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The VA Health Care 
System: An Unrecognized 
National Safety Net 
Veterans who use the VA health care system have a higher level 
of illness than the general population, and 60 percent have no 
private or Medigap insurance. 

by Nancy J. Wilson and Kenneth W. Kizer 

ABSTRACT: The dominance of local health care markets in conjunction with 
variable public funding results in a national patchwork of "safety nets" and 
beneficiaries in the United States rather than a uniform system. This DataWatch 
describes how the recently reorganized Department of Veterans Affairs serves 
as a coordinated, national safety-net provider and characterizes the veterans 
who are not supported by the market-based system. 

p • *HE ROLE OF THE DEPARTMENT of Veterans Affairs (VA) as 
I a health care safety net is largely unrecognized. Many think of 

JL VA medical care as a benefit awarded only to veterans who are 
"servke-connected"—that is, veterans who are disabled by illness or 
injury in the line of duty during military service. However, 60 per­
cent of veterans who received VA medical care in 1992 had no pri­
vate or Medigap insurance and would likely be considered the re­
sponsibility of the health care safety net.1 

Unfortunately, the availability of federal, state, and local govern­
ment funds to subsidize the care of persons left without services 
varies by state and community and may not match community need. 
The result is a national patchwork of safety nets and beneficiaries 
that strains existing alternatives. Within this collage, the VA health 
care system stands out as a significant, coordinated, nationwide 
safety net for veterans. 

VA Service Networks 
Organization. The VA health care system recently reorganized 

into twenty-two Veterans Integrated Service Networks (VISNs) on 
the basis of geographic referral patterns to maximize patients' ac­
cess to care while improving efficiencies in service deliver)'.2 Appro-

Nancy J. Wilson, a physician, is'dirccror oj the Ojjicc oj Per/ormance and Quahty, Depart­
ment of Veterans Affairs (VA), in Washington, D.C. Kenneth W. Ki^er, also a pfrysician, 
has been the VA Under Secretary for Health since 1994. 

HEALTH AFFAIRS - Volume 16. Number 4 
c 1997 The Pcopk-to-Pcopk Health Fowidatian. Inc. 



V A H E A L T H CARE S Y S T E M 

priated funds are distributed according to the VA's new Veterans 
Equitable Resource Allocation capitation model that bases network 
funding on the volume of service-connected and low-income veter­
ans served.3 Low income is defined as less than $21,610 a year for a 
single veteran.4 VISNs offer a full continuum of care to patients 
within their boundaries through direct deUvery or contractual 
agreements with other networks or providers. A typical network 
consists of six to ten hospitals that provide acute inpatient medical 
and surgical, psychiatric, and substance abuse services, along with 
subacute and rehabilitation services. Each network also manages 
twenty to thirty freestanding outpatient chnics, nine to ten read­
justment counsehng centers, six to eight home-based primary care 
programs, five to seven VA nursing homes, one or more residential 
housing facihties (domiciliaries), and contracts with 140-150 com­
munity nursing homes and several state veterans' homes.5 

Performance measurement. VA headquarters manages the 
twenty-two networks by setting goals and designing strategies to 
maximize health care value throughout the nation. Value is defined 
as balanced performance of five factors: cost, access, technical qual­
ity, patient functional ability, and patient satisfaction.6 Headquar­
ters focuses on developing a standardized measurement and moni­
toring system that supports risk-adjusted comparative analyses 
among networks.7 Networks are held accountable for results 
through a newly implemented performance contract system that 
rewards excellent performance on clinical as well as cost outcomes.8 

These efforts are designed to assure that high-quahty care is consis­
tently dehvered by VA providers nationwide. 

Veterans' Health Status And Special Care Needs 

The core mission of the VA is to provide primary care, specialized 
care, and related medical and social support semces to veterans. 
The VA health care system is a safety net because many of the 
veterans served are psychologically and economically disadvantaged 
and have a high disease burden (Exhibits 1 and 2).'Veterans' average 
scores on the Short Form 36-Item Health Survey for Veterans (SF-
36V) are significantly worse (lower) than those for either the gen­
eral population or the Medical Outcomes Study population (Exhibit 
3). Having scores at least ten points lower on either the physical or 
mental component scales has been shown to be equivalent to having 
approximately two additional chronic conditions, 30 percent more 
hospitalizations, and 20 percent more outpatient visits.10 Comorbid­
ity from psychiatric illness is common among VA health care users 
(Exhibit 4) and requires 14 percent of the VA's total $17 bilhon 
Medical care budget." In addition, on a given day in 1996, homeless 
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EXHIBIT 1 
Characteristics Of Veteran VA Health Care Users And Nonusers Compared With The 
General Population 

Characteristic 
Veteran 
VA user 

Veteran 
non-VA user 

General 
population 

Age 65 and older 35.6% 31.3% 17.0% 

Non-Caucasian 25.4 12.5 22.8 

Not married 35.7 19.4 39.0 

Education less than high school 26.0 15.0 24.8 

Income less than $20,000 70.5 25.7 32.9 

Income less than $10,000 38.5 8.7 14.6 

No private or Medigap insurance 59.3 14.9 32.0 

No health care coverage 21.0 5.2 17.0 

Poor or fair perceived health status 60.5 25.4 11.3 

Unable to work for pay/limited ADLs 79.4 40.1 7.0 

SOURCE: 1992 National Survey of Veterans (Washington: Department of Veterans Affairs, 1994); and 1996 Medical Expenditure 
Panel Survey (Rockville, Md.: Agency for Health Care Policy and Research, 1996). 
NOTES: VA is Veterans Affairs. ADLs are activities of daily living 

patients accounted for 13.5 percent of all admissions, 24 percent of 
general psychiatry admissions, and 47 percent of substance abuse 
admissions.12 

The VA also cares for small vulnerable populations for whom care 
is expensive but generally unprofitable in the private sector, in part 
because of the absence of economies of scale (Exhibit 5). The VAs 
capacity to provide this care is based on the occurrence of many of 
these conditions during, or as a consequence of, military service. 
Recently enacted veterans' health care eligibility reform legislation 
has reinforced the VA's continued role as a safety-net provider for 
these populations. In addition to veterans with service-connected 
illnesses, injuries, and exposures and former prisoners of war, the 
VA is legislated to treat veterans with special disabihties of spinal 
cord dysfunction, blindness, amputation, traumatic brain injury, 

SAFETY NET 

EXHIBIT 2 
Disease Prevalence Among VA Health Care Users, 1996 

Disease Prevalence 

Ischemic heart disease 50% 
Obesity 50 

Hypertension 45 
Smoking 34 

Psychiatric illness 23 

Diabetes mellitus 19 
COPD 15 
Substance abuse 9 

SOURCE: VA National Patient Care Database. 
NOTES: VA is Veterans Affairs. COPD is chronic obstructive pulmonary disease. 
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EXHIBIT 3 
Health Status Of Veteran VA Health Care Users Compared With Medical Outcomes 
Study (MOS) Population And General U.S. Population, As Measured By SF-36V 

VA 
(n = 32,960) 

MOS 
(n = 22,462) 

General U.S. 
(n = 2,474) 

Physical component summary score 
Mental component summary score 

31 
41 

44 
52 

50 
50 

SOURCE: NJ. Wilson and L. Kazis, "Health Status of Veterans: Physical and Mental Component Summary Scores (SF-36V)," 
1996 National Survey of Ambulatory Care Patients Executive Repon (Washington: Department of Veterans Affairs, February 
1997). 
NOTES: VA is Veterans Affairs. SF-36V is Short Form 36-Item Health Survey for Veterans. 

catastrophic disabihty, post-traumatic stress disorder, and serious 
mental illness, including substance abuse and homelessness result­
ing from mental illness. Low-income veterans without any of the 
above disabilities will be cared for to the extent that funding al­
lows.13 

Conclusion 
[As long as local market forces dominate the health care industry 

airostate and local funding vary, the stabilizing influence of a na­
tional safety net like the VA health care system becomes ever more 
important. The VA, in the midst of its own transformation, serves 
part of that role by providing comprehensive services to approxi­
mately 1.7 million veterans who are not well supported by a market-
based system. Also, as long as the patchwork of safety nets remains, 
fluctuations injhe. availability of one system will cause repercus­
sions for others. Significant changes in the VAs safety-net function 
would be felt in every comer of the nation, in that any decrease in the 
VA's ability to care for veterans would most likely fall to Medicare, 
Medicaid, or other publicly funded programs. The converse is also 

EXHIBIT 4 
VA Psychiatric And Substance Abuse Inpatient And Outpatient Workload, 1996 

Service 

Inpatient 

acute care hospital 

Episodes Bed days 

Inpatient 
long-term care 

Episodes Bed days 
Outpatient 
visits 

Psychiatry 

Substance abuse 

All other 

149,550 
(13.2%) 
61,099 

(5.4%) 
925,537 

(81.5%) 

8,308,876 
(39.1%) 

1,039,069 
(4.9%) 

11,887,892 
(56.0%) 

722 
(1.2%) 
5,073 
(8.7%) 

52,836 
(90.0%) 

62,836 
(0.3%) 

488,720 
(2.0%) 

23,433,316 
(97.7%) 

6,445,707 
(21.4%) 

1,709,626 
(5.7%) 

21,899,379 
(72.9%) 

Total 1,136,186 21,235,837 58,631 23,984,872 30,054,712 

SOURCE: VA National Patient Care Database. 
NOTE: VA is Veterans Affairs. 

H E A L T H A F F A I R S - J u I > / A u g u s t 199 7 



D A T A W A T C H 

EXHIBIT 5 
VA Care For Small Vulnerable Populations, 1996 

Disability Persons Bed days Clinic visits Dollars 

Spinal cord dysfunction 21,145 671,391 644,419 $556,515,255 
Blindness 22,392 209,228 739,185 326,564,928 
Traumatic brain injury 1,925 83,240 81,516 47,686,100 
Amputation 7,573 313,432 301,183 286,350,276 

- A / 

P H Y S 1 C 1 . 

SOURCE: VA National Patient Care Database. 
NOTE: VA is Veterans Affairs. 
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true. Society has made an investment in a medical care system for 
veterans in recognition of the continuing cost of war and national 
security and the special contributions that veterans have made to 
the nation. The VA's role as a national health care safety net provides 
an additional social benefit that is often overlooked. This role should 
be more widely recognized. 
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INTERNATIONAL MEDICAL GRADUATES 

The Safety-Net Role Of 
International Medical 
Graduates 
Efforts to restrain physician supply could undo the migration of 
IMGs to locales that U.S.-trained physicians often ignore. 

BY S T E P H E N S. M I C K A N D S H O O U - Y I H D A N I E L L E E 

F 
OR NEARLY FIFTY YEARS, the United States has had a rela­
tively liberal policy of welcoming foreign-trained physicians 
(international medical graduates, or IMGs) as hospital resi­

dents and then often as permanent additions to the workforce. In 
1996, about 23.4 percent of the active postresident physician work­
force were graduates of foreign medical schools.1 

IMGs have encountered an ambiguous welcome from their 
American hosts: On the one hand, they have been welcomed by 
many communities and hospitals that are hard-pressed to find a 
U.S.-trained physician willing to practice there. IMGs have inte­
grated themselves into U.S. medicine, steadily increasing their po­
litical weight as evidenced by the formation within the American 
Medical Association (AMA) of a section dedicated to their specific 
concerns and by the creation in many states of professional associa­
tions of foreign-trained physicians.2 

Yet, there are efforts both to restrict their arrival in the United 
States and to impede their permanent residence here. For instance, 
both the Pew Health Professions Commission and the Institute of 
Medicine have issued high-profile statements about how to reshape 
the physician workforce; both groups agreed that the nation's use of 
foreign-trained physicians should be diminished.' Most recently, a 
"consensus statement" issued by the Association of American Medi­
cal Colleges (AAMC), the AMA, and four other national profes­
sional associations echoed the view that restrictions on the training 
of IMGs should be implemented.'' What accounts for this unprece­
dented convergence of views? 

Stephen Mick is a professor in the University of Michigan Department of Health 
Management and Policy, School of Public Health, in Ann Arbor. He is also chair of the 
university's Health Services Organisation and Policy (HSOP) Doctoral Program 
Committee. Shoou-Yih Lee recently earned a doctorate from the HSOP program. 
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Concerns About IMGs 
• The numbers. First, the sheer number of IMGs engaged in hospi­
tal residencies is probably the foremost factor provoking concern: In 
1990,14,914 IMGs were in training, a 21.7 percent jump from 12,259 
in the preceding year. This compares with 73,071 and 67,988 U.S. 
medical graduates (USMGs) in residency training in 1989 and 1990, 
respectively, a decrease of 0.07 percent. By 1995 this trend had esca­
lated: 24,982 IMGs in residency training, a 104 percent increase from 
1989, versus 71,053 USMGs, a 2.8 percent decrease. In short, during 
1989-1995 virtually all of the increase in the number of residents in 
the United States was attributable to IMGs, not USMGs. 

The underlying issue is the physician surplus, a phenomenon now 
believed to exist by most medical leaders, medical associations, and 
federal government agencies concerned with the physician work­
force and health care reimbursement. The surplus is so large that a 
study based on the opinions of residency program directors con­
tended that as many as 10 percent of resident physicians fail to find 
full-time positions in their specialty or subspecialty.5 Whether 
IMGs compete for these same positions and directly contribute to 
this problem is unclear. But, there can be no gainsaying that the 
addition of more than 140,000 IMGs in nearly half a century to the 
physician workforce is numerically significant. 

• GME reimbursement. A second factor accounting for the cur­
rent climate of concern regarding IMGs arises from reimbursement 
for graduate medical education (GME). Many observers are con­
vinced that lucrative Medicare payment for direct and indirect GME 
costs is the primary reason for the sharp increase in IMG residents 
since 1989. The Congressional Budget Office (CBO) recently argued 
that because IMG residents are not, for the most part, U.S. citizens, 
the federal government has no business paying for their graduate 
education during periods of budget deficit. The CBO calculated that 
1993 Medicare payments to hospitals were about $88,000 per resi­
dent.6 In New York State, the state with the largest number of IMG 
residents, training hospitals in 1995 received $2.9 bilhon in GME 
payments from both state and federal payers.7 This worked out to 
about $188,000 for each resident in the state. 

