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REVIEW OF THE 
ORI ALASKA HEAL TH FACILITY INPUT PRICE INDEX 

THE PURPOSE 

The purpose of the Alaska Health Facility Input Price Index (AHFIPI) is to describe 
and estimate the cost inflation in hospital and nursing home services in Alaska. Several 
considerations should be noted: 

1. Predicting inflation is inherently difficult because the general rate of price 
increase in the economy depends upon aggregate monetary and fiscal policy. 

2. Predicting inflation for particular goods and services involves knowledge of 
supply and demand conditions in particular markets. 

3. Because of these factors past experience may not be a good guide to the 
future. 

THE BASIC STRUCTURE OF THE ORI INDEX 

The DRI Index is a weighted average of 6 major expense categories of operating 
costs of hospital and nursing home facilities in Alaska. Creation of the Index involves 3 
steps: 

1. Identify the expense categories and the weight of each in the overall index. 
2. Select PROXY variables to represent cost of each category. 
3. Set the base period cost level for each PROXY variable at 100. 

Each expense category has a fixed weight in the Index. (It measures the "pure 
price effect" as if nothing else were changing over time.) The inflation figure derived from 
the Index assumes that over time a facility will continue to use inputs (labor, utilities, 
equipment, etc.) in the same ratio. In reality this is unlikely to be the case because of 
numerous factors such as: 

1. Cost of some inputs will increase faster than others and administrators will try 
to reduce the use of these more expensive inputs (price induced shifts in expenditures). 

2. New technology is likely to reduce expenses in some categories and increase 
them in others. 

3. Changing patient demands are likely to change the mix of services provided and 
consequently the mix of inputs used. 

The practical implication of the fixed weights is that the inflation measure which it 
produces is not a exactly a measure of the change in the cost of delivering a particular 
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service. It measures the change in the cost of delivering the service if there is no change 
in the way that the service is delivered. The Index will have a tendency to overestimate 
inflation to the extent that there is any flexibility in the use of different inputs and also to 
the extent that technological changes that increase the productivity of labor or other 
inputs reduces the amount of one or more inputs required to provide a service. 

Thus the measure of cost inflation may not track well with the cost of services 
delivered. For example the cost of a unit of labor may increase 10% in a year. At the 
same time a technological advance might reduce the amount of labor required to provide 
a service by 5%. The fixed weight cost Index would include the effect of the increased 
cost of labor, but not the offsetting effect of the reduction in its use. In contrast the 
increase in the cost of delivering the service would include both effects and be less. 

The opposite can also happen, particularly in health care. We may observe that 
a technological advance results in the substitution of new and more expensive equipment 
for conducting some procedure. The cost of the procedure may appear to increase 
faster than the cost of inputs measured by the fixed weight index. However in this case 
the definition of the procedure has changed. The additional cost must be justified by an 
improvement in the outcome. 

In spite of these shortcomings fixed weight indices are widely used because they 
are relatively simple to construct. For example the Consumer Price Index, widely used 
to measure general inflation, is a fixed weight index. 

The final thing to remember is that the Index measures the cost of inputs for a 
given level of demand. If demand is increasing over time because of an increase in the 
population served, this is not reflected in the Index. 

HOW THE EXPENSE CATEGORIES AND WEIGHTS ARE ESTABLISHED 

The expense categories and weights for the ORI Index are taken from the operating 
costs of Alaska hospitals and nursing homes reported in the 1992 Medicaid Cost Report. 
Several categories of operating cost are excluded--insurance, taxes, other direct 
expenses, and depreciation/rental/lease. Since these are real costs of facility operation, 
their exclusion should be based either on a specific policy decision or on some 
information to suggest that inflation for the excluded items will be similar to the expense 
categories included in the index. For example the Medicaid Cost Report shows that the 
cost of insurance unlike other items has declined between 1989 and 1992. 

The weight for each expense category is the reported expenses for that item as 
a portion of total items in the index--in this case $350,595,407. 

THE PROXY VARIABLES 
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Once the expense categories have been selected a single price variable is selected 
to represent the prices of all the items in each expense category. It would be prohibitively 
expensive to track the prices of all cost items. The proxy could be the price of a single 
item in an expense category, like the average hourly cost of labor, or it could itself be a 
price index, like the consumer price index. In either case if accuracy of prediction is 
desired, a good proxy will be a variable that closely tracks the changes in price for the 
expense category it represents. 

Except for the expense category "wages and salaries" there is no direct evidence 
that any of the other proxy variables actually tracks its expense category, and there is 
good reason to believe that some do not because of the nature of the Alaska economy. 
This is in spite of the fact that all the proxy variables are logically chosen. For example 
the proxy indices for electricity and natural gas are taken from the Wholesale Price Index. 
The former is projected to decrease 6% this year while the later is project to increase 5%. 
Such a divergence of prices is unlikely in Anchorage (which contributes 50% of the total 
expenses that comprise the Index) where virtually all electricity is natural gas generated. 
Also the US Consumer Price Indices for medical care services and commodities are the 
proxies for "medical professional fees" and "medical supplies". A case could be made that 
the medical component of the Anchorage Consumer Price Index would be a better proxy 
for these expense categories. In general the closer to home the better the proxy, but in 
practice the only way to decide if a proxy is good is to actually compare against historical 
data the inflation measured by the proxy with the inflation of the expense category itself. 

For items with a small weight in the index, such as natural gas, the choice of a 
proxy does not have a large influence on the overall index so from a practical perspective 
it may not be worth the effort of a long search to find a better proxy . For heavily 
weighted items the choice of the proxy is critical to the movement of the overall Index. 
In particular the choice of the proxy for "wages and salaries" is the most important since 
"wages and salaries" contributes 56% to the overall index. 

