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On April 10, 2023, the Centers for Medicare & Medicaid 

Services (CMS) released its proposed rules for the 

payment and policy updates for the Medicare inpatient 

prospective payment system (IPPS) and long-term care 

hospital prospective payment system (LTCH PPS) for 

fiscal year (FY) 2024.1 In addition to a slight payment 

bump, CMS clarified its stance on physician-owned 

hospitals and proposed several advances in accordance 

with the administration’s health equity initiative. This 

Health Capital Topics article will discuss the proposed 

rule and the implications for stakeholders. 

By law, CMS is required to update IPPS and LTCH 

payment rates annually while accounting for changes in 

the prices of goods and services used by hospitals in the 

treatment of Medicare beneficiaries.2 Under the two 

payment systems (IPPS and LTCH PPS), base payment 

rates are set by CMS prospectively for inpatient stays 

based on the severity of the illness, the services utilized, 

the treatment provided, the cost of labor in the locality, 

and the patient’s diagnosis.3 Hospitals receive a lump 

payment for each hospitalization, dependent on the 

Diagnosis-Related Group (MS-DRG) classification 

assigned at discharge.4 

CMS proposes increasing the IPPS base rate by 2.8%, 

which is $3.3 billion in additional funding for FY 2024.5 

This percentage increase is comprised of a projected FY 

2024 hospital market basket increase of 3.0%, reduced by 

0.2% due to a productivity adjustment.6 This proposed 

increase is considerably lower than the FY 2023 payment 

increase of 4.3%.7 Even while CMS proposes increases 

in overall payments to hospitals, it proposes decreases to 

payments that offset the cost of charity care for low 

income patients; disproportionate share hospital (DSH) 

payments and Medicare uncompensated care payments 

are expected to decrease by a combined $115 million.8 

This slight overall payment bump comes after what many 

industry experts have referred to as the worst year 

financially for hospitals.9 While hospital margins are 

stabilizing, hospital groups assert the increase will hardly 

address inflation.10 

For FY 2024, the LTCH standard payment rate is 

expected to increase by 2.9%, with the LTCH PPS 

payments for patient discharges to decrease by 

approximately 2.5% or $59 million, due to a projected 

4.7% decrease “in high-cost outlier payments as a 

percentage of total LTCH PPS standard Federal payment 

rate payments.”11 For FY 2023, the LTCH PPS payments 

increased by 2.4%.12 CMS is currently seeking comment 

on the methodology utilized to determine the LTCH PPS 

outlier threshold for the patient discharges that are paid 

the LTCH standard payment rate.13  

CMS administrators are also proposing changes to how 

hospitals are scored under the Hospital Value-Based 

Purchasing Program, including adding 15 new categories 

for equity, which would result in more data collection and 

provide an avenue by which hospitals may address health 

equity gaps.14 This proposal is in line with the Biden 

Administration’s larger ongoing focus on healthcare 

equity, as has been manifested in a number of 

Department of Health & Human Services (HHS) 

initiatives.15 The agency is also aiming to address social 

determinants of health, by proposing increased 

reimbursement for providers that treat patients 

experiencing homelessness.16 COVID-19 add-on 

payments are expected to be discontinued beginning in 

FY 2024, as long as the public health emergency ends as 

planned in May 2023.17  

The proposed ruling also included a clarification on 

CMS’s previous rule regarding physician-owned 

hospitals. The 2010 Patient Protection and Affordable 

Care Act (ACA) placed a moratorium on physician-

owned hospitals, wherein those already in existence 

could not expand the number of operating rooms, 

procedure rooms, or beds in their facilities.18 In the 2021 

Outpatient Prospective Payment System (OPPS) final 

rule, CMS dialed back that restriction, allowing 

physician-owned hospitals that are classified as “high 

Medicaid facilities,” i.e., hospitals that serve more 

Medicaid beneficiaries than other hospitals in the area, to 

apply for an expansion exception once every two years; 

no longer have a cap on the number of beds that can be 

approved in that exception; and, no longer be allowed to 

only expand those facilities located on the hospital’s 

main campus.19 However, CMS is now proposing to 

reinstate the program integrity requirements “on the 

frequency of expansion exception requests, maximum 

aggregate expansion of a hospital, and location of 

expansion facility capacity.”20 Additionally, CMS 

proposes only reviewing expansion exception requests 

from eligible hospitals, and identify factors that will be 

considered when this decision is made.21 This proposed 

rollback comes at an interesting time – as detailed in a 

March 2023 Health Capital Topics article, academics and 

policymakers are pushing for the removal of barriers for 
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physician-owned hospitals, which would make it easier 