Hence, the roughly $6 billion of GME Medicare funds are an 
attractive target for those who question the need to spend so much 
money on supporting teaching hospitals.8 There is now an over­
whelming argument to control GME reimbursement to reduce 
health care costs, restrict the overall supply of physicians, and limit 
the nation's rehance on physicians from abroad. 

• The "110 percent" solution. The tack urged by many organi-
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zations is generally like that of the AAMC: that "the number of first 
year residency positions in the country [be] more closely into align­
ment with the current number of graduates from accredited [U.S.] 
medical and osteopathic schools."9 The Council on Graduate Medi­
cal Education (COGME), although it urged moderation regarding 
the IMG presence in U.S. medicine in its first report in 1988, is now 
considering stringent recommendations that would curtail IMG 
residency training in U.S. hospitals.10 COGME's approach is illustra­
tive of most proposals, including, for example, that of Medicare's 
Physician Payment Review Commission (PPRC): ahmitation on the 
total number of residency positions to 110 percent of the annual 
number of graduating U.S. medical students." More precisely, there 
would be a limitation of the federal subsidy to the prescribed 110 
percent residency slots.12 

Safety-Net Function Of IMGs 
Efforts to constrain physician growth and GME expenses notwith­
standing, there is a lurking question regarding IMGs: What is IMGs' 
"safety-net" function, if any, in the health care system? The possible 
safety-net role of IMGs is the notion that IMGs have been and are 
practicing medicine in places that are avoided by USMGs, so that 
even though a physician surplus may exist, maldistribution of 
USMGs has created pockets of opportunity for IMGs. 

• State differences in USMG and IMG distributions. We re 
port here data that suggest more firmly than past studies do that 
IMGs and USMGs have differed in their distribution within the 
physician workforce. Based on merged 1996 AMA Physician Master-
file and Area Resource File data on all active postresident USMGs 
and IMGs, we present several analyses that were part of a more 
comprehensive study undertaken for the Bureau of Health Profes­
sions and COGME.13 The key question was whether the distribution 
of IMGs was different from what one would have expected if the 
USMG distribution were taken as the standard. A derivative ques­
tion was whether the distribution of IMGs relative to USMGs var­
ied according to selected geographical indicators of need or under­
service. The key measure was the difference between the 
proportions of USMGs and IMGs in a given state's counties that 
were classified as likely to exhibit need for medical services. 

Methods. Taking infant mortality in Michigan as an example, we 
compared USMGs and IMGs in counties with an infant mortahty 
rate of at least 8.9 per thousand live births annualized over the 
period 1988-1992 (the national county average). With nearly twice 
as many USMGs as IMGs located in such counties one might con­
clude that there was no IMG safety-net function. Indeed, if one were 
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to compute the physician-to-population ratio of USMGs and IMGs 
in such counties, the former would be larger than the latter. (This 
would turn out to be the case throughout the United States: USMGs 
normally outnumber IMGs, regardless of the geographical boundary 
selected.) Based on this measure, one would almost always conclude 
that IMGs have no safety-net role. However, in the Michigan exam­
ple, the relative propensity of USMGs to locate in counties with 
average to above-average infant mortahty rates was lower than that 
of IMGs (43.5 percent and 48.6 percent, respectively).14 

Several points that are important to our methodology should be 
mentioned here. First, the AMA location data were based on a phy­
sician's mailing address, which was not necessarily the same as the 
address of practice. We assumed that this potential source of error 
was equivalent for IMGs and USMGs and thus had no impact on the 
percentage difference. Second, the AMA Physician Masterfile did 
not include data on osteopaths. Whether the results of the analyses 
would have been different had osteopaths been included is the focus 
of one of our next research efforts. We suspect that there would 
have been some effect, but it would have been concentrated geo­
graphically because about half of the roughly 30,000 active osteo­
paths are located in just five states.15 Third, the data are displayed 
with states grouped together into four categories: states with fewer 
than 300 IMGs, states with 300-999 IMGs, states with 1,000-4,999 
IMGs, and states with at least 5,000 IMGs. This enabled us to avoid 
comparing a state with few IMGs with one with many IMGs and to 
assess whether USMG/IMG differences were concentrated in only 
very small IMG states or were more widely present. 

IMG/USMC distributions by infant mortality rate. Twenty-four of 
forty-eight states had larger proportions of IMGs in counties with 
infant mortality rates of 8:9 per thousand live births or higher; eight­
een of these USMG/IMG differences were statistically significant 
(Exhibit I). 1 6 Significantly larger proportions of IMGs were present 
across all four state groups. Three states with fewer than 300 IMGs 
had significantly larger proportions of IMGs. Five states with 
300-999 IMGs, six states with 1,000-4,999 IMGs, and four states 
with at least 5,000 IMGs had significantly larger proportions of 
IMGs. 

By contrast, only six states had proportions of USMGs that were 
significantly larger. These findings underscore the importance of 
examining USMG and IMG distributions at a smaller level of aggre­
gation than the United States as a whole. Although many more 
states had IMG differences, important exceptions existed. 

USMG/IMG distributions by |>?i;ysidan-to-|)o|>uIation ratio. Exhibit 2 
presents data sorted as in Exhibit 1 but shows USMG/IMG differ-
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EXHIBIT 1 
Differences In Proportions Of Active Postresident USMGs And IMGs In Counties 
With An Infant Mortality Rate Of At Least 8.9 Per Thousand Live Births, 1996 

States with fewer than 
3 0 0 IMGs 

States with 3 0 0 - 9 9 9 
IMGs 

States with 
1 , 0 0 0 - 4 , 9 9 9 IMGs 

States with 5 ,000 or 
more IMGs 

SD 
ID 
UT 

MS 
VT 
NE 

•ME 
**NH 

WY 
MT 

* * *ND 

OK 
Rl 

NV 
MN 

HI 
AR 
CO 
SC 
NM 
*AL 

**WA 
**0R 
*** IA 

* * *KS 

• " • K Y 
***VA 

*WV 
***GA 

MO 
CT 
LA 
NC 
TN 

**MA 
* * *MD 
* * * M I 
***AZ 
* * * IN 
* * *WI 

* * * IL 
***NY 

PA 
OH 

**NJ 
***CA 

***TX 

-12% -10% - 8 % - 6 % - 4 % - 2 % 
USMG-IMG difference 

0% 2% 4% 6% 

SOURCE: Authors' analysis, 1996. 
NOTES: USMG is U.S. medical graduate. IMG is international medical graduate. Omits Alaska, District of 
Columbia, and Delaware. Montana, Wyoming, Idaho, and South Dakota did not have significant differences in 
proportions because the number of cases for each of these states was so small. 
* = p < . 0 5 * * = p < . 0 1 * * * = p < . 0 0 1 
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EXHIBIT 2 
Differences In Proportions Of Active Postresident USMGs And IMGs 
In Counties With Fewer Than 120 Physicians Per 100,000 Population, 1996 

States with fewer than 
3 0 0 IMGs 

States with 3 0 0 - 9 9 9 
IMGs 

States with 
1 , 0 0 0 - 4 , 9 9 9 IMGs 

States with 5 , 0 0 0 or 
more IMGs 

*NE 

ID 

UT 

*ME 

**VT 

* * *ND 

*MT 

* * * M S 

* * * S D 

*WY 

*MN 
*NV 

DE 
CO 
SC 
WA 
OR 

*»IA 
*AR 

* * * K S 
***AL 
* * * 0 K 
* * * N M 

**VA 
IN 

* *»MI 
* * * M D 

**WI 
* * *TN 
*»*AZ 
* * * U \ 

* * * M O 
***GA 
***KY 
***WV 
* * *NC 

*NJ 
NY 

***CA 
*»*FL 

** IL 
***TX 
• ' • P A 

• • • O H 

-20% -15% 
USMG-IMG difference 

-10% - 5 % 0% 5% 10% 

SOURCE: Authors' analysis, 1996. 
NOTES: USMG is U.S. medical graduate. IMG is international medical graduate. Omits Alaska, Connecticut, 
District of Columbia, Hawaii, New Hampshire, Massachusetts, and Rhode Island. 
• = p < . 0 5 * * = p < . 0 1 • • • = p < . 0 0 1 
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ences in counties with physician-to-population ratios of less than 
120 physicians per 100,000 population, an extremely low level when 
compared with the U.S. average of approximately 220 physicians 
per 100,000 population.17 About 9 percent of U.S. counties fell into 
the less than 120 per 100,000 grouping. 

Of the forty-four states for which comparisons could be made 
(omitted states had no counties with physician-to-population ra­
tios this low), thirty-five states (79.5 percent) had differences fa­
voring IMGs, thirty of which were statistically significant. Nine 
states had differences favoring USMGs, five of which were signifi­
cant. Again although larger IMG proportions predominated, this 
was not universal. 

These two indicators revealed that IMGs were frequently over-
represented in counties where high infant mortahty existed or where 
the physician-to-population ratio was well below average. Analyses 
not shown here also revealed significantly larger IMG proportions in 
counties that were classified according to five other indicators of 
potential need, always with, as above, major exceptions.18 

Conclusions And Implications 
These results, although highly suggestive, are not definitive because 
the location of a physician—IMG or USMG—in a county charac­
terized by need does not necessarily mean that the physician is 
actually serving the population in need. However, the results do 
support the hypothesis that IMGs and USMGs have been and prob­
ably are distributed differently across the United States. What is 
needed now is analysis of data that link physicians to patients in 
such a way that the characteristics of both can be determined and 
assessed. Such databases are difficult to find, particularly at the 
national level. Therefore, we assume, as others do, that IMGs and 
USMGs are equally likely to serve the population in need within a 
given geographic boundary." This is the safest assumption to make 
in the absence of data showing the contrary. 

• Supply versus maldistribution. These findings underscore a 
major dilemma confronting physician workforce reform. The United 
States is experiencing an increasing supply of physicians relative to 
population, yet maldistribution of the supply continues to exist. 
IMGs, although very likely to be in safety-net practices in many (but 
not all) states, are adding to the total number of physicians. 

Knowledgeable physician workforce analysts understand this 
twin issue. For example, a close reading of the eight reports issued 
by COGME between 1988 and 1996 shows that the United States 
had an adequate physician-to-population ratio, that further in-
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creases in the supply of physicians were neither desirable nor neces­
sary, and that the United States had too few generahsts and too 
many speciahsts. However, COGME also recognized that problems 
of access that were attributable to maldistribution of physician sup­
ply persisted in some areas of the nation. The council has consis­
tently called for improved medical practice conditions so that U.S.-
trained physicians would locate in underserved areas.20 The 
"consensus statement" of the AAMC, the AMA, and others also 
emphasizes the need to eliminate maldistribution.21 However, im­
proving practice conditions in underserved areas has been difficult, 
especially in rural areas.22 Over much of this century, pohcies and 
programs have been less successful than was hoped.23 

• Old and new solutions. If growth in the workforce is to be 
reduced, the challenge will probably be even greater than before to 
align the overall physician supply with changing levels of need and 
demand for services. Solutions tried in the past could be improved 
with more pohtical and financial strength: A renewed National 
Health Service Corps, more vigorous efforts to instill in medical 
students and residents a sense of obligation to serve in areas of need, 
or improvements in medical education in emphasizing primary care 
medicine and in sensitizing students to cultural diversity are three 
examples that come to mind.24 

Some new possibihties may also help to resolve maldistribution 
problems. These include advances in telemedicine, diffusion of inte­
grated health care systems into rural areas, and expansion of Medic­
aid managed care plans into inner cities. Market-oriented policy 
analysts argue that the growth of managed care will take care of 
some of these distribution problems.25 Signs of a change of heart 
among U.S. medical students toward primary care specialties are 
now clear. For the third straight year, more than half of graduating 
medical school seniors have selected a primary care specialty for at 
least the first year of training.26 Many attribute this trend to the 
market power of managed care plans that are favoring primary care 
physicians over speciahsts. 

• A warning. We conclude with a warning: Change in the status 
quo will probably occur, but an overzealous effort to restrain physi­
cian supply may succeed at the possible expense of remedies for 
maldistribution. Our research has shown that a pattern of social 
differentiation and stratification—two terms sociologists use to 
characterize status and occupational distinctions among groups—is 
clear among IMGs and USMGs. The very texture of the physician 
workforce consists of IMGs practicing in locales that are often ig­
nored by their U.S.-trained counterparts. This is the outcome of 
processes and forces that are nearly fifty years old, and they may not 
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change quickly, whatever the outcome of policy dehberations at the 
state and national levels. 

The authors acknowledge support in part from the Bureau of Health Pro­
fessions, Health Resources and Services Administrdtion, U.S. Department 
of Health and Human Services. The opinions expressed in this paper are 
those of the authors and do not necessarily reflect those of the funding 
agency or the University of Michigan. 
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Safety-Net Providers: Who Are They? 
Formally, safety-net providers are only those who are legally required to provide 
health care for free or at reduced rates to those who cannot afford to pay. But from a 
practical point of view, the net is significantly broader. Here are some of the key 
elements of the health care safety net. 

Public Hospitals 
Of the nation's 6,500 community hospitals, about 1,400 are "public" in that they are 
owned and operated by states, cities or counties. Their funding sources include 
payments by Medicare, Medicaid, insurance companies and patients themselves, as 
well as direct subsidies from state and local tax monies. Most public hospitals also 
offer services to the community at large that are often underfunded by private 
insurance , trauma care, burn centers, neonatal intensive care un its, poison control 
units, emergency psychiatric care and disaster response teams. 

