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MEDICAL EDUCATION PASSTHROUGH
MONDAY, JUNE 3, 1985

U.S. SENATE,
" SUBCOMMITTEE ON HEALTH,
, COMMITTEE ON FINANCE,

, Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m. in room
SD-216, Dirksen Senate Office Building, the Honorable David
Durenberger (chairman) presiding.

Present: Senators Durenberger and Dole. L

[The press release announcing the hearing, background material
on S. 1158, and the prepared statements of Senators Dole, Bensten,
and Mitchell follow: :

(Press Release: No; 85-028]
HeariNG ON MebICAL EpUCATION PAss-THROUGH Is RESCHEDULED

A hearing on a legislative proposal to modify the Medicare direct medical educa-
tion pass-through has been rescheduled for June 3, 1985, Senator Bob Packwood (R
Oregon), Chairman of the Committee on Finance, announced today. 4

The hearing before the Committee’s Subcommittee on ‘Health is- scheduled to
s in %9&0 a.m., Monday, June 3, 1985, in Room SD-215, of the Dirksen Senate

" Office Building.

The hearing originally was scheduled for May 10 but was reset because of the
delay in introduction of the legislative proposal by Senator Dave Durenberger (R-
Minnesota), Chairman of the Subcommittee on Health. Senator Durenberger. will
preside at the June 3 hearir':ﬁ.‘ ‘ ,

Senator Packwood said, “This delay will allow ample time for review and analysis
of the bill in question by all interested parties. Additionally, the extra time-permits
the Committee to complete its solicitation of witnesses and compilation of testimony
on this important health policy issue.”
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I. INTRODUCTION

Since its beginning fn 1965, the Médicire program has reimbursed hospitals
for its share of the direct costs of approved health professions education pro-
grams conducted in hospitals. These direct costs inclide sslaries and fringe

benefits for residents, faculty, and support staff; the cost of ¢onference and

classroom space i{n the hospital; any costs of additional equipsient and supplies;

" and allocated overhead costs. The principal focus 'of this paper is on gradu-

ate wedical education because physicfan traifiing programs arc the most costly
component of the health professions education paid for under Medicare. In ad-
dition, very litfle data exist on the costs to Medicare of the nursfng and
other health training components. '

Medicare's piayments to hospitals for direct medical education costs are
expectéd to be $1.3 biliion in FY86. Medicare also pays teaching hospitals an
additional amount to cover facters (including fndirect teaching costs suéh as
additional tests ordered by residents) that aré believed to result in higher
costs in teaching hospitals than in non-teaching hospitals. Medicare's payments
for indirect teaching costs are expected to be $1.4 billion in PY86. Medicare
is the single largest payer for health professions education in hospitals.

When the Medicare program was established, Congressional intent indicated
that the program should support the clinical training of physicians, nurses,
and other health personnel:

Many hospitals engage in substantial educational activities,

including the training of medical studeats, internship and

residency programs, the training of nurses, and the training

of various paramedical personnel. Educational activities
“enhance the quality of care f{n an i{nstitution, and it {s
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intended, until the community undertakes to bear such educa-

tion costs in some other way, ‘that a part of the net cosat of

such activtties (including stlpenda of tralnees as uell as

compensation of teachers and other costs) should be considéred

as an element {n the cost of patlent care, to be borne to an

appropriaté extent by the hospital insurance prograa. Y
Recently, however, faced with a rising Federal deficit gg?ﬁfu;urgﬂdqpld;‘bpwh‘r
of the Hospital Insurance frust Pund which hélps pay for hospital care for
cudlcare beneficiaries, this polici of support for health profesdion§ education
has been questidﬂéd. - ]

The current ﬁ:&tcare policy is open-ended because incurred costs of ;p-
proved programs are reimbursed by Medicare regardless of the amount incurréd
and regardless of the number of programs or trainees, the length of training,
or the type of training. Many observers see this policy as problematic for
two main reasons. First, curreant projections indicate a substantial oversupply
of persornel in certatin hehlfh"professlons and in certain medical specfalties
but a shortage in other spéé(alt{esAby 1990. The Céngéess has already re-
stricted support under other PederQI health professions educatfon programs
(such as those authorized by the Public Health Sefvice Act) to areas in which
shortages exist, such as primary care physicians. Second, fssues have been
raised concerning Federal support for the clinical training of graduates of
foreign medfical schoola,‘includtng the quality of their undergraduate training,
the appropriateness of Federal funding for trainees who do not intend to prac-

\ o .
tice in this country, and the ‘¢ontribution of those who stay to the oversupply

‘of physfcians {n this country.

—

1/ U.S. Congress Senate. Social Security Amendments of 1965. Report
of the Committee on Finance to accompany H.R. 6675 to Provide a Hospital Insur-
ance Program for the Aged . + « . June 30, 1965. Washington, U.S. Govt. Print.
Off., 1965. (89th Cong., lst Sess. Senate Rept. No. 404, Part 1), p. 36.
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In response to these and other concerns, various proposals have been of-~
fered to change the way Medicare pays hospitals for héalth professions education.
“The Secretaty of fhh‘bepaftbéhi of Health and Hiaan Services (DHHS) published
a proposed rule in the Federal Register (50 FR 21025) on May 21, 9185 that would

~1im{it- Medicare's- payments for direct medical education-costs to Medicare's. -
share of the lesser of the hospital's currént direct costs for medical education
activities or ité costs in a base year. While this proposal would be initialiy
applicable only for one year, the Secretaty has indicated her intention to
meintain fiscally équivalent limits on Medicare payaents for the direct costs
of graduate medical education in subsequent years. Another proposal provided
for a capped level of support for direct medical education costs tﬁfough‘bIOck
grants to the Sta:es; while encouraging States to increasélfheir support (S.
3073, introduced by Sen. Durenberger in 1984).

Other proposals have focused on t;duclngfthe‘total number of students be-
" ing trained by restricting support to certain types of trainees (e.g., those in
short supply, those vhosenserVicEs are espééially iuportaht in meeting the needs
of the Medicare 'population, or éhose who are graduates of U.S. and Canadian
m;dical schools or aré U.S. citizens), BE restricting support te a specific nua-
ber of years. ét(llﬂzthers have'suggesfed requiring trainees to "pay back” Fed-
eral support by lcgglng in health manpower shortage areas or providing services
in Federal hospitals or primarily to Federal beneficlaries. Various proposals
have also been made to change the way Medicare pays for the indirect costs of
ned}cal education.

Recently, several members of the Senate Finance Committee introduced
S. 1158, which would reform the way the Medicare program pays for direct medical

education costs. The bill provides for a l-year freeze on such payments; a
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liait on the nuaber of years of physician training Medicare will fund thére-
‘after; exclusion of the costs of training alien foreign medical school graduates;
and two studies to provide information for possible further reforms, 1nclualng

a study of nursing and other health professions training programs and a study

" of the differences in Medlcare costs between patients treated in teaching -
hospitals ver;us non-teaching hospitals.

. The Subcommittee on Health, Senate Compittee on finance, has scheduled a
hearing on proposed legiglation to modify Medicare's payments for the direct
costs of health professions education. This document has been prepared to
assist you in reviewing:

-~The nature of health professions education and the ;esulting supply of
trained personnel;

--The role of teaching hospitals in health professions education; and

--Medicare's historical and current policies for making payuents to hospi-
tals for the cost of educatfonal activities. -

The document also includes:
--A summary of S. 1158 and

--An appendix which fncludes informatfon on other sources of funding for
health professions education.



11, HEALTH PROFESSIONS EQUCATION

Health education programs for the training of 'phystcTans, Wurdes, aid
other health professionals combine classroom training and learning through
“hénds on"” experience. Classroom training is often conducted in a uhivérsity

setting and the *hdnds on™ or clinical training is generally hospital-based.
| ‘This section focuses on’the education of phydicians since most of Medi-
care's expenditures for health professions educaiion are assoclated with grad-
uate medical education programs. However, this section also provides a brief
discussion of the trainiing of nurses and other health profeasio;éls. A discus~
sion of graduates of fOréihn medical schools and'the projected supply of‘pﬁysl-

cians is also included.

A. Medical Education and Physician Supply

1. Organization of Medical Education Programs. Contemporary medical

education (the training of physicians) generaily 1hélude§ foﬁr years of medi-
{cal school followed by residency trafning lasting three years or more. The '
four years of medical school are often referred tb as undergfaduate medical
education; even though most medical students enter medical school after
completing four years of study at an undergraduate institution. Residency
training, which begins after the completfon of medical school and the‘auatdlng

of the medical degree, {s reftrred to as graduate medical education.

a. Medical school training. Uﬁdergraduate medical school

| training typlcally consists of classroom instruction in the basic sciences
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and exposure to clinical medicine during periods kn;wn as clinical clerkships.
During clerkships, medical school students are usually assigned to a hospital
service where they assume responsibility for assessing and presenting to the
faculty a spécifleq number of cases each week. Students also participate with
post-M.D. trainees (residents) and faculty in caring for patients adaftted

“to the ¢linical service to which they are sssigned.

.-

b. Residency training. After completing undergraduate medical

education and recelviig thié proféssional degree, most physiclans enter s
graduate medical education program, also known as a residency training program.
Most States require that physicians have at least one year of graduate wedical
education before they become eligible for a license to practice medicine.

During residency training, knowledge and skills acquired in medical school
are expanded through increasing personal responsibility for patient care in a
structured and supeivised cliniéal education environment. Residents in hospi-
tat-based graduate medical education programs, known as housestaff officers,
provide care for patients, further their own educ;tton, and teach medical school
students. As reéldenés progréss through their training programs, they gain
increasing autonoay and responsibility for providing patient care services,
and for teaching and supervising junior housestaff officers. There were 4,811
accredited graduate programs in medical education as of Deceaber 1984.

In order to be accredited, residency training programs must be in substan-
tf{al compliance with published general requirements for 3§aduqte medical educa-
tion and special requirements for training in a particular specialty. Standards
and requirements for graduate medical education are developed and overseen by
the Accreditation Council for Graduate Medical Education (ACGME), which is

composed of representatives of the American Board of Medical Specialties, the

-
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- American Hospital Association, the American Medical Association, the Assoc-

fation of American Medical Colleges, and the Council of Medical Speciaiity
Societies. For approval of indfvidual residency training programs, the ACGME
has delegated authority to an appropriate residency review committee (RRC)
which congists of representatives dppointed by tﬁe American Medical Asgociation,
a P’FF?°9§!Y,§P?F‘°ISY bggrd{ and<£@7qqne cages, a national specialty society.
The ACGME monitors RRC approvals with periodic reviews of their findings.
Generally, residency training programs are offered by hospitals which
typically pay participating residerts an annual Eflpend vhich varies with the
year of resfdency training. In 1984-8S5, flrst—year regidents receive stipends
of about $20,000, while sixth-year residents receive stipebds of approximately
$27,000. In the course of completing a program, residents in some specialties
such as preventive medicire, occupational health, and family practice may also
be assigned to clinics or ambulatory centers not assoclated'ﬁith‘éuﬁdfﬁlgal.
Residency training is organized by specialty (e.g., internal medicine,
surgery, etc.). Table 1 shows the distribution by specialty of the approxi-

mately 74,000 residents in 1984.

M s s h e

Wroe gy
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14,

7.

19,
20.
2,
2.

RANK ORDERED BY SPECIALTY, 1984

SPECIALTY

Internal Medicine

" Surgery

Family Practice
Pediatrics

08/GYN

Psychlatry
Anesthesiology
Radiology, Dlagnostic
Orthopedic Surgery
Pi!hology
Opthalmology
Transitional Year*
Neurology
Emergency Hedicine
Otolaryngology
Urology
Dermatology

Physical Hedictne &
RehablVitatton &

Neurological Surgery
Child Psychlatry
Radlotogy, Therapeutic
Plastic Surgery

11
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Table 1

NUMBER OF RESIDENTS

RESIOENIS
18,167
8,189
7,408
6,025
4,615
4,558
3,894
3,176
2,842
2,462
1,569
1,480
1,408
1,108
1,047
1,043
79
ne

695
520
519
430

Footnotes shown on next page.

1 0F -
101AL
24.4
n.o
9.9
8.1
6.2
6.1
5.2
4.3
3.8
3.3
2.1
2.0
1.9
1.5
1.4
1.4
1.0
1.0

.9

.6

MULATIV

4.4

35.4

45.3
53.4
59.6
65.7
70.9
75.2
19.0
82.3
84.4
86.4
88.3
89.8
91.2
92.6
93.6
94.6

95.5
96.2
96.9

*91.5
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Table 1 (continued)

A e,

§nggA;_w uﬁl&'m iog_; CUMULATIVE
23, Thoraclc Surgery 292 - 9.9
24, Allergy ang Immunology 258 3 98.2
25. Neonatal-Perinatal Kedictne 216 .3 98.5
265 Nuctear Medlictne R | E ST T I
27, Provohtlvo“ﬂodl‘clgt Genera) l§'9 3 99.1
28. Pedlatric Cardology 138 2 . 993
29. Radlology, Dlagnostic :
(Nuclear) . 88 B 99.4
30. Occupational Med!cine 87 A 99.5
31. Combined General Preventive
Hedicine/Public Health 58 o 99.6
52. Atrospace Medicing 54 8] 99.7
33. Nevropathology 44 N 99.8
34. Colon & Rectal) Surgery 41 N "99.9
35. Forensic Pathology 35 - -
36. Blood Banking 3 - -
31, Pedlatric Surgery a - -
38. vascular Surgery_ : H3 - -
39. PublicHealth 25 -- -
40. Dermatopathology 1) - -’
Total 24,498 <

.

-
—————————————

* Transitional year prograns provide a 12-month curriculum to residents who
desire or are required to have experience in ssveral medical clinical disciplines
prior to undertaking further training in a single specialty, *

Source: 1985-1986 Directory of Residency Trainlng Programs. American

Medical Association. 1985, ’
\.

il ¢
BRARERE P
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¢. Specialty requirements. Each of the medical specfalties has

established various requirements for residency training programs and for certi-
fication as a specialist upon completion of training. Trainfng requirements
fnclude the content and length of the residency program. As shown {n Chart 1,
residency programs vary in length according to epecialty, generaiiy‘lastlng
"from 3 to 7 years. Por example, satisfactory completion of three years

of training in family medicine, internal medicine, or pediatrics generéily
qualifies a doctor to 8it for examination by the certifying boards of these
specfalties. Surgery requires five or more years of training depending on

the subspecialty of.surgery chosen.

Specialties such as family medicine, internal medicine, pédiatirics, and
surgery encouragé students to enter their residency training programs directly
after completing medical school and to continue {n these programs until they
have completed speciality board requirements. In other specialties, students
are encouraged or required to spend their first graduate year in a residency
program offering a broad clinical experience. Examples of these specialties
are anesthesiology, dermatology, p§ychlatry, and radiology. Usually these
students apply for a single year of internal medicine or for a dlverstfie&,
traditional first graduate year with the éxpectation that they will enter a
program in the specialty of their choice in their second graduate year. In
some cases, a year of broad clinfcal experience may be provided in the same
fnstitution where subsequent specfalty training occurs. 1n other instances,

specialty training must be completed elsewhere.
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2. Foreign Medical Craduates. In 1984, 82 percent of the residents in

graduate medical educatfon programs were graduates of U.S. and Canadian medical
schools accredited by the Liaison Committee on Medical Education (LCME), the
official accréditing body for educational programs leading to the medical degree
ip;the‘pfSL an@ c§qadaf The‘renquQer. 18 percent, were graduates of foreign
medical schools. N -

‘Forefgn medical graduates (FMGs) in reside;éy training programs include:

(a) non-citizens who enter temporarily as exchange visitors
for residency training and who are expected to retorn to

their countries upon completion of trafning;

(b) non-citizens who are admitted permanently as immigrants
to the U.S.; and

(¢) U.S. citizens who graduate from foréign medical schools (USFNGs).

In 1984, there were 13,337 fofeigd medical gtad&ates in residency training pro-
grams. Of this totdl, 7,314 were U.S. citfzens and the remaining 6,023 vere
aliens. The American Medical Associatfon estimates that 60 percent of alien
FMGs in resident training in 1984 were admitted as permanent immigrants, 10
percent were exchange visitors, and the remaining 30 percent were of unknown
status. ‘

The percentage of total residents in graduate medical educatfon who are
FMGs has dropped from its peak of 33 percent in 1970 to 18 percent in 1984.
The 1976 Amendments to the Immigration and Nationality Act (P.L. 94-484) have
resulted in a decrease in the number of new exchange visitor physicians allowed
to participate in residency training programs. 'In academic year 1273-76.
more than 2,900 new exchange visitor physicians became eligible for residency
training. In co&irast. 598 new exchange visitor physicians became eligible
in 1983-84. Across all years of residency training, only 1,678 exchange visitor
FMCs were in graduate medical education positions in 1983-84, as compared to

over 8,000 ir. 1973-74. In additfon, the number of physicians adaitted annually
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as permanent immigrants has declined. According to the U.S. Imaigration
and Naturalization Service, the nuaber of physicians admitted as permanent
immigrants declined from 4,537 in 1973-74 to 2,375 in 1983-84.

Despite this decline, the number of U.S.-citizen FMCs (USFMCs) fn-
creased substantially. USFMGs i1 sraduate medical education rose from 4,229
in 1979 to 7,314 in 1984. These figures reflect an increase of 73 percent
in the number of USFMGs participating in graduate medical education. Pro-
portionally, USFMGs represented about 35 pefceht of all FMGs fn 1979 com-
pared to 55 percent in 1984,

?of all graduates of forefgn medical schools, certification by the Educa=
tfonal Commission for Foreign Médical Graduates (ECFMG) {s required for entry
into accredited residency training programs in the U.S. The ECFMG {s sponsored”
by the Amerfcan Board of Medical Speclalttés. Anerican Hospital Association,
American Medical Association, Associatfon of American Medical Colleges, Asso-
ciation for Hospital Medical Education, Federation of State Medical Boards of
the United States, and National Medical Associatfon. In order to be certified

by the ECFMG, FMGs must subait required medical credentials, demonstrate profi-

“¢lency in English by passing the ECFMG English test, and pass a new two-day

Foreign Medical Graduate Examination in the Medical Sciences (FMGEMS). This
exan consists of two parts: a basic science component administered on day
one and a clinical science component administered on day twvo.

Table 2 shows the specialtfes in which alien FMGs, USFMGs, and graduates of
U.S. and Canadfan medical schools are training. In 1984, alien FMGs tended to
specfalize in fields such as pathology, pediatrics, and psychiatry. Fields
sgch as internal medicine and surgery aré preferred by all three groups. Family
practice is of relatively the same f{nterest for I'SFMGs as it is for medical

graduates of U.3. and Canadian schools.
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Table 2 also shows the relative proportion that alien FMGs, USFMGs, and
graduates of U.S. and Canadian medical schools represent of total residents in
training in the varfous specialties. Alien FMGs represent 27.3 percent of
total residents in training 1n.neuropathology. 20.4 percent of total residents

"in neonatalperinatal nediéidé."i?'ﬁéféeht'6f‘i;%iaeﬁi§‘fﬂ“b?fﬁﬁfEE?}“foi’ ‘
percent of residents in neurology, and 15.6 percent of residents in pediatrics .
and psychiatry. Together, alien and USFMGs constitute more thah’fs percent

of total residents in each of these specialties.
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Table 3 presents data on the distribution of FMC residents by State.
For 1984, the greatest concentration of FMG residents exists in New Jersey

wvhere 61.3 percent of all reaidents are FMCs, New York where 37.8 percent of

residents are FMGs, Illinois with 27.0 peércent, Connecticut with 23.5 percent,

Delawsre with 23.3 percent, and Michigan with 21.9 percent.

The AMA indicates that in 1984, in 1,209 residency training prograas (one-
fourth of all prograni), more than 25 percent of tﬁe residents in each program
were FMGs. FMGs in these programs represented 78 percent of total FMGs in
reaidcncy-tr&lnlﬁg- Among the locations of these progrAus were approximately
25 ianer-city hospitals in cities such as New York, Los Angeles, Détroit, and
Chicsgo. According to thz AMA, more detailed information 18 not currently

available about hospltdis where FMGs might be concentrated.
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Table 3
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Available data on the leng:h of time alfen FMG residents remain in the
U.S. 1slvery Iimited.: As noted above, the AMA estimated that 60 percent of
alien FMG residents in training programs in 1984 who were 1isted in the phy-
sician masterfile vere'adnltted as éernanent imaigrants, lndlcatlﬁg that
these per;653>§}oSa$ly {ntend to remain indefinitely and perhaps become U.S.
citizens. Exchange visitor residents (estimated to be 10 percent of alien
FMC residents in training in 1984), on the other hand, are generally required
to return to their homeland upon completion of their training.

i These estimates provide the best avaiiaSle information concerning the
current distribution of alleF FMGs in trafning between the two categories of
immigration status. It should be noted, however, that the AMA was unable to
determine the status of 30 percent of alien FMG residents in training fn 1984.
Thus, even though 60 percent of alien FMGs could be expected to remain in the
U.S., the percentage of alien FMGs who actually do so 1s uncertain. |

‘Some historical data on this question is provided by a study in which the
AMA and the ECFMG examinedia population of FMGs who came to the U.S. and took
their initial ECFMG certifying examination between the yearé l§69 and l9§2'to
deteraine how many of thesg individuals remained in the U.S. Of this popula-
tion, 55,080 were identiffed on the AMA physician masterfile as having received
resfdency training or practiced lnAthe U.S. As indicated in Table‘b. a prﬁlini-
nary analysis of this population shows that 92.9 percent of alien FMCs were
still in the country as of uid-year 1984, and 99.6 percent of USFMGs remained.
It should be noted, however, that many of the alien FMG residents identified
in this study entered the U.S. before enactment of the 1976 Amendments to the
Immigration and Nationality Act (P.L. 94-484) which strengthened the requirements
that alien FMCs must meet to qualify f;r entry and which have made it more dif-

ficult for exchange visitors to temain once their training is completed.
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TABLE 4. Poreign Medical Craduates in the AMA/ECPMG Study Population* Who
Remained fn the U.S. as of Mid-Year 1984--Preliminary Findings

Total study Remaining in the U.S. as

population of mid-year 1984

_ Number Percent
United States ) -
Foreign Medical 19.515 10,478 99.6%
Graduates
Alien Foreign
Medical Graduates 44,565 41,425 92.9%
Total 55,080 51,903 94.2%

#The AMA/ECPMG Study Population is a subset of the candidates for ECFMG cer-
tification who took their first ECFMG exam between the years 1969 and 1982.
The AMA identified 55,080 of these candidates who came to the U.S.

Source: Loft, JD, et al: étofosaional Practice Characteristics of
Poreign Medical Graduates, American Medical Association.
Forthcoming.

Table 5 presents prelfaminary findings of an AMA analysis of foreign medical

S graduates~--both physicians in practice and residents in training=--by country'of

graduatfon as of December 31, 1983. Of the 112,005 FMGs {n the country at the
end of 1983, 71.5 percent were alien FMGs and 28.5 percent were USFMGs. Anmong
alien FMGs, almost 61 percent had graduated from Asian schools, with Indfan
and Philippine graduates representing the largest portion. Graduates of
European schools were the next largest group, representing 17 percent of total
alien FMGs. -

Among USFMGs, graduates of European schools represented 57 percent of

the total, and graduates of Central American and Caribbean schools, the next

largest group, with 27 percent of the total.
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Table 5
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3. Past and Future Physician Supply and Distribution. During the

recent past, there has been a rapid and large increase in the number of physi-
clans in the country. In 1950, there were approxiamately 220,000 M.D.s in the
U.S., representing a ratio of 134 physicians per 100,000 population. In the
ald-1960s, concern was expressed about shortages of physicians and other health
professionals in the natfon. Efforts were made to create more medical schools,
7 fncreuéé clés; iizea iﬁ ue&lc#l schéols;‘gnd éace reatrictlon? oﬁ‘the inflﬁi o
of graduates of foreign medical schools into the country. Consequently, by
1975, the number of M.D.s in the country had increased to 393,742 'or a physi-
cian ratio of 179 per 100,000 population. This number further increased, as
reflected in American Medical Association (AMA) data, to 501,958 physicians

in 1932, resulting in a physician-to-population ratio of 213 per 100,000.

In the 1960s and through 1970, a number of reports attested to the serious-
ness and scope of health personnel shortages. Ag late as 1970, the Carnegie
Commission on Righer Education stated in a report: “"The most serious shortages
of professional personnel {n any major occupatfon group in the United States
are in pealth services.” Among other things, the Commission recommended a
S0 percent increase in first-year enrollmants at medfcal schools to help elimi-
nate a shortage.of some 50,000 physicfans.

In order to alleviate shortages, Congress in 1963 established in Title VIl
of the Public Health Service Act programs of direct Pederal support for health
professions education. Direct Federal support became available for programs
designed to increase enrollments and graduates of health professions schools.
There were also various student assistance programs enacted, including scholar-
ship programs and loan programs and the Natfonal Health Service Corps scholar-
ship program. Under this latter program, students who receive scholarship ‘ﬁ

assistance are then obligated to practice in a health manpower shortage area. -
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When in 1974 the Congress began to consider revision and extension of
health manpower training programs, the need to increase Lhe aggregate supply of
health personnel no longer commanded the attention and concern {t had in prior
years. This was, in part, the result of an awareness that Pedergl support had
provldéd substantial increases in enrollments at health professions schools.
For example, first-year enrollments at medical schools increased from 8,772
in 1963-64 to 14,159 in i973—76. Today, that number is over 16,000.

In addition, in 1974 there were the very first suggestions that the aggre-
gate supply of hedlth professionals would be sufficient in the ncar future.
During hearings before the.Congress in 1974, the Assistant Secretary for Health
of the Department of Health, Education and Welfare estimated that by 1980, the
natfon's supply of physicians would likely be adequate to mect projected re-
quirements for physicfan manpower.

Instead, observers pointed to problems associated with the speciality and
geographic maldistribution of health professionals. The nation still lacked
health personnel i{n many rural and inner-city areas. In addition, there were
thought to be too many surgeons, neurologists, radiologists, and other special-
tsts, and not enough primary care physicians. Congress also perceived thag
health profeséionals could assume more of the cost of their education, since
their educatfon provided them with potentially high-paying careers.

Thus by 1976, Congress had begun to refocus Federal assistance on special
projects which would encourage health personnel to practice in nedlcoll§ under-
served areas, which would increase the number of primary care practitioners,
and which would support other national health professions training objectives.

In addition, in 1976, Congress began to limit financial assistance for students.

e
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In 1980, the Graduate Medical Bducation ﬁational Advisory Commfttee
(GH#NAC) issued its findings on the supply of and requirements for pﬁysiclana
fn the 1990's. GMENAC had been established fin 1976 by the Secretary of the
Department of Health and Human Services (then the Department of Health, Educa-
tion, and Welfare) to study, among other things, the future supply of physicians
_ in the country and the nuaber required to meet the health care needs of the
nation as well as the most appropriate specialty distribution of these physi-
cians.

GMENAC estimated future physician requirements on the basls of an "adjusted
need” for medical services, that is, the quantity of services which expert
medical opinion believes ought to and can be consumed over a specified perfod
of time for persons to stay or become as healthy as possible given existing
wedical knowledge. Through a combination of empirical data and professional
judgment, GMENAC arrived at estimates of appropriate utilization of medical
services. In summary, this approach generated physictian service requirements
as a function of expected national morbidity, firat modified by expert opinion
of what fraction of this morbidity should require medical interveition, and
then modified by estimates of the constraints of the existing health care
system. . o : .

In 1980 when its report was issued, GMENAC estimated that by 1990, there
would be a surplus of 70,000 physicians in the country (536,000 supply, 466,000
required) and by the year 2000, this surplus would increase to 145,000 (643,000
supply, 498,000 required). In the GMENAC report, requirements for six of the
32 specialtléz and subspecialtiec studied by GMENAC were based on a review of
relevant literature and could not be modeled as intensively as the other
specialties beﬁause of timing and resource constraints. Since then, the full

needs-based approach has been applied to these six specialties. The refined
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estimation of these six specialtles resulted in a decrease in the aggregate
physiclan surplus projected by GMENAC from 70,000 to 63,100 more physicians
than required in 1990 (536,000 supply, 473,000 required).

~ A different approach to projecting-supply and requirements for physiclans
has been undertaken by the Bureau of Health Professions (BHPr), Departacnt of
-Health and- -Human Services. --The BHPr modeling approach assumes that recent
patterns of medical services utilizatfon and productivity will continue into
the future. It is described as an "adjusted utilization™ approach because
estimates of requlrerents for physician services are made by adjusting curreént
levels of utilfzation by proje?ted changes in the population, trends in per
capita utiltzation, and other factors. affecting utflization, such as the
prices of services and health tnsurance coverage. The BHPr model estimates
that for 1990 there will be a excess of 35,300 physicians in the country
(594,600 supply, 559,300 required) and an excess of 51,800 physicians in the
year 2000 (706,500 supply, 654,700 required).

It should be noted that even with an overall surplus, the distribution of
physiclan supply relative to projected need varles greatly by specialty. GMENAC
provided estimates of the magnitude of surpluses or shortages in each of the
medical speclalties. As can be seen in Table 6, the specialties projected to
have the greatest surpluses are puimonary-internal medicine, neurosurgery,
endocrinology~internal medicine, and cardiology-internal medicine. Speclalties
with the greatest projected shortages include child psychiatry, physical medi-
cine and rchabfilitation, emergency medicine, preventive medicine, and general

psychiatry.



-3¢

<25
Table 6

Table B-1-28. RATIO X OF PROJECTED SUPPLY 10 ESTIMATED REQUIREMENTS-~1990

Raetio % Requirements Surplus {Shortage)
Shortages
Chitd Feyehlatry . 452 9,000 (4,900)
Physlcal Hediclne and Rehabilitation 60% 4,050 (1,650)
Emergency Medlelne 0% 13,500 (4,250)
.. Preventive Hedleine R oI e 20300 0 (LG TSe)
Ceneral Poychiatry 803 38,500 (8,000)
Near Balance
Therapeutic Radiology 852 2,550 (400)
Anestheslology 902 22,150 (2,000)
Iltematology/Oncology-tnternal Medieine 90% 9,000 {100)
Dermatology 1052 6,950 400
Castroenterology-internsl Medlelne 1052 6,500 400
Osteopathiec Ceneral Practlice tosg 22150 1,150
Fanily Practlice 1052 61,300 3,100
Ceneral lrternal Hedlelne 1052 10,250 3,5%0
Otolaryngology 1052 8,000 500
Pathology 1052 15,900 950
Neurology 105% 8,350 300
General Pediatrice & Subspeclalties 1S 36,400 4,950
Surpluses '
Urology 120% 1,100 1,650
Diagnostlie Radiology - 1352 19,200 6,450
- Orthopedle Surgery . 135% 15,100 5,000
Ophthalmology ... laox 11,600 4,100
Thoracle Surgery - .. ++ 140X 2,0%0 850
Infections Dlseases-Internal Medlelne 1452 2,2% 1,000
Obastetrice/Cyncology 1452 24,000 10,450
Plastie Surgery 14%% 2,700 1,200
Allergy/lemunology-Intecnal Hedlelne - 1508 - o 2,050 1,000
General Surgery 150x 23,500 11,800
Nephirology-Internsl Hedlelne 1752 2,750 2,100
Rhieumatology-internal Hedlelne - B ¥ 13 1,700 1,300
Cardlology-Internal Mediclne 190% 7,1% 1,1%
Endocrinology-Internal Medlelne 190% 2,050 i,800
Neurosurgery 190% 2,650 2,450
Pulmonary-Internal Hedlelne 1952 3,600 3,3%
Ruclear Hedicine N/A 4,300 i N/A

Supply numbers for nuclear medleine are not availabdle,

Noter This table has been revised from the orlginal GHENAC Surenary Finmal Report
(1980) to incorporate the results of the revised requirements for the eix
specialties of anestheslology, neclear medicine, pathology, physlcal
nedicine and rehadbilltation, and dlagnostic and therspeutte radiology,

Zatimates have been toundcd.to nearest 50,

Sources: Raeport to the President and Congress on the Status of lealth Personnel
in the United States, v. 2, U.S. De

partment of Health & Human Services.
May 1984. Table B-1-28, p. B~1-31.
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In its Report to the President and the Congress on the Status of Health

Personnel in the United States (May 1984), the Departmént of Health and Human

Services noted that: “The specialty distribution of health profesgionals
continues to be an area of concern. In particular, there is concern about
~adequate access to the services of prirary care physicians. Although the
number of primary care physicians (genvral/family practitioners, internists,
and pediatricians) continued to increase in recent years, their percentage of

all physicians has remained relatively constant at sbout 40 percent.”

M-8 O—Rj—-2
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B. Nurse and Other Health Professional Education

Nursing education has evolved from what was once prl-drily three years of
hospital-based training to severql curricula which are becoming more closely
affiliated with or sponsored by colleges or universities. While the ¢lassroom
graining i‘dnov4l§r§Afikel§ fo b;“in a ;ollege4otA§n1ver;lfy; h&sﬁl;ai; r&n?in
the primary sites for undergraduate clinical training of nurses. .

Ihre; types of prograas awvarding different credentials prepare their grad-~
uatec'tor licensure as registered nurses: diploma, associate degree, and bac-
calaureate degree programs. Generally, diploma programs are 3 years in length,
and usually based in a hospital. Students in diploma programs usually receive
classroom instruction and three\to four semesters of clinical training, which
takes. place most often fn the general care units of a hospital. Associate
degree programs are primarily 2 years in length and located mainly in junior
or community colleges. Like diploma degree students, those enrolled in associ-
ate degree programs receive classroom instruction and spend three semesters in
clinical training, usually in general care units of a hospital. Baccalaureate
prograss generally require four yéars-of-study, xnc{uding four to five semesters
of clinical training. Most of this training takes place in the critical care
units as well as general care units of the hospital. In addition, a significant
portion of the clinical training of baccalaureate students takes place in com-
comaunity health agencies, hoze health agencies, nureing homes, and other
outpatient settings.

While the total nuaber of State Board-approved nursing education programs
has grown somewhat over the past two decades, the aix of the three types of
prograas has changed dramatically. Of the 1,432 approved programs (with
242,035 students) in 1982, only 20 percent (288 programs with 42,348 iiddehts)
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vere diploma programs compared with 80 percent (900 programs with 94,161 stu-

dents) in 1960; asséi!ate deg;ee progtams accounted for 52 percent in 1982

(742 programs with 105,324 students), up from 5 percent (S7 prograas with

3,254 students) in 1960; and baccalaureate programs accounted for 28 percent in
" 19827 (402 programs with 94,363 students), compared with 15 percent (171 programs

with 20,748 students) in 1960.

Basic nursing education provides a foundation for practice as a régiatered
nurse; however, many advanced nursing positions (for exaaple, clinical special-
ist, supervisor/adsinistrator, or educator) require education and clinical
training beyond the basic level. About 13 percent, or 213,000 registéred
nurses, are eatimated to have gFaduated from academic programs which are beyond
the basfc level. These programs generally consist of clinical trafning as well
as classroom instruction. However, the length and site of the clinical training
required for advanced nursing positions varies by program and specialty. Por
example, amuch of the clinical tralniné of a clinical nurse specialist will
take place in the intensive care unfit of a hospital. A family nurse practi-
tioner, on the other hand, will receive most of his or her clinical training
in a community agency or doctor's offfce. Training beyond the basic level may
or may not lead to a naster's\or other academic degree.

In addftion to programs vhich prepare registered nurses, other pro-
grams prepare students to provide nursing services under the supervision of a
registered nurse or physician as a licensed practical or vocational nurse.

As of October 1982, there were 1,295 State Board-approved programs (with 57,367
students) preparing students to become licensed practical or vocational nurses.
The majority of these programs are located in trade, technicai. or vocational

schools. About three out of ten are in junior or community colleges, while
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some are in hospitals and some in secondary schools. The number of programs
located in hospitals has been declining; some 15 percent of programs in 1971

-

vere in hospitals and only 8 percent in 1981, the last year for which such
data were available. )

~ Other health éro(ngfdna'trainins programs train pharmsacists, adainistra-
tors, technologists, therapists, and others who perforam relatively high~level
health care functions, technicfans and assistants whose duties vary greatly in
complexity, and aides who perfora routine supportive services. Other health
occupations finclude dietitians, physical therapists, speech pathologists,
laboratory technicians, and nuclear medicine technolngists. These, however,
are only a few of at least 140 health occupations. The range of services
rendered by other health professionals 1ncludes'energency services, initial
evaluation, treatment, therapy, testing, fitting of wedical devices, record
maintenance, acute care, !ong-tern care, and rehabilitation.

Because of this variety in function, the scope of other health professions

educatfon is similarly broad, ranging from limited post-secondary training to

post-doctoral training. According to the 1984 Report to the President and

Congress on the Status of Health Personnel in the United States by the Bureau

of Health Professions, Department of Health and Human Services (UMHUS), it is
not possible with certainty to inventory all health training programs, acadesic
and nonacademic, accredited and nonaccredited. However, this report estimates
that in 1979-80, there were approximately 475,000 students enrolled in non-
physician health education programs in all settings, including collegiate and
noncollegiate settings. A 1979-80 survey of coullegiate health prograams indica-
ted that approximately 325,000 students were enrolled in non-physician health
educational programs in collegiate settings. Only rough approximations of en~

rollaents {in programs in other institutions can be made: 65,000 in hospital-based

2o



33

-30-

programs, 40,000 in wilitary programs, and 45,000 in other nonaflitary settings,
such as vocational-technical or proprietary schools.

The leéngth of a program a student must complete to qualify for entry into
non-physician health 6ccupat(ons varies by occupation. However, training for
Aluost he;lth4occu§afion; follows the general model of classroom and clinical
training. For collegfate programs, the most commonly used clinical faciliey
is the hospital. ‘Hovever. many programs are afffliated with other settings;
for example, programs for occupations with both a patient care and health
promotion focus (déntal hygienist and varfous types of therapists) tend to

expose their students to a variety of settings outside the hospital.
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111. HEALTH PROFESSIONS EDUCATION IN HOSPITALS

A. Characteristics of Teaching Hospitals

Clinical training for ;oth undergraduate and graduate health profession§
education in this country is generally conducted in the hospital setting. Ap-
pfoxlnately 18 percent of all U.S. hospitals offer teaching programs, which
vary considerably in terms of their size and diversity. Teaching hospitals
may have programs for the training of physicians (i.e., graduste medical educa-
t;on). nurses, or other health personnel such as dietitiags, emergency medical
technicians, occupatfonal therapists, and physical therapists.

The number of teaching hospitals in the country depends on the definitfion
of teaching hospit}l used. Approximately 1,200 hospitals (18 percent of all
U.S. hospitals) participate in at least one residency program. Approximately
1,100 of these are affiliated with medical schools. However, only about 400
hospitals meet the requirements for membership in the Council of Teaching
Hospitals (COTH) of the Assoclation of American Medical Colleges. These re-
quirements include sponsorship of at least four approved residency prograas 2/
and recommendation for membership by an accredited medfcal school with which
the hospital is affilisted. Although data gathered by COTH from its memders:

represént teaching hospitals with major graduate medical education programs

2/ That is, those accredited by the Accredftation Council for Graduate

'Medical Educatfon or by the Residency Review Committee for the specific clini-

cal specialty.
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and understate the number and variety of teaching hospitals ia the country,
1ittle data about other teaching hospitals exist. _

Major teaching hospitals are generally comfitted to at least three dis-
'ti;ct objectives: 1)-providing patient care; 2) -training health professionals,
and 3) conducting c¢linical researéh. The interrelationships of these three
activities within the teaching hospital create an institution which is in
many vays different from the single purpose non-teaching hospital. These intec-
relatlonehtﬁa also make {t difficult to separate the health professions educa-
tion activities of a teaching hospit#l from {ts other activities, particularly
patient care. Each of these objectives of the teaching hospital is discussed .
in aore detatl below, using 1980 data from the COTH on its meaber hospitals.

1. Patient Care. Major teaching hcspitals tend to be very large
hospitals (75 percent of COTH hospitals had over 400 beds, compared to only 7
percent of non-COTH hospitals). COTH hospitals (75 percent as coapared to 55
percent for non=-COTH hospitals) tend to be organized as nonprofit gq;ig}gp;
COTH hospitals are concentrated primarily in urban areas (97 percent of COTH
hotpitais coapared to 47 percent of non~-COTH hospitals) {n the Northeast region
of the country. COTH hospitals on average eaployed almost six times the number
of full-time equivalent personnel employed in non-COTH hospitals.

Although COTH hospitals represented only 6 percent of all short-term non-
Federal hospitals in 1980, they accounted for 18 percent of admissions, 19 per-
cent of beds, 21 percent of the births, and 30 petcent of the outpatient visits.
Teaching hospitals provide .a wide range of hospital services, many of which
{such as burn care units, organ banks, and open heart sdrgery) are typically
unavailable in nonteaching community hospitals. As a result, patients with

the most severe medical probleas tend to be referred to major teaching hospitals

for the latest techniques and equipment used in patient care.
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Teaching hospitals also have historically played a major role in providing
care for economically df{sadvantaged patients. Although adaitting 18 percent
of the country's patlents.'cbfﬂ hospitals accounted for 25 percent of sll
- Medicaid adaissions. ~1n addition; these hospitals had a higher-than-average
;hare of patient bad debt and charity care (9 percent of patient revenues in
COTH hospitals in 1980 compared to 5 percant {n non-COTH hospitals).

2. Clinical Bducation. The teaching hospital is the setting for

msost of the clinical training for health professions in this country. Accord-
ing to aaerican Hospital Association dat~ for 1983, U.§ hospitals provided
training sites for approxfmately 71,000 medical and dental residents and for
9,000 other trainees, including nurses, technicians, and medic4l students in
their last two years of medical school. In 1983, 1,200 hospitals had residency
programs and 280 had professional nursing schools. In 1980, the 400 COTH
hospitals trained 71 percent of all residents and 36 percent of all aursing

and other health trainees.

Historically, hospitals that provided the opportunity for uedical school
‘graduates to gain practical experienée were not affiliated with, or owned By,
medical schools. Today, however, although free=standing residency programs
aay still be established, s:uffed, and controlled by an individual hospital,
more componly there exists some affiliation botween the medical ichool and
the teachgng hospital. The term “academic health center” !1s been used to
describe a constellation of institutions which provide undergraduste and gradu-
ate training fn ; variety of health professions. An acadeaic health ceater
can fanclude medical schools, teaching hospitals, and often other professional
and allied health schools, biomedical research institutions, ambulatory care

centers, rehabilitation institutes, and health maintenance organizations.
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3. Clinical Research and Applied Technology. Many advances in the

wedical sciences began in the basic research laboratories of universities and
their affiliated hospitals and were then applied to patient care ir clinical
research programs at teaching hospitdls. While most of the nation's clinical
research takes place i3 teaching hospitals, not all teaching hospitals arve
equally involved in medical research. Generally, involvement in medical research
projects is extensive where the hospital's medical staff is coaposed primarily
of full-time faculty physicians. Medical research is typically less extensive
whete the hospital's medical staff is composed of physicians in private practice.
A major comaitament on the part of a teaching hospital to medical research re-
sults in certaln managerial and financial fmplications for the hospital. Por
example, research programs often alter the mix of services and the cost of

care for patients in experimental care programs.
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B. Measuring the Cost of Health Professions Education in Hospitals

The costs of delivering patient care in teaching hospitals are consistently

higher than in non-teaching hospitals. Simple cost comparisons, for example,

show ;hatnin‘19817the average cost of care in COTH hospitals was §$3,28] per - - -

adjusted admission, nearly twice as high as the average of $1,683 in non-COTH
hospitals. These cost dif(crencea reflect aany of the differences in objectives
and other characteristics (such as location and size) batt'een teaching and
non-teaching hospitals which were described earlier in this paper.

