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T h e  H o n o r a b l e  M y r a  M u n s o n  

C o m m i s s i o n e r
D e p a r t m e n t  o f  H e a l t h  £. S o c i a l  S e r v i c e s  

P o u c h  H - 0 1  
J u n e a u ,  A K  9 9 8 1 1

D e a r  M y r a :

T o d a y ,  I r e c e i v e d  c o r r e s p o n d e n c e  f r o m  R e g i o n  X c o n c e r n i n g  t h e  
u p p e r  l i m i t s  i s s u e s  f o r  o u r  F Y 8 4  a n d  F Y 8 5  f i s c a l  y e a r s .

I w a n t  t o  k e e p  y o u  f u l l y  i n f o r m e d  o f  t h e  p o t e n t i a l  l i a b i l i t y  t h e  
s t a t e  f a c e s  w i t h  t h i s  a n d  o t h e r  i s s u e s .  W h i l e  t h e  s t a t e  n e e d s  t o  
r e q u i r e  f e d e r a l  p a r t i c i p a t i o n  b a s e d  o n  o u r  a p p r o v e d  S t a t e  P l a n ,  
t h e  u p p e r  l i m i t  i s s u e  is a p r o b l e m  f o r  t h e  s t a t e  of A l a s k a .

C u r r e n t l y ,  w e  h a v e  a p p r o v e d  S t a t e  P l a n s  t h r o u g h  J u n e  30, 1 9 8 7 .
T h e  1 9 8 8  Stav_e P l a n  is n o t  a p p r o v e d .  O u r  a g g r e g a t e  c a l c u l a t i o n s  
f o r  h o s p i t a l  s e r v i c e s  i n d i c a t e  t h e  a p p r o v e d  r a t e s  a r e  u n d e r  t h e  

u p p e r  l i m i t  f o r  F Y 8 7  a n d  F Y 8 8 .

T h e  l o n g  t e r m  c a r e  r a t e s  c o n t i n u e  t o  b e  t h e  m a j o r  i s s u e  f o r
s t a t e .  I a m  l i s t i n g  a n  e s t i m a t e  o f  t h e  c o n t i n g e n t  l i a b i l i t y  t h e
s t a t e  f a c e s  o n " s e v e r a l  i s s u e s  i n c l u d i n g  t h e  f e d e r a l  u p p e r  l i m i t ,  
r e g u l a t i o n s  p e n d i n g  b e f o r e  t h e  M e d i c a i d  R a t e  C o m m i s s i o n ,  a n d
a p p e a l s  i n  p r o c e s s .  A l l  t h e  i s s u e s  l i s t e d  b e l o w  w i l l  l i k e l y  b e
a l l  g e n e r a l  s t a t e  f u n d s .  T h e  a p p e a l s  f r o m  p r o v i d e r s  r e q u e s t  
p a y m e n t s  f o r  e x p e n s e s  n o t  i n c l u d e d  in t h e  S t a t e  P l a n .  W h i l e  I d o  
n o t  b e l i e v e  t h e  f a c i l i t i e s  w i l l  p r e v a i l ,  it is i m p o r t a n t  t o  
c o n s i d e r  t h e  a p p e a l s  as c o n t i n g e n t  l i a b i l i t i e s  a g a i n s t  G e n e r a l  
s t a t e  f u n d s .  T h e  o u t s t a n d i n g  i s s u e s  a r e  a s  f o l l o w s :

F Y 8 7  L o n g  T e r m  C a r e  U p p e r  L i m i t  $ 2 , 0 5 5 , 0 0 0
F Y 8 8  L o n g  T e r m  C a r e  U p p e r  L i m i t  $ 2 , 5 1 5 , 0 0 0
F Y 8 9  L o n g  T e r m  C a r e  U p p e r  L i m i t  $ 2 . 8 0 0 . 0 0 0
P o t e n t i a l  F e d e r a l  C l a i m  $ 7 , 3 7 0 , 0 0 0

/ . ‘M ’m T* I j*' ̂

O u t s t a n d i n g  a p p e a l s  5 7 .000,000 *% / c  p .
T o t a l  C o n t i n g e n t  L i a b i l i t y  $ 1 7 , 2 7 0 , 0 0 0  p H C f c - * *  I-**

F Y 8 9  P r o p o s e d  R e g u l a t i o n  $ 2 , 9 0 0 , 0 0 0  ,
O u t s t a n d i n g  > p p e a l s  $ 7 . 0 0 0 . 0 0 0
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If a n y  o f  t h e  c o n t i n g e n c i e s  b e c o m e  a r e a l i t y ,  t h e  i m p a c t  w i l l  b e  
i n  t h e  F Y 8 9  a p p r o p r i a t i o n .  A s  y o u  c o n s i d e r  t h e  a p p r o p r i a t i o n  
r e q u e s t  f o r  F Y 8 9 ,  y o u  m a y  w a n t  t o  c o n s i d e r  r e q u e s t i n g  f u n d i n g  f o r  
s o m e  o f  t h e  c o n t i n g e n c i e s .  A s  a n o t e ,  t h e  f e d e r a l  u p p e r  l i m i t  
i s s u e  a n d  t h e  c h a r t  a b o v e  r e f l e c t  o n l y  t h e  f e d e r a l  p o r t i o n .  I 
e s t i m a t e  e x c e s s  a b o v e  t h e  u p p e r  l i m i t  f o r  t h e  3 t h r e e  y e a r s  j . s  
a p p r o x i m a t e l y  $ 1 4 , 6 4 5 , 0 0 0  i n  a c t u a l  p a y m e n t s  t o  t h e  h e a l t h  c a r e  
f a c i l i t i e s  o r  j u s t  u n d e r  2 0 %  o f  t h e  r a te.

I f  y o u  w i s h  t o  d i s c u s s  a n y  o f  t h e s e  i s s u e s  o r  I c a n  b e  o f  a n y  
a s s i s t a n c e ,  p l e a s e  d o  n o t  h e s i t a t e  to c o n t a c t  me.

M a r y  K. B e n s e n  
E x e c u t i v e  D i r e c t o r

cc: - ^ C o m m i s s i o n  M e m b e r s ,  M e d i c a i d  R a t e  C o m m i s s i o n  
K a r e n  P e r d u e ,  D e p u t y  C o m m i s s i o n e r  D H S S  
K i m  B u s c h ,  M e d i c a l  A s s i s t a n c e  
H a r l a n  K n u d s o n ,  H e a l t h  A s s o c i a t i o n  o f  A l a s k a  
R o b e r t  B i l d e n ,  L e g i s l a t i v e  A u d i t
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M a r c h  21, 1 9 8 8

W i l l i a m  S e l v e y ,  Jr. 
A d m i n i s t r a t o r  
B a r t l e t t  M e m o r i a l  H o s p i t a l  
3 2 6 0  H o s p i t a l  D r i v e  
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' day, M a r c h  11, T h e  S t a t e  A f f a i r s  C o m m i t t e e  p a s s e d  o u t
H B  348, A n  A c t  r e l a t i n g  t o  t h e  c o m p o s i t i o n  o f  t h e  M e d i c a i d  R a t e  
C o m m i s s i o n .

I h a d  o f f e r e d  a c o m m i t t e e  s u b s t i t u t e  w h i c h  a t t e m p t e d  t o  
b a l a n c e  t h e  a d m i n i s t r a t i o n  m e m b e r s  a n d  t h e  p u b l i c  m e m b e r s  a 
l i t t l e  m o r e  e q u a l l y .  H o w e v e r ,  n o n e  o f  t h e  o t h e r  c o m m i t t e e  
m e m b e r s  s u p p o r t e d  t h i s  c o m p r o m i s e .  T h e y  p r e f e r r e d  t h e  o r i g i n a l  
b i l l .  C o p i e s  o f  b o t h  a r e  a t t a c h e d .  I h a v e  a l s o  a t t a c h e d  t h e  
c o m m i t t e e  r e p o r t  t o  i n d i c a t e  h o w  m e m b e r s  f e e l  a b o u t  t h e  b i l l .

A l t h o u g h  I w i s h  w e  c o u l d  h a v e  s t r u c k  a d i f f e r e n t  b a l a n c e ,  I 
w a n t  y o u  t o  k n o w  t h a t  t h e  a d m i n i s t r a t i o n  p u t  t o g e t h e r  a 
p e r s u a s i v e  c a s e  f o r  c h a n g i n g  t h e  w a y  t h e  c o m m i s s i o n  c u r r e n t l y  
o p e r a t e d .

D e a r

m e r ,  C h a i r

V
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Introduced: 1/11/88 go00268h
Referred: State Affairs,
Health, Education & Social 
Services and Judiciary

BY THE RULES COMMITTEE BY
1 IN THE H OUSE REQUEST OF THE GOVER NOR

2 HOUSE BILL NO. 348

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FIFTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act relating to the composition of the Me dicaid

7 Rate Commission." ^

8 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
L

9 *  Section 1. AS 47.07.120 is repealed and reenacted to read:

10 Sec. 47.07.120. COMPOSITION OF COMMISSION. The co mmission Q

11 consists of the following membeis:

12 (1) the commissioner of administration, the commissioner of

13 hea lth  and social services, and a third commissioner or a director of

14 a di vision of the office of management and budget (AS 44.19.141) (c .
15 de signated by the governor, ir the appointed designees of these com-

16 missioners or the director; ‘
17 ( 2 ) one parson appointed by the governor representing the

18 health care provider community;

19 j (3) one person appointed by the governor representing

20 health care consumers.

21 * Sec. 2. AS 47.07.140 is amended to read:

22 S e c . 47.07.140. TERM OF MEMBERSHIP. The term of a member of the

23 commission appointed under AS 47.07.120(2) or (3) [47.07.120(1), (3),

24 (4), or (5)] is three years. A member may not be appointed to a

25 successive term. The terms of the members shall be staggered. A

26 member appointed to fill a vacancy serves for the unexpired term of

27 the member. A term shall be measured from January 1 of the year in

28 which the term of the vacant position begins, regardless of w he n  the

29 vacancy is filled.

HB0348A -1- HB 348



* Sec. 3. TRANSITION. Upon the effective date of this Act, all p o­

sitions on the commission, except that of the commissioner of health and

social services, become vacant, and the governor shall appoint new members

in accordance with AS 47.07.120 and 47.07.140, as amended by this Act.

HB 348 - 2 - HB034 8A
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O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

IN T H E  H O U S E BY T H E  S T A T E  A F F A I R S  C O M M I T T E E

CS F O R  H O U S E  B I L L  NO. 3 * 8  (S t a t e  A f f a i r s )

IN THE 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

F I F T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A B I L L

F o r  an  A c t  e n t i t l e d :  "An A c t  r e l a t i n g  to the c o m p o s i t i o n  of  the M e d i c a i d

BE IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  THE S T A T E  O F  ALASKA:

* S e c t i o n  1. A S  4 7 . 0 7 . 1 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. 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  the f o l l o w i n g  mem b e r s :

tant in the s t ate a n d  w h o  is f a m i l i a r  w i t h  h e a l t h  c a r e  f i n a n c i n g .

* Sec. 2. A S  4 7 . 0 7 . 1 4 0  is a m e n d e d  to read:

Sec. 4 7 . 0 7 . 1 4 0 .  T E R M  OF M E M B E R S H I P .  T h e  t e r m  of a m e m b e r  o f  the 

c o m m i s s i o n  a p p o i n t e d  u n d e r  AS 4 7 . 0 7 . 1 2 0 ( 2 ) ,  (3), or (4) [AS 4 7 . 0 7 . -

120(1), (3), (4), O R  (5)] is t h ree ye a r s .  A  m e m b e r  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  o f  the 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 fi l l  a v a c a n c y  s e r v e s  for the u n ­

e x p i r e d  t e r m  of  the m e m b e r .  A  t e r m  s h a l l  be m e a s u r e d  f r o m  J a n u a r y  1 

o f  the y e a r  in w h i c h  the t e r m  of the v a c a n t  p o s i t i o n  b e g i n s ,  r e g a r d­

less of w h e n  the v a c a n c y  is filled.

* Sec. 3. T R A N S I T I O N .  On the e f f e c t i v e  d a t e  of this Act, all p o s i t i o n s  

on the c o m m i s s i o n ,  e x c e p t  t h o s e  of the c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  and

R a t e  C o m m i s s i o n . "

-1- C S H B  3 4 8 ( SA)
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of the c o m m i s s i o n e r  of h e a l t h  and s o c i a l  s e r v i c e s ,  b e c o m e  v a c a n t .  The 

g o v e r n o r  s h a l l  a p p o i n t  n e w  m e m b e r s  u n d e r  A S  4 7 . 0 7 . 1 2 0  and 4 7 . 0 7 . 1 4 0 ,  as 

a m e n d e d  b y  t h i s  Act.

C S H B  3 4 8 (SA) - 2 -
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DIVISION OF MFDICAI. ASSISTANCE 

nunCFT INCRFASF FACTORS

Dept.

Request

FY87 

Author!zed Actual

National

CPI

Dept.

Request

FY88 

Author!zed Projected

FY89

Dept.

Request

Medicaid Fact 1 i ty

Price 3.7% o.n% 5.0% 15.7% 3.5% 2.5% 5.5% 3.8%

Ut 11i ration 3.1% 3.1% / .5% 0.0% 0.0% 6.5% 0.0%

Fliqihles 8.5% 8.5% 6.0% 6.3% 6’.3% 6.0% k.2%

Medicaid Non-Facility

Price 3.7% 0.0% 15.7% 15.7% 2.8% 0.0% 5.5% 3.8%

Ut i 1 i ration 3.1% 3.1% link. 0.0% 0.0% 6.5% 0.0%

Fliqihles 10.k% 10.<t% 6.0% 6.3% 6.3% 6.0% A.5%
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P O S I T I O N  P A P E R  

H O U S E  B I L L  3 4 8

" R e l a t i n g  t o  t h e  C o m p o s i t i o n  o f  t h e  M e d i c a i d  R a t e  C o m c i s s i o n "

P u r p o s e

H B  3 4 8  w o u l d  m o d i f y  t h e  m e m b e r s h i p  o f t h e  M e d i c a i d  R a t e  C o m m i s s i o n  

('MRC'). C u r r e n t l y ,  A S  4 7  .07 . 1 2 0  r e q u i r e s  t h e  f o l l o w i n e  m e m b e r s h i p  

o n  t h e  M R C :

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  o f  a h e a l t h  f a c i ’t y  l i c e n s e d

b y  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  b y  t h e  S t a t e  o r  f e d e r a l

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

t h e  C o m m i s s i o n .

2. T h e  C o m m i s s i o n e r  o f  A d m i n i s t r a t i o n ,  C o m m i s s i o n e r  o f

H e a 1 t h  a n d  S o c i a l  S e r v i c e s  o r  t h e  a p p o i n t e d  d e s i g n e e  o f  e i t h e r  

c o m m i s 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  i n  t h e  S t a t e

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

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

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

H B  3 4 8  c h a n g e s  t h e  m e m b e r s h i p  o f  t h e  M R C  to t h e  f o l l o w i n g :

1. C o m m i s s i o n e r  o f  A d m i n i s t r a t i o n  o r  d e s i g n e e ;

2. C o m m i s s i o n e r  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  o r  d e s i g n e e ;

3. A  t h i r d  C o m m i s s i o n e r  o r  d e s i g n e e  o r  d i r e c t o r  o f  a d i v i s i o :

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

4 .  A  r e p r e s e n t a t i v e  of  t h e  h e a l t h  c a r e  p r o v i d e r  c o m m u n i t y

a p p o i n t e d  b y  t h e  g o v e r n o r ;

5. A  r e p r e s e n t a t i v e  o f  h e a t h  c a r e  c o n s u m e r s  a p p o i n t e d  b y

t h e  g o v e r n o r  .

D i s c u s s i o n

T h e  M R C  w h i c h  w a s  c r e a t e d  b y  t h e  l e g i s l a t u r e  i n  1 9 8 4  is n e a r l y  

u n i q u e  i n  t h e  n a t i o n  i n  i t s  r a t e  s e t t i n g  a u t h o r i t y .  T h e  M R C  s e t s  

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

t o t a l  m e d i c a i d  f u n d s  p a i d  t o  p r o v i d e r s  t h r o u g h  t h e  M R C  e x c e e d e d  

$ 6 5  m i l l i o n  l a s t  y e a r .

T h e  M R C  s e t s  r a t e s  b y  a d o p t i n g  r e g u l a t i o n s  o v e r  w h i c h  t h e  

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

a u t h o r  i t y  . T h i s  c r e a t e s  a s i t u a t i o n  i n  w h i c h  t h e  S t a t e  h a S  ’t h e

o 5 T  i g a t i o n  s , w i t h o u t  t h e  n e e d e d  a u t h o r i t y  , t o  ( 1 1  m a n a g e  w i t h i n

i t s  b u d g e t ,  ( 2 1  m e e t  a l l  F e d e r a l  m e d i c a i d  s t a n d a r d s  c o n c e r n i n g  

m a x i m u m  r a t e s ,  ( 3 1  e n s u r e  t h e  g r e a t e s t  a c c e s s  to h e a l t h  c a r e  

w i t h i n  o u r  a p p r o p r i a t i o n ,  a n d  ( A )  t r y  t o  m a n a g e  e v e r  e s c a l a t i n g  

c o s t s  o f  h e a l t h  c a r e .  T h i s  i s  m p o s s i b l e  to d o  w i t h o u t  a u t h o r i t y  

o v e r  t h e  a c t i v i t i e s  o f  t h e  M R C .

A S A 7 . Q 7 . 0 7 0  r e q u i r e s  t h e  M e d i c a i d  R a t e  C o m m i s s i o n  t o  d e t e r m i n e  

p r o s p e c t i v e 1 v t h e  r a t e  o f  p a y m e n t  t h a t  t h e  m e d i c a i d  p r o g r a m  w i f i  

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

t r e a t m e n t  o f  m e d i c a i d  e l i g i b l e  i n d i v i d u a l s . P r i n c i p a l s  u s e d  i n  

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

f a c t o r s  w h i c h  a r e  c o n s i d e r e d  i n  d e t e r m i n i n g  t h e  r a t e  a r e  a d o p t e d  

i n  r e g u l a t i o n .  H B  3 A 8  w i l l  n e i t h e r  c h a n g e  t h e  s c o p e  o f  t h e  

M R C ' s  a u t h o r i t y  t o  s e t  r a t e s  n o r  a l t e r  t h e  s t a t u t o r y  b a s i s  u p o n  

w h i c h  r a t e s  a r e  d e t e r m i n e d .

H o w e v e r ,  H B  3 A 3  w i l l  ( 1 1  a s s o c i a t e  t h e  M R C  m o r e  c l o s e l y  to t h e

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

b r a n c h  a n d  ( 2 1  p r o v i d e  m o r e  a d m i n i s t r a t i v e  c o n t r o l  o v e r  a n  a g e n c y  

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

o v e r  $ 6 5  m i l l i o n  p e r  y e a r .

T h e  M R C  h a s  t h e  a u t h o r i t y  to c o n t r o l  t h e  a m o u n t  o f  g e n e r a l  f u n d s  

w h i c h  a r e  p a i d  to  h e a l t h  f a c i l i t i e s .  T h e  r a t e s  w h i c h  a r e  

£  e s t a b l i s h e d  b y  t h e  M R C  h a v e  t h e f o r c e  o f l a w ; o n c e  e s t a b l i s h e d ,

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

T) a r e p r o v i d e d T  T h e  M R C  o b l i g a t e s  t h e  g t a t e  t o  p a v  th.p_sp a n d

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

^  f o r  • a l l  e l i g i b l e  i n d i v i d u a l s  w h o r e c e i v e  s e r v i c e ,  b a s e d  o n  t h e

^ s e r v i c e  p r i o r i t y  a s  e s t a b l i s h e d  b y  l a w. ' ~ "
w
^  I t  i s  u n i q u e  i n  A l a s k a  t o  i n v e s t  a b o d y  c o m p o s e d  o f  a m a j o r i t y  o f

b  n o n - S t a t e  m e m b e r s  w i t h  t h e  a u t h o r i t y  t o  i n d e b t  t h e  S t a t e .  B o a r d s

2  w i t h  s i m i l a r  o r  c o m p a r a b l e  p o w e r s ,  s u c h  a s  t h e  A l a s k a  H o u s i n g

^  F i n a n c e  C o r p o r a t i o n  ( A H F C 1 ,  t h e  A l a s k a  P o w e r  A u t h o r i t y  a n d  t h e

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ,  c o n t a i n  m a j o r i t y  

r e p r e s e n t a t i o n  f r o m  t h e  e x e c u t i v e  b r a n c h .  T h e  f i v e  m e m b e r  A H F C  

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

o f  fi c i a l s .

