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HB 367

Lof |

Subject: HB 367
ate: Fri, 15 Feh 2002 15:06:34 -0900 .
From: "Linda Milliken" <linda_milliken@holmail.eom>
To: Representatl_ve_Fred_Dwon@quls.state.ak.us,
Representative_Peggy Wilson@legis.state.ak.us,
Representative_John_Coghill@legis.state.ak.us,
Representative_Gary Slevens@legis.state.ak.us,
Representative_Vic_Kohring@legis.state.ak.us

Dear Representatives,

HB 367, "An Act relating to coverage of children and pregnant women under
the medical assistance program' proves Representative Coghill®"s complete
lack of consideration of women and children in need.

Approximately 4,000 children and 700 pregnant woman in Alaska will lose
their Denali Kid Care health coverage if this legislation is passed.

It is not possible to make enough cuts in our state government to make up
for the our current budget deficit. It is frightening to me that this
legislation attempts to '"'save" the state money by eliminating health care
benefits to Alaskan women and children who desparately need it.

We need a responsible fiscal plan that will bring in additional revenues for

the state. It is time for the majority to muster up the courage to support
such a plan.

HB 367 does noc deserve to see the light of day. Please do not consider it
further.

Sincerely,
Linda Milliken

PO Box 82275
Fairbanks, AK 99708

Send and receive Hotmail on your mobile device: http://mobile.msn._com

211972002 2:34 PM
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Alaska State Legislature

Please enter into the record my testimony to the flousp /168§
committee name
Committee on fiB 3G7 dated £ - [tf-O X
bill #/ subject
Signed: Chances
Testifier
Sscp

Representing (optional)

3CS3S B#Aj)F6&jb Ab S te&o/JI, AK 99673,
Address

90->) 3.C2- S//S

Phone number



Additional comments on HB367 for POM to be FAXed to the members of
the House Health, Education A Social Services Committee.

This Bill's efforts to reduce State expenditures are to be commended but
why is it that the lowest on the totem pole are always the first to be the
targets of reduction in services? The statistics developed by the Dept, of
Health and Social Services and Representative Coghill's office are
impressive but they do not bring to light the human suffering of those on
the low end of the financial chain. This was brought out in the many personal
accounts of the need for Denali Ked-Care benefits that were presented to
the Committee on the teleconference of February 14, 2002. It is possible
that there is some abuse of the program by individuals. 3y proper
administration and supervision these can be reduce or eliminated.

What is to happen to the number of children (3821) and pregnant
women, carrying a living child, (722) who will lose coverage by enactment of
HB367? Past experience has shown that they will wait until the last moment
when their ailments are most serious to report to emergency services for
treatment that will cost infinitely more that if taken care of inatimely
fashion.

It is estimated that the State will save $5 million by implementation
of this bill but will lose $11.9 million in federal aid. This does lot seem to be
a very advantageous arrangement.

Our youth are our treasure, and the future leaders of our State and
Country. We are going at great lengths to insure they receive an adequate
education. Insuring their health will make the education expenditures even
more valuable.

It has been said that the measure of a civilized society and culture is
the way in which they treat their most vulnerable members, certainly these
children are vulnerable and in need of our compassion and aid.

I respectfully request the Committee to oppose HB367. /

» duM Us
Charles M Quarre’
gquar@alaska.com
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PROTECT AND DEFEND ALASKA'S CHILDREN: ,

, Den?,ll Kid Care SEDKC Iﬁa matter of ||f? and ?eath to many of Alaska's children.
Timely application of medical therapy, psychalogical counseling, ‘and psychiatric care
can prevent spread of diseases, accidents, crimes, and suicide attempts, which would
otherwise result jn much higher costs that the State would have to pay to hospitals,

R[I ons, and institutions, Cutting the number of Denall Kid Care recipients is saving a

Ickel at the cost of a dollar. _ _

There are times when a good Reﬁubllcan must place childrens’ health and
States’_res[{)onmbllﬁtgsand rghts-at a hl% er priority than thrifty bud%etmg. Qur Alaskan

epublicgn Party has a good reputation. Please protect our rePut lon Rerﬁe 0,
ecome t e_Par that attempts to balance Alaska's budget on the backs of Alaska's
neediest children.

BrwcilL Hmirfctrson
fo Bo* Wan
Homé&r, AK
23B- LV iz



A United Way Community Partnership

P.0. I'ox 141689 Anchorage, AK 99514-1689
3350 Commercial Drive, Second Floor

Phone: (907) 563-1923 Fax: (907) 563-1959 DRAFT

Email: probinso@childcareconnection.org

Resolution in Support of Funding f062D4enaIi KidCare at the Current Level
2002-

Whereas, in 1996 more than one out of every three children 17dyears old or younger in the
United States were not covered by private health insurance; an

Whereas, in 1997 Congress adopted the State Child Health Insurance Program (S-CHIP), which
allows states to access federal Medicaid funds to provide insurance for uninsured children in
working and non-working families. Approximately 71% of the cost is from the federal

government; and

Whereas, Denali KidCare, as Alaska's CHIP, began offering health care insurance coverage
March 1, 1999 to uninsured Alaskan children and to pregnant Alaskan women; and

Whereas, many employers are not able to pay for dependent health care insurance dueto
continuously rising cos.'sL2 nor are the employees able to afford the coverage asemployer shift

more or all of the costs to the employees3; an

Whereas, a family of four qualifies if their family income is less than $44,140 per year (§3678
per month); and

Whereas, between its incePtion and June 2000, over 15,000 additional Alaskan children from
low-inconie working families have health insurance through Denali KidCare4; and

Whereas, the availability of Denali KidCare has aIIowed_,oarents formerly on welfare to obtain
paying jobs without fear of loosing coverage for the.r children; and

Whereas, insured children are more likely to receive well-baby/well-child care, adequate and
timely immunizations, and have health care problems discovered and treated earlier; and

1Alaskan businesses report a 10% increase in premium rates from 2001 to 2002. Credit Suisse First Boston, 2002 Benefit Manager Survey, 15
January 2002,34.
2The percentage of Anchorage employers paying the full cast of benefits for their employees has decreased by over 50% in the last 8 years for
businesses with more than 50 employees, to about 20%. Catherine Schumacher, Anchorage Access to Health Care Coalition Health Insurance
Benefits Survey, September 2001
3 At least 30% of surveyed Anchorage businesses pay none of the dependent health insurance premium costs. The average additional dependent
premiums cost 5340 per month.  Ibid.

Alaska Department of Health and Social Services, Welfare Reform Status Report 2000, available from
www.hss siate Alaska.iis/piil>lieations/3annrennrt.ndf: accessed 20 September 2001


mailto:probinso@childcareconnection.org
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Whereas, for every dollar spent on prenatal care, more than three are saved in lower costs for
treating the consequences of low birth weight and prematurity5; and

Whereas, early and consistent prenatal care decreases the risk of death or disability for both the
mother and child;

Whereas, uninsured Alaskans are more likely to use expensive emergency room services and to
have more serious health problems once they do get treatment; and

Whereas, non-profit health care providers have experienced a continual rise in uncompensated
care. For example, Anchorage Neighborhood Health Center has experienced an increase of 43%

from 1997-2000 ($646,000)°; and

Whereas, the current cost per year to the State of Alaska for Denali KidCare is $552 per child
and $4580 per pregnant .voman and newhorn child until 2 months old; and

Whereas, if the change in eligibility from 200% of Federal Poverty Level to 150% gfoes into
effect, it is estimated that 3821 children and 722 pregnant women and newhorns will lose health

care coverage; and

Whereas, the State of Alaska will save approximately $5 million dollars, but will give up almost
$12 million in matching Federal funds;

Whereaz, these 4543 Alaskan will increase the pressure on health providers for uncompensated
care; an

Whereas, absences from school and undiagnosed or untreated hearing, vision, dental, or health
problems negatively affect the children’s ability to learn and increase the schools’ costs for

remediation:

Therefore, be it resolved, that the Success By 6 Governance Board strongly urges the Alaska
Legislature to continue to accept Alaskans with up to 200% of the Federal Poverty Rate for the

Denali KidCare Program.

Approved via email distribution by the Success By 6 Governance Board on February 20, 2002.

€mh Ua0C
Ernie Hall, Chair

5Center for Health Economics Research, Access To Health Care, 1993,
6 Anchorage Neighborhood Health Center, Newsletter June/July 2001, page 2



HSB367- Please vote down!

Subject: HSB367- Please vote down!
Date: Wed, 20 Feb 2002 21:10:24 -0500 (EST)
From: " <kkerlinl@excite.com> _

To: Representat!ve_Pegdgy Wilson@legis.state.ak.us, _ _ _
Representative_Fre _Dﬁ/s_on@Iegl_s.state.ak.us, Representative_John_Coghill@legis.state.ak.us,
Representative_Vic_Kohring@legis.state.ak.us,
Representalive_Gary_Slevens@legis.stale.ak.us,
Representative_Sharon_Cissna@Iegis.state.ak.us,

Representative_Reggie Joule@legis.state.ak.us

Dear HESS committee members,

| am writing to express my concern over the HB367 proposal to make cats in the Denali KidCare bud?et.
The number of children/families this would negatively effect is very significant and Alaska can not afford
to have so many of it's children not having their basic health and safety needs met. So mani/) Jf us are
working diligently to assist children and families to develop in positive ways. This can not be done if
children are unhealthy and can't get the services they need.

Nationwide, the amount of mental health problems among even our youngest children is at an all time
high. The agency | work for recently surveyed child care providers in Alaska and found that their primary
training and consultation needs revolve around serving children who experience emotional and behavioral
health problems. If these children and their families can't have access to basic mental health services at an
early age, they are very likely to develop permanent mental health illnesses as adults that often cause a
much greater burden upon society than dollars spent on preventive services, such as DKC.

| strongly urge you to vote this bill down and not approve its proposal. Thank you for considering my
request.

Sincerely,

Kimberly Kerlin, MA
Mental Health Consultant
1540 Russian Jack Dr. #13
Anchorage, AK 99508
(907)563-1973

212212002 4:08 PM
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HB 367

Subject: HB 367
Date: Wed, 20 Feb 2002 16:57:16 -0900 .
From: "Peggy Robinson" <probinso@childcareconnection.org>
To: <Representative_Sharon_Cissna@legis.state.ak.us>,

<Representative_John_Coghill@legis.state.ak.us>,
<Representative_Fred Dyson@legis.state.ak.us>,
<Representative_Reggie_Joule@legis.state.ak.us>,
<Representative_Vic_Kohring@Icgis.state.ak.us>,
<Representative_Gary_Stevens@legis.state.ak.us>,
<Representative_Peggy Wilson@legis.state.ak.us>

Dear Members of the House Health, Education, & Social Services Committee:

Attached is a resolution by the Success By 6 Governance Board in support of
keeping the 200% of Federal Poverty Level threshold for income eligibility
for Denali KidCare. Due to your committee considering HB 367 tomorrow, our
chair, Ernie Hall, authorized me to send you this email version - a hard
copy one will be arriving in the mail later.

Please keep this bill in committee - the prevention and early detection of
health and wellness problems in children pays for itself many times over
during their lifetime. Families with Incomes up to 200% of the Federal
Poverty Level do not have enough discretionary income to pay for dependent

health insurance coverage.
Thank you for your work for children.

Peggy Robinson, Director

Success By 6 Initiative

P.0. Box 141689

Anchorage, AK 99514-1689
(907)563-1923 phone (907)563-1959 fax
probinso@childcareconnection.org

Name: Resolution to keep 200% Income
Level.doc
Type: WINWORD File
~ (application/msword)
Encoding: base64 .
Download Status: Not downloaded v/ith message
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Subject: HB 367
Date: Wed, 20 Feb 2002 14:17:12 -0900

From: "Jonalyn Najera" <Iill(¥loop)’@ ci.net>
To: <Representative_Fre _Dyson(gIeg|s.state.ak.us>

To whom it may concern:
| testified on Feb. 14th against HB367. If this bill was approved it would devastate my

family. My 8 year old daughter is diagnosed with a mental iliness, early onset bipolar
disorder. Without Denali Kid Care |I would not be able to treat her. Her mental health
costs alone last year were in excess of at least $25,000, as a conservative estimate.
This does not include the costs of her pediatrician, her eye problems, or the dentist. |
also have another child that needs her regular child visits to the doctor.

We are a working family, and also in the Naval Reserve. We make approximately $42,000 a
year before our dividends. We do NOT live an extravagant lifestyle in the least bit....we
can barely afford groceries on a regular basis. We struggle to buy clothes for school each
year, and doing ANY sports activities or entertainment things for our children DO NOT
happen, because we cannot afford them.

My husband receives insurance for HIMSELF only, through his employer. For myself and
our children to get insurance it would be from $800-$1000 a month, PLUS co-pays and
deductibles. There would be no possible way for us to afford any of this. Even in the
event that we did have insurance, and could afford the co-pay's and

deductibles insurance companies really limit mental health issues. Most insurance
companies limit your mental health visits from 8-20 visits a year. My daughter exceeds
this in one month.

Having medical/mental health insurance for my daughter isa MUST HAVE thing. The
suicide rate of bipolar kids is 25%! My daughter, at the age of 7 started being suicidal.
Without the proper medications and therapy, the possibility of her taking her own life is
TOO high to risk.

PLEASE MAKE THE RIGHT DECISION AND OPPOSE THIS BILL!" YOU COULD BE
SAVING MY DAUGHTER'S LIFE AS WELL AS MANY OTHER SICK CHILDREN!!

Thank you for your time,
Jonalyn Najera
349-1304
lillyloopy@qci.net
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HB 367: Medical Assistance Program Coverage

Subject: HB 367: Medical Assistance Program Coverage
Date: Wed, 20 Feb 2002 11:38:29 -0900
From: "Lewis, Sarah" <slewis@kumin.alaska.com>
To: cepresentative Fred Dyson@legis.state.ak.us>

Dear Representative Dyson,

as a mother and a member of Alaska's professional community, as well as a person highly interested in positive social
policy for Alaska’s children:

I urge you not to dSS HB 367 out of the House HES committee. Please, keep Denali KidCare ellglblllty

intact at 200% of the Federal poverty level.

Routine prenatal, infant, and childhood medical care are crucial for the health of Alaska's children. | understand from
contacts in Juneau that you are truly concerned about the welfare of children, and | believe them. | also understand
your concern about Alaska's fiscal difficulties, as | share them. Attempting to save the 5 million dollars spent on health
care for children is an inefficient and short-sighted way to alleviate budget shortfalls. We save 5 million, but lose 11.9
million in Federal dollars coming into the state's economy. Further, we end up spending more than 5 million dollars
when working families, unable to afford sky-rocketing insurance premiums and deductibles, are forced to apply to the
state for assistance (to pay for the medical care or for the ether neo >ssiti€ . neglected in order to pay for medical
costs). Emergency medical care will continue to be necessary (even more so as routine care is eliminated due to cost
constraints) even if eligibility for Denali KidCare is reduced. Itwill not go away, and will end up on the State's tab, with

no Federal assistance in most cases.

