HEALTI—I CAPITAL

Volume 18

Gme Issue 8

August 2025

Todd A. Zigrang, MBA, MHA, FACHE, CVA, ASA, ABYV, Publisher

Jessica L. Bailey-Wheaton, Esq., Editor

CMS Releases 2026 IPPS Final Rule

On July 31, 2025, the Centers for Medicare & Medicaid
Services (CMS) released its finalized payment and policy
updates for the Medicare Inpatient Prospective Payment
System (IPPS) and the Long-Term Care Hospital
(LTCH) Prospective Payment System (PPS) for fiscal
year (FY) 2026.! The final rule authorized Medicare
inpatient reimbursement increases for 2026 and moved
forward with improvements to quality measurement, and
provided more information on a new value-based
payment model. This Health Capital Topics article will
discuss the IPPS final rule and stakeholder reactions.

CMS reimburses acute care hospitals prospectively
determined rates per inpatient stay under the IPPS for two
different payments: (1) the operating payment; and, (2)
the capital payment.2 The operating payment covers labor
and non-labor (i.e., supplies) costs, while the capital
payment covers costs for depreciation, interest, rent, and
property-related insurance and taxes.®> The capital base
payment rates under the IPPS have grown minimally, if
at all, each year for the past decade. Growth rates in the
operating base payment rates have been higher for FYs
2020 through 2022, likely due to the COVID-19
pandemic, but before this period, the rate typically
exhibited relatively slow growth. After adjusting the base
payment rates for regional wage variations and the
patient’s Medicare Severity Diagnosis Related Group
(MS-DRG) classification, the IPPS payment may be
further modified by several factors that account for each
hospital’s specific characteristics. CMS annually updates
the IPPS payment rates, including “updates to the base
rates, wage indexes, MS-DRG definitions and weights,
and the outlier fixed loss amount.”* The base rates are
updated, similar to the other Medicare payment
programs, based on the applicable market basket index
and productivity adjustments.®

CMS reimburses LTCHs (which are differentiated from
acute care hospitals by their average length of stay —
typically in excess of 25 days) similarly, paying a per-
discharge rate that is meant to cover the operating and
capital costs of “efficient providers” and are adjusted
geographically and for case mix.6 CMS annually updates
LTCH PPS payment rates similar to the IPPS, based on
the applicable market basket index and productivity
adjustments.”

The final rule includes a 2.6% payment increase for
hospitals that report quality data through the Hospital
Inpatient Quality Reporting (IQR) Program and are
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meaningful users of electronic health records (EHRS).
This rate increase, which is 0.2% higher than the
proposed payment rate,® is comprised of a projected
hospital market basket percentage increase of 3.3%,
reduced by a 0.7% productivity adjustment. © CMS
estimates hospital payments to increase by an adjusted
total (after various decreases) of $5 billion in FY 2026
(including an increase in payments to disproportionate
share hospitals of $2 billion).!

Additionally, CMS finalized LTCH-PPS payment
increases of approximately 2.7%, comprised of a
projected LTCH PPS market basket percentage increase
of 3.4%, reduced by a 0.7% productivity adjustment.?
This is expected to increase LTCH PPS payments by
approximately $72 million.** CMS also increased the
LTCH outlier threshold for FY 2026, based on updated
data; this is in response to “the statutory requirements
that estimated outlier payments are approximately 8% of
total payments.”*

The IPPS/LTCH Final Rule ends CMS’s low wage index
hospital policy, in response to a federal court ruling that
HHS lacked authority to adopt the policy.*® The policy,
which began in FY 2020, provided additional
reimbursement to hospitals in certain low-wage areas
(largely rural hospitals).*® CMS will phase out the policy
via a transitional year for FY 2026 for low wage index
hospitals  significantly impacted by the policy
discontinuation.’

