. Al.iskn 99501 

(007) 277 0533 th i s  Act.

* Sec. 16. AS 4 7 . 0 7 . 0 8 0 ( 1 )  is r e p e a l e d .

* Sec. 17. S e c t i o n s  2 and 4 of t h i s  A c t  t a k e  e f f e c t

f o u r  y e a r s  a f t e r  t h e  e f f e c t i v e  d a t e  of s e c t i o n  18 of t h i s  Act.
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Of fered in the S E NATE B y  Josep h s o n

TO: CSSB 8 5 (Fin)

Page 1, line 6, after "to” insert "ce rti f i c a t e  of need,"

Page 1, after line 9, insert the f o l l o w i n g  n e w  s e ction  to read:

"* Section 1. AS 18.07.031 is a m e n d e d  to read:

Sec. 18.07.031. C E R T I F I C A T E  OF H E E D  REQUIRED. No p erson may 

m a k e  an expend i t u r e  o f  $1 ,000,000 or m o r e  for a n y  of [U N D E R T A K E ] the 

follow ing u nless a u t h o r i z e d  u n d e r  the terms of a cer tif i c a t e  of need 

issued by the office:

(1) cons tr u c t i o n  of a h e a l t h  care facility;

(2) a l t e r a t i o n  of the bed capa city of a h e a l t h  care facil-

i t y ; or

(3) a d d i t i o n  or e l i m i n a t i o n  of a c a t egory  of health s e r­

vices p r o vided by a h e a l t h  care facility."

Renumber r e m a i n i n g  sections.

-1- 6 / 7 / 8 3
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O f f e r e d  in the S E N A T E  B y  Josephson

TO: CSS3 8 5 (Fin)

Page 1, line 6, a f t e r  "to" insert "certificate of need,"

Page 1, after line 9, insert the following n e w  s e ction to read:

"* Sectio n 1. AS 18,07.031 is a m e n d e d  to read:

Sec. 18.07.031. C E R T I F I C A T E  OF N E E D  REQUIRED. No person na y 

n a k c  an e x p e n d ! c u r e  of $ 1,000,000 or m o r e  for any of [U N D E R T A K E ] che 

following u n l e s s  author i z e d  u n d e r  the terns of a c e rti ficate of need 

issued  by the office:

(1) constr u c t i o n  of a health care facility;

(2) a l t e r a t i o n  of the bad capacity of a h ealt h care f acil­

ity; or

(3) a d d i t i o n  or e liminat ion o f  a category of health s e r­

vices p r o v i d e d  by a h e al th care facility."

Re n u m b e r  r e m a i n i n g  sections.

A  I t  £  II D M S i i  T
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S E N A T E  A M E N D M E N T

By J o s e p h s o n

T ^ o m m i t  - Subal tutse f o r

To: __________________________

SENATE BILL No. ^  . ^  ■ ) 

HOUSE BILL No. _____________

Pa g e : L ine :  - o

A d d  a n e w  s e c t i o n  to t h e  b i l l  t o  read;

Sec?. . T h e  s p o n s o r  o f  nitnl. o r  h e q & i h h f  a c  i l.i ty
c o n s t r u c t i o n  p r o j e c t  w h o  is r e c e i v i n g  o r  e n t i t l e d  to r e c e i v e  
ra t e  a i d  u n d e r  A G  2 9 , 9 0  o n  the d a y  p r e c e d i n g  t h e  e f f e c t i v e  

d a t e  of this-, a c t  s h a l l  c o n t i n u e  to r e c e i v e  s t a t e  a i d  u n til 
t h e  s p o n s o r  h a s  r e c e i v e d  a n  a m o u n t  w h i c h ,  c o m b i n e d  witI s t a t e  
m a t c h i n g  ruon y f o r  h o B p i t u c t i o n .  o f  the h o s p i t a l  o r  h e a l t h  
f a c i l i t y ,  e q u a l s  2b p e r c e n t  or. the t o t a l  p r o j e c t  c o s t .
M o n e y  receiver: for c o n s t r u c t i o n  m a y  n o t  b o  u s e d  f o r  a n y  o t h e r  
p u r p o s e .

S 70
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S E N A T E  A M E N D M E N T

BY .Tu s  ' t  :•

To: Cor.u.iittec Subs L.i Lute £ n_- _  SENATE BILL No.

T o : _________________________________ HOUSE BILL No. __________

Page :  6 Line :  19

Add to Section 8:

Soc.b. AS 4 7.07.00041) and AS 29.90_ are [is] ..repealed.

70



T A X  E Q U I T Y  A N D  F I S C A L  R E S P O N S I B I L I T Y  A C T  O F  1 9 8 2  (TEFRA)

H . R .  4 9 6 1  w a s  p a s s e d  b y  C o n g r e s s ,  w i t h  t h e  r e g u l a t i o n s  p r o m u l g a t e d  
b y  t h o  D e p a r t m e n t  of H e a l t h  a n d  H u m a n  S e r v i c e s  b e c o m i n g  e f f e c t i v e  

o n  O c t o b e r  1, 1982.

T E F R A  is a n  a t t e m p t  t o  c o n t r o l  t h e  r i s i n g  c o s t s  o f  h e a l t h  c a r e  by 
i m p l e m e n t i n g  c o s t  l i m i t a t i o n s  f o r  h o s p i t a l  a n d  n u r s i n g  h o m e  c h a r g e s  
to t h e  M e d i c a i d  p r o g r a m .  A l a s k a ' s  u s e  o f  t h e  M e d i c a r e  p r i n c i p l e s  

o f  r e i m b u r s e m e n t  h a v e  a l l o w e d  a i 4 . 5 %  ( h o s p i t a l )  a n d  a 1 9 . 5 %
( n u r s i n g  home) a n n u a l  p e r c e n t a g e  g r o w t h  o v e r  t h e  l a s t  f o u r  y e a r s .

T h e  p r o g r a m  i n c r e a s e d  c r o m  1 9 . 5  m i l l i o n  in F Y  78 to 3 2 . 8  m i l l i o n  

in F Y  82. T h e  F Y  84 b u d g e t  o f  4 3 . 8  m i l l i o n  is a 12 5 %  i n c r e a s e  in 
t h i s  s i x  y e a r  p e r i o d  - a 20% a v e r a g e  a n n u a l  i n c r e a s e .

T h e  F e d e r a l  s y s t e m  h a s  t i g h t e n e d  u p  t h e  b u d g e t  f o r  M e d i c a r e  a n d  

M e d i c . i d .  T h e  r e g u l a t i o n s  i m p l e m e n t i n g  T E F R A  a r e  a i m e d  p r i m a r i l y  
a t  n u r s i n g  h o m e s  a n d  r e s u l t  in a 25% d e c r e a s e  in r e i m b u r s e m e n t  f o r  

FY 84, a n d  a n  8% d e c r e a s e  f o r  h o s p i t a l  s e r v i c e s .

T h e  R o u t i n e  S e r v i c e  C o s t  L i m i t s  h a v e  n o t  b e e n  a p p l i e d  b y  t h e  s t a t e  
o f  A l a s k a  s i n c e  1 9 8 1 ,  m a i n l y  b e c a u s e  A l a s k a ' s  M e d i c a i d  r e i m b u r s e m e n t  
s u p p o r t s  95% of n u r s i n g  h o m e  c o s t s  in t h e  s t a t e ,  a n d  the l i m i t a t i o n s  
a r e  b a s e d  on c o s t s  in t h e  l o w e r  48 w i t h  n o  h i g h e r  l i v i n g  a l l o w a n c e  
f o r  A l a s k a .

