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Puerto Rico and Health Care Finance: Frequently Asked Questions

Summary

Puerto Rico’s financial circumstances, including uncertainty about its ability to service its large
public debt, have drawn attention in recent months. As Congress examines Puerto Rico’s
finances, questions have arisen about how federal health care programs (Medicare, Medicaid, and
the State Children’s Health Insurance Program [CHIP]) and private health insurance requirements
apply to Puerto Rico. Is Puerto Rico treated like a state, or is it treated differently?

This report provides answers to frequently asked questions (FAQs) about Puerto Rico’s health
care system. The FAQs are divided into the following sections:

e Demographic and Economic Overview

e Medicare

e PartA
e PartB
e Part C, Medicare Advantage
e PartD
e Medicaid
e CHIP

e Private Health Insurance

The FAQs illustrate that in some circumstances, health programs in Puerto Rico differ from
programs in the 50 states and the District of Columbia (DC) in ways that are advantageous to
Puerto Rico. In other cases, different treatment results in less generous assistance for Puerto Rico.
In still other circumstances, Puerto Rico is treated the same as the states but is still at a financial
disadvantage because of different economic circumstances. As such, these FAQs should be
viewed as a discussion of the complexity of health care financing as it relates to Puerto Rico
under current law.

This report does not provide a comprehensive overview of how federal health care programs and
requirements apply in Puerto Rico. Instead, the report answers questions about health care
financing that have arisen in light of Puerto Rico’s financial circumstances. This report will be
updated as additional relevant questions and answers arise.
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uerto Rico’s financial circumstances, including uncertainty about its ability to service its

large public debt, have drawn attention in recent months.! As Congress examines Puerto

Rico’s finances, questions have arisen about how federal health care programs (Medicare,
Medicaid, and the State Children’s Health Insurance Program [CHIP]) and private health
insurance reforms apply to Puerto Rico. Is Puerto Rico treated like a state, or is it treated

differently?

This report provides answers to frequently asked questions (FAQs) about how federal health care
programs and requirements are implemented in Puerto Rico, including eligibility, coverage,
program requirements, and payment rules. In some circumstances, health programs in Puerto
Rico differ from programs in the 50 states and the District of Columbia (DC) in ways that are
advantageous to Puerto Rico. For example, in some instances Puerto Rico’s programs have a
more generous payment formula or more flexibility in administration. In other cases, different
treatment results in less generous assistance for Puerto Rico. In still other circumstances, Puerto
Rico is treated the same as the states but is still at a financial disadvantage because of different

economic circumstances. As such, these
questions and answers should be viewed as a
discussion of the complexity of health care
financing as it relates to Puerto Rico under
current law.

This FAQ begins with a brief background on
the demographics and economics of Puerto
Rico. It then examines Puerto Rico’s treatment
under Medicare, Medicaid, and CHIP and

U.S.Territories

In this report, references to U.S. territories (or territories)
include, in addition to Puerto Rico, American Samoa,
Guam, the Northern Mariana Islands, and the U.S. Virgin
Islands. Although Puerto Rico is the focus of this report,
in some cases general information about U.S. territories
is provided for context. For more detailed information
about a specific territory other than Puerto Rico, please
contact one of the analysts listed in the Key Policy Staff
table at the end of the report.

concludes with a look at how federal

requirements for private health insurance
apply to Puerto Rico. This report will be updated as additional relevant questions and answers
arise.

Demographic and Economic Overview

This section addresses questions about Puerto Rico’s population and key economic features.
These questions provide context for the federal health care program rules applied to Puerto Rico
and their implications. Data used to answer these questions are drawn from several sources, and
methodological differences should be borne in mind when interpreting the information. Although
in many cases 2014 is the most recent data year for which data are available, some statistics
represent outcomes in 2013 (e.g., national economic data) and 2015 (e.g., labor force data).

! For more background information on Puerto Rico and, in particular, the fiscal issues, see CRS Report R44095, Puerto
Rico’s Current Fiscal Challenges, by D. Andrew Austin, and CRS In Focus IF10241, Puerto Rico: Political Status and
Background, by R. Sam Garrett.

2 This paper focuses on health care finance and the extent to which Puerto Rico is treated the same or differently
relative to the 50 states and the District of Columbia (DC). Other Congressional Research Service (CRS) analyses
examine various aspects of Puerto Rico’s general financial circumstances and possible policy options for Congress. For
example, see CRS Legal Sidebar WSLG1289, Fiscal Distress in Puerto Rico: Two Legislative Approaches, by Carol A.
Pettit.
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What Is the Population of Puerto Rico?

According to the U.S. Census Bureau, Puerto Rico’s resident population was approximately 3.55
million in 2014. Puerto Rico’s population was slightly smaller than that of Connecticut (3.60
million) and Oklahoma (3.88 million) but slightly larger than that of lowa (3.11 million) and
Mississippi (2.99 million).