Community Health Centers and Migrant Health Centers 
The informal network of nearly 600 community and migrant health centers provides 
comprehensive, case-managed primary and preventive care. With 2,500 delivery 
sites, the centers are key outpatient components of the health care safety net. 
Located primarily in inner-city and rural areas with shortages of health care 
professionals, they serve an estimated 9 million people each year. Community 
health centers are thought to provide care to about 20% of those they could serve, 
while migrant health centers serve only about 14% of migrant and seasonal farm 
workers. 

Family Planning Clinics 
With more than 4,000 clinics in this federally funded program, an estimated 4 
million women and teenagers receive primary care, cancer screening and sexually 
transmitted disease prevention services, as well as fami ly planning services. Some 
85%) of clinic clients have incomes under 150% of poverty. 

Ryan White AIDS Program 
The federal Ryan White CARE Act provides a variety of health care and social 
services, including testing, risk reduction, counseling, transmission prevention and 
clinical care through 136 projects with 500 delivery sites serving an estimated 
80,000 patients who have AIDS or are HIV-positive. 

Health Care for the Homeless 
This federal program funds 129 projects that give primary care health services to 
420,000 individuals at 500 delivery sites. About half of the projects are 
administered by community health centers; the other h alf are run by non-profit 
coalitions, inner-city hospitals and local public health departments. 

Public Health Departments 
Local governments spent $13.7 billion in 1992 on public health, which includes a 
wide variety of services primarily aimed at preventing the spread of communicable 
diseases and educating people about personal heal th risks, ranging from child 
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immunizations to home health care to mosquito abatement and rat control. Public 
health departments also deliver some personal health care services, including 
maternal and child services. 

Rural Health Clinics 
Largely privately owned and operated, the nearly 2,500 federally designated rural 
health clinics provide critical access to health care services for some 4 million 
patients each year. These clinics are paid by Medica re and Medicaid under special 
rules, reflecting the fact that 70% of their patients are insured under one of the two 
programs and that the clinics frequently are the sole source of medical care in the 
community. 
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wary. 
Who Uses the Health Care Safety Net? 
While safety-net providers are the primary source of care for the poor and the 
uninsured, they also provide critical access to health services in areas where health 
care can be difficult to obtain. Nearly 30% of patients who use federally designated 
Rura 1 Health Clinics, for example, have private insurance, as do 12% of those who 
use community and migrant health centers. 

Medicaid beneficiaries have a symbiotic relationship with health care safety-net 
providers , the facilities provide needed inpatient and outpatient care, while the 
income from Medicaid reimbursement is critical to the budgets of many clinics and 
hosp itals. Indeed, Medicaid covers 40% of patients at community and migrant 
hea th centers, and provides half the inpatient funding of many public hospitals. 
And while most Medicaid dollars are spent on long-term care services for the 
elderly and disabled, most Medicaid beneficiaries , 50% in 1993 , are children in 
low-income families. Indeed, Medicaid is the health insurer for one of every four 
children in the United States. 

People with special needs also rely on safety-net providers. Medicaid, for example, 
covers nearly 40% of all AIDS patients. 

The Uninsured: A Growing Problem 
With the demise of federal health care reform, the uninsured are no longer in the 
national spotlight. But that doesn't mean that the problems of Americans who lack 
insurance have improved , in fact, there is reason to believe the situation is 
worsening. 

According to the US Census Bureau, on any given day in 1994, some 39.7 million 
people , about 15% of the population , had no health insurance. And if not for recent 
expansions in Medicaid coverage, that number would be even higher. Indeed, 
employer -provided health insurance continues to decline. In 1994, 51% of 
Americans received health insurance through their jobs, compared to 61% as 
recently as 1990. 

Spells of uninsurance are getting longer, too. A recent RWJF-sponsored report by 
the Council on the Economic Impact of Health System Change cites an estimate that 
three-fourths of those who lack insurance will be without coverage for more than a 
year, and half will be uninsured for more than two years. 

Researchers from the Council project that the number of uninsured could reach 66.8 
million by 2002. The result, their report concludes, will be "increased demand for 
uncompensated care, and a decreased capacity of the delivery system to meet this 
nee d." 
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I 

Ii 

1 "(I) evidence of capability and expertise inl 

2 network planning, health plans and manage- j 

3 ment. 

4 "(2) CONSIDERATION OP APPLICATIONS.—The 

5 Secretary shall develop a system for determining the | 

6 priority for distributing grants under this section 

7 and such grants shall be distributed in accordance 

8 with such system. 

9 "(c) AUTHORIZATION OF APPROPRIATIONS.—There 

10 are authorized to be appropriated such sums as may be 

11 necessary for the purposes of awarding grants under this 

12 section. 

13 "(d) DEFINITIONS.—For purposes of this section, the 

14 term "health network" has the same meaning given such 

15 term in section 311(c)(1) of the America's Health Care 

16 Option Act.". 

17 SEC. 313. COMMUNITY-BASED PRIMARY HEALTH CARE 

18 GRANT PROGRAM. 

19 Subpart I of part D of title III of the Public Health 

20 Service Act (42 U.S.C. 254b et seq.) is amended by adding 

21 at the end the following new section: 

22 "SEC. 330A. COMMUNITY-BASED PRIMARY HEALTH CARE 

23 GRANT PROGRAM. 

24 "(a) ESTABLISHMENT.—The Secretary shall estab-

25 lish and administer a program to provide allotments to 
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1 States to enable such States to provide grants for the cre-

2 ation or enhancement of community-based primary health 

3 care entities that provide services to low-income or medi-

4 cally underserved populations. 

5 "(b) ALLOTMENTS TO STATES.— 

6 "(1) I N GENERAL.—From the amount available 

7 for allotment under subsection (h) for a fiscal year, 

8 the Secretary shall allot to each State an amount 

9 equal to the product of the grant share of the State 

10 (as determined under paragraph (2)) multiplied by 

11 such amount available. 

12 "(2) GRANT SHARE.— 

13 "(A) I N GENERAL.—For purposes of para-

14 graph (1), the grant share of a State shall be 

115 the product of the need-adjusted population of 

116 the State (as determined under subparagraph 

f j n (B)) multiplied by the Federal matching per­

i l s centage of the State (as determined under sub-

1̂9 paragraph (C)), expressed as a percentage of 

the sum of the products of such factors for all 

States. 

"(B) NEED-ADJUSTED POPULATION.— 

"(i) I N GENERAL.—For purposes of 

subparagraph (A), the need-adjusted popu­

lation of a State shall be the product of 

1 | ; 'S 2374 IS 
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the total population of the State (as esti­

mated by the Secretary of Commerce) mul­

tiplied by the need index of the State (as 

determined under clause (ii)). 

"(ii) N E E D INDEX.—For purposes of 

clause (i), the need index of a State shall 

be the ratio of— 

"(I) the weighted sum of the geo­

graphic percentage of the State (as 

determined under clause (iii)), the 

poverty percentage of the State (as 

determined under clause (iv)), and the 

multiple grant percentage of the State 

(as determined under clause (v)); to 

"(II) the general population per­

centage of the State (as determined 

under clause (vi)). 

"(iii) GEOGRAPHIC PERCENTAGE.— 

"(I) IN GENERAL.—For purposes 

of clause (ii)(l), the geographic per­

centage of the State shall be the esti­

mated population of the State that is 

residing in nonurbanized areas (as de­

termined under subclause (II)) ex-
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pressed as a percentage of the total 

nonurbanized population of all States. 

"(II) NONURBANIZED POPU­

LATION.—For purposes of subclause 

(I), the estimated population of the 

State that is residing in nonurbanized 

areas shall be one minus the urban­

ized population of the State (as deter­

mined using the most recent decennial 

census), expressed as a percentage of 

the total population of the State (as 

determined using the most recent de­

cennial census), multiplied by the cur­

rent estimated population of the 

State. 

"(Ill) STATE OP ALASKA.—Not­

withstanding subclause (I), the geo­

graphic percentage for the State of 

Alaska shall be the relative population 

density of the State expressed as the 

ratio of— 

"(aa) the average number of 

individuals residing in Alaska per 

square mile; to 

1? "S 2374 IS 
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"(bb) the average number oj 

individuals residing in the United 

States per square mile. 

"(iv) POVERTY PERCENTAGE.—Fori 

purposes of clause (ii)(I), the poverty per-1 

centage of the State shall be the estimated ! 

number of people residing in the State ; 

with incomes below 200 percent of the in- | 

come official poverty line (as adjusted for I 

actual costs and incomes in each State and | 

as determined by the Office of Manage- -j 

ment and Budget) expressed as a percent- j 

age of the total number of such people re­

siding in all States. 

"(v) MULTIPLE GRANT PERCENT­

AGE.—For purposes of clause (ii)(I), the 

multiple grant percentage of the State 

shall be the amount of Federal funding re­

ceived by the State under grants awarded 

under sections 329, 330, and 340, ex­

pressed as a percentage of the total 

amounts received under such grants by all 

States. With respect to a State, such per­

centage shall not exceed twice the general 

population percentage of the State under 
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clause (vi) or be less than one-half of the 

States general population percentage. 

"(vi) GENERAL POPULATION PER­

CENTAGE.—For purposes of clause (iiKII), 

the general population percentage of the 

State shall be the total population of the 

State (as determined by the Secretary of 

Commerce) expressed as a percentage of 

the total population of all States. 

"(C) FEDERAL MATCHING PERCENTAGE.— 

"(i) IN GENERAL.—For purposes of 

subparagraph (A), the Federal matching 

percentage of the State shall be equal to 

one, less the State matching percentage (as 

determined under clause (ii)). 

"(ii) STATE MATCHING PERCENT­

AGE.—For purposes of clause (i), the State 

matching percentage of the State shall be 

0.25 multiplied by the ratio of the total 

taxable resource percentage (as determined 

under clause (iii)) to the need-adjusted 

population of the State (as determined 

under subparagraph (B)). 

"(iii) TOTAL TAXABLE RESOURCE 

PERCENTAGE.—For purposes of clause (ii), 

2374 18 
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the total taxable resources percentage of 5 
i 

the State shall be the total taxable re- \ 

sources of a State (as determined by the I 

Secretary of the Treasury) expressed as a 1 

percentage of the sum of the total taxable 1 

resources of all States. I 

"(3) ANNUAL ESTIMATES.— 1 

I 
"(A) I N GENERAL.—If the Secretary of | 

Commerce does not produce the annual esti- J 

i 
mates required under paragraph (2)(B)(iv), 1 

such estimates shall be determined by multiply­

ing the percentage of the population of the 

State that is below 200 percent of the income 

official poverty line as determined using the 

most recent decennial census by the most recent 

estimate of the total population of the State. 

Except as provided in subparagraph (B), the 

calculations required under this subparagraph 

shall be made based on the most recent 3-year 

average of the total taxable resources of individ­

uals within the State. 

"(B) DISTRICT OP COLUMBIA.—Notwith­

standing subparagraph (A), the calculations re­

quired under such subparagraph with respect to 

the District of Columbia shall be based on the 
•S 2374 IS 
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1 most recent 3-year average of the personal in-

2 come of individuals residing within the District 

3 as a percentage of the personal income for all 

4 individuals residing within the District, as de-

5 termined by the Secretary of Commerce. 

6 "(C) STATE OF ALASKA.—Notwithstanding 

7 subparagraph (A), the calculations required 

8 under such subparagraph with respect to the 

9 State of Alaska shall be based on the quotient 

10 of— 

11 "(i) the most recent 3-year average of 

12 the per capita income of individuals resid-

13 ing in the State; divided by 

14 "(ii) 1.25. 

15 "(4) MATCHING REQUIREMENT.—A State that 

16 receives an allotment under this section shall make 

17 available State resources (either directly or indi-

18 rectly) to carry out this section in an amount that 

19 shall equal the State matching percentage for the 

20 State (as determined under paragraph (2)(C)(ii)) di­

vided by the Federal matching percentage (as deter­

mined under paragraph (2)(C)). 

"(c) APPLICATION.— 

"(1) I N GENERAL.—To be eligible to receive an 

allotment under this section, a State shall prepare 
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1 and submit an application to the Secretary at such 

2 time, in such manner, and containing such informa-

3 tion as the Secretary may by regulation require. 

4 "(2) ASSURANCES.—A State application sub-

5 mitted under paragraph (1) shall contain an assur-

6 ance that— 

7 "(A) the State will use amounts received 

8 under its allotment consistent with the require-

9 ments of this section; and 

10 "(B) the State will provide, from non-Fed-

11 eral sources, the amounts required under sub-

12 section (b)(4). 

13 "(d) U S E OP FUNDS.— 

14 "(1) IN GENERAL.—The State shall use 

15 amounts received under this section to award grants 

16 to eligible public and nonprofit private entities, or 

17 consortia of such entities, within the State to enable 

18 such entities or consortia to provide services of the 

19 type described in paragraph (2) of section 329(h) to 

20 low-income or medically underserved populations. 

21 "(2) ELIGIBILITY.—To be eligible to receive a 

22 grant under paragraph (1), an entity or consortium 

23 shall— 

24 "(A) prepare and submit to the admin-

25 istering entity of the State, an application at 
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1 such time, in such manner, and containing such 

2 information as such administering entity may 

3 require, including a plan for the provision of 

4 services of the type described in paragraph (3); 

5 "(B) provide assurances that services will 

6 be provided under the grant at fee rates estab-

7 lished or determined in accordance with section 

8 330(e)(3)(F); and 

9 "(C) provide assurances that in the case of 

10 services provided to individuals with health in-

11 surance, such insurance shall be used as the 

12 primary source of payment for such services. 

13 "(3) SERVICES.—The services to be provided 

14 under a grant awarded under paragraph (1) shall in-

15 elude— 

16 "(A) one or more of the types of primary 

17 health services described in section 330(b)(1); 

18 "(B) one or more of the types of supple-

19 mental health services described in section 

20 330(b)(2); and 

21 "(C) any other services determined appro-

22 priate by the administering entity of the State. 

