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June 9, 2026 
 
The Honorable Dr. Mehmet Oz  
Administrator 
Centers for Medicare & Medicaid Services  
Department of Health and Human Services  
Attention: CMS–1833–P  
P.O. Box 8013  
Baltimore, MD 21244–8013 
 
Re: Medicare Program; Hospital Inpatient Prospective Payment Systems for Acute Care 
Hospitals (IPPS) and the Long-Term Care Hospital Prospective Payment System and Policy 
Changes and Fiscal Year (FY) 2027 Rates; Requirements for Quality Programs; and Other 
Policy Changes 
 
Dear Administrator Oz: 
 
On behalf of Families USA, the longtime leading national, non-partisan health care consumer 
advocacy organization, thank you for the opportunity to comment on the proposed Medicare 
Hospital Inpatient Prospective Payment System (IPPS) regulation for Calendar Year 2027 (herein 
after “the Proposed Rule”). To advance our shared goals on payment reform, we strongly 
support one section of the proposed rule related to joint replacement and strongly oppose 
another change for patients experiencing homelessness.  
 
Families USA is dedicated to achieving high-quality, affordable health care and improved health 
for all – a vision that cannot be realized without fundamentally shifting health care payment 
systems to deliver better health outcomes and more appropriately center the needs of patients 
and their families. Through the IPPS rule, the Centers for Medicare & Medicaid Services (CMS) 
makes changes that offer an important opportunity to both strengthen the Medicare program 
and signal to other payers the need to realign the economic incentives of health care payment 
and delivery to move towards a higher-value health care system. 
 
Our comments are focused on the following sections of the proposed rule: 

• II.C. Proposed Changes to Medicare Severity Diagnosis-Related Group (MS-DRG) 
Diagnosis Codes for FY2027 

• X.C. Proposed Expansion of the Comprehensive Care for Joint Replacement (CJR) Model 
 

These proposals pull Medicare payment policy in opposite directions. In the first, CMS proposes 
to eliminate the additional inpatient reimbursement hospitals receive for care delivered to 
patients experiencing homelessness – a change that will deprive hospitals of a high value 
payment that connects patients to essential services, ultimately worsening health outcomes 
and driving up health care costs. Families USA opposes this change. In stark contrast to that 
approach, another CMS proposal would establish a new, mandatory, bundled payment model 
for lower extremity joint replacement (LEJR) – a reform that drives better coordination, 
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improves quality and generates meaningful Medicare savings. We urge CMS to take the path 
highlighted in the CJR-X model and continue to make improvements to Medicare payment 
that result in better health outcomes and more affordable care. Our detailed comments 
follow: 
 
II.C. Proposed Changes to Medicare Severity Diagnosis-Related Group (MS-DRG) Diagnosis 
Codes for FY2027 
 
Families USA strongly opposes CMS’s proposal to reduce the severity level for the set of ICD-
10-CM Z codes that describe homelessness, inadequate housing, and housing instability from 
a “complication and comorbidity” (CC) to a “non-complication and comorbidity” (nonCC). This 
proposal would eliminate the additional Medicare inpatient reimbursement that hospitals 
rely on to deliver comprehensive care to one of the most medically complex and resource-
intensive patient populations. CMS should rescind this proposal.  
 

The evidence is clear: patients experiencing homelessness present with higher rates of 

comorbidities, often need longer inpatient stays, and require far greater care coordination and 

social service support than the general patient population.1 Housing instability is a direct driver 

of clinical complexity, readmissions risk, downstream costs and health outcomes.2 Reclassifying 

these Z-codes as nonCC would misrepresent this clinical reality and strip hospitals of a key 

resource and financial incentive to provide higher-value health care in the health care system 

that meets the needs of patients facing housing instability. 

 

This proposal takes a major step back from previous CMS efforts to align hospital payment 

incentives with the goals of improving population health outcomes and making our nation’s 

seniors healthy. CMS makes Medicare payments to hospitals through the IPPS payment system 

for each acute, inpatient hospital stay.3 Each diagnosis and procedure is coded with an ICD-10-

CM code which is assigned a predetermined Medicare reimbursement amount. Z-codes are a 

subset of the ICD-10-CM codes which providers can use to add relevant context to a patient’s 

diagnosis and care when billing Medicare for inpatient stays.4 Z-codes can include information 

on prior diagnoses, medical implant status, drug use history, and notably, health-related social 

needs (HRSN) (e.g., food insecurity, housing instability), that would not otherwise be captured 

in medical records.  

