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SECTION 1   |   THE COURT CASE THAT CHANGED EVERYTHING

Bridgeport Hospital v. Becerra (D.C. Cir. 2024)
What the court said — in plain English

The Setup
CMS (Medicare's administrator) decided low-

wage hospitals were stuck in a "downward 

spiral" — low pay → low wage index → less 

Medicare money → can't raise pay. So in 

2019, CMS boosted the wage index for the 

bottom 25% of hospitals, funded by a 0.2% 

cut to everyone else.

The Lawsuit
Higher-wage hospitals sued: "Congress wrote 

the formula in the law. You can't rewrite it by 

policy." The D.C. Circuit agreed — Medicare 

statutes are "longer than many books" and 

Congress "spoke precisely." CMS 

overstepped.

The Result
July 2024: Policy vacated. October 2024: 

CMS removed the low-wage boost. ~849 

low-wage hospitals (including ALL Puerto 

Rico hospitals) lost the supplement. All PR 

hospitals and some mainland hospitals are 

under the transitional wage index (annual 5% 

decrease from prior year effective FFY 2025). 

A permanent fix now requires an Act of 

Congress.

"Congress speaks with remarkable specificity. The Medicare wage index must be anchored to survey data — not redistributed by agency policy."  — D.C. Circuit, 2024
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FFY 2020 through FFY 2024 Enhanced Wage-Index and 
Geographic Adjustment Factor (GAF)

Enhanced Wage-Index

For those Core Based Statistical Area (CBSA) 

wage index below the 25th percentile:

Enhanced Wage Index = Average of the CBSA 

Wage Index and 25th Percentile Example:  

CBSA Wage Index = 0.3601

25th Percentile = 0.8667

Enhanced Wage Index = (.3601+.8667)/2 

Enhanced Wage Index = 0.6134

GAF Adjustment
Applies to the Capital Component of the 

Base Rate

GAF = Wage Index^(0.6848)

GAF = 0.6134^(.6848) = 0.7156

Payment Error Avoided

In FFY 2026, CMS was using the hospital cost 

report wage index instead of the transitional 

wage index to calculate the GAF adjustment. 

This caused the GAF factor to be understated 

which would have resulted in lower 

Medicare FFS payments to hospitals and 

would impact the MA AGA factors. PHG 

worked with CMS to correct this error.

"
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SECTION 2   |   HOW MEDICARE CALCULATES YOUR HOSPITAL'S PAYMENT

The IPPS Formula — Simplified

Base Rate

Operating Component 

$6,752.61

× DRG Weight

(Severity of
Illness)

e.g. 1.8

× Wage Index + Add-ons

(IME, DSH,
Outliers)

Variable

= PAYMENT

Per Discharge

National Average Hospital  (Wage Index: ~1.0)

Operating Base (Labor portion) 62% × $6,752.61 = $4,186.62

× Wage Index × 1.00

Wage-adjusted Operating Labor = $4,186.62

+ Operating Base Non-labor (38%) 38% x $6,752.61 = $2,565.99

Total DRG Payment ≈ $7,276.76 (at DRG weight 1.0)

Puerto Rico Hospital  (Wage Index: ~0.34)

Operating Base (Labor portion) 62% × $6,752.61 = $4,186.62

× Wage Index × 0.34

Wage-adjusted Operating Labor = $1,423.45

+ Operating Base Non-labor (38%) 38% x $6,752.61 = $2,565.99

Total DRG Payment ≈ $4,241.03 (at DRG weight 1.0)

Puerto Rico receives ~42% LESS per discharge than the national baseline 
for the same diagnosis — driven entirely by the Wage Index. The Low
Wage Index Policy reduced the payment disparity for low wage hospitals.

Capital Component 

$524.15

Operating Labor

× COLA

Operating Non-Labor

× GAF
Capital Component 

× COLA × 1.00

COLA-adjusted Operating Non-Labor = $2,565.99

Capital Component = $524.15

× GAF Adjustment Wage Index^(0.6848) =  1.00

GAF-adjusted Capital Component = $524.15

× COLA × 1.00

COLA-adjusted Operating Non-Labor = $2,565.99

Capital Component = $524.15

× GAF Adjustment Wage Index^(0.6848) =  0.48

GAF-adjusted Capital Component = $251.59



SECTION 3   |   PUERTO RICO METRO AREA HOSPITALS — WAGE INDEX DATA

The Lowest Wage Indexes in the Nation — Right Here

Hospital / Area CBSA FY2026 Wage Index vs. National Avg (1.0) PR Hospital Revenue Compared to 
National Levels at DRG weight 1.0 
(millions)*

San Juan – Bayamón CBSA (Metro) 41980 0.5536 −44.6% ~($394M–$436M) less

Arecibo CBSA 11640 0.5468 −45.3% ~($28M–$31M) less

Aguadilla–Isabela CBSA 10380 0.5426 −45.7% ~($13M–$14M) less

Ponce CBSA 38660 0.5426 −45.7% ~($69M–$76M) less

Mayagüez CBSA 32420 0.5426 −45.7% ~($64M–$70M) less

Guayama 25020 0.5566 −44.3% ~($14M–$15M) less

COMPARATOR: San Francisco CBSA 41884 1.6917 +69.2% N/A (premium)

*Estimates are based on FY 2024 cost report discharges +/- 5%. These figures include Medicare, Medicaid, and Commercial Discharges.