23 "(4) TARGET POPULATIONS.—Entities or con-

24 sortia receiving grants under paragraph (1) shall, in 

I 25 providing the services described in paragraph (3), 
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substantially target populations of low-income o: 

medically underserved populations within the State: 

who reside in medically underserved or health pro-̂  

fessional shortage areas, areas certified as under-! 

I 
served under the rural health clinic program, or '̂  

other areas determined appropriate by the admin-1 

istering entity of the State, within the State. 

"(5) PRIORITY.—In awarding grants under 

paragraph (1), the State shall— 

"(A) give priority to entities or consortia 

that can demonstrate through the plan submit­

ted under paragraph (2) that— "(i) the services provided under the 

grant will expand the availability of pri­

mary care services to the maximum num­

ber of low-income or medically underserved 

populations who have no access to such 

care on the date of the grant award; and 

"(ii) the delivery of services under the 

grant will be cost-effective; and 

"(B) ensure that an equitable distribution 

of funds is achieved among urban and rural en­

tities or consortia. 

"(e) REPORTS AND AUDITS.—Each State shall pre-

25 pare and submit to the Secretary annual reports concern-
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1 ing the State's activities under this section which shall be 

2 in such form and contain such information as the Sec-

3 retary determines appropriate. Each such State shall es-

4 tablish fiscal control and fund accounting procedures as 

5 may be necessary to assure that amounts received under 

6 this section are being disbursed properly and are ac-

7 counted for, and include the results of audits conducted 

8 under such procedures in the reports submitted under this 

9 subsection. 

10 "(f) PAYMENTS.— 

11 "(1) ENTITLEMENT.—Each State for which an 

12 application has been approved by the Secretaiy 

13 under this section shall be entitled to payments 

14 under this section for each fiscal year in an amount 

15 not to exceed the State's allotment under subsection 

16 (b) to be expended by the State in accordance with 

17 the terms of the application for the fiscal year for 

18 which the allotment is to be made. 

19 "(2) METHOD OF PAYMENTS.—The Secretary 

20 may make payments to a State in installments, and 

i, 21 in advance or by way of reimbursement, with nec-

r 
? 22 essary adjustments on account of overpayments or 

» 23 underpayments, as the Secretary may determine. 

24 "(3) STATE SPENDING OF PAYMENTS.—Pay-

2̂5 ments to a State from the allotment under sub-

i 
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1 section (b) for any fiscal year must be expended 

2 the State in that fiscal year or in the succeeding 

3 cal year. 

4 "(g) DEFINITION.—As used in this section, the terhl 

5 'administering entity of the State' means the agency 

6 official designated by the chief executive officer of the; 
•'J 

7 State to administer the amounts provided to the Stated 

8 under this section. 

9 "(h) FUNDING.—Notwithstanding any other provi-

10 sion of law, the Secretary shall use 50 percent of the 

11 amounts that the Secretary is required to utilize under 

12 section 330B(h) in each fiscal year to carry out this sec-

13 tion". 

14 Subtitle B—Technical Assistance 
15 Grants 
16 SEC. 321. TECHNICAL ASSISTANCE GRANTS. 

17 (a) I N GENERAL.—The Secretary shall award grants 

18 to public and private entities submitting applications that 

19 are approved under subsection (b) for the purpose of pro-

20 viding technical assistance in the establishment of the in-

21 frastructure for health networks and plans in underserved 

22 areas certified under section 302. 

23 (b) APPLICATION PROCESS.— 

24 (1) SUBMISSION OF APPLICATION.—Each entity 

25 desiring to receive a grant under this section shall 
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Subtitle C—Capital Assistance 
Loans and Loan Guarantees 

SEC. 331. RURAL, FRONTIER AND URBAN UNDERSERVED 

AREA HEALTH LOAN PROGRAM. 

(a) I N GENERAL.—The Secretary shall make loans 

to— 

(1) health networks (as defined in section 

311(c)); 

(2) health plans (as defined in section 21003(a) 

of the Social Security Act) that cover individuals re­

siding in rural, frontier or urban underserved areas; 

or 

(3) health care providers that serve rural, fron­

tier or underserved urban areas; 

for the capital costs of developing health delivery systems 

and expanding existing health delivery sites to make 

health care services available to individuals residing in un­

derserved areas certified under section 302. 

(b) USE OF ASSISTANCE.— 

(1) I N GENERAL.—The capital costs for which 

loans made pursuant to subsection (a) may be ex­

pended are, subject to paragraphs (2) and (3), the 

following: 

(A) The modernization or expansion of fa­

cilities to reduce the inpatient characteristics of 
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1 (3) LIMITATION.—The Secretary may authorize I 

2 the use of loans under subsection (a) for the con- » 

3 struction of new buildings only if the Secretary de- 1 

4 termines that appropriate facilities are not available i 

5 through acquiring, modernizing, expanding or con- f, 

6 verting existing buildings, or that construction new J 

7 buildings will cost less. 

8 (c) AMOUNT OF ASSISTANCE.—The principal amount 1 

9 of loans under subsection (a) may cover up to 100 percent | 

10 of the costs involved. 

11 SEC. 332. CERTAIN REQUIREMENTS. 

12 (a) IN GENERAL.—The Secretary may approve a loan 

13 under section 331 only if— 

14 (1) an application for such assistance is submit-

15 ted to the Secretary in such form, is made in such 

16 manner, and contains such agreements, assurances, 

17 and information as the Secretary determines to be 

18 necessary to carry out this subtitle; 

19 (2) the Secretary is reasonably satisfied that 

20 the applicant for the project for which the loan 

21 would be made will be able to make payments of 

22 principal and interest thereon when due; and 

23 (3) the applicant provides the Secretary with 

24 reasonable assurances that there will be available to 

25 it such additional funds as may be necessary to com-

'3! 

1 1 

1 
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plete the project or undertaking with respect to 

which such loan is requested. 

(b) TERMS AND CONDITIONS.—Any loan made under 

section 331 shall, subject to the Federal Credit Reform 

Act of 1990, meet such terms and conditions (including 

provisions for recovery in case of default) as the Secretary, 

in consultation with the Secretary of the Treasury, deter­

mines to be necessary to carry out the purposes of such 

section while adequately protecting the financial interests 

of the United States. Terms and conditions for such loans 

shall include provisions regarding the following: 

(1) Security. 

(2) Maturity date. 

(3) Amount and frequency of installments. 

(4) Rate of interest, which shall be at a rate 

comparable to the rate of interest prevailing on the 

date the loan is made. 

SEC. 333. DEFAULTS. 

(a) IN GENERAL.—The Secretary may take such ac­

tion as may be necessary to prevent a default on loans 

under section 331, including the waiver of regulatory con­

ditions, deferral of loan payments, renegotiation of loans, 

and the expenditure of funds for technical and consultative 

assistance, for the temporary payment of the interest and 

principal on such a loan, and for other purposes. 
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1 (b) FORECLOSURE.—The Secretary may take such 1 
{ 

2 action, consistent with State law respecting foreclosure ] 

3 procedures, as the Secretary deems appropriate to protect I 

4 the interest of the United States in the event of a default 

5 on a loan made pursuant to section 331, including selling l 
i 

6 real property pledged as security for such a loan and for 1} 
M 

7 a reasonable period of time taking possession of, holding, J 

8 and using real property pledged as security for such a f 

9 loan. 

10 (c) WAIVERS.—The Secretary may, for good cause, 

11 but with due regard to the financial interests of the United 1 

12 States, waive any right of recovery which the Secretaiy m 

13 has by reasons of the failure of a borrower to make paŷ  ^ 

14 ments of principal of and interest on a loan made pursu- | 

15 ant to section 331, except that if such loan is sold and 

16 guaranteed, any such waiver shall have no effect upon the j 

17 Secretary's guarantee of timely payment of principal and | | 

18 interest. 

19 Subtitle D—Increasing Primary 
20 Care Providers 
21 SEC. 341. NONREFUNDABLE CREDIT FOR CERTAIN PRI-

22 MARY HEALTH SERVICES PROVIDERS. 

23 (a) IN GENERAL.—Subpart A of part IV of sub- i 

24 chapter A of chapter 1 of the Internal Revenue Code of | | 

25 1986 (relating to nonrefundable personal credits) is 
•S 2374 IS 
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amended by inserting after section 22 the following new 

section: 

"SEC. 23. PRIMARY HEALTH SERVICES PROVIDERS. 

"(a) ALLOWANCE OF CREDIT.—There shall be al­

lowed as a credit against the tax imposed by this chapter 

for the taxable year an amount equal to the product of— 

"(1) the number of months during such taxable 

year— 

"(A) during which the taxpayer is a quali­

fied primaiy health services provider, and 

"(B) which are within the taxpayer's man­

datory service period, and 

"(2) $1,000 ($500 in the case of a qualified 

practitioner who is not a physician). 

"(b) QUALIFIED PRIMARY HEALTH SERVICES PRO­

VIDER.—For purposes of this section, the term 'qualified 

primary health services provider' means, with respect to 

any month, any qualified practitioner who— 

"(1) has in effect a certification by the Bureau 

as a provider of primary health services and such 

certification is, when issued, for a health profes­

sional shortage area in which the qualified practi­

tioner is commencing the providing of primary 

health services, 
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1 "(2) is providing primary health services full 

2 time in the health professional shortage area identi-

3 fied in such certification, and 

4 "(3) has not received a scholarship under the 

5 National Health Service Corps Scholarship Program 

6 or any loan repayments under the National Health 

7 Service Corps Loan Repayment Program. 

8 For purposes of paragraph (2) and subsection (e)(3), a 

9 provider shall be treated as providing services in a health 

10 professional shortage area when such area ceases to be 

11 such an area if it was such an area when the provider 

12 commenced providing services in the area. 

13 "(c) MANDATORY SERVICE PERIOD.—For purposes 

14 of this section, the term 'mandatory service period' means 

15 the period of 60 consecutive calendar months beginning 

16 with the first month the taxpayer is a qualified primaiy 

17 health services provider. A taxpayer shall not have more 

18 than 1 mandatory service period. 

19 "(d) DEFINITIONS AND SPECIAL RULES.—For pur-

20 poses of this section— 

21 "(1) BUREAU.—The term 'Bureau' means the 

22 Bureau of Primaiy Health Care, Health Resources 

23 and Services Administration of the United States 

24 Public Health Service. 
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"(2) QUALIFIED PRACTITIONER.—The term 

'qualified practitioner' means a physician, a physi­

cian assistant, a nurse practitioner, or a certified 

nurse-midwife. 

"(3) PHYSICIAN.—The term 'physician' has the 

meaning given to such term by section 1861 (r) of 

the Social Security Act. 

"(4) PHYSICIAN ASSISTANT; NURSE PRACTI­

TIONER.—The terms 'physician assistant' and 'nurse 

practitioner' have the meanings given to such terms 

by section 1861(aa)(5) of the Social Security Act. 

"(5) CERTIFIED NURSE-MIDWIFE.—The term 

'certified nurse-midwife' has the meaning given to 

such term by section 1861(gg)(2) of the Social Secu­

rity Act. 

"(6) PRIMARY HEALTH SERVICES.—The term 

'primary health services' has the meaning given such 

term by section 330(b)(1) of the Public Health Serv­

ice Act. 

"(7) HEALTH PROFESSIONAL SHORTAGE 

AREA.—The term 'health professional shortage area' 

has the meaning given such term by section 

332(a)(1)(A) of the Public Health Service Act. 

"(e) RECAPTURE OF C R E D I T . — 
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"(1) IN GENERAL.—If there is a recapture 

event during any taxable year, then— 

"(A) no credit shall be allowed under sub­

section (a) for such taxable year and any suc­

ceeding taxable year, and 

"(B) the tax of the taxpayer under this 

chapter for such taxable year shall be increased 

by an amount equal to the product of— 

"(i) the applicable percentage, and 

"(ii) the aggregate unrecaptured cred­

its allowed to such taxpayer under this sec­

tion for all prior taxable years. 

"(2) APPLICABLE RECAPTURE PERCENTAGE.— 

"(A) IN GENERAL.—For purposes of this 
i 
i 

subsection, the applicable recapture jiercentage 
t 

shall be determined from the following table: 
"If the recapture 

event occurs during: 
Months 1-24 
Months 25-36 
Months 37-48 
Months 49-60 
Month 61 or thereafter . 

The applicable recap-
true percentage is: 

100 
75 
50 
25 
0. 

"(B) TIMING.—For purposes of subpara­

graph (A), month 1 shall begin on the first day 

of the mandatory service period. 

"(3) RECAPTURE EVENT DEFINED.— 

"(A) IN GENERAL.—For purposes of this 

subsection, the term 'recapture event' means 
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1 the failure of the taxpayer to be a qualified pri-

2 mary health services provider for any month 

3 during the taxpayer's mandatory service period. 

4 "(B) SECRETARIAL WAIVER.—The Sec-

5 retaiy, in consultation with the Secretaiy of 

6 Health and Human Services, may waive any re-

7 capture event caused by extraordinary cir-

8 cumstances. 

9 "(4) NO CREDITS AGAINST TAX; MINIMUM 

10 TAX.—Any increase in tax under this subsection 

11 shall not be treated as a tax imposed by this chapter 

12 for purposes of determining the amount of any cred-

13 it under subpart A; B, or D of this part or for pur-

14 poses of section 55." 

15 (b) CLERICAL AMENDMENT.—The table of sections 
\ 
\ 

16 for subpart A of part TJ? of subchapter A of chapter 1 
/ 
/ 

17 of such Code is amended by inserting after the item relat-
18 ing to section 22 the following new item: 

"Sec. 23. Primary health services providers." 

19 (c) E F F E C T I V E DATE.—The amendments made by 

20 this section shall apply to taxable years beginning after 

21 December 31, 1994. 

22 SEC. 342. EXPENSING OF MEDICAL EQUIPMENT. 

23 (a) IN GENERAL.—Paragraph (1) of section 179(b) 

24 of the Internal Revenue Code of 1986 (relating to dollar 
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1 (as amended by section 313) is amended by adding at the 

2 end the following new section: 

3 "SEC. 330B. EXPANDED SERVICES FOR MEDICALLY UNDER. 