T h e  S t a t e ' s  i n c u r s  o b l i g a t i o n s  a s  a r e s u l t  o f  M R C  d e c i s i o n s  e v e n  

t h o u g h  o n l y  o n e  o f  t h e  m e m b e r s  o f  t h e  M R C  is a r e p r e s e n t a t i v e  

o f  S t a t e  g o v e r n m e n t  ( f o u r  a r e  p u b l i c  m e m b e r s ) .  T h e  M R C ,  as 

c u r r e n t l y  e s t a b l i s h e d ,  s e t s  r a t e s ,  a n d  c o n s e q u e n t l y  e x p e n d s  

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

b r a n c h .  H B  3 4 8  w o u l d  a l t e r  t h e  c o m p o s i t i o n  o f  t h e  M R C  s o  t h a t  a 

m a j o r i t y  o f  t h e  m e m b e r s  o f  t h e  C o m m i s s i o n  w o u l d  b e  r e p r e s e n t a t i v e s  

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

C o m m i s s i o n ' s  d e t i s i o n s ,  a n d ,  b r i n g i n g  t h e  C o m m i s s i o n ' s  m e m b e r s h i p  

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

A l t h o u g h  _th?-Mi?.C phl-tgai-e s  the. S t a t e  to  p a y m e n t s  w h i c h  e x c e e d  5 0  

p e r c e n t  o f  t h e  S t a t e ' s  m e d i c a i d  b u d g e t  o f  ^ 1 2 1  m i l l i o n , "the M R C '  

i s  n o t  c h a r g e d  w i t h  m a k i n g  r a t e  d e c i s i o n s  w i t h i n  t h e  c o n t e x t  o f  

h e a l t h  c a r e  p o l i c y .  T h e  M R C  e s t a b l i s h e s  r a t e s  w i t h i n  t h e  

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

n o t  t h e  i m p a c t  of t h e  r a t e  a n d  s u b s e q u e n t  e x p e n d i t u r e  o n

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

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

a m o u n t  o f  m e d i c a i d  d o l l a r s  o b ' i g a t e d  b y  t h e  c o m m i s s i o n ,  t h e  M R C  

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

p r o v i s i o n  o f  m e d i c a i d  s e r v i c e s .

F o r  e x a m p l e ,  t h e  M R C  is c u r r e n t l y  c o n s i d e r i n g  a d o p t i o n  o f  n e w

r e g u l a t i o n s  t o a l l o w  b u d g e t e d  c o s t s  o f  c e r t a i n  e x p e n s e s  to  b e

i n c l u d e d  i n  t h e  r a t e ,  e v e n  w h e n  t h e  b u d g e t e d a m o u n t  e x c e e d s  

i n f l a t i o n  a n d .  m a y  h a v p  h p p n ,  or~ b e ,  d r i v e n  b y  m a n a g e m e n t

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

S t a t e  u p  t o  S 3  m i l l i o n ,  i s  p r o p o s e d  e v e n  t h o u g h  t h e  S t a t e  is 

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

r e j e c t  t h e  c u r r e n t  S t a t e  m e d i c a i d  p l a n  b e c a u s e  r a t e s  e x c e e d s  t h e  

f e d e r a l  u p p e r  l i m i t s .

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

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

p r o j e c t i o n s  o f  u t i l i z a t i o n  ( t h e  d e g r e e  t o  w h i c h  e a c h  i n d i v i d u a l  

r e q u i r e s  m e d i c a l  s e r v i c e s ) ,  t h e  n u m b e r  o f  e l i g i b l e  i n d i v i d u a l s  w h o  

r e q u i r e  s e r v i c e ,  t h e  b e n e f i t  o r  p a r t i c u l a r  s e r v i c e  w h i c h  t h e  S t a t e

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

s e r v i c e s .  S h o u l d  t h e  c o m b i n a t i o n  o f  u t i l i z a t i o n ,  e l i g i b l e s  a n d  

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

t h e  d e p a r t m e n t  m a y  r e q u e s t  s u p p l e m e n t a l  a p p r o p r i a t i o n s  t o  m a i n t a i n  

t h e  p r o g r a m . -------------- *--------------------------------------

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

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

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

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

T h e  p r o p o s e d  $ 3  m i l l i o n  r e g u l a t i o n  c h a n g e  c u r r e n t l y  b e i n g  

c o n s i d e r e d  is n o t  b u d g e t e d  i n  t h e  F Y  8 9  r e q u e s t .  If t h e  

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

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

e l i m i n a t e d .
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A s  t h e  c o s t  a n d  q u a n t i t y  o f  i n s t i t u t i o n a l  c a r e  c o n t i n u e s  t o

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

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

f o r  l e g i s l a t o r s  a n d  o t h e r  p o l i c y  m a k e r s  to m a k e .  If p r e v e n t i o n

s e r v i c e s  a r e  t o  b e  r e d u c e d ,  o r  n e w  c o m m u n i t y  s e r v i c e s  w h i c h  

e n h a n c e  l i f e  o u t s i d e  i n s t i t u t i o n s  c a n n o t  b e  d e v e l o p e d  b e c a u s e  

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

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

s o c i e t y  a s  a w h o l e .  T h e  r e s t r u c t u r i n g  o f  t h e  M R C  as p r o o o s e d  b y  

H B  3 4 8  w i l l  i n t e g r a t e  t h e  d e c i s i o n s  o f  t h e  M R C  w i t h  o t h e r  a s p e c t s  

o f  h e a l t h  c a r e  p o l i c y .

P o s i  t i o n

T h e  D e p a r t m e n t  s t r o n g l y  s u p p o r t s  t h e  p a s s a g e  o f  H B  3 4 8  a s  ar, 

e f f e c t i v e  m e a n s  o f  i n t e g r a t i n g  t h e  M R C  i n t o  s t a t e  p o l i c y  a n d  as a 

w a y  f o r  t h e  S t a t e  to  g a i n  c o n t r o l  o f  a n  a g e n c y  w h i c h  h a s  t h e  

a u t h o r i t y  to o b l i g a t e  s t a t e  g e n e r a l  f u n d  d o l l a r s .

A p p r o v e d  b y  :

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

D a  t e : W  3,  *
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MEDICAID EXPENDITURES 
BY TYPE OF SERVICE 
FISCAL YEAR 1987

$33 MILLION

OTHER 
SERVICES

$5 7 MILLION

INSTITUTIONAL 
SERVICES 
63%



NURSING HOME CARE
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n
PERCENTAGE OF PATIENTS 

MEDICAID AND NON-MEDICAID
INTERMEDIATE AND SKILLED NURSING 

1982 THROUGH JUNE, 1987

9 ' .47. MEDiCAID PATIENTS

8.6n NON-MEDICAID patients

CALENDAR ANNUAL AVERAGES PERCENT
YEAR OCCUPIED MEDICAID NON-MEDICAID MEDICAID
198: 476 450.7 25.2 94.7%

1982 469 439.4 29.5 93.7%

1983 474 442.8 30.8 93.5%

1984 492 444.4 47.8 90.3%

1985 507 454.4 52.6 89.6%

1986 508 449.7 58.1 88.6%
1987 530 469.8 60.5 88.6%

ONLY THE FIRST SIX MONTHS AVERAGE IS GIVEN FOR 1 987



9 FY«9 MrniCAI. ASSISTANCE

RENEFITS FLIOIRLES

. Mandatory . M - Mandatory

. Optional . M - Optional 

. GRM

RATES

Medicaid lid to Commission 

Claims Payment System

Inflation and New Technology 

Required to Pay MRC Rate

UTIL 17ATI0N

Peer Review

APPROPRIATION $

PROGRAM INCREMENTS:

. No new benefits/services

4 .2 %  i n  M e d i c a i d  F a c i l i t i e s
4.5% in all other proqratns

Healthy baby bill implement SOBRA option

. 3.8% for all programs

ADMINISTRATIVF INCREMENTS FOR COST MANAGEMENT

No adjustment for Change in Utilization 

Patterns

. Base Adjustment for IJnmr 

Need

Hearing Officer 2.0 

Auditors 94.6

Physicians Services 99.5 

Pharmacists Services 103.5 

Continue Pre-Admission Screening 211.8 

Continued Third Party Lability Recoveries

Implementation of the Medicaid Management Information System impacts each of the four areas above.
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A L A S K A

OR E G O N
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AVER/.:-'
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A L A S K A

■

C O M P A R I S O N  O F  O R E G O N  T O A L A S K A

■ W A G E  P E R  H O U R  

F A C I L I T I E S  

F A C I L I T I E S  

R A T I O  T O  O R E G O N

A L L  D E P T S

$ 1 0 . 8 5

$ 7 . 1 8

1.51

A L L  D E P T S -  
N O  N U R S I N G

$ 1 0 . 9 8  

$7.56 

1.45

N U R S I N G

$ 1 0 . 7 5  

$ 7 . 0 3  

1. 53

r -50URS P E R  P A T I E N T  DAY 

n C I L I T I E S  6. 9 5 3.06 3 86
F A C I L I T I E S  5.01 1 . 4 2  3 59
F.ATIO T O  O R E G O N  1.39 2.17 1 08
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C O M P A R I S O N  O F  O R E G O N ’S H I G H E S T  C O S T  F A C I L I T I E S  T O  A L A S K A ’S 
A V E R A G E  P E R  P A T I E N T  DAY C O S T S

F A C I L I T Y  

A L A S K A  F A C I L I T I E S  

D EN A L I  

H E R I T A G E  

O U R  L A D Y  

ST. A N N  

W E S L E Y A N

A V E R A G E

O R E G O N  F A C I L I T I E S

C A P I T O L  V I E W

F R I E N D S H I P

MT. V I E W  C O N V . C T R .

P O R T L A N D  A D V E N T I S T

R O B I S O N

W A G E  
PE R  H O U R

$10.91 

$11 . 40 

$ 1 0 . 5 5  

$10.22 
$1 1 . 1 7

$ 1 0 . 8 5

$6. 70 

$ 8 . 10 

$ 6 . 6 0  

$7. 14 

$7. 34

A L L  - 
HRS. P E R  

DAY

7. 32 

G . 8 5 

7 . 56 

7 . 90 

5. 10

6 . 95

4 . 74

6 . 66 
3. 72 

4 . 56 

5. 39

N U R S I N G  

W A G E  
PE R HR.

$ 1 1 . 2 7  

$1 I .R3 

$10.20 

$9. 55 

$ 11 . 12

$ 1 0 . 7 5

$7. 12 

$ 6 .  R1 

$6. 78 

$6. 99 

$7. 44

N U R S I N G  - 

HRS. P E R  
D A Y

4 . 1 2

3 . 6 3

4 . 25 

4 . 4 3  

2. 99

3. 06

3 . 4 6  

4 . 70

2. 63

3. 63 

3. 54

N O N - N U R S I N G  

W A G E  
P E R  HR.

$ 1 0 . 4 5  

$ 1 1 . 1 6  

$ 1 1 . 0 0  

$ 1 1 . 0 8  

$ 1 1 . 2 4

$ 1 0 . 9 8

$5. 56 

$ 1 1 . 1 9  

$6. 17 

$7. 73 

$7. 15

N O N - N U R S I N G  

HRS. P E R  
DAY

3 . 2 0  

3. 32 

3.31 

3. 47 

2.11

3. 0 8

1. 2 0  

t . 96 

1.09 

0. 93 

1 . 85

A V E R A G E $ 7 .1 8 5.01 $ 7 . 0 3 3. 59 $7. 56 1 .42



legislature of the ultimate effect of the bill on the foundation 

program*

Discussion ensued concerning choices under the bill and the 
impact of last best offer provisions. Senator Josephson advised 
that the governor* thro <h the legislation* is attempting to 
promote order and finali\y to the process.

Senator Ferguson raised concern that teacners and employees do 
not apDear to be "giving up" anything under procedures proposed 
in the Dill. Senator Josephson advised that by supporting the 
bill* employees are agreeing to the last best offer approach to 
settlement. In a last best offer situation* the employer may win 
as much as it loses.

Co-chairman Bennett advised that in the interest of time* SB 78 
would be scheduled for further hearing at the next meeting.

S3 _6 5

Co-chairman moved that S3 85 (ACT REPEALING THE CERTIFICATE OF 
NEED PR OGRAM) be brought briefly on for hearing since Mr. Ron 
Pavel las* Chairman of the Alaska State Hospital Association was 
present to testify. Mr. Pavellas advised that the Association 
represents 22 long-term and acute care institutions throughout 
the state. He noted that SB 85 has undergone numerous revisions 
and now contains only one provision of a previously multipart 
bill. Mr. Pavellas explained that provisions relating to payment 
of Medicaid and other programs are noncontroversia 1 .

The Association supports pending motions dealing with raising the 
limits on certificates of need from S15G.0 to $1 million* as well 
as repea.l of AS. 29.90. Senator 'Josephson advi sed that he had 
circulated three amendments; one of which raises the certificate 
of need exemption to 11 million. The second amendment contains 
language approved by the House repealing automatic hospital 
construction funding. To protect facilities entitled to receive 
state aid as of this date* the third amendment adds a new section 
which grandfathers these projects. New projects* however* would 
no longer be automatical1y funded* since AS 29.90 would be 

repealed.

Co-chairman Bennett advised that SB 35 would be brought before 
committee for continued discussion at the next meeting.

a d j o u r n m e n t;

The meeting was adjourned at approximately 10:00 a.m.

-5A 1- 6/7/83



The next bill before the committee was SB 85? AN ACT REPEALING 
THE CERTIFICATE OF NEED PROGRAM; AMD PROVIDING FOR AN EFFECTIVE 
DATE. Senator Josephson reminded the committee that the last t .me 
the bill was up? two amendments were passed out. The first 
raises the threshold of a certificate of need application to 
SL?000?Q0D and the other addresses 29.90 of the capital 
construction program end are pending before the committee.

Mr. Dennis Dewitt from the Alaska Hospital Association testified 
before the committee. Mr. DeWitt said the proposed committee 
substitute would create a prospective payment system for the 
medicaid program whicn changes from a payment system based on 
cstrospectively determining costs in the medicaid program to 
rospectively determining what the level of payment will be. In 

moving from a restrospective to a prospective program? both the 
payor (State) and tne payee -'Hospital or other health facility) 
would both know going into their fiscal year what they might 
expect in the level of payment. Currently in the program the 
state does not know precisely wnat its expenditures ,:r̂  going to 
be nor ooes the provider have any idea now many of the v 'nnses
which tne/ incur will be reimbursed by the state. The
Association believes moving to a prospective payment system will 
enhance the ability of the state to budget more appropriately.
It will also help tne provider in terms of determining the level 
of services that a provider can provide and will be reimbursed 
for. The.first_amendment regarding increasing the threshold is 
one which the Association would support. Raising the threshold 
makes economic sense.

The second amendment, regarding the repeal of Section 29.90? is 
one which tne Association has great difficulty with. To repeal 
29.90 witnout the repeal of certificate of need seems to be a
"quid without quo". The Senate did pass a resolution to
establish a hearing on the Certificate of Need process. The 
Association intends to participate in those and are confident 
that next year there will be a study available to the 
1egislature.

In answer to Senator Ferguson's question? Mr. DeWitt said that 
tne Lake Otis issue has been resolved in terms? iri fact the
Department has recended that certificate of need. The language
tnat is in this bill would not impact the Lake Otis situation 
because this does not repeal certificate of need.

Senator Ferguson asked what would happen in the case of a
hospital in a rural area and the state wanted to build it? Mr. 
DeWitt said under the terms of the proposal before the committee? 
if the cost of the hospital? nursing home? etc.? was less than 
SI?0C0?000 the proposer of the project-cou1d proceed. If it cost 
over ll?000?000 it would require a certificate of need. Of 
course? the chance of that happening is very slim.

- 5 3 3 - 6 / 1 7 / 8 3



Senator Ferguson asked where does the certificate of need for the 
Kotzeoue hospital tnat he had been working on come from. Mr. 
DeWitt said in Kotzebue if the state was to replace the hospital 
through federal funds* it would be exempt from certificate of 
need. If the state approached it on the basis of a community 
hospital replaced with a mixture of funds* similar to Dillingham* 
then there is some question as to whether there would be a 
certificate of need. If it is clearly a non-federal activity* 
clearly a certificate of need is necessary. In order to receive 
a certificate of need* an application must be filed with Health 
and Social Services.

Senator Josephson summarized that first the Senate passed a 
resolution for the study of the certificate of need program* the 
proposal for a '.'■1 million threshold is designed to relieve some 
of the problems for those who have to present their request for a 
new boiler or new hot water system through the certificate of 
neeo program* the prospective payment element is designed to 
allow tne state to better plan its expenditures and will also 
relieve Alaska from being under national payment schedules.

Mr. Mason Anderson* Acting Chief of Medical Assistance* was 
available to the committee to answer any questions regarding 
prospective payment.

Senator Faiks asked what the rationale was for repealing 29.90?

Senator Josephson said under the existing statute hospital 
construction projects automatically qualify for state assistance. 
It is an effo.rt.to yet a better handle on all state substidies. 
The repeal would still allow the legislature to’ appropriate for 
specific capital projects in the hospital field on a case by case

Senator Josephson M0VED the three amendments. No objection 
having been raised* tne amendments were ADOPTED. Senator 
Josephson MOVED CSSS 55 (Fin) with the amendments with individual 
recommendcjt ions. No objection having been raised* the MOTION 
PASSED. All members on the committee signed 00 PASS* exceot 
Senators Bennett and Sackett who signed NO RECOMMENDATION.

S J R _ 2 4

SJR 24* REQUESTING THAT ALASKA BE EXEMPTED FROM LEGISLATION 
ALLOWING ABROGATION OF EXISTING NATURAL GAS CONTRACTS, was 
assigned to Senator Josephson. He stated that this resolution 
was approved by the Resources Committee and the comr.ittee action 
was unanimous. Tne information provioed indicates that the Regan 
Administration introduced 1 egisi ation amending the natural gas 
policy act of 1978. The proposal attempts to combine phase 
decontrol of gas prices with measures enabling gas pipelines, and 
producers to get out of long-term contracts that are believed to 
be keeping prices so high. SJR 24 asks Congress to exempt Alaska

6 / 1 7 / 8 3
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HOUSE  F I ' J A-MCE  CHM" I T T E E  
June 2A, 1933 

3 : ? 0 A .  M«

(Tape MFC 33-61* Side 2* H 2 1 2 )

C ^ L L _ T 0 _ 0 R 2 £ ^

Chairman Adams celled too meet i m  to order dt 6:30 A.M. end 
informed members they would be considering 5?3 33, Sc 260 and SB 

314.

P R E S E N T

All members of the committee wore oresent except Representative 
Hurlbert ano word. ALSO PRESENT: Rod Eetit* Director* division
of Public Assistance* Dennis Dewitt* President* Alaska State 
lJospital Association* Sam Keto* Ancorage> and Repr es entat i ve Jack 

c*3 r i de.

SJ_3l4_ - Making a supplemental appropr i at i on for the operation 

of the 1 eg i sidture.

Chairman Adams stdted S3 314 would provide 1403*300 supplemental 
funding for the operation of the legislature from the !5hth day 
to the 165t.h aay >f the session. This amounts to approximately 
126*900 per day 4tn the lapse day being August 31* 1963 allowinn 
legislative affairs time to close out the books for this fiscal 

y e ar.

Representative Martin m o v e d  to Report Cut of Committee CSSB_3_14* 
and asked UNANliOUS CONSENT. Triers being MO OBJECTION* it was so 
ordered.

CSS3_31_ft was Reported Cut of Committee*

S o_8 3

S2_bS - Amend i n o r  repeal inn provisions related to state aid 
for health facilities* certificate of neeo* Medicaid and 
general relief medical assistance.

Chairman Adams stated SB 35 was very similar to the House Finance 
Committee version of HB 19 which was passed out of committee two 
months ago. He said the bill provides that the only capital 
expenditures for health facilities of million or more require 
a certificate of need. It also institutes a perspective payment 
plan system fur the reimbursement providers of health care under 
the medicaid anj medicaid programs. It repeals revenue sharing 
for hospital construction but grandfathers those facilities 
currently receiving the funds until they receive their 25% share

- 1 1 4 3 - 6 / 2 4 / 3 3



as esc aL»1 i shed in tne current law. Chairman Adams stated . had 
prepared a fiscal note which was the same as the fiscal note 
passed out in Ha lb.

ROD BE TI T , director - division of Public Assistance* stated SB oS 
was a priority piece of legislation not only for the Department 
but also for tne uovernor's office. He stated the provisions 
contained in the bill -were Highly acceptable to the Department, 
i-e stated tne prospective reimbursement package in the bill was 
extremely important as without it they would have to* under the 
advice of the Attorney General's office* reduce rates to 
hospitals arid nursing homes around the state. This he stated 
would cause a severe financial impact* causing some to receive a 
3d /. reduction in revenues received from the Depar‘ment. Mr.
Betit stated the nursing homes in Alaska receive approximat ely 

of their funding from the ‘-'edicaid program.

Representative .dart in asked if the Alaska veHical Association was 
in coneurrance. Mr. Get it said tney have agreed to the system. 
Representative Martin referenced the revenue sharing stating they 
had lust -uZb million in contraction costs* and asked if there was 
a provision from the Department that if a private party would buy 
up the nospitals they pay the state back* refencing the Teamsters 
Hospital. Mr. cetit stated to his knowledge there was no such
provision, but would look into it.