Every Puerto Rico hospital ranks in the bottom 2% of all U.S. wage index values. This is not an outlier — it is systemic.



SECTION 4   |   THE SELF-INFLICTED WOUND — INCOMPLETE COST REPORTS

How Hospitals Undermine Their Own Wage Index



SECTION 5   |   THE RIPPLE EFFECT — MEDICARE ADVANTAGE BENCHMARKS

Low Wage Index → Low MA Benchmarks → Low MA Rates for All Hospitals

Low Wages

Reported
on Cost Reports

Low Area

Wage Index
(~0.34 PR)

Low FFS

Medicare
Hospital Base Rate

Low MA

County
Benchmark

Low MA Plan

Payments to
Hospitals

How MA Benchmarks Work

Medicare Advantage county benchmarks, the 

maximum CMS can pay MA plans, are calculated 

from the Medicare FFS US Per Capita Cost adjusted 

for a number of variables.  One of which is the 

Average Geographic Adjustment (AGA). Because 

FFS spending in Puerto Rico is suppressed by the 

low wage index, the MA benchmark is structurally 

lower. Plans then pay hospitals relative to this 

lower starting point.

The Double Penalty

Puerto Rico hospitals suffer the wage index 

penalty twice: once in Traditional Medicare (direct 

IPPS payment reduction) and again in Medicare 

Advantage (lower benchmark → lower negotiated 

rates from plans). Over 60% of Medicare-eligible 

Puerto Ricans are enrolled in MA plans, amplifying 

this effect.

What This Means in Dollars

A fair wage index of 0.65 (still below national 

average) would increase Puerto Rico's county FFS 

benchmark, improving MA plan bids and hospital 

contract rates. Relative to a wage-index of 0.34, a 

minimum wage-index of 0.65 would increase 

Puerto Rico's hospital base rate by 33.8% or $426 

million based on FY 2024 hospital cost report 

discharges.



S E C T I O N  5   |   W H A T ' S  H A P P E N I N G  I N  P U E R T O  R I C O

Calendar Year 2021 through Calendar Year 2025 AGA 
Factors

CY 2021 – CY 2025 AGA Factor Calculation Bridgeport v Becerra Impact on the AGA Factor

5 - Ye ar  B as e Per i o d  Me dicare Pa rt  A  and Part  B e xpens es are r epriced 
using the latest wage index to determine the AGA factor for each bid year.

The transitional wage index began in FFY 2025. This reduced the wage index for 
Puerto Rico hospitals by 5% from FFY 2024 to FFY 2025. There was an additional 5% 
reduction from FFY 2025 to FFY 2026.

M A B enc hm ar k s  Due to enhanced wage indices, the AGA factors were enhanced 
from CY 2021 through CY 2025 resulting in higher MA benchmarks in Puerto Rico.

The average AGA factor decreased by 2.81% from CY 2025 to CY 2026. The AGA 
factor is expected to continue to decrease from CY 2026 to CY 2027 for Puerto Rico 
due to the continued reduction in the hospital wage index. 

M A Pr e mi um   MA plans are paid their bids plus Medicare rebates with risk 
adjustment. MA bids should take into consideration the enhanced wage index 
allowing plans to draw down additional funding which can be used to pay hospital 
providers at more equitable levels.

Due to lower AGA factors, the MA benchmarks are expected to continue to decrease 
leaving less room for MA supplemental benefits funded by Medicare rebates.

Ho sp i ta l Wa g es  Hospitals can use the additional funds to pay healthcare workers a 
higher wage to maintain the higher wage index and MA benchmarks in PR. This 
encourages healthcare workers to remain in Puerto Rico.

Administrative Cost and Underwriting Gain are developed as a percentage of 
premium. Lower premiums results in less Admin and UW gain.

