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Medicare paid $112 billion for inpatientservices at shemt, acutecare hospitals in 2018. Of  Analyst in Health Care
the approximately 4,708uchhospitalsn 2018 3,220 were paid underthe Medicare inngrat Financing

prospective payment system (IPRS)der which hospitals are paid a predetermified

payment amount. Thebase IPPS paymentamount is the same for all hos pitiade 2o u nis

adjusted for geographic location, diagnoses, hospital servicésfadandquality performance,

among other factort FY2021, he IPPS base payment for each Medicare beneficiary
dischargedfromahospitalis $5,961f1% r a lopematingcasta @.g’, laborand supply costs)d$462.2%or capital
costdi.e.,depreciation, interest, rent, and propeglated insurance and taxes)

March 3, 2021

To account for geographi c hellPPSbasepaymentasnountis adiustechmgpitalavage > 1 a t
index The wage indexdjustmentgenerally increagbelPPSpaymentamounto hospitals irgeographi@reasvith

average hospital wagelsove the national average; conversely, it decreases the3R®&namounto hospitals in areas

with wages at or below the natiomalerage.

Althoughthe wageindexistended to ensure the IPPS payment reflects geographic differences in wages, some hospital
stakeholders in lowerage areas have expressed conabout the fairness of the wage indexdue tdtifierences between
relatively low and high hospitalwage aseln responseto some ofthe concerns about the wage index, Congress created a
number of exceptions. These exceptions allow qualifying hospitals to reclassify (change) to a higherwage indexgeographic
areaorto receive adjustments to their geographiewalexvalues. The National Academies of Sciences, Engineering, and
Medicine (NASEM) estimated that nearly 40% of IPPS hospitals received a wage indexreclassification or adjustment under
one or more ofthese exception&ir2011 A comparable percentagéhospitals continue to receive reclassifications

FY2021, as noted in this report.

Althoughwage indexreclassifications and adjustments usually increase the wage indexof hospitals, independent analysts
concludethatthese exceptions may not addilessncerngboutthe wage index. Some analysts argue that the need for
exceptions indiates the wage indexdoes not accurately reflect hospital labor markets. Other analysts argue that the effect of
these exceptions further distorts hospital labor markets.

Some Members @ongress, hospitals, and independentandigste expressed inteta@s the differences in Medicare
hospital payments by geographic area, based on the wageSodexofthese stakeholders have recommended changes to
the wage indexto more accurately reflect labor market forces faced by hoétiaagh some modificédnsto the wage
indexhave beenimplementeithere is no consensus about systematic reforms.

This report provides an overview ofthe Medicare hospital wage index, including a description of its role in the overall

hospital IPPS payment, calculationodth wa ge index adjustment, the wage index
hospital services, stakeholders’ concerns, exceptions
reforms Appendix B contains a legislative history of the Medicare hospitalwage index.
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Background

Medicare paid an aggregate of $dh®arebrinl,d iaocnu tfeor

cahes piint a20@fl 8a thper oxi maw ehhoys pti, t7a0lDs 2w2eldr 0@ 8i d under
the Medicopreosiprepatiiveentpa ybiedeéer shioRPSmaG@GbEPRSY paid
predet,drnmienle payhont semoumtes furnished to Medica

SinceMd BB as enpoasitd -aacruet ehwomsdpeirt afi lve L APStient hosop
services provided Theal MPBiydmesnefebrevn e feisc iasrsyo.c i at
wi tMe dai c ar e ’diennpeaftiiceinaty yhiomscplruedaidnme & lsaytoend t es t s an

services preovidpat ideurrti nsgt ah (i . ¢é¢The fIr BEnS abdamsi s s i
rate i1is calculated using costs reported by hosp
reporting ooddorodgthhe pamdiod October ,dd 1982, t
ispdat e d5lnndneura Itllye I PPS, a hospital receives t wc
expenses and anot Hee PR @hjymgalt ocxop/sdmsbeoss. hos pi
and sup.plFh e @ppPiSa e ntd ecporveecrisa¢ s bn, rent ¢ and pr ofj
related 1ins.urFaorc o uampd steasx osf 1 lelpms thoavt t e, wtalgies
index 1is us t Hoepienr gchaylmeginita t i n g

The I PPS operhas agpsa padreen tit phiet asla me ,feogaradlle d P PSf h
locafThesn e payisetnarst ianrge spuobijnetc ta ntdo aapepl fmable adj
FY20Rh ¢, loPpPeSsr Ba s agpayment amount to a hospital fo
dischargedandctSliph a9s6dl . pla9y meh4 6 27mbanit PPS per dis c]
payment amount is wupdated annually by an inflat
applicable beneficiary cost sharing under the M

1 Medicare Payment Advisory Commission (MedPAC), Chatt4énHealth Care Spending and the Medicare

Program: A Data BookJuly 2020, ahttp:/mww.medpac.govdlocumentddatabook(hereinafterMedP AC,Data

BooK. Shortterm, acutecare hospitals not paishder the Medicare inpatieptospective payment system (IPR&

paid by Medicare wunder other payment methodologies, primar.i
prospectively dtermined, fixed payment amounts.

2 See Chart 6L and Chart 8 in MedPAC,Data Book

SPrior to 1983, Medicare paid for inpatient hospital servic
standard fixed amount. IPPShospitals are distihga@isfrom norlPPShospitals-psychiatric, pediatric, lonterm

care, critical access hospitals (CAHg)y, among other factors, the method Medicare uses to payR®@8hospitals.

Some of these hospitals are paid under their own unique prospective paystent & PS) such as lohegrm care

hospital PPS, and CAHs are paid based on their-eesiscifically, 101% of cost.

4The IPPSunit of payment is a hospitiicharge The IPPSpaymentis for a bundle of services that are provided
during an inpatient stay.é., from admission through discharge, including related preadmission tests).

5 Hospitals (and otheviedicarecertified providersare required to submit to CMS an annual cost report dgintg
information such as facility characteristics, utilizatiomedand financial information includingpst and charges by
cost center (in total and for Medicare) and financial statement421a.S.C. §1395¢; 42 C.F.R. §413.20.

6 The IPPSoperatibase paymeramount for FY2021is $5,961.1%suning a hospitasubmitsquality data and is a
meaningfulelectronic health recordHR) user,and the capital base rate is $462.R@r simplicity, this report focuses
on the IPP ®peratingpayment unless otherwise noted.

7 See Table 1ALE in Centers for Medicare & Mediah Services(CMS), “Medicare Program; Hospit al
Prospective Payment Systems for Acute Care Hospitals and theTL.enrmg Care Hospital Prospective Payment System

and Final Policy Changes and Fiscal Year 2021 Rates; Quality Reporting and MedicMedicaild Promoting

Interoperability Programs Requirements for Eligible Hospitals and Critical Access HoSpitaiefieral Register

58432, September 18, 2024t https://mww.cns.govfiles/zip/fy-2021-ippsfr-table 1ale.zipHereinafter, CMS, 85

Federal Registeb8432, September 18, 2020.
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amount lils atmhoeunftu for hospitals thatebadbtmiomnied qu
health reacscerd.( EHR)

Though adja sMemkinctasr,e tlIhPaPcSc ebfmastte vppayymdenton in | oc a
conditions (incl usdidiga ganaogssissp cainnhedppfoaerrtims e s,

inmertain qualAilflyilnPgP Sh dsapict gplasy ment s are subject

wage i1index avdajcucstotumetnst for t he geograpthyc differe
hosplﬁlaﬂfslearbeonrt fTahele e tomd aallj payment to account f
patseegtondition as reflected by the odifagmoses an
refer rceads efAmiaxso t etdh iasb orveepsonr th ofvo ciuhsd e waige used in
calcutlheepengaymgSAppencinki §AAfor an oavlelR RS ew of

payment aagdshenewmtge index fits .within all TIPPS
The hospital wage index adjustment hTahse been t he
wage gamdexal ly leads to reductions in IPPS paym
relati-wefy admdvaisncreased payment amowmges to hosrt
ar eSosme hos pi twalgse iamr elaoswehrave raised concerns t he
implemead eddd, ¢ g i afpfheirce ndcie s t lpair ang xMecdgircbaanteesn t d i s

amo umettswe eann d edbwd gh .arAdas tionally, various 1indepe
recommended modi f hwaag el difnadierxa ¢ 5 mp.@ma mFdoera cecxuarmapcl ye ,

some have rreecdounemenngdel dr ge wageadpdezndi E€opgenanaphs
areas, particularly differ e ntchees bboeutnwenggm ehso sopfi taa
index dthes approach is intended to improve the

indekidfdtsween hospiamHisc alhlayx prexigmatga but in di
areas. Ot her aunsailnygs twsa gree cdoamhme nfd om al If rhoema 1t h ¢ a
only h.osTphiitsalasppronehl é¢éstiatmadedcdobmplete pictur
t hlots piftacles in a geographic area.

nghaeesnsa mtuand c hasn ges t o stihnec ewaigte wasd eixtnpl e me nt e ¢
ecshecanges consist pxcCmptthedtyl oowf qwagd fiyn deggx hos pi
clagasnEtygrby geoghiaghdr woarg @ tMnarhwiave adjust me:
their waAlet haouglk twhded¢smesexceptions were creat
ncerns with the wage 1 ndcerxe atteh eo rc heaxnagcaesrsbt ahteey
r e xsaommpel ea,nalysts argue that a policy that mnec
ailable under the wage index indicates the wa
r k'eOttsh.e r a n atlhyastt st haer gwwxec ept ionhoshemabtlbvaborf ur
r kRdlsi.cies designed taogad nicr daedxd eahfofisceppeda¢uestes a s et |
mosvtage index realdgumsimeantsi ams vduowdad-aimm nan ebrud ge't
increase 1in the wage 1nefefksprfo soprmeed chwdslipartsa lisn ge
Medicare [IPPSthpbaymkekastphtdolra ggregate Medicare sop
increase moswtageesmndexofeclassifications and adj

®me -5 g0
< 00 O o =50

8 B
o o

C
€

842 U.S.C.81395ww(d)2)(H) authorizes the Secretary of Health and Human Servicadjust IPPSpaymentsto
account for s“damea odipfiftearle wmage levels. ”

° The classification system that groups similar clinical conditions and the procedures performed by the hospital during
the hospital stay isreferred to as Medicare Severigpiagnosis Related GroufMS-DRG). This system helpsto

relatethe type of patients a hospital treats (iae., h o s pasetmixfo the costshe hospitaincurs. A weight is

assigned to each MBRG that reflectsthe average relative costliness of cases in that group compared with the
costliness for the average Medicare case. For FY2021, there are 7ZBRE@ §roupings.