4 SERVED INDIVIDUALS. 

5 "(a) ESTABLISHMENT OF HEALTH SERVICES AC-

6 CESS PROGRAM.—From amounts appropriated under this 

7 section, the Secretary shall, acting through the Bureau of 

8 Health Care Delivery Assistance, award grants under this 

9 section to federally qualified health centers (hereinafter re-
/ 

10 ferred to in this section as 'FQHC's') and other entities 

11 and organizations submitting applications under this sec-

12 tion (as described in subsection (c)) for the purpose of 

13 providing access to services for medically underserved pop-

14 ulations (as defined in section 330(b)(3)) or in high im-

15 pact areas (as defined in section 329(a)(5)) not currently 

16 being served by a FQHC. 

17 "(b) ELIGIBILITY FOR GRANTS.— 

18 "(1) IN GENERAL.—The Secretary shall award 

19 grants under this section to entities or organizations 

20 described in this paragraph and paragraph (2) which 

21 have submitted a proposal to the Secretary to ex-

22 pand such entities or organizations operations (in-

23 eluding expansions to new sites (as determined nec-

24 essary by the Secretary)) to serve medically under-

1 

1 
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served populations or high impact areas not cur­

rently served by a FQHC and which— 

"(A) have as of Januaiy 1, 1991, been cer­

tified by the Secretaiy as a FQHC under sec­

tion 1905(1)(2)(B) of the Social Security Act; 

or 

"(B) have submitted apphcations to the 

Secretaiy to qualify as FQHCs under such sec­

tion 1905(1)(2)(B); or 

"(C) have submitted a plan to the Sec­

retary which provides that the entity will meet 

the requirements to qualify as a FQHC when 

operational. 

"(2) NON FQHC ENTITIES.— 

"(A) ELIGIBILITY.—The Secretaiy shall 

also make grants under this section to public or 

private nonprofit agencies, health care entities 

or organizations which meet the requirements 

necessaiy to qualify as a FQHC except, the re­

quirement that such entity have a consumer 

m£Qority governing board and which have sub­

mitted a proposal to the Secretary to provide 

those services provided by a FQHC as defined 

in section 1905(1)(2)(B) of the Social Security 

Act and which are designed to promote access 
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1 to primary care services or to reduce reliance on 

2 hospital emergency rooms or other high cost 

3 providers of primary health care services, pro-

4 vided such proposal is developed by the entity 

5 or organizations (or such entities or organiza-

6 tions acting in a consortium in a community) 

7 with the review and approval of the Governor of 

8 the State in which such entity or organization 

9 is located. 

10 "(B) LIMITATION.—The Secretaiy shall 

11 provide in making grants to entities or organi-

12 zations described in this paragraph that no 

13 more than 10 percent of the funds provided for 

14 grants under this section shall be made avail-

15 able for grants to such entities or organizations. 

16 "(c) APPLICATION REQUIREMENTS.— 

17 "(1) IN GENERAL.—In order to be eligible to 

18 receive a grant under this section, a FQHC or other 

19 entity or organization must submit an application in 

20 such form and at such time as the Secretaiy shall 

21 prescribe and which meets the requirements of this 

22 subsection. 

23 "(2) REQUIREMENTS.—An application submit-

24 ted under this section must provide— 
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"(A)(i) for a schedule of fees or payments 

for the provision of the services provided by the 

entity designed to cover its reasonable costs of 

operations; and 

"(ii) for a corresponding schedule of dis­

counts to be applied to such fees or payments, 

based upon the patient's ability to pay (deter­

mined by using a sliding scale formula based on 

the income of the patient); 

"(B) assurances that the entity or organi­

zation provides services to persons who are eli­

gible for benefits under title XVIII of the Social 

Security Act, for medical assistance under title 

XIX of such Act or for assistance for medical 

expenses under any other public assistance pro­

gram or private health insurance program; and 

"(C) assurances that the entity or organi­

zation has made and will continue to make 

every reasonable effort to collect reimbursement 

for services— 

"(i) from persons eligible for assist­

ance under any of the programs described 

in subparagraph (B); and 

"(ii) from patients not entitled to ben­

efits under any such programs. 
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1 "(d) LIMITATIONS ON U S E OF FUNDS.— 

2 "(1) IN GENERAL.—From the amounts award 

3 ed to an entity or organization under this section, 

4 funds may be used for purposes of planning but may 

5 only be expended for the costs of— 

6 "(A) assessing the needs of the populations 

7 or proposed areas to be served; 

8 "(B) preparing a description of how the 

9 needs identified will be met; and 

10 "(C) development of an implementatioh 1 

11 plan that addresses— 

12 "(i) recruitment and training of per-

13 sonnel; and 

14 "(ii) activities necessary to achieve 

15 operational status in order to meet FQHC ] 

16 requirements under 1905(1)(2)(B) of the j 

17 Social Security Act. 

18 "(2) RECRUITING, TRAINING AND COMPENSA-

19 TION OF STAFF.—From the amounts awarded to an 

20 entity or organization under this section, funds may 

21 be used for the purposes of paying for the costs of 

22 recruiting, training and compensating staff (clinical 

23 and associated administrative personnel (to the ex-

24 tent such costs are not already reimbursed under 

25 title XEX of the Social Security Act or any other 
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1 State or Federal program)) to the extent necessary 

2 to allow the entity to operate at new or expended ex-

3 isting sites. 

4 "(3) FACILITIES AND EQUIPMENT.—From the 

5 amounts awarded to an entity or organization under 

6 this section, funds may be expended for the purposes 

7 of acquiring facilities and equipment but only for the 

8 cost of— 

9 "(A) construction of new buildings (to the 

10 extent that new construction is found to be the 

11 most cost-efficient approach by the Secretary); 

12 U(B) acquiring, expanding, and modemiz-

13 ing of existing facilities; 

14 "(C) purchasing essential (as determined 

15 by the Secretary) equipment; and 

16 "(D) amortization of principal and pay-

17 ment of interest on loans obtained for purposes 

18 of site construction, acquisition, modernization, 

19 or expansion, as well as necessary equipment. 

20 "(4) SERVICES.—From the amounts awarded 

21 to an entity or organization under this section, funds 

may be expanded for the payment of services but 

only for the costs of— 

"(A) providing or arranging for the provi­

sion of all services through the entity necessary 
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1 to qualify such entity as a FQHC under section 

2 1905(1)(2)(B) of the Social Security Act; 

3 "(B) providing or arranging for any other 

4 service that a FQHC may provide and be reim-

5 bursed for under title XIX of such Act; and 

6 "(C) providing any unreimbursed costs of 

7 providing services as described in section 330(a) 

8 to patients. 

9 "(e) PRIORITIES IN THE AWARDING OF GRANTS.— 

10 "(1) CERTIFIED FQHC'S.—The Secretaiy shall 

11 give priority in awarding grants under this section 

12 to entities which have, as of Januaiy 1, 1991, been 

13 certified as a FQHC under section 1905(1)(2)(B) of 

14 the Social Security Act and which have submitted a 

15 proposal to the Secretaiy to expand their operations 

16 (including expansion to new sites) to serve medically 

17 underserved populations for high impact areas not 

18 currently served by a FQHC. The Secretaiy shall 

19 give first priority in awarding grants under this sec-

20 tion to those FQHCs or other entities which propose 

21 to serve populations with the highest degree of 

22 unmet need, and which can demonstrate the ability 

23 to expand their operations in the most efficient man-

24 ner. 
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"(2) QUALIFIED FQHC'S.—The Secretary shall 

give second priority in awarding grants to entities 

which have submitted applications to the Secretary 

which demonstrate that the entity will qualify as a 

FQHC under section 1905(1)(2)(B) of the Social Se­

curity Act before it provides or arranges for the pro­

vision of services supported by funds awarded under 

this section, and which are serving or proposing to 

serve medically underserved populations or high im­

pact areas which are not currently served (or pro­

posed to be served) by a FQHC. 

"(3) EXPANDED SERVICES AND PROJECTS.— 

The Secretary shall give third priority in awarding 

grants in subsequent years to those FQHCs or other 

entities which have provided for expanded services 

and project and are able to demonstrate that such 

entity will incur significant unreimbursed costs in 

providing such expanded services. 

"(f) RETURN OF FUNDS TO SECRETARY FOR COSTS 

REIMBURSED FROM OTHER SOURCES.—To the extent 

that an entity or organization receiving funds under this 

section is reimbursed from another source for the provi­

sion of services to an individual, and does not use such 

increased reimbursement to expand services furnished, 

areas served, to compensate for costs of unreimbursed 
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1 services provided to patients, or to promote recruitment, 

2 training, or retention of personnel, such excess revenues 

3 shall be returned to the Secretary. 

4 "(g) TERMINATION OF GRANTS.— 

"(1) FAILURE TO MEET FQHC REQUIRE­

MENTS.— 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

"(A) IN GENERAL.—With respect to any 

entity that is receiving funds awarded under 

this section and which subsequently fails to 

meet the requirements to qualify as a FQHC 

under section 1905(1)(2)(B) or is an entity that 

is not required to meet the requirements to 

qualify as a FQHC under section 1905(1)(2)(B) 

of the Social Security Act but fails to meet the 

requirements of this section, the Secretary shall 

terminate the award of funds under this section 

to such entity. 

"(B) NOTICE.—Prior to any termination 

of funds under this section to an entity, the en­

tities shall be entitled to 60 days prior notice of 

termination and, as provided by the Secretary 

in regulations, an opportunity to correct any de­

ficiencies in order to allow the entity to con­

tinue to receive funds under this section. 
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"(2) REQUIREMENTS.—Upon any termination 

of funding under this section, the Secretary may (to 

the extent practicable)— 

"(A) sell any property (including equip­

ment) acquired or constructed by the entity 

using funds made available under this section 

or transfer such property to another FQHC, 

provided, that the Secretaiy shall reimburse 

any costs which were incurred by the entity in 

acquiring or constructing such property (includ­

ing equipment) which were not supported by 

grants under this section; and 

"(B) recoup any funds provided to an en­

tity terminated under this section. 

"(h) AUTHORIZATION OF APPROPRIATIONS.—There 

16 are authorized to be appropriated to cany out this section, 

| 17 $100,000,000 fbr each of the fiscal years 1996 through 

I'18 1999.". 

19 (b) E F F E C T I V E DATE.—The amendment made by 

20 subsection (a) shall become effective with respect to serv­

ices furnished by a federally qualified health center or 

other qualifying entity described in this section beginning 

on or after October 1, 1995. 
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1 (g) MAINTENANCE OF EFFORT.—Any funds available 

2 for the activities covered by a demonstration project con-

3 ducted under this section shall supplement, and shall not 

4 supplant, funds that are expended for similar purposes 

5 under any State, regional, or local program. 

6 (h) EVALUATIONS.—Each eligible entity that con-

7 ducts a demonstration project under this section shall sub-

8 mit to the Secretary such information and interim evalua-

9 tions as the Secretary may require. The Secretary shall 

10 provide the Interagency Task Force on Rural 

11 Telemedicine with such evaluations and information sub-

12 mitted under the previous sentence as the Task Force may 

13 required to cany out its duties under section 345(b). 

I 14 (i) AUTHORIZATION OF APPROPRIATIONS.—There 

fe 15 are authorized to be appropriated to cany out this section, 

16 $10,000,000 for each of the fiscal years 1995 through 

17 1997. 

18 Subtitle E—Payment Flexibility 
I 19 SEC. 351. ESSENTIAL ACCESS COMMUNITY HOSPITAL 

20 (EACH) AMENDMENTS. 

1 21 (a) UNLIMITED PARTICIPATING STATES; E L I M I -

22 NATION OF GRANT TIE- IN .— 

23 (1) i N GENERAL.—Section 1820(a) of the So-

5 24 cial Security Act (42 U.S.C. 1395i-4(a)) is amended 

j25 to read as follows: 
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1 "(a) IN GENERAL.— 

2 "(1) PROGRAM DESCRIBED.—There is hereby 

3 established a program under which the Secretary— 

4 "(A) shall permit States that have submit-

5 ted an application in accordance with subsection 

6 (b) to cany out the activities described in sub-

7 sections (e) and (f); and 

8 "(B) shall designate (under subsection (i)) 

9 hospitals and facilities located in States partici-

10 pating in a program under this section as es-

11 sential access community hospitals or rural pri-

12 mary care hospitals. 

13 "(2) AVAILABILITY OP GRANTS.— 

14 "(A) STATES.—The Secretaiy shall make 

15 grants available to selected States described in 

16 paragraph (1)(A) to carry out the activities de-

17 scribed in subsection (d)(1). 

18 "(B) E L I G I B L E HOSPITALS AND FACILI-

19 TIES.—The Secretary shall make grants avail-

20 able to selected eligible hospitals and facilities 

21 (or consortia of hospitals and facilities) to carry 

22 out the activities described in subsection 

23 (d)(2).". 

24 (2) CONFORMING AMENDMENTS.— 
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(A) Section 1820(b) of such Act' (42 

U.S.C. 1395i-4(b)) is amended by striking 

"ELIGIBILITY OF STATES FOR GRANTS.—" 

through "subsection (a)(1)" and inserting "AP­

PLICATION.—A State is eligible to participate in 

the program described in this section". 

