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Abstract

The CMS FY 2026 Inpatient Prospective Payment System (IPPS) and Long-Term
Hospital Prospective Payment System (LTCH PPS) final rule was released on July
2025, overshadowed by broader healthcare ecosystem announcements. However,
final rule carries profound implications for how inpatient hospitals will be paid,
measured, and regulated over the next several years. This analysis unpacks the n

layered regulatory architecture of the rule, with particular focus on:

1. The discontinuation of the low wage index hospital policy following Bridge]

Becerra
2. Changes in the labor-related share and IPPS market basket rebasing to 202
3. Transformations in quality reporting and digital measurement mandates

4. Operational and financial implications of the mandatory TEAM model begii
January 2026

5. The acceleration of TEFCA, FHIR, and interoperability requirements throu

Promoting Interoperability Program



This essay interprets the final rule through the lens of emerging business model

health tech entrepreneurship, assessing where demand signals lie for new

technologies, data services, Al-driven operational platforms, and novel reimburs

support systems. It analyzes implications for incumbent EHR and analytics vend

and forecasts regulatory-driven disruption opportunities for startups building d

infrastructure to help hospitals navigate the high-penalty, low-margin world of ]

2026 inpatient care.
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Introduction: What Everyone Missed
While Reading the Ecosystem Press
Release



On July 31, 2025, CMS released the final rule governing the FY 2026 Inpatient
Prospective Payment System and Long-Term Care Hospital Prospective Paymeni
System. The policy backdrop of this rule represents the culmination of years of
litigation, pandemic-related adjustments, and bundled payment experimentatiot
signaling a decisive pivot toward financial accountability, technological
standardization, and administrative compliance for acute and long-term care
facilities. Yet, compared to the celebratory tone of CMS's broader "ecosystem"
announcements promising innovation, interoperability, and equity, the IPPS/LT}(
final rule reveals the more concrete policy architecture upon which those ideals
rest. This is not a philosophical document about healthcare transformation but
a 1,200-page blueprint for the fiscal and clinical engineering of American inpati
medicine. And it is precisely here that the most important demand signals for he

tech entrepreneurs reside.

While healthcare media attention focused on high-level commitments to nationv
interoperability and value-based care transformation, the technical provisions b
within the IPPS final rule create immediate, tangible business opportunities for
technology companies that understand the operational realities facing hospital ¢
financial officers, chief operating officers, and chief medical officers. The rule
establishes mandatory compliance requirements, creates new data reporting
obligations, and fundamentally restructures payment incentives in ways that wil
hospitals to invest in new technological capabilities regardless of their enthusias
digital transformation. For entrepreneurs, this represents a shift from selling

efficiency gains to selling survival tools.

The most sophisticated health tech investors and entrepreneurs recognize that

sustainable healthcare technology businesses are built on regulatory mandates, 1
market enthusiasm. When CMS requires hospitals to participate in bundled pay
models, implement interoperability standards, or meet digital quality measurem
requirements, it creates non-discretionary demand for supporting technologies.
FY 2026 rule represents precisely this type of market-making moment, establish
multiple streams of mandatory demand that will persist for years regardless of

economic cycles or hospital budget constraints.



The Discontinuation of the Low Wage
Index Policy: Market Shocks and Labor
Arbitrage

The Bridgeport Hospital v. Becerra decision fundamentally altered the landscap
rural and low-wage market hospitals by invalidating CMS's low wage index

adjustment policy. This policy had artificially elevated wage index values for hos
in low-cost labor markets, providing a cross-subsidy mechanism that enabled ru
facilities to maintain competitive reimbursement rates despite local wage dispar
The D.C. Circuit Court's ruling that CMS lacked statutory authority under Sect:
1886(d)(5)(I) to implement this adjustment has created immediate financial press
for hundreds of hospitals that had incorporated these elevated payments into th

operational models.

CMS's response through a narrow transitional exception capped at a 9.75 percen
decline from FY 2024 values provides only temporary relief, acknowledging the
financial disruption that complete elimination would cause. However, this transi
measure is explicitly time-limited, meaning affected hospitals must fundamental
restructure their cost bases to operate profitably under the historical wage indes
methodology. This creates unprecedented demand for technological solutions th
optimize labor utilization, predict staffing costs, and model the financial impact

operational changes.

