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Congress of the nited States
SMashington, BE 20515

December 14, 1998

The Honorable William Jefferson Clinton
The White House

1600 Pennsylvania Avenue, N.W.
Washington, D.C. 20500

Dear Mr. President:

As you prepare for your fiscal year 2000 budget, we arc writing to request the inclusion of
funding for graduate medical education for our country’s independent children’s hospitals. As
you know, these S3 institutions do not share a provider pumber with another larger adult
institution for purposes of billing Medicare. As a result, they receive little to no support from
Medicare for their teaching programs,

We are committed to recognizing and supporting the public good that all teaching hospitals
provide through their graduate medical education (GME) programs, a commitment that needs 1o
be maintained through any reforms considered to assure future stability to the Medicare program.
We also must move forward with providing sorae form of federal GME support for these fow
children’s hospitals, on an interim basis now and as part of any larger reform.

Medicare has increasingly become the one reliable source of GME support for teaching hospitals,
as the competitive market has mado it almost impossible to recover those costs from private
payers. Medicaid in some statcs provides some support for the direct costs of GME, but this
varies from state o state, particularly as states move 1o Medicaid maneged care. The result has
been a serious competitive disadvantage for all of these children’s hospitals, as other teaching
hospitals received $76,000 per resident on average from Medicare in 1996 and they received
$400.

Many of these children’s hospitals are expensncing losses on patient operations which are
heavily attributable to GME. The lack of GME support exacerbates the competitive challenges
they also face as safety net institutions and regional rertiary care centers. Medicaid, even with
disproportionate share paymeats, on average, covers only 85 percent of the costs of caring for the
children it covers in these institutions. And, Medicaid and private payer rates only rarely account
for the higher costs of caring dispraportionately for children with more severs and more chronic
ilinesses.

Of these 53 children's hospitals, 43 have significant GME programs. They represent less than
one percent of all teaching hospitals; but they wain five percent of all residents, almost 2 third of
all pediatric residents, and the majority of all pediatric specialists. They also provide required
pediatric rotations for many other residents. The hospital, teaching hospital and pediatric
copumunities have joined the National Association of Children’s Hospitals in recognizing the
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Academic Health Centers: Exploring a Financial Paradox

Policymakers and leaders of medical schools and tcaching hospitals have voiced grave
concerns about the future survival of these institutions in a competitive health care system where the
educational and research missions increase their costs.">> Yet the available data and standard measures
of financial performance suggest that, on average, medical schools and teaching hospitals were

financially healthy at lcast through the mid 19'90‘5‘; At the same time their educational and research

missions do not appcar to have suffered. > This creates somcthing of a financial paradox: how have

AMCs been able to maintain their financial viability and social missions while incurring the higher

costs®’ associated with research and education and the reported unwillingness of private payers to pay

[ER

some or all of these incremental costs.” This analysis, using work performed for the Secretary” s Task

PRSI I

Force on the Future of Academic Health Ccntcrs,8 attempts to explore possible reasons for the paradox
and draws attention to the deficiencies in the available data that allows policymakers to measure the

financial health and maintenance of social mission of academic health centers.

v
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Definition of Academic Health Center

The Association of Academic Health Centers (AAHC) defines an AHC as a medical school and
affiliatcd hospital that may or may not be owned by the university and one or more other health
professions schools, including public health, nursing, dentistry, pharmacy, optometry, vetcrinary
medicine and allied health. There are 105 AlICs listed in the Association of Academic Health Center
(AAHC) 1996-1997 directory. The Association of Amcrican Medical Colleges (AAMC) defines an
“integrated academic medical center hospital” to be onc of the 118 institutions in the United States that
comprise a medical school and a hospital where a majority of the clinical chiefs of service are also
department chairs in the affiliated medical. Other lérganizations and researchers use slightly different

definitions of AHCs.’

Because researchers and policymakeﬁ use ‘vsuying definitions of AHCs, comparing e¢mpirical
results across multiple studies is difficult. thncver possible we will utilize studies that focus on
approximately 100-120 major teaching hospital§ zhinld.all of the allopathic medical schools although we
somctimes rely on studies which use broader déﬁnitions of the relevant universe of teaching hospitals.
We will place less emphasis on studies wluch examine ostcopathic medical schools; the other
components of AHCs, such as nursing or public health schools; or hospitals that have teaching
pfograms but do not meet the AAHC or AAMC criterion of an AHC hospital, We also have not
analyzced data on children’ s hospitals which train the majority of pediatric residents in the United

States.  While these entitics are critically important to the United States health care system, they are
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not the entities that have received the most public policy attention in recent ycars and are not the

cntities perceived to be financially precarious at the present time.,

Incremental Costs of AHCs

The Commonwealth Fund Task Force on Academic Medical Centers estimates the incremental
cost of providing medical education, conducting biomedical research, delivering highly specialized
services and pursuing continuous patient care in&ovation in the 118 hospitals affiliated with AHCs at
8.1 billion dollars in 1997.> Their estimate (I)f tfxc total cost of providing these services in all
approximatcly 1200 teaching hospitals is 18 billion dollars, This cstimate does not include the
uncompcensated care cost of the patient care services which are provided as part of routine medical care.
It also does not include any higher paticnt care costs in medical schools and faculty practice plans

resulting from the research and education missions. We did not encounter any published studies which

estimatcd the incremental cost of education and rles.earch on medical schools or faculty practice plans.“
N

Whilc it is generally recognized that teaching hospitals perform a variety of functions in
addition to patient care, there is some disagreém\‘enll over how to estimate the incremental costs of
research, cducation and paticnt care and their pr'ecisc level. It is impossible for accountants or hospital
managcrs to go into an AHC and identify the incremental costs associated with research, education or
any of the other factors. Instead, the task of estimating the incremental cost is gencrally left to health
cconomists who use regression analysis to cstimate hospital cost functions. The specification and

functional form of the econometric model can influcnce the estimated cost of each of the services
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provided by AHCs and therefore the incremental cost associated with being an AHC. There are, for
example, many different ways to measure teaching status, rescarch intensity and the provision of
standby and spccialized services. How the mcasurcs are spcciﬁcd and what other factors arc in the
equation determines the estimated incremental cost of each factor and therefore the total incremental

cost associated with education, research and specialty services.

For the purposes of this paper, we will assume that thc Commonwealth Fund Task Force’s
estimate of 8.1 billion dollars is correct. After adjusting for the overall increasc in health care
spending, the estimate is similar to thc number generated by the Clinton Administration during the
1993 health care reform debate and similar to earlier published cstimates after adjusting for changes in

6,12,13,14

ovcrall levels of hcalth care spending. In addition, the methodology that was employed to

generate the Commonwealth Fund Task Force estimate is similar to the methods employed by previous

studics.

Funding of AHCs

~ A large proportion of AHC revenues are from patient care services. Clinical services represent
90 percent of hospital revenues, 84 percent of faculty practice plan revenucs and 47 percent of medical
school revenues.” These are the revenues that are considered the most vulnerable in light of the recent
changes in the health care financing and dclivery system and they are the primary focus of this analysis.

First, we examine the sources of revenues for AHC hospitals and then for medical schools.
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Funding from the Mcdicare Program

In 1994-95, 29 percent of the revenues of AHC hospitals were from the Medicare program.” In
fiscal ycar 1997, Medicare payments for direct and indirect medical cducation totaled an estimated $6.8
billion.””  AHCs receive approximately two fifths of the Medicare payments for direct and indirect
medical education or approximately $2.7 billion in 1997. This represents an average of 22.5 million
doltars per AHC hospital. In addition, AHC hospitals reccived payments for di5propdrtionate share and,
assuming they havc a more severe case-mix, higher DRG payments. It should be noted that some of

the indircct medical education payments are for unmeasured severity of illness.

According to the Mcdicare Payment AdV’iSOry Commission (formally ProPAC), thc PPS
operating margin that the average AHC earned from the Medicarc program in 1995 was 21,0 percent.}5
In contrast, the average non tcaching hosbfifé'l' had a 6.4 percent PPS operating margin from the
Medicare program. This suggests that the Mcaliééré'program may be overpaying AHCs, at least as
measurcd by PPS operating margins. Other stiidies have examined specific aspects of the Medicarc
payment system for direct and indirect medical education and have reached similar conclusions. For
many ycars, ProPAC has found that the indirect medical education adjustment factor used by Medicare

over estimates the actual cost of indirect medical education.

As part of the 1997 Balanced Budgct Act, Congress revised the payment formula for indircct

16,17

medical education. Between 1998 and 2002,‘indircct medical education payments will be reduced

by $5.6 billion. However, another change in the Balanced Budget Act mitigated the impact of these
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reductions on AIICs. The AHCs were appropriately concemcd that as more Medicare beneficiaries
cnrolled in managed care, payments for direct and indirect medical education which arc based on
fee-for-service payments would decline. Congress decided to "carve out" direct and indirect medical
education payments from the formula used to pay managed care plans, thereby reallocating $4.0 billion
over this same time period. However, teaching hospitals only receive this $4.0 billion to the extent
they provide actual services to managed care enrollees. The Balanced Budget Act provides payment
incentives totaling an estimated $0.2 billion over the next 5 ycars for hospitals that reduce residency
positions during this time period. HCFA’s own intérmal analysis of the impact of the reductions finds
that major tcaching hospitals will experience 6;11)/ slightly greater reductions than all hospitals in the
first year of implementation from all the provisions in the Balanced Budget Act (-1.6 percent versus
-0.9 pcrccnt).” Five year projections by Medicare Payment Advisory Commission (MEDPAC) show
major teaching hospital PPS margins incrca:si‘h'g to 24.3 percent in 1997 and staying at that level in

2002 after passage of the Balanced Budget Act.6

Funding from the Medicaid Program

In 1994, AHC hospitals received 22 percent of their revenues from Medicaid.’ During the
1980s and early 1990s most Medicaid programs employed an approach similar to the Medicare
program when they designed systelﬁs to pay icaching hospitals, explicitly paying for dircet and indirect
medical cducation.'™ The Boren Amendment required that Medicaid payments cover the costs of
"cconomically and efficiently operated facilities."!” To the oxlent that AHCs had higher costs

associated with research, cducation, specialty services, etc, some courds interpreted the Boren

13
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Amendment to cffectively require the states to pay the AHCs for these services.'® State Medicaid

payments for GME were cstimated at $2 billion in 1995 and this does not includc another $3 billion

that statcs spend directly on medical cducation.”® In addition, many states used a variety of tcchniques
1o obtain more federal money for the Medicaid program through a variety of disproportionate sharc
strategics. To the extent that AHCs have more disproportionate share patients, they frequently
benefited from these additional Medicaid payments also. An analysis of Medicaid disproportionate
sharc payments suggest that while most of the payments were actually returned (o the state by the
hospital, the hospitals benefited indircctly bef:z;usg 'the state had more money to spend on the Medicaid

)

2
program. l

During the early 1990s, howcever, Medicaid programs began enrolling more beneficiaries in
managcd care. This reduced the payments for direct and indircct medical education from the Medicaid
program and forced the AHCs to negotiate dircetly with managed care plans for higher payments, A
case s.ujdy of TennCare, for examplc, docﬁ;ﬁcﬁicd that one of thc primary threats to AHCs in
Tenncssce was that managed care plans were lcss likely to admit Medicaid patients to AHCs, thercby
reducing rcvenues to tea-ching hospita[s.z2 TennCare initially climinated all state direct graduate

medical cducation payments 1o teaching hospitals. Other studics reached similar conclusions about the

impact of Medicaid managed carc on teaching hospital revenues when they examined ather states. 2%

In addition, the 1997 Balanced Budget Act repealed thc Boren Amendment. The impact of the repeal of

the Boren Amendment on AHCs is unknown.
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Funding From Private [usurers

In 1994, AHC hospitals received 31 percent of their revenues from private insurers.” Prior to
1990, most privatc insurcrs used either cost or charge based reimbursement to pay hospitals. This
suggests that privalc insurcrs were paying all of the higher costs of the AHCs and the widcspread
concem over cost shifting suggests that they may have even paid more than actual costs."?¢ AHC
hospitals are 80 pcreent more expensive per discharge than non teaching, community, urban hospitals
with more than 100 beds.®’ Ilowever, when casemix, input price diflerences and other factors are
taken into account the difference is reduced. Expenditures per discharge arce estimated (o be 25 percent
greater in AHC hospilals than comparable instlitutions because of their education and rescarch missions

as well as their investment in patient care innovation 57/1213:1.27

With the advent of managed care and increasing levels of price competition, the concem is that
some or all privatc insurcrs will be unwilling tc; pay for these services.”””  However, we could not
identify any comprchensive data on how much the private sector was willing to pay AliCs in the past,
is currently paying AHCs, or will pay in the fufure. A recent surveys of managed care plans and
private insurers have placed the increment that managed care plans are willing to pay at 5-10 percent
with the premium being only 3-5 percent in the most competitive markets.”> Another study using data
on large employer plans places the premium at 12%.2% All of these estimates are below the 25 percent
cost differential suggesting that there may be a relative shortfall from the private sector. Onc concern
expressed repeatedly by the private sector is whether the AHCs are as efficient as other hospitals in

delivering care.” However, in spite of this anticipated shortfall MedPAC’ s recent analysis shows the
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paymcnt to cost ratio to private major teaching hospitals was 1.17'3 suggesting that the private sector is

still paying above costs to these hospita.ls.23 It should be noted, however, that the payment to cost ratio

for private teaching hospitals is the lowest of all categories of hospitals that are listed were analyzed.