T h e  e f f e c t s  o f  n o t  a p p l y i n g  the T E F R A  l a w  is t h a t  w e  o w e  t h e  F e d e r a l  

g o v e r n m e n t  $5 m i l l i o n  s i n c e  1981, a n d  a n  a d d i t i o n a l  $ 1 . 8  m i l l i o n  f o r  
FY 83. T h i s  y e a r ,  t h e  s t a t e  w i l l  b e  f o r c e d  t o  i m p l e m e n t  T E F R A  - 
a n d  t h a t  w i l l  c a u s e  s e v e r a l  o f  t h e  n u r s i n g  h o m e s  in A l a s k a  to s h u t  
lown o p e r a t i o n s  for l a c k  of f u n d i n g .

T h e  e f f e c t s  o n  h o s p i t a l s  a r e  n o t  s o  s e v e r e  s i n c e  t h e r e  is a s o l e  
c o m m u n i t y  p r o v i d e r  e x e m p t i o n ,  a n d  the l i m i t a t i o n s  w i l l  t h e r e f o r e  

a f f e c t  o n l y  H u m a n a  a n d  P r o v i d e n c e .

T h e  o n l y  w a y  to a v o i d  T E F R A  is to i n s t i t u t e  a P r o s p e c t i v e  P a y m e n t  
S y s t e m  for M e d i c a i d  p a y m e n t s ,  w h i c h  w o u l d  g u a r a n t e e  t h e  F e d e r a l  
g o v e r n m e n t  t h a t  we a r e  a t t e m p t i n g  to c o n t r o l  c o s t s .  It w i l l  a l s o  

a l l o w  A l a s k a  to set t h e i r  o w n  r a t e s  a c c o r d i n g  to r e a s o n a b l e  c o s t s  

in the s t ate.

T h e  P r o s p e c t i v e  P a y m e n t  P r o g r a m  o u t l i n e d  in SB 85 a n d  11B J9 w a s  
w o r k e d  o u t  c a r e f u l l y  t h r o u g h  a c o m m i t t e e  o f  p r o v i d e r s  a n d  DII&SS 
p e r s o n n e l  o v e r  a n u m b e r  o f  m o n t h s ,  a n d  r e f i n e d  t h r o u g h  s e v e r a l  
m e e t i n g s  in S e n a t e  HES S . T h e  c o s t s  o f  e s t a b l i s h i n g  t h e  C o m m i s s i o n  
Lo r e v i e w  a n d  s e t  r a t e s  is q u i t e  m i n i m a l  w h e n  c o m p a r e d  to the 
s a v i n g s  p r o p o s e d  b y  r e t e n t i o n  o f  f a c i l i t i e s .  T h e  F e d e r a l  G o v e r n m e n t  
w i l l  s t i l l  a l t e r  its m a t c h i n g  r a t e  f o r  n u r s i n g  h o m o  a n d  h o s p i t a l  
r e i m b u r s e m e n t ,  b u t  the s t a t e  w i l l  b e  a b l e  t o  d e v e l o p  c o s t  c o n t r o l s .



II.

T H E  L E G I S L A T U R E . O F  T H E  S T A T E  O F  A L A S K A  
T H I R T E E N T H  L E G I S L A T U R E

F I S C A L  N O T E

R E Q U E S T
B i l l / R e s o l u t i o n  No. C S S S H B  19 (Finance) F a S e 1 2

T i t l e  R e l a t i n g  to C.O.N. and state aid for h e a l t h  f a c i l i t y  
R e q u e s t e d  b y  H o u s e  F i n a n c e _______________________  D a t e  4 / 1 3 / 8 3

F I S C A L  D E T A I L  
A g e n c y  A f f e c t e d  D e p t . H e a l t h  & S o c i a l  S e r v i c e s
P r o g r a m  C a t e g o r y  A f f e c t e d  H e a l t h  F a c i l i t y  D e v e l o p m e n t ______
BRU, P r o g r a m ,  Or S u b p r o g r a m ( s )  A f f e c t e d  H e a l t h  P l a n n i n g  & 
D e v e l o p m e n t
(Note: If m o r e  t h a n  one b u d g e t  c o m p o n e n t  is a f f e c t e d ,
s e p a r a t e  l ' n e - i t e m  a m o u n t s  and f u n d i n g  for e a c h  c o m p o n e n t  
in t h e  a n a l y s i s  section.)

E X P E N D I T U R E S  (Thousands of Dollars)

FY  83 FY 84 FY 85 FY 86 FY  87 F Y  88

100 P E R S O N A L  S E R V I C E S 84 ,693 90,621 9 6 , 9 6 5 103 ,753 111 ,015
200 T R A V E L 27,000 28,890 3 0 , 9 1 2 3 3 , 0 7 6 35 ,391
300 C O N T R A C T U A L 70 ,000 20,000 2 0 ,000 2 0 , 0 0 0 20 ,000
400 C O M M O D I T I E S 2,000 2,140 2,290 2 , 4 5 0 2 ,621
500 E Q U I P M E N T 6,000 1,000 1,000 1 , 0 0 0 1 ,000
600 L A N D  & S T R U C T U R E S
700 G R A N T S ,  C L A I M S ,  ETC

T O T A L L89 , 693 L 4 2 , 651 L 5 1 ,167 1 6 0 , 2 7 9 170,027

F U N D I N G  ( T h o u s a n d s  of Dollars)

G E N E R A L  F U N D 99 ,115 74 ,535 7 8 , 9 8 5 83 ,745 88 , 8 3 9
F E D E R A L  F U N D S 90,578 68 ,116 7 2 , 1 8 2 7 6 , 5 3 4 8 1 , 1 8 8
O T H E R  (Specify Source)

P O S I T I O N S

F U L L  T I M E 2 2 2 2
P A R T  T I M E ,

T E M P O R A R Y .

III. A N A L Y S I S  (See F i s c a l  N o t e  P r e p a r a t i o n  I n s t r u c t i o n ,  S e c t i o n  
III)

S e e  A t t a c h m e n t  A

IV. D A T E  4 / 1 3 / 8 3

O r i g i n a l : 
c c :

3 3 - 0 0 1

L e g i s l a t i v e  F i n a n c e  
B u d g e t  & M a n a g e m e n t  
P r i m e  S p o n s o r  (First 

(Rev. 12/82)

P R E P A R E D  
A G E N C Y  
P H O N E

BY Al A d a m s ,  C h a i r A
H o u s e  F i n a n c e  C o m m i t t e e

46 5 - 3 7 0 6

L e g i s l a t o r  Named)



A T T A C H M E N T  A C S S S H B  1 9 (Fin) Pa ge 2 of 2

100 P e r s o n a l  S e r v i c e s
1) E x e c u t i v e  D i r e c t o r  R24 $ 4 , 2 5 1  X  12 = 5 1 , 0 1 2
2) C l e r k  T y p i s t  III R8 1,487 X  12 = 1 7 , 8 4 4

68 ,856
B e n e f i t s  .23% 15 , 837

$84 ,693

200 T r a v e l  and P e r  D i e m
5 C o m m i s s i o n  M e m b e r s  X 12 m e e t i n g s
X a v e r a g e  cost of $450 =  2 7 , 0 0 0

300 C o n t r a c t u a l  (Data P r o c e s s i n g  A s s i s t a n c e )  7 0 , 0 0 0

400 C o m m o d i t i e s  2,000

500 E q u i p m e n t
1) Desks, C h a i r s  and F i l e s  6 , 0 0 0

W o r d  P r o c e s s o r
$ 1 8 9 , 6 9 3

T h r e e  e x i s t i n g  A u d i t o r  III p o s i t i o n s  from the D i v i s i o n  o f  P u b l i c  
A s s i s t a n c e  w i l l  be t r a n s f e r r e d  for C o m m i s s i o n  u s e  as w e l l  as 
t r a v e l  funds, etc.

