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MAINTAINING QUALITY REHABILITATION OPTIONS 
FOR MEDICARE BENEFICIARIES 

 
INTRODUCTION 
 
The Medicare program pays for rehabilitation services, including physical, speech and occupational therapies, 
in different settings.  Various kinds of rehabilitation can be provided at home through the Medicare home health 
benefit, in an out-patient therapy facility, in a skilled nursing facility (SNF), in a comprehensive outpatient 
rehabilitation facility (CORF), in an inpatient rehabilitation facility (IRF), or in a long-term care hospital 
(LTCH).  A patient’s condition and medical needs should dictate the setting in which rehabilitation services are 
provided.  The type and amount of care a person receives varies by setting.  This Alert discusses two post-acute 
rehabilitation options – IRFs and SNFs. 
 
A federal standard being phased in – the so-called “75% Rule” – would make it more difficult for a hospital to 
qualify as an IRF, with the result that more beneficiaries would lose access to this care and, instead, would 
likely enter SNFs for rehabilitation.  Care in these settings is not the same.  A bi-partisan group of Senators has 
introduced legislation, S. 543,1 to stop the 75% Rule phase-in.  The question for beneficiaries is, where should 
they receive post-hospital rehabilitation care? 
 
THE CURRENT RULE AND THE IMPENDING CHANGE 
 
Medicare defines inpatient rehabilitation facilities, in part, by the percentage of their patients who require care 
for one or more of 13 specified conditions.  In addition, Medicare coverage is available for rehabilitation in an 
IRF for beneficiaries in need of close medical supervision by a physician with specialized training or experience 
in rehabilitation; 24-hour rehabilitation nursing; and a multi-disciplinary team approach and coordinated care.2
 
Federal regulations published in 2004 began a three-year phase-in of the requirement that to qualify as an IRF, 
75% of the IRF’s patients must have one or more of 13 specified conditions and otherwise require intensive 
rehabilitation services.3  At present, IRFs are defined as facilities in which 60% of patients have one of the 13 
conditions and otherwise require intensive rehabilitation services; beginning July 1, 2007, the percentage moves 
to 75% of patients.  Recently proposed legislation, S. 543, rejects implementation of the 75% rule, continues use 
of the current 60% compliance threshold, and explicitly requires CMS “to use and apply the criteria established 
in HCFA Ruling 85-2.” 
 
The seemingly technical issue of whether IRFs should meet a 60% threshold or a 75% threshold pits one group 
of health care providers against another.  Inpatient rehabilitation facilities favor continuation of the current 60% 
rule, contending that patients do not receive comparable care in other settings;4 skilled nursing facilities (SNFs) 
argue that they can provide the same care to beneficiaries at lower cost.5   
 
What is true?  Where should Medicare beneficiaries get post-hospital rehabilitation care?  While the 
answer depends on the specific needs of individual beneficiaries and the types of facilities available in their 
communities, there is evidence that IRFs may serve different patients than SNFs, that SNFs may not provide 
sufficient rehabilitation and nursing services, that IRF patients have better outcomes than those who receive 
rehabilitation in SNFs, and that overall costs may actually be similar in the two settings. 



 
IRFS AND SNFS MAY SERVE DIFFERENT POPULATIONS 
 
While there is overlap in the Medicare beneficiaries who receive care in IRFs and SNFs, the facilities may serve 
different populations.  A study commissioned by the Medicare Payment Advisory Commission (MedPAC) 
found that, “Compared with IRF patients, SNF patients [with hip or knee replacements] are significantly older, 
have more comorbidities [such as delirium, congestive heart failure, and dementia] and complications 
[including postoperative pulmonary compromise, cellulitis or decubitis ulcer, mechanical complications due to 
device or implant, and iatrogenic complications] and are more likely to be eligible for both Medicare and 
Medicaid.”6   
 
To the extent that IRFs and SNFs provide care and services to different types of beneficiaries, both categories of 
providers need to be available to serve the full range of beneficiaries needing post-acute inpatient rehabilitation 
care. 
 
SNFS MAY NOT PROVIDE SUFFICIENT REHABILITATION AND NURSING SERVICES 
 
In general, IRF patients must require physician supervision and intense, coordinated, multi-disciplinary care.7  
Residents in SNFs qualify for Medicare coverage of their stay if they receive therapy services five days per 
week.8  The medical oversight, intensity, and coordination of care in a SNF is usually less than that in an IRF.   
 