Representative Zharoff referenced page 2* the reports by Health 
Facilities, and asked if actually takes 120 to put the reports 
together, i'r. Getit stated that had been the standard time-line
they had given the facilities to get their books closed etc. He
stated that was an adequate time for them to put them together 
and still give the Commission an opportuinity to look at them and 
come in with an amended buget and any variations by facility 
before.- the legislature woulci convene. Representative Zharoff 
asked if all the Hsalth Facilities were on the same fiscal year 
as the state. lr. Betit stated they were not, some being on the 
colander year and some on the state fiscal year* and soma on an 
April through M^rch fiscal year. Representative Zharoff asked if 
tnat create 1 uny problem. Mr. Betit stated that it did in that 
everybody does not come into the commission at the same time with 
their cost reports* but they have not had any great difficulty 
w i t h it.

DENNIS UcwITT* President of the Alaska State Hospital 
Association* stated the Association was asking for a DO PASS 
recommendation on trio hill and a YF5 vote on the floor.

Representative Bettisworth MOVED to Report Out of Committee CSSB 
S5_iEi2l* and asked UNANIMOUS CQNSE.\T . There being NO OBJECTION, 
it was so ordered.

C SS 5_65_X£ was Reported out of Committee with a DO PASS 
recommendation.

- 1 1 * 4 - 6 / 2 4 / 8 3
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BRIEF HISTORY OF ALASKAN CERTIFICATE OF NEED

In the early 1970's, ■'Certificate of Ncedrappears to have 
been a topic ouch on the 'inds of hospital administrators 
and other- health care prr ‘essionals.

Tn -Alaska the issue mainly centered on che situation in 
Anchorage. Providence Hospital vaa trying very hard to 
becooe i major referral hospital vhere patients frca Alaska 
with serious medical problems could be refeirsd instead of 
being senc down south. Anchorage Cocounity Hospital was-in 
the process of  transforming itself into Alaska Hospital 
while at the same tine coping with a relatively high vacancy 
fa, tor.

In this sane period the federal government had passed 
PL 93-641, the federal C.O.N. lav, and plans for Lake Ctis 
Hospital uere being discussed. There was strong feeling 
among the administration at Frovidence Hospital that it 
needed to achieve a certain size or critical mass to be able 
to support the special programs and attract the doctors 
necessary to be a major referral hospital. Tills feeling was 
alr.cd with concern that the creation of a new hospital (Lake 
Otis) would seriously hinder Providence’s effort to reach 
the size it felt necessary. There was speculation that the 
C.O.H. process might prevent the creation of Lake Otis.

In 1976 Ala s k a’s C.O.N. statute (18.07.031-18.07.111) was 
proposed. This was in response to the potential cutoff of 
federal health care aid if Alaska did r.ot enact such a law. 
During this period the C.O.N. process was vigorously sup­
ported by the Carter Administration.

Representatives of the Hospital Association state that the 
Association was opposed to C.O.H. when Alaska passed its 
bill in 1976, but felt that federal pressure made passage of 
che bill Inevitable. Senators who were here in 19/6 can 
evaluate this assertion. Decause of this perceived inev­
itability, the Association says it supported che C.O.N. hill 
in an attempt to get the rjost favorable bill possible. Even 
with its present u.O.N. law Alaska is not in full compliance 
with federal law.

April 5, 1933 

cnal Affairs

certificate of need 
nitfee end an 
rep red by ti e Alaska 
des.ribea how the C.O.

ticn paper amd fiscal 
and Social Services, 
ditians to the 
sday’s meeting.



* -— - • )««»m!av‘wtijr - ~ - fJ?^,|.v;^y»?tgg^;x'r’TT,?“T,>-**:**‘—  ’”
: : ■ -

In 1981 the Board of Directors of the Alaska Hospital 
Association passed a motion committing the Association to 
working towards the repeal, of C.O.N. in Alaska. It ia worth 
pointing out that a change ^ #  the national political climate 
had occurred with the Reagan administration in office and 
strongly opposed to the C.O.N. process. The threatened rvf-v <?
cutoff of federal health care funds (approximately five 
million dollars for Alaska) had also been suspended by a 
continuing resolution of Congress. Though it is certainly a

faeble, many observers are convinced that the cutoff of ederal funds will not be imposed if Alaska repeals its 
C.O.N. law.

Today a number of changes have taken place in Alaska and 
particularly in Anchorage that affect the Hospital Asso­
ciation's views on C.O.N. Providence has becose a major 
referral hospital for Alaska. Anchorage Cocsmmity Hospital 
became Alaska Hospital and is now Humana Hospital. Lake 
Otis, contrary to so no expectations, received the fi.r3t 
C.O.N. Issued in Alaska. Lake Otis still has its C.O.N. but 
due to financial and legal problems has not yet been built.

Xf C.O.N. is repealed it appears likely that financing to 
construct Lake Otis would be extremely difficult to obtain.
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enacted b y  New York in i 

ograas in the next te 
93-6*1, OCN was randate-' 
statute fl8.07.031-.lll) 
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As originally desi 
rapidly escalating cos' 
investments ia n o t J-.jal 
ccjuijssent. To accompli 
objectives: 1) to prcv 
facilities; 2) to rah -: 
least not allow ths grc 
lished in the State !k* 
cicjit allocation of its 
alternatives to expensi 
plish tha seaa purpose.

*H0 LUST APPLY

The State of Alas’ 
projects which sect or

1. Capital expend' 
improving, o r . 
lease or purch’ 
designs, and s

2. Any-change wit’ 
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3. Any edditicm c. 
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• A  project meeting 
obtain a Certificate of 
nentetion.
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PURPOSE

The Dost controversial aspect of the health planning effort, In 
Alaska snd nationwide, has been the Certificate of Need (CON) program. 
Eoncwed Proa public utility regulations, the earliest CON prograa vas 
enacted by  New York in 1364. Twenty-six other states instituted OCW 
prograas in the next ten years, end, with the passage of Public Lax ‘

ska’s Oe:93-645, CCi « s  mandated for all states. Alaska's Certificate of Need 
statute (18.07.031-.131) was enacted by the State Legislature in 1976 
and szsricsd  in 2981.

e.Tuipont. To accomplish this goal, the CON program had several primary 
objectives: 1) to prevent unnecessary duplication of services and 
facilities; 2) to reduce the rrri-er of available hospital beds or at
least sot allow the growth of hospital beds to exceed guidelines estab­
lished in the State health rlan; 3) to pTe.oote an equitable end e££i- * 
cient allocation of resources; and 4) to determine if less costly
a l t e r n a t i v e s  to e x p e n s iv e  c a p i t a l  e x p e n d itu re s  w ere a v a i la b le  to scccs* 
p l i s h  t h s  s?3s p u rp o s e .

KHO >5iST APPLY

The S t a t e  o f  G la sh a  r e q u i r e s  a p p ro v a l o f  c a p i t a l  ex p e .id ifu ro s  for 
j e e r s  w h ich  D i e t  o r  e x ceed  c e r t a i n  th r e s h o ld s :p r o j e c t s

3. C a p i ta l  e x p e n d i tu r e s  i n  e x c e s s  o f  $150,000 tow ard b u i ld in g , 
r im in g ,  o r  p u rc h a s in g  a h e a l th  c a r e  f a c i l i t y , '  in c lu d in g  
l e a s e  o r  p u rc h a s e  o f  e q u ip e e n t ,  c o s t s  o f  an y  s tu d y  su rv ey s , 
d e s ig n s ,  a n d  s i t e  a c q u i s i t i o n s  and p r e p a r a t io n s .

2. Any ch ange w i th in  a  tw o -y e a r  p e r io d  in  th e  l ic e n s e d  bed c a ­
p a c i t y  o f  a  h e a l t h  c a r e  f a c i l i t y  am oun ting  to  10 b ed s o r  10 
p e r c e n t ,  w h ich ev e r i s  th e  lcsseT, which in c r e a s e s  o r  d e c re a se s  
t h e  i i n b e r  o f  b ed s  o r  r e d i s t r i b u t e s  beds amcr.g d i f f e r e n t  
c a t e g o r i e s  o f  s e r v i c e .

Any a d d i t i o n  o r  e l im in a t io n  o f  a r a j o r  t> p e  o f  s e r v ic e  o f f e re d  
5n o r th ro u g h  t h e  h e a l t h  c a r e  f a c i l i t y .

A p r o j e c t  m e e tin g  o r  ex ceed in g  th e s e  th r e s h o ld s  i s  r e q u ir e d  to  
o b ta in  a  C e r t i f i c a t e  o f  ,’fced f r c a  t h e  S ta te  o f  .A laska p r i o r  t o  ircple- 
c -e n ta tio r i .

An applicant enters the OTN review process by su* 
of Intent” to the Department of Health and Social Scr 
the appropriate Iiealth systems agency describing brio 
the proposed activity. If tho DHSS determines that t- 
subject to CON review, the applicant develops a forma' 
submits it to the State agency and the regional health 
In most cases, a pre-application conference is schedu’
applicant to minimize any potential misunderstandings

I cagreement on what would represent c successful appl 
State agency certifies that the application is "ccrcpl 
contains sufficient information necessary to conduct 

. -- tha agency has 90 days to review the application 
analysis to the Comdssioner of DHSS for final ectior
90-day review period, the regional health plaining s. 
review and seek public consents on the approprietenc.'
application. The USA submits its findings and reccm 
Ctesaissioner. Once the Conrnissioner has considered •< 
b9:  Veen subaitted, he decides whether or not to isr 
blued to the applicant. The Gcaaaissioner notifies th. 
writing of the decision, copies of the decision are 
Systems Agency and are published in regional i:;vsp,ip.
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p i t ’ l  e x p en d itu re s  for

type of service offered

enters the CCN review process

I

applicant enters tne u j n  review process ry sulnittihg a ’letter 
of Intent” to the Department of Health and Social Services (IHSS) and to

subject . . .
submits it to the State agency 2nd the regional health systems agency.
In Erost cases, a pre-application conference is scheduled with the 
applicant to raini/aite any potential misunderstandings end 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 vcvitt?
. tho agency has 90 days to review the application and to su’.nit aa 
analysis to the Commissioner of DHSS for final action. Within th®
90-day review period, the regional health planning agency has 60 days to 
review and seek public consents on the appropriateness of the proposed 
application. The HSA submits its findings and reco.“?ndations to tte 
Ccmissioner. Chce th» Gocsnlssloner has considered the information that 
has been submitted, he decides whether or not to issue a Certificate of 
feed to the applicant. The Ccnmssioner notifies the applicant in 
writing of the decision, copies of the decision arc sent to the Health 
Systems Agency and are published in regional newspapers.



Committee on 

Community &  Regional Affairs

M E M O R A N D U M

0 (3 cn l B ajIe c m

Norms Lang 
Legislative Liaison 
Department of Health t 

Social Services

CSSB 8 5 (HESS)PROMi McKie Campbell Byjyl/\ 
Professional A'tr/r^ant 
Senate Comnsuniity & Regional 

Affairs Committee

Tliis is a written follow-up of a y  request of April 24 for a 
fiscal note and position paper on CSSB 85(HESS). This bill 
will b e  in front of committee again on Tuesday, April 5, 
1983.

It would be most helpful if the Department would detail the • 
fiscal impact of this bill by section, showing potential 
savings to the state ss well as costs.

In last Tuesday's committee m e eting Senator Sackett 
requested a history of Certificate of Need. Senator 
Sackett also said it'was his impression that in the late 
1970's and very early 1980's Providence Hospital and the 
than Alaska Hospital had supported the C.O.N. process. Both 
Providence and Humana hospitals are row supporting the 
repeal of the C.O.N. S nator Sackett requested an 
explanation of this appirent reversal of policy. Any 
assistance you can provide the committee on this history or 
explanation*would be appreciated.

' submitting • "letter 
Services (LHSS) Mid to
;riefly the scope of 
it tie project 
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March 1983
21 March 113 3

Eon .  F r a n k  r a r s u s o n  
C h a i r a a n
C o a n i t t e e  o n  C o a a u n i t y  4 R e g i o n a l  A f f a i r s
A l a s k a  S t a t e  S o n a t a
J u n e a u

FOR !]A110 O L I V E R !

Dea r  7 r a n k i

Tha BBSS C o K a i t t e a  c o n s i d e r e d  S3 8 5 ,  r e l a t i n g  t o  
t h a  C e r t i f i c a t e  o f  Hoad p r o g r a a ,  a n d  v o t e d  t o  
r a p l a c e ~ S 3  0 5 .  wh o s e  o r i g i n a l  s p o n s o r  was  S e n a t o r  
F a i k s ,  w i t h  C S S 3  8 5 ,  w h i c h  i s  now i n  p o s s e s s i o n  
o f  yo u r  C o n s i i t t c a  on  C o n a u a i t y  a n d  R e g i o n a l  A f f a i r s .

»ha HESS c o a s i t t c e  a u b o t s t a t e  h a s  w i d e s p r e a d  s u p p o r t ,  
i n c l u d i n g  s u p p o r t  f r o a  t h e  A l a s k a  S t a t e  H o s p i t a l  
A s s o c i a t i o n  a n d  t h e  o d n i n i s t r a t l o n .  I n  a d d i t i o n ,  
t h e  c o n a i t t e e  s u b s t i t u t e  w i l l  s a v e  c o n s i d e r a b l e  
s o noy ,  a s  d e s c r i b e d  i n  t h e  a t t a c h e d  e x h i b i t  e n t i t l e d  
" F i s c a l  E f f e c t s  o f  CS F o r  SB 85 (HESS ) - .

'uld detail the 
g potential

Fac.-.ett 
Sc- ra t or  

I i n  t he  l a t e  
i t a i  end t he  

p r o c e s s .  B o t h  
>r t i r . g t he 
:ec an 
c y .  Any 
h i s  h i s t o r v  o r

I  v o u l d  b e  g l a d  t o  e x p l a i n  t h i n  r a t h e r  c omp l e x  
l e g i s l a t i o n  t o  y o u  a n d  y o u r  s t a f f ,  o r  t o  a p p e a r  
a t  a c o c a i t t a  h e a r i n g .  B e c a u s e  o f  t h e  n e e d  o f  
h e a l t h  c a r a  f a c i l i t i e s  t o  V.aov w h e t h e r  o r  n o t  t h e y  
a u a t  p r o c e e d  w i t h  c e r t l f i c a t c - o f - a e a d  p r o c e s s e s  f o r  
p l a n n e d  c o n s t r u c t i o n ,  I  u o u l d  u r g e  t h e  e a r l i e s t  p o s s i b l e  
c o n s i d e r a t i o n  o f  t h e  b i l l  i n  y o u r  c o a o i c t e e .

W i th  b e s t  w i s h e s

3 1 a c e r o l y ,

e n c l o s u r e

c c t  S e n a t o r  7 a l k s
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5 4 8 . 4  a l l l i o a  d o l l a r o  o f  h o s p i t a l  c o n s t r u c t i o n  f u n d i n g
c / i l l  h a  o a v s d  f o r  t h o  $ 1 3 3 . 5  a l l l i o a  e x p a n s i o n  o f  P r o v i d e a c a  
H o s p i t a l ,  a n d  u n t o l d  m i l l s  n s  o f  d o l l a r s  f o r  a n y  o t h e r  h o s p i t a l  
e x p a n s i o n  p r o j e c t  d u r i n g  t*f« p o r l o d  o f  s u s p e n s i o n .

C A ?  O H  H O S P I T A L  R E V B H U S  S i U S t l H Q

5y l i m i t i n g  a v a i l a b l e  r u v o d q o  s h a r i n g  t o  250 a c u t e  c s r o  b e d s  
p a r  f a c i l i t y ,  e h e  3 t a t e  w i l l  s a v a  a  y e a r l y  a s o u n t  o f  $ 1 5 0 , 0 0 0  
o a  t h e  p l a  l e d  e x p a n s i o n  o f .  P r o v i d e n c a  H o s p i t a l  -  150 b e d s .

PEOSPECTIVB PAYliENT PROCBAll;

P r o j e c t e d  t o  s a v e  1 - 3X  o f  g r o w t h  i n  H e d i c a i d  a n d  G e n e r a l  
H o l i e f  J i c d i c a l  P r o g v a n s ,  S r o o p e c t i v a  P a y a e n t  w o u l d  3c v«  
Che s t a t e  b e t w e e n  $ 4 3 7 , 0 0 9 . a n d  $ 1 , 3 1 1 , 7 0 0 ,  b a s e d  o n  FY 34 
p a y a e n t  l e v e l s  o f  t h e s e  p r o g r e s s  t o  h o s p i t a l s  an d  n u r s i n g  
b o n a  f a c i l i t i e s  ( $ 4 3 , 7 2 6 . 2  f r o a  t h e  G o v e r n o r ' s  p r o p o s e d  
b u d g e t ) .  :Z? tjm

-AKf?
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An Act suspend ing t 
r e l a t e d  t o  a s s i s t s  
gener a l  r e l i e f  P*d1

I .  General  Overvl

Hosp i t a l  and Wui" 
e s t a b l i s h e d  r e t r r  
beg inning o f  a f l J  
end o f  t he  f i s c a l  
t o  t h e  a l l owab l e  
c o l l e c t e d  f r o x  o r  .

• "cost selt̂ .̂.'=ant,,.

P ros pe c t i ve  payisc 
o f  t he  pay r on t  r a '  
between each f a c i i  
p rov ide  c a r e  a t  t!

l i h i l e  t h e  r e t r o s .  
a l l owab l e  co s t s  
r e t r o s p e c t i v e  sys 
l e v e l s ,  ecylpTxnt

In view o f  redo. 
Alaska i ^ t t l s  is, 
r a d i c a l  re! : i»urs 
bu t  a l s o  c l i g i b l  
cowvences.  I t  
"u rban '  h e a l t h  «'<

I I .  P rob l ems ‘-.‘i

• . Tender
preR' 
to Cl I.

n - t r i .
syste.

Tender 
IT ten 
accri. .  
irKiir

S t a t e  
tier it 
tla":.
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1 Pos ition Paper •
■ ,C.S. fo r  Senate D i l l 85

An Act suspending the c e r t i f ic a te  o f need program, amending provisions 
re la ted o assistance fo r health f a c i l i t y  construction , Ifedicaid and 
general’ r e l ie f  nedical assistance, and provid ing fo r  an e ffe c tiv e  date.

*3 • *
?. General Overview J _ . ’ ' •/

Hospital and h’urstng hftite rates in  Alaska have t ra d it io n a lly  been •
established re tro spec tive ly , th a t is , costs are e: imated a t the 
Loginning o f a f is c a l year and an " in terim  payment" de l.m ined . A t the . .. 
end o f the fis c a l year, „|he to ta l o f in te rim  payments made is  co*pared- 
to the allowable costs o f the fa c i l i t y .  The d iffe rence Is  e ith e r , 
co llected from or paid to  the f a c i l i t y .  This process is  re ferred to  as 
"cost settlement". ; - 4  ' '
Prospective payment,- on; the o the r hand, provides fo r  establisfiment 
o f the payment rate p r io r to the fis c a l year as a re s u lt o f discussions . ■ 
between each f a c i l i t y  and the S ta te , each f a c i l i t y  must then operate and 
provide care a t tin’s predetermined rate fo r the f is c a l period.

. . •, *
litilTe the re trospective’ method assures providers th a t a l l  o f th e ir  
allowable costs w i l l  he reiehursed.a fundamental weakness o f these 
retrospective systems is  the lack o f incentives to  con tro l s ta ff in g  • 
le ve ls , equipment purchases, wage increases, and service expansion.

•/ • •
In view o f reduced federal revenues and a new s ta te  spending l im i t ,
Alaska ’ needs improved to s t containment and p re d ic ta b ili ty  from i t s
medical reimbursement system. The system .-oust not only consider p rfco ,
but also e lig ib le  groups and service coverages before the budget year
commences.- I t  a lso must consider the d iffe rences in "rura l" and
"urban1- health de live ry problems.

I I .  Problems w it h Ret rospective Cos t-Rased Reifiibu rscr.ent Systems .
• . Tendency_ toward ine f fe ct i v e cost contain,vent — The key

problem w lt¥  a re trospective "system is the TaclT o f incentives 
to contro l expenditures so that unneccssaiy costs are avoided.

Dependence upon aud iting and ron ite r in g  procedures — A 
re trospective system rust" IThve a l ig h t , e ffe c tiv e  aud iting 
system (o monitor costs in order to curb abuses o f the system.
Tendency o f the system to become in f le x ib le  — Decisions are 
often Tilc!e by-  accountants ITse’d" on ""genera lly acceptable 
accounting princ ip les" ra lhe r than on the merits o f each
ind iv idua l f a c i l i t y 's  s itu a tio n .

• SJtotr is uncertain o f total_|W fgram_cosla u n t i l the f i scal 
per fbc is  well dvrjr -- ITnal cost ’figu res 'Jay not lie  l:uewn to 
the Slate e n t i rC M r tb s  a fte r a fis ca l year ends.