10 A summary changes enacted by Congressdatked inAppendix B.

IWage index reclassifications and aWagelsdexGeegaphic are addressed
Reclassifications and Adjustmefits s e ct i on of this report .

«
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This report provides anl®PPeSrovliedi mgd armeo Medvicaw
wage index used to adjust payments for geograph
me t hhoodsspmaya lss e to request gererwdsam v & lhuees teif @ eo f
Me di c ar es.lpna yandednirtte ipcom ,t tshida k @ dicoodndceerrsn s about t he a
of the wage index and padesaehysse sbramd Tshaefmonram iprso
r e p orptr oavlisdoe s a s It aofg iksollsaptiitvael iippe ndn &de B

Labor CostsVersus Prices

As currently constructed, the wage index reflects the lalbostsrather than thepricesfaced by hospitals in a
geographic labor market. Specifically, the hospital wage index is the average hourly wage paid by hospitals
defined geographic area relative to the national hospital average hourly wage2a28lysis by thenktitute of
Medicine (now the National Academies of Sciences, Engineering, and Medicine, or NASEM) notes that the
index is acostindex because it measures the variation in hosgitatl wages and benefits rather than the variatig
in the price that hospitals face for a defined group of goods and services (e.g., wages and benefits) between
geographic aredsln other words, rather than capture geographic differences in lglrmes the market
determined value of the labor used to provide a med®alvice® faced by hospitals in a geographic area, the
Medicare wage index captures hospitgpported labor costsThe Medicare wage index does not include data of
health service providers that may be similar to an IPPS hospitelh as rehabilitation or gshiatric hospitals with
which IPPS hospitals likely compete for labor in a geographic labor matketgonly IPP$iospital costs as the
basis for constructing the hospital wage index raises two different but related conteiruilarity and accuracy.
FoU DGGLWLRQDO LQIRUPDWLRQ DERXW WKHVH DQG RW K HCbnEdsisW |
About the Hospital Wage Indep LQ WKLV UHSRU

a.Institute of MedicineGeographic Adjustment in Medicare Payment: 3Pinqg®Ving Accura@®012, at
https://www.nap.edwatalogl 3138feographicadjustmentin-medicarepaymentphasei-improvingaccuracy

Adjusting Medicare Hospital P
Geographic Variation in Wages

As noted, the Medicare I PPS payment is adjusted
geographic wadgAdlief fesenetes (he full range of
IPPS is composed of two payments: (1) an operat
payment Both paymeatkabiore c@agstuusctleiah ifcantli dcwotmadli t i

ot her 'YTaheet drodl owing sections adodépes phlyamgnt he wa
portion of the IPPS payment

Key Medicare Wage Index Terms

Average Hourly Wage: For alabor market areatheaverage hourly wagethe total wage costs divided hiie
total hours for all hospitals in the geographic aréanational average hourly wagethetotal wage costs divided
by the total hours for all hospitals in thE/nited States (i.e., 50 states, Distr of Columbia, and Puerto Rico).
Base Payment: The Medicare hospital inpatient prospective payment system, or IPd38, paymens the
standard payment rate set by the Centers for Medicare & Medicaid Services (CMS) for a hospital inpatient g
(IPP$s also defined belowy KHUH DUH WZR FRPSRQHQWYVY RI WKH ED bdpdra8ng \ P H
costs, and the other coversapitalcosts. The amount of each base payment component is the same nationally
each component of the base payment is basedCMS estimates of the expected cost of providing hospital
services to a Medicare beneficiary during an inpatient stay.

Budget Neutral: The requirement thahet Medicare spending for inpatient hospital services does not increa

due to increasedMedicarepayment rates to some hospitaBayment increases to some hospit®IX VW EH °
by proportional Medicare payment decreasts other hospitals

12ForFY2021, the operating base ratfie$5,961.1%ssumes a full FY2021 payment update based orspitadthat
submitted quality data and isn@eaningfulEHR wser. The capital base rafer FY2021is $466.22.
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Capital Base Payment: ThelPPSapital base paymestthe part of the Medicare inpatient prospective payme
V\VWHP ,336 EDVH SD\PHQW IRU HDFK LQ S D Wtldieg \0bsts W iese\Wokt® W H
includedepreciation, interest, rent, and properrelated insurance and taxes

Geographically Adjusted Base Payment. Thegeographically adjusted base payiméme payment amount
derived after the base payment hasbeen adjusted by the wage index. CMS also terms this paymenitehe
adjusted paymenteferring to adjustments determinely the geographic labor market in which a hospital is
located or to which a hospital reclassifies.

Hospital Wage Index: As required by Social Security Act §1886(d)(3)(E)hbspital wage indexa Medicare
IPPS payment adjustment designed by CMS t0tdfFW “"WKH UHODWLYH KRVSLWDO ZDJ
KRVSLWDO FRPSDUHG WR WKH QDWLRQDO DYHUDJH KRVSLWDO Z(

Inpatient Prospective Payment System: The IPPS is a Medicare payment method under which hospitals
paid aprospectively deermined, fixed payment amount for each dischamfea Medicare beneficiarfhe IPPS
SD\PHQW LV DGMXVWHG IRU YDULRXV IDFWRUYV pdtie@Deghcsis\wid D K
associated procedures, and othfarctors for qualifying hagsitals.

Labor Share of Base Payment. Thelabor sharés the portion of theoperatingbase payment thatis attributab
to labor and wageelated costs and therefore is adjusted by the wage index.

Nonlabor Share of Base Payment: Thenonlabor shaiie theportion of the operatingbase payment that isot
attributable to labor and wageelated costs and thereforés not adjusted by the wage index
Operating Base Payment: Theoperating base payménthe part of theMedicare IPPBasepayment for each
inpatent stay that covers a hospitsibperatingcosts (primarily labor and supply costs

Sources: CMS,Acute Care Hospital Inpatient Prospective Payment\&sdiesme Learning Network Booklet,

March 2020; Medicare Payment Advis@@pmmission (MedPAC}Hospital Acute Inpatient Services Paymer
SystemOctober 2020

D &06 :DJH ,QGH[ ZHE S D J HhttpsDwiviv.cras@dieqicdyeMedicareFeefor-Service
PaymentcutelnpatientPP@&Aageindex

To apply 1 abors coopsetrsa ttion ga phaoysnpeintta,l-rMeldaitceadr ¢ mul t
share of the operating base paymens by the wage
geogr aphTihce asrhecaar,.e of the operating base payment
on the’'showapgit d fikx wadamed share of the operat:i
68. 3% for hospitals with waagge i(nidieex. wvad uwa ga biow
>1.0) and 62% for hospitals with wage index val
wage 1nd&exOiadutielel ustrates these steps.

13 CMS, Acute Care Hospital Inpatient Prospective Payment Sydiéadicare Learning NetworRooklet, March

2020, athttps://mww.cms.gov@utreachandEducationMedicareLearningNetwork-MLN/MLNP roductsDownloads/
AcutePaymtSysfctsht.pdf

141n computing the capital portion of the IPPS, the wage index value is applied to the entire capital base payment.
1542 CF.R. #12.64(h) and (h)(2).
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Figure 1. Medicare Wage Index Adjustment to the Hospital Inpatient Prospective
Payment System (IPPS) Operating Base Payment

68.3% of Base 31.7% of Base
Wage Index R Rat
X ate ate
>1.0 {Labor Share) {Nonlabor Share) ) Aﬁ?jftzgti;r
Operatin = .
B':'f:e Rats + (if applicable) Geographic
== i Wage Index 62% of Base 38% of Base Factors
<1.0 Rate Rate
(Labor Share) (Nonlabor Share)

Source: Congressional Research Service (CRS), adapted Mamicare Ryment Advisory Commission
(MedPAC)Hospital Acute Inpatient Services Payment Sytamer 2020.

Notes: COLA = cost-of-living adjustment. For hospitals located in Alaska and Hawaii, the COLA adjustment is
applicable only to the nonlab@hareof the IPPS payment.

Constructing the Hospital Wag

Each I PPS ho
|

Il is assigned a wage index val
physically

a
e d. The wage index value deter m

Def i ngenoggr apmackbtabaereas
Determining hospital wages

wn e

Adjusting hospital wages for occupational mi
4. Cal culgetoigm g pvhaige airneslae x value

Each step i1is addressed below.

Defining Geographic Labor Market Area

Labor costs vary bet weeamegeadmgrlaphicce da rbeya st .h eT k eoss
amenities, and labor productivity, among other
areas 1n which employers compete for the same w
to attractt employees

For the hospi€ahtwngefondMedi¢t i eCdMBE eMerdkeci caid Se
based staf{CBSAcphpl tardadine agreebalgsBSpsheccbampos emar
ofetmr opspdifan b@MIAs) and micropesietsnadblashedibdbygl
Of fice of Management and Budget

16 Institute of MedicineGeographic Adjustmentin Medicare Payment: Phask proving Accuracy2012 at
https://mmww.nap.edoatalogl 3138geographieadjustmentin-medicarepaymeniphasei-improvingaccuracy
Hereinafter, Institute dfledicine,Geographic Adjustment.

