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Rule Overview

• Rate Updates

• Wage Index

• DSH Updates

• Other Changes
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Rate Updates
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Operating Rate Update
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Operating Rate

Adjustment

ACA-Adjusted Update (3.2% market basket (MB) minus 0.9 PPTs 

productivity adjustment)
+2.3%

MS-DRG Budget Neutrality Adjustments -0.15%

Wage Index Budget Neutrality Adjustments -0.75%

Other Annual Budget Neutrality Adjustments +0.04%

Net Rate Change (Federal) +1.43%

FFY 2026 FFY 2027 % Change

Operating Rate $6,752.61 $6,848.98 +1.43%
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Capital Rate Update
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Capital Rate

Adjustment

Net Capital Input Price Index (CIPI) Update +3.40%

MS-DRG Budget Neutrality Adjustments -0.16%

Wage Index Budget Neutrality Adjustments -0.83%

Other Annual Budget Neutrality Adjustments +0.63%

Net Rate Change (Federal) +3.03%

FFY 2026 FFY 2027 % Change

Capital Rate $524.15 $540.03 +3.03%
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Rate Update – MB and CIPI

• Final base operating MB: 3.2% 
• Estimated impact of +$3.26 B

• Reduced by the ACA Multifactor Productivity Adjustment of 0.9 
percentage points 
• Estimated impact of -$919 M

• Net FFY 2027 operating market basket update: 2.3%

• Final base CIPI: 3.1%
• Estimated impact of +$240 M

• Increased by a forecast error adjustment of 0.3%
• Estimated impact of +0.23 M

• Net FFY 2027 CIPI : 3.4%
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Market Basket Update with EHR and IQR
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No Penalty IQR Penalty EHR Penalty Both Penalties

Baseline Operating MB 

Update
+3.2%

Net MB after ACA 

Reductions
+2.3%

IQR Penalty 

(25% Base MB Reduction)
- -0.8 PPTs - -0.8 PPTs

EHR Meaningful Use Penalty

(75% Base MB Reduction)
- - -2.4 PPTs -2.4 PPTs

MB Update, less EHR/IQR +2.3% +1.5% -0.1% -0.9%
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No Penalty

95.84%

EHR

1.53%

IQR

2.11%

Both

0.52%

Updated Compliance Projections

• Solely Meaningful Use (EHR) (MB less 2.4%)
• 47 hospitals projected to receive a penalty

• 41% decrease vs FFY 2026 Final Rule (80)

• Estimated impact of -$10.5 M

• Solely IQR (MB less 0.8%)
• 65 hospitals projected to be penalized

• 11% decrease vs FFY 2026 Final Rule (73)

• Estimated impact of -$3.4 M

• Both EHR and IQR (MB less 3.2%)
• 16 hospitals projected to be penalized

• Estimated impact of -$1.1 M

• These are not the final determination of the penalties and are subject 
to change
• In the DataGen analysis we include the potential impact of what these 

penalties could be for each hospital, regardless of their status estimated 
in the FFY 2027 IPPS impact file
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Data Sources for MS-DRG Classifications and  Relative Weights

• CMS will continue to calculate rates for the fiscal 
year under study using its traditional data sources:
• Claims from 2 years prior (FFY 2025 MedPAR)

• Hospital Cost Reports beginning three years prior (FFY 
2024 HCRIS)

• CMS previously adopted a 10% cap on reductions to 
MS-DRG relative weights compared to the year prior, 
implemented in a budget neutral manner, which is 
will continue for FFY 2027
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Budget Neutrality Adjustments
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Operating

Adjustment

Operating 

Impact

Capital 

Adjustment

Capital

Impact

MS-DRG Reclassification and Recalibration -0.13% -$135.14 M -0.13% -$10.91 M

MS-DRG Weight 10% Reduction Cap -0.03% -$29.11 M -0.03% -$2.51 M

Wage Index and Reclassifications -0.75% -$751.14 M -0.10% -$8.38 M

5% Stop Loss* -0.00% -$3.08 M -0.54% -$45.67 M

Low Wage Index Transition* +0.01% +$4.49 M -0.22% -$15.71 M

Other Budget Neutrality** +0.04% +$43.80 M +0.64% +$50.99 M

Rural Floor (applied directly to wage indexes)* -0.05% -$98.43 M -0.05% -$9.82 M

* Not permanently applied; includes the removal of the final FFY 2026 adj. and the inclusion of the adopted FFY 2027 adj.