. t » . .  - . „

> * * - 
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a m e n d i n g  p r o v i s i o n s  
[ i c t i o n ,  I T e d f c a f d  a n d  

a n  a f f e c t i v e  d a t e .

t r a d i t i o n a l l y  t e e n  
e s t i m a t e d  a t  th e  

d e t e r m i n e d .  A t  t h e .  
g u t s  -ad e  i s  ccss-pared- 
| t i f f £ i C n < e  I s  e i t h e r  . 

t>s  i s  r e f e r r e d  t o  as

h e
| : s  f a r  e s t a b l l s f » c n t  
r e s u l t  o f  d i s c u s s i o n s  
r u s t  t h e n  o p e r a t e  a n d  
c a l  . . e r l o d .

t h a t  e l l  o f  t h e i r
J l  u . e k n o s s  o f  t h e s e  

t o  c o n t r o l  s t a f f i n g  
j r v i c e  e x p a n s i o n .

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

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

fcnc*s i n  ' r u r a l *  a n d

|i si cnt Systems
I t a i ' T c i i t  —  T h e  t r y  
i!,f TacF of incentives 
!■• ry costs a r e  avoided.

i, i.r pfcci'diiros -- A 
, effective auditing 
ill uses of the system.

* 'e  —  D e c i s i o n s  a r e  
' r a l l y  a i c r p t . i b l e  
:i,i> r .v-r its  o f  each

’ ui t i l  jh "  fisca l 
T»* f m  .m  t o

. r cnils.
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Page 2 .
C o s t  S h i f t i n g  o c c u r s  w h e r e  u n a l l o w a b l e  c o s t s  
u n d e r  R c e T f c a i d .  a r e  b o r n e  b y  . o t h e r  p a y o r s  ( I n s u r a n c e  a n d  
p r i v a t e  p a y o r s ) .  ' :  • • *...*

• * ' •; . >:•• '• • A  ’
1 I T .  A d v a n t a g e s  o f  a - P r o s p e c t i v e  P a y rtent  S y s t c a

. B a s e d  on t h e  p r i n c i p l e  that p r e d e t e r r t l n e d  r a t e s  w i l l  r e s u l t  in:v
T o w e r T o T t s .  A 190 2  s t u d y  by THE OrBw T r S S r t T u f C  c o r ic Y u d e ?  
t h a t  ’ p r o s p e c t i v e  s y s t e m s  l o w e r  t h e  r a t e  of i n c r e a s e  In '
h o s p i t a l  s p e n d i n g  b y  s e v e r a l  p e r c e n t a g e  p o i n t s  a y e a r ,  a f t e r . ,  
a n  i n i t i a l  s t a r t - u p  p e r i o d .  .  .  • • ‘  y  •

P r e d i c t a b i l i t y  o f  c o s t s  t o  t h e  S t a t e .  P r i c e s  a r e  a g r e e d  u p . i i  
b y  C h e  f a c r f f H e s  a n < r t f i e ~  S t a t e  " b e f o r e  t h e  f i s c a l  p e r i o d  

. • • s t a r t s . .  ‘  • -  ‘  ;  - .  * .  . * .

.  P r e d i c t a b i l i t y  o f  r e v e n u e s  t o  t h e  f a c i l i t i e s .  T h e  I n d u s t r y ,  
c a n  I i e g o T f q C e v a g e s T  p u r c h a s e s  a i i d  g ' t f f e r ' B u s i n e s s  d e c i s i o n s  
w i t h  a s e t  s e r v i c e  p r i c e  i n  w i n d .
* * • * . • «

.  .  T h e  t e c h n i q u e  e n c o u r a g e s  d e v e l o p m e n t  o f  w ore  s o p h i s t i c a t e d  
b u d g e f f n ' g "  a n d  c o s t  r o n T t o r f r i g  c a p a b W T T i e s T  r l i e i e  a r e  
c f o s i ? a b T e “ niana<jer'ei it  t o o l s  a n d  'w i  l l  p e i n T F  t f i e  S t a t e  t o  s e e  
how a  f a c i l i t i e s ’  b u d g e t  i s  b u i l t  a n d  d i s c u s s  t h e i r  
a s s u m p t i o n s  i n  e a c h  o f  t f ie  m a j o r  c o s t  c a t e g o r i e s .

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

,  A d m i n i s t r a t i v e  c o s t s  a r e  g e n e r a l l y  g r e a t e r  t h a n  t h o s e  o f  a
r e t r o s p e c t i v e '  systcraT" H o w e v e r , '  o d n f n i s t r a t ' i v e  c o s t s  v a r y  

• g r e a t l y  a c c o ' r d i n g  Co-  t h e  d e s i g n  o f  t h e  s y s t e m ,  ar .d  a s  s u c h ,  
t h i s  f a c t o r  i s  n o t  o f  s i g n i f i c a n t  c o n c e r n  w h e n  c o . p ’a r e d  t o  t h e  
t o t a l  d o l l a r s  b e i n g  m o n i t o r e d  i n  t h e  h e a l t h  a r e a .

i  .  A r b i t r a r y  c o s t  l i m i t e r s  ( “ f P E F Z E S " ,  * 1 . 1 0 5 " )  m ay  h e  i n t r o d u c e d
T r i t o  t h e  ' p r o s p e c t i v e  s y s t e m  t o b a T a n c e  c o s t s  v e r s u s  r e v e n u e s .  
T h i s  e v e n t u a l l y ,  p l a c e s  h o s p i t a l s  a n d  n u r s i n g  h o m e s  i n  a  " n o  
w i n "  s i t u a t i o n  s i n c e  t h e  r a t e s  d o  n o t  f a i r l y *  r e f l e c t  
e f f i c i e n t l y  r u n  f a c i l i t i e s '  c o s t s .

I f  r a t e s  o r e  n o t  a p p l i e d  i n d u s t r y  w i d e ,  c o s t  s h i f t i n g  c a n  
V t T T l  _ o c c u r  i T  f l e d i c o ' i t f  r a t e s  a r e  s e t  u  ri r c a  l i  V t  T  c a  I T  y  lo w  b y  
' t T i o * S t o t V T a s e d  o n  a r b i t r a r y  l i m i t e r s .

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

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

A c o a is o n  c l c i i ' o n t  o f  a p r o s p e c t i v e  r a t e  p a y n c n t  s e t t i n g  E e c b a n i s r *  i s  a n  
a l l o w a b i e  r . U e  o f  I n c r e a s e  i n  p e r  d i e m  c o s t  f o r  t h e  f o l l o w i n ' *  y e a r .  
T i l l s  p e r c e n t a g e  7 s “ n i T n : i a l T y  c a l c u l a t e d  t h r o u g h  a p p l i c a t i o r  o f  e c o n o m i c  
i n d i c a t o r  s u c h  a s  U . S .  D e p a r t m e n t  o t  L a b o r  wl l e s a l e  a n d  c o n s u i c e r  p r i c e
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P a g e  3  . • • • • . ■ . • 
indexes. The percentage is  thert ro u tin e ly  applied to  actual cost froa  
the previous period to a rr ive  a t the prospective ra te . Determination o f 
allowable rates o f  increase can be Undertaken e ith e r on an ind iv idua l 
f a c i l i t ie s  o r groups o f fa c i l i t ie s .  . • •- \  '
Another element o f a prospective paywrnt systea Is nore p rec ise ly  . * 
defined cost categories combined w ith  a unifovn method o f  repo rting 
cost? to  the State. A common" cost breakdown would be tabor vs. 
non-labor w ith  fu rth e r ca tegoriza tion inside these areas. The fo llow ing 
example uses "natural* expense categories in  reporting f a c i l i t y  costs . . ..

labor expanses ” . ; •
physician's fees # ' - •'

naii3tjei.ent
- . c le r ic a l . ‘ , : -

technical (e .g ., IP K s 'i therapists)
registered nurses - - . 1

' . .  household services (e .g ., d ie ta ry , housekeeping workers)

Kon-labor expenses
food. •• * ■ *
u t i l i t i e s  -
drugs and supplies • . I .  *T
'naintenance o f personnel 
olhor

While sow  leve l o f ca tegoriza tion is  necessary to  assure accuracy o f 
p red ic tio n , the model ou tlined above M y requ ire an excessive 
leve l o f accounting time and expertise- fo r  some o f Alaska’ s smaller 
fa c i l i t ie s .  The ccnproaisc approach shown below may s u ffic e :

.Salaries and fr in ge  bene fits

fion-Tebor expenses 
i  adm in is tra tive and general

household and maintenance
d ic ta iy  * • *
professional care *

V I. State Rcirhursc-nrnt Trends
To d5'-*, approximately th ir ty - fo u r sta tes have in s titu te d  a prospective 
systera o f reinbursencnt fo r nursing Imre services under I'ed ica fd , and 
sixteen sta tes have in s t itu te d  a prospective system o f re ln tu rsc ren t fo r 
hosp ita l services under Hedicald. These prospective system have tal.cn - 
r^ny fo rm , each s ta te ’ s s truc tu re  is  a l i t t l e  d if fe re n t. However, they 
share the sane philosophica l purposes: "to encourage e con cay and
e ffic ie n cy , and to c s t jb l i i l i  a u n ifo ir t systera o f accounting, budgeting, 
e r j  reporting in detennining a health f a c i l i t y ’s fu tu re ro lib u rs iven t* .

(in'urance and "IVJ

os w i l l resul t  in
Fro < I'conctiideJ 

of '  i ncr ease i n  
t s  a y e a r ,  a f t e r .

s. H.e ‘industry. 
j~in. is  decisions

opt-.istfcatcd 
TbcsT'Sre 

State to  see 
scuss th e ir

Mil

cas* shifting .rj>n 
•li-Mcally low by
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P o g e S .

I X .  . W hat O p t i o n s  C x i s t ? . • .  .  •

1 .  ' D o  h ' o l h i n g .  T h i s  s t r a t e g y  w o u l d  l e a v e  r e f r f i u r s c r e n t  i n .  t h e
p r e s e n t ' V e l r o s p c c t i v e  e n v i r o i u e n t  a n d .  r e q u i r e  t h e  D e p a r t m e n t '  
t o  p a s s  r e d u c t i o n s  i n  f e d e r a l  r e v e n u e s  o n  t o  h o s p i t a l s  a n d  

. n u r s i n g  h o s e s  t h r o u g h  r e d u c e d  r a t e s .  H o s t  r e c e n t  c a l c u l a t i o n s  
p l a c e  h o s p i t a l  a d d  n u r s i n g  hom e r e v e n u e  r e d u c t i o n s  a t  8 3  a n d .

' . 2 4 3  r e s p e c t i v e l y  f o r  F Y 8 4 .  T h i s  s t r a t e g y  w o u l d  n o t  r e q u i r e
a n y  a d d i t i o n a l  f u n d s  ? :c y o n d  t h e  F V 8 4  C o v e m o r ’ s  r e q u e s t  f o r  
H o d i c a l  A s s i s t a n c e  h u t  v . o u l d  s e v e r l y  ' p a c t  A l a s k a  f a c i l i t i e s . .

2 .  H e 1 v a i n o n  r e t r o s p e c t i v e  systv i  u. d  r e p l a c e  T o s t  f e d e r a l
r e v e n u e s '  wi't li  S t a l e  f u n d s , T T f  ~ S t a t e  1 ~ > ' " p e r m i t s . '  i ¥ i ?  
strategy*wTTf require «tpl2Cvre7t"'?Tc?s T3" riy 'require a 
s t a t u t e  ' c h a n g e  a s  w e l l . -  T h e r e  i s  s o a a  ’ •".ubt 'w h eth er  t h e -  
present s t a t u t e s  v c u l d  p c V a i i t  t h e  C o p a r t t X i  i  t o  p a y  r a t e s  f n  
e x c e s s  of t h e  federal 1 f a i l s .  - ': '

3 .  Saraa a s  o p t i o n  #2 t u t  r e d u c e  p a r s o n s ' e l i g i b l e  and  c e d f c a l
s e r v i c e s " ' a v a i l a b l e .  " la nde r  e V i s t ’ i e g ^ . T a s F a '  i :nv,  t h e - t f e p a r t v e n t

. T s  ewipcwe r e c r t o " e T f  m i n a  t e  c e r t a i n  l E o d i c e l  sera f e e s  a n d  c e r t a i n  
e l i g i b i l i t y  g r o u p s  i f  f u n d s  r e  r e  C-u r e d  i n a d e q u a t e  f o r  R E 4 ,
i f  i t  w e re  d e t e r m i n e d  t h a t  t h e  3 e p * r t s c n t  c o u l d  p a y  <’ n  e x c e s s ,
o f  new f e d e r a l  l i m i t s  w i t h  a l l  S f s t e  f u n d s ,  o r  l e g i s l a t i o n

• ‘ w e r e  p a s s e d  'o .  r r a i t  t h i s ,  t h e  D e p a r t m e n t  c o u l d  a a k e
r e d u c t i o n s  i n  s e r v i c e s  a n d  e l i g i b l e  g r o u p s  t o  s l a y  w i t h i n  i t s

’  .  FY84' r e q u e s t .

4 .  A d m i t  P r o s p e c t i v e  S y s t e a  a n d  r e p l a c e  l o s t  f e d e r a l  re v e n u e s
- w i u i  S t a l e  " f u n d s .  1  I n s ' s t r a t e g y  vr i l  "S c o s t ' r o u g h l y  t h e  sre .e
• a s * O p t i o n  f J T ' t u t  f Y 2 4  c o s t s  c o u l d  b e  p r e d i c t e d  w i t h  g r e a t e r

c e r t a i n t y .  A s s u m i n g  n o  c h a n g e s  w e re  tvsde i n  s e d i c a l  s e r v i c e s  
c o v e r e d  o r  p e r s o n s  e l i g i b l e ,  t? i is  o p t i o n  w o u l d  s a v e  t h e . S t a t e  
f r o a  1  t o  3 T  a n n u a l l y  c o m p a r e d  t o  O p t i o n  *2 a f t e r  t h e  i n i t i a l  
s t a r t - u p  p e r i o d .

5 .  A d o p t  P r o s p e c t i v e  S y s t e m  b u t  r e d u c e  p e r s o n s  e l i g i b l e  ‘  a n d  
I c d i  c S T  s e r v i c e s  a v a i l a b l e .  K o r e T n ' H e s  t h e  t r u e  v a l u e  o f  a 
p r o s p e c t i v e  s ys  t e n .  7>iicc t h e  p r o s p e c t i v e  r u l e s  a r e  
e s t a b l i s h e d  ar.d t h e  r a t e s  ( u n i t  p r i c e )  f o r  s e r v i c e s  a g r e e d  
u p o n  f o r  t h e  f i s c a l  y e a r ,  e l i g i b l e  g r o u p s  a n d  m e d i c a l  s e r v i c e s  
a r e  t h e n  b a l a n c e d  a g a i n s t  u n i t  p r i c e  t o  o p e r a t e  w i t h i n  t h e  
a v a i l a b l e  a p p r o p r i a t i o n .  If r.o c h a n g e s  w e re m a d e  i n  p e r s o n s  
c o v e r e d  o r  s e r v i c e s  o f f e r e d ,  t h e  p r i c e  f o r  t h i s  c p l i o n  w o u l d  
b e  I h e  s e r e  a s  O p t i o n  1 4 .  I f  m a j o r  r e d u c t i o n  I n  e l i g i b l e *  o r  
s e r v i c e s  wi re  r . a i l p ,  t h e  co* .ts  f o r  t h i s  o p t i o n  c o u l d  b e  r e d u c e d  
p r o p o r t i o n a t e l y .

6 .  Sect'. R e l i e f  f rom C cr .' jros * .  T h i s  I s  a l w a y s  a n  o p t i o n  b u t  r o t  
o n e  w it h "  a s ' T ’ i c h  p o t e n t i a l  i n  l i g h t  o f  A l a s k a ’ s  p r e s e n t  
f i n a n c i a l  I r a  g o .  n o n e t h e l e s s ,  t h e r e  i s  p r o v i s i o n  w i t h i n  t h e  
r.rw f e d e r a l  c h a n g e s  f o r  s p e c i a l  n e g o t i a t i o n  u i l h  t h e  S e c r e t a r y  
o f  H e a l t h  a n d  H u n a n  S e r v i c e s  r e g a r d i n g  " r u r a l *  h o s p i t a l s .  
A l a s i a  c o u l d  pursue i b i s  o p t  i o n  i n  c o n j u n c  t I e . n  w i t h  c u e  o f  t h e  
s t r a t e g i c s  d e s c r i b e d  i n  O p I  i n n  1 t h r o u g h  G  a t o v e .

m m

[ ea- h year in . _*

ic tfo i  o f ,  1 )  t h e
is uf od~.' and' tfie- 
c cc-.t-of-Tivir.g 
u la t'on , ccvpled 
Alas'a cu rren tly 
in .iic a l costs.

n r y e ,  Kedic id 
c . i t  froa TY  7 3  t o  
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d. Since FY79, 
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c’ -l ind!_ Jeter
i T I a r  c j ' t v c i r " T i t  
r l  t a t p  f c i ' o i n g  
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: t h  availab le

_t*. ±  Tlie Urbca 
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j ic  rate se llin g
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i . l id  in a 1 
. ,:*iun of a 
•■isl,i1 urc rust 
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Sciint* B il l  R5

“For .in Act repealing the e e i i l f i c a t c  o f r.aed prcgraa; and providing 
fo r  on e f f e c t iv e  date."

Janata 6111 05 repeals those portions of AS 13,Q7.fl*l which provide tf»» 
statutory authority for tiia Heparinont to adalnfster a certifica te  of 
need program and repeals references to carti/lcaho of used in othsi; 
se ction  of the Statute e3 well,

Tiie Adm inistration supports S:.*.ata 3111 55 as H  i s  cu rren tly  w ritten .

VT:e O'epartse-rt m o u n d s  t&st tls« C « » iW o a  re v is e  sta tu tory  provis ion s 
i.'hloh re la te  to  health f a c i l i t y  daseTopwsnt fr.cludfng the fo llow ing :

Kcdlcaid Programsn(—  ■■-> m-ii ̂ . ■•». .

'/ha s ta te 's  p ar tic ip a t ion  in tho itedlcald progrea (S! to  d o lla r s  fund 
r:pproalaately 52 percent o f to ta l progrsm costs)  has jrc:-n frcss 
31 m illion  in  W 2  to  nearly 323 m illio n  In FV S3 and to ta l co s ts  
Including fedora. p ar tic ip a t ion  have grevsi froa  U  m illion  to nearly 
374 a i l l k n  in th is  sc a  period , Kinc-ty-tuo percent of patien ts in 
Alaska's long tern  care fe c i t i t l e s  are svpr-or’red by the "silica id 
p r c- jn  which fc ;n s  that the s ta te  (a<.4 fede ra l) gororvuvent has 
vv: l y  tM  fu ll ‘ jrdon o f  a ll operational co s ts  for tfie f a c i l i t y .
Yiioie fi.-.iicafd_CoSts increase '.hen additional teds ere ac'ded, aw 
o.pi i pec fit is purchased or new serv ice s (including new types o f aenp.>er) 
era o ffe red . The ilivision of Public A ssistance aust e ffect n provider 
agreement vrlth any qualified provider win seels t«»ls sgreeicsftt.

Cap ital Budget

Alaska has provided substan tia l fin an cia l s js is tcn ra  in  the dove!cp- 
«ent of health cara f a c i l i t i e s .  Yha 1 Ztti le g is la tu re  provided isare 
than $?-5.6 rail 1 Ion by l in e  item appropriation to expand »ne h o sp ita l, 
rep lace two others and provide planning .ss tstan ce fo r  two rural 
h o sp ita ls . The number o f  requests far s ta te  funding has s tead ily  
Increased.

Scvcnua Sharing

Alaska has a revenue sharing program {AS 29.90.0lfl) ^:hich provides 
25 percent plus in teres t o f hosp ita l construction co sts to  a ll non­
p r o f i t  h o sp ita ls . This program, scM nfshored by the Ccpart ent o f 
Ccasiw ity and Regional A ffa ir s , provides further suppoii fo r  hospital 
construction  p ro jec ts  in add ition  to  any front-and cap ita l funds 
provided by the s ta te . Tills additional health f a c i l i t y  construction  
resource underscores the feparlanaa o f doteri,lining the actual need

rcsitiM 
00 Ssftflto 
P421 2
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STEV E  C D W P E R
GOVERNOR

S t a t e  o f  A l a s k a
O F F tC E  OF THE G O V E R N O R  

• I U N 12 A U

J a n u a r y  11, 1 9 3 8

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18, o f  t h e  A l a s k a  C o n ­
s t i t u t i o n ,  I a m  t r a n s m i t t i n g  a b i l l  t h a t  w o u l d  c h a n g e  t h e  
c o m p o s i t i o n  o f  t h e  M e d i c a i d  R a t e  C o m m i s s i o n ,  w h i c h  w a s  e s­
t a b l i s h e d  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  in 
1983 .