What Explains the Recent Decline in Puerto Rico’s Population?

Figure 1 presents annual population estimates for 2010-2014 and shows a steady decline over
this period. Jaison R. Abel and Richard Dietz of the New York Federal Reserve Bank examine
potential driving factors and consequences of the recent drop in population in Puerto Rico.* Their
analysis identifies a declining birth rate and a rising death rate, both of which put downward
pressure on population growth. Out-migration, however, appears to be the primary driving factor
for the recent population decline. Abel and Dietz estimate that the natural population increase—
the difference between the birth rate and the death rate—contributed 0.3 percentage points to
population growth in 2013, while net migration accounted for -1.3 percentage points (by their
estimate, the annual population growth rate was -1% in 2013). The study finds that out-migrants
are disproportionately young and less educated when compared to the overall population.” The
demographic makeup of persons leaving Puerto Rico has contributed to an aging population but
has not reduced the share of the population that is college-educated.

Figure |.Annual Population Estimates for Puerto Rico,2010-2014

4,000,000 Population

3,722,133 3,706,690 3,667,084
3,000,000
2,000,000
1,000,000
0

3,615,086 3,548,397

2010 2011 2012 2013 2014

Source: US. Census Bureau, Puerto Rico Community Survey, 2014, One-Year Estimates, Table CP05
“Comparative Demographic Estimates,” at https://www.census.gov/programs-surveys/acs/.

3 U.S. Census Bureau, Puerto Rico Community Survey and American Community Survey, 2014, One-Year Estimates,
at https://www.census.gov/programs-surveys/acs/.

4 Jaison R. Abel and Richard Dietz, “The Causes and Consequences of Puerto Rico’s Declining Population,” Federal
Reserve Bank of New York, Current Issues in Economics and Finance, vol. 20, no. 4 (2014), at
http://www.newyorkfed.org/research/current_issues/ci20-4.html.

® Relative to the overall population, greater shares of out-migrants were in the 16-30 year age group and were high
school graduates with no higher education.
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What Is the Size of Puerto Rico’s Economy?

Puerto Rico’s gross domestic product (GDP) was $103.1 billion in 2013; in the same year, its
gross national product (GNP)—which measures income earned by residents—was $70.7 billion.°
The difference between GDP and GNP indicates that a sizeable portion of Puerto Rico’s GDP
accrued to nonresidents and reflects the large presence of U.S. multinational firms operating in
Puerto Rico. Manufacturing accounted for 46.5% of GDP in 2013, followed by finance,
insurance, and real estate (20.4%) and by services (12.6%).

What Is the State of Puerto Rico’s Economy?

Puerto Rico has been in an economic downturn since 2006.

Figure 2 plots the percentage change in GDP from 1993 to 2013 and shows negative growth over
the 2006-2013 period. Close linkages with the U.S. economy—which experienced its own
recession from 2007 to 2009—and the 2006 expiration of certain tax benefits for U.S. businesses
operating in Puerto Rico are thought to have contributed significantly to recent economic trends.®
Weak economic performance and other factors also have led to serious fiscal challenges in Puerto
Rico, and the territory is deeply in debt.’ According to a New York Federal Reserve Bank
analysis, Puerto Rico’s outstanding public debt was $72.8 billion in March 2014, a figure similar
to its GNP in 2013."°

6 Government Development Bank of Puerto Rico, Economic Analysis Division, “Puerto Rico Economic Fact Sheet,”
December 2014, at http://www.gdb-pur.com/economy/fact-sheet.html.

" The remaining share of gross domestic product (GDP) comprised government (8%), trade (7.7%), transportation and
other public utilities (2.6%), construction and mining (1.3%), and agriculture (0.7%). Ibid.

8 Federal Reserve Bank of New York, Report on the Competitiveness of Puerto Rico’s Economy, 2012, at
http://newyorkfed.org/regional/puertorico/.

® For a discussion of Puerto Rico’s fiscal challenges, see CRS Report R44095, Puerto Rico’s Current Fiscal
Challenges, by D. Andrew Austin.

