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Ø  Speaker Introduction 

Ø  2018 IRF/IRU Trend & Opportunities 

Ø  Financial Impact 

Ø  Other Key IRF/IRU Issues 

Ø  Questions 

Focus of Today’s Session 



n  National post-acute practice – acute and post-acute clients in 40+ states 

n  Community hospitals and faith-based organizations 

n  Major academic medical centers and integrated health systems 

n  Proprietary and NFP providers 

n  Freestanding and hospital-based SNFs, HHAs, IRFs, LTCHs, hospice 

n  Other 
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Walter Consulting 

Post-acute Clients Program Focus Practice Areas 

Acute rehabilitation Strategic planning 

Skilled care/subacute care Demand analysis 

LTCH Program feasibility 

Home health Financial impact analysis 

Hospice Operational improvement 

Assisted living CON/Regulatory Support 

Outpatient rehabilitation Board/leadership education 

Other Other 



n  Although each local market is different, most national data suggests IRF/IRU 
volumes are increasing 
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Nationally, IRF/IRU Services Continue to Grow 

Discharge 
Disposition 

Medicare FFS (nat'l rates) (a) 
2006 2009 2012 2013 2014 2015 2016 

SNF 18.8% 19.8% 20.3% 20.7% 21.0% 21.2% 20.2% 
HHA 13.8% 15.2% 15.9% 16.5% 16.8% 16.9% 17.5% 
IRF 3.4% 3.3% 3.5% 3.6% 3.8% 3.9% 4.0% 
LTCH 0.9% 1.1% 1.2% 1.2% 1.2% 1.2% 1.2% 
Hospice 1.6% 2.1% 2.7% 2.7% 2.9% 3.0% 3.0% 

Total 38.5% 41.5% 43.6% 44.7% 45.7% 46.2% 45.9% 
(a) June 2018 MedPAC Data Book, pg 76. 

2006 – 2016 Medicare FFS Discharges to Post-acute Care 

Payor Source 2010 2011 2012 2013 2014 2015 2016 
Avg Annual 

Growth 
Medicare FFS (a)  359,307 371,288 373,284 373,118 375,590 381,339 390,514 2.4% 
(a)  Source: MedPAC 2011 – 2018 Annual Reports to Congress. 

2010 – 2016 Medicare FFS IRF Discharges 

Best practices 
generally 4.5% - 6.0% 

➩  Medicare FFS approximately 60% of all IRF/IRU admits nationally 
➩  The percent of acute care Medicare patients discharged to IRF/IRU has increased annually for 

10 years 
➩  In addition, the actual number of Medicare FFS IRF discharges has increased approximately 2.4% 

annually since 2010 



All Payor IRF/IRU Growth 
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2013 –2018 National IRF/IRU Discharges by Quarter 

UDS, which accounts for approximately 75% - 80% of all IRF/IRU discharges, shows 
quarter over quarter volume increases for all but four quarters over the last six 
years 

(a)  Source: UDSmr 2010 – 2018 representing approx. 75 - 80 percent off all IRF/IRU providers 
nationally. 

Quarter 2013 2014 2015 2016 2017 2018 
Qtr 1 122,418 123,205 125,920 128,512 128,735 131,144 
Qtr 2 123,501 126,440 128,168 129,458 129,254 130,889 
Qtr 3 121,341 125,092 127,479 127,461 127,006 
Qtr 4 125,816 127,628 129,384 127,622 129,408 
Total 493,076 502,365 510,951 513,053 514,403 262,033 

IRF/IRF volume higher than same quarter prior year 

IRF/IRU volume lower than same quarter prior year 



Wide Variations in Conversion Rates Among States 
Although the national rate of Medicare FFS acute discharges to IRF/IRU is 4.0%, there 
are wide variations among states  
-  Additionally, from 2016 to 2017, the Medicare use rate increased in all but 8 states 
-  Georgia continues to have one of the lowest Medicare use rates in the country 
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State Rate Annual Chg State Rate Annual Chg State Rate Annual Chg 
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% MI 2.5% RI (b) 2.7% 
CT (a) 1.3% MN 2.5% SC 5.3% 
DC (b) 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% 
IA 1.7% NE 2.5% VT 2.0% 
ID 3.0% NH (b) 7.8% WA 1.8% 
IL 3.1% NJ 4.2% WI 2.4% 
IN 4.8% NM 5.0% WV 5.6% 
KS 5.1% NV 10.5% WY 4.3% 
 Source: Kaiser Foundation and American Hospital Directory.  
 (a) May be understated due to out-migration to neighboring states.  
 (b) May be overstated due to in-migration from neighboring states.  