The ORI proxy for "wages and salaries" is Alaska specific and it is likely to closely 
track its expense category. The proxy is the average hourly earnings in Alaska hospital 
and nursing homes (Alaska AHE) based on data collected from the facilities by the Alaska 
State Hospital and Nursing Home Association. As a proxy for the cost of a unit of labor 
it is likely to be superior to any other source. In particular it has an advantage over the 
readily available hospital and nursing home average wage and salary series from the 
Alaska Department of Labor because it controls for hours worked. The Department of 
Labor average includes all jobs in the denominator regardless of the number of hours. 
Consequently changes in the average wage over time could be due to changes in the 
average length of the work week. 

Since the quality of any data depends upon the care which is taken in its collection, 
it is important to monitor collection procedures for accuracy and consistency over time. 
The Alaska AHE covers most, but not all Alaska facilities. For example in 1992 its 
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calculation was based on $177 million in payroll while the basis for the weight for the 
expense category was $197 million. Care must be taken to avoid the introduction of 
inconsistency in this data series if and when the remaining facilities are included. 

Like other available measures of wages and salaries, the Alaska AHE does not 
control for changing occupational or skill mix in the work force. That means that a 
change in hourly earnings could either be the result of a change in the mix of skills 
employed if different skills were paid at different rates, or it could be the result of the same 
workers getting higher pay for the same work and skills. In this regard the Alaska AHE 
is not a pure price index to the extent that the weights of the different occupations within 
the health care industry are changing. 

It is useful to compare the rate of inflation in medical wages and salaries using the 
Alaska AHE with both the Alaska Department of Labor average annual wage in hospitals 
and nursing homes (combined sic 805 and 806) from the Quarterly Employment and 
Earnings Report, and the average personnel cost for Alaska community hospitals reported 
by the American Hospital Association (Table 1.). 

Table 1. COMPARISON OF ALASKA HEALTH CARE RELATED WAGE INFLATION 

ALASKA AVERAGE AVERAGE ANNUAL WAGE AVERAGE PAYROLL 
HOURLY EARNINGS AK DEPT OF LABOR AHA 

1989 NA 5.21 % 3.95% 
1990 4.95% 4.35 1.98 
1991 8.11 7.87 2.88 
1992 6.19 8.60 5.26 
1993 0-2 ? .84 (est) NA 

The Alaska Department of Labor series tracks the AH E inflation rate fairly well 
although they do not exactly cover the same facilities. The ADOL data excludes public 
hospitals. The difference in the annual growth rate for the AHA Average Payroll figure and 
the Alaska AHE could be due to a trend toward shorter average hours in hospital and 
nursing home employment. A larger workforce would dilute some of the effect of inflation 
in hourly earnings as measured by the AHA Average Payroll. 

CONSTRUCTION OF THE INDEX 

With historical data for the proxy variables a value for the overall Alaska Health 
Facility Input Price Index for several past years can be calculated. The figure taken from 
the ORI study shows the estimate of the annual rate of inflation using the index and 
compares it to indices for hospitals and nursing homes nationally. The Alaska Index 
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shows is about the same as the national indices for 1990 and considerably higher in both 
1991 and 1992. The Alaska Index appears to be more volatile. 

Since we do not know how closely the proxy variables actually track the expense 
categories (except for wages and salaries), the representation of the historical rate of 
inflation from the Index is not necessarily a true picture of inflation for the period from 
1990 through 1993. It is only as good as the tracking ability of the proxy variables. 
But because of the importance of wages and salaries in the Index, and the 
comprehensiveness of its proxy in the form of the Alaska AHE, the general historical 
pattern is probably accurate. 

FORECASTING INFLATION WITH THE ORI INDEX 

Forecasting inflation involves predicting how the price of each expense category 
in the Index will change over the relevant interval of time. This requires calculating the 
predicted percent change in the proxy used to represent each expense category. In the 
ORI Index the percent change in each of the proxy variables together representing about 
half of the entire index is derived from a national or regional projection routinely 
conducted by ORI. (One criterion for the choice of a proxy is how easy it is to obtain 
predictions of its future value.) For example since the proxy for the "Medical Supplies" 
expenditure category is the Medical Care Commodities component of the US Consumer 
Price Index, a forecast of inflation in that index is used to estimate the percent price 
increase for "Medical Supplies" in the Alaska Index. 

The proxy variables for "Wages and Salaries" and "Employee Benefits", which 
together comprise 68.9% of the Alaska Index, could be projected using national or 
regional data but they are not. ORI has developed a special model for Alaska to forecast 
the "Wages and Salaries" proxy in the Index. The model uses the historical data collected 
by the ASHNHA from the 3rd Quarter of 1988 through the 2nd Quarter of 1993. This 
historical data, in the form of the percent change from one quarter to the next, is graphed 
in an attached Figure 1. 

The figure plotting the quarterly change reveals several things. 

1. The percent change in average hourly earnings has a distinctly seasonal 
pattern. 

2. The percent change from one quarter to the next fluctuates considerably. 
3. Abstracting from the seasonal movements and the fluctuations, there may be 

some trend, but it is not obvious. 

The pattern of seasonality and fluctuations is underscored by comparing the Alaska 
AHE with the US Hospital and Nursing Home AHE, which is much more stable (Figure 
2). A more meaningful comparison is shown in Figures 3. and 4. where we have 
smoothed out the Alaska AHE, <:Ne have removed the seasonal fluctuations by 

Institute of Social and Economic Research Page 6 



computing a 4 quarter Moving Average of the AHE.) and compare the smoothed series 
to both the US Hospital and Nursing Home AHE and the US Hospital AHE alone. This 
shows the following: 

1. The Alaska AHE still has considerable fluctuation from one quarter to the next. 
2. The Alaska AHE was below the US AHE in 1989 and 1993, and above in 1990, 

1991, and 1992. 
3. Movements in the quarterly US AHE do not appear to be related to the Alaska 

AHE. (Correlation analysis confirms this.) 

THE ORI REGRESSION MODEL 

DRI forecasts inflation in the Alaska AHE, shown in Figure 1., using a common 
statistical technique known as regression analysis. The idea is to "fit a line"--represented 
by an equation--to the pattern of changes shown in Figure 1. If a line can be found, 
represented by an equation, that closely fits the pattern of changes in Figure 1., then 
there may be a presumption that the equation can be used to forecast Alaska AHE 
inflation. 