10 Federal Reserve Bank of New York, An Update on the Competitiveness of Puerto Rico’s Economy, 2014, p. 16, at
http://newyorkfed.org/outreach-and-education/puerto-rico/2014/report-main.html. Debt estimates reported by the New
York Federal Reserve Bank differ substantially from those published by the Government Development Bank of Puerto
Rico, which reported debt levels of nearly $65 billion for June 2013 and $67.3 billion (preliminary numbers) for June
2014. CRS was not able to determine the source of the discrepancy. Government Development Bank of Puerto Rico,
Statistical Appendix of the Economic Report for the Governor and Legislative Assembly, Table 29: Gross Public Debt
of Puerto Rico, at http://www.gdb-pur.com/economy/statistical-appendix.html.
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Figure 2. Annual GDP Growth (%) for Puerto Rico, 1993-2013

0,
10% GDP Growth 9.8%

5% 399 4.0%4-1%

0/3.2
. . o,1.8%0
2.9% 1.8%; o,1.8%

0.6%

0%
) 0.6%
2.4%.6%  2.8%
5% -3.3%
-10%

1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013

Source: World Bank, World Development Indicators Database, at http://data.worldbank.org/indicator/
NY.GDP.MKTP.KD.ZG/countries/PR.

Notes: GDP = gross domestic product. Gross national product (GNP) growth has not been uniformly negative
over 2006-2013. The Federal Reserve Bank of New York reports that GNP grew by 0.9% in fiscal year (FY) 2012
and by 0.3% in FY2013. See Federal Reserve Bank of New York, An Update on the Competitiveness of Puerto Rico’s
Economy, 2014, p. 3, at http://newyorkfed.org/outreach-and-education/puerto-rico/2014/report-main.html.

What Is the Median Household Income in Puerto Rico?

Median household income in Puerto Rico was $18,928 in 2014. Figure 3 provides a snapshot of
the household-income distribution in that year and shows that a sizable majority of households in
Puerto Rico reported incomes under $50,000. Relatively few households (0.8%) reported incomes
over $200,000.

A potentially sizeable informal economy in Puerto Rico is an important consideration when
interpreting household-income statistics.' If households underreport income from informal-sector
work, particularly when responding to a government-sponsored survey (such as those conducted

11 Although there is no commonly agreed-upon definition of the informal economy, the term generally refers to
unregulated economic activity. For example, persons in unregistered self-employment activities (e.g., a street
salesperson), certain transactions by persons otherwise engaged in formal-sector work (e.g., unreported cash payments
made to a licensed physician), or illegal economic transactions (e.g., the sale of illegal drugs) all would be considered
part of the informal economy under most definitions. Given the inherent difficulties in measuring these activities,
particularly illicit activities, estimates of the size of the informal economy in Puerto Rico are scarce. Nonetheless, the
existence of an informal economy and its significance to the island are recognized by the public, policymakers, and
scholars. See, for example, Luciana Lopez, “Desperate for taxes, Puerto Rico tries to get grip on underground
economy,” Reuters, April 9, 2014, at http://www.reuters.com/article/2014/04/09/us-usa-puertorico-economy-insight-
idUSBREA380BS20140409. Maria Enchautegui remarks that prevalent informal economic activity in Puerto Rico
“was part of the motivation for establishing a sales tax in 2006.” Maria Enchautegui, A Work Tax Credit that Supports
Puerto Rico’s Working Families, Urban Institute, December 12, 2014, at http://www.urban.org/research/publication/
work-tax-credit-supports-puerto-ricos-working-families/view/full_report. For an overview of the informal economy
and its measurement, see Dan Andrews, Aida Caldera Sanchez, and Asa Johansson, Towards a Better Understanding of
the Informal Economy, Organization for Economic Cooperation and Development, Economics Department working
papers No. 873, Paris, May 30, 2011, at http://www.oecd.org/eco/workingpapers.
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by the U.S. Census Bureau), income statistics may not fully capture income from all market
sources.

Figure 3. Distribution of Household Income for Puerto Rico, 2014

100% Percent of Households
83.2%
75%
50%
25%
12.70%
- 2.60% 0.70% 0.80%
0% |
Under $50,000- $100,000- $150,000- $200,000
$50,000 $99,999 $149,999 $199,999 or more

Source: U.S. Census Bureau, Puerto Rico Community Survey, 2014, One-Year Estimates, at
https://lwww.census.gov/programs-surveys/acs/.

Notes: Household income is the sum of household members’ pretax cash income from several sources in the
previous |2 months. It excludes in-kind public assistance and capital-gains income. For more information, see
U.S. Census Bureau, American Community Survey and Puerto Rico Community Survey 2014 Subject Definitions, at
http://www2.census.gov/programs-surveys/acs/methodology/design_and_methodology/
acs_design_methodology_ch06_2014.pdf.

How Does Household Income in Puerto Rico Compare to
Household Income in the 50 States and DC?

In 2014, median household income in Puerto Rico ($18,928) was lower than median household
income in any U.S. state. Among the 50 states and DC, Mississippi had the lowest median
household income at $39,680 in 2014."

