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Executive Summary

In 1983, Congress passed legislation creating the Medicare Prospestive Payment Svstem
(PPS) for inpatient acute care services. One of the major determinates of payment in the PPS is
the wage index which Is set for each of 329 Metropotitan Statistical Areas (MSAs) and each
statewide rval area. Soon afler passage, it became clear that hospitals located just ouside one
MBEA, could be paid based on 5 wage index substantially lower than local market wage levels.
This anomaly resulted int kospitals just outside metropolitan arcas not being able to compete in
the wrban labor market for professional staffing. '

) In 1986, 1987 and 1988, Congress sponsered legisiation 1o twy 1o fix some of the most
blatantly unfair issues that had been presented to various members of Congress. I 1989,
Congress legisiated the Medicare Geographic Classification Review Board (MGCRD) that would
anmually approve hospitals that meet certain eriteria for geographic reclassification and aflow
them to be paid based on the wage index of a nearhy geographic area, or in ceriain cascs, by the
standardized amount of 2 nearby metropolitan arcg.

The criteria were determined by the Health Care Financing Administration {HCFA) and
published in proposed form in 1989 and in final form in 1990. Subseguent regulatory changes to
the criteria have generatly had the effect of reducing the numbess of hospitals that were
reclassified over the years. On severa] occasions, Congress has acted to heralize
reclassifications. In the spring of 2000 HCFA did allow for a modest expansion of reclassiSed
rural hospitals by lowering the criteria for reclassification slightly.

In the Balanced Budget Refinement Act of 1999 (BBRA) Congress approved a number
of individual hospital and individuat county teclassifications for 2 two-yéar period. Whils the
popular press labeled many of these fixes as "pork barrel politics” these temporary fxes were in
response o sericus reclassification deficiencics that had cropped up over the years,
Additionally, in BBRA Congress asked the General Accounting Office (GAO) to stindy the
reclassification process and report back to Congress no fater than May 20, 2001,

The Coalition to Preserve Reclassification (CPR) is-a group of reclassified hospitals (or
hospitals that would have been reclassified under previous criteria) that are seeking to preserve
the reclassification system and fix eriteria that have gone awry over the years OF certain other
obvious and inequitable situations that simply were not anticipated. The CPR hospitals have
three requests of Congress:

1. {EBBA relief is granted in the fall of 2000 would Congress consider the
systemie fixes that are ewilined herein as a part of that legistation?

% Would individual members of Congress consider approaching GAO, as
appropriate to let them know of their general support for the geographic
reclassification in its existing form (after fixing the eriteria a5 mentioned
gbove}? :

3 Cuonsider whether yom would be willing to spenser or sepport legislation to
broadly fix the criteria to preserve the reclussifieation process and make it
work appropriately for periaps the next ten years, This would likely be for
the 2061 Congressional sessien,
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$31,000,000

Issue Conntywide Urban Floer 108% Criteria in Small 90% Occupational Mix
Reclassification MBAS, Alternative Criterin

Has Congress Addressed  * Yes. BBRA. Lake County, VYes. BBRA. Allemown, No. © Yes, in the original statute

This Issug? © IN; Butler County, OH; Bethichern, Raston, MSA; and in BBRA for Les

’ Brozoriz County, TX; and  and Hattiesburg, MS. County, Hlinois

Orange County, NY. MEA

Approvimately How Many  Approximately 112 Perhaps 100 hospitels, Approximately 27 hospitels 36 hospitals.

Hospitels ‘Wil Be hospitals. . .

. Affected?

GOAL . Restore criteria to reclassify Do not penalize urban pon-  Treat MSAS with thres or Ceeupational mix changes

: hospitals at epproximately  reclassified hospitals | , . fewer providers comparebly  slowly. Allow hospitals to
1995 level., treat similarly fo rural nen-  to other areas. use older occupational mix
reclassified hospitals, - data while HCFA finds a
. : new souree for data.

