
 
 

© 2022 American Hospital Association | www.aha.org 

April 20, 2021 
 

Inpatient Rehabilitation Facility Prospective 
Payment System Proposed Rule for FY 2023 

 
The Centers for Medicare & Medicaid Services (CMS) March 31 issued its fiscal year 
(FY) 2023 proposed rule for the inpatient rehabilitation facility (IRF) prospective 
payment system (PPS). This rule would update IRF PPS payments, as required; make 
several minor adjustments to the design of the payment system; and make a modest 
change to the IRF quality reporting program. It also issues several requests for 
information.  

.  
WHAT YOU CAN DO 
 

 Share the attached summary with your senior management team to examine the impact 
these payment changes would have on your organization in FY 2023.  

 Listen to a replay of a members-only conference call from April 19 where staff 
reviewed and discuss the rule.  

 Submit a comment letter on the proposed rule to CMS no later than May 31 explaining 
the rule’s impact on your patients, staff and facility, and local healthcare partners.  

 
  

KEY HIGHLIGHTS 
 

The proposed rule would:  

 Increase IRF payments by 2.0% ($170 million) in FY 2023. 

 Cap annual decreases in wage index updates. 

 Update current policy affecting displaced medical residents. 
 

In addition, the agency requests information from the field related to: 

 Modifying existing facility payment adjustments for teaching, low-income and rural 
IRFs; 

 Expanding the current IRF transfer policy to include discharges to home health; 

 Updating the C. difficile infection outcome measure in the IRF quality reporting 

program; and 

 Strategies to improve measurement of disparities in health care outcomes. 

https://public-inspection.federalregister.gov/2022-07019.pdf
https://www.aha.org/calls/2022-02-24-post-acute-care-advocacy-alliance-member-calls
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PROPOSED FY 2023 PAYMENT UPDATE 
 
Proposed Market Basket Update 
 
The rule would increase net payments to IRFs by 2.0% ($170 million) in FY 2023 
relative to FY 2022. This includes a 3.2% market-basket update offset by a statutorily 
mandated cut of 0.4 percentage points for productivity and a 0.8 percentage point cut 
for high-cost outlier payments. The latter would reduce the number of cases that qualify 
for an outlier payment with the goal of limiting total FY 2023 outlier payments to 3.0% of 
all IRF PPS payments that year, per current policy. 
 
Labor-related Share 
 
The labor-related share is the national average proportion of total costs that are related to, 
influenced by or vary with the local labor market, such as wages, salaries and benefits. 
The proposed labor-related share for FY 2023 is 73.2%, an increase from 72.9% in FY 
2022. 
 
Area Wage Index 
 
As it has in the past, in FY 2023, CMS proposes to adopt for IRFs the relevant FY 2023 
pre-floor, pre-reclassification, unadjusted inpatient PPS wage index, which is based on FY 
2019 hospital cost report data. The change would be applied with a budget-neutral 
adjustment factor of 1.0007.  
 
Proposed Permanent Cap on Wage Index Decreases. CMS also proposes a 
permanent approach to smooth year-to-year changes in the IRF PPS wage index. In the 
past, to mitigate stability, CMS phased in significant changes to labor market areas. 
CMS notes that, while relatively rare, year-to-year fluctuations in an area’s wage index 
can occur due to external factors beyond a provider’s control, such as the COVID-19 
pandemic. To mitigate this type of occasional instability, CMS proposes a permanent 
5.0% cap on any decrease to a provider’s wage index, relative to the prior year, 
regardless of the circumstances causing the decline. Also, for a new IRF, the rule would 
establish the wage index for the area in which it is geographically located for the first full 
or partial FY with no cap applied because a new IRF would not have a wage index in 
the prior year.  
 