N o t e  t h a t  47.7% o f  t h i s  b u d g e t  w i l l  be s u p p o r t e d  w i t h  f e d e r a l  
f u n d s ..



SECTION ANALYSIS FOR CS FOR SB 85 )FINANCE)

S E C T I O N  1 

S E C T I O N  2

S E C T I O N  3

S E C T I O N  4 

S E C T I O N  5

F I N D I N G S  A N D  D E C L A R A T I O N  O F  P O L I C Y

T H A T  T H E  R E T R O S P E C T I V E  M E T H O D  O F  P A Y M E N T  T O  H E A L T H  

F A C I L I T I E S  IS I N A D E Q U A T E ,  A N D  T H A T  T H E  L E G I S L A T U R E  
I N T E N D S  T O  C H A N G E  T O  A  P R O S P E C T I V E  P A Y M E N T  M E T H O D .

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

A N D  L I S T  F A C T O R S  B Y  R E G U L A T I O N .

(b) IN S E T T I N G  R A T E S ,  T H E  C O M M I S S I O N  S H A L L  D E T E R M I N E  
T H E  P R O P O R T I O N A T E  S H A R E  O F  T H E  F A C I L I T Y ' S  F I N A N C I A L  

R E Q U I R E M E N T S ,  A N D  S E T S  A C C O U N T I N G  P R I N C I P L E S  T O  B E  
F A C T O R E D  IN.

(c) P R O V I D E S  A U T H O R I T Y  T O  T H E  C O M M I S S I O N  IN R A T E  
S E T T I N G  F O R  O V E R B U I L T  O R  O V E R B E D D E D  F A C I L I T I E S .

E A C H  H E A L T H  F A C I L I T Y  IS R E Q U I R E D  T O  S U B M I T  A  F I N A N C I A L  
R E P O R T  T O  T H E  C O M M I S S I O N  B Y  120 D A Y S  A F T E R  T H E  E N D  O F  
T H E  F I S C A L  Y E A R .

T H E  C O M M I S S I O N  S H A L L  S U B M I T  A  R E P O R T  T O  T H E  G O V E R N O R  
B Y  S E P T E M B E R  3 0 T H  O F  E A C H  Y E A R  O N  P R O S P E C T I V E  P A Y M E N T S  
M A D E  A N D  A N  E S T I M A T E  O F  C U R R E N T  A N D  S U B S E Q U E N T  Y E A R .

A  U N I F O R M  B U D G E T I N G ,  A C C O U N T I N G  A N D  F I N A N C I A L  R E P O R T I N G  
S Y S T E M  W I L L  B E  E S T A B L I S H E D  B Y  T H E  C O M M I S S I O N  B Y  R E G ­
U L A T I O N  W H I C H  T A K E S  I N T O  C O N S I D E R A T I O N  C U R R E N T  S Y S T E M S ,  

D I F F E R E N C E S  IN F A C I L I T I E S  A N D  T H E I R  S E R V I C E S ,  A N D  
O T H E R  F A C T O R S  D E T E R M I N E D  R E L E V A N T .

T H E  C O M M I S S I O N  H A S  T H E  P O W E R  T O  W A I V E  O R  M O D I F Y  A N  

A C C O U N T I N G  R E Q U I R E M E N T  O N  A  C A S E  B Y  C A S E  B A S I S .

T H E  C O M M I S S I O N  M A Y  M O D I F Y  R E Q U I R E M E N T S  B Y  R E G U L A T I O N  
F O R  F A C I L I T I E S  H A V I N G  L E S S  T H A N  25 A C U T E  C A R E  B E D S .

A U D I T S  A R E  R E Q U I R E D ,  A N D  H E A L T H  F A C I L I T I E S  S H A L L  
A L L O W  R E A S O N A B L E  A C C E S S  T O  F I N A N C I A L  R E C O R D S  B Y  T H E  
C O M M I S S I O N ,  T H E  D E P A R T M E N T  O F  H E A L T H  A N D  S O C I A L  S E R V I C E S  
AND A N Y  F E D E R A L  A G E N C I E S  R E Q U I R E D  B Y  LAW.

A C T I O N S  O F  T H E  C O M M I S S I O N  A R E  S U B J E C T  T O  T H E  
A D M I N I S T R A T I V E  P R O C E D U R E S  A C T .

D E F I N I T I O N S

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

L I S T S  T H E  F I V E  M E M B E R S  T O  B E  A P P O I N T E D  BY T H E  

G O V E R N O R  F O R  T H R E E  Y E A R  S T A G G E R E D  T E R M S .

M E M B E R S  O F  T H E  C O M M I S S I O N  S E R V E  W I T H O U T  C O M P E N S A T I O N  
B U T  R E C E I V E  P E R  D I E M  A N D  T R A V E L  E X P E N S E S .
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S E C T IO N  6

S E C T I O N  7

S E C T I O N  8 

S E C T I O N  9

B O A R D  M E M B E R S  W I L L  S E L E C T  A  C H A I R  A T  T H E  F I R S T  

M E E T I N G  O F  E A C H  Y E A R .

T H E  C O M M I S S I O N  W I L L  M E E T  A S  O F T E N  A S  N E C E S S A R Y  W I T H  
T H R E E  M E M B E R S  C O N S T I T U T I N G  A  Q U O R U M .

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

R E L I E F  M E D I C A L  P R O G R A M S .

T H E  C O M M I S S I O N  M A Y  E M P L O Y  A N  E X E C U T I V E  D I R E C T O R  W H O  
M A Y  H I R E  A D D I T I O N A L  S T A F F  A T  T H E  A P P R O V A L  O F  T H E  
C O M M I S S I O N .  P E R S O N N E L  O F  T H E  D E P A R T M E N T  O F  H E A L T H  
A N D  S O C I A L  S E R V I C E S  W I L L  P R O V I D E  A S S I S T A N C E  T O  T H E  
C O M M I S S I O N .

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

F A C I L I T I E S .

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

D E V E L O P  A N  I N T E R I M  P R O S P E C T I V E  R A T E  S Y S T E M  F O R  T H E  
P E R I O D  J U L Y  1, 1 9 8 3  T O  J U N E  30, 1984.

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

IN USE.

I M M E D I A T E  E F F E C T I V E  D A T E .
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June 5 • 8. 1983
AHCA Congressional Conference
W ash ing ton . D.C.

Ju n e  2 0 . 1983
A S H A  Executive Com m ittee
A nchorage, A laska

Ju n e  2 1 , 1983 
DRG S em inar 
S h era to n  Hotel 
A nchorage. A laska

August 1 - 3 , 19 8 3  
AHA Convention 
H ouston. T ex as

August 4 - 1 2 .  1983 
W e ste rn  Network Institute 
Berkeley, California

August 2 9  -30. I <183
AC1IA Sem inar . S taff Evaluation
A nchorage. Alaska

S ep tem ber 1 8 - 2 1 .  1983 
A SH A  Annual M eeting 
V aldez. Alaska

On Thursday M 5th. the House of R epresentatives voted to repeal the A laska
certificate of n e e d , grant. T h en  on Tuesday M ay 10th. on a motion to reconsider
its M ay 5 th  action tc body am ended House Bill 15) to include a  prospective pay­
ment program  for I iedicaid, place a $ 2 5 0 .0 0  cap on operation revenue sharing, 
and to repeal capital revenue sharing concurrent with the repeal of certificate of 
tteed. T his action supported by the A laska S ta te  Hospital Association rejected the 
F inance Com m ittee recom m endation to simply increase the thresholds for 
certificate of need.

