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THE 90% OCCUPATIONAL MIX GROUF
MEDICARE GEQOGRAPHIC RECLASSIFICATION ISSUE

Executive Summmary

On August 5, 1997, President Clinton sigred the Balanced Budget Act (BBA) of 1997,
Included in the health provisions of the BBA Congress and the President legistated an important
provision designed to bnprove Medicare payment 1o a key group of rural hospitals known as
Rural Referral Centers (RRCs). These rural hospitals are large wrban like facilities located in rugal
America that provide primary, secondary, and in some cases tertiary care to surrounding rural |
residents. The BBA exempted RRCs from an onerous criteria that only epproximately fifty
percent of the RRCs could meet to aflow all RRCs ta obtain higher Medicare payment based on
the prevailing wage levels in the nearest metropolitan ares. This impertant provision recognizes
that these sophisticated hospitals are in direct competition with urban medical centers for health
professionals and therefore must be paid by the Medicare program rates that are comparabie to
ity Medicare rates,

_ Three weeks after the President signed the BBA the Health Care Financing Administration
{HCF A} eliminated an elternative criteria that affected approximately thirty rural hospitals
natiohally (approximately twelve to ffteen percent of the total RRCs). Since 1990, hospitals have
had the opportunity to seek the higher urban wage index of the negrest metropolitan azea if the -
rural facility mer certain annual statistical criteria. The basic test allow hospitals to be reclassified
if the hospital’s average hourly wage was equal to 84% or more of the nearest Metropolitan-
Statistical Area (MSA). Ifa hospital’s hourly wage js less than 84% of the nearby Metro area,
Congress inandated that an “occupational mix” adjustment be used 1o offset any impact on the
rural hospital's average hourly wage caused by using a lower sicll mix than urban hospitals. This
couid be caused by either the inability of the hospital to find health professionals in their ares or
the hospital’s financial need to use fewer professionals, -

Hospitels with an average hourly wage of less than 84% of the nearby metropolitan area :
could still be reclassified if using the oecupational mix of the metro ares mriiiplied by the wage !
rates of the rural hospital yields 90% or more of the metro average hously wage. The American
Hospital Association (AHA) was the only organization collecting this ocoupational mix dats and
as 2 rasult of downstzing, they discantinued the survey data. Because HCFA did not have any
other source of data, the 90% criteria was efininated by regulation on August 29, 1997, three
weeks after the Prosident signed the BRA. - : '

The legislation or administrative actions we are requesting would require HCFA to
continue o use the AHA data untit alternative sources of vccupational mix data become available.
Stetistical comparisons indicate that occupational mix data charges very slowly and thus it would
e reasonabie to use older data for this purpose. .

Adoption of the legislation would improve payment equity to the approximately thirty
" RRCs throughout the country that do not meet the basic $4% criteria but are able to demongtrate
that the cecupational mix adjusted average hourly wage is 90% o greater of the nearby . :
metropolitan area. This provision would also impact a relatively small number of other rurul [
hospitals that have not besn designated as RRCs, The proposal is budger neutral and would shift !
an inconsequential smount from the 5,100 US hospitals to affected providers, - :

Hospitals in at least nine states are contacting legislators on this issue in December of

1997,
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