INTENT AND STRUCTURE OF CERTIFICATE OF NEED PROGRAMS

From the National Conference of State Legislatures {January 2016):

The basic assumption underlying CON regulation is that excess capacity (in the form of facility
overbuilding) directly results in health care price inflation. When a hospital cannot fill its beds,
fixed costs must be met through higher charges for the beds that are used. Bigger institutions
have bigger costs, so CON supporters say it makes sense to limit facilities to building only
enough capacity to meet actual needs.

CON programs originated to regulate the number of beds in hospitals and nursing homes, and
to prevent overbuying of expensive equipment. Mandatory regulation through health planning
agencies determined the most urgent health care needs, contributed to solutions for these needs,
and attempted to manage the fluctuations in prices often caused by a competitive market. The
idea was that new or improved facilities or equipment would be approved based only on a
genuine need in a community. Statutory criteria often were created to help planning agencies
decide what was necessary for a given location. By reviewing the activities and resources of
hospitals, the agencies made judgments about what needed to be improved. Once need was
established, the applicant organization (corporation, not-for-profit, partnership or public entity)
was granted permission to begin a project. These approvals generally are known as "Certificates
of Need."
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' promote appropriate competition while
- maintaining lower costs for treatment
services..The AHPA argues that
by controlling construction and
purchasing, state governments can oversee
- what expenditures are necessary and where
funds will be used most effectively. This helps
_eliminate projects that detract attention from
- more urgent and useful investments and
 reduces excessive costs. A study conducted
by the "big-three" automakers claims lower
health care costs in CON states then in non-
- CON states, AHPA also asserts that
CONs have a valuable impact on the quality
~of care, When facilities and equipment are
monitored, hospitals and other
treatment centers can acknowledge what sort
of services are in demand and how effectively
‘patients are being taken care of.

- Additionally, according to supporters, the
- programs distribute care to areas that could
- be ignored by new medical centers. CON
programs are a resource for policymakers.
' CON regulations are described as a reliable
- way to implement basic planning policies and
practices, and aid in distributing health care
to all demographic areas. The CON process
can call attention to areas in need
because planners can track and evaluate the
- requesls of hospitals, doctors and citizens and
' see which areas are underserved or need to be
-improved and developed.

-Some opponents felt that changes in the
Medicare payment system (such as paying
hospitals according to Diagnostic Related

- Groups - “DRGs”) would make external

regulatory controls unnecessary, because

- health care organizations would be more

subject to market pressures. Some pointed

- out that the CON programs are not
consistently administered. A 'flexible’

- program could allow development, to the ‘
-dismay of competitors. A 'restrictive’ program -

could limit competition, with the same effect,

Many argued that health facility development
- should be left to the economics of each

institution, in light of its own market analysis,

rather than being subject to political influence. -
- Some evidence suggests that lack of

- competition paradoxically enconraged

- construction and additional spending. Some
- opponents of CON programs believe an

- open health care market, based on quality

rather than price, might be the best principle
for containing rising costs. Proponents of

CON programs disagree. This debate rests on |
the same arguments as many other :
“Regulated market” vs. “Open market”

- discussions.

In theory, Certificates of Need are granted
- based on objective analysis of community
‘need, rather than the economic self-interest of |
“any single facility. However, opponents of |

CON programs claim that the programs have

‘not worked this way. They cite examples in

which CONs were apparently granted on the
basis of political influence, institutional

 prestige or other factors apart from the

- interests of the community. Furthermore, it is
sometimes a matter of debate what sort of

- development is actually in the community’s
‘interest, with people of good will sharply

divided on how to determine this.