(B) Section 1820(c) of such Act (42 

U.S.C. 1395i-4(c)) is amended— 

(i) in paragraph (1)— 

(I) in the matter preceding sub­

paragraph (A), by striking "(a)(2)" 

and inserting "(a)(2)(B)", and 

(II) in subparagraph (A), by 

striking "receiving a grant under sub­

section (a)(1)" and inserting "partici­

pating in the program under this sec­

tion"; and 

(ii) in paragraph (3)— 

(I) by striking "STATE RECEIV­

ING GRANT.—" and inserting "STATE 

P A R T I C I P A T I N G I N T H E P R O G R A M . — " , 

and 

(II) by striking "(a)(2)" and in­

serting "(a)(2)(B)". 
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(C) Section 1820(d) of such Act (42 

U.S.C. 1395i-4(d)) is amended— 

(i) in paragraph (1), by striking 

"(a)(1)" and inserting "(a)(2)(A)"; and 

(ii) in paragraph (2), by striking 

"(a)(2)" each place it appears and and in­

serting "(a)(2)(B)". 

(C) Section 1820(i) of such Act (42 U.S.C. 

1395i-4(i)) is amended— 

(i) in paragraph (l)(A)(i), by striking 

"receiving a grant under subsection 

(a)(1)" and inserting "participating in the 

program under this section"; and 

(ii) in paragraph (2)(A)(i), by striking 

"receiving a grant under subsection 

(a)(1)" and inserting "participating in the 

program under this section". 

(b) TREATMENT OF INPATIENT HOSPITAL SERVICES 

19 PROVIDED I N RURAL PRIMARY CARE HOSPITALS.— 

20 (1) I N GENERAL.—Section 1820(f)(1)(F) of the 

21 Social Security Act (42 U.S.C. 1395i-4(f)(l)(F)) is 

22 amended to read as follows: 

23 "(F) subject to paragraph (4), provides not 

24 more than 6 inpatient beds (meeting such con-

25 di tions as the Secretary may establish) for pro­
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|4; 

viding inpatient care to patients requiring sta­

bilization before discharge or transfer to a hos­

pital, except that the facility may not provide 

any inpatient hospital services consisting of sur­

gery or any other service requiring the use of 

general anesthesia (other than surgical proce­

dures specified by the Secretary under section 

1833(i)(l)(A)) unless the attending physician 

certifies that the risk associated with transfer­

ring the patient to a hospital for such services 

outweighs the benefits of transferring the pa­

tient to a hospital for such services.". 

(2) LIMITATION ON AVERAGE LENGTH OF 

STAY.—Section 1820(f) of such Act (42 U.S.C. 

1395i-4(f)) is amended by adding at the end the fol­

lowing new paragraph: 

"(4) LIMITATION ON AVERAGE LENGTH OF IN­

PATIENT STAYS.—The Secretary may terminate a 

designation of a rural primary care hospital under 

paragraph (1) if the Secretary finds that the average 

length of stay for inpatients at the facility during 

the previous year in which the designation was in ef­

fect exceeded 72 hours. In determining the compli­

ance of a facility with the requirement of the pre­

vious sentence, there shall not be taken into account 
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1 periods of stay of inpatients in excess of 72 hour̂  

2 to the extent such periods exceed 72 hours because 

3 transfer to a hospital is precluded because of inclem-1 

4 ent weather or other emergency conditions.". 

5 (3) CONFORMING AMENDMENT.—Section 

6 1814(a)(8) of such Act (42 U.S.C. 1395f(a)(8)) is j 

7 amended by striking "such services" and all that foi- ? 

8 lows and inserting "the individual may reasonably be 

9 expected to be discharged or transferred to a hos-1 

10 pital within 72 hours after admission to the rural 

11 primary care hospital.". 

12 (4) GAO REPORTS.—Not later than 2 years | 

13 after the date of the enactment of this Act, the 

14 Comptroller General shall submit reports to Con-

15 gress on— 

16 (A) the application of the requirement 

17 under section 1820(f) of the Social Security Act \ 

18 (as amended by this subsection) that rural pri-

19 mary care hospitals maintain an average length ' 

20 of inpatient stay during a year that does not 

21 exceed 72 hours; and 

22 (B) the extent to which such requirement 

23 has resulted in such hospitals providing inpa-

24 tient care beyond their capabilities or have lim-
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ited the ability of such hospitals to provide 

needed services. 

(c) DESIGNATION OP HOSPITALS.— 

(1) PERMITTING DESIGNATION OF HOSPITALS 

L O C A T E D I N U R B A N A R E A S . — 

(A) IN GENERAL.—Section 1820 of the So­

cial Security Act (42 U.S.C. 1395i-4) is 

amended— 

(i) by striking paragraph (1) of sub­

section (e) and redesignating paragraphs 

(2) through (6) as paragraphs (1) through 

(5); 

(ii) in subsection (e)(1)(A) (as redes­

ignated by subparagraph (A))— 

(I) by striking "is located" and 

inserting "except in the case of a hos­

pital located in an urban area, is lo­

cated", 

(II) by striking ", (ii)" and in­

serting "or (ii)", and 

(III) by striking "or (iii)" and all 

that follows through "section,"; and 

(iii) in subsection (i)(l)(B), by strik­

ing "paragraph (3)" and inserting "para­

graph (2)". 
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(B) NO CHANGE IN MEDICARE PROSPEC­

TIVE PAYMENT.—Section 1886(d)(5)(D) of | 

such Act (42 U.S.C. 1395ww(d)(5)(D)) i s f 

amended— 

(i) in clause (iii)(III), by inserting "lo- j 

cated in a rural area and" after "that is", 

and 

(ii) in clause (v), by inserting "located 

in a rural area and" after "in the case of 

a hospital". 

(2) PERMITTING HOSPITALS LOCATED IN AD­

JOINING STATES TO PARTICIPATE IN STATE PRO­

GRAM.— 

(A) IN GENERAL.—Section 1820 of such 

Act (42 U.S.C. 1395i-4) is amended— 

(i) by redesignating subsection (k) as 

subsection (1); and 

(ii) by inserting after subsection (j) 

the following new subsection: 

"(k) ELIGIBILITY OF HOSPITALS NOT LOCATED IN 

21 PARTICIPATING STATES.—Notwithstanding any other 

22 provision of this section— 

23 "(1) for purposes of including a hospital or fa-

24 cility as A member institution of a rural health net-

25 work, a State may designate a hospital or facility 
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that is not located in the State as an essential access 

community hospital or a rural primary care hospital 

if the hospital or facility is located in an adjoining 

State and is otherwise eligible for designation as 

such a hospital; 

"(2) the Secretary may designate a hospital or 

facility that is not located in a State receiving a 

grant under subsection (a)(1) as an essential access 

community hospital or a rural primary care hospital 

if the hospital or facility is a member institution of 

a rural health network of a State receiving a grant 

under such subsection; and 

"(3) a hospital or facility designated pursuant 

to this subsection shall be eligible to receive a grant 

under subsection (a)(2).". 

(B) CONFORMING AMENDMENTS.—(i) Sec­

tion 1820(c)(1) of such Act (42 U.S.C. 1395i-

4(c)(1)) is amended by striking "paragraph 

(3)" and inserting "paragraph (3) or subsection 

(k)". 

(ii) Paragraphs (1)(A) and (2)(A) of sec­

tion 1820(i) of such Act (42 U.S.C. 1395i-4(i)) 

are each amended— 
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(I) in clause (i), by striking "(a) 

and inserting "(a)(1) (except as provic 

in subsection (k))", and 

(II) in clause (ii), by striking "s 

paragraph (B)" and inserting "sub{ 

graph (B) or subsection (k)". 31 

7 (d) SKILLED NURSING SERVICES IN RURAL PRIMAI&I 

8 CARE HOSPITALS.—Section 1820(f)(3) of the Social Seciif 
I 

9 rity Act (42 U.S.C. 1395i-4(f)(3)) is amended by strikingf 

10 "because the facility" and all that follows and insertinĝ  

11 the following: "because, at the time the facility applies to 

12 the State for designation as a rural primary care hospital, 

13 there is in effect an agreement between the facility and 

14 the Secretary under section 1883 under which the facili- | 

15 ty's inpatient hospital facilities are used for the furnishing 

16 of extended care services, except that the number of beds 

17 used for the furnishing of such services may not exceed 

18 the total number of licensed inpatient beds at the time 

19 the facility applies to the State for such designation 

20 (minus the number of inpatient beds used for providing 

21 inpatient care pursuant to paragraph (1)(F)). For pur-

22 poses of the previous sentence, the number of beds of the 

23 facility used for the furnishing of extended care services 

24 shall not include any beds of a unit of the facility that 

25 is licensed as a distinct-part skilled nursing facility at the 
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1 time the facility applies to the State for designation as 

2 a rural primary care hospital.". 

3 (e) DEADLINE FOR DEVELOPMENT OF PROSPECTIVE 

4 PAYMENT SYSTEM FOR INPATIENT RURAL PRIMARY 

5 CARE HOSPITAL SERVICES.—Section 1814(1) (2) of the 

6 Social Security Act (42 U.S.C. 1395f(l)(2)) is amended 

7 by striking "January 1, 1993" and inserting "January 1, 

8 1996". 

9 (f) PAYMENT FOR OUTPATIENT RURAL PRIMARY 

10 CARE HOSPITAL SERVICES.— 

11 

12 

,13 

&4 

Is 
| 6 
ft to 
p 

If 

(1) IMPLEMENTATION OF PROSPECTIVE PAY­

MENT SYSTEM.—Section 1834(g) of the Social Secu­

rity Act (42 U.S.C. 1395m(g)) is amended— 

(A) in paragraph (1), by striking "during 

a year before 1993" and inserting "during a 

year before the prospective payment system de­

scribed in paragraph (2) is in effect"; and 

(B) in paragraph (2), by striking "January 

1, 1993," and inserting "Januaiy 1, 1996,". 

(2) No USE OF CUSTOMARY CHARGE IN DETER­

MINING PAYMENT.—Section 1834(g)(lj of such Act 

(42 U.S.C. 1395m(g)(l)) is amended by adding at 

the end the following new flush sentence: 
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1 "The amount of payment shall be determined under 

2 either method without regard to the amount of the 

3 customary or other charge.". 

4 (g) CLARIFICATION OF PHYSICIAN STAFFING R E -

5 QUIREMENT FOR RURAL PRIMARY CARE HOSPITALS.— 

6 Section 1820(f)(1)(H) of the Social Security Act (42 

7 U.S.C. 1395i-4(f)(l)(H)) is amended by striking the pe-

8 riod and inserting the following: ", except that in deter-

9 mining whether a facility meets the requirements of this 

10 subparagraph, subparagraphs (E) and (F) of that para-

11 graph shall be applied as if any reference to a 'physician' 

12 is a reference to a physician as defined in section 

13 1861(r)(l).". 

14 (h) TECHNICAL AMENDMENTS RELATING TO PART 

15 A DEDUCTIBLE, COINSURANCE, AND S P E L L OF I I I -

16 NESS.—(1) Section 1812(a)(1) of the Social Security Act 

17 (42 U.S.C. 1395d(a)(l)) is amended— 

18 (A) by striking "inpatient hospital services" the 

19 first place it appears and inserting "inpatient hos-

20 pital services or inpatient rural primary care hos-

21 pital services"; 

22 (B) by striking "inpatient hospital services" the 

23 second place it appears and inserting "such serv-

24 ices"; and 
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1 (C) by striking "and inpatient rural primary 

2 care hospital services". 

3 (2) Sections 1813(a) and 1813(b)(3)(A) of such Act 

4 (42 U.S.C. 1395e(a), 1395e(b)(3)(A)) are each amended 

5 by striking "inpatient hospital services" each place it ap-

6 pears and inserting "inpatient hospital services or inpa-

7 tient rural primary care hospital services". 

8 (3) Section 1813(b)(3)(B) of such Act (42 U.S.C. 

9 1395e(b)(3)(B)) is amended by striking "inpatient hos-

10 pital services" and inserting "inpatient hospital services, 

11 inpatient rural primary care hospital services". 

12 (4) Section 1861(a) of such Act (42 U.S.C. 1395x(a)) 

13 is amended— 

14 (A) in paragraph (1), by striking "inpatient 

15 hospital services" and inserting "inpatient hospital 

16 services, inpatient rural primary care hospital serv-

17 ices"; and 

18 (B) in paragraph (2), by striking "hospital" 

19 and inserting "hospital or rural primary care hos-

20 pital". 

21 (i) AUTHORIZATION OF APPROPRIATIONS.—Section 

f22 1820(e) of the Social Security Act (42 U.S.C. 1395i-4(e)), 

23 as redesignated by subsection (c)(2)(A), is amended— 
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1 (1) in the matter preceding paragraph (1), by 

2 striking "1990, 1991, and 1992" and inserting 

3 "1990 through 1998"; 

4 (2) in paragraph (1), by striking 

5 "$10,000,000" and "(a)(1)" and inserting 

6 "$30,000,000" and "(a)(2)(A)", respectively; and 

7 (3) in paragraph (2), by striking 

8 "$15,000,000" and "(a)(2)" and inserting 

9 "$45,000,000" and "(a)(2)(B)", respectively. 

10 (j) NO LIMITATION ON NUMBER OP RURAL PRIMARY 

11 CARE HOSPITALS IN NON-EACH STATES.—Section 

12 1820(i)(2)(C) of the Social Security Act (42 U.S.C. 

13 1395i-4(i)(2)(C)) is amended— 

14 (1) by striking "15"; and 

15 (2) by striking "(f)(1), except that nothing" 

16 and inserting "(f)(1) and establishes a relationship 

17 with a full-service rural hospital that meets the re-

18 quirements described in paragraph (1) through (6) 

19 of subsection (e), except that such hospital need not 

20 meet the 75 bed requirement described in paragraph 

21 (3) of such subsection. Nothing". 

22 (k) E F F E C T I V E DATE.—The amendments made by 

23 this section shall take effect on the date of the enactment 

24 of this Act. 
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1 SEC. 362. DEMONSTRATION PROJECTS TO IMPROVE AC-

2 CESS IN RURAL AREAS. 

3 (a) IN GENERAL.—Part A of title XVTII of the Social 

4 Security Act (42 U.S.C. 1395 et seq.) is amended by add-

5 ing at the end the following new section: 

6 "DEMONSTRATION PROJECTS TO IMPROVE ACCESS IN 

7 RURAL AREAS 

8 " S E C . 1821. (a) MEDICAL ASSISTANCE FACILITY 

9 DEMONSTRATION PROJECT.— 

10 (1) ESTABLISHMENT.—The Secretary shall pro-

11 vide for the establishment of demonstration projects 

12 in States providing that medical assistance facilities 

13 located in such States may receive payment in ac-

14 cordance with paragraph (4). 