Information on local prices is needed to assess the extent to which income differences between
Puerto Rico and the states and DC reflect true differences in purchasing power. Put simply, if
prices are lower in Puerto Rico than in the states, then $1 in Puerto Rico has greater purchasing
power (i.e., can buy more goods and services) than the same $1 in the states. The U.S. Bureau of
Economic Analysis (BEA) measures spatial price differences within the United States, and its
estimates reveal considerable price variation across the 50 states and DC."® For example, in 2013,
average price levels for consumption goods and services in DC were 7.7% higher than the
national price average, whereas prices in Mississippi were 13.2% below the national price
average. Puerto Rico was not included in the BEA analysis. It was, however, included in

12 U.s. Census Bureau, American Community Survey and Puerto Rico Community Survey, 2014, One-Year Estimates,
“S.1901: Income in the Past 12-months,” at https://www.census.gov/programs-surveys/acs/.

1% See Commerce Department, Bureau of Economic Analysis, Regional Data: Regional Price Parities (All Items),
published July 1, 2015, at http://www.bea.gov.
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exploratory research on state prices conducted by BEA in 2007, which suggested that Puerto Rico
ranked last (i.e., had the lowest prices) among all states.™

What Is the Poverty Rate in Puerto Rico?

In 2014, 46.2% of the population in Puerto Rico had family income below the federal poverty
threshold, representing approximately 1.62 million people."® Children (under the age of 18) had a
higher poverty rate (58.4%) than persons aged 18 to 64 (43.5%) or persons aged 65 and older
(40.4%).

A potentially large informal economy has implications for poverty statistics in Puerto Rico.™ If
individuals omit informal-sector earnings when reporting their incomes in official surveys, family
income may be undercounted, which may result in an overestimate of families with incomes
below the official poverty threshold. That is, some families identified as being in poverty may
have incomes that are above the federal poverty threshold when income from both formal- and
informal-sector work is considered.

How Does the Poverty Rate in Puerto Rico Compare to the Poverty
Rate in the 50 States and DC?

In 2014, the poverty rate in Puerto Rico (46.2%) was higher than the U.S. national rate and higher
than the poverty rate in any U.S. state."’ State poverty rates ranged from 9.2% (New Hampshire)
to 21.5% (Mississippi) in that year.

Relative price differences between Puerto Rico and the 50 states and DC are an important
consideration when making poverty-rate comparisons. Poverty status is determined by comparing
family income to a dollar threshold that varies only by family size and composition; federal
poverty thresholds are not adjusted for local prices.'® For example, the federal poverty threshold

1t should be stressed that although this study was conducted by a U.S. Bureau of Economic Analysis (BEA) analyst,
it does not represent official BEA statistics or positions. Bettina H. Aten, Estimates of State Price Levels for
Consumption Goods and Services: A First Brush, Commerce Department, BEA, November 2, 2007, at
http://www.bea.gov/papers/pdf/estimates_of state_price_levels_oct2007.pdf.

15 poverty status is not determined for a small segment of the population (approximately 1%). Excluded from poverty
statistics are individuals living in institutions, military group quarters, and college dormitories, and unrelated
individuals under 15 years of age. For more information on how poverty status is estimated in the American
Community Survey and the Puerto Rico Community Survey, see U.S. Census Bureau, American Community Survey
and Puerto Rico Community Survey 2014 Subject Definitions, at https://www.census.gov/programs-surveys/acs/.
Poverty statistics for 2014 are from Census Bureau, American Community Survey and Puerto Rico Community
Survey, 2014, One-Year Estimates, “S.1701: Poverty Status in the Past 12-months,” at https://www.census.gov/
programs-surveys/acs/.

16 See footnote 11 for information on the informal economy.

7 The official U.S. poverty rate for 2014 (14.8%) is derived from income and household-composition data collected by
the Census Bureau through the Current Population Survey, Annual Social and Economic Supplements (CPS-ASEC).
The CPS-ASEC does not collect data from households in Puerto Rico; consequently, there is no poverty rate statistic
for Puerto Rico that is directly comparable to the official U.S. rate. However, conceptually similar poverty-rate
estimates are available for Puerto Rico, the U.S. states, and the United States (as a whole) based on data collected by
the Census Bureau through the Puerto Rico Community Survey and the American Community Survey; these statistics
are reported in the text of this report. Estimates based on American Community Survey data reveal that 15.5% of
individuals in the United States have incomes below the federal poverty threshold.

18 According to a Government Accountability Office (GAO) report, Puerto Rico uses a local poverty measure to
determine income eligibility for Medicaid. GAO, Puerto Rico: Information on How Statehood Would Potentially Affect
Selected Federal Programs and Revenue Sources, GAO-14-31, March 2014, p. 74, at http://www.gao.gov/assets/670/
(continued...)
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for a two-adult, two-child family in 2014 was 5524,008.19 This means that a two-adult, two-child
family with an annual family income of $24,000 in 2014 would be considered to be living in
poverty in both Puerto Rico and the states. However, if prices are lower in Puerto Rico than in the
states, then a family with this income living in Puerto Rico would have greater purchasing power
(i.e., could buy more goods and services) than the same family living in the states.