The process of "fitting the line" involves looking for quantifiable factors that "explain" 
past inflation in the Alaska AHE. DRI has chosen 5 factors which they feel explains why 
inflation is higher in some quarters than in others. They are: 

1. Seasonality--the wage rate tends to go up in the first quarter and down in other 
quarters (since the start of 1991). [Variables 4 and 5] 

2. The Cost of Labor--inflation accelerates if worker costs go up or opportunities 
elsewhere becomes more attractive. [Variable 1] 

This is a special variable created from 3 other indicators as follows: 
The Anchorage Consumer Price lndex--a measure of the cost of living 
The US average AHE--a measure of employment opportunities 

nationally in the health care sector 
Alaska Wage and Salary Payments--a measure of the growth of the 

Alaska economy 

3. The Strength of the Market for Service Jobs in Alaska--inflation in the AHE slows 
as the number of service jobs grows as measured by the average employment in service 
industries in Alaska. The idea here is that fast growth in service jobs means lots of new 
hires in the health care industry at a lower than average wage. [Variable 2] 

4. The Strength of the Overall Alaska Economy--inflation in the AHE increases if the 
economy is expanding as measured by an index of Alaska industrial production. The 
expansion means profits are increasing which is partially shared with labor through higher 
wages. [Variable 3] 
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5. Unidentified Factors--the wage increases about .35% each quarter independent 
of other factors. [Constant Term] 

The equation using these variables "fits" the historical data well. This can mean 
either of 2 things: 

1. These particular explanatory variables are in fact those factors that explain why 
inflation in AHE is higher in some quarters and lower in others. If this is the case we can 
use predictions of these variables to predict future inflation in the Alaska AHE. 

2. These variables create a good fit, but the good fit is just luck. If this is the case 
using the equation may produce inaccurate forecasts of AHE inflation. 

The determination of whether the equation is likely to do a good job of predicting 
depends on evaluation of its statistical properties (R squared, t statistics, etc.) but also 
on a general test of reasonableness. There are several things to consider: 

1. Is the historical data series on Alaska AHE long enough to identify patterns of 
relationships. For example a rule of thumb in forecasting is that 4 years of data is 
necessary to identify one pattern of seasonality. In the ORI model two different seasonal 
patterns are identified using about 2 years of information for each. What is interpreted 
as seasonality could be caused by other factors. 

2. The small number of facilities which comprise the Alaska AHE database means 
that fluctuations from quarter to quarter may be the result of factors unique to individual 
facilities rather than the macroeconomic factors the model uses. 

3. Changes in the average wage rate may typically occur on an annual cycle in 
which case quarterly data does not provide any more information than annual data for 
identifying factors that explain the rate of inflation. For example if employees typically 
receive cost of living adjustments at the first of the year, variations during the year may 
not be related to changes in the cost of living during that quarter. 

4. Other factors may reasonably explain much of the variation. For example the 
supply of labor could be changing independent of its cost due to structural changes 
elsewhere in the economy. More spouses of oil industry workers might increase the pool 
of available labor for example. 

5. The relationship between some of the ORI explanatory factors and AHE inflation 
could arguably be the opposite of the results of the regression analysis. 

a. The growth in services employment could be consistent with increases 
in the wage rate if it represents demand for more skilled labor. 

b. Positive growth in industrial production could be consistent with a 
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declining wage rate if it represents a broadening of economic opportunity or fully 
utilization of existing capacity. 

6. The explanatory variables may not be good measures. Alaska industrial 
production may bear little relation to the overall level of economic activity. 

For these reasons it is arguable that the methodology of the regression equation 
has outrun the quality of the data and tried to find statistical relationships that are not 
really there. In that case although it "fits the data", it will not forecast well. In other words 
the equation does not really explain how the world works. 

One way to test whether the equation can successfully forecast inflation 
is to see if it can forecast beyond the 2nd quarter of 1993 with data that is now available 
for the 3rd and 4th quarters of 1993. Comparison of the forecasted and actual inflation 
would provide some assurance that the model could predict, at least for the 3rd and 4th 
quarters if the 1st and 2nd quarters are already known. 

The ORI prediction for the wage and salary inflation rate for 1993 made in 
November of 1993 was 2.0%. The actual rate for annual AHE inflation was between 0% 
and 2%. The uncertainty regarding the actual inflation rate arises from the fact that we 
are unable to reconcile the historical data on the Alaska AHE presented in the ORI report 
with the most recent unpublished data generated by the ASHNHA. The uncertainty 
seems to be over which facilities are included in the Alaska AHE calculation in recent 
quarters. 

SOURCES OF FORECAST ERROR 

Forecasting with the ORI regression model for AHE inflation requires not only the 
equation "fit the data" but also that the explanatory variables be forecast accurately. The 
procedure for producing a forecast of AHE inflation is first to forecast values for the 
explanatory variables and secondly to use them in the equation to forecast AHE. This 
means a forecast error could be the result of an equation that does not provide a good 
fit, or it could also be the result of errors in forecasting values for the explanatory 
factors. 

