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Inpatient rehabilitation facilities

Provide intensive rehabilitation (physical, 
occupational, speech therapy)
$6.0 billion in Medicare FFS spending in 
2007
Medicare FFS accounts for over 60% of 
IRF patients
PPS established for IRFs in 2002, 
pursuant to BBA
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IRF criteria

Patients generally must meet 3-hour rule
IRFs must:

Meet acute hospital COPs
Meet other conditions

Medical director must provide care full-time
Preadmission screening
Multidisciplinary team approach
Nurses must specialize in rehabilitation 
75% rule (now 60%)
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75 percent rule (now 60%)

Historically, to be paid as an IRF, 75% of all patients were required 
to have certain specific diagnoses

2004 change meant that most hip and knee replacement patients 
would not count toward the 75% rule going forward

Phase-in of renewed enforcement of the 75% rule:
50% July 2004-June 2005
60% July 2005-June 2007
scheduled to be 65% July 2007-June 2008
scheduled to be 75% beginning July 2008

In December 2007, the MMSEA permanently capped the threshold 
at 60% retroactive to July 2007
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Assessing adequacy of Medicare 
payments for IRF services

Supply of facilities and beds
Volume of services / access to care
Quality of care
Access to capital
Payments and costs
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Supply of IRFs has declined modestly since 
2005 after increasing in the early years of PPS
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Supply of IRF beds has declined modestly 
since 2004
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Source:  MedPAC analysis of Medicare hospital cost reports from CMS.
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Medicare volume and spending rapidly increased 
after PPS, followed by volume declines
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Change in composition of Medicare IRF 
cases, 2004 – 2008
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Implications for FFS beneficiaries’ access to care:
hip and knee replacement example

Percent of hospital patients in hip and knee 
replacement DRG by discharge destination
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Quality of care: increase in functional gain, 
2004-2008
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Source:  MedPAC analysis of IRF-PAI data from CMS, 2004 – 2008.
Note: “All patients” includes patients discharged to other inpatient settings, other
post-acute care, outpatient care, and home.



12

Access to capital tightened in 2008

Economy-wide issues in the credit markets 
may result in increased capital costs or 
delayed capital investments for IRFs

Changes in the credit markets are broad 
and not related to specific changes in 
Medicare payment policy
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Cumulative changes in IRFs’ payments 
and costs per case, 1999-2007
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Source:  MedPAC analysis of Medicare hospital cost reports from CMS.


