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Introduction
Meeting the 75% Rule. Most acute 
rehabilitation patients are admitted directly 
from a hospital’s medical/surgical unit, but 
patients can be admitted from any level of 
care, as well as from home to a hospital-
based unit or free standing IRF.

Initially, an overview of the compliance 
with the 75% rule needs to be assessed. 
An IRF must meet the requirements 
specifi ed in Title 42, Code of Federal 
Regulations (CFR) 412.23(b)(2), which 
states in general that 75% of the patients 
treated in the IRF must have diagnoses 
that are on the list of medical conditions 
in Title 42 CFR 412.23(b)(2)(iii). Data 
from a predetermined period of time, the 
compliance review period, is used to calculate 
the percentage of the facility’s total 
inpatient rehabilitation population that 
met one of the listed medical conditions. 
In accordance with the program 
transmittals issued by the Centers for 
Medicare and Medicaid Services (CMS), 
the fi scal intermediary (FI) determines 
the percentage. Organizations typically 
update their year-to-date compliance with 
the 75% rule on a weekly basis. 

In accordance with the May 7, 2004, 
fi nal rule, IRFs would have had to meet 
a compliance threshold of 75% for cost 
reporting periods starting on or after 
July 1, 2007. However, section 5005 of 
the Defi cit Reduction Act of 2005 (DRA) 

modifi ed the applicable time periods 
when the various compliance thresholds, 
originally specifi ed in the May 7, 2004, 
fi nal rule, must be met. The net effect 
of the DRA was an extension of the 
compliance threshold transition period. 
(For a complete description of all the 
changes, see the FY 2007 IRF PPS fi nal 
rule (71 FR 48354).) 

Under existing policy, for cost reporting 
periods beginning on or after July 1, 
2008, comorbidities will not be eligible 
for inclusion in the calculations used to 
determine whether the provider meets 
the 75% compliance threshold specifi ed in 
section 412.23(b)(2)(ii).

Hospital-based units around the 
country declare mounting skepticism 
concerning the admission of patients 
to the rehabilitation unit. The result is 
declining census and a constant worry 
that the 75% rule would not be met 
and the rehabilitation unit would be 
decertifi ed. These factors leave patients 
and their families with limited resources 
when facing rehabilitation. Recent news 
stories recount the plight of veterans 
wounded in the Iraq war, who are denied 
acute rehabilitation programs due to a 
reduction in the needed services. 

The IRF fi nal rule preserves the original 
list of conditions used to determine 
compliance under the 75% rule, but 
deletes the term “polyarthritis,” replacing 

it with four more-specifi c types of arthritis 
that are more descriptive and clinically 
meaningful. In certain instances, joint 
replacements are also included.

The revised list of 13 conditions under 
Title 42 CFR 412.23(b) (2) (iii) is as follows: 

Stroke

Spinal cord injury

Congenital deformity

Amputation

Major multiple trauma

Fracture of femur (hip fracture)

Brain injury

Neurological disorders, including 
multiple sclerosis, motor neuron 
diseases, polyneuropathy, muscular 
dystrophy, and Parkinson’s disease

Burns

Active, polyarticular rheumatoid 
arthritis, psoriatic arthritis, and 
seronegative arthropathies resulting 
in signifi cant functional impairment 
of ambulation and other activities of 
daily living that have not improved 
after an appropriate, aggressive, 
and sustained course of outpatient 
therapy services or services in other, 
less-intensive rehabilitation settings 
immediately preceding the inpatient 
rehabilitation admission or that result 
from a systemic disease activation 
immediately before admission, but 
have the potential to improve with 
more-intensive rehabilitation

Systemic vasculitis with joint 
infl ammation, resulting in signifi cant 
functional impairment of ambulation 
and other activities of daily living 
that have not improved after 
an appropriate, aggressive, and 
sustained course of outpatient 
therapy services or services in other, 
less-intensive rehabilitation settings 
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Executive Summary
Effectively reviewing the inpatient rehabilitation facility (IRF) level of care requires 
an understanding of industry-specifi c regulations as well as the rehabilitation 
process. The regulatory requirements that must be met in order to care for and 
receive reimbursement for acute rehabilitation patients do not correlate well 
with a simple measurement, such as diagnosis. An organization must determine 
which aspects of the reimbursement process to examine. What legal, ethical, and 
reimbursement standards must be kept in mind during the review? 