The passage of this bill would hurt two groups of Alaskan citizens whom | know you support: Children and
working families. It has been shown that prenatal care is the single most cost-effective health care expenditure.
Children with health care coverage are more likely to receive well-baby/well-child care, adequate immunizations, and
have health care problems discovered early. It does r.ot make fiscal, public health, or social welfare sense to reduce
the coverage of Denali KidCare. It is a program all Alaskans should be proud of and support at the level itis piesently

funded.

Thank you for your consideration,

Sarah R-P. Lewis, AIA, CDT
1551 Sunrise Drive

Anchorage, AK 99508
907-274-8844
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Fw: Voice from He front line

Subject: Fw: Voice from the front line
Date: Wed, 20 Feb 2002 23:45:21 -0900 _
From: "Bill and Ruthe Schoder-Ehri" <lovenest@ptialaska.net>
T0: <Representative_Fred Dyson@legis.state.ak.us>
CC: <Representative_John_Coghill@legis.state.ak.us>,
<Representative_Vic_Kohring@legis.state.ak.us>,
<Representative_Gary_Stevens @ legis.state, ak.us>,
<Representative_Sharon_Cissna@legis.state.ak.us>,
<Representative_Reggie Joule@legis.state.ak.us>

Dear Representative,
Your work is so important, and so is mine.

I am a nurse working in the villages around the Chugach region.
I've been a public health nurse in urban King County (Seattle area) and a maternal-child health nurse for over 25

years. | feel so proud of Alaska's Denali Kid Care program since returning to Alaska five years ago. | fully support all
the "up front" dollars that are spent by Alaskans to provide quality prenatal care , safe deliveries and early newborn
care. We are making a big difference in the health of families. Hard to prove; easy to forget.

It seems short sighted to even propose cutting this program.

PLEASE please consider the implications in a reduction of so many federal dollars and the impact on individuals and
babies that need attention in order to prevent more problems in the future.

I urge you to reject any cuts to Denali Kid Care recipients!

From the front lines, for the little ones and the women who are low and middle income, |ask you to care. Keep the
current funding levels-our state can afford the cost of prevention.

Thanks!

Ruthe Schoder-Ehri, R.N., PHN
480 Grubstake Avenue

Homer, Alaska 99603
(907)235-1504

Lof | 2/23/2002 5:16 PM
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Alaska’'s Federal Poverty Level

(FPL) Eligibility Guidelines

Care

Income standards effective April L, 2001
NOTE Ail unixirn child ol a pregnant wonaa\y*x.oiuital~frH|je lanii > si:e tor prcgiuug”womarrci-w”aj,

Monthly Income

Fg<|ds with no msur
regnant women WI

Keﬁ Points
+ino'iac iigurcs above are gross ineome (belorc laxes are taken ouu

«income eligibility is generally based on ineome lor the 30 days prior to the processing oi
the application

< \ standard deduction per month lor work expense and a standard deduction per month
mr dependent care expense may apply

& Permanent Fund Dividends arc not counted as income.

& Anyone can apply for her/himsell or on behalf of a child or teen.

&ix neeligibility is determined based on biological or adoptive parent income
<c.hilclrcn with other insurance may still be eligible.



February 13,2002

Dear Rep. Coghiil

Il have just been informed of a proposition that istrying tobe
passed thatwould eliminate Denali Kid Care. ljustwant to share a
little story ofhow beneficial Denali Kid Care to our family and
why thiswould be a devastation ifthis bill passed.

We moved toAlaska in 799, at that time we did not have health
insurance. We had 4-year-old daughter and 1-H year old twins.

We couldnot afford die $600+ amonth for insurance we would
have topay through COB R A to continue insurance. We qualified
for insurance for our children through Denali Kid Care.

Three months afterwe arrived in Alaska, itwas discovered that
our oldest daughter Darci, who has Down Syndrome, would need
open-heart surgery to correct a birth defect inher heart. Since that
type of surgery cannot be performed here inAlaska, we had togo
to Portland for the Surgery. I cannot praise enough the quick -
hassle free response thatwe received forms Denali Kid Care.
Darci had surgery, came through itjust fine and isnow a healthy
0 Vi year old going to lstgrade. Darci continues to have multiple
health care concerns that are associatedwithDown Syndrome, but
I feel likewe are a success story.

We now have insurancewithmy employer and are getting
back on our feet. But, you can imagine the expense we would
have had toundergo for such procedures and Ido not feel we
would be where we are today without the assistance ofDenali Kid
Care.

This isjust one of the stories that  have about the benefits of
Denali Kid Care, with a family of 3 littlegirls I have many. But,
please understand, that families likemy own, that just need a little
help to getback on their feetwould probably suffer themost from

this bill passing.

Sincerely, Dana Owens.

|Sv
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TONY KNOWLES, GOVERNOR

DEPARTMENT OF HEALTH sc SOCIAL SERVICES 080X 110660

P.0. BOX
JUNEAU. ALASKA 99811-0660
EEONE: 907)465-3355

N
MEDICAL CAREADVISORY COMMITTEE X: 907) 465-2204

February 12, 2002

The Honorable Fred Dyson
Alaska State Legislature
Capitol Room 104
Juneau, AK 99801

Dear Representative Dyson,

On behalf of the Medical Care Advisory Committee, | would like to express the
committee’s concern regarding House Bill 367. Required by federal law, the Alaska
Medical Care Advisory Committee is responsible for advising the State's Medicaid
agency on policy and program changes to the Medicaid program. The committee
members include health care consumers arid providers from across the state of Alaska.

The Medical Care Advisorg Committee has had the opPort_unity to provide input to the
Department of Health and Social Services on the Denali KidCare program throughout its
development. We have heard from consumers and providers about their experiences with
the Denali KidCare program. From our review, we learned that the progr_am has been
overwhelming successful in reachln? needy families and has contributed immensely to
the stability of these families. We also learned that parents were able to stay employed
even if their children got ill because their children had health care coverage through the
Denali KidCare program. These families feel _emﬁ_owered that they can both maintain
employment and provide the right care for their children.

From the beginning, the Medical Care Advisory Committee supported the development
of Denali KidCare program for a number of reasons. Numerous studies have documented
that the percentage of children without health insurance has grown rapidly in recent
years. Contributing significantly to the declining trend in health insurance is the decline
In employer financial support for health care coverage for their employee's dependents,
Families who meet the income el|g|b|l|ty quidelines for Denali KidCare often do not have
the option of an empIO}/er financed health insurance ﬁlan for their dependents, and even if
they do, they can not afford to pay their share of the health care premiums, deductibles,
and copayments. The Medical Care Advisory Committee knows that children without
health care coverage are six limes more likely to go without needed medical care, five
times more likely to use the hospital emergency room as a regular source of care, and
four times more likely to have necessary care delayed. It is important to a child's



development that they receive appropriate medical care. If a child develops a chronic
health problem, studies have shown that it can affect that child's health and well being for
decades to come and children, especially young children, should receive annual doctor
visits to monitor their growth and development. Children without health care coverage
are also more likely to be missing some of their immunizations.

For these reasons, the Medical Care Advisory Committee strongly supports the Denali
KidCare program and urges the Legislature to maintain the current eligibility for the

program.

Sincerely,

A M |

Patti Hong, RN

Chair
Medical Care Advisory Committee members:
David Alexander, MD, Anchorage Patti Hong, RN, Anchorage
Sam “Lavada” Bush, Fairbanks Greg Johnson, DDS, Fairbanks
Jim Culley, Valdez Brenda Knapp, Juneau
Marie Darlin, Juneau Marilyn Modes, Palmer
Kathy Dillard, Kodiak Karen Pearson, Juneau

Gary Givens, R.Ph., Anchorage
Angela Gonzalez, Anchorage

cc.  House Health, Education, and Social Services Committee, Alaska State
Legislature
Governor Tony Knowles
Commissioner Jay Livey



COVENANT HOCISE 1 Q ALASKA

Speaker: Anthony M. Lombardo
Director of Advocacy

Date:  02-14-2002
Re:  Testimony on HB 367, House HES committee

Covenant House Alaska has secured information from the administrators of Denali Kidcare regarding the
specific effect of a rollback of the coverage level from 200% to 150% of poverty level as proposed O
OUR SPECIFIC CLIENT POPULATION, NAMELY TEENS 13-19 YEARS OLD.

The information received indicates that 3316 teena?ers statewide will lose their coverage if the rollback is
introduced. Covenant House Alaska champions better health and living conditions for all teens, but
especially for homeless an' at risk kids. Removing health coverage availability from uninsured, qukinq
single parent and moderately low income families will do nothing to help our kids in Alaska and will only
worsen the situation of the Kids at Covenant House. For this reason alone, Covenant House Alaska opposes

the rollback.

In addition, there has been a lot of discussion regarding the math of this program. | understand the state
statistics to be that v/e pay 5 million dollars of state funds to receive 12 million dollars of federal funds.

Apparently, those funds cover 26,935 enrollees of which about é40%)10,457 are Alaska Natives. We are
reimbursed for their participation 100% and the Native Health Community apparently derives other
benefits by participating in the program.

ImaKNOT understand the math, But | think THAT MEANS APPROXIMATELY 40% OF OUR 5
MILLION DOLLARS COMES BACK TO THE STATE. DUE TO THE NUMBER OF ALASKA

NATIVE PARTICIPANTS.

SO THEN, IT SEEMS WE ARE REALLY ONLY SPENDING ABOUT 3 MILLION DOLLARS TO GET
12 MILLION DOLLARS OF FEDERAL INCOME.

THAT'S A 4X RETURN ON OUR DOLLAR IN CAPITAL, available for health care in this state.
THAT'S QUITE AN ASSET. Iwish I could find a mutual fund that would do that. AND WE ARE
INSURING 26935 ALASKANS. Not exactly your wasteful government program.

We believe dis-investing in such a successful asset isa bad idea. And personally, ifyou would like to
dispose of such an income generating asset, I'd like to bid at the auction.

Thank you.

MAILING: PQ.BOX 154 - AAKASBI0-40



March 1, 2002
House HESS Committee

Representative Fred Dyson, Chair
Representative Reggie Joule
Representative Fred Dyson
Representative Peggy Wilson
Representative John_Coghill
Representative Gary_Stevens
Representative Vic_Kohring
Representative Sharon_Cissna

Dear Committee Members:

lwrite to voice my objection to the current HB 367, which changes the qualification
provisions of the “Denal1 Kid Care Program’L

Essentially, the qualification level required of different locations in Alaska are not
addressed In the change proposed InHB 367. Currently, a family of four in need of
assistance would qualify for the Denali Kid Care program. Both an Anchorage and Bush
Alaska family would qualify under the existing rules. In the proposed rules for
qualification, where the poverty level iIsmoved to 1.5 times the federal poverty lewel, the
Anchorage family sall qualifies but the bush family would not qualify for the assistance.

Please see the attached spreadsheet that shows this anomaly.

There Isno integrity in poverty level changes while a regional anomaly exists in the
Systenm.

Thank you for your time.

Eben Hopson Jr.
Arctic Slope Native Association, Ltd.






Health, Education, and Social Services Committee

Alaska State Legislature

House of Representatives

HB 402 "An Actrelatingto W elfare Reform?”
Sponsor Statement

While die Department of Public Assistance has made strides in the application of welfare reform, lessons
have been learned, and insight has been gained, that led us to propose a tune-up of public assistance.

The intent of HB 402 is to align department program operations with the work-first philosophy that has
been held up by all of us as die goal. One of die key premises of titis philosophy is that die labor market is
die best test of an individual’s employability. Another is that all individuals are capable of moving
diemselves and their families toward self-sufficiency. A third is diat “real job” experience is die best way
to specifically identify training needs.

HB 402 has made changes diat in general terms:

* Implementabroader and more responsive diversion process to assist families to avoid
dependency on cash benefits;

« Strengdien die “up-front message” to clients diat public assistance is as much about
employment as it is about providing <ash benefits;

« Provide more consistent guidance widi regard to assessment, emphasizing die utilization of
the labor market as the best test of employability and a family strengdi-based approach
versus an approach that emphasizes pre-determining family barriers;

« Implementamore complete subsidized wage program and expanding community service
for those unable to obtain unsubsidized employment.

Alaska State Capitol, Room 106 =Juneau, Alaska 99801
(907) 465-3759 phone =(907) 465-4587 fax



22-LS1431\C.1
Lauterbach
2114102

AMENDMENT

OFFERED INTHE HOUSE BY REPRESENTATIVEDYSON
TO: HB 402

Page 19, lire 31, following ""(0)":
Insert "beginning on the date the department makes a finding that the family is

not in compliance under this subsection,”

Page 20, line 9, following "(2)'":
Insert "beginning five months after the date the department made the finding that

the family was not in compliance under this subsection,”

Page 20, line 20, following "(3)'":
Insert "beginning nine months after the date the department made the finding

that the family was not in compliance under this subsection,”



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number;
2002 LEGISLATIVE SESSION Bill Version: HB402
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected] Health & Social Services
Title: RELATING TO THE ALASKA TEMPORARY ASSISTANCE BRU: Public Assistance

PROGRAM Component: ATAP
Sponsor: HOUSE (HES) ~
Requestor: house_(HES) Component Number: 220
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts, do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( 0 ) |
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health
Other (Specify Type--do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost:
Check this box (X) if funding for this bill is included in the Governor's FY 2003 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page ifnecessary)

Although this proposed legislation may allow more than 20% of the eligible ATAP caseload to receive
benefits beyond 60 months, there are no projected financial impacts, The ATAP program isfunded in
part by the federal TANF block grant which does not vary regardless of the number of families served.
Also, federal law requires the State to contribute a fixed amount of state funds toward the program,
called maintenance of effort (MOE). Additionally, the provision that will allow the Department to offer
transitional supportive services to clients no longer receiving a cash benefit will result ismore families
remaining off the program, thus reducing costs in the Temporary Assistance benefits component.

Prepared by:  Jim Nordlund Phone 465-5835
Division Public Assistance Date/Time 02/13/2002
Approved by: Elmer A. Lindstrom, Deputy Commissioner Date 02/14/2002
Agency Department of Health & Social Services

For distribution information, call the Governor's Legislative Office

0.0

0.0

(Rev2i20LOVG Page 1 ofJ



HOUSE COMMITTEE REPO]

ggte Referred to Committee: February 11, 2002 FURTHER REFERRALS: Finance

Date of Committee Action:

The HEALTH, EDUCATION AND SOCIAL SERVICES Committee considered: HB 402
HOUSE BILL NO. 402 ALASKA TEMPORARY ASSISTANCE PROGRAM

"An Act relating to diversion payments, wage subsidies, cash assistance, and self- sufficiency services provided
under the Alaska temporary assistance program; relating to the food stamp program; relating to child support
cases that include persons who receive cash assistance or self-sufficiency services under the Alaska temporary

assistance program; and providing for an effective date."
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ALASKA STATE HOUSE OF REPRESENTATIVES

Session Contact:

Interim Address: @0N)-456-3719
119 N. Cushman, Suite 211 FAX# (907)-465-3258
Fairbanks, AK 99701 State Carlntol
(QON)-46-5381L Room 102
Faxtt (QO7)-45-25

REPRESENTATIVE JOHN COGHILL

Memorandum

Date: March 21, 2002

To: Terri Lauterbach, Leg Legal x
From: Rynnieva W. Moss, Legislative Aide

Re: Work Order 22-LS1389VA) HB 407 CON s

Representative Coghiil would likeaCS with the following changes:

1 Exempt psychiatric beds and nursing homes from Section 1

Require the Department to st a time limit in regulation for determination of the

completeness of a certificate of need application.

