
J j j

l u S E



A l a s k a ' s  C o n s t r u c t i o n  I n d u s t r y  E m p l o y m e n t  2 0 0 4

I n f o r m a t i o n  2 %

L e i s u r e  & H o s p i t a l i t y  1 0 %

F i n a n c i a l  A c t i v i t i e s  5 %

O t h e r  S e r .  4 %

T r a n s , &  U t i l i t i e s  7 %

N a t u r a l  R e s o u r c e s  3 %

CONSTRUCTION 6%
M a n u f .  4 %

G o v e r n m e n t  2 7 %

P r o f & B u s  S e r .  8 %

H e a l t h  &  E d u c a t i o n  1 1 %

T r a d e  1 4 %

S o u r c e :  A l a s k a  D e p a r t m e n t  o f  L a b o r  a n d  W o r k f o r c e  D e v e lo p m e n t ,  R e s e a r c h  a n d  A n a ly s i s .



P o t e n t i a l  L a b o r  S h o r t a g e s  -  

Pipeline
C r a f t  C u r r e n t  P i p e l i n e

P l u m b e r s ,  P i p e f i t t e r s  1 , 4 9 2  4 5 0

E q u i p m e n t  O p e r a t o r s  2 , 7 4 1  2 , 1 0 0

T r u c k  D r i v e r s  2 9 3  1 , 7 0 0

L a b o r e r s  3 , 6 0 5  1 , 3 0 0



n

Potential Labor Shortages

P l u m b e r s  &  P i p e f i t t e r s  3 0 %

E q u i p m e n t  O p e r a t o r s  7 7 %

T r u c k  D r i v e r s  5 8 0 %

L a b o r e r s  3 6 %



What’s Being Done

•  C u r r e n t  A p p r e n t i c e s h i p  P r o g r a m s

- 1 8 5 5  t o t a l  a p p r e n t i c e s

- 7 9 8  N e w l y  r e g i s t e r e d  a p p r e n t i c e s ,  3 6 3  

c a n c e l l e d

- 1 6 6  C o m p l e t e d  T r a i n i n g  i n  2 0 0 5

- 1 5 %  o f  N e e d

•  S t a t e  E f f o r t s  

L o n g  t e r m  s t r a t e g y  c o m p l e t e d  2 0 0 5  

$ 2 0  m i l l i o n  t r a i n i n g  f u n d s  f o r  G a s  l i n e



What’s Being Done

■ A G C  E f f o r t s  

B u i l d  U p  

N C C E R  

U A A

■ C a r e e r  A c a d e m y  -  M a t - S u / A G C

■ C o n s t r u c t i o n  A c a d e m y  -  A G C ,  

D O L W D ,  A S D , A H B ,  A W P ,  C I T C
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The Construction Industry Progress 
Fund (CIPF) and the Associated 1
General Contractors o f Alaska (AGC) 
are pleased to provide you with this ALiska Construction 
2007 Spending Forecast.

This vital, informative review and estimate o f construction 
activity in the State o f Alaska is in its fourth year o f publication.

Compiled and written by Scott Goldsmith and Mary 
Killorin oflSER at the University o f Alaska Anchorage, the 
forecast looks at construction activity, projects and spending Iry 
both the public and private sectors fo r 2007.

Construction is the third-largest industry in the state, pays 
the states second highest wages, employs nearly 22,000 workers 
with a payroll over $1 billion, accou ‘s fo r 20% o f Alaska’s 
economy and currently contributes more than $7 billion 
annually to the state’s economy.

I  hope you enjoy reading this publication. When the 
construction industry is vigorous, so is the state’s economy.

Sincerely,

D ear Alaskans,

y. A. Fergusson 
CIPF President

Overview_________
Total construction spend­

ing in Alaska in 2007 that 
"hits the street” w ill be $7 
billion, an increase of 7% 
from a revised figure o f 
$6.56 billion in 2006.'
However, construction 

spending excluding the oil 
and gas sector— which by 
itself will account for 38% of 
the total— will be down from 
$4,525 billion to S4.365 
billion, a drop of 4%.J
Because of increases in the 

cost o f materials during 
2006, construction industry 
employment, narrowly 
defined, will be essentially 
flat in 2007 even though total

spending is expected to be 
higher than last year. Never­
theless, 2007 will be another 
very sttong year for the con­
struction industry, particularly 
among firms working for the 
oil and gas sector.
This year private-sector 

construction spending is 
projected to be $4.55 billion, 
up 15% over 2006, driven 
by a 30% increase in spend­
ing by the oil and gas sector. 
Public spending will be $2.45 
billion, down 6% front 2006, 
due to a decline in federal 
spending that will not be 
totally offset by an increase 
in spending from state 
funding sources.

Uncertainty in the forecast 
for 2007 comes from several 
sources. The decline in the 
crude oil price in recent 
months may cause some 
firms working in the oil 
patch to re-evaluate their 
capital budget decisions and 
slow their rate of investment 
in exploration and develop­
ment. All sectors or the 
industry are continuing to 
experience rapid increases in 
construction material costs 
that will undoubtedly cause 
some projects to be canceled 
or postponed, as has been the 
case in the last several years.
Public construction spend­

ing estimates are complicated 
by the fact that a federal 
budget for the 2007 fiscal 
year, which began in October 
o f last year, has yet to be 
passed. In the absence o f a 
budget, federal agencies have 
generally planned on pro­
gram funding at the same

level as last year. That could 
change when the budget is 
finally passed. The state capi­
tal budget enacted for 2007 
is much larger than in it was 
in 2006, but the new gover­
nor may decide not to fund 
or to delay the funding of 
some projects it contains.5
.\s in past years, some 

firms are reluctant to reveal 
their investment plans, 
because they don't want to 
alert competitors, and some 
have not completed their 
2007 planning. Large proj­
ects often span two or more 
years, so estimation o f cash 
that will “hit the street” this 
year is difficult. And tracing 
the path o f federal spending 
coming to Alaska without 
double counting is a chal­
lenge. We are confident of 
the overall pattern o f die 
forecast, but some surprises 
should be expected, as is 
always the case.

1 Our original projection for 2006 was $6,525 billion. Wc subsequently revised 
mining down slightly to reflect a slowdown in development of Kensington and 
Rock Oeek mines. V/e increased our estimates of residential and commercial 
construction marginally to reflect higher construction costs. For the 2007 projec­
tion, we reclassified local road construction from state and local government to 
highways. The net effect was an increase of $30 million
: We define total construction spending broadly to include not only the construc­
tion industry as defined by the U.S. Department of Commerce and the Alaska 
Department of l abor bur also other activities. Specifically, our construction spend­
ing figure encompasses all the spending associated with construction occupations 
(including repair and renovation, but excluding design and planning), regardless of 
the type of business where the spending occurs. For example, we include the capital 
budget of the oil and gas and mining industries in our figure, except for large, iden­
tifiable equipment purchases such as new oil tankers.
5 A significant share of the state capital budget is for the purchase of equipment, for 
capitalizing funds such as the Power Cost F.qualization Fund, and for various oper­
ating programs.

Alaska Construction Spending
2C07 F orecast

_______________________________ Level_______Change

PRIVATE $  4 , 5 5 0 , 0 0 0 , 0 0 0 1 5 %

Oil a n d  Gas 2,650,000,000 30%
Mining 195,000,000 —

O th er  Rural Basic Industry 20,000,000 - 6 0 %
Residential 750,000,000 3%
O th er  Commercial 350,000,000 8%
Hospitals 200,000,000 - 9 %
Utilities 385,000,000 - 4 %
PUBLIC $ 2 , 4 5 5 , 0 0 0 , 0 0 0 - 6 %

National  Defense 570,000,000 - 2 2 %
Hjghways 425,000,000 - 1 7 %
Airports a n d  Ports 360,000,000 9%
Alaska Railroad 100,000,000 25%
Denali Commission 100,uG0,000 —

Education 350,000,000 13%
O th er  Federal 365,000,000 - 9 %
O th er  State & Local 185,000,000 32%
TOTAL $ 7,005,000,000 7%

Source: Institute of Social and Economic Research
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PRIVATE 
CONSTRUCTION
Privately funded construc­

tion projects will account for 
about 65% of total construc­
tion spending in 2007. This 
represents a 15% increase in 
spending compared to the 
total of S3.96 billion in 2006.

OH and  Gas: 
$2,650 M illio n
Spending in 2007 is 

expected to be about 30% 
above the level o f last year 
due to an increase in explo­
ration and development 
activity, primarily on the 
North Slope, by both the 
major producers and smaller 
independents. Although part 
o f the increase is due to 
higher construction costs, the 
companies have announced 
plans to add additional work­
ers and drill more wells. It is 
possible, o f course, that some 
companies may re-evaluate 
their announced capital 
expenditures in light o f crude 
oil prices, which have fallen 
significantly in the last few 
months.
The North Slope majors—  

BP, Conoco-Phillips, and 
Exxon— expect to invest over

S1 -6 billion in their Alaska 
operations in 2007. This will 
be concentrated on North 
Slope exploration and devel­
opment because, unlike in 
past years, they will not be 
spending any of their Alaska 
capital budget on the pur­
chase of tankers. Work will 
concentrate on, among other 
projects, the Alpine satellites, 
West Salt heavy oil, contin­
ued development o f the 
Prudhoe Bay and Kuparuk 
areas, and construction of 
an ultra-low-sulfur diesel 
production facility. The 
completion date for the 
major reconfiguration o f the 
trans-Alaska pipeline has been 
pushed back at least through 
this year, but netting that out 
o f the total still leaves an 
increase in spending over last 
year for North Slope activity.
Activity on the North 

Slope by independents is up 
snarply from last year. We 
estimate spending will be 
$813 million. Shell has 
announced plans to drill four 
offshore exploratory wells 
and undertake a significant 
seismic program. Other com­
panies that have announced 
plans to drill include Eni, 
Anadarko, Pioneer, FEX, 
Brooks Range Petroleum, 
and Savant.

M i l e  2 7 6  P a r k s  H i g h w a y

Parking Garage, Ted Stevens Airport, Anchorage

In Cook Inlet, we expect 
exploration and development 
spending by Chevron, 
Marathon, and others will be 
modestly higher than last 
year at $182 million.

No significant new con­
struction is anticipated at the 
refineries and other petroleum 
manufacturing facilities 
around the state.

M in ing : 
$195 M illion
We anticipate spending 

by the mining industry— on 
exploration, development, 
and construction o f new 
mines as well as upgrading 
existing mines— to be about 
the same as last year.
The largest share of 

development spending will 
be devoted to the continued 
construction of the Kensing­
ton Mine near Juneau and 
the Rock Creek Mine outside 
Nome. Construction sched­
ules for both have been 
delayed and are complicated 
by ongoing legal challenges.
Exploration work will 

continue to be centered at 
the Pebble prospect west of 
Anchorage and the Donlin
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Creek prospect northeast o f 
Bethel. Although develop­
ment plans for one or both of 
these projects may be forth­
coming in the near future, it 
is likely to be several years 
before construction could 
occur at either of these large 
mining prospects.
Most o f the other large 

operating mines will have 
more modest construction 
budgets this year, including 
the Red Dog, Pogo, Ft. Knox, 
Nixon Fork, Greens Creek, 
and Usibelli mines.
Exploration continues 

at a number of different 
prospects, buoyed by high 
metal and energy prices.

O ther Rural 
Basic Industries: 
$20 M illio n
Although no large const­

ruction projects have been 
announced for the tourism, 
seafood, timber, and manufac­
turing sectors this year outside 
of the urban areas, we expect 
that normal maintenance asso­
ciated with existing facilities 
will result in about $20 million 
in spending, down from $50 
million last year.

Utilities : 
$385 M illio n
Major telecommunication 

firm spending will increase

modestly this year, to $160 
million, and natural gas utili­
ty spending at $23 million 
will also be higher becai of 
a project to augment service to 
Fairbanks with LNG trucked 
from the Nor :h Slope.
Electric utility capital 

spending will be down from 
last year (at $170 million) 
with the completion o f the 
Golden Valley Electric Asso­
ciation ca ‘ it)' expansion.
Private freight facility 

expansion at Ted Stevens 
International Airport in 
Anchorage and small private 
port projects in the southeast 
will add about $40 million 
to the total.

Hospita ls: 
$200 M illio n
Non-military hospital con­

struction is projected to be 
down slightly from 2006. 
The Providence Health 
System is projected to have 
the largest construction 
budget this year, and a new 
Veterans Administration 
clinic in Anchorage will be 
under construction.
Most other private, public, 

and nonprofit hospitals 
around the state have smaller 
expansion plans. The new 
hospitals planned for Nome 
and Barrow are on hold this 
year pending funding from 
the federal government.

O ther 
Com m ercia l: 
$350 M illio n
Private commercial con­

struction spending consists 
o f a wide range of building 
types including retail, office, 
medical, hotel, and ware­
house space.4 Some sp nding 
is driven by both the size o f 
and growth in the economy, 
but the level of spending in 
this sector tends to be some­
what volatile given the small 
size o f most commercial real 
estate markets. A few large 
projects have a big influence 
on the total for the year.
We expect spending to be 

higher this year, at $350 mil­
lion, driven by a continued 
strong economy and a few 
large projects.
The largest projects are the 

expansion o f the Anchorage 
museum and the new con­
vention center. A number of 
large office buildings are also 
in various stages o f planning,

4 Our commercial construction figure 
is not comparable to the published 
value of cornmcicial building permits 
reported by Anchorage and otner 
communities. Sometimes municipal 
reports of the value of construction 
permits include government-funded 
construction, which greatly increases 
the total. We report all government 
construction in different categories. In 
addition, we luvc excluded hospitals, 
utilities, and private transportation 
facilities from our commercial total 
and reported them elsewhere.F e n c e  A d d i t i o n ,  F o r t  R i c h a r d s o n ,  A n c h o r a g e
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Canyon Lodge, Derali National Park

as are several large retail 
establishments, some of 
which are new to Alaska. 
However, the rapid increase 
in construction costs in the 
last several years will proba­
bly cause some developers to 
reconsider their plans.
Additional retail space 

will continue to be the most 
important component of 
commercial construction 
for the Mat-Su Borough.
Fairbanks commercial 

construction spending will be 
strong, ;is a result o f popula­
tion growth stemming from 
military expansion.
Activities in the other 

smaller markets o f the state 
will be mixed, depending on 
local economic conditions.

Residentia l:
$750 M illio n  ____
Rising prices will drive total 

residential construction spend­
ing higher this year in spite of 
a softening of the market in 
response to those higher prices. 
The number o f new units 
should be down from previous 
highs for this reason.
The higher prices will con­

tinue to shift demand away 
from single-family and toward 
multifamily and rehabilitation 
of existing units.
We will continue to sec a 

shift in nevv residential con 
struction in Southcentral 
Alaska— which accounts for 
about 80% of new construc­
tion— away from Anchorage 
and toward the Mat-Su 
Borough. An' horagc residen­
tial construction will be 
increasingly composed of 
multifamily units and higher- 
value single-family homes.
Activity in Fairbanks will be 

robust due to an increase in 
military personnel.
Activity in the rest of the 

state will be mixed, depending 
on local economic conditions 
Juneau and the Kenai 
Peninsula, in particular, will 
see strong residential spending.

PUBLIC 
CONSTRUCTION
Public construction spend­

ing in 2007 i- expected to be 
about $2.45 billion, down 
6% from last year due to a 
modest decline in spending 
financed by the federal 
government.
The majority o f funding 

for public construction 
comes from the federal 
government, with smaller 
amounts from state and local 
sources financed by current 
revenues and bonds.
There are numerous ways 

to categorize public construc­
tion spending. For ease of 
collecting information about 
them, we have put them into 
eight categories.

N a tiona l Defense: 
$570 M illio n
Defense spending will be 

down $160 million from last 
year. The drop is due to com­
pletion of the large military 
hospital at Fort Wainwright 
and a decision to slow the 
pace o f expenditure of funds 
for construction activities at 
the main Alaska bases.
This budget consists of all 

military expenditures for 
defense purposes, as well as 
Corps o f Engineers spending 
for environmental remedia­
tion and civil works— such as 
flood control. In recent years

Alaska has benefited from an 
exceptionally large share of 
the total defense budget, and 
that is likely to remain high 
for several more years. In 
2005 Alaska received over 
7% of the entire budget of 
the Army Corps of Engineers, 
making Alaska the third 
largest recipient o f Corps of 
Engineers construction dollars.

H ighw ays: 
$425 M illion
Although die amount of 

federal money authorized for 
highway construction in Alaska 
has increased in recent years, 
actual expenditures this year 
are expected to be down about 
$25 million from last year.
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K e t c h i k a n  D o c k  R e p l a c e m e n t

Spending at the major 
airports in Anchorage and 
Fairbanks will be $110 million, 
up $20 million from 2006. 
Most o f the activity w i" be at 
the Ted Stevens International 
Airport in Anchorage, but a 
major upgrade at Fairbanks 
International Airport will get 
underway this year as well.
Spending at the Anchorage 

Port will be $36 million on 
renovations and upgrades.
The port is still in the process 
o f putting together its large- 
scale expansion project, which 
will cos, upwards of $300 
million. This will boost con­
struction spending for airports 
and ports in future years.
State funded projects will 

add $10 million to the total.

A laska  Railroad: 
$100 M illion
The capital construction 

program for modernizing and 
upgrading the Alaska Railroad 
will continue this year at an 
increased level, up from $80 
million last year. Funding will 
come from a variety of federal

Little Coal Creek, Parks Highway

Federal funding will be 
down $125 million. This is 
due to uncertainty over the 
use of funds that have been 
earmarked in federal legislation 
for two large Alaska projects—  
the bridge over Knik Arm in 
Southcentral Alaska and the 
bridge between Ketchikan and 
Gravina Island in Southeast.
The drop in federal funding 

will be partially offset by an 
increase in funding from state 
sources of $41 million.

A irports  and 
Harbors:
$360 M illion  ____
The budget for airports 

and harbors will be up $30 
million from last year to 
$360 million.
As in past years, the largest 

share of funding comes from 
about $200 million in federal 
funds from the Feder.il Aviation 
Administration. This will be 
spent on airport construction 
projects in die $5- to $ 10-mil­
lion range throughout the state.

sources as well as retained 
earnings. The focus o f the 
program this year will be on 
track rehabilitation, siding 
extensions and upgrades, 
bridge replacement and 
upgrades, passenger equip­
ment, and a collision avoid­
ance system.

Denali 
Com m ission :
$100 M i l l i o n _____
Spending by the Denali 

Commission, created by 
Senator Ted Stevens to more 
efficiently direct federal capital 
spending to rural Alaska’s infra­
structure needs, will be about 
the same this year as last.
The commission is moving 

into the funding o f transport­
ation projects, including roads 
and waterfront development.
It continues to fund energy 
projects— including bulk stor­
age units— and health facilities. 
Development work has begun 
on hospitals in Nome and 
Barrow bur construction is not 
expected to begin this year.
The Denali Commission’s 

inventory of project needs is 
quite long, and we can expect 
a continuation at least at the 
current level as long as there is 
federal support for this program.

Education : 
$350 M illion
Education funding will be $30 

million higher than last year.
Primary and secondary 

funding is estimated to be 
$225 million, funded by state 
grants and local bond authori­
zations for school construc­
tion and maintenance. An 
additional $20 million is 
locally funded.
The state school construction 

priority list contains projects 
totaling more dian $1 billion 
for both construction and 
maintenance, so K -12 education 
spending should continue to be 
strong in the coming years.
University o f Alaska con­

struction projects will total 
$105 million, concentrated in



Afognak Native Corporation, Alutiiq Center, Anchorage

Anchorage with work on the 
new integrated science bund­
ing. Other capital spending 
will be spread among rhc 
campuses at Fairbanks. 
Juneau, and elsewhere.

O ther Federa l: 
< 365 M illio n
National defense; transport­

ation spending for roads, 
airports, and ports; and the 
Denali Commission make up 
the largest and most visible 
part o f federal construction 
spending in Alaska. We 
forecast an additional $365 
million of federal capital 
spending in Alaska for other 
types of projects.5 This is down 
from $-100 million last year.

' It is diff -ult to track all the federal 
dollars i j m ( find their way into con­
struction spending in the state because
there arc so many pathways, and they 
change every year. Th possibility of 
double counting funds as they pass 
Irorn agency to agencv, or become part 
of a larger project, alio creates diHicul- 
tics for the analyst.

o f these grants are Native 
nonprofit corporations, 
housing authorities, and 
health care providers. The 
largest single program is the 
Native American Housing 
Self Determination Act 
(NAHSDA) that provides 
funds for housing construc­
tion in Native communities 
through a large number of 
Native housing authorities 
throughout the state. Grants 
for health care not associated 
with a hospital or passing 
through the Denali Commis­
sion are also counted here. 
We expect spending for these 
programs to be down from 
$150 million last year to 
$120 million this year.
We expect die level of 

direct construction spending 
by other federal departments 
to be down significantly from 
last year— from $110 million 
to $70 million. This includes 
construction spending by the 
Department of the Interior 
(the National Park Service, 
U.S. Fish and Wildlife 
Service, and Bureau o f Land 
Management), the Postal 
Service, the Depart-ment of 
Agriculture, and the National 
Oceanic and Atmospheric 
Agency (NOAA). For example, 
the Barrow Climate Change 
Laboratory is still waiting for 
funding to move forward.