Adjustment for High-cost Outliers 
 
CMS allocates 3% of total IRF payments for high-cost outlier payments. However, based 
on its analysis of FY 2021 claims, CMS estimates that outlier payments in FY 2023 would 
be 3.8% of total payments if the high-cost outlier threshold were not adjusted. Therefore, 
to maintain outlier payments at 3% of total payments, the target set in current policy, the 
agency proposes to increase the threshold from $9,491 in FY 2022 to $13,038 in FY 2023. 
This change would result in fewer IRF cases qualifying for a high-cost outlier payment, 
compared to the current fiscal year. 
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Facility-level Payment Adjustments 
 
CMS again proposes to maintain the current IRF facility-level payment adjustments, which 
have been in effect since FY 2014. The following adjustments would remain:  
 

 Rural adjustment: 14.9% 

 Low-income patient adjustment factor: 0.3177 

 Teaching adjustment factor: 1.0163 
 
RFI on IRF PPS Facility Level Adjustments. As noted above, the IRF PPS adjusts 
payments based on an IRF’s rural status, percentage of low-income patients, and 
teaching status to account for differences in costs attributable to these characteristics. 
Updates to these annual adjustments factors are made in a budget-neutral manner. 
However, to mitigate the impact of relatively large fluctuations in these factors from 
year-to-year, the adjustment levels have been frozen since FY 2014, with general 
support from the field. While CMS is not proposing a change for FY 2023, Table 9 in the 
rule shows what the annual facility adjustments would have been for FY 2015 through 
FY 2023, and demonstrates substantial volatility. This rule seeks comments from 
stakeholders to help better understand the cause of these fluctuations and consider how 
to best account for them in the future. 
 
Proposed Changes Regarding “Teaching IRFs.”  
Displaced Medical Residents. CMS proposes to update and clarify its current policy 
addressing medical residents (and interns) who are displaced when a teaching IRF 
closes. Specifically, the rule would alter the status of a relocating resident based on the 
date that the originating IRF publicly announces its closure (for example, via a press 
release), rather than the actual closure date, which would mitigate delayed transfers of 
a displaced resident to a new IRF. In addition, the rule would allow the receiving IRF to 
increase its FTE resident cap by submitting a letter to its Medicare Administrative 
Contractor (MAC) within 60 days after beginning to train the displaced residents.  
 
Proposed Codification of IRF Teaching Status Adjustment. To improve clarity, CMS is 
proposing to codify and consolidate the definition of the teaching status payment 
adjustment factor, and explanation of how the factor is calculated, which is used for 
IRFs that provide graduate medical education. Specifically, CMS would codify in 
regulation, the guidelines that currently only are found in the Medicare Claims 
Processing Manual, Section 100-04, chapter 3, as they were established in FY 2006 
final rule and modified in FY 2012 final rule.  
 
RFI on IRF Transfer Policy. CMS is seeking feedback from the field on whether to 
incorporate a “discharge to home health” element in the IRF transfer policy in the future, 
in alignment with inpatient and inpatient psychiatric facility PPS policies. This policy, 
which is intended to disincentivize early discharges from IRFs, currently applies to stays 
with a less than average length-of-stay for cases with comparable principal and 
secondary diagnoses, that are transferred directly to another IRF, general acute-care 
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hospital, or nursing home/SNF. This potential policy aligns with a December 2021 
Department of Health and Human Services Office of the Inspector General report1 that 
found that this form of transfer policy expansion would generate savings of 
approximately $1 billion over two years. 
 
IRF QUALITY REPORTING PROGRAM (IRF QRP) 
 
As mandated by the Affordable Care Act, IRFs receiving Medicare payments have been 
required to participate in the IRF QRP since 2014. The Improving Medicare Post-Acute 
Care Transformation (IMPACT) Act requires that, starting FY 2019, providers must 
report standardized patient assessment data elements (SPADEs) as part of the IRF 
QRP. Failure to comply with these requirements results in a two percentage point 
reduction to the IRF’s annual market-basket update. CMS does not propose to adopt or 
remove any measures from the QRP in this rule. The IRF QRP currently consists of 18 
measures for FY 2023-FY 2025, as described in Table 1. 
 