FY 2017 Estimated Medicare FFS Acute Care Discharges to IRF/IRU  
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Acute Care Inpatient Rehabilitation Estimated %  
Acute Medicare 

Discharges to IRF Occ. % 

Admit 
Volume Chg 
from 2016 

Discharges Admissions 
ALOS Hospital (a) Beds Medicare Total ADC Beds Medicare Total ADC 

Hospital 1 272 3,674 10,675 140.5 29 330 759 19.5 9.4 7.2% 67.2% + 
Hospital 2 202 1,955 11,845 87.3 33 202 827 18.5 8.2 7.2% 56.1% + 
Hospital 3 297 4,340 13,030 181.9 19 331 512 17.1 12.2 6.9% 90.0% + 
Hospital 4 246 2,771 10,800 170.4 23 203 375 14.7 14.3 6.6% 63.9% + 
Hospital 5 328 3,577 9,274 156.4 20 246 348 10.7 11.2 6.2% 53.5% + 
Hospital 6 249 4,750 10,611 147.3 22 324 446 15.3 12.5 6.1% 69.5% - 
Hospital 7 160 2,071 6,763 75.9 15 140 213 8.4 14.4 6.1% 56.0% + 
Hospital 8 287 2,864 10,497 125.6 20 184 365 12.7 12.7 5.8% 63.5% - 
Hospital 9 175 2,945 9,079 110.3 16 278 482 15.4 11.7 5.7% 96.3% - 
Hospital 10 285 3,769 15,069 183.1 28 221 431 16.7 14.1 5.3% 59.6% + 
Hospital 11 419 3,884 19,836 255.3 30 210 575 21.2 13.5 4.9% 70.7% + 
Hospital 12 124 1,254 1,490 56.5 25 66 108 4.0 13.5 4.7% 16.0% = 
Hospital 13 288 4,134 13,004 171.9 14 188 239 8.6 13.1 4.1% 61.4% + 
Hospital 14 216 5,121 10,783 122.3 20 183 318 11.2 12.9 3.2% 56.0% + 
Hospital 15 581 7,046 29,734 403.6 30 249 632 24.7 14.3 3.2% 82.3% - 
Hospital 16 433 5,348 17,181 272.9 25 165 307 12.1 14.4 2.8% 48.4% - 
Hospital 17 532 2,966 28,612 294.3 20 89 258 10.0 14.1 2.7% 50.0% + 
Hospital 18 372 4,388 19,855 277.9 20 109 232 7.7 12.1 2.2% 38.5% - 
Hospital 19 264 2,334 13,445 125.3 20 43 128 3.7 10.6 1.7% 18.5% - 
Hospital 20 662 10,759 38,083 559.7 20 183 530 17.6 12.1 1.5% 88.0% - 
Hospital 21 159 2,382 6,738 72.9 10 31 50 2.1 15.3 1.2% 21.0% = 
Hospital 22 879 11,621 35,335 474.1 24 136 300 10.1 12.3 1.1% 42.1% - 
Total 7,430 93,953 341,739 4,465 483 4,111 8,435 282.0 12.2 3.9% 58.4% + 

Source: FY 2017 Provider Medicare Cost Reports. 
(a) One HB-IRU excluded from summary due to potential data errors. 