The variables which must be forecast to forecast AHE inflation are as follows: 

1. Anchorage consumer price index 
2. Alaska services employment 
3. Alaska Industrial production 
4. US Average Hourly Earnings in Nursing and Hospitals (AHE) 
5. Wage and Salary Payments in Alaska 

The forecast values for these variables are not reported in the ORI analyses, but 
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the writeup of the Anchorage economy (sic) in the reports suggests that the predicted 
growth rates for the Alaska specific variables will be below historical averages. This is 
consistent with projections of the Alaska Department of Labor as well as the Institute of 
Social and Economic Research. Furthermore there appear to be changes in some of 
these forecasted values between the November 1993 and March 1994 reports based on 
a reduction in the predicted AHE inflation for CY94 from 5.6% to 5.3% since the reported 
regression equation is unchanged; 

If the Alaska economy is expected to grow more slowly than the US economy it 
does not seem reasonable for the Alaska Health Facilities Input Price Index to forecast 
higher inflation than for the US for the years 1994 through 1997. Since the other proxy 
variables in the index are regional or national, the faster rate of inflation for the Alaska 
index is entirely attributable to the higher predicted AHE inflation rate. Other evidence 
suggests that the trend in Alaska costs is to increase more slowly that the national 
average and that this projection of more rapid inflation is inconsistent with that historical 
evidence. Three examples of this are: 

1. The Consumer Price Index which measures a particular basket of consumer 
items. Although the sample size is small making it somewhat unstable in the short run 
the Anchorage CPI does demonstrate some long term trends (Figures 5. to 8.). 

a. Medical care inflation exceeds that of All Items in Alaska as well as the US. 
b. All Items inflation in Alaska has been less than US except during booms. 
c. Medical care inflation in Alaska less than US, also except during booms. 
d. Both the Anchorage and US CPI have decelerated, Alaska by more, since 1990. 

2. American Hospital Association 
Data is available on the Average Annual Payroll for Community Hospitals 

which can be used to compare Alaska and the US Average after adjusting the US data 
to be comparable with the smaller size of Alaska hospitals. This measure does not 
control for changes in the average hours worked over time, but a comparison between 
Alaska and the US Average is valid as long as the trends in average hours worked is 
consistent between Alaska and the rest of the US. (Figures 9. to 11.) 

a. The average annual payroll in Alaska hospitals is higher than the US Average. 
b. The percent differential has been falling during the 1980s and early 1990s. 
c. The growth rate of the average annual payroll in Alaska hospitals is lower than 

the US Average. 

3. Bureau of Economic Analysis Annual Average Earnings 
The ratio of average annual earnings by industry between Alaska and the 

US average has been falling for the last decade. (figure 12.) 

These data sources suggest that overall prices, Alaska health costs, and wage 
rates in general are rising less rapidly than the US average and that these trends will 
continue unless some can be identified which would reverse them. 
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DOES THE ORI PROCEDURE CREATE AN INFLATIONARY SPIRAL? 

The ORI equation for predicting the AHE inflation rate uses variables that are not 
related to the average wage in Alaska hospitals. This is true even for the consumer price 
index variables which includes medical care. Since the weight of medical care is only 7% 
in the whole index, increases in hospital wages barely influence the all items index. 
Consequently the ORI equation itself does not create a tendency for an inflationary spiral 
in health care costs. 

However the general method of prospective rate setting does create the possibility 
of inflation projections becoming reality if a higher inflation factor were to result in higher 
costs. The idea is that once the inflation factor is determined the facility has no incentive 
to keep costs below that factor and in fact there may be an incentive to demonstrate high 
costs in the short run to increase the base for larger allowable revenues in future years. 

Resolution of that question is beyond the scope of this paper but it does raise the 
question of what is the purpose of the prospective rate setting. On the one hand it may 
be to set a prospective inflation rate that as accurately as possible forecasts what the rate 
of inflation is likely to be. If that is the case then the more Alaska specific information 
which can go into that forecast, the better the forecast is likely to be. On the other hand 
the purpose may be to set a target for cost containment. This is a much more active 
policy and one requiring much more careful consideration of its consequences. The 
prospective rate in this case would not necessarily be related to the rate of inflation 
expected under business as usual assumptions. Information from national sources might 
in this case be more useful if Alaska were attempting to target rates of cost increase in 
some relation to the national experience. 

The only way to determine if a prospective rate is too high or too low is to evaluate 
it after the fact against what actually happened. If the objective was to accurately predict 
cost inflation, then an ex post analysis of how the cost of particular inputs increased 
would provide that information. The only input cost likely to be influenced by the 
prospective rate would be wages and salaries since the market for this labor is largely the 
very facilities given the prospective inflation rate. 

If there is a concern for the possibility of building inflation into the prospective rate 
setting procedure it may be possible to make adjustments ex post based upon 
comparisons of actual and predicted inflation rates. 

THE MEDICAID RATE ADVISORY BOARD METHOD 

This method attempts to incorporate more general Alaska labor market information 
into the determination of wage inflation. This is appropriate although industry specific 
information should get the most weight, particularly if the objective is to produce the best 

Institute of Social and Economic Research Page 11 



prediction of inflation. Less weight should be given to the ADOL average hourly earnings 
and wage survey data since the quality of this data, particularly for the identification of 
short term fluctuations, is not good. 

The method also seems to rely on the assumption that the future will be similar to 
the recent past. That is the inflation forecast is heavily influenced by the more recent 
experience. That may in fact be the case now, but it need. not always be so. On the 
other hand if the use of the past inflation rate is always used as the prospective rate, this 
should be explicit in the analysis. 

SOME CONCLUSIONS 

The DRI Index is generally consistent with a fixed weight price index. 

The "wage and salary" and "benefits" proxy variables are Alaska specific but the others 
are not. 

The Alaska Average Hourly Earnings (AHE) series is a reasonable measure of the wage 
and salary cost component of the index. 

The DRI forecasting equation for the Alaska AHE fits the data but the real tests of its 
validity are whether it is reasonable and whether it can forecast. 

The DRI forecast of cost inflation above the US average is not consistent with other 
historical inflation measures or with the expectation of slow growth for the Alaska 
economy. 

Based on the recent movement of wages and salaries and the prospects for the Alaska 
economy, the DRI forecast should not be adopted at this time. 

Work on the Alaska AHE should continue and more thought should go into the structure 
of the Alaska labor market for health care in order to improve our ability to understand 
and forecast that market. 

If inflation forecasting is the objective of prospective rate setting, proxy variables should 
be Alaska specific. 

