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Nationally, IRF/IRU Utilization Continues to Grow

Although each local market is different, most national data suggests IRF/IRU volumes
continue to increase....

USA 2010 - 2018 IRF/IRU Admissions - All Payors

Source: UDS
Financial Class 2010 2011 2012 2013 2014 2015 2016 2017 2018
Medicare FFS 205,739 308,227 310,276 313,579 315,729 320,409 321,876 321,013 324,205
Medicare Advantage 45,179 44,995 47,270 49,096 51,809 53,334 53,345 56,376 62,332
All Other 134,818 136,248 135,381 135,831 140,478 142,977 143,365 142,543 144,425
Total 475,736 489,470 492,927 498,506 508,016 516,720 518,586 519,932 530,962
USA 2010 - 2018 IRF/IRU Admissions - All Payors
Source: MedPAC March 2019 Report to Congress
Financial Class 2010 2011 2012 2013 2014 2015 2016 2017 2018
Medicare FFS 359,307 371,288 373,284 373,118 375590 381,339 390,514 379,885 NA
UDS % of US
Medicare FFS Admits 82% 83% 83% 84% 84% 84% 82% 85% NA

=> UDS database appears to capture 80 — 85 percent of all Medicare FFS IRF/IRU discharges nationally
=> As such UDS data likely a reasonably good indicator of national IRF/IRU utilization trends
= UDS data shows that (like MedPAC reports), Medicare FFS discharges had a slight decline in 2017,

but rebounded in 2018
=> Additionally, Total/All Payor volume has shown year over year increases for the last 8 years




Medicare FFS Important Indictor For IRF/IRU Success

= Although Medicare FFS is not 100 percent of the IRF/IRU universe, it remains the
largest single payor for most providers, and for the industry

= As such, trends with Medicare FFS utilization offers critical insight into potential
IRF/IRU provider opportunities

US 2018 IRF/IRU Admissions by Major Financial Class
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Medicare FFS Acute Care to IRF/IRU Conversion Rates

Generally, the national average for the conversion rate of Medicare FFS acute
care patients to IRF/IRU services is +/- 4.0 percent

US 2009 - 2017 Acute Care to IRF/IRU Conversion Rate

Discharge Best Practices

Disposition 2009 2012 2013 2014 2015 2016 2017 Low High
SNF 19.8% 20.3% 20.7% 21.0% 21.2% 20.8% 20.7% 16.0% 18.0%
HHA 15.2% 15.9% 16.5% 16.8% 16.9% 17.2% 17.9% 22.0% 24.0%
IRF 3.3% 3.5% 3.6% 3.8% 3.9% 4.0% 3.8% 4.5% 6.0%
LTCH 1.1% 1.2% 1.2% 1.2% 1.2% 1.1% 1.1% 1.0% 2.0%
Hospice 21% 2.7% 2.7% 2.9% 3.0% 3.0% 3.1% 3.5% 4.0%

Total 41.5% 43.6% 44.7% 45.7% 46.2% 46.1% 46.6% 47.0% 54.0%

(a) June 2019 MedPAC Data Book, pg 68.
(b) Best Practices — Walter Consulting

= = =

Best Practice conversion rate, however, is generally 4.5 to 6.0 percent,
depending upon the diagnostic mix of the acute care patient population
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Wide Variations in Conversion Rates Among States

Although the national rate of Medicare FFS acute discharges to IRF/IRU is 3.8%, there
are wide variations among states

— This suggests that many providers in states with low conversion rates likely
have short-term opportunities to increase referrals and admissions

FY 2017 Est. Medicare FFS Acute Care Discharges to IRF/IRU

State Rate State Rate State Rate
AK 1.2% KY 3.6% NY 2.5%
AL 4.9% LA 6.5% OH 3.7%
AR 8.1% MA 3.4% OK 3.4%
AZ 6.7% MD 1.1% OR 0.9%
CA 2.6% ME 3.7% PA 6.8%
CO 4.4% Ml 2.5% RI 2.7%
CT 1.3% MN 2.5% SC 5.3%
DC (a) 5.4% MO 3.9% SD 2.6%
DE 4.1% MS 2.1% TN 4.5%
FL 4.5% MT 1.3% TX 9.4%
GA 3.1% NC 2.2% uT 4.3%
HI 3.1% ND 3.0% VA 3.7%
A 1.7% NE 2.5% VT 2.0%
ID 3.0% NH (a) 7.8% WA 1.8%
IL 3.1% NJ 4.2% Wi 2.4%
IN 4.8% NM 5.0% AY 5.6%
KS 5.1% NV 10.5% WY 4.3%

Source: Provider Medicare Cost Reports.
(a) May be overstated due to in-migration from neighboring states.