Teaching hospitals incur additionel costs because of their educational
activities: faculty, support staff, and residents must be paid; conference and
classroom space amust be included {n the hospital plant; and additional equip-
aent and supplies must be purchased. The costs of these act{vities, known as
the direct costs of health professions education, have been measured by standard
accounting methods. The direct costs of gradgate medical educatfon have been
estimated to be between $1 and $3 billfon na:}onvlde.

The largest component of direct costs {s probably resident stipends and
benefits. The average amount that a COTH member hospital spent on resident
stipends and benefits in 1983-1984 was $3.2 million, or approximately 4
percent of the average COTH hospital's total operating budget. Thus, the
total national expenditure for the direct costs of resident stipends and
benefits in the 400 COTH hospitals was approximately $1.3 billion.

In addition to the direct costs of medical education, teaching activities
have been associated with other costs that have not been measured directly.
These indirect costs can arise from reduced productivity in patient service
departments (e.g., treatment takes longer, demands on other staff are greater),

increased overhead for such activities as the keeping of medical records,
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fncreased complexity of hospital management, and the tendency of resideats to
provide more services and -to order more tests than experiencéd licensed physi-
clans.

In addition, there are other factors that may contribute to the cost dif-~

‘ferences between teaching and nop-teaching hospitals which have not been weas-

ured. These factors, which are also associated with the presence of umedical
education, may include patients who are more severely 111 dbecause the diversity
and sophistication of the services offered in teaching hospitals attracts cases
of greater complexity, more sophisticated and expensive medfical technology
(with pecrhaps the added cost of “idle" time or “standby" capacity for iafre-
quently used services), and higher and more specialized staffing levels.

The indirect costs of health professions educatfon in teaching hospitals
are difficult to separate from total operating costs and to quantify because
patients are-being treated and students are being trained through the same
patfent care activities. Although data show that teaching hospitals have
costs per admission that are twice as high (100 percent higher) as those in
non-teaching hospitals, few studies have attempted to account for this dif-
ference. The direct coits of health professions education programs account
for oﬁfy‘approxinately 10 perceut of the difference in costs between teaching
and non-teaching hospitals. Thus, approximately 90 percent of the difference
remains to be accounted for. Due to the limited analyses of indirect medical
education costs, it 1s unclear how much of the remainder is attributadble to
each of the factors mentfoned.

Using broad estimates from several sources, the total national cost to
hospitals of their health professions education activities ranges from
$4 to $9 billion, with $1 to $3 billion estimated for direct costs and

$3 to $6 billion for indirect costs. These amounts represent approximately
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;‘ one percent to two and one-half percent of the $355 billfon spent nationally
| for health in 1983.
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1v. MEDICAKE PAYMENTS FOR HEALTR PROFESSIONS EDUCATION IN HOSPITALS

A. Overview of Payment Sources for Health Professions Education

A variety of sources exist for financing health professions education.

For undergraduate medical education, support is available for student assis-
tance, primirily through Federal loans and loan guarantees, and Federal and
private scholarships. Medical schools receive financial support from Federal
research awards, State and local governament appropriations, the professional
fees generated by faculty members from their patient cave activities, and
Federal grants available under the Public Realth Service Act for special
education and trafining prograams.

At the graduate medical education level, teaching hospitals recelve
support for health professions education programs primarily through patient
care vevenues received from such payers as Medicare, Medicaid, and private
health plans. For example, according to 1983-1984 data on COTH meadber hospitals
(excluding Veterans Adafnistration hospitals), 81 percent of the funds for
residency stipends and fringe benefits were derived froam patient care revenues.
Other sources included State appropriations earmarked for teaidencf expenses
(5 percent), Veterans Administration appropriations (2 percent), medical
school/university funds (2 percent), municipal appropriations earmarked for
residency expenses (1l percent), and physician fee revenues (1 percent).
Foundation grants and voluntary agencies, NIH, other Federal agencles, endow-

ment income, and other sources of support made up the remaining 8 percent of
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total residency support in teaching hospitals. See the Appendix ;f this
paper for a further-discussion of selected sources of funding for health pro-
fessions education including the Medicaid prograa, prl@ate payers, Titles VII
and VIII of the Publtc ‘Health Service Act, and faculty practlce plans.

) Support of health professlons tralning ln hospttals through patlenf care
revenues has historically been considered appropriate since such training is
produce& in conjunction with patient care. Teaching hospitals have routinely
included the costs of these trafining programs élong with their other expenses
in deteraining thefr total costs of producing hospital services and in setting
their charges for services. Generally, these costs have also.been included in
patient care payments made by organizations that pay for hospital services
(known as third-party payers), including Medicare, Medicaid, Blue Cross, and
the commercfal health fnsurers. Health professlon; education in hospitals has
thus been subsidized by the third-party) payers, who obtain their funds for
patfent care payments from varfous sources, including emsployer/employee payroll
taxes (Medicare), Federal and Staté tax revenues (Medicaid), and eaployer/
enrollee premium payments (Blue Cross and commercfal insurers). As Medicare
Is the single largest payer for hospital care, it also contr{butes the greatest

proportion of funding for health professions education. -

B. Medicare Payments for Health Professions
Education in Hospitals

Since its inception, the Medicare program has recognized in {ts reimdburse-
aents to hospitals certain expenses assocfated with the operation of approved
health professions education programs. Although not required by law, congress-

fonal intent indicated that the Medicare program should pay its share of the
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net cost of education activities conducted in hospitals until the community
undertakes to cover these costs in some other way.

Medicare regulations (CFR, Title 42, Sec. 405.421) indicate that a pro-
vider's (e.g., a hospital's) qlloyable costs for purposes of Med{care reim-
bursement may include the net cost of approved educational activities. Net
cost is defined as a provider's total direct and overhead costs of approved
educational activities (including trainee stipends, compensation of faculty
and other direct and overhead costs, minus revenues the provider receives
from tuftion).

Approved education activities are defined by regulation as formally organ-
ized or planned programs of study usually engaged in by providers in order to
enhance the quality of patient care in an fnstitution. These activities must
be licensed where required by State law; where licensing is not required, the
institution must receive approval froa the recognized national professional
organization for the particuldr activity. Approved p}ograms fnclude medical,
osteopathic, dental, and podiatry internships and residency programs, and
recognized professional and paramedical educational and training prograss in-
cluding cytotechnology, dietetic internships, hospital adainistration residen-
cles, inhalatfon therapy, medical records, medical technology, nurse anesthe-
tists, professional nursing, practical nursing, occupational therapy, pharmacy
residencies, physical therapy, and x-ray technology. The regulations provide
that appropriate consideration will be given by the intermediary and the
Health Care Financing Adainistration to the costs of other educational pro-
graas not fncluded in this list.

Medicare's share of hospitals' net costs of approved education activities

is generally reimbursed under Part A (Hospital Insurance) of the prograa. It
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should be noted, however, that hospitala’ costs of intern and resident services
vhere the intern or resfdent f8 not in an approved prograam are reimbursadble on
a cost basis under Part B (Supplementary Medical Insurance) of the Medicare
prograam: Intern-and resident costs for services provided to hospital out-
patfients are also réfmbursable to the hospital on a cost basis under Part B.

In both these fnstances, the hospital would be paid on the basis of 80 perceat
of the cost of services tendered to Medicare beneficiaries, after recognition
of the baneficiary's deductible ($75 per year). Informatfon on the extent to-

which reiabursement is made under Part B of the program is not readily availiadble.
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1. Payment Under Cost-Based Reimbursement. When the Medicare

program began in 1966, Medicare paid its proportional share of a hospital's
health professions education costs together with other allowable costs under

"Medicare's cost-based method of reimbursement. Over the years, as the Medi-
care program began to establish limits on the amounts {t paid to hospitals,
the costs of medical education received special consideration.

Under authority contained in Section 223 of the Social Security Amendments
of 1972, the Departnent of Health and Human Services (then the Departament of
Health, Education and Welfare) began in 1974 to establish annual cost liaits
on reiambursement of certain raﬁtine hospital costs (primarily, the costs of
room, boarh, and routine nursing care). The higher routine costs of hospitals
with significant medical education activities were recognized by the Medicare
program fn 1975 when an exception to the routine hospital cost lieits was
allowed 1if a hospital could demonstrate that {t exceeded fts cost liamits
because of the costs of ita,educatlonal activities, to the extent that such
costs were atypical compared to those of other similar hospitals.

Recognition was amade of medical education costs, effective with hospital
cost reporting periods which began July 1, 1979, when the direct costs of
approved medical education programs were excluded from the routine costs sudb-
ject to the Medicare hospital cost limlts. The direct medical education costs
were excluded so that the basis on which the cost limits were applfied in teach-
ing and non~-teaching hospitals would be more nearly coaparable.

On April 1, 1980, the Deéart-ent proposed that an additional adjustment
for the indirect costs of medical education prograas be made to Medicare's hos-
pital routine cost limits. The proposed regulations stated that:

Generally, hospitals with approved graduate medical education

programs incur higher per diem operating costs than non-teach-
fng hospitals of si~{lar bed size and geographic location . . : »
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We believe these increases in per diea cost occur because the pro-
vision of graduate medfical education causes increases in certain
types of costs that are only indirectly related to education pro-
grams. + . . To prevent a disproportionate number of teaching
hospitals from being adversely affected by the limits, we have, in
_the proposed schedule, provided an automatic adjustaent for the
costs generated by approved medical education programs. Based on
the data ve used to derive the proposed limits, we have estimated
that a hospital's general inpatient routine operating costs way
be expected to increase by a factor of .047 (4.7 percent) for
each increase of .1 (above zero) in the ratio of its full-tiwe
equivalent (FTE) interns and residents (in approved programs) to
fts nuaber of beds. 3/

It should be noted that the proposed regulations stated that to obtain
this adjustment, a teaching hospital would not be required to identify expli-
c¢itly the costs for which the ad justaent was being made. JInstead, the hospital
would be required to report only its nuaber of full-time equivalent {nterns and
residents in appréved programs (i.e., those employed more than 35 hours or more
per week and one-half of those employed less than 35 hours per week in the hos-
pital) which, togethtr with the hospital's bed size, would be used to compute
the percentage by which the hospital's reimbursement limit would be increasad.
This medical education adjustment, which later became known as the indirect

medical education adjustaent, became effective for hospital cost reporting

periods which began on July 1, 1980.

The Tax Equity and Fiscal Responsibility Act of 1982 (P.L. 97-248, known
as TEFRA) aade certain changes in the hospital routine cost limits, {ncluding
expansfon of the limits to cover total inpatient operating costs (not just
routine costs) so that ancillary and special care unit costs were included.

Because more of a hospital's costs were novw included under the limits, the

3/ Pederal Register, April 1, 1980, p. 21584.
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linits effective for hospital cost reporting periods beginning on October 1,
1982, included an increase in the percentage smount of the indirect medical
education ad justment from 4.7 percent to 6.06 percent.

" TEFRA also created & new cSiling on the allovable annual rate of increase

fn total inpatient operating costs per case for inpatient hospital services.

As with the hospital cost limits, these new rate-of-increase limits excluded

the direct costs of approved health professions education progrsas.

2. Payment Under the Prospective Payment System. Title VI of the

Social Security Amendments of 1983 (P.L. 98-21) established a new aethod of
hospital payment by the Medicare prograam, known as the Prospective Payaent
Systea (PPS). Effective for hospital cost reporting periods that began on or
after October 1, 1983, the Medicare program has been paying hospitals, with
certain exceptions, according to predeterained rates for each of 468 Diagnosis
Related Groups (DRGs), rather than on a cost basis. The prospective payament \
legislation and regulations, however, continue to provide for special treatment

of direct and indirect aedical education costs.

a. Direct medical education costs under PPS. The direct costs

of medical education in hospitals are excluded by law from the Prospective
Payment System and are paid for separately on the basis of reasonable costs.

In its December 1982 report to Congress proposing a hospital prospective payment
system for Medicare, the Department favored excluding the direct costs of
approved medical education programs from the prospective rates and relmbursing
thea on the basis of reasonable costs. As stated in the report: “rIhis ap-
proach will assure that the base rate is related to a patient care outcome and
not significantly {nfluenced by factors whose existence {s really based on

objectives quite apart from the care of particular patients in a particular

0y



R v

48

45

hospital. This approach will allow for continued Federal support of medical

education through the Medicare program wvhile clearly identifying that support

_ a8 separate froa patient care.” &/

b. Indirect medical education costs under PPS. P.L. 98-21 re-

quires that additional payaents be made to honpitalslfor the {ndirect costs

of amedical education, computed in the same manner as the adjusteent for in-
dfrect medical education costs was calculated under the Medicare hospital cost
limits, except that the educational adjustaent factor would be doubled. The
Senate Finance Committee report on the Social Security Act Asendments of 1983
fndfcates that the ad justment for fndirect medical education costs is only a
proxy to account for a number of factors which may legitimately increase costs
in teaching institutions. The report also states:

This adjustaent 1s provided in the light of doubts (explicitly
acknowledged by the Secretary fin his recent report to Con-
gress on prospective payment) about the adility of the DRG
case classification system to account fully for factors such
as severity of illness of patients requiring the specialized
services and treatment programs provided by teaching fnstitu-
tions and the additional costs assoctated with the teaching of
residents. The latter costs are understood to include the
additional tests and procedures ordered by residents as well
as the extra demands placed on other staff as they participate
in the education process.

The comaittee eanphasizes its views that these indirect teach-
ing expunses are not to be subjected to the same standards of
“efficiency” {mplied under the DRC prospective system, but
rather that they are legitimate expenses fnvolved in the post-
graduate medical education of physicians which the medicare

4/ U.S. Department of Health and Human Services. Report to Congress.
Kospital Prospective Payment for Medicare. Dec. 1982, pp. 47-48.
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prograa has historically recognized as worthy of support under

the reiaburseaent systea. 3/

As required by lav. the Secrotary conputed the lndtrect adjuttnent factor
“1n the same -anner as had been done prevlously. however, the Secretary used
|more recent data than had dbeen used in waking the computation under TEFRA. As
& result, the payment for indirect medical education costs equals 11.59 percent
(not 12.12 percent, double the previous 6.06 ad justment factor) of the Pederal
portion of a hospital's prospective payaent for every 0.1 in the hospital's
ratio of full-time equivalent (FTE) interns and residents to {ts bed size. Re-
gulatfons defined the nusber of FTE interns and residents to be the sum of the
number of fnterns and rbstd;ntq enployed by the hospital for 35 hours or wore
per week, plus one-half of the nuaber of ingerns—und- resfdents working less
than 35 hours par week. Por cost reporting perfods beginning on or after
October 1, 1984, {nterns and rvesidents are not rcqulred to be eaployees of the
hospital in order for the hospital to quallfy for the indfrect medical education
ad justment. Hospitals are now required to document each intern or resident
providing services at the facility by name and Social Security nuaber and the

nuaber of hours the Lntern or resident works at that hospital.

e c———————

5/ U.S. Congress. Senate. Soclal Security Amendaments of 1983. Report
to Accompany S. 1. March 11, 1983. Washington, U.S. Govt. Print. Off., 1983-
(98th Congress, lst Session. Senate Rept. No. 98-23), p. 52.

Ta ~
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3. Cosct to Medicare of Health Professions Education in Hospitals.

Estimates from the Health Care Financing Adeinistration presented at the
April 3, 1985, hearing on Federal support for medical education held by the
Subcommittee on Health and the Environment, House Committee on Epersy and
Commerce, indicate that Medicare expendftures for health professions education
vill total approximately $2.7 billion in F¥Y86, $1.3 billion for direct costs
and $t.4 billion for indirect costs. Medicare is the single largest payer
for health professions education in hospitals, contributing approximately
one~-third of the total.

Health Care Financing Administration data from the 1981 Medicare hospital
cost reports trended forward to FY86 indic:te that approximately 70 percent of
Medicare payaents for direct medfcal educstfon costs are for intern and resident

prograns, 20 percent for nursing programs, and 10 percent for other programs.



51

-48-

V.  SUMMARY OF S. 1158

S. 1158, introduced by Senators Dole, Durenberger, and Bentsen on May 16,
1985, amends Section 1861(v)(l) of the Socfal Security Act with respect to
Medicare's payments to hospitals for the direct costs of approved educational

activities. The bill consists of four major provisions.

A. One Year Freeze

Medicare's payments to hospitals for the direct costs of approved educa-
tional activities would be frozen for one year. For each hospital, the aamount
recognized as reasonable for such costs in the “"freeze accounting period”
(1.e., the hospital's first cost accounting period which begins on or after
July 1, 1985) could not egceed the amount recognized as reasonable during the
"base accounting perfod” (i.e., the hospital's most recent cost accounting
period ending prior to July 1, 1985). Any salary or wage increases and any
cost center shifting or reallocation implemented after May 1, 1985, woulq be
disregarded. For each hospital whose cost accounting period does not begin
on July 1, the Secretary would be required to increase such hospital's base
amount for educational activities by an appropriate factor to reflect general
increases in the costs of approved educational activities which occurred
between the end of the hospital's base accounting period and the beginning of
its freeze accounting period, disregarding any increases in salary or wages

after May 1, 1985.
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B. Residency Limitation

A limit would be placed on the number of years of residency training
which would be financed by the Medicare program. Beginning July 1, 1986,
the Medicare progran would not recognize hospital costs. incurred for an intern
or resident whose training exceeds the lesser of (a) 5 years, or (b) the aini-
mus number "of years of formal training necessary to satisfy the requireaents
for 1nftfal board eligibility fn that fntern or resident's chosen specfalty.
After July 1, 1989, if the number of years required for training in a particular
specialty has changed, the Secretary could, after consultation with tﬁe Ac-
creditation Council on Graduate Medical Education, modify the nuaber of years

for which Medicare would meke payment, not to exceed 5 years.

C. Foreign Medical School Limitation

The Medicare program would no longer reimburse hospitals for the training
costs of non-U.S. citizens who are graduates of foreign medical schools. Be-
ginning July 1, 1986, the Medicare program would not recognize hospital costs
fricurred for interns and residents who are nefther graduates of an accredited
school of medicine (or accredited school of osteopathy, dentistry, or podiatry)
located in the United States or Canada nor a citizen of the United States or

Canada.

D. Required Studies

The bill requires that two studies be undertaken. The Secretary of
Health and Human Services would be required to study approved educational

activities related to nursing and other health professions which are paid for
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~by-the Medicare program, and to report the study findings to Congress prior to
Deceaber 31, 1986. This study should identify the types and numbers of such
prograas and the number of students supported or trained under eaéh prograa;
the fiscal and7g§pin§§§ratlve telgFtonﬁhlps between the hospitals involved and
the schools with which the programs and students are afflllated:rand fhe typesr
ard asounts of expenses of such programs for which refmbursement is made, and
the financial and other contributions which accrue to the hospital as a con-
sequence of having such prograas.

The second study required by the bill, to be conducted by the Comptroller
General and reported to Congress prior to December 31, 1986, would be a study
of the difference between the amounts paid by the Medicare program for inpatients
fn teaching hospitals and for comparable inpatients in non-teaching hospitals.
This study must {dentify the components of such payments (including inpatient
hospital services, physicians' services, capital costs, and direct and fndirect
teaching costs) and amust, to the extent feasible, account for any differences
between the amounts of the payment components in teaching and non-teaching
settings. The study must, to the extent feasible, control for differences in
severity of 1llness levels, area wage levels, levels of physician reasonable
charges for like services and procedures, and for other factors which could
affect the comparabflity of patients and payments between teaching and non=-

teachlpg settings.
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-APPENDIX--OTHER SOURCES OF FUNDING FOR HEALTH PROFESSIONS EDUCATION

A. Medicaid

Medicaid 1s a federally aided, State-operated and adainistered program of
medical assistance for low-income persons. Until the passage of P.L. 97-35
(the Ounibus Budget Reconciliation Act of 1981), States were required to reim-
burse hoapitals on a reasonable cost basis as defined by Medicare. VUnder rea-
sonable cost reimbursement, the direct and indirect costs of health education
programs were included by hospitals in their total reasonadble costs, which were
then reimbursed by the State ﬂedlcalé programs for services provided to Medi-
caid recipients.

P.L. 97-35 gave States considerable leeway in establishing the method and
level of hospital reimbursement of their ;holce, within certain broad Federal
requirements. Approximately half the States are still using the forwer reason-
able cost-based method of reiabursing hospitals or a variation derived frra
reasonable costs as forn;rly defined by Medicare. Although no studfes exist
on Medicaid payaents for health professions education costs, presumably in
these States the costs to hospitals of health professions education progranms
are being refmbursed efther as a reasonable cost or as a component of the
base on which a variation of reasonable cost reimbursement is built.
| Other States have established alternative Medicaid hospital reimburse-
sent systeas, including prospective payment systeas which apply to all payers
for hospital care in the State (Maryland, Massachusetts, New Jersey, and New

York), prospective payment systeas using diagnosis related groups (Michigan,
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Ohio, Pennsylvania, and Utah), and other types of hospital payment systems,
including contracting with f{ndividual hospitals (Arizona and California).
Some of these systems specify how medical education co;ts are to be treated.
In general, it appears that direct wedical education costs are either passed
through and refabursed on a reasonable cost basis or they are included in a
per diem or per adaission rate paid to the hospital. The indirect costs are
generally not treated separately but are faplicitly included in the total
rate paid to a hospital.

The Health Care Financing Administration has fndicated that a rough esti-
mate of total FY86 Medicaid payments for direct medfcal education is $400 mil~
1ion of which the Federal share would be $250 aillfon. No estimates are

available on Medicaid payments for indfirect medical education.
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8. Private Payers

Since teaching h@hpitals h;ve historically included the costs of health
professions education in their total coqts apq their cha;ges fo( patient care,
the prlvnte\pn)era for ho;pltal services (including Blue Cross, commercial
‘health insurers, prepaid health plans, and private paying patfents) have
traditionally financed such activities through the payments they make for
patient care.

The Blue Cross and Blue Shield Associatfon's 1978 Policy Statement on
Payaent to Health Care>lnstltutlons states that . . . the cost of community
services, such as research and education, should be borne primarily by the
conubnlty with participation by purchasers occurring only after negotiation.”
Since medical education dbenefits society as a whole, the costs associated with
medical education are considered the responalblfity of the community. The
Blue Cross plans generally are expected to obtain medical services for thetr
subscribers at the best possible price. Additional costs above those required
to pay for necessary and reasonyLle medical services are to be paid only
after negotiatfon with the parties involved. However, historically, Blue
Cross plans have paid for health professions education costs in the context
of paying hospitals their costs or charges for patient care services.

The higher cost of care at teaching hospitals compared to non-teaching
hospitals puts them at a disadvantage as various private payers begin to make
changes in their payment methods in order to control costs. Such payment
changes {nclude paying a prospectively-established fixed rate for patient care,
and negot Lating contracts with hospftals offering a lower price than their com-

petitors (i.e., a preferred provider organization, or PPO). The higher costs

of teaching hospitals may mean that under fixed-price payment systems they
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will not be paid as large a percentage of their costs as will lower-cost non-
teaching hospitals. Or {t may wean that under negotiated payment schemes,

teaching hospitals will not be able to compete with lower-cost non-teaching

hospitals for contracts.



58 i

~55-

C. Title VI1 of the Public Health Service Act (Health Professions
Education)

Since {ts firsat author;zation 22 years ago, support under Title VII of

the Public Health Service Act has shifted from its original eaphasis on fncreas-
ing, in the aggregate, the natfon's supply of health -inpover toward directing
available support to programs which are intended to address specific problems,
such as the geographic an& specialty maldistribution of health personnel.
Today Title VIl funds, among other things, a number of special purpose projects,
fncluding primary care trainfng programs; programs to provide training opportun~
ities for students in underserved areas that are geographically removed frowm
the main site of a health professions school (the Area Health Education Center
program); a varfety of curriculum development projects, including gerfatric
training projects; public health and health adainistration trggpln§; ;ﬁéﬁ;ro-
grans to fdeat{fy, recruit, and enroll minority and economically disadvantaged
students wishing to pursue health careers.

One of the major areas of Title VII support in recent years has been pri-
mary care training, with assistance provided for_(l) the establishaent of family
medicine departaments in medical schools; (2) residency training programs in
schools and hospitals for family medicine and general dentistry; and (3) resi-
dency training prograQs fn schools and hospitals for general internal medicine
- and pedfatrics. Of the $143 million appropriated for Title VII programs in
FY 1985, $62 atllion, or 43 percent, was provided for these three prograams.
According to the Bureau of Health Professions fn the Departament of Health and
Huaan Services, a breakdown of grants made in FY 1984 to schools and hospitals
under the latter two of these programs shows that, for family medicine residency

training, hospitals received $9.4 million (average award $133,372) and schools
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(medical and oteopathic) received $10.3 million (average ;Qurd $117,571). For
general internal medicine and pediatrics training in FY 1984, hospitals received
§2.7 million (average award $176,733) and schools (medical and osteopathic)
received $11.9 million (average award $201,136).

Congress has funded primary care programs in order to encourage training
opportunities in such fieids as family medicine, internal medtcine, and
pediatrics. It has been néted that, compared with other specialty training
programs, primary care prograas receive less revenue from patient care services
and research grants and loans and thus have' greater difficulty f{n financing
the’r costs. For the last several years, approximately 39 percent of profes-
sfonally active M.D.s have been in the primary care specialties of family
practice, internal medicine, and pediatrics. 1In 1982, the ratfo of primary
care physicfans per 100,000 population stood at 74, compared with 117 per
100,000 population for all other medical and surgical apecialtles. Since
1970, the ratio of primary care physicians per 100,000 population has in-
creased from 56 to 74 in 1982, or by 32 percent. For all other medical and
surgical specialties, this ratio has increased from 92 to 117 per 100,000,
or by 27 percent.

Additionally, Congress has provided support for a nuamber of programs which
are intended to address problems associated with the geographic maldistribution
of health professionals. These programs, such as Area Health Educatfon Centers
(AHECs) and primary care training programs (including physician assistants
training programs), are intended to provide incentives for health professions
schools to establish and operate training prograas which aight ultimately
increase the nuaber of health personnel practicing in medically underserved
areas. The AHEC program, in part, estabiishes training opportunities for
students in underserved areas that are geographically removed from the amain

site of the health professions school. In addition, studies have indicated
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that primary care specialists, especially genersl family practitioners, tend
to establish their practices in médically underserved areas more often than
other speciaslists. Thus, _increasing the nation'a-sdpply of primary care
physicians is one way of laproving access to health care in previously un-

gerved or underserved areas.
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D. Title VIII of the Public Healt: Service Act (Nurge Training)

_Funding authorized under Title VIII of the Public Health Service Act for
nurse training programs has provided Federal support for nursing schools and
students since 1964. Congress consolidated and expanded programs of support
for nurse education in Title VIII in response to perceived shortages of pro-
fessional nurses in the country. When originally enacted, Title VIII provided
Pederal support which was intended principally to increase the aggregate supply
of registered nurses in the country. It did so by encouraging nursing schools
to fncrease their enrollaents aéd graduates. In 1964 there were 550,000
registered nurses in the country; today there are approximately 1.6 million.

As supply increased, Federal support for Title VIII has been reduced. In
1980, $100.3 million was appropriated for Title VIII programs. In 1985, $50.3
uillion was appropriated. In addition, available support has shifted ite eapha-
sis from {ncreasing aggregate supply to targeting support on educatfon prograas
vhich, aaong other things, 2llow nurses to receive advanced degrees and train
thea for specific roles in the nursing profession.

A 1983 Institute of Medicine study found that, while in the aggregate
there i{s not a significant national shortage of generalist registered nurses,
shortages do occur unevenly throughout the nation in different geographic
areas, in different health care settings (especially those that serve the
econoaically disadvantaged), within institutions, and in particular areas
of specializatin within nursing.

Today, Title VIII supports a special projects prograa which has among
fts purposes ()) iwproving the supply and distribution of nurses in geographic

areas, in the varfous specialties of nursing, and in health care institutions;

-0 O—85——3
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(2) recruiting and retaining minorities and economically disadvantaged indi-
vidusls in schools of nursing; and (3) strengthening curriculusm in areas such
4 ;o geriat}ic andriohg-ternrcat;, heaith pramotion, and Jisease éreventiod.

It also provides support for advanced nurse training programs which train
nurses to become educators or clinical specialists, or to serve in adoinistra-
tive or supervisory capacities. Observers have noted that since the establish-
nent of Title VIII, the demand for nurses with advanced degrees has contirued
to be greater thaé the ability of schools to prepare nurses of advanced levels
to work as educatérs. clinical specialists, adainistrators, and supervisors.

Title VIII also provides support for the training of nurse practitioners.
Nurse practitioners receive advanced training to provide primary care services
vlthoui the fmmediate supervision of a physician and often do so in medically
underserved arcas. Studies have indicated that nurse practitioners provide

cost-ef(éétlié care and increase the productivity of medical practices.
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B, Faculty Practice Plans

Faculty practice plans (also called medical practice plans) are formal
agreewents among medical school clinical faculty to pool their professional
income to augment the budget of the medical school so that these funds can
be reallocated for a variety of purposes which in general would enhance the
quality of the educational or patient service programs. Henber:hlb in practice
plans {s typically limited to clinical faculty who receive compensation for
services to patients and who are full-time faculty at the school. Membership
in a practice plan is required of all full-time clinical faculty in nearly all
public medical schools and {n 80 percent of the private schools.

The msjor use of practice plan income is to supplement téachlns‘faculty
salaries. Fringe benefit packages for faculty are snother major use of plan
funds. The plans also fund malpractice insurance, professional acaberthips and
dues, and professional travel. Plan funds may also be used for clinjcil acti~
vities including clinical space, nursing and clerical staff, outpatient medical

records, supplies, and other clinical support.

The 1984 Council of Teaching Hospitals (COTH) Survey of Housestaff Stipends,

Benefits, and Funding (Association of American Medical Colleges) indicates that

for 1983-1984, physician fee revenues (i.e., faculty practice plans) were the
) source of funding for a small percentage (0.6 percent) of the costs of re;ldenta'
stipends and fringe benefits in cbrn hospitals nationwide (excluding Veterans
- Adainfstration hospltaii)- H;uever. for clinical fellows (f.e., individuals
vho have completed residency training in such general areas as fnternal medicine
or pediatrics and continue their training to specialize in fields such as cardi-

ology or gastroenterology), physician fee revenues represented 9 percent of

total stipend and fringe benefit support.
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To amend title XVIHI of the Social Security Act with respect to Medicare
payments for direct costs of approved educational activities.

IN THE SENATE OF THE UNITED STATES

May 16 (legislative day, APRIL 15), 1985

Mr. DoLE (for himself, Mr. DURENBERGER, and Mr. BENTSEN) introduced the
following bill; which was read twice and referred to the Committee on Finance

A BILL

To amend title XVIII of the Social Security Act with respect to
Medicare payments for direct costs of approved educational
activities.

Be it enacted by the Senate and House of Representa-

o

tives of the United States of America in Congress assembled,

w B

That (a) section 1861(v)(1) of the Social Security Act is
amended by adding at the end thereof the following new sub-
poragraph:

“(P) Payments relating to the direct costs of approved
educational activities at hospitals shall be made in accordance

with the regulations in effect on January 1, 1985, except as
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- follows:
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“(@i) For a hospital’s first cost accounting period
which begins on or after July 1, 1985 (the fresze ac-

counting period), the amount of such costs recognized

as reasonable by the Secretary shall not exceed the -

amount so recognized with respect to such hospital for
such hospital’'s most recent cost accounting period
ending prior to LJuly 1, 1985 (the base accounting
period), disregarding any salary or wage increases, and
any cost center shifting or reallocation, implemented
after May 1, 1985. If a hospital’s cost accounting peri-
ods do not begin on July 1, the Secretary shall in-
crease the limit established under the preceding sen-
tence by an appropriate factor to reflect general in-
creases in the costs of approved educational activities
which took place between the end of the hospital’s
base accounting period and the beginning of its freeze
accounting period, disregarding any increases in sala-
ries or wages after May 1, 1985.

“(ii) Effective on and. alter Juiy 1, 1986, the Sec-
retary shall not recognize as reasonable any such costs
incurred with respect to any intern or resident-in-train-
ing for years in training which exceed the lesser of—

“(I) five years, or
‘“(IT) the minimum number of years of formal

training necessary to satisfy the requirements (as
’
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specified in the 1985-1986 Directory of Residency

Training Programs published by the Accreditation

Council on Graduate Medical Education) for ini-

tial board eligibility in the particular specialty for
which such intern or resident-in-training is pre-
paring, or, after July 1, 1989, in the event tha.t
the required number of years in training increases,
the number of years which the Secretary may
specify, after consultation with the Accreditation

Council on Graduate Medical Education.

“(iii) Effective on and after July 1, 1986, the
Secretary shall not recognize as reasonable any such
costs incurred with respect to any intern or resident-in-
training who is neither a graduate of an accredited
school of medicine (or accredited school of osteopathy,
dentistry, or podiatry) located in the United States or
Canada, nor a citizen of the United States or
Canada.”.

(b)1) The Secretary of Health and Human Services

shall conduct a study with respect to approved educational

activities relating to nursing and other health professions for

which reimbursement is made to hospitals under title XVIII

of the Social Security Act. The study shall address—

oSN s
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(A) the types and numbers of such programs, and
number of students supported or trained under each
- program; S
(B) the fiscal and administrative relationships be-
tween the hospitals involved and the schools with
which the programs and students are affiliated; and
(C) the types and amounts of expenses of such
programs for which reimbursement is made, and the fi-
nancial and other contributions which accrue to the
hospital as a consequence of having such programs.
(2) The Secretary shall repor( the results of the study to
the Congress prior to December 31, 1986.
(c)(1) The Comptroller General shall conduct a study of

the difference between the amounts of payments made under

P
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title XVIII of the Social Security Act with respect to inpa-
tients in teaching hospital settings and the amounts of such
payments which are made with respect to comparable pa-
tients who are treated in a nonteaching hospital setting. Such
study shall identify the components of such payments (includ-
ing payments with respéct to inpatient hospital services, phy-
sicians’ services, and capital costs, and, in the case of teach-
ing hospital patients, payments with respect to direct and
indirect teaching costs) and shall account, to the extent feasi-
ble, for any differences between the amounts of the payment

components in teaching and nonteaching settings.
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(2) In carrying out such study, the Comptroller General
may utilize a sample of teaching hospital patients and any
other data sources which he deems appropriate, and shall, to
the extent feasible, control for differences in severity of ill-
ness levels, area wage levels, levels of ‘physician reasonable
charges for like services and procedures, and for other factors
which could affect the comparability of patients and of pay-
ments between teaching and nonteaching settings. The infor-
mation obtained in the study shall be coordinated with the
information obtained in conducting the study of teaching phy-
sicians’ services under section 2307(c) of the Deficit Reduc-
tion Act of 1984.
(3) The Comptroller General shall report the results of
the study to the Congress prior to December 31, 1986.
0]
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OPENING STATEMENT OF SENATOR BoB DoLE

First, I want to take this opportunity to thank the distinguished Senator from
Minnesota for his role in initiating the discussions that have brought us here today.
We have clearly benefited from the debate stimulated br his earlier legislative initi-
ative addressing Medicare financing of graduate medical education.

While there can be no question that we have committed ourselves to the task of
reducinthhe Federal deficit, we must do so in a manner that protects those who
. rely on Medicare for their present and future health care needs. For this reason, ]
wish to make it clear that the Medicare Pr m should for the foreseeable future
continue its commitment to graduate medical education—which includes the train-
ing of physicians, nurses and other allied health personnel.

owever, while committed to continuing our role in this important process, we
mustn’t overlook the need to rethink our methods of funds nor the necessity for re-
ducing our expenditures in a reasonable fashion. It is for these reasons, we intro-
duced S. 1158, It is for these same reasons that we hope to introduce subsequent
legislation which addresses indirect medical education expenditures.

Our legislation tries to place some limits on direct medical education expenditures
without being overly directive. This Senator does not believe that Medicare funding
policy should be used to specifically direct health manpower distribution; however,
we cannot afford to ignore the incentives created by an open-ended payment. We
believe a limit of 5 years or to the point of board eligibility will ei .ourage the vari-
ous specialty boards and those responsible for the design of residency programs to
examine carefully any move to further lengthen residency programs, while not
mandating that any specific changes take place. We believe this to be far more logi-
cal than an approach which requires that a specific number in a particular specialty
be trained, or cuts off entirely funding for another group. Medicare beneficiaries
clearly benefit from a wide raer:ﬁe of specialists

The funding of graduate medical education is a complex subject. Numerous issues
require our attention. For example, financing reform of institutional costs which
result from the presence of a teaching program cannot be isolated from issues sur-
rounding part B reimbursement of-supervising faculty. Fiscal and other relation-
ships among teaching hospitals, medical residents, faculty, and medicare benefici-
aries must be carefully considered. Any changes in medicare part A must also take
into account ‘possib!e effects on part B. Payment of residents’ stipends is a relatively
inexpensive form of reimbursement, if we were to alternatively allow billing under
Part B, the costs might escalate dramatically. In addition, we must increase our un-
derstanding of how our reimbursement effects nursing and other health professions.
There are also questions of supplgoand distribution with respect to these groups.

I am pleased to be joined by both Senator Durenberger and Senator Bentsen in
working toward legislation that asserts our commitment to graduate medical educa-
'tli:m a'lli‘?n aéso contributes to the goal of long term solvency of the Health Insurance

ust Fund.

I extend a welcome to the witnesses who are here to testify before us today. I
know you have a great deal to contribute and I look forward to our workini togeth-
er. You represent many viewpoints that will certainly help us to craft a bill that
addresses many of our common goals. Thank you for coming.

OPENING STATEMENT OF SENATOR BENTSEN

Mr. Chairman, I want to thank you for scheduling this hearing on the future of
Medicare funding of Graduate Medical Education and S. 1158 in particular. As an
g(i’ginal cosponsor of the bill, I am acutely interested in the testimony we will hear

ay.
Under current law, fiscal year 1986 payments for teaching costs will exceed $2.7
billion, making Medicare the single largest sonrce of health education funding in
the country. Accordingly, the Administration’s bud%et proposals are designed to
reduce suﬁrort for teaching costs by approximately $3.5 billion over the next three
{ieare clqu exert a significant degree of influence over the future of health educa-
on policy.
It F:my hope that S. 1158 will serve as a catalyst to stimulate programmatic as
well as budgetary discussions among medical educators, administrators to training
programs, Members of Congress and representatives of the Executive Branch. The
strengths of this bill include neutrality on the question of manpower, adequate tran-
sition time where policy changes are called for, a firm commitment to continued
Federal support of medical training, and carefully crafted studies designed to elicit



~ 10

the information necessary to further refine the system in the future. However,
modifications to improve the bill may be desirable, and I look forward to learning
the witriesses views on several unresolved issues including: alternative sources of
funding for residents no longer supported by the Trust Funds, the advisability of
permitting residents to bill under Part B, and the anticipated effect of direct pay-
ment to residents on the quality and cost of care.

Recognizing that we must reevaluate Federal fihancial commitments in virtually

- all areas of expenditure, I am gratified that most of the witnesses who will appear

before us today have indicated their willingness to eng&ge in constructive efforts to
streamline medical education programs supported by Medicare, including consider-
ation of budgetary reductions.

STATEMENT OF SENATOR GEORGE J. MITCHELL

Mr. Chairman, | comme:d you and our colleagues Senator Dole and Senator Bent-
sen on the introduction of your legislation which addresses the issue of direct costs
of medical education under the Medicare Program.

As members of this subcommittee are well aware, Medicare’s financial contribu-
tion to graduate medical education is a substantial one. In fiscal year 1985, subsidies
for direct medical education costs for resident training alone is projected to be ap-
proximately $925 million. The total amount for all the professions covered, includ-
ir:sxrhysicians, nurses and allied health care personnel may approach the neighbor-
hood of $1.3 biltion.

In a time of rapidly escalating health care costs the federal government must re-
evaluate its open-ended funding of graduate medical education. While we recognize
the significant role federal support of medical education has traditionally played in
improving and maintaining the quality of care for Medicare beneficiaries, the time
has come to carefully examine the current and future needs of the nation for physi-
ci}tlanq, and the proper role of the federal government in subsidizing the education of
physicians.

‘fhe supply of physicians has increased dramatically since 1965 when the Medi-
care Program began. We now face a growing surglus of medical doctors, perhaps as
many as 35,000 by 1990. While we are aware of this increasing surplus, we continue
to provide a substantial federal subsidy for the education of physicians; currentl
over 73,000 residents are being trained in this country with the support of the Medi-
care program.

I believe we must find a wag to continue to encourage young men and women to
enter the medical profession but with an eye on the needs of the nation’s health
care. As a Senator from a rural state, I am very concerned about the shortage of
physicians in remote areas of Maine. Rural communities such as Calais, Maine
cannot find a physician willing to live in that area and work for what can only be
viewed by the medical profession as a very low income, to replace the retiring
family practitioner who has served the area for generations.

1 believe there is a role for the federal government to play in the support and
training of graduate medical students. I also believe that we must carefully examine
where the need for physicians is in terms of medical specialties and geographic loca-
tions.

- I'look forward to reviewing the testimony presented at this hearing and to work-
ing with my colleagues on the Subcommittee to find an improved system of support
for graduate medical education which will better serve the needs of health care of
persons in all parts of this country.

Senator DURENBERGER. The hearing will come to order.

Since its inception, Medicare has paid hospitals for its share of
the cost of training physicians, nurses, and other health profession-
als, and in the last few months we have all become familiar with
that provision of the 1965 act which reads as follows:

Many hospitals engage in substantial educational activities, including the trainin,
of medical students, internship and residency programs, the training of nurses, an
the training of various paramedical personnel. Educational activities enhance the
quality of care in an institution, and it is intended, until the community undertakes
to bear such education costs in some other way, that a part of the net cost of such
activities (including stipends of trainees as well as compensation of teachers and
other costs) should be considered as an element in the cost of patient care, to be
borne to an appropriate extent by the hospital insurance program. '
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That comes out of this committee, which accompanied H.R. 6675,
the purpose of which was to provide a hospital insurance program
for the aged. ) -

Obviously, the Chair of this subcommittee would put the accent
on the time elements of the commitment, and it is intended “until
~the community undertakes to bear such education costs-in some
other way, that a part of the net cost of such activities”’—et cetera.

In light of the changing nature of health care delivery, financing,
and the Medicare Program, it is an appropriate time to revisit this
20-year-old policy.

I have been joined by Senators Dole and Bentsen in sponsoring a
bill, S. 1158, which revises Medicare policy toward the funding of
hospital-based clinical training and makes this policy more rele-
vant to current conditions in the health care system.

Today’s hearing will focus on the four major issues that S. 1158
raises: the future of Medicare’s traditional open-ended reimburse-
ment for its share of the direct cost of hospital-based clinical train-
ing; the limitation of Medicare payment to its share of the residen-
cy training required for initial board-eligibility; the termination of
Medicare payment of the cost of training graduates of forei%n med-
ical schools who are not citizens of the United States or Canada;
and the reevaluation of Medicare policy toward the support of hos-
pital-based training for nurses and other health professionals.