Based on the FFY 2026 enhanced wage-index, ranging from 0.5426 to 0.5580, and the national average hourly wage of $57.86/hour, this would allow Puerto 
Rico hospital providers to pay their staff an average hourly wage of $31.40/hour to $32.29/hour.
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Calendar Year 2020 through Calendar Year 2026 AGA Factor 
Development Repricing (millions) – Inpatient Hospital

MA Bids?
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Calendar Year 2020 through Calendar Year 2026 AGA Factor 
Development Repricing (millions) – Outpatient Hospital
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Puerto Rico vs US Non-Puerto Rico AGA Factors
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Puerto Rico Wage-Index without Enhancement



SECTION 6   |   POLICY SOLUTIONS ON THE TABLE

Where Do We Go From Here?
Since Bridgeport eliminated administrative fixes, the path forward runs through Congress and ASES.

Legislative HIGH

Congressional Wage Index Floor for Territories

Amend 42 U.S.C. §1395ww(d)(3)(E) to establish a statutory minimum wage index 

floor for Puerto Rico and other U.S. territories. Bills have been introduced in prior 

Congresses (e.g., Consolidated Appropriations Act provisions). Bipartisan support 

exists. 

Administrative (CMS) MEDIUM

Special Geographic Exception for Island Territories

CMS could propose a rulemaking under §1395ww(d)(5)(I) (the exceptions 

provision upheld post-Bridgeport for narrow adjustments) to recognize Puerto 

Rico's unique geographic labor market distortion — an island economy 

structurally decoupled from mainland wage dynamics — rather than treating it as 

simply a "low-wage area."

Cost Report / Advocacy NOW

Maximize Wage Index Through Better Data Submission

Hospitals should not wait for policy change. File corrected cost reports, fully 

document all compensation and benefits on Worksheet S-3, pursue rural 

reclassification where eligible, and coordinate regionally to ensure the Puerto 

Rico CBSA average hourly wage reflects true labor costs. Collective undercounting 

harms all PR hospitals.

Legislative HIGH

Advocate for a COLA Adjustment

Hawaii and Alaska receives a COLA adjustment of 1.22 to 1.25 which is applied to 

the Operating Non-Labor Component. Assuming a wage-index of .34, a COLA 

adjustment of 1.25 would increase Puerto Rico's FFY 2026 hospital base rate by 

15.1% or $191 million using FY 2024 hospital cost report discharges.
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How APR-DRG Implementation Mirrors LWI Policy
A Legal Precedent Framework: What Bridgeport Teaches Us About Rate-Setting Authority

BRIDGEPORT v. BECERRA  (LWI Context) ASES APR-DRG  (Base Rate Context)

M E C HAN I S M   CMS used administrative discretion to redistribute wage-index funds 
— boosting low-wage hospitals by cutting payments to others — without 
Congressional authorization.

ASES used MCO historical payment data (incl. non-contracted discounts) to set 
permanent hospital-specific base rates, without a uniform statewide actuarial 
standard.

WH O  B EN EF I TS   Low-wage hospitals (~bottom 25th percentile) received a 
supplemental boost funded by a 0.2% reduction applied to all higher-wage 
hospitals.

Hospitals with established MCO contracts and higher historical rates were locked 
into advantaged positions; newer or non-participating hospitals penalized.

TH E F L AW  D.C. Circuit: Congress wrote the wage-index formula with "remarkable 
specificity." CMS lacked authority to redistribute funds through policy alone.

No rational actuarial basis exists for using non-contracted discount payments as 
the permanent baseline. Methodology not fully disclosed; no Limited Fluctuation 
Credibility or Bühlmann credibility applied.

" TR AN S I TI O N "  P R O M I S E   CMS acknowledged harm to low-wage hospitals and 
offered a transition: wage-index reduction capped at 5%/year through ~2036.

ASES labeled FY2026 a "transition year" — implying October 2026 correction. The 
structural incentive to preserve status quo rates remains unchanged.

Key Question: Bridgeport showed that we cannot implement payment fixes that disadvantage other parties without legislation or rational basi s. Does the APR-DRG 
methodology meet that standard?
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S u m m a r y  &  C a l l  t o  A c t i o n

The Fix Is Known.

The Will Must Follow.
The problem is structural

Puerto Rico's wage index of ~0.34 is not the result of poor management — it is the mathematical output of a formula applied to a territory with a 

disadvantaged economic history.

Bridgeport closed the administrative door

CMS cannot fix this by policy. Congress must act. Every year of inaction costs Puerto Rico hospitals hundreds of millions in Medicare and MA revenue.

Cost reports are within our control

While we wait for legislative change, hospitals must ensure accurate wage data submissions. This is immediate, actionable, and requires no external 

approval.

ASES must correct its course!

The island's Medicaid needs to follow actuarially sound APR-DRG rate schedule and best practices as seen in other states.

Professional Hospital Guaynabo  |  Puerto Rico Healthcare Conference 2026

MA Plans should take into consideration the latest Medicare FFS Fee Schedules when developing MA Bids

The federal funding is available to maintain the enhanced wage-index and AGA factors but only if the MA plans take action.



camarapr.org #CamaraComercioPR
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