O ther S ta te  
and Local: 
$185 M 'll io n
Other state and local 

government capital spending 
from own sources (not federal 
or state) will be $185 million, 
an increase of $45 million 
from 2006.6
We expect state-funded 

construction spending that 
is neither based on federal 
grants nor related to trans­
portation or education to be 
about $80 million, a signifi­
cant increase from the previ­
ous year due to the large size 
o f the 2007 fiscal year capital 
budget. These projects fall 
primarily in the Departments 
o f Commerce, Community, 
and Economic Development, 
Health and Social Services, 
Corrections, Military' AfFairs, 
and Public Safety. A new 
prison, estimated to cost $300 
million, is in the planning 
stages, but is unlikely to be 
under construction until 2008.
Local government capital 

spending, from both general 
and enterprise funds, is esti­
mated to be $105 million.
The largest component in 
this category is the Anchorage 
Water and Wastewater utility, 
which plans to spend $62 
million this year.

6 This category exclude*: state and local 
spending for education, highways, air­
ports, and ports.

In a normal year, most of 
the state capital budget is 
funded by federal grants.
Excluding transportation 
projects, the largest category 
is rural sanitation projects, 
based on grants from the 
Environmental Protection 
Agency, Indian Health 
Service, and other federal 
agencies. This initiative will 
be contributing $100 million 
to state construction spend- 
ing— $10 million more than 
last year— to fund the village 
safe water program. Other 
state departments with 
significant federal funding 
for capital projects include 
Commerce, Natural Resources,
Veterans Affairs, and 
Public Safety.
The federal government 

also provides grants and 
other construction funding 
to Alaska tribes, nonprofit 
organizations, and local gov­
ernments across the state. The
most important recipients Orthopedic Physicians Building, Anchorage
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Construction  Industry  Payroll
In M illions o f  2005 Dollars

W H A T 'S  D R IV ING  
SPEN D IN G ?
Construction activity—  

measured by total spending, 
jobs, payroll, or gross prod­
uct— has experienced strong 
growth for more than a 
decade, driven largely by 
growing federal capita! grants 
to Alaska, large federal agency 
capital budgets, and oil and 
gas spending.
These large external sources 

o f construction funds not only 
fuel public spending and oil 
patch spending but also give a 
general boost to the economy 
— and thus add to the aggre­
gate demand fot new residen­
tial, commercial, and private 
infrastructure spending.

95 98 01 C4 06*
• P R E L I M I N A R Y  2 0 0 6  E S T I M A T E

This growth is evident 
in the construction industry 
payroll (Alaska Department 
o f Labor) shown in the graph 
above, which surpassed SI 
billion in 2005 for the first 
time since 1985. The values 
in years before 2005 are 
adjusted upward to account 
tor inflation.

CONSTRUCTION 
IN THE O VER ALL  
E C O N O M Y________
Construction spending is 

one of the important con­
tributors to overall economic 
activity in Alaska. It supports 
firms not only in the con­
struction industry itself but 
also construction activity

Sitka Blue Lake Hydroelectric Project

“hidden” in other sectors of 
the economy such as oil and 
gas and mining.
In addition, construction 

spending generates activity in 
a number of industries that 
provide input to the construc­
tion process. These “backward 
linkages" include, for exam­
ple, sand and gravel purchases 
(mining), equipment pur­
chase and leasing (wholesale 
trade), design and administra­
tion (business services), and 
construction finance and 
management (finance).
When the “hidden" 

construction activity and 
the “backward linkages” are

included, the contribution o f 
construction spending to the 
economy is considerably 
greater than is reflected in 
Alaska’s Gross State Product.
Measured by Gross State 

Product (GSP), the construc­
tion sec or is only 5% of the 
economy (see chart below). 
But this consists mostly of 
the payroll of construction 
firms and docs not reflect 
either construction “hidden" 
in other sectors or “backward 
linkages” to other industries. 
Including these would signif­
icantly increase the impor­
tance o f construction as a 
component of GSP.Alaska Gross State Product 2005: $39 Billion

Public 
56,991 Million 

18%

Construction 
51,932 Million 

5%
Other Private 
530,391 Million

Mile 1 Seward Highway

Source: U S Department of Commerce

Cover: Den'aina Civic & Convention Center, Anchorage
All photos by Danny Daniels Photography unless otherwise noted
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M e s s a g e  F ro m  T h e  P r e s id e n t  o f  AEDC

In a short time, our state w ill likely be facing a critical shortage o f qualified workers. This shortage w ill be caused 
by a growing Alaska economy, potential gas pipeline construction, increased capital project development, increased 
oil and gas development, and an aging workforce.

On Octol .r 9, 2006, the Alaska Workforce Development Conference was held. Our approach to this conference 
was to bring together the many different organizations in Alaska that have been working to help address the 
workforce challenge. The intent was to encourage synergies between them and to develop solutions w ith them 
that would help ensure Alaska can meet the upcoming employment challenges. Included in this report are a 
proposed set o f concrete action steps that the next administration, the next Legislature, and we as Alaskans can 
take to make this problem a great opportunity for our state.

Combining our strengths statewide towards solving our workforce challenges w ill be critical to a bright economic 
future for Alaska. The time lag inherent in meeting future workforce needs requires this issue be a primary agenda 
item for our next Governor, their administration, and rhe 25th Alaska Legislature. Alaska’s workforce challenge 
must also be at the top o f mind for Alaskan residents, our leaders, and the companies doing business here; each o f 
us has a role to play.

In order to meet our goal, the day opened with attendees hearing from a panel o f experts who discussed current 
efforts and analysis on the Alaskan workforce challenge in order to establish a common base o f understanding for 
all participants.

Immediately following, a total o f four break-out periods were held on recruitment, training, employment, 
and funding. For each topic a facilitator led the discussion on what tactics are working, what are missing, and 
brainstormed strategies that addressed the problems identified. At the end of the day, the entire group came back 
together to vote on the proposed solutions in order to develop a strategy .he next administration and Legislature 
could take to meet Alaska’s workforce development challenges.

Lunch time and breaks provided the opportunity to learn more about what others are doing to address the 
workforce development problem in Alaska through exhibits and other displays.

This report includes many elements from the work accomplished on October 9. A total of four action statements 
passed with 75% voter approval, while two did not meet that standard. For your information, we have included 
all six o f the proposed action items. Also included is an overall conference description and summary o f 
presentations that were discussed. In addition, we have included results from a survey we conducted in the early 
planning stages, which guided us when choosing what subjects to focus on during the conference. Lastly, a list o f 
all action statements proposed during the breakout sessions is included.

We look forward to sharing the work our participants have completed on the 
subject as well as working with you to implement and find solutions to Alaska's 
workforce development issues.

Sincerely,

U G l

Robert G. Poe,
President and CEO,
AEDC
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Prelim inary 

Survey Results

issues Discussed

Passed
1. Establish a career and technical education outreach program where 

employers partner w ith the State o f Alaska, the University o f Alaska, 
local schools, and tribal partners to assist students (P-16), parents, out- 
of-school youth, and employed/unemployed Alaskans to learn about 
training, internship, apprenticeship, and employment opportunities. 
Provide tax credit to encourage employers where possible, (passed by 
96%)

2. Build on ALEXSYS and appropriately market an internet-based training 
and employment clearing center to help students and unemployed 
Alaskans find training and employment opportunities; and employers 
find qualified employees and candidates for training programs, (passed by 
85%)

L Establish, in collaboration w ith private sector emp'oyers, a clearly 
articulated career and technical education program that:

• Is funded over the long term,
• Utilizes existing education facilities more fiilly including 

evenings, weekends, and summers,
• Uses a broad range o f educational resources, not limited to the 

University o f Alaska,
• Includes a broad range of options including apprenticeship, 

internship, and private career and tech meal education programs,
• Specifically targets rural Alaskans, and out-of-school youth, and
• Use distance learning capabilities where available, (passed by 

96%)

4. The Governor and Legislature sh mid resttucture the Alaska Workforce 
Investment Board (AWIB) by establishing a direct reporting relationship 
to the Governot, making it industry driven, and establishing full time 
professional staff to support the Board, (passed by 83%)

l or more information on 
workforce development in 
Alaska, please call AEDC at:

(907) 258-3700 (Anchorage)

(800) 462-7275 (Statewide)

Online visit www.aedcweb.com

Failed
1. State of Alaska should support the student loan program and consider 

funding a loan forgiveness program in certain strategic fields, (failed 69% 
of vote -  needed 75% to pass)

2. All State of Alaska capital spending should require use of apprentices 
from accredited apprenticeship programs, (failed 45% o f vote -  
needed 75% to pass)

ANCHORAGE
Economic Development

Corporation

http://www.aedcweb.com


W o rk fo rce  D e v e lo p m e n t  C o n fe re n c e  O v e rv ie w

Recognizing the impact of statewide workforce issues that will face Alaska over the next decade, 
AEDC took a proactive approach by hosting a one-day conference for residents to gather and 
discuss solutions.

The goal of the conference was to bring together different organizations that have already begun 
to address the issue; to create a clear plan of action and to ensure that workforce development is 
a top agenda item for the next administration.

1 j determine the issues and topics of the conference, AEDC conducted a statewide poll of 
community leaders inquiring the priorities of Alaska’s workforce development needs.

The conference program included presentations from Commonwealth North, University of 
Alaska, AFL-CIO, Cook Inlet Tribal Council, Associated General Contractors and a report 
from the “Putting Alaskans Resources to Work” (PARW) initiative.

With over 100 Alaskans atrending, representing 75 organizations and businesses and 12 
communities from Barrow to Juneau, the AEDC Workforce Development Conference was 
a success.



S u m m a r y  o f  P r e s e n t a t i o n s

C om m onw ealth  North W hite Paper on Workforce Developm ent
Alice Galvin, BP 
JeffStaser, Staser Group

68,000 Alaska jobs, from all sectors of our economy, are held by non-residents. In other terms, 30% of the market 
of private sector jobs goes to non-residents. Meanwhile, Alaska's unemployment rate is about 50% above the 
national average. With no overarching state plan to shape our economic future, our workforce development efforts 
have become reactive rather than proactive.

This has become a problem thar all Alaskans need to address, not just government alone. The goal of workforce 
development is to increase income for individual Alaskans who live in or are born in Alaska. There are four key 
components that will help us accomplish this; economic development, workforce development and training, healthy 
communities, and education, all incorporated into a shared community vision.

Ten recommendations arc proposed:

1. The Governor must set clearly quantified targets for Alaskan participation in quality jobs.

2. Utilize the full capacity of the Alaska Workforce Investment Board (AWIB).

3. Establish an economic development plan for Alaska that integrates workforce development, education, and 
healthy communities.

4. Ensure all funding spent on workforce development includes integration with economic development, 
healthy communities, and education reform efforts.

5. Establish an Information Clearinghouse within AWIB that will have three major component ; Information 
Base, Evaluation, and Technical Assistance.

6. Force strong alignment between the Department of Labor and Workforce Development and the 
Department o f Commerce and Economic Development.

7. Reconfigure the educational system.

8. The Board of Regents and the Board of Education must coordinate and align their goals.

9. Promote healthy communities.

10. The interest, participation, and enthusiasm ol industry must be engaged in Alaska's future workforce 
development.



Vocational Education W hite Paper on Workforce D evelopm ent
Mary L. Madden, Madden Associates

Vocational education is becoming increasingly important to building Alaska’s workforce. University o f Alaska 
enrollment in high demand occupation programs has continued to rise year over year leading to increased 
community college functions, funding, and business/industry partnerships. In addition, career and tech centers, 
private postsecondaxy programs, and adult program funding has become more readily available.

Recommendations to boost Alaska’s output o f vocation educated workers includes establishing stable and sufficient 
funding, incorporating high academic quality in secondary programs, enhancing industry involvement, and 
providing career education early in the process.

Labor s Perspective on W orkforce D evelopm ent
Vince Beltrami, AFL-CIO

Labor sees the workforce development challenge rooted in replacing and replenishing the aging workforce in 
preparation to build mega projects. The key barriers Alaska is facing is a shortage of skilled workers and educated 
applicants, diminished funding of voc-ed schools, bigger K-12 classrooms, the inability to attract qualified teachers, 
and spiraling drop out rates, all compounded by a lack of a comprehensive plan.

New ideas that should help solve the workforce challenge from a labor standpoint include articulation agreements 
with schools and districts around the state, a state funded pipeline training facility in Fairbanks, and a construction 
academy at the King Career Center.



Alaska Native Perspective on Workforce Developm ent
A I.J. Longley, Cook Inlet Tribal Council

Alaska boasts the nation’s largest indigenous population per capita; one in five residents are Alaska Native. We must 
also keep in mind the contribution that Alaska Native organizations make to the development of Alaska’s workforce. 
In 2005, of the top 100 largest private employers in Alaska, 17 were Native-owned. In addition, ten of the top 22 
nonprofit employers were Native organizations.

Although close to half of Alaska Native men and women are working, the difference in wages between Alaska 
Natives and non-Natives is $ 17,000 per year. Employing poverty criteria, 20% of Alaska Native households 
fall below the poverty line compared with 7% of non-Native households. Unemployment rates continue to be 
significantly higher for Alaska Natives than non-Natives as well.

C1TC places a high value on the critical need for Alaska Natives to attain transitional skills, to transfer rural skills 
to an urban employment environment, and to transport workforce skills to any location by exercising employment 
options available to the majority of Alaskans. CITC is currendy seeking support for additional vocational training 
centers in urban centers impacted by the high mobility and in-migration of rural Alaska Natives; increased capacity 
to recruit and train .Alaska Native workers in high growth industries; and a provision of career guidance in Alaska 
schools and colleges; and a focus on prioritizing opportunities for .Alaska’s growing out-of-school youth population.

P utting  Alaska Resources to  Work
Colleen Ward, XCEL 
Dave Rees, BP

Many upcoming projects in Alaska including the natural gas pipeline, Cook Inlet gas and oil development, and 
mining, will require a huge number of workers for construction, but for fewer legacy jobs. Ihese legacy jobs, which 
are “goods-producing,” are not the growth leaders but are among the best paid and promise a long career.

Four strategies have been identified in order to put Alaska resources to work:

• engage the stakeholders
• train the workforce
• employ skilled Alaskans
• adaptively sustain the system

by engaging the stakeholders, we can provide career education and enhance industry recruitment and public 
awareness, while increasing funding. In order to train our workforce, we must integrate career and technical 
education into K-16, fill postsecondary gaps, retrain, and capitalize on retirees. By aligning the availability with the 
needs and focusing on placement, wc will employ our skilled laborers. Lastly, by achieving stable and just-in-time 
funding, we can adaptively sustain our workforce.



Prelim inary Survey Results

The results from the following 
survey determined the direction 
of the Workforce Development 

Conference held in October 2006. 
Respondents were asked to rate 

how important each issue was to 
the future of Alaska.

A p p e n d ix  o f  

S u p p o r t in g  R e se a rc h
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Responding effectively to large capital projects on Alaska’s horizon -  i.e. -  natural gas pipeline- 
Pebble Mine, Pogo Mine, Kensington Mine, Port o f Anchorage, etc.

85-3% Very Important
11.9% Somewhat Important

Employing Alaska’s next generation — making sute that professional jobs arc available for college 
graduates that are seeking opportunities in Alaska.

78.9% Very Important 
21.1% Somewhat Important

Creating/expanding programs that encourage high school students to seek certifications and degrees 
in the technical fields.

67.9% Very Important 
26.6% Somewhat Important

Keeping young professionals in Alaska in an effort to replace retiring baby boomers.

67.0% Vety Important 
26.6% Somewhat Important

Avoiding economic downturn once large projects arc completed.

67.9% Very Important 
22.9% Somewhat Important

Increasing Alaskan hires.

59.6% Very Important 
35.8% Somewhat Important

Maintainirg workforce for existing Alaskan companies during heated economic times and having 
an adequate workforce for minimum wage jobs.

47.7% Very Important 
37.6% Somewhat Important

Implementing a I*-20 educational system to improve links between interdependent parts o f the education 
system, such as that between high school and college.

37.6% Very Importa.it 
39.4% Somewhat Important

Implementing guest worker program J I  Visa -  enhancing international relationships and encouraging 
work visits for international students while they are in Alaska.

10.1% Very Important 
47.7% Somewhat Important



" i  
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Issues an d  additional action s ta tem en ts  
discussed a t  the* October 2006 Workforce 
D evelopm ent Conference

Reinstate student loan forgiveness and/or provide 
affordable student loans

Identify appropriate skill tests and measure standard'

Cooperation between vocational groups

No Child Left Behind Act displaces emphasis

Fix the Alaska Workforce Investment Board (AWIB) 
and listen to it
• Empower it
• Make it actionable
• Follow its recommendations

Adequately fund secondary, career, and technical 
education

Common vocabulary through out the system

Market Alaskan opportunities locally

The state should require that every state job offer 
a registered apprenticeship program to help others 
learn business skills

Develop a program where employers go into classrooms 
and share with students what it is like to do different 
jobs, offering students insight into different careers

Generate exciting career fairs for middle school 
and high schools

Find alliances between
• Providers
• Suppliers
• Employers
• Job Seekers

(Listed in no particular order)

9



Start early learning programs
Meet constitutional requirement to fund the connection 
of the P-16 thru Adult Learner system

Use career resource counselors and bring in the 
community to convey message o f career pathways 
including non-college track starting in elementary school

leverage resources that understand multi-generational 
appropriate messages (i.e. Generation X, Generation Y)

Increase compulsory education age to 18 years or 
H.S. diploma

Conduct a comprehensive inventory of Alaska jobs

Use governor’s office to profile/promote math/science 
achievement and employability skills in our schools

Industry re-educate itself on what skills are really needed 
for positions

Industry to increase flexibility to work with employees’ job 
descriptions as their life situation and job skills change

Need training facilities in rural Alaska, i.e. teaching 
facilities w/ housing

Tax credits/incentives and grants for industry to partner 
with education/training providers

Build and fund partnerships/coalitions to utilize existing 
infrastructure between individual entities and industry

Partner/Fund program to educate high school students 
about options beyond university — CTE (sophomore year 
Sc beyond)

Clear statewide vision of a complete education packagc 
and adequate funding (C areer Technical Education CTE)

Recommend legislative bill that a percentage o f state 
general fund revenue will go towards CTE

P-16 strategy that recruits and retains students and 
teachers

Better utilization and provision of distance delivery 
capabilities

Develop workforce collation around common areas and 
recommendations

Increase Accreditations

Earmark Career and Tech cducation/Vocational education 
training

Industry contribution (based on ROI)

Make it clear that everyone is responsible for funding

Long term funding strategy, identify needs/amounts, and 
ROI-payback

After hours instruction and training for high schooi and 
OSY (out of school youth)

UAA become a year round school in all fields

Postsecondary/ University- Fast track (TVC)
Extend school year, extend school hours. We add more and 
more to teacher plates and not enough time to teach the 
curriculum

Support and build quality trainers and retain the ones 
we have

Give incentive for employers to train

1 0



T hank You To Our Event S ponsors

Platinum Conference Sponsors

b p

V I S I O N A n c h o r a g e

Reception Sponsors
ASRC Energy Services 
Shell

Lunch Sponsor
FedEx Express

Breakfast Sponsor
Providence Alaska Medical Center

Coffee Break Sponsors
Flint Hills Resources 
Hilton Anchorage Hotel

Breakout Session Sponsors
ConocoPhillips, sponsored three essions 
Alaska Regional Council of Carpenters 
Totem Ocean Trailer Express, Inc.