Recent Financial Performance of AHCs

ProPAC (now MedPAC) has monitored the total margins of hospitals since it was established
in 1984, Rccent hospital margin data published b}i McdPAC show that total margins were 4.5 pereent
for AHCs and 5.8 percent for all hospitals (Table 1). The total margins for AHCs in 1995 were the
highest in ten ycars.  The percentage of AHCs with ;négativc margins also declined from 35 percent in
1989 1o 19 percent in 1995, MedPAC also calculates PPS operating margins. The PPS Medicare

15,27

margin for AHCs was 21.4 percent, also the highest in a decadc. This compares to 10.5 percent for

all hospitals.

The MedPAC data also allows for compafisclms by type of teaching hospital. Of the catcgories
reported, public AHCs haa the lowest total niérgins in 1995, 3.2 percent. In 1995, AHCs located in
markets with high managed care penetration had lc,>§ver total margins than the overall average for all
AHCs, 3.6 percent compared with 4.5 percent. However, other studies examining the relationship

IN]
between margins and managed care penetration reach contrary conclusions. Gaskin and Reuter found
. . . .27 .
AHC margins increasing in areas of high managed care penetration.”” Cleverly found an inverse

relationship between managed care penetration and hospital margins in a cross sectional analysis. 8
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Another way to examine the data is to focus on the hospitals with an operating loss (Table 1).
In 1995, 19 pereent of all AHCs had negative total margins, compared to 21 percent for all hospitals.
AHCs in markets with high managed carc penctrations (above 35 percent) however, were more likely
to have negative total margins, 24 percent compared with 11 percent of AHCs in low penetration
markets (bclow 20%). Public AHCs werc more likely to have ncgative total margins than private
AHCs, 21 percent compared with 16 percent. We also examined the quartile of hospitals with the
lowest total and PPS operating margins and weré unable to find any category of an AHC hospital that

was hecavily represented in that group.

Operating margins are only one measure of financial viability. Additional financial ratios for
1993-1997 are presented in table 2.8 On most i'n<ljlicators the financial position of AHCs improved in
the period from 1993 to 1997 and arc gencrally comparable 10 all hospitals. Compared to non teaching
hospitals in 1997, ALICs had more cash-on-hand, lower return on equity, more long term debt to cquity,
lower asset tumover ratios, and higher net assets per bed. The one financial indicator which suggests
potential trouble for AHCs arc net asscts per bed. Net assets per bed in 1997 were $252,000 in AHC
hospitals compared to $56,000 in non-tcaching hospitals. Between 1993 and 1997 days cash-on-hand
increased more rapidly in academic health centers. On the other indicators the trends between

academic health centers and non teaching hospitals were similar.

Acccss to Capital

Access to capital is necessary for AHCs. In spite of their higher capital investments, AHCs

17
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still appear 10 have good access {0 capital. A recent review by Standard and Poors found that of most
AlICs were rated A or AA and concluded that downgrades were unlikely in the near term.”®  Overall
AHCs have better access to capital than the average community hospital, The analysis found that how
individual AHC hospitals are graded depends on a multitude of factors that are specific to the

institution, their role in their community and the overall markcetplace.

Medical Schools

. N . . 3
The financial performance of medical schools also improved in recent ycars.30’ 1,32

The 1996
Report of the AAMC Task IForce on Medical School Financing, for example, found that federal

research and faculty practice plan revenues have increased in both absolute and constant dollars from

1990 to 1995 and the number of clinical and science faculty had also increased.>> A longer run

perspective shows similar trends.?® Between 1988 and 1997 the revenue growth in medical schools
averaged 10.3 percent, a rate considerably above inflation during this time period. Practice plan
revenucs incrcased at 15.3 percent during this same period. In constant dollars the growth rates in the
long term (1988-1997) and short term (1996-i§9$) for total revenues are similar. The rate of
increase is down in recent periods from praqt;iée ;),lan revenues but the effect js partially offset by

greater increases in endowment income.

In spite of these generally positive numbers, there are still concems about the financial stability

of medical schools. Revenue growth per FTE faculty was slow in the 1990s and actually declined

between 1994 and 1995.>2 Practice plan operating margins declined in the 1990s although they were
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still at 12% in 1995.34 They were slightly lower (9%) in areas with high managed carc penctration.
Margins from faculty practice plans have traditionally been used to cross subsidize other components

of the mcedical school such as the basic scicnce faculty, unsponsorcd research and education of medical

students. This cross subsidization may be eroding as margins decline.”’

Although research dollars are increasing in both real and constant dollar terms, competition for
grants has become morc intense and NIIT has recently reduced both direct and indirect cost recovery in
a variety of ways. A cap of 26 percent on administrative costs for each grant awarded since 1993 has
been imposed. NIH has also clarified which costs x\"'vcrc unallowable, clariﬁed dcfinitions and limited
charges in specilic arcas, and required that reimbufsemcnt of past facilities expenditures be rcinvested
in new facilitics within five years. In addition, NI has required morc institutional cost-sharing

through limitations on investigator salarics and to graduate student stipends that can be made from NIH

grzmlS'3

Rccent legislative and regulatory chang'és. may have also affected faculty practicc plan revenues
primarily by reducing paymcnts to specialists. FFor example, Mcdicare’s change in payment policy to a
single conversion factor for physician payme_ﬁt éosts may reduce faculty practicc plan income from
Medicare. The single conversion factor lowclrs payments to specialists and raises payments to primary
care physicians. Since medical school faculties are more heavily populated with specialists, these
Mcdicare changes may disproportionately affect medical schools especially if other payers follow
Medicarc’ s Icad. In addition, teaching hospitals arc concerned with the PATH audits conducted by the

Office of Inspecior General which threaten to recoup past Medicare reimbursements from faculty

19
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practicc plans for alleged double billing. The PATH audits altempt to enforce rules which require an
attending physician to be physically present for the key part of the encounter when a service is
delivered before the atlending physician can bill Medicare when supcrvising a resident. The medical
schools claim the rules were ambiguous and inconsistently enforced in the past. Several hundred

million dollars are in dispute.

Data Ncceds

Numerous datla problems were cncounteredlby the Sceretary’ s Task IForce on the Future of
Academic Ilealth Centers trying to develop public policies for AHCs. There is no conscnsus on the
most valid indicators to monitor the performance of AICs. There is no single source of data on AHCs
and as a result it is frequently difficult to make valid comparisons when different sources use dilferent
definitions of AHCs. The Secrctary’ s Task Force recommended addressing thesc data issues by
developing a tracking system for AHCs and affiliated hospitals in conjunction with the provider
community. Such a data system would identify the critical financial measures (margins, balance-sheet
ratios, cash-flow analysis, bond-ratings, investmerit in technology) in conjunction with measures of
missions (cducation, research, uncompensated'-carcl) and quality of care. It would develop the
equivalent of leading cconomic indicators for AHCs. Meetings with industry representatives have

begun.
Unraveling the Paradox

Available data suggests that hospitals affiliated with AlICs are 20-30 percent more cxpensive

than other hospitals because of the costs assoctated with research, education, innovation in paticnt care

14




NOV-06-98 FRI 04:41 PM CTR FOR HOSP FIN & MGMT FAX NO. 410 955 2301 P. 21

and other services. Many AHCs have taken actions recently to reduce their costs. 23343

This will
improve their operating margins however, how long thcy can continuc finding greater efficiencies is

unknown. In addition, there is a growing concern that some may alter their social missions in order to

maintain their profitability,35

It appcars that more than half of the cost differential is being obtained from the federal
government, primarily the Medicare program. In addition to Medicare payments for direct and indircct
medical education, the Veteran's Administmtio:hmsuppoms approximately 8900 (approximatcly 10
pcreent) of the residents and has a biomcdical,. rchabilitation and hcalth services research budget that
cxceeds $1 billion. The stipends for trainees in'VA hospitals were .4 billion in 1997. The Bureau of
Health Profcssions provided $0.3 billion through fitles VII and VIII of the Public Health Service Act
for health professions training. Statcs support undergraduate and graduate and some local and statc
governments underwrite the deficits of public teaching hospitals. One possible explanation for the

financial paradox is that most of the differential is éfréady being provided by public sources.

Changes in the distribution of funding may be responsible for many of the concerns raised by
AHCs. In the past, AHCs received funds from multiple sources. In 1980, for cxample, medical schools
received approximatcly onc quarter of their revenues from federal research; one quarter from state and
local appropriations; and onc quarter from medical services. By 1995, the distribution had changed
dramatically with medical services responsible for almost half of the revenues. This growing

concentration of funding may be partially responsible for their increasing level of anxicty.
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Recently, much of the surplus or cross subsidy for AHC hospitals appears {0 come from onc
source -- the Medicare program. Considerable uncertainty exists about the reliability of this funding
source in the future. Higher payments from multiple private scctor insurcrs were a more rcliable source
of revenues. However, with the growth of managed care and the advent of price competition, the
situation has changed dramatically. AHCs arc potentially having to accept lower payments from the
private sector in order to compete for managed care contracts, reducing the subsidies they receive from

the private sector for their missions.

Anxiety levels are likcly to remain hlgh until 2 stable funding source is found which is outside
of the annual government appropriations process. For example, the national Bipartisan Commission on
the Future of Medicare is considering severing the tie between graduate medical education and the
Medicare program. The Commonwcalth Task Férce on Academic Medical Centers has proposed that
government funding be established to suppc;rt ‘t.ﬁc\ social mission of AHCs.? However, given the
vicissitude of the annual appropriations process, t:his is also nat likely to be a pusranteed sourcc of

funding.

Discussions of increased government fundiﬁg are also frequently linked to discussions of public
accountability, Currently most funds for gra&ualé medical education {low automatically 10 AlICs as
patient carc sources are provided. The hospitals and medical schools are free to spend those funds as
they wish. Proposals to channel funding to AHCs for specific missions (e.g., unfunded rescarch,
training of certain typcs of specialists, innovation, hhltidisciplinary training, indigent care, cte.) reduce

the financial discretion of medical school deans, hospital managers and department hcads.
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As long as the public sector continues to pay a large proportion of the incremental costs of
AHCs through the Medicare program, Veterans Administration and other public sources and the private
sector is willing to pay some increment to AHCs, the long run financial viability of AHCs looks secure.
Funding in both the Mcdicare program and Veterans Administration look stable at lcast through 2002,
although there are no guarantees. In the long run, however, socicty may need to define what scrvices it
wants AHCs to provide, how it will hold AHCs accountable for the delivery of those services, and
develop a long run stable {inancing structure to support these services. At the same time AHCs may

nced to change and become more accountable to the public.l’z‘s"”‘35

Although AHCs are already
responding to a changed environment, they will nced to further reduce costs; become more responsive

to patients, payors and managed care plans; and peihaps alter their mix of training programs.



Table 1
Hospital Margins

Hd 2V:P0 144 86-90-AON

Total Hospital Margins

1989 1991 1993 1995
All Hospitals 3.6 44 4.5 5.8
AHCs 1.3 4.3 34 44
AHCs in MSAs with
>35% Managed Care 1.0 5.0 4.3 36
Penetration
Public AHCs 0.1 4.8 3.9 3.2
Private AHCs 2.0 4.0 32 54
Large Urban AHCs 1.1 3.7 3.3 4.0
Percent of Hospitals with Negative Total Margins
All Hospitals | 32 26 24 21
AHCs 35 21 22 19
AHCs in MSAs with
>35% Managed Care 38 22 26 24
Penetration MSAs '
Public AHCs 47 23 17 21
Private AHCs 25 20 25 16
Large Urhan AHCs 40 22 23 22
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Table 2
Financial Performance Indicators
Indicator AHC Hospitals
' Non-AHC Hospitals
1993 1996* | 1997%* 1993 1996~ 1997**

Days Cash on Hand 86.2 88.6 95.6 37.1 44.7 39.9
Return on Equity 5.6 7.0 7.2 7.8 9.2 9.3
Percent Equity Financing 52.1 54.0 590| s18| 558 593
Long Term Debt to Equity Ratio 50.4 47.3 39.8 34,7 29.7 23.7
Asset Turnover Ratio 94 38 .86 1.08 1.07 1.08
Net Assets Per Bed 201,090 223,000 | 252,000 [ 55,000 | 59,000 | 56,000

Source: Center for Health Care Industry Performance Studies analysis perforimed for Secretary’ s

Task Force on Academic Medical Centers, July 29, 1997 and reanalysis September 24, 1998,

Data available to the Secretary” s Task Force were only through 1995.