How Many People Are Employed and Unemployed in Puerto Rico?

The Bureau of Labor Statistics estimates that nearly 1 million individuals were employed and just
over 130,000 individuals were unemployed in Puerto Rico in July 2015.° Figure 4 plots the
number of employed and unemployed workers from January 2005 to July 2015 and shows that
employment fell by more than 200,000 workers over this period.

Figure 4. Employed and Unemployed Workers, Puerto Rico
(January 2005-July 2015)

1,500,000 Number of Workers

1,250,000
Employed
991,964

1,000,000

750,000

500,000

250,000 134,491

0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Bureau of Labor Statistics, “Local Area Unemployment Statistics Program,” at http://www.bls.gov/lau.

The unemployment rate was 11.9% in July 2015. Although this figure was considerably higher
than the U.S. national unemployment rate in that month, it was significantly below recent
unemployment-rate peaks in Puerto Rico of 16.5% in March-April 2011 and 16.9% in April-May
2010 (Figure 5).

The potentially large informal sector in Puerto Rico has implications for official employment
statistics if households report only formal sector-employment when surveyed.” In 2004, Maria
Enchautegui and Richard Freeman undertook a small-sample pilot study of informal-sector

(...continued)
661334.pdf.

1%'U.S. Census Bureau, “Poverty Thresholds for 2014 by Size of Family and Number of Related Children Under 18
Years,” at https://www.census.gov/hhes/www/poverty/data/threshld/.

2 Byreau of Labor Statistics, “Local Area Unemployment Statistics Program,” at http://www.bls.gov/lau/. Employment
and unemployment is measured for persons aged 16 and older in the civilian, noninstitutionalized population.

2! See footnote 11 for information on the informal economy.
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employment in an effort to better understand men’s low labor force participation in Puerto Rico.”

The results of their exploratory study suggest that “a better counting of informal workers would
increase the employment rate for men aged 18-64 [who are] not attending school.”

Figure 5. Unemployment Rate, Puerto Rico
(January 2005-July 2015)

20% Unemployment Rate
15%
11.9%
10%
5%
0%
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Bureau of Labor Statistics, “Local Area Unemployment Statistics Program,” at http://www.bls.gov/lau/.

Medicare

Medicare is a federal program that pays for covered health care services of qualified
beneficiaries. It was established in 1965 under Title XVIII of the Social Security Act (SSA) to
provide health insurance to individuals aged 65 and older, and it has been expanded over the
years to include permanently disabled individuals under the age of 65. Today, Medicare consists
of four distinct parts: Part A (Hospital Insurance), Part B (Supplementary Medical Insurance),
Part C (Medicare Advantage), and Part D (outpatient prescription drug coverage). In FY2014, the
Medicare program provided health care benefits to nearly 54 million seniors and certain
individuals with disabilities at a cost of roughly $606 billion to the federal government.”®

Medicare Part A

Most persons aged 65 or older in the United States (including Puerto Rico and other U.S.
territories) are automatically entitled to premium-free Part A because they or their spouse paid
Medicare payroll taxes for at least 40 quarters (10 years) on earnings covered by either the Social
Security or the Railroad Retirement system. Persons in the United States (including Puerto Rico
and other U.S. territories) under the age of 65 who receive cash disability benefits from Social
Security or the Railroad Retirement system for at least 24 months also are entitled to Part A.

22 Marfa Enchautegui and Richard B. Freeman, Why Don't More Puerto Rican Men Work? The Rich Uncle (Sam)
Hypothesis, National Bureau of Economic Analysis, Working Paper 11751, November 2005, p. 31, at
http://www.nber.org/papers/w11751.

2 Congressional Budget Office, Congressional Budget Office’s March 2015 Medicare Baseline, March 9, 2015.
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(Because there is a five-month waiting period for cash payments, the Medicare waiting period is
effectively 29 months.) The 24-month waiting period is waived for persons with amyotrophic
lateral sclerosis (ALS, or Lou Gehrig’s disease). Additionally, individuals in the United States
(including Puerto Rico and other U.S. territories) under the age of 65 with end-stage renal disease
(ESRD) who receive dialysis on a regular basis or a kidney transplant generally are eligible for
Medicare. Medicare Part A provides coverage for inpatient hospital, skilled nursing facility
(SNF), home health, and hospice benefits.

How Do Medicare Part A Provider Payment Methods Differ Between Puerto
Rico and the 50 States and DC?

