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COUNTYWIDE RECLASSIFICATION GROUP
EXECUTIVE SUMMARY

In 1989 Congress established the Medicare Geagraphic Clagsification Review Board and

' specifivally instructed the Department of Health and Hurnan Services, Health Care Financing

Administration (HICFA) to provide for countywide rectassifications. ‘Accordingly, HCFA
established criteria to demonstrate that cotrywide costs are "comparable” to the area to which
the county seeks redesignation, Because thers were no target Metropolitan Statistical Ares
(M8 A} costs availabie on a current basis, HCFA chose to develop. formailas comparing
countywide costs per discharge to the Prospective Payment Systemn (PPS) rates that bospitals
were paid in both the home geopraphic ares and secondly, the rate they would be paid if the
hospitals were reclassified. If the countywide cost per case exceeded the base rate plus 75% of
the difference between the base mte and the reclassified rate — then the counsty hospitals met this
criteria for reclassification. HCUF A used rates a5 @ Pproxy for costs, .

In FFY 1995 twenty-thiree counties were gramted countywide reclassifications, Searting
in 1996, the number of countywide reclassifications began to plurmmet until only five counties
were reclassified for FFY 1999 and FFY 2000, Four of the five counties reclassified in FFY
2004 wre in New Jersev; the fifth s Crange County, New Yark, one county north of New Jersay.

The reason for the decrease in countywide reclassifications is that the proxy doesn't work
amymore. The 1988 data used In formulating this policy indicated PPS rates were only 2.7%
higher than PPS unit costs. Cutrent cost data indicates that these formerly reclassified counties

" genterally have {rput costs {as measured by the average hourly wage) and output costs {Costs per

discharge} that sre just as comparable to their target M3As as the costs were in 1988, The proxy
1o longer works because of environmental and Tesuiting structural changes in hospitals. Many
hospitals have apened post acute care units (SNF, psych, rebab, home health} and now allacate
fixed averhead costs to these newer units instead of the fived couts being fully absorbed by the
FPS unit. The result of this is that connties are denied reclassification simply hecatise of the
changes in how medicine is practiced in the Jate 90's comnpared to earlier years,

HCFA was informed of this problem last year during the regulatory comment period and
failed 1o even acknowledge the fssue.

We ask that a legislative solution be enacted for FFY 2000 for hospitals that filed with
the MGCRB for FFY 2000 and moet the revised criteriz. This wouid primarily affect Lake
County, Indiana (Gary). For FFY 2001, the criteria would bevome effective for slf counties and
restore the countywide reclassifications to approximately the sarme oumber of cownties a5 when
originally preroulgated,

We supgest thé_use of an actual cost cormparison tather than use a "rate proxy”. Such '
target MSA costs may need to be trended forward — HCFA would work out the details. This
would eliminate the proxy problem and provide & true county to MSA cosi comparison.

The proposal is budget nentral and would redirect approximately $100 million ($8.84 per
discharge). from ail hospitals to the countywide hospitais re-establishing reclassified status.

THOTDER
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