** Data available for 1997 only on a subset of hospitals.
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uncompensated care, Zwanziger ct.al found that hospital uncompensated care caseloads stabilized
between 1990 and1995 although they present evidence that hospitals in arcas with high managed
competition or with high Medicaid caseloads are under increasing financial pressure. Cunningham
and Hu present data which shows that although the total percentage of uncompensated care is
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THE NEED FOR COMMENSURATE FEDERAL GME FINANCING
FOR FREESTANDING CHILDREN’S HOSPITALS

September 23, 1998

Children’s Teaching Hospitals at a Glance

Freestanding children’s hospitals are hospitals that serve primarily children and do not share a Medicare
provider number for purposes of third party payment with another institution. In 1998, there are 55
such institutions nationwide, consisting of 45 acute care children’s hospitals and 10 children’s long-
term specialty hospitals. These hospitals include the leading pediatric medical centers in the country.

Like other teaching hospitals and, in particular, academic medical centers, children’s hospitals tend to
treat the most severe, costly cases, while supporting high quality research and teaching programs. An
increasingly competitive health care market dominated by managed care tends not to recognize these
differences. Moreover, unlike adult teaching hospitals. children’s hospitals have few Medicare patients.
and therefore receive almost no federal graduate medical education (GME) funding for their residency
positions. Caught in a financial vise between the pressures of market competition and the demands of

teaching, research and high quality care programs. some dimensions of the children’s hospitals™ mission
will begin to suffer.

Children’s hospitals were established to provide centers for medical care that put the needs or children
foremost. From the beginning, they have provided family-centered care, delivering the full range of
services needed to care for the child and to support the family throughout the child’s course of
treatment. They have provided health professionals experienced in the care of children, who recognize
that a child’s illnesses. treatments. and health care needs are often significantly different than aduits.
And. they have provided regional centers for highly specialized pediatric care. Since few children
require such care. these regional centers are often essential to assuring its availability.

The children’s hospitals have assumed three major missions — patient care, research and teaching -- all
devoted to children’s unique health care needs. They are committed to providing quality hea'th care for
all children, regardless of their families” ability to pay. Today, on average. almost 50 percent of the
patient care that freestanding children’s hospitals provide is for low income children, either those
covered by Medicaid or those who are uninsured. More than 75 percent of the inpatient care provnded
by children’s hospitals is devoted to children with one or more chronic conditions.

The acute care children’s hospitals offer the complete range of patient care services for children, from
inpatient to ambulatory care. They are regional and national referral centers for very sick children, often
serving as the only source for many critical pediatric services. They also serve as the major source of
pediatric care in many of their service areas and are often the largest providers of primary care to
youngsters in their communities. with clinics serving area neighborhoods.

It is their commitment to children and the close tie between their patient care, research and teaching that
truly set these hospitals apart. As major teaching hospitals, they train a substantial portion of our
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country’s pediatric workforce — more than 25 percent of all pediatricians and over half of many
pediatric subspecialists. as well as a substantial number of required pediatric rotations for many other
residency programs. As academic medical centers devoted to children. they have developed “bench to
bedside” research environments that have led to scientific discoveries. which, in turn. have helped to set
the standard for pediatric care and research around the world. The freestanding children’s hospitals and
their affiliated pediatric departments account for one-quarter of all National Institutes of Health (NIH)-
sponsored pediatric research.

Current Challenges

The rapid expansion of a competitive marketplace driven primarily by price is posing significant
challenges for all health care providers. Children’s hospitals face many of the same problems of other
“safety net” providers and teaching hospitals. They care for a significant portion of the low-income,
vulnerable population that often requires special consideration. They maintain essential community and
critical care services, whose costs are never fully covered. And. they provide a higher level of complex
care to more severely il patients than other institutions. (See attached “Indicators...")

The higher costs resulting from the greater staffing and equipment needs of pediatric care make the last
point an even greater problem for the freestanding children’s hospitals. For example. a child under age

)\k two can require on average 40 percent more nursing care per hour of an inpatient stay in a hospital than
an adult inpatient will require. These differences in cost are increasingly unrecognized by a more
competitive medical marketplace.

For teaching hospitals, no challenge is greater than their growing inability to recover the costs of GME.
Medicare has become the mainstay of GME funding as Medicaid's moves to managed care have
resulted in fewer states paying even the direct costs of GME. Other, private payers are increasingly
unwilling to support GME costs at all. For the freestanding children’s hospitals. with only a very few
Medicare patients — children with end stage renal disease -- the GME financing issue is critical.

Even as children’s hospitals maintain, and often increase, pediatric market share. their patient care
revenues are falling short of covering their patient care costs. A significant percentage of this loss, half
or more in many cases, is attributable to unreimbursed GME costs. This is reflected in children’s
teaching hospitals’ operating margins. which are substantially lower-than other teaching hospitals.
"QVV-W‘ e According to 1995 Hospital Cost Report Information System (HCRIS) data, children’s hospitals’
operating margins were negative 6.2 percent. on average, compared to negative 3.9 percent for other
teaching hospltaj GME losses per hospital run in the mjllions of dollars per year and cannot be

sustained. W/{ W‘&'b (P@g{‘h\((,
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Data reported to the National Association of Children’s Hospitals and Related Institutions (NACHRI)
suggest that freestanding children’s teaching hospitais’ net patient revenues in FY 1996 accounted for
about 94% of total operating expenses.{ The freestanding children’s hospitals’ total margins still remain
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sound in most cases, because they and their trustees have devoted themselves to building resources to
assure the hospitals’ future and missions. However. operating margins that continue at this negative
rate eventually erode endowment income. as increasing proportions of charitable conmbuuons and
endowment income must be diverted simply to cover operating margin deficits.

Endowment income and charitable contributions vary widelv among institutions. but their intended
purpose is typically the same:

* They support both primary and specialty care services for children who have inadequate or no
health care insurance, as well as related services that often are needed to ensure that children of low
income families have access to the services they need, such as transportation and social services.

o They provide the investments in start-up and uncovered indirect costs. which research programs

must have, and they support unsponsored research. which funds new investigations. serving as a
source of funds for creative research topics.

e They support essential facilities maintenance and improvements. which often are an importarit part
of the hospital’s overall efforts to remain competitive with other facilities.

e They support community services, including services for children for which reimbursement often is
inadequate or non-existent, such as child abuse treatment, child life, and poison control centers.

e They make possible many of the hospitals™ efforts to promote the health and well-being of all of the
children of the community, not just their patients, such as public education programs for car seat
and seat belt safety, motorcycle and bike helmet safety, immunizations, hot water and pool safety,
firearms safety, children abuse prevention, and more.

Often. these resources are significantly restricted for specific purposes. The demands on this income
have never been greater, particularly at a time when the hospital industry overall is experiencing a
significant decline in philanthropic support in recent years, according to the Association for Healthcare
Philanthropy. And, often, the hospitals possess neither the flexibility nor the capacity to create or
sustain donor or operating income endowments to support GME.

Finding a Solution

The National Association of Children’s Hospitals (N.A.C.H.) has long supported a broad-based
financing system for graduate medical education, an approach that could include our nation’s
freestanding children’s hospitals. If such a broad-based system is not imminent. however, the
children’s hospitals must seek an interim solution.
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The current system of financing GME has created a serious inequity for these institutions. Competitors
either have no academic rmissions or they receive federal support for GME through Medicare in
combined direct and indirect medical education payments. Based on the most recent HCRIS data,
teaching hospitals overall receive on average over $76.000 per resident a year from Medicare, while the
freestanding children’s hospitals receive less than $400, on average. However unintended it may be.

this huge difference in federal support creates a dramatic competitive disadvantage for these children’s
hospitals.

Providing a level playing field for GME for the freestanding children’s hospitals would enable them to
remain competitive in an increasingly tight market, allow them to offer a better value for the consumer,
and prevent fragmentation of pediatric services. For some of the freestanding children’s hospitals, this
is an issue of immediate, serious financial concern. For others, it is an issue of diverting other critical
resources to GME. For many, decisions to reduce residents are being made.

The field of pediatrics cannot afford the risk of freestanding children’s hospitals being forced -- by a
federal GME funding policy tied largely to patients they do not serve -- to reduce or abandon their
academic missions. Not only do they train a significant portion of the nation’s pediatric health
professionals, most of whom are in primary care, they provide this training in an environment where
residents can experience the entire range of pediatric care. It takes a substantial pediatric patient
population to provide this range. In addition, the hospitals’ academic programs provide the
underpinning of their research programs and contributions to the advancement of pediatric medicine.
Eliminating their teaching programs would fundamentally alter the missions of these institutions.

Because of the significance of this problem, not just for the affected children’s hospitals but for the
entire field of pediatric medicine and the future pediatric workforce, the American Academy of
Pediatrics, Association of American Medical Colleges. Association of Medical School Pediatric
Department Chairs, Conference of Boston Teaching Hospitals, Utah Medical Education Council, and
National Association of Children’s Hospitals strongly support efforts to provide commensurate fcderal
direct and indirect medical education support for freestanding children’s teaching hospitals. including
interim support until comprehensive GME financing reform is achieved.

Request to The Bipartisan Commission and MedPAC

As the National Bipartisan Commission on the Future of Medicare and the Medicare Payment Advisory
Commission consider their recommendations to Congress on graduate medical education, N.A.C.H.
asks that the freestanding children’s hospitals be included in the deliberations. Currently, proposed
bipartisan legislation in the House and Senate, the “Children’s Hospitals Education and Research Act.”
H.R.3855 and S.2049. would provide federal GME funding to the children’s hospitals on an interim
basis — two to four years -- prior to the achievement of any broad-based reform. (See attachment
“Support for...”)

N.A.C.H. would appreciate the opportunity to assist the Commission in assessing both interim and
long-term approaches to equitable GME financing for these institutions.
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of Children’s Teaching Hospitals
with Their Own Medicare Provider Numbers VQ/’/% —

)D)/b The following data on the performance of freestanding, acute care children’s teachmg hospitals for FY
1996 were reported to the National Association of Chlldren s Hospltals and Related Institutions
(NACHRI). The reporting hospitals represent the largest of the nation’s children’s teaching hospitals

with their own Medicare provider numbers. |/ D‘?(‘ ’ﬁ" ﬁ\/ D\( //ﬂb

Safety Net Service
S’? Because they are devoted to caring for all children, regardless of economic or medical conditio
:P% ° children’s hospitals are major providers of care for children who rely on Medicaid. Over the ost
ng-i A recent fiscal years for which data are available, children’s teaching hospitals on average devoted nearly

2 half of their care to children of low income families — 42% Medlcald and 6% bad debt/charity. The
47\’ 4 o balance included 1% Medicare, 2% other government, and 49% commercial/direct employer coverage.

@yp% e nines”
/S Medicaid, Bad Debt, and Charity:
mm\ W 48% of Gross Revenues

Because of their volume of service to children of low-income families, children’s hospitals are often the
recipients of significant Medicaid disproportionate share (DSH) payments. However, even with DSH
payments, Medicaid reimbursement still falls far short of the cost of caring for Medicaid patients.
Medicaid reimbursement, including DSH payments, averaged only 81% of expenses. Without DSH
payments, Medicaid reimbursement averaged only 74% of expenses.

Medicaid and DSH Reimbursement: 81% of Costs
Medicaid without DSH Reimbursement: 74%

Financial Performance H@J I"}( ﬁ&_)’{"&'-/ .

While children’s teaching hospitals. on average, operate in the black, they do so only marginally. Total
Net patient revenues fell short of their total operating expenses -- about 94% of total operating
expenses.