3. Require that a CON must be approved or denied within 120 days of when the
application isdetermined to be complete.

4. Require the department to set limits and procedures in regulation for when a public
hearing must be held.

5. Amend AS 18.07.031(c) to allow all fecilities requiring CON ’s to relocate without a
new CON as long as the replacement fecility does not increase bed capacity, number of
categories of services, or new categories of service.

6. Amend AS 18.07.031 to provide that a fecility can be replaced on the same site without

obtaining a CON as long as the replacement fecility does not increase bed capecity,

number of categories of services, or new categories of service. You mentioned that ifa
facility was destroyed, they would no longer be in business and could require a new

CON process to replace the fecility.

Fold AS 18.07.041 fecilities into AS 18.07.043.

8. Provide that this act applies t applications for certificates of need intially filed after

the effective date of the Act.

N

N

[t<:presentative_Julm_Coj>lull@LEGIS. stutc.ak.as



ALASKA STATE HOUSE OF REPRESENTATIVES

/v°F Session Contact:
Interim Address; 3719
1nl‘§nliln. Cusrﬁsr?]an, Suite 211 FA(X%.—SZSS
Fairbanks, AK 99701 State Capitol
QOn)-46-5381 Room 102
Faxt (Q07)-46-2%5 \"§32i"7

REPRESENTATIVE JOHN COGHILL

Memorandum

Date: March 21, 2002

To: Representative Fred Dyson, Chairman
House Health & Social Services Committee

From: Representative John Co
Re: HB 407 CON %

I am requesting that HB 407 “Relating to Certificates of Need” be scheduled as soon as
possible for a hearing before the House HESS Committee. Ihave enclosed relevant back up

for the bill.

Thank you for your consideration.

Representative John”ogliilltff'LKCIS.slate.nk.ns



FISCAL NOTE
é hjcai Note Number.

SESSION Bill Veersion: HB407
() Publish Date: ~

STATE OF ALASK
2002 LEGISLATIV

Revision Date/Time (Note if correction): Dept. Affected: Health & Social Services
Title: RELATING TO CERTIFICATES OF NEED BRU: Medical Assistance

Component: Medicaid Services
Sponsor: COGHILL ~
Requestor. HOUSE (CRA) Component Number 2077

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 Fy 2007 | FY 2008
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Clains 7320 30.223.7

Miscellaneous
TOTAL OPERATING 732.0 30,223.7 35,361.7 41,373.2 48,406.6 56,235.7

35,361.7 41,3732 48,406.6 56,235.7

CAPITAL EXPENDITURES

CHANGE INREVENUES ( 0 ) |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts 4265 17,6135 20,6052 24,1082 28,206.5 32,7685
1003 GF Match 305.5 12,610.2 14,756.5 17,265.0 20,200.1 23.467.2

1004 G-
1005 GFH/Program Receipts
1037 GF/Mental Health

Other (Specify Type--do not abbreviate)
TOTAL n 7320 30,223.7 35,361.7 41,373.2 48,406.6 56,235.7

Estimate of any current year (FY2002) cost:
Check this box (X) if funding for this bill is included In the Governor's FY 2003 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page ifnecessary)
This bill would exempt from Certificate of Need (CON) any facility construction, alteration or addition of
health services if the activity occurs in any community with a population in excess of 55,000 (Anchorage,
Fairbanks or Mat-Su). The bill would eliminate 2/3 of the current CON reviews and allow extensive
construction to occur in the most urban areas of the state, where there is already significant capacity of
health care services and a number of CONs filed. This fiscal note assumes that all the CONSs on file will

be built.

The Medicaid Rate Advisory Committee estimates that a hospital capital expenditure of $10 million
amortized over 15 years at a Medicaid utilization rate of 20% will result in $150.0 annual operating cost
for the Medicaid Program.

Prepared by:  Nancy Weller Phone 465-3355

Division Medical Assistance Date/Time 02/28/2002
Approved by:  Elmer A. Undstrom. Deputy Commissioner Date 03/04/2002
Agency Department of Health & Social Services

For distribution Information, call the Governor's Legislative Office
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FISCALNOTE

STATE OF ALASKA BILL NO. HB407
2002 LEGISLATIVE SESSION —
ANALYSIS CONTINUATION

Nursing Facilities in the state average 80% occupancy, and a 20 bed nursing home will cost Medicaid an
additional $2.5 million annually. There are currently pending 165 nursing home beds, and 44 acute

psychiatric beds.

What is not reflected here are all of the other projects unknown to the Department that may be build if
there are no controls on new beds or services. Unrestrained construction of these facilities could cost
the state $30 to $50 million in new funds every year in Medicaid costs.

Potential New Beds if CON is Exempted for Anchorage, Mat-Su, and Fairbanks

Nursing Home Beds:

Cost Per
Location Facility No of Beds Bed Day Annual Cost
airbanks Denali Center 15NHBeds $ 345.49 $ 1,607,824
Mat-Su Valley Hospital 60 NH Beds $ 389.46 $ 7,249,798
Mary Conrad 20NH Beds $ 248.52 $ 1,542,067
Providence 40 NH Beds $ 251.28 $ 3,118,385
Chugiak  Chugiak Sen Ctr 30 NH Beds $ 389.46 $ 3,624,899
Psych Bedsi
<nchora Providence 26 Beds $ 1,584.00 $ 8,845,848
Mat-Su North Star 18 Beds $ 525.00 $ 4,234,913

otal 165 NH; 44 Psych $ 30,223,733
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HB 407 Certificate of Need
Sponsor Statement

In trying to preserve the free enterprise system, 1 will do all that 1 can to protect our
open market and the consumer’s choice. This bill isan attempt to do this in the world

of health care.

Under the current state statutes, ifa health care provider in Fairbanks or the Mat-Su
Borough wanted to build or supply services over $1 million dollars worth, they would
have to obtain a Certificate of Need. In applying for that certificate of need they
would have to prove to the government that a proposal would not adversely affect
other health care feciliies. This puts the government in charge of who can deliver
health care inany area. 1would rather see the customer and the health care providers
have a greater choice in the market dynamics.

I don’t believe that by eliminating the CON requirement for larger Alaskan
communities there will be large influx of new medical fecilities. This may have been
true when the federal government subsidized CON programs, but the federal CON law
was repealed in 199. Since the repeal of the federal law, 14 states have repealed
CON’.  Another ten states have eliminated CON requirements for acute care
fecilities and additional nine states do not reguire CON *s for ambulatory surgical
centers.

More ambulatory surgical centers in Fairbanks would not, inmy opinion, mean less
business for existing fecilities. It could mean however, more choices in providers and
that fewer Fairbanksans may have to travel to Anchorage or the lower forty-eight for a
medical procedure.

According to the attached Heartland articte, in 1996 the Federal Trade Commission
estimated that CON regulations increased the cost of hospital care nationwide by more
than $1.3 billion annually.

This legislation will encourage competition in the larger Alaskan communities where
the population would support competition while protecting the fragile balance of
health care services in the smaller Alaskan communities.

Representative .lotin_Co)>hill<&'LEG18.stafe.iik.iis



WHAT IS THE RIGHT POPULATION NUMBER?

U.S. Census provides extended information for communities 25,000 and over 25,000
125% of Federal Level standard conversion for poverty level for medical assistance 31,250
150% of 125% level of poverty level for medical assistance 46,875
175% of 125% level of poverty level for medical assistance 54,688
200% of 125% level of poverty level for medical assistance 62,500

ORGANIZED BOROUGH POPULATIONS

Anchorage Borough 260,283
Fairbanks North Star Borough 82,840
Matanuska-Susitna Borough 59,322
Kenai Peninsula Borough 49,691
Juneau Borough 30,711
Ketchikan Gateway Borough 14,070
Kodiak Island Borough 13,913
North Slope Borough 7,385
Northwest Arctic Borough 7,208
Aleutians East Borough 2,697
Haines Borough 2,392
Lake Peninsula Borough 1,823

Bristol Bay Borough 1,258
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& Statement of Revenues and Expenses™, v;" v PrpVideitce Alaska Medical Gntr"
1998 1939 2000 2001 2002 2003 2004

REVENUES

Gross Patient Revenue
Inpatient Gross Revenue $ 238636 5 254,306 $ 269,044 283,807 $ 301,159 % 328,486 $ 354,653

Outpatient Gross Revenue 101,579 109,508 129,039 141,935 156,147 179,789 207,083
Total Gross Patient Revenue 340,115 363,814 398,083 425,743 457,307 508,274 561,736
Contractual Allowances

Medicare 39,036 51,463 60,299 65,791 71,729 85,369 96,892

Medicaid 31,622 41,386 48,100 52,266 56,771 64,436 73,086

Commercial 26,118 30,035 37,347 43,092 49,466 55,749 64,672

Other Contractuals o ¢ 8,105 8,191 10,£02 12,125 13,578 15,544 17,787

Charity 11,910 11,267 14,061 15,093 16,207 18,007 19,958
Total Contractual Alllowances— « 116,791 142,342 170,609 + — 188,367 + 207,752 239,105 'eses - 272,396
Net Patient Revenues 223,324 221,472 227,474 237,376 249,554 269,169 289,340
Other Operating Revenues 11,743 8,774 9,298 9,577 9,864 10,160 10,465
Net Revenues $ 235,087 $ 230,246 $ 236,772 $ 246,953 S 259,418 $ 279,329 S 299,805
EXPENSES

Salaries and W ages $ 87,956 $ 89,938 $ 90,073 $ 100,255 $ 105,631 $ 112,881 S 120,530

Benefits 17,914 19,518 21,270 ... 22,195 23,386 24,991 26,684

Supplies 33,704 34,276 36,347 38,424 40,623 43.917 47,413

Professional Fees 12,030 5,042 4,035 4,075 4,116 4,240 4,367

Purchased Services 25,858 29.459 . 23,650 24,470 25,320 27,215 29,220

Purchased Healthcare - - - - - - -

Interest 2,435 2,536 2,197 1,887 1,555 1,235 915

Depredation/Amortization 14,316 16,367 16,422 18,232 19,639 21,875 24,039

Bad Debt 9,733 12,545 11,334 12,168 13,067 14,521 16,097

Other Expenses 8,895 7,534 8,091 8,334 8,584 9,871 10,168
Total Expenses 5 212,841 $ 217,215 % 219,418 $ 230,040 $ 241921 ¢ 260,746 5 279,433
Net Operating Income $ 22,226 $ 13,031 $ 17,354 $ 16,913 % 17,497 S 18,583 § 20,371
Non-Operating Rev/Exp. 10,097 5,891 11,149 10,925 7,672 8,064 9,348
Not Income Before Taxes 32,323 18,922 28,503 27,837 25,170 26,647 29,719

Taxes
Excess of Revenues Over
Expenses $ 32,323 $ 18,922 §$ 28,503 $ 27,837 % 25,170 o 26,647 3 29,719

From a CON application submitted by Providence
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CERTIFICATES OF NEED!
A BAD IDEA WHOSE TIME HAS PASSED

Certificate of
need laws and
regulations
restrict health
care commerce
and should be
abolished.

BY PETER DOHERTY

L ooking back to the 1960s and 70s, it is in some
ways hard to believe how much faith
policymakers had in the ability of government to
manage the marketplace. This statement may be
especially true for those of us who describe ourselves
as conservative. Ask us today, 20 years after the dawn
of the Reagan Revolution, and many of us will
vigorously maintain that we opposed intrusions of
government into the marketplace. We spoke out and
we fought the good fight against them, but the
lingering impact of the New Deal, as amplified
through the Great Society, overwhelmed us until
Reagan rose to national power. Yet, despite our
protestations, the truth, as reflected by the record, is
somewhat different than our memories. The facts, as
revealed by votes in Congress as well as the speeches
and writings of opinion leaders of the time, are that
during this period, we were often notjust complicit in
government’s efforts to control and manage the
economy—we conservatives were active participants.
In the past 20 years, many of us have battled to
moderate or eliminate the most egregious of these
programs and the artificial controls they place on
free markets, but despite our successes, vestiges of
the past remain. Some are found tit the federal
level, but some, including a few that even the
federal government has given up on as bad ideas,
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linger in the states.

A case in point is the so-called
Certificates of Need Program
(CON), which, in those states that
require them including Florida,
apply to part or all of the health care
industry. They directly
affect the cost and availabil-
ity of health care services.
This article briefly recounts
the philosophy and history
of certificates of need. A
subsequent article will focus
on CONSs in Florida.

Why would a

state voluntarily
keep aprogram
that has been so

will do,” providers nationwide
responded by offering ever-increas-
ing levels of care and by expanding
their facilities.

As the problem of increasing costs
deepened and began to be labeled a
crisis, policymakers in the
state capitals and in
Washington, D.C.,
“crambled to develop
aome solution that would
control costs yet not
appear to impact health
care entitlement pro-

much ofa failure grams. Much debate and

many studies were pro-

Its History that its parent,

In the late 1960s and early the federal duced suggesting one

70s, rising health care costs course or another, but the
government,

were becoming a serious
concern. The market de-
mand for services was
increasing, as was the cost
of providing those services.
This was in part due to the advent of
governmentally underwritten health
care programs for the elderly and the
poor, and in part due to the increas-
ing availability of employer-provided
health care benefits. Concepts such
as managed care were all but un-
known. In addition, there was in
place an insurance (government and
private) payment scheme known as
retrospective cost reimbursement,
which guaranteed providers would
be paid on a cost-plus basis. That is
to say, providers essentially were
guaranteed to be paid for everything
they did at the price they deter-
mined.1And following the iron law
of economics that says, “People will
do what you pay them to do and the
more you pay them, the more they

WINTER 201

disowned it?

plan that went the fur-
thest was called certifi-
cates of need. It was a
classic bureaucratic
rationing and allocation
scheme and after being endorsed by
the American Hospital Association
in 1968, this plan began to gain
acceptance. In 1970, New York was
the first to adopt it as law,2 and once
part of the law in that bellwether
state, the concept spread. In 1974,
the federal government embraced
the idea and language was added to
Section XV of the Public Health
Services Act that provided “incen-
tives” for the states to enact such a
program.3

Needless to say, the federal
government’s incentives for states to
adopt certificates of need legislation
were in the nature of a godfather
offer; the states couldn’t refuse
except at the risk of losing federal
funds. So one by one, the states

[HI
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complied, especially after 1979
when Congress amended the 1974
Act to tighten the compliance
requirement.4

In short, certificates of need
programs were intended to maintain
and enhance the quality of care and
to control health care costs in local
communities. They were to do this
by promoting a governmentally
defined and overseen “rational
distribution” of certain health care
services. In practical terms, this
meant limiting the number of health
care providers offering identical
services within a given market. To
achieve this, procedures were put in
place mandating that health care
facilities seeking to initiate or ex-
pand services must get state ap-
proval. Generally speaking, approval
was required before a facility or
provider could initiate projects
requiring capital expenditures above
a certain dollar amount, and before
they could introduce new services,
expand existing services, or increase
the number of beds.5

Its Objectives
Although the individual state pro-
grams varied, seven objectives
applied within the general definition
given above. The certificates of need
application and review process would
do the following:

« Ensure the presence of high-
quality and appropriately distrib-
uted services; these would provide
equal access for consumers and
would allow health care providers
access to sufficient manpower.