If cost control is the objective, proxy variables need not be Alaska specific. 
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FIGURE 2 

AK INDEX vs US COMBl --QUARTERLY CHANGE 
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FI GURE 3 

AK IND EX VS US COM Bl--MA4 TRAILING 
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FIGURE 4 

AK INDEX VS US HOSPITAL--MA4 TRAILING 
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FIGURE 5 

MEDICAL INFLATION VS GENERAL INFLATION 
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FIGURE 6 

MEDICAL PRICE INFLATION VS ALL ITEMS 
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FIGURE 7 

ALL ITEMS PRICE INFLATION COMPARISON 
ANCHORAGE VS US AVG 
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FIGURE 8 

MEDICAL PRIC E INFLATION COMPARISON 
ANCHORAG E VS US AVG 
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FIGURE 9 

ALASKA COMMUNITY HOSPITALS 
AVERAGE PAYROLL 
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FIGURE 10 

ALASKA COMMUNITY HOSPITALS 
AVERAG E PAYROLL % DIFFERENCE 
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FIGURE 11 

ALASKA COMMUNITY HOSPITALS 
AVERAG E PAYROLL ANNUAL GROWTH RATE 
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FIGURE 12 

RATIO OF ANNUAL AVERAG E WAG E 
ALASKA AND US AVERAGE 
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DRl / McGRAW- HILL 
i+T'f~ ~ ( ?<- (--

Alaska State Hospital and Nursing Home Association - Medicaid Cost R~port Data 
c onso1idated t u . mm·ov · 1 

1989 1990 1991 1992 
INCOME STATEMENT 
Inpatient Revenues 273,530,029 308,710,809 326,814,820 348,890,900 
Outpatient Revenues 67,926,062 112,361 ,0421 130,532,237 1 51,330,080 
Long Term Care Revenues 53, 136,361 57,116,6381 59,911 .491 65,466,435 
Total Patient Service Revenues 414,592,452 478.188,489 517,258,548 565,687.415 

Bad Debts 17,494.462 22,009,758 20,527,603 21,112,210 
Charity 6,947,773 6,921,361 7,962,404 9,892,977 
Contractual Adjustments 51,017,523 67,433,049 78 ,387,389 69,646,752 
Other 574,601 3.601,583 4,305,156 4,122,791 
Total Oecilciions tom Revenue 76,034,359 99,965,751 11U82,552 124,774,730 

NET PATIENT SERVICES REVENUE 338,558,093 378,222, 738 406,075,996 440,912.685 
: 

Other sources of revenue 20,710,458 20,898,399 23.400 ,914 26, 112, 101 

OPERATING EXPENSES 
Salaries and Wages 148,617,712 163,440,855 181,616,783 1 96,850,294 
Employee Benefits 33.656,020 37,207,341 41 ,209,316 44,718.136 
Professional Fees 17,689,923 19,826,295 20,694,359 22.678,038 
Supplies 40 ,347,693 45,874,848 49 ,529,439 56,333 ,338 
Purchased Services - Utilities 8.379,318 9.344, 131 10,524,547 10,224,902 

I 

' 
) 

Purchased Services - Other 15,996,496 21,370,689 19,605,515 19,790,6991.1 
Depreciation/Rental/Lease 29,448,921 30,170.064 31 ,702,929 33,473,466 x 
Insurance 8,102,602 8,147,657 7.309,018 7,652,563 
Taxes 1,038,932 1 3,265,735 2.237,685 2.455,736 
Other Direct Expenses 38,236,478 36,095,992 38,324,914 41,465,061 

Total Operating Expenses 341,714,094 374,743,607 402,956,505 435 ,642 .253 

NET INCOME (LOSS) BEFORE INCOME TAX 17,5 54.457 24,377,530 26 ,520.405 31,382.533 
Provision for Income Tax 3.884,900 2,659,400 3,043.448 2.989,426 
NET INCOME (LOSS) 13.669,557 21,516, 130 23 ,476 ,957 28,393 ,107 

SUPPLEMENTAL SCHEDULES 

PATIENT SERVICES REV ENUE 
Daily Health Faci lity Services 190,973,890 215,921 ,454 233,558,605 197,474,015 
Ancillary Services Revenues 223,618,562 262,267 ,035 283,699,943 368,213,400 
Total Patient Services Revenues 414 ,592,452 4 76 ,, 88,489 517.258.548 565,687,41 5 

OTHER SOURCES OF REVENUE 
Other operating revenues 6, 980,428 5,918,448 8,733,1 55 , , ,420.600 
Taxes for interest or operation s 1,630,71 9 2, 470,527 2,235,367 1,890,575 
Revenue Sha-ing 3,998,238 3,266,890 3,209,326 4,194,748 
Other 8,101,073 9,242.534 9.223,066 6,606,178 
Total Other Sources of Revenue 20,710, 456 20,898,399 23, 400,914 26,11 2. 101 

Page 2 9 / 6/ 93 
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Firure 1 

Escalation Comparison 
Alaska HospitallNuriing Home Index and 
U.S. Hospital and Nursing Home Indexes 

1992 1993 1994 1995 

-- Alaska facility -e>-- U.S. Hospital --+- U.S. lbiing Homa 

Figure l 
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Table 1 ·., I 

Alaska Health Facility Input Price Index 
Expense Categories, Weights, Inflation and Proxies 

(1992=1.000) 

Expense CY93 CY94 Proxy 

Cate~ory Wei2hts Inflation Inflation Index 

Wages and Salaries 56.1 2.0% 5.6% ARE - Health Facility, AK 
Employee Benefits 12.8 2.3 6.4 Markup of wage proxy 

Medical Prof. Fees 6.5 5.8 6.1 CPI - Med. Care Services, PNW 
Medical Supplies 16.1 3.9 5.3 CPI - Medical Care Commodities 
Purchased 2.9 
Services/Utilities 

Fuel Oil, Coal, etc. 0.8 -0.4 6.5 WPI - Middle Distillates 

Electricity 1.4 5.7 11.4 WPI - Electricity, Pacific 

Natural Gas 0.4 8.0 2.0 WPI - Natural Gas 
Motor Gasoline 0.3 -3.6 6.1 WPI - Gasoline 
Water and Sewerage 0.1 5.4 6.0 CPI - Water and Sewerage 