Net Patient Revenue/Total Operating Expenses: 94%
W W Case Mix Intensity W .
H A

N‘S Compared to other hospitals. children’s teaching hospitals have significantly greater case mix intensity.
Children’s teaching hospitals’ case mix index averaged 1.47, compared to 1.29 for all teaching
t’)ﬂ@ hospitals, and 0.74 for community hospitals. A/:PK - D g

M&MO
l LA W Case Mix Index for Children’s Teaching Hospitals: 1.47

Case Mix Index for All Teaching Hospitals: 1.29
Case Mix Index for Community Hospitals: 0.74

Wﬂ“@ SW Qv eEn e \Wig gl Coses U




MANAGED CARE TRENDS

[ =CEA [ Medicare | Medicaid | Help | Feedback | Search | FAQs |

National Summary of Medicaid Managed Care
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June 30, 1997
Managed Care Trends
[ TouMelienld s poputaion | MepagedCare % Managed Car
”"“11991 | 28280000 | 25583603 I 2096397 1 993
f ''''' ]1992 i 30,926,390 I 27,291,874 [ 3,634,516 I 11.75%
11993 [ 3330051 [ 28E2LI00 | A8089ST I T43%
.................................................... 33.634000 [ 25839750 | 7704250 T 3T% ]
33, 373900*__‘] 23,573,000* |lm 9, 800 OOO* ] §| 2937%" o
33,241,147 - - [ 19,911,028 | 13, 330,119 - - [r 40.10% |

32,092,380 15,345,502 __...____47-82%

s|

* Indicates approximate numbers. Total Medicaid population was provided by the Office of the Actuary
which used 2082 data to calculate average Medicaid enrollees over 1995. The managed care population
differs from the 11,619,929 reported in the 1995 report as the number represented enrollment of some
beneficiaries in more than one plan.

The 1996 and 1997 Total Medicaid Population was collected by States at the same time the managed
care enrollment numbers were collected instead of using 2082 data as had been done in previous years.

S
Return to Medicaid Managed Care Page
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OPTIONS FOR PROVIDING GRADUATE MEDICAL EDUCATION FUNDS TO

FREESTANDING CHILDREN’S HOSPITALS ek
1 H0% dF 1Y Ser
. Modify the Kerrey proposal to provide reimbursement for those GME costs
associated with providing care to paiblicly insured patients. Under the Kerrey
proposal, general appropriation funds would be distributed to children’s hospitals based
upon a formula resembling the Medicare formula currently used to determine GME
" reimbursement. The Kerrey proposal provides the children’s hospitals with DME

P

\$ relmbursement based on a flat per resident amount, without consideration for the
‘\Y‘ percentage of their expenditures associated with providing care to Medicare or Medicaid
\. patients. This option would modify the DME formula in the Kerrey legislation to ensure
P\ S‘J\ that the children’s hospitals only received reimbursement for the portion of their DME
XN expenses associated with providing care to Medicare and Medicaid patients. The IME

Secretary g prospectively limit the funds disbursed to the amount approprlated roAhsrs Hhan
recover 0vu?a~ry¢.~3ﬂ retres peetiv a),
Eliminate IME reimbursement from the Kerrey proposal. The Kerrey proposal

Bp\v -& formula could be modified in a similar fashion. This pa;*gzya‘i would also et
&
& requires the Federal government to provide approximately $76,000 per resident for DME

} ~ costs alone. This is as much as we presently provide to other teaching hospitals for both
their direct and indirect medical education costs. The proposal could be modified to
N exclude reimbursement for IME and reimburse for only DME costs. This would provide
¢ the children’s hospitals with the commensurate funding they are seeking, The proposal
/5- df ' would include a provision that would allow the Secretary to prospective 11m1t the funds i
disbursed to the amount appropriated. ,
;‘%“k PRIOP Homsesr~ e er from ,l

proposal would provide children’s hospitals with graduate medical education funding
according to a flat, per resident amount adjusted for geographic variation in health care
costs that would be determined by HCFA and disbursed through the current GME . aaind -Hw
reimbursement system used by HCFA. The amount of funding an institution received +£jaam = 444
would be dependant solely on the number of residents it had enrolled. Funds would be 3,D$£*'Pfr?fnnj
ovided through appropriafion;ynd there would be a cap on the amount of _/;' {
funds that could be disbursed. Fo—lcwr - This  ig A simpley
“tloan tha I(-ﬂf“"\r" ISSW"\M"]
. Create a discretionary grant program to provide GME funds. This proposal would ““’ A
va’u 0\* 0-"‘7" Requlre children’s hospitals to submit an application to receive a GME grant. Potential d’ ’,?,(\ Ln':i-’”)
t‘ S grantees would submit a summary detailing the extent of their financial need, an ot
s overview of their curriculum and training, and their previous experience in providing Vv
X\,\(°W graduate medical education. Based on Federal review of the grant proposal, hospitals _y, c;..'l ln';s
o/ : could receive different levels of funding.
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What Does Not Explain the Variation in the Direct
Costs of Graduate Medical Education

Gerard F, Anderson, PhD

ABSTRACT

Background. There is considerablc variation in the costs
of training residents across hospitals. Previous studies
have reported training costs thar range from $7,500 to
$200,000 per resident, with means in the $50,000 to
$60,000 range. This paper examines the factors associated
with the variation in the direct costs of residency educa-
tion across hospirals,

Method. Hospital costs, hospital payment rates, various
cost-of-living indices, and hospital characteristics for all
hospitals in the United States receiving Medicarc (unds
far residency education in fiscal year 1991 were obtained
from various public sources. Bivariate and multivariate
analyses were performed to determine whether organiza-
tional structure of residency training, specialty mix of res-
idents, quality of training, cost of living in the geographic
area, paticnt mix of the hospital, or other factors could
explain some or all of the cost variation.

Results. Only a small proportion of the variation in the
costs of training residents or payments for residency edu-
cation could be cxplained by the factors analyzed.
Conclusion. Much of the current variation in residency
costs and payments is attributable 1o accounting and not
structural or locational facrors. Institutions looking for
ways to become more efficient could compare costs of
training across iInstitutions without sophisticated ad-
justers. Federal policymakers should consider a national
payment rate per resident to replace the current system
based on hospital-specific costs. This proposal would re-
distribute dollars across residency programs. The proposal
would affeer payments for direct medical cducation in the
Medicare program and could form the basis for payment
for residency education by all payers.
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Studies have rcported considerable
variation in the direct costs of training
rcsidents in hospiral settings. According
o Mcdicare cost reports and hospital
surveys, the direct costs to individual
hospitals of training residents in the
late 1980s ranged from $7,500 to
$200,000, with mcans in the $50,000-
$60,000 range.!-3 These studics also
showed that approximately two-thirds
of the hospitals had direct costs per resi-
dent in the $20,000-%$80,000 range.
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pital Finance and Management, professor in the De-
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The means and ranges of reported costs
varied slightly from study to study be-
cause different data sources were used,
different samples of hospitals were
studied, different years were examined,
and different algorithms for truncating
high and low values for individual hos-
pitals were employed.

The large variation in the reported
costs of training residents raises both
institutional and public policy issues.
Onc institutional question concerns
the factors associated with the varia-
tion in the direct costs of residency ed-
ucation. It is possible that factors such
as the organizational structure of resi-
dency training, the specialty mix of res-
idents, the quality of the training, the
cost of living in the geopraphic area,
and the patient mix at the hospiral
could expliin some or all of the cosr
variation. A related institutional ques-

Aacoc Nt Vol 1.

tion is what components of residency
training arc responsible for most of the
cost variation. Is most of the variation
attributable to differences in the
amounts paid to residents or is most of
the difference attributable to differ-
ences in supervisory-physician costs and
the administrative costs of residency
training? Answers to these questions
could help hospital managers and pro-
gram directors compare the costs across
hospitals and look (or areas of potential
cost reduction within their own institu-
tions.

The results of this inquiry could
have important public policy implica-
tions, since the Medicare program cur-
rently pays hospitals for residency
training on the basis of hospital-spe-
¢cific costs. According to the early-1995
cstimates of the Health Carc Financing
Administration (HCFA) actuaries, ap-
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proximately $1.8 billion would have
been paid to hospitals by the Mcedicare
program in fiscal year (FY) 1995 for di-
rect medical education, and $2.5 bil-
lion will be paid in FY 2000. Currently,
hospirals are paid for graduate medical
education based upon the costs they re-
ported to Medicare in 1984, with ad-
justments for inflation in the subse-
quenr  years. Bucause of the wide
variation in direct costs across hospitals
in 1684, current Medicarc payments
per resident can be three or four times
larger in onc hospital than in another
hospital. It is  unclear, however,
wherher these payment differcntials
can be justified based upon objective
factors or c¢ven whether the current
payment differentials are consistent
with the dilferences found in more te-
cent Medicare cost reports. As part of
health care reform, Presidentr Clinton
proposed to pay hospitals a single na-
tional rate for residency cducartion,
with unspecified adjusters for cost of
living.t In addition, the Medicarce pro-
gram has considered changing to 2 na-
tional rate, and several members of
Congress have proposed to pay for resi-
dency cducation based upon a2 national
rate. If a national payment rate for resi-
dency education is 1o be adopted, it is
important to examine whether there
are any factors that should be used to
adjust the national payment rate,

METHOD

The rnost commonly used source for es-
timating direct costs per resident is the
Mcdicare cost report.'?¥ The major
advanrage of this source is that it is pos-
sible to obtain information about the
costs of all aceredited hospital-based
residency programs. In addition, Med-
icare has promulgated regulations gov-
eming what costs can and cannot be in-
cluded on the cost report, and audits
the informartion thar is reported.
Within the Medicure cost report
there are several places where the direct
costs are reported. For most hospitals,
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actual reported costs will vary depend-
ing on where in the Medicare cost re-

port the data arc obrained. This is be- -

cause of the way costs are allocated to
individual cost centers in different sce-
tions of the Mcdicare cost report.
When | report the total cost of resi-
dency training, [ use information from
worksheet B, lines 21 and 22. However,
when I am interested only in the cost of
the resident stipend (sulary and fringe
benehits), 1 use the information from
worksheet B, line 21. Both these
sources provide data before allocation
of overhead costs. This avoids incorpo-
varing differences in costs that are unre-
lated to the costs of residency training,
such as cost of operating the physical
plant. The number of residents is ob-
rained from worksheet S3, line 8, col-
umn 7. Information abour the charac-
wristics of the hospital, including
geographic location, ownership, per-
centage of revenues from the Medicare
program, disproportionate sharc status,
and bed size, were also obtained from
the Medicare cost report. 1 used data
from the Hospiral Cost Report Informa-
tion System (HCRIS) file for FY 1991,
which abstracts Medicare cost reports
for all U.S. hospitals whose 1991 fiscal
years began between Scptember 30,
1990, and October 1, 1991, The
HCRIS file was obtained directly from
HCFA.

Information from the most recent
Mcdicare cost report is not used to de-
termine Medicare payments for direct
medical education. The Medicare pro-
gram pays hospirals based upon a for-
mula that begins with the hospital’s
own reported costs in 1984 and updates
these “costs” using the Consumer Price
Index for All Urban Consumers.” Ac-
tual payment rates for individual hospi-
tals were obtained directly from HCFA.,

Additional dara sources were used to
obrain three cost-of-living indices.
Cost-of-living differences could explain
some of the variation in the costs of
training residents. The three indices we
examined were (1) rhe wage index used

MtoroiNe, Vou. 71,
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by HCFA to adjust payments for hospi-
tal services in the Medicare program,
(2) the nearest-neighbor index pro-
posed by the Prospective Payment As-
scssment Commission (ProPAC) as a
replacement  for the HCFA  wage
index,” and (3) the physician geo-
graphic-cost index used to adjust pay-
ment rates for physicians in  the
Mcdicare program.® These indices were
obtained dircctly from HCFA and
ProPAC.

For certain analyses it was not possible
to obtain the nceessary information for
all hospitals with residency programs in
the United States. For analyses relating
1o the variation in resident stipends by
year of training specialty, 1 used a data
sct mainrained by the Association of
American Mcdical Colleges (AAMC)
from its 1992 Survey of Hospitals' Finan-
cial and Operating Data and the House-
staff Salary Survey, 1993. The first is a
survey of 219 academic medical centers
and major afhliated institutions. The
second is a survey of 328 member insti-
tutions. [ uscd dara for 197 hospitals that
completed both surveys. From the two
surveys, | obtained the average stipend
per year of training for each hospital
(Syh), where S = stipend per resident, y
= year of training, and h = hospital.