FY 2017 HB-IRU Profile

= InFY 2017, CMS reported 899 Medicare-certified HB-IRUs

m Utilization data collected on 775 of these providers (86 percent of total) to look at
percent conversion of Medicare FFS acute care patients to IRU and IRU occupancy

FY 2017 HB-IRU Provider Utilization (a)
Medicare FFS Acute Conversion to IRU and IRU Occupancy
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IRF/IRU Triggers To Explore to Assess Growth Potential

Internal Medicare referrals to IRF/IRU are below national average or Best
Practices target

Flat or declining IRF/IRU volume over the last 3 — 5 years (Medicare or All Payor)

Located in a low volume state or region

Percent of Medicare FFS acute discharges to IRF/IRU are lower than the percent
of Medicare Advantage discharges to IRF/IRU

New IRF/IRU competition has entered the market in recent years (or tried to enter
the market if CON state)

Ratio of acute beds/acute discharges to IRF utilization is lower than local/regional
peer providers (example below)

Local Acute Care and IRF/IRU Benchmarks

Hospital City Beds Admits IRF Beds IRF ADC Est. Medicare % to IRF
Target Hospital Newtown 600 30,000 30 15.0 1.5%
Competitor 1 Newtown 700 35,000 50 40.0 5.0%
Competitor 2 Newtown 350 15,000 20 15.0 4.5%

Competitor 3 Newtown 400 25,000 40 32.0 3.9%




Potential Troubleshooting Steps

A review of FIM/Outcomes report can tell you how your FIM changes and outcomes
compare to your peers, but can also potentially identify marketing opportunities

M Facility mm Potential Opportunity

» Days Onset longer than peer group suggests:

1. Your acute care hospital is incurring unnecessary LOS

2.You are losing IRU referrals to other providers — probably SNF
programs

Days Onset 131 114 117

« CMI that is too low suggests possibility to pick up add’l stroke or
other higher acuity patients

« CMI that is too high suggests potential to admit add’l
orthopedics and/or debility patients

CMI 1.23 1.28 1.30

« Admit FIM higher than average suggests not admitting patients

ALhilisALL T | Ik | Sl quickly enough & possible losses to SNF or other providers

» ALOS lower than peer group suggests potential to admit more
high acuity patients

» ALOS significantly higher than peer group suggests potential to
admit lower acuity patients (if CMI also high)

ALOS 125 13.7 13.5

60% . 88.5% 64.0% 65.0% ngh_compllance su_ggests ability to increase ad_dltlonal
Compliance medically appropriate non-compliant admissions

i) however, so that any single item is not misinterpreted
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Sample Internal IRF Demand Model

= The #1 step to achieving volume growth is to complete a market assessment and develop
targets for potential admissions, by referral source and by diagnosis

= |RF volume targets should be based upon acute care patient profile, and not the number
of IRF admissions last year

Community Hospital — FY 2020 Sample Internal IRF Demand Projections

ALOS ADC Bed Need (a)

Diagnosis Admits Low High Low High Low High
Neurology 304 16 - 18 13.3 - 15.0 16 - 18
Orthopedics 207 10 - 14 57 - 79 7 - 9
Brain Injury 46 17 - 20 21 - 25 3 - 3
Non-T SCI 38 17 - 19 1.8 - 20 2 - 2
Traumatic SCI 35 25 - 28 24 - 27 3 - 3
Mijr Mitp Trm 34 20 - 23 19 - 22 2 - 3
Cardiology 39 10 - 12 1.1 - 13 1 - 2
Pulmonology 28 10 - 14 08 - 11 1 -1
Other Medical 116 12 - 14 38 - 44 4 - 5
Total 847 14 - 17 328 - 391 39 - 46

(a) Assumes 85% occupancy.
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Increasing IRF/IRU ADC by 1.0 Will Increase Bottom Line by +/- $300K

FY 2017 Medicare FFS Financial Impact (a)

2017 Medicare FFS IRF Margin (a)

Avg. Pmt/Case (a) $20,300

Est. Net Margin 8.0% Bed Size Net Margin
Est Cost (92%) $18,700 1-10 -10.5%
Net Income/Case $1,600 11-24 0.6%
Est. Variable Cost/Case (50%) $9,300 25-64 15.8%
Est. Contribution Margin/Case $11,000 65+ 21.9%
ALOS 12.7 All IRF/IRUs 13.8%
Est. Contribution Margin PPD $866 (a) Source: MedPAC March 2019 Report to Congress.

