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EXECUTIVE SUMMARY "

1n 1989 Congress established the Medicare Geographic Classification Review Board.
The Board accepts applications for hospitals that can show that they meet cenain cnterst to b
reclassified either from a rural area to an adjacent urban area or from one urban area 1o another
adjacent urban arci if the hospital can demonstrate that its costs are more like the adjacent area.
This allows such hospitals to obtain either a wage index or the standardized amount of the
adjacent arca and in essence rewards the hospital with additional payment. The Department of
Health and Human Services has long recognized that by reclassifying a high paid rural hospital
into a nearby urban area, if the high paying hospitals wages and hours arc removed from the
statewide rural areas Wage index, then the statewide rural wage index would plummet causing
the remaining rural hospitals to have lower wage index and therefore lower Medicar¢ payme
The Health Care Financing Administration implemented 2 "ﬁooé" 1o prevent the rural hospiwy
wage index from going down as a result of hospitals reclassifying to urban arcas. In essence,
they left the reclassifying hospitals wages and costs in the rural wage index.

Congress, however, apparently failed to consider that a0 urban hospital reclassifying
another urban area could similarly cause the remaining hospitals in the original arca o end
with a lower wage index and ;hcrcby lower payment as 3 result of the reclassification of enc
more hospitals ¢t of that Metropolitan Statistical Area (MSA).

The hospitals scek either a regulatory of legislated »floor” which would protect the
reclassified urban hospitals in exactly the same way Congress has protected the rural hospi

since geographic reclassification Was implemented in federal fiscal year 1992.
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