15 "(2) APPLICATIONS.— 

16 "(A) IN GENERAL.—Each State desiring to 

17 conduct a demonstrationproject under this sub-

18 section shall prepare and submit to the Sec-

19 retary an application, at such time, in such 

20 manner, and containing such information as the 

21 Secretary may require, including an explanation 

22 of a plan for evaluating the project. 

23 "(B) APPROVAL OF APPLICATIONS.—A 

State that submits an application under sub­

paragraph (A) may begin a demonstration 

project under this subsection— 
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1 "(i) upon approval of such application 

2 by the Secretary; or 

3 "(ii) at the end of the 60-day period 

4 beginning on the date such application is 

5 submitted, unless the Secretary denies the 

6 application during such period. 

7 "(3) MEDICAL ASSISTANCE FACILITY.—The 

8 term 'medical assistance facility' means for a fiscal 

9 year, a facility with respect to which the Secretary 

10 finds the following: 

11 "(A) The facility is located in a county (or 

12 equivalent unit of local government) with fewer 

13 than 6 residents per square mile or is located 

14 more than a 35 mile drive from a hospital, a 

15 rural primaiy care hospital, or another facility 

16 described in this subsection. 

17 "(B) The facility furnishes services to ill or 

18 injured individuals prior to the transportation 

19 of such individuals to a hospital or furnishes in-

20 patient care to individuals needing such care for 

21 a period not longer than 96 hours. 

22 "(C) The facility permits a physician as-

23 sistant or nurse practitioner to admit and treat 

24 patients under the supervision of a physician 

25 not present in such facility. 

.8 2374 i s 
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"(D) The facility meets the requirements 

of section 1861(e) that are applicable to a hos­

pital located in a rural area except that— 

"(i) with respect to any requirements 

relating to the number of hours that the 

facility must be open on a daily or weekly 

basis, the facility is only required to meet 

the requirement to provide emergency care 

on a 24-hour basis; 

"(ii) with respect to any services re­

quired under such section to be famished 

by a dietician, pharmacist, laboratory tech­

nician, medical technologist, and radiologi­

cal technologist, the facility may famish 

such services on a part-time, off-site basis; 

and 

"(iii) the inpatient care described in 

subparagraph (B) may be furnished by a 

physician assistant or nurse practitioner as 

provided in subparagraph (C). 

"(E) The facility receives a certification of 

medical necessity and appropriateness by a peer 

review organization (or the equivalent of a peer 

review organization) upon admitting each pa­

tient on an inpatient basis or, in the case of ad-
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1 missions that do not occur during regular busi-

2 ness hours, receives such a certification at the 

3 earliest possible time. 

4 "(F) The facility may enter into an agree-

5 ment with the Secretary under section 1883 

6 under which the facility's inpatient hospital fa-

7 cilities may be used for the furnishing of serv-

8 ices of the type which, if furnished by a skilled 

9 nursing facility, would constitute extended care 

10 services. 

11 "(4) PAYMENT FOR SERVICES.—Each medical 

12 assistance facility located in a State participating in 

13 a demonstration project under this subsection shall 

14 receive payment for inpatient medical assistance fa-

15 cility services (as defined in section 1861(oo)(2)) in 

16 accordance with section 1814(m) and outpatient 

17 medical assistance facility services (as defined in sec-

18 tion 1861(oo)(3)) in accordance with section 

19 1834(i). 

20 "(5) GRANTS.—The Secretary shall award 

21 grants to— 

22 "(A) selected States participating in a 

23 demonstration project under this subsection for 

24 the purpose of assisting such States in promot­
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ing the establishment of medical assistance fa­

cilities; and 

"(B) selected facilities in States participat­

ing in a demonstration project under this sec­

tion for the purpose of financing the costs a fa­

cility incurs in converting itself to a medical as­

sistance facility. 

"(6) MAINTENANCE OF EFFORT.—Any funds 

available for the activities covered by a demonstra­

tion project conducted under this subsection shall 

supplement, and shall not supplant, funds that are 

expended for similar purposes under any State, re­

gional, or local program. 

"(7) DURATION.—A demonstration project 

under this subsection shall be conducted for a period 

not to exceed 8 years. 

"(8) EVALUATIONS AND REPORTS.— 

"(A) EVALUATIONS.—Each State that con­

ducts a demonstration project under this sub­

section shall submit to the Secretaiy a final 

evaluation of such project within 360 days of 

the termination of such project and such in­

terim evaluations as the Secretary may require. 

"(B) REPORTS TO CONGRESS.—Not later 

than 360 days after the first demonstration 
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1 project under this subsection begins, and annu-

2 ally thereafter for each year in which a project 

3 is conducted under this subsection, the Sec-

4 retary shall submit a report to the appropriate 

5 committees of the Congress which evaluates the 

6 effectiveness of the demonstration projects con-

7 ducted under this subsection and includes any 

8 legislative recommendations determined appro-

9 priate by the Secretary. 

10 "(9) AUTHORIZATION OF APPROPRIATIONS.— 

11 There are authorized to be appropriated for each of 

12 the fiscal years 1995 through 2000 from the Federal 

13 Hospital Insurance Trust Fund— 

14 "(A) $20,000,000 for grants to States 

15 under paragraph (5)(A); and 

16 "(B) $20,000,000 for grants to facilities 

17 under paragraph (5)(B). 

18 "(b) RURAL EMERGENCY ACCESS CARE HOSPITAL 

19 DEMONSTRATIONPROJECT.— 

20 

21 

22 

23 

24 

25 

"(1) IN GENERAL.— 

"(A) ESTABLISHMENT.—The Secretary 

shall provide for the establishment of dem­

onstration projects in States providing that 

rural emergency access care hospitals located in 

such States may receive payment in accordance 
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with paragraph (5) for rural emergency access 

care hospital services provided to medicare 

beneficiaries. 

"(2) APPLICATIONS.— 

"(A) IN GENERAL.—Each State desiring to 

conduct a demonstration project under this sub­

section shall prepare and submit to the Sec­

retary an application, at such time, in such 

manner, and containing such information as the 

Secretary may require, including an explanation 

of a plan for evaluating the project. 

"(B) APPROVAL OF APPLICATIONS.—A 

State that submits an application under sub­

paragraph (A) may begin a demonstration 

project under this subsection— 

"(i) upon approval of such application 

by the Secretary; or 

"(ii) at the end of the 60-day period 

beginning on the date such application is 

submitted, unless the Secretaiy denies the 

application during such period. 

"(3) RURAL EMERGENCY ACCESS CARE HOS­

PITAL.—For purposes of , this subsection, the term 

'rural emergency access care hospital' means, for a 
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1 fiscal year, a facility with respect to which the Sec-

2 retary finds the following: 

3 "(A) The facility is located in a rural area 

4 (as defined in section 1886(d)(2)(D)). 

5 "(B) The facility was a hospital under this 

6 title at any time during the 5-year period that 

7 ends on the date of the enactment of this sub-

8 section. 

9 "(C) The facility is in danger of closing 

10 due to low inpatient utilization rates and nega-

11 tive operating losses, and the closure of the fa-

12 cility would limit the access of individuals resid-

13 ing in the facility's service area to emergency 

14 services. 

15 "(D) The facility has entered into (or 

16 plans to enter into) an agreement with a hos-

17 pital with a participation agreement in effect 

18 under section 1866(a), and under such agree-

19 ment the hospital shall accept patients trans-

20 ferred to the hospital from the facility and re-

21 ceive data from and transmit data to the facil-

22 ity. 

23 "(E) There is a practitioner who is quali-

24 fied to provide advanced cardiac life support 

25 services (as determined by the State in which 
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the facility is located) on-site at the facility on 

a 24-hour basis. 

"(F) A physician is available on-call to 

provide emergency medical services on a 24-

hour basis. 

"(G) The facility meets such staffing re­

quirements as would apply under section 

1861(e) to a hospital located in a rural area, 

except that— 

"(i) the facility need not meet hospital 

standards relating to the number of hours 

during a day, or days during a week, in 

which the facility must be open, except in­

sofar as the facility is required to provide 

emergency care on a 24-hour basis under 

subparagraphs (E) and (F); and 

"(ii) the facility may provide any serv­

ices otherwise required to be provided by a 

full-time, on-site dietician, pharmacist, lab­

oratory technician, medical technologist, or 

radiological technologist on a part-time, 

off-site basis. 

"(H) The facility meets the requirements 

applicable to clinics and facilities under sub­

paragraphs (C) through (J) of paragraph (2) of 
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1 section 1861(aa) and of clauses (ii) and (iv) of 

2 the second sentence of such paragraph (or, in 

3 the case of the requirements of subparagraph 

4 (E), (F), or (J) of such paragraph, would meet 

5 the requirements if any reference in such sub-

6 paragraph to a 'nurse practitioner' or to 'nurse 

7 practitioners' was deemed to be a reference to 

8 a 'nurse practitioner or nurse' or to 'nurse 

9 practitioners or nurses'), except that in deter-

10 mining whether a facility meets the require-

11 ments of this subparagraph, subparagraphs (E) 

12 and (F) of that paragraph shall be applied as 

13 if any reference to a 'physician' is a reference 

14 to a physician as defined in section 1861(r)(l). 

15 "(4) RURAL EMERGENCY ACCESS CARE HOS-

16 PITAL SERVICES.—For purposes of this subsection, 

17 the term 'rural , emergency access care hospital serv-

18 ices' means the following services provided by a rural 

19 emergency access care hospital: 

20 "(A) An appropriate medical screening ex-

21 amination (as described in section 1867(a)). 

22 "(B) Necessary stabilizing examination 

23 and treatment services for an emergency medi-

24 cal condition and labor (as described in section 

25 1867(b)).". 
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"(5) PAYMENT FOR SERVICES.—Each rural 

emergency access care hospital located in a State 

participating in a demonstration project under this 

subsection shall receive payment for rural emergency 

access care hospital services in accordance with sec­

tion 1833(a)(6). 

"(6) GRANTS.—The Secretaiy shall award 

grants to— 

"(A) selected States participating in a 

demonstration project under this subsection for 

the purpose of assisting such States in promot­

ing the establishment of rural emergency access 

care hospitals; and 

"(B) selected facilities in States participat­

ing in a demonstration project under this sec­

tion for the purpose of financing the costs a fa­

cility incurs in converting itself to a rural emer­

gency access care hospitals. 

"(7) MAINTENANCE OF EFFORT.—Any funds 

available for the activities covered by a demonstra­

tion project conducted under this subsection shall 

supplement, and shall not supplant, funds that are 

expended for similar purposes under any State, re­

gional, or local program. 
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1 "(8) DURATION.—A demonstration project 

2 under this subsection shall be conducted for a period 

3 not to exceed 8 years. 

4 "(9) EVALUATIONS AND REPORTS.— 

5 "(A) EVALUATIONS.—Each State that con-

6 ducts a demonstration project under this sub-

7 section shall submit to the Secretary a final 

8 evaluation of such project within 360 days of 

9 the termination of such project and such in-

10 terim evaluations as the Secretary may require. 

11 "(B) REPORTS TO CONGRESS.—Not later 

12 than 360 days after the first demonstration 

13 project under this subsection begins, and annu-

14 ally thereafter for each year in which a project 

15 is conducted under this subsection, the Sec-

16 retary shall submit a report to the appropriate 

17 committees of the Congress which evaluates the 

18 effectiveness of the demonstration projects con-

19 ducted under this subsection and includes any 

20 legislative recommendations determined appro-

21 priate by the Secretary. 

22 "(10) AUTHORIZATION OP APPROPRIATIONS.— 

23 There are authorized to be appropriated for each of 

24 the fiscal years 1995 through 2000 from the Federal 

25 Hospital Insurance Trust Fund— 
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1 "(A) $20,000,000 for grants to States 

2 under paragraph (6)(A); and 

3 "(B) $20,000,000 for grants to facilitafs 

4 under paragraph (6)(B). 

5 (b) COVERAGE OF, AND PAYMENT FOR, MEDICAL A=-

6 SISTANCE FACILITY SERVICES. 

7 

8 

9 

10 

11 

(1) AMENDMENTS TO PART A.-

(A) DEFINITIONS.—Section 1861 of lie 

Social Security Act (42 U.S.C. 1395x) x 

amended by adding at the end the followrnr 

new subsection: 

12 "Medical Assistance Facility; Medical Assistance Facafor 

13 Services 

14 "(oo)(l) The term 'medical assistance facility1 mess 

| 15 a facility which is located in a State that is partiripsanr 

16 in a demonstration project under section 1820(a) and fir 

I 17 which the Secretary finds that the criteria described n 

I 18 subparagraphs (A) through (F) of section 1820(a) are ms: 

I 19 with respect to the facility. 

(2) The term 'inpatient medical assistance faa-

ity services' means items and services fumisheL D 

an inpatient of a medical assistance facility by sia 

facility that would be inpatient hospital servies f 

furnished to an inpatient of a hospital by a ms-

pital.". 
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HHS SAFETY NET PROPOSAL 

SUMMARY 

This initiative establishes a grant program providing funds to public and private entities 
to enhance the ability of safety-net providers to provide comprehensive, coordinated 
health care to a greater number of uninsured people. Funds would be available to assist 
safety-net providers to develop and expand integrated systems of care, and within such 
integrated systems, to address service gaps so that more uninsured have access to a 
continuum of health care services. 

QUESTIONS 

1. To some extent, the safety net is working to save itself, which is part of the reason why 
HHS has been able to find so many local models that work. Why would we invest when 
States and local communities are often willing to shoulder this burden? 