ThankYou ToThe 
Breakout Session 
Facilitators

Mike Andrews,
Director,
Alaska Works Partnership

Dick Cattanach, 
Executive Director, 
Associated General 
Contractors of Alaska

Jan Gehler,
Dean of Community and 
Technical College, 
University of Alaska

Alice Galvin,
Manager of Talent and 
Learning, BP

Colleen Ward, 
APIC-PARW Consultant.
XC.EL

A Special Thank You 
To The Following 
Volunteers

Steffi Anderson, 
Dimond High School

Da...ellc Brulotte, 
Dimond High School

Josh Sec,
Service High School

Sarah Strahle,
Dimond High School

Stella Josephine,
Buy Alaska

Rachel York,
Buy Alaska

A Special Thank 
You To Our Steering 
Committee

Mike Higley, 
Committee Chair,
Fedex Express

Bruce Bustamante, 
ACVB

Carol Comeau, 
Anchorage School District

Sandra Halliwill,
BP

Sophie Minich,
C1R1

John Palmatier,
Alaska Regional Conned 
oj Carpenters



S t a t e m e n t  In S u p p o r t  o f  H o u s e  Bill 2  
A n  a c t  r e l a t i n g  t o  t h e  v o c a t i o n a l  e d u c a t i o n  a c c o u n t

O u r  m e m b e r  s c h o o l  d i s t r i c t s  e n d o r s e  t h e  g o a l  o f  e x p a n d i n g  v o c a t i o n a l  e d u c a t i o n  
o p p o r t u n i t i e s  f o r  A l a s k a ’s  y o u n g  p e o p l e .  U n d e r  t h e  c u r r e n t  f o u n d a t i o n  f o r m u l a  
Tor K - 1 2  s c h o o l s ,  t h e  s t a t e  e a r m a r k s  2 0  p e r c e n t  o f  i t s  f i n a n c i a l  s u p p o r t  f o r  s p e c i a l  
e d u c a t i o n ,  b i l i n g u a l  e d u c a t i o n  a n d  v o c a t i o n a l  e d u c a t i o n  p r o g r a m s .  In t h e  f a c e  o f  
c h r o n i c  f e d e r a l  f u n d i n g  s h o r t f a l l s  f o r  t h e  I n d i v i d u a l s  w i t h  D i s a b i l i t i e s  E d u c a t i o n  
A c t  ( I D E A ) ,  t h e  2 0  p e r c e n t  e a r m a r k  l e a v e s  m o s t  s c h o o l  d i s t r i c t s  w i t h  f e w  f i n a n c i a l  
r e s o u r c e s  t o  a d d r e s s  a n y  p r o g r a m  o t h e r  t h a n  t h a t  m a n d a t e d  f o r  s p e c i a l  
e d u c a t i o n  s t u d e n t s .  T h u s ,  a  f u n d  t h a t  c o l l e c t s  a n d  d i s t r i b u t e s  f i n a n c i a l  s u p p o r t  
f o r  v o c a t i o n a l  e d u c a t i o n  w o u l d  b e  w e l c o m e d  b y  o u r  m e m b e r  d i s t r i c t s .

F o r  f u r t h e r  I n f o r m a t i o n ,  c o n t a c t :

C a r l  R o s e ,  E x e c u t i v e  D i r e c t o r  
5 8 6 - 1 0 8 3  o r  c r o s e @ a a s b . o r g

mailto:crose@aasb.org


ALASKA
Works

F a r t n e r s h i p ,  I n c .
W o rk in g  T o g e th e r  fo r  J o b s '
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1413 H yd e rS t. 
Anchorage, A K  99501 

(9 0 7 ) 569 -4711  ret 

( 9 0 7 )  569 -4716 /d .v  t admin I 

(9 0 7 ) 5 6 9 -4 720  /«.<• t programs) 

I (S66) 297-9566 toll-free

R O . B ox  74313  
Fairbanks , A K  99707  

(9 0 7 )  4 5 7 -2 5 9 7  tel 

(9 0 7 )4 5 7 - 2 5 9 1  fax 

I  1866) 457-2597 totI free

Mr. Mark Neuman 
Representative 
House o f  Representatives 
Room 432 
State Capitol 
Juneau, A K  99801-1182

Dear R ep resen ta tiv e j^d m an ,

I am writing to you to express my support for House Bill No. 2, “An Act related to the 
vocational education account and appropriations from that account; and providing for an 
effective date.” HB 2, if  passed, would be a m ajor step forward in strengthening 
vocational education across Alaska. I strongly believe that investing in vocational 
education today will result in a more prosperous and healthy Alaska in the future.

W e have an opportunity to build a highly educated and highly skilled workforce so long 
as our citizens and businesses are willing to invest in vocational and technical education. 
These investm ents will increase the num ber o f  students who com plete high school and go 
on to postsecondary career and technical training, and will better prepare our state for the 
future in a highly com petitive global econom y.

Y our bill provides a sim ple wav for governm ent to invest in secondary and postsecondary 
vocational education. In order for Alaska is to prosper and be a great place to live in the 
years ahead, we m ust invest in vocational education now. Please let me know how 1 can 
help.

M ike  Andrews 
D irec to r

www alnskaworks.org



Alaska State C h a m b e r  of Commerce 
2007 Priority

Supp o r t  for E x c e l l e n c e  in E d u c a t i o n

The Alaska State Cham ber o f  Commerce has strongly supported excellence in education, making 
it a top priority in the C ham ber’s legislative agenda. In times o f  econom ic decline, state 
investm ent in education is critical to address the needs o f  its citizenry. In times o f  economic 
prosperity, state investm ent in education assures a strong and vibrant econom y, providing 
econom ic developm ent through a trained and educated workforce. There has never been a more 
opportune time to step forward and fully support and promote education in Alaska, from pre- 
kindergarten through post-doctoral. The Alaska State Cham ber o f  Comm erce urges the 
Adm inistration and the Legislature to support A laska’s educational needs to m eet the demand for 
a  strong and viable econom y and citizenry.

A ction Item s:
Establish a career and technical education outreach program where em ployers partner with the 
State o f  Alaska, the U niversity o f  Alaska, local schools, and tribal partners to assist students (P - 
16), parents, out-of-school youth, and em ployed/unemployed Alaskans to learn about training, 
internship, apprenticeship, and employment opportunities. Provide tax credit to encourage 
em ployers where possible.

Build ALEXSYS and appropriately market an internet-based training and em ployment clearing 
center to help students and unemployed Alaskans find training and em ployment opportunities; 
and em ployers find qualified employees and candidates for training programs.

Establish, in collaboration with private sector employers, a clearly articulated career and 
technical education program  that:

• Is funded over the long term,
• Utilizes existing education facilities more fully including evenings, weekends, and

sum m ers,
• Uses a broad range o f educational resources, not limited to the University o f Alaska,
•  Includes a broad range o f options including apprenticeship, internship, and private

career and technical education programs,
• Specifically targets rural Alaskans, and out-of-school youth, and
• Use distance learning capabilities where available.

The Governor and Legislature should restructure the Alaska W orkforce Investment Board 
(A W IB) by establishing a direct reporting relationship to the Governor, making it industry 
driven, and establishing full time professional staff to support the Board.





A l a s k a  S t a t e  L e g i s l a t u r e

Vice-Chairman
Economic Development, Trade & Tourism 
Committee

Chairman
State Affairs Committee

Phone: (907) 465-1931 
Fax. (907) 465-1316 

Toll Free: (800) 870-4391

Session: 
Alaska State Capitol 

Juneau, AK 99801-1182

Member
Judiciary Committee
Joint Armed Services Committee

A Communication From
R E P R E S E N T A T I V E  B O B  L Y N N  

D is tric t 31 A n ch o rag e
Finance Subcommittees
Corrections
Labor and Workforce Development 
Military and Veterans’ Affairs 
Public Safctv

716 W. 4 A ve , #650 
Anchorage, AK 99501-2133

E-M ail: Represcntative_Bob_Lynn@lcgis.state.ak.us 
“ Bob L ynn’s Alaska Blog” RcpBobLynnBIog.com

Phone: (907)269-0205 
Fax: (907) 269-0207

SPONSOR STATEM ENT HB 4
M e d i c a l  F a c i l i t i e s  C e r t i f i c a t e  o f  N e e d

By Representative Bob Lynn

HB 4 rem oves the current C ertificate o f  Need requirem ent for health care facilities in A laska 
boroughs having  a population  o f  over 25,000 people. T hese arc m ature m edical m arkets with a 
large enough population  that can benefit from price low ering com petition w hile protecting  the 
hospitals o f  sm aller com m unities as well as nursing hom es and residential psychiatric treatm ent 
centers that m ay  be m ore vulnerable.

A laska continues to see som e o f  the m ost expensive health  cure in the country and it continues to 
rise. T he stated  purpose o f  the C ertificate o f  Need (C O N ) program  is to foster a  health care 
system  that contro ls costs and m eets changing conditions. A lask a’s alarm ing health care costs 
prove CON has failed in controlling  costs, and in a state experiencing  grow th and dem ographic 
change, the C O N  law  prevents providers from adap ting  to the changing needs o f  the com m unity  
effectively.

A lthough the cost o f  services rem ain high in the state, the C O N  program  has created a substantial 
im pedim ent to healthy  com petition  and, in effect, represents a state governm ent supportive o f  
anti-trade and hospital m onopolies that keep health care prices high. T hese high health care 
costs support the thesis that the A laska’s CON program  contributes to increased patient 
expenses.

W e have all seen the benefits o f  com petition in com m unications and other services in Alaska. 
Given the crisis in high m edical costs in A laska, it is tim e to restore com petition and freedom  o f  
choice to the benefit o f  A laskan  m edical consum ers.

Y our support o f  HB 4 is respectfu lly  requested.

S ta f f ConlHCt: N ancy M a n ly  465-2794 
2/20/07

mailto:Represcntative_Bob_Lynn@lcgis.state.ak.us


A l a s k a ’s  Cert i f i cate  o f  N e e d  L aw s:  A His tory  a n d  A r g u m e n t  for  R e p e a l
By: Jerem y Hayes

H is to ry  o f  C O N
T h irty  five years ago hospitals and m edical facilities w ere being funded by  the U.S. 
G overnm ent. In an attem pt to control healthcare costs by preventing  duplication  o f  
m edical facilities and equipm ent, they [Federal G overnm ent] created the C ertificate o f  
Need program . C ongress passed a law  in 1974 requiring all states to review  and approve 
capital expenditures in excess o f  $1,000,000 by healthcare providers, and by 1980 all 50 
states had adopted  a C ertificate o f  N eed program  as a result. In 1986, after the federal 
funding program  w as d iscontinued and after it becam e clear CON laws w ere not 
successful at controlling  healthcare costs, C ongress repealed the CO N  requirem ents for 
all states, leaving  it up to each respective state to decide w hether o r not to proceed w ith 
their CO N program s. T w enty  states have since repealed CO N  in one w ay or anottier; 
fourteen states trashing their C ertificate o f  N eed program s entirely  and six additional 
states having repealed every part o f  it save for nursing and long-term  care facilities. 
A laska is in neither o f  those groups. Instead o f  m inim izing C ertificate o f  Need 
restrictions fo llow ing  the repeal o f  the federal m andate, A laska has gone in the opposite  
direction by expanding such restric tions even further. The result has led to A laska 
becom ing the m ost restrictive CO N  sta te  in the country.

A n A rg u m e n t in F a v o r o f  E lim in a tin g  A la sk a ’s C O N  P ro g ra m
O pponents o f  A lask a’s CO N  program  point not only to C ongress’ act o f  long ago 
repealing  the state CON requirem ents, but also to a new er study by  the FTC to cast doubt 
on the successfulness o f  the  C ertificate o f  Need. A June 2004 report released jo in tly  by 
the Federal T rade C om m ission  and the D epartm ent o f  Justice has these less than 
flattering th ings to say  about state C ertificate o f  Need laws:

1. C ertificate o f  N eed program s are not successful in contain ing  healthcare 
spending  o r hospital costs.

2. C ertificate  o f  N eed program s can  actually increase prices by  fostering 
an ticom petitive barriers to entry.

3. C O N ’s pose serious an ticom petitive risks that usually  outw eigh th e ir purported 
econom ic benefit.

4 'a rk e t incum bents can too easily  use CON procedures to forestall com petitors 
m en tering  an incum bents m arket.

5. S tates w ith  C ertificate o f  N eed program s should reconsider w hether these 
program s b est serve their c itizens’ healthcare needs.

W hile the C ertificate  o f  N eed process w as initially  im plem ented w ith  the in tent to control 
healthcare costs and prevent duplicated  services, it seem s to have failed in that regard 
w hile instead d riv ing  prices up, restric ting  consum er’s m edical choices, and protecting
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hospitals from  potential com petitors who could accom plish the very goal the program  
stands fo r...k eep in g  healthcare costs low.

There has b een  no ev idence that C O N ’s reduce the cost o f  healthcare in  A laska; a fact 
which alone should be sufficient reason to repeal a law specifically designed with 
that aim in mind. A laska has not even studied the costs o f  services in clin ics and 
surgery centers versus hospitals, and w hy not? Som e o f  the m ost ex tensive research 
show s CON laws do not reduce healthcare costs and m ay actually  cause them  to rise. 
Duke U niversity ’s C enter for Health Policy, Law , and M anagem ent found that CO N law s 
result in h igher costs per day  and per adm ission for consum ers (and no surprise here: 
h igher hospital profits). Further, they state that CO N  laws have no effect on overall 
healthcare spending, the very prem ise on which these laws are based. A 2003 follow -up 
study prepared for the M ichigan D epartm ent o f  C om m unity  Health con tin u ed  the 
findings, adding that repealing  CON law s does not lead to a ‘su rge’ in m edical 
expenditures.

T he fact is that outpatient procedures cost sign ifican tly  less in an A SC than the sam e 
procedure perform ed in a hospital setting (30 -  60%  less on average). Surgery Centers 
offer a safe, efficient, and cost effective environm ent in w hich to perform  outpatient 
procedures and have proven the ability  to provide som e healthcare services at a m uch 
lower cost to consum er and physician. W hy would we prevent A laska’s healthcare 
providers from  offering the same quality care a t a significant discount to 
consumers?

A nother goal upon w hich CON laws w ere founded w as to prom ote healthcare quality. 
Again, le t’s com pare hospitals w ith outpatient surgery  centers. Surgery centers are 
designed and m anaged to provide its physicians w ith the optim al environn at in which to 
perform  procedures. It offers increased accessib ility  and operative efficiencies often 
translating  into increased patient satisfaction. D ue to these operational efficiencies 
(w hich result not only  from the environm ent but also from specializing  in only  a few 
procedures), a g reater num ber o f  procedures can be 'rfb rm ed  than in m ost hospital 
settings w ithout com prom ising  safety  or patient care. This allow s physicians to utilize 
their tim e m ore effectively, creating greater patient capacity  and low er costs as a result.
So, offering the  sam e procedure to potentially  m ore consum ers at a low er price w ithout 
com prom ising  care- th is suggests a clear advantage to the patient. O rig inally  intended to 
regulate quality  and save A laskan’s m oney, the C ertificate o f  Need program  seem s to be 
having the opposite effect as hospitals control com petition  at the consum er’s detrim ent 
and m edical expenses clim b higher and h igher every year.

H ospitals also claim  that w ithout protection they w ould not be able to provide needed, 
but poorly  com pensated  care. This has been dem onstrated  to be false in the several 
states that have already repealed CON laws. H ospitals gci m ore efficient with their 
services w hile being able to access other revenue sources.
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T he CON P rogram  Protects Hospitals from Competition
F o r years m this country  en trepreneurial competition has resulted in lower prices, 
higher quality, and increased access to goods and services for the consumer. The
healthcare industry  is no d ifferent in that the  purchaser o f  their services could benefit 
g reatly  from  increased com petition. U nfortunately  for them , the C ertificate o f  Need 
program  co r .ously im pedes this truly  A m erican value. Equally appalling  is the fact 
that the CON process takes m oney aw ay ffom  healthcare services as hundreds o f  
thousands of dollars have been diverted ffom patient care in order to construct a CON 
application  or to oppose an application  for CO N  by  a potential com petitor. T he potential 
com petito r loses, the consum er loses, and the ones with an already strong foothold in the 
m arket (i.e. hospitals) win. T ake this exam ple from the FTC/D O J report cited earlier in 
w hich CO N law s were used to prevent com petitors from offering services that would 
benefit patients:

A doctor applied for a C ertificate o f  Need to introduce im proved cancer radiation therapy 
equipm ent. His application w as opposed and successfully  blocked by existing operators 
o f  older, less-effective radiation  therapy equipm ent.

In another case o f  an ti-com petitive behavior cited in the report, incum bent providers o f  
hom e health services in one state ha\ e successfu lly  used CO N law s for 23 years to 
prevent a nursing  service ffom  entering  the m arket. The ow ner o f  the nursing  service 
notes she w ould charge less for the sam e service, and that the protection o f  CO N laws has 
shielded the incum bent from having  to o ffer im proved or innovative services.

Sadly, a hospital with CON protection has basically a franchise monopoly which in 
tu rn  provides no incentive for it to exercise cost controls o r  better services. The 
u ltim ate result o f  this m onopolistic  behavior is higher prices fostered specifically by 
anti-competitive barrie rs  to entry. W hat happened to the fundam ental prem ise o f  the 
A m erican free-m arket system  w here consum er w elfare is m axim ized by open 
com petition? CO N law s require that new  or expanded facilities and equipm ent he 
approved by a state governm ent agency or com m ission. 1 believe the governm ent 
in tervention  in A laska’s healthcare system  has im peded com petition from  delivering full 
potential to consum ers.

The CON Program  Restricts C onsum er’s Medical Choices
T h e C ertificate o f  Need program  has a significant im pact on A laskans’ choice in not only 
w here they go to have a procedure perform ed, but who perform s that p rocedure on them. 
N eedless to say, state law  is p reventing  physicians from opening outpatien t facilities 
w hich m ay com pete with local hospitals. H ow ever, did you know that i t ’s also effecting 
w ho receives privileges to perform  procedures at the hospitals them selves?
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Physicians who have hospital privileges are suddenly  facing  the fact that they are losing 
those privileges at the first m ention o f  starting their ow n outpatient centers. Law suits 
have em erged across the country alleging wrongful denial or revocation  o f  m edical s ta ff  
privileges, exclusive contracts, and foreclosure o f  m arkets; and A laska is no exception.

In addition to losing A lask a’s existing  physicians who m ake the m istake o f  w anting  to 
open their ow n business, w hat about the talented, young d o c to r’s who w ould o therw ise 
love to practice here but leant better from these exam ples? The vast m ajority  o f  surgery  
centers or ‘sp ecia lty -hosp ita ls’ have opened in states that do not have CON program s. 
Prom ising physicians m ay ultim ately  be apprehensive about practicing in a state w hich 
d iscourages such com petition. Often, this m ay be a physician  w hose specialty  is in high 
dem and in Alaska. Paying o f f  student loans for a career w hich w as restricted in som e 
states but not o thers m ay be a determ ining  factor for m any physicians.

Patients deserve to receive treatm ents offered in a m anner and location they desire by a 
physician o f  their choosing. If people can provide a better service at a low er price, they 
should be free to do so and the beneficiaries w ould ultim ately  be the consum ers o f  
healthcare services. Instead o f  protecting  the hospitals from som e m uch needed 
com petition, wc should be prov id ing  projection against retalia tion  from hospitals who 
deny practice privileges to d oc to r’s who attem pt to open new outpatient sendees.

R e g u la tin g  Q u a lity  o r  Q u a n tity ?
T he original federal m andate of slate CON law s was center 'd 011 quantity rather than 
quality o f  services, sim ply  because m edical facilities w ere being funded by the U.S. 
G overnm ent who had a vested interest controlling  w hat was built. H ow ever, once 
C ongress repealed state CO N  requirem ents, it w as up to each state to draft their ow n 
regulations as they saw  fit. It was then that m any sta te’s, including A laska, inserted the 
quality  com ponent into  the equation  (at least on paper). A laska’s C ertificate  o f  Need 
program  “ is a review  process used to p rom ote responsive health facility and service 
developm ent, rational health  planning, health  care quality, access to health care, and 
health care cost con ta inm en t.’’ A lthough quality  is said to be a fundam ental com ponent 
o f  the review  process, there is little in place to ensure this is happening. W hile A laska 
requires applicants to dem onstra te  equal access to patients regard less o f  their ab ility  to 
pay, p rov ide charity  care, and have few or no docum ented  deficiencies in their practice, 
they do not require these physicians to be board certified, p roduce outcom es analysis, or 
provide any other d istinct m easure o f  the quality  o f  their services. So, like other 
com ponents said to be included in the CON review  process, I argue that A lask a’s 
C ertificate  o f  Need program  continues to be quantity-driven  rather than quality-driven.

$1,100,000 Threshold
A C ertificate o f  Need is required in A laska for all m edical expenditures over $ 1,100,000. 
O ne m ust realize the original $1,000,000 threshold was originally  w ritten  in 
approxim ately  1980. T h e  inflation cost o f  the $ 1,000,000 is equivalent to $2,536,158 
today, yet the increase in the threshold has increased a m ere $ 100,000.
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Perhaps m ore im portant than the dollar threshold set forth by the S tate u i A laska arc the 
requirem ents for w hat m ust be included in that $1,100,000 am ount. Inclusion o f  such 
item s as the value o f  the space ow ned by the applicant based on square footage i f  the 
space w ere leased and net present value o f  the lease itse lf will au tom atically  exceed the 
threshold  am ount before any other costs arc included. Som e o f  these o ther costs include:

1) site acquisition
2) site excavation
3) construction, dem olition, o r rem odeling o f  a building
4) purchase o f  equipm ent, building, or property
5) purchase o f  land
6) value o f  the land

T hese requirem ents m ake it v irtually  im possible to m eet the criteria set forth by the state 
w ithout necessitating  a C ertificate o f  Need.



Excerpt from Governor Palin’.s 
Department of Health and Social Services 

Transition Advisory Team 

December 19, 2006

C ertificate  o f Need.