A 2002 Government Accountability Office (GAO) study reported that, two years after implementation of a 
Medicare prospective payment system (PPS) for SNFs, residents assigned by SNFs to medium and high 
rehabilitation groups received less therapy than before PPS and half did not receive the minimum number of 
minutes that were needed to be classified into those rehabilitation groups.9  SNFs told the GAO that the high 
and medium rehabilitation groups had “more favorable payments, relative to their costs, than other 
categories.”10  The GAO concluded: 
 

Our work indicates that SNFs have responded to PPS in two ways that may have affected how payments 
compare to SNF costs.  SNFs have (1) changed their patient assessment practices and (2) reduced the 
amount of therapy services provided to Medicare beneficiaries.  The first change can increase 
Medicare’s payments and the second can reduce a SNF’s costs.11

 
In addition, SNFs may not have sufficient nursing staff to meet the needs of residents requiring rehabilitation.  
The GAO found that SNFs did not increase their nurse staffing after the new highly profitable12 Medicare 
reimbursement system was implemented, even when Congress added money to Medicare rates specifically for 
nursing services.13   
 
IRF PATIENTS HAVE BETTER OUTCOMES THAN SNF RESIDENTS 
 
The MedPAC study found that  
 

• IRF patients discharged at 14+ days had higher functional status scores than SNF patients with a 14-day 
or longer stay; 

• 76% of IRF patients were walking independently at discharge at 14+ days after admission, compared with 
31% of SNF residents at 14 days; and 

• 79% of IRF patients were transferring independently at discharge at 14+ days after admission, compared 
with 30% of SNF residents at 14 days.14 

 
A widely-quoted study of Medicare beneficiaries with hip fractures who showed the greatest potential to reduce 
disability also reported better outcomes for IRF patients than for SNF residents.  Comparing two similar groups 
of beneficiaries, it found that those who went to IRFs had shorter lengths of stay (12.8 days, compared to 36.2 



days for SNF residents) and better functional outcomes 12 weeks after discharge from the hospital than those 
who received rehabilitation services in SNFs.15  In addition, 
 

• 81.1% of IRF patients returned home, compared to 45.5% of SNF residents; and 
6.4% of SNF residents.  

 
 later report reviewing the same patients’ status at 24 weeks confirmed the initial findings.  IRF patients had 

VERALL COSTS MAY BE SIMILAR IN THE TWO SETTINGS 

hile the per day costs of IRFs are considerably higher than those of SNFs, the significantly shorter lengths of 

ONCLUSION 

here are several reasons to believe that implementation of the 75% rule may be poor public policy. 

irst, anticipation of full implementation of the 75% rule has already led IRFs to serve fewer Medicare 

econd, research indicates that outcomes for some beneficiaries may be better in IRFs than in SNFs. 

inally, while the cost differences between IRFs and SNFs have not been fully analyzed, the reduced lengths of 

edicare beneficiaries have an interest in maintaining a full spectrum of the highest quality, appropriate health 
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• Only 8.1% of IRF patients were discharged to nursing homes, compared to 3
Another 4.6% of SNF residents went to other “non-home settings.”16 

A
better outcomes than SNF residents.  “IRF patients displayed a faster rate of initial recovery and more rapid 
discharge to home.”17
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stay in IRFs may serve to reduce the per episode costs of care.18  Moreover, since IRF patients are more likely 
to go home than to remain in an institutional setting, “any potential cost saving from the less expensive SNF 
settings may be mitigated.”19  
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beneficiaries.20  Decreased access of beneficiaries to IRF care will intensify if the 75% rule is fully 
implemented.   
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stay in IRFs and reduced institutionalization following an IRF stay, compared with a SNF stay, suggest that 
Medicare reimbursement may not be saved by diverting beneficiaries from IRFs to SNFs. 
 
M
care providers.  Enactment of S. 543 would help assure the availability of Inpatient Rehabilitation Facility care 
for Medicare beneficiaries in need of this important multi-disciplinary rehabilitation. 
 
For more information on this topic, please contact attorney T ) 

                                                

in the Center for Medicare Advocacy’s Washington, DC office at (202) 216-0028. 
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