Leading the fight for repeal of the certificate of need w ere Rep. Milo Fritz. (R) 
A nchor Point, who rebuted claims that doctors admit patients to fill empty beds; 
Rep. W alt l'u rnace . (R) A nchorage, who questioned the necessity of an archaic 
system ; Rep. Jack  McBride, (D) Ketchikan, who assured the body that his 
experience as a labor negotiator demonstrated that there was no consumer indif­
ference about health costs at the bargaining table; and Rep. Fred Zharoff. (D) 
Kodiak, who pointed out the excessive costs of the progrant and the inequities 
caused because m any state and federal facilities a re  exempt.

Rep. Don Clocksin, (D) A chorage. lead the opposition to repeal continuing his 
allegation that supply creates dem and for hospital beds and claiming that certificate 
of need is the only w ay we have of controlling the cost of health care. He w as joined 
by Rep. P e te r (loll, (D) H aines, who claimed that the public supports the program , 
and Rep. T erry  M arlin. (R) A nchorage, w ho suggested the legislature needed som e 
o ther agency to m ake sure that g ran ts the legislature m akes to hospitals a re  
appropriate.

The debate over the tv?o days ran  well over two hours. In the end, on a 25 -1 3  
vole the I louse adopted the sponsor substitute for I louse Bill 15) which would repeal 
certificate of need and rejected the Finance Com mittee substitute which would have 
raised som e thresholds to $1 million. Then on a 32-ti vole the House added the 
am endm ents on prospective paym ent and revenue sharing and sent Ihe m easure on 
the S enate . In the S en a te  it has been referred  to the I leallh, Education and Social 
Services Com m ittee and the F inance Committee.

According to Ron Pavellas, executive director of H um ana I los|iltal Alaska and 
chairm an of the A laska S ta te  Hospital Association, "W hile it is only one of many 
battles we have hail to win on this issue, tiie significance of winning such a battle on 
the floor of the House cannot be overstated. I w as pleased tliat we w ere able to gel 
our m essage to our elected representatives so  effectively. It w as a real team  — 
grass roots — effort with people from  K etchikan to Nome involved. This is one 
m ore visible step  tow ard becoming the effective advocacy force as  outlined in our 
mission sta tem en t."

NOMINATING COMMHTEE APPOINTED
The 15)83 Nominating Com m ittee has been appointed by Association C hairm an 

Ron Pavellas. The com m ittee is chaired by Immediate P ast C hairm an Tom  M ingen 
and includes C hairm an Pavellas and Chairm an-Elect M ark Hawkins. Offices to be 
filled are : chairm an-elect; secretary /treasu rer; delegate and alternate delegate to the 
Am erican H ealth C are Association; trustee delegate and alternate delegate lo the 
Am erican Hospital Association; and physician m em ber of the board. Nominations 
should be sent lo the association office in Juneau  before Ju n e  15.



DRG SEMINAR 
JUNE 21

BENNETT 
INTRODUCES 
CON STUDY

CORDOVA HOSTS 
NURSING 

WORKSHOP

SITKA COMMUNITY 
HOSPITAL 

NEW FACILITY

AT HUMANA -  
FAMILIES 

SHARE SURGERY

Now is the tim e to m ake plans to attend the Ju n e  2 1 s t sem inar on Diagnostic-Related 
Groups (DRG's) to be held at the S hera ton  Hotel in A nchorage. T h e  DRG sem inar is spon­
sored by the A laska S ta te  Hospital Association in cooperation with P rovidence Hospital.

Robert Barclay Fetter. D .B.A.. director of the H ealth S ystem s M anagem ent Group. 
School of O rganization and M anagem ent at Yale University will lead the sem inar. He will 
discuss the effects on adm inistrators and physicians as health care  in the United S ta tes 
en ters this new phase of reim bursem ent. T h e  use of D R G 's for m easurem ent and control 
of both cost and quality of care will be the sem inar's central focus.

A registration fee of $ 8 5 .0 0  per persor. is required. P re-registration  is encouraged, 
how ever participants m ay also register at the hotel a t 8 :5 0  A.M . the m orning of the 
sessions. T h e  sem inar will begin at 9 :0 0  A.M. and close at 5 :0 0  P.M . Lunch is provided. 
Brochures and registration form s will be in the mail to health facilities by May 20 . F or 
further inform ation, contact Bob Palanuk or T edd K essel at Providence Hospital. 
5 0 2 -2 2 1 1.

S en a to r Don Bennett, (R) Fairbanks. Co-Chairm an of the S en a te  F inance Com mittee 
has introduced S en a te  Resolution 5  which would direct the  S en a te  Finance Com mittee to 
conduct a com prehensive study of the sta te  certificate o f need program  to determ ine the 
feasibility of maintaining the program  in som e form  that is in compliance with federal law 
and if it is found ineffective, to recom m end alternatives.

T h e  resolution will be heard in the S enate  Finance Com m ittee on May 19. ( I he day afte r 
N orthern C are goes to press.) The Association will testify that it feels the study is 
unnecessary  but that we have no fears about such a study as  it will dem onstrate  that ce r­
tificate of need is an unnecessary appendage to health facility construction in Alaska. F u r­
ther, if the S en a te  Finance Committee is unwilling to deal with repeal this y ea r  it is im­
perative that the certifcate of need thresholds be increased and that the prospective pay­
ment portions of the bill (SB  85) be moved this year.

M ore than 2 5  nurses and nurses sides met in C ordova in late April for a two-day 
w orkshop on rehabilitative nursing care. Fourteen of the participants cam e to Cordova 
from health facilities in H om er. Kodiak and A nchorage. T h e  classes offered inservice 
education for the local nurses as  well as allowing them  to ea rn  continuing education credits.

T h e  w orkshop was organized and sponsored by Cordova Community Hospital and the 
Alaska -State Hospital Association. S h aro n  Randall, L .P .T . who w orks al the Cordova 
hospital did most of the 'o rganizing  legwork of the sessions. K athleen V an  Dyke, R.N., 
from  the Good Sam aritan  Hospital and Rehabilitation C enter Puyallup. W ashington 
instructed the w orkshop. *

As a result of 5  years planning, design, and fundraising, the new  physical plant for the 
Sitka Community Hospital opened its doors to accept patients on May 8. In term s of 
flooi space, the new  facility is four tunes the size of the old structure with expanded ancillary 
sections and m odern healing and ventilation sysiem s, A ccorhing lo M ark I Inwhins, hospital 
adm inistrator, " the  new facility allows us to serve as  a 1985 hospital versus a 1950 
hospital."

Allhough the num ber of patient beds has not changed, they are  now organized in single 
patient room s including a new  birthing room and minimal security a reas  

< )n perm anent display in the foyer of the new hospital is a large placque listing the nam es 
of individuals and groups who donated lo die $1 1.2 million project.

Relatives of patients at 1 lutnana I lospital Alaska in A nchorage now have an opportunity 
lo view a family m em ber's surgery — as ii happens — on closed curcuit T V. T h e  surgeon 
may explain procedures involving the ears, eyes, nose and throat as they progress and 
answ er questions through a two-way phone system  that links the surgery  room  with 
I lum ana's newly-opened video viewing room. O ne family videotaped a so n 's  operation so 
he could show it to lus science class afterw ards

Dr David W illiams, H um ana physician who was instrum ental in bringing video into ihe 
operating room , said "I wanted lo bring surgeries live lo the paren ts o r spouse of those hav­
ing surgery I want them  lo see w hat's involved and understand it."

"Ii s not creepy o r gory ," a young wife reported a fte r watching delicate e a r  surgery on  
her husband. " It was wonderful lo be a pari of llte operation as  opposed to silting it out in a 
wailing room, ‘widdlmg my thumbs and wondering how things a re  p rogressing."