 

Z-codes are an important tool in inpatient coding because they help to provide a complete 

picture of a patient’s health status and, when coupled with additional reimbursement, help 

providers better support patients’ needs.5 Appropriately classifying the complexity of housing 

insecurity in the billing system creates a billing pathway for hospitals to ensure the 

reimbursement for treating more complex patients is adequate to support not just the patient 

visit in the hospital but also discharge planning, behavioral health supports, and social service 

supports that unhoused patients require.6 Absent these critical supports and needed care, 

unhoused patients often cycle back through the emergency department at far greater cost and 
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hospitals are then forced to absorb these excess uncompensated care losses that erode their 

capacity to serve vulnerable communities.7 This cycle harms access to care for the patients 

caught in this pattern and drives up health care costs to the Medicare program in the long run.  

 

Moreover, this proposal undermines CMS's own stated priorities. In the FY 2024 IPPS Final Rule, 

CMS recognized that housing instability meets the clinical threshold for the CC designation and 

upgraded these Z-codes accordingly.8 Families USA strongly supported this reform.9 Reversing 

that decision just two years later without new clinical evidence sends a damaging signal to 

providers working to integrate health-related social needs (HRSN) screening and intervention 

into hospital workflows. It undermines hospital investment in whole-person care and harms the 

ability of our health care system to meet the health needs of our nation’s seniors. This repeal 

hurts seniors experiencing homelessness, as well as the health systems and the broader 

community seeking to remedy the issue. 

 

As such, Families USA strongly opposes CMS’s proposal to reduce the severity level of the set 

of homelessness Z-codes and urges CMS to maintain the CC severity status to ensure that 

Medicare reimbursement rates reflect the complexity of delivering care to patients 

experiencing homelessness. Furthermore, CMS should not only maintain the CC designation, 

but also should ultimately expand HRSN recognition across the IPPS system.10 If this 

administration keeps to its stated commitments about addressing the root causes of chronic 

disease and reducing long-term health care costs, Medicare payment policy must align 

accordingly. Downgrading housing instability codes moves CMS and our health care system in 

the exact wrong direction.  

 

X.C. Proposed Expansion of the Comprehensive Care for Joint Replacement (CJR) Model 
 
Families USA strongly supports the expansion of the Comprehensive Care for Joint 
Replacement Model, or “CJR-X”, and CMS’s continued investment in shifting Medicare 
payments away from fee-for-service economics and towards alternative payment models.  
 
The newly proposed CJR-X model extends, expands, and improves the previous Comprehensive 
Care for Joint Replacement model, a retrospective, bundled payment model for lower extremity 
joint replacement (LEJR) procedures aimed to lower costs, coordinate care, and improve health 
outcomes. If finalized, the CJR-X would be the first, nationwide test of a mandatory, episode-
based payment model that holds hospitals accountable for the cost and coordination of LERJ 
care.11  
 
Episode-based payments, also known as bundled payments, are an alternative payment model 
that holds providers accountable for the cost and quality of care over a defined clinical period.12  
The CJR and CJR-X models are retrospective bundles, meaning all providers are paid through 
traditional fee-for-service Medicare, but the hospital bears financial risk for total episode cost 
— receiving a bonus if spending falls below the target price or owing a repayment if it exceeds 
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it. 13 The original CJR model generated $112.7 million in savings for the Medicare program while 
maintaining quality of care for over 98,000 LEJR patients and was certified by the CMS actuary 
for expansion due to its ability to produce Medicare savings.14 The proposed CJR-X model and 
its improvements have the potential to realize significant savings for the Medicare program 
LEJR episodes of care.15 Critically, the national expansion of the CJR model, which will require 
most hospitals in the country to participate, reflects CMS’s continued investment in shifting 
Medicare reimbursement away from the perverse incentives of fee-for-service economics 
towards alternative payment models.  
 