[ then calculated an overall average
stipend for each year of training for all
hospitals by multiplying the average
stipend per year of training for each
hospital (S h) by the number of resi-
dents by year in cach hospital (R,),
summing across all hospitals Z(Syh) X
(Ry): and then dividing by the total
number of residents by year (2 R,h)
The result was an overall average
stipend for each year of training across
all hospitals (AS) I then muliiplied
the national average stipend for each
year of training (AS)) by the number of
residents in that year (Ry) for each
hospital and divided by the total num-
ber of residents in that hospital
(), R,). The final calculation is the av-
cragc rcsndent stipend in that hospital
if the hospital paid the average stipend
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Table 3

Varialions In Cos's per Resldenl by Number
of Residents in Program*

No. of Residents Total Cost
In Program per Resident
i~9 $53,777

10-19 $55,797
20-29 $54,820
30-39 $60,236
40-49 $57,792
50-99 $60,178

100-199 $64,865

200+ $54,949

“The table dala are from 1,185 U.S. hospitals I lis-
cal year 1981,

wween cost per resident and any of the
indices does not exceed .19. Correla-
tions berween the indices and payments
per resident were slightly higher, rang-
ing from .16 10 .28, with the ProPAC
nearest-neighbor  index showing  the
highest correlation.

. Another way to demonstrate the ex-
tent of the correlation between cost of
living and total cost per resident is to
examine the variation within a single
geographic arca where the cost of living
should be relatively constant. We ex-

200000

150000

100000

§0000

Total Amount per Resident (§)
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Hospitals

amined the variations in total costs and
payments per resident for the 50 hospi-

tals in New York City with residency
proprams (Fipure 1). The hospitals had
a mean cost of residency training of

$81,822, with a standard deviation of
$30,297 and a range of $29,042 to
$183,369, suggesting a wide disparity in
costs within a single geographic arca
where the cost of living should be rela-
tively constant.

Cost of living is not the only factor
that might explain the psyment or cost
differences across hospitals. An alterna-
tive hypothesis is that there are
economics of scale or diseconomies of
scale in residency traininp. /Table 3)
shows the relationship between the
number of residents and total cost per
resident. The results suggest that there
is no consistent relationship between a
hospital's number of residents and its
cost per resident.

Other hyporheses to explain the vari-
ation in costs per resident arc the pres-
ence of systematic variations by region
of the country, payer mix, and size of

pital. The results presented in
Table 4 )suggest that only a small pro-
portion of the cost and payment differ-

cntials is systematically related to any
of these factors. The major differences

Figure 1. Distribulion of costs per resident lor the 50 haspitals in New Yark City wilh residency programs, liscal year 1991,
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Table 4
Additional Faclors Thai Could Explaln . "
- Differences In Total Costs per Regident "
amang 1,185 U.S. Hospltals In Flscal
Year1991 ol
Tolal Cost
Hospital Characteristics per Resident
Census region
New England $58,297
Mid Atlantic $69.430
South Altantic $57 621
East North Central $53,373
East South Central 350,109
West North Central $56,385
Wes! South Central $44 675
Moumtain $46.558
Pacific $53,541
Qwnership
Public $61,325
Nonprofit $57,569
For-profit '$38,758
Percentage of revenue
from Medicare
S30% $53,400
> 30% $57,893
Medicare disproportionate
share status
<15% $56,290
>15% $58,850
Bed slze
<300 beds $54,085
300-499 beds $59,457
> 500 beds - $62,118

between groups were that costs were
higher in certain census regions, lower
in for-profit hospitals, and higher in
hospitals with more beds. No major dif-
ference was found between hospitals
that gencrated more than 30% of their
revenues from Medicare compared with
hospitals that penerated less than or
equal to 30%, or between hospitals that
had disproportionatc-sharte status above
and below or equal to 15%.

I also performed mulcivariate analy-
ses 1o determine whether the cost varia-
tion could be explained by examining
these facrors in combinarion. As the bi-
variare tables suggest, none of the indi-
vidual factors was an important predic-

57



NOV-06-98 FRI 04:32 PM

CTR FOR HOSP FIN & MGMT

FAX NO. 410 955 2301

tor of the variation in the costs per resi-
dent in the multivariate analyses (data
not presented).

I also examined what components of
toral cost per resident were responsible
for the variation. {uble 5yshows the dis-
uibution of costs ateributable to resident
stipends only. Coraparing Tables 2 and 5
sugpests that some of the variacion in to-
tal cost per resident is attributable to resi-
dent stipends and some is attribuable to
differences in the amounts allocated o
other costs, including attending-physi-
ctan stipends and administration of resi-
dency training (cosis of malpractice
insurance, administrative salaries, office
space, teaching marerials, ewc.). The
mean cost attributable o resident sti-
pends was $31,872, or 56% of the total
cost of residency training. The coefficient

of variation {mean divided by standard -

deviation) was aciually larger for restdent
stipends than for total costs, supgesting
thar resident stipends were more variable
than other costs such as faculy salarics.

It is recognized that certain hospitals
train high percentages of non-general-
ists, subspecialists, and f(ellows, while
other hospitals concentrate mainly on
training generalists. Because resident
stipends vaty by year of residency, it is
anticipated thar hospitals that have
higher percentages of residents in the
later years of training will have higher

Table §
Distribution of Resident Stipends for 1,185 ..
U._8. Hospitals In Fiscal Year 199t v
Dollars No. of Hospitals
0-19,999 340
20,000-39,999 511
40,000~59,999 226
60,000-79,999 65
80,000-99,999 16
100,000~ 149,999 18
150,000-199.999 7
200,000 1- 2
Mean $31.872
Mroin $31,036
|_ STANDARD DOVIATION $26,547

fo]
“s.
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average stipends, which in wen could
affect the total cost of training. Unfor-
tunately, I could not obtain data on the
numbers of residents in cach year of
training for all hospitals in the Uniced
States. Instead, | obrained these data
for 197 hospitals that participated in
the two AAMC surveys mentioned
above. Using the AAMC data, | com-
puted national average stipends for
each ycar of residency and then calcu-
lated the average stipend for each hos-
pital in the survey, assuming that the
hospital paid each resident the average
stipend for cach year. The results sug-
pest that very little of the cost variation
can be actribured to differences in the
average numbers of years of rtraining
across hospitals. Among the 197 hospi-
tals in the sample, the average stipend
payment when adjusted by yecar of
training varied by only 5%. This sug-
gests, at least for this sample of hospi-
tals, that distribution of residents by
year of training is rather uniform and,
thercfore, is not a major factor in ex-
plaining the cost variation.

The AAMC found that 94.2% of 328
responding hospitals paid the same
stipend to all residents regardless of spe-
cialey.'® This sugpests that specialty mix
does not have a significant impact on
resident stipends. The mix of residents,
however, could influence the overhead
and supervisory-physician costs, since
certain specialties may require morc su-
pervision.

DI1sCUSSION

While there is considerable variation in
the costs of training residents’ and the
amounts that Mcdicare pays hospitals
for residency cducation, the factors ex-
amined in rhis study did not explain
much of the variation. Dilferences at-
tributable to number of residents at the
hospital, ccnsus region, ownemship of
the hospital, payer mix, and bed size
were examined, and trelatively small dif-
ferences between categorics of hospitals
were found. Costof-living indices were
not found 10 be highly correlated with

MinioaNt, Vou. 71,

cost or payment differences. Multivari-
ate analyscs conhrmed the bivariate
analyses that are presented. Although it
is commonly believed that differences in
how faculty and institutional costs arc
allocated are responsible for most of the
cost variation, the results presented in
Tables 2 and 5 show that variations in
the amounts paid for resident stipends
are responsible for more of the variation
than the amounts paid for supervisory
physicians and overhead associated with
residency training.

These findings reinforce Lhe previous
asscrtions that most of the variation oc-
curs in how hospirals allocate costs for
administering residency education.'?3
It has been suggested thar this variation
occurs because hospitals use a variety of
mechanisms to fund graduate medical
education and not because the produc-
tion processes or input costs are funda-
mentally different. In some states, for
example, residency education is subsi-
dized by state and local governments,
while in somc institutions faculty prac-
tice plans provide an altcrmative source
of income. Access to these funding
sources could diminish the neccssity for
some institutions to aggressively allo-
cate as many costs to residency training
as possible. While this could explain
why some institutions report higher
costs than other institutions, it does not
explain variations in the “truc” costs of
administering residency training.

Despite HCFA's attempr to develop a
method for completing Medicare cost
reports that would assure comparability
across hospitals, hospirals had consider-
able (lexibility in 1984, when they com-
plcted the Medicare cost reports that
form the basis for the payment rates that
are used in 1995, and they continue to
have flexibility in how they complete
the Medicare cost reports, Hospitals and
awending physicians have considerable
flexibility between Part A and Parr B
with respect to how they charge for at-
tending-physician time when they are
educating residents. There is flexibilicy
in how malpractice insurance costs, ad-
ministrative salarics, office space, teach-
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ing marerials, etc., are allocated. These
accounting differences could explain
much of the reported variation in the
costs of training residents. From the
available data it is impossible to deter-
mine whether more rcsources are actu-
ally allocated to hospitals that report
higher costs.

It is also possible thar one or more
factors arc missing from the analysis
that could explain somc of the varia-
tion. One possible factor is the quality
of residency education. However, with-
out an explicit measure of the quality of
residency cducation, it is difficult to ex-
amine the relationship between this
factor and cost. A comparison of the
cost per tesident and my own assess-
ment of the competitiveness of resi-
dency training in various cities could
not detect any systcmatic relationship.
In many geographic areas, the most
prestigious haspitals were in the bottom
half in terms of total cost per resident.

Another possible factor is site of train-
ing. Bentley and colleagues'' supgest
that training in an ambulatory sceting is
more costly than training in an inpatient
sctting because of lower productivity.
However, Kearl and Mainous' were un-
able to document differences in physi-
cian productivity with and without resi-
dents, and an earlier revicew of the
licerature'? was unable to find any defini-
tive studics of whether physicians in am-
bulatory settings were less productive
when residents were involved.

One limitation of the present study is
that it relied on Medicare cost rcports
to measure the costs of training. This
ignores the effect of residency cduca-
tion on physician productivity and
physician costs.!"1-16 It also ignores
the cffect of residents on hospiral per-
sonnel.' It also assumcs thar the re-
ported costs aceurately measure the full
custs of administering residency train-
ing. While Medicare cost repores may
not fully reflect the costs of training res-
idents, it should be noted that hospital-

ACADLMD

specific costs in 1984 are currently used
to set hospital payment rates and,
thercfore, they do have considerable
public policy significance. Cerrain haos-
pitals receive considerably more than
other hospitals from the Medicare pro-
gram for training residents because of
this payment system.

CONCLUSION

Institutions should examine their costs
of administering residency training and
comparc them with the costs at other
institutions. The results presented here
suppest that comparisons ¢an be made
without adjusting for differences in cost
of living, type of program, affiliation of
hospirtal, or other factors. _

A national payment rate for resi-
dency training should be given careful
consideration. Replacing the current
Medicare payment system, which allo-
cates Medicare payments based on 1984
costs, with a national payment rate
would benefit certain hospitals and pe-
nalize other hospitals. | have been able
to explain only a small proportion of
the current variation in the costs of res-
idency training. With the current
Mcdicare payment system certain hos-
pirals are receiving three or four times
as much to train a resident as are other
hospitals. Differences in the costs of
producing a resident should be exam-
ined further, and if no systematic differ-
enccs in the cost of training a resident
are found, then movement toward a na-
tional rate is warranted. The need for a
national rate will be especially com-
pelling if Congress decides o subsidize
thc cost of training residents as part of
health care reform.
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CONCLUSION

Institutions should examine their costs
of administering residency training and
compare them with the costs at other
institutions. The results presented here
suggast that comparisons can be made
without adjusting for differences in cost
of living, type of program, affiliation of
hospital, or other factors.

A national payment rate for resi-
dency training should be given careful
consideration. Replacing the current
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costs, with a national payment rate

Health and Human Services, 1990,

. Boex JR. Factors contributing to the variability

of direct ¢oats for graduate medical education in
teaching hospitals. Acad Med. 1992:67:80-4.

. Physician Payment Review Commission. Chap-

ter 4, Reforming groduace medical education, In:
Annual Report to Congress. Washington, DC:
PPRC, 1993,

. Ametican Health Security Aer: H.R. 1200: Ticle

1], Subricle A, Subpart C, Seccion 3031, 1993.
Washington, DC: U.S. Government Princing
Office, 1993.

Anderson GF Lave JR, Russe CM, Neuman B
Providing Hospital Services: The Changing Fi-
nancial Environment, Baltimore, MD: The
Johns Hopkins University Press, 1989,

. Mullan F Riva ML, Polizer RM. Doctors, dol-

lars, and derermination: making physician work-
force palicy. Healch A 1993;12:Suppl 138-51.

. Brown JG. A Sudy of Graduate Medical Educa-

tion Custs, DHHS Publicatlon No, A-09-93-
00096, Wushingron, DC: Office of Inspector
General, Department of Health and Human See-
vices, July 1994,

. Fed Rep. 1991 Nov., 25;56(222):59632-819.
. Prospective Payment Assessment Commission.