2. How would our existing grant programs coexist with these new grants? Would they be 
getting their standard grant funds (through HRSA or other parts of PHS) and then be 
eligible to receive additional funds through this new grant for the same services? (There 
is a part of the proposal that states that HHS would not provide funds to supplement 
existing resources, but I am curious as to how we would ensure that to be the case — it 
gets very fuzzy at the local level.) 

3. It sounds like grant money would subsidize the provision of services "within an 
integrated system of care". What exactly does that mean? 

4. Grant funds can be used to develop data systems. What kind of information would these 
systems collect? Would they collect outcomes information? Process information? Would 
they be standardized nationally, so that we could get national data about the impact of 
this initiative? 

5. Grant funds should be used to establish systems of care that effectively manage patients 
with multiple needs across treatment settings. Does that mean that only systems that can 
offer a full range of services (primary, secondary, tertiary care) can be funded? Will 
systems have to offer social support services as well? 

6. Safety net providers are technically providers who have a legal responsibility to provide 
care regardless of the patient's ability to pay. Will grant funds be limited to those 
providers, or will the definition be broader? Who can participate in this grant program? 
How would they be asked to "demonstrate their committment to the provision of care to 
uninsured people"? 



ABOUT THE SAFETY NET 

What is the safety net? The safety net ensures that any American experiencing a medical 
emergency will receive essential health care services. Safety net providers are providers who are 
legally required to provide health care services to patients regardless of their ability to pay for the 
services they receive. Services are provided for free or on a sliding fee scale. Public hospitals, 
community health centers, family planning clinics, Ryan White providers, public health 
departments, and rural health clinics are critical components of the safety net. In addition, 
although it is not a stated part of their mission, many academic health centers often provide free 
or low cost health care to those who cannot afford to pay for it. 

Who does the safety net serve? Safety net providers are the primary source of health care for 
the 43 million people who are presently uninsured, as well as for the individuals living in 
rural or urban areas with a shortage of health care providers. Many of these individuals have a 
broad range of complex health and psychosocial needs, exacerbated by limited access to primary 
care services. 

What services does the safety net provide? In some areas, the safety net provides the full range 
of health care services. In others, it is limited to the primary care provided by public health 
departments and community health centers and the emergency care provided by public hospitals, 
[lack of secondary care services here ~ primary through outpatient clinics, emergency/tertiary 
through emergency room and public hospitals, but lack of providers for secondary care 
services...is this right?] 

How is the safety net financed? Safety net providers have diverse funding sources. Although 
some of the funding for the care delivered by safety net providers comes from private insurers 
and patients, most of their funding comes from Federal sources. The PHS funds community 
health centers, family planning clinics, maternal and child health block grants, and other specicial 
programs to provide preventive and treatment services individuals. In addition, both Medicaid 
and Medicare provide funds to hospitals serving disproportionate numbers of low income 
patients; in 1992, these payments totaled more than $17 billion. Most States also make 
significant investments in the safety net, sponsoring bad debt and charity care pools to help 
reimburse providers for care provided to the uninsured. Local governments also play an 
important role in funding the safety net; in 1992, counties spent nearly $85 billion on health care, 
representing approximately 17 percent of their budgets. Of that amount, almost 40% was used to 
support public hospitals, with smaller amounts used to support public health departments and to 
finance the State share of Medicaid spending. In thirty States, counties are legally reponsible for 
care for the uninsured. In the end, however, many safety net providers bear the ultimate financial 
responsibility for those who are unable to afford the cost of their own care. According to CBO, 
hospitals and other providers delivered an estimated $28 billion in uncompensated care in 1995. 



HOLES IN THE SAFETY NET 

The safety net is financially unstable. Regional safety net systems face high demand for 
services. Approximately 43.4 million people (16.1 percent of the total population) in the United 
States were without health insurance coverage during the entire 1997 calendar year, an increase 
of 1.7 million from the previous year. In addition, as more and more States enroll their Medicaid 
beneficiaries in managed care plans in order to save money, safety net providers are forced to 
compete with other local providers to serve the only segment of their patient base that provided a 
stable source of financing. Local sources of funding, which often fluctuate from year to year, are 
becoming increasingly important to the financial viability of the health care safety net. This 
makes these critical providers vulnerable to an economic downturn that could threaten their 
financial health. 

Pressure on the safety net is increasing. [The implicit cross subsidy of care for the uninsured is 
eroding as a result of the Federal, State, and private industry's aggressive approach to seeking 
low cost care for a defined population excluding the uninsured, reductions in employer sponsored 
coverage or declines in Medicaid rolls re: welfare reform; economy growth may end; public 
health departments moving to more population based services, although personal health care 
services still consume largest share of local health department's staffing and funds] The number 
of uninsured is increasing rapidly, up 1.7 million from 1996. Although CHIP and Medicaid can 
potentially provide coverage to many of the approximately 11 million uninsured children, 
roughly 32 million adults remain uninsured. Over half of those have incomes below 200 percent 
of the poverty level. Since Medicaid does not provide [coverage below 100% FPL], these 
individuals have no option but to rely on the safety net for care, as health insurance and health 
care services are often unaffordable. In addition, marketplace pressures have made it increasingly 
difficult for hospitals to make up these losses. Traditionally, hospitals and other providers have 
paid for uncompensated care by charging paying patients more (cost shifting). However, with 
increasing market competition in the health care sector, the increasing dominance of managed 
care in both the private sector and Medicaid, and the phase-out of Medicaid cost based 
reimbursement for community health centers, insurers are less willing to pay inflated prices for 
health care services, making it much more difficult to cross subsidize care for the uninsured 
internally. 

Financial concerns have reduced the range of services delivered by safety net providers. 
Although little quantitative information exists regarding the impact of safety net responses to 
market changes on care to the uninsured, a number of studies indicate that safety net providers 
have not reduced their committment to care for this population. However, their attempts to 
reduce costs as a result of financial pressures may have reduced comprehensive services 
delivered to the low-income uninsured. For instance, a review of FQHCs in States that were 
implementing mandatory managed care demonstrations found that they significantly reduced the 
range of services provided to patients. 

Care delivered by safety net providers is often uncoordinated and fragmented. While the 
acute and emergency care component 



Safety net providers do not have coordinated data systems and cannot be held accountable 
for health care outcomes. 

If the safety net collapses, access to critical tertiary care services are compromised. 



ADDITIONAL INFORMATION ON SAFETY NET PROVIDERS 

Public Hospitals. Of the nation's 6,500 community hospitals, about 1,400 are "public" in 
that they are owned and operated by states, cities or counties. Most public hospitals also 
offer services to the community at large that are often underfunded by private insurance , 
trauma care, bum centers, neonatal intensive care units, poison control units, emergency 
psychiatric care and disaster response teams. Between 1980 and 1990, urban public 
hospitals accounted for approximately 7 percent of all hospitals, but provided 19 percent 
of all emergency room visits and 18 percent of outpatient visits, nearly half of which were 
provided to patients who were uninsured. 

Community Health Centers and Migrant Health Centers. The national network of 
nearly 600 community and migrant health centers provides comprehensive, case-managed 
primary and preventive care. With 2,500 delivery sites, the centers are key outpatient 
components of the health care safety net. Located primarily in inner-city and rural areas 
with shortages of health care professionals, they serve an estimated 9 million people each 
year. Community health centers are thought to provide care to about 20% of those they 
could serve, while migrant health centers serve only about 14% of migrant and seasonal 
farm workers. 

Family Planning Clinics. More than 4,000 clinics in this federally funded program, 
provide primary care, cancer screening, sexually transmitted disease prevention services, 
and family planning services to approximately 4 million women and teenagers. 
Approximately 85%) of clinic clients have incomes under 150% of poverty. 

Ryan White AIDS Program. The federal Ryan White CARE Act provides a variety of 
health care and social services, including testing, risk reduction, counseling, transmission 
prevention and clinical care through 136 projects with 500 delivery sites serving an 
estimated 80,000 patients who have AIDS or are HIV-positive. 

Public Health Departments. Local governments spent $13.7 billion in 1992 on public 
health, which includes a wide variety of services primarily aimed at preventing the spread 
of communicable diseases and educating people about personal health risks ranging from 
child immunizations to home health care to rat control. Public health departments also 
deliver some personal health care services, including maternal and child services. 

Rural Health Clinics. Largely privately owned and operated, the nearly 2,500 federally 
designated rural health clinics provide critical access to health care services for some 4 
million patients each year. These clinics are paid by Medicare and Medicaid under special 
rules, reflecting the fact that 70% of their patients are insured under one of the two 
programs and that the clinics frequently are the sole source of medical care in the 
community. 



SAFETY NET MODELS THAT WORK 



DETERMINANTS OF SAFETY NET VIABILITY 
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IMPROVING HEALTH CARE ACCESS FOR THE UNINSURED 

January 15,1999 

Overview: The U.S. Department of Health and Human Services has taken a number of 
important steps since$993 to expand coverage and respond to rapid changes in the U.S. 
health care system. We have given states the flexibility to insure more low-income 
workers, allowed Americans to take their health care with them when they change jobs, 
expanded health coverage to the children of low-income families, and proposed making 
Medicare available to Americans aged 55 to 65. 

\ms This new initiative complements these strategies by addressing the need for health care 
livery systems serving the 32 million adult Americans still without inswancejfydany 

providers of pee or low-cost health care services currently do not have the resources or 
technical capacity necessary to coordinate their efforts with other providers. This 
initiative, funded at $1 billion over 5 years, fills that gap. The bulk of the funding would 
provide federal grants to help clinics, county hospitals, public health departments, and 
other providers offree or low cost health services to create networks that foster 
comprehensive care for the uninsured. This coordination of services will help uninsured 
Americans receive more efficientand higher qualh ĉare-andjnove toward a more 
"seamless " system of care for(f5w-income' worlangfamiliê  ^C£UA-£-X_^ 

A key emphasis in the early years of the program will be assisting communities and 
providers in the development of the infrastructure necessary to participate in networks or 
other coordinated care arrangements. Funds will be available for the development of the 
financial, information, and telecommunications systems needed to appropriately monitor 
and manage patient needs. The initiative will also target substantial funding toward 
service gaps that can be identified within coordinated systems of care for the uninsured 
Although need will vary by community, the focus will be on expanding access to primary 
health care and ensuring that it is coordinated with other health care needs, including 
mental health and substance abuse services. 

Millions of Americans still lack health insurance. In 1997, the number of Americans 
without health insurance stood at over 43 million. While the Children's Health Insurance 
Program and increased Medicaid outreach can potentially provide insurance coverage for 
more than half of the approximately 11 million uninsured children, roughly 32 million 
adults between the ages of 19 and 64 remain uninsured. Among these uninsured adults, 
about 17 million have incomes below 200 percent of the poverty level. Many of them 
receive their care at public clinics and local hospitals. 

Many of these Americans suffer from multiple health problems and require access 
to a coordinated set of health care services. Yet data show that these needs are not 
being met. In 1997,30% of uninsured adults did not receive needed medical care and 
55% postponed needed medical care because they could not afford i t They were only 
about half as likely to receive a routine check-up as insured adults. Among those who 
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did have a regular source of care, the uninsured adults were about five times more likely 
than insured adults to use the emergency room as their regular source of care. 

Yet, health care providers that help uninsured Americans face many pressures. 
These providers consist of institutions, facilities, and individual health professionals who 
provide a significant volume of health care services either without payment or on a 
reduced fee basis to those who are uninsured. They face a number of challenges, such as 
increases in the number of uninsured Americans, reduced Medicaid revenues due to the 
pressures of Medicaid managed care, and a growing need for mental health and substance 
abuse services. 

The Clinton Administration proposes strengthening health services for uninsured 
Americans. To respond to these needs, the President's FY 2000 budget will propose a 
competitive grant program that would provide $1 billion over five years to public and 
private entities, increasing the availability of comprehensive, coordinated health care for 
hundreds of thousands of uninsured Americans. The President will request $25 million 
for the first year of this initiative in his FY 2000 budget proposal, which will be sent to 
Congress on February 1,1999. The intent of these grants is to establish patient-focused 
systems of care to serve low-income, uninsured Americans with greater efficiency and 
improved quality of care. 

Those who provide health care to the uninsured will get help to create the 
infrastructure they need to provide quality care. A key emphasis in the early years of 
the program will be assisting communities and providers to develop the infrastructure 
necessary to participate in networks or other coordinated care arrangements. Funds will 
be available for the development of the financial, information, and telecommunications 
systems needed to appropriately monitor and manage patient needs. This support will 
improve the ability of providers to track patient care needs and receipt of service over 
time, permit more clients to be served, and strengthen the financial standing of providers 
by enhancing their ability to compete for business from Medicaid and commercial 
managed care organizations. 

Once health services are coordinated in a community, gaps in service can be 
identified and filled. The initiative will also target substantial funding toward service 
gaps that can be identified within coordinated systems of care for the uninsured. 
Although need will vary by community, the emphasis will be on expanding access to 
primary health care and insuring coordination with other health care needs, including 
mental health and substance abuse services. 

Some grants will build on existing model programs. Grants will be available to public 
or private entities, including state and local governments. A number of communities 
have already developed successful models of integration that have effectively coordinated 
care and expanded service delivery that will serve as models for others. 
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The Clinton Administration builds on a strong record of extending health care 
services to more Americans. President Clinton is committed to raising health care 
standards for all Americans. Since 1993, HHS has approved Medicaid demonstration 
programs to extend health insurance coverage to 2.2 million Americans who would 
otherwise be uninsured. IQ 1996, the President signed the Kennedy-Kassebaum bill, 
which ensured that Americans could take their health care with them when they changed 
jobs. In 1997, under the Balanced Budget Act, the Administration successfully supported 
the Children's Health Insurance Program (CHIP). Since then, 48 states and territories 
have had their CHIP plan approved by the U.S. Department of Health and Human 
Services. 