Purchased Services/Other 5.6 1.9 4.1 ARE - Business Services 

Input Price Index 100.0 2.7 5.7 

Table 1 

Alaska Health Facility Input Price Index 
Expense Categories. Weights. Inflation and Proxies 

( 1992=1.000) 

Expense CY94 CY95 Proxy 
Cat~ory Wei~hts Inflation Inflation Index 

Wages and Salaries 56. l 5.3% 5.5% AHE - Health Facility. AK 
Employee Benefits 12.8 3.9 4.3 FRINGE per hour - AK 
Medical Prof. Fees 6.5 5.3 5.8 CPI - Med. Care Services. PNW 
Medical Supplies 16. l 4.8 5.5 CPI - Medical Care Commodities 
Purchased 2.9 
Services/Utilities 

Fuel Oil. Coal. etc. 0.8 13.4 4.5 WPI - Middle Distillates 
Electricity l.4 -6.4 3.1 WPI - Electricity, Pacific 
Natural Gas 0.4 4.7 3.0 WPI - Narural Gas 
Motor Gasoline 0.3 10.6 4.8 WPI - Gasoline 
Water and Sewerage 0.1 5.9 5.6 CPI - Water and Sewerage 

Purchased Services/Other 5.6 3.4 4.1 AHE - Business Services 

Input Price Index 100.0 4.8 5.3 

CPI = Consumer Price Index (All Urban) AHE = Average Hourly Earnings 
PNW = Pacific Northwest ·Census Division WPI =Wholesale Price .Index 



ASHNHA 

TABLE2 

LEAST SQUARES WITH FIRST-ORDER AUTOCORRELATION CORRECTIO~ 

QUARTERLY (1988: 4 TO 1993:2) 19 OBSERVATIONS 
DEPENDENT VARIABLE: '5 (AHE80@AK) 

COEFFICIENT STD. ERROR 1'-STAT INDEPENDENT VARI.ABLE 

0 . 346621 0.3325 1.042 CONSTANT 

1) 1. 09189 0.2710 4 . 029 (100*((COST80@AlC/COST80@AK\l)-l)) 

2) -0.432452 0.1617 -2. 675 (100*(ESV@AK\2/MOVAVG(4 TO 2, 
ESV@AK) -1)) 

3) 0.379780 0.08586 4.423 (33.3*(JQIND@AK\l/MOVAVG(5 TO 3, 
JQIND@AK) -1)) 

4) 3.66165 0. 7385 4.958 DUMPRE911*(+0.8l*SEASONQ1-0.57* 
SEASON02+0.19*SEASONQ3-0.43* 
SEASONQ4) 

5) 3.15888 0.4228 7. 471 DUMPOST904*(+1.00*SEASONQ1-0.43* 
SEASONQ2-0.35*SEASONQ3-0.22* 
SEASONQ4) 

-0.510345 0.2630 -1. 941 RHO 

R-BAR SQUARED: 0.8929 
DURBIN-WATSON STATISTIC: 1. 7 603 
STANDARD ERROR OF THE REGRESSION: 0.7821 NORMALIZED : 0.5994 

DATE ACTUAL FITTED * MARKS ACTUAL VALUES 

1988:4 0.4 0.7 *+ 
1989:1 4.4 5 . 2 *+++ 
1989:2 -0.4 -0.3 * 
1989: 3 1. 3 1. 5 •+ 
1989:4 -1.1 -1. 0 • 
1990:1 3.8 3.2 --. 
1990: 2 -0.2 0.8 *++++ 
1990:3 4.1 3.9 -* 
1990:4 -1. 8 -2.0 -* 
1991:1 6.7 5.9 ---* 
1991:2 0.1 0.0 • 
1991:3 1.1 0.6 --* 
1991:4 0.8 0.7 * 
1992:1 4.3 4.4 * 
1992:2 1. 9 0.5 -----* 
1992:3 -1. 6 -1.5 * 
1992:4 0.3 -0.2 --* 
1993:1 2.2 2.5 *+ 
1993:2 -1.3 0.1 *+++++ 

DRUMcGraw-Hill 
22 



SALARIES/WAGES PAID & ACCRUED HOURS SALARIES/WAGES PAID & ACCRUED 

12131193 09/30/93 06/30/93 03/30/93 12/'JIJ/92 12131193 09/30/93 06/30/93 03/30/93 12/'JIJ/92 00/30/89 06/30/89 OW3lll88 