• C O N  has e ith e r been elim inated  (14  states) or reduced (sign ifican t m ajority  o f  states) 
since its incep tion  as a federal program . T he federal program  ended  m ore than 20 
years ago w hen it w as found  to not be effective. The Federal T rad e  C om m ission  even 
concluded th a t ev idence show ed that the program  actually  increased  costs 
substan tially  th rough  m onopolization  o f health care instead o f com petition . A n often- 
cited  study from  the m id 1970's said that m ore entities p rov id ing  care  alw ays 
increased u tiliza tion , d riv ing  up costs; the conclusion  w as that health  care w as not a 
com m odity  and that com petition  did not decrease costs. T here have been several 
studies since the 9 0 ’s, and m ore recently, show ed this analysis is no longer valid, if it 
ev er was. T h e  developm en t o f H M O 's, PPO 's, and policing  by the insurance 
providers has led to  reduced costs w ith com petition . T h is  is particu larly  true w hen 
transparency  is in force. S tates that have either rescinded or sign ifican tly  changed  
CO N  (with the m ajority  leaving som e CO N  issues in place with nursing  hom es but 
not with A S C 's and o ther m edical developm ents) have seen a d ro p  in their health care 
costs from  16-24%  w ith  the m ajority  com ing from  reduced hospital charges/surgical 
charges in co m petitio n . In terestingly, alm ost no hospitals that w ere not already  in 
financial s tra its  before rescinding o f  CON have gone out o f business; they ad just and 
go on with business as usual. Last year w as a record y ear for hosp ital profits in the 
US. H ospitals are a lready  reim bursed  fo r ind igent care th rough m ultip le w ays 
including increased  reim bursem ent for all services by M edicare, M edicaid , and 
private in su rers, as well as grants, tax benefits, etc. A laska has the 2nd m ost 
restrictive C O N  law s in the country and has the most expensive health  care.

• O bjective, cau tio u s  review  o f the C O N  w ould  be appropriate . T h ere  are se ttings in 
w hich its ap p lica tio n  m ay be very appropriate , such as rural co m m unities o r in the 
construction  o f m ental health  facilities. A careful review  with stra teg ic  changes

3



w ould be warranted.

R ecru itm ent would be enhanced with abolition of CO N. Physicians, especially 
su rgeons, do i )t w ant to m ove to Fairbanks, w here there is a critical need, when they 
can open their own surgery center/office center in num erous o the r states w ithout uny 
restrictions. Physicians look  fo r opportunity  and som e se lf-determ ination  before 
investing  their training, tim e, and resources tc develop a practice and a life 
som ew here. A laska’s CO N  issues, now involving im aging cen ters as well, make 
p ractice  here a lot less attractive and add to the healthcare recru itm en t problem .
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D a ily  m o w s  - M in a r

Pressure for hospital competition creates health-care battles
By Dermof Cole 
Published February 9, 2007

H EA LTH  CA R E: T he m edical com m unity is divided over w hether com petition is ju s t what the doctor 
ordered o r a prescrip tion  that w ill dam age Fairbanks M em orial H ospital.

The d ifference o f  opinion, w hich has been developing for years, has grow n m ore intense in recent 
m onths w ith  the hospital fighting on m ultiple fronts to keep new m edical enterprises out o f  the 
com m unity .

In an affidavit challeng ing  state approval o f  the A laska O pen Im aging C enter office in Fairbanks, M ike 
Powers, the  ch ie f  adm in istra to r o f  the hospital, explained one o f  the hosp ita l’s long-standing argum ents 
on local health  care.

The nonprofit hospital p rovides a w ide range o f  m edical services to patients regardless o f  their ability to 
pay, he said.

“ M any o f  those services are h ighly unprofitable, including 24/7 em ergency, m ental health, skilled long­
term care, hom e care, M edicare and M edicaid; additionally  FM H expends considerable financial and 
hum an resources leading  the com m unity  m aster disaster planning, coordinating  the chronic inebriate 
, roblem  and estab lish ing  the com m unity  diabetes education p rogram ,’’ Pow ers said.

“A few services are relatively  «em unerative. Those include im aging, pharm acy, surgery and laboratory 
services. In order for FM H to provide charitable and other subsid ized care it is essential that w e be able 
to com pete on a level p lay ing  field for the m ore profitable services, such as diagnostic im aging,” he said.

He said the im aging cen ter could have a “long-term  catastrophic im pact” on the hospital.

The counter argum ent is that the hospital, w hich is leased to B anner Health, one o f  the nation’s iargest 
hospital operators w ith 21 facilities in seven W estern states, is seeking to defend an unw arranted and 
lucrative m onopoly.

B anner H ealth , an A rizona nonprofit corporation, and the hospital foundation have not dem onstrated 
how new  m edical p rov iders w ould endanger the ability o f  FM H to serve the public, potential 
com petitors say. O n the contrary , new im aging and outpatient surgical offices w ould im prove health­
care services for consum ers in In terior A laska and help low er prices, the proponents say. Som e 
advocates also  say they w ould provide a higher percentage o f  charity  care than the hospital.

These contrad ictory  them es have been repeatedly aired in recent w eeks through the hosp ital’s appeal o f  
a state decision  to allow  tw o new  outpatient surgical facilities to open and the hosp ita l’s fight against 
Alaska O pen Im aging, a com pany  that was forced by court order to stop perform ing M RI scans this 
week.

T he hospital contends that A laska O pen Im aging and the tw o proposed outpatien t surgery centers want
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to “cherry  p ick ” the m ost p rofitable  m edical procedures.

“As there are already four M RI units in a com m unity o f  83,000. another M RI is not needed in 
Fairbanks,” Pow ers w rote the state on Oct. 28, 2005 about the im aging  center.

The Fairbanks hospital defends the state process that determ ines w hether com petition  in certain 
segm ents o f  the health care industry  is to be allow ed. T he court case that forced A laska O pen Im aging to 
stop m aking  M RI scans w as brought by Banner H ealth, w hich argued that the business ow ners should 
have applied  for a state C ertificate o f  Need.

The ow ners o f  A laska O pen Im aging said they did not need a certificate. T he M urkow ski adm inistration 
agreed and the center opened, but a Fairbanks Superior C ourt ju dg e ru led  that the certificate was needed. 
The ow ners o f  A laska O pen Im aging said they plan to continue a legal and political fight to o ffer 
im aging services in Fairbanks.

M eanw hile, the state recently  held a w eek long hearing on the h osp ita l’s appeal o f  a decision to allow 
two new outpatient surgery centers in Fairbanks. The state decided choice w ould be a good thing, but 
Banner H ealth  said the state failed to consider the “profound financial im pact” the com petition will have 
on FM H and its “ability  to deliver in the future h igh-quality  em ergent and com prehensive health care to 
the Fairbanks com m unity .”

The state decision  said there was public support in Fairbanks fo r com petition  and that the two groups o f  
doctors backing  the clinics had “solid proposals” for surgery services.

In w ritten testim ony and at a hearing in Fairbanks last sum m er, a “substan tial m ajority” o f  people 
supported new outpatient clinics, said K arleen Jackson, com m issioner o f  th e  D epartm ent o f  Health and 
Social Services.

“ M any expressed the view that com petition  am ong providers o f  surgery  serv ices w ould low er the cost o f  
surgery and allow  for m ore convenient scheduling  o f  elective su rgery ,” she said.

The departm ent said that consum ers com plained o f  delays, the expense o f  hav ing  to go out o f  town for 
surgery and other inconveniences under the present system .

In regard to serving  those w ithout insurance, the state said a m ajority  o f  the doctors at the new clinics 
w ould have to enroll as M edicare and M edicaid providers and offer charity  care as stated in their 
applications. T he clinic proponents said they w ould provide charity  care to about 2 percen t o f  their 
patients.

The d ispute over the benefits or evils o f  health  care com petition  is likely to con tinue in the courts. It will 
also be a political issue in Juneau this year.

During her cam paign, Gov. Sarah Palin said she supported flexibility  in regu lations to allow  com petition 
in health earc, contending that it w ould help consum ers and reduce costs. B ills *o rem ove tow ns the size 
o f  Fairbanks from  som e CON regulations have again been in troduced to the Legislature.

The transition  report to Palin for the D epartm ent o f  Health and Social Serv ices called  for a “cautious 
review ” o f  the C ertificate o f  Need system . Fourteen states have done aw ay w ith the CO N process and a 
m ajority have loosened the ru les since it began as a federal program .
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There have been som e national studies claim ing that the CO N req u rem en ts  actually lead to higher 
health-care costs, but the hospital industry disputes those findings.

The transition  team  report said that changing the rules to foster com petition could help solve the crisis 
with physician  recruitm ent in Alaska.

“ Physicians, especially  surgeons, do not want to m ove to Fairbanks, w here there is a critical need, w hen 
they can open their ow n surgery center/office center in num erous o ther states w ithout any restrictions,” 
the transition team said.

To advance public understanding o f  the com peting theories that have divided the Fairbanks m edical 
com m unity, a detailed  explanation o f  B anner H ealth’s A laska finances seem s a necessary  step.

PH O TO G : Stu R othm an, 76, registered M aster Photographer and a m em orable Fairbanks character, died 
T hursday  at Fairbanks M em orial Hospital. There will be a m em orial service Saturday at Fort 
W ainw right at 2 p.m. at the chapel.

Dermot Cole con be reached at cole@newsminer.com or 459-7530.

This article may be accessed online at http://newsmmer.com/2007/02/09/5063/.
This article is copyrighted property of the Fairbanks Daily News-Miner. Unauthorized reproduction of this article oi..ar 
than for personal use is strictly prohibited. To obtain permission for republicr'ion in any form, please contact the News- 
Miner. Visit http://newsminer.com/contact/ for more information.
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Imaging office permit has far-reaching implicationsPROVID ENCE: C ertificate  o f need a t issue as centers com pete with hospitals.
By BECKY STOPPA 
A nchorage D aily News

(Published: January 24, 2007)

PALMER —  A m edical im ag ing  cen te r th a t sp ro u te d  in June 
w ith in  a s tone 's  th ro w  o f M at-Su Regional Medical C enter 
sparked  a deba te  th a t, once se ttle d , could  have ram ifica tions  for 
hosp ita ls  and hea lth  care fac ilities  s ta te w id e .

Providence H ealth  S ystem s and a g ro up  o f rad io log is ts  own the 
cen te r, Im a g in g  A ssociates o f Providence, jo in t ly . I t  provides 
rad io log ica l e va lu a tio ns  and screen ings, includ ing  m agnetic 
resoi ance im ag ing , o r M RI; com p u te rized  to m o g ra p h y  scans, 
also called CT scans; X -ra ys ; U ltrasounds; and bone density 
stud ies, serv ices th a t M at-S u Regional ju s t  behind it on 
W oodw orth  Loop also p rov ides.

The Imaging Associates of 
Providence building, a Providence 

partner, is a few blocks south of Mat- 
Su Regional Medical Center, which 
is the light-coloied brick building in 

the background off South 
Woodworth Loop, (Photo by 

JOSHUA BOROUGH/Anchorage 
Daily News)

At issue is w h e th e r th e  Providence c e n te r requ ires  a ce rtifica te  o f need and w h a t im pact the 
co m p e titio n  fo r im a g ir  services w ill have on p a tie n t costs and the c o m m u n ity .

A laska law m anda tes  th a t su ffic ie n t need e x is t in a c o m m u n ity  to  w a rra n t new  hea lth  care pro jects, 
said David Pierce, the  ce rtific a te -o f-n e e d  co o rd in a to r. The Leg is la tu re  in 2 0 0 4  am ended the law, 
m aking  in dependen t d iagnos tic  tes ting  fac ilities  sub ject to  c e rtifica te -o f-n e e d  requ irem ents .

Im a g in g  Associa tes o f P rovidence m a in ta in s  th a t it is a physic ians ’ o ffice  o ffe rin g  d iagnostic 
services, no t an in de p en d en t d iag n os tic  tes ting  fac ility . As such, the  g roup  c la im s, it is e xe m pt 
from  the law.

The s ta te  hea lth  com m iss io ne r, Karleen Jackson, in itia lly  agreed and a llow ed the fac ility  to  open 
w jllio u t  a ce rtifica te , desp ite  w ritte n  p ro te s ts  fro m  M at-Su Regional, w h ich  c la im ed the Providence 
*)iroup th rea ten e d  the  hosp ita l's  financia l v ia b ility .

The com m iss io ne r changed her m ind  in A ugust, though , a fte r a S u p erio r C ourt ju d g e  in Fairbanks 
ru led in fa vo r o f Fa irbanks M em oria l H osp ita l.

The hosp ita l filed s u u  aga inst Alaska Open Im a g in g , which opened an im ag ing  cen te r the re  w ith o u t 
a c e rtifica te  o f need.

The com m iss io ne r had deem ed A laska Open Im a g in g  a physic ian 's  o ffice  and not an independent 
d iagnostic  tes ting  fa c ility . Like M at-S u  R egional, the  Fairbanks hosp ita l c la im ed the  im ag ing  cen te r 
th rea ten e d  its financia l v ia b ility .

In  the  Fairbanks case, S u p erio r C ourt Judge N iesje J. S te in k ru g e r found  the  com m iss ione r had 
ignored  the leg is la tive  in te n t beh ind the  2 0 0 4  ce rtifica te -o f-n e e d  a m e n d m e n ts .
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T ha t in te n t was to  level the  p laying  fie ld betw een hosp ita ls  and independen t fac ilities , m aking  both 
groups su b je c t to  the  sam e process, according to  the  o rig ina l legal com p la in t by B anner H ealth 
S ystem s, w hich opera tes the  Fairbanks hospita l.

The com m iss ione r, c iting  S te in k ru g e r's  ru ling , o rdered  Im a g in g  Associates o f Providence to ip p ly 
fo r a ce rtifica te  o f need fo r both  its M at-Su and its A nchorage  A bbot Road fac ilities . The Providence 
group  appealed and requested  a hearing.

The m e rits  o f A laska 's ce rtifica te -o f-n e e d  law have been debated  fo r years.

A bou t 75 percen t o f the  s ta tes  have s im ila r laws, Pierce said.

P roponents say the  process helps keep consum er costs dow n by w eeding o u t n iche p rov ide rs  th a t 
m ig h t ch e rry -p ic k  the  m ost p ro fita b le  services, such as im ag ing  o r su rgery , leaving c o m m u n ity 
hospita ls  to  bear the  burden  fo r  m ore  costly  and gen e ra lly  unp ro fita b le  services like e m e rg e n t o r 
neonata l care .

T ha t co m p e titio n , the y  a rgue , w ould force hosp ita ls  to raise prices to cover the  costs o f underused 
beds and e q u ip m e n t.

O pponents say the  law lim its  p a tie n t choice and a ctu a lly  leads to  m edical m onopo lies . G ov. Sarah 
Palin du ring  her 2 0 0 6  cam paign  advocated doing aw ay w ith  the  ce rtifica te -o f-n e e d  p rogram  as a 
w ay o f  p ro m o ting  com p e tition .

Mark A ckley, Im ag ing  Associates o f Providence’s ch ie f e xecu tive  o fficer, said his g roup 's  p rim a ry 
focus is to  p rov ide  choice fo r pa tien ts  in com m un itie s  th a t m ig h t be underserved . In  genera l, he 
said, " the  q u a n tity  o f serv ices does nc '- iv e  prices up,"

But the  M at-S u  core area is no t underse rved , says E lizabeth R ipley, M at-Su Regional d ire c to r o f 
m a rke tin g . Alaska Open Im a g in g  runs an office in W asilla, and M at-S u Regional ope ra tes  tw o 
fac ilities : one a t its o u tp a tie n t ce n te r on Bogard Road and one a t the hosp ita l.

N e ither o f th e  hosp ita l fac ilities  is fu lly  u tilized , R ipley said.

She said M at-Su Regional, a long w ith  hosp ita ls  a round  the  s ta te , is anx ious ly  a w a iting  a decis ion  in 
the  P rovidence hearing  —  a decision th a t S tacie K ra ly, the  ch ie f ass is tan t a tto rn e y  genera l, said 
should com e som e tim e  in M arch.

"W e're  hop ing to find som e c la rifica tion  as to  how these fac ilities  w ill be iden tified  in the  fu tu re ," 
Kraiy said.

Daily News re p o rte r Becky S toppa can be reached a t bstoppa@ adn .com  o r 3 5 2 -6 7 0 8 .
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A n c h o r a g e  D a i l y  N e w s

Palin pushes health care competition
NEED: Knowles disagrees, saying state certificate reduces costs.

By  T O M  K I Z Z I A  
A n c h o r a g e  D a i l y  N e w s

(Published: N ovem ber 1, 2006)

W h e n  i t  c o m e s  t o  h e a l t h  c a r e  r e f o r m ,  S a r a h  P a l m ' s  p r e s c r i p t i o n s  h a v e  b e e n  p r e t t y  b r o a d .  
B u t  t h e r e  is  o n e  v e r y  s p e c i f i c  e x c e p t i o n .  I n  r e c e n t  d e b a t e s ,  P a l in  h a s  b e e n  s a y i n g  s h e  
w a n t s  t o  d o  a w a y  w i t h  t h e  s t a t e ' s  c e r t i f i c a t e  o f  n e e d  p r o g r a m  — t h e  g a t e k e e p e r  a g e n c y  
t h a t  m u s t  a p p r o v e  a n y  n e w  h e a l t h  c a r e  f a c i l i t i e s  — a s  a  w a y  o f  p r o m o t i n g  c o m p e t i t i o n .

S h e ' s  t a k i n g  s i d e s  in a  f i g h t  t h a t  h a s  b e e n  g o i n g  o n  in A l a s k a  h e a l t h  c a r e  f o r  y e a r s .

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

" I ' m  a  p r o p o n e n t  o f  s o m e  f l e x i b i l i t y  in t h e  s t a t e  p r o c e s s  in l a r g e r  m a r k e t s , "  P a l i n  s a i d  a t  a  
K e n a i  d e b a t e  l a s t  w e e k .  A n y  c h a n g e s  s h o u l d  b e  m a d e  " w i t h  t h e  c o n s u m e r ' s  n e e d s  in 
m i n d . "

I n d e p e n d e n t  c a n d i d a t e  A n d r e w  H a l c r o  h a s  t a k e n  a  p o s i t i o n  s i m i l a r  t o  P a l i n ' s .  D e m o c r a t i c  
c a n d i d a t e  T o n y  K n o w l e s  is  o n  t h e  o t h e r  s i d e .

" T h e  c e r t i f i c a t e  o f  n e e d  a c t u a l l y  r e d u c e s  c o s t s , "  K n o w l e s  s a i d  in a  t e l e v i s e d  d e b a t e .  H e  
a r g u e s  t h a t ,  w i t h o u t  s o m e  s t a t e  o v e r s i g h t ,  e n t r e p r e n e u r s  m i g h t  c h e r r y - p i c k  t h e  m o s t  
p r o f i t a b l e  s e r v i c e s  a n d  l e a v e  t h e  c o s t l y  s t u f f  — l i k e  2 4 - h o u r  e m e r g e n c y - r o o m  c a r e  f o r  t h e  
u n i n s u r e d  - -  t o  p u b l i c  h o s p i t a l s .

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

P a l i n ' s  s t a n c e  is  in l i n e  w i t h  c h a n g e s  p u s h e d  f o r  s e v e r a l  y e a r s  in J u n e a u  b y  l o b b y i s t  P a u l  
F u h s ,  a n  a c t i v e  v o l u n t e e r  in h e r  c a m p a i g n .

F u h s  r e p r e s e n t s  A l a s k a  O p e n  I m a g i n g  C e n t e r ,  a  c o m p a n y  b a t t l i n g  in c o u r t  t o  d e f e n d  a  n e w  
i m a g i n g  c e n t e r  in F a i r b a n k s .  F u h s  h a s  o r g a n i z e d  a  n o n p r o f i t ,  A l a s k a n s  f o r  M e d i c a l  C h o i c e s  
a n d  C o m p e t i t i o n ,  w h i c h  is g a t h e r i n g  s i g n a t u r e s  f o r  a n  i n i t i a t i v e  t o  kill t h e  s t a t e  p r o g r a m  in 
t h e  n a m e  o f  c o m p e t i t i o n .

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

P a l i n ’s  s p o k e s m a n  s a i d  h e r  s t a r t i n g  p o i n t  is a  bill f r o m  l a s t  y e a r ,  H B  2 8 7 ,  w h i c h  w o u l d  h a v e  
d o n e  a w a y  w i t h  t h e  s t a t e  c e r t i f i c a t e  o f  n e e d  f o r  h e a l t h  c a r e  f a c i l i t i e s  in A n c h o r a g e ,
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F a i r b a n k s ,  J u n e a u ,  M a t - S u  a n d  t h e  K e n a i  P e n i n s u l a .  S p o k e s m a n  C u r t i s  S m i t h  s a i d  s h e ' s  n o t  
y e t  s u r e  w h e r e  t h e  e x a c t  c u t o f f  l i n e  s h o u l d  b e .

T h e  s t a t e  is  n o w  s u b j e c t  t o  m e d i c a l  m o n o p o l i e s ,  s a i d  t h e  b i l l ' s  s p o n s o r ,  R e p .  B o b  L y n n ,  
R - A n c h o r a g e .

" I f  s o m e o n e  w a n t s  t o  o p e n  a  h o t  d o g  s t a n d ,  s h o e  s t o r e  o r  a  h e a l t h  c a r e  f a c i l i t y ,  i t ' s  n o n e  o f  
t h e  g o v e r n m e n t ' s  b u s i n e s s , "  h e  s a i d .