Est. Impact of 1.0 ADC $315,000

Annual Admissions Required To Achieve
1.0 ADC Increase

(a) Source: MedPAC March 2019 Report to Congress.

28.7

>| > | > Increasing ADC by 1.0 requires only 29 incremental
admissions per year, or approx. 2 admissions per month

This financial summary highlights the importance of capturing every potential internal IRU
referral, and eliminating leakage to competitors

This also shows the value of ensuring appropriate staffing for marketing/intake/census
development functions with staff who are given specific volume targets

The smaller the IRU, the larger the potential impact (due to lower variable costs)
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Ca

se Study #1

>

>

>

Large five-hospital system in the Midwest — approximately 60,000 total discharges
One freestanding IRF and one HB-IRF unit
Non-CON state, many LTCHs in service area (none within health system)

FY 2019 Potential IRF admissions by Hospital and Diagnosis

Neurology/Bl Orthopedics SCI/MMT All Other Total
Admits % Admits % Admits % Admits % Admits %
Hospital |Potential Actual Capture| [Potential Actual Capture| |[Potential Actual Capture| |Potential Actual Capture| |Potential _ Actual| Capture
Hospital 1| 122 51 41.4% 102 120 118.2% 12 4 30.4% 45 52 115.6% 280 226 80.7%
Hospital 2 54 32 58.3% 48 68 143.2% 9 4 47.1% 20 26 127.5% 130 129 99.2%
Hospital 3 71 30 42.3% 34 57 166.2% 5 5 90.0% 33 41 126.2% 143 132 92.6%
Hospital 4| 284 219 77.1% 76 110 144.9% 134 85 63.7% 137 145 106.2% 630 559 88.7%
Hospital 5 55 48 87.3% 57 128 223.7% 17 13 73.5% 17 20 117.6% 146 208 142.5%
Total 586 379 64.7% 316 482 152.6% 176 110 62.4% 251 284 112.9% | | 1,328 1,254 94.4%
Findings
1. Although system doing a good job of capturing Ortho and Debility/Misc. patients, there

3.

was significant opportunity to improve capture of Neurology and Trauma patients

An additional 275 admissions would increase IRF ADC by 12.0 patients, and improve

Net Income by $3.0+ Million annually
These patients MUST be targeted to “Backfill” empty beds as IRF criteria tightens
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Case Study #2

» Mid-size acute care hospital in Southwest with 20-bed IRU
> IRUADC =11.0
» 90+ percent of IRU admissions come from host hospital

» High compliance, with relatively few “Other Medical” or Miscellaneous cases

Community Hospital — FY 208 IRF Market Assessment

Current Admissions 300

Compliant Cases 225 Findings
Compliance Percent 75% Opportunity identified to
Target Compliance 65% admit 40 — 50 non-

ortho/neuro patients,

Potential Admissions 345 mostly cardiac,
Potential Increase 45 pulmonary, post-surg and
Percent Increase 15.0% other general debility
Increase ADC (a) 16 patle.nts, w!th §|gn|f|cant

financial impact
Incremental Operating Income $500,000

) (a) Assumes 12.7 day ALOS
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Capturing New Referrals Requires Planning and Discipline

Know where to
go for patients

Ensure effective-
ness with “getting J
them in the door”

Initiative

Market
Assessment

Marketing
Admission
criteria

Admissions
process

Success Criteria

Know what the referral potential is within your
market or hospital, and where to go to
increase census

Dedicated staff for census development/case
finding

Open referral funnel as wide as possible

Have clear message to the market

Evenly applied by all liaisons and medical staff
Set response times and stick to them

Screen patients “In” not “Out”

» Gaining the admission is only Step 1

» Delivering on Your Promise, is the only way to ensure that your IRF
keeps this business for the long-term!

- Good outcomes, patient satisfaction, and referral source satisfaction
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IRF/IRU Market Summary

1. Many markets nationally have IRF/IRU growth opportunities — national
utilization and the utilization in most states is growing

2. Achieving market growth will require discipline and a business plan with goals
and objectives

« Growth targets by clinical program and referral source that are based upon a
comprehensive market assessment

* Responsibilities and accountabilities to achieve growth, with specific
metrics to assess program and individual success

« Operational practices that support program growth and are customer friendly

3. Achieving success ensures that patients access the rehabilitation programs that
provide them the most appropriate level of care, and also significantly
strengthens the IRF/IRU financial performance

OPPORTUNITY

A NLXT a1
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Questions?
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Contact Information

Daniel B. Walter
Senior Principal
Walter Consulting
404.636.9700

dan.walter@walterconsulting.com

www.walterconsulting.com
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