Beyond payment changes, the IPPS/LTCH Final Rule
includes numerous changes to quality reporting
programs. The Hospital Inpatient Quality Reporting
(IQR) Program and Long-Term Care Hospital Quality
Reporting Program (LTCH QRP) are pay-for-reporting
quality programs that require the submission of certain
quality data to CMS and reduces payments to hospitals
that do not meet program requirements.*® In the Final
Rule, CMS modifies four current Hospital IQR Program
measures (largely technical updates and reducing the
performance period sought) and removes the following
four measures:

e Hospital Commitment to Health Equity;

e COVID-19 Vaccination Coverage among
Health Care Personnel;

e Screening for Social Drivers of Health; and

e Screen Positive Rate for Social Drivers of
Health.*®

(Continued on next page)



CMS also revises the LTCH QRP measures, modifying
one reporting requirement and removing four social
determinants of health patient assessment data
elements.?

In addition to not reporting under the Hospital IQR
Program or the LTCH QRP, Medicare payments can also
be reduced for hospitals that:

e Have  excess  readmissions
Readmissions Reduction Program);

e Have a relatively high incidence of hospital-
acquired conditions (Hospital-Acquired
Condition [HAC] Reduction Program); or

e  Otherwise do not perform well relative to other
hospitals on certain value-based measures
(Hospital Value-Based Purchasing [VBP]
Program).?

The IPPS/LTCH Final Rule made changes to all three of
these programs. For FY 2027, the Hospital Readmissions
Reduction Program will, among other changes add
Medicare Advantage data to the six readmission
measures and shorten the performance period from three
years to two years. The HAC Reduction Program will
update the CDC National Healthcare Safety Network
(NHSN) healthcare-associated infections (HAI) chart-
abstracted measures with the new 2022 baseline.?? The
VBP Program will remove the health equity adjustment
from the program scoring methodology, as well as
modify and make technical updates to certain quality and
mortality measures and establish performance standards
for FYs 2027 through 2031.%

In the IPPS/LTCH Final Rule, CMS finalized updates to
the mandatory episode-based Transforming Episode
Accountability Model (TEAM) that is set to take effect
on January 1, 2026.2* TEAM is a five-year mandatory
episode-based payment model for selected acute care
hospitals treating Traditional Medicare patients who are
undergoing one of the following five surgical procedures:

(1) Lower extremity joint replacement (LEJR);

(2) Surgical hip femur fracture treatment (SHFFT);
(3) Spinal fusion;

(4) Coronary artery bypass graft (CABG); and

(5) Major bowel procedure.®

(Hospital
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The model builds upon prior payment models, including
the Bundled Payments for Care Improvement (BPCI)
Advanced and Comprehensive Care for Joint
Replacement (CJR) Models.?® CMS will provide a
“target price” for the entire 30-day episode (both surgery
and follow up) for participants to meet.?” TEAM, which
aims to “incentivize care coordination, improve patient
care transitions, and decrease the risk of avoidable
readmission,” will be comprised of three tracks:

(1) Track 1: no downside risk, less reward for up to
three years;

(2) Track 2: lower levels of risk and reward for
years two through five; and

(3) Track 3: higher levels of risk and reward for
years one through five.?®

Industry trade groups were largely positive in their
response to the IPPS/LTCH Final Rule. The Federation
of American Hospitals President and CEO Chip Kahn
stated that, “It’s encouraging that today’s [IPPS] rule
provides a slightly higher market basket rate and
increased support to hospitals that treat a
disproportionately high number of uninsured patients,
but the anticipated increase is not sufficient to make up
for the recent historic levels of inflation nor expected
increases in the number of uninsured Americans.”?
Similarly, the American Hospital Association’s (AHA’s)
senior vice president of public policy analysis and
development stated:

“The AHA appreciates CMS’ recognition of the
importance of an appropriate balance of burden and
value in quality measurement programs, especially
the sunsetting of the COVID-19 vaccination
coverage among healthcare personnel measure. The
AHA is also pleased that CMS’ payment updates
and support for hospitals that treat a
disproportionately high number of low-income
patients are improved in this final rule. However, we
are still concerned that these updates are not
adequate enough for the many hospitals that are
struggling in today’s challenging operating
environment, especially those in rural and
underserved communities.”*

The FY 2026 final rule will take effect October 1, 2025.3!

(Continued on next page)
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enterprises. Mr. Zigrang has over 30 years of experience providing valuation, financial,
transaction and strategic advisory services nationwide in over 2,500 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. He also serves on the Editorial Board of The Value Examiner and QuickRead, both of
which are published by NACVA.

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
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