Families USA supports the target pricing methodology proposed in the CJR-X model but 
cautions that more frequent rebasing can lead to annual price cuts that could inadvertently 
penalize providers who are delivering cost-efficient care. CMS aims to establish more accurate 
target prices that better drive down episodic spending by annually updating— or “rebasing”—
financial benchmarks. Specifically, the CRJ-X model will set target prices based on three-year 
historical, regional, risk-adjusted claims data that will be moved forward and rebased each year, 
compared to the blended hospital and regional level claims data rebased every two years in the 
original CJR model. Because benchmarks will be rebased and updated annually, if hospitals 
within a region are able to successfully reduce episode spending, those hospitals may face 
annual pressure to increase care efficiency as benchmarks are rebased and those efficiencies 
are captured. 16 This phenomenon, known as the rachet effect, can result in high performing 
providers becoming financially penalized for their success in a model.17 While Families USA 
encourages CMS to monitor regional performance data for evidence of the ratchet effect, we 
recognize that more frequent rebasing supports more accurate target prices that better 
represent the cost of delivering care and that the three-year baseline will support a more 
gradual phase-in of lower target prices.  
 
Families USA strongly supports CMS’s efforts to implement more mandatory payment models 

by making CJR-X mandatory for nearly all acute care hospitals nationally. The mandatory 

nature of the CJR-X model eliminates the risk of selection bias interfering with model data that 

comes with voluntary participation.18 The expansion of mandatory participation of the CJR-X 

model from the previous CJR model’s more limited mandatory participation of providers in just 

67 metropolitan statistical areas, allows CMS to better understand the impact of value-based 

care models across diverse providers.19 This will allow the model to achieve results that could 

be scalable across the health care system and ultimately increase Medicare savings. 

 
Families USA also supports the proposed risk assessment measures at both the individual and 
provider level in CJR-X that ensure target prices accurately reflect the cost of delivering care. 
Risk adjustment is a critical mechanism to account for the differences in patients’ health care 
costs and underlying health care needs when determining how much a health plan or health 
care provider is paid in a value-based payment arrangement.20 The CJR-X model risk adjustment 
methodology draws from and expands on the enhanced risk adjustment methodology in the 
TEAM model. Like TEAM, the CJR-X model will adjust payment based on a 180-day lookback of 
Hierarchical Condition Category (HCC) data (for example, history of disability, cancer, obesity, 
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or dementia), a comprehensive measure of socioeconomic status that takes into account dual-
eligibility status, Low Income Part D Subsidy qualification, area-level socio-economic 
deprivation, and age. The CJR-X model proposes several LEJR specific adjustments, including 
prior post-acute care use, disability as the original reason for Medicare enrollment, and prior 
LEJR procedure. In contrast, the original CJR model had a very limited risk adjustment model, 
taking into account only a patient’s age, HCC data, and dual eligibility status and did not have an 
explicit adjustment at the participant level.21  
 
This methodology newly takes into account provider circumstances by providing adjustments 

for hospitals with small bed sizes and those that have a high proportion of dually eligible 

patients. These hospitals tend to have fewer resources and serve a more complex patient 

population, which makes meeting the same target prices set for large hospital systems a 

challenge. The provider level risk adjustment calibrates prices upwards for these hospitals, 

giving them more flexibility in how much they can spend on LEJR care episodes. The model also 

includes a stop-loss/stop-gain cap at 5% for safety-net, rural, Medicare-dependent and sole 

community hospitals, which caps any repayment to Medicare at 5% of target spending, further 

protecting providers who more often serve patient populations with higher needs and operate 

on razor thin margins.22 The diversity of risk adjustment measures at both the individual and 

participant level, including several analogues for social and economic risk factors, strengthens 

the CJR-X model’s prediction of health care needs and costs which will ultimately help the 

model to drive higher quality, lower cost care in the Medicare program.23  

 
Thank you again for the opportunity to comment on these important payment issues impacting 

the health and well-being of people across the country who receive inpatient hospital care. IPPS 

and other Medicare payment rules are crucial to addressing the failures of our current health 

care payment system and should be leveraged to better align the way health care is paid for 

with the needs of our nation’s families.  

 

Please contact Christine Nguyen (CNguyen@familiesusa.org), Senior Policy Analyst at Families 

USA, with any questions. 

 
Sincerely, 

 
Sophia Tripoli 
Senior Director of Health Policy 
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