C u r r e n t l y ,  t h e  M e d i c a i d  R a t e  C o m m i s s i o n  h a s  f o u r  p u b l i c  o r  
p r o v i d e r  r e p r e s e n t a t i v e s  a n d  o n e  s t a t e  g o v e r n m e n t  r e p r e s e n­
t a t i v e .  T h e  l a t t e r  is e i t h e r  t h e  c o m m i s s i o n e r  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  o r  t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  (or 
the a p p o i n t e d  d e s i g n e e  o f  e i t h e r )  . T h e  p u r p o s e  o f  t h e  
M e d i c a i d  R a t e  C o m m i s s i o n  is to e s t a b l i s h  t h e  r a t e s  f o r  p a y ­
m e n t s  m a d e  t o  h o s p i t a l s ,  n u r s i n g  h o m e s ,  a n d  a v a r i e t y  o f  
o t h e r  h e a l t h  c a r e  f a c i l i t i e s  for s e r v i c e s  p r o v i d e d  to 
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  a s s i s t a n c e  r e c i p i e n t s .  
T h e  c o m m i s s i o n  c u r r e n t l y  c o m m i t s  t h e  s t a t e  t o  a d i s t r i b u t i o n  
of o v e r  $ 8 0 , 0 0 0 , 0 0 0  y e a r l y .  W i t h  t h e  p r e s e n t  c o m p o s i t i o n  o f  
the c o m m i s s i o n ,  t h e  s t a t e  l a c k s  b u d g e t a r y  c o n t r o l  b e c a u s e  it 
c a n n o t  c o n t a i n  t h e  g r o w t h  o f  t h e  r a t e s  a p p r o v e d  b y  t h e  c o m­
m i s s i o n  .

H i s t o r i c a l l y ,  b o a r d s  w i t h  t h e  a u t h o r i t y  t o  c o m m i t  t h e  s t a t e  
to s o m e  l e v e l  o f  e x p e n d i t u r e  o r  i n d e b t e d n e s s  h a v e  h a d  a v o t ­
ing m a j o r i t y  o f  c a b i n e t  o r  t o p - l e v e l  a d m i n i s t r a t i v e  
o f f i c i a l s .  T h i s  b i l l  b r i n g s  t h e  c o m p o s i t i o n  o f  t h e  c o m m i s­
si o n  i n t o  c o n f o r m a n c e  w i t h  o t h e r  r a t e - s e t t i n g  b o d i e s  b y  
p l a c i n g  a t o t a l  o f  t h r e e  d e p a r t m e n t  h e a d s  (or, in p l a c e  o f  
the t h i r d  d e p a r t m e n t  h e a d ,  o n e  o f  t h e  d i v i s i o n  d i r e c t o r s  of 
the o f f i c e  o f  m a n a g e m e n t  a n d  b u d g e t )  o n  t h a t  r a t e - s e t t i n g  
bod y .  T w o  o t h e r  g o v e r n o r - a p p o i n t e d  m e m b e r s  w o u l d  r e p r e s e n t  

h e a l t h  c a r e  p r o v i d e r s  a n d  c o n s u m e r s ,  r e s p e c t i v e l y .  T h e  c o m ­
m i s s i o n  w o u l d ,  o f  c o u r s e ,  c o n t i n u e  t o  m a k e  i t s  d e c i s i o n s  
b a s e d  u p o n  p r e s e n t a t i o n s  m a d e  t o  it b y  h e a l t h  c a r e  p r o v i d ­
ers .



F R A N :

I f o l l o w e d  u p  o n  t h e  r e q u e s t  f o r  i n f o r m a t i o n  o n  t h e
l e g i s l a t i v e  h i s t o r y  o f  t h e  m e d i c a i d  r a t e  c o m m i s s i o n .  H o u s e
R e s e a r c h  d i d  n o t  h a v e  a n y  r e a d y  a n s w e r s  a n d  s u g g e s t e d  t h a t  we 
c o u l d  p r o b a b l y  g e t  t h e  i n f o  a s  f a s t  a s  t h e y  c o u l d  s o  I h a v e
p r o c e e d e d .  I h a v e  c o n t a c t e d  a r c h i v e s  a n d  h o p e f u l l y  w i l l  r e c e i v e  
t r a n s c r i p t s  e a r l y  n e x t  w e e k .

I h a v e  t a l k e d  w i t h  l o c a l s  w h o  w e r e  a r o u n d  d u r i n g  t h e  t i m e  
t h e  c o m m i s s i o n  w a s  b e i n g  f o r m e d  - t h i s  i s  w h a t  t h e y  say:

T h e  o r i g i n a l  i n t e n t i o n  w a s  f o r  t h e  a d m i n i s t r a t i o n  t o  h a v e
c o n t r o l  o v e r  t h e  c o m m i s s i o n .  H o w e v e r ,  l o b b y i s t s  ( m o s t  n o t a b l e  
D e n n i s  D e w i t t )  r a l l i e d  t h e  t r o o p s  a n d  b r o u g h t  p r e s s u r e  f r o m
h o s p i t a l  a s s o c i a t i o n / c a r e  p r o v i d e r  g r o u p s .  T h e  r e s u l t  w a s  a 
c o m p r o m i s e .  T h e y  a g r e e d  o n  a " n e u t r a l "  c o m m i s s i o n  w h i c h  is t h e  
c u r r e n t  m a k e u p .

A s  f o r  t h e  CPA, i t  w a s  t h e  i n t e n t i o n  t h a t  s o m e o n e  k n o w l e d g e a b l e  
a b o u t  h e a l t h  c a r e  f i n a n c i n g ,  w h o  u n d e r s t o o d  c o s t s  o f  h o s p i t a l  
c a r e  b e  p a r t  o f  t h e  d e c i s i o n  m a k i n g  p r o c e s s .

T h i s  is a n  i n t e r e s t i n g  s i t u a t i o n .  Y o u  h a v e  a c o m m i s s i o n  
w h i c h  s e e m s  t o  h a v e  c o m p e t i n g  r o l e s .  O n  t h e  o n e  h a n d ,  t h e  
c o m m i s s i o n  p a y s  h o s p i t a l s  o n  t h e  b a s i s  o f  c o s t  a n d  d o e s  n o t  
c o n s i d e r  h e a l t h  p o l i c y .  O n  t h e  o t h e r ,  t h e y  a r e  c o m p e l l e d  t o  k e e p  
f a c i l i t i e s  f r o m  c l o s i n g ,  i n c r e a s i n g  r a t e s  a s  h e a l t h  c a r e  c o s t s  
i n c r e a s e .  D o e s  c h a n g i n g  t h e  c o m m i s s i o n  c o m p o s i t i o n  n e g a t e  t h e s e  
r o l e s ?

C o m m e n t

c j4 ~ jJ r

(Lcc4 ĥ **~ S  i f  (frh-■ cM ^  M   / j
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STEVE C O W P E R
I j O V E R N O n

J a n u a r y  11, 1938

T h e  H o n o r a b l e  Ben G r u s s e n d o r f  
S p e a k e r  o f  the H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P . O .  B o x  V  
J u n e a u ,  A K  99811

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  art. Ill, sec. 18, o f  the A l a s k a  C o n ­
s t i t u t i o n ,  I am t r a n s m i t t i n g  a b i l l  t h a t  would c h a n g e  t h e  
c o m p o s i t i o n  of the M e d i c a i d  R a t e  C o m m i s s i o n ,  w h i c h  w a s  e s ­
t a b l i s h e d  in the D e p a r t m e n t  o f  H e a l t h  a n d  Social S e r v i c e s  in 
198 3 .

C u r r e n t l y ,  the M e d i c a i d  R a t e  C o m m i s s i o n  h a s  four p u b l i c  o r  
p r o v i d e r  r e p r e s e n t a t i v e s  a n d  o n e  s t a t e  g o v e r n m e n t  r e p r e s e n ­
t a t i v e .  T h e  latter i s  e i t h e r  t h e  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  o r  t h e  c o m m i s s i o n e r  o f  a d m i n i s t r a t i o n  (or 
t h e  a p p o i n t e d  d e s i g n e e  o f  e i t h e r )  . T h e  p u rpose o f  t h e  
M e d i c a i d  R a t e  C o m m i s s i o n  is t o  e s t a b l i s h  the rates f o r  p a y ­
m e n t s  m a d e  to h o s p i t a l s ,  n u r s i n g  h o m e s ,  a n d  a v a r i e t y  o f  
o t h e r  h e a l t h  ca r e  f a c i l i t i e s  f o r  s e r v i c e s  p r o v i d e d  to 

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  a s s i s t a n c e  r e c i p i e n t s .  
T h e  c o m m i s s i o n  c u r r e n t l y  c o m m i t s  t h e  s t a t e  to a d i s t r i b u t i o n  
o f  o v e r  $80 ,000,000 y e a r l y .  W i t h  t h e  p r e s e n t  c o m p o s i t i o n  o f  

t h e  c o m m i s s i o n ,  the s t a t e  l a c k s  b u d g e t a r y  c o ntrol b e c a u s e  it 
c a n n o t  c o n t a i n  the g r o w t h  o f  t h e  r a t e s  a p p r o v e d  by t h e  c o m ­
m i s s i o n .

H i s t o r i c a l l y ,  b o a r d s  w i t h  t h e  a u t h o r i t y  t o  commit t h e  s t a t e  
to s o m e  l e v e l  of e x p e n d i t u r e  o r  i n d e b t e d n e s s  have h a d  a  v o t ­
in g  m a j o r i t y  of c a b i n e t  o r  t o p - l e v e l  a d m i n i s t r a t i v e  
o f f i c i a l s .  This b i l l  b r i n g s  t h e  c o m p o s i t i o n  of the c o m m i s ­
s i o n  i n t o  c o n f o r m a n c e  w i t h  o t h e r  r a t e - s e t t i n g  b o d i e s  b y  
p l a c i n g  a t o t a l  o f  t h r e e  d e p a r t m e n t  h e a d s  (or, in p l a c e  o f  
t h e  t h i r d  d e p a r t m e n t  h e a d ,  o n e  o f  t h e  d i v i s i o n  d i r e c t o r s  of 
t h e  o f f i c e  of m a n a g e m e n t  a n d  b u d g e t )  o n  that r a t e - s e t t i n g  
b o d y .  T w o  other g o v e r n o r - a p p o i n t e d  m e m b e r s  would r e p r e s e n t  
h e a l t n  c a r e  p r o v i d e r s  a n d  c o n s u m e r s ,  r e s p e c t i v e l y .  T h e  c o m ­
m i s s i o n  w o u l d ,  of c o u r s e ,  c o n t i n u e  to m a k e  its d e c i s i o n s  
b a s e d  u p o n  p r e s e n t a t i o n s  m a d e  t o  it b y  h e a l t h  care p r o v i d ­
er s  .

S  t  a t  12 o  jf A l a s  k  a
O F F IC E  OF THE G O V E R N O R  

♦J U N K A U



T h e  H o n o r a b l e  B e n  G r u s s e n d o r f Page

T h i s  p r o p o s e d  c h a n g e  w o u l d  a l s o  h e l p  a s s u r e  t h a t  the D e p a r t ­
m e n t  of H e a l t h  and S o c i a l  S e r v i c e s  m a i n t a i n s  the M e d i c a i d  
p r o g r a m  w i t h i n  federal r e q u i r e m e n t s  in o r d e r  t o  allow m a x i ­
m u m  u s e  o f  f e d e r a l  money.

Cov 
G o v e r n o r

:



F R A N :

I f o l l o w e d  u p  o n  the r e q u e s t  f o r  i n f o r m a t i o n  o n  t h e
l e g i s l a t i v e  h i s t o r y  o f  the m e d i c a i d  r a t e  c o m m i s s i o n .  H o u s e

R e s e a r c h  d i d  n o t  h a v e  a n y  r e a d y  a n s w e r s  a n d  s u g g e s t e d  t h a t  w e  
c o u l d  p r o b a b l y  g e t  t h e  info a s  f a s t  a s  t h e y  c o u l d  so I h a v e
p r o c e e d e d .  I h a v e  c o n t a c t e d  a r c h i v e s  a n d  h o p e f u l l y  w i l l  r e c e i v e  
t r a n s c r i p t s  e a r l y  n e x t  week.

I h a v e  t a l k e d  w i t h  l o c a l s  w h o  w e r e  a r o u n d  d u r i n g  t h e  t i m e  
t h e  c o m m i s s i o n  w a s  b e i n g  f o r m e d  - t h i s  is w h a t  t h e y  say:

T h e  o r i g i n a l  i n t e n t i o n  was f o r  t h e  a d m i n i s t r a t i o n  t o  h a v e
c o n t r o l  o v e r  t h e  c o m m i s s i o n .  H o w e v e r ,  l o b b y i s t s  ( m o s t  n o t a b l e  
D e n n i s  D e w i t t )  r a l l i e d  t h e  t r o o p s  a n d  b r o u g h t  p r e s s u r e  f r o m  
h o s p i t a l  a s s o c i a t i o n / c a r e  p r o v i d e r  g r o u p s .  T h e  r e s u l t  w a s  a 
c o m p r o m i s e .  T h e y  a g r e e d  on a " n e u t r a l "  c o m m i s s i o n  w h i c h  is t h e  
c u r r e n t  m a k e u p .

A s  f o r  t h e  CPA, i t  w a s  t h e  i n t e n t i o n  t h a t  s o m e o n e  k n o w l e d g e a b l e  
a b o u t  h e a l t h  c a r e  f i n a n c i n g ,  w h o  u n d e r s t o o d  c o s t s  o f  h o s p i t a l  
c a r e  b e  p a r t  o f  t h e  d e c i s i o n  m a k i n g  p r o c e s s .

C o m m e n t

T h i s  is a n  i n t e r e s t i n g  s i t u a t i o n .  Y o u  h a v e  a c o m m i s s i o n  
w h i c h  s e e m s  t o  h a v e  c o m p e t i n g  r o l e s .  O n  t h e  o n e  hand, t h e  
c o m m i s s i o n  p a y s  h o s p i t a l s  on t h e  b a s i s  o f  c o s t  a n d  d o e s  n o t  
c o n s i d e r  h e a l t h  p o l i c y .  O n  t h e  o t h e r ,  t h e y  a r e  c o m p e l l e d  t o  k e e p  
f a c i l i t i e s  f r o m  c l o s i n g ,  i n c r e a s i n g  r a t e s  a s  h e a l t h  c a r e  c o s t s  
i n c r e a s e .  D o e s  c h a n g i n g  the c o m m i s s i o n  c o m p o s i t i o n  n e g a t e  t h e s e  
r o l e s ?

/ .A

A
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healbh
association
oPalasKa 319 Seward St., Juneau, Alaska 99801 • (907) 586-1790 

REPRESENTING ACUTE, LONG TERM AND OUTPATIENT FACILITIES

Chairman o l ths Board 
John Voweil
Wrangell General Hospila l

Chairman-Elect 
Jim Glngerich 
Fairbanks Memorial 
Hospital

Immediate Past Chairman 
Mike Lockwood 
Central Peninsula 
General Hospital 

Soldotna

SecretaryfTreasurer 
C. Keith Campbell 
Seward General Hospital

Delegate to the American 
Hospital Association 

S ister Barbara Haase 
Ketchikan General Hospital

A lternate Delegate to the 
American Hospila l Assoc. 

Ed Zelne
Cordova Community 
Hospital

Delegate to the American 
Health Caro Association 

Tom Boling
Our Lady o l Compassion 
Care Center 

Anchorage

Alternate Delegate to the 
American Health Care 
Association 

Ronald O ltholl 
Denali Center 
Fairbanks

Delegate to the Healthcare 
Forum 

Ed MalowsKI
Sitka Community Hospital

Delegate to the National 
Congress o l Hospital 
Govnmlng Boards 

Jen Trotlner
Seward General Hospital

Government Institu tions 
Ropreseniatlve 

Frank Sutton 
Ml. Eogecumbe Hospital 
Sitka

Outpatient Facilities 
Representative 

Avis Hayden
Alaska Treatment Center 
Anchorage

Executive Director 
Harlan R. Knudson

February 23, 1988

Representative Fran Ulmer 
P.O. Bax V  
Capitol, Roan 102 
Juneau, A k  95811

Dear Representative Ulmer:

Tbe Health Association of Alaska, representing acute care hospitals 
and lcng term health facilities, respectfully asks that you vote "no" on 
H B  348, revamping the membership of the State Medicaid Rate Ccnmission.

Currently the COnnissicn has the CEO of a  licensed health facility; 
the designee of the Oarcnissianer of Health and Social Services; a 
licensed physician; a certified public accountant, and a  person 
representing consumers.

Under H B  348, the health facility CED and the physician would be 
represented b y  one person, representing health care providers, and the 
CPA vxxild be dropped. The Oaimissicn would then b e  comprised of the 
designees fran the Caanissioners of Administration; Health and Social 
Services, and frcm the Office of Budget and Management. Three (3) of 
the five (5) members would b e  state employees.

Under this makeup, the rate process becomes a method to control 
costs impacting the budget, rather than a  vehicle t o  objectively 
evaluate and establish a  fair rate of payment to health facilities for 
services rendered to Medicaid and General Relief Medical beneficiaries.

Sincere!

Harlan ft. Knudson 
Director
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Alaska State Uegtslature FAIRBANKS

REPRESENTATIVE
MARK BOYER

HOUSE FINANCE COMMITTEE

1098 LAKEVIEW TERRACE 
FAIRBANKS, ALASKA 99701 

(907) 4 5 6 -6 4 7 3

JUNEAU

$>ouse of Representatives 
M a r c h  2, 1 9 8 8

P.O. b o x  v  
STATE CAPITOL 

JUNEAU, ALASKA 99811 
1907) 4 6 5 -3 4 66

R e p r e s e n t a t i v e  F r a n  U l m e r  
C h a i r m a n
H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  
P . O .  B o x  V
J u n e a u ,  A l a s k a  9 9 8 1 1  

RE: H B  3 4 8  /

D e a r  M a d a m y £ f r a i r m a n :

I w r i t e  t o d a y  t o  s u p p o r t  H B  3 4 8  a n d  e x p r e s s  m y  c o n c e r n  
o v e r  t h e  c u r r e n t  s t a t u t o r y  r e q u i r e m e n t s  f o r  r a t e  s e t t i n g  u n d e r  
t h e  m e d i c a i d  p r o g r a m .

A s  c h a i r m a n  o f  t h e  D e p a r t m e n t  o f  H e a l t h  & S o c i a l  S e r v i c e s  
B u d g e t  S u b c o m m i t t e e  a n d  a s  a m e m b e r  o f  t h e  G o v e r n o r s  I n t e r i m  
H e a l t h  C a r e  C o m m i s s i o n ,  I h a v e  g a i n e d  a n  a p p r e c i a t i o n  o f  t h e  
c o s t s  a s s o c i a t e d  w i t h  t h e  S t a t e ' s  m e d i c a i d  b u d g e t  a s  w e l l  as 
a n  i n t e r e s t  i n  c u r b i n g  t h e  r a p i d l y  e s c a l a t i n g  f a c i l i t y  c o s t s  
c o m p o n e n t  o f  t h a t  b u d g e t .  W h i l e  m a n y  c o s t  c o n t a i n m e n t  
measuz'es a r e  h i g h l y  c o n t r o v e r s i a l  a n d  o f t e n  u n s u c c e s s f u l ,  I a m  
h o p e f u l  t h a t  b y  c h a n g i n g  t h e  e x i s t i n g  b o a r d  c o m p o s i t i o n  t o  o n e  
m o r e  r e s p o n s i v e  t o  t h e  L e g i s l a t u r e  a n d  t h e  A d m i n i s t r a t i o n  w e  
w i l l  b e g i n  t o  c o n t r o l  t h e  e s c a l a t i n g  c o s t s  o f  c a r e .

H B  348 w o u l d  p r o v i d e  m o r e  e x e c u t i v e  a n d  l e g i s l a t i v e  
o v e r s i g h t  o v e r  t h e  d i s t r i b u t i o n  o f  h e a l t h  c a r e  c o s t s ,  a n d  in 
t h e  l o n g - t e r m  w o u l d  p r o v i d e  u s  w i t h  t h e  t o o l s  t o  m a n a g e  r i s i n g  
h e a l t h  c a r e  c o s t s  m o r e  e f f e c t i v e l y .

B e t w e e n  F Y 8 8  - F Y 8 9  t h e  S t a t e  M e d i c a i d  p r o g r a m  w i l l  g r o w  
b y  3 6 %  f r o m  9 0 . 0  m i l l i o n  t o  1 2 1 . 2  m i l l i o n .  T h e  r i s i n g  c o s t s  
a r e  a r e s u l t  o f  i n c r e a s e d  r a t e s  p a i d  t o  h o s p i t a l s  a n d  n u r s i n g  
h o m e s ,  g r e a t e r  u t i l i z a t i o n  o f  e x i s t i n g  s e r v i c e s  a n d  s i m p l y  
m o r e  p e o p l e  q u a l i f y i n g  f o r  m e d i c a i d  d u e  t o  t h e  d o w n t u r n  in t h e  
e c o n o m y .