The elimination of wage index manipulation as a cross-subsidy mechanism force
hospitals to invest in productivity rather than rely on geographic advantages. He
tech companies developing workforce optimization platforms, Al-driven schedu
systems, and predictive labor analytics are positioned to capture significant mar
share among hospitals scrambling to offset lost reimbursement. Tools that can

integrate with hospital cost accounting systems to model nurse staffing ratios,

simulate float pool utilization, and calculate marginal DRG profitability under r

wage constraints will be essential rather than optional.



More sophisticated opportunities exist for companies that can build APIs into
existing hospital financial systems to provide real-time sensitivity analysis on wa
policy changes. When CMS modifies wage index methodologies or labor market
definitions in future rules, hospitals need immediate visibility into the financial
impact across their service lines. Startups that position themselves as the early
warning system for Medicare payment policy changes will find willing buyers an

CFOs who can no longer rely on wage index adjustments to buffer payment vola

The rural hospital market, in particular, represents a concentrated opportunity
companies that understand the specific operational challenges these facilities fa
Rural hospitals typically operate with limited IT resources, fragmented data syst
and constrained capital budgets, but they now face existential pressure to optim
labor costs. Technology solutions that can be implemented quickly, require mini
technical expertise to maintain, and demonstrate clear return on investment thre

labor cost reduction will find an eager market among these facilities.

Market Basket Rebasing and Labor Shc
Recalibration: A Strategic Reset for Co
Modeling Tech

CMS's decision to rebase the IPPS market basket from a 2018 base year to 2023
reduce the labor-related share from 67.6 percent to 66.0 percent reflects fundam
shifts in post-pandemic hospital cost structures. The 1.6 percentage point reduc
in labor share acknowledges the rise of contract labor, increased outsourcing of
clinical services, and changing technology depreciation patterns that have altere
traditional balance between labor and non-labor hospital expenses. While this
adjustment appears modest, it represents millions of dollars in payment

redistribution for large health systems with substantial Medicare volumes.

The rebasing to 2023 data captures the volatile price inflation, supply chain
disruptions, and labor market dynamics that characterized the post-pandemic
recovery period. This creates a more accurate reflection of current hospital cost

structures but also introduces new volatility as the market basket incorporates



pandemic-era pricing anomalies that may not persist. For hospitals, this means
traditional cost modeling approaches based on historical relationships between

and non-labor expenses may no longer provide reliable forecasts.

This creates immediate demand for technology platforms that can ingest Medic:
Cost Reports, normalize cost center data, and attribute cost trends to labor vers:
non-labor categories with sufficient granularity to guide strategic decisions. Hos
need tools that can model DRG profitability under the new cost weights, simula
impact of service line reallocations, and optimize overhead distribution to maxir

reimbursement under the revised market basket methodology.

The most significant opportunities exist for companies that can bridge the gap
between traditional hospital cost accounting systems and the sophisticated finar
modeling required to navigate these changes. Many hospitals still rely on manua
processes or legacy systems that cannot easily recalculate cost allocations when ¢
modifies market basket weights or labor share percentages. Platforms that can
automate these calculations, provide scenario modeling capabilities, and integra

with existing financial systems will be essential tools for hospital finance teams.

Advanced analytics companies that can help hospitals understand the second-or
effects of market basket changes across their entire service portfolio will find

particularly receptive audiences. When the labor share decreases, it affects diffe
service lines differently based on their labor intensity. Surgical services with hig
nursing requirements may see relative payment increases, while diagnostic servi
with significant equipment depreciation may see decreases. Technology platforn
can quantify these trade-offs and recommend portfolio adjustments will become

indispensable for health system strategic planning.

The Hidden Acceleration of TEFCA, FHI
and EHR APl Mandates

While TEFCA has been discussed as a theoretical framework for nationwide hes
information exchange, the FY 2026 rule contains concrete incentives that will di

practical adoption. CMS finalized a new optional bonus measure under the Pron



Interoperability Program that awards five bonus points to hospitals that use TEI
based exchanges for public health reporting. This represents the first material

financial incentive for hospitals to align their EHR workflows with national data
sharing infrastructure, transforming TEFCA from an aspirational standard into

operational requirement for hospitals seeking maximum quality scores.