2017 Estimated Georgia Rehabilitation Utilization by Hospitals With IRFs/IRUs 

Data notes:  
Ø  % Medicare Discharges to IRF assumes 70% - 90% of all hospital discharges to IRF were 

placed in the hospital IRF, and that all Medicare IRF admissions came from host hospital 



Lion’s Share of Growth With Proprietary IRF/IRU Providers 

Although many Not-For-Profit and Proprietary IRF/IRUs have both gained & lost volume, 
overall the dominant driver of industry growth has been the proprietary providers 
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State Not-For-Profit Proprietary 
California -272 1,000 
Colorado -241 -89 
Florida 443 800 
Georgia -230 492 
Illinois -772 -214 
Indiana -623 114 
Ohio 308 1,452 
Pennsylvania -1,639 186 
Texas 1,398 2,059 
All Other 1,309 4,065 

Total -319 9,865 

Ø  The Proprietary segment represents about one-
third of all IRF/IRU providers and 48 percent of 
beds & admissions 

Ø  This market segment is consistently achieving 
greater volume growth even though both types of 
providers often serve the same markets 

2016 – 2017 IRF/IRU Growth by Provider Type (a) 

(a) Source: Hospital Medicare Cost Reports. 



Similar Observation in Georgia 

From 2016 – 2017, over one-half of the Georgia Not-for-Profit IRFs/IRUs had 
volume decreases, while only one of the Georgia Proprietary IRFs/IRUs had 
a volume decrease 
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FY 2016 - FY 2017 Volume Change 
Provider Type Count Increase Decrease No Change 
Not-for-Profit 21 9 12 0 
Proprietary 9 7 1 1 
Total 30 16 13 1 

Lessons Learned: Proprietary providers often approach potential growth 
opportunities in a more deliberate manner than many of their NFP peers 

1.  Comprehensive market assessment to quantify potential opportunity 

2.  Assign staff responsibilities and accountabilities necessary to achieve growth 

3.  Resources provided to achieve market growth (marketing, sales, liaisons, etc.) 

4.  Operational practices that support volume growth  

2016 – 2017 IRF/IRU Growth by Provider Type (a) 



Medicare Advantage PAC Use Rates 
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2017 Post-acute Utilization – Five Sample Health Systems and Markets 

•  No national data exists that summarize PAC utilization by Medicare Advantage plans 
•  Anecdotal information from multiple markets suggests Medicare Advantage PAC total use 

rates not significantly different from FFS use rates 
-  Significant differences in where patients are placed, however, with fewer patients 

discharged, including lower IRF/IRU use rates 

Market 
Discharge Disposition 

Discharges SNF IRF LTCH HHA Hospice Total 

Health System A - Texas 
Medicare 35,000  15.5% 4.5% 6.8% 14.2% 3.7% 44.8% 
Medicare Advantage 20,000  14.1% 3.1% 2.0% 18.2% 3.3% 40.7% 

Health System B - Florida 
Medicare 10,700  23.6% 2.1% 2.0% 18.4% 3.0% 48.9% 
Medicare Advantage 4,300  23.4% 1.8% 1.0% 20.6% 3.1% 49.9% 

Health System C - Illinois 
Medicare 12,000  23.4% 6.5% 2.0% 18.6% 3.3% 53.8% 
Medicare Advantage 3,000  21.1% 4.0% 0.5% 22.2% 3.2% 53.0% 

Michigan – All Hospitals > 10,000 Medicare Discharges 
Medicare 171,000 20.7% 2.9% 1.0% 22.1% 2.9% 49.6% 
Medicare Advantage 103,000 18.9% 2.5% 0.6% 23.4% 3.1% 48.5% 

Georgia– All Hospitals 
Medicare 275,000 14.7% 3.1% 0.8% 17.2% 3.2% 39.0% 
Medicare Advantage 104,000 12.4% 1.9% 0.5% 20.0% 3.0% 37.8% 



Increasing IRF/IRU ADC by 1.0 Will Increase Bottom Line by +/- $300K 

Avg FY 2016 FFS Payment $19,714 
Est. Cost (assumes 8% margin) $18,137 
Est. Variable Cost (b) $9,069 
Est. Contribution Margin $10,645 
Est. Margin PPD (c) $838 
Est. Annual Impact of 1 ADC $306,000 
(a) Source: MedPAC March 2018 Report to Congress. 
(b) Assumes cost structure is 50/50, fixed/variable. 
(c) Assumes 12.7 ALOS (MedPAC). 
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FY 2016 Medicare FFS Financial Impact (a) Recent Provider IRF/IRU Margins 

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

$ PPD FY 2017 FY 2016 FY 2018 FY 2016 
Net Rev $2,023 $2,035 $1,678 $1,611 
Direct Expenses $1,316 $1,037 $901 $825 
Contribution $707 $998 $777 $786 
Total Exp $1,782 $1,766 $1,435 $1,745 
Net Income $241 $269 $243 -$134 

