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Executive Summary
Background
In response to the Balanced Budget Act of 1997, the Centers for Medicare and
Medicaid Services (CMS) implemented a prospective payment system for care provided
by hospital inpatient rehabilitation facilities (IRFs) to Medicare beneficiaries beginning
on January 1, 2002. The goals of the IRF prospective payment system (IRF PPS) include
enhancing access to IRF care by more closely aligning Medicare payments with actual
IRF costs (by compensating IRFs based on their case mix -- the mix of medically severe
and less severe cases being treated in IRFs) and controlling Medicare’s inpatient
rehabilitation expenditures.
The IRF PPS was implemented in part as a response to concerns about access to
care under the earlier payment system, which was based on historical costs rather than
case mix.

One implication of using historical costs was that rehabilitation facilities

could not recover extra costs if their case mixes shifted to include more severe patients
who are costlier to treat. IRFs therefore had an incentive to accept more patients with
less severe conditions, whose care is less expensive, and to restrict the access of patients
with more severe conditions. However, similar concerns are presented by the structure of
IRF PPS, which also gives facilities a more subtle incentive to accept less severe patients
(e.g., patients with higher functional status) within each case mix group and comorbidity
tier.

Study Purpose and Approach
The purpose of this analysis is to examine the effects of the IRF PPS on patient
access to care, and to determine if access for more severe patients cases is being
restricted. To examine such effects, we first developed three hypotheses, based on prior
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experience with the implementation of prospective payment systems. Our work was
designed to test the hypotheses. The three hypotheses are:
1) Following the IRF PPS implementation, fewer patients with particularly costly
conditions will be admitted from acute care.
2) Cases having higher resource use requirements (i.e., more severe cases) will have
reduced admission rates under the IRF PPS. Specifically, relatively severe cases
within case mix and comorbidity groups may experience reduced access to IRF
care.
3) Patients will receive a lower intensity of care under the IRF PPS.
We compared indicators of patient access measured before and after the IRF PPS
implementation. We focused primarily on measures of the amount of care delivered,
such as length of stay and average cost per case, and patient characteristics, such as
functional status, mortality, and age, to understand whether utilization remained steady
under the IRF PPS and whether IRFs selected less expensive and less medically severe
cases after implementation of the IRF PPS. We constructed several measures of severity
to capture these effects.
Comparison of data from periods before and after the IRF PPS is complicated by
the fact that some observed trends in key measures, such as length of stay, are
confounded by other changes. Moreover, the instructions provided for collecting data
using the FIM™ instrument were changed and clarified just prior to the IRF PPS
implementation, limiting the comparability of FIM™ data across time periods. Thus, our
severity measures relied heavily on data from the IRF patients’ preceding acute care
stays, since we judged that the IRF PPS implementation should not affect coding in acute
care settings.
Our analyses of conditions specified on the basis of their costliness (i.e., ventilator
dependence, dialysis, and organ transplant) used data from the universe of IRF cases
from 1999 through 2002. The remaining analyses that define patient severity relative to
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that of similar patients require the use of the FIM™ scores in order to classify patients
into groups based on their FIM™ motor and cognitive scores, condition, and age.

Results
Hypothesis 1: Fewer cases with costly conditions. Overall, we found no evidence
that patients treated at IRFs were appreciably more or less likely to have specific, costly
conditions following implementation of the IRF PPS.
Hypothesis 2: Reduced admission rates for more severe cases. There were only
slight differences between the percentages of relatively severe cases pre- versus post-IRF
PPS. In general, patients under the IRF PPS were more severely ill than those prior to the
IRF PPS. Cases under the IRF PPS also had lower probabilities of death. This result,
coupled with the greater cost per case requirements, suggests that better functioning
patients are increasingly being seen in IRFs. Cases were predicted to have similar
functional status, given their case mix, pre- versus post-IRF PPS implementation.
Hypothesis 3: Lower intensity of care. A decrease in the average length of stay
under the IRF PPS was observed. This could be an indication that IRFs have succumbed
to “moral hazard” and are reducing intensity of care. However, this seems to be part of a
longer-term trend. Length of stay has been trending downward throughout the study
period (1999 to 2002), with the trend moving further downward after 1999.
These overall trends do not suggest any dramatic effects on patient access from
the implementation of the IRF PPS. The decline between 1999 and 2002 in length of stay
appears to have been part of a trend that began prior to 2002. It is possible that changes
in resource use could have occurred in anticipation of the IRF PPS or in response to other
post-acute care payment systems that went into effect around that time. Any future
refinement of the IRF PPS might need to account for the discrepancy between required
and realized (observed) resource use. Such variability in trends from year to year
warrants continued monitoring of the effects of the IRF PPS.