O p p o n e n t s  o f  t h e  bi l l ,  w h i c h  d i e d  in c o m m i t t e e ,  s a y  t h e  h e a l t h  c a r e  b u s i n e s s  i s  m o r e  l ike  
a i r l i n e s  o r  c o m m e r c i a l  s a l m o n  f i s h i n g ,  w h e r e  e n t r y  o f  n e w  c o m p e t i t o r s  is r e g u l a t e d  f o r  
e c o n o m i c  h e a l t h .

T h e i r  c o n c e r n  is  t h a t  p r i v a t e  c o m p a n i e s  — i m a g i n g  c e n t e r s ,  d a y - s u r g e r y  c e n t e r s  o r  
s p e c i a l t y  h o s p i t a l s  - -  m a y  e n t e r  A l a s k a ' s  s m a l l  h e a l t h  c a r e  m a r k e t s  a n d  c r e a m  o f f  t h e  
p r o f i t s .  T h i s  r a i s e s  c o s t s  f o r  o t h e r  h o s p i t a l  s e r v i c e s ,  w h i c h  m u s t  b e  p a i d  e i t h e r  b y  
c o n s u m e r s  o r  p u b l i c  s u b s i d i e s .

" I m a g i n g  is o n e  o f  t h e  a r e a s  w h e r e  h o s p i t a l s  a c t u a l l y  m a k e  s o m e  m o n e y  s o  t h e y  c a n  of f se t-  
t h e i r  l o s s e s  e l s e w h e r e ,  l i k e  t h e  2 4 / 7  E R , "  s a i d  R o d  B e t i t ,  p r e s i d e n t  o f  t h e  A l a s k a  S t a t e  
H o s p i t a l  a n d  N u r s i n g  H o m e  A s s o c i a t i o n .  T h e  g r o u p  h a s  e n d o r s e d  K n o w l e s ,  s a y i n g  h e
r e s p o n d e d  t o  t h e i r  d e t a i l e d  q u e s t i o n n a i r e  a n d  P a l i n  d i d  n o t .

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

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

T h e  s t a t e ' s  c e r t i f i c a t e  o f  n e e d  p r o g r a m  d o e s  n o t  b a r  c o m p e t i t i o n ,  B e t i t  s a i d .  I t  s u b j e c t s  
n e w  p r o p o s a l s  t o  s c r u t i n y ,  s u b j e c t  t o  c r i t e r i a  s p e l l e d  o u t  in a  2 0 0 4  r e f o r m  l a w .  A s  a n  
e x a m p l e ,  h e  s a i d ,  s i x  n e w  n o n - h o s p i t a l  b e d s  w e r e  j u s t  a p p r o v e d  f o r  o u t p a t i e n t  s u r g e r y  in 
F a i r b a n k s .

B u t  F a i r b a n k s  M e m o r i a l  H o s p i t a l  r e c e n t l y  w o n  a  l a w s u i t  b l o c k i n g  a  n e w  f a c i l i ty  t h e r e  f o r  
A l a s k a  O p e n  I m a g i n g  C e n t e r ,  w h i c h  a l s o  h a s  o f f i c e s  in A n c h o r a g e ,  W a s i l l a  a n d  S o l d o t n a .

" T h e  h o s p i t a l s  j u s t  d o n \  w a n t  t h e  c o m p e t i t i o n , "  s a i d  c o m p a n y  C E O  J e f f  K i n i o n .  " I f  w e  c a n  
p r o v i d e  a  l e s s  e x p e n s i v e  s e r v i c e ,  t h e y  s h o u l d  i m p r o v e  t h e i r  s e r v i c e  a n d  r u n  t h e m  m o r e  
e f f i c i e n t l y . "

H e  s a i d  h i s  c o m p a n y  l i k e s  w h a t  i t ’s  h e a r i n g  a t  t h e  g o v e r n o r  d e b a t e s .  " S a r a h  P a l i n  c e r t a i n l y  
e c h o e s  o u r  t h o u g h t s , "  h e  s a i d .

C o n t a c t  r e p o r t e r  T o m  K iz z i a  a t  t k i z z i a @ a d n . c o m .

F O R  M O R E  o n  t h e  N o v .  7  e l e c t i o n ,  i n c l u d i n g  c a n d i d a t e  p r o f i l e s ,  v o t e r  t o o l s  a n d  o u r  
c a m p a i g n  b l o g ,  g o  o n l i n e  t o
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Med ica id expenses sky ro c ke tOUTLOOK: Program 's cost will rise, but a report to law m akers offers ideas on potential sa v in g s .
By SABRA AYRES 
A nchorage  D a ily  News

(Published: February 7, 2007)

JUNEAU —  The cost o f  A laska's Medicaid p rogram  is expected to trip le  o ve r the  n ex t 10 years, 
thanks  to  an aging popu la tion  th a t w ill require  expensive , lo n g -te rm  care.

The p a tte rn  began m ore  than a decade ago: M edicaid costs gobbling  a g row ing  share o f the s ta te 
budge t, w ith  the  cost o f A laska's Medicaid p rogram  leaping from  $36 2  m illion  to  an estim ated  $1 .2 
billion. A lth o u g h  the  federa l g o ve rn m e n t funds m os t o f the cost, the  s ta te 's  p a rt ju m p e d  from  $126 
m illion  to  an e s tim a te d  $38 8  m illion , accord ing to  s ta te  health  offic ia ls.

The s ta te  is e xpe rienc ing  fa s te r than  average g ro w th  in the n um b er o f lo w e r-in co m e  and needy 
p opu la tions  w ho need M edicaid coverage. Today nearly  one in five  A laskans taps in to  the  Medicaid 
system . I t  is th e  second-la rges t health  insurance paye r in the  s ta te , w h ile  na tio na lly  it ranks th ird , 
accord ing to  a new  re p o rt com m issioned  by the  Leg is la ture .

Part o f the  reason fo r the  high price o f Medicaid in Alaska is the high costs o f m edical care in the 
sta te . A laska spe n t $ 1 ,2 0 0  m ore per Medicaid re c ip ie n t than  the nationa l average  in 2003 , 
accord ing to  the  new re p ort by the Pacific H ealth Policy G roup.

In  T u e sd a y ’s leg is la tive  hearings, Pacific H ealth proposed severa l m easures to  "b e tte r con tro l 
spending o r increase federa l financia l p a rtic ip a tion " th a t the s ta te  could take  to prepare  the 
M edicaid sys tem  fo r fu tu re  cost increases.

Pacific H ealth  said its recom m endations  could save the s ta te  $80  m illion  to  $ 1 0 0  m illion  a year.

A key focus o f th e  re p o rt is a re com m endation  fo r the  s ta te  to app ly fo r a dd itiona l federa l w a iver 
program s. By doinq  so, the  s ta te  w ould  be able to  bypass federa l regu la tions  on Medicaid spending 
and c rea te  s ta te -sp e c ific  p rogram  gu ide lines, said Andy Cohen, an a u th o r o f the  report.

The w a ive rs  w ould  not bring in m ore federa l funds, but ra th e r w ould a llow  the  s ta te  to ta ilo r 
M edicaid to  A laska 's unique needs, includ ing  ru ra l hea lth  and an increase in lo n g -te rm  care needs.

L on g -te rm  care in the  s ta te  cu rre n tly  m akes up 27 percent o f Medicaid spend ing .

W aiver p ro gram s g ea r the  s tate  tow a rd  expanding  services instead o f cu ttin g  care, Cohen said.

"Any p ro g ram  th a t ju s t  tries  to  fill in the  gaps by cu ttin g  benefic iaries and e lig ib ility  ends up 
crea ting  m ore  ho les," Cohen said. "E ven tua lly  you run o u t o f quick fixe s ."

Alaska a lready has severa l w a ive r p rogram s in place, including prov is ions  fo r the  Denali Kid Care 
p rogram  and lo n g -te rm  care system s fo r som e e lderly  pa tien ts  and the  d e v e lo p m e n ta l^  and 
physica lly  d isab led .
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W hile us ing fede ra l fund s m ore co s t-e ffe c tiv e ly is a reasonab le goa l fo r the s ta te , the process o f 
se cu rin g m oney from  W ash in g ton cou ld become m ore d iff ic u lt .

In  h is proposed budge t, P res iden t Bush is look ing to reduce the fede ra l d e fic it in pa rt w ith a m a jo r 
f iv e -y e a r redu c tio n in M ed ica re expend itu re s to s low th e p ro g ram 's annua l g row th ra te from  6.5 
p e rc e n t to 5 .6 pe rcen t. Reduc tions w ou ld s ta r t a fte r 2008 .

"A ll o f th e th in g s sugges ted by the re p o r t w ill requ ire app ro va l by the fede ra l g o ve rnm en t and f it 
in to its cos t co n ta inm e n t s tra te g y , so it w o n 't be easy ," sa id Je rry Fulle r, the Medica id d ire c to r a t 
th e D e p a rtm e n t o f Hea lth and Socia l Serv ices .

F u lle r sa id the re p o r t cove red m any o f the s ta te 's c r it ic a l s h o r t- and lo n g -te rm  Medicaid needs.

The s ta te Sena te com m iss io ned Pacific Hea lth las t yea r to exam ine its Medica id sys tem . The 
co n su lt in g g roup has also adv ised V e rm on t, O k lahom a , M assachuse tts and M ississ ipp i on th e ir 
M ed ica id p rog ram s .

One o f th e re p o rt 's key focus areas was on re fo rm in g th e tr ib a l hea lth care sys tem  to a llow the 
d e liv e ry o f all M ed ica id -e lig ib le serv ices .

A b o u t 125 ,0 00 A laska Na tives are all e lig ib le fo r tr ib a l hea lth bene fits , wn ich are paid fo r by a 
fe d e ra lly funded In d ia n Hea lth Serv ice . The tr ib a i sys tem 's budge t g row s abou t 1 pe rcen t to 2 
pe rc e n t a year, w h ich is "n o t enough to keep up w ith th e pace o f m ed ica l costs o r the pace w ith the 
p o p u la tio n g row th o f A laska Na tives in the s ta te , so it 's f la t fu n d in g ," Fu lle r said.

S om e 4 5 ,0 0 0 A laska N a tives ca rry Medica id in add itio n to th e ir IHS en tit lem en ts . Medica id acts as 
a p r im a ry paye r if th e re c ip ie n t rece ives serv ices in a tr ib a l hea lth fa c ility , a t no cost to the s ta te . 
B u t if a re c ip ie n t uses a non -IH S fa c ility , the s ta te 's co n tr ib u tio n to the Medica id pa ym en t is 42 
pe rce n t.

The re p o r t re comm ended m ov in g the tr ib a l hea lth care sys tem  in to a m anaged care sys tem ; the 
s ta te th en wou ld pay a se t am oun t w ith fede ra l funds ob ta in ed unde r a wa ive r.

The s ta te  w ou ld save on Medica id paym en ts made ou ts id e o f the IHS sys tem , wh ich cou ld them  be 
re in ve s te d in to the c re a tio n o f lo n g - te rm  care fa c ilit ie s fo r e ld e r ly A laska Natives.
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T h e  O t h e r  S i d e s  A r g u m e n t :

W h y  C O N  l a w s  s h o u l d  b e  u p h e l d

Eliminating the Certificate of Need requirements would increase health care costs.

Rebuttal: Since the 1980’s when states were set free from the federal requirements to 
have CON laws, numerous studies have examined the change in health care costs as 
states eliminated their laws. *If CON laws were “working” as advertised, then one would 
expect to see a rise in health care costs in states where laws were eliminated. But in fact 
this is not the case. One of the most widely referenced studies was written by Duke 
University Professors Christopher Conover and Frank Sloan and published in the Journal 
o f Health Politics. Policy, anil Law. They found that output restrictions which resulted 
from CON laws led to higher not lower costs, and higher profits for existing providers 
(hospitals). The authors point out that CON laws resulted in higher costs per day and per 
admission in states with CON regulations, along with higher hospital profits. So, in 
states where CON laws remained, patients were charged more money, more often than in 
states that repealed the law. Simply put, the result o f repealing CON regulations is lower 
health care costs for the people o f  that state. It’s just as wrong-headed to think that 
limiting the supply o f health care facilities can reduce health care costs, as it would be to 
think that oil prices could be brought down with further reductions in oil production.

If Alaska’s CON regulations arc repealed, the hospitals will no longer be able to 
provide care to the indigent or poor.

Rebuttal: The argument here is that entry restrictions, and the higher prices and profits 
that go along with them, arc necessary to induce providers to provide free indigent care.
So let me get this straight... the cost o f health care and the profits to hospitals arc 
purposely kept high by granting monopoly privileges. It is then expected that these 
excess profits will be used to provide free health care to the indigent. So health care 
customers are forced to pay a premium created by CON laws and the proceeds from this 
premium are used to pay for indigent cart. This directly contradicts any “cost-savings" 
argument iiude by supporters o f  CON. If patients arc paying a higher price in order 
encourage indigent care, then CON regulations are driving prices up, not down. 
Additionally, the State’s use o f non-medical criteria in deciding whether to approve a 
Certificate o f Need (like an applicant’s record o f providing charity care) is evidence that 
the process has become arcane and politicized. Finally, the “ free” indigent care the 
hospitals are providing is actually being paid for by the government in the form o f  huge 
subsides granted to them for such care. If the care is paid for by the state, why are we 
really charging patients a premium?

Repealing the Certificate of Need laws in Alaska woulu lead to the development of 
ASC’s which are cited as a major cause of Hospital closures across the country.



Rebuttal: From 1987 -  1994, a period that saw more than a doubling o f the number o f 
A SC’s in this country, the number o f Hospital closures declined. Numerous other factors 
however, have been cited for hospital closuies including:

a) Hospital mergers and acquisitions leading to large scale market consolidation 
during the 1990’s

b) Failure to adjust to managed care and large reductions in average length o f stay
c) The excess bed cap .y o f hospitals during the shift from inpatient to outpatient 

care.

State Commission on the Efficacy o f the Certificate o f Need Program and its Effect on 
Cost, Quality, and Access in Georgia; 08/08/2005

Free Market competition can’t work as a means of cost-control in the health care 
industry.

Rebuttal: The idea that in the area o f health care services free market competition can’t 
work as a means o f  cost control is not grounded in either economic theory or empirical 
evidence. Competition is widely considered by economists as the most effective tool for 
driving down costs, something Alaska desperately needs. In areas where competition is 
allowed to flourish, the customer is well served with plenty o f options and competitive 
pricing. Further, it is competition that provides the incentives to discover new 
technologies and new efficiencies for delivering those technologies to patients. Lastly, 
believing that CON laws and the bureaucrats that administer them can do a better job at 
containing costs than the competitive market process is not only wishful thinking, it’s the 
economic equivalent to believing the earth is fiat. Everyday experience shows that when 
the market is free to operate under minimal government oversight, the result is abundant, 
quality service and low price.

Repealing CON regulations would lead to duplication of facilities and services.

Rebuttal: Facility duplication is at the heart o f  competition. Indeed, the definition o f a 
monopoly market is one where there is no duplication. And this is why customers in 
monopoly markets lose; they are denied the option o f turning to others who are providing 
“duplicated” services when monopoly providers act like monopolists.
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S ec . 1 8 .0 7 .0 3 1 . C e r tif ic a te  o f  n e e d  re q u ire d : r e lo c a t io n s .

(a) E x c e p t a s  p ro v id e d  in  (c) a n d  (d) o f th i s  s e c tio n , a  p e r s o n  m a y  n o t  
m a k e  a n  e x p e n d i tu r e  o f  $ 1 ,0 0 0 ,0 0 0  o r  m o re  fo r a n y  o f  th e  fo llow ing  
u n le s s  a u th o r iz e d  u n d e r  th e  te r m s  o f a  c e r t if ic a te  o f  n e e d  is s u e d  b y  th e  
d e p a r tm e n t :

(1) c o n s t r u c t io n  o f  a  h e a l th  c a re  facility ;

(2) a l t e r a t io n  o f th e  b ed  c a p a c i ty  o f  a  h e a l th  c a r e  fac ility ; o r

(3) a d d i t io n  o f  a  c a te g o ry  o f h e a l th  s e n d e e s  p ro v id e d  by  a  h e a l th  c a re  
fac ility .

(b) N o tw ith s ta n d in g  th e  e x p e n d i tu re  th r e s h o ld  in  (a) o f th i s  s e c tio n , a  
p e r s o n  m a y  n o t  c o n v e r t  a  b u i ld in g  o r  p a r t  o f  a  b u ild in g  to  a  n u r s in g  
h o m e  t h a t  r e q u ir e s  l ic e n s u re  a s  a  n u r s in g  fac ility  u n d e r  A S 4 7 .3 2  u n le s s  
a u th o r iz e d  u n d e r  th e  te r m s  o f  a  c e r t if ic a te  o f  n e e d  is s u e d  by  th e  
d e p a r tm e n t .

(c) N o tw ith s ta n d in g  (a) o f  th is  s e c tio n , a  p e r s o n  w h o  is  law fu lly  
o p e ra t in g  a  h e a l th  c a re  fac ility  th a t  is a n  a m b u la to ry  s u rg ic a l  fac ility  a t  a  
s i te  m a y  m a k e  a n  e x p e n d i tu r e  o f a n y  a m o u n t  in  o rd e r  to  re lo c a te  th e  
s e rv ic e s  o f t h a t  fac ility  to  a  n e w  s i te  in  th e  s a m e  c o m m u n ity  w ith o u t  
o b ta in in g  a  c e r t if ic a te  o f  n e e d  a s  lo n g  a s  n e i th e r  th e  b e d  c a p a c i ty  n o r  th e  
n u m b e r  o f c a te g o r ie s  o f  h e a l th  s e rv ic e s  p ro v id e d  a t  th e  n e w  s i te  is 
g r e a te r .

(d) B e g in n in g  J u ly  1, 2 0 0 5 , th e  $ 1 ,0 0 0 ,0 0 0  e x p e n d i tu re  th r e s h o ld  in
(a) o f th i s  s e c t io n  is  in c re a s e d  by  $ 5 0 ,0 0 0  a n n u a l ly  o n  J u ly  1 o f e a c h  
y e a r  u p  to  a n d  in c lu d in g  J u ly  1. 2 0 1 4 .

(e) In  (a) o f  th is  s e c tio n , "e x p en d itu re "  in c lu d e s  th e  p u r c h a s e  o f 
p ro p e r ty  o c c u p ie d  by  o r  th e  e q u ip m e n t  r e q u ir e d  fo r th e  h e a l th  c a re  
fac ility  a n d  th e  n e t  p r e s e n t  v a lu e  o f  a  le a s e  fo r s p a c e  o c c u p ie d  by  o r  th e  
e q u ip m e n t  r e q u ir e d  fo r th e  h e a l th  c a re  fac ility ; " e x p e n d itu re "  d o e s  n o t  
in c lu d e  c o s ts  a s s o c ia te d  w ith  ro u t in e  m a in te n a n c e  a n d  re p la c e m e n t  o f 
e q u ip m e n t  a t  a n  e x is t in g  h e a l th  c a r e  fac ility .