Profile of Affected Urban hospitals in a Urban hospitals in an MSA  Uthan hospitals with three Generally larger rural

Haspitals Consolidated Metropolitan - where one or more of fewer providers in an hospitals appwoximately
statistical Area farge hospital(s) are reclagsified  MSA. Also, 8t Cloud _ 30% of which are adjacent
urban) elsewhere. - Hospital, which isina - to large urban area such 2

stmilar area unigue Thicago, Pittshurgh, ete.
- situatiog,

Estimated Doilar Impact $80,000,000 We do not believe this $18,000,000 £34,000,000

(Budget Meutrakity Effect), should be "seored” aga

{Based On Inpatient "eost”, It only affects non-

Operating Costs) reclagsified hospitals and is

. a basic equity issie.
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Issue

Brief Description of Issue

COALITION TO PRESERVE RECLASSIFICATION

Countywide
Reciassification

The criferia for countywide
reclassificstion was
designed in 1989-90, before
the proliferation of Hospital
based Rehab, Psych, SNF
and Home Heelh units and

- the expanded outpationt

unit. Due o changes in the
industry, few conuties can
cualify, For example, in
FEY 1993, there wers 23
countywide
reclassifications affecting
138 hospitalz. For FEY
200, thers were 2
countywide
reclassHications affeciing 6
hogpitals.

- SUMMARY OF ISSUES
Urban ¥loor

In the original 1989 siatute,
Congress provided a rural
floor for the statewide rural
wage index. Thus the wage
costs and kours for any
rurai hospital that wag
reclassi fied would not be
removed Fom the
computation of tha rual
wage index.

A similar treatment js
needed for urhay '
teclzssifications {0 prevent
non-reclassified hospitals
from getting 2 lower wage
index simply because 2
neighboring hospital was
successinlly reclassified.

E08% Criteris in Smalt
MSAS,

When HCFA implomented
the 108% criteria in FFY
19594, i virteally eliminated
any reclassifications from
siall MSAs with three or
fewer hospitals to another
aren. It is statistically
almost impossible (for a
gingle hospital MSA - - it is
imposeible) for a hospita (o
have an average hourly
wage of 108% of the home
MSA. Our proposal would
deem that highest paying

. hospital is 2n MSA with

three or few hospitals to be.
over the 108% criteria. A
special provision would
consider 5. Cloud Hospital
(MN) to meet this criteria.

%30% Occopational Mix
Abernative Criteria

Congress established an
alternative criteria for the
B4% (82% rural) average
hourly wage criteria
Congress recognized that
lower paid hospitals might
necessanily suhstitute a
iower skill mix than nearby
urban areas, This criteria
looks at input costs and
eliminates skill mix biss.
No cutrent skill mix data is
vailable. Owr proposal
wonld aliow the use of
older AHA skill mix data
for this computation ungil
new data becomes
available,

14504 500100
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Issue Reverse Competition Sole Comumnity Standardized Amount Include teaching and
Hospitals — Exempt from  Rurai 2o Other Urban &  resideat data for 108%
106% criteria Update Criteria {106%) criteria
Has Congress Addressed Na Mo Yes — BBA for the other No.
This Jssne? urben provisions. Ne, for
update of siandurdized
amount criteria.
Approximalely How Many 10 Not technically feasible to  First proposal would A few of presently
Hospitals Will Be Affected. estimate beeause of protest existing hospital reclassified teaching
aiternative payment reclassification. hospitals.
systems.
GOAL Allow nearby urban Treat similarly to RRCs, "freat rurs! hospitals next  Keep geagrephic for
hospitals to compets to "lerger urban® and other  reclassification from these
urban ares consistently. important teaching
hospitals.
Profile of Affected Twe smel MSA's in Small isolated hospitals Faral hospitals many with  Teaching hospitals in rural
Hospitals northeasiers FA many in sparsely populated  significant ST Jevels. of wrban arez adiacent to
: rural western states. areas with medical schaols,
Estimated Dollar Impact To be detevmined. Not determinable - - not Not prezently determined.  None.
(Budget Neutrality Effect). considered 2 major :
{Based On Inpatient payment issue,
- Operating Coits)
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