« Encourage health care facilities

and providers to develop long-
range operational and capacity
plans based on local community
health care needs.

» Require considerations of person-
nel and financial feasibility as
well as need in the development
of the long-range plans.

« Encourage the development of
affordable and accessible health
services to all areas of a state.

« Encourage the consideration of
more cost-effective strategies
through mandating a thorough
review of alternative services.

« Promote the sharing of services
between facilities and providers,
especially in rural areal, where
operational and administrative
costs could threaten facility
survival.

« Offer the public a forum for
input regarding needs and
desires prior to establishing or
expanding health care facilities
and services/’

Its Results

With the federal mandate in place
and the states falling into line and
adopting CONs, the promoters of
the scheme sat back and waited for
the expected positive results. But
they never came. Despite all the
good intentions and despite the
federal government strengthening
the role of state authorities in the
late 1970s, it was clear by the early
1980s that the design was not work-
ing. Not only were costs failing to
come down as a result of CON
reviews by health care planning
bureaucrats, but they were increas-
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ing. In fact, it seemed that the only

tangible products of the certificate

mandate were:

« The creation and staffing of new
taxpayer funded bureaucracies.

« Expensive and time consuming
application processes (the costs of
which were, of course, passed on
to consumers).

« Local community dissatisfaction
with health care planners who
were often far away and perceived
as insensitive to local needs and
whose decisions had negative
impacts on local health care
availability.7

So profound and complete was the
failure of the certificates of need plan
that in 1983, Lawrence D. Brown,
writing in theJournal ofHealth Politics,

Policy and Law, said,

In searchln% the scholarly journals,
one cannot find a single article that
asserts that CON laws succeed in
lowering health care costs. CON has

elicited a remarkable evaluative
consensus—that it does not work.™

Brown’s comment reflected more

than just a simple failure of a bureau-

cratic solution. It also came at a time
when radical changes were begin-
ning to take place within the health

care indystry.
First change. The first change was

that, gradually, both private insurers
and government began to realize

that the retrospective cost reimburse-

ment plan was both inefficient and
wasteful. They looked for a new
model and what emerged was “pro-
spective reimbursement,” which, in
part, we know today as diagnostic
related groups (DRGs). These, in

WINTER 0L

turn, helped launch the era of
managed care. Under prospective
reimbursement, a set sum is paid to
a provider based on a given condi-
tion regardless of the number of tests
or procedures. It is a plan that puts a
premium on efficiency cf treatment
in its reward structure rather than
the quantity of treatment.y

Second dy1ange. The second change
was one of definition, and it owes its
birth to the change in the payment
paradigm and not to any CON
process, however defined. Prior to
the mid-1980s, measuring success in
the health care industry was akin to
the way Detroit measured success
before the oil crisis of the 1970s—the
bigger and flashier, the better. In
health care, this meant the latest
tools, the most tests, the more
procedures performed. But in the
80s, as with automobile in the 70s,
the criteria for measuring success
changed. Auto makers had begun
concentrating on efficiency and
safety at the expense of fins, chrome,
and raw gas-guzzling horsepower. In
like manner, so health care providers
began to focus on outcomes of their
services as the amounts paid them
became standardized. The focus that
had been quantity became quality.D

Changes

Congress did not address whether to
keep certificates of need until 1986,
regardless of the fact that the verdict
on CON requirements was in as
early as 1983, and regardless that the
economic structure of health care
was undergoing profound change.
But when it did, with the 1980s spirit

13
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of market deregulation running at
flood tide, the mandate was re-
pealed. States were set free to do as
they pleased. They could keep their
certificates programs if they chose,
but they did not have to.1L

The CON scheme had been a
federal mandate that by every
measure failed to achieve its central
goal. Given that, the reader might
assume that, once freed from the
requirement, the states would have
rushed to eliminate the program, as
they did when the federally man-
dated .55 mph speed limit was
dropped.

However, in this case they did not.
Though some states did drop the
program in favor of a free market
approach to health care, only
14 states had done so by 1999, and
one that initially did (Texas) reen-
acted its law. Meanwhile, 36 enacted
few or no reforms, thus opting to
cling to some form of certificates of
need.2 This happened despite the
fact that there has been ample
opportunity for a full discussion of
the program’s worth. For example,
in 1998 alone some 230 bills were
filed in state legislatures nationally
to severely limit or outright abolish
the program.2

The question, then, is “why?” Why
would any state given the opportu-
nity to unleash the benefits of the
free market in the important field of
health care choose not to do so? And
why would any state voluntarily keep
a program that has universally been
deemed a failure—so much of a
failure that its parent, the federal
government, disowned it?

4

In searching for this answer, it is
useless to examine the reasons given
by legislators who have opposed the
changes. Their reasons run on a
continuum from wrong to ridiculous.
As compiled by PatrickJ. McGinley
for a study published in the Florida
State University Law Review, among
the justifications given have been,
“curbing ‘excessive competition,’
solving a ‘moral hazard,’ rectifying
‘inadequate information,’ and
eliminating ‘inefficient incentives’” 11
If these have any meaning in the real
world, it is difficult to ascertain what
it may be, and if they are invalid,
then what is behind them? W hat is,
or are, the real reason(s) why this
failed program has proved so du-
rable and so difficult to eliminate?

The answers, of course, are money
and the simple, monopolistic desire
to restrain trade and increase profits
by restricting one’s competitors. Or
as Clark Havighurst somewhat more
delicately put it in an article on
CONs in the Wake Forest Law Review,
“avoidance of ‘duplication’is of
course consistent with a cartel’s
preference for minimizing competi-
tion.” 5 Simply put, then, certifi-
cates of need survive because the
large, well-heeled hospitals—includ-
ing some run by state governments
themselves such as wealthy univer-
sity teaching hospitals—and hospital
industry groups that are often
dominated by these big players have
seized upon the excuse provided by
the “public interest” component of
CON laws. These laws and the
expensive, time-consuming regula-
tions they prescribe allow them a
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legal, pseudo-public interest way to
restrict health care commerce and,
in some cases, cripple or eliminate
competition from what they see as
“their” market.

If, for example, a rival provider
desires to implement or
expand services that might
compete with an established
operation, the “have”
provider can argue in the
name of the “consumer”
that to allow the “have not”
applicant to put in place
such “duplication” would
raise costs and harm the
public. They can argue this
despite any reasonable
interpretation of market
theory, which holds that
competition invariably
works to increase efficiency
and to improve the quality of service
to the consumer, and results in lower
costs. And they typically argue this
through paid professional lobbyists
who pose as spokespersons for a
concerned public. These same
lobbyists, often assisted by campaign
cash, influence legislators to keep
certificates of need in place lest the
consumer be damaged.

The lobbyists, the large well-
established providers and provider
groups have little of the public’s
interest in mind. They have their
own interests in mind. Proof of this
can be found in those states where
the program has been dropped. A
study by Christopher Conover and
Frank Sloan of Duke University,
which examined the experiences of
states that had dropped CON re-
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Certificates of
need continue to
existprimarily
for the benefitof  gionificant, nor did it
wealthy and
powerful
providers and
interest groups.

quirements, found that no ill effects
resulted. In fact, the opposite was
true. When deregulation went into
effect, per capita health care spend-
ing dropped and the quality and
availability of service rose, thus
providing a benefit to
consumers. By contrast,
they found that in those
states that continued to
require CONs, the effect
of the regulations on per
capita spending was not

work to increase availabil-
ity or quality. Hence,
there was little or no
benefit to consumers.
What was significant in
those states retaining
CONs, though, was the
effective stifling of compe-
tition and the raising of existing
providers’profits. 0

Taking into account the above, it
clearly seems past time for certifi-
cates of need to be abolished. They
have failed. They do not benefit the
consumer of health care with lower
costs, increased quality, or enhanced
availability of services. They con-
tinue to exist primarily for the
benefit of wealthy and powerful
providers and interest groups who
mask their true motives by claiming
that they are acting in the name of
the “public good.”

Peter Doherty is a senior policy analyst
at TheJames Madison Institute and
may be contacted via e-mail at
peterd@jamesmadison.org.
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January/February 1996: Health Care

Ending the CON Game

by Michael D Tanner

Last year"s defeat of the Clinton health care plan was a major blow for the idea of central planning in health care. But
the 1dea that government bureaucrats should manipulate the medical marketplace persists. Nowhere is that more

apparent than in state Certificate-of-Need progranms.

c ertificate-of-Need (CON) maprogram under which health care providers must obtain state regulatory approval

before they can make capital expenditures or offer new services. CON was originally imposed on the states by
Congress as part of the 1974 National Health Planning and Resources Development Act. That law required every state
to adopt CON procedures or lose federal health funding. Eventually, every state except Louisiana complied. Congress
realized the failure of CON and repealed the requirement in 1982. Since then, 12 states have repealed CON programs

and 17 others have removed CON requirements for hospitals.

Certificate-of-Need s based on the dubious economic theory that increased supply and competition will increase
prices. At one time, there might have been some justification for the idea. At the time CON was developed, federal
Medicare and Medicaid reimbursement policies, traditionally a driving force behind health care price increases, were
based on a "cost-plus™ calculation, meaning that providers could recover treir full costs— no matter how high. That

virtually eliminated price-based competition from the medical marketplace. However, Medicare and Medicaid no
longer reimburse on a “cost-plus™ besis. Since 1983, the government has reimbursed on a fixed-price basis (the DR G

system). In addition, other third-party payers have become increasingly sensitive to health care costs. As a result, price
competition among providers has increased dramatically.

Today, there isno evidence that CON reduces medical costs. In fect, there isconsiderable evidence that CON
Increases the cost of health care. ktdoes so iIn three ways:

1) Administrative costs

“he CON program rtself imposes substantial costs on both health care providers and the government. Since its
.eption, federal and state governments have spent more than $ 1 billion administering the program. For providers,
preparing and defending a CON application can be a time-consuming and expensive process. Needless to say, the extra

cost s later passed along to consumers.
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2) Lack of competition

JON requirements erect barriers to market entry, thereby reducing competition among health care providers. In effect,
existing providers are granted a monopoly. Providers frequently attempt to use the CON process to obstruct would-be
competitors. The impact of entry barriers ismade even worse because the new provider seeking to enter the market 5
often more innovative and cost-effective than are established providers. Some health care economists estimate that

CON barriers to market entry increase hospital costs by as much as 5 percent.

3) Shortages

Where CON requirements have produced a shortage of a particular health care service, prices for those services that
are available are certain t nise. At the same time, consumers may be forced to shift to altemative services that are
often more expensive. For example, a shortage of nursing home beds may lead t longer stays In acute care hospital

fealities.
The Federal Trade Commission estimates that CON regulations increase the cost of hospital care nationwide by more
than $1.3 billion annually.

Certificate-of-Need programs also reduce access to health care for those who need itmost. In particular, public
hospitals serving the inner-city poor often lack the legal and political resources necessary to compete for technology in
aCON environment. There iseven evidence that CON restrictions may ultimately lead to higher patient mortality.

It istime 1o realize that Soviet-style central planning isas big a failure in health care as in all other aspects of the
"conomy. States should repeal their CON requirements.

[ Return to Januarv/Fcbruarv 1996 Contents ]

Michael D Tanner isdirector of health and welare studies at the CATO Institute inWashington, DC.
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JOINT HOUSE AND SENATE HEALTH COMMITTEES
HEARINGS ON CERTIFICATE OF NEED LAWS
(STATE OF GEORGIA)

TESTIMONY OF DAVID A. COOK
DIRECTOR OF GOVERNMEN T RELATIONS
MEDICAL ASSOCIATION OF GEORGIA

September 2, 1997

Thank you Chairman Middleton and Chairman Childers for holding these hearings on this most
important issue and for providing me with the opportunity to speak to you and the Committee
members from the physicians” perspective. My name isDavid Cook and I represent the Medical
Association of Georgia comprised of some 8,200 Georgia physicians.

The Medical Association of Georgia supports substantial reform of Georgia®s Certificate of
Need laws. Our position isbhased on a fundamental premise: that competition ina free and fair
market is the best way to achieve quality health services at the lowest possible cost.

Certificate of Need laws were enacted In 1979 to restrain the cost of hospital and other health
care services by regulating the number of fecilities that may be built and the type of services that
may be offered. In gereral, these government-sanctioned barriers have not been effective in
restraining costs or even hospital Investments. Because those with certificates are the only
players in the market, they are not pressured to deliver high quality care at the lowest price.
Basic economic principles indicate that artificial barriers on competition increase costs.

The fect that Certificate of Need laws have not worked isconfirmed in the various studies
already mentioned. Further evidence of the dissatisfaction with CON regulations sseen in the
national trend to repeal such laws. Perhaps the strongest evidence that CON regulations are not
working s found in the testimony you just heard: that Georgia®s hospitals are operating at 55%
excess capacity. It israre that atificial restraints on competition berefit the consumers, out—
patients.

Even ifyou believe that Certificate of Need laws were appropriate two decades ago, the
reasons underpinning enactment of the laws are no longer relevant in today"s health care
market. Let me give you three examples of how dramatically the health care market has

changed in the past 20 years.

Arst, CON laws were enacted at a time when there was very little competition in the health care
market. The _.ate cannot be said of today"s healthcare marketplace where competition is fierce.

Second, dramatic changes In reimbursement methodologies have tumed provider incentives
upside down. In 1979, hospitals were paid on a "cost plus™ besis. This guaranteed that hospitals
would be paid for every service provided and encouraged overutilization of services. The more
the better. Today, hospitals are paid by "Diagnostic Related Groups™ (DRG"s) which isa st
sum for the diagnosed condition regardless of the number of tests or procedures performed.

The fewer the services the better.

Firally, we are in the midst of redefining "quality’” as it relates to health care. Where hospitals
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once measured quality by the number of procedures performed or the aailability of the latest
technology, quality snow being measured by outcomes achieved.

In sum, the health care market isnot what itwas in 1979.

The Medical Association of Georgia supports repeal of certificate of need laws except ina few
narrow areas that deserve special consideration. The first is in the area of long term care
feailities. Unlike many other areas of health care, Medicaid currently pays 80%+ of al nursing
home services making this area very nearly a mini "'single payor" system. As a result, nursing
homes have not historically faced the same kind of competition that hospitals face. Thus,
market forces will not work and a different strategy, including the possibility of retaining CON
for nursing homes, should be considered.