ALASKA REGIONAL 9.5% 4,914,632 4,788,605 5,696,921 4,717,569 6,021,717 249,746 243,677 292,467 242,418 290,926 4,411,680 0 0 1 
BARTLETI MEMORIAL 5.0% 2,567,717 2,691,355 2,474,192 2,279,059 2,191 ,782 124,536 129,471 122,480 111,556 110,059 1,900,133 1,009,208 1,416,669 2 
CENTRAL PENINSULA 4.8% 2,467,234 2,534,606 2,415,470 2,238,892 2,304,506 129,112 133,146 128,914 119,845 116,240 1,401 ,240 1,441,221 1,237,234 3 
CHARTER NORTH 2.5% 1,310,165 1,250,479 1,338,547 1,303,406 1,258,722 59,935 59,960 65,537 65,118 61,480 1,159,526 1,290,437 0 4 
CORDOVA 0.7% 349,400 338,091 338,655 401,035 31 3,639 18,370 20,841 22,198 26,279 20,956 325,401 294,279 251 ,296 5 
FAIRBANKS MEMORIAL 13.1% 6,733,556 6,357,995 6,987,755 6,743,114 6,399,448 340,110 345,757 391,740 370,369 378,066 5,097,360 4,677,746 4,718,738 6 
HERITAGE PLACE 2.4% 1,227,606 921 ,050 617,043 304,322 1,184,052 102,944 79,499 52,355 25,909 98,061 566,188 372,065 425,009 7 
KETCHIKAN 5.6% 2,865,536 2.n9,102 2,163,544 2,174,296 2,421 ,320 143,234 140,005 114,580 112,632 108,352 1,705,946 1,435,588 1,519,479 8 
KODIAK ISLAND 2.0% 1,011,701 1,078,153 1,144,390 964,522 1,117,051 57,196 56,206 62,801 82,942 54,938 869,262 954,404 738,382 9 
MARY CONRAD CENTER 1.6% 822,000 n5,ooo 755,000 739,000 756,000 56,936 55,471 55,569 52,489 56,360 528,000 485,000 480,000 10 
OUR LADY/COMPASSION 3.9% 2,025,634 2,040,038 2.on.297 1,937,218 1,982,929 154,178 153,870 153,815 146,429 153,066 1,692,296 1,682,551 1,635,6n 11 
PETERSBURG GEN'L 0.8% 420,125 403,580 358,060 322,204 353,846 25,357 24,131 23,829 20,273 23,008 309,765 302,849 291,267 12 
PROVIDENCE 35.9% 18,494,000 18,910,000 18,6n,ooo 18,241,000 17,186,000 849,684 895,915 894,531 846,684 829,798 12,450,000 12,401,000 11 ,812,000 13 
SEWARD GENERAL 0.7% 384,001 322,464 283,115 334,533 312,874 25,362 20,007 17,404 20.998 19,543 317,285 0 0 14 
SITKA COMMUNITY 1.1% 578,486 802,431 511,047 584,175 490,174 32,125 34,036 29,533 33,818 28,388 511,096 448,100 509,049 15 
SOUTH PENINSULA 2.8% 1,434,348 1,246,708 0 0 0 83,441 84,032 0 0 0 0 0 0 16 
ST. ANN'S CARE CiR. 0.9% 452,333 428,890 438,020 414,002 418,606 30,853 29,655 30,552 29,480 30,on 287,291 299,207 297,325 17 
VALDEZ COMMUNITY 0.4% 221,842 190,640 256,894 216,169 940,154 11,520 10,103 17,803 15,069 88,819 0 0 0 18 
VALLEY 4.5% 2,332,678 2,615,919 2,290,309 2,629,561 0 125,969 144,463 123,259 139,659 0 19 
WESLEY REHAB & CARE 1.0% 509,792 455,298 423,530 422,406 448,501 39,137 35,955 33,757 33,575 34,912 360,145 341,299 357,915 20 
WRANGELL GENERAL 0.6% 330,124 312,974 299,117 305,299 296,324 20,932 19,845 18,836 20,849 17,357 280,400 185,713 178,855 21 

TOTALS 51 ,493,110 51 ,041 ,358 49,543,906 47,271,802 46,397,847 2,882,879 2,696,445 2,651 ,960 2,500,209 2,500,388 34,173,014 28,400,669 25,669,695 

SUBTOTAL NET 46,938,792 46,234,799 46,998,703 44,426,052 45,457,693 2,545,390 2,541 ,879 2,510,898 2,345,261 2,431 ,567 

VALDEZ & VALLEY 

SUBTOTAL NET 47,504,444 46,986,091 46,998,703 44,426,052 45,457,693 2,461,949 2.4n,847 2,510,898 2,345,261 2,431,567 
VALDEZ & VALLEY 
& SOUTH PENIN 

HOURLY $19.19 $18.93 $18.68 $18.91 $18.56 
$19.23 $18.98 $18.72 $18.94 $18.69 
$19.30 $18.96 $18.72 $18.94 $18.69 

$19.71 $19.37 19.12 19.38 18.97 

1.4% 1.3% -1.2% 1.9% 
1.3% 1.4% -1 .2% 1.3% 
1.8% 1.3% -1 .2% 1.3% 

1.8% 1.3% -1 .3% 2.2% 

AVG FOR YEAR $18.93 
$18.97 
$18.98 

$19.40 



E~ and Payd in NurUlg (SIC 805) 
and in Hospitals (SIC 806), 1985-1992 

Nursing Nursing Nursing Peroent Percent Hosj>UI Hosj>UI Hospital Peroent Peroent CcmOOed COfTlbOled COfTlbOled Peroent Peroent 
Emp. Payroll Wage Change Change Emp. Payroll Wage Change Change Emp. Payroll Wage Change Change 

y.., a (000) ($000) ($000) (quarte<ty) (qtrty movW1g avg) (000) ($000) ($000) (quanerty) (qtrty movW1g avg) (000) ($000) ($000) (quarterly) (qtrty movW1g avg) 

1985 1 Q.<23 1,929.2 $18,243 3.923 22,042.6 $22,475 $22,063 
0.'434 2,052.4 $18,916 3.89% 3.785 2'4,'42'4.2 $25,812 H.84" $25,102 13.77% 
0.442 2,068.9 $18,904 -0.06'JI. 3.813 23,201.7 $24,34-0 --5.70% $23,775 -3.29% 
0.484 2,1'47.'4 $18,512 -2.07" 3.815 25,206.7 $26,429 8.58% $25,571 7.55% 

1968 1 0.482 2,173.1 $18,034 -2.58% -0.28% 3.829 23,546.7 $24,592 -6.95% 2.14% $23,659 -6.69% 1.86% 
2 0.493 2,231.3 $18,104 0.39% -1.09% 3.879 25,917.8 $26,726 8.68% 0.90% $25,754 7.94% 0.66% 
3 0.'475 2,267.5 $19,094 5.'47% 026% 3.8"5 25,420.9 $26,446 -1.05% 2.06% $25,637 -0.45% 1.88% 
4 0.484 2,169.1 $18,699 -2.07% 025% 3.77'4 24,655.0 $26,131 -1.19% -0.29% $25,318 -125% -0.25% 

1967 1 0.446 2,137.7 $19,087 2.07% 1.'42'4 3.721 2'4,'427.1 $26,259 0.49% 1.60% $25,488 0.67% 1.62% 
0.«3 2,241.1 $20,238 6.02% 2.84% 3.n5 24,883.7 $26,367 0.'41% -0.34% $25,723 0.92% -0.03% 
0.453 2,299.0 $20,301 0.32% 1.58% 3.820 25,241.5 $26,431 0.24% -0.01% $25,781 0.23% 0.1'4% 
0.'455 2,308.3 $20,293 -0.04% 2.03% 3.795 25,829.6 $27,225 3.00% 1.04% $26,483 2.72% 1.1'4'4 