17 Between each decennial census, the Office of Management and Budget (OMB) periodically updates the metropolitan

statistical areas (MSAs). In settingthe FY2021 wage index vallMS§ incorporatedthe geographic delineation

reflected in “OMB Bellatid No@athtis/mewmwhitehbyse.govp-cantent/
uploads201809Bulletin-18-04.pdf OMB has more reent updates of its geographic delineatisush as* O MB

Bulletin No.2301,” released March 6, 2020; CMS st adlletinlbecabsahe i t did no
bulletin was not released in time for developingthe FY2021 rule

18 An MSA anda micropolitan statistical areansist ofacounty or counties (or equivalent entities) associated with at
least one urbanized area of at least 50,000 populatiohat least 10,000 but less than 50,000 population, respectively.
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Alt hough CMS references CBSAs, in practice, C MS
a s¥PBhhe -MOAs, including micrmpaolistanestacestdcal
index value,; theswrrdloea¥F Y202 lcoa@MSdeeedgnizes 5

labor mar kets in the 50 states, the District of
wage 3F@Qfietxhese, s5hhdat & e M8 A mMSi Asi n(gi .7e3. ,a rsei nmmgolne s
rur al?A rsetaast)e, DC, or Puerto Rico may have mult.:
values. For example, there may be as wragreal ndex

arewaglwme for urban hospitals dsdnruhel saneae, tdad :
for hospitals thast rruercalla sasriefay firnotno at hnee isgthadbtoe i n g

To illustrate, Minhes dtiash-astTaddikeibtecElBSW)s. (Any ar
outside one of these CBSAs is considered the st
CBSA statewide rvuarlaule sa,r caas wiangdei ciantd®dk nm g’ stot @ CBS /
and the CBRXAffinunbert able below. The statewide ru
Minnesota ar-set atoer r(elc)l awsistihfsincrautriaoln airnetao, MiZ)n ems od
intionnWws ortwmr al area from I owa, atsd r(ur)alr aaleas s ir f

North Dakot a.

Table 1. Example: Medicare Hospital Wage Index Geographic Areas
in Minnesota, FY2021

CBSA Number CBSA/Area Name Wage Index Value
33460 MinneapolisSt. PauBloomington, MNWI 1.0905
40340 Rochester, MN 1.0440
31860 Mankato, MN 1.0288
41060 St. Cloud, MN 1.0203
20260 Duluth, MN-WI 0.9916
29100 La CrosseOnalaska, WAMN 0.9142
22020 Fargo, NDMN 0.9089
24220 Grand Forks,ND-MN 0.9089
24 Minnesota 0.9089
24 Minnesota (hospitals reclassified from lowa) 0.8904
24 Minnesota (hospitals reclassified from North Dakota) 1.00¢

Source: CRS analysis of TableBMS, 8% ederal Regis®8432 September 18, 202at https://www.cms.gov/
filesziptables2-3-4aand-4b-fy-202 1-wageindex-tablesfinatrule-and-correction-notice.zip

Notes: CBSA = corebased statistical area; MN = Minnesota; ND = North Dakota; WI = Wisconsin.

a. North Dakota hospitals receive the frontier wage index adjustment, which sets the floor wage index value
at the national average wage index value (1.0000) for hospitzsed in a qualifying state. As of FY2021,

Each also has adjacerdunties that have a high degree of social and economic integration with the core, as measured
through commutingtieS e e Unit ed States Census Bureau, “Metropolitan ar
https://mww.census.gopfogramssurveysmetro-micro/about.html

19 CRS analysis of Medicare wage index data and personal communication with CMS staff.

20 A rural area classification offers hospitals additional pathways for receiving special rural desightaaiom®vide
certain payment benefits, such as sole community hospital or rural referral center status.
21see Table 3 in CMS, 8Bederal Registe58432, September 18, 2020.

22 The total number of statewide rural wage index areas exceeds the number of states, DC, and Puerto Rico because
each has multiple statewide rural area wage index values.
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IRXU VWDWHYV: KRVSLWDOV T X DddntanaR\NdrtkivDakotd S @hDaketd, &hé M X VW PHQ W
Wyoming

Det ermi ning Hospital Wages

CMS us esr dipodmtitédach Ic al c ul atse aevaearhm gheo shpiutraly wages (
do this, CMS uses hospital data for paid hours
among other costs, for hospitaHi gtiip@ro yaenes and c
overview ofl |l wwge amdlexxxzludedwagessandTheswses dat
worked for occupational categocriem pnehbhtasioret
pharmacists, plant operators, housekeepers, die
performing laundbyingdthenendseayvitetal wages a
calculate’seaAddW. hos pit al

Figure 2. Hospital Labor Costs Used to Calculate the Wage Index

Included Costs Excluded Costs

4 Hospital services salaries and hours & Nonhospital services salaries and hours?
v Certain home office costsand hours ® Graduate medical education costs

v Certain contract labor costs and hours ® Certain provider-based salariesand hours®
v' Certain wage-related costs (e.g., fringe benefits) ® Non-IPPS salaries and hourse

Source: CRS review and analysis of CMS,Federal Regist®2460, May 29, 202athttps://www.govinfo.gov/
contentpkgFR2020-0529/pdf202610122.pdf

Notes:
a. Suchas Skilled Nursing Facility services.

b. Certain Medicare certified providers, such as federally qualified health centers and rural health clinics, can
be hospitabased if they ardocated in the same building or campus as a hospital and meet specified criteria.

c. Such as Critical Access Hospital services.

Adjusting Hospital Wages for Occupati

A hosdspiAtHW 1 s intendedlrtioveme f£losctt oafth dhaaghsopriktdatalc d d
its specific geographic labor mar k’ethoidewe tor ,
hire different combinations of health care prof
treat similar spit hscatiewn dsigtsicometd p e clt Mald a ecna r e

Se ve-Diad gnRed aGGreodu p MBDRGs ). Whereas Hospital A choo
relatively higher proportion of registered nurs
proportiopretticadénsmadses (LPNs). (RN credentia
t han al

LPNs; therefore, s aries are typically gr

28 salaries and hours of physicians and certain nonphysicistitioners whose services are billable to Medicare Part
B are excluded from the wage index calculation. For example, certified nurse midwife, certified nurse anesthetist,
amongother practitioners, are allowed to bill Medicare Part B for their ser8alasies and hours worked in

administrative or supervisory roles by physicians and nonphysician practitioners are included for the wage index.
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effect of these management hi rsi nAgHW ciesd saudpjmuss to n
or down occsupdtdammal pmopxortion of nursing and ot
employs relative to the proportion &nhpel oyed at
varying labor costs as s octiaalt enda nwaigtehmetnhte sdee ccihsoiiocrt
than geographic diff%rences in the costs of 1lab

Tekoccupational( OMAX) aidsp masppprieieed nur sing eccupatio
RN, LwPrNgtewsdln o,1 onguirsste assistant, .28Qcdeewpdat i amal me ¢
mix information for all otohpdry shiocsipaintsa,l iosc ccuaptaet g «
“all ot her”amocdc uhaet OMAs is not aPplied to these oc

Table 2.Hospital Occupations Subjectto the Occupational Mix Adjustment

Applicable Hospital Occupations 2 Non -applicable Hospital Occupations

RegisteredN urses
LicensedPracticalNurses
SurgicalTechnologists )
All Other Occupations
NursingAssistants
Orderlies

MedicalAssistants

Source: &06 OHGLFDUH :DJH ,QGH[ 2FF X8IDQcci@tbral Mix [Survey fosdital’
Reporting Form CM&.0079forthe Wage Index Beginning B¥22 jat https://www.cms.gowiedicaremedicare
feeservicepaymentacuteinpatientppswauneex-files2019occupationaimix-surveyhospitaireporting-form-
cms10079wageindex-beginningfy-2022

Note:

a. 7KHVH KRVSLWDO RFFXSDWLRQV DUH FROOHFW Liélriiksing KH "QXUVLQJu RFFX
occupational category is subject to the Occupational Mix Adjustment

The OMAlucteost @ lhoefwatgks nur sing foaoxrculpwspbmalhcgher
nursing skill mix tihmor ¢t Bieoectsad o Wagabbuasvsengge and
occupatiohf aehto scpavttdaglosmay |l otwkean stkhd ]l nmi xonal averag
determines the occupationally adjusted wages fo

Medicoet deastttaed to calculate the OeWAe rtyhrtolurgehe a s u
y e a?fTsh.e occupational mix survey conducted in 201
payments for hospitalFYa2@G2bntCHMS sicshaaoggresenml ¥ Y2
2019 surveyisduastea ,t owhaipcphl yi tahe DMRSf pryMedts in I
FY2024.

24 CMS, 85Federal Registeb8432 September 18, 2020.

CMS, “Medicare Program; PaymentiSysterhsfor AcpteQare Hospitalsknd shepoage
Term Care Hospital Prospective Payment System and F
Me di cal Educat i on Prederal Registebl475 Augudt 18201 lathttps:/Mwav.gpo.govitisys/
pkgFR-2011-08-18/pdf/2011-:19719 pdf(see p. 51583). Hereinafter, CMS, Féderal Registe61475.

26 As noted earlier, only physicians in administrativegpervisory roles are included in the wage index.
2742 U.S.C. 81395ww(d)(3)(E)(i).

tive
Y2012 Ra
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Calculating Geographic Area Wage Inde

After adjusting hospital wages for occupational
calculate the wage index value fornoewacthhegeograp
National Academies of Sciences, Enigmechekring, an
statistic that 1is designed to compareilkaew the p
varies as a WbhbdWweeovgeogamednw talr e@esmalves age
addeldlis is distinct from a cost index, which me
awages an® benefits

Using the wage data reported by hospitals, incl
calculadegr @aplEihAlgWNrend a nationals AHW 1A geeqougarla g
to the @addqupatidowages of all hospitals in the a
hours of all hospitals in the ar eowa.geBhd omatliPoPnSa
hospitals in the 50 states, DC, and Puerto Rico
CMS t hen us est hteh egseeo gfriagpuhriecs ar e a —A KW caanldc utlhaet en a t

h
each geogy awhge iamdax nvdaclxu ev.a [Tuhee fwargea igeogr aphi
AHW tofe geographicnatieandl v AHWAFidgyB.ritdhleus t r at ed i

Figure 3.Medicare IPPSWage Index Calculation

Geographic Area

Medicare Average Hourly Wage

IPPS Hospital
Wage Index Value

National
Average Hourly Wage

Source: CRS.