for these facilities to be established and expand.22 

Healthcare industry stakeholders have expressed 

frustration with CMS’s proposals, arguing that the paltry 

proposed payment increase will not be enough. The 

American Hospital Association (AHA) stated that, 

“given the near decades-high inflation and increased 

costs for labor, equipment, drugs and supplies,” the rate 

would be inadequate.23 AHA also stated that the 

adjustments did not reflect the reality of the world where 

hospitals are providing care, and that without any 
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significant updates in the final rule, the ability of 

hospitals to provide essential services to the community 
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Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC. Mrs. Shah 
holds a M.S. in Finance from Washington University Saint Louis. She develops 
fair market value and commercial reasonableness opinions related to healthcare 
enterprises, assets, and services. In addition she prepares, reviews and analyzes 
forecasted and pro forma financial statements to determine the most probable 
future net economic benefit related to healthcare enterprises, assets, and services 
and applies utilization demand and reimbursement trends to project professional 
medical revenue streams and ancillary services and technical component (ASTC) 
revenue streams.

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General Counsel 
of  HCC. Her work focuses on the areas of Certificate of Need (CON) preparation 
and consulting, as well as project management and consulting services related to 
the impact of both federal and state regulations on healthcare transactions. In that 
role, Ms. Bailey-Wheaton provides research services necessary to support certified 
opinions of value related to the Fair Market Value and Commercial Reasonableness 
of transactions related to healthcare enterprises, assets, and services.
Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting 
service line. In this role, she prepares CON applications, including providing 
services such as: health planning; researching, developing, documenting, and 
reporting the market utilization demand and “need” for the proposed services in the 
subject market service area(s); researching and assisting legal counsel in meeting 
regulatory requirements relating to licensing and CON application development; 
and, providing any requested support services required in litigation challenging 

rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also been engaged by both state 
government agencies and CON applicants to conduct an independent review of one or more CON applications 
and provide opinions on a variety of areas related to healthcare planning. She has been certified as an expert in 
healthcare planning in the State of Alabama.
Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such as: 
The Health Lawyer; Physician Leadership Journal; The Journal of Vascular Surgery; St. Louis Metropolitan 
Medicine; Chicago Medicine; The Value Examiner; and QuickRead. She has previously presented before the 
ABA, the NACVA, and the NSCHBC.  She serves on the editorial boards of NACVA’s QuickRead and AHLA’s 
Journal of Health & Life Sciences Law. 
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Todd A. Zigrang, MBA, MHA, FACHE, CVA, ASA, ABV, is the President of  
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas 
of valuation and financial analysis for hospitals, physician practices, and other 
healthcare enterprises. Mr. Zigrang has over 25 years of experience providing 
valuation, financial, transaction and strategic advisory services nationwide in 
over 2,000 transactions and joint ventures.  Mr. Zigrang is also considered an 
expert in the field of healthcare compensation for physicians, executives and other 
professionals.
Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare - 2nd 
Edition” [AICPA - 2015], numerous chapters in legal treatises and anthologies, 
and peer-reviewed and industry articles such as: The Guide to Valuing Physician 
Compensation and Healthcare Service Arrangements (BVR/AHLA); The 
Accountant’s Business Manual (AICPA); Valuing Professional Practices and 
Licenses (Aspen Publishers); Valuation Strategies; Business Appraisal Practice; 

and, NACVA QuickRead. Additionally, Mr. Zigrang has served as faculty before professional and trade 
associations such as the American Society of Appraisers (ASA); the National Association of Certified Valuators 
and Analysts (NACVA); the American Health Lawyers Association (AHLA); the American Bar Association 
(ABA); the Association of International Certified Professional Accountants (AICPA); the Physician Hospitals 
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial Management 
Association (HFMA); and, the CPA Leadership Institute. 
Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of Business Administration 
(MBA) from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare 
Executives (FACHE) and holds the Certified Valuation Analyst (CVA) designation from NACVA. Mr. Zigrang 
also holds the Accredited Senior Appraiser (ASA) designation from the American Society of Appraisers, 
where he has served as President of the St. Louis Chapter. He is also a member of the America Association 
of Provider Compensation Professionals (AAPCP), AHLA, AICPA, NACVA, NSCHBC, and, the Society of 
OMS Administrators (SOMSA).
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