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Overview



Wage Index

Overview

• Medicare is required to apply an adjustment to payments 

made to hospitals “for area differences in hospital wage levels 

by a factor reflecting the relative hospital wage level in the 

geographic area of the hospital compared to the national 

average hospital wage level” (§ 1886(d)(3)(E) of the Social 

Security Act)

• “Wage Index” is the term used for the measure of a hospital’s 

wage level relative to the national average

• One of many components included in the formula for Medicare 

payments received by hospitals



Example of Wage Index Impact



Wage Index

Overview

• Wage data is reported annually via the Medicare Cost Report 

S-3 worksheet series

• Excludes CAH’s and other exempt providers

• After the cost report is filed there is a review process

• Timetable and deadlines strictly adhered to

• Due to differing cost reporting periods and the review process, 

there is approximately a 4-year lag between the cost report 

data and implementation



FFY 2024 Wage Index Timeline

2020 2021

9/30/2020 

providers file cost 

reports

2/28

2022

Deadline for 

hospitals to 

request 

revisions to 

wage data

9/2

Deadline for 

MAC’s to 

complete desk 

reviews

11/15

2023

1/30

Revised 

wage data 

released by 

CMS

Final wage data 

released by 

CMS

4/28

Today

Jan Apr Jul OctJan Apr Jul OctJan Apr Jul OctJan Apr Jul Oct

12/31/2020 

providers file cost 

reports

5/31

8/31

3/31/2021 

providers file cost 

reports

6/30/2021 

providers file cost 

reports

11/30

10/1

FFY 2024

Wage Data

Effective

Release of 

preliminary wage 

data

5/23



Wage Index

Overview

• CMS applies a methodology to determine adjusted wages and 

hours, based on the final S-3 data

• Wages divided by hours results in the Average Hourly Wage 

(AHW)

• Wage data is aggregated for hospitals which share a 

geographic area as defined by the Office of Management & 

Budget (OMB) – areas are termed Core-Based Statistical 

Areas (CBSA’s)

• CBSA AHW  /  National AHW  =  Wage Index



Example of CBSA Wage Calculation

Provider Wages Hours AHW 

Hospital A 64,100,526 1,235,019 $ 51.90 

Hospital B 137,792,827 2,831,667 $ 48.66 

Hospital C 51,891,917 1,062,413 $ 48.84 

Hospital D 139,377,798 3,023,872 $ 46.09 

Hospital E 42,987,320 930,712 $ 46.19 

Totals 436,150,389 9,083,683 $ 48.01 

 

CBSA AHW $ 48.01  /  National AHW $46.47  =  1.0331  =  CBSA Wage Index



Wage Index

Overview
• Occupational Mix

• Midpoint adjustment factor

• Budget Neutrality

• 25th percentile adjustment

➢Set at 0.8427 for FFY 2023

Additional factors and exceptions:



Wage Index

Overview
• Geographic Reclassification – if eligible, hospitals may reclassify to 

nearby area for wage index

• Urban-to-Rural hospitals (Section 401)

• Out-Migration – add-on adjustment for hospitals located in counties with 
a large number of employees that commute to higher wage areas

• Rural Floor – every hospital in a state receives no less than the statewide 
rural wage index

• Imputed Floor – calculated wage index floor for hospitals in states with 
only urban counties (CT, DC, DE, NJ, RI)

• Frontier States – wage index floor established for hospitals in low-
population density states (MT, ND, SD, WY)

Additional factors and exceptions:



POLL QUESTION
Which of the following is one of the additional factors for Wage Index?



Reporting for
Worksheet S-3 Part II



Reporting for

Wkst S-3 Pt II
• General Ledger

• Payroll File

• AP File

• Physician & Patient Related Occupations

• Related Organization/Home Office Summary, if applicable

• WS A-6 Salary Reclassifications

Data sources for Wkst S-3 Pt II:



Reporting for

Wkst S-3 Pt II

• Report salaries and wages in Column 2 of the worksheet

➢“Worksheet S-3, Part II, (wage index) data are derived from 

Worksheet A; therefore, the proper source for costs for the wage 

index is also the general ledger. A hospital’s current year general 

ledger includes both costs that are paid during the current year and 

costs that are expensed in the current year but paid in the 

subsequent year (current year accruals). Include on Worksheet S-3, 

Part II, the current year costs incurred from the general ledger; that 

is, both the current year costs paid and the current year accruals. 