A wage index value of 1. 0 71 eeporgersacpmwsct hahrgenan at i on
AHWh i ghlean the natildndlavevear aagege index value aboc

AHW lower than the nmwagandaelx &wald.u@GMSd olwibMli shhaevse

the wage index values for each geognaphic area
hospital ITPPS pa¥®¥Wegd wupdax evdliwmad, radewell as
other I PPS payment adjustments, change annually

Wage Index Effect on Medicare Payment

Fi gdrebel ow, illustrates how variation in the wa
the Medicare I PPS payment. As mnoted, for areas

national aveanhge)wag®8. B3BdoexX Y he base payment (o
operbasangpaymefit, @modudoOadjustedlbays tVk@gawa g &NVind
an example of an area whol.ed wage Indé30OvaFove ng

28 Institute of MedicineGeographic Adjustmen®ee Glossary, p. XXV.

29 For example, se€EMS, & Federal Registe58432, September 18, 2020. Wage index data are geneoatained in
Tables 2, 3, PRIFndRuagio meh eP aCgMS. ™ For example, the FY2021 wag:¢
https:/mww.cms.govhedicaredcuteinpatientppsfy-202I-ippsfinal-rule-homepage

30 The 68.3% is thiabor shareof the IPPSoperating base payment.
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wage index values that are equal to or less tha
payment 1is adjustedLhy wthhhe hwdhaes ian dveaxg.e Badrixa,b a
one example of an area that has a wage index va
(i.e. sMStAharemas ), with a wage index valwue of 0.7
Figdirlelustrates how variation in the wage index
three geoglaphVegaseceaRBReorlim,t hade xdaemip Il etdhaen slaPkPuS
operating base rate i1is $5,961.19. The higher wa
Medicare I[I-PPSt pwiytmesnttanding all ot her Medicare I
Appendit haA in either Peoria or rural Kansas I n
start out with the same IPPS base payment amoun
I PPS paymesmst gedgraphic areas The variation ref
these areas

The same steps apply to tFhegdorteRbhe t awboexsmhptest
subject to the wage index adjustment changes de
than or less th&Fnhgddgealnttohdi §dd mehfecsrg ¢toogr ap hi c :
adjusted ( ta.dej.u,s tweadg)e IiPnPdSe xbraasneg i magwmedtms$ ad ilfofle 4 5
to a he6gh4ddfidlto t hef atplpd i diaftdi meait d ewsapgpel iicnadb 1 e
percentager eolfa ttehde ploarbtoiron subject to the adjustn

Figure 4. Effect of the Wage Index on Medicare IPPS  Operating Base Paymentin
Three Geographic Areas

Statewide Rural Area

GEOGRAPHIC LABOR SHARE OF WAGE ADJUSTED NONLABOR SHARE OF GEOGRAPHICALLY
AREA AND BASE PAYMENT LABOR SHARE OF BASE PAYMENT ADJUSTED
WAGE INDEX (Percentage & Dollar) BASE PAYMENT  (Percentage & Dollar) BASE PAYMENT
v
If W1 >1.0 then
$6,543.42
WI=1.1430 labor share is _ - 31.7% _ o
B CBSA 29820 X 68.3% &l 54,653.72 Rz = 110% of base
payment
$4,071.49
LASVEGAS, NV
a0
IPPS S
BASE /‘
PAYMENT If WI < 1.0 then
Wi=0.8621 labor shareis  _ 38% 55,451.52
$5,961.19 | EEEEEEEE 62 = $3,186.27 + o = 92%of batse
paymen
PEORIA, IL $3,695.94
—
— If Wi < 1.0 then
T $5,114.45
WI=0.7709 labor share is _ 38% _ 5
B NoncBsA [ 62% - + $2 265.25 o) 86%ofbase
$3,695.94 payment
KANSAS ‘

Source: CRS analysis of Tables 2, 3, 4A, and¥1BMS, 8F-ederal Registe8432, September 18, 2024
https://www.cms.gowiedicaredcuteinpatientppsfy-202 -ippsfinatrule-home page#Tables

Notes: CBSA = corebased statistical area; IL = Illinois; IPPS = inpatient prospective payment system; NV =

Nevada; WI = wage index.
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Wage IGedoegcraphic Reclassifica
Adjust ments

As moted, a hospital is assigned the wage index
physically located However, since the 1implemen
for qualidyiogobospntwhbge index values differen
geographic area in which the hospital is physic
hospital into a mneighborings gwaogger aipnhdltoxn gvraelsuseo r
has established these exceptions to address <c¢con
hospital industry representatives have suggeste
necessary to ensure hosper atlbe recewcrerdnort3fwd ge ciomd
Despite this, an Amé¢ AHMepudi Hagpepi Aakba AWageibhtdonxn
also acknowledged concerns with bo#(I8etehe curren
Appendiox B legislative higtory of the hospital

Qualifying hospitals may use these congressiona
adjumstt nteo their wage index values. (See the hosr
adjust menfabI)BGenedadihy, thes e belxc ehpotsipointsa Ipse rtnoi tr
into a dif fer—eunstu agleloyg rt aop lhai+—onreai rgehabaodrjiunsgt atrheeai r wa
valfFes. example, a qualifying hospital may recei
wage index correspondemginowhhehgeographphysical
Medicare GkogsabhHhdeti on Reweicdw s Bolfthried MGM@REBR B)
allows a hospita¥® three reclassifications:

1. Rur al to urban
2. Rur al to rural
3. Urban to urban

To qualify cflodrs «MGtCiRBn ,r ea hospital must have an /
area to which it seeks reclassification and b
determined either by the distance from the area
and no more than 35 miles for a rur’al hospital)
c

employees r e38Fidgebiriled ushe agesa.an example of ea
MGCRB reclassifications.

The firstFigbateptet rat cs -tawnr bMGC RrBeccaltiarsashi. A hos pi
geographically located in rural Rio Arriba Coun
t h

:-'_‘('D('D

( MSA) area. The reclassification resultted in
0. 8845 instead of O0i I816u7sOt.r aTthees -s aeno oMGIC ReBx armuprl ael
reclassification. In this case, a hospital geog
SlAmerican Hospital Association (AHA), “Letter to Centers fo

http://mmw.aha.orgldvocacyissuedetter2011110420cl-wageindexrep.pdf

32 see slides by AHAMedicare Area Wage Index Task For2@13, ahttps:/imww.ahe.orgystemfiles/201804/
13juneawicallslides.pdf

33 CMS, 76Federal Registe51475.

34 A qualifying individual hospital or a group of hospitals may reclassify through the Bted@eographic
Classification Review Board

3542 C.F.R.8412.23@a)(1).
3642 C.F.R§412.23@h).
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t he AlMibsasmas s i ppi state line, reclassified to t
resulted ecians eani ni wage index for this hospital f
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geographically located in the Akron, OH, ur ban
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Medicare Hospital Payments: Adjusting for Variation in Geographic Area Wages

Figure 5. Examples of Medicare MGCRB Reclassifications
(rural-urban, ruradrural, and urbarurban reclassifications, FY2021)

RURALTO URBAN

Hospital Location Rio Arrib
NM Rural Area

Wage Index is 0.8670 . Reclassified Location
pntp F Santa Fe CBSA
Reclassified Wage Index is
0.8845

IL Rural areas
1 MSAs

RURAL TO RURAL
. _.\ H H
7 Tobins Fedasfd Locatio
Hospital Location Franklin Reclassified Wage Index is

AL Rural Area
Wage Index is 0.6671

0.7902

Rural areas
MSAs

URBAN TO URBAN

Reclassified Location
Cleveland-Elyria CBSA
Reclassified Wage Index is

Hospital Location 0.8594
Akron CBSA
Wage Index is 0.8079
Rural areas
MSAs
Source: &56 DQDO\VLV RI 7TDEOH ":D PHWY2@GIH L @ kD GétieEal Refis@B432,

September 18,202@thttps://www.cms.golilesziptables2-3-4aand4b-fy-2021-wageindex-tablesfinatrule-
andcorrection-notice.zip
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Notes: AL = Alabama; CBSA = cofieasedstatistical area; MGCRB Medicare Geographic Classification
Review Boargd MS = Mississippi; MSA = metropolitan statistical area; Wl = wage index.

Alt hough most reclassifications are through the

for ghaokipffEed sexample, a hospit aclo nmmauyt icnhgo os e t o

adjustment based onemhbopedcratiadgenodubdygtphhalo

commute to work in a higher wage imdmenadgea. An

which set the wage index value of rerathiwageba
al

s
index v ue . wialde sien daenxd roetchlears s i fienéidaisnendbedj
Tab3 e

Most wage index reclassifincalttiroansg mame aitrthpl e me n't
meaning the IPPS payment to Soofnfes motri naclrle alsPeP Si nh ot
wage imdepiodls t ha*&T hhiasv ei drhakgnace gaof eed mount of

I PPS spendintghains into to tghreerawtiesre would be 1f hospit
some or all hospitals pay for thlhes piitcardea ¢ daitn hM
reclas $CMSc appd m ende uat rbadldgegt factor of 0. 986583 ¢t
hospitals to o+ g dta nikGHddRuRL r arlu rraclcd md sa fbwdgeatons

neutrality factwargeofin@e®9B8433ffect Hd or t he rura
Reslsa fications -naecnudt rraelliattyefd ¢bcutd ghents pE 6 m 1 s di ff er «
exampMGERB reclassifbaodgeonsneandatet gt0ed %cxpecte
I PPS panydieat ion f oarnduralpaly nidmspiitmalrseasiam for rura
FY202Tlab3ceont ains a summasyibfcwapgensindad andgthat

Not all wage index reclassifications are GoncernsAbolty exclusi v
the Hospital Wage Index”

38 CMS applies budget neutrality to IPPSpayment adjustments other than wage index reclassifications. For example, to
offset recalibration of the MBRGs.