A M E N D M E N T  TO SB 85

A f t e r  line 27, insert:

"S e c t i o n  3 AS 2 9 . 9 0 . 0 1 0 - 2 9 . 9 0 . 0 3 0  is r e p e a l e d . , /

S e c t i o n  4 . Any hospital or hea l t h  faci 1 ity,| recei ving state aid for 

hospital and health f a c i l i t y  c o n s t r u c t i o n  shall r e c ei ve  s u c h aid as it 

w ou ld  have, had AS 2 9 . 9 0 . 0 1 0 - 2 9 . 9 0 . 0 3 0  not been r epealed. However, no 

n ew  a p p l i c a t i o n s  for aid shall be rec eiv ed or pro ce ss e d  a ft er  the 

e f f e c t i v e  dat e o f  t his l e g i s l at i o n . "

(A
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i :  * ' I N T R O D U C T I O N

: R e s p o n d e n t ,  L a k e  O t i s  C l i n i c  ( h e r e i n a f t e r  " L O C " ) w a s

; f o r m a l l y  i s sued a g r a n d f a t h e r e d  c e r t i f i c a t e  o f  n e e d  ( h e r e i n a f t e r  

' "C/N") f o r  c o n s t r u c t i o n  of a 1 2 5 - b e d  a c u t e  m e d i c a l  c a r e  h o s p i t a l  

in A n c h o r a g e  on J u l y  27, 1977. The h o s p i t a l  h a s  n o t  y e t  b e e n  c o n -  

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

men t ,  Inc. ( h e r e i n a f t e r  " S o u t h  C e n t r a l " ) ,  f i l e d  a n  a c c u s a t i o n
A

f o r  r e v o c a t i o n  o f  r e s p o n d e n t ' s  C / N  on A u g u s t  8, 1 9 8 0 ,  a l l e g i n g ,
! » •

in 'pertinent part, that L O C  has n e i t h e r  " s h o w n  c o n t i n u i n g  p r o g r e s s  

t o w a r d  c o m m e n c e m e n t  of the a c t i v i t i e s "  c o n t e m p l a t e d  b y  i t s  C / N  

[• n o r  d e m o n s t r a t e d  " g o o d  c a u s e "  for its f a i l u r e  to c o m p l e t e  c o n­

s t r u c t i o n  of the h o s p i t a l .  A S  1 8 . 0 7 . 0 8 1 ( d ) ( 1 )  a n d  (2). F o l l o w i n g  

s u b s t a n t i a l  d i s c o v e r y ,  the case c a m e  on for h e a r i n g  p u r s u a n t  to

the A d m i n i s t r a t i v e  P r o c e d u r e  A c t  o n  J a n u a r y  25, 1 9 8 2  a n d  c o n t i n u e d
, *

t h r o u g h  F e b r u a r y  2, 1982. T e s t i m o n y  f r o m  m a n y  w i t n e s s e s ,  a n d  n u m e r -  

!. o u s  e x h i b i t s ,  w e r e  s u b m i t t e d  by the parties. P o s t - h e a r i n g  b r i e f s  

w e r e  f i l e d  t h e r e a f t e r .
,»

H a v i n g  c o n s i d e r e d  all the e v i d e n c e  a n d  a r g u m e n t s  p r e -  

s e n t e d ,  a n d  a f t e r  c o n d u c t i n g  i n d e p e n d e n t  r e s e a r c h ,  it is the 

h e a r i n g  o f f i c e r ' s  r e c o m m e n d a t i o n  that r e s p o n d e n t ' s  c e r t i f i c a t e  

of n e e d  be r e v o k e d  p u r s u a n t  to A S  1 8 . 0 7 . 0 8 1 ( d ) ( 2 ) .  B e c a u s e  the 

fact s i t u a t i o n s  r e l e v a n t  to this d e t e r m i n a t i o n  c o v e r  m a n y  y e a r s  

a n d  a v a r i e t y  of c o m p l e x  a c t i v i t i e s  o n  the p a r t  o f  n u m e r o u s  i n d i­

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

an u n d e r s t a n d i n g  of the s e q u e n c e  of e v e n t s  in this c a s e  is e s s e n -
/

tial to the r e n d i t i o n  o f  a r e a s o n e d  o p i n i o n  in t h i s  m a t t e r ,  a n d  

f i n ally, b e c a u s e  no t r a n s c r i p t  of these p r o c e e d i n g s  h a s  b e e n  

o r d e r e d ,  u n u s u a l l y  e x t e n s i v e  f i n d i n g s  of fact h a v e  b e e n  p r e p a r e d  

a n d  are set forth below. A d r a f t  of t hese f i n d i n g s  w a s  s u b m i t t e d  

to c o u n s e l  and t h e i r  o b j e c t i o n s  r e c e i v e d  a n d  c o n s i d e r e d  in 

f i n a l i z i n g  this p r o p o s e d  d e c i s i o n .  S e e , P l e a d i n g s ,  T a b s  4 0  - 42.
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I . B a c k g r o u n d  I n f o r m a t i o n  

. 1. In the m i d - s e v e n t i e s ,  f e d e r a l  a n d  s t a t e  l e g i s l a t i o n  

w a s  p a s s e d  to p r o v i d e  for c o o r d i n a t e d  s t a t e - w i d e  h e a l t h  p l a n n i n g .  

T h e  l a w m a k e r s '  i n t e n t  w a s  to f a c i l i t a t e  a c c e s s  to h e a l t h  c a r e  

at a r e a s o n a b l e  cost. H a m m e t t  t e s t i m o n y .

2. P u r s u a n t  to t h e s e  s t a t u t e s ,  a h i e r a r c h y  of q u a s i -
■**

p u b l i c  and p u b l i c  b o d i e s  w i t h i n  the S t a t e  o f  A l a s k a  w a s  a u t h o r -
4 *

ized to c a r r y  out the l e g i s l a t i v e  m a n d a t e .  A s  p e r t a i n s  to this 

case, the a g e n c i e s  i n c l u d e  the A n c h o r a g e  M u n i c i p a l  H e a l t h  

C o m m i s s i o n  at the m u n i c i p a l  l evel ( p r e c e d e d  b y  the C o m p r e h e n s i v e  

H e a l t h  P l a n n i n g  C o u n c i l ) ;  S o u t h  C e n t r a l  H e a l t h  P l a n n i n g  a n d  

D e v e l o p m e n t ,  Inc., the H e a l t h  S e r v i c e s  A g e n c y  ( " H S A”), at the 

r e g i o n a l  level; the O f f i c e  of S t a t e  H e a l t h  P l a n n i n g  a n d  D e v e l o p m e n t  

( "SHPDA"); and, finally, the C o m m i s s i o n e r  of H e a l t h  a n d  S o c i a l  

S e r v i c e s .

3. S o u t h  C e n t r a l  is o r g a n i z e d - a s  a n o n p r o f i t  c o r p o r­

ation.  P o l i c i e s  are e s t a b l i s h e d  by a b o a r d  o f  d i r e c t o r s  f r o m  n i n e "’ 

su b - a r e a s .  The m a j o r i t y  of the b o a r d  m e m b e r s h i p  is c o m p r i s e d  of 

c o n s u m e r s .  H e a l t h  car,e p r o v i d e r s ,  p r e s e n t l y  i n c l u d i n g  a d m i n i s­

tra t o r s  f r o m  e x i s t i n g  a r e a  h o s p i t a l s ,  a r e  a l s o  r e p r e s e n t e d .