** Includes: adopted outlier adj. for operating and capital rates; rural community hospital adj. for operating rate
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Final COLA Factors

FFYs 2022–2026

Final COLA Factors 

FFY 2027 

Alaska

City of Anchorage and 80-kilometer (50-mile) radius by foot 1.22 1.28

City of Fairbanks and 80-kilometer (50-mile) radius by foot 1.22 1.32

City of Juneau and 80-kilometer (50-mile) radius by foot 1.22 1.36

Rest of Alaska 1.24 1.44

Hawaii

City and County of Honolulu 1.25 1.25

County of Hawaii 1.22 1.32

County of Kauai 1.25 1.26

County of Maui and County of Kalawao 1.25 1.25

Cost-Of-Living Adjustments for Alaska and Hawaii
• Adopted updates to COLA factors for AK and HI 

• For AK, CMS will use the Overseas Cost-of-Living Allowance Data published by the Department of 
Defense rather than using Consumer Price Index data

• For HI, CMS will continue to use Consumer Price Index Data

• COLA factors will no longer be capped at 1.25
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Total Revenue Change (all adjustments)
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National Impact

+2.1%
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Wage Index
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Wage Index Reclassifications

• CMS is adopting an update to policies affecting how 
hospital reclassifications are handled for FFY 2027 and 
going forward, which include
• Allowing ferry routes to be used as road routes for mapping 

shortest routes when determining mileage for purposes of 
proximity.

• Waiving the regulation that a hospital without three years of 
published hourly wage data must demonstrate that its three-
year AHW is at least 82% of the AHW of the CBSA it is 
reclassifying to when a hospital seeks to reclassify into the 
CBSA they are located in.
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Impact of Base WI Changes
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National Impact

+0.04%
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Wage Index Reduction Cap

• CMS adopted to continue the 5% cap on 
wage index decreases, regardless of reason

• The resulting FFY 2027 wage index for any 
hospital will be no less than 95% of its FFY 
2026 wage index

• Will be implemented in a budget neutral 
manner, consistent with past years
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Wage Index Reduction Cap
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National Impact

-0.02%
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Low Wage Index Removal Transition

• CMS previously finalized to discontinue the low wage index 
(bottom quartile) policy for FFY 2026 and subsequent years.

• To assist hospitals, CMS will continue a narrow budget neutral 
transitional wage index adjustment, applied after the 5% stop 
loss, for providers who were eligible for the low wage index 
policy in FFY 2024 and whose FFY 2027 wage index will be 
more than a 14.2625% decrease of their FFY 2024 wage index. 
• The resulting FFY 2027 wage index will be 85.7375% of the FFY 2024 

wage index

• CMS is applying an operating budget neutrality factor of -0.02%

• Based on the operating factor, we estimated a capital budget 
neutrality factor of -0.22%
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Other Wage Index Changes

• Adoption to maintain the labor-related share of 66.0% for hospitals with wage index 
of more than 1.0.

• Hospitals with a wage index less than or equal to 1.0 will continue to have a labor-
related share of 62.0%.

• Adopted rural floor wage index budget neutrality factor of 0.973492, which is applied 
to each provider’s rural floor-adjusted payment wage index.

• Adopted use of the CY 2022 Occupational Mix Survey to calculate FFY 2027 wage 
indexes.

• A new occupational mix survey is needed for the creation of FFY 2028 wage indexes. 
Hospitals were required to submit these survey data to their MACs by June 30, 2026

• Outmigration adjustments for FFY 2027 and onwards will continue to be based on 
the American Community Survey data from 2016-2020.
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All Adopted WI Changes
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National Impact

+0.02%
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Medicare Disproportionate Share 

Hospital Policies
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Medicare DSH Payment Methodology
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DSH Payment Projections 
Under Statutory Formula

($15.797 B)

FACTOR 1

75% of DSH pool 
dedicated to 

uncompensated care  
Pool

FACTOR 2

Reduce pool relative to 
national rates of 

insurance compared to 
rates from CY 2013

Factor 3

Distribute Pool based on 
hospitals’ 

uncompensated care 
compared to the nation

25% - DSH Payments

Paid Under Statutory 
Method
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Medicare DSH UCC Factors
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FFY 2026 FFY 2027