(Costs that are expensed in the prior year but paid in the current 

year (prior year accruals) are not included on a hospital’s current 

year general ledger; do not include on the hospital's current year 

Worksheet S-3, Part II.)”



Reporting for

Wkst S-3 Pt II

• Several of the lines flow from Worksheet A, Column 1 salaries 

reported

• Reclassification of Salaries to be reported in Column 3 – flows 

automatically for the applicable lines based on Worksheet A-6 

entries

• Column 4 - calculated



Worksheet S-3 Part II



Reporting for

Wkst S-3 Pt II

Line 2 – Non-physician anesthetist part A

• Enter salaries AND/OR contracted dollars

• Only applicable for rural hospitals that have been granted CRNA pass 
through

• Exclude expenses incurred not related to labor, e.g., equipment, supplies, 
travel expenses

Line 3 – Non-physician anesthetist part B

• Report any salaries included on line 1 where the services were subject to 
the fee schedule and paid under Part B by the contractor



Reporting for

Wkst S-3 Pt II

Line 4 – Physician-Part A - Administrative

• Enter Part A administrative salaries, including Medical Director administrative 
salaries

• Reasonable ER physician availability cost

Line 4.01 – Physician-Part A - Teaching

Line 5 – Physician and Non-Physician Part B

• Report salaries for physician, physician assistant, nurse practitioner and clinical 
nurse specialist on-call salaries – any salaries associated with services that are 
billable under Part B

• Include physician salaries for patient care services reported for rural health 
clinics (RHC) and FQHCs included on lines 88 and/or 89

Line 6 – Non-physician – Part B for hospital-based RHC and 
FQHC Services



Reporting for

Wkst S-3 Pt II

Line 7 – Interns & Residents (in an approved program)

• Salaries flow from Worksheet A column 1

Line 7.01 – Contracted Interns & Residents (in an approved 
program)
• Report only the personnel costs associated with these contracts (i.e., exclude the 

cost of supplies, travel expense, etc.)

Line 8 – Home office and/or related organization personnel

• Only report salaries that are included on Line 1

Line 9 – SNF
• Salaries flow from Worksheet A column 1



Reporting for

Wkst S-3 Pt II

Line 10 – Excluded Area Salaries

20 Nursing School

23 Paramedic Education Program

40-42 Subproviders

45 Nursing Facility

45.01 ICF

46 Other Long-Term Care

94 Home Program Dialysis

95 Ambulance Services

98 Other Non-reimburseable

99 CMHC

99.10 CORF

100 I&R Services Not Approved Program

101 Home Health Agency

105-112 Organ Acquisition

114 Utilization Review SNF

115 Ambulatory Surgery Center

116 Hospice

190-194 Non-reimburseable Cost Centers



Worksheet S-3 Part II



Reporting for

Wkst S-3 Pt II

• Report paid hours in Column 5 of the worksheet

➢ “The source for paid hours on Worksheet S-3, Part II is the provider’s payroll 

report. Hours are included on the payroll report in the period the associated 

expense is paid. Include on Worksheet S-3, Part II, the hours from the current 

year payroll report, including hours associated with costs expensed in the 

prior year but paid in the current year. The payroll report time period must 

cover the weeks that best match the provider’s cost reporting period. (Hours 

associated with costs expensed in the current year but not paid until the 

subsequent year (current year accrual) are not included on the current year 

payroll report; do not include on the hospital’s current year Worksheet S-3, 

Part II.). Although this methodology does not provide a perfect match between 

paid costs and paid hours for a given year, it approximates a match between 

costs and hours.”