Simultaneously, the rule incorporates by reference the ONC Health IT Certificai
final rule that requires support for Real-Time Prescription Benefit tools and

electronic prior authorization APIs by January 1, 2028. These capabilities are no
to Promoting Interoperability scoring and will increasingly influence value-base
purchasing metrics. The combination of TEFCA incentives and API mandates ci
a comprehensive push toward standardized, interoperable data exchange that ex

far beyond the traditional scope of EHR meaningful use requirements.

For startups in the interoperability space, this represents mandatory demand cre
on an unprecedented scale. Every eligible hospital in America will need TEFCA
connectivity, FHIR-native infrastructure, and API capabilities to maintain their
quality scores and Medicare payments. Companies building FHIR-native
infrastructure for public health reporting, drug price transparency, or prior
authorization transactions are now on the critical path for hospital compliance r

than offering optional efficiency improvements.

The most immediate opportunities exist for companies that can abstract TEFCA
endpoints into usable interfaces for hospital analytics, patient matching, and cos
management systems. While TEFCA provides the technical framework for data
exchange, most hospitals lack the internal expertise to implement and maintain
connections effectively. Middleware platforms that can translate TEFCA data st
into formats compatible with existing hospital systems will be essential for prac

adoption.

More sophisticated opportunities emerge for companies that can leverage TEFC
connectivity to enable new categories of clinical and operational applications. W
hospitals can reliably access longitudinal patient data from external sources thr¢

TEFCA, it becomes feasible to build predictive models for readmission risk, car



identification, and population health management that were previously impossit
due to data fragmentation. Companies that position themselves as the applicatic

layer above TEFCA infrastructure will capture the most value as the network m:

The electronic prior authorization API requirements create parallel opportuniti
companies that can integrate these capabilities into existing clinical workflows.
authorization has historically been a manual, phone-based process that creates
significant administrative burden for hospitals and delays patient care. APIs tha
automate prior authorization requests, track approval status, and integrate with
systems will generate immediate operational value while ensuring compliance w

emerging mandates.

The Transforming Episode Accountabili
Model (TEAM): Bundled Payment's
Revival in Five Disease Categories

TEAM represents CMS's most ambitious mandatory bundled payment initiative
date, launching January 1, 2026, with five surgical episode categories: lower extr:
joint replacement, surgical hip/femur fracture treatment, spinal fusion, coronary
artery bypass graft, and major bowel procedures. Unlike previous voluntary mod
TEAM requires participation from acute care hospitals in selected Core-Based
Statistical Areas and imposes financial accountability for 30-day episodes that

encompass both inpatient and post-acute care costs.

The model's design incorporates lessons learned from BPCI Advanced and
Comprehensive Care for Joint Replacement, including more sophisticated risk
adjustment using HCC version 28, a 180-day diagnosis lookback period, and are
deprivation indexing through the Community Deprivation Index. These refinem
address previous concerns about inadequate risk adjustment and create more ac
target price calculations, but they also significantly increase the data and analyti

complexity required for successful participation.



TEAM participants face mandatory quality reporting requirements that include
patient-reported outcomes measures in the outpatient setting, representing a ne
level of data collection burden that extends beyond traditional hospital boundar
Hospitals must coordinate with outpatient providers to capture patient experien
data and ensure continuity of care measurement across settings. This creates

immediate demand for care coordination platforms, patient engagement tools, a

data integration systems that can span the entire episode of care.

The financial stakes are substantial, with CMS estimating $481 million in Medic
savings over the five-year model period. This means participating hospitals face
significant downside risk if they cannot effectively manage episode costs while

maintaining quality standards. Success requires sophisticated capabilities in cos
tracking, provider network management, post-acute care optimization, and pred

analytics that most hospitals currently lack.

For health tech companies, TEAM represents a massive addressable market of

hospitals that must invest in new capabilities regardless of their strategic prefer
Companies that can provide episode-of-care tracking, longitudinal data manage:
and shared savings modeling will find urgent demand among hospitals scrambli
prepare for January 2026 implementation. The mandatory nature of participatios
eliminates the sales cycle challenges that have historically plagued bundled payr

technology vendors.

The most immediate opportunities exist for platforms that can aggregate claims
clinical data, and patient assessment information across multiple providers and
settings to provide comprehensive episode visibility. Many hospitals lack the dat
infrastructure to track costs and outcomes across the 30-day episode period,
particularly for services provided by post-acute care partners. Technology soluti
that can create unified episode dashboards, predict cost overruns, and identify

intervention opportunities will be essential for TEAM success.