In  th i s  c h a p te r ,

(1) " c a te g o ry  o f  h e a l th  se rv ic e s"  m e a n s  a  m a jo r  ty p e , p ro g ra m , u n i t ,  
d iv is io n , o r  d e p a r tm e n t  o f  c a r e  p ro v id e d  th r o u g h  a  h e a l th  c a re  fac ility , 
w h e th e r  in p a t i e n t  o r  o u tp a t ie n t ,  in c lu d in g  a n  o u tp a t i e n t  d e p a r tm e n t ,  
p s y c h ia t r ic  w in g , k id n e y  d ia ly s is  p ro g ra m , r a d io th e ra p y , b u r n  u n i t ,  o r  
n e w b o rn  in te n s iv e  c a r e  u n i t ,  e x c e p t  t h a t  "serv ice" d o e s  n o t  in c lu d e  th e  
la w fu l p r a c t ic e  o f  a  p ro fe s s io n  o r  v o c a tio n  c o n d u c te d  in d e p e n d e n t ly  o f  a  
h e a l th  c a r e  fac ility  a n d  in  a c c o rd a n c e  w ith  a p p lic a b le  l ic e n s in g  la w s  o f 
th e  s t a te ;

(2) "c e rtif ic a te "  m e a n s  a  c e r t if ic a te  o f n e e d  i s s u e d  b y  th e  d e p a r tm e n t  
u n d e r  A S 1 8 .0 7 .0 4 1  . 1 8 .0 7 .0 4 3 , o r  1 8 .0 7 .0 7 1 ;

(3) " c o m m e n c e m e n t o f  a c tiv it ie s "  m e a n s  th e  v is ib le  c o m m e n c e m e n t  o f 
a c tu a l  o p e r a t io n s  o n  th e  g r o u n d  fo r th e  c o n s t r u c t io n  o f  a  b u ild in g , th e  
a l t e r a t io n  o f th e  b e d  c a p a c i ty  o f  a  h e a l th  c a re  fac ility , o r  th e  p ro v is io n  for 
a  c a te g o ry  o f  h e a l th  s e rv ic e s  to  c o n s u m e r s ,  w h ic h  o p e r a t io n s  tire  re a d ily  
re c o g n iz a b le  a s  s u c h ,  a n d  w h ic h  o p e ra t io n s  a r e  d o n e  w ith  in te n t  to  
c o n t in u e  th °  w o rk  u n t i l  s u c h  a c tiv it ie s  a r e  c o m p le te d ;

(4) " c o m m is s io n e r"  m e a n s  th e  c o m m is s io n e r  o f h e a l th  a n d  so c ia l 
s e rv ic e s ;

(5) "c o m p le te  a c tiv it ie s "  m e a n s  th e  s u b s ta n t i a l  p e r fo rm a n c e  o f  th e  
w o rk  r e q u ir e d  to  c o m p ly  w ith  th e  t e n n s  o f  i s s u a n c e  o f  th e  c e r tif ic a te  o f  
n e e d  to  w h ic h  a ll p a r t ie s  p a r t ic ip a t in g  in  th o s e  a c tiv it ie s  h a v e  o b lig a te d  
th e m s e lv e s  to  p e rfo rm ;

(6) " c o n s tru c t io n "  m e a n s  th e  e re c tio n , b u ild in g , a l te r a t io n ,  
r e c o n s t r u c t io n ,  im p ro v e m e n t, e x te n s io n , o r  m o d if ic a tio n  o f  a  h e a l th  c a re  
fac ility  u n d e r  th i s  c h a p te r ,  in c lu d in g  le a s e  o r p u r c h a s e  o f  e q u ip m e n t ,  
e x c a v a t io n , o r  o th e r  n e c e s s a r y  a c t io n s ;

(7) " d e p a r tm e n t"  m e a n s  th e  D e p a r tm e n t  o f  H e a lth  a n d  S o c ia l
S e rv ic e s ;
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(8) " h e a l th  c a re  fac ility "  m e a n s  a  p r iv a te , m u n ic ip a l ,  s t a te ,  o r  fe d e ra l 
h o s p ita l ,  p s y c h ia t r ic  h o s p ita l ,  in d e p e n d e n t  d ia g n o s t ic  te s t in g  fac ility , 
r e s id e n t ia l  p s y c h ia t r ic  t r e a tm e n t  c e n te r ,  tu b e r c u lo s is  h o s p i ta l ,  sk ille d  
n u r s in g  fac ility , k iu n e y  d i s e a s e  t r e a tm e n t  c e n te r  ( in c lu d in g  f r e e s ta n d in g  
h e m o d ia ly s is  u n i ts ) ,  in te r m e d ia te  c a r e  fac ility , a n d  a m b u la to ry  s u rg ic a l  
fac ility ; th e  te r m  e x c lu d e s

(A) th e  A la s k a  P io n e e rs ' P o m e  a n d  th e  A la s k a  V e te ra n s ' H o m e  
a d m in is te r e d  b y  th e  D e p a r tm e n t  o f H e a lth  a n d  S o c ia l S e rv ic e s  u n d e r  A S 
4 7 .5 5 ; a n d

(B) th e  o ffices  o f  p r iv a te  p h y s ic ia n s  o r  d e n t i s t s  w h e th e r  in  in d iv id u a l 
o r  g ro u p  p ra c t ic e ;

(9) " n u r s in g  h o m e  bed "  m e a n s  a  b e d  n o t  u s e d  for a c u te  c a re  in  w h ic h  
n u r s in g  c a r e  a n d  re la te d  m e d ic a l  s e n d e e s  a r e  p ro v id e d  o v e r a  p e r io d  of 
2 4  h o u r s  a  d a y  to  in d iv id u a ls  a d m it te d  to  th e  h e a l th  c a re  fac ility  b e c a u s e  
o f i l ln e s s , d i ( e a se , o r  p h y s ic a l  in firm ity ;

(10) " r e s id e n t ia l  p s y c h ia t r ic  t r e a tm e n t  c e n te r "  m e a n s  a  s e c u r e  o r  
s e m i- s e c u re  p s y c h ia tr ic  fac ility  o r  in p a t i e n t  p ro g ra m  in  a  p s y c h ia tr ic  
fac ility  t h a t  is  l ic e n s e d  by th e  D e p a r tm e n t  o f  H e a lth  a n d  S o c ia l S e rv ic e s  
a n d  th a t  p ro v id e s  th e r a p e u t ic a l ly  a p p r o p r ia te  a n d  m e d ic a lly  n e c e s s a ry  
d ia g n o s t ic , e v a lu a t io n , a n d  t r e a tm e n t  s e rv ic e s

(A) 2 4  h o u r s  a  d a y  for c h i ld r e n  w ith  se v e re  e m o tio n a l o r  b e h a v io ra l  
d is o rd e rs ;

(B) u n d e r  th e  d ire c tio n  o f  a  p h y s ic ia n ;  a n d

(C) u n d e r  a  p ro fe s s io n a l ly  d e v e lo p e d  a n d  s u p e r v is e d  in d iv id u a l p la n  
o f  c a r e  d e s ig n e d  to  a c h ie v e  th e  r e c ip ie n t 's  d i s c h a rg e  fro m  in p a t i e n t  s t a t u s  
a t  th e  e a r l ie s t  p o s s ib le  tim e  th a t  is  in te n s iv e ly  a n d  c o lla b o ra tiv e ly  
d e liv e re d  b y  a n  in te rd is c ip l in .  y  te a m  in v o lv in g  m e d ic a l, m e n ta l  h e a l th ,  
e d u c a t io n a l ,  a n d  so c ia l  se rv ic e  c o m p o n e n ts .
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I.  In tro d u c tio n

Imagine your community is home to a nursing care facility that has operated for years with optimal 
customer satisfaction. It provides quality care and assistance, its facilities are modern and clean, 
and the staff is excellent. The nursing home is exceeding capacity and its operators look at the 
growing demand and decide to expand the facility by adding five beds. They consult their experts, 
study options and projections, and, after careful consideration secure a building perm it and begin 
construction. Sounds reasonable, right? Well, they ju s t broke the law.

Washington is one of thirty-seven states (including the District of Columbia) that require 
government permission to open or expand most kinds of health care facilities. In addition to the 
usual building permits and zoning approval, the state must grant a Certificate of Need (CON) before 
such facilities can be built, expanded or modified significantly. The 14 states that do not have CON 
laws include large states 'ike California, Pennsylvania, and Texas, and together comprise about 35% 
of the U.S. population (a full list appears on page 8). [1 ]

Washington's Certificate of Need law applies only to providers of health care. It 
functions as a control valve to limit the supply of health care. Hospital and clinic 
managers m ust comply with a complicated set of established procedures and 
formulas to prove to state bureaucrats that there is or will be a need for 
whatever service they seek to provide. Without successfully navigating the CON 
process, it is illegal to offer new health care services to Washington residents.

Public policy in Washington should focus on assuring access to affordable, high 
quality health care for all the people o f our state. The Certificate of Need 
program fails to advance this fundamental goal. This study describes the history 
of the ^rtificate of Need concept, summarizes how the Washington law works, compares its stated 
goals with actual performance, and presents practical policy recommendations for improving access 
to affordable health care for the people of Washington.

I I .  B ackground

O rig ins  o f  C e rtif ic a te  o f Need

The roots of the Certificate of Need idea date back to 1964 in Rochester, New York. Local businesses 
and Blue Cross established a com m unity health planning council composed of consumers, insurers 
and health care providers to study the need for hospital beds. The group decided there was a 
surplus and recommended that the state restrict supply in order to prevent what was then 
considered too many health care facilities This effort culminated In New York's passage of the 
nation's first Certificate of Need law in 1966. [ 2 ]

Federal 
lawmakers 
proposed solving 
a problem 
created by 
government 
in tervention by 
imposing more 
government 
intervention.

Federal Certificate of Need Law



Also in 1966, Congress enacted the Comprehensive Health Planning A c t States receiving federal 
funds under public health and social security programs were required to establish local and state 
health planning agencies. Those states that already had planning agencies were required to expand 
the reach and authority of these departments.

In 1972 the federal government amended the Social Security Act to compel all states to review 
health care capital expenditures in excess of $100,000. Failure to comply meant a state would be 
denied Medicare and Medicaid reimbursements for capital expenditures. [ 3 ]  This provision served as 
the skeletal beginnings of a national Certificate of Need law. [4 ]

In 1974, during a tim e when many lawmakers were pushing for a complete government takeove r of 
the health care system, Congress passed the National Health Planning and Resources Development 
Act (NHPRDA). [5 ]

The NHPRDA law directed each state to examine proposed health care facilities and "make findings 
as to the need for such services." [ 6]  I f  the states did not comply with the Act's directives, the 
federal governm ent would withhold funding. /7 /T h is  created strong incentives for states to 
implement far-reaching health care planning regulations.

The NHPRDA law recognized that "the massive infusion of Federal funds into the existing health care 
system" had severely distorted the health care market by ''con tribu tin g ] to inflationary increases in 
the cost of health care." [8]  Ironically, federal lawmakers proposed solving a problem created by 
government intervention by imposing more government intervention.

D is to rtio n s  C reated  by C ost-B ased  R e im burse m en t

At that time, health care was built on a cost-based reimbursement system. Price-based competition 
had little , if any, role in health care because providers were able to recover full cost from Medicare 
and Medicaid, no m atter how high. The system provided little incentive for cost reduction. "There 
are presently inadequate incentives for the use of appropriate levels of health care," lawmakers 
said. [ 9 ]  They believed that exct cadlity supply led to increased costs of business, and that those 
increased costs would be passed on to patients. They intended top-down health planning and strict 
Certificate of Need laws to constrain supply and therefore control prices.

Along with price inflation, federal lawmakers believed that a market distorted by the infusion of 
federal tax dollars led to poor distribution of health care facilities. Thus another purpose of early 
health planning and Certificate of Need laws was to control the geographic distribution of health 
care. Lawmakers believed that "one efficient and fully-utilized piece of equipment was better than 
two that were under-utilized." [ 10]

In the years following the passage of the NHPRDA, states began adopting Certificate of Need laws. 
The primary goal of these laws was to contain rising health care costs. Eventually every state and 
the District of Columbia adopted Certificate of Need regulations.

Repeal o f Federa l Law

In 1982, the federal governm ent acknowledged the failure of Its Certificate of Need law to reduce 
health care costs and repealed the m andatory health planning law. [1 1 ]  In the years following 
federal repeal, 14 states eliminated their medical facility control laws as well. Thirty-six states and 
the District of Columbia retained their Certificate of Need laws. Washington is one of these. Figure I 
shows the number of states having Certificate of Need laws from 1966 to today. [1 2 ]

Figure 1
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I I I .  O ve rv ie w  o f W a sh in g to n 's  C e rtific a te  o f Need P rogram

Washington imposed its first Certificate of Need requirements in 1971. [1 3 ]  Later the program was 
changed to adapt to le requirements of the 1972 Social Security Act amendments and the 1974 
NHPRDA law. With these early adjustments, the program as created in the 1970s remains in force 
today.

The Certificate o f Need program forms the backbone of centralized health planning in the state. The 
five stated purposes of health planning are: [1 4 ]

• "To promote, maintain, and assure the health of all citizens in the state, to provide 
accessible health services, health manpower, health facilities, and other resources while 
controlling excessive increases in costs, and to recognize prevention as a high priority in 
health programs, as essential to the health, safety, and welfare of the people of the state."

• "That the development of health services and resources, including the construction, 
modernization, and conversion of health facilities, should be accomplished in a planned, 
orderly fashion, consistent with identified priorities and without unnecessary duplication or 
fragmentation."

• "That the development and maintenance of adequate health care information, statistics and 
projections of need for health facilities and services is essential to effective health planning 
and resources development."

• "That the development of nonregulatory approaches to health care cost containment should 
be considered, including the strengthening of price competition."

• "That health planning should be concerned with public health and health care financing, 
access, and quality, recognizing their close interrelationship and emphasizing cost control of 
health services, including cost-effectiveness and cost-beneflt analysis."

The Certificate of Need program is administered by the state Department of Health. Between 1971 
and July 2005, the state made decisions on 1,786 applications for Certificate of Need. Of those 
decisions, 177 applicants were denied permission to provide new medical services. Two Certificates 
of Need were rescinded after the Department's decision to grant was overturned on appeal. [1 5 ] 
W a sh in g to n  C om pared  to  O th e r S ta tes



Washington has one of the most stringent Certificate of Need laws in the country. Fourteen states 
have no Certificate of Need restrictions on building new medical facilities, while 36 states and the 
District of Columbia have such programs in place.
The scope of Certificate of Need laws varies from state to state. Some are highly detailed. In 
Alabama, for example, hospital managers must obtain a Certificate of Need before purchasing a new 
ultrasound machine. Connecticut requires state approval before a health care office can buy certain 
com puter equipment. [1 6 ]  Other states, such as Louisiana and Nebraska, apply their Certificate of 
Need law to only one or two types of service, leaving health care managers free to make all other 
decisions w ithout the health department's prior approval.
Comparing state Certificate of Need programs is no easy task. Certain regulated medical services 
are more common or are more expensive than others. For example, one state might cover more 
medical services that are rare, like organ transplants, while another covers fewer services, such as 
CT scans, that are central to the health care infrastructure and affect more patients.
Figure 2 shows a comparison of Certificate of Need requirements in the fifty states and the District 
of Columbia. The comparison gives each state a weighted ranking, with higher numbers 
representing larger regulatory burdens. Under this method, Connecticut ranks the highest. Its law 
covers 24 services and expenditures, earning a rank of 28.8. Alaska is next highest - it covers 26 
services and expenditures, but collectiveiy these have less scope, earning a rank of 26. The last 
fourteen states in Figure 2 are ranked zero because they have no Certificate of 
Need laws.
Washington is the 13th most regulated in the country, with a weighted ranking 
of 12.8. Washington's Certificate of Need law covers 16 different health care 
services and expenditures. Washington's number 18 ranking rep esents a higher 
level of regulation than may appear at first, for two reasons. First, almost two- 
thirds of the states have a lower level of regulation than Washington, Second, 
the rating method takes into account the scope of a state's regulatory burden, 
in addition to its place on the list. For example, Washington ranks only six 
places up the list from Iowa, but its weighted level of regulation is twice as high.
Figure 2 (Available in pdf)
IV . D e sc rip tio n  o f  th e  P ro jec t 
W h a t W a s h in g to n  Law Covers
As reflected by its high national ranking, Washington's Certificate of Need law is very broad. It 
covers every m ajor kind of health care facility and most m ajor health services. [1 7 ]  Without prior 
state approval, it is illegal in Washington for any person to:

• Construct, establish or develop a health care facility, including;
Hospitals

o  Kidney disease treatm ent centers (dislysis) 
o  Psychiatric hospitals 
o  Am bulatory surgical facilities 
o  Nursing homes 
o  Hospices
o  Certain continuing care re tirement communities 
o I .'ome health agencies

• Sell, purchase or lease part or all of any existing licensed hospital, regardless of profit or 
non-profit status;

• Increase the number of kidney dialysis treatm ent stations;

• Increase the number ol hospital beds available to patients, or redistribute the number of 
existing beds among acute care, nursing home care and boarding home care;

• Make any improvem ent to a nursing home that exceeds two million dollars;

Washington's 
Certificate o f Need 
law covers 16 
im portan t health 
care services, 
making the state 
one o f the most 
heavily regulated 
in the nation.

Replace an existing nursing home with a new one;



• "Bank” beds a t a nursing home, that is, set aside some beds to reduce the home's total 
number of regulated beds;

• Establish a new tertiary health service offered by a health care facility tha t was not offered 
by that health care facility within the 12-m onth period prior to the time the facility will offer 
the services. Tertiary health services include:

o  Specialty burn services
o  Intermediate care nursery
o  Neonatal intensive care
o  Transplantation of solid organs
o  Open heart surgery
o  Inpatient physical rehabilitation, Level I for persons with nonreversible multiple 

function impairments of m oderate-to-severe complexity, 
o  Specialized inpatient rehabilitation services.

o

Washington’s Certificate of Need law leaves few stones 
unturned. State lawmakers have placed all but a handful of 
medical services under the Certificate o f Need umbrella. The 
exceptions include narrow services like air ambulance services, 
business computers and diagnostic imaging.
T im e lin e s  in th e  Process
The Certificate of Need law is costly and time consuming. It 
includes a num ber of timelines intended to serve as a 
chronological framework for the process. [1 8 ]  In practice, however, these deadlines mean little, 
since they are seldom met. Figures 3 through 6 show the required timelines.

Figure 3

N u m b e r 
o f Days

R e g u la to ry  A c tio n

0
File a letter of intent with the Department of 
Health

30 File application for Certificate of Need

45
Department of Health screening period (15 
working days)

90
Deadline for responding to screening questions 
(up to 45 days)

95
Notification of beginning of review (5 working 
days)

130 End of public comment period (35 days)

140 End of rebuttal period (10 days)

185
Department of Health decision date (final review 
period: 45 days)

Tota l T im e fo r  R e g u la r R ev iew : A p p ro x im a te ly  6 
M on ths

There is also a timeline for an expedited review process. [1 9 ]  I f  a business or organization is 
acquiring an existing health care facility, they fall into this category. Expedited reviews also include
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requirements.



predevelopment expenditures and projects intended to correct deficiencies such as safety hazards 
or state licensing requirements. Figure 4 shows the expedited review timeline.

Figure 4

N u m ber 
o f Days

R eg u la to ry  A ction

0
File a letter of intent with the Department of 
Health

30 . File application for Certificate of Need

45
Department of Health screening period (15 
working days)

90
Deadline for responding to screening questions 
(up to 45 days)

95
Notification of beginning of review (5 working 
days)

115 End of public comment period (20 days)

125 End oi rebuttal period (10 days)

145
Department of Health decision date (final review 
period: 20 days)

T o ta l T im e fo r E xpedited  Review : A p p ro x im a te ly  5 
M onths

I f  the Department of Health denies a Certificate of Need, the applicant can ask for interim 
reconsideration. [2 0 ]  I f  the Department of Health upholds its denial of a Certificate, the appeal 
process can begin. The first step is the Administrative Appeal, which takes the form of an 
adjudicative proceeding. [21 ]  Figure 5 shows the timeline for the Administrative Appeal.

Figure 5

T im e R e g u la to ry  A ction

1. File application for adjudicative proceeding 
(deadline: within 30 days after Department of 
Health decision)

20
days

2. Administrative Law Judge* issues scheduling 
order and notice of hearing

4 to 5 
months

3. Hearing before Administrative Law Judge

1 to 2 
months

4. Post-hearing breifs submitted

1 to 2 
months

5. Administrative Law Judge issues decision

T o ta l T im e fo r  A d ju d ica tive  P roceeding : 7 to  10 M on ths

*The Administrative Law Judge is an employee of the Department of
Health whose role is

to determine whether the Department's denial of a Certificate was
made in accordance

with the applicable statutes and regulations.



If  the Administrative Appeal upholds the Department of Health's decision to deny a Certificate of 
Need, the applicant may then proceed to Judicla' Review. The Judicial Review process is an appeal 
to Superior Court. Figure 6 shows the timeline.

Figure 6

T im e R egu la to ry  A c tion

1. File Petition for Judicial Review in Superior Court 
(deadline: within 30 days after Administrative Law 
Judge decision)

6 to 10 
Months.1

2. Trial (oral argument based on administrative 
record; no new evidence)

1 to 2 
Months

3. Superior Court issues decision

T o ta l T im e fo r  Ju d ic ia l A ppea l: 7 to  10 M on ths

Tota l P o te n tia l T im e fo r  C e rtific a te  o f Need Process:
2+  Years

The Judicial Review can reverse the Department of Health's decision and issue a Certificate of Need. 
If that happens, then the project may begin. I f  the Judicial Review upholds the denial, then no 
Certificate of Need will be issued and the intended project cannot commence. The total potential 
time for the Certificate of Need Process is more than two years.
O th e r Factors in th e  CON Decision
There is much more to the process than a mere timeline. The process for acquiring a Certificate of 
Need depends largely on the kind of project involved. The flow chart in i igure 7 (available in pdf), 
at the center of this Policy Brief, shows the process required for opening a new surgery operating 
room.
Ambulatory surgical centers are outpatient surgery facilities that use a doctor's office environment 
for m inor surgeries that do not require overnight stays in a hospital. These centers began appearing 
in the early 1970s as a way to reduce the overhead cost of conducting simple, low-risk treatments. 
Today there are about 4,600 centers nationally, a 53%  increase over the number operating just five 
years ago. [2 2 ]  The state Department of Health has developed a complicated formula for analyzing 
the perceived need for such centers in Washington.
The Department of Health uses numerous criteria for making this determination. At their core is a 
numeric formula that uses current and projected changes .n population and medical capacity to 
calculate "net need." [2 3 ]
Other factors influence the decision as well. The Department of Health, not the marketplace, 
determines whether or not a proposed project Is financially feasible and whether or not the project 
will, "fostei containment of the costs of health care." [2 4 ]  The Administrative Code outlines 31 
criteria and sub-criteria that state managers use to decide on the need for a proposed health care 
facility or service. [2 5 ]  Those criteria include:

• " The applicant's past performance in meeting obligations under any applicable federal
regulations requiring provision of chanty care.