T h e  p r o v i s i o n  o f  h e a l t h  c a r e  f o r  A l a s k a n s ,  e s p e c i a l l y  f o r  
p o o r  c h i l d r e n ,  t h e  e l d e r l y ,  t h e  b l i n d  a n d  d i s a b l e d  is a 
f u n d a m e n t a l  r e s p o n s i b i l i t y  o f  g o v e r n m e n t .  T h u s ,  w e  m u s t



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

O n e  w a y  o f  c o n t a i n i n g  t h e  g r o w t h  o f  h e a l t h  c a r e  c o s t s  in 
t h e  l o n g  r u n  is t o  s u p p o r t  a n d  d e v e l o p  l e s s  e x p e n s i v e  f o r m s  o f  
c a r e .  F o r  i n s t a n c e ,  c o m p r e h e n s i v e  p r e n a t a l  c a r e  is a s m a l l  u p  
f r o n t  i n v e s t m e n t  w h e n  y o u  c o m p a r e  i t  t o  t h e  c o s t s  i n c u r r e d  f o r  
t h e  c a r e  o f  a p r e m a t u r e  i n f a n t .  S i m i l a r l y ,  i n - h o m e  s e r v i c e s  
f o r  s e n i o r s  c a n  p o s t p o n e  o r  e l i m i n a t e  t h e  n e e d  f o r  n u r s i n g  
h o m e  c a r e ,  c u r r e n t l y  a p p r o a c h i n g  $ 6 0 , 0 0 0  p e r  y e a r .

T h e  c u r r e n t  m e d i c a i d  s t a t u t e s  d o  n o t  a l l o w  s t a t e  p o l i c y  
m a k e r s  t o  a d e q u a t e l y  w e i g h  a n d  c h o o s e  t h e  h e a l t h  c a r e  s e r v i c e s  
w h i c h  p r o v i d e  m a x i m u m  q u a l i t y  o f  l i f e  a l o n g  w i t h  t h e  c o s t s  
i s s u e s  a n d  q u e s t i o n  t h e  b e s t  u s e  o f  o u r  f i n a n c i a l  r e s o u r c e s .  
T h e  f i v e  m e m b e r  M R C  is c h a r g e d  w i t h  s e t t i n g  r a t e s  f o r  
h o s p i t a l s  a n d  n u r s i n g  h o m e s  w h i c h  m u s t  b e  p a i d  b y  t h e  S t a t e .  
If, i n  a n y  o n e  y e a r ,  i n s u f f i c i e n t  f u n d s  a r e  a p p r o p r i a t e d  b y  
t h e  L e g i s l a t u r e  t o  c o v e r  t h e  c o s t s  o f  t h e  m e d i c a i d  p r o g r a m ,  
i n c l u d i n g  t h o s e  c o s t s  s e t  o u t  b y  t h e  M R C ,  t h e n  s e r v i c e s  m u s t  
b e  c u t ,  n o t  c o s t s .  T h e  A d m i n i s t r a t i o n  h a s  n o  a l t e r n a t i v e .  
T h e s e  s e r v i c e s ,  w h i c h  a r e  l i s t e d  i n  o r d e r  o f  p r i o r i t y  i n  t h e  
s t a t u t e ,  i n c l u d e  a d u l t  d e n t a l  s e r v i c e s ,  p e r s o n a l  c a r e  s e r v i c e s  
t o  t h e  d e v e l o p m e n t a l l y  d i s a b l e d ,  a n d  m e n t a l  h e a l t h  s e r v i c e s .

A  c u r r e n t  e x a m p l e  o f  h o w  t h i s  s y s t e m  w o r k s  is r e p r e s e n t e d  
b y  a p e n d i n g  r e g u l a t i o n  c h a n g e  a t  t h e  M R C ,  ( c o p y  a t t a c h e d ) . 
I f  t h i s  r e g u l a t i o n  is a d o p t e d  b y  t h e  M R C ,  a n  a d d i t i o n a l  $;..9 
m i l l i o n  w i l l  b e  o w e d  t o  f a c i l i t i e s  i n  F Y 8 9 .  T h e s e  m o n i e s  a r e  
n o t  i n c l u d e d  i n  t h e  F Y  89 b u d g e t .  I f  t h e y  a r e  n o t  
a p p r o p r i a t e d  b y  t h e  L e g i s l a t u r e ,  t h e n  s e r v i c e s  w i l l  b e  cut.

I u r g e  t h e  S t a t e  A f f a i r s  C o m m i t t e e  t o  s e r i o u s l y  e x a m i n e  
t h i s  l e g i s l a t i o n  a n d  g i v e  i t  a  f a v o r a b l e  r e c o m m e n d a t i o n .  
U n l e s s  t h e  r a t e  s e t t l i n g  p o l i c y  d e c i s i o n s  a r e  m o r e  r e s p o n s i v e  
t o  t h e  c o n c e r n s  o f  t h e  l e g i s l a t u r e  a n d  t h e  a d m i n i s t r a t i o n ,  w e  
w i l l  c o n t i n u e  t o  s e e  a n  u n c h e c k e d  r i s e  i n  r a t e s  f o r  m e d i c a i d  
f a c i l i t i e s .  A  m o r e  b a l a n c e d  r e p r e s e n t a t i o n  o n  t h e  c o m m i s s i o n  
w i l l  b e  a p o s i t i v e  s t e p  i n  t h e  d i r e c t i o n  o f  h e a l t h  c a r e  c o s t  
c o n t a i n m e n t  w h i c h  is a g o a l  I b e l i e v e  w e  a l l  s h a r e .

S i n c e r e l y ,

M a r k  B o y e r  
R e p r e s e n t a t i v e



NOTICE OF PROPOSED CHANGES 

IN THE REGULATIONS 

OF THE MEDICAID RATE COMMISSION

N o t i c e  i s  g i v e n  t h a t  t h e  M e d i c a i d  R a t e  C o m m i s s i o n ,  u n d e r
a u t h o r i t y  v e s t e d  b y  A S  4 7 . 0 7 . 0 7 0  a n d  A S  4 7 . 0 7 . 0 7 3 ,  p r o p o s e s  t o  
a m e n d  r e g u l a t i o n s  i n  T i t l e  7 A A C  43 o f  t h e  A l a s k a  A d m i n i s t r a t i v e  
C o d e ,  d e a l i n g  w i t h  e s t a b l i s h m e n t  o f  a rate, s e t t i n g  p r o c e s s  f o r  
p a y m e n t  o f  s e r v i c e s  f o r  M e d i c a l  A s s i s t a n c e  p r o g r a m s  t o  
f a c i l i t i e s ,  t o  i m p l e m e n t  A S  4 7 . 0 7 ,  a s  f o l l o w s :

1. 7 A A C  4 3 . 6 8 5 ( b ) (2) i s  p r o p o s e d  t o  b e  a m e n d e d  b y
i d e n t i f y i n g  c a p i t a l  a n d  v a r i o u s  i n s u r a n c e  a n d  e m p l o y e e  
b e n e f i t s  c o s t s  a s  p a s s t h r o u g h  c o s t s .

2. 7 A A C  4 3 . 6 8 5 ( b ) (3) is p r o p o s e d  t o  b e  a m e n d e d  b y  a d d i n g  
v a r i o u s  i n s u r a n c e  a n d  e m p l o y e e  b e n e f i t s  c o s t s  as 
f a c i l i t y  b u d g e t e d  c o s t s  f o r  r a t e  s e t t i n g .

3. 7 A A C  4 3 . 6 9 1 ( a ) ( 1 )  is p r o p o s e d  t o  b e  a m e n d e d  t o
s u b s t i t u t e  a c t u a l  p a s s t h r o u g h  c o s t s  f o r  b u d g e t e d  
p a s s t h r o u g h  c o s t s  w h e n  c a l c u l a t i n g  y e a r  e n d  
c o n f o r m a n c e .

N o t i c e  is a l s o  g i v e n  t h a t  a n y  p e r s o n  i n t e r e s t e d  m a y  p r e s e n t  o r a l  
o r  w r i t t e n  s t a t e m e n t s  o r  a r g u m e n t s  r e l e v a n t  t o  t h e  p r o p o s e d  
a c t i o n  a t  a  h e a r i n g  t o  b e  h e l d  i n  R o o m  3 3 6  o f  t h e  F r o n t i e r  
B u i l d i n g ,  3 6 0 1  " C "  S t r e e t ,  A n c h o r a g e ,  A l a s k a  a t  1 : 3 0  p . m .  o n
M a r c h  18, 1 9 8 8 .

T h i s  a c t i o n  is e x p e c t e d  t o  r e q u i r e  a n  i n c r e a s e d  g e n e r a l  f u n d  
a p p r o p r i a t i o n  o f  $ 2 , 9 0 0 , 0 0 0  i n  f i s c a l  y e a r  1 9 8 9 ,  $ 3 , 5 0 0 , 0 0 0  i n  
f i s c a l  y e a r  1 9 9 0 ,  a n d  $ 4 , 3 0 0 , 0 0 0  i n  f i s c a l  y e a r  199 1 .



O N  O F

N G  T E R M  C A R E

M e d i c a i d  R a t e  C o m m i s s i o n  
F e b r u a r y  3 ; 1 9 8 8



H O S P I T A L  A N D  L O N G  T E R M  C A R E  C O S T S  

I N  T H E  S T A T E  O F  A L A S K A

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

T h e  e v e r  i n c r e a s i n g  c o s t s  o f  h e a l t h  c a r e  h a s  b e e n  a n  i s s u e  n o t  
o n l y  in t h e  s t a t e  o f  A l a s k a  b u t  t h r o u g h o u t  t h e  c o u n t r y .  T h e  
h e a l t h  c a r e  i n d u s t r y  r e p r e s e n t s  t h e  t h i r d  l a r g e s t  c o n t r i b u t o r  t o  
t h e  g r o s s  n a t i o n a l  p r o d u c t  b e h i n d  a g r i c u l t u r e  a n d  c o n s t r u c t i o n .  
H e a l t h  c a r e  c o s t s  c o m p r i s e  1 1 %  o f  t h e  g r o s s  n a t i o n a l  p r o d u c t .

W i t h  h e a l t h  c a r e  e x p e n d i t u r e s  d o u b l i n g  e v e r y  s i x  y e a r s  s i n c e  
1965, it is p o s s i b l e  t h a t  h e a l t h  c a r e  s p e n d i n g  c o u l d  r e a c h  $ 3 , 0 0 0  
p e r  c a p i t a  b y  1 9 9 0 .

H o s p i t a l s  c o n s u m e  t h e  l a r g e s t  p r o p o r t i o n  o f  h e a l t h  e x p e n d i t u r e s  
w i t h  4 9 %  i n  1 9 8 3 ,  p h y s i c i a n s  s e r v i c e s  a r e  s e c o n d  a t  2 2 %  a n d
n u r s i n g  h o m e s  a t  9%. O n l y  h o s p i t a l  a n d  n u r s i n g  h o m e  c o s t s  h a v e  
i n c r e a s e d  a s  a p e r c e n t a g e  o f  t o t a l  e x p e n d i t u r e s  f r o m  1 9 5 0  t o  
1 9 83. H o s p i t a l s  i n c r e a s e d  f r o m  3 5 %  t o  4 9 %  a n d  n u r s i n g  h o m e s  f r o m  
2% t o  9%.

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

* T h e  o v e r  65 p e r s o n  c o n s u m e s  3 t ^ n e s  t h e  h e a l t h  c a r e  
t h a t  a y o u n g e r  p e r s o n  c o n s u m e s .  W i t h  o u r  a g i n g  
p o p u l a t i o n  t h e  c o n s u m p t i o n  o f  h e a l t h  c a r e  i n c r e a s e s .

* W i t h  t h e  a d v e n t  o f  M e d i c a r e  a n d  M e d i c a i d  i n  t h e  l a t e  
6 0 ' s, l a r g e  s e g m e n t s  o f  o u r  p o p u l a t i o n  b e c a m e  s e r v e d  b y  
p u b l i c  f u n d s  w h e r e  h e a l t h  c a r e  s e r v i c e s  w e r e  n o t  
a v a i l a b l e  o r  l i m i t e d  i n  s c o p e .

* C h a n g e s  i n  i n s u r a n c e  c o v e r a g e s  a n d  i n s u r a n c e  m o r e  
r e a d i l y  a v a i l a b l e  t o  t h e  g e n e r a l  p o p u l a t i o n  h a s  r e d u c e d  
p r :ce s e n s i t i v i t y  f r o m  t h e  c o n s u m i n g  p u b l i c .

* F e d e r a l  p a y m e n t  s y s t e m s  t h a t  p a i d  f o r  c o s t s  d i d  n o t  
e n c o u r a g e  p r o v i d e r s  t o  r e d u c e  c o s t s  o r  s e e k  m o r e  
e f f i c i e n t  o r  a l t e r n a t e  m e t h o d s  o f  d e l i v e r i n g  h e a l t h  
c a r e .

* R a p i d l y  i n c r e a s i n g  m e d i c a l  t e c h n o l o g y  i n c l u d i n g  n o t  
o n l y  h i g h e r  c o s t  e q u i p m e n t  a n d  s t r u c t u r e s  b u t  a l s o  
t r e a t m e n t  m o d a l i t i e s  t o  s a v e  l i v e s  s i g n i f i c a n t l y  
i m p a c t e d  c o s t s .
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W h i l e  t h e s e  f a c t o r s  a r e  d i s c u s s e d  i n  t e r m s  o f  a n a t i o n a l  
p e r s p e c t i v e ,  A l a s k a  f a c e s  e a c h  o f  t h e s e  i s s u e s  a n d  in m a n y  c a s e s  
m o r e  d r a m a t i c a l l y  t h a n  o n  a n a t i o n a l  l e v e l .

STATE OF ALASKA

I n  r e c e n t  y e a r s ,  t h e  c o s t  o f  h e a l t h  c a r e  in A l a s k a  h a s  b e c o m e  
u n d e r  i n c r e a s i n g  s c r u t i n y  b y  b o t h  t h e  p u b l i c  a n d  t h e  p r i v a t e  
s e c t o r .  A l a s k a ,  n o t  u n l i k e  o t h e r  s t a t e s ,  d o e s  n o t  m a i n t a i n  a 
s o p h i s t i c a t e d  d a t a  b a s e  i d e n t i f y i n g  h e a l t h  c a r e  c o s t s  f o r  t h e  
g e n e r a l  p u b l i c  o r  p o p u l a t i o n  c o v e r e d  b y  g o v e r n m e n t  p r o g r a m s  s u c h  
a s  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 .  T h e r e  a r e  f a c t o r s  t h a t  
h a v e  b e e n  q u a n t i f i e d  t h a t  a r e  i m p o r t a n t  t o  c o n s i d e r  w h e n  l o o k i n g  
a t  h e a l t h  c a r e  c o s t s  i n  A l a s k a .

* 3 0 %  o f  t h e  A l a s k a n  p o p u l a t i o n  is s e r v i c e d  b y  I n d i a n  
H e a l t h  o r  M i l i t a r y  p r o g r a m s .

* T h e  N o v e m b e r  c o n s u m e r  p r i c e  i n d e x  f o r  A l a s k a  a s  o f  
N o v e m b e r  1 9 8 7  i d e n t i f i e d  h e a l t h  c a r e  c o s t s  in A n c h o r a g e  
a t  1 8 9 %  a b o v e  t h e  n a t i o n a l  a v e r a g e .

* F e d e r a l  g o v e r n m e n t  r e c o g n i z e s  a 1 6 0 %  d i f f e r e n t i a l  in 
l a b o r  c o s t s  f o r  A n c h o r a g e  a n d  1 5 0 %  f o r  t h e  r e s t  o f  t h e  
s t a t e  a n d  o v e r a l l  1 2 5 %  d i f f e r e n t i a l  o n  n o n - l a b o r  c o s t s .

* A l a s k a  h a s  a v e r y  y o u n g  p o p u l a t i o n  w i t h  t h e  o v e r  65 
p o p u l a t i o n  l e s s  t h a n  3% o f  t h e  p o p u l a t i o n  c o m p a r e d  t o  
t h a t  o f  t h e  n a t i o n a l  a v e r a g e  o f  12% r e s u l t i n g  in l o w e r  
h o s p i t a l  u t i l i z a t i o n  a n d  l o w e r  r e s o u r c e  c o n s u m p t i o n  p e r  
o c c u r r e n c e  w h e n  c o m p a r e d  t o  t h e  n a t i o n a l  a v e r a g e s .

* T h e r e  a r e  s t i l l  m a n y  s e r v i c e s  n o t  a v a i l a b l e  in A l a s k a  
n e c e s s i t a t i n g  o u t  o f  s t a t e  t r a v e l  t o  s e c u r e  t h o s e  
s e r v i c e s  s u c h  a s  t r a n s p l a n t s  a n d  s p e c i a l i z e d  t h e r a p i e s .

* A l a s k a  h a s  s p e n t  a q u a r t e r  o f  a b i l l i o n  d o l l a r s  i n  
c a p i t a l  e x p a n s i o n  t h r o u g h o u t  t h e  8 O's.

T h e  s t a t e  r e l a t i v e l y  f e w  p o p u l a t i o n  c e n t e r s  w i t h  A n c h o r a g e  b e i n g  
t h e  p r i m a r y  p o p u l a t i o n  c e n t e r .  H o s p i t a l s  a n d  l o n g  t e r m  c a r e  
f a c i l i t i e s  a r e  s c a t t e r e d  a r o u n d  t h e  s t a t e  w i t h  r e l a t i v e l y  l i t t l e  
a c c e s s  b e t w e e n  f a c i l i t i e s  e x c e p t  b y  a i r .  M a n y  o f  t h e  m o r e  r e m o t e  
c o m m u n i t i e s  a r e  m a i n t a i n i n g  h o s p i t a l s  a n d  n u r s i n g  h o m e s  s e r v i n g  a 
v e r y  s m a l l  p o p u l a t i o n  b a s e .  T h e  l o n g  t e r m  c a r e  f a c i l i t i e s  a r e  
o p e r a t e d  w i t h  a s  f e w  a s  f i v e  p a t i e n t s  a n d  h o s p i t a l s  p r o v i d i n g  
l e s s  t h a n  5 0 0  p a t i e n t  d a y s  o f  c a r e  a y e a r .  T h i s  s t y l e  o f  h e a l t h  
c a r e  d e l i v e r y ,  t h a t  o f  p r o v i d i n g  i n p a t i e n t  s e r v i c e s  in l o c a t i o n s  
t h a t  h a v e  v e r y  l o w  u t i l i z a t i o n ,  h a s  s i g n i f i c a n t l y  c o n t r i b u t e d  t o  
t h e  h i g h  c o s t  o f  h e a l t h  c a r e  in A l a s k a .



COMPARISON OF ACUTE CARE COSTS

E x h i b i t  1 c o n t a i n s  a c o m p a r i s o n  o f  A l a s k a  h o s p i t a l s  t o  h o s p i t a l s  
l o c a t e d  i n  C a l i f o r n i a .  T h e  C a l i f o r n i a  d a t a  r e p r e s e n t s  t h e  H e a l t h  
S y s t e m s  A g e n c y  (HSA) r e g i o n  i d e n t i f i e d  a s  G o l d e n  E m p i r e .  T h i s  
r e g i o n  is l o c a t e d  n o r t h  a n d  e a s t  o f  S a c r a m e n t o .  T h e  d a t a  
p r e s e n t e d  r e p r e s e n t s  m e d i a n  v a l u e s  f o r  t h e s e  f a c i l i t i e s .  T h e  
d a t a  r e f l e c t i n g  C a l i f o r n i a  c o s t s  is 1 9 8 5  d a t a  w h i l e  t h e  d a t a  
p r e s e n t i n g  t h e  A l a s k a n  c o s t s  is p r i m a r i l y  1 9 8 6  d a t a .  T h i s  
r e s u l t s  i n  a b o u t  5% a n t i c i p a t e d  i n f l a t i o n  n o t  r e f l e c t e d  in t h e  
C a l i f o r n i a  d a t a .  A l l  c o m p a r i s o n  s h o u l d  b e a r  t h a t  in m i n d .

T h e  A l a s k a n  d a t a  is t h e  i n f o r m a t i o n  a s  c o n t a i n e d  i n  a r e p o r t  
t i t l e d ,  " A  S t u d y  o f  D o c t o r s  I n f l u e n c i n g  A c u t e  a n d  L o n g  T e r m  C a r e  
H e a l t h  C a r e  C o s t s  in A l a s k a "  p r o d u c e d  b y  t h e  A l a s k a  H e a l t h  
A s s o c i a t i o n  i n  J a n u a r y  198 8 .  T h e  C a l i f o r n i a  d a t a  is p r o d u c e d  b y  
t h e  C a l i f o r n i a  H e a l t h  F a c i l i t i e r  C o m m i s s i o n ,  S t a t e  o f  C a l i f o r n i a  
C o m p a r a t i v e  D a t a  f o r  C a l i f o r n i a  H e a l t h  F a c i l i t i e s ,  V o l u m e  3, 
(1985) .

U t i l i z a t i o n  o f  A l a s k a  h o s p i t a l s  is d i f f e r e n t  t h a n  C a l i f o r n i a  
h o s p i t a l s .  T h e  A l a s k a n  r u r a l  h o s p i t a l s  s p e c i f i c a l l y  C o r d o v a ,  
P e t e r s b u r g ,  S e w a r d ,  S i t k a ,  V a l d e z ,  a n d  W r a n g e l l  h a v e  
s i g n i f i c a n t l y  l e s s  u t i l i z a t i o n  t h a n  C a l i f o r n i a  f a c i l i t i e s  w h e r e  
m e d i a n  p a t i e n t  d a y s  a r e  5 , 2 9 7 .  A l a s k a n  m e d i a n  c e n s u s  i s  5 6 0  d a y s  
f o r  t h e  6 s m a l l e s t  f a c i l i t i e s .  T h e  n u m b e r  o f  b e d s  f o r  t h e s e  
f a c i l i t i e s ,  a s  w e l l  a s  t h e  l e n g t h  o f  s t a y ,  is a l s o  l o w e r  t h a n  
C a l i f o r n i a  f a c i l i t i e s .

