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Historically, each rule or update notice issued under the annual Inpatient Rehabilitation 
Facility (IRF) prospective payment system (PPS) rulemaking cycle included a detailed 
discussion of the various regulatory and legislative provisions that have affected the IRF PPS 
over the years.  This document now serves to provide that discussion and will be updated  as 
needed.  
 

A. Background and Statutory Basis and Scope of the IRF PPS 

Section 1886(j) of the Act provides for the implementation of a per-discharge PPS for 
inpatient rehabilitation hospitals and inpatient rehabilitation units of a hospital (collectively, 
hereinafter referred to as IRFs).  Payments under the IRF PPS encompass inpatient operating and 
capital costs of furnishing covered rehabilitation services (that is, routine, ancillary, and capital 
costs), but not direct graduate medical education costs, costs of approved nursing and allied 
health education activities, bad debts, and other services or items outside the scope of the IRF 
PPS.  A complete discussion of the IRF PPS provisions appears in the original FY 2002 IRF PPS 
final rule (66 FR 41316) and the FY 2006 IRF PPS final rule (70 FR 47880). 

 
Under the IRF PPS from FY 2002 through FY 2005, the prospective payment rates were 

computed across 100 distinct CMGs, as described in the FY 2002 IRF PPS final rule 
(66 FR 41316).  We constructed 95 CMGs using rehabilitation impairment categories (RICs), 
functional status (both motor and cognitive), and age (in some cases, cognitive status and age 
may not be a factor in defining a CMG).  In addition, we constructed five special CMGs to 
account for very short stays and for patients who expire in the IRF. 

 
For each of the CMGs, we developed relative weighting factors to account for a patient’s 

clinical characteristics and expected resource needs.  Thus, the weighting factors accounted for 
the relative difference in resource use across all CMGs.  Within each CMG, we created tiers 
based on the estimated effects that certain comorbidities would have on resource use. 

 
We established the federal PPS rates using a standardized payment conversion factor 

(formerly referred to as the budget-neutral conversion factor).  For a detailed discussion of the 
budget-neutral conversion factor, please refer to our FY 2004 IRF PPS final rule 
(68 FR 45684 through 45685).  In the FY 2006 IRF PPS final rule (70 FR 47880), we discussed 
in detail the methodology for determining the standard payment conversion factor. 

 
We applied the relative weighting factors to the standard payment conversion factor to 

compute the unadjusted prospective payment rates under the IRF PPS from FYs 2002 through 
2005.  Within the structure of the payment system, we then made adjustments to account for 
interrupted stays, transfers, short stays, and deaths.  Finally, we applied the applicable 
adjustments to account for geographic variations in wages (wage index), the percentage of 



low-income patients, location in a rural area (if applicable), and outlier payments (if applicable) 
to the IRFs’ unadjusted prospective payment rates.   

 
For cost reporting periods that began on or after January 1, 2002, and before 

October 1, 2002, we determined the final prospective payment amounts using the transition 
methodology prescribed in section 1886(j)(1) of the Act.  Under this provision, IRFs 
transitioning into the PPS were paid a blend of the federal IRF PPS rate and the payment that the 
IRFs would have received had the IRF PPS not been implemented.  This provision also allowed 
IRFs to elect to bypass this blended payment and immediately be paid 100 percent of the federal 
IRF PPS rate.  The transition methodology expired as of cost reporting periods beginning on or 
after October 1, 2002 (FY 2003), and payments for all IRFs now consist of 100 percent of the 
federal IRF PPS rate. 

 
Section 1886(j) of the Act confers broad statutory authority upon the Secretary to propose 

refinements to the IRF PPS.  In the FY 2006 IRF PPS final rule (70 FR 47880) and in correcting 
amendments to the FY 2006 IRF PPS final rule (70 FR 57166), we finalized a number of 
refinements to the IRF PPS case-mix classification system (the CMGs and the corresponding 
relative weights) and the case-level and facility-level adjustments.  These refinements included 
the adoption of the Office of Management and Budget’s (OMB) Core-Based Statistical Area 
(CBSA) market definitions; modifications to the CMGs, tier comorbidities; and CMG relative 
weights, implementation of a new teaching status adjustment for IRFs; rebasing and revising the 
market basket index used to update IRF payments, and updates to the rural, low-income 
percentage (LIP), and high-cost outlier adjustments.   