Report and Recommendations to Congress.
Washingron, DC: ProPAC, March 1, 1993.

would bencfit certain hospitals and pe- 10 Association of American Medical Colleges.
nalize other hospitals. 1 have been able Council of Teaching Hospitals Survey of House-
to explain only a small proportion of staff Stipends, Benefies and Funding, 1993,
the current variation in the costs of res- Washingeon, DC: AAMC, 1993,
idency training. With the currene 1 [?"'“l_“y ID. Knapp RM, P"'““‘df’rr RG. Ed‘_‘“'
X , tion in ambulatary care —financing ls one piece
Medlcarc payx?e.nr system cerrain .1105‘ of the puzsle. N Engl } Med. 1989;320:1531-4.
pitals are recciving three or four times 12. Kearl GW, Mainous AG 111, Physicians' produc-
as much to train a resident as arc other tivity and teaching eesponsibilities. Acad Med.
hospitals. Differences in the costs of 1993;68:166-7.
producing a resident should be exam-  13. Lave JR, Institute of Medicine. Primary Care
ined further, and if no systematic differ- Physicians: Financing Their Graduare Medical
onces in the cost of training a resident Education in Ambulatory Sertings, Washingron,
are found, then movement towatd a na- DC: National Academy Press, 1989.

. . 14, Feigenbaum S, Anderon GF, Lave JR. Med-

tional rate is warranted. The need fot a . . )

. . A lcare’s prospeclive payment system: the vicrim of
national ratc will be especially com- aguregation blas? Rev Economics Staristics.
pelling if Congress decides to subsidize 1992:74(1):185-91.
the cost of training residents as part of 15, Mylhawsen R, Kaemmerer C, Foley ), Schultz A.
health carc reform. Educatiun costs in two public waching hospials,

Acad Med, 1989,064:314-9,
16, Weleh WP. Do all hospitals deserve an add-on
REFERENCES payment under the prospective payment system!?
Inquicy. 1987;24(Fall):221-32.

1. Sullivan LS. A Recommendarion for a National 17, Dolan KL, Rosner F Spiegel K. Survey of non-
Per Resident Amount for Medicare Direct Grad- physician rasks performed hy medicine residents
vate Medical Educmion Payments: Report to ar a wunicipal hospieal. ] Natl Med Assoc.
Congress. Washington, DC: Depantment  of 1990.82:619-33.

MopteiNt, Voo, 71, No 2/ FenRuARy 1996 59

v

P.

07




Tuesday
11/24/98

9:15 - Conf. Call w/Darla
She will call here

12:00 - Conf. Call “World AIDS Day”
w/S. Bianchi, T. Summers,
S. Thurman, L. Boeder, L. Summey
Call 456-6766 Code 4725

1:00 - Health Policy Conf, Call
456-6755/66766 Code 4725

2:00 - Mtg w/ Tony Podesta
Chris’ ofc.
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“Status of Quality Forum”
456-6755 Code 4725

5:00 - Children’s Hospital mtg
w/B. Woolley, J. Klein
Room 211
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PROBLEMS WITH THE KERREY PROPOSAL

Senator Kerrey has introduced a proposal to provide freestanding children’s hospitals with
funding for their graduate medical education (GME) costs. This proposal uses general
appropriation funds to distribute GME funds based upon a formula that is similar to the Medicare
formula currently used. Children’s hospitals would receive GME funds for costs associated with
both direct and indirect medical education. The proposal provides the Secretary with the
authority to limit the expenditures under this proposal to the amount specified in statute; if the
appropriation is insufficient to provide the total payments that are due to the children’s hospitals,
she must reduce the amounts paid to the hospitals.

There are several problems with the Kerrey proposal as currently drafted. These include:

. Making the government entirely responsible for the cost of direct medical education

" (DME). Currently, the government only assumes the percentage of the DME costs
associated with providing care to Medicare patients. Under the Kerrey proposal,
children’s hospitals would receive DME reimbursement based on a flat per resident
amount, without consideration for the percentage of their expenditures associated with
providing care to Medicare or Medicaid patients. As currently drafted, the Federal
government would be required to provide approximately $76,000 per resident for DME
costs alone. This is as much as we presently provide to other teaching hospitals for both
their direct and indirect medical education costs.

. Providing indirect medical education (IME) reimbursement that does not account
for additional costs associated with training. Care in teaching hospitals is generally
recognized as costlier than similar care provided in non-teaching facilities, because of the
greater number of tests ordered by interns and residents and other inefficiencies
associated with inexperience. Teaching hospitals receive indirect medical education
payments to account for these costs. Under the Kerrey proposal, children’s hospitals
would receive a per resident amount that would not consider the additional costs
associated with training physicians. As currently drafted, the Federal government would
be required to provide approximately $70,000 per resident for IME costs alone. This is as
much as we presently provide to other teaching hospitals for both their direct and indirect
medical education costs.

. Administering the cap on GME payments to these hospitals will be difficult. The
Kerrey proposal requires the Secretary to limit the expenditures under this proposal to the
amount specified in statute; if the appropriation is insufficient to provide the payments
due to the children’s hospitals, she must reduce the amounts disbursed. As the proposal is
currently drafted, it is clear that the Secretary will be forced to reduce the payments to the
hospitals. The formulas provide the children’s hospitals with approximately $215 million
for DME and $244 million for IME, for a total of $459 million in GME payments.
However, the Kerrey proposal caps GME payments at $285 million per year. This would
place the Department in the position of having to reduce the funds provided on a
retrospective basis which would be extremely difficult if not impossible.



PROVIDING FEDERAL FINANCING FOR GRADUATE MEDICAL EDUCATION
PROVIDED BY FREESTANDING CHILDREN’S HOSPITALS

SUMMARY

This proposal would provide freestanding children’s hospitals with Federal financing for
graduate medical education commensurate to that recieved by other teaching hospitals.
Attached are four options to address the current inequities in financing. (Cost: depending
on option chosen, $50 to $285 million).

BACKGROUND

. The Federal government has traditionally provided teaching hospitals with financial
support for graduate medical education. Care in teaching hospitals is generally
recognized as costlier than similar care provided in non-teaching facilities, because the
inefficiencies associated with inexperience and a sicker patient population. Because a
competitive health care market dominated by managed care is often unwilling to assume
the costs of graduate medical education, the Federal government has assumed a portion of
the cost of these training activities. These medical education payments allow teaching
hospitals to maintain their academic mission without sacrificing their financial health.

. Freestanding children’s hospitals train the majority of essential pediatric providers.
The children’s hospitals play an essential role in the education of the nation’s physicians,
training 25 percent of pediatricians and over half of many pediatric subpecialists. Since
there are physician shortages in some areas of pediatric subspecialty care, these hospitals
are critical to maintaining an adequate practicioner supply.

. Although children’s hospitals share the academic mission of other teaching
hospitals, they are denied a commensurate level of Federal support. The current
system of Federal reimbursement for graduate medical education is dependant on the
number of Medicare patients seen, creating a significant competitive disadvantage for
children’s hospitals. Teaching hospitals receive an average of $76,000 in Federal GME
funding per resident, as opposed to the $400 per resident recieved by children’s hospitals.

. Alternate sources of GME financing are ending. Children’s hospitals in some States
receive GME funding through the Medicaid program. However, as more States move to
Medicaid managed care programs, Medicaid is no longer a viable source of funding for
these providers. Mafiaged care competitve pointhicre

. Children’s hospitals sustain significant financial losses because of their GME
activities. Despite the fact that children’s hospitals maintain a significant pediatric market
share, their patient care revenues are falling short of covering their patient care costs.
Children’s hospitals operating margins are -6.2 percent, as opposed to -3.9 percent for
other teaching hospitals. A significant percentage of this loss is attributable to
unreimbursed GME costs, which run in the millions of dollars per year per hospital.



. Many children’s hospitals are financially vulnerable. The inequity in Federal
financing forces children’s hospitals to depend on non-patient care revenue to a greater
extent than other teaching hospitals. Children’s hospitals receive almost 15 percent of
their total funding from revenues unrelated to patient care. Other teaching hospitals only
receive 8.6 percent of their revenue from these sources. This makes children’s hospitals
more vulnerable to an economic downturn that could threaten their financial health.:

POLICY OPTIONS

NOTE:

Option 1:

Option 2:

All of these options except Option Four will be funded through a capped
mandatory grant program.

Modify the Kerrey proposal to provide reimbursement for those GME costs
associated with providing care to publicly insured patients.

The Kerrey proposal provides the children’s hospitals with DME reimbursement
based on a flat per resident amount, without consideration for the percentage of
their expenditures associated with providing care to Medicare or Medicaid
patients. Under this option, children’s hospitals will only receive reimbursement
for the portion of their DME and IME expenses associated with providing care to
Medteare-and-Medicaid patients. The Kerrey proposal distributes IME payment
as an average payment per resident. Indirect medical education is paid as a
percentage add-on to the payment for a Medicare discharge. Under this option, we
would modify the Kerry proposal to provide an IME adjustment to the payment
made for a Medicaid er-Medieare- patient. This option would also have the
Secretary prospectively limit the funds disbursed to the amount appropriated,
rather than recover overpayments retrospectively.:(Cost: unclear. HCFA is
developing estimates.)

Eliminate IME reimbursement from the Kerrley proposal.

The Kerrey proposal requires the Federal government to provide approximately
$76,000 per resident for DME costs alone. This is as much as we presently
provide to other teaching hospitals for both their direct and indirect medical
education costs. The proposal could be modified to exclude reimbursement for
IME and reimburse for only DME costs. This would provide the children’s
hospitals with the commensurate funding they are seeking while making limited
changes to the Kerrey proposal. The proposal would include a provision that
would require the Secretary to prospectively limit the funds disbursed to the
amount appropriated. Funds could be placed in an account that would close when
tapped out, or the Secretary could hold back a percentage of each hospital’s funds
to protect themselves from going over the cap and having to recoup funds. This
option would perpetuate the flaw in the DME formula. (Cost: $285 million)



Option 3:

Option 4:

Require Medicare to disburse GME funds based on a flat, per resident
amount.

This proposal would provide children’s hospitals with graduate medical education
funding according to a flat, per resident amount adjusted for geographic variation
in health care costs that would be determined by HCFA and disbursed through the
current GME reimbursement system used by HCFA. The amount of funding an
institution received would be dependant solely on the number of residents it had
enrolled. There would be a cap on the amount of funds that could be disbursed.
This is a simpler formula than the Kerrey proposal and essentially has the same
distributional effects. However, the children’s hospitals may prefer the formula to
resemble the one used to distribute funds to other teaching hospitals. (Cost: $285
million)

Create a discretionary grant program to provide GME funds through the
PHS.

This option could use either the Kerrey formula or the flat, per resident
distribution formula. Alternatively, it could require children’s hospitals to submit
an application to receive a GME grant. Potential grantees would submit a
summary detailing the extent of their financial need, an overview of their
curriculum and training, and their previous experience in providing graduate
medical education. Based on Federal review of the grant proposal, hospitals could
receive different levels of funding. (Cost: could vary, depending on funds
available.)
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Record Type: Record

To: Sharman Stephens < SStephens @ hcfa.gov >

ce:
Subject: Re: GME and children's hospitals -Reply -Reply ﬁ

here you go

Hello -

Folks over here have expressed interest in exploring options to provide free standing children's
hospitals with graduate medical education payments commensurate with those recieved by other

teaching hospitals and academic medical centers.

It would be great if we could meet sometime this week -- does Thursday 11/5 at 3 pm sound good?
-- to discuss options around this issue.

| have set up a conference call line -- 456 6766, code 7923. Please let me know if this doesn't
work for you and we'll set up something else.

Thanks a lot --

bevorah TNAA VA
456 5707 QM o
Qe Sol






PROVIDING ADDITIONAL GRADUATE MEDICAL EDUCATION (GME) FUNDING
TO CHILDREN’S HOSPITALS

Option One: Creating a New Disbursement Formula

This proposal uses general appropriation funds to provide GME funds to children’s hospitals
based upon a formula that is similar to the Medicare formula currently used to disburse GME
funds. Children’s hospitals would receive GME funds for costs associated with both direct and
indirect medical education. The proposal provides the Secretary with the authority to limit the
expenditures under this proposal to the amount specified in statute; if the appropriation is
insufficient to provide the total payments that are due to the children’s hospitals, she must reduce
the amounts paid to the hospitals. This proposal was introduced in the Senate in May of 1998.
(Cost: $100 million the first year; $285 million each succeeding year.)