We also appreciate the important role that caring for the indigent population has in this debate.
Iwould like to take this opportunity t remind you that physicians, not hospitals; treat and care
for patients. It i the physician that iscalled at 3:00 in the morning to come t the hospital ©
treat the patient. It isthe physician who provides his services, often free of charge.

In a recent survey conducted by the Medical Association of Georgia, our members said that
they incurred, on average, $50,000 incharity care (care for which there was no expectation of
compensation) per year and some $91,000 in bad debt (services for which there isan

expectation of compensation but an irebility to collect) per year.

Recent reductions inMedicare and Medicaid reimbursement rates have exacerbated the
problem. InFY 1996, the Governor proposed, and the General Assembly agreed, to cut
Medicaid"s physician reimbursement rates by some $2 1.5 million per year. Last year (FY 97),
physicians suffered an additional $7 million inauts. That isan annual reduction of $29 million in
payments to Georgia physicians for the same leel of services previously provided. Physicians®
services, which account for the smallest percentage (17%) of provider expenditures, took
awhopping 36% ofall cuts to Medicaid providers.

In addition, the Balanced Budget Act of 1997 will squeeze some $5.8 billion from physician
Medicare services over the next five years. The real kicker is that Medicaid reimbursement rates
are tied to Medicare rates. (Currently Medicaid pays physicians 8 7% of the Medicare
reimbursement rate known as RBRVS) . Since Medicaid reimbursement rates for physician
services are directly tied to Medicare rates, the new cuts inMedicare will result ineven further
reductions inMedicaid reimbursement rates.

Traditionally, physicians have shifted the costs of providing indigent care to the private sector.
With the onslaught of managed care, physicians are becoming less able to shift these costs t©
private payors. Hospitals have an Indigent Care Trust Fund to help defray the costs of indigent
patients, but physicians have no similar funding mechanism. The problem of providing physician
services to indigents has now reached arisis proportions.

Thus, when looking at the question of indigent care, 1 would urge you to keep inmind who
actually provides the care and treatment of indigent patients. 1 would also suggest that ifthe

market continues to ratchet down physician reimbursements, some accomodation will be
necessary to assure continued care for the indigent population.

On a firel note, 1want to underscore the points made by Dr. Tedesco and Dr. Skelton related
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1o Graduate Medical Education. Prior to this year, Graduate Medical Education was funded
through Medicare. Recent federal legislation has changed this and new sources of funding are
necessary to continue training doctors. The Senate icurrently considering ways to continue
funding medical education here in Georgia.

But the problem i not only with access to funds. Medical education, by definition, reguires
access to patients. Ithas been said that it seasier to obtain a certificate of need 1fyou can
demonstrate a contribution to medical education inGeorgia. Ithas also been said that
concentration of specific types of services makes iteasier to train residents. Yet these CON
solutions do not address a real problem: that is, managed care companies are driving patients
from teaching institutions because they do not provide the cheapest care. A more realistic
approach wouls be to require all nanaged care companies to make some commitment to
medical education, whether in the form of monetary contributions, a guaranteed supply of
patients, or both.

1know I'have used the time allotted and so I'll stop here and answer any questions you or the
committee may have. Once again, I thank you for the opportunity to appear before you.

Return t Georgia CON Pace
Go to Inteliviow Fron! Page

Go to State Representative Don Parsons Horne Pace

Web Posted By ...
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ALASKA STATE HOUSE OF REPRESENTATIVES

Session Contact:
(907)-465-3719

Interim Address:

119 N. Cushman, Suite 211 FAXd# (907)-465-3258
Fairbanks, AK 99701 State Capitol
F__907#)-456-5081 Room 102
ax# (907)-456-8245

REPRESENTATIVE JOHN COGHJLL

HB 407 Certificate of Need
Sponsor Statement

Jn trying to preserve the free enterprise system, Iwill do all that 1 can to protect our
open market and the consumer’ choice. This bill isan attempt to do this in the world

of health care.

Under the current state statutes, 1fa health care provider in Fairbanks or the Mat-Su
Borough wanted to build or supply services over $1 million dollars worth, they would
have to obtain a Certificate of Need. In applying for that certificate of need they
would have to prove to the government that a proposal would not adversely affect
other health care facilities. This puts the government in charge of who can deliver
health care inany area. 1 would rather see the customer and the health care providers

have a greater choice in the market dynamics.

I don’t believe that by eliminating the CON requirement for larger Alaskan
communities there will be large influx of new medical fecilities. This may have been
true when the federal government subsidized CON programs, but the federal CON law
was repealed in 1986. Since the repeal of the federal law, 14 states have repealed
CON’.  Another ten states have eliminated CON requirements for acute care
fecilities and additional nine states do not require CON % for ambulatory surgical
centers.

More ambulatory surgical centers in Fairbanks would not, inmy opinion, mean less
business for existing fecilities. Itcould mean however, more choices in providers and
that fewer Fairbanksans may have to tr.vel to Anchorage or the lower forty-eight for a
medical procedure.

According to the attached Heartland articte, in 1996 the Federal Trade Commission
estimated that CON regulations increased the cost of hospital care nationwide by more
than $1.3 billion annual ly.

This legislation will encourage competition in the larger A askan communities where
the population would support competition while protecting the fragile balance of
health care services in the smaller Alaskan communities.

Keprescntalive .John_Coghi!l 02LFGIS statc.iik.us



ALASKA STATE HOUSE OF REPRESENTATIVES

Session Contact:
(907)-465-3719

Interim Address:

119 N. Cushman, Suite 211 FAX# (907)-465-3258
Fairbanks, AIC 99701 State Ca[lnto!
&907’2-456-5081 Room 102
ax# (907)-456-8245

REPRESENTATIVE JOHN L GIIILL
CSHB 407fHSS) Sectional

Section 1. Requires a cerlificate of need for skilled nursing fecilities and psychiatric hospitals in
areas with a population of 55,000 or more ifthere s an expenditure of $1 million or
more for construction of a fecility, alteration of the bed capacity, or the addition of a
category of health services.

Eliminates the requirement of a Certificate of Need for construction, alteration of bed
capacity, or addition of a category of health services when the facility is located in a
municipality of 55,000 or more.

Section 2. Provides that a fecility destroyed on site or demolished on site could be replaced
without having to acquire a new certificate of need and provides that a fecility could
move to anew site without a new certificate of need as long as capacity and categories

of services do not change.

Section 3. Requires the department to adopt regulations to set a time limit for department
determines the application iscomplete.

Section 4. Requires the department to set a time limit by which public hearings must be held.

Requires the department to approve or deny an application within 120 days of the date
the department determined the application was complete.

Section 5. Places all certificate of need applications under the same standards of review that
currently exist for nursing home beds. The original CON standards under AS
18.07.043 we-e for nursing homes and nursing beds. As the CON requirements for
other expenditures were adding into slate the standard of review were broadly apply to
certificates of need relating to non-nursing home beds and services under AS
18.07.041. This change gives a more definitive standard for the applicants to follow.

Sections 6
Thru 10. Technical changes required under Section 5.

Section 11. Repeals the broad standard of review inAS 18.07.041.

Section 12. Applicability of new statute s limited to CON applications filed on or after the
effective date.

Section 13. Has an immediate effective date.



TEXT OF AS 18.07.041 TO BE REPEALED IN CSHB 407(HSS)

Sec. 18.07.041. Standard of review for applications for certificates of need relating
non-nursing home beds and services.

The department shall grant a sponsor a certificate of need or modify a certificate of need
that authorizes beds other than nursing home beds or that is for a health care fecility other
than a nursing home ifthe availability and quality of existing health care resources or the
accessibility to those resources s less than the current or projected requirement for health
services required t maintain the good health of citizens of this state.
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CS FOR HOUSE BILL NO. 407( )
INTHE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE -SECOND SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES COGHILL, James, Scalzi, Dyson

A BILL
FOR AN ACT ENTITLED
"An Act relating to the certificate of need program; and providing for an effeciive

date."
BE ITENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*Section 1. AS 18.07.031(a) isamended to read:
@ Except as provided in (¢) of this section, a person may not make an

expenditure of $1,000,000 or more for any of the following unless authorized under
the terms of a certificate of need 1ssued by the department:

(D construction of a skilled nursing [HEALTH CARE] facility or
psychiatric hospital;

(@ alteration of the bed capacity of a skilled nursing fecility or
psychiatric hospital or addition of nursing beds or psychiatric beds to a health
care fecility; [OR]

(3@ addition of a category of health services provided by a skilled
nursing fecility or psychiatric hospital; or

1- CSHB 407( )
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1 @ with respect to facilities and beds that are not subject to (11

2 (3 of this subsection, construction of a health care facility, alteration of the bed

3 capacity of a health care fecility, or addition of a category of health services

4 provided bv a health care fecility”, if the health care fecility is located in the

5 unorganized borough or in an organized borough with a population of less than

6 55,000 at the time of commencement of activities, according to the latest reliable

7 data approved hv the Department of Community and Economic Development.

8 *Sec. 2. AS 18.07.031(c) isamended to read:

9 (© Notwithstanding (a) of this section, a person who is lawfully authorized to
10 operate [OPERATING] a health care fecility [THAT IS AN AMBULATORY
n SURGIGAL FACILITY] atasitemay make an expenditure of any amount in order to
12 replace the fecility at the same site or relocate the services of that fecility to a new
13 site in the same community without obtaining a certificate of need as long as neither
14 the bed capacity nor the number of categories of health services provided at the new
15 site Is greater and no new category of health services is provided. However,
16 notwithstanding the expenditure thresholds, population thresholds, and other
17 provisions of [THRESHOLD IN] (@) of this section, a person may not use the site
18 from which the health care facility relocated for another health care fecility unless
19 authorized under a certificate of need issued by the department.

20 *Sec. 3. AS 18.07.035 isamended to read:

21 Sec. 18.07.035. Application and fees. Application for a certificate of need

22 shall be made to the department upon a form provided by the department and must

23 contain the information the department requires to reach a decision about whether t

24 iIssue the certificate of need [UNDER THIS CHAPTER]. Each application for a

25 certificate of need must be accompanied by an application fee established by the

26 department by regulation. The departi...”-tsall, bv regulation, set a time limit by

27 which the department shall determine whether an application submitted under

28 this section s complete and contains all of the information the department

29 requires to reach a decision about whether to issue the certificate of need.

30 *Sec. 4. AS 18.07 isamended by adding new sections to read:

31 Sec. 18.07.037. Public hearing required. Except as provided in
407( ) 2-

New Text Underlined [DELETED TEXT BRACKETED)
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AS 18.07.071 the department small hold a public hearing within a reasonable time
after dt ermining that an application under AS 18.07.035 is complete. By regulation,
the department shall establish

(@ a lime limit by which a public hearing required under this section
shall be held; and

(@ procedures for conducting a public hearing held under this section.

Sec. 18.07.039. Time limit for decision on application. Based on the
standards for review under this chapter, the department sall, within 120 days after
determining that an application under AS 18.07.035 is complete, approve or deny the
application.

*Sec. 5. AS 18.07.043 isamended to read:

Sec. 18.07.043. Standard of review for applications for certificates of need
and applications to modify certificates of need [RELATING TO NURSING
HOMES AND NURSING HOME BEDS], (@ The department shall develop
review standards for an application for a certificate of need, or for a modification of a
certificate of need, issued under this chapter [FOR A HEALTH CARE FACILITY
THAT 1"A NURSINGHOME OR HAS NURSING HOME BEDS].

) When determining whether to approve an application for a new
certificate of need or to modify an existing certificate of need [INDEVELOPING
THE REVIEW STANDARDS UNDER (@ OF THIS SECTION], the department
shall consider whether

(@) a public process and existing appropriate statewide, regional, and
local plans were included in planning and designing the project [ADDITIONAL
NURSING HOME BEDS OR THE HEALTH CARE FACILITY];

() the project will meet [ADDITIONAL NURSING HOME BEDS
OR THE HEALTH CARE FACILITY MEETS] minimum required use rates for the
proposed services without causing the [NEW NURSING BEDS, AND THE
EFFECT ON] use rates for existing providers of the sendees to fall below minimum
required use rates [NURSING HOME BEDS];

(3 the project [ADDITIONAL NURSING HOME BEDS OR THE
HEALTH CARE FACILITY] demonstrates consideration of the community, regional,

-3- CSI-IB 407( )
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and statewide needs [FORNEW NURSING HOME BEDS];

(@) the project [ADDITIONAL NURSING HOME BEDS OR THE
HEALTH CARE FACILITY] meets the minimum standards of the department that
are designed [NUMBER OF NEW NURSING BEDS THAT SHOULD BE
REQUIRED INA FACILITY] to ensure efficiency and economies of scale;

() the project [ADDITIONAL NURSING HOME BEDS OR THE
HEALTH CARE FACILITY] demonstrates the proposed service will provide a
quality of care equivalent to existing community, regional, or statewide services;

(6) the project [ADDITIONAL NURSING HOME BEDS OR THE
HEALTH CARE FACILITY] demonstrates financial fessibility, including long-term
viability, and what the financial effect will be on consumers and the state; and

(7) the sponsor has demonstrated cost effectiveness through
considering the availability of appropriate, less costly altematives of providing the
sendees planned.

(© The department shall grant a sponsor a certificate of need or modify a
certificate of need [THAT AUTHORIZES NURSING HOME BEDS OR THAT IS
FOR A HEALTH CARE FACILITY THAT IS A NURSING HOME] if the
department finds that the sponsor meets the standards established in or under this
chapter.

*Sec. 6. AS 18.07.071(b) isamended to read:
() The department may grant a sponsor a temporary certificate for the

temporary operation of a category of health service if the sponsor shows by affidavit
or formal hearing

(D) the necessity for early, immediate, or temporary relief; and

(@) adverse effect to the public interest by reason of delay occasioned
by compliance with the requirements ofAS 18.07.043 [AS 18.07.041, 18.07.043,] and
application procedures prescribed by regulations under this chapter.