 
Beginning with the FY 2006 IRF PPS final rule (70 FR 47908 through 47917), the 

market basket index used to update IRF payments was a market basket reflecting the operating 
and capital cost structures for freestanding IRFs, freestanding inpatient psychiatric facilities 
(IPFs), and long-term care hospitals (LTCHs) (hereinafter referred to as the rehabilitation, 
psychiatric, and long-term care (RPL) market basket).  Any reference to the FY 2006 IRF PPS 
final rule in this proposed rule also includes the provisions effective in the correcting 
amendments.  For a detailed discussion of the final key policy changes for FY 2006, please refer 
to the FY 2006 IRF PPS final rule.   

 
B.  Provisions of the PPACA Affecting the IRF PPS in FY 2012 and Beyond 

The PPACA included several provisions that affect the IRF PPS in FYs 2012 and 
beyond.  In addition to what was previously discussed, section 3401(d) of the PPACA also added 
section 1886(j)(3)(C)(ii)(I) of the Act (providing for a “productivity adjustment” for FY 2012 
and each subsequent fiscal year).  Section 1886(j)(3)(C)(ii)(II) of the Act provides that the 
application of the productivity adjustment to the market basket update may result in an update 
that is less than 0.0 for a fiscal year and in payment rates for a fiscal year being less than such 
payment rates for the preceding fiscal year. 

 
Sections 3004(b) of the PPACA and section 411(b) of the Medicare Access and CHIP 

Reauthorization Act of 2015 (Pub. L. 114-10, enacted April 16, 2015) (MACRA) also addressed 
the IRF PPS.  Section 3004(b) of PPACA reassigned the previously designated section 



1886(j)(7) of the Act to section 1886(j)(8) of the Act and inserted a new section 1886(j)(7) of the 
Act, which contains requirements for the Secretary to establish a QRP for IRFs.  Under that 
program, data must be submitted in a form and manner and at a time specified by the Secretary.  
Beginning in FY 2014, section 1886(j)(7)(A)(i) of the Act requires the application of a 
2 percentage point reduction to the market basket increase factor otherwise applicable to an IRF 
(after application of paragraphs (C)(iii) and (D) of section 1886(j)(3) of the Act) for a fiscal year 
if the IRF does not comply with the requirements of the IRF QRP for that fiscal year.   

 
Application of the 2 percentage point reduction may result in an update that is less than 

0.0 for a fiscal year and in payment rates for a fiscal year being less than such payment rates for 
the preceding fiscal year.  Reporting-based reductions to the market basket increase factor are 
not cumulative; they only apply for the FY involved.  Section 411(b) of MACRA amended 
section 1886(j)(3)(C) of the Act by adding paragraph (iii), which required us to apply for FY 
2018, after the application of section 1886(j)(3)(C)(ii) of the Act, an increase factor of 1.0 
percent to update the IRF prospective payment rates. 

 
C.  Regulatory and Legislative Updates to the IRF PPS 

In the FY 2007 IRF PPS final rule (71 FR 48354), we further refined the IRF PPS case-
mix classification system (the CMG relative weights) and the case-level adjustments, to ensure 
that IRF PPS payments would continue to reflect as accurately as possible the costs of care.  For 
a detailed discussion of the FY 2007 policy revisions, please refer to the FY 2007 IRF PPS final 
rule. 

In the FY 2008 IRF PPS final rule (72 FR 44284), we updated the prospective payment 
rates and the outlier threshold, revised the IRF wage index policy, and clarified how we 
determine high-cost outlier payments for transfer cases.  For more information on the policy 
changes implemented for FY 2008, please refer to the FY 2008 IRF PPS final rule.  

