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THE 20% OCCUPATHONAL MIX GROUP
MEMCARE GEOGRAPHIC RECLASSIFICATION ISSUE

Execntive Summmary

In 1989 Congress passed fegislation cstablishing the Medicare Geographic Classification
Review Board. Since FFY 1992, hospitals have had the opportunity to seel the higher wban wags
index of the nearest meteopolitan arca it a rural facility met certain annual statistival criteria. The basic
test aklows hospitads 1o be reclassifed if the haspital’s average hourly wage was equal to 84% or more
of a nearby Metropolitan Statistical Avea (MSA)Y. But if a rural haspital’s howrly wage is less than 84%,
of the nearby Metre area, Congress mandated that an “oecupational mix adjustment” criteria, an
alternative 1o the 84% criteria, could be used. This occupationat mix adiustement would account for any
tmpact on the rural hospital’s sverage hourly wage caused by using a lower skill mix than nearby urban
hospitals. The lower skilf mix could be caused by either the inabifity of the hospital to find health
professionals in thelr area or the hospital’s financial need to substitute fower paid individuals and
utilize fewer professionals. Sinco pural hospitals are paid less than wban hospitals, many raral
hospitals have no choice and must substitute lower paid workers,

The occupational mix criteria recomputes the rum] hospital's average hourly wage assuming the
riral hospital wilized the same mix of prodessionals and other hospital employee groups as the neatby
urbar arcas. 1F the rural hospital's recomputed average hourly wage is 90% or more of the average -
howzly wage of the urban hospitals then the colena was met and the hospital could be reclassificd,

This adjustment eliminated the bias of a rural hospital's tower skill mix of employees from the
reclassification criteria. The American Hospitad Association (AHA) collected this occupational mix
data bud as a result of downsizing, they discontinued collecting this data. Because HCFA did not have
any other saurce of data, the 0% critenia was ¢limihated by regulation on August 29, 1597

On August 5, 1997, President Clinton signed the Balanced Budget Act (BBA) of 1997, This
included a provision to improve Medicare payment to a key group of rural hospitals known as Rural
Referral Centers {RRCs}. These are large urban like facilities that provide printary, secondary, and
tertiary care to raval residents. The BBA exempiod RRCs from an onerous reclassification criteria that
had prevented approximarcly lifty percent of the RRCs from obixining 2 wage index reclassificetion to
a nearby metropeiitan area. This BBA provision recognizes that these sophisticated hospitals are in:
competition with urban medical centers for health professionals and therefore these key factlities must
be paid an urban wage imdex rather than the lower rural wage index. BCFA eliminated the 90%
criteria three weeks after legishation was enazeted to protect these same hospitals!

We request legislation that would require FICFA to reinstate the 90% criteria using the no
~_longer current AHA data untif alternative sources of accupational mix data are developed. MSA
accupations] mix data changes very slowly and it would be roasonable 10 use older dafa forthis
purpose, Adoption of the legislation woulkd improve paymont equity 1o the RRCs and faverably impact
& small number of other rural hospitals. The proposal is budget nautral and woukd shifl an
inconsequential amaunt from the 4,975 US hospitals to approximately thigy-five hospitals.

Hospital representarives from at least nine states comacted their legistators on this issue in
December of 1997 and Yanuary of 1998, A meeting with HCFA exectives and an AHA repregemiative
on Apri] 1, 1998 ruled out administrative resolution of this fssue. In July of 1998 a meeting with the
Senate Majority Leader's staff sonfirmed there would be no jegisiative vehicle available for the 105"

Congress and we were encouraged to work with the 106™ Congress on this matter,
QI5HIER
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