¥AHA, “IWmdex Chart pa c kathttpsdww.aha. ergysteémlilds/tontentl1/l1nov
wgindexchartpk.pdfAHA estimated that approximately 1% of total IPPSpaymenmt$633 million, in FY2012 were
redistributed due to wage index reclassification budget neutrality. See slide 16. Thisis the most recent publicly
available estimate of the dollar effect of wage index reclassification bundgétality policy.

40 CMS, 76Federal Registeb1475seetablé Summary of FY2021 ByWydget 5NddBtdr.al ity Fac

41 CcMS, 85Federal RegisteB8432, seéTable |- Impact Analysis of Changes to the IPP Sfor Operating Costs for
FY20217 p. 59065, for additional information about the payment effects of other FY2021 IPPSpayment policies,
including other reclassifications and their respective budget neutrality factors.
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Table 3. Medicare IPPS Hospital Wage Index Reclassifications and Adjustments

Number
(Percent age)
of IPPS
Hospitals with
Wage Index
Wage Index Effect on Reclassification
Reclassification Hospital Budget or Adjustment
or Adjustment Wage Index Eligibility Duration Neutral ? in FY20212
MGCRB Reclassifies a  Hospital (or 3 years after Yes 906 (26.4%)
hospital (or group ofall approval
group of hospitals in a
hospitals) into a county) meet
different specified
(generally requirements
higher) wage related to
index area geographic
proximity and
AHW relative
to another
geographic area
Out-Commuting  Increases a At least 10% of  Assessed No 245 (7.1%)
Adjustment KRVSLWDC D FRXQW\. annuallyand
index value via a hospital assigned values
county-based employed are fixed for3
addon payment residents yearsperiods
determined by  commute to
blendingthe work in higher

assignedvage wage index
indexvalue for areas. The

hospitals in a hospital in a
countywith the  qualifying
higher wage county cannot

index value(s) of also hold
a nearby area(s) another type of

by the reclassification
proportion of (i.e., MGCRB,
hospital or rural to
workers who urban, or urban
commute to to rural both
those higher are addressed
wage index later in this
area(s) table
Rural Floof Increases urban $Q XUEDQ CMSpublishes Yes
DUHD .V ZLC wageindexis rural floor
index value so it less thanthe valuesannually

isnotlessthan VWDWH:V
WKH VWDV area wag index
DUHD:-V ZC

index value

285 (8.3%)
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Number
(Percent age)
of IPPS
Hospitals with
Wage Index
Wage Index Effect on Reclassification
Reclassification Hospital Budget or Adjustment
or Adjustment Wage Index Eligibility Duration Neutral ? in FY20212
Rural to Urbars Reclassifies Substantial CMS pdates Yes 64 (1.9%)
hospital from a  commuting of periodically
rural wage workers usingrevised
index area toa  (hospital and OMB
higher urban nonhospital geographic
wage index area employees) delineationsand
between a U.S. Census
KRVSLWDC Bureau
county and commuting data
adjacent urban
area(s)
Urban to Rurdl Reclassifies Hospital would  Until canceled Yes 466 (13.6%)
hospital from an qualify, but for by the hospital
urban wage its urban RU WKH Kl
index area to its location, as a eligibility
VWDWH-V rural referral changes
area center or a sole
community
hospital; orthe
hospital is
deemed by &te
law or
regulation to be
rural; oris
located in a
rural RUCA
census tract
Frontieh Setsa wage At least 50% of CMS reassesses No 44 (1.3%)

index floor of
1.0 (the national
averagewvage
index) for
hospitals
locatedin a
qualifyingstate

the states
counties have a
population
density of less
than six persons
per square mile

periodically

Source: CRS analysis dfable 2Final Case Mix Index and Wage Index Table by CMS Certification Number
(CCN), CMS, 8F-ederal Registe8432 September 18, 202@t https://www.cms.gofileszipfy-202 -ippsfr-
tables2-3-4a4b.zip.

Notes: AHW = average hourly wage; CMSCenters for Medicare & Medicaiflervices; IPRSinpatient
prospective paymentystem; MGCRB =Medicare Geographic Classification Review Bp@lB = Office of
Management and Budg&UCA =RuratUrban Commuting AreaSome reclassifications are not mutually
exclusive. For example, a haspg may have two reclassifications simultaneotisip urbanto-rural
reclassification and an MGCRB reclassification to an urban area.

a. N =3,435,from Table Zinal Case Mix Index and Wage Index Table by Ca®v2021,CMS, 8bederal
Registe58432, Septerrdr 18, 2020at https://www.cms.gofileszipfy-2021-ippsfr-tables2-3-4a4b.zip

This column contains figures for FY2021; FY2021 is used to illustrate the scope of reclassifications in a given

year. Thesdiguresmay fluctuate from yeato year.
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b. MGCRB: Process and eligibility criteria from 42 C.F.R. §412-23P.280The proximity requirement for
MGCRSB reclassification is waived for rural referral centers and sole community hospitals (special payment
GHVLIQDWLRQV XQGHU OHGLFDUH ,336 IRU TXDOLILHG KRVSLWDOV WKDW F
rates). MGCRB is located inatute at 42 U.S.C. 81395ww(d)(10).

c. Out-commuting adjustment : Process and eligibility criteria from 42 C.F.R. 8412.83(i-migration
adjustment is located in statuteat 42 U.S.C. §1395ww(d)(13).

d. Rural floor BURFHVY DQG HOLJLE L O LditareFPbgiani biadpital LhRRiedt @ ®spebtide
Payment Systems for Acute Care Hospitals and the Ldregm Care Hospital Prospective Payment System
and Proposed Policy Changes and Fiscal Year 2018 Rates; Quality Reporting Requirements for Specific
Provides; Medicare and Medicaid Electronic Health Record (EHR) Incentive Program Requirements for
Eligible Hospitals, Critical Access Hospitals, and Eligible Professionals; PBagédr Status of Indian
Health Service and Tribal Facilities and Organizationsf<RBeporting and Provider Requirements;
$IJUHHPHQW 7HUPLQ D PedRaDRag¥h T F6HAriu28, 2018. Rural floor is located in statute
at 42 U.S.C. 81395ww Noté Floor on Area Wage IndexPreviously eacted provisions at42 U.S.C.
81395ww(d(8)(C)(iii) and (iv) provide duplicative wage édfloors for certain hospitalshough are
technically separate from the rural floor.

e. Rural-to-urban reclassification : Process and eligibility criteria from 42 C.F.R. 8412.64(b)(3)./Rural
urban reclassifation is located in statute at 42 U.S.C. 81395ww(d)(8)(B).

f.  Urban -to -rural reclassification : Process and eligibility criteria from 42 C.F.R. 8412.103. Utbamral
reclassification is located in statuteat 42 U.S.C. §1395ww(d)(8)(E).

g. A Rural-Urban Commu ting Area , or RUCA is developed by the U.S. Department of Agriculture,
Economic Research Service.

h. Frontier : Process and eligibility criteria from 42 C.F.R. §412.64ccprding to CMS, Montana, North
Dakota, South Dakota, and Wyoming hospitals are réogi frontier adjustments in FY2021. Nevada also
qualifies as a frontier state in FY2021; however, its hospitals currently receive a wage index greater than 1.0.
The frontier adjustment is located in statute at42 U.S.C. §1395ww(d)(3)(E).

Recl as s iHfoil-klat mbass Policies

Hospitals reclassifyincgacnhm naghltdW dhwett hof egaocgmasplfi
he numkirg@)réeattmt e requires the HHS Secretary t
eclassigdogt apwhcgeacidibddee xaddition to statutory
dministratively &pliectddeidtyi onadle pdlaitcuiteosr.y
t i ornesf earrrbeodh d romlaesss SAp p bl ¢ ¢-bh £#s mhe ¢ d i
sedlynthe effect a reclassificat:i
eaherdestination/reclassified are
class h€i ap phiovhndarbiillee s s p ol i ¢ Tab4, leerl

, (2) th
wi.l lustratec

R e
o= oo
85590»5

42 42 U.S.C.81395ww(d) (8] C).
43 CMS, 76Federal Registeb1475.
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Table 4.Reclassification Hold -Harmless Policies

Effect/Type of Reclassification

Hold -Harmless Policy

Statutory Policies

If includinghe wage data of reclassified hospitals woul
reducethe wage index for a[n urbargestinatiorarea by

If includinghe wage data of reclagsifi hospitals would
reducethe wage index for a[n urbardestinatiorarea by
>1%

If includinghe wage data of reclassified hospitals woul
increas¢he wage indexor an urban destination area

If excludinghe wage data of reclassified rural hospitals
would decrease the wage index of the
originatingleographic rurarea

Wage indexof all hospitafs those reclassifiedinto and
those physically locateih the destination geographic
areasd is the wage index of the original hatgs.

Wage index differs for the reclassified hospitals and t
hospitals located in thdestination geographiarea. For
areclassified hospitdie wage index is a blend of (i3
geographiavage indexand(2) the reclassifiedvage
index of the destination geographic aréehehospitals
physically located in the destination geographic area
maintain their wage index withut adjusting/including
the reclassified hospitalwage indg.

Wage indexof all hospitali the destinationarea3
hospitals physically located in the area and those
reclassified into the aredis a blend of thewo
(originating and destination) area wage indexes

Wage index of theoriginating rural aréacalculated by
including the wage index of the reclassified hospitals
if there had been no reclassification out of the rural
area.

Administrative Policies

For urbanto-urban reclassifications, regardless of the
effect

For reclassifications to a rural area

Subject to the applicable staory rules listed above,
the wage index data of the reclassified hospitals are
included for calculating the wage index of both the
destinatiorand theoriginatingeographiareas.

Wage data of reclassified hospitals are included for
calculating the wage index of both thaal destination
area (unless doing so reduces the wage index of the
rural area) and theirbanoriginating/geograplaicea2

Source: CRS analysis of 42 U.S.GL395ww(d)(8)(C), 1395ww(d)(8)(B) 1395ww(d)(10); CMS, 7&ederal
Registeb1476, August 18, 2011; aBd Federal Regist2044.

a. CMS states that theféect ofthis policyis that

rural areas may receive a wage index based on the higher of: (1) Wage data from hospitals
geographically located in the rural area; (2) wage data from hospitals geographically located in
the rural area, but excluding all data assodatgth hospitals reclassifyingut of the rural area

under 8886(d)(8)(B) [42 U.S.C. 81395ww(d)(8HBjal to urban reclassification] or
§1886(d)(10) [42 U.S.C. §1395ww(d)(MBCRB] of the Act; or (3) wage data associated with
hospitals geographicallyclated in the area plus all hospitals reclassified into the rural area.