The witness list for this hearing today is impressive, and it is
representative of the array of organizations interested in and
knowledgeable about the training of health care professionals and
teaching hospitals.

The testimony we hear today will provide solid information upon
which the Finance Committee can base its consideration of the pro-
posals included in S. 1158. My colleagues and I are confident that,
from what we know of the comments that we are going to hear
today and others which we have received, that this committee
should have every reason to be able to adopt the proposals of S.
1158 as part of its reconciliation package.

This hearing and S. 1158, however, should not be viewed as an
end point in the reform of the financing for medical education.
Action on S. 1158 is only part of a process which must go well
beyond simply restructuring the Medicare direct medical education

expense.

E:st October I made my first little contribution to this broader
grocess by introducing the so-called Graduate Medical Education

lock Grant bill, S. 3073. This statement is sort of an understate-

ment—the bill received much attention. It laid part of the ground-
work for S. 1158. )
- 8. 3073 also generated discussion in the academic medical com-
munity concerning not only the future role of Medicare in the fi-
nancing of graduate medical education, but the implications for
graduate medical education and teaching hospitals of the evolving
price-competitive medical marketplace.

These discussions, like this consideration of the legislative solu-
tion; are continuing, and future hearings of this subcommittee will
be required to look at these issues and these proposals for reform
. which will emerge from this discussion.
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It is also important in this atmosphere of reform and redirection
. that we do not_lose sight of the fact that the Federal Government
has commitments to help professions’ training which reach beyond
Medicare. |

It is my intention that our policies toward training physicians in
- the Veterans’ Administration  hospitals’ clinic system, which in-
cludes over 7,000 residents, and through the Public Health Service
Act, be coordinated with the overall health systems reform which
was adopted by the Congress.

These issues will take time to resolve. Action on S. 1158 is only a
start. But I should stress for all those concerned that the timetable
for reform in America is short.

From my observation of activity around the country, the pur-
chasers of health care are becoming much less willing to assume
the additional costs of training, research, and indigent care. They
are becoming more interested in committing their patient-service
dollars to the specific care for which they subscribe. Hospitals, non-
teaching and teaching alike, are responding to these developments
b{ moving to price competition and away from the expectation that
all purchasers will agree to pay their posted costs or charges.

‘This process has not taken hold completely everywhere as yet,
but the indications are we are heading into an environment where
it will be impossible for teaching hospitals to continue to subsidize
training, research, and indigent care missions through patients’
third-party payments. :

Instead, other more explicit avenues for funding must be found.
And inefficient and less essential programs will have to be reduced
in size or eliminated.

I hope the witnesses feel free to touch on these issues as well as
S. 1158, and I know from their statements they have. And I want
to express my appreciation as well as the appreciation of my col-
leagues to each of you who has taken the time from your busy
schedule to come here todaf.

Before I close, I would also like to take this opportunity to com-
ment briefly on the publication by the Department of Health and
Human Services of a number of proposed regulations affecting
Medicare spending.

It was apparent from the President’s budget message that this
administration intended to use the regulatorg process for deficit re-
duction through the Medicare Program. Since January I have
stated publicly in a number of forums and in private with adminis-
tration officials that this use of the regulatory process by the ad-
ministration was at best inappropriate. Budget policy is the respon-
“ sibility of the Congress, albeit in consultation with the executive
branch and ultimately with the consent of the President. -

The fine line between the improper implementation of Medicare
policy and actual golicymaking is not a difficult one to cross in the
area of Medicare. It was my view and the view of Sehator Dole and
other members of Congress that this line was crossed last August
in the controversy over the DRG rate increase for the current fiscal
year. The situation may be exacerbated in the cycle for the next
fiscal year, regardless of the set of arguments and justifications
provided by the Department. ,
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I understand, at a time when the Congress is considering freezes
on direct medical education expenses and the DRG rates, that both
the Congress and the administration are using similar vehicles to
achieve similar goals. But the point remains that the intent of the
Con in providing perogatives to the Department to implement
Medicare policy never assumed that it would use the regulatory

- process to set- budget policies without direction from-the Congress.

I firmly believe the use of the regulatory process in this particu-

lar manner threatens the credibility of the Deﬁartment of Health
and Human Services and its essential role in the continued imple-
mentation of health system reform through Medicare. We have one
OMB. That's all we need in this place.
---It-will be difficult for the Congress to continue to give broad per-
ogatives to the Department if this Administration uses these man-
dates only to meet budget-reduction agendas dutside the congres-
sional policymaking process.

System reform in health care is difficult. It is, however, the larg-
est—in dollars—policy reform going on in this country. It is, in
fact, a carefully crafted but very informally crafted arrangement
between the public sector and the private sector, among financers
-and providers in both sectors. Trust and commitment are essential
elements in the reform process.

The axe has no place in surgery, and HHS-OMB regulatory
policy in system reform is bound to be counterproductive.

So, with that, let us head into the Department of HHS. Neither
Mr;iDesmarais nor Mr. Hatch is responsible for the comments I just
made. .

Gentlemen, I understand that each of you has separate state-
ments, and that it would be appropriate that you each be permitted
the 5 minutes that we have allotted to other witnesses to make
your separate statements. We will have brief questions.

I will say at this time to all the other witnesses that we will have
to limit your testimonies to 5§ minutes each. Your statements are
excellent; they will all be made part of the record. I have read
practicall}y; all of them, and I am sure others will, too. We will try
to move through this hearing by 12 or 12:30 today, if we can.

So if we may begin, then, with Dr. Desmarais.

STATEMENT OF HENRY DESMARAIS, M.D., DIRECTOR, BUREAU
OF ELIGIBILITY, REIMBURSEMENT AND COVERAGE, HEALTH
CARE FINANCING ADMINISTRATION

Dr. DesMARAIS. Mr. Chairman, I am pleased to be here a second
time to discuss the subject of medical education. This morning I
plan to provide a very brief overview of how Medicare currently re-
imburses for medical education costs, to describe the proposed
changes in this area included in the President’s fiscal year 1986
budget, and to present the administration’s views on S. 1168.

We look forward to continuing a dial:‘f with this committee that
will result in constructive reform of Medicare’s financing of gradu-
ate medical education.

In fiscal year 1988 more than 1,300 hospitals were engaged in
educational activities operated directly by the hospitals, including
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training programs for interns and residents, nurses, and a variety
of paramedical specialties.

edicare’s policy with respect to payment for medical education

oes back to the origins of the program. Clearly the Congress be-

. lieved that support for medical education would become a commu-

‘nity expense and, until that time, would be supported by the Feder-
al Government. Of course, the quote that you cited in your opening
comments is relevant here.

" Medicare reimbursement for medical education costs is accom-
plished in two ways. First, there are direct medical education costs,
which include the stipends of trainees, compensation of teachers,
and classroom and a variety of associated overhead costs. These are
paid for on a cost related basis and are separate from the hospital
prospective payment system.

In fiscal year 1986, assuming no change in policy, we estimate
that Medicare expenditures for direct medical education would be
approximately $1.3 billion.

he second component of medical education are the indirect
costs. The presence of medical education programs and their train-
ees generates additional costs for support services and other activi-
ties that cannot be segarated easily from patient care costs. These
indirect costs may be due to larger volumes of lab tests and similar
services that are ordered by physicians in training, to a greater
complexit{ of cases that occur in teaching hospitals which are not .
‘captured by the current case-mix system, or to simply the ineffi-
ciency of the educational settini.

When limits were placed on hospital routine operating costs and
later on costs per case, a formula was develo to determine an
aﬂiustment for indirect medical education costs of teaching hospi-
tals. The formula was derived fron an analysis of the relationshi
of costs per case to the ratio of interns and residents to huspita

When the prospective paymnent legislation was adopted by the
Congress, the Congress chose to double this empirically based
factor which had been used to adjust the payment limits under cost
reimbursement. The result of this is that teaching hospitals now
receive an 11.69-percent increase in the Federal portion of the pro-
spective payment rate for every one-tenth increase in the ratio of
interns and residents to beds. - .

Again, assuming no change in policy, we estimate that in fiscal
year 1986 the Medicare expenditures for indirect medical education
would equal about $1.4 billion.

As you have noted in your opening remarks, the President’s
budget does include a variety of proposals in this area. The first is
a regulatory change to limit payments for direct medical education,
and the second is a statutory proposal to eliminate the doubling of
the indirect medical education adjustment.

On the subject of the first, the direct medical education chan%e,
we note that a surplus of about 85,000 physicians is expected by
1990, as projected by the Public Health Service. In light of this sur-

lus and the fact that over two-thirds of the functions in the Presi-
ent's bud%et will experience a real decline in spending, it is hard
to justify the continuation of a blank check policy for direct medi-
cal education. Toward this end, therefore, on May 21 we issued a
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proposed rule which would limit Medicare reimbursement for
direct medical education costs for cost-reporting periods beginning
on or after July 1, 1985 but before July 1, 1986. The limit would be
tied to Medicare utilization changes and would be based on the
lesser of the allowable costs durin%ethat cost-reporting period or -
the base year. Our base year would be the provider’s cost~reﬁorting
period beginning during fiscal year 1984, the first year of the pro-
sgective payment system. We expect to save $145 million through
this proposal.

For indirect medical education, our pro 1 would eliminate the
doubling of the factor that had been mandated in the Social Securi-
ty Amendments of 1983. This would result in Medicare savings of
$695 million in fiscal year 1986 and a total of $6.6 billion through
fiscal year 1990. ,

~We turn now to our comments regarding S. 1158, the bill which
E:u, Mr. Chairman, have sponsored along with Senators Dole and
ntsen. Clearly that bill acknowledges the need to reform the way
Medicare currently pays for direct medical education. We have
similar objectives in this area, and we are pleased to share with
you our constructive comments regarding this bill.

S. 1158, like the administration’s proposal, would freeze pay-
ments for direct medical education for hospital cost reporting geri-
ods beginning July 1, 1985; although, S. 1158 uses a different base
period. Furthermore, beeaginnigg July 1, 1986, the bill would reduce
payments for direct medical education by limiting support for resi-
dents to the minimum number of years to become board-certified
or to a maximum of 5 years. '

The administration’s present approach is to limit spending and
to let the medical community, rather than the Federal Govern-
.ment, determine how best to utilize the funds. We believe that
studies on items such as geographical distribution of residents,
salary level of those residents, and supply of specialties and subspe-
cialties would provide the Federal Government with a better un-
derstanding of the graduate medical education needs of the Medi-
care population.

S. 1168 also proposes to eliminate support for noncitizen forei
medical graduates. We support a policy of Medicare payment for
medical graduates who have demonstrated an ability to practice
quality medicine by passing the tests necessary to become licensed
and who have either achieved a permanent residency status or are
U.S. citizens. :

There are also a number of administrative issues that need to be
clarified, and we would be plessed to work with the committee in
this regard. For example:

Further examination of the effects of the bill on the savings to
Medicare are necessar{.

Second, the bill could result in a substantial increase in report-
ing requirements. Information regarding the locus of medical
school training, the citizenship status, the status of residency train-
ing, and the career plans of 75,000 residents would need to be col-
lected in some manner.

HCFA would have to develop an update factor for hospitals
whose cost-reporting periods do not begin on July 1, 1985. This, too,



76

would require a study in order to determine the appropriate index
factor for resident salaries and other costs.

" A b-year limit on payment for residency training presents some

difficulties in implementation. For example, residents frequently

move from place to place during the course of their training and

others change specialty in mid-course—for example, going from in-
ternal medicine to pathology. Furthermore, would entrance into a
subspecialty after qualification in a basic specialty begin the 5-year
clock again? All of these questions demonstrate the complex nature
of residency programs and indicate the merit of further analysis.

Clear authority would need to be granted to the Secretary to de-
velop methodologies to determine how to pay for overhead costs as-
sociated with residents who are no longer receiving Medicare sup-
port.

Furthermore, to achieve the cost savings for the bill, the resi-
dents excluded from Medicare payment under part A of the pro-
grambould have to be precluded from billings for services under
part B.

Finally, we note that some hospitals presently depend dispropor-
tionately on foreign medical graduates. In addition, in some spe-
cialties, foreign national foreign medical graduates hold-a substan-
tial number of residencies.

In conclusion, I wish to underscore our shared desire to take
positive action now to limit the current open-ended funding of med-
ical education, and together we believe we can craft a solution that
will not cause grave disruption in the medical education communi-
ty.
That concludes my prepared remarks.

Senator DURENBERGER. Thank you, Doctor.

I was only momentarily tempted to take 3 minutes off your state-
ment, Mr. Hatch, but I thought it was important that everybody
hear Henry’s testimony. You may proceed.

[The prepared statement of Dr. Desmarais follows:]
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MR. CHAIRMAN. | AM PLEASED TO BE HERE TODAY TO PROVIDE
AN OVERVIEW OF HOW MEDICARE CURRENTLY REIMBURSES
HOSPITALS FOR MEDICAL EDUCATION COSTS, TO DESCRIBE THE

CHANGES WE HAVE PROPOSED IN THIS AREA IN THE FY 1986
BUDGET AND TO PRESENT THE ADMINISTRATION'S VIEWS IN

“REGARD TO S.1158, We LOOK FORWARD TO CONTINUING A
DIALOGUE WITH THIS COMMITTEE THAT WILL RESULT IN
CONSTRUCTIVE REFORM OF MEDICARE'S FINANCING OF GRADUATE
MEDICAL EDUCATION,

We BELIEVE THAT MEDICARE'S CURRENT POLICY OF BASING ITS
RE IMBURSEMENT ON 100 PERCENT OF DIRECT COSTS OF
APPROVED EDUCATIONAL ACTIVITIES DOES NOT ENCOURAGE COST
CONSCIOUSNESS AND RESULTS IN PAYMENT FOR SOME COSTS
THAT ARE NOT NECESSARY IN THE EFFICIENT DELIVERY OF
HEALTH SERVICES TO MEDICARE BENEFICIARIES,

BACKGROUND

IN FY 1983, MORE THAN 1.300 HOSPITALS WERE ENGAGED IN
EDUCATIONAL ACTIVITIES OPERATED DIRECTLY BY THE
HOSPITALS INCLUDING TRAINING PROGRAMS FOR INTERNS AND
RESIDENTS., NURSES AND VARIOUS PARAMEDICAL SPECIALTIES.
ABOUT THREE-QUARTERS OF THE FINANCING FOR THESE
PROGRAMS COMES FROM PATIENT CARE REVENUES RECEIVED FROM
MEDICARE, MEDICAID AND OTHER THIRD PARTY PAYORS,
ASSUMING THAT PAYMENTS FOR MEDICAL EDUCATION COSTS ARE
ROUGHLY IN PROPORTION TO REIMBURSEMENTS FOR MEDICAL
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SERVICES. MEDICARE CONTRIBUTES THE LARGEST AMOUNT
TOWARD MEDICAL EDUCATION COSTS OF ALL PAYORS.,
APPROXIMATELY ONE-THIRD, THUS, MEDICARE HAS A MAJOR

IMPACT ON MEDICAL EDUCATION AND THROUGH 1TS OPEN- ENDED.
COST-BASED SYSTEM OF REIMBURSEMENT FOR THESE o

TACTIVITIES, MAY HAVE CONTRIBUTED INADVERTENTLY TO THE
CURRENT SURPLUS IN THE SUPPLY OF PHYSICIANS.

MEDICARE'S POLICY IN REGARD TO PAYMENT FOR MEDICAL
EDUCATION GOES BACK TO THE BEGINNING OF THE PROGRAM,
THE COMMITTEE REPORTS THAT ACCOMPAMIED THE PASSAGE OF
‘MEDICARE IN 1955 VIEWED SUPPORT FOR MEDICAL EDUCATION
AS A COMMUNITY EXPENSE THAT WOULD BE SUPPORTED BY THE
FEDERAL GOVERNMENT ONLY TEMPORARILY. [T STATED THAT,
“UNTIL THE COMMUNITY UNDERTAKES TO BEAR SUCH EDUCATION
COSTS IN SOME OTHER WAY, THAT A PART OF THE NET COST OF
SUCH ACTIVITIES » . . SHOULD BE CONSIDERED AS AN
ELEMENT IN THE COST OF PATIENT CARE, TO BE BORNE TO AN
APPROPRIATE EXTENT BY THE HOSPITAL INSURANCE PROGRAM,"

THE TERM "MEDICAL EDUCAYION COSTS” ENCOMPASSES NOT ONLY
THOSE COSTS ASSOCIATED WITH PROGRAMS TRAINING
PHYSICTANS BUT ALSO A RANGE OF HEALTH PROFESSIONAL AND
PARAPROFESSIONAL TRAINING PROGRAMS. MEDICARE
REGULATIONS SPECIFICALLY RECOGNIZE 13 APPROVED PROGRAMS
IN ADDITION TO GRADUATE MEDICAL EDUCATION PROGRAMS.
RANGING FROM NURSING AND CYTOTECHNOLOGY TO MEDICAL
RECORDS TRAINING.

e,
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MEDICARE REIMBURSEMENT FOR MEDICAL EDUCATION COSTS IS
COMPOSED OF TWO SEPARATE PIECES, DIRECT COSTS AND
INDIRECT COSTS, WHICH ARE REITMBURSED IN DIFFERENT WAYS,

MEDICARE DIRECT MEDICAL EDUCATION PAYMENTS
"DIRECT MEDICAL EDUCATION COSTS ARE THE MORE TANGIBLE
COSTS SUCH AS STIPENDS OF TRAINEES. COMPENSATION OF
TEACHERS, AND CLASSROOM AND ASSOCIATED OVERHEAD. THESE
DIRECT COS}SWAR%’ﬂgByALLY ALLOCATED TO SPECIAL COST
CENTERS UNDER MED!CA#E?S.CQS]<REPORTING SYSTEM,
MEDICARE'S SHARE OF THESE COSTS 1S DETERMINED USING THE
SAME PROCEDURES TRAT WERE DEVELOPED FOR COST-BASED
REIMBURSEMENT OF OTHER PATIENT CARE COSTS,

WHEN DEVELOPING A PROSPECTIVE PAYMENT SYSTEM (PPS) FoRr
HOSPITALS. CONGRESS APPROVED CONTINUATION OF PAYMENT
FOR DIRECT MEDICAL EDUCATION COSTS ON A COST-RELATED
BASIS, SEPARATE FROM THE DIAGNOSIS-RELATED GROUP (DRG)
PAYMENT PER CASE. ALLOWANCE OF TH1S PASS-THROUGH
RECOGNIZES THAT THE OPERATION OF THESE-PROGRAMS AND THE
ACCOMPANYING COSTS ARE CONCENTRATED IN A LIMITED NUMBER
OF HOSPITALS (1300). IN FY 1986, ASSUMING NO CHANGE IN
POLICY, WE ESTIMATE THAT MEDICARE EXPENDITURES FOR
D.RECT MEDICAL EDUCATION WOULD BE APPROXIMATELY $1.3
BILLION,

ERar
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THE PRESENCE OF MEDICAL EDUCATION PROGRAMS AND THEIR
TRAINEES ALSO GENERATES ADDITIONAL COSTS FOR_SUPPORT

-~ SERVICES AND OTHER ACTIVITIES THAT CANNOT BE SEPARATED
EASILY FROM PATIENT CARE COSTS, THESE INDIRECT COSTS

"MAY INCLUDE INCREASED DEPARTMENTAL OVERHEAD AND THE
HIGHER COST OF TREATING PATIENTS DUE TO A LARGER
RELATIVE VOLUME OF LABORATORY TESTS AND SIMILAR
SERVICES, SOME BELIEVE THAT THIS LARGER VOLUME OF
TESTS AND SERVICES MAY BE DUE., IN PART, TO A GREATER
COMPLEXITY OF CASES IN TEACHING HOSPITALS NOT CAPTURED
BY OUR CASE-MIX MEASURE.

PRIOR TO PPS, UNDER THE ORIGINAL COST-BASED

RE IMBURSEMENT SYSTEM, THERE WAS NO REASON TO DETERMINE
THE MAGNITUDE OF THESE INDIRECT COSTS SINCE THERE WERE
VIRTUALLY NO LIMITS ON THE AMOUNT OF THE COSTS THAT
WOULD BE REIMBURSED. HOWEVER. WHEN LIMITS WERE PLACED
ON ROUTINE OPERATING COSTS AND LATER ON COSTS PER CASE.
A FORMULA WAS DEVELOPED TO DETERMINE AN ADJUSTMENT FOR
INDIRECT MEDICAL EDUCATION COSTS TO THE REIMBURSEMENT
LIMITS FOR TEACHING HOSPITALS. THE FORMULA WAS DERIVED
FROM AN ANALYSIS OF THE RELATIONSHIP OF COSTS PER CASE
TO THE RATIO OF INTERNS AND RESIDENTS TO HOSPITAL BEDS.
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IN DEVELOPING THE PROSPECTIVE PAYMENT LEGISLATION.
CONGRESS DETERMINED THAT AN AMOUNT, IN ADDITION TO THE
OTHERWISE APPLICABLE PROSPECTIVE PAYNENT RATE, SHOULD
'BE PAYABLE FOR INDIRECT MEDICAL EDUCATION COSTS,- N

THE LEGISLATION. THE EMPIRICALLY-BASED FACTOR USED TO
ADJUST THE PAYMENT LIMITS UNDER COST REIMBURSEMENT, WAS
DOUBLED. AS A RESULT, TEACHING HOSPITALS NOW RECEIVE
AN 11.59 PERCENT INCREASE IN THE FEDERAL PORTION OF THE
PROSPECTIVE PAYMENT RATE FOR EVERY ONE-TENTH OF THE
HOSPITAL'S RATIO OF INTERNS AND RESIDENTS TO BEDS.

%

IN FY 1986, ASSUMING NO CHANGE INNPOLICY. WE ESTIMATE
THAT MEDICARE EXPENDITURES FOR INDIRECT MEDICAL
EDUCATION WOULD EQUAL APPROXIMATELY $1.4 BILLION, THIS
EXCLUDES COSTS ASSOCIATED WITH YHE HOSPITAL SPECIFIC
PORTION OF THE PPS PAYMENT. N FY 1987, wHEN THE PPS
'RATE 1S BASED ENTIRELY ON THE FEDERAL RATE. PAYMENTS
 FOR INDIRECT MEDICAL EDUCATION WOULD BE ABOUT $2,2
BILLION,

PROPOSED CHANGES T0 MEDICA

EDUCAT[ON

THE PRESIDENT'S FY 1986 BUDGET PROPOSAL WOULD MAKE
CHANGES IN THE WAY MEDICARE PAYS FOR MEDICAL EDUCATION.
FIRST, WE ARE PROPOSING A REGULATORY CHANGE TO LIMIT
PAYMENTS FOR DIRECT MEDICAL EDUCATION.  SECOND, WE ARE
PROPOSING A STATUTORY CHANGE TO ELIMINATE THE DOUBLING

OF THE INDIRECT MEDICAL EDU§ATION FACTOR, /,«"
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THE INITIAL DECISION TO HAVE MEDICARE PAY FOR MEDICAL
EDUCATION COSTS WAS MADE AT A TIME WHEN THERE WAS A
SHORTAGE OF PHYSICIANS AND NURSES. TODAY, A SURPLUS OF
35,000 PHYSICIANS BY 1990 1S PROJECTED BY THE PuBLIC
HEALTH SERVICE., SIMILARLY, WHILE THERE 1S NOT A
"SURPLUS OF NURSES, THE SUPPLY OF REGISTERED NURSES
INCREASED BY 83 PERCENT BETWEEN 1970 anp 1982,

IN LIGHT OF THIS SURPLUS AND THE FACT THAT OVER TWO-
THIRDS OF THE BUDGET FUNCTIONS IN THE PRESIDENT'S FY

- 1985 BUDGET WILL EXPERIENCE A REAL DECLINE IN SPENDING,
IT 15 HARD TO Jugtipv THE CONTINUATION OF OUR BLANK
CHECK POLICY FOR DMRECT MEDICAL EDUCATION. CLEARLY A
LIMITATION IS A PRUDENT ACTION, |

“ ALSO, AS | INDICATED EARLIER, MED:CARE'S SUPPORT FOR
MEDICAL EDUCATION ACTIVITIES WAS MEANT TO BE A
TEMPORARY MEASURE UNTIL THE COMMUNITY COULD UNDERTAKE

" THE EXPENSE. [T IS TIME NOW FOR STATES AND LOCALITIES

TO *ASSUME A GREATER RESPONSIBILITY FOR THESE COSTS,

To.THIS END. WE HAVE RECENTLY ISSUED A PROPOSED RULE
WHICH WOULD LIMIT MEDICARE REIMBURSEMENT FOR DIRECT -
MEDICAL EDUCATION COSTS FOR COST REPORTING PERIODS
'BEGINNING ON OR AFTER JuLy 1, 1985 BuT BEFORE JuLY |,
1986, THE LIMIT WOULD BE TIED TO MEDICARE UTILIZATION
AND WOULD BE BASED ON THE LESSER OF A PROVIDER'S

-6-
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-ALLOWABLE COSTS DURING THAT COST REPORTING PERIOD OR
DURING THE BASE YEAR, THE BASE YEAR WOULD BE THE
PROVIDER'S COST REPORTING PERIOD BEGINNING DURING FY

1984, I R o

-LIMITING COSTS ALLOWABLE FOR DIRECT MEDICAL EDUCATION
70 COSTS ALLOWED IN A BASE PERIOD WILL SAVE MEDICARE
$145 miLLion IN FY 1986, IF COMPARABLE LIMITATIONS
WERE MAINTAINED THROUGH FY 1990, THE CUMULATIVE SAVINGS
wouLD BE $2.5 BILLION., BESIDES PRODUTING BUDGET
SAVINGS AND IMPROVING THE FINANCIAL STATUS OF THE
HosP1TAL INSURANCE TRUST FUND, WE BELIEVE THAT THE
LIMIT WILL PROVIDE AN INCENTIVE FOR THE MEDICAL
EDUCATION COMMUNITY TO EXAMINE ITS PRIORITIES AND BEGIN
TO RESTRUCTURE RESIDENCIES AND PROGRAMS FOR OTHER
HEALTH PROFESSIONALS TO MEET THE CHANGING ENVIRONMENT
OF THE HEALTH CARE MARKET PLACE.

IN UTILIZING THIS FLEXIBILITY, WE WOULD URGE THAT
PROVIDERS CONSIDER DEVOTING A GREATER SHARE OF THEIR
MEDICAL EDUCATION PROGRAMMING TO .THE TRAINING OF
PHYSICIANS SPECIALIZING IN GERIATRICS. GERIATRIC NURSES
AND OTHER GERIATRIC HEALTH CARE PROFESSIONALS. IN LIEU
OF SURPLUS MEDICAL SPECIALTIES,
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FOR INDIRECT MEDICAL EDUCATION, OUR PROPOSAL WOULD
ELIMINATE THE DOUBLING OF THE FACTOR THAT HAD BEEN
'MANDATED IN THE SOCIAL SECURITY AMENDMENTS of 1983,
"THIS PROPOSAL WOULD SAVE MEDICARE $695 MILLION IN FY
1986 anp $6.6 BiLL1ON THROUGH FY 1990,

UNDER OUR PROPOSAL MEDICARE WOULD STILL BE MAKING AN
ADDITIONAL PAYMENT FOR INDIRECT MEDICAL EDUCATION COSTS
IN TEACHING HOSPITALS USING AN EMPIRICALLY-DEVELOPED
FACTOR. [T WOULD STILL RECOGNIZE THE DIFFERENCE IN
COSTS BETWEEN TEACHING AND NON-TEACHING HOSPITALS, [T
WOULD NO LONGER, HOWEVER. RECOGNIZE DOUBLE THAT
'DIFFERENCE, [T 1S HARD TO JUSTIFY SPENDING $6.6
BILLION TO DOUBLE THIS FACTOR WITHOUT AN EMPIRICAL
BASIS FOR DOING SO, SUCH A POLICY WILL ONLY ENCOURAGE
INEFFICIENT BEHAVIOR., [T SHOULD ALSO BE NOTED THAT
SOME ELEMENTS OF THE MEDICAL EDUCATION COMMUNITY HAVE
INDICATED THAT A REDUCTION IN THE 11,59 PERCENT
ADJUSTMENT 1S WARRANTED.

WE ARE ALSO STUDYING THE ISSUE OF SEVERITY OF ILLNESS
wITHIN DRGS TO DETERMINE WHETHER AN APPROPRIATE MEASURE
CAN BE DEVELOPED AND WHETHER SUCH A MEASURE SHOULD BE
USED TO ADJUST DRG PAYMENTS TO HOSPITALS WITH A
SIGNIFICANT PROPORTION OF COMPLEX CASES.
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S. 1158

MR, CHATIRMAN, THE BILL THAT YOU HAVE COSPONSORED WITH
- SENATORS DOLE AND BENTSEN ACKNOWLEDGES THE NEED TO

REFORM THE WAY MEDICARE PAYS FOR DIRECT MEDICAL
ED_UCAT!ON. CLEARLY, WE HAVE SIMILAR OBJECTIVES IN THIS

-AREA AND WE ARE PLEASED TO SHARE WITH YOU THE
ADMINISTRATION'S VIEWS ON S, 1158,

THE MAJORITY LEADER’S INTRODUCTORY REMARKS INDICATED
THAT THE BILL WOULD ENCOURAGE A CONTINUING DISCUSSION
ON MEDICAL EDUCATION AND MEDICARE. [N THE SPIRIT OF
FURTHERING THAT DISCUSSION, WE OFFER THE FOLLOWING
COMMENTS ON S.1158,

S.1158, LIKE THE ADMINISTRATION'S PROPOSAL, WOULD
FREEZE PAYMENTS FOR DIRECT MEDICAL EDUCATION FOR
HOSP1TAL COST REPORTING PER1ODS BEGINNING JuLy 1, 1985,
ALTHOUGH S.1158 USES A DIFFERENT BASE YEAR, FURTHER,
BOTH PROPOSALS ADDRESS INDIRECT MEDICAL EDUCATION.
SPENDING AS WELL. THE TWO PROPOSALS APPROACH THE
PROBLEM DIFFERENTLY,

S.1158 wouLD REDUCE PAYMENTS FOR DIRECT MEDICAL
EDUCATION BY LIMITING SUPPORT TO RESIDENTS TO THE
MIMIMUM NUMBER- OF YEARS REQUIRED TO BECOME BOARD
CERTIFIED, OR A MAXIMUM OF FIVE YEARS, THIS CONCEPT IS
WORTHY OF FURTHER STUDY,

-g-
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THE ADMINISTRATION'S PRESENT APPROACH IS TO LIMIT

SPENDING AND LET THE MEDICAL COMMUNITY, RATHER THAN THE

FEDERAL GOVERNMENT, DETERMINE HOW TO UTILIZE THE FUNDS.
We BELIEVE THAT STUDIES ON ITEMS SUCH AS GEOGRAPHICAL
DISTRIBUTION OF RESIDENTS, SALARY LEVEL OF RESIDENTS,
“AND SUPPLY OF SPECIALTIES AND SUB~SPECIALTIES WOULD
PROVIDE THE FEDERAL, GOVERNMENT WITH A BETTER
UNDERSTANDING OF THE GRADUATE MEDICAL EDUCATION NEEDS
TO ADEQUATELY SERVE THE MEDICARE POPULATION,

S, 1158 ALSO PROPOSES TO ELIMINATE SUPPORT FOR NON-
CITIZEN FOREIGN MEDICAL GRADUATES (FMGS). WE supPORT
POLICY OF MEDICARE PAYMENT FOR MEDICAL GRADUATES WHO
HAVE DEMONSTRATED AN ABILITY TO PRACTICE QUALITY
MEDICINE BY PASSING THE TESTS NECESSARY TO BECOME -
LICENSED AND WHO HAVE EITHER ACHIEVED A PERMANENT
RESIDENCY STATUS OR ARE U.S. CITIZENS, THIS APPROACH
NOULD GUARANTEE HI1GH-QUALITY CARE TO THE MEDICARE
POPULATION IN THE FUTURE BY THESE MEDICAL RESIDENTS.

THERE'ARE A NUMBER OF ADMINISTRATIVE ISSUES THAT NEED
T0 BE CLARIFIED ANDi WE WOULD BE PLEASED TO DISCUSS
THESE FURTHER WITH COMMITTEE STAFF, FOR EXAMPLE:

0 FURTHER EXAMINATION OF THE EFFECTS OF S, 1158
ON THE RESOURCE SAVINGS TO MEDICARE ARE
NECESSARY,

-10-



0

88

S. 1158 cOULD RESULT IN A SUBSTANTIAL INCREASE
IN REPORTING REQUIREMENTS., |T wouLD BE

“IMPORTANT TO ENSURE THAT PROVIDERS NOT BE

BURDENED WITH OVERLY EXCESSIVE REPORTING,
ACCOUNTING AND STAFFING REQUIREMENTS,

HCFA wouLD HAVE TO DEVELOP AN UPDATE FACTOR FOR
HOSPITALS WHOSE COST REPORTING PERIODS DO NOT
BEGIN ON JuLy 1, 1985, THIS WOULD REQUIRE A
STUDY ON AN APPROPRIATE INDEX FOR RESIDENT
SALARIES AND OTHER COSTS.

A FIVE-YEAR LIMIT ON PAYMENT FOR RESIDENCY
PRESENTS SOME DIFFICULTIES IN IMPLEMENTATION.
HOWEVER, IT IS UNCLEAR WHETHER THERE EXISTS THE
ABILITY TO TRACK YEARS OF RESIDENTS' TRAINING
OR WHETHER IT COULD RAPIDLY BE DEVELOPED., FoOR
EXAMPLE, DERMATOLOGY AND OPTHALMOLOGY REQUIRE A
PREREQUISITE YEAR IN INTERNAL MEDICINE. DOES
THIS YEAR CONSTITUTE THE FIRST RESIDENCY?
FURTHERMORE, WOULD ENTRANCE INTO A SUB-
SPECIALTY AFTER QUAL(FICATION IN A BASIC
SPECIALTY BEGIN THE FIVE-YEAR CLOCK AGAIN?

SUCH QUESTIONS DEMONSTRATE THE COMPLEX NATURE

“if RESIDENCY PROGRAMS AND INDICATE THE MERIT OF

FURTHER ANALYSIS,

-ll_',
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0 CLEAR AUTHORITY WOULD NEED TO BE GRANTED TO THE
SECRETARY TO DEVELOP METHODOLOGIES TO DETERMINE
" THE PAYMENT ASSOCIATED WITH OVERHEAD COSTS
RELATED TO RESIDENTS WHO ARE NO LONGER
RECEIVING MEDICARE SUPPORT,

0 To ACHIEVE THE COST SAVINGS FOR THE BILL, THE
RESIDENTS EXCLUDED FROM MEDICARE PAYMENT UNDER
PART A OF THE PROGRAM WOULD HAVE TO BE
PRECLUDED FROM BILLINGS FOR SERVICES UNDER PART
B, A SPECIFIC BAR TO PART B BILLING WOULD HELP
ASSURE THAT THE PROJECTED COST SAVINGS COULD BE
ACHIEVED.

0 SOME HOSPITALS PRESENTLY DEPEND
DISPROPORTIONATELY ON FMGS, [N SOME
SPECIALTIES, FOREIGN NATIONAL FMGS HoOLD A
SUBSTANTIAL NUMBER OF RESIDENCES. FOR EXAMPLE.
20 PERCENT OF RESIDENCIES IN PHYSICAL MEDICINE
AND REHABILITATION CARE ARE HELD BY FOREIGN
NATIONAL FMGS. AS STATED EARLIER, WE BELIEVE
THAT REQUIRING MEDICAL GRADUATES TO BE LICENSED
AND TO HAVE ACHIEVED PERMANENT RESIDENCY STATUS
WOULD MOST LIKELY RESULT IN MODEST IMMEDIATE
REDUCTIONS IN NON-CITIZEN FOREIGN MEDICAL
SCHOOL GRADUATES. DURING THIS TRANSITION

-12-
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PERTOD HOSPITALS WITH LARGE NUMBERS OF FMGs
WOULD REPLACE AFFECTED FMGS WITH THE GROWING
supPLY OF U.S. TRAINED PHYSICIANS,

CONCLUS]0N

-] WISH TO UNDERSCORE OUR SHARED DESIRE YO TAKE POSITIVE
ACTION NOW TO LIMIT THE CURRENT OPEN-ENDED FUNDING OF
MEDICAL EDUCATION FROM THE MEDICARE TRUST FUNDS. BoTw
THE ADMINISTRATION'S PROPOSAL AND S.1158 ADDRESS THIS
PROBLEM, WE BELI1EVE THAT WE CAN CRAFT A SOLUTION TO
BRING ABOUT THE NEEDED REFORMS WITHOUT CAUSING GRAVE

DISRUPTION IN THE MEDICAL EDUCATION COMMUNITY,

THANK YOU FOR THE OPPORTUNITY TO TESTIFY, | wILL BE
PLEASED TO ANSWER ANY OF YOUR QUESTIONS.

*x
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STATEMENT OF THOMAS D. HATCH, DIRECTOR, BUREAU OF
HEALTH PROFESSIONALS, PUBLIC HEALTH SERVICE, WASH.
INGTON, DC
Mr. HatcH. Mr. Chairman, I propose to have my remarks en-

tered in the record, and I will do as brief a summary as I can.

In the Public Health Service we are primarily concerned with
the overall issues of education, supply, distribution, and quality of
health professions.

In addition to assembling data on health professions’ education,
supply, distribution, practice characteristics, and future réquire-
ments, we have provided support for selected activities of national
concern: particularly, with respect to the hearing today, our grants
fer residency training in family medicine and general internal
medicine and general pediatrics, to expand and strengthen pro-
grams through providing support not available from other sources.

In addition to that, we support area health education -centers
around the countrty which focus on training in underserved geo-
graphic areas and for underserved populations.

As you know, as a result of the projected supply—and for some
disciplines oversupply—of professionals, combined with serious
budget constraints, the 1986 President’s Budget proposes that these
programs be discontinued.

In considering changes in reimbursement policy, I would make a
couple of observations supplementary to those made by Dr. Des-
marais.

First of all, the number of alien FMG’s -entering the United
States hasg been decreasing over the recent years, while the number
of US. citizen FMG’s has been in¢r9asin% For example, the
number of first-year residents who are alien FMG’s dropped about
40 percent between 1982 and 1984. U.S. citizen FMG’s now consti-
tute more than 50 percent of FMG’'s in residency training.

In addition to that, I think it is important, as you have noted in
your bill, to consider issues related to other health professionals
who receive training in hospitals. About 1,600 hospitals directly op-
erate as many as 38,600 separate training programs in nursing and
the allied health professions. Many of these are supported through
reimbursement direct costs of education under Medicare.

In addition, the American Hospital Association estimates that
about 60 percent of hospitals are affiliated with academic institu-
tions to provide clinical training in the full range of health profes-
sions.

While we know a good deal about the educational programs and
where they are located, information on costs, financial relation-
Bhiﬁ?. and other factors are not well developed for these activities.

That concludes my statement, Mr. Chairman.

Senator DURENBERGER. Thank you very much.

(The prepared statement of Thomas Hatch follows:)
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Mr. Chairman and Members of the Subcommittee:

I am Thomas D. Hatch, Director of the Bureau of Health Professions of the
Health Resources and Services Administration (HRSA) of the Department of ’
Health and Human Services. 1 am pleased to have the opportunlt} to appear
before you to discuss various questions relating to graduate medical education
and the Public Health Service's role with respect to physician supply and
specialty distributicn.

Mr. Chafrman, this is an appropriate time to discuss the question of how
best to pay the costs of graduate medical edué;cion. Over the past decade,
ma jor increases have occurred in the supply of physicians and other health
professionals, in oumbers and types of educational programs, and in vuy; of
providing health care.

In my testimony, I shall describe briefly the Health Resources and
Services Administration's current activities relating to graduate medical
education. Of the Federal funds supporting health professions training, the
prograns administered by the Bureau of Health Professious represent

approximately 9 percent of total funding.

FY 1986 Budget
As you know, the President’s 1986 budget, as submitted in Febdbruary,

requests no funds for selected PHS categorical health professions education
support. In view 'of a steadily increasing supply of physiclans and nurses,
rapidly growing national surpluses in these f{elds, and improving geographic
distribution of health professionals, the categoricai Federal subsidy of
health professions education programs is no longer required. Extra&!dlnarily
large Federal subsidies are providgd to graduate medical education through
Medicare as well as through the Department of Defense and Veterans

Administration medical programs.

H0-20 O—85——14
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Although no budget authority is requested for selected health professions
sssistance in 1986, approximately $67 million of Bureau of Health Professions
funding will continue to be available for student loans from the revolving
funds to approximately 3907 students at approximately 1,400 health professions
and nursing schools. These repaid loan monies will enable schools to continue
providing assistance to economically axsadvantaged studeats. Significantly
improved debt collection methods will help easure and expand the amount of
loan dollars available for new loans in the future.

In addition, the Health Education Assistance loan program (HEAL) will
provide $100 million of new guarantees for private loans to graduate students
in health professions schools.

Current HRSA Prograws Relating to GME

Mr. Chairman, under Title VII of the PHS Act, HRSA's Bureau of Health
_Professions curreatly provides aid for training of primaryAEare physléian
specialists in the form of grants for family medicine training (residents,
facul(y, and undergraduate), grants fgr training in general internal medicine
and general pediatrlics (residents, faculty), and grants for the establishment
of departments of family medicine. Of the estimated $600 million total cost
of supported primary care GME programs, these grants are the source of less
than 11 percent. There are strong iundications that these primary care
training grant programs have been successful in enhancing primary health care
delivery over the last decade.
Another Bureau of Health Professions prograa that has made a major
contribution to the training of primary care physicians is the area heslth

education center, or AHEC, program. BPmphasizing a regional approach to

meeting health personnel needs in shortage areas, this program has provided
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funds to medical and osteopathic schools for the purpose of decentralizing
education by having portions of training provided in underserved areas. Among
the training programs supported have been those for primary care residency
training. Many AHECs have continued to operate successfully after the
start-up period of Federel support ends. The North Carolina legislature
annually earmarks over $20 million to AHEC activities. South Carolina makes a
similar annual commitment. The State of Kansas declined approved Federal
funds in 1982 because of the availability of State support., Colorado,
I11linois, and West Virginia are also receiving State support. In FY 1983, New
Jersey, ﬂassachusetts, and South Dakota reported a 50 percent_non-Federal fund
matching; Ohio and Maryland reported 4C percent non-Federal fund matching.

In addition to providing support for primary care physician training, the
Bureau of Health Professioas has pursued efforts to improve the availability
and quality of information on the status of health professions persounel,
including data on physician specialty supply and distribution. Working in
cooperation with other Federal agencies, States, local communities,
professional organizations, and other groups, we have assembled and analyzed
data on current supply of practitioners and students and estimated future
requirements for personnel. Our most recenf report to the Congress on the
status of health persoanel (May 1984) describes the growth of physician
training programs over the past 20 years, notes the increase in the supply of
practitioners, projects surpluses in many health professions disciplines by
the end of the decace, and documents progress in the develcpment of residency
training programs in the primary care physifian specialties. The report also
summarizes data on the extent to which practicing physicians are locating

increasingly in counties that have lower physician-to-population ratios.
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Irends in Foreign Medical Graduate Utilization

Mr. Chairman, with respect to foreign medical graduates, we would observe
that the number of "foreign nationzl”™ FMGs in U.S. residency programs has
tended to decline in recent years. Between 1982 and 1984, for example, the
total number of foreign national FMGs in residency training dropped 1l percent
from over 6,700 to about 6,000, and the number of foreign national FMGs in
first-year residency positions dropped 40 perceat from over 2,000 to less than
1,200. Meanwhile, the number of "U.S. citizen”™ FMGs in residency positions
has tended to increase, so that overall numbers of FMG residents — foreign
national and U.S. citizen -- have reamined absut level over the past several
vears.