Expectations will invariably differ by state, accreditations, programs and individual 
practitioners but organizations can customize their own criteria. 
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immediately preceding the inpatient 
rehabilitation admission or that result 
from a system disease activation 
immediately before admission, but 
have the potential to improve with 
more-intensive rehabilitation
Severe or advanced osteoarthritis 
(osteoarthrosis or degenerative joint 
disease) involving two or more 
major weight-bearing joints (elbow, 
shoulders, hips, or knees, but not 
counting a joint with a prosthesis) 
with joint deformity and substantial 
loss of range or motion, atrophy 
of muscles surrounding the joint, 
significant functional impairment of 
ambulation and other activities of 
daily living that have not improved 
after the patient has participated in an 
appropriate, aggressive, and sustained 
course of outpatient therapy services 
or services in other, less-intensive 
rehabilitation settings immediately 
preceding the inpatient rehabilitation 
admission but have the potential 
to improve with more-intensive 
rehabilitation (A joint replaced by a 
prosthesis no longer is considered to 
have osteoarthritis, or other arthritis, 
even though this condition was the 
reason for the joint replacement.)
Knee or hip joint replacement, or 
both, during an acute hospitalization 
immediately preceding the inpatient 
rehabilitation stay that also meets 
one or more of the following specific 
criteria: 

The patient underwent bilateral 
knee or bilateral hip joint 
replacement surgery during 
the acute-hospital admission 
immediately preceding the IRF 
admission
The patient is extremely obese with 
a body mass index (BMI) of at least 
50 at the time of admission to the 
IRF
The patient is age 85 or older at the 
time of admission to the IRF.

Rehabilitation Process and Medical 
Records Review
Once the reviewer is assured that the 
organization is compliant with the 75% 
rule and will maintain its certification 
as an IRF, the rehabilitation process and 
the individual patient medical records 
should be reviewed for compliance with 
regulations to assure that reimbursement 
was accurate. 

An initial interview with the 
Rehabilitation Team principally consisting 
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of the Program Director, the Director of 
Rehabilitation, the Billing Coordinator, 
the Admission Coordinator and  
representatives or team leaders from the 
treatment team consisting of a Physical 
Therapist, Occupational Therapist 
and Speech and Language Pathologist 
(PT,OT,SLP), rehabilitation nursing 
representation and the Rehab Medical 
Director to discuss processes from 
preadmission through reimbursement 
are essential to understanding how 
each IRF meets regulations. It is also 
valuable to discuss the most recent 
CARF (Commission on Accreditation of 
Rehabilitation Facilities) survey if the 
organization is accredited. This overall 
survey report of the organization provides 
an understanding of how the organization 
meets standards and regulations. 

The appropriateness of patient admissions 
to acute-care rehabilitation takes many 
factors into consideration, making the 
reviewing process confusing. To be sure of 
regulatory compliance, simply including 
these records in a hospital-wide chart 
audit process will likely miss the key 
regulatory components. Thus, specific 
rehabilitation review processes should be 
performed. 

The CMS has developed general criteria 
for Medicare coverage within an IRF. 
Admission criteria do not address specific 

diagnoses but rather the patient’s need for 
rehabilitation and its benefits.

For admission into an IRF, a patient must:

Require daily access to a 
rehabilitation physician, who will 
oversee the patient’s medical needs 
and functional plan of care 

Require 24-hour rehabilitation 
nursing 

Be able to tolerate a relatively intense 
therapy program, consisting of at 
least three hours per day of therapy 
under the direction of a physical 
therapist, occupational therapist, or 
speech and language pathologist (PT, 
OT, or SLP) five days a week, or have 
the potential to build up to this level 
within ten days 

Need at least two forms of therapy 

Have the ability to achieve 
rehabilitation goals in a reasonable 
period of time