Inc. 1.0 ADC (a) $258,055 $364,431 $283,605 $287,008 
(a) Est. impact = Contribution PPD*365 

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) 



IRF Financial Pressures Likely to Continue Into The Future 

Because Medicare reimbursement increases will continue to be modest, IRFs/
IRUs will need greater volume (or lower expenses) to maintain current margins 
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Annual  
Inflation 

Projections 
Base Year Year 1 Year 2 Year 3 Year 4 Year 5 

Net Revenue $1,000 1.2% $1,012 $1,024 $1,036 $1,049 $1,061 
Expenses $950 3.0% $979 $1,008 $1,038 $1,069 $1,101 
Net Income $50 $34 $16 -$2 -$20 -$40 
Operating Margin 5.0% 3.3% 1.6% -0.2% -1.9% -3.8% 

Any volume decreases over this same 
period would accelerate the negative trend 

Impact of Revenue Adjustments Remaining Lower Than Expense Adjustments 

Expenses 

Net Revenue  

Regardless of current financial 
performance, status-quo operations and 
strategic initiatives are not an option 

$900 
$920 
$940 
$960 
$980 

$1,000 
$1,020 
$1,040 
$1,060 
$1,080 
$1,100 
$1,120 

Year 1 Year 2 Year 3 Year 4 Year 5 



IRF/IRU Triggers To Explore  
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Internal Medicare referrals to IRF/IRU are below national average, Best Practices 
target, or below peers within Georgia 

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

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 (or tried to enter the market) in 
recent years 

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

Hospital City Beds Admits IRF Beds IRF ADC Est. Medicare % to IRF 
Target Hospital Newtown 600 30,000 30 20.0 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% 

Local Acute Care and IRF/IRU Benchmarks 



FIM Scores Also Helpful To Identify Volume Opportunities 
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A review of FIM/Outcomes report can tell you how your FIM changes and outcomes 
compare to your peers, but can also potentially identify incremental admissions 

FIM Measure Facility Reg’l Nat’l Potential Opportunity 

Days Onset 14.3 12.8 12.3 

•  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 

CMI 1.23 1.29 1.31 

•  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 

Admit FIM 61.0 57.6 58.7 •  Admit FIM higher than average suggests not admitting patients 
quickly enough & possible losses to SNF or other providers 

ALOS 12.5 13.1 13.5 

•  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) 

60% 
Compliance 70.0% 65.0% 61.0% •  High compliance suggests ability to increase additional 

medically appropriate non-compliant admissions 

All FIM data must be reviewed simultaneously, 
however, so that any single item is not misinterpreted 



What Now? 
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Four Key FY 2019 IRF/IRU Initiatives 

15 

1.  Develop IRF/IRU Volume Targets 
•  There must be specific annual, quarterly, and monthly IRF/IRU admission 

targets by referral source and diagnosis 

•  Targets should be based upon the actual acute care population of  each 
referral source, and reflect both diagnostic and payor mix of current patient 
population  

•  Someone must have direct responsibility and accountability for achieving 
IRF/IRU volume targets – incentive compensation should be tied to achieving 
targets 
-  Too often, everyone and no one is responsible for patient volume 

•  If additional resources are required to achieve targets (FTEs, marketing 
collateral, etc.), these investments should be made if the total ROI is still 
positive 



Sample Internal IRF Demand Model 

16 

XX Hospital 
FY 2018  Inpatient Rehabilitation Demand and Bed Need 

      Potential Admissions 
          ALOS   ADC   Beds (a)   Actual  
  Diagnosis   Admits   Low   High   Low   High   Low   High   Admits Variance 
Neuro/BI 550 14.9 - 16.9 22.5  - 25.4  26  - 30  274 -277 
Ortho 254 11.0 - 12.0 7.6  - 8.3  9  - 10  107 -147 
SCI/MMT 210 18.1 - 19.6 10.4  - 11.3  12  - 13  189 -21 
Cardiology 49 9.0 - 11.0 1.2  - 1.5  1  - 2  28 -21 
Pulmonology 19 9.0 - 11.0 0.5  - 0.6  1  - 1  22 3 
All Other 173 12.0 - 14.0 5.7  - 6.6  7  - 8  108 -65 

  Total   1,254   13.9 - 15.6   47.9    53.7    56  - 63    728 -526 
  

Source: Walter Consulting estimates based upon XX Hospital acute patient data provided. 
(a) Assumes 85% occupancy. 