Under Part A, Congress requires specific Medicare payment methods to reimburse providers for
covered benefits. For example, unique prospective payment systems (PPSs)—reimbursement
methods that use predetermined rates that are often based on a patient’s diagnosis and expected
health care needs—provide reimbursement for SNF care, home health care, and hospice care.
Unless otherwise excluded by statute, providers of inpatient hospital services are also reimbursed
under different PPSs: inpatient prospective payment system (IPPS), long-term care hospital
(LTCH) PPS, inpatient rehabilitation facility (IRF) PPS, and inpatient psychiatric facility (IPF)
PPS. With the exception of Medicare reimbursement for inpatient hospital care in an acute-care
hospital, Medicare payment methods for Part A providers (e.g., SNFs, IPFs) in Puerto Rico are
not different than Medicare payment methods to Part A providers in the 50 states and DC.

How Does Medicare Part A Acute-Care Hospital Inpatient Reimbursement
Differ Between Puerto Rico and the 50 States and DC?

For inpatient hospital care in an acute-care hospital, hospitals in Puerto Rico are reimbursed
under a modified IPPS. Puerto Rico’s IPPS and the IPPS for hospitals in the 50 states and DC
differ in the operating base rate—the dollar value that captures the labor and supply costs of
hospitals within the IPPS formula—and the capital base rate—a dollar value that captures the
depreciation, interest, and property-related costs of hospitals within the IPPS formula. Puerto
Rico’s IPPS base rates are constructed from 75% of the national average costs of hospitals in the
50 states and DC and 25% of the average costs of hospitals in Puerto Rico.”* Most IPPS hospitals
in the 50 states and DC receive base rates that are 100% of the national average costs of hospitals
in the states and DC, unless a hospital qualifies for a special base rate, such as a sole community
hospital or a Medicare-dependent hospital.

While IPPS hospitals in Puerto Rico receive a modified base rate, such hospitals are eligible for
IPPS add-on payments that hospitals in the 50 states and DC also receive, such as
disproportionate share (DSH) payments and graduate medical education payments. However,
certain special adjustments are not available to Puerto Rican hospitals, such as special base rates
for sole community hospitals or Medicare-dependent hospitals. Puerto Rican hospitals also are
not eligible for a low-volume adjustment that can be available to other IPPS hospitals that meet
certain requirements. Additionally, some quality-related programs specific to IPPS hospitals do

24 For FY016, the operating base rate constructed from the average costs of hospitals in the 50 states and DC (for a
hospital that is a meaningful user of electronic health records) is $5,271. The operating base rate constructed from the
average costs of Puerto Rican hospitals is $2,609. Therefore, the blended inpatient prospective payment system (IPPS)
operating base rate for Puerto Rican hospitals is $4,606. Similarly, for FY016, the capital base rate constructed from the
average costs of hospitals in the 50 states and DC is $439. The capital base rate constructed from the average costs of
Puerto Rican hospitals is $213. Therefore, the blended IPPS capital rate for Puerto Rican hospitals is $383.
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not include IPPS hospitals in Puerto Rico, such as the Hospital-Acquired Condition Reduction
Program, the Hospital Readmissions Reduction Program, and the Hospital Value-Based
Purchasing Program.

Finally, IPPS hospitals in Puerto Rico are not eligible for the Medicare Electronic Health Record
(EHR) Incentive Program, which began in FY2011. The program has been paying incentives to
IPPS hospitals in the 50 states and DC that demonstrate meaningful use of certified EHR
technology. Medicare EHR incentive payments end in FY2016. Eligible hospitals that are not
meaningful EHR users are subject to an annual payment adjustment (penalty) beginning in
FY2015.

Are Hospitals in Puerto Rico Eligible for Medicare Disproportionate Share
Hospital Payments?

Yes. In general, eligible IPPS hospitals—including hospitals in Puerto Rico—that treat a certain
share of low-income patients can receive additional DSH payments to offset the financial effects
of treating such patients.” Prior to the Patient Protection and Affordable Care Act (ACA; P.L.
111-148, as amended), DSH payments were provided by a statutory formula that increased the
IPPS reimbursement amount based on the disproportionate patient percentage (DPP). The DPP is
based on a hospital’s share of low-income patients, defined as the share of Medicare inpatient
days for beneficiaries receiving Supplementary Security Income (SSI) benefits out of total
Medicare inpatient days plus the share of Medicaid inpatient days out of the hospital’s total
inpatient days. Figure 6 provides an illustration of the DPP. DSH payment adjustments may be
made if a hospital’s DPP exceeds the necessary DPP threshold.?