Al s o, per CMS policy change effective

urban hospital reclassified to a rural

wage index. nkhetatmoerbaalis falwaegae i ndex value

stat @ urwaalg e riesadaeb3ien Sehis report for

floor wage index.

The interaction ehfarrnelcelsass spiofliiccaiteison sa,n dh dblud get

combinatiba
example, até¢é

ofcpeoeassa

hbo8sepdtadsby
reclassifiehatrinolness sa npdo lhiaclide s

 and decreases

the budget
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hospTtealesi ve a benefit-r awilfawi ndge;tortniconmet retd, hbowtpint ad s
receive imem®™¥% a detr

Concerns About the Hospital V

Stakeholder s have raised a numbemeofofcdthesrns a
concerns are summarized bel ow.

Xx Labor Market Gatggepltaatdebnneations can defi
markets too broadly, which can result in a s
with different labor costs. Altermnatively, 1
resulting in differenttWwagemihdPxlaubbuescofadrms

Xx Wage | hddéfThsCwage index formula can result in
wage index values 1in adjacent geographic are
geographic labor market area diwesjing line m
even if the hospitals are relatively c¢close t
found 152 cases of hospitals located within
greater than 0. 10 diffferences in wage index

Xx Vol atA lIgictoy r a@sp hw a gxa rviemdduee can fluctuate from
due to circularity (addressed below) and oth
ncertainty and complexity for hospitals Th
ronounced in geogr ap*hFiocr acexe€adMflwi t h few hosp
ommi s 8 m ® hfgoshhinsd rtohmatone year to the next, wag
hange mndafeort hla%a o f bheotswpbsatmad%Bs 1 fliord 8 % o f
os p®tals

i rculTarei tcy.r r-ebnuti Isty sotmamidhy swagatmaffor mation

ive hosngdutalisanfluence ovePFdhedxampvlne ,waage i n
ospital that moderated its wage increases ¢
eographic ar ear;e wthhiec hh ocsopuiltda Ip r(easnsdu ot her h o
ame geographic areca)® €ConfYarsg bbby, reshasapint dla
as high labor costs may increase the wage i
otentially creating oas tdsi.s i Thahciesn tiinvfel uteon cceo notnr
rsawage index is especially evident 1in area

T T ®uee S0 ) S50 0T e

44 HHS, Office of Inspector Generaignificant Vulnerabilities Exist in the Hospital Wage Index System for Medicare
Paymend, A-01-17-0050Q November 2018, p. 11, https://oig.hhs.gowasteportsfegion141700500.pdf

45 Department of Health and Human Services (HHR®port to Congress: Wage Index RefoR012 at
https://mmww.cms.gowWledicareMedicare Feefor-ServicePaymentAcutelnpatientPPSownloads¥Wage Index-
Reform-Reportto-Congress2012.zip

46 Institute of MedicineGeographic Adjustment

47 AHA, Statementforthe Record of tAenerican Hospital Associationf the Institute of MedicineSeptember 16,
2010,athttp:/mww.aha.orgldvocacyissuedfestimony2010/100916statementage-index.pdf

48 Thomas MaCurdy et aRevision of Medicare Wage Index Final Repattf, Acumen, LLC, April 2009. Based on
FY2005FY2008 Medicare hospital cost report data that do not take into account reclassifications and other
adjustments to wage ingevalues Hereinafter, MaCurdy et aRevision of Medicare Wage Index.

49 Institute of MedicineGeographic Adjustmenpp. 5051.

50 MedPAC,Reportto Congress: Promoting Greater Efficiency in Medicamae 2007, p. 130, at
http://mmw.medpac.godocstiefault sourcefeportsiun07_EntireReport.pdHereinafter, MedP AQReport to
Congress2007.
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X Li mited LThleorc Wdvikesntb as e d oanc rdoisfsf ehroesnpcietsa | s
imursing occupational categories. The OMA do
sKillevels of ot hd&orhesxp mtudrks,ionage wpcactuipoantsi o n s
including mphys iodi avthsom are nowareemployed by

classaifAleld Qtnher Oz tcaPparyi.ons

ugh the as
0 ed above, t hese methods have
are listed below.

Commi s Mead®P AC) stuwngytbomparrent Medicare
alternative met hodologies concluded that

sifiTcadbBdeom amtdenad¢ dst meaddme

Oveand Undercompens\M¢dingaHoshPayad st Advisory

index values in excess of what would accurat

Conversely, hospitals ctomptetndatmeat bryed has csufy
wage ¥ndex.

X Admini strati.héj] Compdeixigyand navigating
reclassificationbharmli¢e¢snstmebhsypmanigs htwidmde
complex for CMS and hospitals

x Overl appi ngWaEgceeiprtdeocnlsa.s s i fications and
overlapaddrtiadnalEoec omph enp laelyl.oMesd iac ahroes pi t al
to hold two reclas=sainf ivearabtainoans rsicrhwmlstsanfd acwmst li x
and an MGCRB reclassif ibcadntwiuvorma It o an wur ban
reclassification permits a hospital to qualdi
available to rural hospitals. The MGCRB
hospital to alsowage lmrsbbanf yartea ttheer hpgthpaoses
a highger iwd®x value.

Xx Nonintuitive | mpactA dwalMerdd clag £s Playmetni o n
described above can have nonndtuitive 1 mpa
Medicare. pEymeaxample, the dual aeclassifi
hos pitatlh trourbalrtbhaoméd lufbanpurposes of qual:i
Medicare special rural payment adjustments
a higher ur®B@MS weasgtei mantdesx3. T hat1i%h) F¥2 02,1435

51 For additional information about tlecupationamix survey, se€€MS, 85 Federal Registeb8432, September 18,
2020beginning on page 58762, aBMWS, “ 2 0 Qc6upational Mix SurveyHospital Reporting Form CM$0079 for
the Wage Index beginningY2019 ~ htgps://mmw.cms.goWledicareMedcare Feefor-ServicePayment/
AcutelnpatientPP®/age Index-Filestems2016OccupationaMix -SurveyHospitatReportingForm-CMS-10079
for-theWagelndex-BeginningFY-2019.html

52 MedPAC,Reportto Congres2007, p. 133135.
53 MedPAC,Reportto Congres 2007, p. 129.

54|n an interim final rule published in FY2016, CMS changed its regulations to allow this double reclassification. CMS
implementedthis change to be consistent with decisions of the U.S. Court of Appeals for the Second and T hird Circuits
that held that hospitals redesignated as rural also may obtain an urban wage index. SE&&ditare Program;

Temporary Exception for Certain Severe Wound Discharges From CertairTLemg Care Hospitals Required by the
Consolidated Appropriations Act, 26; Modification of Limitations on Redesignation by the Medicare Geographic
Classificat i on FeReratRegistel3828Apribi21,"2018 athttps://mww.govinfogovicontentpkgFR-
2016:04-21/pdf/201609219.pdf or CMS guidance aittps://imww.cms.go\Regulationsand GuidanceGuidance/
Transmittals2017DownloaddsR3885CP .pdf

5542 C.F.R.8412.230(a)(5)(ii), ahttps://imww.gpo.govilsysgranuleCFR201 1-title42-vol2/CFR 201 1-title42-vol2-
sec412230.
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I PhS s pidthdwlbdawmal and eirtelcelra sMGAERR ation
rudalrban adjustment

Not withstanding concienr nFsYQWANHtRh,at eul ased ftikat ions
reclassifications resultedswageniadexagé pe® el
ouvccommutdijmg f an@ n 4 % Ifooorr ,r u7r.a3l% ff or r MG @RMBat malndd. 1 % f o
16. 6% ofnmiti efr .

Wage Index Reform

Selected Analyses and Recommendations

Congress and other key sst atkoe htohled eMesd iltaawee chxopslpoirt
that aim to remove the need for reclassificatio
more accuratelynadaedll gictg lhaobsopri tcad st s . Consensus
has mnot matneyr ioafl itzheed . auMhor itative analyses and
wage index were published between 2007 and 2012
In 2007, MedPAC pr opos-etdh ¢ oBuCroenagur eosfs ILaa bnoerw Sstoautri
for wageddaé¢énmnmine MSA and>MeudrPAAC aarlesao waegceo mmedre dke
furtbeEMSiAsn@nd rural aruesamogagegrnadfwlharatgoangr aphi
using -lceovuenlt v eéébJnder dahas change, each county wit
would have i1its own wage index val WSemo oRuhritnlger , M
t ec hitiogueel i minate large differences in wage 1inde
wage ¢eMeldPAQ .also recommended ussngfwhge pdand f
related occupations, such as r e giosrt ehrBeRdS nur s e s

hospsueghs as rehabilitatOMendPALC powmwchudedithhepspp
changes wouldodecrwage itedegx amal a esult in s mall
wage index values betwélen adjoining geographiec

Following the MedcPAAfmiasnsaill ysdd ,s tau dMSissued in 2
despite some limitations, BLS1 iwaabglee itnhfaomr mtalt el ocnu 1
source of wéHewiewfeor mavi it bnise ppoptostad ¥WMeodP AGro ot h
differences in wage index values-cbemimwsenoadgace
study, i1issued in 204d0methbpndddbodled nthtatg MedPRACe ¢

SAHA, “Wage Index Char hthps/wiwahadorgystemiiles/contehtd1il1now t

wgindexchartpk.pdfSee slides 14 and 15.
57 MedPAC,Reportto @ngress2007, Table 63, p.134.

58 MedP AC proposes using countgvel Census data to supplement, not replace, #8&l and statewide rural area
data from the BLS.