• " The existence of any civil rights complaints against the applicant.

• " The effect of the reduction, elimination, or relocation of a health service on the ability of 
low-income persons, racial and ethnic minorities, women, handicapped persons and other 
underserved groups and the elderly to obtain needed care.



• " The likelihood that all residents of the area, including low-income persons, racial and
ethnic m inorities, women, handicapped persons and other underserved groups and the 
elderly will have access to the proposed health service,

• " That the proposed project will not have an adverse effect on health professional schools
and training programs.

The cri eria are much the same if an applicant proposes to build a hospital, The key difference is an 
additional formula to calculate the number of hospital beds. Figure 8 shows this process. [2 6 ]  This 
complicated formula, drafted in 1979 and still in use today, is based on a methodology outlined in 
Section 4 of the State Health Pian. Section 4 alone is over 40 pages in length.
Figure 8 (Available in pdf)
V. R eview  o f th e  E ffe c tiven e ss  o f C e rtific a te  o f Need

The Certificate of Need law is intended to restrain costs and increase access to health care. The 
process actually has the opposite effect. By forcing anyone interested in building or expanding 
health care facilities to maneuver through an arcane maze of bureaucratic regulations, the state 
makes it harder to provide modern, flexible, community-responsive health care. This section 
reviews the Certificate of Need program and assesses its effectiveness based on its stated goals. 
The Basic R easoning  beh ind  th e  CON Law Is  Fau lty
The chief argum ent proponents use to justify the Certificate of Need law Is that surplus capacity in 
health care facilities leads to duplication of services and increased operating costs. These higher 
costs, they say, are then passed on to insurance companies and patients in the form of higher 
prices. By regulating the supply, surplus will be avoided. Health care Is an "essential of life," 
planning advocates say, and the market is incapable of producing the necessary supply of hospital 
beds on its own. The reasoning behind this Justification is faulty for two reasons,
First, the realities of the economv make no distinction between things deemed "essentials of life" 
and any other product or service. The harmful Impact of over-regulation on both is the same. Health 
care is no different than any ctner product or service in our economy and the same dynamic market 
forces determine the quality, availability and price of it. In fact, the i lore essential a product or 
service is to meeting basic human needs, the more important it is for policymakers not to place 
artificial restraints on it,
Second, the "essentials of life" argument for regulating health care overlooks the even more 
fundamental needs of life that are bountifully provided through vlgoious competition in the free 
market. Food, clothing, housing and transportation are vital and Immediate human needs. For the 
vast m ajority of Washington residents these needs are m et through a vibrant system of private 
buying and selling. In those cases the government's role is properly limited to protecting public 
safety, enforcing voluntary contracts and assisting the needy. Everyday experience shows that 
when the market is free to operate under minimal government oversight, the result Is abundance, 
quality service and low price.
The more health care providers, consumers, and insurers are perm itted to communicate freely In a 
normally-functioning marketplace, using advertising, price signals and other means, the more 
society will be able to provide sufficient affordable health services to meet essential humer needs. 
The rapid growth of Health Savings Accounts and consumer-directed health plans is an indication of 
this trend. The Certificate of Need law works in the opposite direction, blocking fast and accurate 
communication between patients and health care providers, and preventing , < iders from 
responding to changing needs in the community.
C e rtif ic a te  o f N eed Law s Do N o t Save M oney
The assertion that Certificate of Need laws save money is further refuted by a number of recent 
studies. In July 2004, the Federal Trade Commission and the Department of Justice found that, "the 
reason that CON lias been ineffective in controlling costs is that the programs do not put a stop to 
'supposedly unnecessary expenditure1"' but merely 'redirect any such expenditures into other 
areas.'" [2 7 ]
In 1999, the Washington State Joint Legislative Audit arid Review Committee (JLARC) reviewed the 
Certificate of Need law. JLARC found that the Certificate of Need law has not had any clear success 
in meeting its legislative goals. I tc report, titled "Effects of Certificate of Need and Its Possible 
Repeal," reached seve-al conclusions:



"The study found that CON has not controlled overall health care spending or 
hospital costs. The study found conflicting or limited evidence about the effects of 
CON on the quality and availability of other health care services or about the 
effects of repealing CON." [2 8 ]

The study went on to assess the effectiveness of the CON law in terms of cost, quality and access.

C o s t :

• " The weight of the research evidence shows that CON has not restrained overall 
per capita health care spending. [2 9 ]

• " Numerous studies have shown that CON has not controlled overall hospital 
spending. One study found that CON actually increased hospital expenditures.

Q u a lity :

• " Certificate of Need concentrates volume, and the research evidence is strong 
that higher volumes of certain surgical procedures can lead to better outcomes.
[3 0 ]

• " CON has a mixed record in concentrating volume. For example, studies show 
that CON was not effective in Ohio and Delaware in increasing volume, but did 
concentrate volume for some services in Pennsylvania, [31 ]

Access:

• " Washington's CON law has had no effect on improving access. [3 2 ]

• " In some instances, CON rules are used to restrict access by preventing the 
development of new facilities. [3 3 ]

CON Law s Do Not In c re a se  Access
In King County there are 120 retirement communities, but only twelve are tied to nursing hoi.,es. 
Almost all operating nursing homes are 30 to 40 years old. [3 4 ]  Waiting lists are common at even 
mediocre facilities. Due to Certificate of Need restrictions and other state-imposed regulations, 
additional nursing homes are not being added as the population ages. Under normal market 
conditions, the supply of elder care would increase as the need increases. The burden of the CON 
lav; uisrupts this natural development.
In addition to limited access, those seeking nursing home care face high costs, even though the 
Certificate of Need framework is intended to reduce costs. Continuing care retirement communities 
tied to nursing homes require monthly payments along with large up-front fees, which can range 
from $270,000 to $400,000, and are simply beyond the reach of most people. [3 5 ]  The situation 
Indicates that the Certificate of Need law has not been effective in easing the rising burden of 
medical expenses for the elderly.
Studies throughout the U.S. have arrived at similar conclusions: the data indicate that a p rn ra m  
designed to reduce cost, improve quality and promote access has not achieved any of these goals.
[3 6 ] In addition, the 14 states with no Certificate of Need laws, which are home to more than one in 
three Americans, show no significantly higher rate of health care spending due to the lack of such 
laws.



A ssessing P rom ise  and P e rfo rm a n ce :
The C e rtific a te  o f Need la w  has n o t m e t its  s ta te d  goa ls
(All quotes are from Revised Code of Washington 70.38.015)

The crafters of Washington's health planning and Certificate of Needs law 
had clear goals in mind. Thirty years later, it is possible to assess the law's 
success or failure in meeting its goals. A clear pattern emerges. Washington's 
Certificate of Need process has not achieved what the authorizing law promised.

What the law promised: Health planning "should be accomplished in a planned, 
orderly fashion, consistent with identified priorities and w ithout unnecessary 
duplication or fragmentation."

The s itu a tio n  to d a y : A quick glance at the Certificate of Need procedure for 
surgery operating rooms (see figure 7) reveals a process th-*t is anything but 
orderly. Moreover, health care providers seeking permlsslo to build would 
hardly use the word "planned" to describe the process ai.u its results. For those 
who must submit to it, the Certificate of Need process is expensive, inconsistent 
and unpredictable.

What the law promised: "The development of nonregulatory approaches to 
health care cost containment should be considered."

The s itu a tio n  to d a y : There is far more regulation of health caie today than 
when the CON law was enacted. State law now imposes 49 separate mandates 
on every health insurance policy sold in Washington. Hospitals, clinics and 
doctors must comply daily with stacks of complicated regulations 'ha t inhibit the 
practice of medicine. Under CON, the state alone decides what hea'th care 
facilities are allowed and where they will be built.

What the law promised: "Price competition should be strengthened."

The  s itu a tio n  to d a y : There is far less price competition in health care today 
than there was when the CON law passed. Patients and providers are generally 
unaware of health care pricing and usually have no idea how much a particular 
treatm ent costs. The CON law directly stifles price competition by discouraging 
existing providers from offering new services, and by blocking new competitors 
from entering the marketplace.

What ihe law promised: "Health planning should be concerned with public health 
care financing, access, quality emphasizing cost contrc’ of health services."

The  s itu a tio n  to d a y : The CON law has failed to control health care costs. In 
recent years the cost of health coverage has increased up to five times faster 
than inflation. The CON law has also failed to increase access to health care. In 
western Kittitas County, for example, one ambulance and one paiamedic provide 
service for an area of some 800 square miles. [3 7 ]

C e rtif ic a te  o f Need S uppresses C o m p e titio n  and Creates M o n o p o lie s
Certificate of Need appeals are a legal mechanism that health care organizations and facilities use to 
fend off competition. A review of the Certificate of Need action log dating from 1971 to July 2005 
reveals that the issuance of a Certificate of Need is often appealed by one or more medical 
businesses that perceive an economic threat if a new medical facility opens in their area.



When the Department of Health granted Swedish Health Services permission to build an ambulatory 
surgery center in Bellevue, Overlake and Evergreen medical centers asked the Department to 
reconsider on the grounds that Swedish's plans would intrude upon their health planning area. The 
Department upheld its original decision, so Overlake and Evergreen then filed an appeal. The 
adjudicative hearing resulted in Swedish losing the Certificate o f Need.
The Bellevue situation is not an isolated incident; this happens on a regular basis. Easy appeal Is 
built In to the Certificate of Need process. No reasoning or criteria is required for "affected parties" 
to request a hearing and appeal a decision. [3 8 ]  Appeals center on the cryptic minutia of the way 
state employees interpreted the rules, contesting, for example, the method of regression analysis, 
the identification o f service areas, and the definitions used to determine price competition and 
patient choice. [3 9 ]

The Certificate of Need process functions as protection for monopolies, Insulating 
businesses that are already in the m arket and keeping competitors from 
entering. Anti-competitive activities tha t would be severely punished by federal 
anti-trust laws if attempted by otlu r private companies are sanctioned and 
promoted by the state when they involve medical providers.
Even when established health care organizations are unable to prevent 
competitors from entering the ir area, they usually succeed In using the 
Certificate of Need appeals system to block market entry to new providers for 
significant amounts of time, often years.
A 2004 study by the Federal Trade Commission and the Justice Department 
reported that:

The Certificate o f 
Need process 
functions as 
protection fo r 
monopolies, 
protecting 
businesses 
already in the 
m arke t while 
keeping
competito rs from 
entering.

.where CON programs are intended to control health care costs, there 
Is considerable evidence that they can actually drive up prices by fostering 
anticompetitive barriers to entry." [4 0 ]

The same study found that the Certificate of Need process:

"has the effect of shielding incumbent health care providers from new entrants. As 
a result, CON programs may actually increase health care costs, as supply is simply 
depressed below competitive levels." [41 ]

Increasingly, hospitals are facing competition from ambulatory surgery centers, which offer minor 
surgical procedures that do not require an overnight stay. Often times these facilities offer the same 
surgery as a hospital but at lower prices. I t  is one of the ways the market is adjusting to make 
health care delivery more efficient and cost effective. Established hospitals, however, use the 
Certificate of Need law to prevent ambulatory surgery centers from opening in their service areas, 
thus blocking access to health care choice and lower costs for consumers.
The 1974 national health planning law (NHPRDA) itself noted the need for incentives to develop 
more economical ways of treating minor surgery patients w ithout formal admission into a hospital, 
ironically, the very laws designed to foster alternatives to expensive hospital stays are today used 
against innovative providers who are trying to offer those very alternatives.
D isco u rag in g  P ub lic  D ebate
Fear of endangering their prospects for success prevents many applicants from 
publicly questioning or debating the process. When asked about the state refusing 
to issue his company a Certificate of Need, Bill Wolverton of Renal Care Group 
said "I'm  not going to be able to speak for the record; we're about to start an 
appeals process." [4 2 ]
Representatives of other organizations have expressed similar sentiments about 
applications and appeals in the pipeline. During testimony before the Senate 
Health and Long-Term Care Committee on a bill calling for a study of the 
Certificate of Need program, one expert said, "Certificate of Need applications 
have become much more of a political struggle than they should be." [4 3 ]
Applicants are equally reluctant to appear critical of the process or departmental 
staff.
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V I. P ro b le m s and Delays in  C e rtifica te  o f  Need R eview
The foregoing section examined the basic weaknesses in the Certificate of Need law. Research 
shows the law is not fulfilling its goals because the concept on which it is based, top-down limits on 
health services through state central planning, is fundamentally unsound. A review of the law as 
implemented in practice indicates the process suffers from other shortcomings as well, primarily 
added delays and complications in the process of gaining state approval for a project. Even if the 
problems discussed below were addressed, however, the foundational defects in the Certificate of 
Need idea would remain.
CON Process Exceeds Legal T im e lines
In May 2005, the Department o f Health denied permission to Swedish Medical Center and Cverlake 
Hospital Medical Center to build new hospitals in Issaquah. This decision was the culmination of a 
regulatory tug-of-war that had been going on quietly since the two hospitals submitted their plans 
to the state more than a year before. [4 4 ]  This does not include the six months Swedish and 
Overlake spent developing the proposal in the first place.
A review process that was supposed to provide expedited review and include public input did 
neither. [4 5 ]  After more than a year of paperwork, lengthy meetings and countless staff hours, 
officials at Swedish and Overlake ended up right back w :re they started, and the people of 
Issaquah were deprived of new medical services that two respected and established hospitals were 
eager to provide.
Figure 9 shows the timeline for the Issaquah hospital decision process. [4 6 ]  Compare this with the 
statutory timeline shown in Figure 3. What should have taken just over six months actually took 
more than thirteen months.

Figure 9

T im e lin e  fo r  P roposed Issa q u a h  H osp ita l

Date A ction

April 6, 
2004 Letter o f intent submitted

July 21, 
2004 Applications submitted

July 22,
2004 - 
Feb. 6,
2005

Certificate of Need office's pre-review activities 
(application screening /  public comments begin)

Feb. 7, 
2005

C ertif :a te  of Need office begins review of 
applications

March 7, 
2005

Public hearing conducted /  end of public 
comment

March 25, 
2005

Rebuttle documents submitted to Certificate of 
Need office

May 10, 
2005

Certificate of Need office makes decision, does 
not issue Certificate of Need to Swedish or 
Overlake

T ota l T im e  fo r  A p p lica tio n  Process: 13 m o n th s

The Issaquah case is not a lone example. A sampiing of recent Certificate of Need application 
timelines, shown in figure 10, reveals tha t the process typically takes much longer than the law 
says it should. In these cases, the office handling Certificate of Need requests delayed giving 
answers by an average of 60%  beyond the time required by law.

Figure 10

Project CON Process Should Actually Took:



1____ have T ake n :

Sale of Providence 
Yakima Medical Center to 
Heatlh Management

5 months 8 months

Semper-Care 
establishing long-term 
acute care hospital in 
Spokane

6 months 9 months

Franciscan Health 
System establishing an 
ambulatory surgery 
center in Gig Harbor

6 months 9 months

Hospital Proposal in Gig 
Harbor 6 months 11 months

A verage
D elay 3 .5 
m o n th s

CON Process Takes Longer than  P lanned C o n s tru c tio n
The time for securing a Certificate of Need usually exceeds the time it takes to actually build the 
proposed medical facility. For example, in May 2003 the state granted Swedish Health Services 
permission to build an ambulatory surgery center in Bellevue. The process required six months for 

d eight months for Certificate of Need approval.
Swedish's competitors, Overlake and Evergreen medical centers, immediately 
appealed the Certificate of Need issuance. Today, more than two years after the 
state gave Swedish the go-ahead to begin construction, the project remains in 
limbo. The process dragged on so long that Swedish lost its lease option on the 
building it planned to convert to  into the new surgery center. So far Swedish has 
spent three years processing Certificate of Need paperwork for a facility that, if 
approved, would take only fifteen months to complete. In the meantime, 
thousands of surgery patients who would have benefited from the new facility 
have been forced to go elsewhere or do without.
C o m m u n ity  In p u t  Is  O ften  Ig n o re d
Defenders of the Certificate of Need programs call it a "flexible tool" tha t "helps 

protect the critical health care infrastructure" by means of "community based planning." [4 7 ]  There 
is no objective evidence, however, that Certificate of Need decisions include 
community feedback.
The recent battle over the proposed hospital in Issaquah serves as a case in point.
On March 7, 2005, the Department of Health held a public hearing in Issaquah for 
the community to voice its concern about Swedish and Overlake's desire to build a 
hospital in their area. More than five hundred people attended, many of them 
physicians. The real debate among participants was not whether or not there 
should be a hospital - only eleven people said the community did not need a new 
hospital - but rather who should build it, Swedish or Overlake.
[4 8 ] As we know, the Department of Health denied both applications. The views of 
the vast m ajority of people who attended the public meeting had no effect on the final decision.
In contrast to the Issaquah case, consider what happened in Gig Harbor. Franciscan Health System 
proposed building a 112-bed hospital there, and in May 2004 the Department of Health announced 
its approval of an eighty-bed hospital. In announcing Its decision, the Department of Health said, 
"public input overwhelm ingly supported a hospital In Gig Harbor, and that public sentiment was 
substantiated in the fact-based analysis.” [4 9 ]
Comparing what happened In Issaquah with Gig Harbor demonstrates that the public's view only 
matters when agrees with the state's "fact-based analysis." Public input only seems to be relevant 
when it supports the pre-set designs of the planning process, and is ignored when it contradicts the 
regulatory formulas.
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V I I .  E xam in ing  A rg u m e n ts  Made in S u p p o rt o f  C e rtifica te  o f Need
Advocates of Certificate of Need make a number of arguments to defend their views, and cite a 
number of states where they say it is working as Intended. On closer examination, however, the 
evidence cited typically relies on a narrow set of data to back up these claims.
Planning proponents frequently point to studies by Ford, DaimlerChrysler and General Motors that 
compare health care costs in states where they have employees. For example, DaimlerChrysler says 
its costs ranged from  $1,331 in New York, birthplace of Certificate of Need, to $3,519 per person in 
Wisconsin, which has a very limited Certificate of Need law. [5 0 ]  The studies report tha t states with 
Certificate of Need laws had costs 11% to 39% lower than states without such regulations. These 
studies conclude that, cumulatively, all three automakers' health care costs were 30% lower in 
states with Certificate of Need laws, [51 ]
The research methods of the automakers' studies are fraught with difficulties. First, the studies only 
look at eight states, some with Certificate of Need laws and some without, and those states with 
such laws enforce them in varying degrees. [5 2 ]  Moreover, these states are all in the same general 
region, making meaningful statistical conclusions difficult.
Second, the studies fail to establish a link between Certificate of Neea laws and the cost of health 
care benefits. Built into the report is the assumption that because the cost of health care for a 
certain segment of the population (au o company employees) In a few states is less than in a few 
other states, Certificate of Need laws .at are merely intended to reduce health care costs actually 
do work. One condition is not necessarily related to the other, and unless a cause-and-effect 
relationship can be established, the statistics are meaningless in the discussion of Certificate of 
Need’s effectiveness.
Certificate of Need advocates use other, even less reliable, research conclusions. One oft-cited study 
claims that open-heart surgery m ortality rates are 20% lower in slates with Certificate of Need 
regulations than in other states. [5 3 ]  A 1988 study, however, concluded the opposite of the above 
study; that Certificate of Need laws actually work to increase in-hospital mortality. [5 4 ]
Not long a fte r the Federal Trade Commission and Department of Justice released their report 
critiquing Certificate of Need programs, the American Health Planning Association (AHPA) published 
a response. In it they attempt to highlight the benefits of Certificau? of Need laws, Followi is a 
point-by-point look at the AHPA's response. [5 5 ]
Claim: CON is a useful market balancing tool.

Proponents of central planning say that in an imperfect and increasingly inequitable 
health care system, CON regulation Is a flexible tool that, when used intelligently, 
helps protect the critical health care Infrastructure that is essential to meeting both 
expected and unanticipated needs.

If history has demonstrated anything, it is that the state has a poor track record 
when it comes to economic planning and forecasting. Yet that is exactly what the 
state attempts to do when it decides on the "need" for a local health care facility.
Moreover, Washington’s Certificate of Need program is not really "community- 
based," because it disregards community input that does not fit with pre-set 
planning formulas. The AHPA's rationale is flawed because it proposes to solve 
problems created by government intervention with more government intervention.

Claim: empirical evidence shows substantial economic and service Quality benefit from CON 
regulation and related planning.

The only source cited In this claim Is a Journal of the American Medical Association 
article arguing that open-heart surgery mortality rates are 20% lower in states with 
Certificate of Need regulation. This is an isolated example that attempts to link the 
effects of regulation with a positive statistic. The empirical connection in this single 
instance is weak at best.

Furthermore, numerous studies show that Certificate of Need regulation has had 
zero or negative impact on the quality of health service. One specialist In Walla



Walla estimates that up to three people in the area die each year because a cardiac 
surgery center Is not close enough. [5 6 ]  State regulators denied a Certificate of 
Need to a local hospital that sought to open such a center.