Following the validation of the admission 
criteria, the auditor needs to examine 
the assessment tool used in the IRF PPS 
(prospective payment system) known 
as the IRF-PAI (Inpatient Rehabilitation 
Facility Patient Assessment Instrument) 
to assure that the documentation in the 
medical record supports the results that 
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It is also valuable to discuss the most recent CARF 
(Commission on Accreditation of Rehabilitation Facilities) 

survey if the organization is accredited.
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determine reimbursement. Clinicians and 
coders with experience and knowledge 
in rehabilitation are necessary aides to 
assess the collection of data entered on 
the IRF-PAI for an accurate audit of the 
reimbursed case-mix groups (CMG) and 
the correctly coded comorbidities.  A 
comorbidity is a specific patient condition 
that is secondary to the primary diagnosis 
that led the patient to be admitted into an 
IRF in the first place.
Federal regulations state that payments 
made under the IRF PPS cover inpatient 
operating and capital costs of furnishing 
covered intensive rehabilitation services 
(that is, routine, ancillary and capital 
costs), but do not cover costs of approved 
educational activities, bad debts, and 
other services or items outside the 
scope of the IRF PPS. Covered intensive 
rehabilitation services include services 
for which benefits are provided under 
Medicare Part A (hospital insurance). 
Payments under the IRF PPS are made on 
a per-discharge basis. 

IRF Reimbursement Methodology
A patient classification system is used 
to assign patients in IRFs to case-mix 
groups (CMGs). The IRF PPS uses federal 
prospective payment rates across distinct 
CMGs. CMS constructed a majority 
of the CMGs using rehabilitation 
impairment categories (RICs), functional 
status (both motor and cognitive), 
and age, though some CMGs do not 
use cognitive status or age in their 
definitions. Also, there are special CMGs 
to account for very short stays and for 
patients who expire during the IRF 
stay. For each CMG, developed relative 
weighting factors are added to account 
for a patient’s clinical characteristics and 
expected need for resources. Thus, the 
weighting factors account for the relative 
difference in resource use across all 
CMGs. Within each CMG, the weighting 
factors are ‘‘tiered’’ based on the 

estimated effect that the comorbidities 
from Appendix C of the August 7, 2001, 
final rule (66 FR 41414) have on resource 
use; however, under the IRF final rule, 
the hospital could be considered to 
be providing intensive rehabilitation 
services even if it did not admit the 
patient for a condition that is specified 
as one of the 13 qualifying conditions, as 
long as all of the following criteria are 
met: 

The patient is admitted for 
rehabilitation for a condition that is 
not one of the qualifying conditions

The patient also has a comorbidity 
that qualifies as one of the specified 
13 conditions

This comorbidity has caused a 
significant decline in functional 
ability that, even in the absence 
of the admitting condition, causes 
the individual to require intensive 
rehabilitation treatment that is 
unique to the IRF setting and 
cannot be provided appropriately 
in another setting. The comorbidity 
conditions will apply to all 
admissions. 

The federal prospective payment rates 
are established using a standard payment 
amount (also referred to as the budget-
neutral conversion factor). For each of the 
tiers within a CMG, the relative weighting 
factors are applied to the standardized 
payment conversion factor to compute 
the unadjusted federal prospective 
payment rates. Adjustments that account 
for geographic variations in wages (wage 
index), for the percentage of low-income 
patients, and for facilities located in a 
rural area are applied to the unadjusted 
federal prospective payment rates. In 
addition, adjustments are made for early 
transfers of patients to other facilities, 
interrupted stays, and high-cost outliers 
(cases with extraordinarily high costs). 
The regulations implementing the IRF 
PPS provisions are presently in Title 42 
CFR part 412, subpart P.

Identification of the correct CMG is 
driven by IRF-PAI data. The three-
page IRF-PAI form must be completed 
both on the fourth day of admission 
and five days following discharge. The 
IRF-PAI relies on 155 data elements to 
determine the CMG and more than 800 
comorbidities affecting the CMG. The 
IRF-PAI also requires the measurement of 
18 functional abilities. Timely submission 
of PPS data is critical to the success of 
a unit, since late transmission of data 
incurs a 25% penalty.
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Once the clinical picture is clear and 
the reviewers are assured that the 
documentation meets all the regulations 
for reimbursement, the claims and 
remittances need to be validated for the 
correct rates of reimbursement, including 
the application of case-mix and facility-
level adjustments. 

