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COUNTYWIDE RECLASSIFICATION GROUP
EXECUTIVE SUMMARY

In 1989 {Congress established the Medicare Geographic Classification Review Board and
specifically instructed the Departeent of Health and Hurpan Services, Health Care Financing
Administration (HCFA) te provide for countywide reclassifications. Accordingty, HCFA
established eritena to demonsirate that countywide costs are “comparabie” 1o {he area to which
the county seeks redesignation. Becanse there were no target Metropolitan Statistical Area
{MSA) costs available on a curremt hasis, HCFA chose to develop formulas comparing
countywide costs per discharge to the Prospective Payment System (PPS) rates fhat hospitals
were paid in both the home geogrephic srea and secondly, the rate they would be paid if the
hospitals were reclassified. If the countywide cost per case exceeded the base rate plus 75% of
the difference berween the base rate and the reclassified rate — then the county hospitals met this
criteria for reclassification, HCFA used rafes as a proxy for costs,

In FFY 1995 twenty-three counties were granted countywide reclassifications. Sfarting
in 1996, the number of countywide reclassifications began to plummet until onily five countics
woere reclassified for FEY 1999 and FFY 2000, Four of the five counties reclassified in FFY
2000 are in New Jersey; the fifth is Orange County, New York, onc county north of New Jersey.

‘The reason for the decrease in countywide reclassifications is that the proxy deesnt work
anymore, The 1988 data used in formulating this policy indicated PPS rates were onky 2.7%
higher than PPS unit costs. Curment cost dala indicates that these formerty reclassified counties
generalty have input costs (as messured by the averige houwly wage) and output costs (costs per
discharge) that are just as comparable to their target MSAs as the costs weve in 1988, The proxy
no longer works becanse of environmental and resulting structural changes in hospitals. Many
hospitals bave opened post acute eare units (SNF, psych, rehab, home health) and now allocate
fixed overhead costs to these pewer units instead of the fixed costs being fully absorhed by the
PPS unit. The resuit of this is thal counties are denled reclassification simply because of the
changes in how medicine is practiced in the late 90's compared o earlier years,

HCFA was informed of this problem last year during the regulatory comment pem}d and
failed to even acknowledge the issue.

We ask that a legislative solution be anacted for FFY 2000 for hospitals that filed with
the MGCRB for FFY 2000 and meat the revised criteria. This would primarily affect Lake
County, Indiana (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 promuigated.

We suggest the use of an actual cost comparison rather thas use a "rate proxy”. Such
target MSA costs may need 1o be trended forward — HCFA would work out the details. This
would eliminate the proxy problem and provids a rue county to MSA cost comparison.

The proposal is budget neutral and weuld redirest approximately $100 miltion (38,93 per
discharge} from all hospitals to the countywide hospitals re-establishing reclassified status,
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Pronosed Legisiation = Countywide Reclassifications

{&) 47 USE 1395 ww () {10 (D) (i) (I} is amended by adding at the end the following: "In
the instance of ail hospitals in an urban county seeking redesignation 1o another nrban area. the
Secretary in developing criteria to demonstrale comparable costs berween Rospitals in adjacent
urhan areas. shall wilize costs per Medicare discharge to determine comparability of costs.
Hospitals seeking redesignation under this subsection shall demonsirate as a group that their
cosis per Medicare discharge are at least equal to 100% of the costs per discharge of the hospitals
in the targeted urban area. after adjusting to temove tosls attribuable to disproportionste share
and indirect medical education. Any group of hospitals seeking redesignation under this
subsection that has filed an application for redestgnation by September 1, 1998 and meets the
criteria for redesignation including the requirement of this subsection shall receive the payment
rate as redesignated hospitals for Medicare discharges sceurring on and after October 1, 1999

¥or fedeyal fiscal year 2001, hospitals may file for countywide redesipnation by December 1.
1589,

If the application of this clause. ora decision of the Medicare Geographic Classification Review
Board of the Secretary tesults in the redesignation of all hospitals in an whan county 0 another
adjacent urban county and reduces the wage index for hospitals in an urban county or gounties
remnaning in an MSA vacated by the redesignated hospitals. the Secratary shal! coleulate and

apply such wape index to that coupty of caunties wndet this subseetion as if the hospitals so
reated had not been redesigoated.

(b}  Except for groups of hespitals filing for redesignarion by September 1, 1998, the

srnendments made by subsection {2} shait apply to payment rates for federal fiscal years afier
15999 " .
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