T h e  e x p e n s e s  i d e n t i f i e d  a s  p a t i e n t  c a r e  i n c l u d e  d a i l y  h o s p i t a l  
s e r v i c e s  a n d  a n c i l l a r y  s e r v i c e s .  D a i l y  h o s p i t a l  s e r v i c e s  w o u l d  
b e  i n t e n s i v e  c a r e ,  a c u t e  c a r e ,  n u r s e r y  a n d  o t h e r  t y p e s  o f  r o o m  
a n d  b o a r d  s e r v i c e s .  A n c i l l a r y  c o s t s  i n c l u d e  d i a g n o s t i c  a s  w e l l  
a s  t h e r a p e u t i c a l  s e r v i c e s  i n c l u d i n g  l a b o r  a n d  d e l i v e r y ,  s u r g e r y ,  
lab, x - r a y  a n d  a h o s t  o f  o t h e r  s e r v i c e s .  D a i l y  h o s p i t a l  c o s t s  in 
A l a s k a n  h o s p i t a l s  a v e r a g e  a p p r o x i m a t e l y  6 0 %  a b o v e  t h e  C a l i f o r n i a  
c o s t s .  T h e  a n c i l l a r y  c o s t s  s e e m  t o  b e  r e l a t i v e l y  i n  k e e p i n g  w i t h  
t h e  C a l i f o r n i a  c o s t s .  I t  is n o t  p o s s i b l e  t o  m a k e  m e a n i n g f u l  
c o m p a r i s o n s  f o r  a n c i l l a r i e s  s i n c e  w e  d o  n o t  h a v e  d a t a  o n  s e r v i c e s  
p r o v i d e d .

T h e  n e x t  s e c t i o n  i d e n t i f i e s  o v e r h e a d  c o s t s .  T h e  o v e r h e a d  c o s t s  
h a v e  b e e n  g r o u p e d  w i t h  c a p i t a l  w h i c h  i n c l u d e s  i n t e r e s t  a n d  
d e p r e c i a t i o n ;  a d m i n i s t r a t i o n  w h i c h  i n c l u d e s  m a n a g e m e n t  s e r v i c e s  
o f  a d m i n i s t r a t i o n ,  f i s c a l ,  m e d i c a l  r e c o r d s ,  i n s e r v i c e  a n d  t h e  
l i k e  a n d  s u p p o r t  s e r v i c e s  w h i c h  i n c l u d e  p l a n t  m a i n t e n a n c e ,  
d i e t a r y ,  l a u n d r y  a n d  l i n e n ,  h o u s e k e e p i n g  a n d  g e n e r a l  u p k e e p  
s e r v i c e s .  T h e s e  a r e  t h e  a r e a s  w h e r e  t h e  A l a s k a n  c o s t s  a r e  
m a r k e d l y  a b o v e  t h e  C a l i f o r n i a  a r e a .  C a p i t a l  c o s t s  r u n  5 t i m e s  
t h a t  o f  t h e  m e d i a n  c o s t s  in C a l i f o r n i a .  A d m i n i s t r a t i v e  c o s t s  a r e  
m o r e  t h a n  d o u b l e  t h e  m e d i a n  c o s t s  w h i l e  s u p p o r t  s e r v i c e s  r u n  
a p p r o x i m a t e l y  60% a b o v e  C a l i f o r n i a .
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W h i l e  t h e  c o s t s  in A l a s k a n  h o s p i t a l s  a r e  5 0 %  t o  3 0 0 %  a b o v e  t h e  
c o s t s  i n  n o r t h e r n  C a l i f o r n i a , t h e  a m o u n t  p a i d  b y  t h e  g e n e r a l  
p u b l i c  i n  t h e  s t a t e  o f  A l a s k a  d o  n o t  n e c e s s a r i l y  f o l l o w .

O n  t h e  b o t t o m  o f  E x h i b i t  1 c h a r g e s  p e r  p a t i e n t  d a y  a r e  i d e n t i f i e d  
f o r  A l a s k a n  h o s p i t a l s  a s  w e l l  a s  a p e r c e n t a g e  o f  r e v e n u e  t o  
o p e r a t i n g  c o s t s .  N o t e  t h a t  t h e  m o s t  e x p e n s i v e  f a c i l i t y  p e r  d a y  
t o  o p e r a t e ,  V a l d e z ,  s e t s  i t s  p r i c e s  a t  5 1 . 7 %  of d a y  t o  d a y  
o p e r a t i n g  c o s t s .  T h e  l a r g e r  f a c i l i t i e s  l o c a t e d  in A n c h o r a g e ,  
J u n e a u ,  F a i r b a n k s  a n d  K e t c h i k a n  a r e  a b l e  t o  e s t a b l i s h  a p r i c i n g  
s t r u c t u r e  t h a t  c o v e r s  d a y  t o  d a y  o p e r a t i n g  c o s t s .  T h i s  is 
n e c e s s a r y  i f  a f a c i l i t y  is t o  m e e t  t h e  e c o n o m i c  c o s t s  of 
p r o v i d i n g  s e r v i c e s  t h r o u g h  p a t i e n t  c h a r g e s .  L a r g e r  f a c i l i t i e s  do 
n o t  h a v e  t h e  t a x  r e v e n u e  a v a i l a b l e  a s  s m a l l e r  f a c i l i t i e s .  T h i s  
c h a r t  d o e s  n o t  r e f l e c t  t h e  c o s t s  o f  b a d  d e b t  o r  c h a r i t y  c o m m o n l y  
c a l l e d  u n c o m p e n s a t e d  c a r e  o r  t h e  c o n t r a c t u a l  a l l o w a n c e  t a k e n  b y  a 
v a r i e t y  o f  p a y o r s  i n c l u d i n g  M e d i c a r e  a n d  M e d i c a i d .

C a u t i o n  s h o u l d  b e  u s e d  w h e n  t h i n k i n g  t h a t  t h o s e  f a c i l i t i e s  w h e r e
r e v e n u e  d o e s  n o t  c o v e r  t h e  o p e r a t i n g  e x p e n s e s  t h e  c o n s u m e r  is 
r e c e i v i n g  a " b a r g a i n 1’. T h e  f a c i l i t i e s  w h o s e  c h a r g e s  d o  n o t  c o v e r  
t h e i r  e x p e n s e s  t e n d  t o  b e  s m a l l  f a c i l i t i e s  w i t h  o c c u p a n c y  r a t e s  
u n d e r  15%. T h e  c o s t s  p e r  p a t i e n t  d a y  a r e  o n  t h e  h i g h  e n d  
c o m p a r e d  t o  o t h e r  f a c i l i t i e s .  W h a t  w e  h a v e  a r e  f a c i l i t i e s  
w i t h o u t  e n o u g h  u t i l i z a t i o n  t o  b r e a k  e v e n .  T h e r e  a r e  m a r k e t  
c o n s t r a i n t s  p a y o r s  p l a c e  o n  a c u t e  c a r e  h o s p i t a l s .  H o s p i t a l s  
c a n n o t  r a i s e  t h e i r  p r i c e s  t o  c o v e r  w h a t e v e r  c o s t s  a r e  i n c u r r e d .  
I n s u r a n c e  c o m p a n i e s  a r e  n o t  g o i n g  t o  p a y  $ 8 0 0  f o r  a n  a c u t e  c a r e
b e d  j u s t  b e c a u s e  t h e  f a c i l i t y  s p e n d s  t h a t  m u c h  m o n e y .

I t  s h o u l d  b e  n o t e d  t h a t  s e v e r a l  o f  t h e s e  f a c i l i t i e s  h a v e  p u b l i c  
f u n d s  s u p p o r t i n g  t h e m .  S o m e  o f  t h e  f a c i l i t i e s  h a v e  d e b t  s e r v i c e  
p a i d  i n c l u d i n g  i n t e r e s t  a n d  p r i n c i p a l  p a y m e n t s .  T h i s  i n c l u d e s  
C e n t r a l  P e n i n s u l a  H o s p i t a l ,  S o u t h  P e n i n s u l a  H o s p i t a l  a n d  S i t k a  
C o m m u n i t y  H o s p i t a l .  O t h e r  f a c i l i t i e s  i n c l u d i n g  V a l d e z  h a v e  
d i r e c t  o p e r a t i n g  s u b s i d i e s .  A l l  h o s p i t a l s  e x c e p t  H u m a n a  H o s p i t a l  
r e c e i v e  r e v e n u e  s h a r i n g  f r o m  t h e  s t a t e .  W i t h  t h e  h i g h  l e v e l  o f  
t a x  s u p p o r t  in s e v e r a l  f a c i l i t i e s ,  t h e  " s u r v i v a l "  o r  " f i n a n c i a l  
v i a b i l i t y "  o f  t h e  f a c i l i t y  n o  l o n g e r  r e s t s  w i t h  b e i n g  p a i d  f o r  
s e r v i c e s  r e n d e r e d .  T h e  r e v e n u e  f r o m  o t h e r  t h a n  p a t i e n t  c h a r g e s  
i n f l u e n c e  e x p e n s e s .

I n  s u m m a r y ,  t h e  f o l l o w i n g  f a c t o r s  n e e d  t o  b e  c o n s i d e r e d :

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

2. I f  p r i c e s  g e t  t o o  h i g h ,  p a y o r s  w i l l  s i m p l y  r e f u s e  to
p a y  t h e  c h a r g e s .

3. T h e  t w o  m o s t  s i g n i f i c a n t  a r e a s  w h e r e  c o s t s  w e r e
s u b s t a n t i a l l y  a b o v e  C a l i f o r n i a  i n c l u d e  c a p i t a l  a n d
a d m i n i s t r a t i v e  o v e r h e a d .
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I t  a p p e a r s  t h a t  t a x  r e v e n u e s  i n f l u e n c e  e x p e n d i t u r e  
p a t t e r n s  w h e n  a n  e n t i t y  s u r v i v a l  is n o t  d e p e n d e n t  u p o n  
t h e  p a t i e n t  r e v e n u e s  f o r  s u r v i v a l .
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LONG TERM CARE COMPARISONS

E x h i b i t  2 c o m p a r e s  l o n g  t e r m  c a r e  c o s t s  f o r  t h e  f a c i l i t i e s  in 
A l a s k a  t o  t h e  l o n g  t e r m  c a r e  f a c i l i t i e s  i d e n t i f i e d  as C a l i f o r n i a  
H S A  O n e  o r  N o r t h e r n  C a l i f o r n i a .  T h e  d a t a  u s e d  in t h i s  r e p o r t  for 
N o r t h e r n  C a l i f o r n i a  a n d  C o r d o v a ,  K e t c h i k a n ,  K o d i a k ,  N o r t o n  S o u n d ,  
P e t e r s b u r g ,  S o u t h  P e n i n s u l a  a n d  W r a n g e l l  c a m e  f r o m  t h e  A l a s k a  
H o s p i t a l  A s s o c i a t i o n ' s ,  "A S t u d y  o f  T h e  F a c t o r s  I n f l u e n c i n g  A c u t e  
a n d  L o n g  T e r m  C a r e  H e a l t h  C a r e  C o s t s  i n  A l a s k a "  J a n u a r y  1988. 
T h e  d a t a  f o r  D e n a l i ,  O u r  L a d y  o f  C o m p a s s i o n ,  St. A n n ' s ,  a n d  
W r a n g e l l  c a m e  f r o m  t h e  M e d i c a i d  R a t e  C o m m i s s i o n ' s  d a t a  for 1986. 
T h e  t w o  s e p a r a t e  d a t a  s o u r c e s  w e r e  u s e d  a s  t h e  A l a s k a  H e a l t h  
A s s o c i a t i o n s '  r e p o r t  t r e a t e d  e m p l o y e e  b e n e f i t s  d i f f e r e n t l y  in 
f r e e  s t a n d i n g  f a c i l i t i e s  t h a n  it d i d  in f a c i l i t i e s  t h a t  a r e  
c o - l o c a t e d  w i t h  h o s p i t a l s .  T h i s  c r e a t e d  a m a t e r i a l  d i s t o r t i o n  b y  
u n d e r s t a t i n g  t h e  r o u t i n e ,  p l a n t  a n d  s u p p o r t  c o s t s  w h i l e  
o v e r s t a t i n g  a d m i n i s t r a t i o n  c o s t s .  H e r i t a g e  P l a c e  w a s  n o t  
i n c l u d e d  i n  t h i s  c o s t s  s t u d y  a s  t h e  d a t a  f o r  1 9 8 6  d i d  n o t
i d e n t i f y  c o s t s  b y  p a t i e n t  c a r e  a n d  o v e r h e a d .  T h e  b u d g e t e d  d a t a
f r o m  H e r i t a g e  f o r  1 9 8 7  w a s  n o t  u s e d  a s  it is n o t  a r e l i a b l e  
i n d i c a t o r  o f  a c t u a l  e x p e n s e s  b u t  a m a n a g e m e n t  p l a n .

L o n g  t e r m  c a r e  c o s t s  in A l a s k a  r a n g e  f r o m  n e a r l y  90% a b o v e  t h e  
n o r t h e r n  C a l i f o r n i a  a v e r a g e  c o s t s  t o  5 0 0 %  a b o v e  t h e  a v e r a g e  c o s t s  
a v e r a g i n g  a p p r o x i m a t e l y  3 - 1 / 2  t i m e s  t h a t  o f  t h e  n o r t h e r n  
C a l i f o r n i a  l o n g  t e r m  c a r e  s e r v i c e s .

A  r e v i e w  o f  t h e  s i z e  o f  t h e  f a c i l i t i e s  in n o r t h e r n  C a l i f o r n i a  
c o m p a r e d  t o  t h e  f a c i l i t i e s  in A l a s k a  i n d i c a t e s  t h a t  s i z e  is a
s i g n i f i c a n t  f a c t o r  f o r  t h o s e  f a c i l i t i e s  w h e r e  t h e  c o s t s  a r e
3 t i m e s  o r  m o r e  t h a t  o f  t h e  n o r t h e r n  C a l i f o r n i a  a r e a .  H o w e v e r ,  
w h e n  c o m p a r i n g  f a c i l i t i e s  in s t a t e ,  s i z e  o f  t h e  f a c i l i t y  d o e s  n o t  
a p p e a r  t o  b e  t h a t  s i g n i f i c a n t  of a f a c t o r  in t h e  v a r i a t i o n  of 
c o s t s .  T h e  a g e  o f  t h e  f a c i l i t y  a n d  h o s p i t a l  c o - l o c a t e d  
f a c i l i t i e s  h a v e  a s i g n i f i c a n t  i n f l u e n c e .  (S e e  E x h i b i t  3).

T h e  p a t i e n t  c a r e  r o u t i n e  c o s t s  in A l a s k a  r u n  a p p r o x i m a t e l y  2 to 6 
t i m e s  h i g h e r  t h a n  n o r t h e r n  C a l i f o r n i a .  W i t h  t w o  e x c e p t i o n s ,  
C o r d o v a  a n d  P e t e r s b u r g ,  t h e  p a t i e n t  c a r e  c o s t s  in A l a s k a *  r a n g e  
f r o m  $ 4 1 . 5 0  p e r  p a t i e n t  d a y  t o  $ 6 6 . 9 6  a p a t i e n t  day. T h e  t w o  
e x c e p t i o n s  a r e  c o - l o c a t e d  f a c i l i t i e s  w h e r e  o c c u p a n c y  r a t e s  w e r e  
1 3 . 5 %  i n  P e t e r s b u r g  a n d  1 2 . 2 %  in C o r d o v a .  B o t h  f a c i l i t i e s  h a v e  
b e e n  rebu-i.lt w i t h  s t a t e  g r a n t s .  T h e  d a t a  f o r  C o r d o v a  for t h e  
1 9 8 6  y e a r  d o  n o t  r e f l e c t  o c c u p a n c y  in t h e  n e w  f a c i l i t y .

A  r e v i e w  o f  t h e  o v e r h e a d  i n d i c a t e s  t h a t  A l a s k a ' s  o v e r h e a d  r a n g e s  
f r o m  4 0 %  t o  6 8 0 %  h i g h e r  t h a n  n o r t h e r n  C a l i f o r n i a .  C a p i t a l  is o n e  
o f  t h e  m a j o r  f a c t o r s  c o n t r i b u t i n g  t o  t h e  h i g h e r  c o s t s .  T h e r e  is 
o n e  l o n g  t e r m  c a r e  f a c i l i t y  in A l a s k a  w i t h  l o w e r  c a p i t a l  c o s t s  
t h a n  t h e  C a l i f o r n i a  c o m p a r i s o n .  H o w e v e r ,  t h e  r e m a i n i n g  
f a c i l i t i e s  r u n  1 0 0 %  t o  7 5 0 %  h i g h e r  t h a n  t h e  C a l i f o r n i a  base. 
P l a n t  c o s t s  a n d  s u p p o r t  s e r v i c e s  v e r y  c l o s e l y  p a r a l l e l  t h e
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c a p i t a l .  T h e  a d m i n i s t r a t i v e  c o s t s  s h o w  a n  e v e n  g r e a t e r  
d i s p a r i t i e s  s p e c i f i c a l l y  in t h e  f a c i l i t i e s  t h a t  a r e  c o - l o c a t e d .  
T h e s e  f a c i l i t i e s  a r e  C o r d o v a ,  K e t c h i k a n ,  K o d i a k ,  N o r t o n  S o u n d ,  
P e t e r s b u r g ,  S o u t h  P e n i n s u l a  a n d  W r a n g e l l .  T h e  n o r t h e r n  
C a l i f o r n i a  b a s e  r e p r e s e n t  f r e e  s t a n d i n g  l o n g  t e r m  c a r e  
f a c i l i t i e s .

T o  s e e  i f  t h e  b a s e  o f  n o r t h e r n  C a l i f o r n i a  r e p r e s e n t e d  an 
i n a p p r o p r i a t e  c o m p a r i s o n  t o  A l a s k a  l o n g  t e r m  c a r e  c o s t s  f o r  
c o - l o c a t e d  f a c i l i t i e s  w e r e  c o m p a r e d  in A l a s k a  t o  t h e  r e s t  o f  t h e  
U n i t e d  S t a t e s .  T h e  d a t a  w a s  c o l l e c t e d  f r o m  t h e  p u b l i c a t i o n ,  
" H o s p i t a l  S t a t i s t i c s "  b y  t h e  A m e r i c a n  H o s p i t a l  A s s o c i a t i o n ,  19 8 3  
a n d  1 3 8 6  e d i t i o n s .  T h e  c o s t s  r e p r e s e n t e d  1 9 8 2  a n d  1 9 8 5  e x p e n s e s .  
T h e s e  c o s t s  a r e  c o n t a i n e d  i n  E x h i b i t  4. L o n g  t e r m  c a r e  c o s t s  p e r  
p a t i e n t  d a y  in c o - l o c a t e d  f a c i l i t i e s  a c t u a l l y  d e c r e a s e d  b e t w e e n  
1 9 8 2  a n d  1 9 8 5 .  T h i s  m a y  b e  a f u n c t i o n  o f  c h a n g i n g  s e r v i c e s  or 
r e p o r t i n g  r e q u i r e m e n t s  n a t i o n a l l y .  H o w e v e r ,  s i n c e  t h e  d a t a  
r e f l e c t i n g  A l a s k a  c o s t s  c o m e  f r o m  t h e  s a m e  p u b l i c a t i o n  all d a t a  
s h o u l d  b e  c o n s i s t e n t .  T h e  A l a s k a n  c o s t s  w e r e  t w i c e  a s  h i g h  as 
t h e  U n i t e d  S t a t e s  a v e r a g e  in 19 8 2  a n d  2 - 1 / 2  t i m e s  h i g h e r  in 1985.

T o t a l  h o u r s  p a i d  w e r e  a l s o  c o m p a r e d .  In 1982, A l a s k a  w a s  
a c t u a l l y  s l i g h t l y  b e l o w  t h e  n a t i o n a l  a v e r a g e  o f  t o t a l  p a i d  h o u r s  
p e r  p a t i e n t  d a y .  H o w e v e r ,  b y  1 9 8 5  t h e  s t a f f  h a d  i n c r e a s e d  4 1 . 9 %  
p l a c i n g  x t  w e l l  a b o v e  t h e  n a t i o n a l  a v e r a g e .  A s  a r e f e r e n c e  
p o i n t ,  1 9 8 2  i s  '-.he y e a r  b e f o r e  t h e  s t a t e  of A l a s k a  w e n t  on 
p r o s p e c t i v e  r - '■ r  s e t t i n g .