Summary
Whether reviewing internally or using 
external assistance, a pre-billing review 
of the conditions of participation (CoP) 
for federal payors is recommended 
prior to submitting the claim for 
reimbursement. All organizations 
should include this type of review 
as an element of their compliance 
program and to avoid violation of 
the False Claims Act. Additionally, a 
sample of the census, at least quarterly, 
should be part of routine auditing and 
monitoring from preadmission criteria 
through reimbursement, and the results 
should be reported to the hospital 
compliance committee, with any trends 
identified. Additionally, the action plan 
for corrections and resultant newly 
developed policies and procedures should 
be included. The compliance team should 

Clinicians and 
coders with 

experience and 
knowledge in 

rehabilitation are 
necessary aides to 

assess the collection 
of data entered on 

the IRF-PAI

Resources

Section 4421 of the Balanced 
Budget Act of 1997 (Public Law 
105-33), as amended by section 125 
of the Medicare, Medicaid, and 
SCHIP (State Children’s Health 
Insurance Program) Balanced 
Budget Refinement Act of 1999 
(Public Law 106-113).

Section 305 of the Medicare, 
Medicaid, and SCHIP Benefits 
Improvement and Protection 
Act of 2000 (Public Law 106-554) 
authorizes the implementation 
of a per-discharge prospective 
payment system, through section 
1886(j) of the Social Security 
Act, for inpatient rehabilitation 
hospitals and rehabilitation units. 

FY 2002, Implementation of the 
IRF PPS; Final Rule (66 FR 41316) 
75% rule, changes to the criteria 
for classification as an IRF; Final 
Rule (69 FR 25752)

Title 42 CFR, part 412, subpart P

Appendix C of the August 7, 2001, 
final rule (66 FR 41414)

Title 42 CFR 412.23(b)(2)

Title 42 CFR 412.23(b)(2)(iii)
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review any fraud alerts and each year’s 
OIG work plan to ensure that compliance 
with those components is included in the 
review process.

Thus far, the guidance offered here 
has addressed reviewing services for 
rehabilitation patients delivered in an 
IRF, which would be a unit of an acute-
care hospital or a freestanding acute-care 
rehabilitation hospital. Patients with 
the same diagnoses receiving services 
in other post-acute care settings would 
be subject to differing review processes 
due to the difference in assessment 
instruments.

The Deficit Reduction Act of 2005 directed 
CMS to develop a Post Acute Care 
Payment Reform Demonstration (PAC-
PRD). In January, the PAC-PRD began 
collecting data from acute-care hospitals 
and four types of post-acute care settings, 
including long-term care hospitals, 
inpatient rehabilitation facilities, SNFs, 
and home healthcare agencies. CMS plans 
to examine the data following the end of 
the collection in June to “predict cost and 
resource use based on patient assessment 
information.” 

CMS’s ultimate goals are to develop a 
uniform patient assessment instrument, 
determine a new Medicare payment 

structure across post-acute care settings, 
and reevaluate how patient assessments 
occur just before and then during a 
patient’s post-acute care experience. 
Upon reaching those goals, reviewing 
rehabilitation would be consistent 
regardless of the setting, and the reviewer 
would not need to know all of the 
regulations surrounding multiple-care 
settings and their assessment tools. NP
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Once these questions are answered, 
you may consider placing on the web 
page many of the communication 
tools described in this column. That 
is, your web page can be a repository 
for issue updates, service descriptions, 
personnel descriptions, and even for 
the presentations-in-a-box. If you 
place the latter on your web page, you 
might consider automating them and 
adding audio commentary, making the 
presentations free-standing.
Your mission is clear to you and your 
staff, but others in the organization may 
have little understanding of internal 
audit’s role and how you fulfill that 
role. Reaching out to communicate your 
mission—and using creative approaches 
to do so—can help bridge the gap. NP
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author of Designing and Writing Message-
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