*Sec. 7. AS 18.07.071(c) isamended to read:
© A temporary certificate granted under (b) of this section does not confer

vested rights on behalf of the applicant. The department shall impose those special
limitations and restrictions concerning duration and right of extension that the

CSHB 407( ) 4
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department considers appropriate. A temporary certificate may not be granted for a
period longer than necessary for the sponsor to obtain review of the action certified by
the temporary certificate under AS 18.07.051. Application for a certificate of need
that will be reviewed under AS 18.07.043 [AS 18.07.041 OR 18.07.043] must
commence within 60 days after [OF] the date of issuance of the temporary certificate.
*Sec. 8. AS 18.07.081(c) isamended to read:
© A certificate of need shall be suspended 1fan accusation is filed before the
commencement of activities authorized under AS 18.07.043 [AS 18.07.041 OR
18.07.043] that charges that factors upon which the certificate of need was issued have
changed o1 new factors have been discovered that significantly alter the need for the
activity authorized. A suspension of a certificate may not exceed 60 days. At the end
of this period or sooner, the department shall revoke or reinstate the certificate.
*Sec. 9. AS 18.07.081(d) 1isamended to read:
(@) A certificate of need may be revoked if

(@ the sponsor has not shown continuing progress toward
commencement of the activities authorized under AS 18.07.043 within [AS 18.07.041
OR 18.07.043 AFTER] sixmonths after the date of issuance of the certificate:

(@ the applicant fails, without good cause, to complete activities
authorized by the certificate;

(3 the sponsor fails to comply with [THE PROVISIONS OF] this

chapter or regulations adopted under this chapter;
(@ the sponsor knowingly misrepresents a material fact in obtaining

the certificate;
(B) the facts charged in an accusation filed under (¢) of this section are
established; or
(6) the sponsor fails to provide services authorized by the terms of the
certificate.
*Sec. 10. AS 18.07.111(2) isamended to read:
() "certificate” means a certificate of need issued by the department

under AS 18.07.043 or 18.07.071 [AS 18.07.041, 18.07.043, OR 18.07.071];
*Sec. 11. AS 18.07.041 is repealed.

5- CSHB 407( )
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* Sec. 12. The uncodified law of the State of Alaska isamended by adding anew section t
read:

APPLICABILITY. AS 18.07, as amended by secs. 1-11 of this Act, applies to
applications for certificates of need that are initially filed on or after the effective date of this
Act.

* Sec. 13. This Act takes effect immediately under AS 01.10.070(c).

CSHB 407( ) 6
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From: Brian Slocum

RE: Information Insights study of fiscal impact of revising CON

Attached you will find a copy of the study prepared by Information Insights, which
reviewed the potential financial impact of revising the CON legislation on the State
budget. The study makes the fol lowing points:

= The promise of competition may reduce Medicaid costs prior to any new
ambulatory surgery center (ASC) opening;

= Competition from anew ASC may reduce Medicaid costs during the initial
year ofASC operation;

= During the third year after a change inthe CON law, there isa potential for
a change inMedicaid cost ranging from a savings of $20,000 to a possible
increase of $190,000 with costs decreasing every year thereafter:

= The long-run effect of modifying the CON law and buildingan ASC 1in
Fairbanks will be to reduce the State’s Medicaid costs for outpatient services.

Please feel free to contact me at (907) 459 - 3509 ifyou have any further questions.
Thank you.



information
insights
212 ArontStreet, SUite 100
PO Box 73490
Faiirterks, AK

99707

(QU7) 452-2461

(Q07) 452-3143
bragersginfoirsiglits.com

March 25, 2002

Brian Slocum
Tanana Valley Clinic

Brian Rogers, Principal Consultant

Impact of Certificate ofNeed Legislation

Executive Summary

Tanana Valley Clinic (TVC) issupporting legislation (SB 256 and HB 407)
thatwould amend Certificate ofNeed (CON) requirements for construction of
certain health care fecilities in the State of Alaska. The immediate effect of
the legislationwould be toallow TVC to proceed with construction ofan
ambulatory surgical center (ASC) similar to that described inTV C sMay

1999 Certificate of Need Application.

Information Insights, Inc., was retained to examine the potential economic
impact of this legislation. This analysis focuses on the economic impact of
opening a freestanding ASC in Fairbanks, paying particular attention to the
specific concern that the ASC would increase Medicaid costs to the state of
Alaska.

There issome potential for the promise ofan ASC to reduce Medicaid costs
prior to the ASC opening itsdoors.

There s the potential for the opening of the ASC to reduce Medicaid costs
further for a short time, perhaps for one year from the time of opening.

There is the potential forMedicaid costs to increase for a time, beginning
roughly one year from the time the ASC opens and lasting no more than five
years. The additional Medicaid cost is likely to be no more than $200,000
dollars per year ($80,000 in costs to the state general fund), and can not
reasonably be expected to exceed $500,000 ($200,000 in costs to the state
general fund) under any realistic circumstances. The additional cost is
expected to decrease In every year after the first.

This period of increased Medicaid cost will end when Fairbanks Memorial
Hospital either attracts sufficient numbers of additional outpatients to replace
those who migiate to the ASC or reallocates its capital resources so as to most

efficiently adapt to a reduced number of outpatients.

The long-run effect of opening an ASC inFairbanks will be to reduce the
Medicaid cost associated with any given level of outpatient services.

1Basic Alaska Medicaid costs are currently shared between federal funds (59.8 percent) and
state general funds (40.2 percent).
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Estimating the Impact ofa Freestanding ASC on Medicaid Cost

Fairbanks Memorial Hospital (FMH) iscurrently the sole provider of outpatient surgical
procedures in the Fairbanks market. The introduction of a freestanding ASC into the
Fairbanks market has the potential to reduce prices charged for outpatient surgical
procedures through competition with FMH .

The following discussion addresses concerns that the ASC would raise Medicaid program
costs to the State of Alaska (hereafter referred to as the Medicaid cost argument). These
conclusions are preliminary and are based on financial information contained In the
separate CON applications submitted by TV C and Fairbanks Memorial Hospital (FMFI)
inMay 1999. The financial information contained in these documents allows us
estimate the Medicaid cost to the state of patients treated at FMH, and to estimate the
change in this cost when some number of the hospital s outpatients are treated instead at

a freestanding ASC.

The Medicaid cost argument isbased on the formula® used to determine the amount that a
hospital shall be reimbursed for services provided to Medicaid outpatients. This formula
isexplained in detail in Appendix A. The state multiplies all Medicaid charges subn itted
by the hospital by a percentage rate and pays the hospital the resulting amount. The
percentage rate isbased on the outpatient cost-to-charges ratios (reported in the hospitals
Medicare Cost Report) of multiple cost centers within the hospital. Thus the amount that
the hospital is reimbursed for services provided to Medicaid outpatients is roughly the
cost of the services. The numerator of each cost-to-charges ratiomay include both fixed
costs (which do not vary in the short run with the number of patients treated) and variable
costs (which do vary with the number of patients treated).

The Medicaid cost argument isas follows: Ifthe hospital loses outpatients to the ASC,
the charges In the denominator of each cost-to-charges ratiowill be reduced by some
percentage, and the variable costs in the numerator will be reduced by roughly the same
percentage. Because of the existence of fixed costs in the numerator, the effect of losing
outpatients to the ASC will be to raise the percentage rate. Thus the state will be required

1o pay a higher percentage of every dollar the hospital hills.

Understanding the mechanism underlying the Medicaid cost argument, we can make the
following observations:

First, any immediate reduction in hospital outpatient charges resulting from outpatients
migrating from the hospital to the ASC will have no effect on the percentage rate util the
hospital updates the cost-to-charges ratios iIn its next Medicare Cost Report; the full effect
on the percentage rate of outpatients migrating from the hospital to the ASC will not be
realized until after the first full cycle of the Medicare Cost Report following the

introduction of the ASC.

Second, the appearance of additional outpatients will mitigate the effect of outpatient
migration on the percentage rate. As the population increases and ages, more outpatient
services willl be required. Over time, these new patients may replace those who migrated
from the hospital t the ASC. This will ultimately retum the percentage rate to pre-ASC

Information Insights, Inc. CONFIDENTIAL



Mr. Brian Slocum Page 3

March 25, 2002

levels. If, forwhatever reason, the hospital finds that itcannot attract additional patients
quickly enough to justify the fixed costs previously attributed to outpatient services, ithas
the option of reassigning fixed costs. For example, an outpatient operating room could
presumably be converted to an inpatient operating room in the event that reduced demand
for outpatient services at the hospital persists.

The Medicaid cost argument isvalid only for a well-defined period of time, during which
hospital Medicaid outpatient charges are reduced relative to fixed costs attributable to
Medicaid outpatients. The limitations of the argument can be seen in the following
periods:

Period 0 (Construction).

Given the uncertainty in the situation, no project construction will begin before May
2003, so no operational business could be in place before Summer 2004. During this
period, which will encompass the next two state fiscal years— FY03 and FY04 —
FMH will lose no business to the ASC and therefore Medicaid costs will not increase
by the mechanism described in the Medicaid cost argument. There is, however, some
possibility that F MH may reduce prices after itiscertain the ASC will be built but
before itopens. In this event, Medicaid costs will initially decrease because the same
percentage ratewill be applied to reduced charges. Once the price reduction is fully
reflected in the percentage rate, Medicaid costs will retum to original levels because
the same percentage will be taken both from the denominator of the percentage rate
and from the Medicaid charges that are multiplied by the percentage rate'".

Period 1 (Immediately after the ASC opens).

Following the reasoning set forth inPeriod O, there will be a period immediately after
the ASC opens but before any changes in price or utilization pattems can be fully
reflected in the cost-to-charges ratios reported inF M H s Medicare cost report.

During this period, the percentage rate applied to hospital Medicaid outpatient
charges will remain at ts existing level (end of period 0). IfFFMH reduces prices
further, Medicaid costs for those outpatients remaining at the hospital will decrease.
Medicaid costwill also decrease for virtually all outpatients migrating from the
hospital to the new ASC.

Period 2 (Near Term).

Once changes inprice and utilization pattems affected by the introduction ofthe ASC
have been established and are fully reflected in the cost-to-charges ratics reported in
F MH “sMedicare cost report, Medicaid costs in the Fairbanks market may for a time
be greater than or less than what theywould have been had the ASC not been
introduced. This isthe only period inwhich the Medicaid cost argument is tenable.

The change inMedicaid cost will depend on several factors, principally:
1 The proportion of hospital outpatient costs that are fixed costs.

2. The extent to which lower prices attract additional patients.

3. The percent of Medicaid patients who elect to be treated at the ASC.

Information Insights, Inc. CONFIDENTIAL
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4. The difference inMedicaid cost for comparable complete treatments atF MH and
at the ASC.

The change inMedicaid cost isestimated ina number of scenarios in Appendix B.
The most liberal scenario estimates an increase in Medicaid cost of $475,000 for one
year. Of thisamount, the State of Alaska would be responsible for approximately
$190,000 in state general funds. Two other scenarios, each imposing a degree of
reason on this upper bound in a slightly different way, estimate an increase in
Medicaid cost of $150,000 for one year ($60,000 in costs to the state general fund).
Under one scenario specified in Appendix B, Medicaid costs decrease by more than
$50,000 ($20,000 in savings o the state general fund).

Period 3 (Long Term).

Medicaid costs may increase by the mechanism set forth in the Medicaid cost
argument only so long as hospital outpatient cost-to-charges ratios remain higher than
they would be in the absence of the ASC. Hospital outpatient cost-to-charges ratios
may retum to original levels in either of two ways, or insome combination of both:

1 Holding outpatient fixed costs at their original lewel, the hospital may attract
additional patients to replace those migrating to the ASC. The hospital may
attract additional patients immediately with lower prices, and the hospital may
expect to attract its share of the growing market for outpatient surgery as the
population increases and ages over timel’

2. The hospital may reassign fixed costs, thereby reducing the fixed costs
attributable to outpatients and reflected in outpatient cost-to-charges ratics. The
example of an outpatient operating room being converted to an inpatient operating
room was offered earlier. IfFMI1 isunable to attract additional outpatients to
replace those migrating to the ASC and does not foresee being able to do so
within a reasonable amount of time, itisonly natural to expect the hospital to put
its fecilities to better use, rather than continue to devote resources to outpatients it
docs not have. In the long run, no costs are truly fixed. A side effect of the
hospital s private profit-maximizing decision to allocate its capital resources
efficiently is that outpatient cost-to-charges ratios will retum to pre-ASC lewels.

To summarize: Following the introduction of a freestanding ASC, therewould be an
inrtdal period of adjustment inwhich Medicaid costs (relative to Medicaid costs in the
absence of the ASC) will almost surely be lower (Periods 0 and 1). There will follow a
period duringwhich there is the potential for Medicaid costs to be higher as described in
the Medicaid cost argument (Period 2). Ifadditional outpatients are not forthcoming in
sufficient numbers to justify the level of fixed costs devoted by the hospital to outpatient
care, Itis in the hospital’s private interest to reassign fixed costs. The time required
attract sufficient numbers of additional patients, or the time required for the hospital t©
reorganize (whichever is shortest) limits the duration ofPeriod 2, and the time during
which there ispotential for increased Medicaid costs, to probably no more than a few
years. During period 2, the additional Medicaid cost is likely to be no more than
$200,000 dollars per year ($80,000 in costs to the state general fund), and can not
reasonably be expected to exceed $500,000 ($200,000 in costs to the state general fund)
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under any realistic circumstances. The long-run effect ofopening the ASC will be to
reduce Medicaid costs for any given level of outpatient services. The reason is that
Medicaid costs are generally lower for outpatients treated atan ASC as opposed to a
hospital. Once hospital outpatient cost-to-charges ratios have stabilized at pre-ASC
leels, the mechanism behind the Medicaid cost argument is finished and we are leftwith
some number ofMedicaid patients receiving treatment at the ASC instead of at the

hospital at lower cost to the state.
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Appendix A: Determination of Medicaid Outpatient Reimbursement Rates

|. ASC Medicaid Rates

Each ASC procedure falls into one of eight Medicare payment groups. Alaska Medicaid
reimbursement rates are based on the Medicare ambulatory surgical center payment rates
for federal fiscal year 2000 as set out in 65 Fed. Reg. 6380-6383. Separate rates are st
for each of the eight payment groups and a regional wage index isapplied. To determine
the Medicaid rate, the Medicare rates from federal fiscal year 2000, already adjusted to
the appropriate region, are adjusted annually by the adjustment factors in7 AAC 43.683.
This methodology issetout in7 AAC 43.685(1).-

1. Acute Care Hospital Medicaid Rates

Medicaid reimburses a hospital for a percentage of outpatient charges; the charges
submitted by the hospital for Medicaid outpatient services are multiplied by a percentage
rate and the State pays the resulting amount to the hospital. The hospital isbound by
State and Federal laws to charge no more for Medicaid patients than itwould to the
general public. The percentage rate isa weighted average of the outpatient cost-to-
charges ratios for each of the hospital s cost centers (excluding laboratory cost center)
reported in the hospital’s Medicare cost report; each cost-to-charge ratio isweighted by
the Medicaid outpatient charges for eacn cost center, which are also found in the
Medicare cost report. Specifically: The outpatient cost-to-charges ratio (OCCR) for each
cost center ismultiplied by the corresponding Medicaid outpatient charges

(MAOPCHR . G) to calculate the Medicaid outpatient costs (MAOPCOST) for each cost
center. The Medicaid outpatient costs are summed over the cost centers and divided by
the Medicaid outpatient charges, summed over the cost centers, to arrive at the

percentage rate (PFR).
L PR = S((OCCR}) (MAOPCHRG1)) /S(MAOPCHRG])

= X(MAOPCOST1) /S(MAOPCHRG])

The percentage rate (established using the hospital’s Medicare cost report) is then
multiplied by the hospital’s Medicaid outpatient charges (billing) to determine the
amount of reimbursement. This methodology Issetout in7 AAC 43.685(C).
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Appendix B: Quantitatively Estimating the Period 2 Increase in Medicaid Costs

Fairbanks Memorial Hospital (FMH) initsCON application (May 1999) reported the
following revenues and expenses for 1998:

Total Patient Revenues $109,579,087
Outpatient Revenues $ 39,407,379
Total Expenses $ 82,029,812
Supplies (proxy variable cost) $ 13,182,423
Al Other (proxy fixed cost) $ 68,847,389

Outpatient revenues are 36% of total patient revenues. Applying this percentage to
expenses (oosts), we arrive at die fol lowving estimates of outpatient share of costs:

Outpatient Total Cost $29,499,971
Outpatient Variable Cost $ 4,740,729
Outpatient Fixed Cost $24,759,242

Total and outpatient revenues reported are gross, prior to deductions, and so can serve as
a proxy for patient charges. A proxy for the percentage rate can then be calculated as
$29,499,971 (outpatient costs) divided by $39,707,379, which equals 74.9%.