59 MedPAC,Reportto Congres2007, p.135.

60 As noted earlier in this reporth& Medicare wage index does not include data of health service pravidersay be
similar to an IPPShospitalich as rehabilitation or psychiatric hospitals with which IPP Shospitals likely compete for
laborin ageographic labor markesee MedP ACReportto Congress2007, p.132.

61 MedP AC,Reportto Congressune 2007p. 144.
62 MaCurdy et al.Revision of Medicare Wage Index.
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accurate representation of a hospitidkbsliaker mar
t seek re®lassifications

In 2012, an Institute of Medicine (now NASEM) s
usih§ Bata but recommended continuing to use th
level. The study suggested, much as the 2007 Me
broader arfrrealyatofd leaclutphat i ons beyonddjjwsstt ilnaggs pit
the wage index f'oommeainP* pateewons kers

HHS submitted its own reform proposal to Congre
Protection and PAfIf.d dl@lalabsl ca Wanmde At [n the wage
proposal, the HHS Secretary proposed using zip

geographic unit for the wage index hmborngnar ket
Based Wage Index (CBWI) centered on where hospi
are located. The report concluded the CBWI meth
reflecttahdobspli twdges than t heP & rrreecnotmmeMSd ende t h o d
appr ac h.

Alt hough CMS has made technical changes to aspe
proposed reforms noted above have not been 1impl
the FY2019 ITPPS prtesp ascecd nmrmelned,a tri eoint ef rraotme &2 0i0 7 t b
“repeal the current wage index system and give t
sys t%Me.d PAC continued to support using wage dat a
availabl eBIltSh;r oaudgohp ttihneg a s moot hing technique to
index values between adjacent geographic areas;
rather than MSA level, ®?among other recommendat.i
More recently, thGe®Odfdakef of tilhes pBepar t ment of

(HHBI G) identified vulnerabilities in the curre:
found accuracy and comptepoenetsd prgbldmsawiThek
reindoncerns that current wage index data do no
to less accurate-Ob&Ggea cicrodreneensd.e dTH d e HBHHS S herpt a
to comprehensively reform the hvoisopuistlayl rweasgeea ricnhde
option of -baa sccodmnwudi®ith g ndEK . al s o recommended ot he
lieu of comprehensive reform, including seeking

X repeals the rural floor wage index adjustmen

X gives the HHS Spemaltiazeg hlhashiotraltsy ttlbat s ubmi
incomplete wage data in the absence of misre

63 MaCurdy et al.Revision of Medicare Wage Index
64 Institute of MedicineGeographic Adjustment

65 HHS, Reportto Congres®lan to Reform the Medicare Wage Indéaquary 25, 2012t https://Aww.cms.gov/
MedicareMedicareFee-for-ServicePaymentAcutelnpatientP P&ownloadsiVage Index-ReformReportto-

Congres2012.zip

6L et ter from Francis. J . Crosson, Me dPAC chair man, t o Seema
1694P , ” June 22 htt@/emwenedpac.podbcsiefaultsourcepublications/
06222018_medpac_2019_ipps_comment_secspdfsh=0. Hereinafter, MedP AC letter, June 2018

67 MedPAC letter, June 2018.

68 HHS, Office of Inspector Generajgnificant Vulnerabilities Exist in the Hospital Wage Index System for Medicare
Paymend, A-01-17-0050Q November 2018, p. 12, https://oig.hhs.gowasfeportsfegion141700500.pdf
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X repeal sharhml ehsosl dprovisions that allow CMS to
index using the wageiflgtanbod howsprnc¢caland haf
that are physically located in the area and

Admi ni stratbovAdAddldelkssyWage Index Dispa

In lieu of comprehensive wagemd nadf xwhiedlbrwsulad
t heenact ment —ebfe gliengniisnlga tiinonFY2020, CMS implemente
index @&Bppeasiftigally, CMS temporarily increased
hospitals with wage index valuesvaigre timelekowad tie
increased from 0.3711 to 0.6083 between FY20109

remained the same in FPY3Rrg6éfier ianFYRODUuI9trdt 93nt
hi4bw wage indax -poagdgesnpex disparity policy.)
temporary policy was to mnmarrow the difference b

As mnoted CaMBSr liimpd stmewd ge index reclassifications
budgeuntral manner. CMS implemented tshmhe ht empor ar
manner. This mea B8 HC MSneeauptprl ai leidt WePSBaacft88oyrmetnot

of alltboopiftsalts increbhospgttiad eb wtatgewma gaext nlfe o
index.'values

69 CMS, “Medicare Program; Hospital Inpatient Prospective Payment Systems for Acute Care Hospitals and-the Long
Term Care HospitdProspective Payment System and Policy Changes and Fiscal Year 2020 Rates; Quality Reporting
Requirements for Specific Providers; Medicare and Medicaid Promoting Interoperability Programs Requirements for
Eligible Hospitals a n8dFederal Redisted2044 Auguste®s 2010 [beepp42826.a 1 s , ”
Hereinafter, CMS84 Federal Registed2044.

0 The wage index disparity policy was implementedin a budgettral manne~CMS adjusted the IPPSbase rate
payment applicable to all IPP S hospital$tsat aggregate Medicare IPPSspending does not increase due to the wage
index disparity policy. CMS84 Federal Registed2044 (see p42331]).

1 The AHA wrote to CMS opposing budget neutrality for the temporary wage index disparity policy. See, AHA, Letter

t o Seema Ver ma, CMS -WillesPi, Medicate ProgramrHospital Inpati®h§Prospective Payment

Systems for Acute Care Hospitals and the Long Term Care Hospital Prospective Payment System and Proposed Policy

Changes and Fiscal Year 2020 RaRagiposed Quality Reporting Requirements for Specific Providers; Medicare and

Medicaid Promoting Interoperability Programs Proposed Requirements for Eligible Hospitals and Critical Access
Hospital: Proposed Rule ( Vol . 9athttps/Meww.ahadrglstemfiletimedias , 2019, ” Ju
file/201906/ahacommentscmsinpatientppsfy-2028proposeerule-6-24-2019.pdf
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Figure 6. Effect of the Wage Index Disparity Policy on Minimum and Maximum
Hospital Wage Index Values
(temporary policy effective for minimum of four years, FY2020 through FY2023)

2.5
1.9343 1.9343 1.9343
2 i - 2
1.5
1
2
05 0.6083 0.609
0.3711
0
FY2019 FY2020 FY2021
=@e=]inimum Wage Index =@e=Maximum Wage Index

Source: &56 DQDO\VLV RI &06 “7DEOH &DVH OL[ ,QGH[ DQG :DJH ,QGH[ 7TDEOH E
for each fiscal year. For FY2019 (Correction Notice), se¢ps://www.cms.goMedicareMedicareFeefor-
ServicePaymenticutelnpatientPPBbwnloadsFY2019CMS 1694 FR Tables2-3-4.zip For FY2020 (Correction

Notice), seehttps://www.cms.goWedicareMedicareFeefor-ServicePaymentAcuteinpatientP P &ownloads/
FY2020FRTables2-3-4.zip For FY2021, sehttps://www.cms.go¥ilesziptables2-3-4aand4b-fy-2021-wage
index-tablesfinatrule-and correction-notice.zip

Notes: FY2019is theyear prior to implementing the temporary wage index disparity policy; FY2020 is the first
year of the temporary wage index disparity policy. The temporary wage index digpatity is scheduled to be
in effect for four years, FY2020 through FY2023.

CMS states that —thfectempofaryapminemum of four

FY20243 intended to give hospitals wighea 1ow wa
Medicare payments to increase employee compensa
would be reflected in future hospital wage inde
calculations and adjustment sn. tAhse at ermepsourlatr,y tphoel i
expires, any tpnacirde awsaegtb aikné’ dhbol stphiet awa ge index calc
going forward. However, hospitals receiving 1inc
temporary policy arcoget rompemsadatti omgnmheasd oa
effects of such a policy are yet to be deter min
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Appendix AMe di care Inpatient Pros
Payment System

Medipaye for most hodmprtals hietndprammtcemintaurtstecors vpiict easl s
under tnhte pmepapéet i ve palyPnPeSnas peycsttievee layl PdPeStgedr mi n
paymemaunt f or .e alcth adcicsocuhnatrsgef or variation in 1o
(including wagesd pgnohespandenstsociatceddseprocedur
mi)x, and other factors.?f8FkeglAfe)ain qualifying ho

Medismar discharge paynbeanste, srivadihet ss wad husatadt byn
wage fi ndgedxh g rrarpichmi cwthh e hhos pittad wthh & blclastgeidt alr
been recl(axysaisfa—<dnhicawd i ght @l e oMeBdiit eedddir dngintohs 1 s
Re 1 aGreodu p-DRMS t o wthii @wrht tiléd hapsss iwgeniegdht ref lect s th
of the aver ageRpGat iTehneti hipnd ett headtt eMShr uv.ally for 1infl

Additional adjustments are made to the IPPS pay
adjust medea sfxatrr @ igin atliogsaattr (@ ittt bsi ef s8direct costs inc
teaching hospitals for graduate me diacyanle netduc at i
to thost¢hhomprtealtsain -ivind ame Ppadmd owes s pitals rece:
adjustment t o hciognhpeern si mfre reambesdttihlleéoov av o 1l ume o f
inpastAidednitt i on ad |l spomayy nbeen tasa de’s p nsqaulad i fmedi malw
technologies.

I PPS payment sr eaalsseod mwary rbeed uicnecd u nrdeelra tceedr tpariong rMen
based ons apadofpimahce on qualeiltayt emde tprriocgsr .a mMEh d &
Hos pital Readmissions RAdguwitricoodh @amdgirtaino,n tRheed uHco
and t he HoBapsiad |l PValcthasing Program.

Certain ho
met hod. E x
ter mecho;§ p)t

chilsdrhemms pttaalk

a or distthheR®S hwnslgagnh aad t wmintast i avre

l s

hosdprel(allds ionrp altoisemitt a(eZhpambiiolaig at i o
chijanaliwdifmg iHos pesald)and disti

r ;hmwm@)p(ctrailtsi cal “access hospitals.

s pi
e mp
ytpby
$

2 As distinguished from, forexample,longe r m care hospitals, psychiatric hospital

73 Prior tothe inpatient prospective payment syst@RP S), Medicare paid for hospital inpatient services based on a
hosp t al’s reasonable cost s, subject to certain |imits.

