ESTABLISH STABILITY AND EQUITY AMONG
MEDICARE HEALTH CARE PROVIDERS IN
APPLICATION OF THE WAGE INDEX

ISSUE: Since the inception of the Medicare per visit cost limits, home health payment
rates have been adjusted to reflect varying wage levels across the nation through the
application of a wage index. This payment rate adjustment continues under the Medicare
home health prospective payment system (PPS), which was implemented October 1,
2000. However, the wage index that has been utilized by the Centers for Medicare &
Medicaid Services (CMS) has been based upon wages within hospitals across the nation.
This index is derived from data that explicitly excludes any home health services costs.
An attempt some years back to create and utilize a home health-specific wage index
failed due to the unavailability of reliable wage data. The hospice wage index also is
based upon hospital wage data.

While the home health payment rates are based upon the application of a hospital
wage, the index utilized and its manner of application is significantly distinct from that
utilized relative to hospital services payment rates. Of particular concern is the fact that a
hospital may secure a geographic reclassification for application of the wage index by
establishing that the hospital draws on an employment pool different from the
geographical area to which it would otherwise be assigned for its wage index level.
Home health agencies and hospices are not authorized to secure a wage index
reclassification. As a result, a hospital may compete for the same health care employees
as a hospice or home health agency but be approved for a relatively higher payment rate
through the wage index reclassification. Additionally, Congress has established specific
wage index criteria for certain geographic locations. However, these criteria apply only
to hospitals. Hospitals also are provided extra protection against losses due to dramatic
drops in their wage indices by a provision imposing a “rural floor” under which no
hospital’s wage index can fall below the state-specific rural wage index.

Finally, home health agencies and hospices are not afforded any type of stop-loss
protections. As a result, changes in area wage indices from year to year are sometimes
dramatic, and always difficult to plan for. For example, in recent years one area of Texas
underwent a 12 percent drop in its wage index value one year, and a 14 percent increase
the next year.

On a related note, concerns are on the rise that the home health PPS case-mix
adjuster has proven difficult to refine sufficiently so that agencies are appropriately
reimbursed for care. Refinement to the home health wage index calculation method
could help in this regard.

During 2007 the Medicare Payment Advisory Commission (MedPAC)
recommended to Congress that it give authority to the Secretary of the Department of
Health & Human Services to fashion a new system for calculating the wage index for
hospitals as well as several other providers, including home health. MedPAC’s
recommendation would base the wage indices for all providers on a different data set than



the one currently in use by Medicare. In doing so, it also would eliminate any need for
geographic reclassifications and the rural floor. No legislative action has been taken as
yet in response.

RECOMMENDATION: Congress should authorize Medicare to implement and apply
a wage index model in line with the system recommended by MedPAC. Otherwise,
Congress should allow hospices and home health agencies to obtain a geographic
reclassification for wage index purposes in a manner comparable to that available to the
hospitals or to allow reclassifications automatically when a hospital in the geographic
locale of the hospice or home health agency receives a reclassification. Additionally,
Congress should enact legislation that limits a home health agency’s loss of income due
to a dramatic shift in the agency’s wage index (for example, limit the drop in any
agency’s wage index from one year to the next to 2 percent). Finally, Congress should
extend to all providers protections that ensure that no entity’s wage index falls below the
rural wage index value in that state.

RATIONALE: In today’s health care environment, health care providers of all types
compete for employment of the same personnel. The adjustment of Medicare payment
rates intended to reflect variations in wages across the nation should be consistent across
all provider types. With increasing shortages of health care personnel, unequal wage
index adjustments for health care providers in the same geographic region results in an
uneven and discriminatory distribution of the employment pool of personnel. Further, in
recent years some agencies have experienced dramatic increases and drops in their wage
indices. This degree of “swing” in reimbursement can have a significant impact on an
agency’s financial viability.



