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Executive Summary

In 1983, Congress passed legislation creating the Medicare Prospective Payment Syste
(PPS) for inpatient acute care services. One of the major determinates of payment in the PPS
the wage index which is set for each of 329 Metropolitan Statistical Areas (MSAs) and each
statewide rural area. Soon after passage, it became clear that hospitals located just outside on¢
MSA could be paid based on a wage index substantially lower than local market wage levels.
This anomaly resulted in hospitals just outside metropolitan areas not being able to compete ir
the urban labor market for professional staffing. '

In 1986, 1987 and 1988, Congress sponsored legislation to try to fix some of the most
blatantly unfair issues that had been presented to various members of Congress. In 1989,
Congress legislated the Medicare Geographic Classification Review Board (MGCRB) that wo
annually approve hospitals that meet certain criteria for geographic reclassification and allow
them to be paid based on the wage index of a nearby geographic area, or in certain cases, by th
standardized amount of a nearby metropolitan area.

The criteria were determined by the Health Care Financing Administration (HCFA) an
published in proposed form in 1989 and in final form in 1990. Subsequent regulatory changes
the criteria have generally had the effect of reducing the numbers of hospitals that were
reclassified over the years. On several occasions, Congress has acted to liberalize
reclassifications. In the spring of 2000 HCFA did allow for a modest expansion of reclassified
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 individual county reclassifications for a two-year period. While the

popular press labeled many of these fixes as "pork barrel politics” these temporary fixes were i1
response to serious reclassification deficiencies that had cropped up over the years.
Additionally, in BBRA Congress asked the General Accounting Office (GAO) to study the
reclassification process and report back to Congress no later 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 criteria that have gone awry over the years or certain other
obvious and inequitable situations that simply were not anticipated. The CPR hospitals have
three requests of Congress: : '

1. If BBA relief is granted in the fall of 2000 would Congress consider the

systemic fixes that are outlined herein as a part of that legislation?

2. Would individual members of Congress consider approaching GAQ, as
appropriate to let them know of their general support for the geographic
reclassification in its existing form (after fixing the criteria as mentioned
above)?

3. Consider whether you would be willing to sponsor or support legislation to
broadly fix the criteria to preserve the reclassification process and make it
work appropriately for perhaps the next ten years. This would likely be for

the 2001 Congressional session.
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