Advanced analytics opportunities emerge for companies that can help hospitals
optimize their post-acute care networks and referral patterns under the TEAM 1

Success requires understanding which skilled nursing facilities, home health ag:



and rehabilitation providers deliver the best outcomes at the lowest cost for spe
patient populations. Platforms that can analyze historical episode data, predict
patient trajectories, and recommend optimal care pathways will become critical

competitive advantages for TEAM participants.

Digital Quality Measures and Clinical
Data Interoperability: New Burdens or
New Businesses

CMS's commitment to digital quality measures across the IQR and LTCH QRP
programs signals a fundamental shift from chart-abstracted to data-native
performance measurement. The final rule specifically encourages FHIR-based
submissions and seeks comments on future measure concepts in areas like well-
and nutrition, indicating CMS's intent to broaden measure domains while expec
digital compliance. This transition creates both compliance burdens and busine:
opportunities for companies that can simplify the technical complexity of digita

quality measurement.

The modification of hybrid measures to reduce submission thresholds from 90-¢
percent to 70 percent acknowledges the practical challenges hospitals face in

achieving complete data capture while maintaining CMS's commitment to electt
measurement. However, even these reduced thresholds require hospitals to impl
systematic data collection processes, validate data quality, and ensure consistent
submission formats across multiple quality programs. Most hospitals lack the in

expertise to manage these requirements effectively.

This creates significant opportunities for companies offering digital quality mea
authoring, certification, and submission tooling. Platforms that allow health syst
to simulate quality measure scoring before submission, track data provenance ac
clinical systems, and integrate quality logic into operational dashboards will be |
valued by compliance-conscious COOs. These tools provide both operational

efficiency and risk mitigation by reducing the likelihood of quality penalties due

data submission errors.



More sophisticated opportunities exist for companies that can help hospitals
transform quality measurement from a compliance burden into a clinical
improvement tool. When quality measures are calculated in real-time using elec
data, they can provide immediate feedback to clinical teams and enable proactiv
interventions to improve patient outcomes. Platforms that can embed quality
measurement into clinical workflows, alert providers to potential quality issues,

recommend evidence-based interventions will deliver value beyond mere compli

The expansion of quality measures to include social determinants of health, pati
reported outcomes, and care coordination metrics creates new data collection
requirements that extend beyond traditional clinical systems. Hospitals need
technology solutions that can capture patient experience data, integrate social ri
information, and coordinate measurement across multiple care settings. Compai
that can provide comprehensive platforms for multi-domain quality measuremer

be well-positioned as CMS continues to broaden measure scope.

Implications for Incumbents: Epic, Orac
Health, and Analytics Vendors in the
Crosshairs

The implications of the FY 2026 rule for incumbent health technology vendors ¢
profound and differentiated. Epic's dominant position in inpatient data manage;
makes it the natural substrate for TEAM implementation, Promoting Interopere
compliance, and digital quality measurement. However, Epic's traditional appro:
building comprehensive, integrated suites may be challenged by the specific tecl
requirements for TEFCA connectivity, FHIR-native APIs, and real-time prescrig
benefit tools. Unless Epic accelerates integration with these emerging standards
customers will need third-party augmentation, creating opportunities for modul

standards-based solutions.

Epic's strength in data integration and clinical workflow optimization positions
well for TEAM implementation, but the model's emphasis on post-acute care

coordination and patient-reported outcomes collection may require capabilities



beyond Epic's traditional inpatient focus. Health systems using Epic may need

supplementary platforms for care coordination, patient engagement, and cross-s
data integration to achieve TEAM success. This creates opportunities for compa
that can integrate seamlessly with Epic while extending its capabilities across th

episode of care.

Oracle Health, the entity formerly known as Cerner, faces more acute pressure u
the new requirements. The company's market share in LTCHs and smaller hospi
combined with TEAM's mandatory participation requirements, creates an expec
of full episode visibility and clinical decision support that Oracle Health has

historically struggled to deliver. If Oracle Health cannot provide TEAM-aligned
product updates and TEFCA-compliant interoperability features within the nex
18 months, it risks losing customers to competitors or seeing them adopt middle

solutions that effectively bypass Oracle Health's core offerings.