As Dr. Desmarais has noted in his testimony, some hospitals depend
disproportionately on FMGs to fill their resideancy positions. In 1983, the
Council of Teaching Hospitals indicated that of their reporting membership of
424 hospitals, 102 i ad more than 25 percent FMG residency trainees. These
“"FMG hospitals” were located in 19 States and Puerto Rico. Most of the
hospitals were located in heavy urban or near-urban areas -- particularly the
cities of New York, Pittsburgh, Philadelphia, Detroit, and Chicago. Less 18
koown on the distribution of hospitals with exceptionally high numbers of
foreign natfonal FMGs. There is no current published, verifiable information

regarding the citizeanship of FMG resideats by hospital.

Training of Other Health Professionals

In considering changes in Medicare reimbursement it is important to
renenbe; the scope and variety of educational activities in the health
professions. There are over 15,000 programs ranging from undergraduate and
graduate medicine to dentistry, nursing, pharmacy and over 140 allied healtﬁ

occupations. -
&
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Anerican Hospitsl Association data indicate that 60X of hospitals
participate asiclinicul qffiliatez for academic training prograss. Looking at
the data in a differeat way, a survey conducted by the American Soclety of
Allied Health Professionl showed that 852 of collegiate programs have at least
one arrangement with a hospital for clinical training and that the Average
number of clinical affiliations per program was 7.

A 1979 study by the Bureau of Health Professions identified some 3,300
allied health programs operated by some 1,600 hospitals. These programs had a
total enrollment of 65,000 with some 35,000 graduates in such fields as
clinical laboratory, radiological gkchnology. pental health and dietetic and
nutritional services.

There are some 1,400 educational progrsms in the country that prepare
registered nurses; of this number, slightly less than 300 are hospital-based
diploma programs, while the remainder are located in 2 and 4 year colleges and
in universities. In addition, there are some 1,300 state approved programs to
train licensed practical nurses. While less than 102 of the LPN programs are
operated by hospitals, all of these program:, as well as all RN programs make
substantial use of hsopitals to provide clinical education.

We are currently working with HCFA, the Americanm Hospital Association,
professicnal associations, and others to obtain further information om
Medicare payments and other aspects of the financing of nursing and allied
health programs. During the remainder of this fiscal year we will be
conducting & preliminary study of recently closed educational programs aand
designiog a ;tudy to survey the hospital's role not only in programs directly
operated by hospitals but also in programs in which hospitals serve as

affiliates for the provision of clinical training.

This concludes my prepared statement. I would be happy to answer any

guestions you may have.
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Senator DURENBERGER. Dr. Desmarais, your.testimony indicates
that the recent regulation at HCFA was intended to be a 1-year
freeze, and several of the witnesses that follow you—while 1 am
sure they like you personally and don’t doubt your word—are going
to suggest that the language lays the basis for a permanent freeze.
I haven't read the language, so I can’t necessarily interpret it that
wzg. but would you comment on that?

r. DEsMARAIS. I would be happy to comment. The regulation
proposes a l-year limitation on our reimbursement for medical edu-
cation, but the preamble very clearly says we are also considering
the possibility of applying such a policy for a period longer than 1
year, and we specifically invite public comment on that aspect of
the proposal.

Senator DURENBERGER. So, in other words, they are right. Is that
right? [Laughter.]

But they are going to get a chance to tell you.

Dr. DesmarAls. Well, I think I would only observe that the pro-
posal itself could have proposed a longer term limitation on our
payment, but we chose not to do so. But we are preserving the
option of providing for something longer than 1 year.

Senator DURENBERGER. In your testimony you also indicated that
you are going to have to do some studying of certain aspects of S.
1158. Obviously, when I came on this committee that was a wel-
con:ie word to me, because any difficult problem we had we had a
study on.

At least, once I got into the majority and felt more responsible—
excuse me. (Laughter.]

The word “study” to me connotes putting things off and taking a
long time to do things. Now, I know that is not true, but I get a
little apprehensive when you say we have to study this part of it or
that. Can you give a bit of dimension to the time that might be in-
volved in certain of the aspects of S. 1158 that are going to take a
little study? And also tell me whether or not you have already
begun some analysis in the event it passes.

Dr. DesmARrais. Well, clearly, in preparation for this hearing we
have begun analysis of the proposal.

It is a little difficult for me to give you an absolute time line. I
think we might be in a better position to do that after working
with the committee staff.

First, we need to carefully identify whether there are going to be
any likely changes in the legislation in order to, as best we can,
hone in on what needs to be looked at. A study doesn’t necessarily
imply a formal report to Congress and many years of review, but
clearly we do believe that more analysis is needed with respect to
some of the aspects of the bill.

So I think later on, after this hearing is concluded, and based on
all of the testimony Kou have received, we may all be in a better
position to identify what nreds to be done.

I think, clearly, that we have a commitment to work with you
and to come to some understanding.

I might point out, in further answer to your earlier question,
that our future plans really depend a great deal on what the Con-
gress ends up doing, because we do know that both sides of the
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Hill, are very interested in the area of reform in medical educa-
tion, and our future plans will obviously take that into account.

Senator DURENBERGER. All right. ,

Mr. Hatch, because through no fault of your own the testimony
from Government witnesses never gets here until the day of the
hearini,el haven’t had a chance to read your full statement; but it
would helpful if you would take just 1 minute to elaborate on
what is causing the change in proportion of foreign military—
excuse me; I keep saying that all the time—foreign medical grads.
Six days in Central America, and all the doctors wear uniforms.

A lot of preventive health care going on down there. [Laughter.]

You indicated in your testimony that the proportion of U.S. citi-
zens among the graduates of foreign medical colleges is rising. I
would be curious to know what that reflects, and is it likely to
change given the changing economics of the medical profession in
the United States? If they are all looking to come back here, maybe.-
that is going to start tailing off.

Second, some comment about the impact, if you are able to ob-
serve the impact, in areas of public health and prevention and
some of the nonacute care fields, of a golicy which would on its
face appear to discourage education ir the United States of gradu-
ates of foreign medical schools and particularly those who are not
citizens of the United States. Are we going to be sending some kiud
of a wrong signal out to the people in other countries?

Mr. HatcH. With respect to the first part of your question, Mr.
Chairman, I think there are several factors that have changed the
mix in numbers of foreign medical graduates entering this country.

First of all, effective in 1978, I believe it was, the Immigration
and Naturalization Act was modified with respect to those foreign
nationals coming in on exchange visitor visas for the purpose of re-
ceiving graduate medical education. The law put significant limita-
tions on the length of time that such exchange visitors could stay
in the United States, as well as requiring that they return to their
home countries for no less than 2 years after the completion of
their training. I would say that up until the midseventies the
larger number of foreign medical graduates were entering on ex-
change visitor visas, many of them staying after they had complet-
ed their training for a practice in the United States. But the new
law changed that mix. Right now, ! believe that less than 500 a
year are’coming in on exchange visitor visas.

The largest numnber of alien foreign medical graduates now in
training in the United States are on permanent visas rather than
on exchange visitor visas. That number is being reduced because of
requirements that immigrant physicians pass a fairly rigorous ex-
amination before entry into the United States, as well as an Eng-
lish language test. )

Senator DURENBERGER. | don’t mean to interrupt your train of
thought, but I apparently have anyway. Do some of the medical
professions in the United States have the authority in some way to
restrict access into the profession for graduates, foreign or nonciti-
zen graduates? I remember reading something recently about the
Florida Dental Association being sued by somebody.

Mr. HarcH. That is mainly controlled by the State licensing
boards, where the authority lies to authorize practice.

‘
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Senator DURENBERGER. Isn’t it the same thing? Do the State li-
censing boards have that authority?

Mr. HatcH. Yes; they do.

I think some other factors, of course, have increased the number
of U.S. citizen foreign medical graduates. For example, the estab-
lishment of a series of new medical schools through the Caribbean,
has significantly increased the number of U.S. citizens going over
there for training, and has increased the numbers of such persons
coming back for residency training.

At the same time, the number of residency slots available in the
United States is approaching the point where it matches the total
number of students graduating from U.S. medical schools, so that
the foreign medical graduates are having increasingly difficult
times being placed in residencies. So there have been a series of
events over the last 5 or 6 years that have tended to slow the flow
of alien foreign medical graduates to the United States.

That’s where we stand today.

Senator DURENBERGER. Very good. Gentlemen, thank you very
much for your testimony, and we will be working with you as we
work what we hear today into a final piece of legislation.

Dr. DesmaARrAls. Thank you, Mr. Chairman.

Senator DURENBERGER. Our next witnesses are a panel consisting
of Dr. Donald Weston, dean of Michigan State University College of
Human Medicine in East Lansing, on behalf of the American Asso-
ciation of Medical Colleges, accompanied by Gene L. Starles, the
hospital administrator of the University of Kansas Medical Center;
Dr. Neal Vanselow, vice president for health sciences at the Uni-
versity of Minnesota in Minneapolis, on behalf of the Association of
Adademic Health Centers; Dr. Tom Ferris, who is chairman of the
Department of Medicine of the University of Minnesota, on behalf
of the Association of Professors of Medicine, accompanied by Dr.
Jay Stein, president of the Department of Medicine at the Univer-
sity of Texas Health Sciences Center in San Antonio, who is also
president of the Association of Professors of Medicine, and Norton
Greenberger, chairman of the Department of Medicine at the Uni-
versity of Kansas Medical Center and president-elect of the Asso-
ciation of Professors of Medicine.

All right. You are Gene Staples, beginning the testimony. You
are going to be followed, then, by Don Weston, and you are going to
share 5 minutes, is that it? \

Mr. StarLes. Yes. We will do our best.

Senator DURENBERGER. All right, go.

STATEMENT. OF EUGENE L. STAPLES, HOSPITAL ADMINISTRA-
TOR, UNIVERSITY OF KANSAS MEDICAL CENTER, KANSAS CITY,
KS '

Mr. SrapLes. Mr. Chairman, last fall AAMC and other witnesses
appeared before this subcommittee to describe the importance of
graduate medical education and its fragile financing in a competi-
tive era. The AAMC appreciates the continuing interest members
of this subcommittee and their staffs have shown in this policy
issue. This morning we have divided our testimony into two parts.
Initially, I will comment on the administration’s proposed May 21
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regulations, and Dr. Weston, a member of the AAMC committee on
financing graduate medical education, will comment on S. 1158,

As this subcommittee is aware, the administration is proposing a
cap on Medicare support of clinical education. The AAMC believes
the proposal will seriously threaten the clinical education of physi-
cian% nurses, and allied health personnel. A number of points need
emphasis. .

irst, unlike the 1-year freeze being proposed for many programs
this year, the administration is proposing both a 1-year freeze and
a permanent cap on medical education payments.

Second, in its proposed regulations, HCFA sets the base period
for the freeze as the cost-reporting period beginning on or after Oc-
tober 1, 1983, but before October 1, 1984. In effect, this proposed
base period would be a rollback.

Third, the administration plans to reverse, without legislation,
both the long-standing Medicare tradition and the 1983 congres-
sional directive of a cost-based passthrough which accompanied the
prospective payment legislation.

Finally, the AAMC must note that changes made by Medicare
are watched closely by other payers. Often Medicare sets a prece-
dent which private payers or N&edicaid programs regard as a ceil-
ing for their policies. As a result, a permanent Medicare cap could
lead to a permanent freeze by all payers.

Rather than having deficit reduction politics determine future
health manpower policy, the AAMC believes that public policy on
financing graduate medical education should be fully debated and
resolved prior to altering the current passthrough.

Therefore, the Association of American Medical Colleges is
strongly opposed to the administration’s proposed permanent cap
on Medicare cost reimbursement of the hospitals’ medical educa-
tion expenses.

Before yielding to Dr. Weston, I would like to comment on the
length of time required for residency training. I personally, and the
AAMC organizationally, have been concerned with the ease with
which specialty boards can increase training requirements. I would
note that I personally made the presentation which resulted in the
Accreditation Council for Graduate Medical Education, requiring
an impact statement on proposed changes in residency.

The AAMC has consistently supported re%uiring a more open
and public assessment of proposed changes. By having the Secre-
tary review training time, you strengthen the hand of those who
share my viewpoint.

Senator DURENBERGER. Dr. Weston? \

STATEMENT OF DONALD WESTON, M.D., DEAN, MICHIGAN STATE
UNIVERSITY COLLEGE OF HUMAN MEDICINE, EAST LANSING,
MI, ON BEHALF OF THE AMERICAN ASSOCIATION OF MEDICAL
COLLEGES, WASHINGTON, BC

Dr. WesToN. The AAMC and its members appreciate the interest
of this committee on this issue, their recognition that graduate
medical education has real costs, and their understanding of the
interwoven relationship of residency training and patient services
in teaching nospitals.

\L
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Medicine involves a number of different specialties, and each spe-
cialty area has developed its own residency training period. Be-
cause the initial skills and techniques needed by different special-
ties require different lengths of training, the AAMC believes sup-
port through initial board- eligibility is an essential minimum train-
ing period that every patient’s'service payer should help finance.

Under the present Medicare statute, a resident is defined as a
hospital cost when providing services in the context of an approved
training program. The resident under these circumstances is not al-
lowed to bill on a part B basis for any personal medical services
provided. The AAMC assumes this arrangement would be retained
for residents prior to their initial board eligibility. If residents
beyond initial board eligibility or beyond 5 years cannot be includ-
ed in hospital costs, the AAMC recommends amending Senate bill
1158 to allow part B bills to be rendered for physicians’ services
provided by individuals in residency years which may not be in-
cluded in a hospital’s cost.

The association recognizes that this recommendation may de-
crease the budget savings of S. 1158; also, it may lead to conflicts in
the supervisory roles of faculty and senior residents and may lead
to increasing difficulties in administering Medicare policies for
paying physicians in the teaching hospital.

Because of the complexity of this issue, the association is pre-
pared to make every effort to work with the subcommittee and its
staff to be sure the conflicts raised by this issue are equitably re-
solved. Nevertheless, it is unfair to prohibit physicians in training,
caring for patients, from being paid as doctors if Medicare is not
going to support their training program.

The AAMC believes our society has the responsibility to provide
necessary clinical training for physicians from U.S. schools. The as-
sociation believes no similar obligation exists for graduates of non-
accredited schools or from schools outside the United States. There-
fore, the AAMC recommends amending S. 1158 to eliminate Medi-
care support for all residents who are not graduates of accredited
medical or vsteopathic schools located in the United States or
Canada.

It should be understood that, for some hospitals where residents
provide a large portion of patient services, the immediate elimina-
tion of Medicare support for FMG’s would cause substantial access
and service problems for Medicare beneficiaries. The AAMC does
not wish to decrease patient access to service; therefore, the AAMC
recommends that S. 1158 be amended {0 grovide a 3-year phaseout
for Medicare support of residents graduating from foreign medical
schools.

Thank you.

Senator DURENBERGER. Thank you very much.

Dr. Vanselow?

[Dr. Weston's prepared statement follows:]
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The Association of American Medical Colleges -- which represents all of the
nation's medical schools, 79 Fcademic societies, and over 350 major teaching
hospitals participating in the Medicare program -- welcomes the opportunity to
testify on Medicare's role in éhe financing of graduate medical education. AAMC
members, working in their local communities and through national organizations,
are actively involved in the development, operation, evaluation and financing of

graduate medical education.

Last fall, AAMC and other witnesses appeared before this Subcommittee to
describe the importance of graduate medical education and its fragile financing
in a competitive era. The AAMC appreciates the continuing interest members of
this Subcommittee and their staffs have shown in this policy issue. In an era of
deficit reduction proposals, thé?AAMC espec};ll; appreciates the willingness of
thisigﬁbcommittee to balance the public policy issue of financing clinical

education with the policy issue of deficit reduction.

The Association's testimony is divided inte two sections: (1) comments on
the Administration's proposed regulations which would impose a one year freeze
and a permanent cap on Medicare's support of graduate medical education and (2)
observations and questions about S-1158 which was introduced on May 16 by
genators Dole, Durenberger, and Bentsen. In addition, the Assoctation wishes to
include with its testimony the enclosed "Statement of Issues” published by the
AAMC Committee on Financing Graduate Medical Education in March of this year.
While that committee has not yet arrived at a recommended AAMC policy on GME

financing, their statement sets forth a number of major concerns in this area.
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The Adminfistration's Proposal

Once again this year, the Reagan Administration is using the Federal budget
process to propose major changes in the Medicare system for paying hospitals.

Three of their proposals are of significant concern to teaching hospitals:

0o the proposed one-year freeze in the hospital-specific,
regional, and national prices used to determine DRG

payments;

o the proposed 50% reduction in the so-called indirect

medical education adjustment; and

6 the proposed permanent cap on payments for direct medical

education costs.

€ach of these proposed changes would result in a substantial reduction in
Medicare revenues for teaching hospitals; collectively, the resulting decrease in
revenues from the three proposals would cause serious financial problems for -
teaching hospitals. Because of the subject of the hearing, the AAMC will limit
its testimony to the Administration's proposal to freeze and place a permanent
cap on direct medical education payments. Proposed regulations to implement this

policy were published in the May 21 Federal Register.

The AAMC believes the Administration's proposal for a permanent cap will
serfously threaten the clinical education of physicians, nurses, and allied
health personnel. A number of points need emphasis. First, unlike the one-year
freeze being proposed for many programs this year, the Administration is

proposing both a one year freeze and a permanent cap on medical education

payments. The permanence of their proposal fs most clearly statgd in the

preamble for the proposed regulation: .
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"+ . . it is our intent to maintain limits on Medicare

payments for the direct costs of graduate medical education

for subsequent years, fiscally equivalent to the limits that

wouTd resuTt from a renewal of these regulations, as

proposed” (emphasis added), p. 21027.
As a result of this proposed policy, Medicare would provide decreasing real
dollar support for clinical education regardless of the hospital’s efficiency in
operating the program, the number and types of students trained, or the national

need foi individuals trained in a particular field.

Secondly, in its proposed regulations, HCFA sets the base period for the
freeze as the cost reporting period beginning “on or after October 1, 1983 but
before Octoter 1, 1984." In effect, this proposed base period would ignore cost
increases already incurred in the present year. The proposed policy would roll
the {reeze back to a prior fiscal period. Thus, the payment policy would

actually be a rol) back with a permanent cap.

Third, the AAMC notes that the Administration is not requesting legislation
to implement this major change. The Administration plans to reverse without
legislation both the long-standing Medicare tradition and the 1983 Congressional
directive of a cost based passthrough which accompanied the prospective payment
legislation, HCFA is taking this approach despite several recent Congressional
hearings on this matter and despite the fact that three specific bills have been
introduced in the Congress, including S, 1158, The AAMC believes it is

inappropriate for HCFA to ignore this Congressional interest.

Finally, the AAMC must note that changes made by Medicare are watched
closely by other payers. Often, Medicare sets a precedent which private payers
or Medicaid programs regard as a ceiling for their policies. As a result, a
permanent Mcdicare cap could lead to a permanent freeze by all payers. This

would destroy the teaching hospital's ability to support clinical training for
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the next generation of health professionals, and thus to serve the health care

needs of the nation,

Reducing Medicare support by permanently capping the direct medical
education passthrough as the Administration recommends will weaken graduate
medical, nursing, and allied health education programs. Rather than having
deficit reduction politics determine future health manpower policy, the AAMC
believes that public policy on financing graduate medical education should be

fully debated and resolved prior to altering the current passthrough. Therefore,

the Association of American Medical Colleges fis strongly
opposed to the Administration's proposed permanent cap on the
Medicare cost reimbursement of a hospital's medical education

expenses,

The Dole-Durenberger -Bentsen Proposal

On May 16, 1985 Senators Dole, Durenberger and Bentsen introduced S. 1158, a
proposal for changing the conditions under which the financing of graduate
medical education would continue under the Medicare program. The AAMC and its
members appreciate the Senators' interest in this issue, their recognition that
graduate medical education has real costs, and their understanding of the
interwoven relationship of residency training and patient services in teaching
hospitals, While the AAMC governing board has not yet taken a formal position on
S. 1158, the proposal has been discussed with the Association's Committee on GME
Financing and its Executive Committee. Moreover, several of the elements in the
proposal have been discussed also at the spring meetings of the Association's

Councils of Deans, Academic Societies, and Teaching Hospitals,
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Section (P){1): One Year Freeze

The AAMC 1; fully aware of the federal budget deficit and its impacts on our
economy. At the same time, it should be noted that teaching hospitals have
experienced major Medicare payment reductions in the past few years. Hospitals
have responded by holding down costs and cutting expenses, including personnel.
Nevertheless, hospitals still face the inflation present in our general economy
including inflation in the cost of operating clinical training programs. Any
freeze weakens the hospital's financial stability, Therefo;e. the AAMC

recommends

that S. 1158 be amended to provide that the Medicare
passthrough for medical education costs be increased by the
same percentage used to increase the Federal component of the

DRG prices.

Section (P)(i1): Initial Board Eligibility

Education for the contemporary practice of medicine includes both
undergraduate medical education in a medical school and graduate medical
education in a teaching hospital or other clinical site. Because medicine
involves a number of different specialties, each specialty area has developed its
own residency training period. The AAMC believes each of those training programs
is essential and in the nationa! interest; however, in the present fiscal

- situail;n, the AAMC understands program policies and fiscal policies must be
balanced. The AAMC believes that any lfmitationron Medicare support for graduate
medical education should not be arbitrary or inconsistent with adequate minimal
residency training., S. 1158 would limit funding in each specialty field to the

minimum number of years required for initial board eligibility. Because the
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inttial skills and techniques needed by different specialties require different

tengths of training, the AAMC believes

support through initial board eligibility is an essential
minimum training period that every patient service payer

should help finrance.

It should be understood that this approach does not provide full support for
the subspecialty fields of internal medicine, some surgical subspecialties, and a
few other subspecialties. In his statement accompanying the introduction of S.
1158, Senator Bentsen observed
. « + 1 am not yet satisfied that the question of funding
graduate fellowships has been properly addressed,

particularly as it relates to internal medicine residencies.”
(Congressional Record, $6344).

The AAMC shares the Senator's concerns. The AAMC does not want to leave the
impression that these programs are either unnecessary or conducted without
training costs. Therefore, the AAMC requests that any legistation limiting
Medicare's financing role to initfial board eligibility include in its
accompanying Committee report a clear statement that it is an appropriate
function for other Federal agencies and programs -- such as the Public Health
Service, the VYeterans Administration, and the Department of Defense, as well as
other public and private sources -- to support subspecialty training beyond
primary board eligibility. Moreover, the AAMC suggests that Section (P}{1){Il)
be modified to require the Secretary to examine fellowship training in addition

to the number of years of training required for initial board certification.

Under the present Medicare statute, a resident is defined as a hospital cost
when providing services in the context of an approved training program. The
resident under these circumstances is not allowed to bill on a Part B basis for

any personal medical services provided. The AAMC assumes this arrangement will
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be retained for residents prior to their initia) board eligidility. For
residents beyond initial board eligibility who are not eligible for Part A
Medicare funding under the proposal, S. 1158 raises a number of difficult poliqy
questions. For example, under present law, residents in thoracic surgery and ”
cardiology programs may not bill Medicare patients for services on a Part B basis
because the residents are included in the hospital's costs. Under S. 1158, these
residents-in-training may not be inc\uded in a hospital's costs. It does not
seem reasonable to preclude these trainees from being paid on both a Part A and a
Part B basis. If Part A payment is to be lim?ted to the initial eligidility
required to produce a competent practitioner, advanced residents should be
thought of as physicians in the early years of their practice. _The services
provided by advanced residents should be supported from the physician component
of Medicare. Consequently, if residents beyond initial board eltgibility or

beyond five years cannot be included in hospital costs, the AAMC recommends

amending S, 1158 to allow Part B bills to be rendered for
physician services provided by individuals 12 residency years

which may not be included in a hospital's costs.

The Association recognizes that this recommendation may\uecrease the budget
savings of S. 1158, may lead tb conflicts in the supervisory roles of faculty and
senfor residents, and may lead to increasing difficulties in administering
Medicare policies for paying physicians in a teaching hospital, The Association
is prepared to make every effort to work with the Subcommittee and its staff to
be sure the conflicts raised by this issue are equitably resolved. Nevertheless,
it is unfair to prShibit physicians-in-training caring for patlénts from being

paid as doctors if Medicare is not going to support their training programs.
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Section (P)(fi)(Il): Limit to Present Training Requirements

In the past few years, a number of residency programs have increased the
required number of years of training to achieve board eligibility. The AAMC has
been concerned that some recent and pending proposals have not considered
adequately the economic impacts of extending the training. The Association has
attermpted to stimulate private sector efforts to balance educational and economic
concerns. For example, at the request of the AAMC, the Accreditation Council for
Graduate ‘Medical fducation {ACGME) considered the issue of changes in specialty
board certification requirements that affect the special requirements for the
accreditation of programs in graduate medical education. The following statement
was approved end has been transmitted to the American Board of Medical
Specialties and to the specialty certifying boards.

"The ACGME recognizes that a mechanism is in place for review

of a Statement of Justification/Impact Statement which must

accompany requests for approval of revisions of 'Speciial

Requirements.' The ACGME recommends that requests for

changes in the duration of training programs not be approved,

unless there has been full and open discussion of the broad

impact of those changes upon the specialty itself, upon

allied disciplines, upon the educational institutions

providing the training and upon the public interests, This

may include convening an appropriate forum for discussion of

specific cases. The ACGME recommends that specialty

certification bodies contemplating alteration of the duration

of residency training requirements for certification should

initiate discussion of the proposal with the Residency Review

Committees of which they are sponsors early in the process.”
Specialty certifying boards are autonomous entities that establish the criteria
and standards individual physicians must meev io be certified as specialists in
each of 24 specialties. Changes in educational requirements for certification
may be made by each board without further ratification by any other agency. The
American Board of Medical Specialties (ABMS) must be informed of planned changes
180 days in advance of their effective date, but the ABMS has no power to approve

or disapprove changes in educational requirements of its member boards.
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It is apparent that the boards have total control over the education that
their candidates must complete to be eligible for certification, They establish
the length of their training programs and have a strong influence on the content
by the nature of their examinations., A board can change its educational
requirements unilaterally without consideration of the impact of the change on

the programs of other boards or the teaching hospitals.

In April of 1984, the AAMC submitted a formal request for an amendment of
the ABMS bylaws to require member boards to submit changes in their educational
requirements that had economic or programmatic impact {such as lengthening of
training, procedural requirements, etc.) to the ABMS for approval. While our
efforts in this regard have not been completely successful, we believe we have
significantly raised the consciousness of those directly involved in these

decisions.

The Association is pleased that the sponsors of S. 1158 recognize that the
length of residency training is not static and that they have provided for a
policy review of this subject after three years. While the bill provides that
the Secretary shall consult with the Accreditation Council on Graduate Medical
Education (ACGME) prior to making a decision the AAMC is concerned with adding
this function to an accreditation agency. Instead of consulting with ACGME, the
AAMC recommends the Secretary consult directly with the five organizations which

sponsor the ACGME.

The Association would request, however, a clarification in paragraph
(PY(1i)(II). To ensure that the Secreiary does not use changes in the training
period of one specialty to impose length of training requirements on another
specialty, the AAMC suggests the following revision: *. . . or, after.January

1, 1989, in the event that the required number of years in training for a given
\‘
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specialty increases, the number of years specified by the Secretary for that

specialty” (additions underlined).

New Programs

As the hospital field restructures and reiligns. héspitals are making
changes in their training programs. Some hospitals are increasing residency
programs; others are shrinking them. In the second and later years of the
proposal, the AAMC understands hospitals increasing the number of initial toard
trainees could include the additional residents in their costs while hospitals
decreasing programs would receive reduced payments, This is an important and

realistic feature of the proposal, which the Association supports.

Section (P)(i11): Foreign Medical Graduates

Unites States medical and osteopathic schools are presently graduating over
16,000 physicians annually. Each of these schools has been peer-reviewed and is
fully accredited. All recent physician manpower studies show U.S. medical and

osteopathic schools are training an adequate number of physicians for our nation.

In addition to the U.S. graduates, a large number of foreign-trained
physicians are entering the Unites States. Many of these foreign trained
physicians enter residency training programs where they are supported by patient
service revenues, including Medicare payments. In his gtatement accompanying the
tntroduction of S. 1158, Senator Dureﬁberger congratulated U,S. medical schools
on decreasing the number of students admitted. To the AAMC, it does not seem
reasonable to encourage accredited U.S. schools to decrease their enrolliment
while permitting the growing number of U.S. citizens training in foreign, even

unaccredited, medical schools to qualify for Medicare reimbursement.

10
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The AAMC believes our society has a responsibility to provide necessary
clinical training for physicians from U.S. schools., The Assoctation believes no
similar obligation exist for graduates of non-accredited schools or for schools

from outside the United States, Therefore, the AAMC recommends

amending Section (P){iii) to eliminate Medicare support for
all residents who are not graduates of accredited medical {(or

osteopathic) schools located in the U.S. or Canada.

The Association recognizes that our nation may wish to conﬁipue training a
limited number of foreign graduates for purposes of economic development, foreign
relations, cultural exchange, and foreign aid. The AAMC supports public funding
for foreign physicians in programs designed to train and return them to their own
society, however, the AAMC believes special purpose funds should be used for

these training purposes.

It should be understood that for some hospitals, where residents provide a
large proportion of patient services, the immediate elimination of Medicare
support for FGMs would cause substantial access and service problems for Medicare
benefictaries. The AAMC does not wish to decrease patient access to service.

Therefore, the AAMC recommends

that S. 1158 be amended to provide a three year phase-out for
Medicare support of residents graduating from foreign medical

schools,

A three year transition should allow the hospital and its medical staff to modify

programs, personnel, and services while maintaining patient access to care.

11
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Section (c)(1): GAO Study

In requiring a study comparing the costs of care in teaching and
non-teaching hospitals, the AAMC is pleased to note that S. 1158 requires the
study to include both hospital (part A) and physician (part B) expenditures in
the two setiings. At ]east two studies comparing teaching hospital costs have
found that while patient care costs are higher in teaching hospitals, the
difference in total admission cost is diminished by including lower total
physician charges in teaching hospitals., This is especially true for surgical
cases where Medicare does not allow an assistant at surgery fee in a hespital

sponsoring a surgery training program.

The AAMC does nave one reservation about the proposed GAO study. It is
possible that the higher costs incurred by the ancillary-intensive teaching
hospital admission are offset, at least partially, by the use of fewer medical
services during the illness (e.g., fewer re-admission or fewer ambulatory care
services) or by fewer days of restricted activity for the patient. No study has
examined the costs of teaching and non-teaching hospitals in }ight of the

patient's total illness costs; such a study 1s needed.

Indirect Medical Education Adjustment L)

S. 1158 does not directly address the resident-to-bed adjustment in DRG
payments presently provided to teaching hospitals. However, this adjustment is
frequently misunderstood because of its "medical education” label, In the

Secretary's report on Hospital Prospective Payment for Medicare, DHHS proposed an

adjustment in DRG payment rates based on the ratio of residents-to-beds in
teaching hospitals. As Congressional comnittees considered the proposed Medicare
prospective payment system early in 1983, the Congressional Budget Uffice (CBO)

prepared estimates of the impact of the new payment system including the

12
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resident-to-bed adjustment on different types of hospitals. Hospitals were
compared on the basis of region, urban/rural tocation, bed size, ownership and
teaching status. CBO estimates showed that teaching hospitals would suffer
disproportionate revenue losses under the proposal and that the amount of the
Toss would be relatively greater for hospitals with at least .25 residents per
bed than for hospitals with lower resident-to-ded ratios, Because the
Department's proposed adjustment did not provide equitable treatment for tertiary
care/teaching hospitals, Congressional committees asked CBO staff to estimate
prospective payment impacts using a doubling of the Department's proposed
adjustment. The resulting estimates showed teaching hospitals would be
benefitted or penalized under the new System in approximately the same proportion
as non-teaching hospitals. Thus, a doubling of the proposed resident-to-bed
adjustment provided the desired equity between teaching and non-teaching

hospitals.

This Subcommittee clearly recognized the mulitple deficiencies the

adjustment could help correct,

This adjustment is provided in the light of doubts...About
the ability of the DRG case classification system to account
fully for factors such as severity of illness of patients
requiring the spectalized services and treatment programs
provided by teaching institutions and the additional costs
assocfated with the teaching of residents ... The adjustment
for indirect medical education costs is only a proxy to
account for a number of factors which may legitimately
increase costs in teaching hospitals. (Senate Report 98-23,
p. 52)

In the AAMC's judgment, the resident-to-bed ratio serves as a proxy to adjust for

inadequacies in prospective payment, including:

0 1inadequate recognition of differences within a DRG of the
complexity of disease, intensity of care required and

resources utilized for patients in the teaching hospitals;

13
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0 no recognition for the teaching hospital's costs of
maintaining both a broader scope of services and the

capacity to provide specialized regional services;

o failure of the wage adjustment to account for differences
between central city and suburban wage rates within

metropolitan areas;

0 decreased productivity which results from including

tratnees in the hospital programs; and

o additional ancillary services ordered by trainees involved

in the diagnosis and treatment of patients.

Thus, while the resident-to-bed adjustment is called the “indirect adjustment for
costs accompanying medical education,” it is, in fact, a proxy measure to provide

apropriate compensation for the added patient service costs.

The AAMC is concerned that the limitation of Medicare support to initfal
board eligibility for direct medical education costs could be carried over to the
residents included in the resident-to-bed adjustment. In the Association's view,
this would be inappropriate. All residents, regardless of years of training,
have been counted in determining the correct size of this proxy referfed to as
the resident-to-bed adjustment. Therefore, all residents, regardless of years of
training, should be used in making adjustment payments to hospitals. It is
important that the data used for the adjustment analysis and the adjustment

paymént be the same.

14
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In the last five years, the AAMC has completed comprehensive reviews of both
graduate and undergraduate medical education.* Among the common themes of these
reports is the conclusion that a .ontemporary medical education requires
completion of both medica) school and residency training in order to be prepared
for independent medical practice. Medical schools provide the general
professional education which is the foundation of all medical practice.

Residency training or graduate medical education provides the formal clinical
education that develops the skills and experience necessary for independent
practice. Residency programs are accredited by the Residency Review Committees
under the supervision of the Accreditation Council for Graduate Medical

Education.

Graduate medical education is not focused on the university campus. It
takes place primarily in teaching hospitals. Residents, working under
supervision, learn clinic;l medicine by hands-on participation in the care of
hospital patients. Patients are being treated and residents are being trained
through the same act1viti;s. In effect, both products -- patient care and

eduzation -- are being simultaneously, or jointly, produced in the teaching

hospital.

The joint product nature of patient services and c¢linical education does not
imply that education is being produced without additional costs -- education is
not simply a by-product. Adding the educational role 'nvolves additional costs
for supervising faculty, clerical support, physical facilitfes, lowered
productivity, and increased ancillary service use. These costs are real, If
graduate medical educatfion is to continue, these costs cannot be avoided.

Therefore, the growing debate about financing graduate medical education should

¥Graduate Medical Education: Proposals for the Eighties (1381) and Physicians
for the Twenty-fFirst Century (1984},

1
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not be one about paying or not paying these costs. Rather, the debate should be

about the most appropriate method of paying for the costs of residency training.

For the past several decades, the teaching hospital's added costs for
residency training have been financed primarily by patient service revenues, most
particularly by payments of hospital charges and reimbursement. For example,
data from the AAMC's 1984 survey of stipends paid to housestaff show 81% of the
stipends and benefits are paid from hospital patient revenue when Federat
hospitals are excluded. The next largest suvurce, state appropriations, supports
only 5% of residents' stipends. Ffor advanced residents, called clinical fellows,
the role of hospital revenues is somewhat smaller, but still accounts for over
61% of funding. While residents' stipends are only one major cost of these
programs, the AAMC believes patient service revenue has been and continues to be

the primary source for supporting the total costs of graduate medical education,

The AAMC has had a long-standing policy on financing graduate medical
education which was reaffirned in 1980 when the AAMC published the report of its
Task Force on Graduate Medical Education. This three-year task force recommended

that:

Graduate medical education should continue to be financed
from multiple sources, with the principal source being the
general operating revenues of the teaching hospital (p. 94,

emphasis added).

The recommendation was consistent with private payer practices and with
Congressional intent for the Medicare program. Many 8lue Cross agreements
throughout the country explictly provide for payment of these costs. Congress
clearly established p}yments for residents in training as a legitimate Part A
Medicare expense in the original Medicare statute.

2
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The AAMC continues to believe patient charges and reimbdrsements are an
appropriate method of financing graduate medical education. In fact, if all, or
most, of the nation's hospitals participated in graduate medical education,
patient service financing of residency training could survive in the face of the
increasingly competitive hospital marketplace. However, only 2 percent (125) of
the nat!on‘s~5f900 community general hospitals provide 50 percent of the natfon's
residency training. Another 1,100 hospitals provide the remaining half of
residency traintng, These 1,225 hospitals bear the cost of training the nation's
entire supply of residents. The remaining 4,600 community hospitals -- as well
as health maintenance organizations, competitive medical plans, and preferred
provider organizations -- obtain the benefits of fully trained physicians without
sharing in the cost of the training itself., This gives the non-teaching hospifal
an advantage in setting its charges and negotiating contracts. In the new
environment of hospitals competing on a price basis and third party payers and
health care plans favoring hospitals with low charges, teaching hospitals will
not be able to compete unless their specfal contributions to scciety are

recognized and funded.

The changes in hospital payments have created an apprehension among members
of the AAMC that teaching hospitals will have difficulty in continuing to provide
adequate support for clinical education from patient care revenues, Therefore.-
the AAMC established a Committee on Financing Graduate Medical Education in
September, 1984 to evaluate present methods and explore future alternatfves for
financing residency training. The Committee {s chaired by J. Robert Buchanan,
M.0., general director of the Massachusetts General Hospital, and the members are
tisted in Attachment A. The Committee met with the AAMC Administrative Boards
and Executive Council in September, 1984 for a seminar on the financing of
graduate medical education. The next three meetings of the Committee were held

in November, January and February and alternatives for financing graduate medfcal
3 .
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education were explored. This paper has been prepared to summarize the
discussions of the Committee and to explain the competing views on the issues of

financing graduate medical education reviewed by the Committee.
The Committee's discussions have focused on five topics:

o0 the need for special funding for graduate medicatl
education in the patient care payment environment that is

evolving;

o the advisability of creating a societal funding mechanism
for graduate medica) education rather than having each

payer establish its own policies;

o the number of training years to be financed with any
separate funding and the resulting manpower controls that

accompany various alternatives;

o the increasing use of non-hospital sites, especially

ambulatory care settings, for residency training; and

o the responsibility for training physicians educated in

foreign medical schools.

The remainder of this report explores each of these topics in some detail in
order to provide AAMC menmbers, physicians and hospitals, third party payers, and
public policy analysts with an understanding of the conflicting viewpoints within

the medical education community,



The Need for Separate Funding

Patient care financing of graduate medfca) education has well served
teaching hospitals, physicians-in-training, and soctety for several decades.
Hospitals have been able to expand positions avaflable to meet the increasing
number of medical school graduates, specialties have upgraded their basic
clinical training requirements, new subspecialties in medicine and surgery have

developed, and new technologies have been widely disseminated.

Some Committee members and some AAMC members believe that teaching hospitals
may be able to compete in the new environment without separate funding for the
higher costs that result from graduate medical education., Until evidence to the
contrary is clear, they believe that it would be unwise for the AAMC to advocate
alternate financing arrangements which may jeopardize some of the benefits of the
current system. These benefits include the freedom of medical students to elect
to train in the specfalty of their choice and the ability of teaching hospitals

to offer a variety of residency programs.

The competing view, held by the majority of the Committee and many AAMC
members, {s that patient revenues in the future price-competitive market may be
insufficient to support financing of graduate medical education and that
alternatives must be found or at least expltored. This group believes payers will
withdraw their explicit support and/or cut back on tieir 1mplicii support for
graduate medical education. As a result, teaching hospitals will be forced
either to limit other hospital programs and services to support the educational
mission or to reduce the numbers of residents and faculty they support. Other
missions also may increasingly draw on the resourcec of the teaching hospitals.
For exampte, many teaching hospitals are being asked to provide increasing

amounts of care to the indigent without concommitant increases in state or local
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support. Thus, institutional resources are being stretched substantially and may

be unable to support educational programs at current levels.

In substantial part, this dichotomy of viewpoints reflects different member
experiences and points of reference. Those who advocate continuing to finance
graduate medical education with patient service revenues present their viewpoint
with reference to a payment system based on negotiated prices. Thef balieve the
teaching hospital has a marketable resource in its educational activities. They
see education providing a quality-enhancing benefit not available from
non-teaching h;spﬁtals. Moreover, in a negotiated market, a hospital is free to
reject a price which does not enable it to meet its patient care and educational

costs.

Those who advocate establishing separate financing for graduate medical
education present their view with reference to a payment system based either on
administered prices set by an external entity or on a payment system dominated
simply by lowest price. For example, Medicare's basic prospective payment
formulas are designed to ﬁay a fixed price for a given patient irrespective of-
whether the hospital does or does not offer residency training. Unless separate
funding is added, such as Medicare's current medical education passthrough, the
teaching hospital must provide two products (i.e., patient care and education)
for the same price the non-teaching hospital must provide only patient care. For
non-Mcdicare payers, if price is the only selection criteria, there will not be

additional funding for graduate medical education,

Given these differing reference points and perspectives, the AAMC faces two

fundamental but conflicting assumptions:

public and private payers will recognize the unique
contributions and benefits of teaching hospitals and be
willing to pay teaching hospitals higher payments. As a
result, the AAMS need not explore alternative arrangements
for financing graduate medical education;

6
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or

public and private payers of hespital services are becoming

increasingly resistant to including adequate funding for the

support of graduate medical education in their general

patient c¢v-e payments. As a result, the AAMC must explore

options t provide support for this essential mission of

teaching hospitals.
Resolution of this fundamental difference in working assumptions must precede
discussions about the methodologies and structures for financing graduate medical

education.

The Committee premised its development of alternative financing arrangements
on the latter assumption cited above. This does not imply that it is
inappropriate to finance GME with the general operating revenues of teaching
hospitals. It does recognize, however, that in the future new payment systems
for patient services mdy not provide teaching hospitals with sufficient funds to
finance both their patient care and educational missions. Therefore, the
Committee has explored alternztives and identified conflicting {ssues that must

be resolved.

Scope of Proposals

Health care financing arrangements, both public and private, are undergoing

substantial changes:

0 payers are increasingly interested in paying only for the

immediate services used by their beneficiaries,

o predetermined payments are replacing retrospective cost

reimbursement, and

o low price {s replacing access as a criteria for selecting

hospitals.

-89 O—R5--—5
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In this environment, each payer has an economic advantage in behaving as a
marginal price purchaser paying only the incremental costs arising from services
provided to its patients. This behavioral incentive, however, is in conflict
with the broader sccietal interest in maintaining and supporting commonweal

services benefiting all collectively but no payer individually.