Reporting for

Wkst S-3 Pt II

• Payroll report based on pay date (if bi-weekly should have 26 

periods)

• Perform an analysis of Worksheet A Salaries vs Payroll Salaries

• Calculate a reclass of hours for any areas with Wkst A-6 salary 

reclasses

• Any line with salaries reported should have hours reported 

• Utilize earn code / pay code to identify paid hours in the payroll 

report

➢ Assign all codes as include or exclude, i.e., no “unknown” codes



Reporting for

Wkst S-3 Pt II

INCLUDE:

• Regular Hours

• Overtime Hours (counted at 1x)

• Holiday Hours

• Vacation / Sick Leave

• PTO Hours

• Jury Duty

• Bereavement

• Hours associated with Severance Pay



Reporting for

Wkst S-3 Pt II

EXCLUDE:

• Bonus Hours

• Shift Differential Hours

• Overtime Hours at 1.5x or 2x (i.e., remove the time in excess of 1 hour)

• On-call hours

• PTO buy-out / buy-back hours

• Hours associated with capitalized salaries

• Unpaid medical leave



Home Office Reporting for S-3 Pt II



Contract Labor



Contract

Labor

• Only contract labor costs reported on the hospital’s trial 

balance and, therefore, on Worksheet A, column 2

• Must be grouped on the corresponding cost center line on 

Worksheet A

• Report only personnel costs associated with the contract, 

exclude cost for equipment, supplies, travel expenses, and 

other miscellaneous or overhead items (non-labor costs)

• Contract labor in SNF and excluded areas should be excluded 

from reporting



Contract

Labor

• The minimum requirement for supporting documentation is the 

contract itself; attestations or declarations from the vendor or 

hospital are not acceptable

• If the wage costs, hours, and non-labor costs are not clearly 

specified in the contract, other supporting documentation is 

required, such as a representative sample of invoices that 

specify the wage costs, hours, and non-labor costs

• If hours cannot be accurately determined, the contract labor 

costs must not be included in the wage index



Contract Labor Lines for S-3 Pt II



Contract

Labor

Line 11 – Contract Labor: Direct Patient Care

• Services under contract for direct patient care

• Typically includes nursing under contract/agency, 
RT/PT/OT, pharmacy and lab, clinic lines, etc.

• Exclude Part B services 

• Exclude costs associated with overhead areas (e.g. clinical 
social worker services)

• Include costs for contract CRNA and intern and resident 
services (these costs are also to be reported on lines 2 and 
7.01, respectively)



Contract

Labor

Line 12 – Contract Labor: Top level management and other 
management and administrative services

• Top level management – CEO, CFO, COO, CNO

• Examples of other M&A – department directors, administrators, managers, 
ward clerks, medical secretaries

Line 13 – Contract Labor: Physician Part A - Administrative

• Part A Physician services under contract, excluding Teaching

• Reasonable ER physician availability cost

• Reported dollars and hours must be supported by the contract and/or time 
studies

• Exclude costs associated with services for excluded areas



Contract

Labor

Line 28 – Administrative & General under contract

• Report contract services included on Worksheet A, Line 5 (and subscripts)

• Examples of services to include:

➢ Legal

➢ Accounting

➢ Consulting

➢ Purchasing Services

➢ Information Technology

➢ Data Processing

Line 33 – Housekeeping under contract

Line 35 – Dietary under contract



POLL QUESTION
True or False: Medicare cost report preparers should rely on FTE columns in payroll reports 
rather than examining earn codes.



Wage-Related Costs
Review/Assessment



Wage-Related

Costs

Review

• Wage-Related Costs (i.e. employee benefits) are reported 

on itemized lines on Worksheet S-3, Part IV

• “Core” costs are reported on lines 1-24

• For cost reporting periods beginning or after October 1, 

2015 do not report “Other than Core” wage-related costs 

on Line 25

• The total of the itemized lines is added into the “Wage-

Related Costs” section of Part II and included in the AHW 

calculation



Wkst S-3 Pt IV Wage Related Costs



Wage-Related

Costs

Review

Line 4 – Defined Benefit Plan / Pension generally requires 

additional adjustment to the GL amounts

• Pension cost must be reported on a cash basis of contributions made 

under the plan

• Average annual contributions for a 3-year period: current cost reporting 

year plus the two prior cost reporting years

• Prefunding installment costs for FFY 2013 – 2022

• Worksheets are provided by CMS for proper calculation of pension cost 

and prefunding, as applicable



Wage-Related

Costs

Review

Allowable health insurance costs include:

• Line 8.01 Self Funded without a TPA

➢ Costs the hospital incurs in providing services to employees (reduce charges to cost)

➢ Costs associated with patient care for employees at other, unrelated health providers

• Line 8.02 Self Funded WITH a TPA

➢ Costs incurred by the administrator for patient care delivered to employees either at the 

hospital or other, unrelated health providers

➢ For domestic claims (employee visits employer hospital), payments made must be 

discounted from full charges and must not exceed what the hospital receives from 

commercial insurers

➢ “Hospitals cannot claim additional net wage-related costs for employee claims not fully 

reimbursed by the TPA payment”

• Line 8.03 Purchased Health Insurance

➢ Cost of premiums paid on behalf of employees

• Health-Related Services – employee physicals, flu shots, etc.



Wage Related Costs - Allocation



Wkst S-3 Part III – Wage Index Summary



Occupational Mix



Occupational

Mix

• CMS required to collect occupational mix data from hospitals that 
are subject to wage index reporting

• Survey must be completed by hospitals every 3 years

➢ Most recent survey was for CY 2019

➢ CY 2022 survey projected to be due in July 2023

• Purpose is to control for the effect of hospitals’ employment choices 
on the wage index

• The “mix” or “blend” of staffing decisions varies between hospitals 
and impacts the overall wage index, therefore the occupational mix 
applies additional adjustment

• Occupational categories derive from the Bureau of Labor Statistics 
(BLS)



Occupational Mix
• Payroll data should include Job Code/Description

➢ May be necessary to obtain clarification from Nursing Administration or other 

hospital personnel

• Exclude non-paid hours in the same manner as Wage Index

• Assign wage and hours to the following areas:

➢ Registered Nurse

➢ LPN’s and Surgical Technologists

➢ Nursing Assistants

➢ Medical Assistants

➢ All Other

• Wage data for NRCC’s and excluded areas should be maintained separately



• Only wage data associated specifically with patient care cost 

center lines should be assigned to the four nursing categories:Occupational Mix



Occupational Mix Calculation



POLL QUESTION
Wage Related Costs from S-3 Pt IV Line 24 could be allocated to any 
of the following lines EXCEPT:



Recent Updates



Top 10 AHW Increases for 2023



Top 10 AHW Decreases for 2023



Recent

Updates

Imputed Floor

• Background: From FY 2005 through FY 2018, CMS calculated 
and applied an imputed wage floor applicable to hospitals in 
all-urban states (no rural counties)

• American Rescue Plan Act of 2021 brought back the imputed 
floor for FY 2022 and subsequent years

• Non-budget neutral



Recent

Updates

Changes in Rural Floor Calculation

• Background: Beginning in FY 2020, CMS implemented a policy 
to exclude the wage data of hospitals that had reclassified 
from urban to rural (under § 412.103), from the calculation of 
the wage index rural floor

• In light of the district court case Citrus HMA, LLC, d/b/a Seven 
Rivers Regional Medical Center v. Becerra, and other input, 
CMS finalized a reverse in policy and will INCLUDE the wage 
data of such hospitals in both the rural wage index and the 
rural floor



Recent

Updates

Cap on Wage Index Decreases

• Beginning in FY 2023, CMS will apply a 5% cap on any 
decrease in a hospital’s wage index from the prior year to the 
current year (i.e. in any given year a hospital’s wage index 
value will not be less than 95% of the prior year wage index)

• Example:



Questions?
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Email update@besler.com to tell us how we can help your reimbursement team!

Easy Work Papers is a software solution that automates the majority of the preparation for hospital cost reports and 

supporting workpapers.

Cost Report Preparation is an end-to-end service that includes completion and submission of the cost report to a 

hospital’s specific Medicare Administrative Contractor.

Cost Report Reviews can fix common errors allowing hospitals to receive corrected payments without having to wait 

for final settlement of the Medicare Cost Report.

Medicare Cost Report Reviews and Preparation Disproportionate Share Reviews (DSH)

S10 Review and Refiling Medicare Geographic Classifications

Wage Index Opportunity and Analysis Medicare Appeals and Regulatory Analysis

Reimbursement Technology Organ Acquisition
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