L a b o r  c o s t s  r e p r e s e n t s  a p p r o x i m a t e l y  7 0 %  o f  a .1 l o n g  t e r m  c a r e  
c o s t s .  I t  is i m p o r t a n t  t h a t  in l o o k i n g  a t  l o r g  t e r m  c a r e  c o s t s  
t h a t  t h e  l a b o r  c o m p o n e n t  b e  e x a m i n e d .  List-.d b e l o w  is d a t a  
e x c e r p t e d  f r o m  t h e  A l a s k a  H e a l t h  A s s o c i a t i o n ' s  s t u d y  r e f e r e n c e d  
e a r l i e r  in t h i s  -eport.

T A B L E  O F  H O U R L Y  W A G E  A N D  S T A F F I N G  R A T I O S - L O N G  T E R M  C A R E
F Y  1 9 8 6

n o r t h e r n C a l i  f o r n i a A l a s k a
H o u r s /D n v A v e r a q e  Unqe H o u r s /D a y  A v e r a q e

R o u t i n e  C a r e 2 . 7 3 S 5 .7 2 3 . 2 8 * 1 0 .1 9
P l a n t .1 0 6 . 2 3 .1 0 13 .41
H o u s e k e e p i n g .2 8 4 . 7 2 .3 8 3 .9 2
L a u n d ry .15 4 . 6 3 .1 6 9 . 0 4
0 i e t a r y .4 7 5 .0 5 .6 9 9 . 3 3
S o c i a l  S e r v i c e s . 0 9 5 .7 4 .0 9 13 .3 4
Adm in i s t r a t  i on .3 0 9 . 1 8 .82 14 .91

TOTAL A . 11 5 .5 2

L a b o r  c o s t s  a n d  h o u r s  p a i d  f o r  s e r v i c e  b e t w e e n  f r e e  s t a n d i n g  lo n g  
t e r m  c a r e  f a c i l i t i e s  in A l a s k a  a n d  t h e  n o r t h e r n  C a l i f o r n i a  
f a c i l i t i e s  a r e  c o m p a r e d .  T w o  f a c t o r s  a r e  v e r y  a p p a r e n t  f r o m  t h i s
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c o m p a r i s o n .  F i r s t ,  A l a s k a  h a s  h i g h e r  s t a f f i n g  r a t i o  t h a n  
n o r t h e r n  C a l i f o r n i a  a s  e v i d e n c e d  b y  m o r e  h o u r s  p a i d  p e r  p a t i e n t
da y .  S e c o n d l y ,  t h e  a v e r a g e  c o s t s  p e r  h o u r  o f  s e r v i c e  is t w i c e  as
h i g h  i n  A l a s k a .  T h i s  f a c t o r  s h o u l d  b e  c o n s i d e r e d  in t w o
c o m p o n e n t s  a s  h o u r l y  w a g e  c a n  r e f l e c t  h i g h e r  c o s t s  o f  s a l a r i e s  
p e r  t y p e  o f  e m p l o y e e  a n d  t h e  m i x  o f  s t a f f .  T h e  m i x  o f  s t a f f  is 
h o w  m a n y  R N s  t o  L P N s  t o  A i d e s .

M e d i c a r e  h a s  c o n d u c t e d  e x t e n s i v e  s t u d i e s  o n  s a l a r y  d i f f e r e n t i a l s  
a c r o s s  t h e  c o u n t r y .  I n  A l a s k a  t h e  s a l a r y  d i f f e r e n t i a l  is n e a r l y  
1 6 0 %  i n  A n c h o r a g e  a n d  n e a r l y  1 5 0 %  in t h e  r e s t  o f  t h e  s t a t e .  
M e d i c a r e  i d e n t i f i e j  n o n - u r b a n  r u r a l  C a l i f o r n i a  as a n  i n d e x  of 
1 1 4 %  a b o v e  t h e  n a t i o n a l  a v e r a g e .  S i n c e  A l a s k a ' s  h o u r l y  w a g e s  a r e  
n e a r l y  d o u b l e  t h o s e  i d e n t i f i e d  in C a l i f o r n i a  d a t a ,  it is 
r e a s o n a b l e  t o  a s s u m e  t h a t  t h e  m i x  o f  s t a f f  in A l a s k a  is a l s o  
h i g h e r .  T h i s  r e s u l t s  in t h r e e  c o n d i t i o n s  i n  A l a s k a  f a c i l i t i e s :  
m o r e  s t a f f ,  h i g h e r  s a l a r i e s ,  a n d  h i g h e r  l e v e l  o f  s t a f f .

T h e  c a p i t a l  c o s t s  i d e n t i f i e d  in 1 9 8 6  c o m p a r i s o n  d o  n o t  r e f l e c t
a l l  o f  t h e  n e w  b u i l d i n g  a n d  e x p a n s i o n  t h a t  h a s  o c c u r r e d  t o  d a t e .  
E x h i b i t  5 is a C o m m i s s i o n  p r e p a r e d  d o c u m e n t  i d e n t i f y i n g  t h e  c o s t s  
u p o n  w h i c h  t h e  1 9 8 8  r a t e s  a r e  s e t  a n d  t h e  c a p i t a l  c o s t s  b u i l t  
i n t o  t h e  1 9 8 8  r a t e .  W i t h  n e w  f a c i l i t i e s ,  M a r y  C o n r a d  C e n t e r  a n d  
t h e  C o r d o v a  H o s p i t a l  a n d  l o n g  t e r m  c a r e  f a c i l i t y ,  c a p i t a l  c o s t s  
h a v e  i n c r e a s e d  s i g n i f i c a n t l y .

T h e  l a r g e s t  d i f f e r e n c e s  in c o s t s  f o r  l o n g  t e r m  c a r e  r e l a t e  t o  t h e  
c o - l o c a t e d  f a c i l i t i e s .  In t h e s e  f a c i l i t i e s  t h e  a d m i n i s t r a t i v e  
c o s t s ,  s u p p o r t  c o s t s  a n d  c a p i t a l  c o s t s  a r e  d o u b l e  a n d  t r i p l e  t h a t  
o f  f r e e  s t a n d i n g  i n s t i t u t i o n s .  T h i s  is f u r t h e r  e v i d e n c e d  in 
c o m p a r i n g  t h e  p e r c e n t a g e  as o f  t o t a l  c o s t s  rout i.ne a n d  o v e r h e a d .  
By a n d  l a r g e  C a l i f o r n i a  a n d  t h e  f r e e  s t a n d i n g  i n s t i t u t i o n s  r u n  
a p p r o x i m a t e l y  5 5 %  o v e r h e a d .  C o r d o v a  is o n e  e x c e p t i o n  t h a t  is
a l s o  5 5 %  o v e r h e a d ;  h o w e v e r ,  t h e  r o u t i n e  c o s t s  a r e  t w i c e  t h a t  of
t h e  a v e r a g e  c o s t  i n  A l a s k a .  F a c i l i t i e s  w h i c h  a r e  a t t a c h e d  to 
h o s p i t a l s  c a r r y  a d i s p r o p o r t i o n a t e  b u r d e n  o f  t h e  o v e r h e a d .  T h i s  
h a s  l o n g  b e e n  r e c o g n i z e d  b y  M e d i c a r e  a s  w e l l  a s  o t h e r  s t a t e s .

W h e n  M e d i c a r e  c a l c u l a t e s  its " u p p e r  l i m i t "  o r  s t a n d a r d  o f  
r e a s o n a b l e n e s s .  M e d i c a r e  d o e s  n o t  a l l o w  a l l  o f  t h e  c o s t s  to
c o - l o c a t e d  f a c i l i t i e s  t o  b e  i n c l u d e d  in t h e  u p p e r  l i m i t .  O n l y  
50% o f  t h o s e  c o s t s  w h i c h  a r e  h i g h e r  t h a n  t h e  u p p e r  l i m i t  f o r  f r e e  
s t a n d i n g  l o n g  t e r m  c a r e  a r e  a l l o w e d  i n  t h e  u p p e r  l i m i t .  T h e  
u p p e r  l i m i t  f o r  f r e e  s t a n d i n g  l o n g  t e r m  c a r e  is c a p p e d  a t  1 1 2 %  of 
t h e  n a t i o n w i d e  m e d i a n .  W h e n  t h e  W a s h i n g t o n  S t a t e  C o m m i s s i o n  
d e v e l o p e d  i t s  A c c o u n t i n g  a n d  R e p o r t i n g  s y s t e m s  f o r  h o s p i t a l s ,  a 
s p e c i a l  a l l o c a t i o n  m e t h o d  w a s  d e s i g n e d  f o r  t h o s e  f a c i l i t i e s  t h a t
o f f e r e d  b o t h  l o n g  t e r m  c a r e  a n d  a c u t e  c a r e  s e r v i c e s .  It w a s
r e c o g n i z e d  t h a t  t h e  s t a n d a r d  M e d i c a r e  f o r m a t  f o r  a l l o c a t i n g
o v e r h e a d  a l l o c a t e d  t o o  m u c h  o v e r h e a d  t o  l o n g  t e r m  c a r e .  T h e
c o s t s  c o m p a r i s o n s  u s e d  in t h i s  r e p o r t  a n d  t h e  b a s i s  f o r
e s t a b l i s h i n g  l o n g  t e r m  c a r e  r a t e s  f o r  M e d i c a i d  s e r v i c e s  d o e s  not 
m a k e  a n  a d j u s t m e n t  f o r  t h e  o v e r  a l l o c a t i o n  o v e r h e a d  c o s t s  in l o n g
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t e r m  c a r e .  A l l  l o n g  t e r m  c a r e  o v e r h e a d  c o s t s  a r e  i n c l u d e d  in t h e  
r a t e  s t r u c t u r e .

I n  s u m m a r y ,  t h e  f o l l o w i n g  c o n c l u s i o n s  c a n  b e  r e a c h e d :

1. C a p i t a l  c o s t s  i n  t h e  s t a t e  o f  A l a s k a  a r e  s i g n i f i c a n t l y
a b o v e  t h e  n o r t h e r n  C a l i f o r n i a  c o m p a r i s o n  b a s e .

2. A d m i n i s t r a t i o n ,  p o r t  s e r v i c e s  a n d  r o u t i n e  c a r e  s e r v i c e s  
r a n g e  s i g n i f i c a n t l y  h i g h e r .

3. A l a s k a n  f a c i l i t i e s  h a v e  m o r e  s t a f f ,  h i g h e r  p a i d  s t a f f ,  
a n d  a h i g h e r  s k i l l  l e v e l  o f  s t a f f  t h a n  t h e  c o m p a r a t i v e  
g r o u p s .

4. A l a s k a  u s e s  a s y s t e m  t h a t  a l l o c a t e s  s i g n i f i c a n t
o v e r h e a d  c o s t s  i n t o  t h e  l o n g  t e r m  c a r e  f a c i l i t i e s  t h a t  
a r e  c o - l o c a t e d  w i t h  h o s p i t a l s .  T h i s  a l l o c a t i o n  
i n c r e a s e s  t h e  c o s t s  b y  $ 5 0  t o  $ 2 0 0  a day.

5. S m a l l  s i z e  in f a c i l i t i e s  i m p a c t  o n  c o s t s .



MEDICAID/GRM RATE SETTING

T h e  M e d i c a i d  R a t e  C o m m i s s i o n  e s t a b l i s h e s  h o s p i t a l  a n d  l o n g  t e r m  
c a r e  r a t e s  f o r  s e r v i c e s  r e n d e r e d  t o  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  b e n e f i c i a r i e s .  T h e  M e d i c a i d  r a t e s  a r e  <=■■- ^ b l i s h e d  
t h r o u g h  a p u b l i c  h e a r i n g  p r o c e s s  o f  t h e  M e d i c a i d  R a t e  c o m m i s s i o n .  
T h e  M e d i c a i d  R a t e  C o m m i s s i o n  o p e r a t e s  w i t h i n  r e g u l a t i o n s  
c o n t a i n e d  in 7 A A C  43.

G E N E R A L  P R O V I S I O N S  O F  R A T E  S E T T I N G

T h e  a l l o w a b l e  a n d  u n a l l o w a b l e  c o s t s  c o n s i d e r e d  in r a t e  s e t t i n g  
a r e  t h e  s a m e  f o r  b o t h  h o s p i t a l s  a n d  l o n g  t e r m  c a r e .  C o s t s  a r e  
g e n e r a l l y  d e f i n e d  a s  d a y  t o  d a y  o p e r a t i n g  e x p e n s e s  t h a t  r e l a t e  to 
p a t i e n t  c a r e .  T h e  d a y  t o  d a y  o p e r a t i n g  c o s t s  a n d  t h e  a m o u n t s  
r e c o g n i z e d  s i g n i f i c a n t l y  d i f f e r e n t  t h a n  t h e  m e t h o d o l o g y  u s e d  by 
M e d i c a r e  f o r  d e t e r m i n i n g  a l l o w a b l e  c o s t s .  R e t u r n  o n  I n v e s t m e n t  
is n o t  r e c o g n i z e d  f o r  p r o p r i e t a r y  f a c i l i t i e s .  M e d i c a r e  d o e s  
r e c o g n i z e  R e t u r n  o n  I n v e s t m e n t  b u t  is p h a s i n g  it o u t  in t h e  n e x t  
y e a r .  A l l  i n t e r e s t  a n d  d e p r e c i a t i o n  r e l a t e d  ^ o  p a t i e n t  s e r v i c e s  
is r e c o g n i z e d  i n  t h e  s t a t e  of A l a s k a .  M e d i c a r e  d o e s  n o t  
r e c o g n i z e  a l l  c a p i t a l  c o s t s  in c i t i e s  w h e r e  t h e r e  is m o r e  t h a n  
o n e  h o s p i t a l .

M e d i c a i d / G R M  r a t e  s e t t i n g  s y s t e m  in Alask:. d o e s  n o t  i m p o s e  a n y  
u p p e r  l i m i t s  o r  s t a n d a r d s  t h a t  M e d i c a r e  i m p o s e s .  T h i s  i n c l u d e s  
f u l l  r e c o g n i t i o n  o f  b a s e  y e a r  m a l p r a c t i c e  c o s t s ,  t e l e p h o n e  a n d  
o t h e r  p e r s o n a l  s e r v i c e  i t e m s ,  h o s p i t a l  b a s e  p h y s i c i a n  c h a r g e s ,  
l a b o r a t o r y  o u t p a t i e n t  e x p e n s e s ,  a n d  a m b u l a t o r y  s u r g e r y  c o s t s .  
T h e  M e d i c a i d  R a t e  C o m m i s s i o n  a l s o  d o e s  n o t  i m p o s e  t h e  u p p e r  l i m i t  
b y  f a c i l i t y  a s  M e d i c a r e  d o e s  for l o n g  t e r m  c a r e  f a c i l i t i e s .  A 
r o l l i n g  b a s e  is u s e d  in A l a s k a  t h a t  a d j u s t s  t h e  h i s t o r i c a l  c o s t s  
u p o n  w h i c h  i n f l a t i o n  is a d d e d .  M e d i c a r e  h a s  a f i x e d  b a s e  w i t h  
p e r i o d i c  r e a d j u s t m e n t s .  R o l l i n g  b a s e  in A l a s k a  d o e s  h a v e  s o m e  
l i m i t a t i o n s  in t h a t  a n  i n c r e a s e  o f  n o  g r e a t e r  t h a n  5% p l u s  
i n f l a t i o n  i s  a l l o w e d  b e t w e e n  t w o  b a s e  y e a r s .  L i k e w i s e ,  if a b a s e  
y e a r  c o s t s  d o e s  n o t  i n c r e a s e ,  t h e  f a c i l i t y  is a l l o w e d  t o  k e e p  50% 
o f  t h e  d i f f e r e n c e  u p  t o  5%.

C a p i t a l  c o s t s  i n c l u d i n g  i n t e r e s t  d e p r e c i a t i o n  a n d  p r o p e r t y  
i n s u r a n c e  a r e  r e c o g n i z e d  a s  f a c i l i t y  b u d g e t e d  i t e m s .

N e w  f a c i l i t i e s  a r e  e s t a b l i s h e d  a t  a v e r a g e  c o s t s  w i t h  c a p i t a l
b a s e d  o n  w h a t  t h e  f a c i l i t y  b u d g e t s  f o r  t h e  y e a r  a t  a 4 0 %
o c c u p a n c y  r a t e .  T h e  s e c o n d  y e a r  o f  a n e w  f a c i l i t y ,  t h e  o c c u p a n c y
r a t e  is a s s u m e d  a t  60%. A n y  n e w  b e d s  o r  c o n v e r t e d  b e d s  a
f a c i l i t y  m a y  h a v e  a s s u m e s  t h a t  t h e  o c c u p a n c y  r a t e  o n  t h e  c a p i t a l  
w i l l  o n l y  b e  5 0 %  o f  t h e  e x i s t i n g  f a c i l i t y  o c c u p a n c y .

T h e  p a y m e n t  m e t h o d o l o g y  is v e r y  s e n s i t i v e  t o  t h e  c o s t s  i n c u r r e d  
b y  e a c h  i n d i v i d u a l  f a c i l i t y .  T h e  c o s t s  d i f f e r e n t i a l s  e x p e r i e n c e d  
in A l a s k a  a r e  f u l l y  r e c o g n i z e d  in t h i s  p a y m e n t  s y s t e m  s i n c e  t h e  
a c t u a l  h i s t o r i c  c o s t s  is t h e  b a s  .s f o r  r a t e  s e t t i n g .

- 11 -



I N C E N T I V E S / D I S I N C E N T I V E S  O F  P A Y M E N T  S Y S T E M

H O S P I T A L S

T h e  h o s p i t a l  p a y m e n t  r a t e s  a r e  e s t a b l i s h e d  a t  a p e r c e n t a g e  of 
c h a r g e s  n o t  t o  e x c e e d  1 0 0 %  o f  c h a r g e s .  M e d i c a i d / G R M  p u r c h a s e s  
b e t w e e n  1 0 %  a n d  15% o f  a h o s p i t a l ' s  v o l u m e .  T h e  i n f l u e n c e  o v e r  a 
f a c i l i t y ' s  b e h a v i o r  is m i n i m u m  a t  t h i s  p u r c h a s i n g  l e v e l .  S i n c e  
d a y  t o  d a y  o p e r a t i n g  c o s t s  a r e  p a i d  t o  t h e  e x t e n t  r e v e n u e  c h a r g e s  
c o v e r s  d a y  t o  d a y  o p e r a t i n g  c o s t s ,  t h e r e  a r e  r e l a t i v e l y  f e w  
i n c e n t i v e s  o r  d i s i n c e n t i v e s  t o  a f a c i l i t y  in t a k i n g  c a r e  f o r  
M e d i c a i d / G R M  r e c i p i e n t s .

L O N G  T E R M  C A R E

L o n g  t e r m  c a r e  s e r v i c e s  in A l a s k a  a r e  a l m o s t  e x c l u s i v e l y  p r o v i d e d  
t o  t h e  M e d i c a i d  p o p u l a t i o n .  B e t w e e n  8 5 %  a n d  9 0 %  of a l l  l o n g  t e r m  
c a r e  s e r v i c e s  a r e  p a i d  f o r  b y  M e d i c a i d .  I n c e n t i v e s  a n d  
d i s i n c e n t i v e s  w i t h i n  t h e  s y s t e m  a r e  m u c h  s t r o n g e r  t h a n  in 
h o s p i t a l  c a r e .

I N C E N T I V E S

1. T o  m a i n t a i n  h i g h  l e v e l  of M e d i c a i d  p a t i e n t s  s i n c e  t h e y  
a r e  t h e  " b e s t "  p a y o r .

2. T h e r e ' s  a t r a d e  o f f  b e t w e e n  M e d i c a r e  a n d  M e d i c a i d  to 
c a k e  M e d i c a i d  p a t i e n t s  as i t  is a " b e t t e r "  p a y o r .

3. L a u n c h  l a r g e  c a p i t a l  p r o j e c t s  s i n c e  a l l  c a p i t a l  c o s t s  
a r e  p a i d  in t h e  r a t e  s t r u c t u r e .

4. I n  c o - l o c a t e d  f a c i l i t i e s ,  c o n v e r t  a s  m a n y  b e d s  to l o n g  
t e r m  c a r e  s i n c e  f i x e d  c a p i t a l  c o s t s  g u a r a n t e e d  in t h e  
p a y m e n t  s t r u c t u r e  e v e n  if t h e  b e d s  a r e  e m p t y .

5. K e e p  c o s t s  s l i g h t l y  u n d e r  t h e  a p p r o v e d  r a t e  t o  m a i n t a i n  
m o r e  f l e x i b i l i t y  a n d  " p r o f i t " .

D I S I N C E N T I V E S

1. N o t  t o  f i n d  a l t e r n a t i v e  u s e s  f o r  e m p t y  b e d s .

2. N o t  t o  t a k e  p a y o r s  w h o  a r e  l e s s  t h a n  M e d i c a i d  p a t i e n t  
p o p u l a t i o n .

3. N o t  t o  s t a r t  a l t e r n a t i v e  p r o g r a m s  w i t h i n  t h e  f a c i l i t i e s  
t h a t  w i l l  r e d u c e  t h e  o v e r h e a d  in c a p i t a l  c o s t s  
a l l o c a t e d  in l o n g  t e r m  car e .
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