Medicaid gross patient charges are reported to be 13% of total gross patient charges (May
1999 CON application). Applying this percentage to outpatient charges, we estimate
Medicaid outpatient charges to be 13% of$39,707,379, or $5,122,959.

Multiplying estimated Medicaid outpatient charges by our estimated percentage
reimbursement rate, we estimate the cost to the state to be 74.9% of $5,122,959, or
$3,834,99%.

The effect of opening an ASC in the Fairbanks market isestimated in the fol lowing
Scenarios:

Scenario 1

This scenario should set the upper bound for the additional cost to the State.

The TVC CON application predicts total patient revenue (prior to any deductions) of
about $4.5 million by the third year. We use this figure as an upper bound. Suppose that
$4 .5M reflects charges that are 20% less that prc-ASC hospital charges for comparable
services. That $4.5M inASC revenue would take av/ay $4.5M divided by 0.8, or

$5,625,000 from hospital outpatient revenues. Outpatient revenue, which we use as a
proxy for charges, becomes ($39,407,379 -$5,625,000 =) $33,782,379.

Information Insights, Inc. CONFIDENTIAL



Mr. Brian Slocum Page 8
March 25, 2002

Let’s further suppose the hospital reduces its outpatient charges by 10% inorder to
compete with the ASC. So we have (0.9)($33,782,379) = $30,404,141. Overall,
outpatient charges are ($30,404,141 /$39,407,379 = 0.77) reduced by 23%. Applying
the same reduction to outpatient variable cost (0.77 * $4,740,729 = $3,657,634) and
adding to the original fixed cost ($3,657,634 + $24,759,242) we obtain anew estimate
for total outpatient costs of $28,416,877. The new percentage rate is estimated as new
cost divided by new charges: $28,416,877 /$30,404,141 = .935.

Ifwe assume (for sinplicity, and also in the irit of estimating an upper bound for
additional Medicaid cost) that all Medicaid patients stay at the hospital, then outpatient
Medicaid charges are reduced only by the 10% price reduction. Multiplying $5,122,959
by 0.9 we obtain new outpatient Medicaid charges of $4,610,663. Multiplying this by the
percentage rate of approximately 0.935 we obtain new Medicaid cost of approximately
$4,310,000. The additional Medicaid cost would be $475,000 ($190,000 in costs to

the state general fund).

Scenario 2

The use of supply costs as a proxy for all variable costs gave a lower bound for actual
variable aosts. A more realistic estimate of actual variable costs might be three times
supply cost, or roughly $39.6 million instead of $13.2 million. Making only this change
and adopting all the other assumptions of Scenario 1, the additional Medicaid cost
would be $146,000 ($58,400 in costs to the state general fund).

Scenario 3

Using the TVC ASC projected patient revenues of roughly $3.SM from the first instead
of the third year of operation, and estimating some increase in ttal revenue (TVC and
FMH combined) because of lower prices attracting additional patients so that FMH loses
only halfof ($3.8M divided by 0.8), and still assuming all Medicaid patients stay at the

hospital, erther

a) the additional Medicaid cost would about $150,000 ($60,000 in costs to the
state general fund) ifwe estimate variable cost as $13.2 million aswe did in Scenario 1,
or

b) Medicaid costs would be reduced by more than $50,000 ($20,000 in savings
to the state general fund) ifwe estimate variable cost as $39.6 million aswe did in

Scenario 2.

Scenario 4

A scenario, following from Scenario 3, inwhich Medicaid patients now leave the hospital
for the new ASC at the same rate as all other patients, could allow us to reduce the
additional cost il further or estimate a further cost saving.

Infonnation Insigts, Inc. CONFIDENTIAL
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Notes

wetout in 7 AAC 43.685(c).

"The canceling of the percentage reduction in charges is not exact because of the averaging of the
outpatient cost-to-charges ratios for multiple cost centers. Generally speaking, a price reduction, once fully
accounted for in the percentage rate applied to Medicaid outpatient charges, will not affect total Medicaid
co?t. The intuitive reason for this is that Medicaid reimburses the hospital for Medicaid outpatient costs
only.

The Alaska Department of Labor has recorded the aging trend in Alaska’s population over roughly the
Hast ten years and projects a continued aging trend for the next ten years. Because of the increased need for

ealth care that accompanies agln%, this aging trend, combined with modest annual increases in total
population, should fuel increased demand for health care services, including outpatient surgeries and
procedures, for at least the next ten years.
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Memorandum
March 28, 2002

To: Legislators
From: Brian Slocum

RE:  Analysis of impact of eliminating CON in other states

Attached you will find a copy of 2 academic studies which reviewed the impact of
eliminating CON legislation in other States. The 2 studies makes the following points:

= CON laws increase hospital costs and increase hospital profits (Conover,page
466);

= CON laws cause a21% increase in hospital spending and a 9% increase in
other health care spending (CONOVEY, page 471);

= There were no increase In costs in States that eliminated theirCON s
(Cono'<er, page 458, 469, 478, and Mendelson, page 37);

= There was no decrease in hospital profits in States that el iminated their
C O N *s(Conover, page 466);

= States with more stringent CON nolicies experienced higher patient

mortality rates than those without these policies (CONOVEY, page 477).

Please feel free to contact me at (907) 459 - 3509 1fyou have any further questions.
Thank you.
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Certificate ofNeed programs can play ap
important role in"managing healtn _
care, thougnh not_neceTsaw n tGe by Daniel N. Mendelson
manner originally intended.  and Judith Arnold

The pressure of rising health care costB on state bud%ets, employer pay-
rolls and American families has agaiq brought health care cost control
to_the forefront of state regulatory agendas. . _

Tired of waiting for the federal response to the nation’s health cave ills,
most states have begun to examine options for initiating reform. This has
brought new scrutiny to state programs designed to contain costs, moni-
tor quality and promote accesd to care An increasing number of states are
re-ex_ammm(t; the effectiveness of their Certificate 0f Need programs and
conmd,enng heir role in the rapidly changing health care environment.

Certificate of Need (CON) iBa regulatory réview process that requires
certain health care organizations, Such as hospitals, nursing homes and
physician groups, to obtain authorization from the state for magor capital
expenditures, the purchase ofhigh technology equipment and the expan-
sion of servjces. , .

The use ofcapital review programs at the state level began with volun-
tary state programs and accelérated with the passage ofSection 1122 of
the 1972 amendments to the Social Security Act, which stipulated that
states must review all capital expenditures that exceeded $100,000,
changed bed capacity or involved a “substantial change” in services. States
not reviewing such expenditures were subject to a loss of Medicare Caﬁl-
tal reimbursement, feaeral Medicaid payments and payments through the
Maternal and Child Health Pro?ram_.

In 1974, the National Health PTanning and Resources Act went further,
re%u!rlng states to enact Certificate of Need to receive funds through the
Public Health Service. While some states implemented CON to contain
costs, improve access or monitor quality, others simply did so to conform

with federal requirements. _ _
Since the 1986 repeal of the National Health Planning and Resources

Act, 12 states have repealed part or all oftheir CON or allowed it to sunset.
Many of the states repealing CON substituted other regulation, especially
for long-term care. The 38 remaining state programs vary widely with ré-

* jet t0 the types of services reviewed, dollar thresholds forcaintal review,

the quality ot the State Health Plan stipulating program goals, the strin-

gency with which regulations are enforced and'in a variety of other ways.
Page 36 SPECTRUM Winter 1993

This djversity. provides the opportunity to compare a variety ofapproaches
to capital review, PPOTLUNTty tocomp yorapp

CON's Effectiveness In Acute Care

In the acute care sector, CON typically requires hospitals to file for review
when expanding bed capacity or adding clinical
services. State regulators thotight that by control-

Im%excess hospital capacity and limiting services,

CON would moderate increases in health care costs, .

maintain access to care and promote quality. While ~ Certificate of
CON programs have not met all of these expecta-  Need programs
tions, they have achieved some modest successes  have not been
that are often overlooked. successful in
Acute Care Costs _ holding down

_ CON programs have not been successful inhold-  hospital costs.
ing down_ hospital costs. This conclusion is based

on'extensive empirical analyses ofhospital costs be-

tween 1980 and 1989. Our’findings concur with a

number cfstudies conducted during the 1970s, con- _ _
cluding that the program did not decrease hospilal costs during that time
(Sloan, Steinwald 1980) !&POlICy Analysis, Inc., 1981), and two more recent
studies that showed CON assaciated with modest increases in costs in the
early 1980s. (Ashby 1984 and Federal Trade Commission 1988) These na-
tional results may not hold for a given state, since each program IS unique.
Thoy do, however; hold in Ohio and Pennsylvania, two states analyzed in
detail. (Lewin-VHI 1991 and Lewin-VHI 1992a) _ _

Legislators also are frequently interested in whether costs increased in
states that repealed CON. We have found no evidence of increased costs
in the 12 states that repealed their CON,Progra_ms. There was expansion
of certain services in these states, as will be discussed in the following
section. However, these results cannot be used to ?redlct the Eotentlal con-
sequences ofrepeal in other states since the regulatory, market and other
circumstances in each state are unique. _

What has hindered CON programs from successfully controlling acute
care costs? There are four primary factors. First, CON targetsonly a small
portion of a hospital’s overall budget. Control of capital Spending has no
effect on cost increases caused by the rise in labor, hospital-specific infla-
tion and innovative uses of surdical techniques. _

Second, the proq1 am does nothing to affect the ﬁrlces thata hospital can
charge. Third, the health policy literature shows that reductions in hospital
bed capacity (a mgjor target of CON grograms) do not usuaIIY reduce the
use ofservices. (Friedman, Pauly 1983 and Schwartz, Joskow 1980) In fact,
closing inexpensive community hospitals can actually add to costs, as
patients go to more sophisticated and expensive sites for care. (Phuly, Wil-

Winter 1993 SPECTRUM Page 37



Does Removing Certificate-of-Need
Regulations Lead to a Surge 1in

Health Care Spending?

Christopher J. Conover and Frank A. Sloan
Duke University

Abstract This study assesses the impact of certificate-of-need (CON) regulation
for hospitals on various measures of health spending per capita, hospital supply, dif-
fusion of technology, and hospital industry organization. Using a time series cross-
sectional methodology, we estimate the net impact of CON policies on costs, supply,
technology diffusion, and industry organization, controlling for area characteristics,
the presence of other forms of regulation, such as hospital rate-setting, and competi-
tion. Mature CON programs are associated with a modest (5 percent) long-term
reduction in acute care spending per capita, but not with a significant reduction in
total per capita spending. There is no evidence of a surge in acquisition of facilities or
in costs following removal of CON regulations. Mature CON programs also result
in a slight (2 percent) reduction in bed supply but higher costs per day and per admis-
sion, along with higher hospital profits. CON regulations generally have no detectable
effect on diffusion of various hospital-based technologies. It is doubtful that CON reg-
ulations have had much effect on quality of care, positive or negative, Such leguiations
may have improved access, but there is'litlle empirical evidence ‘o document this.

For more than two decades, health care cost containment has been at
the forefront of the health policy agenda. ""However, the approaches used
0 achieve cost containment have changed. One of the first policies
adopted by states (and that for a time was required by federal statute)
was certificate-of-need laws (CON) . Such laws, which focused on hospi —
talsand nursing homes, were adopted to curb needless duplication of ser-

Thc authors would like to acknowledge capable research assistance by Shin Yi Chou and Marc
Spooner. This research was supported in part by a contract with the Delaware Health Planning
Commission.

Journal ofHealth Politics. Policy and Law,'Mo]. 23, No. 3, June 1998. Copyright & 1998 by
Duke University Press.
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vices and consequent excess caeecity. At the time, retrospective reim—
bursement provided guaranteed reimbursement even iffecilities operated
atvell below capecity. Also, given nearly complete Insurance coverage
for hospitals, competition forpatients occurred on anonprice besis (Robin—
son and Luft 1987; Dranove, Shanley, and Simon 1992). The hospitals thet
could offer the most sophisticated range of services and equipment were
most attractive to patients and treir physicians. The price of such care did
not matter, or at lesst itmattered much less. Competition by service
expansion and proliferation of new technology has been termed the “med —
ical arms race” ,At lesst in prirciple, CON regulations could control the
medical arms race by requiring that organizations demonstrate need fora
faality, service, or equipment before invesnng inthem. Also, inthe 1930s,
some states expanded CON regulations to control the proliferation of
ambulatory care providers thet was occurring (Finkler 1985). Other per—
haps secondary objectives of CON regulations were to promote access
and to promote gality. A less daritable view sthat CON regulations
sought to establish entry barriers to protect the 1ncome of existing pro—
viders, especially hospitals (Feldstein 1988; Wendling and Werner 1930).
Several developments have occurred since the late 1960s and early
1970s that have lessened the popularity of CON regulations, especially
as they affect hospital care. Airst, other regulatory mechanisms thought
1t be more effective in cost containment have been adopted. Primary
among these sMedicare 5 Prospective Payment System (PPS), but some
States implemented various forms of regulation of hospital rates and
revenue. Although PPS isdill in effect, hospital rate-setting remains
in only one state.1Second, there has been substantial growth in various
forms of managed care, stimulated inpart by legislation, such as selec—
tive contracting lans. Although specific incentives differ, managed care
provides incentives for hospitals to be concerned about cost. In this
context, there 1sa perception that CON regulations may not be needed
asmuch as they were previously to control hospital cost growth. As a
result of managed care plan growth as well as implementation of PPS,
demand for inpatient hospital care has decreased appreciably. Third,
as discussed later, a substantial amount of empirical evidence accu—
mulated by the early 1980s indicating that CON regulations were inef—
fective in cost containment. Research findings per se did not contribute
1o the demise of CON laws, but such findings probably coincided with

1 Atvarious times, six different states had adopted this approach, with Hew York being the
most recent to abandon it (on 30 June 1996).
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experience-based impressions of policy makers and experts in the field.
Fourth, the federal law requiring states to have CON regulations expired
in 1986. Since then, fifteen states have dropped CON regulations for
hospital services; about halfof these have retained CON regulations for
nursing homes.