The challenge for Oracle Health is particularly acute given its customer base's li
IT resources and technical expertise. Many Oracle Health customers are smaller
hospitals and rural facilities that lack the internal capabilities to implement con
workarounds or integrate multiple vendor solutions. These customers need thei
primary EHR vendor to provide comprehensive support for new CMS requireme
and Oracle Health's ability to deliver will significantly impact customer retentio

satisfaction.

Analytics vendors face both opportunities and threats from the new requiremen
Companies like Health Catalyst, Vizient, and Premier have built businesses arot
helping hospitals interpret claims data and identify performance improvement

opportunities. The TEAM model's emphasis on episode-level analytics and the

expansion of digital quality measures create new demand for sophisticated analy
capabilities. However, these vendors must adapt their platforms to handle real-t
data streams, FHIR-formatted inputs, and multi-setting episode tracking to rem

relevant.

The most significant threat to incumbent analytics vendors comes from compani

that can provide integrated platforms combining data aggregation, analytical ins



and workflow automation. As hospitals face multiple new compliance requireme
simultaneously, they prefer solutions that address multiple needs through unifie
platforms rather than point solutions that require separate implementation and
maintenance efforts. Analytics vendors that cannot evolve into comprehensive
compliance and performance platforms may find themselves displaced by more

integrated competitors.

Where Startups Should Be Looking:
Signals for Novel Business Model Desi¢

The most compelling opportunities emerging from the FY 2026 rule lie at the

intersection of compliance burden and financial risk. CMS is moving aggressivel
toward operationalizing interoperability, risk stratification, and quality attribut
not merely as policy goals but as required capabilities that directly impact hospi
revenue. This regulatory imperative creates openings for startups building solut
that relieve hospitals from the complexity of reconciling fragmented data source

fluctuating regulatory definitions, and opaque pricing mechanisms.

EHR-integrated, TEFCA-aware public health reporting platforms represent
immediate opportunities for companies that can simplify the technical complexi
nationwide health information exchange. Most hospitals understand the strategi
value of TEFCA connectivity but lack the technical expertise to implement and
maintain these connections. Startups that can provide turnkey TEFCA integrati
handle the technical complexities of patient matching and data formatting, and
deliver meaningful analytics from the connected data will find eager customers :

hospitals seeking Promoting Interoperability bonus points.

Episode-of-care data aggregation tools with TEAM-specific functionality repres
another high-priority opportunity. Hospitals participating in TEAM need

comprehensive visibility into costs, quality, and outcomes across 30-day episode
span multiple providers and care settings. Most existing hospital systems cannot
provide this level of episode tracking, creating demand for specialized platforms

can aggregate claims data, clinical data, and patient assessment information intc



unified episode views. Companies that can deliver these capabilities while integ:

seamlessly with existing hospital workflows will capture significant market shar

Real-time DRG optimization platforms that incorporate the new wage index
calculations and labor-related share dynamics address an immediate pain point
hospital finance teams. When CMS modifies payment methodologies, hospitals r
rapid visibility into the impact across their service lines and patient populations
Platforms that can continuously monitor payment rule changes, automatically
recalculate expected reimbursements, and recommend operational adjustments"
become essential tools for maintaining financial performance under volatile pay:

policies.

Digital quality measure lifecycle management systems represent a less obvious b
potentially lucrative opportunity. As CMS expands digital quality measurement
requirements, hospitals need comprehensive platforms that can author measure:
validate data collection processes, simulate scoring scenarios, and manage subm
workflows. Companies that can provide end-to-end quality measurement platfor
while integrating with existing clinical systems will capture significant value as

compliance requirements continue to expand.

APIs that expose and score clinical and social determinants of health data for ris
adjustment and TEAM payment calculations address a critical gap in most hosp
information systems. Success in TEAM requires sophisticated risk stratification
capabilities that incorporate clinical conditions, social risk factors, and area-levi
deprivation indicators. Most hospitals cannot easily access or analyze this inforn
using existing systems, creating demand for specialized APIs that can integrate

diverse data sources and provide actionable risk scores for episode management.

