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EXECUTIVE SUMMARY

In 1989 Congress established the Medicare Geographic Classification Review Board,
The Board ccepts applications for hospitals that can show that they meet certain criteria to be
reclassified either from a ural ares 1 an adjacent wban area of from one urban area to avotber
adjacent wrban area if the hospital can demonstrate that its costs are nmr.e like the sdjacent arez.
This allows such hospitals to obtain cither a wage index or the standardized amount of the
adjacent area and in essence rewards the hospital with additional paywmest. The Depariment of
Health and Fuman Services has fong recognized that by reclassifying  high paid rural hospitai
iuto 4 nearby urban ared; if the ]:;igh paying hospitals wages and howrs are removed from the
stafewide rural a;'eas waga index, then the statewide noral wage index 1w.'u:n.ut:i phummet causig
the re:mammgnml hospitals to have a lower wage index and therefore lower Medicars payment.
The Health Care Financing Administration implemented 2 "foor” to prevent the rural hospial
wage index from going down as a result of hospilals seclassifying to urban aress. In esseuce,
they left the reclassifying hospitals wages and costs in the rural wagé index. '

Congrcss, however apparently failed to cﬂnmdcr that an urhan hosplta.l mc:lasmﬁrmg 1o
anothermhan area could similarly cause the remaiing hcsspmls in the nngmai area to endup
with 2 lowezr wape mdex and thereby lower payment as 2 result af the reclassification of ome or
more h05p1tals out of that Metropolitan Statisical Area (MSA). o

The hospitals seek either a regaiatory or legishated "floor” wl:nch wonld protect the un-
wciassjﬁed urban hospitals in exactly the game way Congress has pmte:cte_;d the reral hospitala

since geographic reclassification was implemented in federal fisoal year 1952,
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