Policy makers inmany other states have been reluctant to drop CON
laws because of a concem that removing them would lead 0 a surge in
health care spending, including both capital expenditures (inrtally, subse—
quent toremoval or CON laws) followed by increased operating expenses.
Some largely anecdotal accounts of surges following removal of CON
laws were reported (Simpson 1986; Lewin-1CF 1992b). Although PPS
and managed care have changed incentives, these forces may be insuffi—
cient to offset the other inflationary fectors that preceded these more
recent developments. Second, there isconcemn that without restraint by
CON regulations, market forces will exacerbate an existing maldistribu—
tion of facilities, thus placing a greater burden on the disadvantaged.
Some observers are also worried that forrofit providers would berefit
disproportionately from removal of CON regulations. Some view this as
troublesome since for-profit fecilities may be less willing to provide
uncompensated care. Some studies have shown this to he so (see refer—
ences InKuttner 19%), but other studies indicate that the contribution t
uncompensated or indigent care is about equal, whether measured In
terms of the self-pay share of patients, the bad debt-charity care share
of darges, or the share of revenue accounted for by Medicaid (seeSloans
1938 review). Proliferation of low-volume feciliies also isa concem on
the grounds that high volume s associated with higher quality of care,
at lesst for some procedures (Luft etal. 1990).

Absent from these policy discussions to date has been systematic
empirical evidence of the experiences in states that have lifted CON reg—
ulations. Did a surge inspending occur? <o, forwhich types of fecilities
and servioes did the surge occur? Did removal of CON regulations open
the doors to the for-profits? Conversely, did removal of CON regulations
have bereficial effects, such as increasing price competition through pro—
moting growth of managed care, which may have been restrained previ—
ously because of CON entry barriers? Compared with other approaches
1o cost containment, how well do CON regulations perform? This isan
old question, but the track record for comparing altemative approaches
1o cost containment isnow far longer than when most studies were con—
ducted during the 1970s and 19Bfcs. Furthermore, itisnow possible to fol —
low the experience of states that dropped CON instead of simply com—



458 Journal of Health Politics, Policy and Law

paring states with CON 1o those that had not yet adopted it Firally, for
the first time, a fourteen-year, continuous time series of state per capita
health spending data has become available from the U.S. Health Care
Financing Adninistration (HCFA) .2

This article provides new empirical evidence about these issues with
regard to acute care services. In focusing on acute care Services, we
exclude nursing homes, hospices, and home health care, but we do include
ambulatory surgery and visits to physicians’ offices as well as to hospi—
taks. Using a state time series of cross-sections, we assess the effects of
Iifag CON through 1993. The success of CON In cost containment is
compared with other approaches. We show that mature CON programs
are associated with a modest (5 percent) long-term reduction in acute
care spending per capita, but with no sighirficant reduction in total per
capita spending. We also found no evidence of a surge in acouisition of
fecilities or in costs following removal of CON.

Our empirical specification s followed by a discussion of findings
on CON, other regulatory programs, competition, control variables on
expenditures on acute care servioes, hospital beds, service intersity, and
profitability, diffusion of technology, and industry organization. We then
evaluate our results, compare our findings with those from previous stud—
kes, and discuss previous research on effects of CON on quality and
access. Although we do not present any new direct evidence about qual —
ity and aooess, these issues are clearly germane to states” deciisions about
whether CON should be retained.

Empirical Specification
Dependent Variables

We specified equations for the ol lowing dependent variables. To mea—
sure the effects of CON and other factors on per capita health spending,
we defined dependent variables for (1) total expenditures on personal
health care services; (2) total acute care expenditures (defired as total
spending minus nursing and home health expenditures); (3) expenditures
on hospital care; and (4) expenditures on physicians” services per person

2. These data have not been published, but can be obtained by sending a blank diskette to
Anna Long in the Health Carc Financing Administration’s Office of National Health Statis-
tics, Office of ihe Actuary, Room N3-02-02, 7500 Security Boulevard, Baltimore, MD 21244-
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for a states resident population. We also obtained estimates of Medicare
spending per elderly enrollee, including total Medicare expenses and Part
A and Part B expenditures.3 Unpublished estimates of personal health
care expenditures by state and year in tolal and by component were
obtained fron HCFA for 1980- 1993.4We also analyzed Medicare expen—
ditures for 1980-1993. All monetarily expressed variables were deflated
by the all-items Consumer Price Index.

Dependent variables for hospital supply were beds per 1,000 state res—
idnts; for service intersity, the dependent variables were expense per
adjusted (for outpatient volume) patient day and per adjusted adnission;
the dependent variable for hospital profits was the ratio of total revenue
o total expense. The revenue measure was for funds actually received by
hospitals during the fiscal year, not for hospital charges. Data for these
dependent variables for 1976-1993 came from the American Hospital
associations HoSpital Staistics (aHA 1977-1994).

To measure the influence of CON and other factors on the variable
diffusion of technology, we defined dependent variables for (D) the num —
ber of hospitals with open-hearl surgery units (1980-1993), (2) for hos—
prtals with organ transplant units (1980-1993), (3) for hospitals with
ambulatory surgery units (1983-1993), and (4) for all ambulatory
surgery wunits, including freestanding fecilities, per one million state res—
idats (1983-1993). The differant time periods we studied were dictated

3. Qur figure for total Medicare perelderly enrollee equals the sum of the per enrollee esti-
mates for Part A and Part B. Given that not all Pa/t A cligiblcs receive Part B, oui figure is
slightly different from the HCFA-rcported stale level estimates of total spending per enrollee
who was eligible for either Part A or Part B.during the year. This latter figure will fluctuate
hased on changes in the mix of Part A and Part B eligiblcs, so we sought a slightly more stable
measure that can be interpreted as estimated spending for an elderly enrollee who had enrolled
in both Part A and Part B.

4. Most readers may be aware that these HCFA estimates measure spending by place of ser-
vice. so our measure of spending per state resident is not intended to be an accurate measure of
resource consumption by residents in that state, given that many residents may cross state bor-
ders to seek carc. HCFA is still working on the development of residence-adjusted per capita
spending figures. However, even if these were available, we believe they would not have heen
appropriate for our analysis insofar as the impact of a state's CON should be reflected in all
spending within its own borders, not just that of its own citizens. Given that our method in
essence measures the influence of various factors on year-to-year changes in per capita spend-
ing, the measure we have chosen would be unsuitable only if there were large year-to-yearvari-
ations in the extent o f border-crossing, which seems improbable. On the other hand, wc also rec-
ognize that if CON regulations had the effect of driving citizens to neighboring states to seek
care, our analysis of HCFA data would not be able to detect it. Part of our motivation in also
analyzing Medicare spending pereligible person— which is a residence-adjusted measure of
spending— was to sec whether wc got consistent results using both placc-of-scrvicc and placc-
of-rcsidence measures of per capita spending.
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by data availability.5 Information on the first three variables came from
meHospltaI SHAISTICS (AHA 1977-1994). Data for the fourth came from
the SMG Marketing Group (1984-1995). For the variable industry orga—
nization, we defined dependent variables for the for-profrt share of hos—
pital beds6for 1976-1993 based on Hospltal Statistics and the HM O
enrol Iments as a fraction of the state population, information taken from
the Group Health Association of Americas National DITECtOI'y ofHMOs
(GHAA 1977-1994). We used data for 1976-1993 inour analysisofH M O

market share.

Examining Certificate-of-Need Laws

Four binary variables represented certificate-of-need laws: pre-CON-
the year before and the firstyear CON was implemented; young CON—
the firt two years postimplementation; mature CON— the remaining
yearsCON was ineffect; and CON lifted- the first three years after the
CON law was dropped. Pre-CON was included to capture anticipatory
effects of CON. There issome empirical evidence that hospitals began
some cgoital projects In anticipation of CON (Sloan and Steinwald
19808). Once enacted, CON laws plausibly had greater effects after they
had been in place for a number of years. The variable CON lifted was
included to determine whether there was a surge In hospital investrent
(and consequently in hospital costliness) immediately after CON laws
were dropped.

W IFCON laws constrain hospital investment and cost, the savings may
be offsst by greater expenditures in other parts of the health care sector,
as others have argued (see e.g., Finkler 1987). By including analysis of
the ambulatory sector and of total health care expenditures, we were able
o examine this possibility.

Program age is only one aspect of CON, programs that Is hetero—
geneous. Programs also logically differ in strlngency which reflects the
scope of coverage and the difficulty applicants have in securing certifi—
cates of need. In an altemative specification, we used aCON stringency

5. Because our observational unit was the rtatc, our diffusion measures were based on counts
of the number of facilities offering a particular service. At alower level of aggregation, it would
ke useful tostudy whether additional units opened where existing units were, or where the facil-

ity was the first of its kind in the area.

6. We i ecognize that our results might have been somewhat different if we had measured the
for-profit share as a percentage of revenues or admissions. Our convention here is typical of pre-
vious analyses of CON regulations using state or regional data (see Noether 1988; Lanning,
Morriscy, and Ohsfeldt 1991).
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measure originally developed by Lewin-ICF (1992a).7 These measures
took account of dollar thresholds used to determine whether a project
was stbject toCON review, interms of the scope of specific categories
of services subject to review. This produced a continuous numerical score
that Lewin-ICF used 1o categorize states into three mutually exclusive
categories: 1= limited; 2 = moderate; 3 = stringait. These categorical
scores were used inour aalysis.8

Firelly, for most of the dbservational period, states could adopt section
1122 programs at their option. Unlike CON, section 1122 allowed hospi—
tals tomake unapproved investments in plait, equipment, and services,
but unless approved, there was no Medicare or Medicaid reimbursement
for the cepital expenditures associated with the projects. The section
1122 variable measured the fraction of hospital revenues from Medicare
and Medicaid by state and year, only for the years that section 1122 was
ineffect in agiven state.

Hospital Rate-Setting

An explanatory variable for Medicare Prospective Payment measured
the fraction of hospital revenues covered by PPS by state and year. The
variable accounts for the years the program was phased in (1984-1987)
as well as the fraction of hospital revenue from Medicare by state and
year. We also measured the fraction of hospital revenue covered by
mandatory rate-setting programs.9 Fol lowing previous work by one of
the authors (Sloan 1981), we distinguished between young rate-setting
— the first three years of implementation— and mature rate-setting,
the remaining years that CON laws.were ineffect. The variables were
defined to reflect the fraction oftrevenue covered by the program.

7. More recent data for this measure are reported in Lcwin-VHI (1995).

8. The Lewin-ICF mc’hodology was no. explained in enough detail to replicate the continu-
ous scoring system. Because wc had to interpolate figures for 1991 (based on reported figures
for 1990 and 1992) and extrapolate to 1993 based on other available information about changes
in thresholds, we were able to do so more reliably with the categorical data (whose values
tended to be stable over time for any given state) than if we had attempted to replicate the con-
tinuous scoring system.

9. Previous work by Sloan (1981) examined a wider range of hospital rate-setting programs,
including voluntary and advisory programs. Both theory and mostevidence suggest that manda-
tory prospective r,te-sctting is the most effective form of hospital rate regulation (Biles,
Shramm, and Atkinson 1980; Morrisey, Sloan, and Mitchell 1983; Sloan 1983; Rosko 1989),
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Reimbursement

Explanatory variables were included 1o represent the fractions of hospi—
tal revenue that came from Medicare and from Medicaid programs,

respectively.

Price Competition

The HMO share- calculated by dividingHM O enrollment by resident
population on 1July of each year— was used to represent the influence
of managed care on hospital oosts.10These data were obtained from
6HAA sNational Directory of HMOs.

Area Characteristics

We oontrolled for other factors likely to affect the dependent variables:
income per capita population (Bureau of Economic Analysis estimates);
the ratio of general practitioners to all physicians; the fraction of popula—
tion over age sixty-five (Bureau of the Census); the population density
(Bureau of the Census); and the weekly wage paid to service workers
(Bureau of Labor Statistics [BLS] 1976-1994).

Other Explanatory Variables

-To capture omitted cross-sectional and interterporal influences, we
included state binary variables and a time trend. To conserve space, coef—
ficients and standard errors on the interogpt, state binary variables, and
the Voluntary Effort (only included in analysis that spanned the 1970s
but not presented because itisno longer of policy interest) are not pre—
sented in the tables shown here.1L To allow us to distinguish between
gort- and long-run influences on explanatory variables, we included

10. Unfortunately, analogous data on PPO enrollments were not sufficiently reliable to use
in our analysis because of changes in definitions over time. HMO share is not a perfect mea-
sure of price competition insofar as it does not take into account the nature of plans offered (e.g.,
group model versus independent practice association) or the aggressiveness of purchasers in the
market, which strongly influences the degree towhich HMO presence actually affects competi-
tion and hospital costs (Robinson 1995; Zwanziger and Melnick 1996). Despite its limitations,
HMO share has been shown to be related to price (premium) levels in two different studies
(Wholey, Feldman, and Christianson 1995; Feldstein and Wickizer 1995), so in the absence of
a better measure, we feel justified in using it.

11 The Voluntary Effort was a voluntary cost-containment effort promoted by the Ameri-
can Hospital Association to diminish support for President Carter's proposed price controls on
hospitals. This effort began in December 1977 and lasted until about 1980 (Sloan 1983).
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lagged dependent variables. The aoefficient on the dependent variable is
interpretable as one minus the fraction of the gap between the actual and
the equilibriun value of the dependent variable that isclosed in ayear
(). Thus, ifthe coefficient were 8, 2 of the gap would be closed annu—
ally. To dotain the long-run influence, the coefficient on an explanatory
variable isdivided by

Functional Form

With the exception of the HM O share equation, al dependent variables
were expressed in natural logarithm form, as were the variables in the
other explanatory variables category; all other explanatory variables
were entered lirearly. Since there were an appreciable number of obser—
vations with no HMOs (about one hundred), we estimated the HM O
share equation in linear form.

Results
Effects of Certificate-of-Need Laws

Certificate-of-need laws had no effect on total personal health expendi —
tures per capita or on per capita spending on physicians’ services (Table
D). For spending on acute care, mature CON had a negative impact that
was statistically sighificatt at the five percent leel. The long-run effect
of mature CON was an almost five-percent reduction in per capita acute
care expenditures, which includes ambulatory care as well as hospital
expenditures. However, we were unable to detect a statastically sighirfi—
cant effect of removing CON on tkese same expenditures. Surprisingly,
in view of this finding, mature CON did not have a statistically signifi—
cant effect in reducing hospital spending, aqd in this regression, the coef—
Ticiet on the variable CON lifted has a negative sign (statistically sig—
nificait at the 10 percent leel).

For Medicare expenditures, the only statistically significait CON
coefficients have positive sigs. A positive signon CON  Iifted suggests
asurge inPartA (1., hospital expenses), but the positive sign on mature
CON inthe Part B regression suggests that physicians” services may
have substituted for hospital care when the latterwas constrained.

On the whole, the section 1122 program seems to have been effective
in containing assts. Negative and statistically significant coefficients
were obtained in most regressions, But strangely, not in the regression