4. U n d e r  s ta te law, no h e a l t h  c a r e  f a c i l i t y  m a y  be 

c o n s t r u c t e d ,  a l t e r e d ,  o r  a d d e d  to w i t h o u t  i s s u a n c e  o f  a c e r t i f­

ica t e  of n e e d  from the state. A S  1 8 . 0 7 . 0 3 1 .  A p p l i c a t i o n s  f o r  C/N s 

in the A n c h o r a g e  a r e a  m u s t  u n d e r g o  a r e v i e w  p r o c e s s  in w h i c h  the 

m u n i c i p a l  c o m m i s s i o n  a d v i s e s  S o u t h  C e n t r a l  w h i c h  i n  tur n m a k e s

a r e c o m m e n d a t i o n  to S H P D A  w h i c h  p r e s e n t s  its v i e w  t o  the 

C o m m i s s i o n e r  w h o  u l t i m a t e l y  issues or d e n i e s  the C/N.

5. C e n t r a l  to the e n t i r e  l e g i s l a t i v e  p l a n  a nd c e r t i f­

icate of need p r o c e s s  is the p r e m i s e  that t r a d i t i o n a l  s u p p l y  and

-2-
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d e m a n d  e c o n o m i c s  do n o t  a p p l y  to the a r e a  of h o s p i t a l  costs. 

A c c o r d i n g  to M a r g a r e t  W i l s o n ,  h e a l t h  p l a n n e r  w i t h  S o u t h  C e n t r a l ,  

the c o s t  of m a i n t a i n i n g  a n  e m p t y  h o s p i t a l  b e d  is A O  - 60 p e r c e n t  

that of m a i n t a i n i n g  an o c c u p i e d  bed. V a c a n t  b e d s  c a n  r e s u l t  in

l o n g e r  h o s p i t a l  stays. H a m m e t t  t e s t i m o n y  .• .And p a t i e n t s  g e n e r a l l y

\
do n o t  " h o s p i t a l  s h o p , "  but r a t h e r  use the f a c i l i t y  in w h i c h  t h e i r

p h y s i c i a n  has stajff p r i v i l e g e s .  Thus, the a p p r o p r i a t e n e s s  o f
# N

i s s u i n g  a c e r t i f i c a t e  of n e e d  .for c o n s t r u c t i o n  o f  a n e w  h o s p i t a l
* \

m a y  h i n g e  on a d e t e r m i n a t i o n  of w h e t h e r  d e v e l o p m e n t  o f  the n e w

f f a c i l i t y  w o u l d  r esul t in the c o m m u n i t y  b e i n g  " o v e r - b e d d e d , "  thus

[ r a i s i n g  h e a l t h  care c o s t s  to the c o n s u m e r .  S e e , A S  1 8 . 0 7 . 0 4 1 .
•

■' 6. C e r t i f i c a t e s  of n e e d  for h o s p i t a l  c o n s t r u c t i o n  e s t a b

! l i s h  the n u m b e r  of beds a f a c i l i t y  is e n t i t l e d  to h a v e  a n d  c a n  

, p u t  into o p e r a t i o n  w i t h  r e a s o n a b l y  l i t t l e  e f f o r t .  A  h o s p i t a l ' s  

l i c e n s e d  cap ac i t y ,  on the o t h e r  hand, is the n u m b e r  o f  b e d s
|l
^ a c t u a l l y  a p p r o v e d  a f t e r  i n s p e c t i o n  for a d e q u a t e  l i g h t i n g ,  h e a t i n g ,
I.
'etc. O p e n  beds are t h o s e  l i c e n s e d  beds c u r r e n t l y  s t a f f e d .  H a m m e t t

!i * .
| t e s t i m o n y .
» • «

: 7. Dr. M i c h a e l  B e i r n e  is a m e d i c a l  d o c t o r ,  l e g i s l a t o r ,

an d  b u s i n e s s m a n .  He i-s the p r e s i d e n t  of L a k e  O t i s  C l i n i c ,  Inc.,

the n o n - p r o f i t  c o r p o r a t i o n  f o rm ed to d e v e l o p  t h e  L a k e  O t i s

C o m m u n i t y  H o s p i t a l  ("LOCH"). The c o r p o r a t i o n  is c l o s e l y  h e l d ,
ii

. c o n s i s t i n g  of B e i r n e  and f a m i l y  m e m b e r s  on b o t h  the t h r e e - p e r s o n  

b o a r d  and in the o fficers' p o s i t i o n s .

II. C h r o n o l o g y  

• 1 9 6 0 ' s
I 0

8. 1962 - T h r e e  d o c tors, i n c l u d i n g  B e i r n e ,  p u r c h a s e d

a 1 0 - a c r e  tract of land for d e v e l o p m e n t  of a p r o f e s s i o n a l  b u i l d i n g

I f  V. E I  7 l!*7H A VC . and h o s p i t a l .  In the m i d - s i x t i e s ,  a plat w a s  r e c o r d e d  for this
i J i t t  JCO

’cton :Vj.7« V/0' tract, i d e n t i f i e d  as " M e d i c a l  P a r k  S u b d i v i s i o n . "  T h e  s o u t h e r n

/
*

-  I

I J O A N  M .  K A T Z
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: f i v e  a c r e s  was d e p i c t e d  as a h o s p i t a l  site.

! 1 9 7 0

9. J a n u a r y ,  1 9 7 0  - B e i r n e  h i r e d  D o n  E m m a l  to a s s i s t

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

d e v e l o p m e n t  of the h o s p i t a l  project.
* ■

; 10. M a r c h ,  1 9 7 0  - L O C  w a s  o r g a n i z e d  a n d  i n c o r p o r a t e d .

11. Spring, 1970 - A p p l i c a t i o n  for r e c o m m e n d e d  a p p r o v a l
A

of the h o s p i t a l  w a s  m a d e  to the C o m p r e h e n s i v e  H e a l t h  P l a n n i n g  

Council.

1971 - 1972

a . L O C H  a c t i v i t i e s

12. T h e  C o m p r e h e n s i v e  H e a l t h  P l a n n i n g  C o u n c i l  i n i t i a l l y  

r e c o m m e n d e d  a p p r o v a l  of L O C ' s  a p p l i c a t i o n ,  t h e n  d e n i a l ,  w i t h

, i /  a f f i r m a t i o n  of that d e n i a l  r e c o m m e n d a t i o n  some t i m e  l a t e r .
. 1 .I ■ f

; A c c o r d i n g  to Beirne, P r o v i d e n c e  and A l a s k a  ( t hen " C o m m u n i t y " )
t ‘

/
^  h o s p i t a l s  o p p o s e d  L O C ' s  r e q u e s t  for a p p r oval. W h i l e  t h e r e  w a s

/]>- * \  no c e r t i f i c a t e  of n e e d  law r e q u i r i n g  a g e n c y  a p p r o v a l  at t h e

time, B e i r n e  t e s t i f i e d  that the a c t i o n  of the m u n i c i p a l  c o m m i s -
.s

s i o n  a f f e c t i v e l y  p r e c l u d e d  F H A  f i n a n c i n g  for t h e  p r o j e c t .  FHA 

f i n a n c i n g  was d e s i r e d  b e c a u s e  FHA i n t e r e s t  r a t e s  w e r e  t h e n  one
.  r

to two p e r c e n t  lower t h a n  c o n v e n t i o n a l  f i n a n c i n g .

13. J a n u a r y ,  1972 - A f e a s i b l i t y  s t u d y  w a s  p e r f o r m e d  

by H o s p i t a l  A s s o c i a t e s  at a c o s t  rf $10,000. Exh. R-2.