Adequate financing for gradvate med.cal education requires e ch payer to
subordinate some of its economic self-incerest to the broader social interest of
adequately training new physicians. Thi: subordination of self interest can be
achieved in two ways: (1) society can impise a tax to support the costs of
residency training or (2) payers can individually be persuaded for social,

ethical, or public image reasons to share in financing residency training.

The Committee recognizes advantages and disadvantages'to each approach. The
taxation approach is the most likely to provide comprehensive financing and to
“avoid conflicting health manpower policies across payers. However, requiring a
Federal tax, administered by Federal officials, seems to be contradictory to the
present political climate. ' Morover, it would make residency training dependent
on a single source of funds and subject it to annual debates in the Federal
budget. Such fiscal control could lead to massive intervention in medical
education. Similar reservations exist for state-administered taxes. In
addition, a state tax approach could lead to conflicting manpower policies across

the nation.

The individual payer approach does not require major Federal legislation or
a new bureaucracy and it permits manpower training decisions to remain at the
institutional level. It is not clear, however, whether payers will subordinate
their economic self interest., Some may; others may not. As a result, the

revenue base for residency training may be incomplete and constantly changing.

A
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The preferred course is unclear. Should the AAMC seek a comprehensive,
national tax or should the AAMC concentrate on national payers (e.q., Medicare)
while individual members work with their state and with individual payers? Each

choice has major risks,

If separate funding is provided to support graduate medical education, the
amount of that funding could be set by determining the number of residents to be
financed and the number of training years to be supported. Three options on the
length of training which would be supported by separate funding are availabdle:
(1) fund residents for a fixed number of years (e.g., 3, 4, or 5) regardiess of
the specialty in which the resident is training; (2) fund residents only for the
period of time necessary to obtain initial board eligibility; or (3) fund

residents in all accredited programs for initial and subspecialty training.

Option one provides separate funding for a fixed number of years per
resident. Residents in programs which can be completed in the fixed number of
years are supported throughout their training. Residents in the longer programs
would receive funding for the fixed number of years but they, the hospital and
the staff physicians would have to support the remaining years with patient
service revenues, grants, appropriations, contracts, or philanthropy. For
example, if the separate funding were provided for the first three years of
restdency training, residents in théee year programs would be supported for atll
training years. Residents in programs lasting four or more years would receive
separate fundiny only for the first three years of their program. Thus, under
the three year example, residents in family practice, pediatrics, and internal
medicine would receive funding throughout their basic training. Residents in all
vther specialties and subspecialties would receive funding only for the first

three years of their program. Adv9cates of fixed year funding emphasize two
9
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advantages to the approach. First, it minimizes external regulation. It does -
not require an external entity to allocate residency positions by sgecialty or
across hospitals because payment is made based solely on the number of residents
at or below the fixed years of training. Secondly, the advocates generally
believe it will increase the proportion of resideats trafning in the primary care
specialties and decrease the proportion of residents undertaking subspecialty
training. Detractors are concerned that the fixed year funding creates
instability and uncertainty for residency programs lasting beyond the fixed year
threshold. They note that strong training programs are built across time and
need stability of financing and personnel, Detractors are also concerned that
funding less than the years required for certification may lead to:
inappropriate efforts to shorten training time, residents who drop ouf of
training programs before completing them, or fee-for-service bitling for

residents who have not completed their training programs.

A second alternative varies the number of years of separate funding with the
number of years of specfalfy training required for initial board certification.
Residents in internal medicine would be supported for the three years of internal
medicine with no separate funding provided for subspecialty training. Residents
in surgery would be supported for the five years required for general surgery
with no additional separate funding provided for the extra years required for
thoracic, plastic, or colon and rectal surgery, The principal advantage of this
alternative is its explicit recognition of the variation in the time required for
initial board certification in different specialties. Some Committee members are
concerned that separate funding which varies with the trainiwg required fo}
initial board eligibility may lead to the development of a manpower planning
entity which designates the number of approved positicus in each specialty. The
majority of the Comnmittee believes, however, that a manpower planning entity is

not necessary if separate funding is limited to the initial training program.
10 :
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The majority also believes their position wou1& be strengthened if the number of
years of support for each specialty is limited to the present requirement. The
major disadvantage of this alternative is its limitation to initial board
e!igibi!iiy. In many specialties -- including internal medicine, pediatrics, and
surgery -- some residents undertake subspecialty training after they have
completed, or could have completed, the initial residency. This alternative
would not provide separate funding for residents in subspecialty training. Other

sources of financing would be needed to support subspecialty programs.

The third alternative provides separate funding for all residents training
in approved training programs. This approach provides separate funding for full
specialty and subspectalty training in all disciplines. Advocates of this
approach emphasize that it provides full funding for the perfod of time that the
physician-in-training is subject to the direction and supervision of faculty. It
does not provide an economic disincentive to developing or pursuing the longer
training programs. Detractors note the open-endedness of this approach. They
believe the funding entity is likely to limit its financial exposure under this
option by developing explicit manpower training policies. The detractors are
concerned that some entity may determine how many positions in each type of

training will be offered and which hospitals will be approved for funding.

The three funding options are dramatically different., They vary in terms of
ease of administration, financial comprehensiveness, and likely manpower
regulation. Each approach has supporters. Selection of any one approach will

bring fundamental change to residency training.

11
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Non-Hospital Training Sites

Increasingly, acute care hospitals are being used only for the most
intensive portion of a patient’s illness or procedure, This has changed both the
kinds of cases admitted to inpatient units and shortened the length of time the
patient is in the hospital. As a result, several specialties are are now trying
to incorporate non-hospital experiences in their residency programs. This
creates problems because hospital patient care revenue has been the predominate
source of support for residency training. While hospital charges and costs
presently include expenses for gradvate medical) education programs, ambulatory
care providers do not have such costs in their present charges. lncreasing
charges in ambulatory or long-term care settings to support residency training
would disadvantage some providers as price competition in all areas of medical
care increases. Innovative financing approaches must be developed and evaluated

for both long-term care ana ambulatory settings.

Residency Positions To Be Supported

The United States has 127 medical schools accred{ted by the Liaison
Comnittee on Medical Education (LCME) and 15 accredited osteopathic schools from
which therc are a total of approximately 16,200 graduates. The AAMC Committee
believes that the United States has an obligation to provide the resources
necessary to train these graduates. The Committee believes saciety has no
similar obltgation to provide and financially underwrite graduate medical
education for graduates of non-accredited medical schools or schools outside the
U.S. At the present time 18% of residency training positions are occupied by
physicians graduating from foreign medical schocls. While some U.S. hospitals
may wish to continue training foreign graduates, the Committee believes such
training need not be supported by funding arrangements designed to support

graduate medical education, Because almost twenty percent of current residents
12
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are foreign medical graduates, adoption by payers of the Committee's Bosition

would substantially reduce the funding needed for graduate medical education.

Conclusion

This statement of issues is focused on five major topics surrounding the
future financing of griduate medical education. The Committee recognizes that
numerous secondary issues have not been addressed. For example, approaches which
increase the uncertainty of residency support may discourage
economically-disadvantaged individuals from choosing a medical career.
Elim;nating funding for foreign medical graduates may pose special transition
problems for patient services in some hospitals. The Comnittee is aware of these
and other secondary concerns but chose to omit them in order to address the

primary topics in a more tightly focused way.

During the last two decades, hospitals have operated for the most part in a
cost reimbursement era with substantial autonomy. They have competed with each
other on the basis of quatiéy and scope of services; there was minimal
competition on the basis of price. The Committee recognizes that the environment
of the mid-80's and beyond is different and that hospitals must improve the
efficiency of all their services. Price per unit of service is becoming the
basis of competition. Even efficient teaching hospitals are disadvantaged in the

price competitive market for a variety of reasons including:

o the provision of a disproportionately large share of care

to the indigent;

‘0 the treatment of the most severely i1l patients;

13
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o the provision of regional stand-by services, such as burn
centers, pediatric and adult open-heart surgery centers,

and transplant centers;

o the presence of clinical research efforts to advance

diagnostic and treatment capabilities; and

o the provision of graduate medical education to maintain

the supply of physicians for this country.

All of these functions are important to the missions of teaching hospitals, and
all make teaching fospitals more expensive to operate thar non-teaching
hospitals. The Cemmittee's task is to examine only changes in the financing of
graduate medical education, but it clearly recognizes that even if separate
funding for graduate medical education is adopted, teaching hospitals will
continue to require special consideration in any hospital financing scheme for
the other functions that gistinguish them from non-teaching hospitals, WKhile
financial support for graduate medical education will not eliminate the teaching
hospital's problems, support for GME will contribute to a more equitable market

in which teaching hospitals are less disadvantaged.
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STATEMENT OF NEAL A. YANSELOW, M.D., VICE PRESIDENT FOR
HEALTH SCIENCES, UNIVERSITY OF MINNESOTA, MINNEAPO-
L1S, MN, ON BEHALF OF THE ASSOCIATION OF ACADEMIC
HEALTH CENTERS, WASHINGTON, DC

Dr. Vanserow. Senator Durenberger, as you know, I am vice
president for health sciences at the University of Minnesota, but 1
am also a member of the board of directors of the Association of
Academic Health Centers. I am speaking today to outline the
board’s position on the funding of graduate medical education.

I believe you know that our association is comprised of about 100

- academic health centers in the United States and Canada. The
chief administrative officers of these centers are responcible for the
various education programs in the health professions and for the
principal teaching hospitals.

Our association has not testified regularly at hearings such as
this. We have decided to make an exception on this issue because
we recognize its tremendous importance. And I think we also recog-
nize the incredible dilemma that all of us face. On the one hand,
there is the need to balance the Federal budget, and we want to be
responsive to this; on the other hand, our systém of health care is
undergoing a very rapid dramatic change. We don’t want to do ir-
reparable harm to the ability of our hospitals and our universities
to respond to these changes. Above all, we want to maintain the
traditign of educational excellence which we believe has been a
very important factor, giving our country the best system of health
care in the world.

In an attempt to deal with this dilemma, our board has devel-
oped six principles which we hope will be used by Congress in for-
mulating new legislation on the subject of graduate medical educa-
tion. We offer these principles not because we necessarily think
they will produce a better system than we now have but because
we feel that they will reduce costs while at the same time preserv-
in% the essential elements of the sy stem. ‘

will go over these principles very briefly, because they have al-
ready been outlined in some detail in our written statement.
First of all, we believe that considerable money could be saved by
discontinuing Medicare payments for residency positions filled by
%raauates of foreign medical schools; I am referring to both alien
MG's and foreign medical school graduates who are U.S. citizens.
We view this as both a menpower and a quality issue. We believe
that accredited medical and osteopathic schools in the United
States and Canada have the capacity to meet our Nation’s medical
man)}‘)ower needs, but that they also produce graduates who are of
much better quality than ‘those produced by most foreign schools.
Our second principle? We believe that additional money could be
saved by limiting Medicare support for residents to the number of
years now required for initial goard certification. We believe these
gayments should be made as they now are, through Medicare-reim-

ursement to hospitals, and we would also urge that hospitals be
given maximum flexibility in the use of the funds that they receive
so that they can place more emphasis on innovative Training Pro-
grams, such as residents spending more time in ambulatory care
settings.
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Third, we recommend that the portion of a resident’s stipend
which is eligible for Medicare reimbursement be the same for all
specialties in all hospitals, with adjustments for area cost of living,
with periodic adjustments for inflation and with minor adjustments
for seniority.

Fourth, we would urge that Congress continue to reimburse hos-
pitals’ costs associated with clinical training of nurses and allied
health professionals. The amount involved here is relatively small,
gut continued support is vital to our ability to educate these stu-

ents.

Fifth, we believe the so-called indirect cost proxies should be left
in place until the nature and the extent of the products that reim-
burse this work can be further clarified and alternate reimburse-
ment mechanisms can be designed.

Finally, we hope that Congress will not cast into legislation rigid
requirements regarding the numbers and types of health profes-
sionals we train, quotas for specialties, curriculum requirements,
and so on. We believe that these questions are best left to the mar-
ketplace. And I would like to emphasize that, Mr. Chairman. We
think marketplace factors are very important here.

I might just make a few comments on this bill, S. 1158. It ap-
pears to be consistent with the principles I have outlined on the
treatment of alien foreign medical graduates, the length of residen-
cy training supported by Medicare, continued support for the clini-
cal training of nurses and allied health professionals, and the’ ‘han-
dling of the indirect cost proxies.

We also believe it would permit the marketplace factors to play a
very important role in determining the future size and nature of
residency programs.

The bill is not consistent with the principles I have outlined, or
is silent, on uniform resident stipends and the discontinuation of
Fl\:lﬁcggare payment for residency positions occupied by U.S. citican

S.

Finally, I would like to be anecdotal, to give you one example,
Mr. Chairman, of how this would impact on my own hospital, the
University of Minnesota Hospital. 1 do this simply to make the
point that we are trying to be responsive to the need to balance the
Federal budget, but we are going to feel some pain in the process.

We have about 300 house officers assigned at any time to the
University of Minnesota Hospital. About 20 percent of thece are
beyond their primary board certification, and under the proposal I
have just made we would lose Medicare reimbursement for them.
And yet, the principles that I have outlined have a great deal of
support among our faculty, because we see them as the best way
out of a rather tough dilemma, and we feel they will not make it
impossible for us to maintain Training Programs of high quality.

I would be happy to respond to any questions that you might
have.

Senator DURENBERGER. All right. Thank ycu very much for your
testimony.

Dr. Ferris?

[Dr. Vanselow’s prepared statement follows:]
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SUMMARY

o Currently Medicare makes no distinction between graduataes of accredited
American and Canadian medical, osteopathic, and dentsl z:chools, on the one
hand, and gradustes of foreign schools on the other. The AAHC recommends that
savings in the Medicare funds that go to pay for teaching hospital residencies
should be achieved first of all by discontinuing paymeats for resideacy
positions filled by foreign medical school graduates. States with significant
dependence on f§reigu medical school graduates for staffing certain hospitals
should assume responsibility for paying these residents.

® AAHC recommends that Medicare reimburseament procedures and definitions
for "direct"™ graduate me-ical education costs be continued as currently
practiced, excep: that eligidility should be limited to the number of years
currently required for initial board certification.

@ AAHC proposes that the portion of residents' stipends eligible for
Medicare reimbursement should be unifora for all specialties and all hospitals,
with adjustments for area cost of living and s-a}l increments for seniority.

® AAHC supports wmaintaining unchanged curreat provisions for the
reisbursement of teaching costs of health professionals other than physicians.

® AAHC opposes any cuts in the "indirect cost” proxy wuatil more is known
about the factors causing these costs. Should some cuts bde considered
unavoidable, the proxy formula should not be cut below the 9 perceat per .l
resident per bed.

e Llegislation stipulating number and types of health professionals to be
trained, quotas for specialties, length of training, curriculum, etc., would
constrain the teaching institutions in responding to health msnpower market

changes and should be avoided.
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Senator Durenberger, and members of the Committee, I am Dr. Neal
A. Vanselow, Vice President for Health Sciences at the University of
Minnesota. I am also a member of the Board of Directors of the
Association of Academic Health Centers, and it is in this capacity
that I am pleased to have the opp&rtunity to speak today on the
subject of graduate medical edueation.

The Board of Directors is the elected governing body of the
Association of Academic Health Centers. The Association is composed
of approximately one hundred American and Canadian institutions of
higher education, whose chief administrative officers -- presidents,
chancellors, vice presidents for heslth affairs and others -- share
with the deans of their respective health professions schools
(uwedicine, dentistry, nursing, etc.) and with the directors of their
principal teaching thospitals the responsidbility for these
institutions' educational, research, and patient care mission and for
their fiscal stability.

The statements I will make represent the position of the Board

of Directors of the Association.

STATEMENT OF PRINCIPLES

The cost of graduate wmedical education programs has
traditionally been yecognized by government and by private payors as
an expense teaching hospitals should recover through charges for
services rendered to patients. With the enactment of the recent

Medicare legislation, and the introduction of the prospective payment
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system for Medicare éatieuts, Congress has reaffirmed the legitimacy
of financing graduate medical education through revenues from
hospital patient services, by providing in the law means for the
continuation of the pass-through of direct educational costs, as they
apply to the Medicare program.

The current federal budget deficit and pressures to stahilize
the Hospital Insurance Trust Fund have prompted a reexamination of
graduate medical education financing through Medicare. Among the
juotificationi advanced by those who propose that federal payments
toward graduate medical education should be reduced is the argument
that the current system of subsidies for resident training is open
ended, and has thus helped produce a surplus in some specialties,
v{thout solving the problems of geographical and specialty
maldistribution. Legislative approaches aimed at cutting the federal
share of the costs have been proposed, ranging from arbitrary freezes
of the amount Medicare would pay (regardless of actual costs) to
elimination of fpayments to specialty programs perceived by some as
not being needed for the care of Medicare patients.

While we recognize the need to balance federal receipts and
outlays, we submit that hasty, excessive or highly targeted
reductions in the funds which support graduate medical education
could bring about long-term damage to valuable aspects of a asystem
vhich has made American medicine preeminent in the world, and could
constrain the ability of universities and hospitals to meet the
health professional manpower requirements of the nation as new needs

emerge.
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-We respectfully submit . the following six principles for
consideration by federal agencies and by Congress in approaching new
legislative wmeasures to regulate Medicare payments for graduate

medical education:

1« Graduates of Foreign Medical Schools

The Medicare program currently makes no distinction between
residency positions filled by graduates from the medical schools
accredited by the Liaison Committee on Medical Education or by the
Bureau of Professional Education of the American Osteopathic
Association on the one hand, and graduates of foreign medical schools
not sccredited by the above bodies on the other.

While there may have been some justification for this practice
in past years when the physician supply was felt to be leas than
needed, it is unnecessary now that there is near balance between
number of residency positions offered in the Uniiaod States and number
of physicians graduating from accredited U.S. and Canadian medical
schools.

We have long opposed the practice of allowing entry into the
American health system of individuals with doubtful credentials, and
firmly believe that:

a) The government should not continue to encourage the practice

of accepting foreign medical graduates into accredited residency

positions by funding these individuale' graduste amedical
education cost under Medicare or other programs.

b) The elimination of such U.s. government funding for foreign

medical graduates' residency training in the United States would

not impair the U.S. health care system, but would in fact

jmprove the quality of its medical mampower pool.
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At the present time, about 18 percent of the residency training
positions in the United States are filled by physicians graduated
from non-accredited schools. We subamit that the elimination of
Medicare payments for the costs incurred in training these
individuals would produce most of the reduction sought in Medicare
expenditures for graduate wmedical education, without any
corresponding decline in the ability of the educational system to
maintain a flow of quality physician manpower. 1In the few states in
which certain types of hospitals still depend on foreign medical
graduates for staffing, we recommend that the individual states

assume the responsibility for paying these residents.

2. Support for Residency Training Leading to Initial Board

Certification

We recoénize that the curreat prnctice of indefinite support for
residency training, including the entire term leading to subspecialty
board certification, may represent an inducement for candidates to
elect continuation of training into subspecialties, irrespective of
msnpower needs. We Dbelieve thst once physicians achieve
certification in a primary specialty (the length of time required
varies with each specialty) financing of the continuation of their
training in a subspecialty should be assumed by the trainees
themselves or by others, but not by the federal government.

We strongly recommend that funding of residency training for the
number of years now required for initial board certification of
physicians and dantists be continued in essentially the same way as

currently practiced, i.e., through reimbursement to the hospital of
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the expenditures now allowed under the "direct cost" definition.
Further, in order that educational institutions be allowed wmore
flexibility in training residents in ambulatory care settings, and so
emphasize the primary care specialties, we recommend that the
teaching hospitsls be permitted discretion im the utilization of the

funds they receive for graduate medical education.

3. Equalization of Residents' Stipends

We recommend: thet the portion of the resident's stipend
recognized eligible for Medicare reimbursement be the same for all
residents in all hospitals, for all specialties, except for
sdjustments proportional to the cost of living index in different
sreas of the United States; that the uniform base be adjusted
snnually for changes in national cost of living indices; and that a

wodest amount be added for each year of seniority.

4. Educational Costs of Programs Other than Medicine

Teaching hospitals incur costs for the training of health
professionals other than physicians, such as pharmacists, nurses,
dentists, altied health professionals and others. These
professionals are indispensable to the functioning of our health care
system; support of their training is of critical importance, even
though the amount of funds contributed by the federal government is
small compared to those for graduate medical education.

We urge a continuation of current provisions for the
reinbursement to hospitals of the teaching costs of educating health

professionals other than physicians.
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Se "Indirect Cost" Proxy

When Congress enacted the legialaiion vhich put in place a
prospective payment system, it recognized that teaching hospitals
bear extraordinary costs which are due to such factors as intensity
of care, severity ofx illness, predominantly inner city location,
disproportionate ratio of wuncompensated care, etc. Thece
characteristics, plus costs oviginating from the hospitals' teaching
mission but not qusntifinble‘undet the "direct" cost rubric, led to
the introduction of an adjustment to. the per-admission (DRG) rate,
vwhich came to be called the "indirect cost" proxy.

Studies initiated;aince the enactment of the legislation, and to
be completed in the near future, are attempting to identify the
nature and extent of these extra costs. Information available to
date indicates that the costs attributable to "teaching" are
relatively emall compared with those attributable to unusual
"service"” fa~tors in tenchiﬂg hospitals. Yet some mistakenly regard
the "indirect cost" adjustment as another teaching cost pass-through,
and argue for an immediate 50 percent reduction of the payments
alloved under the forwmula.

We strongly urge Congress to leave the existing "indirect costs”
proxy in place wuatil the results of studies to clarify the factor
causing these extra teaching hospital costs are completed, and
sppropriate new measures can be designed.

Should the necessity to reduce the national budget deficit make
it mandatory that some - savings be achieved this year from the
Medicare "indirect costs™ proxy, we strongly urge that the proxy
formula not be cut below the 9 percent per .1 resident per bed.
Preliminary information from studies now in process seem to indicate

that this may be an appropriate level of support.
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6. Control of Training Programs

We are concerned that in the process of seeking ; solution to
the cost problem Congress w+y inadvertently insert the federal
government into areas of judgment traditionally reserved to the
university. We hope that Congress will not cast into legislation the
number and types of health professionals to be trained, quotas for
specialtiis. length of training, curriculum, etc., under the guise of
cost reduétion or to stimulate a reaponse to currently perceived
market needs.

Health care in the United States is in a state of transition.
Advances in clinical technology, flux in the supply of health
professionals, new ways of organizing health services, the aging of
our population, and changes in financial incentives for health care
providers, are having a profound effect on patterns of patient care
and utilization of services, and are influencing health
professionals' career choices. It is not clear where all these
changes will lead. Some trends seem predictable, such as trends to
more ambulatory care, but, specifically what health care will be
offered, in what manner, and by what types of specialists is
uncertain. 1t is possible that new technologies and new
organizational forms of providing patient care may emerge which will
change current methods of delivering health care and will perhaps
increase the need for some types of health professionals and
specialists that may seem to be in oversupply at present.

In this unpredictable environment we do not believe it possible
to define future manpower needs with any precision, and for this

reason we urge that maximum flexibility be left to the teaching



144

institutions responsible for the residency programs to modify
programs and curriculs as changes take place in the health system.
Legislative initiatives which would freeze funding in relation to
currently perceived needs or which are designed to provide stimuli
for satisfying the current demands of the marketplace ignore the time
lag (considerable in ‘some caa;s) for the training of competent
professionals.

Thank you for your atteation. I will be pleased to answer your

questions concerning the statements I have just made.
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STATEMENT OF THOMAS FERRIS, M.D., CHAIRMAN, DEPARTMENT
OF MEDICINE, UNIVERSITY OF MINNESOTA, MINNEAPOLIS, MN,
ON BEHALF OF THE ASSOCIATION OF PROFESSORS OF MEDI.
CINE, WASHINGTON, DC

Dr. Ferris. Good morning, Senator Durenberger.

I am Dr. Thomas F. Ferris, chairman of the Department of Inter-
nal Medicine at the University of Minnesota School of Medicine.
My testimony is on behalf of the Association of Professors of Medi-
cine, the organization that represents the chairpersons of the de-
partments of internal medicine in the nation’s medical schools.

In addition to medical school education, our departments are re-

sponsible for programs that train residents in the field of internal
medicine and its subspecialties, such as cardiology and encology.
Currently there are over 19,000 residents in internal medicine and
approximately 7,000 subspecialty residents who together constitute
more than 25 percent of the total number of graduate trainees in
the various fields of medicine. Given these significant educational
responsibilities, our association has a particularly keen interest in
issues related to residency training. Accordingly, I am accompanied
today by the president of the Association of Professors of Medicine,
Dr. Jay Stein, to my left, and Dr. Norton Greenberger from the
“University of Kansas Medical Center to my right. We appreciate
this opportunity to appear before this committee to offer the asso-
ciation’s views regarding the financing of graduate medical educa-
tion.

At its annual membership meeting in early May, the association
adopted a formal position paper regarding this important issue.
The statement, which is attached for your review, offers a specific
proposal that should serve to reduce the cost and enhance the qual-
ity of graduate medical education.

The association recommends that (1) for all the fields of medi-
cine, current mechanisms of support for graduate medical educa-
tion should be continued but should pay only for the training of
graduates of LCME, accredited medical schools. In the field of in-
ternal medicine, current mechanisms should continue to support
the training of graduates of LCME accredited medical schools
during three years of medical residency.

Third, patient care reimbursement mechanisms should continue
to support training in the subspecialties of internal medicine but
should ﬁzy only for 1 year of training for each individual and
sh}c:ulii restricted to graduates of LCME accredited medical
schools.

The implementation of this proposal would result in an 18 per-
cent reduction in the cost of graduate training without disrupting
those®esidency programs which currently offer high-quality educa-
tion attractive to graduates of LCME accredited medical schools.

In addition, it would address manpower concerns by reducing the
total number of physicians trained and by shifting funds away
from medical subspecialty prograins while maintaining adequate
support for training in general internal medicine.

I would also point out that this proposal requires neither drastic
organizational changes in the financing of graduate medical educe-
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" tion nor the establishment of new Federal, State, or local adminis-
trative structures.

Against this background I would like to offer the association’s
views regarding S. 1158, a proposal to amend the Social Security
Act with respect to Medicare payments for the direct costs of ap-
proved educational activities. We would like to take this opportuni-
ty to commend Senators Dole, Durenberger, and Bentsen for their
efforts to thoughtfully address an extraordinarily complex issue
and for their willingness to engage in a dialog with the academic
community regarding the fiscal concerns and manpower issues
which so clearly require our attention.

Foremost, we are gratified by their recognition of the need to
assure that changes in relevant Medicare policies are implemented
in a gradual orderly manner so that our ability to maintain a con-
tinuous supply of well-trained physicians is not jeopardized.

Qur concerns about S. 1158 focus primarily on the provision
which states ‘“the Secretary shall not recognize as reasonable the
cost of training an individual resident beyond the lesser of (1) &
ggars, or (2) the minimum number of years required for initial

ard certification in the specialty for which the resident is prepar-
ing.” This provision would preclude support for residencies in the
subspecialties of internal medicine, because these areas require 2 to
3 years of training subsequent to the 3-year residency required for
initial board certification in internal medicine. The Association of
Professors of Medicine questioned why the medical subspecialties
have been singled out for a total withdrawal of Medicare training
support. ' :

e respectfully request that the members of this committee con-
sider this aspect of S. 1158 in light of the following:

One, a 1981 study sponsored by the Robert Wood Johnson Foun-
dation and the Health Resources Administration indicated that 29
percent of the outpatients seen by medical subspecialists are age 65
or over, compared to 28 percent for general internists and 11 per-
cent for family physicians.

The report also shows that over a 3-day period both general in-
ternists and medical subspecialists see an average of 11 patients
age 65 or over. Clearly, practitioners of the subspecialties of inter-
nal medicine are providing the care required by Medicare benefici-
aries to the same important extent as general internists.

Two, growing numbers of departments of internal medicine are
establishing advanced training programs in the field of geriatrics,
the study of diseases which afflict the elderly. The American Board
of Internal Medicine recently announced that it intends to offer a
certificate of added qualification in this field. However, under the

rovisions of S. 1158, advanced training in geriatrics would no
onger be supported by Medicare.

Three, we are not aware of any data to indicate that medical sub-
specialists will represent a particularly large proportion of the pro-
jected surplus of physicians. In fact, as shown in table 1, the Grad-
uate Medical Education National Advisory Committee projected
larger surpluses in other specialties and in several surgical subspe-
cialties which would continue to receive full training support under
the provisions of S. 1158.
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There are significant data to indicate that medical subspecialists
devote a considerable portion of their time to primary care. In
1979, Mendenhall, Tarlov, and others reported the results of a na-
tionwide survey from which they concluded that subspecialists in
internal medicine:

Are assuming ong-ing and comprehensive responsibility for the management of
very substantial numbers of their patients and have an appreciable commitment to
entry-level care. These factors must be considered in future proposals to ameliorate
inequities in the availability of primary care physicians.

End of quote from that study.

The data from this particular study indicated that office based
practitioners in six of the nine medical subspecialties spend more
than 50 percent of their time providing primary care.

In summary, the Association of Professors uf Medicine appreciate
the willingness of the sponsors of S. 1158 and the members of this
committee to thoughtfully address the issue of financing graduate
medical education. We respectfully request your consideration of
our recommendation that the bill be modified to allow 1 year of
support for advanced training in the subspecialties of iriternal med-
icine and related fields such as geriatrics.

Thank you.

Senator DURENBERGER. Taank you very much.

Senator Dole.

Senator DoLE. I have no questions at this time.

[Dr. Ferris’ prepared statement follows:]
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Good morning, I am Dr. Thomas F. Ferris, chairman of the department of internal
medicine at the University of Minnesota Medical School. My testimony is on be-
half of the Association of Professors of Medicine (APM), the organization that
represents the chairpersons of the departments of internal medicine in the
nation's medical schools. In addition to medical student education, our depart-
nents are respensible for programs that train residents in the field of internal
medicine and its subspecialties, such as cardiology and oncology.* Currently,
there are over 19,000 residents in internal medicine and approximately 7,000
subspecialty residents who together constitute more than 25 of the total number
of graduate trainees in the various fields of medicine. Given these significant
educational responsibilities, our Association has a particularly keen interest in
issues related to residency training. Accordingly, | am accompanied today by the
president of the APM, Dr. Jay H. Stein from the University of Texas Health Sci-
ence Center in San Antonfo, and the president-elect, Or. Norton J. Greenberger
from ttle University of Kansas Medical Center. We apprectate this opportunity to
appear before this Committee to offer the Association's views regarding the fi-

nancing of graduate medical education.

At its annua) menbership meeting in early May, the Association adopted a fomal
position paper regarding this important issue. The statement, which is attached
for your review, offers a specific proposal that should serve to reduce the costs
and enhance the quality of | '“duate medica) education. The Association recom-

mends that:
1. For all of the fields of medicine, current mechanisms for support of gradu-
ate medical education should be continued but should pay only for the

training of graduates of LCME-accredited medical schools.

* See page 6§ for a description of the nine medical subspecialties
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2. In the field of 1ntérnal medicine, current mechanisms should continue to
support the training of graduates of LCME-accreditec medical schools during
three years of medical residency.

3. Patient care reimbursement mechanisms should continue to support training
in the subspecialties of internal medicine but should pay only for one year
of training for each individual! and should be restricted to graduates of
LCME-accredited medical schools.

The implementation of this proposal would result in an 18% reduction in the costs
of graduate training without disrupting those residency programs which currently
offer high-quality education attractive to graduates of LCME-accredited medical
schools, In addition, it would address manpower concerns by reducing the total
number of physicians trained and by shifting funds away from medical subspecialty
programs while maintaining adequate support for training in general internal
medicine. I would 2lso point out that this proposal requires neither drastic or-
ganizational changes in the financing of graduate medical education nor the es-

tablishment of new federal, state or local administrative structures.

Against this background, | would l1ike to offer the Assocfation’'s views regarding
S. 1158, a proposal to amend the Social Security Act with respect to Medicare
payments for the direct costs of approved educational activities. We would like
to take this opportunity to commend Senators Dole, Durenberger, and Bentsen for
their efforts to thoughtfully address an extraordinarily complex fssue and for
their willingness to engage in a dialooue with the academic cammunity regarding
the fiscal concerns and manpower issues which so clearly require our attention,
Foremost, we are gratified by their recognition of the need to assure that chan-
ges in relevant Medicare poliries are implemented in a gradual, orderly manner
s0 that our ability to maintain a continuous supply of well-trained physicians

{s not jeopardized.
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Our concerns about S. 1158 focus primartly on the provision which st3%tec that the
Secretary shall not recognize as reasonable the costs of trafning an individual
resident beyond the lesser of: 1} five years, or 2} the minfmum number of years
required for fnitial board certification fn the specialty for which the resident
is preparing., This provision would preclude support for resfidencies in the sub-
specialties of internal medicine because these areas require 2-3 years of train-
ing SUBSEUPENT TO the three-year residency required for tnitial board certifica-
tion in internal medicine. The Association of Professors of Medicine questions-
why the medical subspecialties have been singled out for a TOTAL withdrawal of
Medicare training support. We respectfully request that the members of this Com-

mittee consfder this aspect of S, 1158 in 1ight of the following:

® A 1981 study sponsored by the Robert Wood Johnson Foundation and the Health
Resources Administration fndicated that 29% of the Butpatients seen by med-
fcal subspecfalists are age 65 or over, compared to 28% for general finter-
nists and 112 for family physicians., The report also showed that over a
three-day period, both general internfsts and medical subspecialists see an
average of 11 patients age 5 or over.! Clearly, practitioners of the sub-
specialties of internal med1;1ne are providing the care required by Medicare

benefictaries to the same important extent as ggneral internists.

o Growing numbers of departments of internal medicine are establishiny ad-
vanced training programs in the field of geriatrics, the study of diseases

- which afflict the elderly. The American Board of Internal Medicine recently
announced that it intends to offer a “certificate of added qualificatfons”

in this field. However, under the provisfons of S. 1158, advanced training

in gerfatrics would no Jonger be supported by the Medicare program,
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o We are not aware of any data to {indicate that medical subspecialists
will represent a particularly large portion of thc projected surplus of
physicians. In fact, as shown in Table 1, the Graduate Medical Education
National Advisory Committee projected larger surpluses in other specialties
and in several surgical subspecialties which would continue to receive full

training support under the provisions of S. 1158,

e There are significant data to indicate that medical subspecialists devote a
considerable portion of their time to primary care. In 1979, Mendenhall,
Tarlov et al reported the results of a natiorwide study from which they con-
cluded that "subspecialists in internal medicine are assuming ongoing and
comprehensive responsibility for the management of very substantial numbers
of their patients and have an appreciable commitment to entry-level care.
These factors must be considered in future proposals to ameliorate ifnequi-
ties in the availability of primary care services."? Data from this partic-
ular study indicated that office-based practitioners in 6 of the 9 medical
subspecialties spend more than 50t of 2heir time providing primary care

to their patients.

o It was noted at the time of the introduction of S. 1158 that training pro-
grams in the medical, pediatric, and surgical subspecfalties include a spe-
cified period of time for orqanized research and that the Medicare program
was not intended R0 support non-service-related research activities. While
it is true that programs in the medical subspecialfes frequently require one
year of research experience, such training is not funded by Medicare and

would not be so supported under our Association's proposal.

In internal mediciue, most subspecialty pragrams require either two years

of clinical (patient care) experience or one year of clinical experience
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and one year of research trafning. I1f a period of research is required,
this component is most Gften supported 'y outside sources such as the
National Institutes of Health, private foundations, or voluntary health
groups such as the American Heart Assocfation and the National Kidney
Foundation., 1t fs specifically because of this multi-source funding ar-
rangement that our Association's proposal would serve to effectively con-
trol both the quantity and quality cf subspecialty trafning. If Medicare
and other payers continue to provide support for one year of medical sub-
specialty trafning, as we advocate, only those high-quality proarams able
to attract supplemental support for the additional year of required train-
ing could continue. On the other hand, 1f Medicare support for subspecialty
training is totally withdrawn, as oroposed in S. 1158, we ard certain that

many excellent prog-ams would be dismantled.

In summary, the Association of Professors of Medicine appreciates the «illingness
of the sponsors of S. 1158 and the members of this Committee to thoughtfully ad-
dress the issue of financing graduate medical education. We respectfully request
your consideration of our recommendation that the bill be modified to allow one
year of support for advanced training in the subspecialties of internal medicine
and related fields such as geriatrics. Drs. Greenberger and Stein and 1 would be

happy to respond to any questions.
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THE SUBSPECIALTIES OF INTERNAL MEDICIKE

Allergy/Immunology:

Cardiology:

Endocrinoloqgy/Metabolism:

Gastroenterolony:

Hematology/Oncoloqy:

Infectious Diseases

Nephrology:

Pulmonary Medicine:

Rheumatology:

the study of allergic diseases such as asthma

the study of the heart and its ciseases including
coronary artery disease

the study of hormonal disorders such as diadbetes
mellitus

the study of the diseases of the stomach and intes-
tines including disorders such as reptic ulcers

the study of disorders of the blood and carcers

the study of infections and communicadble diseases
such as tuberculosis

the study of kidney diseases including the dialysis
treatment of chronic renal disease

the study of lung diseases such as emphysema

the study of rheumatic diseases such as arthritis
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TABLE 1

SHORTAGES AND SURPLUSES BY SPECIALTY
AS PROJECTED BY THE GMENAC PANEL

(The subspecialties of fnternal medicine are
indented. See page 6 for definitions.)

Years of

YTralnin

Specialty Regu‘reg
Gan'l Psychiatry 3-4
Child Psychiatry 4
Emergency Medicine 3
Preventive Medicine 3
Anesthesioloay 4
Physical Medicine and Rehabilitation 3
iH-Hematology/Oncology 5-6

Projected
ortage)
Surplus

(8,000)
(4,900)
{4,250)
(1,750)
{1,550)

(800)

{700}

Fully Supported
naer S. k¢

Yes

Yes

Yes

Yes

Yes

Yes

No

[M-Gastroenterology

Dermatology
Otolaryngology
Thoracic Surgery

IM-Infectious Diseases
IM-Allergy/Immunology

Plastic Surgery
IM-Rheumatology
Urology

IM-Endocrinology/Metabolism

IM-Nephrology
Neurosurgery
Family Practice
Neurology

IM-Pulmorry Medicine

Pathology
Internal Medicine
Ophthalmology
Pediatrics

Pediatric Subspecialties
Orthopaedic Surgery

IM-Cardiology
Radiology

Obstetrics/Gynecology

General Surgery

o
L}
NELOANWERLWERWWSNNOBNOO NN &R

.

—
[

w
'

5,000
7,150
9,800

10,450

11,800

No
Yes
Yes

No

No

No
Yrs

ho
Yes

No

No

No
Yes
Yes

No
Yes
Yes
Yes
Yes

No
Yes

No
Yes
Yes
Yes

Source: Report of the Graduate Medical Education National Advisory Committee

to the Secretay, Department of Health and Human Services.

September 30, 1980,

Yolume i.
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The Assocfation of Professors of Medicine (APM) fs the organization that repre-
sents the chairpersons of departments of internal medicine fn the nation's medi-
ca) schools. In addition to medicat student education, our departments are re-
sponsible for graduate programs that train physicians in general internal medicine
and its subspecialties (e.g., cardiology, oncology). Currently there are over
19,000 internal medicine residents and approximately 7,000 subspecfalty residents
who together constitute more than 25% of the total number of graduate trainees
in a1l the various fields of medicine, Gfiven these significant educational re-
sponsibilities, members of the APM are keenly interested {n fssues related to
graduate medical education (residency training).

The Association fs aware that mechanisms and levels of financfal support for grad-
uate medical education are being re-examined fn the 1ight of the need to control
government spending for health care and a predicted surplus of physicians in some
spectalty areas. The APM would 1ike to offer 3 proposal that will address these
concerns without diminishing the current high quality of education and patient care
provided by teaching programs,

BACKGROUND

Current mechanisms for support of graduate medical education have been successful,

o High qualfty graduate educatfon has been available to maintain the
supply of physicfans required by the natfon's health care system,

o Graduate trainees provide a high quality of wedical care to patients
in American teaching hospitals, These institutions are major sources
of health care to very sick patfents and to medfcally {ndigent people.

o The current system for support of the cost of graduate medical education
through medical care reimbursement mechanisms has allowed flexibility in
shaping {ndividual medical training programs, 1n keeping with the American
tradition of local autonomy {n education. :

¢ The cost of graduate medical education is a small fraction of the overall
cost of health care. Dfrect costs are less than 1% of health care expen-
ditures. Current reimbursement for 1indirect costs includes factors
weighting for the fncreased intensity of {1llness of patients {n the na-
tion's teaching hospitals; even allowing for this overestimate, indirect
costs are about 4% of total medical care costs.

In view of the above, the APM urges that any changes {n the mechanfsm for support-
ing graduate medical education be made carefully, thoughtfully and with due con-
sfderation to the dangers of damage to a vital national priority: a continuous
supply of well-trained physicians., The APM also urges that due consideration be
given to the uncertainty of even the most carefully developed projections of the
need for physicians, 1t was in response to a projection fn the 1960's that there
would be a shortage of doctors that the federal government encosraged development
of new medica) schools and increased enrollment fn existing fnstitutions. The
number of medical school graduates more than doubled between 1960 and 1983, with
the result that an oversupply of physicfans is now projected.



The APM offers a preposal which responds to the need for controlling costs of
health care and to the current projections of excess numbers of physicians with-
out requiring drastic organizational changes in the financing of graduate medical
education.

PROPOSAL

for all of the fields of medicine, current mechanisms for support of graduate
medical education should be continued but should pay only for the training of
graduates of LCME-accredited medical schools.

ir. the field of interna) medicine, current mechanisms should continue to sup-
port the traininc of graduates of LCME-accredited medical schools during three
years of medical residency.

The subspecialties of internal medicine require 2-3 years of trafning subse-
quent to residency in internal medicine. Support from patient care reim-
bursement mechanisms should be continued but should pay only for one year of
training for each individual and should be restricted to graduates of LCME-
accredi ted medical schools.

bl

ADVANTAGES OF THE PROPOSAL

Certain advantages of this proposal are worth attention:

o Costs of graduate medical education suppor? would be decreased immediately
by about 18%.

o Support for training in the subspecialties of internal medicine would be
decreased, thereby reducing expenditures for such programs and influenc-
ing trainees to choose careers in primary care.

o Mo new federal, state or tocal administrative structures would be required.

e A1l graduates of medical schools accredited by the Liaison Committee on
Medical Education (LCME) would be able to obtain the graduate medical edu-
cation required for independent medicel oractice. In addition, all cur-
rent graduate trafning programs able to offer high quality educatfon at-
tractive to graduates of LCME-accredited medical schools could continue
without disruption.