1968 1 0.505 2,485.1 $19,684 -3.00% 0.75% 4.283 26,369.3 $26,619 -2.23% 0.34% $25,885 -226% 0.38% 
0.521 2,670.7 $20,505 4.17% 0.33% 4.385 26,812.7 $24,571 -7.70% -1.68'4 $24,137 ~.75"'- -1.53% 
0.525 2,737.7 $20,858 1.73% 0.69% 4.633 32,176.8 $27,781 13.06% 1.29% $27,076 12.18"'- 1.27% 
0.538 2,754.6 $20,480 -1.81% 0.23% 4.557 29,238.1 $25,684 -7.62'4 -1.'47% $25,117 -7.2'4'4 -1.32'4 

1969 1 0.537 2,708.9 $20,178 -1."8% 0.61"'- '4.687 32.934.5 $28,107 9.52% 1.42% $27,292 8.66% 1.38% 
0 .558 2,835.8 $20,329 0.75% -0.21% '4.701 31,668.7 $26,945 -4 .1'4% 2.2'4% $26,243 -3.85% 2.03% 

0.569 2,996.2 $21,063 3.61% 0.25% '4.851 34,268.3 $28,273 4.93% 0.'45% $27,516 4.85% 0.42% 
0.567 2,781.8 $19,625 -6.83% -1.04% 4.869 33,293.6 $27,351 -326% 1.55% $26,546 -3.53% 1.35% 

1990 1 0.566 2,926.4 $20,695 5.'45% 0.84% '4.947 35,"81.1 $28,689 4.89% 0.53% $27,868 4.96% 0.54% 

0.570 2,911.5 $20,432 -1.27% 0.13% 5.034 34,679.5 $27,556 -3.95% 0.55% $26,832 -3.72% 0.54% 
0.582 3,178.2 $21,843 6.91% 0.95% 5.1"5 38,985.4 $30,309 9.99% 1.82% $29,«9 9.76"' 1.78% 
0.576 3,039.4 $21,107 -3.37% 1.79'4 5.198 37,515.1 $26,869 -4.75% 1.33% $28,095 -4.60% 1.40% 

1991 1 0.555 3,127.6 $22,541 6.80% 2.20% 5.2'40 39,'486.7 $30,142 4.41% 126% $29,414 '4.70% 1.38% 
0.570 3,127.2 $21,946 -2.84% 1.76"' 5.288 40,201.9 $30,410 0.89% 2.44% $29,586 0.58% 2.'42% 

0.588 3,435.2 $23,389 6.49% 1.7'4% 5.27'4 42,552.8 $32,274 6.13% 1.64% $31,380 6.06'JI. 1.66% 

0.593 3,272.4 $22,074 -3.54% 1.09% 5.276 '41,796.3 $31,690 -1.81% 2.32% $30,718 --2.11"'- 2.21% 

1992 1 0.599 3,'480.8 $23,2« 5.30% 0.78% 5.306 '43,775.9 $33,001 '4 .1'4% 2.30% 5.905 $47257 $32.011 '4.21% 2.1'4% 

0.597 3,'463.6 $23,206 -0.16"' 1.39% 5.'450 «.663.9 $32,781 -0.67% 1.86% 6.0'47 $48,127 $31,836 -0.55% 1.82% 

0.591 3,695.7 $25,013 7.79% 1.79% 5.521 46,686.1 $33,824 3.18% 1.20% 6.112 $50,382 $32,972 3.57% 126% 

0.595 3,536.1 $23,772 .... 96% 1.82% 5.525 49,506.6 $35,842 5.96% 3.16"' 6.120 $53,043 $34,668 5.1'4% 3.10% 

1993 1 0.585 3,'451.'4 $23,600 -0.73% 0.37% 5.622 44,419.7 $31,604 -11.82'4 -1.03% 6.207 $47,871 $30,850 -11.01% -0.88% 

0.590 3,407.2 $23,100 -2.12% -0.11% 5.752 '47,545.2 $33,063 4.62% 0.21% 6.342 $50,952 $32,137 4.17% 0.23% 

0.606 3,958.6 $26,130 13.12% 1.17% 5.679 50,478.3 $35,554 7.53% 1.29% 6.285 $54,437 $34,846 7.81% 1.28% 

4 
AA.Avg.or Total 

Soun:•>' AJeska Department d L•bor. 
Statistical Ouarterly.£mpbf'nent 
and Eamflgs Report.1985-1993. 

85 0.441 8,217.9 $18,645 3.834 94,875.2 $24,746 4.275 $103,093 $24,117 

86 0.'479 8,841.0 $18,-477 -0.91% 3.832 99,534.4 $25,976 4.97% 4.310 $108,375 $25,144 426% 

87 0.450 8,986.2 $19,980 8.14% 3.778 100,381.9 $26,572 2.29% 4.228 $109,368 $25,871 2.89% 

88 0.522 10,6"8.1 $20,389 2.04% '4.455 116,596.9 $26,175 -1.49% 4.9n $127,245 $25,568 -1.17% 

69 0.558 11=.8 $20,301 -0.'43% 4.777 132,183.1 $27,671 5.71% 5.335 $143,506 $26,900 521% 

90 0.574 12,057.'4 $21,024 3.56% 5.081 146,661.0 $28,885 4.31% 5.655 $158,718 $28,069 4.35% 

91 0.577 12,962.'4 $22,485 6.95% 5.269 164,037.6 $31,130 7.85% 5.846 $177,000 $30,278 7.87% 

92 0.596 14,1762 $23,606 5.87% 5.'451 184,632.5 $33,874 8.82% 6.046 $198,809 $32,883 8.60% 

93 
1993ESTtMTEO 
BASED ON 3 QUARTERS 0.84% 