 
After publication of the FY 2008 IRF PPS final rule (72 FR 44284), section 115 of the 

Medicare, Medicaid, and SCHIP Extension Act of 2007 (Pub. L. 110-173, enacted December 29, 
2007) (MMSEA) amended section 1886(j)(3)(C) of the Act to apply a zero percent increase 
factor for FYs 2008 and 2009, effective for IRF discharges occurring on or after April 1, 2008.  
Section 1886(j)(3)(C) of the Act required the Secretary to develop an increase factor to update 
the IRF prospective payment rates for each FY.  Based on the legislative change to the increase 
factor, we revised the FY 2008 prospective payment rates for IRF discharges occurring on or 
after April 1, 2008.  Thus, the final FY 2008 IRF prospective payment rates that were published 
in the FY 2008 IRF PPS final rule (72 FR 44284) were effective for discharges occurring on or 
after October 1, 2007, and on or before March 31, 2008, and the revised FY 2008 IRF 
prospective payment rates were effective for discharges occurring on or after April 1, 2008, and 
on or before September 30, 2008.  The revised FY 2008 prospective payment rates are available 
on the CMS website at http://www.cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/Data-Files.html. 

 
In the FY 2009 IRF PPS final rule (73 FR 46370), we updated the CMG relative weights, 

the average LOS values, and the outlier threshold; clarified IRF wage index policies regarding 
the treatment of “New England deemed” counties and multi-campus hospitals; and revised the 



regulation text in response to section 115 of the MMSEA to set the IRF compliance percentage at 
60 percent (the “60 percent rule”) and continue the practice of including comorbidities in the 
calculation of compliance percentages.  We also applied a zero percent market basket increase 
factor for FY 2009 in accordance with section 115 of the MMSEA.  For more information on the 
policy changes implemented for FY 2009, please refer to the FY 2009 IRF PPS final rule.   

 
In the FY 2010 IRF PPS final rule (74 FR 39762) and in correcting amendments to the 

FY 2010 IRF PPS final rule (74 FR 50712), we updated the prospective payment rates, the CMG 
relative weights, the average LOS values, the rural, LIP, teaching status adjustment factors, and 
the outlier threshold; implemented new IRF coverage requirements for determining whether an 
IRF claim is reasonable and necessary; and revised the regulation text to require IRFs to submit 
patient assessments on Medicare Advantage (MA) (formerly called Medicare Part C) patients for 
use in the 60 percent rule calculations.  Any reference to the FY 2010 IRF PPS final rule in this 
final rule also includes the provisions effective in the correcting amendments.  For more 
information on the policy changes implemented for FY 2010, please refer to the FY 2010 IRF 
PPS final rule. 

 
After publication of the FY 2010 IRF PPS final rule (74 FR 39762), section 3401(d) of 

the Patient Protection and Affordable Care Act (Pub. L. 111-148, enacted March 23, 2010), as 
amended by section 10319 of the same Act and by section 1105 of the Health Care and 
Education Reconciliation Act of 2010 (Pub. L. 111-152, enacted March 30, 2010) (collectively, 
hereinafter referred to as “PPACA”), amended section 1886(j)(3)(C) of the Act and added 
section 1886(j)(3)(D) of the Act.  Section 1886(j)(3)(C) of the Act requires the Secretary to 
estimate a multifactor productivity (MFP) adjustment to the market basket increase factor, and to 
apply other adjustments as defined by the Act.  The productivity adjustment applies to FYs from 
2012 forward.  The other adjustments apply to FYs 2010 to 2019.   

 
Sections 1886(j)(3)(C)(ii)(II) and 1886(j)(3)(D)(i) of the Act defined the adjustments that 

were to be applied to the market basket increase factors in FYs 2010 and 2011.  Under these 
provisions, the Secretary was required to reduce the market basket increase factor in FY 2010 by 
a 0.25 percentage point adjustment.  Notwithstanding this provision, in accordance with 
section 3401(p) of the PPACA, the adjusted FY 2010 rate was only to be applied to discharges 
occurring on or after April 1, 2010.  Based on the self-implementing legislative changes to 
section 1886(j)(3) of the Act, we adjusted the FY 2010 prospective payment rates as required, 
and applied these rates to IRF discharges occurring on or after April 1, 2010, and on or before 
September 30, 2010.  Thus, the final FY 2010 IRF prospective payment rates that were published 
in the FY 2010 IRF PPS final rule (74 FR 39762) were used for discharges occurring on or after 
October 1, 2009, and on or before March 31, 2010, and the adjusted FY 2010 IRF prospective 
payment rates applied to discharges occurring on or after April 1, 2010, and on or before 
September 30, 2010.  The adjusted FY 2010 prospective payment rates are available on the CMS 
website at https://www.cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/IRF-Rules-and-Related-Files.html. 