Option Two: Using an Institution Specific, Per Resident Rate
This proposal would develop institution specific, per resident rates using methodology similar to
that presently used by the Veterans Administration. [I don’t have information on this but will get

€ morning.
it in th g.] Qoud s
Option Three: Developing a Medical Education Trust Fund =
This proposal would establish a medical education trust fund from which payments would be
made to teaching hospitals for both their direct and indirect medical education expenditures. [I
- looked at this one, and am not sure that it applies -- probably because I don’t understand
" Medicare. See my notes on the copy of the bill.]

Option Four: Expanding Current State Options in Medicaid
Although there is no requirement that States make Medicaid GME payments, many States do
make additional payments to hospitals with GME programs, in recognition of the higher costs
associated with providing services to Medicaid patients treated in these facilities. Federal
matching funds are available for GME expenditures for Medicaid patients. This proposal would
rfﬁtri'rEgStates to provide GME funds to teaching hospitals treating Medicaid patients and
Cincrése the Federal match for these expenditures to 100 percent. Funds would be disbursed
through a mechanism similar to the one used in Medicare. [When I get the GAO report and

additional information, I bet we can make this option better.]

Option Five: Modifying the GME Consortium Demonstration Project

The BBA provided the Secretary with the authority to establish a GME consortium
demonstration project. A consortia is defined as a teaching hospital working in conjunction with
a variety of different provider entities. Children’s hospitals can participate in these consortium
projects. Presently, the amount of funding the consortium can receive is limited to the amount the
teaching hospital would have recieved otherwise. This proposal would remove that requirement,
allowing for more flexibility in the distribution of funds to consortia members. This proposal
would be funded by the Medicare trust fund.



Option Six: Modifying the Existing Formula Allocating GME Funds

This proposal would change the formula currently used to allocate GME funds so that it no
longer included Medicare specific variables (rather than using the number of Medicare bed days
in the calculation, it would use total number of bed days). This proposal would be funded by the
Medicare trust fund.

Option Seven: Separating the Indirect Costs of Medical Education From Reimbursement
Rates :

This proposal would develop a formula to determine the level of additional resources required by
children’s hospitals to support functions beyond ordinary patient care. oA~ Hsh bute
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WESTERN NEW YORK HEALTHCARE ASSOCIATION

Williom D Pichecember 17, 1998

President

Honorable William Jefferson Clinton
President

The White House

1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear President Clinton:

It is our understanding that you are considering the possibility of making new Medicare
and/or Medicaid cuts in your FY2000 budget proposal. I write on behalf of more than 53
hospitals, health systems, nursing homes, and home care agencies in Western New York
to express our strong opposition to the inclusion of any new Medicare or Medicaid
spending cuts, including the user fees, reductions in Medicaid and Child Health

administrative funds, and delays in annual provider payment updates that were proposed
during 1998.

We also strongly oppose the inclugion of any new direct provider payment cuts, such as
the extension of the hospital marketbasket update cuts in the Balanced Budget Act
(BBA), which we understand may be under consideration.

Health care providers in Western New York have yet to face approximately 85 percent of
the payment cuts mandated by the BBA. Medicare payments to WNY hospitals will be
reduced by over $256 million over the five year period defined by the BBA. These
tremendous reductions do not include the reductions in nursing home, home care, and
other provider paymente that are included in the BBA.

As a result of these reductions, many hospitals, health systems, nursing homes, and home
health agencies in New York are losing money treating Medicare patients in the
inpatient, outpatient and continuing care settings. These Medicare losses across the
continuum will continue to grow as additional BBA provisions are implemented. Making
additional reductions could jeopardize health care services in our communities. It is

estimated that our WNY hospitals will lose more than $30 million this year alone (from
operations).

As the Administration finalizes its FY2000 budget proposal, we hope you will join with us
in rejecting any new Medicare and Medicaid cuts. Over the last several years, we have
worked together to strengthen and improve the Medicare and Medicaid programs.
Making new cuts could undermine the progress we have made together.

Sincerely, ; Q

William D. Pike
President

1876 Niagara Falls Boulevard Tonawanda New York 14150-6499
(716) 695-0843 Fax (716) 695-0073

TOTAL P.B2
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BACKGROUND

Since 1965, Medicare and, to a lesser extent, Medicaid have played a key role in financing
graduatemedical education (GME). About 74 percent of Federal outlays for GME is through
Medicare, and 19 percent through Medicaid (MEDPAC, March 1998). Medicare payments
consist of two components. The first payment, direct graduate medical education (DGME),
covers Medicare’s share of costs directly associated with operating resident training programs.
Medicare’s DGME payments are estimated to be $2.580 billion in federal fiscal year (FY)
1998. The second component recognizes the indirect costs of graduate medical education
(IME) and is an adjustment consisting of a percentage added-on to the amount that Medicare
would otherwise pay the hospital for each Medicare in-patient treated. Medicare IME
payments are estimated to be $5.337 in FY 1998. Over five years (FY 1999-2003), the
HCFA’s Actuary estimates that Medicare Part A spending on direct and indirect medical
education will equal $51.9 billion. (Over the same period, CBO estimates that GME spending
would equal $29.3 billion.) Medicare also makes payments to hospital operated nursing and
allied health education programs on the basis of Medicare’s share of the hospital’s costs of
these educational activities. Nursing and allied health education payments are estimated to be
around $400 million in FY 1998.

ISSUE

Medicare Part A bears the primary burden of financing direct and indirect medical education.
However, an argument can be made that medical education is a societal benefit -- everyone
benefits from medical training -- and that these payments should not be made by Medicare
alone. Because of the concern about the future status of the Medicare Part A Trust Fund
(currently the source of funds for Medicare GME payments), the equity issue of Medicare
being the major

financing source becomes even more compelling.

There have also been concerns that as the health system changes with more beneficiaries in
both Medicare and Medicaid moving into managed care, and more care being delivered on an
outpatient basis, the current allocation of funding through Medicare and Medicaid hospital
payments may not be responsive to the “social good” policy objectives in terms of training the
right mix of specialties and providing support for academic health centers.

Questions have also been raised about Medicare support for nursing and allied health
education. Diploma nursing schools operated by hospitals was the predominant form of
nursing education in the 1960's when Medicare was enacted. However, most nursing
education today takes place baccalauarate and advanced degree nursing programs which are
operated by colleges and universities. Over time, many of the diploma schools have closed.
However, since Medicare supports hospital-operated nursing schools, most of Medicare’s
payment for nursing and allied health education is for diploma nursing education. The concern
has been raised as to whether Medicare should discontinue its support diploma nursing
education and focus on providing support for graduate nursing education (nurse practitioners,
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clinical nurse specialist, certified nurse mid-wives) who are better qualified for practice in
community settings than diploma nurses graduating from hospital-operated schools.

PROPOSAL:

Remove GME (direct and indirect) from Medicare Part A. The removal of GME from
Medicare Part A financing, however, raises three major areas for policy discussion.

How to Finance

If GME expenditures are removed from the Part A Trust Fund there are three broad options
for funding graduate medical education.

1.

Finance through general revenues and subject GME to the discretionary
appropriations process. Support through general revenues recognizes that all people
benefit from support of graduate medical education. Under this approach, however,
GME funding would have to compete annually with other spending priorities as part of
the discretionary appropriations process, and this could make it easier to reduce
spending on medical education. Any reduction in spending on graduate medical
education would be likely to encounter political resistance.

Transfer spending to Medicare Part B and Continue GME “entitlement” status.
Since 75 percent of Part B funding comes from general revenue, this would at least
spread the costs of graduate medical education across a broader pool of taxpayers.
This approach to GME funding under Part B would maintain its mandatory spending
nature and would not provide for an annual discussion of the “right” level of spending.
The transfer to Part B, however, would result in an increase in Medicare beneficiaries
premiums, raising a somewhat different equity issue of why only Medicare
beneficiaries directly bear a cost of GME.

All-Payer Pool / Self-funded Trust Fund. A graduate medical education trust fund
(or all-payer pool) would recognize that everyone benefits from GME and IME
payments, not just Medicare beneficiaries. Moving this funding out of Medicare
completely may make it easier to require other contributions to help fund graduate
medical education (e.g., through contributions from all-payers). For purposes of the
Federal contribution on behalf of Medicare and Medicaid a decision would need to be
made as to whether the public share came from general revenue appropriations or came
as a special payment from the Medicare trust fund(s). If necessary, a combined
approach could be used where in addition to a payment from Medicare, general funds
also could be appropriated to the trust fund, similar to the funding for the graduate
medical education trust fund proposed by Congress in the vetoed balanced budget bill
(Fall, 1995).

How Much
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1. Current Level of Financing. Medicare payments for DGME, IME and nursing and
allied health education in FY 1998 are estimated to be nearly $7.5 billion. The level of
financing could be set equal to Medicare’s projected expenditures for graduate medical
education and nursing and allied health education. These payments could be adjusted
to take into account that Medicare may be supporting the training of more physicians
than are needed for practice or the balance of the funding could be dedicated to
establish a set-aside to provide for payment to new programs, especially in
non-traditional sites, and for programs in providers with very low Medicare utilization.
In this way, GME funding could become available to institutions that could not qualify
for significant funding under Medicare rules, such as Children’s Hospitals. These funds
could also be used for demonstration projects, or in a variety of other ways to provide
incentives for the type of training that will be needed to create the best medical
workforce for the future. This option requires the least change in financing streams and
would not need to be supported by new revenues since under budget scoring rules,
substitution of one mandatory funding requirement for another has no budgetary impact
even if the financing mechanism changes (e.g. general revenues are substituted for
payroll taxes).

2. Supplement Medicare Financing. Negotiating higher funding levels are also an
option to provide a level of funding that approximates what all payers should contribute
to such support. Any additional funding beyond what Medicare currently gives would
require a new revenue source (i.e. a tax) or offsets in discretionary spending. The
discussions of GME Trust Funds in the vetoed legislation, particularly those funded by
general revenues, usually assumed an increase in overall GME funding by the Federal
Government; that is, that the general revenue funding would be in addition to Medicare
GME funding. General revenue funding could also be directed towards achieving some
of the goals (i.e. financing training in Children’s Hospitals) described above. Although
the goal for a GME Trust Fund may ultimately be to establish a level of financing
which approximates that which would occur under an all-payer system, recent
discussions have not focused on requiring contributions to the all-payer pool from
private health insurers.

Method of Allocation / Options
The GME Trust Funds should be distributed consistent with the following goals:

o The nation’s health workforce should be as diverse as the nation’s population in
order to help meet the service needs of vulnerable and diverse populations.

o The nation’s health workforce should be more equitably distributed in order to
provide reasonable access to care for all Americans.

. Certain components of the health workforce should be augmented while other
components should be reduced in order to provide balanced access to care for



certain Americans.

The settings for health workforce education and training should be reflective of

the settings in which services are delivered to assure that the health workforce is
competent. The content of training should be reflective of the care needs of the

population.

It is commonly recognized that Medicare payment formulae have not adequately fostered these
goals. However, Medicare policy may be better aligned with achieving these goals as a result
of changes made under the Balanced Budget Act.

1. Distribute the GME Trust Fund money based on current Medicare policies. The
Balanced Budget Act made changes to Medicare financing of graduate medical
education which may help achieve some of the above listed goals:

Full Time Equivalent Caps on Medicare Payment. Medicare pays for IME and
DGME based on the number of residents in training. This has led to concern
that Medicare has provided incentives for hospitals to train more physicians
than are needed for practice. The Balanced Budget Act caps the number of
residents paid for by Medicare for IME and DGME. This may limit the future
rate of increase in physician supply in areas of the country which have a glut of
doctors.

Adjustments to FTE Caps. To help alleviate the problems with the
maldistribution of physicians, the Balanced Budget Act provides the Secretary
with broad authority to allow for adjustments to FTE caps for new medical
residency training programs. Under rules developed last August, hospitals
which previously did not have training programs and hospitals in rural areas can
establish new medical residency training programs which are allowed to grow
for 3 years before the cap is applied.

Incentives to Downsize Training Programs. The Balanced Budget Act also
provides modest incentives for hospitals to reduce the size of residency training
programs by providing payment based on a 3 year average count of residents.
As hospitals downsize training programs, the payment loss is phased in over a 3
year period.

Ambulatory Training. Prior to the Balanced Budget Act, hospitals could only
count resident training time in nonhospital sites for DGME. However, since
IME is typically a much larger payment to the hospital, losing the resident in
the IME FTE count provided a major disincentive for hospitals to provide
residents with training in nonhospital sites. The Balanced Budget Act allows the
hospital to count resident training time in nonhospital sites for DGME and IME
if the hospital incurs the cost of the training. It also allows some clinics and
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managed care plans to receive DGME from Medicare.