Figure 6. Medicare Disproportionate Patient Percentage (DPP)

Medicare/Supplemental
Security Income Days
Medicare DPP +

Medicaid, Non-Medicare Days

Total Medicare Days Total Patient Days

Source: Medicare Learning Network, Medicare Disproportionate Share Hospital, Centers for Medicare & Medicaid
Services, ICN 006741, August 2014, at https://www.cms.gov/Outreach-and-Education/Medicare-Learning-
Network-MLN/MLNProducts/downloads/Disproportionate_Share_Hospital.pdf.

Note: Patient days in a hospital include only those days attributable to units or wards of the hospital providing
acute-care services generally payable under the inpatient prospective payment system.

In a 2007 report to Congress, the Medicare Payment Advisory Commission (MedPAC) estimated
that current DSH funding exceeded its empirically justified rate.?” A provision in the ACA
modified DSH funding that otherwise would have been provided in FY2014 and following fiscal

% |PPS hospitals that are ineligible for disproportionate share hospital payments include certain sole community
hospitals and hospitals participating in the Rural Community Hospital Demonstration.

% Disproportionate patient percentage (DPP) thresholds vary based on a hospital’s urban or rural classification and bed
size. Further, disproportionate share hospital (DSH) payment adjustments are capped at 12% for urban hospitals with
fewer than 100 beds and rural hospitals (that are not rural referral centers) with fewer than 500 beds.

" Medicare Payment Advisory Commission (MedPAC), “Hospital Inpatient and Outpatient Services,” Report to
Congress: Medicare Payment Policy, March 2007, p. 77, at http://www.medpac.gov/documents/reports/
Mar07_Ch02a.pdf?sfvrsn=0.
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years as empirically justified DSH payments and additional payments that reflect uncompensated
care. The ACA modification specified that empirically justified DSH payments would be
distributed based on the traditional DPP (see Figure 6) and necessary thresholds but reduced
payment adjustments by 75%. The remaining 75% of DSH payments that otherwise would have
been provided prior to this modification would be distributed as uncompensated-care payments,
but these payments would be reduced over time by changes in the rate of individuals without
health insurance in the United States.”

Uncompensated-care payments are provided each fiscal year based on each hospital’s share of
uncompensated care out of the total amount of uncompensated care of al/l hospitals that receive
DSH (including in Puerto Rico). In contrast to the DSH payment adjustment, which is a
percentage increase to the IPPS payment, uncompensated-care payments are calculated as an
aggregate dollar amount and distributed to each hospital through the IPPS payment. Each
hospital’s aggregate dollar amount of uncompensated-care payment is distributed on a per
Medicare discharge basis. The ACA requires the Secretary of the Department of Health and
Human Services (HHS) to determine the amount of uncompensated care based on the most
appropriate data available. Currently, the Secretary uses each hospital’s share of Medicare SSI
inpatient days and Medicaid inpatient days as a proxy for uncompensated care.

Individuals residing in Puerto Rico are ineligible for SSI benefits. Rather, Puerto Rico provides
assistance under Title X VI of the SSA—Assistance to the Aged, Blind, and Disabled. Because
Medicare SSI inpatient days are used both in the DSH payment-adjustment formula and for
distributing uncompensated-care payments, advocates have argued that the DSH payment-
adjustment formula disadvantages hospitals in Puerto Rico.”

However, the ACA changes to Medicare DSH payments, specifically the methodology for
distributing uncompensated-care payments, have greatly increased Medicare payments to [PPS
hospitals in Puerto Rico relative to their prior levels. In FY2014, the Centers for Medicare &
Medicaid Services (CMS) estimated that ACA changes to DSH payments would increase total
DSH payments from $8 million to $82 million in Puerto Rico, which would increase total
Medicare IPPS payments to hospitals in Puerto Rico by 41.8%.% Total DSH payments to
hospitals in Puerto Rico, in addition to DSH payments to hospitals in the 50 states and DC, would
decline in future years if the rate of individuals without health insurance in the United States were
to decline.

Medicare Part B

Beneficiaries entitled to Medicare Part A have the option of enrolling in Part B, which provides
coverage for physicians’ services, outpatient hospital services, durable medical equipment,
outpatient dialysis, and other medical services. Beneficiaries who choose to receive coverage
through a Medicare Advantage plan (Part C) must enroll in both Medicare Parts A and B.

%8 Should the percentage of individuals without health insurance in the United States fall to 0%, uncompensated-care
payments would not be provided under the statutory formula.

2 pyerto Rico Health Care Crisis Commission, “Puerto Rico Healthcare Crisis Coalition Commends Resident
Commissioner Pierluisi for Introducing Comprehensive Bill to Fix Island’s Healthcare Disparities,” press release, June
23, 2015, at http://puertoricohealthcarecrisis.com/2015/06/03/puerto-rico-healthcare-crisis-coalition-commends-
resident-commissioner-pierluisi-for-introducing-comprehensive-bill-to-fix-islands-healthcare-disparities/.