 
In addition, sections 1886(j)(3)(C) and (D) of the Act also affected the FY 2010 IRF 

outlier threshold amount because they required an adjustment to the FY 2010 RPL market basket 
increase factor, which changed the standard payment conversion factor for FY 2010.  



Specifically, the original FY 2010 IRF outlier threshold amount was determined based on the 
original estimated FY 2010 RPL market basket increase factor of 2.5 percent and the standard 
payment conversion factor of $13,661.  However, as adjusted, the IRF prospective payments 
were based on the adjusted RPL market basket increase factor of 2.25 percent and the revised 
standard payment conversion factor of $13,627.  To maintain estimated outlier payments for 
FY 2010 equal to the established standard of 3 percent of total estimated IRF PPS payments for 
FY 2010, we revised the IRF outlier threshold amount for FY 2010 for discharges occurring on 
or after April 1, 2010, and on or before September 30, 2010.  The revised IRF outlier threshold 
amount for FY 2010 was $10,721. 

 
Sections 1886(j)(3)(C)(ii)(II) and 1886(j)(3)(D)(i) of the Act also required the Secretary 

to reduce the market basket increase factor in FY 2011 by a 0.25 percentage point adjustment.  
The FY 2011 IRF PPS notice (75 FR 42836) and the correcting amendments to the FY 2011 
IRF PPS notice (75 FR 70013) described the required adjustments to the FY 2010 and FY 2011 
IRF PPS prospective payment rates and outlier threshold amount for IRF discharges occurring on 
or after April 1, 2010, and on or before September 30, 2011.  It also updated the FY 2011 
prospective payment rates, the CMG relative weights, and the average LOS values.  Any 
reference to the FY 2011 IRF PPS notice in this final rule also includes the provisions effective 
in the correcting amendments.  For more information on the FY 2010 and FY 2011 adjustments 
or the updates for FY 2011, please refer to the FY 2011 IRF PPS notice. 

 
In the FY 2012 IRF PPS final rule (76 FR 47836), we updated the IRF prospective 

payment rates, rebased and revised the RPL market basket, and established a new QRP for IRFs 
in accordance with section 1886(j)(7) of the Act.  We also consolidated, clarified, and revised 
existing policies regarding IRF hospitals and IRF units of hospitals to eliminate unnecessary 
confusion and enhance consistency.  For more information on the policy changes implemented 
for FY 2012, please refer to the FY 2012 IRF PPS final rule. 

 
The FY 2013 IRF PPS notice (77 FR 44618) described the required adjustments to the 

FY 2013 prospective payment rates and outlier threshold amount for IRF discharges occurring 
on or after October 1, 2012, and on or before September 30, 2013.  It also updated the FY 2013 
prospective payment rates, the CMG relative weights, and the average LOS values.  For more 
information on the updates for FY 2013, please refer to the FY 2013 IRF PPS notice. 

 
In the FY 2014 IRF PPS final rule (78 FR 47860), we updated the prospective payment 

rates, the CMG relative weights, and the outlier threshold amount.  We also updated the 
facility-level adjustment factors using an enhanced estimation methodology, revised the list of 
diagnosis codes that count toward an IRF’s 60 percent rule compliance calculation to determine 
“presumptive compliance,” revised sections of the IRF patient assessment instrument (IRF-PAI), 
revised requirements for acute care hospitals that have IRF units, clarified the IRF regulation text 
regarding limitation of review, updated references to previously changed sections in the 
regulations text, and updated requirements for the IRF QRP.  For more information on the policy 
changes implemented for FY 2014, please refer to the FY 2014 IRF PPS final rule. 

 
In the FY 2015 IRF PPS final rule (79 FR 45872) and the correcting amendments to the 

FY 2015 IRF PPS final rule (79 FR 59121), we updated the prospective payment rates, the CMG 



relative weights, and the outlier threshold amount.  We also revised the list of diagnosis codes 
that count toward an IRF’s 60 percent rule compliance calculation to determine “presumptive 
compliance,” revised sections of the IRF-PAI, and updated requirements for the IRF QRP.  Any 
reference to the FY 2015 IRF PPS final rule in this final rule also includes the provisions 
effective in the correcting amendments.  For more information on the policy changes 
implemented for FY 2015, please refer to the FY 2015 IRF PPS final rule. 