Navigating Payment Policy Volatility as
Go-to-Market Strategy

The most successful health tech entrepreneurs understand that CMS payment p
volatility should be leveraged as a go-to-market catalyst rather than viewed as a-

factor. When regulatory changes create operational complexity, hospital buyers



become desperate for simplification and willing to pay premium prices for solut
that ensure compliance and protect revenue. The FY 2026 IPPS/LTCH final rule
represents exactly this type of market-making moment, introducing multiple ne

policies that most hospital operators are unprepared to manage effectively.

The key insight for entrepreneurs is that value propositions should emphasize

compliance assurance and risk mitigation rather than abstract efficiency gains.

Hospital CFOs and COOs are not primarily motivated by promises of long-term
operational optimization when facing immediate compliance deadlines and finar
penalties. They need solutions that can demonstrably reduce their risk of qualit
penalties, TEAM payment reductions, or Promoting Interoperability scoring fail
Companies that can quantify the financial protection their solutions provide wil

more receptive audiences than those emphasizing general productivity benefits.

Timing is critical for capturing maximum value from regulatory-driven demand.
most successful companies enter markets approximately 12-18 months before
compliance deadlines, when hospital awareness is high but competitive intensity
remains moderate. With TEAM launching January 1, 2026, and TEFCA incentivi
beginning with the CY 2026 reporting period, companies that can demonstrate
working solutions by mid-2025 will have significant advantages over competitor:

wait for full policy implementation.

The sales process for regulatory-driven solutions differs significantly from tradi
healthcare technology sales. Hospital buyers are more concerned with vendor

credibility, implementation timelines, and technical support capabilities than w
feature comparisons or pricing negotiations. Companies that can demonstrate d.
understanding of CMS policies, provide clear implementation roadmaps, and off
comprehensive support during the compliance process will outperform competi

with superior technology but weaker regulatory expertise.

Long-term success requires building platforms that can adapt to future regulatc
changes rather than point solutions that address specific current requirements.
continuously modifies quality measures, payment methodologies, and reporting

requirements, creating ongoing demand for technology solutions that can evolve



changing policies. Companies that build flexible, configurable platforms and est
themselves as trusted partners for regulatory compliance will capture more valu

time than those that solve discrete problems.

Conclusion: Inpatient Innovation Will B
Forced, Not Bought

The CMS FY 2026 IPPS and LTCH final rule fundamentally alters the value
proposition for healthcare technology in the inpatient setting. Rather than sellin
efficiency improvements or clinical enhancements to willing buyers, successful
companies will increasingly sell compliance tools and financial protection to hos
that have no choice but to adapt to new regulatory requirements. This shift from
discretionary to mandatory demand creates more predictable markets but requii
entrepreneurs to understand regulatory complexity and hospital operational rea

with unprecedented sophistication.

The rule establishes multiple streams of non-discretionary demand that will per
regardless of economic cycles, hospital budget constraints, or technology prefer:
Hospitals must participate in TEAM, must achieve Promoting Interoperability s
must submit digital quality measures, and must adapt to new payment methodol
These requirements create technology needs that hospital administrators cannot

or avoid, fundamentally changing the dynamics of healthcare technology adoptic

For entrepreneurs, this regulatory environment rewards companies that can solv
complex compliance problems with elegant, integrated solutions. The most succ
companies will be those that understand the interconnections between different
regulatory requirements and build platforms that address multiple compliance 1
simultaneously. Hospitals prefer vendors that can reduce their overall regulatory

burden rather than those that solve individual problems in isolation.

The transformation of inpatient care payment and regulation represents both th
greatest challenge and the most significant opportunity facing healthcare technc
entrepreneurs today. Companies that can navigate the complexity of CMS policy

understand the operational realities of hospital administration, and deliver solui



that ensure compliance while improving outcomes will build the foundational
infrastructure for the next generation of healthcare delivery. Those that cannot ¥
find themselves displaced by more sophisticated competitors who recognize that

future of healthcare technology lies not in selling innovation but in enabling sur

The next wave of inpatient innovation will be driven by payment system enforce
rather than provider enthusiasm, creating unprecedented opportunities for
entrepreneurs who understand that the most successful healthcare technology
companies are built on regulatory mandates rather than market enthusiasm. The
2026 rule provides the blueprint for this transformation, and companies that car
decode its implications will capture the most value as American inpatient care a

to a new era of accountability, interoperability, and financial risk.
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