Factor 1

(Base Funding)
$12.413 Billion $11.825 Billion

Factor 2 

(Available Pool)

62.14% adjustment

($7.713 B pool)

67.14% adjustment

($7.939 B pool)

Factor 3 

(Distribution)

Average of three years of audited data

Uncompensated Care Costs

FFYs 2020—2022 S-10 Line 30 

(Trimmed)

Average of three years of audited data

Uncompensated Care Costs

FFYs 2021—2023 S-10 Line 30 

(Trimmed)
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Change in UCC due to Factor 3 Distribution Updates
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Other DSH Policies

• CMS will continue to use a hospital’s 3-year 

average discharges to estimate interim UCC 

payments per discharge 

• FFYs 2023, 2024, and 2025

• UCC will be reconciled at cost report settlement, 

as in past years
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Other Changes
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Graduate Medical Education

• Adopted policies include

• Accreditation for approved medical residency 
programs and nursing and allied health education 
programs must be in compliance with anti-
discrimination laws

• Updates to what constitutes a “new” program 
eligible to receive Medicare-funded GME slots
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Graduate Medical Education

CMS provided public notification of the closure of the following hospitals
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CCN Provider Name City and State CBSA
Terminating 

Date

IME Cap 

(includes all 

adjustments)

DGME Cap 

(includes all 

adjustments)

360005

Insight Hospital 

and Medical Center 

Trumbull

Warren, OH 49660 10/10/2025 75.11 76.93

240063

M Health Fairview 

St. Joseph’s 

Hospital

Saint Paul, MN 33460 7/1/2022 13.36 13.38
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Rural Adjustments – Low Volume
• The criteria for the low-volume hospital adjustment has been extended through December 31, 

2026 by the Consolidated Appropriations Act of 2026
• Current Criteria

• Be located more than 15 road miles from another subsection (d) hospital

• Have fewer than 3,800 Medicare discharges during the fiscal year

• Criteria for January 1, 2027 and forward
• Be located more than 25 road miles from another subsection (d) hospital

• Have fewer than 200 total discharges (All Payer) during the fiscal year

• Beginning January 1, 2027, these criteria will revert to the more restrictive, statutory criteria
• Based on previous years where this restrictive criteria used, there were few to no providers eligible for the 

low volume adjustment

• The effect of losing this adjustment for ¾ of FFY 2027 is reflected in the DataGen analysis under the 
“Net Change due to Low Volume Adjustment” impact line

• 557 hospitals are estimated to be low-volume hospitals

• Reduces national operating revenues by $259 million and capital revenues by $16 million

• CMS did not provide estimated LVH adjustments in their impact file
• Adjustments from the DataGen analysis are taken from the most recent CMS provider-specific file or the 

FFY 2026 final rule Impact File, which had adjustments for FFY 2025
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Rural Adjustments – MDH

• Medicare-Dependent Small Rural Hospital (MDH) program was 
extended through December 31, 2026 by the Consolidated 
Appropriations Act of 2026

• Beginning January 1, 2027 providers will lose MDH status unless the 
program is extended by Congress

• HSRs in the DataGen analysis are based on FFY 2025 data and then 
updated for FFY 2026 and 2027 by applying each year’s respective 
update factor

• 166 hospitals currently have MDH status

• The impact of losing this adjustment is reflected in the DataGen 
analysis under the “Change in Hospital-Specific Rate” impact line and 
in the Hospital Payments tab under the Hospital-Specific Rate section, 
if applicable
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Additional Adopted Policies

• Creation of, and updates to, numerous MS-DRGs and related ICD-10-
CM codes

• Removal of the alternative pathway for new technology add-on 
payments

• Outlier reconciliation policies and increasing the fixed-loss threshold to 
$49,346 in FFY 2027 from $40,397 in FFY 2026

• Revising provider-based location criteria regulations

• Organ acquisition policies

• Updates to the Hospital IQR, VBP, RRP, HAC, and Promoting 
Interoperability Programs