% Centers for Medicare & Medicaid Services (CMS), “Medicare Program; Hospital Inpatient Prospective Payment
System for Acute Care Hospitals and the Long-Term Care Hospital Prospective Payment System and Fiscal Year 2014
Rates; Quality Reporting Requirements for Specific Providers; Hospital Conditions of Participation; Payment Policies
Related to Patient Status,” 78 Federal Register 50623, August 19, 2013.
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How Does the Medicare Part B Enrollment Process in the 50 States and DC
Compare with the Process in Puerto Rico?

An automatic-enrollment process applies to residents of the 50 states and DC,*! but it does not
apply to residents of Puerto Rico.

Residents of the states and DC who are receiving Social Security benefits are automatically
enrolled in both Parts A and B of Medicare, and coverage begins the first day of the month they
turn 65. However, because beneficiaries must pay a premium for Part B coverage, they have the
option of turning this coverage down.* Disabled persons who have received cash payments for
24 months under the Social Security disability programs also automatically receive a Medicare
card and are enrolled in Part B unless they specifically decline such coverage.

Those individuals who are not automatically enrolled in Medicare, for example because they have
not yet filed for Social Security benefits, need to file an application for Medicare with the Social
Security Administration during their initial enrollment period. This period is seven months long
and begins three months before the month in which the individual first turns 65. Beneficiaries
who do not sign up for Part B during their initial enrollment period, or who drop it and then sign
up again later, may have to pay a late-enrollment penalty for as long as they are enrolled in Part
B.* Monthly premiums for Part B may go up 10% for each full 12-month period that one could
have had Part B but did not sign up for it.

Certain low-income beneficiaries may qualify for premium assistance from Medicaid through a
Medicare Savings Program (MSP).** Beneficiaries in an MSP are not subject to late-enrollment
penalties regardless of when they signed up for Medicare. About one in five Medicare
beneficiaries currently receives Part B premium subsidies.

Residents of Puerto Rico who receive Social Security benefits are automatically enrolled in Part A
when they turn 65; however, they are not also automatically enrolled in Medicare Part B.*®
Rather, they need to sign up for Part B during their initial enrollment period or possibly be subject
to a penalty.

The automatic-enrollment process as well as the Puerto Rico exception is in statute, specifically
Section 1837(f) of the SSA.* The rationale for excluding residents of Puerto Rico from automatic
enrollment in Part B is that most residents are also eligible for Puerto Rico’s state Medicaid
program, which already covers most of the same benefits as Part B.*" Further, Puerto Rico does

3! The automatic-enrollment process also applies to residents of U.S. territories, other than Puerto Rico.

32 Additional information on Part B enroliment and premiums may be found in CRS Report R40082, Medicare: Part B
Premiums, by Patricia A. Davis,

% These beneficiaries also would need to wait until the next general enrollment period to sign up. The general
enrollment period lasts for three months from January 1 to March 31 of each year, with coverage beginning on July 1 of
that year.

3 See Medicare.gov, “Medicare Savings Programs,” at http://www.medicare.gov/your-medicare-costs/help-paying-
costs/medicare-savings-program/medicare-savings-programs.html and Medicare Publication, “Get Help with Your
Medicare Costs,” at https://www.medicare.gov/Pubs/pdf/10126.pdf.

% See Social Security Administration, “Medicare in Puerto Rico,” at http://www.socialsecurity.gov/pubs/EN-05-
10521.pdf.

% Added by the 1972 Social Security Amendments (P.L. 92-603).

3 According to S. Rept. 92-1230, “(t)he committee has modified the House provision to exclude residents of Puerto
Rico and foreign countries from the automatic enrollment provisions since it would usually be to their disadvantage to
enroll. Many residents of Puerto Rico are eligible for comprehensive care under its Medicaid program, which generally
eliminates the need for supplementary medical insurance.”
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not have an MSP to assist low-income Medicare beneficiaries with their Part B premium
payments. Therefore, automatically enrolling low-income individuals into a program that carries
a premium could subject them to costs that they cannot afford.

There is concern that the lack of an automatic Part B enrollment process in Puerto Rico has
resulted in a disproportionate number of Puerto Rican Medicare beneficiaries paying the late-
enrollment penalties. In 2010, 4.2% (27,851) of Medicare beneficiaries in Puerto Rico paid Part B
penalties totaling over $4.2 million.*® By comparison, about 1.4% of all Medicare Part B
enrollees currently pay this penalty.* Because Puerto Rico does not have an MSP program, low-
income beneficiaries subject to this penalty may be responsible for paying the full penalty amount
in addition to their premiums.

Are Medicare Physician Payments Different in Puerto Rico Than in the 50
States and DC?

Currently, Medicare payments for the services of physicians and certain non-physician
practitioners are made on the basis of a f