¢ Eighteen percent of the more than 72,000 residents in training in 1984 are
graduates of schools not accredited by the LCME. These physicians trained
outside of the United States represent a substantial portion of the projec-
ted surplus of doctors in this country. By eliminating support from medi-
cal care reimbursement mechanisms for these trainees, expenditures fcr
medical education and the trend towards an oversupply of physicians would
be reduced substantially.
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o The Association's proposal would not preclude foreign medical graduates
from obtaining residency training positions supported financially by
sources other than medical care reimbursement mechanisms. Accordingly,
the United States can continue to play an appropriate role fn the educa-
tion of physicians for underserved countries.
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STATEMENT OF NORTON J. GREENBERGER, CHAIRMAN OF THE
DEPARTMENT OF MEDICINE, UNIVERSITY OF KANSAS MEDI-
CAL CENTER, KANSAS CITY, KS. AND PRESIDENT-ELECT OF
THE ASSOCIATION OF PROFESSORS OF MEDICINE, WASHING-
TON, DC

Dr. GREENBERGER. Well, I fully subscribe to the statement that
Dr. Ferris has just read, and I think I will reemphasize the issue
that, under the current proposal, there would appear to be a total
withdrawa! of funds for the support of the specialties in internal
medicine.

With reference to the programs at the University of kansas Med-
ical Center, we have 369 residents; 102 are in internal medicine
and its subspecialties, and of that 102 there are 30 in subspecialty
training. These are in accord with the national averages.

Senator DoLe. Mr. Chairman, I appreciate very much your
having these hearings on the bill that three of us did introduce just
recenély. I have a statement that I would ask be made a part of the
record.

Senator DURENBERGER. It will be made a part of the record.

Senator DoLE. I want to thank Mr. Staples for his assistance, and
we look forward to addressing some of the concerns you have
raised concerning our legislation. This is an important area. Recog-
nizing that we do have a budget deficit and need to make reduc-
tions, we will try to reach the best consensus that we can in the
best way we can.

Senator DURENBERGER. Let me start first with the U.S. FMG sit-
uation, and ask the witnesses from the first two associations
whether my impression is correct. Is it your recommendation that
we eliminate Medicare financial support for both alien FMG’s and
U.S. citizen graduates of foreign medical schools? Is that a correct
interpretation, Dr. Weston?

Dr. WesToN. That is a correct interpretation, with the qualifier
of a phaseout of the foreign FMG because of some of the problems
of access with innercity hospitals and the need to get more quality
residents into those facilities.

Senator DURENBERGER. Dr. Vanselow?
beDz'. VanseLow. Our position would be the same, Senator Duren-

rger.

Dr. Ferris. That is our position, als.

Senator DURENBERGER. All right. Let me ask you, then, a slightly
related question that goes to your views as practitioners.

I take it part of the problem is the problem that somebody here
said earlier—I don’t know whether it was Mr. Hatch or not—that
the available residencies across the country about equal the
number of U.S. medical college medical graduates, and anybody
who comes in from a foreign medical college is at this point com-
peting for available space. Is that the correct premise on which
each of the associations lay their objections?

Dr. WesToN. I do not believe our position is totally on that basis.
We are looking at the quality issue. Our numbers would show
about 1.3 residc..cy position openings for each U.S. medical school
graduate. In some specialties, it is very competitive, but for the
most part an American trained graduate can compete effectively
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for a residency slot. The real issue is, if we are talking about man-
power supply and cutting back funding of residency training,
where do we lpul our dollars? I don’t think any of us are opposed to
helping faculty development for developing countries, but that
should be a policy approach. That’s where we are coming from, or
that is where the AAMC is coming from.

Senator DURENBERGER. All right.

Dr. Vanselow.

Dr. VanseLow. Senator Durenberger, I might just outline our ra-
tionale. I mentioned two things before, manpower and the quality
issue. First of all, we believe that schools in this country can meet
manpower needs and that the quality is better.

What we are finding is that schools in this country are under
tremendous pressure to decrease class size. At the University of
Minnesota you know we have already done that.

What we are afraid will happen, because foreign schools are not
under that pressure, is that the students who cannot get into
United States and Canadian schools will simply go to foreign
schools, and in effect we will be substituting well-trained physi-
cians with physicians who are not trained as well. That bothers
me. It is very hard to get faculties to support reduction in class size
as long as the foreign schools are not under any pressure to do the
same thing. :

Senator DURENBERGER. Dr. Ferris?

Dr. Ferris. Senator Durenberger, there are still about 4,000 more
residency positions offered each year in the United States than
there are graduates of LCME schools. So there still is an opportuni-
ty for foreign medical graduates.

Senator DURENBERGER. Could I ask one of you to comment on the
alternatives? If quality is the issue, what are the alternatives pres-
ently available to this, which is a “defunding” in effect? Are there
not present in the current system some quality assurance mecha-
nisms that we might be able to use?

Dr. Weston?

Dr. WestoN. Well, the whole residency-rcview system could be a
mechanism that potentially could address that issue by the stand-
ards they would put in of what kind of training an individual
would have to have before he or she came into the residency pro-
gram. I think you are seeing this issue surface so dramatically at
this point in time because there are many suggestions that even
cut back on undergraduate enrollments in American medical
schools.

I probably am more adamant than many of my fellow deans. I
find it almost immoral that we will send kids off to the Caribbean
offshore medical schools, the proprietary medical schools, as a way
to meet our manpower needs in a country that has the capability
of training quality individuals. It is not the young people who are
immoral; the system is immoral.

Senator DURENBERGER. Can you assure us that every foreign
medical school generally produces graduates of a lesser quality
than every American school? Are there not some schools in this
country that——

Dr. WesToN. I am sure there are marginal programs, but I think
the accrediting process here is much more stringent. There are
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some quality programs around the world; I would not presume to
be an expert on all of those. We have some outstanding toreign
medical graduates on our faculty. Almost every person here prob-
ably has some. However, I think the issue has to g: dealt with as a
broad policy issue.

Senator DURENBERGER. Yes?

Mr. StapLes. Mr. Chairman, I think you also have to really em-
phasize the public pressure now for the reduction of first-year
places in our U.S. medical schools. It seems kind of foolish for us to
reduce our first-year places in what we consider quality education
and accept the foreign medical graduate into our residency pro-
grams.

Senator DURENBERGER. Other people in this body and the other
have proposals to reform Medicare funding of graduate medical
education, seem to have taken two tacks: One would make Medi-
care payment dependent upon having a fixed proportion of resi-
dents in primary care and a fixed proportion of graduates of
United States and Canadian medical schools, and a second proposal
would fund primary care residents at a higher level than specialty
residents and would establish a national rate for stipends and
fringe benefits for residents. Would any of you care to comment on
these other approaches to GME reform and compare them with the
provisions in S. 1158? .

Dr. Vanselow?

Dr. VanseLow. Senator Durenberger, I am not in a position to
comment in detail on all the other proposals, but several of them
that I have seen would not really allow the marketplace to operate
and would cast a fairly rigid form into law, quotas for various spe-
cialties, and so on.

I wish I could say that anybody sii.ing on any day had the
wisdom to deal not only with the present but the future. I am not
quite sure about that. I think our organization believes very strong-
ly that the marketplace ought to make these decisions, and we be-
lieve S. 1158 will let the marketplace do that.

Senator DURENBERGER. Any other comments? Dr. Stein?

" Dr. STEIN. Yes. I would just like to briefly comnient and reiterate
again, from Dr. Ferris’ testimony, the tricky nature of the defini-
tion of “primary care.” Again, in fields that are being tagged as
“subspecialists,” when one does studies—and I am sure this isn’t
just true in internal medicine—that those individuals are indeed
performing a great percentage of their time, in many instances, in
primary care, taking care of day-to-day activities, and they just
don’t do their subspecialties. So there are problems in categorizing
individuals because of this, I think.

Senator DURENBERGER. Thank you very much.

Dr. Weston?

Dr. WesTON. I think there is one other dimension that I probably
should identify, maybe speaking as an individual rather than for
the AAMC, that some of the other bills that I have seen are start-
ing to raise, and that is the issue of making funding available for
alternative sites and ..ot just the inpatient setting, wnich is a prob-
lem as you start to shift towards future directions of graduate edu-
cation. .
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I think all of us feel that ambulatory settings, even nursing
homes, et cetera, become a basis. And I think that shift is impor-
tant and, once again, keeps the marketplace phenomena in place.

Senator DURENBERGER. Thank you.

Senator Dole?

Senator DoLk. I don’t have any questions at this time.

Senator DURENBERGER. Let me not leave you without one other
question which relates to part B billing practices.

Dr. Weston, in your testimony you suggest that we amend S.
1158 to allow residents that will not be supported by Medicare to
bill under part B. Our interest is in your perception of the current
part B billing practices of these fifth year and beyond residents and
" your estimate of the net cost or saving to Medicare of the change
that you propose.

Dr. wesToN. Our perception at the present time is that any bill-
ing is limited, but it is not absolutely no billing, because it depends
a little bit on whether someone is in a fellowship versus a residen-
cy. I could use the example of potentially the internist—and cor-
rect me—in cardiology versus a thoracic surgeon. Some cardiology
fellows might be billing at the present time, and legally be billing
because they are not a resident; but it is minimal at the present
time and it’s technical, if I can put it that way. The actual savings?
I will have the staff get the dollar figure for you; I couldn't give
that to you.

[The information follows:)



165

v E . association of american
G 4.8 0 medical colleges
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PRESIDENT

June 21, 1985

Senator David Durenberger
Chairman, Subcommittee on Health
Comittee on finance

U.S. Senate

Washington, D.C. 20510

Dear Senator Durenberger:

When the AAMC testified before the Subcommittee on Health on June 3, our
statement included the following recommendation:

The AAMC recommends amending S.1158 to allow Part B bills to
be rendered for physician services provided by individuzis in
residency years which may not be included in a hospitel's
costs.

In response to 2 question, Dr, Weston indicated AAMC staff would attempt to
estimate the dollar impact of this recommendation.

MNMC staff do not have the data necessary to make an adequate estimate of
the Medicare expenditures that would accompany implementation of this
recommendation. To reasonably estimate the amount, the following data items are
needed.

3. total of residents bayond initial board eligibility
b, average number of billable services provided by advanced
residents which are not also billed by an attending
physician
c. average Medicare payment per billable service,
At a minimum, separate estimates should be prepared for advanced surgical

residents, advanced medical residents in procedural services, and advanced
medical residents in non-procedural services.



Senator David Durenberger
Page 2
June 21, 1385

The Association regrets that it is unable to estimate these data items, but
any estimate we would provide could be substantially incorrect., Thus, we prefer
not to submit data. 1 have, however, enclosed the most recent AAMC data on the
revenue sources used to support clinical fellows. Physician fee revenue does
support 9% of these trainees.

Si‘errely,

G 9L,

Jd A.D. Cooper, M.0.

JADC/mr1

cc: Edgar R, Danielson
219 Dirksen Senate Office Building
Washington, D.C. 20510
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Table 81

Percentage Distridution of Funding Sources Used to Pay Hospita)
Costs of Housestaff Stipends and Fringe Benefats, 1983-84
NATIONWIDE (Excluding VA Hospitals)

Source of Revenue
Evnding Sovrce Residents Clinica) Fellows
Patient Revenues and 81.10% 60.92%
Genera) Operating Appropristions
State Appropriations Eagmarked for 498 230
Housestaff Expenses
Municipal Appropristions Earmarked 119 064
for Housestaff Expenses
Velerans Administration 198 4.04
Appropriations
Physician Fee Revenue . 060 ' 9.03
Medical School/University Funds 1.91 238
NIH 02¢ 8.8
Other Federal Agencies 027 0.88
Endowment Income 003 0.52
Foundation Grants, Voluntary 043 $.40
Agencies
Other 7.23 S.18
TOTAL 100.00% 100.00%
Number of Hospitals 280 97

98
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Dr. WestoN. It is a sticky issue. We deliberated around this a
long time. You have the potential to have individuals in the train-
ing setting that are delivering patient care. We are not going to re-
imburse them by the usual mechanism; we are not going to reim-
burse them by the other mechanism. It is like somewhere down the
road, 5 years out, you take the vow of poverty or something for 2
years to go have your training. What do you do with these people?
I mean, how do you justify them? We don’t think it is just simple
as our recommendation; it is a complex issue that we would love to
work with your staff on.

Senator DURENBERGER. All right.

Dr. Ferris, I think I heard Gene Staples in his comments ac-
knowledge the ease with which specialty boards extend the educa-
tional requirements, and that’s sort of been an observation I have
gicked up just listening to people around the country. So let’s not

lame him; he just reminded me of that fact. .

Would dyou react to that, any one of the three of you react to _
that? And particularly in light of your proposal that we need to
extend the funding for certain of the categories of internal medi-
cine subspecialties. Aren’t we just opening the door for the same
old thing to take place all over again?

Dr. Ferris. Senator, those extensions are really not based on
whimsy or in a fashion that is not based upon need. Medicine is
just becoming so complex that even in general internal medicine
there are physicians who take 5 years of training. In other words,
there are fellowships in general internal medicine now that indi-
viduals will do after completing 3 years of internal medicine, and
there are individuals who by the definition you are proposing are
still generalists; they are not specialists. And this is happening in
other fields like cardiology, where they feel that, rather than 2
years of training being sufficient, that 3 is needed for being a com-
petent cardiologist. And that is true. In my own particular area of
nephrology one could certainly make the argument that, although
the board requirement now is 2 years, it probably should be 3.

It is not a matter of just trying to extend this infinitely, but it is
just a realization of the complexity of medical training.

Senator DURENBERGER. I don't want to prolong the discussion
today on this subject, but I think it is incumbent upon those of you
who represent the specialties to demonstrate to us lay people the
fact that just because more knowledge is either available or re-
quired, that that automatically translates into adding a month, a
quarter, a semester, or whatever. It never seems, at least until re-
cently, to translate into changing the mix of education within the
same period of time. All you do—it appears at least from the out-
side—1is just add on, add on, add on.

And again, the reality of the change in the way physicians prac-
tice medicine, in larger groups and so forth, doesn’t yet seem to be
reflected in the add-on process for the specialties and subspecial-
ties.

There is no need this morning to comment on that, but I think it
would be helpful if all of you who are involved in this process
would just react perhaps in writing to add to the record of this
hearing. It is not that we don’t welcome your comments about the
subspecialties, but it is a point that I think needs to be clarified.
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Well, gentlemen, thank you all very much for your testimony. I
appreciate it very much.

Our next witnesses are a panel consisting of Dr. Louis Kettel, the
dean of the University of Arizona College of Medicine and vice
chairman of the Section on Medical Schools, on behalf of the AMA;
Dr. Clement Sledge, chief of the department of orthopedic surgery
at Harvard Medical School; Dr. Robert Ruberg, associate professor
of surgery at Ohio State University College of Medicine, on behalf
of the American Society of Plastic and Reconstructive Surgeons;
Dr. George Sheldon, chief, department of surgery, University of
North Carolina; and Dr. Edward Hook, president of the American
College of Physicians in New York.

We welcome all of you, and your statemeénts will be made part of
the record. Let me just again take the occasion between these
panels of experts to express our personal appreciation to all of the
medical and hospital groups for the large amount of very honest
effort that has been put into helping us deal with the issue of grad-
uate medical education.

So let us begin the testimony with Dr. Kettel.

STATEMENT OF LOUIS J. KETTEL, M.D., DEAN OF THE UNIVERSI-
TY OF ARIZONA COLLEGE OF MEDICINE AND VICE CHAIRMAN
OF THE SECTION ON MEDICAL SCHOOLS, TUCSON, AZ, ON
BEHALF OF THE AMERICAN MEDICAL ASSOCIATION, WASH-
INGTON, DC, ACCOMPANIED BY HARRY N. PETERSON, DIREC-
TOR OF AMA’'S DIVISION OF LEGISLATIVE ACTIVITIES

Doll)r. Kerrer. Thank you, Senator Durenberger and Chairman
e.

My name is Louis Kettel. I am vice chairman of the Section on
Medical Schools of the American Medical Association. I am also
dean of the College of Medicine at the University of Arizona. Ac-
companying me is Harry Peterson, director of the AMA’s Division
of Legislative Activities.

The AMA is pleased to have the opportunity to testify concern-
llr;gr 8the financing of graduate medical education and on Senate bill

0.

The AMA is very concerned over proposals to inappropriately
reduce Federal support for graduate medical education. Such pro-
posals, including the administration’s budget request and action by
the Senate and the House in passing budget resolutions, appear to
be motivated by arbitrary budget targets without regard for the se-
rious adverse consequences which may result from a reduction in
Federal assistance for graduate medical education.

Mr. Chairman, the existing system, as you have heard, is com-
plex indeed. Changes must be carefully evaluated and considered,
since an ill-advised change could threaten the Nation’s ability to
}rain qualified physicians to meet our Nation’s health needs in the
uture.

The AMA believes strongly that an in-depth study of the financ-
ing of graduate medical education should be undertaken before
Congress makes substantial cuts. To this end, the AMA has estab-
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lished an ad hoc panel which will conduct a thorough study of the
financing of graduate medical education. )

I will now outline our views concerning S. 1158:

The AMA believes that the 1-year freeze on direct medical educa-
tion costs proposed in S. 1158 could have an adverse impact on pa-
tient care in teaching institutions. Moreover, the particular cap
proposed, being set on a hospital-by-hospital basis, fails to reflect
changes constantly occurring in the number of residency positions.
If anybciap is to be initiated, a cap-per-position would appear more
equitable.

Nevertheless, the freeze proposed in S. 1158 is preferable to the
recently published Health Care Financing Administration’s pro-
posed rule, as its level of reimbursement has a limitation to 1 year.

The AMA recognizes the serious threat to the Nation’s long-term
economic health posed by the huge Federal budget deficits which
have been projected for the foreseeable future. However, we oppose
cuts in health programs that require such programs to bear a dis-
proportionate burden of deficit reduction. But we would not oppose
a freeze on direct medical education costs for a 1-year period if it is
part of an across-the-board freeze on all domestic and defense
spending.

While we have concerns, we believe that the provision limiting
the number of residency years reimbursed by Medicare has merit
in addressing the graduate medical education funding. It attempts
to establish a compromise beiween the existing open-ended reim-
bursement arrangement and proposals that would more severely
curtail the number of residency years reimbursed by Medicare.
Under this provision, primary care, general surgery, and other resi-
dencies could be covered.

However, this provision would also have the effect of denying
Medicare reimbursement for direct medical education costs during
the last years of training for residents specializing in some surgical
specialties as well as residents training in subspecialties such as pe-
diatrics and interna! medicine.

We recognize the objective sought and appreciate the work of the
sponsors in formulating this proposal, but we believe the provision
should not be adopted without assurances that adequate funding
will remain available.

In light of the huge Federal budget deficit, the AMA supports
the intent of the provision wh-reby Medicare payment would be
elimin:ted for the costs of residency training for citizens of foreign
countries who have not graduated from U.S. medical schools. The
association has supported and continues to support the national
policy of making available training for foreigr students who are to
return to their native countries for medical practice. However, this
national policy can be fostered through funding mechanisms other
than domestic health care programs.

We would recommend that some provisions be made and added
to the bill that would allow an orderly transition for those hospi-
tals that rely on alien foreign medical graduates to meet the cur-
rent patient-care needs and that some consideration be given for
residents advanced in their training to allow for the completion of
their programs.
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The AMA believes that the studies proposed under the bill could
provide useful information to help Congress and others make in-
formed decisions concerning the complex issues related to health
profession training. We would point out, however, that other
groups, including HCFA and the Commonwealth Fund, are now
conducting studies on cost issues related to graduate medical edu-
cation. We urge that new studies build upon existing knowledge to
avoid duplication of costs and resources.

In conclusion, the AMA is extremely concerned over proposals
that would inappropriately reduce Medicare support for graduate
medical education in order to achieve arbitrary budget targets. In
fact, the impact on residency programs of recent changes in hospi-
tal reimbursement cannot be completely determined at this time.
Premature action could undermine not only our graduate medical
education system but the quality of our health care system as a
whole. Thus, we urge the committee to proceed cautiously in its ex-
amination of the current system for financing graduate medical
education.

Mr. Chairman, thank you for providing us with this opportunity
to testify. I will be happy to answer any questions, and of course
;I‘l: welcome the opportunity to work with you on modifying the

ill.

Thank you.

[The prepared statement of Dr. Louis J. Kettel follows:]
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STATEMENT
of the
AMERICAN MEDICAL ASSOCIATION
to the
Subcommittee on Health
! Committee on Finance
United States Senate -
Presented by
Louis J. Kettel, M.D.
Re: S. 1158

June 3, 1985

Mr. Chairman and Members of the Committee:

My name is Louis J. Kettel, M.,D., and 1 am Vice Chairman of the
Governing Council of the American Medical Association's Section on
Medical Schools. I am also Dean of the College of Medicfme at the
University of Arizona. Accompanying me is Harry N, Peterson, Director of
AMA's Division of Legislative Activities. The AMA {s pleased to have the
opportunity to testify concerning the financing of graduate uamedical
education and S. 1158, a bill that would modify the existing Medicare
direct medical education pass-through.

The AMA believes strongly that the graduste medical education system
in the United States ia second to none and is an easential component for
agsuring high quality health care for the American people. In order to
maintain this position, a stable environment aust exist for the financing

of graduate medical education.
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We are very concerned over proposals to reduce federal support for
graduate medical education, Such propossls, iacluding the
Administration's budget request and action by the Senste and the House in
passing budget 'teoolutlons, are motivsted by arbitrary budget targets
without regard for the serious adverse consequences which may result froa
a reduction in federal assistance for graduate medical education.

Mr. Chairman, the“ existing system of financing graduste medical
education is complex. Changes must be carefully evaluated and considered
since an ill-advised change could threaten the nation's ability- to train
qualified physicians to meet our nation's health needs in the future.

The AMA believes strongly that an indepth study of the financing of
graduate medical education should be undertaken before Congress makes
substantial cuts in funding. To this end, the AMA has established an Ad
Hoc Panel which will conduct a thorough study of the financing of

graduate medical education.

Benefits of the Existing Financing System

Until an appropriate alternative 1is developed, the AMA strongly
supports the current system for financing the majority of graduate
medical educarfon costs through patient care revenues from third party
payors including Medicare. A key benefit of the existing system is the
stable financial environment it has fostered. This predictable financial
environaent, in which teaching hospitals are assured that payment will be
made for reasonable direct and indirect medical education costs, has been
a major reason for the high quality of teaching programs available. We

are concerned over proposals to restructure or dramatically reduce the

A/
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funding of graduate medical education until stable slternative funding
sources have been identified. Without adequate and predictable financial
support, teaching hospitals would be forced to choose between two
undesirable alternatives: eliainate essential teaching programs that are
an integral part of the system that provides care to the sick or face
large cevenue shortfalls.

The present system recognizes that legitimate reasons exist for
higher patient costs at teaching hospitals., Teaching hosoitals genersally
trest wmore coumplex and severe cases, provide wore technologically
intensive care, and provide more uncompensated or insufficiently
compensated ~sre to low-income and indigent patients. In addition,
because teaching hospitals usually contain w=many special care units,
overall occupancy rates may be lower than those of non-teaching héspitala
vhere beds may be available for general admissfion. Finally, residents
place significant demands on the resources of teaching hospitals that are
aot found {n community hospitals without teaching progrs .

Administration's Budget Proposals

The Administration's fiscal year 1986 budget proposed to reduce
Medicare reimbursement to teaching hospitale for the direct cost of
medical education to the levels that prevailed during hospital accounting
periods ending in calendar year 1984. The Adninistration's budget also
would cut indirect medical education payments by S50X. These proposed
cuts were also included in the fiscal yeac 1986 budget resolution passed

by the Senate. (S. Con. Res. 32)
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The AMA opposes the reductions {n graduste medical education funding
proposed by the Administration and included in the Senate budget
resolution. We are particularly concerned over the proposed 50X cut in
fodfrekt medical éducation costs. Thz fmpact gf such a reduction would
vary consfderably fidm hoiPlnl to- hospitsl with many {nner-city and
sajor teachiang ho-ﬂéﬂs that provide substantial amovnts of
hco-pcq'uted or inadequately cospensated care being soverely affected.
Ue also belfeve 1t 1s premature .o llt;r hospital reimbursement until
sufficient dats 1s available concerntng the f{apsct on hospitals of the
racently l-ple-e'nted prospective plyuns sy;ten. This is particularly
ttue fp light of a fumdemental flav in the PRG system -~ the faflure to
reflect severity of illness ¢pd case-wix differentials.

Health Care Financing Administration Proposal
On May 21 the Health Care Financing Administration (HCFA) published a

proposed rule that would limit Medicare reimburseaent for d!reci medical
education costs tco the lesser of a hospital’s sllovable costs for {its
current fiscsl year or the hospital's allowsble costs during its cost
reporting period beginning on or after October 1, 1983, The proposed
rule provides that this limitatfon would de effective for only one year.
However, in the preamble to the proposal, HCFA clearly states that for
subsequent years it intends to maintsin limits on Medicare payments for
direct medical education costs that are "fiscally equivalent to the
limits that would rasult from renewal of the regulations as proposed.”
The AMA strongly opposes the HCFA proposal to roll back and in effect

permanently freeze direct medical education costs. No specific statutory
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authority exists for such action. In addition, the prop6u1 could have a
serious adverse effect on the quality of patient care in teaching
hospitals since residents provide sudstantial asounts of care to hospital
{inpatients. Inner—city anod major teaching hospitals that provide
substantial amounts of uncompensated care would be most severely
affected. These institutions may be forced to eliminate teaching
programs or face large revenu:s shortfalls.

Furtherdore, HCFA's awn economic analysis notes that the proposed
rule would disproportionately impact on hospitals in the Mid-Atlantic and
East North Central census regions. These are areas with high
concentrations of teaching hospitals and are also areas that are expected
to be especfally affected by the continued phase-in of the DRG systeam.

In 1light of active Congressional consideration of this subject and
the severe effect the proposal would have, we believe the proposed rule

should be withdrawn.

S. 1158

Freeze on Direct Medical Education Costs

S. 1158 provides that during a teaching hospital's first cost
accounting perfod beginning on or after July 1, 1985, the hospital's
reimbursement for direct medical education costs could not exceed the
amount the hospital was reimbursed for such costs . uring its last cost
accounting period ending before July 1, 1985. Any salary or wage
increases or any cost center shifting or reallocation implemented after

May 1, 1985, would not be included in the cap amount. If a hospital's
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cost accountiug period does not begin oan July 1, 1985, the cap would be
iacreased to reflect general increases in the costs of medical education
activities (except any increases in salaries or wages) which occurred
after July 1, 1985, '

Such a freeze could ‘have an adverse iampact on patient care in
teaching fnstitutions. Moreover, the particular cap proposed, being set
on & hospital-by~hospital basis, fails to reflect changes constantly
occurring in residency positions. Some hospitals may add positions and
others may decrease positions to reflect admission patterns and market
forces. If any cap is to be initiated, a cap per position would appear
more equitable. Nevertheless, the freeze proposed in S. 1158 {is
preferable to the HCFA proposal as to its level of reimbursement and
limitation to one year.

The AMA recognizes the serious threat to the nation's long-term
economic health posed by the huge federal budget deficits which have been
projected for the foreseeable future. However, we oppose cuts in health
programs that require such programs to bear & disproportionate burden of
deficit reduction., We believe instead that all federal programs should
accept a fair share of the bdurden in reducing the deficit., Thus, we
would not oppose a freeze on direct medical education .costa (or any other
health program) for a one~year period if ft {s part of an across-the-
board freeze on all domestic and defense spending. ?.f Congress does not
enact such a comprehensive freeze, the AMA must oppose a freeze on direct
med lcal education costs.

Cap on Mumber of Years Reimbursed

The bill provides that beginning on January 1, 1986, reimbursement for
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direct medical education costs would be limited for each resident to the
lesser of: o
1) five years, or
2) the wminimum number of years of formal training needed to
satisfy the requirements for initial board eligibility in
the specfalty in which the resident is being trained, or
after January 1, 1989, i{n the event that the required number
uf years in training changes, the number of years specified
by the Secretary of Health and Human Services.

While we have concerns, we believe that this provision has merit in
addressing graduate medical education funding. It attempts to establish
a compromise btetween the existing open-ended reimbursement arrangement
and proposals that would more severely curtail the number of residency
years reimbursed by Medicare. Under this provision, primary care,
general surgery and other residencies would be covered.

However, this provision would also have the effect of denying
Madicare reimbursement for direct medical educstion costs during the last
years of training for residents specislizing in colon and rectal surgery,
cardio~thoracic surgery, pediatric surgery, vascular surgery .and
neurological surgery as well as resideants training in sub-specialties
including those in pedistrics and internal amedicine. If Medicare will
not contribute its share to the full cost of training these physicians,
will these programs be adequately funded? If physicians are not trained
in these areas, who will provide the necessary services to Medicare
beneficiaries? Will the training programs in these specialty areas be

compromised in some way? Will this Medicare policy affect the policies

of other payors? R

i
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We recognize the objectives sought to be achieved and appreciate the
work of the sponsors in formulating this proposal. Because of the above
concerns, however, we believe that this provision should not be adopted
without assurances that adequate funding will remain available.
Alternative sources of funding wmay well be forthcoming for residencies
with long-term training programs. The proposal under consideration
deserves careful examination.

Alien Foreign Medical Graduates

Beginning July 1, 1986, Medicare would not reimburse for the direct
medical eduéilion costs of a resident who 1s not either a graduate of an
accredited medical school in the United States or Canada or a citizen of
the United States or Canada.

The AMA supports the intent of this pro#taion of the bill. In 1light
of the huge federal budget deficit, we believe that it is appropriate for
the federal government to restrict its role under Medicare in underwriting
the cost of residency training for citizens of foreign countries who have
not graduated from a United States medical school. The Association has
supported the national policy of waking available training for foreign
students who are to return to their native country for medical practice.
The national policy of providing training for such alien students,
however, can be fostered through mechanismg other than through doamestic
health care programs. It should be recognized also that there is & good
percentage of alien foreign medical graduates who are on permanent

residence status. Overall, we believe that savings to the Medicare
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program that may result from this provision may be rather modest. The
U.S. immigration lawve in recent years have strictly limited the number of
alien foreign medfcal graduates who can enter the country, &and alien
foreign medical graduates comprise spproximately 8X of the filled
residency positions. We would recommend that some provision be\ude to
allow an orderly transition for those hospitals that rely on alien foreign
medical graduates to meet current patient care needs. and that soae
consideration be given for residents advanced in their training to allow
for completion of their residency.

Studies

The bill would require that the Secretary conduct a study concerning
approved educational activities relating to “nureing and other health
professions” for which Mcdicare provides reimbursemeant. The Comptroller
General would be required to conduct a study to determine the amount by
vhich payments concerning items and services provided to individuals who
are patients in teaching hospitals exceed the paysents that would have
bean made with respect to such patients if they had been treated in a
non“teaching setting. '

The AMA supports this provision of the bill. We believe that these
studies could provide useful information to help Congress and others make
informed decisions concerning the complex 1ssues related to health
profesgions training. We would point out, however, that other groups,
including KCFQ and the Commonwealth Fund are now conducting studies on
cost issues related to graduate medical education. We urge that new
studies build upon existing knowledge to avoid duplication of costs and

resources.
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Conclusion

The U.S. medical education system, bo:h_ graduate and undergraduate, is
the benchmark against which other medicsl education systeas in the world
are judged. Preeminence in graduate medical e_ducation has been achieved
by virtue of our national' commitment to high quality medical care, the
dedication of medical schools and teaching hospitals to high-caliber
education, and the existence of stable funding mechanisas.

We are extremely concerned over propossls that would inappropriately
reduce Medicare support for graduate medical education in order to achieve
arbitrary budget targets. The system of financing graduate wmedical
education is complex and changes must be carefully considered. In fact,
the 1iapact on residency programs of .-xceﬁt changes {n hospital
reimbursement cannot be completely deterained at this time. Premature
action could undermine not only our graduate medical education systea but
the qunnty of our health care system as a whole. Thus we urge the
Committee to proceed cautiously in its examination of the current system
for financing graduate medical education.

As I have indicated, the AMA appreciates the work of the. sponsors of
S. 1158 1in addressing Medicare's role in funding graduate aedical
education. The AMA 1ig itself in the process of a detailed study of
graduate medical education funding. We will be ‘pleased to keep the
Committee advised of developments and to wvork with the Committee as it
proceeds to review this -ubject.

Mr. Chairman, thank you for providing us with tlﬁa opportunity to
testify. I will be happy to answer any questions sembers of the Committee

may have.
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APPENDIX
HISTORY GF FINANCING
GRADUATE MEDICAL EDUCATION

Payment for GME Under Cost-Based Reimbursement

From the inception of the Medicare prograa, teaching hospitals have
been reimbursed on a “reasonable cost” basis for their direct medical
education costs. Direct medical education costs are expenses directly
related to a hospital’s teaching activity., These costs fnclude the
salaries and fringe benefits of residents and the portion of teaching
physicians' salaries that i{s attributable to educational activities.

For many years, teaching hospitals received no special payment for
expenses indirectly related to the teaching of residents. Instead,
provisions for reimbursement of -ancillary services and the “cost-based”
reimbursement system covered these costs. Then in order to prevent a
disproportionate oumber of teaching hospitals from being adversely
affected by the existing Medicare limits on reimbursement Jf routine
hospital operating costs, HHS in 1980 modified the limits to include a
resident~to-bed adjustment for the indirect costs of graduate medical
education. These costs reflect the increased demands that residents
placa on other hospital staff and the tendency of residents to provide
more services and conduct more tests. JIndirect medical education costs
are a8lso used to reflect case-mix intensity., The indirect medical
education adjustaent was set initfally at 4.7% for each 0.1 full-time
equivalent (FTE) resident per bed. The Tax Equity and Fiscal
Responsibility Act of 1982 (P.L. 97-248) replaced the routine cost limits
with limits that covered total {inpatient operating costs thereby
including special care unit costs under the limits. As a result, for
hospital cost reporting periods beginning on October 1, 1982, the
resident-to~bed adjustment was increased from 4.7% to 6.06X for each 0.1
FTE resident per bed.

Paywent Under The Prospective Payment System

The Prospective Payment System (PPS), eatablished under Title VI of
the Social Security Amendments of 1983 (P.L. 98-21), retained special
treatment of direct and indirect medical education costd.

Direct Medical Education Costs Under PPS

Tn ite 1982 report to Congress entitled Bospital Prospective Payment for
Medicare, HHS advocated a continuation of cost-based reiambursement for
direct medical education costs. The report stated:

The Department believes that the direct costs of approved
medical education programs should be excluded from the
rate and be reimbursed as per the present systea. This
approach will assure that the base rate is related to a
patient care outcome and not significantly influenced by
factors wvhose existence is really based on objectives
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quite apart from the care of particular patients in a
particular hospital., This approach will allow for continued
Federal support of medical education through the Medicare
program while clearly identifying that support as separate
from patient care.

Congress agreed that the direct costs of medical education should not
be included {n the dfagnosis-related group (DRG) paymeat. Thus under
PPS, teaching hospitals are reimbursed for their direct medical educaticn
expenses on 8 reasonable-cost basis iu addition to the DRG-based per case
payment. Medicare's portion of a hospital's direct amedical education
costs is calculated based cn generally accepted accounting principles and
includes, in addition to salaries and fringe benefits, allocated overhead
expenses such as administration, maintenance, and utilities.

Indirect Medical Education Costs Under PPS

The HHS report also proposed an adjustment in DRG payment rates based
on the ratio of residents-to-beds in teaching hospitals. The report
stated:

The indirect costs of graduate medical education are higher
patieat care costs incurred by hospitals with medical
education programs. Although it is not known precisely what
part of these higher costs are due to teaching (more tests,
more procedures, etc.), and what part {s due to other
facrors (the particular types of patients which & teaching
hospital may attract), the Medicare cost reports clearly
demonstrate that costs per case are higher in teaching
hospitals.

It is also clear that the mere presence of interns and
residents in an institution purs extra demands on other
staff and leads to the existence of higher staffing levels.
The process of graduate wmedical education results in very
intensive treatment regimens. Again, the relative
importance of the various reasons for the higher costs
observed in teaching hospitals is difficult to d{dentify
precisely. However, there is no question that hospitals
vith teaching programs have higher patient care costs than
hospitals without.

1 u.s, Departaent of Health and Humsn Services. Hospital
Prospective Payment for Medicare December 1982 PP, 47-48
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The Department believes that recognition of these
indirect costs should be accomplished through & lump-sum
paysent, separate and distinct from the base rate. This
adjustment will be computed using wmethods that are
similar to the methods currently used to adjust the old
routine and new total cost limits for the indirect costs
of graduate medical education. The hospital's cash flow
will be preserved by some sort of periodic paysent.

Congress also concurred with this recoamendation and, because of
analyses showing that teaching hospitals would suffer greater financial
Josses than non-teaching hospitals under the DRG system, P.L. 98-21
doubled the existing educstional adjustment factor. In reporting the
legislation, the Senate Finance Committee acknowledged that an additional
payment to tesching hospitals for indirect medical education expenses is
appropriste

« « o in the light of serious doubts (explicitly
acknovledged by the Secretary in his receant report to
the Congress on prospectiv: payment) about the ability
of the DRG case clagsification system to account fully
for factors such as severiiy of {llness of patients
requiring the specialized services and treataent
programs provided by teaching institutions and the
additional costs associated with the teaching of
residents.

The latter costs are understood to include the additioual
tests and procedures ordered by residents as well as the
extra demands placed on other staff as they participate in
the education process. The committee emphasizes {ts view
that these indirect teaching expenses are not to be
subjected to the same standards of “efficiency” implied
under the DRG prospective system, but rather that they are
legitimate expenses fnvolved in the post graduate medical
education of physicians which the Medicare program has
historically recognized ass worthy of support under the
reimbursement system. (Eaphasis added)

Under PPS the fndirect medical educatfon adjustment provides an
11.592 increase in the DRG pcrtion of the prospective payment rate for
each 0.1 FTE resident per bed. Medicare regulations define the number of
a hospital's FTE residents to be the sum of the number of residents
employed at least 35 hours per week, plus one-half of the number of
residents who work le¢ss than 33 hours per week. The recently enacted
Deficit Reduction Act (P.L. 98-369) included an amendment that permits
teaching hospitals to count all residents who provide services io the
hospital, regardless of whether they are employees of the hospital.

2 14, at 48-49
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Senator DURENBERGER. Thank you for your testimony.
Dr. Sledge.

STATEMENT OF CLELIENT B. SLEDGE, M.D., CHIEF, DEPARTMENT
OF ORTHOPEDIC SURGERY, HARVARD MEDICAL SCHOOL, ON
BEHALF OF THE AMERICAN ACADEMY OF ORTHOPAEDIC SUR-
GEONS, WASHINGTON, DC

Dr. SLepGe. Thank you very much, Mr. Chairman, Senator Dole.

Let me first correct a misprint in my title before I get myself in
trouble. I am chairman of orthopedic surgery at Brigham and
Women’s Hospital and Harvard Medical School in Boston, and
president of the American Academy of Orthopaedic Surgeons. I
greatly appreciate the opportunity to testify before your committee
today on this extremely important bill that affects all of us, not
only providers but consumers of medical care in this country.

My comments will represent the thoughts of one who practices in
a subspecialty of surgery, and therefore I may have a slightly dif-
ferent pitch from some of those you have heard before.

I think it is useful to examine the purpose of the proposed legis-
lation, at least from my point of view to examine it. Is it to save
Medicare money? The costs of medical education will continue;
they will be shifted somewhere else, presumably. Is it to decrease
medical manpower? That seems to reverse a trend that several of
the deans who appeared on the previous panel addressed, on the
need to continue the production of high-quality manpower. Or is it
to redistribute medical manpower away from certain areas into
other areas? And here we heard also one of the previous panelists
discuss the difficulties in defining what “primary care’ is.

We believe that one should continue to support medical training
through initial board certification. The development of the board
concept has come about very slowly and very carefully over a
number of years and has resulted in a quality of training in this
country that has made it the desire and envy of every other nation.
It has not happened through haphazard happenstance; it has been
very carefully thought out. As the knowledge base increases, the
length of time to achieve a significant portion of that knowledge
base has also increased.

Orthopedic surgery is a subspecialty of surgery, but you should
not forget that it does produce a substantial portion of primary
care. Fifteen percent of visits to an orthopedic surgeon’s office are
in the area of primary care. If you sprain your ankle running
through Rock Creek Park, I suspect you would consider the ortho-
pedic surgeon who took care of you a primary-care physician. If
you wake up with low back pain, I think you would also consider
him your primary care physician.

Because of that, I think it is very difficult and dangerous to try
to categorize professions as primary or subspecialty.

The training of a surgery subspecialist must, of necessity, be
quite lengthy. The subspecialist must first master the basic rudi-
ments of his parent specialty. One or two years of training in gen-
eral surgery is generally considered advisagle for training in a sur-
gical subspecialty. Following that, 3% or 4 years of specific train-
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ing in the basic sciences of a surgical subspecialty and the clinical
practice of that specialty are felt to be necessary.

Remember that subspecialties such as orthopedic surgery deal
with a tremendous range of illness, from arthritis to injuries to
motor vehicle accidents to congenital maldevelopments. It covers
every age span from the newborn to a tremendous percentage of
patients in the geriatric range. It requires not only training in sur-
gery but training in the aspects of rehabilitation that are so neces-
sary to return patients to full and complete function.

Inceed, this knowledge base is so extensive that, in addition to 5
years of post-M.D. training, the American Academy of Orthopaedic
Surgeons sponsors over 100 graduate medical education courses
each year to enable practitioners of orthopedic surgery to keep up
with this rapidly expanding knowledge base.

We believe it is useful to ask yourself why it is that so many for-
eign medical graduates seek training in this country. And, perhaps
more importantly, why it is that we are inundated not just with
foreign medical graduates coming here for training but with for-
eign nationals who seek to come here to have their medical care? It
is because we produce the highest quality medical care system in-
the world.

I would like to close by paraphrasing, with your indulgence, the
old statement that “if it ain’t broke, don't fix it”—certainly don’t
fix it until you are certain that you can make it better, and cer-
tainly not just to shift dollars from the Medicare budget. It is a
complex educational mix that has evolved slowly. We heartily en-
dorse your efforts to control costs and appreciate the opportunity to
testify today, and we look forward to working with you as this bill
is developed.

Thank you very much, sir.

Senator DURENBERGER. Thank you very much, Dr. Sledge.

Let’s see, who is next? Dr. Ruberg.

[Dr. Sledge’s written testimony follows:]
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STATEMENT OF THE AMERICAN ACADEMY OF ORTHOPAEDIC SURGEONS, PRESENTED BY
CLeMENT B. SLEDGE, M.D,, JUNE 3, 1985

Mr. Chairran and rembers of the Committee, I am Clement B.
Sledge, M.D., Chairman of the Department of Orthopaedic
Surgery at Harvard Medical School in Boston, Massachusetts

and the President of the Academy of Orthopaedic Surgeons.

I am grateful for this opportunity to testify today on S.
1158 relating to Medicare payments for direct costs of
approved education activities. It is clear that the
authors are sensitive to the complexities of GME, yet
responsibly concerned with rising Medicare costs. As
noted in the bill, the nation's graduate medical education
system is a priceless national resource. It is to the
health care system the equivalent of industry's investment
in research and development and in capital facilities and
technology. It has yielded the most knowledgeable and

effective medical work force in the world.

All programs in graduate medical education, includiné
orthcpaedic surgery, have for some time received part of
their financial support from hospital patient revenue. A
portion of this support was administered by HCFA through
the Medicare Program, while other parts were paid by
private insurers and other sources of revenue not directly
related to patient care reimbursement through the

hospitals,
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Both government and private insurers are now seeking ways
to reduce overall expenditures on health care and are con-
sidering educational costs as a potential source for re-
duction of expenses. While reducing the share Medicare
might pay for GME may reduce overall Medicare expenditures
by a fraction of a percent, the costs will still remain.
Teaching hospitals provide a resource for physician
training, innovative new research in patient care and in
many cases the only available source for the care of
indigent patients and complex medical problems. To
continue our current level of medical care for the public,
it is essential to society that these hospitals be

maintained.