Table 1: Finalized Measures for the IRF QRP, FY 2022–FY 2025 
 
Data Source Measure 

National 
Healthcare 
Safety Network 
(NHSN) 

Catheter-associated urinary tract infection (CAUTI) 

Clostridium difficile (CDI) infection 

Influenza vaccination coverage among health care personnel  

COVID-19 vaccination coverage among health care personnel 

IRF Patient 
Assessment 
Instrument 
(IRF-PAI) 

Percent of residents experiencing one or more falls with major injury (long stay) 

Functional Status: Application of Percent of Long-Term Care Hospital Patients 
with an Admission and Discharge Functional Assessment and a Care Plan that 
Addresses Function 

Change in Self-Care Score for Medical Rehabilitation Patients 

Change in Mobility Score for Medical Rehabilitation Patients 

Discharge Self-Care Score for Medical Rehabilitation Patients 

Discharge Mobility Score for Medical Rehabilitation Patients 

Drug regimen review conducted with follow-up for identified issues 

Changes in Skin Integrity Post-Acute Care: Pressure Ulcer/Injury 

Transfer of Health Information to Provider 

Transfer of Health Information to Patient 

Claims Medicare spending per beneficiary for post-acute care IRF QRP (MSPB – IRF) 

Discharge to community – PAC IRF 

Potentially preventable 30-day post-discharge readmission measure for IRF 
QRP 

Potentially preventable within stay readmission measure for IRFs 

 
 

                                            

 
1 Office of the Inspector General. December 7, 2021 Early Discharges From Inpatient Rehabilitation 
Facilities to Home Health Services [Report No. A-01-20-00501] https://oig.hhs.gov 

https://oig.hhs.gov/
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Collection of Quality Data Regardless of Payer 
 

While CMS does not propose to require reporting of any new measures or SPADEs in 
this rule, the agency does propose to require IRFs to report quality data on all IRF 
patients, regardless of whether they are Medicare beneficiaries. CMS believes this 
expanded reporting would result in the most accurate representation of quality provided 
in IRFs. If finalized, this requirement would apply beginning with the FY 2025 IRF QRP, 
meaning that IRFs would be required to collect the IRF-PAI upon admission and 
discharge of each patient beginning October 1, 2023. In addition, IRFs would be 
required to maintain all PAIs completed on all patients for five years. 
 
In the FY 2018 IRF PPS proposed rule, CMS requested feedback on the possibility of 
requiring data collection on all patients, regardless of payer, in the future. The agency 
notes that commenters were supportive of the concept, stating that it would not be 
overly burdensome since “most of their organization’s members already complete the 
IRF-PAI on all patients.” In the FY 2020 IRF PPS proposed rule, CMS proposed to 
require collection of data on all patients, but did not finalize its proposal in response to 
several questions raised in comments regarding which residents the required data 
collection pertained to, the intended use of data from payers other than Medicare, and 
how the proposal would affect penalties for non-compliance in the IRF QRP. 
Commenters also disagreed that the expansion would not be overly burdensome, and 
that the implementation timeline would be challenging considering the addition of 
several SPADEs to the IRF-PAI. 
 
In this rule, CMS attempts to assuage similar concerns by noting that there are several 
factors supporting collection of assessment data on all patients. First, CMS currently 
collects quality data on all patients for the Long-term Care Hospital QRP as well as the 
Hospice QRP, among other clinician reporting programs. The agency also states that 
the data would not be used by CMS for purposes of updating the IRF PPS payment 
rates annually. 
 
CMS provides an estimate for the increased burden this requirement would impose if 
finalized. Based on data from various federal sources, the agency believes each 
additional IRF-PAI would take 1.8 hours of clinical staff time. For the estimated 263,988 
additional patients for whom the PAI would be collected, this would result in 475,178 
more clinical staff hours. Paid at a rate of $66.82 per hour (calculated as a blended 
hourly rate across several types of staff), individual IRFs could expect to incur an 
additional $28,505 in cost annually. With 1,115 IRFs participating in Medicare, this 
would come to a total of $31,783,532 in increased cost for the field each year. CMS 
notes that this burden “may be partially offset by eliminating the effort to separate out 
Medicare beneficiaries from other patients, which is also burdensome.” 
 
RFIs Related to Quality Reporting 
 

In its FY 2023 rulemaking for PAC, CMS devotes a significant portion of the proposed 
rule to seeking feedback on various concepts for quality measurement across quality 
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reporting programs as well as particular issues for the IRF QRP, including expanding 
efforts to improve health equity. 
 