14. J a n u a r y  17, 19 72 - L O C  a p p l i e d  f o r  t a x  e x e m p t  

status. No m e n t i o n  was made of the h o s p i t a l  p r o j e c t  in t h i s  

a p p l i c a t i o n .  On E x h i b i t  K t o t h e  a p p l i c a t i o n ,  B e i r n e  i n d i c a t e d  

that he a n d  Emmal spent a p p r o x i m a t e l y  five a n d  15 p e r c e n t  of 

t h e i r  time, r e s p e c t i v e l y ,  w o r k i n g  on c o r p o r a t i o n - r e l a t e d  a c t i v­

ities. Exh. P-39.
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V

15. N e g o t i a t i o n s  c o m m e n c e d  w i t h  G e n e r a l  H e a l t h  

S e r v i c e s ,  Inc. ("CHS") r e g a r d i n g  p r i v a t e  d e v e l o p m e n t  and o p e r­

a t i o n  of the h o s p i t a l .  Exh. P - 1 1 0  at 2.

b. A c t i v i t i e s  at o t h e r  A n c h o r a g e  h o s p i t a l s

16. P r o v i d e n c e  H o s p i t a l  w a s  l i c e n s e d  f o r  1 5 0  beds.

C o m m u n i t y  H o s p i t a l  was l i c e n s e d  for 85 bed’s. C o m m u n i t y  H o s p i t a l
\

r e q u e s t e d  80 a d d i t i o n a l  beds. L O C  o b j e c t e d .  T h e  s t a t e  a u t h o r i z e d’
I• *
4 0  a d d i t i o n a l  bed's on the c o n d i t i o n  that C o m m u n i t y  H o s p i t a l

r e l o c a t e .  B e i r n e  t e s t i m o n y .

!i ‘ 1 9 7 3 - 7 4
i.

a . L O C H  a c t i v i t i e s  

i 17. A n  a g r e e m e n t  was r e a c h e d  w i t h  C H S  f o r  f i n a n c i n g

• ^nd m a n a g e m e n t  of the project. Exh. R-3A. B e i r n e  t e s t i f i e d  that 

G H S  had o b t a i n e d  l o n g - t e r m  f i n a n c i n g  u n d e r  a n  a g r e e m e n t  p r o v i d i n g  

that it w o u l d  not be o b l i g e d  to c l o s e  the t r a n s a c t i o n  if the 

j i n t e r e s t  r a t e  e x c e e d e d  10 percent.
i ;
!' 18. C o n t r a c t s  w e r e  s i g n e d  w i t h  C h a n n e n  C o n s t r u c t i o n

'!
C o m p a n y  (general c o n t r a c t o r s ) ,  L u c k m a n  &  A s s o c i a t e s  ( a r c h i t e c t s ) ,  

K P F F  ( s t r u c t u r a l  e n g i n e e r s )  and o t h e r s  for c o n s t r u c t i o n  of the

i
h o s p i t a l .  Exh. P - 1 1 0  at 3. C o o p e r s  &  L y b r a n d  p e r f o r m e d  a f e a s i­

b i l i t y  study.

19. I n t e r i m  c o n s t r u c t i o n  l o a n s  w e r e  o b t a i n e d  by G H S
t

^  . a n d  L O C  f r o m  P e o p l e s  B a n k  in the a m o u n t  of $ 9 0 0 , 0 0 0 .  I n t e r e s t
!
p a y m e n t s ,  if m a d e  t i m e l y  w o u l d  h a v e  a m o u n t e d  to $67-,617.19.

Exh. P-95. D e e d s  of trust on v a r i o u s  p i e c e s  o f  real e s t a t e  o w n e d
■% *

by B e i r n e  w e r e  t a k e n  as c o l l a t e r a l .
*

20. S i t e  w o r k  w a s  c o m m e n c e d  in m i d - 1 9 7 3  w i t h  c l e a r a n c e
‘i ■
of brush, e x c a v a t i o n  and r e m o v a l  of peat, r e f i l l i n g  w i t h  g r a v e l ,  

lJw anc* i n s t a l l a t i o n  of pili ngs. W o r k  w a s  s t o p p e d  in M a y  or J u n e ,
M  + Z $ 7  | :M H  AVC.

ui:i ice 1974 w h e n  the $ 9 0 0 , 0 0 0  had b e e n  e x p e n d e d .  B e i r n e  w a i t e d  for
,CH0R>St .  9910» *



a d r o p  in interest; rates. B e i r n e  t e s t i m o n y .

21. Due to the e s c a l a t i o n  of the prime- i n t e r e s t  r a t e  

a b o v e  the m a x i m u m  a c c e p t a b l e  to GHS, G H S  t e r m i n a t e d  t h e  f i n a n c i n g  

a n d  m a n a g e m e n t  a g r e e m e n t s  w i t h  LOC. L O C  and B e i r n e  p r o c e e d e d

to l i q u i d a t e  p r o p e r t i e s  o v e r  a p e r i o d  of a p p r o x i m a t e l y  t h r e e  

y e a r s  to i n d e m n i f y  G H S  w h i c h  in t u r n  was o b l i g e d  to r e p a y  t h e

l o a n s  f r o m  P e o p l e s  B a n k . , B e i r n e  t e s t i m o n y .
^  •*

b. B e i r n e’s s a l a r y  a r r a n g e m e n t s / r e p r e s e n t a t i o n s
4

22. A p r i l  1, 1973 - B e i r n e  e n t e r e d  i n t o  a n  e m p l o y m e n t  

c o n t r a c t  w i t h  L O C  w h i c h  e n t i t l e d  h i m  to a s a l a r y  o f  $ 7 0 , 0 0 0  

p e r  a n n u m  ( a d j u s t a b l e  u p w a r d s  t h e r e a f t e r )  plus b e n e f i t s ,  for

a t e r m  of 10 years. The c o n t r a c t  p r o v i d e d ,  i n t e r  a l i a , th at

B e i r n e  " s h a l l  d e v o t e  s u b s t a n t i a l  time to the p e r f o r m a n c e  of

his d u t i e s  as m a y  f r o m  time to time be r e q u i r e d . "  T h e  a g r e e m e n t

a l s o  r e c i t e d  that

It is u n d e r s t o o d  that E m p l o y e e  is p r e s e n t l y  
s e r v i n g  as an e x e c u t i v e  o f f i c e r  of o t h e r  
c o r p o r a t i o n s  i n c l u d i n g  a c o r p o r a t i o n  p r o v i d i n g  
p a t h o l o g y  and l a b o r a t o r y  s e r v i c e s  a n d  o w n i n g  
and o p e r a t i n g  real p r o p e r t i e s  and t h a t  s o m e  o f  
E m p l o y e e ' s  time m a y  be d e v o t e d  to s u c h  
c o r p o r a t i o n s .

Exh. P-37.

23. A p r i l  30, 1973 - B e i r n e  s i g n e d  a g r a n t  a p p l i c a t i o n  

w h i c h  w a s  f iled  w i t h  the D e p a r t m e n t  o f  H e a l t h ,  E d u c a t i o n  a n d  

W e l f a r e  s e e k i n g  f u n d i n g  for F a i r v i e w  H e a l t h  C a r e  C e n t e r ,  to

be o p e r a t e d  by L O C  w i t h  B e i r n e  as p x o j e c t  m a n a g e r  a n d  E m m a l  

as a s s i s t a n t  p r o j e c t  m a n a g e r .  T h e  g r a n t  a p p l i c a t i o n  b u d g e t  p r o­

vi d e d  that b o t h  those p o s i t i o n s  w o u l d  be* full t i m e  w i t h  s a l a r i e s  

of $ 4 1 , 6 5 0  and $29,750, r e s p e c t i v e l y .  Exh. P - 3 8 A .

c. S t a t u s  o f  L O C H  site

24. B e i r n e  t e s t i f i e d  th at in 1973, h e  d e e d e d  the 

h o s p i t a l  site to LOC.



