REPORT: Medicare Physician Fee-For-Service Payments:
Adjusting for Variation in Geographic Practice Costs

and Challenges for Hawai'‘i

PROJECT SUMMARY

Medicare uses a formula to calculate certain physician reimbursements that, according to this analysis from the University of
Hawai‘i Rural Health Research and Policy Center (UH RHRPC), does not accurately reflect the geographic and economic
circumstances unique to Hawai‘i. Such undervaluing of physician work contributes to significant health provider shortages. Alaska,
the only other non-contiguous state, receives a special adjustment of 1.5 for its Physician Work (PW) Geographic Practice Cost
Index (GPCI) (compared to the national average of 1.000) while Hawai‘i has no such similar adjustment despite significant statutory
and regulatory precedents for treating non-contiguous states alike. This report provides policy options to address this discrepancy,
particularly for Congress or CMS to provide a 1.5 PW GPCI to the Medicare Hawai‘i fee schedule locality for parity with Alaska.

BACKGROUND THE FORMULA®
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There have been longstanding concerns that
Medicare payments do not reflect Hawai'i's very high
cost of living and geographic isolation.

PW GPCI FAILING HAWAI'I

® Unlike Alaska (the only other non-contiguous state),
which benefits from a statutory 1.5 floor for its PW
GPCI,' Hawai‘i remains at the national average
(1.000),2 resulting in comparatively lower
reimbursement for the same services.

In 2023, Hawai‘i had the highest cost of living in the country,*®
a shortage of 768 physicians (21% of total need),® and
unique challenges as a non-contiguous state. However, as
shown below, the PW GPCI formula is flawed for Hawai'i.

@ There are significant statutory and regulatory

. ) . The PW GPCl is calculated using wages of 9 proxy professions,’
precedents for treating non-contiguous states alike.

which are compressed in Hawai'i and do not accurately reflect
the cost of living in the state.® This graph shows our analysis of
RHRPC REPORT the difference in every state’s GPCI adjustment® compared to
regional price parities,® which measure average prices in each
state. Hawai‘i has the highest negative difference between
adjustment and prices (in orange) at one end of the graph.

@ Background and Context: Explains the PFS payment
method, the role of the GPCI in adjustments, and the
history and statutory foundation of the PW GPCI.
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PW GPCI Methodology: Details how the index is
calculated, including the 25% adjustment limit, use
of proxy professional wages, and reliance on Bureau ¥ -

of Labor Statistics (BLS) data. H awa I I

® Challenges for Hawai‘i: Analyzes how the PW GPCI IIIIIIIIIIIIIIIIIIIIII“ )
undervalues physician work in Hawai', highlighting — il g
the gap between cost of living and reimbursement IIII“

rates, and comparing Hawai‘i's wage—cost
relationship to other high-cost states.
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Policy Options: Strategic and actionable policy
options are presented, which are also outlined below.

POLICY OPTIONS PRESENTED BY RHRPC

Congress could pass the Protecting Access to Care in Hawai'i
(PATCH Act) (H.R. 3263/S. 1624), which would provide parity for non-
contiguous states by adjusting the Physician Work Geographic
Practice Cost Index (PW GPCI )for Hawai'i to a 1.5 floor in line with
Alaska’s existing floor.

Through regulation, the Centers for Medicare and Medicaid Services (CMS)
could ensure parity between non-contiguous states by providing Hawai'‘i
with a 1.5 PW GPCI floor (by directly adjusting its GPCI or by adding Hawali'i
to the Alaska fee schedule locality).

CMS could incorporate cost of living through congress could enact a statutory change to
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locality and/or nationally. cost of living disparities in these areas.

contact us at rhrpc@hawaii.edu to learn more!
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Hawai‘i-Wide
Rural Health Landscape

Through a literature review and stakeholder

engagement, RHRPC is exploring rural
health care in the state to highlight policy
options for improving cancer care,

telehealth access, behavioral health care,
emergency medical services, cardiac care,
health workforce, and inter- and off-island
transfers.

Workforce Shortages

RHRPC is assessing the appropriateness of
national Health Professional Shortage Area
(HPSA) formulas for Hawai‘i as a non-
contiguous state and for programs such as
loan repayment that rely on HPSA scores.
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Transportation

RHRPC’s most recent project, “How
Transportation and Travel Access Affects
Rural Health Outcomes in Hawai‘i,” involved a
literature review, 40 stakeholder interviews
with analysis, and policy options for the areas
of emergency medical services, non-emergent
medical transportation, insurance
reimbursement, and maternal-fetal health.

Medicare Reimbursement
RHRPC has studied the adequacy of Medicare
reimbursement formulas, particularly the
Geographic Practice Cost Index (GPCI), given
Hawai‘i’s unique non-contiguous nature.
RHRPC has proposed policy solutions to
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improve the GPCI in Hawai‘i.

Read this report and more at
https://research.hawaii.edu/rhrpc//projects-initiatives/ or
contact us at rhrpc@hawaii.edu
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