2. Develop Alternative Payments Methods. There are a number of ways of distributing
DGME and IME funds. For instance, separate average prospective per resident rates
which take the current IME and DGME payments could be developed that are paid
either to the site of training, the sponsor of the program (which could be a medical
school) or even the residents themselves. Payments could be provided under a block
grant system related to each institution’s percentage of historical Medicare graduate
medical education payments. (This plan was part of the vetoed legislation in 1995 and
HCFA had major concerns about how to adjust payments to all hospitals when other
hospitals which newly participate in training become entitled to payments). Under
whatever alternative payment mechanism which is developed, it is important to
recognize:

o The alternative formulae would inevitably produce redistributions of graduate
medical education payments. The political opposition to the effects of these
redistributions might well confound the prospects for establishing a trust fund at
all. However, opposition could be mitigated by providing broader public
financing for graduate medical education.

o There is no broad consensus supporting specific alternatives that would be a
significant improvement. Proposals to allocate funds based on historic Medicare
payments do not hold teaching hospitals accountable for meeting trust fund
goals and build in current payment inequities. Other proposals continue to link
payment to resident counts and provide incentives for increasing the size of
residency programs.

o Any significant funding redistributions would require a transition period to
moderate the impact.
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HCFA issues decision on Med-Peds GME

John Chamberlin, M.D.

I he Health Care Financing Administration (HCFA) has issued their final decision and will fund the

direct medical education component of the 4th year Med-Peds training at only a 0.5 equivalent rate
despite input from a wide variety of sources asking them to reconsider.

HCFA focused on their lack of statutory authority to make an exception for Med-Peds in deference to
other combined programs and on the Accreditation Council for Graduate Medical Education (ACGME)
definition of a specialty. Since Med-Peds is not defined as a single specialty requiring four years of
training followed by a single specific Board exam, HCFA defaulted to the fact that each of the two
specialties that contribute to the training of Med-Peds physicians can be completed in three years.
Interested readers are encouraged to review HCFA’s logic as published in the August 30 Federal
Register, pgs 46207-46213. It can be obtained by pointing your Web Browser to
http://www.gpo.ucop.edu.

To put this in perspective, one needs to know a little bit about the funding of graduate medical
education. Graduate medical education is funded at both the federal and state levels and funding is
divided into indirect medical education expenses (IME) and direct medical education (DME) expenses.
In most situations, DME funding is about half of IME funding. The HCFA decision impacts the federal
contribution to DME funding in the 4th year of Med-Peds training. The impact this will have varies from
program to program as the relative contributions at federal and state levels to DME and IME varies.
Early estimates project a decrease in total funding for a four year Med-Peds resident to be from 2% to 20
%, depending on the program, as a resulit.

Already, one can hear concerns expressed that this will discourage medical students from selecting
Med-Peds as a training option and residents are expressing concern about their already conservative
salaries. As should be clear from the above projections, HCFA’s decision, though disappointing and
needing to be reversed, does not spell the demise of Med-Peds.

Med-Peds is a concept whose time has come. Those involved in Med-Peds training programs surely
recognize that and none are likely to fold because of HCFA’s decision. Graduate medical education
faces many challenges in the upcoming years and there will be downward pressures in funding from
many directions. Universities and hospitals have to decide which programs they will defend and may be
called upon to shift some funding internally. It is unlikely that many programs already involved in
Med-Peds training will fail to recognize that, at the end of four years, Med-Peds training produces a
superbly trained primary care physician. One would anticipate that Med-Peds would be amongst the last
programs to be cut and, certainly, resident salaries would be the last item on the budget to be impacted.

The HCFA issue now lies in the political arena. Congress needs to modify the statute in favor of
Med-Peds. There is a tendency to compare politics to the sport of curling (or Eisstockschiessen). In
curling, players slide (shoot) cylindrical Eis-stocken ("ice stocks") down an ice rink, aiming to come as
close as possible to a Runddaube ("rubber ring") inside a 6-m (6.6-yd) long area called a house. Players
from opposing teams rapidly sweeping the area immediately ahead of the traveling Eisstécken to
influence its course and distance favorably for their team.

Spectators are inclined to think that, although the sweepers seem to be putting in a lot of work, surely, if
anything alters the Eisstocken from its appointed course, it is more likely to be some hidden person with
a large magnet or control device. Enthusiasts of the sport point out that isn't so and that the sweepers do
influence the course of events. I’m afraid many of us view politics with the same skepticism. We suspect
the real power lies beyond our dominion.

Do not minimize the impact you might have on Congress to influence the future funding and direction of

1of2 10/20/98 3:39 PM



‘HCF,A\Issues Decision on Med-Peds GME http://www .aap.org/sections/Med-Peds/Newsletter_1/hcta.htm

20f2

graduate medical education (GME). America will always need high-quality primary care physicians.
Perhaps, now more than ever. Funding of GME should not become a contest between the various
disciplines that produce primary care physicians. Med-Peds physicians need plead neither superiority
nor entitlement. It should be sufficient that Med-Peds training has attracted a bright cohort of very
capable students and made them superbly trained primary care physicians. It did so before the national
imperative to shift students to primary care.

Late breaking news regarding the HCFA GME funding decision

Congresswoman Louise Slaughter (D-NY) has drafted the bill titled "Primary Care Promotion Act of
1996" which she intends to introduce in the final days of the 104th Congress to be put on the agenda for
the 105th Congress in January. This bill will attempt to address the issues of the direct component of
GME funding of Med-Peds residents as raised by HCFA. Additional ways that we can support this type
of initiative will be forthcoming as information is obtained.

Contact John Chamberlain
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‘The Facts About Medicare
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Who Pays for Medicare
Beneficiaries’ Health Care?

Public Private
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Medicare, Out-of-
Medicaid pocket,
and other Medigap and
public privete
sources " employer

Source: 1995 Medicare Current Beneficiary Survey, HCFA

= Fact #1

Medicare Goes Broke in 2008

The Balanced Budget Act of 1997 (which
also created the Medicare Commission)
ensures solvency of the Medicare Part A trus
fund for the next 10 years. But, without
reform, the trust fund goes bankrupt in the
year 2008.

== Fact #2

Medicare Spending Threatens Other

.Programs .- .

Annual Medicare expenditures will climb
from $207 billion, last year, to between $2.
and $3 trillion by the year 2030. As a result,
Medicare spending will become a much
larger part of the federal budget, threatening
the funding of other important programs
such as national defense, justice, health and
safety and environmental protection.

= Fact #3

Beneficiaries’ Qut-of-Pocket Costs to Ris

As the Medicare system itself faces financia
troubles, Medicare beneficiaries also face
higher costs. Today, beneficiaries pay nearl
30 percent of their health care costs from
their own pockets. In 1995, those costs
averaged $2,563 per person to pay for’
premiums, services and products not
covered by Medicare. In the future,
out-of-pocket costs are expected to rise.
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Millions of People

Source: Hedth Care Financina .ﬁ.dmlnislration

Medicare Enrollment Soars é Fact #4
T 77 Million Baby Boomers to Enter
Medicare

Medicare must be strengthened and
improved to handle the increased demand of
77 million “Baby Boomers” (people born
between 1946 and 1964) who will begin
entering Medicare in the year 2011.

670 190 1990 2000 2010 2020 2030 2040

Fewer Workers Per Retiree to Fund Medicare . ; FaCt #5

Fewer Workers Per Retiree to Fund
Medicare

As the number of new Medicare
beneficiaries rises sharply, there will be

significantly fewer workers per retiree to
fund Medicare.

Source: Health Care Financing Administration

Without fundamental reform
solving Medicare's problems would

reqmre some comblnatlon of:

severe cuts In- beneﬁts

doubling payroll taxes from 2.9 percent of wages to between 5.6
-and 7.7 pereent. .
dramatlcally ralslng 1ncome taxes (for example 1ncreasmg the 1

bracket to 34- 38 percent)

“cutting other vital programs such as natlonal defense, justice,

increasing the natlonal debt

11/4/98 10:14 AM



A o
/ﬁ J \S/‘V\/\/\/— D /V)/E < Nace PmE %,

| M€

INYRY. /I A ) SN Wﬁ

P.ﬂ { w\ C
M C L e < //)f\—/u
i//\/r A

’ No d/m("& ,’%

760~ =29
7;1\/ Q/@I\M
41/,/#7%
(me"

VE%VI/\ o

5;7 461

‘ -/
Re‘/\’m)%ﬁq’“ ﬂ%/




AAMC Washington Highlights - Octob...ucators Appear betore Medicare GME

1 of3

WASHINGTON HIBRLIGMTS

IR
REVIDL
ol it

NMEINT AFFAIRD

SuBSCRIBE
TO WASHINGTON f°
HEACGLINES 3

WASHINGTON ~ BEmEec..
HIGHLIGHTS

October 2, 1998

Children's Hospitals, Nursing Educators Appear
before Medicare GME Study Group

Two significant sections of the health professions training
community proposed changes in the current graduate
medical education (GME) system at a Sept. 29 meeting of
the GME Study Group of the National Bipartisan
Commission on the Future of Medicare. The National
Association of Children's Hospitals (NACH) emphasized
that freestanding children's hospitals, which receive
minimal GME payments from Medicare, need interim
federal support for their education mission until a
broad-based GME financing mechanism is created.
Graduate nurse educators advocated the redirection of
Medicare's current payments for nurse training from
hospitals with diploma programs to organizations that
incur the costs of advanced clinical training for licensed
registered nurses at the graduate level.

David S. Weiner, president and CEO of Children's
Hospital, Boston, and a member of the AAMC's Council
of Teaching Hospitals and Health Systems (COTH)
Administrative Board, explained to the study group that
independent children's hospitals receive limited GME
support from Medicare because the program supports
physician training based on hospital utilization by
Medicare beneficiaries. Only children with end stage renal
disease (ESRD) are enrolled in Medicare. Independent
children's hospitals, numbered at about 55 institutions
nationwide, must finance residency training from revenue
from private payers, Medicaid payments where available,
and philanthropy. This group of hospitals trains about 25
percent of all pediatric physicians. Mr. Weiner warned that
the competitive market place threatens the ability of
freestanding children's hospitals to remain independent.
He noted that Boston Children's Hospital, like many other
children's hospitals, is experiencing losses on total
hospital operations, and that the direct costs of GME
accounted for half of the loss.

Mr. Weiner proposed both short-term and long-term
solutions. In the long-run, NACH joins with the AAMC
and other groups in support of a broad-based, equitable
financing system for graduate physician training. In the
short-term, however, he urged Congress to establish
interim commensurate GME financing for independent
children's hospitals: a time-limited fund with a fixed
amount of dollars paid from general revenues. Legislation

http://www.aamc.org/advocacy/washhigh/98oct02/ 5.htm
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to create such a fund (S. 2049 and H.R. 3855) is
co-sponsored by 23 senators, more than 75 representatives
and the AAMC.

Rep. Bill Thomas (R-Calif.), administrative chair of the
Bipartisan Commission, said no short-term legislative
solution could be crafted by March 1999 when the
commission's report is due. He noted that if Congress
established a fund as an interim solution for a particular
structure of "independent" hospitals, many other groups
would get "in line" to ask for similar financial support and
impede a comprehensive solution for GME financing. Mr.
Thomas asked "why should we create hope that you can
solve this problem successfully through separate
legislation?" Rather than adopting a "carve-out solution
for special interests," he urged independent children's
hospitals to form "positive cooperative networks" with
other teaching hospitals to educate Congress in the next
six months about the public good nature of GME.

Linda H. Aiken, Ph.D., director of the Center for Health
Services and Policy Research at the University of
Pennsylvania, criticized Medicare's nursing education
payment policy for being unrelated to current workforce
needs. She explained that Medicare funding for nursing
education has been treated with "benign neglect" because
the amount of money paid for nurse training is relatively
small, about $250 million in 1994, compared to total
direct GME payments of $2.2 billion. She proposed that
Medicare payments to hospitals with diploma
(undergraduate) or practical or vocational nurse training
programs should be redirected to advanced clinical
training for licensed registered nurses at the graduate level
and should be paid to organizations that incur the costs of
advanced clinical training.

Senator Bill Frist (R-Tenn.), chair of the GME Study
Group, noted that the commission has received comments
on GME from a broad range of organizations and staff are
considering all comments. The next meeting of the study
group, which will address safety-net and disproportionate
share issues, will occur Oct. 6 in Washington.

Information: Linda E. Fishman or Lynne L. Davis, AAMC
Office of Governmental Relations, 202-828-0526.
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hospitals receive from Medicare for their training activities.

When combined with the general reductions in payments to hospitals, the policies enacted in the BBA

will require teaching hospitals to be aggressive in curbing their costs if they are to retain positive
operating margins.
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