,• d . A c t i v i t i e s  re. o t h e r  A n c h o r a g e  h o s p i t a l s

). . . • 25. D u r i n g  this same period,  the T e a m s t e r s  a c q u i r e d ^  f / ' c / l

j C o m m u n i t y  H o s p i t a l  a n d  b e g a n  c o n s t r u c t i o n  o f  t h a t  f a c i l i t y ' s  

I n e w  b u i l d i n g ,  t h e r e a f t e r  k n o w n  as " A l a s k a  H o s p i t a l . "

26. P r o v i d e n c e  H o s p i t a l  w a s  o p e r a t i n g  150 b e d s  in
✓

i

its s o u t h  tower, 58 of t h o s e  b e d s  n o t  c o n f o r m i n g  to l e g a l

' r e q u i r e m e n t s .  H i l l - B u r t o n  f unds  in the amolint of $ 3 . 5  m i l l i o n

' I
w e r e  a p p r o v e d  for c o n s t r u c t i o n  of a n o r t h  t ower, w i t h  total

,
bed c a p a c i t y  set art 219. Exh. R-74. (Exh. R - 7 4  c o n t a i n s  h e a r s a y

i
. s t a t e m e n t s .  The e x h i b i t ,  h o w e v e r ,  is a 1979 l e t t e r  f r o m  a tiis-‘

!
i n t e r e s t e d  party, Dr. M c G i n n i s ,  to Al C a m o s s o ,  A d m i n i s t r a t o r  j

at P r o v i d e n c e .  Dr. M c G i n n i s  was  in a p o s i t i o n  to h a v e  a c c e s s  j
i

.j
to r e c o r d s  of past a c t i v i t i e s  r e g a r d i n g  P r o v i d e n c e ' s  b e d  s t a t u s , i
a n d  there is no r e a s o n  to d o u b t  the r e l i a b i l i t y  of t h e  h i s t o r i c a l

! • !
i n f o r m a t i o n  he p r e s e n t s .  M o s t  o f  the n u m b e r s  a n d  d a t e s  r e f e r e n c e d

in Exh. R - 7 4  a l s o  a p p e a r  in Exhs. R-51, R - 5 1 A ,  R-52, R - 5 3 ,  R - 7 0 ,  j
I

‘an d / o r  R-71. R - 7 4  is r e l i e d  on in th ese F i n d i n g s ,  t h u s ,  to d e l i n -

f. ’ . ‘ :
e a t e  the a p p r o x i m a t e  s e q u e n c e  of e v e n t s  l e a d i n g  to P r o v i d e n c e ' s  !

•• ■ i
n o n - c o n f o r m i n g  bed w a i v e r  and i n c r e a s e d  l i c e n s u r e . )

i * l
:• 27. M a y  -14, 1974 - P r o v i d e n c e  a p p l i e d  to t h e  D e p a r t m e n t
i; • - j

f o r  r e v e n u e  s h a r i n g  funds to m o d e r n i z e  its s o u t h  t o w e r  and e l i m -

/ I ' i  t ‘ i n a t e  the 58 n o n - c o n f O r m i n g  be ds in that .structure. E x h .  R - 7 4 .  *2-1

 : • |
1975

a. L O C H  a c t i v i t i e s

28. B e i r n e  b e c a m e  m o r e  a c t i v e l y  i n v o l v e d  i n  the h o s ­

pita l  p r o j e c t ,  m e e t i n g  w i t h  GHS, a n d  w i t h  C h a l i s t a ,  N A N A  a n d  

A l e u t  N a t i v e  c o r p o r a t i o n s .  Emmal  w a s  t r a n s f e r r e d  to t h e  A l e u t  

C o r p o r a t i o n  on J u l y  1, 1975 to w o r k  on the p r o j e c t ,  but B e i r n e
t 1

d e c l i n e d  to e x t e n d  the a g r e e m e n t  w i t h  this p a r t y ,  b e c a u s e  h e  

i o a n  m . k a t z  b e l i e v e d  the a r r a n g e m e n t  to be "toe o n e - s i d e d . "  B e i r n e  t e s t i m o n y .
A.? LAW 

: i t  A Z I T  t : \ T H  AVC.
1 . : r t  i : s  
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• 2 9 .  L o c a l  a c h i t e c t  R i c h a r d  S e a r s  w a s  h i r e d  Co c h a n g e■ Che p l a n s  Co m e e t  new c o d e  p r o v i s i o n s ,  a n d  Co make Che p r o j e c C  m ore  c o s t - e f f e c t i v e .  K i n g s C o n  P e C e r s  was h i r e d  t o  h e l p  l i q u i d a t e  t h e  d e b t  Co G H S .3 0 .  O c C o b e r ,  1975 -  GHS f i l e d  a  f o r e c l o s u r e  s u i t  on  . L O C ' s  d e b t  t o  G H S .  * .3 1 .  LOC r e c e i v e d  $ 3 1 2 , 0 0 0  i n  s t a t e  r e v e n u e  s h a r i n g  ■ f u n d s .  E x h .  P - 3 8 . ^ b .  S t a t u s  o f  LOCH s i t e3 2 .  B e i r n e  t r a n s f e r r e d  t h e  h o s p i t a l  s i t e  t o  GHS b y  w a r r a n t y  d e e d .  B e i r n e  t e s t i m o n y .  B e i r n e  t e s t i f i e d  t h a t  [ n o t w i t h ­s t a n d i n g  t h e  l e g a l  s i g n i f i c a n c e  o f  a w a r r a n t y  d e e d ]  t h i s  t r a n s ­a c t i o n  was i n t e n d e d  o n l y  t o  g i v e  GHS a s e c u r i t y  i n t e r e s t  i nt h e  p r o p e r t y .c . A c t i v i t i e s  r e .  o t h e r  A n c h o r a g e  h o s p i t a l s  ; 3 3 .  P r o v i d e n c e ' s  May 1 4 ,  1974 a p p l i c a t i o n  f o r  r e v e n u es h a r i n g  f u n d s  t o  m o d e r n i z e  i t s  s o u t h  t o w e r  was a p p r o v e d  b y  t h e

ii

D e p a r t m e n t .  E x h .  R - 7 4 .  —  j ,____>  ̂ / M
\1976 * . „  ,  ~  , r . . V A  ' •

■ • • • V». • * ra .  LOCH a c t i v i t i e s3 4 .  M a r c h  1 3 ,  1976 -  A l e t t e r  o f  a g r e e m e n t  w a s  e n t e r e d  i n t o  w i t h  M o d e r n  C o n s t r u c t i o n ,  I n c . - T r i / A l a s k a  C o n s t r u c t i o n ,^  I n c .  f o r  d e s i g n  and e s t i m a t i n g  w o rk  on t h e  h o s p i t a l  p r o j e c t .T h e  M o d e r n - T r i / A l a s k a  j o i n t  v e n t u r e  was t o  o p e r a t e  a s  a r c h i t e c t  a n d  c o n t r a c t o r  f o r  t h e  p r o j e c t  i f  c o n s t r u c t i o n  b e c a m e  f e a s i b l e .  E x h .  R - 9 .  '3 5 .  A c o n t r a c t  was e n t e r e d  i n t o  w i t h  G i l g a n  & C o m p a n y  t o  o b t a i n  e c o n o m i c  f e a s i b i l i t y  s t u d i e s ,  p l a n n i n g  s t u d i e s  a n d
o a n m . k atz  m o r t g a g e  f i n a n c i n g .  E x h .  P - 1 1 0  a t  3 .  B e i r n e  t e s t i f i e d  t h a t  G i l g a n
1 7 7 C * . I V  A T  L A W  O  O

1C V . C I T  A V C .«s.:i j*i i n i t i a t e d  t h e  p r o c e s s  o f  o b t a i n i n g  a FHA l o a n ,  w h i c h  e f f o r t
» i : o i  rU07t:7A.T(JA was n o t  s u c c e s s f u l .
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