 
In the FY 2016 IRF PPS final rule (80 FR 47036), we updated the prospective payment 

rates, the CMG relative weights, and the outlier threshold amount.  We also adopted an 
IRF-specific market basket that reflects the cost structures of only IRF providers, a blended 
1-year transition wage index based on the adoption of new OMB area delineations, a 3-year 
phase-out of the rural adjustment for certain IRFs due to the new OMB area delineations, and 
updates for the IRF QRP.  For more information on the policy changes implemented for 
FY 2016, please refer to the FY 2016 IRF PPS final rule. 

 
In the FY 2017 IRF PPS final rule (81 FR 52056) and the correcting amendments to the 

FY 2017 IRF PPS final rule (81 FR 59901), we updated the prospective payment rates, the CMG 
relative weights, and the outlier threshold amount.  We also updated requirements for the IRF 
QRP.  Any reference to the FY 2017 IRF PPS final rule in this final rule also includes the 
provisions effective in the correcting amendments.  For more information on the policy changes 
implemented for FY 2017, please refer to the FY 2017 IRF PPS final rule. 

 
In the FY 2018 IRF PPS final rule (82 FR 36238), we updated the prospective payment 

rates, the CMG relative weights, and the outlier threshold amount.  We also revised the 
International Classification of Diseases, 10th Revision, Clinical Modification (ICD-10-CM) 
diagnosis codes that are used to determine presumptive compliance under the “60 percent rule,” 
removed the 25 percent payment penalty for IRF-PAI late transmissions, removed the voluntary 
swallowing status item (Item 27) from the IRF-PAI, summarized comments regarding the criteria 
used to classify facilities for payment under the IRF PPS, provided for a subregulatory process 
for certain annual updates to the presumptive methodology diagnosis code lists, adopted the use 
of height/weight items on the IRF-PAI to determine patient body mass index (BMI) greater 
than 50 for cases of single-joint replacement under the presumptive methodology, and updated 
requirements for the IRF QRP.  For more information on the policy changes implemented for 
FY 2018, please refer to the FY 2018 IRF PPS final rule. 

 
In the FY 2019 IRF PPS final rule (83 FR 38514), we updated the prospective payment 

rates, the CMG relative weights, and the outlier threshold amount.  We also alleviated 
administrative burden for IRFs by removing the FIM™ instrument and associated Function 
Modifiers from the IRF-PAI beginning in FY 2020 and revised certain IRF coverage 
requirements to reduce the amount of required paperwork in the IRF setting beginning in 
FY 2019.  Additionally, we incorporated certain data items located in the Quality Indicators 
section of the IRF-PAI into the IRF case-mix classification system using analysis of 2 years of 
data (FYs 2017 and 2018) beginning in FY 2020.  For the IRF QRP, we adopted a new measure 
removal factor, removed two measures from the IRF QRP measure set, and codified a number of 
program requirements in our regulations.  For more information on the policy changes 
implemented for FY 2019, please refer to the FY 2019 IRF PPS final rule.  



 
In the FY 2020 IRF PPS final rule (84 FR 39054), we updated the prospective payment 

rates, the CMG relative weights, and the outlier threshold amount.  We also rebased and revised 
the IRF market basket to reflect a 2016 base year rather than the 2012 base year.  Additionally, 
we revised the CMGs and updated the CMG relative weights and average length of stay (LOS) 
values beginning with FY 2020, based on analysis of 2 years of data (FYs 2017 and 2018).  We 
finalized the use of an unweighted motor score to assign patients to CMGs beginning with 
FY 2020.  Additionally, we finalized the removal of one item from the motor score.  We updated 
the IRF wage index to use the concurrent fiscal year inpatient prospective payment system 
(IPPS) wage index beginning with FY 2020.  We amended the regulations to clarify that the 
determination as to whether a physician qualifies as a rehabilitation physician (that is, a licensed 
physician with specialized training and experience in inpatient rehabilitation) is made by the IRF.  
For the IRF Quality Reporting Program (QRP), we are adopted two new measures, modifying an 
existing measure, and adopted new standardized patient assessment data elements.  We also 
made updates to reflect our migration to a new data submission system.  For more information 
on the policy changes implemented for FY 2020, please refer to the FY 2020 IRF PPS final rule. 
 