• Updates to the Transforming Episode Accountability Model and the 
expansion of the CJR Model as the CJR-X model
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IPPS Quality Programs
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FFY 2027 IPPS Final Rule: VBP

• Beginning with the FFY 2032 program, CMS 

is modifying the five mortality measures in 

the Clinical Outcomes domain 

• Expanding the inclusion criteria to include 

Medicare Advantage (MA) beneficiaries 

• Shortening performance period from three 

years to two years
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Readmission Reduction Program 

(RRP)
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FFY 2027 IPPS Final Rule: RRP

• Beginning with the FFY 2029 program, CMS will add the 
Hospital 30-Day, All-Cause, Risk-Standardized Readmission 
Rate Following Sepsis Hospitalization (Sepsis Readmission) 
measure
• Methodology calculation will align with methodology for current 

measures in the RRP

• “Early Look” of Sepsis Readmission measure results and estimated 
payment adjustments for the FFY 2028 program (July 1, 2024 – June 
30, 2026) and FFY 2029 program (July 1, 2025 – June 30, 2027)

• Data would not be publicly reported or used for payment adjustments 
until the FFY 2030 program (July 1, 2026 – June 30, 2028)
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Hospital Acquired Condition 

(HAC) Reduction Program
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FFY 2027 IPPS Final Rule: HAC

• No updates to the HAC Reduction Program 

at this time
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Hospital Inpatient Quality 

Reporting (IQR) Program
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FFY 2027 IPPS Final Rule: IQR Program

• Modifying the following Excess Days in Care (EDAC) measures to 

expand inclusion criteria to include MA beneficiaries and update 

performance period from three years to two years beginning with 

FFY 2028 payment determination:

• EDAC after Hospitalization for Acute Myocardial Infarction (AMI EDAC)

• EDAC after Hospitalization for Heart Failure (Heart Failure EDAC)

• EDAC after Hospitalization for Pneumonia (Pneumonia EDAC)

• Risk adjustment methodology for EDAC measures will use individual 

ICD-10 codes instead of Hierarchical Condition Categories (HCCs) 

beginning with FFY 2028 payment determination.
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FFY 2027 IPPS Final Rule: IQR Program
• Beginning with FFY 2028 program CMS is modifying five mortality measures 

(MORT-30-AMI, MORT-30-HF, MORT-30-PN, MORT-30-COPD, MORT-30-CABG)
• Expand measure inclusion criteria to include MA beneficiaries

• Shorten performance period from three years to two years 

• Public reporting to begin with July 2027 Care Compare update

• Measures will be removed from IQR program beginning with FFY 2032 program year

• Technical updates to risk adjustment methodology to use individual ICD-10 codes 
instead of the current HCCs

• CMS adopted three new measures:
• EDAC After Hospitalization for Diabetes measure beginning with FFY 2029 payment 

determination

• Advance Care Planning eCQM beginning with FFY 2030 payment determination

• Hospital Harm-Postoperative Venous Thromboembolism (VTE) eCQM measure 
beginning with FFY 2030 payment determination
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FFY 2027 IPPS Final Rule: IQR Program

• Removing the following measures beginning with FFY 2030 payment 
determination:
• VTE Prophylaxis (VTE-1) eCQM

• Intensive Care Unit VTE Prophylaxis (VTE-2) eCQM

• Discharged on Antithrombotic Therapy (STK-02) eCQM

• Mandatory reporting for Malnutrition Care Score eCQM beginning with CY 2028 
reporting period

• Updated reporting requirements for Maternal Morbidity Structural Measure
• Require hospitals to report name of perinatal quality improvement collaborative program 

if hospital answers “yes” to measure question

• A hospital that attests “yes” to the measure question but does not provide the name of 
the perinatal quality improvement collaborative program in which they participate will 
not be considered as successfully reporting all requirements for the measure and would 
be subject to a payment penalty.
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DataGen Analysis Walkthrough
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IPPS Model – Hospital Report
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Controls to allow users 

to filter impacts

Breakout impacts have  

an arrow in front of 

them, are italicized, 

and in grey
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IPPS Model – Hospital Payments
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Some fields include expanded decimal places so that the calculations can be followed without 

significant deviations due to rounding
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IPPS Model – Hospital Payments
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IPPS Model – Hospital Payments
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IPPS Model – Top 25 DRGs
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