Claim: CON regulation is one of the few practical planning tools available to policymakers.

The underlying premise here is that public policymakers need to be involved in 
health care facility planning. But do they? Bureaucrats and central economic 
planning inhibit private provider's ability to supply necessary services to the public 
at reasonable prices. Government management and the third-payer system have 
distorted the market, and the cost problems we see today are the results The 
solution Is to encourage greater consumer control and transparent pricing informed 
by unimpaired m arket inputs.

Central planners also use a volume and quality argument to justify Certificate of Need for tertiary 
services such as cardiac surgery, organ transplant, etc. The argument here is that by using 
Certificate of Need laws to concentrate volume at specialty hospitals, the quality of services 
provided there will increase.
This sounds attractive In theory, but in practice the evidence supporting the 
argum ent is weak. While Washington's JLARC study concluded "the research 
evidence is strong that higher volumes of certain surgical procedures leads to 
better outcomes," it admits that this is true only for some procedures and that 
not all evidence supports the conclusion. [5 7 ]  The same report found that 
Certificate of Need m ight reduce the quality of kidney dialysis services by 
reducing access. [5 8 ]  This point is of more than passing importance to kidney 
disease sufferers, to whom reduced access to reliable dialysis can prove fatal.
Some health care professionals have criticized the state's rationale for 
concentrating volume. Dr. Robert Johnson, a cardiologist in Walla Walla, once remarked that "our 
knowledge about how many operations have to be done by one surgeon to have good outcomes has 
changed since [the state placed CON regulations for volum e]. It's not nearly as many as was 
thought to be the case." [5 9 ]
Attem pting to control the geographic distribution of health care services Is another way central 
planning reduces patient access. The government has offered special certification for regional 
centers of excellence in a given field so long as those institutions perform a certain number of 
procedures in a year. This produces two problems. First, the requirement concentrates certain 
health services in one geographic area, thereby creating a hardship for people who live out of the 
area. The added distance increases both patient cost and risk. Second, a facility that has to perform 
a certain number of procedures in a year to maintain government-sanctioned preferential status 
may be inclined to perform unnecessary procedures simply to boost its numbers.
V I I I .  Po licy R e co m m e n d a tio n s
Washington Policy Center's recommendations for addressing the Certificate of Need issue are 
presented below in priority order, beginning w ith the most effective and far-reaching proposal for 
reform. Next, two alternatives are given that would ease the regulatory burden the program places 
on the state's health care system.
1. Repeal th e  C e rtific a te  o f Need Law .
Washington should follow the example of the 14 other states that have repealed their Certificate of 
Need laws. Disaster did not follow repeal In those states, and it will not follow repeal in Washington. 
The 1999 JLARC study lists repeal a key policy option. Evidence cited by Certificate of Need 
proponents as justifying these complex regulations is inconclusive at best, and abundant evidence 
to the contrary shows that Washington's Certificate of Need law likely does more harm than good. 
The Certificate of Need law distorts important market signals that indicate when and where new 
health services will be needed. More than 30 years of experience shows that the Certificate of Need 
law acts as an impediment to achieving cost-effective, community-responsive health care.
2. S ig n if ic a n tly  Scale Back th e  C e rtifica te  o f  Need Law.
Short of outright repeal, many states have scaled back their Certificate of Need laws so they cover 
only a few types of facilities or only kick in at a higher expenditure threshold. For example, CON
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requirements should be eliminated for nursing homes to help meet the needs of an aging 
population. Partial repeal could be adopted as the first step to completely phasing out Washington 
Certificate of Need law.
Alternatively, the legislature could enact partial repeal with the Intention of leaving a limited number 
of health services permanently under the control of Certificate of Need regulation. In both cases, 
partially repeal would allow tim e for the legislature to review the results. Lawmakers may find the 
Certificate of Need law works best when it applies only to a few medical specialties, while leaving 
most providers free to open new clinics, hospitals and nursing homes as health needs change in the 
community.
3. A u th o rize  th e  C e rtif ic a te  o f  Need Task Force to  In v e s tig a te  T ho ro u g h  R eform s.
In early 2005 the legislature created a special task force to examine the Certificate of Need 
program. The task force began meeting later that year and is charged with making 
recommendations on ways to improve and update the program. Even those who support the 
Certificate of Need program tacitly admit it Is not lowering health care costs: "We need to look at 
the Certificate of Need program as a health planning process in relation to escalating health care 
costs." [6 0 ]
Unfortunately, the task force was hamstrung from the outset. In conducting Its study the task force 
is required to presume "that the services and facilities subject to certificate of need should continue 
to be subject to it." [6 1 ]  Given this restriction, genuine reform is not possible. The legislature should 
expand the task force's authority so its members can conduct a thorough investigation of the 
Certificate of Need program. The task force could then assess the program's actual performance 
compared to stated goals, review the experiences of other states and propose practical reforms that 
will improve health care access for Washington residents.
IX . C onclusion  - C e rtific a te  o f  Need R epresents .he Failu re  o f G o ve rn m e n t C entra l 
P lann ing
Three decades of experience has supplied ample evidence that Washington's 
Certificate of Need program has not worked as Its creators Intended. The law 
has not controlled costs, improved quality or Increased access to health care.
In fact, the law has had the opposite effect, actively blocking citizens' access 
to health care choices and to modernized health care facilities.
There is, however, abundant evidence the process has become arcane and 
politicized, and that medical organizations holding Certificates of Need use the 
process to keep competitors out of their area. An indication of th.s effect is the program's use of 
non-medical criteria, like an applicant's record in providing charily care or the existence of any civil 
rights complaints, in deciding whether to approve a Certificate of Need.
In practice, Washington's Certificate of Need law is not about improving health outcomes for 
citizens, it Is about controlling access to health care. The state's Certificate of Need process is more 
im portant In determining how and where patients will be treated than the decisions made by doctors 
and hospital administrators. This point is illustrated by an observation of economist F.A. Hayek,
"The power that a millionaire, who may be my neighbor and perhaps my employer, has over me is 
much less than that the smallest functionary possesses who wields the coercive power of the state, 
and on whose discretion it depends whether and how I am able to live i r  work.” [6 2 ]
When health care organizations are allowed to compete with each other in a system that functions 
more like a normal market, consumers of health care win because there are both short- and long­
term incentives for providers to innovate and grow more efficient. Robust competition builds a more 
nimble, community-responsive and consumer-centered system that readily adapts to changing 
needs. Inflexible planning and regulatory structures that keep competitors out cannot achieve this. 
The program's record indicates the Certificate of Need law nc longer serves the public interest, if 
indeed it ever did. The stated purpose of the program Is to foster a health care system that antrols 
costs and meets changing conditions. Yet, to succeed such a system requires the very flexibility the 
Certificate of Need is designed to prevent. In a state experiencing rapid growth and demographic 
change, the Certificate of Need law prevents providers from adapting to the changing health needs 
of the community.

Three Case S tud ies
1. A F law ed Process
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When the Department of Health decided in June 2005 that Issaquah did not need a new hospital, it 
did so based on the proximity of three other hospitals. " If you put a point In the center of I: jquah , 
there are three hospitals within 12 miles," said Laurie Jinkins, assistant secretary of health-systems 
quality assurance for the state Department of Health. [6 3 ]  She was referrmg to Overlake Hospital in 
Believe , Group Health Cooperative in Redmond, and Snoqualmie Valley Hospital. A closer look, 
however, reveals flaws In the state's decision.
First, Group Health Cooperative is not open to the general public. Only members of the Group 
Health insurance network can use Group Health services. Yet the state makes little adjustm ent for 
tha t fact in its calculation of hospital bed availability and need.
Second, Snoqualmie Valley Hospital has what one article called "a troubled past." I t  is a hospital 
that has been plagued "by maintenance mishaps, two closures and eroded credibility." [6 4 ]  But it is 
a hospital with twenty-eight beds, and in spite of its demonstrated unreliability, Its poor reputation 
and many people's refusal to go there, the state Included those b> ds when calculating bed 
availability and medical need.
This issue raises serious questions about the Certificate of Need determination process. Proponents 
of Certificate of Need planning tout the program as being "community based" or 'community 
oriented," but in this case the process ignored two im portant community factors that: influence the 
availability of hospital services to che public. An inflexible bureaucratic structure was unable to take 
account of legitimate local concern.
2 . S tif lin g  C o m p e titio n  Does N ot Low er Costs
In May 2005, the Puget Sound Business Journal reported that a "statewide tu rf war" had erupted 
amongst providers of kidney dialysis, one of the many services covered by Washington's Certificate 
ot Need law. Providers had filed more than a half dozen appeals regarding various dialysis station 
proposals. "I've never seen the number of appeats as high as now," one industry consultant 
observed. [6 5 ]
Several dialysis providers sought state permission v.o open new facilities or expand existing rapacity. 
Rival companies fought Certificate of Need approvals as a way of preventing arn ther provider from 
encroaching into their region. The business journal reported, "Appeals are becoming more common, 
as competition in the industry has surged with new market entrants." [6 6 ]
So what is the effect of hindered competition? Higher prices. "Private carriers used to pay $200 and 
$300 per treatm ent," remarked Palmer Pollock, a planning administrator with Northwest Kidney 
Centers, "now it's more than $1,000." Instead of reducing cost, as Certificate of Need laws are 
intended to do, kidney dialysis prices have increased by 330%  - 500% . [6 7 ]  This case shows how 
the Certificate of Need law not only fails to constrain rising health care costs, it actually puts upward 
pressure on the price of certain health services.
3. Ig n o r in g  C o m m u n ity  In p u t
In the 1980s, the residents of Putnam County, Georgia, ran headlong into state Certificate of Need 
regulators As their federal Representative reported to Congress:
"[T ]he  citizens of Putnam County are proud of their 20-year-old community hospital. They built it 
with local funding, w ithout using any Federal Hill-Burton funds, and they still support It locally. They 
are proud enough to have recently approved a t-cen t sales tax to renovate the facility. They are not 
seeking an expansion. The hospital has always had 50 beds, and that's what they propose to 
maintain.
"However, when Putnam County authorities went to the State health planning agency for the 
required approval under the certificate-of-need program this year, they ran into unexpected trouble. 
The agency looked over the request for the locally funded hospital improvements and decided to 
deny it - unless the hospital eliminated ten beds."
The state refused to budge and local health officials were forced to comply. Growth projections 
indicated that eventually all 50 beds would be needed, but the stale insisted that ten of the beds be 
dismantled. They did so In spite of the fact that eliminating ten beds would reduce the number of 
nursing students the hospital could enroll, at a time when the country faced a shortage of nurses. 
Regulators also ignored the tremendous cost the community would incur later when hospital 
authority had to add bock those ten beds.
This case shows how the centralized Certificate of Need process favors state-level regulators who 
insist on enforcing their decisions, regardless of the well-reasoned protests of local leaders.

Appendix



D e sc rip tio n  o f th e  C e rtific a te  o f Need Process fo r  H osp ita l Beds
Following, In shortened form, is a description of the steps an applicant must take in requesting a 
Certificate of Need to build a new hospital or to add beds to an existing facility. Together, these 
steps represent one phase of a much larger process.
A. Develop Trend Inform ation on Hospital Use

Steps 1 through 3: The hospital bed need determination begins with compiling 
historical use data-that is, how many days patients spent in hospitals based on 
types of treatm ent. (The state makes a distinction between time spent in a hospital 
for physical and psychiatric treatments. The need determination for psychiatric 
hospital beds is a separate process within the State Health Plan.)

Step 4: The state uses a ten-year history of hospital use rates to determine 
historical trends.

B. Calculate Bed Need Forecasts

Steps 5 and 6: Each of Washington's hospital planning area's (how the state 
divides the population of large areas into geographic units for planning purposes) 
hospital use rates are computed. At a minimum, two age blocks need to be 
considered: people age zero to 64 at. I people over 65. Age groups may be divided 
further.

Step 7A: The state forecasts each hospital planning area's use rates. I t  does this 
based on historical trends and projections made by the Office of Financial 
Management. The forecast is done for a target year, which varies. I t  can be as little 
as five or six years. [6 9 ]  Moreover, the trends are arranged according to age 
group. Once determ ined, these trends are adjusted up or down, in proportion to 
the trend of either the statewide ten-year trend or the specific planning area's ten- 
year trend.

Step 7B: This is an alternative to Step 7A. In planning areas where a Health 
Maintenance Organization Is present, adjustments must be made to factor in HMO 
enrollees. These adjustm ents are necessary because HMOs can control where their 
enrollees go for hospital care.

Steps 7B.1 through 7B.3: These steps serve to illustrate and correct skews created 
by HMO enrollment in a hospital planning area.

Steps 8 through -10 : Here the bed need forecasts begin to take shape. Trend- 
adjusted use rates (see Steps 7A and 7B) and projected population are used to 
determine total forecasted patient days. Forecasted patient days are then 
distributed to hospital planning areas based on market share and the use of out-of- 
state hospitals. Average occupancy standards are then used to determine each 
planning area's bed need

C. Determine Total Hospital Bed Need Forecasts

Steps 11 and 12: The non-psychiatric bed need forecasts calculated from this 
process are added to the psychiatric bed need forecasts (calculated in a separate 
process) to determ ine overall bed need for all hospital services. Any necessary 
adjustments are then made-for example, population adjustments, use rates, 
m arket shares, and shifts in occupancy rates.



I t  is im portant to note that these processes outlined here are only part of a much larger process for 
building a health care facility. These regulations are above and beyond standard county and city 
building permits, land use requirements, Growth Management limits, environmental impact 
statements, zoning regulations, building codes, construction review applications and public health 
standards. Naturally, these additional regulations are strictest for hospitals. Other regulatory factors 
applied to hospitals, in addition to Certificate of Need, include the following. [7 0 ]
A d d itio n a l R e q u ire m e n ts

Licensure and Physical Plant Requirements

• " Finishes (carpet, tile, wall covering)

• " Heating and ventilation system

• " Hot water system

• " Medication handling

• " Nurse call system

• " Room size, furniture & equipment

• " Shower and toilet fixtures

Fire /  Life Safety Requirements

• " Automated sprinkler system

• " Electrical generator system

• " Fire alarm system

• " Fire /  life safety structural design

• " Life support system

• " Medical gas system

• " Smoke control system

Standards Adopted by State Building Code Council

• " 2003 International Building Code

• " 2003 International Fire Code

• " 2003 International Mechanical Code

• " 2003 International Plumbing Code

• " Barrier-free requirements



• " National electrical code

• " Washington state energy code

• " Washington state ventilation code

These regulations are im portant to protecting public health and safety, and there is no suggestion 
tha t this requirement should be loosened or repealed. The purpose here is to  show that the lengthy 
and complicated Certificate of Need process is imposed In addition to a long list of existing 
requirements.
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W hat ’s W rong W ith T his P icture?

Imagine an economic system where market competition was 
viewed as a wasteful activity that needed to be discouraged or even 
prohibited by government. In such a system, for example, if a Chi­
nese immigrant family wanted to open a restaurant, it would first 
have to go to a government commission that would survey the 
economic landscape for Chinese restaurants to determine if there 
already might be “enough’’ such eateries in the area. The commission 
might have a formula that would look at data regarding how many 
Chinese restaurants exist per 100,000 or 50,000 or 25,000 in popu­
lation; how many of those are strictly take-out restaurants and how 
many are eat-in or “sit-down” restaurants; and among those that are 
sit-down style, how many feature buffers and how many are strict­
ly order-from-menu. The formula might also consider variations 
in price from restaurant to restaurant to determine how many are 
serving lower-income families and how many might be targeted to 
the gourmet Chinese food market.

After going through all this -  a process that might take several 
years -  the commission would then decide whether this particular 
Chinese restaurant is “needed” in die area. If it were not, this im­
migrant family would then be sent packing to decide on another 
way of earning a living. Or, it might be suggested that they try some 
other area where it has been determined there are too few Chinese 
restaurants to adequately serve the existing population.

If it is determined that, yes this community indeed does “need” 
one more Chinese restaurant, a “certificate” would be issued to the 
immigrant family. It would state that a restaurant of this type and 
size is “needed” and that the family has permission to set up shop. 
But of course the restaurant would have to be built to the exact speci­
fications described in the original proposal and that was ultimately 
approved. It may not be able to offer take-out service if there are al-
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ready “enough” take-our restaurants in the area. It would have to be 
built only to accommodate a certain number of tables because any 
more or any less would not fit the need as determined by the formu­
la. The menu would have to be approved, because if the restaurant 
were also going to serve non-Chinese foods such as pizza or ham­
burgers -  for those who might not like Chinese food -  that would 
fall into a different category and those menu items would have to be 
passed through another formula and another process.

Most people would look at such a system and think “this is cra­
zy, only a Soviet-style central planner could be happy with such a 
bureaucratic nightmare.” Besides, we all understand it is competition 
that makes the consumers in the marketplace better off. Competi­
tion brings lower prices, more convenience, better quality, new tech­
nologies and innovations, and so on.

T he system as described above will have its beneficiaries. 
Government workers charged with running the system clearly 
can do well because of its existence. But beyond this, what about 
existing restaurateurs who had already received one of these highly val­
ued certificates and were operating a flourishing business? Wouldn’t

they like the idea 
that the local gov-

M<wtpeople wouf4 .ooi lit sucf) a system and tfiinU eminent had an en-
tf)is is crazy, onty a wviet-styfe mitrafpfamier coiifd tire division devoted
He fiappy witfisucf) a bureaucratic nightmare. to protecting them

from competition? 
Wouldn’t it be nice

to not have to worry about customers being taken by some upstart 
Chinese restaurant with lower prices or fancier foods on its buffet? 
Sure, restaurant customers would probably be better off if anyone 
who wanted to could simply start a new restaurant, but people 
aren’t aware of what they are not getting. Some customers might



look around and say “gee, the town already has a couple of Chinese 
restaurants and there’s never a wait to get in, so why is there a need 
for another one? Certainly a new one would be wasteful.” O f course 
this would be said without knowing what a new restaurant would 
be like, what menu items it might offer, what prices it might charge, 
etc. Because people don’t know what they don’t know, even the 
consumers, who are always hurt by monopolies, might end up sup­
porting this system.

T he Reality of C ertificates for M edical Care

The system described above is exactly the kind of system that 
North Carolina and 34 other states have with respect to medical- 
care facilities and equipment. If you are a health care entrepreneur 
and you want to do anything from adding a new wing or extra beds 
to an existing hospital, to opening an office that offers MRI, X-ray 
or other services, you need a “Certificate of Need” (CON) from the 
state. The function of CON is summarized as follows:

"The North Carolina Certificate of Need Law prohibits healthcare providers from acquiring, 

replacing, or adding to their facilities and equipment, except in specified circumstances, 

without the prior approval of the Department of Health and Human Services.Jhe law.Jimils 

unnecessary health services and facilities based on geographic, demographic and economic 

considerations... All new hospitals, psychiatric facilities, chemical dependency treatment 

facilities, nursing home facilities, adult care homes, kidney disease treatment centers, inter­

mediate care facilities for mentally retarded, rehabilitation facilities, home health agencies, 

hospices, diagnostic centers, oncology treatment centers, and ambulatory surgical facilities 

must first obtain a CON before initiating development. In addition, a CON is required before 

any upgrading or expansion r ' “ o 1 1,1 service facilities or services."01

If this sounds like the kind of central planning one might find in 
a socialist economy -  it is. In North Carolina, the central planning 
authority is known as the Health Planning Development Agency,

14506969



part o f the North Carolina Department of Health and Human Ser­
vices. The role of this agency is to pian economic activity provided by 
medical-care facilities. This is done down to the most minute detail, 
circumventing the most basic function of private decision-making 
in a free enterprise system, i.e., the allocation of resources based on 
entrepreneurial insight and risk talcing.

The purpose o f the Health Planning Development Agency in 
implementing CON is to “develop policy, criteria, and standards 
for health service facilities planning; [ ] conduct statewide registra­
tion and inventories of and make determinations of need for health 
service facilities, health services as specified [in the statute] and 
equipments as specific [in the statute], which shall include consid­
eration of adequate geographic location o f equipment or services; 
and develop a State Medical Facilities Plan.” The Agency also has 
“the authority to review all records in any recording medium of any 
person or health service facility subject to agency review under these 
articles which pertain to construction and acquisition activities, staff­
ing or costs and charges for patient care, including but not limited to, 
construction contracts, architectural contracts, consultant contracts, 
purchase orders, cancelled checks, accounting and financial records, 
debt instruments, loan and security agreements, staffing records, 
utilization statistics and any other records the Department deems to 
be reasonably necessary to determine compliance...”12'

North Carolina’s Certificate-of-Need Law is, with few excep­
tions, an all inclusive and all intrusive blueprint for state government 
control of all supply and pricing decisions with respect to the provi­
sion of institutional health care Facilities (see Appendix lor a complete 
list of CON-regulated services in North Carolina and other states). 
The process that a potential hospital, nursing home, clinic, doctor’s 
office or other supplier must go through to receive a CON is tedious 
and potentially very long. Depending on the number of reviews, the 
process can take anywhere fi n 90 days to over two years. If a denial