Something similar could be created using GHA discharge 
data, comparing discharge rates of IRF/IRU “DRG groups” 
among various IRF/IRU providers in the State 



Four Key FY 2019 IRF/IRU Initiatives 
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2.  Assess Marketing/Intake Function 

•  Many rehab providers have lengthy screening processes that include 
multiple chart and bedside assessments by Intake Coordinators, physicians 
and others that can take one or more days to complete 
-  If it’s easier to admit an external referral than an internal referral, you 

have a problem 

-  80 percent of referrals should receive a response within 4 hours – all 
others within a day 

•  Some providers are so too risk adverse and seem determined to screen 
patients Out rather than In 

•  Ensure appropriate liaison/outreach staffing to achieve volume goals, and 
make sure their Job Descriptions support IRF/IRU objectives 

Do your homework: If your IRF/IRU volume is low and there 
are other providers in your region with higher conversion 
rates to rehab, they have figured out a way to admit these 
patients and receive payment 



Four Key FY 2019 IRF/IRU Initiatives 
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3.  Evaluate Program Quality and Outcomes 

•  UDS and erehabdata both are a tremendous resource in ensuring outcomes 
equal to or better than peers, which is critical as Value Based Reimbursement 
increases 
-  Admit FIM, FIM change, FIM efficiency, CMI, ALOS, Days Onset, 

readmissions, etc. (Total measures and by RIC) 

-  Target 90th percentile ranking on all relevant FIM scores 
•  These measures should be the foundation of an IRF/IRU Continuous Quality 

Improvement initiative  

Ø  Once the patient is in the door, the IRF/IRU must be able to 
demonstrate its value to patients, referral sources, and payors in a 
consistent and measureable way 



Four Key FY 2019 IRF/IRU Initiatives 
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4.  Complete Operational Assessment 
•  A periodic assessment of IRF/IRU operational performance and expense 

structure against peer providers is important to achieve and maintain program 
efficiencies 
-  Nursing hours, staff mix – case mix adjusted 

-  Therapy hours, mix and productivity 

-  Ancillary, support, and overhead costs 
-  Documentation (MD, nursing, therapy) 

-  Other 

As reimbursement gets squeezed, it will be important for all 
providers to “trim the fat” if there is any, and make sure 
operations are as efficient as “Best Practices” peer providers 



Sample Dashboard Report 
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IRF/IRU Dashboard Report 

  Measure Target Caution Alert Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep YTD 
    
  Utilization   

1 Total Admissions 50 45 40                           
2 Stroke/Neurology 20 15 10                           
3 Orthopedic 15 10 5                           
4 SCI/TBI 5 3 1                           
5 Other Medical 10 6 4                           

    
  Quality   

6 Returns to acute TBA TBA TBA                           
7 Total FIM Gain TBA TBA TBA                           
8 Total FIM Efficiency TBA TBA TBA                           
9 Case Mix Index TBA TBA TBA                           

    
  Financial   

10 Net Revenue Per Case $21K $19K-$20K <$19K                           
11 Direct Cost PPD <$650 $700-$750 >$750                           
12 Contribution Margin Per Case =>50% 45-50% <50%                           

“That Which Is Measured Improves” – Karl Pearson 



Conclusions 
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Although IRF/IRU pressures continue to increase from CMS and other payors, 
nationally and in Georgia IRF/IRU volume is growing 

Almost one-half of the IRF/IRU providers in Georgia, however, do not appear to 
be achieving their market potential 

Every IRF/IRU provider in the State should develop a documented growth 
strategy with specific volume targets (by diagnosis and referral source) with 
metrics, responsibilities, and resource requirements 

Parallel to the growth strategy, each IRF/IRU must ensure its program quality 
and operational efficiencies are at least as good as peer providers in the market 

IRFs/IRUs provide tremendous value to health 
systems and their communities, and will continue to do 
so, but long-term success will require deliberate action 
and change from the Status Quo to remain strong 



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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