We recognize that medical education, both undergraduate
and graduate, must assume its fair share of cost savings.
We are currently promoting efforts to become more
efficient through cost containment teaching programs,
increased internal supervision of expenditures, and other
methodologies that will reduce the cost to the provider

for the care in teaching hospitals.

Even within the medical community, consensus does not
exist on the best approach or on the consequences of
various alternatives. Studies are currently under way by

HHS, the Commonwealth Fund Task Force on Academic Medical
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Centers, the Association of American Medical Colleges,
American Medical Association, and American Hospital
Association., Until these studies have been completé&, and
particularly studies on the significant effects of
prospective pricing on teaching hospitals, I believe that
the level of GME support should continue to recognize the
minimal education necessary for certification by a

specialty board.

The cost to hospitals for GME is presently
disproportional, Fifty percent of residency training
occurs in two percent of the nation's 5,900 communnity
general hospitals. This two percent represents the
majority of the nation's teaching hospitals. They are a
national, as well as a state and local resvurce. The
remaining residents receive training in 1,100 other
hospitals. Without the differential subsidy from public
and private third party payers, the teaching hospitals
could not provide patient care to the complex case mix
which is part of the teaching hospital environ@ent and one
of their major contributions to the public. wﬁile the
cost of care in teaching hospitals may be higher than in
the community general hospital, several benefits accrue to
the general public: well trained physician specialists in
all disciplines, biomedical research, trainingf5f allied

health professionals and care of complex probléms and

-2 O —Ri—~—17
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critically i1l patien:. These combinrations have provided
major advarces and innovation in health care within this

country.

Several possible alternatives exist relative to funding
for GME that would reduce the current cost. First, one
might reduce the direct and indirect payment per resident;
sécondly, reduce the number of residents or thirdly, limit
the number cf years that a resident might be compensated.
Any drastic change in the current direct and indirect
payment level will likely have a great effect on the
ability of teaching hospitals to deliver services as
regional centers of excellence for critically ill
patients. Reducing the number of residents implies a
direction for controlling the number of physicians
available to the public. Extreme caution must be
exercised in abandoning the free enterprise driven GME
system, however imperfect it might-be. There are still

A many areas in the U.S. that are inadequately served by
physician specialists and it seems most likely that supply
and demand, aé\well as cost considerations in teaching
hospitals, will control the number of physicians in

training over the years to come.

Actions to limit the number of years of GME to be financed
must take into account the 60 years of advances in the

science of medicine and the accrual of information that
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have created the specialty areas within the U.S. 1In
orthopaedic surgery, our criteria for a minimal education
experience of five years following medical school
education have derived from years of experience in the
complexities of the illnesses with which our specialty
deals. These criteria have been accepted by the American
Board of Medical Specialties, who have recognized the
education needs proposed by the Residency Review Committee

and our certifying board.

In summary, I wish to make the followng three points

concerning S. 1158:

1. From our perspective, we believe the proposed limit on
the financing of GME to the number of years required
for initial board certification is a resonable
approach to effecting cost savings to the Medicare
program. In the next three years, orthopaedic surgery
will be pleased to participate in a careful ’

examination of the content and duration of residency

training programs. An important assumption inherent
in our examination is that specialty training periods
must provide sufficient time and exposure to clinical

material in order to assure the production of a

competent orthopaedist.

2. The proposed l-year freeze on\direct cost payments

could cause disruption in many of the nation's



teaching hospitals. The combined effects of the
freeze, in addition to the uncertain effects of PPS on
teaching hospitals and the possibility of further
downward adjustment in the reimbursement for the
indirect cost of GME, may have a grave effect on the
w- ability of teaching hospitals to train physicians and

to meet the needs of their communities.

3. We understand the desire to limit Medicare fundinc to
graduates of ACME accredited schools. We are
concerned, however, that upless alternative sources of
support are developed, there may be two unintended

results:

* the U.S. may loose its pre-eminent role as the

medical educator for the world;

* the U.S. may lose the future contributions of
foreign trained physicians, manf.of whom have in
the past and would in the future make an \
irreplaceable contribution to science and clinical

care.

During the past 20 years, and particulary the past decade,
there has been a quiet revolution occurring within our
specialty. We have not been on the front page of

newspapers, but it has been happening. Quietly through
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enlightered research, enriched clinical skills, improving
technology, and state-of-the-art teaching our specialty
has steadily advanced. Breakthroughs have occurred in
joint replacement procedures, diagnostic and surgical
treatment of injuries, use of laser technology and
microsurgical techniques, bone iwmplants, tumor surgery,
'JJrehabilitation modalities, arthritis treatment, and
prevention of osteoporosis. Important epidemiology
studies have been underﬁaken to achieve a better
understanding of musculoskeletal disorders. All of th?se
advances require a well trained orthopaedic specialist in
order to generate and transl&te these findings into

quality patient care.

This Academy is prepared to join with all interested
parties in working with you to address the important issue
of financing graduate medical education. Precipitous
action must be avoided, [or the effects can be extremely
harmful. We believe the common ground can and will be

found through our joint effort.
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STATEMENT OF ROBERT L. RUBERG, M.D., ASSOCIATE PROFES-
SOR OF SURGERY, OHIO STATE UNIVERSITY COLLEGE OF
MEDICINE, COLUMBUS, OH, ON BEHALF OF THE AMERICAN SO-
CIETY OF PLASTIC & RECONSTRUCTIVE SURGEONS, WASHING-
TON, DC \

Dr. RuserG. Mr. Chairman, the American Society of Plastic &
Reconstructive Surgeons appreciates the opportunity to appear
before you today. I am Robert L. Ruberg, MB associate professor
of surgery at the Ohio State University College of Medicine in Co-
lumbus. I practice my specialty, plastic surgery, at the university
teaching hospital and very much appreciate the opportunity to ex-
press our society's views regarding g 1158.

We substantially support the views of the American College of
Surgeons, to which we belong and which you will be hearing from
in a few moments; however, we have special concern about the .
future of our plastic surgery residencies, and we wish to bring
those concerns to your attention today. ’

The discipline of plastic and\reconstructive surgery plays a criti-
cal role in comprehensive health care. Although the lay public
often views the plastic surgeon exclusively as a cosmetic surgeon,
the medical profession recognizes plastic and reconstructive sur-
geons for their expertise in a variety of essential areas.

Plastic surgery has traditionally i‘;een in the forefront of surgical
care, developing new techniques for dealing with problems not
solved by traditional methods. Many of these methods are later
adopted by other practitioners such as orthopedic surgeons, general
surgeons, urologists, and so forth.

In recent years the innovative techniques of microsurgical free
tissue transfer, reattachment of amputated parts, craniofacial sur-
gery, musculocutaneous flaps, all have been developed principally
through the efforts of plastic and reconstructive surgeons. So, in
our view, plastic surgeons have clearly been prolific developers of
innovative surgical methods.

In order for us to continue providing this kind of intensity and
diversity of medical care, we must continue to provide a thorough
and comprehensive training program for our residents. In our resi-
dencies, we work to develop surgical skills and reasoning beyond
that of the general surgical practitioner; therefore, our training
programs are of necessity long and arduous.

The current requirement of the American Board of Plastic Sur-
gery, as of April 1985, is a minimum of 6 years of surgical training
beyond medical school. Each resident must have a minimum of 3
years of general surgery training; some take more and may even
achieve general surgery board eligibility prior to starting their resi-
dency in plastic surgery. Thus, for all of our residents, some or all
?f their plastic surgery training period would fall outside the 5-year
imit.

From this description, it should be clear that that portion of S.
1158 which limits support to either 5 years of residency or initial
board eligibility will have a detrimental effect on plastic surgery
training programs and on comprehensive medical care.

Now, our objection to such limitations does not imply that we
favor unlimited funding for plastic surgery residents. We take the
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position that funding of plastic surgery is just as important as
funding of family medicine, internal medicine, and pediatrics; but
we readily acknowledge that the number of plastic surgeons who
shquld be trained is considerably smaller than the number of
family physicians, internists, et cetera. So we accept the idea of dif-
ferential funding to promote selected specialties, but we oppose the
notion that certain specialty training programs, in our instance
plastic surgery, should be substantially unfunded.

The ASPRS would support a responsible plan, one which would
channel the majority of graduate education funds into the primary
care fields, provided that funding for existing plastic surgery train-
ing is maintained.

How would we do that? We support S. 1158, except that we pro-
pose funding for the minimum number of years needed for board
eligibility in each discipline. For most specialties this would mean
no change from the current limitations in S. 1158, calling for a
maximum of 5 years. For plastic surgery, however, this would
mean funding for 6 years of training, since that is our board’s mini-
mum.

Also, because the total number of residents in our specialty—ap-
proximately 400—is extremely small compared to virtually every
other discipline, this proposal would result in only a very modest
increase in expenditure over the 5-year maximum plan, yet it
would preserve our discipline and recognize its essentiality.

The ASPRS feels that this modification in S. 1158 to fund train-
ing through minimum board eligibility for each specialty wauld
provide a mechanism for controlling graduate medical education
costs and channeling funds into underserved specialties while still
preserving the training of adequate numbers in all the essential
medical disciplines.

Mr. Chairman, I thank you for your time, and I would be happy
to respond to any questions.

Senator DURENBERGER. Thank you, Dr. Ruberg. ‘

Dr. Sheldon.

{Dr. Ruberg’s written testimony follows:]
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TesTiMONY OF RoOBERT L. RuBErRG, M.D., AssociATE PROFESSOR OF SURGERY, UHIO
STATE UNIvERsITY COLIJ;,;I: or MEDICINE, ON BEHALF OF THE AMERICAN SOCIETY OF
PLASTIC AND RECONSTRUCTIVE SURGEONS

Hr, Chairman and Members of the Committee: The American Society of Plastic
and Reconstructive Surgeons, Inc., appreciates the opportunity to testify
before you today. [ am Robert L. Ruberg, M.D., Associate Professor of
Surgery at the Onfo State University College of Medicine 1a Columbus, Onfo.
I practice my specialty, plastic surgery, at a university teaching hospital
“and very much appreciate the opportunity to express ASPRS' views regarding
recent proposals to alter the system for funding graduate medical educa-
tion, particularly S. 1158. Changes 1n our current System can have a pro-
foundly adverse effect on he conduct of our residency programs in the
specfalty of Plastic and Reconstructive.Surgery. It 1s imperative, there-
fore, that we step forward to acquaint yau with the role of ou‘r specialty
in the provision of comprehensive medical care, to provide our views on the
potential effects of altering the current funding amchanisas, and to offer
our suggestions for a core equitible and responsible funding system, We
support substantially the views of the American College of Surgeons, to
which we belong and who appear before you today, Additfonally, though, we
have a special concern about the future of Plagtic Surgery ‘residencias and

wish to highlight our particular situation today.

ASPRS recognizes the need for a wmore accountable and cost-
consious system for funding graduate medical education. The existing
mechanism provides satisfactory levels of funding but has no means for
control of excessively long training programs, prevention of overproduction
of specialists and underproduction of primary care physicians and limita-
tion of extravagant use of educatfonal funds. ASPRS favors changes in the

funding of graduate medical education which will facilitate these odbjec-
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tives yet will also preserve necessary training in all essential medical

disciplines.

I. THE ROLE OF PLASTIC AND RECONSTRUCTIVE SURGERY IN COMPREHENSIYE
HEALTH CARE: The discipline of Plastfc and Reconstructive Surgery plays a
critical role in comprehensive health care. Although the lay public often
views the plastic surgeon exclusively as a cosmetic surgeon (performing
face 1ifts, "nose jobs" and the like), the medical profession recognfzes
plastic and reconstructive surgeons for their expertise in a variety of
essentfal areas. Cosmetic or "aesthetic® surgery forms only a portion of
our practice. Plastic Surgery includes acute and reconstructfve care of
burn {injuries, management of injuries of the face and hand, treatment and
reconstruction of head and neck tumors, surgical therapy of skin tumors a:!d
disorders, management of_wound healing problems, treatment of cot\\geniu'l
anomalies of the head and neck (including cleft lip and palate) and of the
extremities and elsewhere on the body, rehabilitdtive surgery of the spinal
coré injured patient (bedsores and upper extremity prodblems), and a large
area we would call “general reconstruction.” Plastic Surgery has tradi-
tionally been in the forefront of surgical care, developing new techniques
for dealing with problems not solved by traditional! methods. Many of these
methods are later adopted by other surgical practitioners such as orthope-
dfc surgeons, general surgeons, urologists, etc. In recent years the inno-

vative techniques of microsurgical free tissue transfer and reattachment of
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amputated parts, craniofacia‘l‘ surgery and musculocutaneous flaps have been
developed principally thrrough the efforts of plastic and reconstructive
surgeons, As these técnniques have moved into more general use by other

surgical disciplines, plastic surgeons have gone on to the refinement of

st1il newer and more advanced techniques such as tissue expansion. In our
view plastic surgecns have clearly been prolific developers of innovative
susjical methods.

\
In addition to the contributions to the advancement of surgical

metheds, piastic surgeons, through residency training programs and the
charitadle eftorts of our certiffed practitfoners, have provided essentfal
care to indigent patfents with conditions such as cleft lip and palate,
bures, bedsores, traumatic injuries, and other difficult problems.
Althougn otner disciplines may partly overlap our efforts in some of these
cases, the majority of care for most of these critical areas of medical

practice fs prcvided by plastic surgeons.

[1. IMPACT OF CHANGES IN FUNDING OF GRADUATE MEDICAL EDUCATION ON
PLASTIC SURGERY TRAINING: In order for plastic surgeons to continue pro-
viding this kind of fntensity and diversity of medical care, we must con-
tinue to provide a thorough and comprehensive training program for our
residents. In our residencies we work to develop surgical skills and
reasoning beyond that of the general surgical practitioner. Trerefore, our

tratning programs are of necessity long and arduous.
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The current requirement of the ‘American Board of Plastic Surgery
{revised in April 1985) is a minimum of six years of surgical training
beyond medical school. Each resident must have a minimum of tnree years of
general surgical training; however, many of our resfdents actually complete
general surgery training (f.e., ftve or more years) prior to enterfng the
Plastic Surgery residency. 1f a resident enters Plastic Surgery training
after only three years of general surgery trafning, he or she will have to
complete three years of Plastic Surgery training (for a total of six
years). Those who enter with four or more years are nonetheless required
to take two years of Plastic Surgery residency. Thus all of our future
residents must have at least six years of residency, and many may nave
icMeved board eligibility in general surgery and a total of seven or more
years of residency. The nature and length of a Plastic Surgery residency
is dictated by various factors, notably the diff&ren: requirements of

teaching versus practice and among various types of practices.

From this description, {1t should be clear that any proposals for
funding graduate medical education which limit support to either five years
of residency (such as S.1158}, or other proposals to limit funding to
"initial board eligibility" will have a major impact on Plastic Surgery
training programs. Under a five-year limit, even 1f a resident has taken
the minimum training for board eligibility in Plastic Surgery, the last
{1.e., stxth) year of residency would be "unfunded.” If funding is ter-

minated at the fifth year, those residents who complete a five-year general
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surgery program prior to entering Plastic Surgery residency would be ineli-
gible for funding for any of their Plastic Surgery-specific training. And,
under an approach limiting funding to “fnftial board eligibility", resi-
dents who complete their trafning first with five years of general surgery
{therefore becoming board eligible for general surgery) would be fnelfgible

for funding for any of the Plastic Surgery residency.

Even more confusfon may result in those residencies 1in which some
residents enter training after three years of general surgery, others after
four, and others after five--all within the same training program, Under a
five year limit some of the residents in such a program would be funded for
part of thefr residency, others not at all, and the number of funded resi-
dents could change from year to year depending on the amount of general

surgery training of the entering residents.

We see obvious problems with the system outlined above. We consider
Plastic Surgery to be an essentfal discipline. Therefore, it fs our view
that a limitation of graduate medical education funding to five years or
the alternative limitation to "fnitial board eligibflity” would be detrfi-

mental to our discipline.

: \
Our objections to such limitatfon should not imply that we favor unli-
mited funding for Plastic Surgery residencies. MWe take the position that

funding of Plastic Surgery i_g just as important as funding of family medi-

cine, {nternal medicine, pediatrics, etc.--but we readily acknowledge that
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the NUMBER of plastic surgeons who must be trained is considera'b'ly smller

than the number of family physictans, internists, pediatricians, etc. whose

training should be funded, Any proposal which cuts off funding would be

detrimenta)l to modern comprehensive medfca) care. Thus we accept the idea
of differential funding to promote selected specialties, but we oppose the
notion that certain specialty training programs (notably Plastic Surgery)
should be substantially unfunded.

A responsible proposal for. controlling and realigning the funding of
graduate medical education would be cne which acknowledges the need for
support for all the essential medica) disciplines (including Plastic
Surgery), yet recognizes that the amount of funding needed to train ade-
quate numbers of practitioners in each of the medical disciplines my be
radically different. The ASPRS would support a plan which would channel
the mjority of graduate educatfon funds {nto the primary care fields, pro-

vided that funding for existing Plastic Surgery training is maintained.

I11. AN ALTERNATE PLAN FOR "RESPONSIBLE" FUNDING OF GRADUATE MEDICAL
EOUCATION: In order to maintain adequate numbers of all the essentfal
medfcal disciplines, yet control unlimited spending for unlimited periods
of residency, we propose funding for only the minimum number of years
needed for "board eligfbility" in each discipline. For most specialties
this would mean no change from the current limitations in S. 1158 calling

for a maximum of five years. For Plastic Surgery, however, this would mean
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funding for six years of tratning, since this 1s the Board's wmfinimum,
Because the total number of residents fn our specialty (approximately 400)
1s extremely small compared to virtually every other discipline, this pro-
posal would result in only a modest fncrease in expenditure over the “five
year maximum” plan, yet it would preserve our discipline and recognize its
essentiality, By limiting funding to only the minimum years for board eli-
qgibtlity, we would eliminate expenditure for years of training which are
not essential--and thus reduce and more effectively control tne total cost
of graduate medical educaticn. The ASPRS feels that this modification in
S. 1158 to fund twaining through minfmum board elig\bi!ity for each spe-
cia}ty would provide a mechanism for controlling graduate medical education
costs and channeling funds intc underserved specialties while still pre-
serving the training of adequate numbers 1n all the essential medical

disciplines.

Hr. Chatrman, thank you for your time. [ would be pleased to respond

to your questions.
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STATEMENT OF GEORGE SHELDON, M.D., CHAIRMAN, DEPART-
MENT OF SURGERY, UNIVERSITY OF NORTH CAROLINA;
REGENT, AMERICAN COLLEGE OF SURGEONS, CHAPEL HILL,
NC

Dr. SHELDON. Mr. Chairman and members of the subcommittee, I
am George F. Sheldon. I am professor and chairman of the depart-
ment of surgery at the University of North Carolina. I am speaking
on behalf of the American College of Surgeons, of which I serve on
the board of regents. We are grateful for the opportunity to com-
ment on this proposed legislation.

The American College of Surgeons is a voluntary educational
and scientific organization devoted to the ethical and competent
practice of surgery. Its membership is composed of 55,000 members
throughout the United States and abroad. The college's commit-
ment to the quality of surgical care and medical care extends to
1918 when it established the Hospital Accreditation Program that
has since evolved into the Joint Commission on Accreditation of
Hospitals.

The American College of Surgeons supports your proposed legis-
lation, because we recognize the need for Congress and the private
sector of the health care system to confront the Federal budget def-
icit and the striking rise in costs of health care. We support such
action as part of a general freeze on payment for Medicare activi-
ties, but we see no fairness in singling out graduate medical educa-
tion for a solitary restriction.

Physicians in training are a priceless national resource that pro-
vide valuable care to the aged and socially deprived whose surgical
diseases are often quite challenging and which account for a large
Eart of lthe heavy clinical load which is assumed by urban teaching

ospitals.

We consider the proposal acceptable to fund after July 1, 1986,
those costs for years of training which do not exceed the lesser of 5
years or the minimum number of years of formal training for ini-
tial board eligibility or certification. We suggest, however, that al-
ternatives be sought to fund those specialties that require more
than 5 years of training, such as colorectal surgery, cardiothoracic
surgery, neurosurger{, pediatric surgery, plastic surgery, and vas-
cular surgery. The life-saving advances which have come from
these specialties are needed. We recognize the need for extra years
because of the increased cognitive knowledge, analytic reasoning,
and technical skills which must be imparted during these periods
of time, and these particular specialties are now an expected and
essential part of everyday medical practice.

Now, several features of graduate medical education in surgery
are different from other specialties. For example, it takes longer to
become a surgeon than it does to graduate from medical school.

In addition, in the concern we have about numbers of physicians
and surgeons, we would like to point out that a limitation already
exists on the number of surgenns educated in the United States
through existing mechanisms. Less than 3,000 surgeons in nine spe-
cialty fields will complete their training as of this summer. The
number of surgeons certified by their respective specialty boards
has declined from 4,200 in 1981 to 3,584 in 1983.
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In addition, the number of training programs in general surgery
have diminished from 729 in 1959 to 320 in 1983.

Now, we would like to also point out that nothing is more expen-
sive both in fiscal as well as in human terms than surgery per-
formed by untrained or minimally trained individuals. And the
extra years of training in surgical specialties are devoted not only
to technique but in teaching our trainees when not to operate as
well as when to operate.

We agree that Medicare funding should not be used for the train-
ing of graduates of schools other than those approved by the liaison
committee on medical education. However, the educational facili-
ties of the United States should continue to be made available to
medical graduates from other countries so that the United States
may continue its world leadership role in medical education. We
think this is right, proper, along with our tradition, and it is good
foreign policy.

The American College of Surgeons appreciates the opportunity to
present our views on this issue, which of course is of considerable
interest to the surgical profession. Our views have been accepted in
principle by the following surgical specialty societies: The Ameri-
can Academy of Otolaryngology, the American Association for Tho-
racic Surgery, the American Pediatric Surgical Association, the
American Society of Colon and Rectal Surgeons, the American Uro-
logical Association, the International Society for Cardiovascular
Surgery, and the Society for Vascular Surgery, and others.

We thank you very much for the privilege of being here.

Senator DURENBERGER. Thank you, Dr. Sheldon.

Dr. Hook?

(Dr. Sheldon’s written testimony follows:]
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STATEMENT
of the
AMERICAN COLLEGE OF SURGEONS
to the
Subcommittee on Health
Committee on Finance
U.S. Senate
Presented by

George F., Sheldon, M.D,, F.A.C.S.

RE: S. 1158 - To Amend Title XVIIl of the Social Security
Act with Respect to Medicare Payments for Direct Costs
of Approved Educational Activities

Jure 3, 1585

Mr. Chairman and Members of the Subcommittee:

My name is George F. Sheldon, M.D., Chairman of the Department of Surgery
at the University of North Carolina at Chapel Hill, North Carolina and a member
of the Board of Regents of the American College of Surgeons. 1 am grateful for
the opportunity to comment on the bill (S, 1158) to amend Title XVIII of the
Social Security Act with respect to Medicare payments for direct costs of
approved educational activities.

The American College éf Surgeons is a voluntary educational and scientific
organization devoted to the\ethical and competent practice of surgery and to the
provision of a high quality of care for the surgical patient. For more than 70
years the Coltege has provided educational programs for a group of more than
55,000 Fellows and candidates as well as for other surgeons in this country and
throughout the world. The College establishes standards of practice,
disseminates medical knowledge, and provides information to the general public.
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In 1918 it established a hospital accreditation program that became the Joint
Commission on Accreditation of Hospitals in 1953, We believe that federal
support of medical education and research has been largely responsible for the
preeminence of American medicine and surgery.

The American Colleye of Surgeons supports the proposed legislation, because
we recognize the need for the Congress and the private sector of the health care
system to confront the federal budget deficit and the striking rise in costs of
health care. The bill proposes that a freeze be enacted for all Medicare direct
cost payﬁents of approved educational activities for fiscal year 1986, We
support such action as part of a general freeze on payment for Medicare
activities but see no fairness in singling out graduate medical education for
solitary restriction. [t is in so?iety's best interest to maintain the highest
quality of graduate medical educatie: in order not to lose the advantages that
have been essential in making our system of education combined with patient care
the envy of the world.

Physicians in training constitute a priceless national resource that
provides especially valuable care for the aged and socially deprived whose
surgical requirements are often extremely demanding. Moreover these patfents
account to a significant degree for the heavy load of clinical care that is
placed on urban teaching hospitals. For these reasons we maintain that it is
critically important for Medicare patients and for all of society to continue to

benefit from this national resource.

We consider acceptable the proposal to fund after July 1, 1986 those costs

for years of training which do not exceed the lesser of five years or the
minimal number of years of forma! training for initial board eligibility for

certification. We suggest, however, that alternatives be sought for funding
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those specialties that require more than five years of training, such as
colorectal surgery, cardiothoracic surgery, neurosurgery, pediatric surgery,
plastic surgery and vascular surgery. The life saving advances in these
disciplines, brought about by a broad biologic background, cognitive knowledge
and analytical reasoning combined into seasoned surgical judgment and high
technical skills must be preserved and extended for present citizens and for
future generations. The American College of Surgeons is eager to cooperate in
devising solutions for the preservation of these vital specialties, many of
which have advanced the frontiers of knowledge by way of diagnostic and
treatment methods that are now essentfal parts of everyda)‘medica1 care. As the
Congress reviews the steps essentjal to bringing our Medicare system into more
reasonable fiscal limits, we trust that this urgent financial crisis will not
obscure the need to plan for the long range care of all of our citizens by way
of essential surgical advances.

Several features of graduate medical education are different for surgery
than for other medical specialties. For example, a limitation on the number of
surgeons educated each year already exists. Less than 3,000 surgeons in nine
specialty fields complete training annually. The number of surgeons certified
by their respective specialty boards declined from 4,200 in 1981 to 3,584 in
1983. Moreover, the number of training programs have decreased from a high of
729 in 1959 to 320 in 1983. Nothing is more potentially expensive than surgery
performed by untrained personnel such as those with minimal or inadequate
surgical education. We believe the number of genuine surgeons produced annually
is a fragile number and are uncertain whether fewer surgeons could meet the
nation‘'s needs. let me emphasire that the number of individuals with inadequate
credentials who are carrying out surgical operations should not be used as a
measure of the system required to produce genuine, skilled surgeons capable of
deciding when not to operate as well as to carry out the procedures safely and

\
skillfully when their necessity is assured.
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We agree that Medicare funding should not be used for the iraining of
graduates from schools other than those approved by the Liaison Committee on
Medical Education. However, the educational facilities of the United States
should continue to be made available to medical graduates from other countries
s0 that the United States may continue its world leadership role in medical
education.

The Amertcan Coliege of Surgeons appreciates the opportunity to present our
views on this issue, which is of considerable interest to the surgical
profession. Our views have been accepted in principle by the following surgical

specialty societies:

American Academy of Otolaryngology -- Head and Neck Surgery, Inc,
American Association for Thoracic Surgery

American Pediatric Surgical Association

American Society of Colon and Rectal Surgeons

American Urological Association

International Society for Cardiovascular Surgery

Society for Vascular Surgery

I weuld be happy to respond to your questions.
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Graduate Medical Education factsheet

Residency Training

Source:

Anne E.

In 1983-84, there were 127 U.S. medical schools with 67,443 medical
students.

Graduate medical education occurs in 1,225 of the nation's 3.000
hospitals with 125 of these hospitals providing 50 percent of the
nation's residency training.

There are currently 4,749 accredited programs, These accredited
programs “offered" 76,849 total positions, of which 1,724 were unfilled.
Of the 19,817 post-graduate year one positinns "offered," 278 were
unfilled.

There were 75,125 residents on duty in accredited programs.
60,044 U.S. LCME graduates; 406 Canadian LCME graduates; 1,150
Osteopathic graduates and 13,525 FMGs. Of the foreign medical
graduates, 55 percent were U.S. citizens arnd 45 percent were
non-U.S, citizens.

55 percent of residency training take: place in eight states:

Number of Percent of Percent of
State Programs Programs Residents
New York 614 12.8 14.6
California 476 9.9 9.6
Pennsylvania 329 6.8 6.4
IMinois 275 5.7 5.6
Texas 266 5.5 5.8
Ohio 260 5.4 5.1
Michigan 209 4.3 4.0
Massachusetts 188 3.9 4.0

In 1970-71, the sur¢ical specialties comprised 39.8 percent of the total |
residency positions filled for all years, compared to 26.3 percent for
the primary care specialties. By 1983-84, the percentage of surgical
positions filled for all years had decreased to 28.1 percent and primary
care had increased to 42.8 percent.

Crowley, Ph.D., Director of the AMA Office of Educational Directories.
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Source:

il

1.14 positions/applicant; 70 percent of available positions filled in
Family Practice, Pediatrics, Psychiatry, Pathology; 70 to 80 percent in
Internal Medicine; 80 to 90 percent in the Surgical Specialties, Ob-Gyn,
Radiology; and 90 percent in Emergency Medicine and Anesthesia.

The rates of 1.14 position/applicant in the NRMP reveals an evolving
phenomenon whereby the pool of graduates may lack GME positions as has
occurred in other countries including Canada.

The percentage (41.5 percent) of U.S. medical school seniors whose first
choice was a surgical specialty failed to match in the NRMP in 1984,

Graettinger-CMSS-March, 1985

Applicable Comments on Residency Training

\
o The 335 member institutions of the AAMC's Council of Teaching Hospitals,

which comprises 5.8 percent of the nation's community hospitals,

incurred 31.5 percent of the bad debts and rendered 51.1 percent of the
charity care in 1982. These 335 hospitals accounted for 27.4 percent of

the inpatient expenditures of all non-federal short term community

hospitals.

The Residency Review Committees for specialties other than the surgical
specialties do not specify the number of residency positions accredited.

83 percent of residency stipends are paid from patient revenues and
general cperating appropriations of hospitals, 6 percent from state
appropriations, and 11 percent from other sources.
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STATEXMENT OF EDWARD W. HOOK M.D., PRESIDENT, AMERICAN
COLLEGE OF PHYSICIANS. PHILADELPHIA, PA

Dr. Hook. Thank you, Senator Durenberger.

I speak today on behalf of the American College of Physicians. 1
am president of the college, an organization which represents over
60,000 internists, including general internists, subspecialists, and
physicians in training. »

During the brief time allotted this morning we wish to empha-
size certain specific points which are relative to Senate bill 1158.

First, we support the major provision of the biill which would
limit the length of the training period that will be supported by
Medicare payments. However, we are sincerely concerned that the
period of support outlined in the legislation—namely, the lesser of
time required for initial board eligibility or 5 years—that this spec-
ified period of support may have implications beyond those envi-
sioned by the sponsors.

Whereas we are totally supportive of the concepts inherent in
the bill to emphasize and ensure training of residents in primary
care disciplines, we are concerned that the wording of this specific
provision may eliminate support for important and even critical
medical subspecialties and areas of training, for example, in geriat-
rics or oncology, areas that are vitally important to tEe mission of
the Medicare Program and to the anticipated future health care
needs of the Nation.

The training of medical subspecialists requires a period of at
least 5 years just as in orthopedic surgery or urology—for the medi-
cal subspecialists, an initial 3 years of training in general internal
medicine, plus at least 2 additional years of subspecialty training.
These medical subspecialties would be excluded from support under
the provisions of S. 1158, because the boards which set the stand-
ards for these subspecialties and which certify competence in these
areas are secondary to the primary board, the American Board of
Internal Medicine. We wonder if it was in fact the intent of the
sponsors to exclude these essential practitioners, in view of the
sponsors’ willingness to support, for a 5-year period, trainees in
other disciplines.

We strongly support those provisions of the legislation that
would end Medicare support for the training of alien foreign medi-
cal graduates. We do believe, however, that the issue of training of
alien foreign medical graduates requires further discussion. We feel
that we must carefully examine the appropriate role of this Nation
in sharing its resources and expertise in medical education with
other nations. If the United States is to maintain its commitment
to international health for humanitarian reasons or as a matter of
foreign policy, then training opportunities for alien foreign medical
ﬁ;aduates who will return to practice in their own countries must

provided. It does seem that other mechanisms might be found
outside of the Medicare Program for continuing this international
role in which, in the past, we have been leaders,

We disagree with those provisions of the bill that permit the con-
tinuation of Medicare support for the graduate training of U.S. citi-
zens who have received their medical education in institutions
which are outside of the United States and Canada and which are
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unaccredited by the Liaison Committee on Medical Education. At a
time when we are adopting national and State policies that will
curtail the projected surplus of physicians, including reducing the
class size of a number of U.S. medical schools, and at a time when
we are emphasizing the importance of maintaining standards, it
would appear to be contradictory to continue to provide financial
support through Medicare for the advanced education of individ-
uals who are graduates of unaccredited medical schools outside of
the United States. .

Finally, we support the concept of a freeze for 1 year on Medi-
care payments for direct medical education as a means of achieving
short-term budgetary savings and to provide time for hospitals to
plan for change.

Mr. Chairman, that concludes my comments. I wish to express
our apprciation for the efforts made to date by the sponsors of the
proposal, and your willingness to hear us today. We at the Ameri-
can College of Physicians stand ready to aid you, to work with you,
in whatever way might be helpful as these matters are further dis-
cussed.

Thank you.

Senator DURENBERGER. Thank you, Dr. Hook.

[Dr. Hook’s written testimony follows:]
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STATEMENT
OF
THE AMERICAN COLLEGE OF PHYSICIANS
BEFORE THE
COMMITTEE ON FINANCE
UNITED STATES SENATE

June 3, 1985
MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

1 am Edward W. Hook, M.D., F.A.C.P., Henry B. Mulholland Professor and
Chairman of the Department of Medicine at the University of Virginia
Schoo) of Medicine. 1 speak today on behalf of the American College of

Physicians, of which I am President.

The College represents over 60,000 doctors of internal medicine, subspe-
cfalists, and physicians-in-training. Our membership {includes private
practitioners delivering primary health care; medical specialists in
such fields as gastroenterology, endocrinology, oncology, and cardiology;
medical educators; and researchers. Approximately one-third of the ACP
membership are Fellows of the College (FACP), a designation based upon
their having met standards of scholarship and contribution to the science
and practice of medicine beyond their eligibility for board certification

in internal medicine.

Founded in 1915 to uphold high standards in medical education, medical
practice, and medical research, the College was for many years primarily
educational and honorific fin nature. Increasingly, however, as payment
polici;s have come to aff;ct medical practice (and more recently, medical
education and medical research), the College has become extensively
involved, at both conceptual and practical levels, in the issues raised

by payment policies. Just as budget po?icy is 1inked with health policy,
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payment policy is linked with medical practice and medical education. And
Just as this committee is rightly concerned that budget policy not
inappropriately affect good health policy, the College is concerned that

payment policies not inappropriately affect medical education.

The College's statement teday outlines the principles that we believe
should be followed in any discussion of rayment policies affecting medical
education, It addresses certain of the provisfons of S. 1158 that would
change the present mechanism of Medicare payment for financing graduate

medical education.

The first two principles are fundamental: (1) graduate medical education
is linked with patient care and s practically inseparable from patient
care; and (2) 3Jraduate medical education and the environment in which it
takes place -- generally, the teaching hospital -- serve the public
good. The positions that follow maintain that continuation of some
public financial éupport of GME {s necessary, and that private support

through payments for patient care services is also justified.

The College believes that the complexity of modern medical care necessi-
tates that all new physicians complete residency training in an accredited
GME .training program. The fssue of financing GME must be addressed in a
comprehensive national health manpower policy in which the supply and
specialty distribution of physicians are coordinated with gational, state,
and local health manpower needs. Financing of GME must also be considered
in formulating public policy regarding physician reimbursement. Oppor-

tunities should continue to exist for the training of 1imited numbers of
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foreign medical graduates (FMGs) who will return to their country of origin

upon completion of training.

PRINCIPLES FOR FINANCING GRADUATE MEGICAL EDUCATICN:

1. Graduate medical education is fundamentally linked with patient care

and for practical purposes is inseparable from patient care. There-

fore, patient care revenues should continue to be an appropriate

source of funding for GME.

"Graduate Medical E£ducation {GME)} is principally comprised of two compo-
nents: expansion of the knowledge base gained in undergraduate medical
education and development of the clinical experience base started in
medical school. In large part, education in these two components 1is
gained through observation, performance, and the teaching of others.
The first two of these activities represent the medical service itself;
the third represents a refinement of the service. The fact that all
three take place in the educational setting, under the supervision of
clinical faculty, endow them all with an educational aspect in addition
to their inherent patient care aspect. Thus, because _g_he setting of the
service involves both patient care and education, the educatinnal and
care components are not readily sep%rable. In addition, patient care is
not merely a service performed by the physiciansin-training, but is the

service as supervised by clinical faculty.

Because GME is inescapably intertwined with the provision of patient care,
it is appropriat\e that patient care revenues continue to be the major
source of funding for housestaff. Curtailment of patient care revenues
for funding housestaff would have a devastating effect on the viability

of many residency training programs.
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Prior tc 1983, Medicare paid for all inpatient hospital services, includ-
ing GME, on a retrospective, reasonable cost basis. With the implementa-
tion of a prospective payment system (PPS) in which reimbursement for
all hospitals is based on predetermined rates for each diagnosis related
group {DRG), the problem has surfaced as to how to pay appropriately for
services at teaching hospitals. Higher costs of teaching hospitals due
to the additional services and functions they perform would not be com-
pensated under a purely DRG based prospective payment system. Congress
recognized the complexity of GME financing and the difficulty of paying
appropriately without adequate financial data. The Department of Health
and Human Services was directed, therefore, to conduct a study of the
issue and to prepare recommendations to Congress for handling GME under

PPS.

In the interim, Congress provided that teaching hospitals could continue
to bill Medicare for its share of the direct costs of medical education
on a retrospective, reasonable cost basis. Further, recognizing the
difficulty of accounting for differances in severity of i1lness, case mix
differences, and higher overhead costs associated with teaching programs,
Congress doubled the limits established under TEFRA {PL 97-248) to reim<
burse teaching hospitals for indirect educational costs. This formula,
in actuality, represents a proxy for the additional costs of teaching

hospitals as well as a payment for their indirect educational costs.

The existing method of a "pass through" for direct educational costs and
a proxy for indfrect educational costs based on number of residents per

bed provides few incentives for economy or efficiency in teaching pro-
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grams. It compensates all teaching hospitals, both inner city and sub-
urban, for educatfonal costs, indigent care, and the resource burden of
greater severity of illness regardless of the extent these services add
to the costs of operating the hospital. While we maintain that it is
impossible to separate the graduate medical education component from
patient care services and that payments for patient care at teaching
hospitals should reflect appropriately the cost of services rendered, we
recognize that better accounting methods for attributing costs must be
found, and more appropriate means of financing different kinds of costs
must be developed. Still, recognition of the additional cost of GME
should be reflected in payments for patient care services at teaching

hospitals.

2. Graduate medical education serves the public good, and therefore

should receive public financial support.

A;though there is no proef of a linear relationship between length of
medical training and positive health outcomes for patients, the absence
of such proof should not suggest that GME lacks value. There are many
things to suggest that GME is highly valuable. For example, it is clear
that both the medical professton and the public place a high value on
the significance of GME, The profession recognizes the breadth and com-
ptexity of knowledge and experience necessary for medi:.al practice, and
through a plethora of accrediting and credentialing mechanisms, attempts
to assure these qualifications. The profession contfnues to seek the
improvement of systems to accredit training programs, to monftor trainees'
progress, and to provide credentials to physicians who meet rigorous pro-

fessfonal standards of knowledge and performance. All hospitals, and
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indeed all organizations that utilize physicians to deliver medical care,
depend upon these mechanisms for assurance that physicians are fully
qualified. Patients and third-party payers, through their acti@ities
and chotces in the medical market, attribute greater value to highly
trained practitioners. Professional responsibilities for accreditation
and credentialing are, to a large extent, validated by the preferences
of patients and their choices of well-trained practitioners. Federal
agencfes such as the VA and other employers of physicians, including
health maintenance organizations, also recognize the added value of

advanced training and pay higher salaries to board certified physicians.

Second, the public benefits directly from services provided by individuals
in GME training programs. Those services encompass care for two groups
that are disproportionately served by the teaching hospital: severely il}
patients and indigent patients. Severely i1l patients require a higher
intensity of medical services and a more readily available physician,
Physicians-in-training provide both highly intensive involvement with
patients and round-the-clock, on-site, accessibility., The indigent popu-
lation 1s a disadvantaged group whose access to care fs enhanced by the
educational programs of teaching hospitals. Housestaff of teaching hos-
pitals provide primary health care to large numbers of this population

in areas where there is a lack of access or a lack of providers.

Third, the setting within which GME takes place, the teaching hospital,
is valued as a national resource. The teaching hospital, {in providing
both clinfcal care and GME, brings together a constellation of medical
care resources and personnel that fosters & unique environment for

innovation. The teaching hospital promotes innovation not only {in the
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development and dissemination of medical technologies (drugs, devices,
and procedures), but also in important medical concepts (methods of

«—diagnosis and treatment; the process of nedical decision-making; the
importance of social, legal, ethical, and economic considerations) along
with the pursuit of academic and professional excellence. The teaching
hospital 1s the site where most of the nation's clinical research takes
place, most of its drug§ and medical devices are tested, and most of
its medical and surgical procedures are conceived, developed, and re-
fined. Additionally, the teaching hospital is the locus from which
these innovations, critically important to the improvement of patient
care, are disseminated. The development of these new technologies
and medica) care approaches s expensive, particularly before economies
of scate and experience in using them enable thefr more efficient pro-
duction. The teaching hospital provides an intellectual environment

that encourages necessary pursuit of medical knowledge.

3. The complexity of modern medical care necessitates that all graduates

of medical schools accredited by the Liaison Committee on Medical

Education (LCME) should complete residency training in an approved

graduate medical education program prior to engaging in independent

medical practice. Adequate financial support must be avaflable to

maintain residency training programs to Ffulfill this educational

requirement.

Because of the importance we as indfviduals and as a socfety attach to our
health, 1t is essential to ensure that those who furnish medical care are

highly qualified. Multiple mechanisms exist to provide this protection,
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The Liaison Committee on Medical Education (LCME) establishes and main-
tains standards of quality for undergraduate medical schools. LCME stan-
dards are designed to ensure that all medical school graduates are fully
prepared in the basic medical sciences and have had sufficient exposure
in the clinical sciences to pursue a program of GME. All undergraduate
medical school programs that grant the degree of doctor of medicine in the

United States and Canada are accredited by the LCME.

The Accreditation Council for Graduate Medical Education (ACGME) provides
similar assurances that GME programs meet certain standards of quality.
There are 1,530 {nstitutions and agencies that sponsor 4,759 residency
programs approved by the ACGME. To obtain accreditation, each program
must meet "General Requirements® that are prerequisites for al) programs
regardless of specialty, They must also meet “"Special Requirements" that
provide standards concerning curriculum content, required resources and
personnel, duration of training and other requirements specific to each
specialty., Each specialty has a Residency Review Committee (RRC) that
evaluates all programs to determine {f they meet the established “General®
and "Special* requirements. Most fully accredited programs are reviewed
every five years; those with provisional or probationary status are re-

evaluated at shorter intervals.,

This accreditation process ensures that the care received by patfents from
physicians-in-training is adequately supervised and fs of high quality,
and among other things, that patients are not exposed to additional risk
because of the training environment. Indeed, patients benefit by recefv-

ing care that involves an expert medical team familiar with the latest
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developments in medical science at facilities that are staffed and

equipped to provide a full range of medical services.

