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COUNTYWIDE RECLASSIFICATION GROUP
EXECUTIVE SUMMARY

in 1989 Congress established the Medicare Geographic Classification Review Board and
specifically instructed the Department of Health and Human Services, Health Care Financing
Administration (HCFA) to provide for countywide reclassifications. Accordingly, HCFA
established criteria to demonstrate that countywide costs are "comparzble” to the aves to which
the county seeks redesignation. Because there were no target Metropolitan Statistical Area
(MSA} costs available on a current basis, HCFA chose 10 develop formulas comparing
countywide costs per discharge 1o the Prospective Payment System (FFS) rares that hospitals
were paid in both the home geographic arca and secondiy, the rate they would be paid if the
hospitals were reclassified If the covntywide cost per case excesded the bage rate plus 75% of
the difference hetween the base rate and the reclassified rate -~ then the county hospitals met this
criteria for reciassification. BMCFA used rates as @ proay for costs.

In FFY 1995 twenty-thres counties were granted countywide reclassifications. Starting
in 1996, the number of countywide reclassifications began to plummet until onty five counties
were reclassified for FFY 1999 and FFY 2000, Four of the five counties reclassified in FEY
2000 are it New Jersey; the ffih is Orange County, New York, one county nerth of New fersey.

The reason for the decrease in comrywide reclassifications is that the proxy deesn't work
agymore. The 1938 datz nsed in formmiating this policy indicated PPS rates were only 2.7%
higher than PES unit costs, Current cost duta indicates that these formerly reclassified counties
generally have inpur costs {as measured by the average hourly wage) and output costs (costs per
discharpe) that are just as comparable to their tarpet MSAS as the costs were in 1588, The proxy
no longer works because of environmental and resulting structural changes in hospitals. Many
hospitals have opened post acute care units {SMNF, psych, rehab, home health) and now allocate
fixed overhead ¢osts to thess newer units instead of the fixed costs being fully absorbed by the
PPS unie. The result of this is that counties are denied veclassification simply because of the
chanpes in how medicine is practiced in the late 90%s campured to carlier years.

KCFA was informed of this probiemn last year during the regulatory comment period and
failed 1o even acknowledge the issae.

We ask that a legisharive solution be enacted for FEY 2000 for hospitals that filed with
the MGCRB for FFY 2000 and meet the revised criteria. This would primarily affect Lake
County, Indians {Gary). For FFY 2001, the criteria would become effective for all counties and

restore the countywide reclassifications to approximately the same number of counties as when
originally promulgated.

We suggest the use of an ectuat cost comparison rather than use a "rate proxy”. Such
target MSA costs may need o be trended forward - HCFA would work out the details, This
would eliminste the proxy problem and provide = true county to MSA cost comparison.

The proposal is budget nentral and would reditect approximatety $100 million: ($8.91 per
discharge) from ail hospitals to the countywids hospitals re-gstablishing reciassified status,

MITES
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Pronosed Lesislarion - Countvwide Reclassifications

{8} 47 USC 1395 ww () (103 (DY (i} (1D} is amended by adding at the end the following: “in
the instance of ail hospitals in an urban county secking redesignation to another urban area, the
Secretary in developing criteria to demonsitale comparable costs between hospitals in adjacent
urban areas. shalt utilize costs per Medicare discharge to determine comparabiitty of costs.
Hospitals secking redesignation undet this subsection shall demonstrate 25 a group that their
rosts per Medicare discharge are at least equal to 100% of the costs per discharge of the hospitals
o the targered urban area. after adjusting to remove Cosis attributable to disproportionate share
and indirect medical education, Any group of hospitals seeldng redesignation under this
subsection that has filed an application for redesignation by September 1. 1998 and meets the
criteria for redesignation including the requivement of this subsection shall recgive the payment
rate: as redesignated hospitals for Medicare discharges occurming on and after October 1, 1999

For federal fiscal year 200%, hospitals may file for countywide redesignation by December 1,
1999,

{f the application of this clause, or a decision of the Medicare Geographic Classification Review
Board or the Secretary results in the redesignation of all hospitals in an urban county to another
adjacent urban county and reduces the wage index for hospitals in an urban county or Gounties
remaining it an MSA vacated by the redesignated hospitals, the Secretary shall calculate and

apply such wage index 10 that county o counties ander this subsection as if the hospitals so
treated had not been redesignated.

(b}  Excepr for groups of hospitals Hling for redesignation by September 1, 1998, the

amendments made by subsection {a} shafl apply to payment rztes for federal fiscal yeors after
19997

i
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