Digital Healthcare-associated Infection Measure. CMS introduces the potential future 
inclusion of a measure informed by data in an electronic health record (EHR) that would 
assess rates of IRF-onset CDI. IRFs have reported rates of CDI through the NHSN 
platform since 2015. This new measure, which is still under review by the National 
Quality Forum (NQF), would use EHR-derived data via a Fast Healthcare 
Interoperability Resource (FHIR) interface — meaning that with this measure, IRFs 
would not have to manually enter data as they do with the current CDI measure. In 
addition, incidence of CDI would be demonstrated by both a lab value indicating 
infection and evidence of antimicrobial treatment (instead of solely the lab test, as in the 
current measure). CMS believes using both factors would improve the accuracy of the 
measure.  
 
The agency also argues that the digital measure would reduce burden associated with 
manual entry. It estimates that an IRF experiencing the average of 12 CDI events in a 
year would save up to three hours and $191 in clinical staff time and expense if the 
measure were automatically informed by the EHR rather than entered manually. 
However, CMS acknowledges that not all IRFs use EHRs, and there would be “initial 
implementation and training costs” to install one. In addition, the measure as currently 
specified would use a specific version of the FHIR standard (HL7), which is not yet 
uniformly used. To bridge this gap, CMS explains that it would use existing clinical 
document architecture “and potentially other formats” to allow for data transfer. Finally, 
CMS notes that if the new measure were adopted, the agency would simultaneously 
continue the traditional NHSN reporting of the CDI measure in order to maintain 
surveillance of CDI while establishing a baseline for the new measure. 
 
CMS seeks stakeholder input on these issues; specifically, the agency asks whether: 

 Stakeholders would support using IRF EHRs for quality measure data collection; 

 Current IRF EHRs would support data transfer via HL7 FHIR; 

 A transition period between the current method of data submission for the NHSN 
measure and an electronic submission method would be necessary; 

 IRFs anticipate challenges in adopting the new CDI measure, other than the 
adoption of an EHR. 

 
Health Equity. Continuing its efforts to determine how the agency can leverage its data 
collection and quality reporting capabilities to address disparities in health outcomes, 
CMS proffers an RFI on topics similar to those addressed in last year’s proposed rules. 
 
First, CMS discusses a general framework that could be used across CMS quality 
programs to assess disparities through data reporting. Specifically, CMS reviews 
various options for stratified data reporting, which analyzes differences in performance 
on quality measures by certain patient characteristics. In this section, CMS asks for 
feedback on how it should select and prioritize particular measures for disparity 
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reporting, and which types of data sources would be most helpful to use for this 
purpose. 
 
Next, CMS describes options to assess drivers of health care quality disparities within 
the IRF QRP specifically. One option to do this would be to employ performance 
disparity decomposition, which allows one to estimate the extent to which differences in 
measure performance between subgroups of patient populations are due to specific 
factors. Another way to determine disparities within the IRF QRP could be to adopt 
measures related to health equity. Here CMS describes the Health Equity Summary 
Score, a measure developed for Medicare Advantage plans that computes disparities in 
performance on measures across different subgroups as well as between different 
plans. CMS also describes a structural measure recently reviewed by the NQF Measure 
Applications Partnership that uses survey questions to assess hospital leadership’s 
commitment to implementing processes and procedures related to equity. 
 
CMS invites general comments on the principles and approaches described in the RFI 
as well as additional thoughts about disparity measurement. 
 
Future Measure Topics. CMS seeks input on the importance, relevance and 
applicability of certain concepts under consideration for quality measures to potentially 
be included in future years of the IRF QRP. Specifically, the agency requests feedback 
on: 

 A cross setting functional measure assessing domains of self-care and mobility; 

 Measures addressing health equity, as described in the previous section; 

 A measure assessing whether IRF patients are up-to-date on their COVID-19 
vaccination. 

 
NEXT STEPS 
 
The AHA urges all IRFs to submit comments to CMS by May 31, which may be submitted 
electronically at www.regulations.gov. 
 
FURTHER QUESTIONS 
 
For questions about payment provisions, contact Rochelle Archuleta, director of policy, 
at rarchuleta@aha.org; for quality-related questions, contact Caitlin Gillooley, director of 
policy, at cgillooley@aha.org. 
 
 
 

http://www.regulations.gov/
mailto:rarchuleta@aha.org
mailto:cgillooley@aha.org