4 The IPP Baserateis calculated using costs reported by hospitals on the Medicare cost report for the cost reporting
period that ended during the period October 1, 1982, through September 30, 1288 @dhually. Under the IPPS, a
hospital receives two payments, onedperatingexpenses and another fapitalexpenses. Thisreport describesthe

IPP Soperatingpaymentonly. For more oiMedicareSeverity-DiagnosisRelatedGroups(MS-DRGs), see footnot@.

75 Additionally, other hospitals that are exempt from the IPPSand are reimbursed by Medicare under different methods

include hosgalsin Maryland, hospitalsin U.S. territories (with the exception of Puerto Rico), and hospitals of the
Indian Health Service.
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Figure A-1.Medicare Hospital Inp atient Prospective Payment System (IPPS) for
Operating Costs

GEOGRAPHIC ADJUSTMENTS
68.3% of Base 31.7% of Base
Wage Index Rat
X Rate ate
e (Labor Share) (Nonlabor Share) Base Rate
X COoLA [ Adjusted for
+ (if applicable) Geographic
Wage Index 62% of Base 38% of Base Factors
<1.0 Rate Rate
(Labor Share) (Nonlabor Share)

ADJUSTMENTS FOR QUALIFYING HOSPITALS

Base Rate

. . i Value- Readmission
Adjusted for MS-DRG _ G| + Lr;d:jr_ec‘tl ¥ Disproportionate +/ Based - Reduction =
Geographic X Weight — BEEEELEIE ecica Share Hospital - ; -

Education Purchasing Program

Factors

ADJUSTMENTS FOR PATIENT TRANSFERS
Full LOS — Per Case ) New
High-Cost
Payment Rate _L Low-Volume Idgutli;rs Technology
= + Adjustment + Payment + Add-on =
Short LOS + . (if applicable) - . Payment
Dischargedto —» - PerDlteth _t Ll (if applicable)
Other Hospital ayment hate
or Post-acute
Care +
Overall 1% If Hospital Ranks in Lowest
Payment = Quartile for Hospital Acquired
Conditions

Sources: CRS, adapted from th€enters for Medicare & Medicaid Services (CMS), Medicare Learning Network,
Acute Care Hospital Inpatient Prospective PaymentMsyste@ @0, at https://www.cms.go@utreach-and
EducationMedicareLearningNetwork-MLN/MLNProductsDownloadsAcutePaymtSysfctsht.gddndMedicare
Payment Advisory Commission (MedPAEpspital Acute Inpatient Services Payment, 8ctiginer 2020, at
http://mww.medpac.govdocuments/paymentbasics

Notes: For illustraive purposes, this schematic addresses dperatig portion of the IPPS payment; it does not
address thecapitallPPS payment. COLA = cosf-living adjustment (applicable to the nonlabor portion of the
IPPS base payment for IPPS hospitals in Alask&aweii); LOS = length of stay; MBRG = Medicare Severity
Diagnosis RelatedGup.
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AppendixB.Le gi sl ati ve

Hospital Wage Index

Table B-1. Legislative History of the Medicare Hospital Wage Index

Public Law

Summary

Sodal Security Amendments of 19¢B.L.
98-21)

Deficit Reduction Act of 1984P.L. 98
369

Consolidated Omnibus Budget
Reconciliation Act of 1985R.L. 99272)

Omnibus Budet Reconciliation Act of
1987 P.L. 106203)

Technical and MiscellaneougWnue Act
of 1988 P.L. 106647)

Omnibus Budget Reconciliation Act of
1989 (P.L. 101239)

Omnibus Budget Reconciliation Act of
1990 P.L. 101508

Omnibus Budget Reconciliation Act of
1993 P.L. 10366)

Balanced Budget Acif 1997(P.L. 10533)

Balancd Budget Refinement Act of 1999
(P.L. 106113

Medicare, Medicaid, and SCHIenBfits
Improvement and Protection Aadf 2000
(P.L. 106554)

Section601 established the hospital IPPS, includimgage indextat
adjussthe standardizedeimbursementamounts for area
differences in hospital wage leveleflecting the relative hospital
wage level in the geographic area of the hospital compared to the
QDWLRQDO DYHUDJH ReRW&ILING BIIS SadidtdryO
to determine, andpericc LFDOO\ DGMXVW WKH SU
costs that are attributable to wages and wagtated costs.

Section 231@lirected the HHS Secretary to develop a new wage
index that accountsfor fulland parttime wages.

Section9103 delagd implementation of the wage indéw hospital
discharges on or after May 1, 1986.

Section 40056(aHVWDEOLVKHG "/XJDU FRXQWL
adjacent to MSAs meeting certain worker commuting patterns the
are deemed urbap.

Section 8403(alirected the wage index for Lugar counties to be
calculated separately from the adjacent urban area to avoid a
reductionol WKH XUEDQ DUHD-V ZDJH LQGH]
directed the wage index for the rural area(s) to be calculated as if
the Lugar hospitals were not Lugar to avoid a reduction of the rur:
DUHD:V ZDJH LQGH[ YDOXH

Section 6003(hgreated the MGCRB, specified the general proces:
for consideration of reclassifications by the MGCRB, and required
the HHS Secretary to deelop guidelines for rendering MGCRB
decisions. Limited the negative effect from reclassifications to 1%
less in the geographic area to and from which a facility reclassifies
and specified that reclassification may not result in areduction to
anycount-V ZDJH LQGH[ WR D OHYHO EHOR.
that state. Required that wage indexes be updated annually begir
FY1994.

Section 4002(h) further liméid the effect of redesignation on wage
index values for nofredesignated facilities in urban areas.

Section 13501 (bprevented a reduction in the wage index for an
XUEDQ DUHD ZKHUH WKH XUEDQ DUHD -V
rural wage index value.

Section 441@stablished a wage index floor thatis notless than tt
statewide rural wage index value for hospitals located in urban ar

Section 40Jermitted an urban hospital to be treated as being
located in a rural area (i.e., urban-rural reclassification).

Section 304nandated occupational mix data collection and
implementation of an occupational mix adjustmeneetiive October
1, 2004. Established thrgeear duration for MGCRB
reclassifications. Allowed a statewide entity to apply to haveall
geographic areas in the state be classified as a single geographic

Hi story
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Public Law Summary
Medicare Prescription Drug 6HFWLRQ HVWDPOLYEWGRD@ TRGMX VW
Improvement and Mocernization Act of created a onetime appeals process for MGCRB decisions for
2003 (MMAP.L. 108173) hospitals that do not qualify for a reclassification based on distanc

or commuting patternsSection 508 reclassificatiatiew the
temporary reclassification of a hospifedm a low Medicarehospital
wage index geographic atgfar reimbursement purposesp a
nearbygeographic areavith a higher Medicaréospitalwage index,
so that theSection 508 hospitaill receive a higher Medicare
inpatient hospital paymenate.

Tax Relief and Health Care Act of 2006 Section 10&xtended Section 508 hospital reclassifications.

(TRHCA P.L. 109432 Mandated MedPAC study of alternative wage indexes. Directed tl
HHS Secretary to propose revisions to the wage index, taking intc
account the mandated MedPAC study.

Medicare, Medicaid, and SCHIP Extensic Section 117 amended the TRHCA to extend certain Medicare

Act of 2007 P.L. 110173) hospital wage index reclassifications through FY2008. Directed th
HHS Secretary to exted for discharges occurring through
September 30,2008, the special exception reclassifications made
under Medicare and contained in the final rule promulgated by the
HHS Secretary in th&ederal Registem August11, 2004. Amended
the MMA to provide, forpurposes of the reclassification of a group
of hospitals in a geographic area applicable to discharges occurrir
during FY2008, that a hospital reclassified under such act shall n¢
taken into account and shall not prevent the other hospitals in suc
area from continuing such a group for such purposes. Directed th
HHS Secretary, in the case of certain IPPS hospitals, to apply a
certain higher wage index in specified circumstances.

Patient Protection and Affordable Care Section 3137, as modified by Section 10317,amended the TRHC

Act of 2010 P.L. 111148) as modified by other federal law, to extend Section 508 hospital
reclassifications until September 30, 2010, with a special rule for
FY2010. Directed the HHS Secretary to report to Congresslarp
to reform the hospital wage index system. Section 3141 applied ti
budgetneutrality requirement associated wittertain wage index
reclassifications and adjustments at the national level rather than
stateby-state level as proposed by CMS.

Medtare and Medicaid Extenders Act of Section 102 menced the TRHCA as modified by other federal law,
2010 P.L. 111309 to extend Section 508 hospital reclassifications tugh FY2011.

Temporary Payroll Tax Cut Continuation Section 302 mended the TRHCA, as modified {other federal law,
Act of 2011 P.L. 11278) to extend Rction 508 hospil reclassifications for two months
through November 30, 2011.

Sources: Compiled by CR$rom multiple sourcesincludingMedPAC, Congress.gov, amendments to théted
States Coderovided by the US House of Representatives Office of the Law Revision Counsel, and previous
&56 UHSRUWY 7DEOH R1 3 RW H Q3\WWapIndéx et QrHHBSh 2/ an d\WtRer0Séckqks- D U H
RTI International for MedPAC, June 20avhttp://www.medpac.godbcstefaultsourcetontractor-reports/
potentiatrefinementsto-medicares-wageindexesfor-hospitalsandother-sectors.pdféfvrsn, was used as an

initial source.

Notes: This section summarizes Medicare wage index legislation enacted into law. Summaries highlight major
provisions; this is nota comprehensive list of allamendments. HB8partment of Health and Human
Services; IPPS = inpatient prospective payment system; MedPAC = Medicare Payment Advisory Commission;
MGCRB = Medicare Geographic Classification Review Board; MSA = metropolitan statistical area.

a. /X Jpuntiespapplies tothe rurakto-urban wage index reclassification summarizedable 3 of this
report.
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