The United States historically has attempted to assure a minimum level
- of competence of physician practitioners through state licensure in
addition to accreditation of training programs. However, most states
require graduates of U.S. medical schools to complete only one year of
graduate training to qualify to take a medical licensure examination,
Only two states (Connecticut and New Hampshire) require two years of
graduate training; eight states have no minimum GME requirement (Indi-
ana, Louisiana, Massachusetts, Missouri, New York, Ohio, Tennessee, and

Texas) (2).

The College believes that the breadth and complexity of modern medical
practice now necessitate that the minimum level of required GME be fin-
creased and that the completion of an approved residency program be a
prerequisite for Yicensure for fully independent clinical practice. The
commitment of the individual practitioner to this degree of graduate
medical education would thereby more nearly equate with the profession's
assertion that graduate medical education is in the public interest. The
medical profession and medical students have {n general recognized the
need for residency training., The Liaison Committee on Medical Education
{LCME) has also stated that it considers the undergraduate period of medi-
cal education insufficient to prepare a student for independent practice

without additional graduate training.

The American College of Physictans believes that graduatc medical educa-

tion is necessary for the provisfon of care of appropriate quality and,
therefore, we support a requirement that all practicing physicians be

-840 O—R5——»
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adequately trained in accredited residencies.

4. The issue of the funding of graduate medical education cannot be

disassociated from a discussion of national health manpower policy.

National health necds should be addressed in a comprehensive manner

involving long-range planning and coordination of the supply and

specialty distribution of medical manpower. Consequently, natiocnal

health manpower policy must addre-s the aggregate size of under-

graduate medical school enroliments, the number of gradvate medical

education training positions, as well as the number of foreign

medical school graduates permitted entry into the United States.

Arguments against the continued funding of GME from public funds are
based, in part, on the widely held perception that the United States
will soon have a surplus of physicians. Such arguments typically assert
that the competitive marketplace will adequately ensure an appropriate
balance between the supply and demand for physician personnel,

We have serious doubts that the economic forces of the competitive market-
ptace will produce the appropriate numbers or the specialty and geographic
distribution of physicians that best serve the nation's medical manpower
needs. In an increasingly competitive environment, there are pressures
for hospitals to curtail programs that do not generate sufficient revenue
and to expand those that are revenue producing irrespective of the {mpact
on the availability of needed medical services. Competition in.the medi-
cal marketplace does not assure that all people in need of medical care
will have access to an appropriately trained physician or to appropriate

medical services.
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In the extreme case, withdrawal of public funding of GME would limit
opportunities for a medical career for those unable to obtain their own
financing. Opportunities would thus be restricted for minority and
financially disadvantaged groups, as well as for most students from
middle-income families. We believe that opportunities for medical ca-
reers should vemain available to physicians from all socioeconomic
backgrounds regardless of ability to pay. Rather than temminating fund-
ing of GME, a more appropriate response to the impending numerical
surplus should be to develop a comprehensive national health manpower
policy in which the supply of health professionals 1s'coord‘lnated with

national health manpower needs.

A1l appropriate elements of society, fncluding teaching hospitals, federal
and state governments, and the Veterans' Administration, should be in-
volved in addressing the overriding issue of the appropriate total numbers
and geographic distribution of physicians, including the appropriate mix
of specialties and subspecialties. We believe that decision-making on
this issue should be performed neither solely by government nor by the
medical profession, but should include both those elements as well as
others, A national body should be convened to propose policy actions

based on data derived from studies of national manpower needs.

The lengthy educational period involved in preparing today's physicians
(approximately 10-15 years after high school) necessitates that any
nationai health manpower policy involve long-range planning of natfonal
health care needs and health manpower supply. Such planning should en-
compass not only planning for physicians, but for all health care pro-

fessionals, National policy should recognize an obligation to maintain
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opportunities for those students currently enrolted in accredited medical
schools to complete their medical training., Consequently, adjustments
in physician supply should link the number of GME training positions to

the number of students graduating from approved medical schools.

As a beginning step, we recommend that the total number of positions
for each year of residency be limited to the total annual number of
graduates of schools approved by the LCME and the American Osteopathic
Association (AOA), since those numbers (roughly 17,000 per year) appear
to ensure at least an adequate supply ‘of physicians, Constderation
might be given to increasing these numbers slightly to permit sufficient
flexibility for physicians to obtain residencies in their chosen field
of specialty. Future adjustments in physician manpower supply should be
implemented in accordance with a long-term national health manpower
policy by funding mechanisms creating incentives or disincentives to

influence undergraduate medical school enrollments,

We believe that this nation should maintain {ts preeminence in fnter-
nationa) medical education, and should not abandon fts role as a trainer
in the medical sciences of physicians from foreign countries. Conse-
quently, we believe that there should be sufficfent residency training
positions in the United States to accommodate limited numbers of foreign
medical graduates. Opportunities for GME {n the United States for
foreign physicians should exist primarily for those who will return to

their country of origin upon completion of traintng.

We strongly recommend that attention be given to determining the appro-
priate number of FMG's permitted and that consideration be given to

developing alternative sources of financing for their training. We urge
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also that serfous consideration be given to whether or not publicly
supported GME trainfng should be available to U.S. citizens who obtain

medical trainfng abroad at unaccredited medical schools.

We believe most strongly that physician manpower issues are of national
consequence, that the market for physicians fs a national market, and that
the degree of variation among the states in numbers and types of medical
schools, teaching hospitals, and resident mix is such that issues of phy-
sfcian manpower should not be left for decision solely at the state level.
However, because of varying state need, nefther should all decisions of
manpower policy and implementation of that policy be made solely at the
federal level. We, therefore, urge development of a national health

manpawer policy with appropriate state and local input and flexibility.

5. The funding of graduate medical education must be a part of discussion

of fssues of physician reimbursement.

It s Vikely that incentives and disincentives built into the present
system of third party reimbursement are factors that figure in specialty
and subspecialty choice by physicians as they begin graduate medical
education. Thus, changes in the system of reimbursement are likely to
lead to changes in specialty and subspecialty choice. Likewise, it fs
probable that changes in the support for GME, to the extent that those
changes place a greater financial burden on the physician-in-trairing,
also may lead to changes in subspecialty and specialty choice. Revenues
from patient care services also could influence the availability of resi-

dency training positfons.
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Consequently, we urge that the physician reimbursement system be re-
examined and that a system be developed that minimizes the effects of
finances on medical decision-making., The reimbursement system should
not dictate efther GME training sites nor the medical education curricula.
Currently, inpatient GME is funded by Medicare Part A and other third-
party payers, but training in the outpatient setting receives only limited
funding, Training in outpatient settings usually depends on either
spectal grants or upon funds from inpatient programs, On rare occasions,
1imited funds are available from faculty patient care revenues, We
believe that medical educators should be able to determine the appro-
priate sites of GME training, and that the reimbursement system should

not unduly influence these decisions.

We as a professional medical society and as individual physicians should
not allow economic incentives or disincentives to improperly affect the
medical decision-making process. Neither should we countenance a reim-
bursement system that allows economic {ncentives to influence inappro-
priately the specialty distribution of physicians. We, therefore, urge
that a changed structure of funding of GME not ignore the effect of the

reimbursement system on physician career choice and thus specialty mix.
VIEWS ON S. 1158:

Mr. Chairman, we would ncw like to provide some specific comments on the
provisions of S. 1158, legislatfon to alter the method by which Medicare
provides payments for the direct costs of approved educational activities.
We are pleased that the sponsors of the measure have attempted to address

some of the critical fssues with regard to Medicare's role in financing

graduate medical education and we are particularly appreciative of their
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acknowledgement that these {ssues will require careful discussion and

analysis prior to the initiation of changes.

At this time, we would tike to make the following observations:

1. We support the intention of the sponsors to restrict the length of the
trafning peri&b that will be supported by Medicare payments, as we believe
that this is the logical implementation of existing federal policies to
provide incentives for training in the primary care specialties. However,
we are concerned that the period of support outlined in the legislation --
namely, the lesser of inftial board eligibility or five years -- may have
{mplications beyond those envisioned by {ts sponsors, We are concerned
that it may provide unintentional incentives for certain surgical subspe-
cialties while eliminating support for medical subspecialties and training
in fields such as geriatkics that are vitally important to the mission of
the Medicare program and to the anticipated future health care needs of
the nation. )

2, We strongly support those provisions of the legislation that would end
Medicare support for the training of alien foreign medical gfﬁduates. How-
ever, we believe that the issue of training of alien foreign medical gradu-
ates recuires further discussion. It is our view that although it fis
appropriate to curtail Medicare's support of those who have not graduated
from LCME-approved institutions, we must carefully examine the appropriate
role of this nation in sharing its resources and expertise in medical
-education with other natfons. 1If the United States is to maintain fts

commitment to the international public health, then training opportunities
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for alien foreign medical graduates who will return to practice in their
own countries must be provided. However, it does seem that other mecha-
nisms can be found, outside of the Medicare program, for continuing this
international leadership role. The College would be pleased to work with

the Committee to help identify such other mechanisms.

3. We strongly disagree with those provisions of the bill that permit the
continuation of Medicare support for the graduate training of United States
citizens who have received their medical education in unaccredited institu-
tions outside of the United States and Canada. We realize that this is an
extremely sensitive issue, with significant implications for some citizens
of this nation. However, we urge that there be full discussion by the

Committee of this matter.

At a time when we are adopting national and state polictfes that will cur-
tail the projected surplus of physfcians -- including reducing the class
size of a number of United States medical schools -- it would appear to be
contradictory policy to continue to provide financial support through
Medicare for the advanced education of individuals who are graduates of

unaccredited non-U.S, medical schools,

The American College of Physicians is fully cognizant of the fact that this
is adifficult and complex {ssue; however, we ask that in further considering
S. 1158, that the Committee modify the provisions with regard to U.S. foreign
medical graduates. Again, we would be pleased to offer whatever assistance

we can as the Committee works to address this issue.

4, We support those provisions requiring studies of approved educational

activities for nurses and other health professionals, and of the difference
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in costs in teaching and non-teaching hospitals. MHowever, with regard to
this latter study requirement, we concur that care must be taken to ensure
coordination of such information gathering with other studies on teaching
costs and teaching physicians' services that are already in progress.
In addition, we would suggest that the Committee request ¥ study of the
alternative methods for financing the education of health professionals. As
you know, such an analysis was reconménded by the Advisory Council on Social
Security in 1982, and information developed through such a study may prove
critically important to future discussions of the financing of graduate
medical education. [t would be most useful to have a careful analysis of

the implications of other sources of funding beyond the Medfcare trust fund.

5. Finally, we support the concept of a freeze on Medicare payments for
direct medical education for one year as a means of achieving short-temrm
budgetary savings. 1In the context of larger national needs to reduce the
size of the federal deficft and other programmatic freezes, such a provi-

sfon is equitable,

In addition, we strongly agree that a period of transition will be needed
for the implementation of any long-term changes in the method of financing
graduate medical education. It is our belief that this one year freeze
provides such a period for transition, although in certain specific in-
stances, such as the treatment of forefign medical graduates, further dis-

cussion may indicate that additfonal transition time will be needed.

Mr. Chairman, that concludes our comments on the specific provisions of the

legislation as introduced. We wish to refterate our apprectation for the
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efforts made to date by the sponsors of the proposal, and stand ready to
provide whatever information may be helpful as these matters are further

discussed.
SUMMARY

In conclusion, Mr, Chairman, the American College of Physicians appreciates
that the issue of financing graduate medical educaticn is being considered
in a substantive way, with the practical ramifications of policy changes
being addressed, We recognize that the principles that lead to the formu-
lation of rolicy operate within budget constraints, but we do not believe
those constraints should have in inappropriate effect on those principles.
Thus, we would emphasize two principles we see as fundamental in these
discussions: graduate medical education is linked with patient care, and
graduate medical education serves the public good. We believe these prin-
ciples support a policy of patient care revenues and public moreys support-

ing at least a share of graduate medical education,

The issues of specialty manpower mix, foreign medical graduates, and U.S.
citizen graduates of foreign medic2! schools, must alse be addressed,
and we are pleased to see that the sponsors of S. 1158 have opened the

discussion of these issues.

The College is pleased to have hed ‘his opportunity to present its views
and offers its assistance to the Committee during your future deliberaticns.

I would be pleased to respond to any questions that you may have.
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Senator DURENBERGER. Let me thank all of you for staying
* within 5 minutes. [ think only physicians could accomplish that
precise time schedule. 1 agpreciate that.

I want to start off with a comment. I am going to Dr. Sledge's
testimony where he was raising the question about the purposes
for what we are doing—are we trying to save money for Medicare,
or are we trying to limit the amount of medical manpower in this
country, or are we trying to redistribute it? I think the answer to
that, at least from my standpoint, is none of the above. The freeze
gart obviously has something to do with shared sacrifice, freezing,

udget constraints, deficit reduction, and I am only participating in
that part of it. I'm not using it as a rationale for reforming medical
manpower.

From my standpoint, this is a cooperative effort, not a govern-
mental effort, to get more efficiency out of the use of financial re-
sources in medical manpower; and, from a personal stendpoint,
again, it is an effort to save particularly those—often university-
based—medical colleges in this country that would not survive in a
price-competitive system unless society did something about explic-
1tlgostandmg up to its obligation to fund medical education.

I know you probably knew that. This is for others’ consump-
tion. But I wanted to start with that point.

Let me start, then, with Dr. Kettel. On the subject of residency
program size adjustment, your written testimony suggests the 1-
year freeze on direct payments for clinical education, and S. 1158
would prohibit programs from adjusting their sizes to meet chang-
ing conditions. The implication there is that the cap, being set on a
hospital-by-hospital basis, may cause the problem.

Do you see some way to achieve the budget savings resulting
from the freeze gosition but providing more flexibility for program
size adjustments?

Dr. KerreL. Mr. Chairman, the issue is very complicated indeed,
and it is one of the agenda items for the AMA’s ad hoc committee.
M{ concern is that, simplﬁ by limiting the cap to the hospitals’ full
dollars, it may preclude the flexibility the sistem needs right now.
There are programs closing and opening, there are disaccredited,
accredited, and probationary programs, things of that sort, and I
think we need that degree of freedom if the marketylace is to make

-the adjustments I think it is making. We, for example, will be clos-
ing programs in Arizona and opening others over the next couple
of years, and I would not like to be locked in by a cap that I don’t
understand. But I would like to say the AMA will be coming up
with a policy in that area.

Senator DURENBERGER. I won’t ask the FMG question of AMA,
because you may have pulled that data together, but is it true that
the majority of alien foreign medical graduates that come to this
country for their graduate medical education do not return to their
couniries to train their students?

Dr. KertEL. I think that is a fair statement, sir.

Senator DURENBERGER. Is that increasing? Has it always been
the case?

Dr. KerreL. Mr. Chairman, I am not sure I can give you the his-
tory of it. I think it is a fact at the moment, but I think you heard
earlier that the numbers of FMG’s have declined over recent years,
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but the numbers that are staying in this country I would guess is
still a very high proportion, perhaps 90 to 95 percent.

Mr. PeTERSON. I think that may be a little high. I understand
that at least 60 percent of the alien FMG’s can be identified as
those having permanent residency. Then there are another 30 per-
cent that are pretty hard to track as to their exact status. There
probably are 10 percent that are alien FMG's who return, but I
think that is the minority figure.

Senator DURENBERGER. Well, I met a bunch of them in Central
America, and maybe that is a unique part of the world, but they
haven’t got any other place to go; they usually go to Houston. I
don't want to just pick on Houston, but that just happened to be
where the fellows from San José went. But they went back.

The testimony we have heard so far today indicates that there is
no U.S. need to go out and recruit aliens who are foreign medical
graduates to come in here and satisfy a need that we have in this
country. There is a need in just our social conscience, if you will,
for us to provide opportunities in this country for these doctors
that I met in San José and San Salvador and some other places,
because they don't have any other place readily available to them.
But those are two somewhat different issues, and I think the issue
here is whether or not Medicare should finance those Costa Rican
doctors, or should we have some other program to finance the
Costa Rican doctors? Have I sort of barely stated it from the view-
point of most of your association?

Dr. KerTEL. I believe that would be our point of view.

Senator DURENBERGER. On the question of the other congression-
al proposals for reform of Medicare funding—I asked this question
of the previous panel and maybe you heard it; those of you who
want to comment on it may—there are two tracks that they go on:
One would make the Medicare payment dependent on having a
fixed proportion of residents in primary care and a fixed ﬂroportlon
of graduates of U.S. and Canadian medical schools. The second
track would fund primary care residents at a higher level than spe-
cialty residents and would establish a national rate for stipends
and fringe benefits for residents. Do any of you have an opinion,
and I will start with AMA, about that kind of an approach as op-
posed to the agproach we are taking in S. 1168?

Dr. Sheldon?

Dr. SHELDON. I think, as the last panel commented, it is very
hard to know what kind of doctor we are going to need 20 years
from now, and this is one of the fundamental flaws in all the Fed-
eral and other manpower projections that have been made.

Incidentally, the March HﬂIS manpower study differs between 5
and 20 ;l>ercent from the earlier studies that have been done, show-
ing really the inexactitude of this type of study which 20 years ago
sald we needed 50,000 more doctors.

The fixed proportion issue I think is also difficult. As Dr. Sledge
pointed out, many specialties of sur%::ry do a lot of primary care. In
my department, the Division of Orthopedic Surgery runs 23 clinics
a week, all outpatient clinics, and in the four institutions with
which I have becn associated, the Department of Surgery saw

ual if not more outpatients than any of the other specialties
which kind of come under the definition of “primary care.” And I
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get calls at night for colds and other things, just like every other
doctor, that are related to patients. :

I would point out that it is something that is very hard to decide,
«~what we are going to need in the future, and until we have more
exactitude in estimating advances that might come along, I think it
is difficult to ration specialties.

Senator DURENBERGER. Dr. Hook?

Dr. Hook. Yes. I think we feel that any approach toward controls
is problematical, but in looking at the various alternatives, it
seems to me that it would be more reasonable to attempt to control
the maldistribution of primary care physicians and subspecialists
by a fixed proportion approach rather than by attempting to con-
trol it through limiting the period of training.

Senator DURENBERGER. Well, our bill does not attempt to limit
training in any way; our bill just said we are going to pay for so
many dollars of training. %auﬁhter.]

I mean, I have to ask Dr. Ruberg: If we are willing to invest 5
years in the reconstructive surgery business, is somebody going to
quit at that point, or is nobody going to go in because that last year
is not financed? Is it likely that somebody in your area of sEecmlty
will sag, “Why do we have to put this particular 6-year package to-
gether? Might we not be able to accomplish the same end, given
where the demand for our services lies out there, in a lesser
amount of time?"

Dr. RuBkerG. I think you have asked two tluestions. As regards
the length of time, that has been very carefully considered by our
specialty, and in fact recently reviewed within the last several
months, and the current opinion is very clearly that it takes 6
years minimum to train people in our specialty. In fact, in many of
our programs, people train for 7 or more years.

We have chosen to support the physician, that we would support
fu_ndei(xi'ng for just the minimum years that our board has deter-
mined.

The other issue, as to what will happen to programs that are
‘“unfunded,” we have great concern that in some of our institu-
tions, some of the fplastic surgery mgrams may be abandoned
through the effort of the institution, because our programs are un-
funded or partiallg unfunded. That is really a great concern, that
the specialty will find that we are able to train fewer practitioners
because programs will be eliminated. I don’t think it will be as
much pressure upon the residents as it will be upon institutions
who perhaps abandon programs which are not longer funded by
Medicare.

Senator DURENBERGER. Is there a great demand in America
today for reconstructive surgery professionals who have had 7
years of postgraduate education?

Dr. RuBera. We certainly believe there is. In our written state-
ment, we have ontlined a number of areas, including burn recon-
struction, reconstrustion after cancer surgery, plus lip and palate
surgery, in which our specialists, to a large part, participate.

Senator DURENBERGER. Dr. Sledge.

Dr. SLeEpGE. I would like, please, to comment on your question of
what would happen if you limited the Medicare reimbursement to
_ . a number of years less than primary-board certification.
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I think there are at least three potential outcomes. It partly de-
pends on the popularity of the specialty. There are differences in
popularities of specialties—those that are extremely popular and
oversubscribed in a very competitive mode would probably see very
little change. Other mechanisms of financing would be found, or
something else; the burden would be shifted somewhere else. Those
that are unpopular would do as irou suggested, they would look at
their curriculum and say, “Hey, I think we can probably cut out a
year here, since it is no longer paid for,” perhaps.

But there is a third alternative that worries me a little bit, and
that is, we might step back at least one generation to a point in
time where only those who were congenitally wealthy could
become physicians and specialists. If we ask them to fund a signifi-
cant portion of their own training, then in a popular specialty that
wasn't willing to compromise and had too many applicants
anyhow, they would take those who could afford that final year
themselves. And I think that would be an undesirable effect.

Senator DURENBERGER. I think if that is the only alternative, you
are probably correct. If the alternative is that some institutions
will tend to specialize in some specialties and attract people who
need that special kind of education, then there will be some other
form of funding for those programs; and the truth may end up
being somewhere in between. o

I think Dr. Kettel was first, then Dr. Sheldon.

Dr. KerteL. I would like to speak just for a moment to the quota
or the primary-care percentage, however it is defined.

Any kind of quota or fixed ratio right now would be very difficult
in a system that is in great flux. Just let me make one comment:
Any of the better teeching hospitals, because they have such in-
tense tertiary care kinds of things, do best to train the tertiary
care specialties. And it would be very hard for them to meet a ratio
of some primary care to be eligible for any programmatic funding.
I think a degree of flexibility is much more important r}ght now
than any kind of cap. The marketplace is adjusting, the DRG’s and
other things are creating different kinds of mixes in the education-
al environment, and I don’t know how to measure all of that right
now.

There are also some changes in the boundaries of practice and
who can do what. You will hear, I think in the next panel, from
nonphysician providers, and they will have some say about who is
doing primary care and who isn’t. I think that is going to be an
important issue that one must look at carefully, and the AMA is
very concerned that we don’t arbitrarily fix ourselves into a box
while the system is in incredible flux because of a financially
driven problem rather than what is happening in the industry.

Senator DURENBERGER. Dr, Sheldon.

Dr. SHELDON. I would like to just make a point somewhat compa-
rable to that made, and that is: In 1970, surgical specialties ac-
counted for about 40 percent of the number of training positions.
That number has now fallen to 26. At that time it was about 26
percent primary care. So the Xerceived need to move to primary
care is already happening, and it is a very hard thing to control
because of the number of years and many other things in the
system.
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I would like to also point out that the number of years of train-
ing is not capricious. A new certificate of special competence in
vascular surgery was adopted only a year ago, and that took a full
12 years to work its wag' through the accrediting processes, the so-
cieties, the debates. I think these are not just years added on be-
cause someone thinks it is a good idea to spend a little more time.

Senator DURENBERGER. All right. - )

Dr. Ruberg, just to finish this off—and I am not picking on your
profession at all, but you gave me the numbers, so I was able to go
off on that—isn't plastic or reconstructive surgery training provid-
ed primarily at academic medical centers which have sizable facul-
ty practice plans; that is, group practices? And in the advanced
years of training, isn't it true that faculties use residents to extend
their practices as well as to train residents? At places like Mayo
and Oxnor, the attendings fund the advanced training. Why can’t
the same be done at other institutions?

Dr. RuBERG. I think that very much depends on the nature of the
institution. Certainly there are many of our academic institutions
in which the majority of patients are indigent patients, patients for
whom there is no funding from external sources.

I think to say that the faculty utilizes the advanced years of the
residency training program to extend their own practice perhaps
may be true in some institutions; it may not be true in the majori-
ty of institutions. And certainly those institutions in whom the ma-
jority of patients fall under the indigent-care population, this
would not be the case.

Senator DURENBERGER. Dr. Hook, on the LCME issue, what are
the additional qualifications if any that are required of graduates
of medical schools whose pro%ams are not accredited by LCME in
order to be eligible to enter U.S. graduate medical education pro-
grams? In other words, what are the deficiencies in those institu-
tions that do not get LCME certification?

Dr. Hook. Well, I couldn't list at the moment a whole host of
specifics relative to that question. The LCME has a set of standards
relative to every aspect of education and practice within medical
schools, and attempts to see that the schools that are approved by
the LCME meet those standards.

One that has been commented on a great deal, one difference, is
that capacity for clinical training or clerkship training in the third
and fourth years of medical school when our medical schools, the
LCME-approved medical schools, are compared with certain foreign
medical schools.

Another issue and a striking difference relates to class size, some
of the class sizes in certain of the foreign medical schools. And I
think the whole rigor of the training process is much more super-
vised and controlled, in a sense, in the LCME-approved schools as
compared to those that aren't.

Senator DURENBERGER. Well, gentlemen, I am going to have to
thank you all at this point leaving some of our questions unan-
swered. But I again express my gratitude to each of you for your
testimony.

Our next panel consists of Mr. Robert A. Capone, president of
the Federation of Associations of Schools of the Health Professions,
accompanied by Tom Nickels, director of legislation for the AMA;
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El'en T. Fahy, the dean of the University of Minnesota School of
Nursing, on behalf of the Nursing Tri-Council, accompanied by
Diane K. Kjervik, AACN, director of general relations; and Sharon
A. Scanlon, Georgetown University Medical School, on behalf of
the American Medical Student Association, accompanied by Helen
Burstin, national president of the American Medical Student Asso-
ciation.

As I indicated earlier, all of the written testimony of each of the
associations represented here will be made a part of the record,
and we would appreciate each of you summarizing those state-
ments in 5 minutes, or fewer, starting with Mr. Robert A. Capone,

re?idept of the Federation of Associations of Schools of the Health
rofessions.

STATEMENT OF ROBERT A. CAPONE, PRESIDENT, FEDERATION
OF ASSOCIATIONS OF SCHOOLS OF THE HEALTH PROFES.
SIONS, ROCKVILLE, MD :

Mr. CaroNE. Mr. Chairman, thank you verﬁ much. On behalf of
thiz Federation of Associations of Schools of the Health Profession,
we appreciate this opportunity to share its views on S. 1158 regard-
in%t e funding of graduate medical education under Medicare.

he members of FASHP represent over 300,000 students and
35,000 faculty in some 1,600 schools located throughout the United
States and Puerto Rico. The discipliies represented by the federa-
tion include optometry, pharmacy, podiatric medicine, nursing, os-
teopathic medicine, veterinary medicine, public health, and health
administration. ‘

Most importantly, FASHP feels that the Medicare Program cur-
rently does and should continue to play a role in the development
and maintenance of an appropriate cadre of health professionals.
Significant and premature disruption of that Federal role, we be-
lieve, would prove detrimental to this Nation’s ability to respond to
its health care priorities. We are pleased that the sponsors of this
bill share that general perspective, as reflected in the bill being di-
cussed today.

However, on a more specific level, we are concerned with one
provision of this bill, the proposed freeze on Medicare's funding for
the direct costs of educational activities at hospitals. For many of
our professions, training in a hospital setting is a critical element
of our students’ education. Indeed, for some of the health profes-
sions, such educational activities are a required component of the
educational process. To levy a freeze on Medicare payments to hos-
pitsii)lsl for these training programs could seriously jeopardize their
viability.

There continues to be a national need for health professionals
such as primary care providers, pharmacists, podiatrists, public
health specialists, hospital administrators, and nurses. In part be-
cause of their hospital based training, FASHP’s health profession-
als become directors of immunization programs, geriatric nurse-
practitioners, primary care providers, health educators, clinically
oriented pharmacists, and providers of foot care. In other words,
these are the very members of the health care service community
who are providing the kind of care so urgently needed. To weaken



237

the potential of hospitals to offer them educational programs and
consequently to jeopardize the ability of these health professionals
to complete their training could have significant adverse impact on
these disciplines.

There is an additional and more immediate concern here, as
well, regarding a freeze on Medicare medical education dollars.
Under clinical supervision, health professionals who train in hospi-
tal-based programs are providing care to Medicare patients. In
other words, these patients benefit in a very real and direct way
from this Medicare dollar investment. And as the subcommittee
knows, the Medicare Program was established for just that, the
provision of health care services to the elderly.

The federation would like to express its wholehearted support of
this bill's proposal to study the Medicare funding of nursing and
other health professions’ educational activities. We share the ad-
ministration’s concern that critical information regarding the types
and numbers of such programs, the number of students, the affili-
ations between schools and hospitals, and the types and amounts of
expenses for such programs is currently unavailable. Without that
detailed information, an accurate assessment of Medicare’s contri-
bution to these very important educational activities is impossible.

However, we would caution the Secretary of Health and Human
Services to approach such a study with care and prudence. Many of
the member associations of the federation would appreciate the op-
portunity to provide the Secretary with assistance in collecting
such information. Indeed, some member groups have already begun
this process in recognition of the need for such information. We be-
lieve the health professions schools, and their associations_could
and indeed should contribute to this very important endeavor.

The federation applauds the subcommittee’s recognition of the
importance of health professions training and its efforts to develop
policy which is responsive to the changing health care environ-
ment. Our member schools and associations certainly are cogni-
zant, as are you, of current economic and political realties. We be-
lieve that the health professions’ education community, the Con-
gress, and the administration can work together to address the
issues currently before us. The federation stands ready to partici-
pate in that cooperative effort.

Thank you, Mr. Chairman.

Senator DURENBERGER. Thank you very much.

Dean Fahy.

[The prepared statement of Robert A. Capone follows:]
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FEDERATION OF ASSOCIATIONS
OF SCHOOLS OF THE HEALTH PROFESSIONS

6110 EXECUTIVE BOULEVARD, SUITE 264. ROCRVILLE. MD 20852 - {01} 984-9150

Mr, Chairman, the Federation of Associations of Schools of the
Health Professions (FASHP) appreciates this opportunity to share
its views of S,1158, regarding the funding of graduate medical
education (GME) under Medicare, The members of FASHP represent
over 300,000 students and 35,000 faculty in some 1600 schools
located throughout the United States and in Puerto Rico., The
disciplines represented by the Federation include optometry,
pharmacy, podiatric medicine, nursing, osteopathic medicine,

veterinary medicine, public health, and health administration.

Clearly, the health professions of which FASHP is comprised
are diverse and, for that reason, this testimony will address
only those aspects of S,1158 on which a consensus is important.
For those provisions on which individual health professions
asgociations wish to express their perspective, individual testi-

monies will be submitted.

Kosat {mportantly, the FASHP feels that the Medicare program
currently does, and should continue to, play a role in the devel-
opment and maintenance of an appropriate cadre of health profes-
sionals. Significant and premature disruption of that federal
role, we believe, would prove detrimental to this nation's ability
to reponed to its health care priorities., We are pleased that
Senators Dole, Durenberger, and Bentsen share that general per~
spective, as reflected in gheir.hikh.beipg discussed today.

Amencan Association of Culleges of Nursing ® American Associahion of Colleges of Osteopathic Medicine

Amerncan Assocration of Colleges ol Pharmacy @ Amenican Association of Coileges ot Podiatric Medicine

Associat.on of American Vetennary Medical Colleges 8 Association ol Schools and Cotieges of Optometry
Association of SChools of Public Heaith & Association of University Programs in Health Adminisiraion ® Natonal League tor Nursing
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However, on a more specific level, we are concerned with one
provision of this bill: the proposed freeze on Medicare's funding
for the direct costs of educational activities at hospitals.
Por many of our professions, training in a hospital setting
is a critical element of our students' education. 1Indeed, for
some of the health professions, such educational activities
are a required component of the educational process. To levy
a freeze on Medicare payments to hospitals for these training

programs could seriously jeopardize their viability,

There continues to be a national need for health professionals
such as primary care providers, pharmacists, podiatrists, public
health specialists, hospital administrators, and nurses. In
part because of their hospital-based training, PASHP's health
professionals become directors of immunization programs, geriatric
nurse-practitioners, primary care providers, health educators,
clinically oriented pharmacists, and providers of foot care,
In other words, these are the very members of the health care
service community who are providing the kind of care so urgently
needed, To weaken the potential of hospitals to offer them
educational programs and consequently, to jeopardize the ability
of these health professionals to complete their training is

short-sighted,

There is an additional, and more jimmediate, congern here as

well reqgarding a freeze on Mediare medical education dollars.
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Under clinical supervision, health professionals who train in
hospital-based programs are providing care to Medicare patients.
In other words, these patients benefit in a very real and direct
way from this Medicare dollar investment. And, as the Subcommittee
knows, the Medicare program was established for just that:

the provision of health care services to the elderly,

The Federation would like to express its whole-hearted support
of this bill's proposal to study the Medicare funding of nuraing
and other health professions educational activities., We share
the Administration's concern that critical information regarding
the types and numbers of such programs, the number of students,
the affiliations between schools and hospitals, and the types
and amounts of expenses for such programs is currently unavailable.
Without that detailed information, an accurate assessment of
Medicare's contribution to these very important educational

activities is impossible,

However, we would caution the Secretary of Nealth and Human
Services to approach such a study with care and prudence. Many
of the member associations of the Federatioﬁ would appreciate
the opportunity to provide the Secretary with assistance in
collecting such information, Indeed, some member groups have
already begun this process in recognition of the need for such
information., We believe the health professions. schools and

their asgsociations could and indeed, should contribute to this

very important endeavor.
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The FASRP applauds this Subcommittee's recognition of the importance
of health professions training and its efforts to develop policy
which is responsive to the changing health care environment,
Our member schools and associations certainly are cognizant,
ag are you, of current economic and political realities. We
believe that the health professions education community, Congress,
and the Administration canAuork together to address the issues
currently before us., The FASRP stands ready to participate

in that cooperative effort.

Thank you.
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STATEMENT OF ELLEN T. FAHY, DEAN, UNIVERSITY OF MINNE-
SOTA SCHOOL OF NURSING, MINNEAPOLIS, MN, ON BEHALF OF
THE NURSING TRI-COUNCIL, WASHINGTON, DC, ACCOMPANIED
BY DIANE K. KJERVIK, AACN, DIRECTOR OF' GENERAL RELA-
TIONS ’

Dean Faxy. Mr. Chairman, I am Dr. Ellen Fahy, dean of the
School of Nursing of the University of Minnesota in Minneapolis
and St. Paul. I testify today on behalf of the Nursing Tri-Council,
which consists of three organizations: The American Association of
Colleges of Nursing, the American Nurses’ Association, and the
National League for Nursing. ,

Mr. Chairman, we commend you and Senators Dole and Bentsen
for your initiative in reexamining Medicare’s role in the funding of
health professions education in the clinical setting. We appreciate
the thoughtful approach you have taken in this area, especially
with regard to the careful examination of nursing education needs.
We believe S. 1158 to be realistic in what it sets out to achieve and
welcome the opportunity to make a contribution to the proposed
study of nursing education called for in the bill.

Information regarding the financial benefits to the hospital for
the clinical placement of nursing students, the costing out of such
arrangements, and other fiscal and administrative data are cur-
rently lacking but are critical to formulating an informed and ra-
tional policy for financing nursing education unde- Medicare.

We wholeheartedly support the bill’s provision that the Depart-
ment of Health and Human Services conduct a study to improve
our understanding of educational activities reimbursable by Medi-
care for nursing and other health professions. while continuing the
present policy of paying these costs outside the DRG rate.

The National League for Nursing is currently conducting a
survey of nursing education programs. All three organizations of
the Nursing Tri-Council confirm their willingness to share data
from the National League for Nursing and other surveys in assist-
ing the Congress and the Department in the development of studies
and analysis of data of nursing educational activities under Medi-
care, as directed under S. 1158.

Cutbacks in GME which are inadvertently applied to nursing
could mean that nursing schools will be faced with having tv bear
a greater financial responsibility for their students’ clinical experi-
ences. This extra financial burden will either force schools to close
or at least to diminish in size, or to pass along the cost to students
in the form of higher tuition or fees. Adding these costs to nursing
education programs not only would be a significant financial
burden but also could be a serious deterrent in the recruitment of
students, especially disadvantaged students from low-income and
poverty level families. .

The committee, we feel, needs to be aware of the likelihood that
cutbacks in GME may fall disproportionately on nursing and allied
health education programs, as hospitals might seek to maintain
present. commitments to medical residency programs. Given this
possibility, we prefer that the cost of nursing education not be sub-
ject to a frecze; however, we hope, if there is a freeze, it would be



244

the committee’s intent to apply it evenhandedly across all health
professions’ education programs.

It is important to note the differences between the costs of medi-
cal and nursing education, and the role of students for both profes-
sions in hospital settings. Medical education is generally more ex-
pensive, with higher costs incurred by hospitals. Graduate medical
students receive salaries for most of the services they provide to pa-
tients, while nursing students indeed pay tuition which includes
the costs of their clinical practice. A

Both nursing and medical education programs relate to each
other by virtue of sharing resources and responsibilities of a teach-
ing hospital. Most studies to date have not sufficiently addressed
the indirect costs of nursing education, but instead have focused
solely on graduate physician education; therefore, we would urge
that the studies undertaken by the GAO Lo examine indirect educa-
tion costs and the differences between teaching and nonteaching
hospitals also take into account what the impact of these differ-
ences are on the utilization of nursing resources, both for nursing
education and for nussing services.

We feel a word of caution is necessary regarding assumptions of
the Ehysician surplus as it pertains to Medicare’s reimbursement of
GME’s. In nursing, in particular specialties, and in the case of
practitioners prepared at advanced levels, there are serious short-
ages and a maldistribution of nursing personnel. This is especially
true for nurses with special training in geriatrics and long-term
care, which are in highest demand by Medicare beneficiaries.

Recognizing beneficiaries’ needs for care beyond the hospital set-
ting, we recommem}‘ your ndding to the bill a separate section (d)
regarding additional studies. These studies would report on meth-
ods by which Medicare could finance its share of nursing educa-
tional costs in ways that facilitate adjustments in training sites
and curriculum to reflect changes in health care practice patterns
and the particular needs of the elderly.

Before any policy changes can be implemented regarding nursing
education and Medicare, changing trends in nursing educaticn—
since Medicare was enacted 20 years ago—must be taken into ac-
count.

Since 1965, the locus of nursing education has increasingly shift-
ed from hospital-based programs to institutions of higher educa-
tion. There has been a rather large increase in the numbers of stu-
dents in nursing prc:igrams located in institutions of higher educa-
tion, and Medicare dollars do not necessarily reflect the develop-
ments. An understanding not only of where current funds are
being spent but also of how nursing education has changed must be
taken into consideration in assuming equity.

Given these factors, the Nursing Tri-Council strongly supports
the recommendation for the future study on nursing educational
activities under Medicare as specified in S. 1158. We also recom-
mend that any future changes in Medicare’s policies toward financ-
ing nursinf education ke implemented only after careful analysis
of data collected, and that such changes take account of recent
trends in nursing education.

Thank you for the opportunity to present our views, and we will
gladly answer questions.’
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Senator DURENBERGER. Thank you very much.
Sharon, welcome.
{(Dean Fahy's written testimony follows:]
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TesTIMONY ON BEHALF OF THE NURSING TRI-COUNCIL ON THE SUBJECT OF MEDICARE'S
PAss-THROUGH FOR GRADUATE MEpicaL EpucaTioN (S. 1158)

Mr. Chairman, 1 am Or. Ellen Fahy, Dean of the School of Nursing at the
University of Minnesota. 1 am testifying today on behalf of the Nursing
Tri-Council, consisting of three organizations: The American Association of
Coileges of Nursing (AACN) representing 382 college or university schools of
nursing; the American Nurses' Association (ANA), representing 185,000
registered nurses through 53 constituent state nurse associations', and the
National League for Nursing (NLN) the nationally recognized accrediting body
for nursing education representing nearly 2,000 agency and 17,000 individual

members.,

Mr. Chairman, we commend you and Senators Dole and Bentsen for your
inftiative in reexamining Medicare's role in the funding of health professions
education in the clinical setting, We appreciate the thoughtful approach you
have Laken in this area, especially with regard to the careful examination
nursing education needs. We believe S1158 to be realistic in what it sets out
to achieve and welcome the opportunity to make a contribution to the proposed

study of nursing education called for in the bill.

Your principle focus at these hearings and in your 0ill is on post-
graduate education of physicians. In several respects, however, the education
of nurses and other health professionals must be considered separately as

you evaluate health personnel needs and the most appropriate and equitable

financing mechanisms tor these programs. In fact, actions that may be taken

with respect to graduate physician education support could have-very profound

effects on nursing education in the hospital setting.
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By way of background, it is importani to recognize that Medicare payments
to teaching hospitals for the direct costs of graduate physician education
projrams include funds for nursing education and the training of many other
professions. At this time, there are few data available on the proportion of
Medicare's payments applied to nursing and the allied health professions

programs.

Lack of Available Data

Information regarding the financial benefits to the hospital for the
clinical placement of nursing students, the costing out of such arrangements,
and other fiscal and administrative data are currently lacking but are critical
to formulating an informed and rational policy for financing nursing education
under Medicare. TYhis was one of the major points made when KLN and ANA
testified before your Committee un this subject last fall and we appreciate
your sensitivity to our concerns as reflected in S1158. Therefore, we
wholeheartedly support the bil11's provision that the Department of Health and
Human Services conduct a study to improve our understanding of educational
activities reimbursable by Medicare for nursing and other health professions,

while continuing the present policy of paying these costs outside the DRG rate.

In order to gain a more precise estimate of the true costs of nursing
clinical education and the contributions made by Medicare to cover these
costs, the National League for Nursing is currently conducting a survey of
nursing educational programs. The findings of this survey will be only a

first step. Responses to the survey were obtained from nursing educational
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directors and not directly from the financial or administrative personnel of
the hospitals. Even though in the process of completing the questiurtnaires,
rursing educational directors obtained information from hospital administrators
and financial officers, the need to quantify the extent of present payments in
more detail is critical if a sound approach to policy formation in this area

is to be pursved.

All three organizations of the Nursing Tri-Council confirm their willing-
ness to share data from NLN and other surveys in assisting the Congress and
the Department in the development of studies and analysis of data of nursing

educational activities under Medicare, as directed under S1158,

Impact of GME Cutbacks on Nursing

Meanwhile, we do know that the nursing component of Medicare‘*s overall
graduate medical education {GME) payments to hospitals is proportionately
small compared to medicine's educational costs. The Health Care Financing
Administration's (HCFA's) most recent statistics indicate that for 1984,
Medicare's share of the cost of nursing education was estimated at $250
million. HCFA staff warn that this reflects data for 1981, indexed to 1984
and may bé subject to wide variations in report uniformities. Yet, we know
these funds are critical to the financial viability of many programs. It
would be unfortunate, indeed, if funding for these clinical education programs
in nursing were to be reduced on the basis of policies designed for and aimed
at graduate medical educational programs, not necessarily correlating to

nursing.
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futbacks in GME which are inadvertently applied to nursing could mean that
nursing schools will be faced with having to bear a greater financial responst-
bility for their students' clinical experiences. We are referring here to
situations where due to overall financial restraints, hospital administrators
have threatened to charge nursing schools a per capita charge as high as $100
for each student who uses a hospital for the clinical practicum. In many
cases, this extra financial burden will either force schools to close or to
pass the costs along to students in the form of higher tuition or fees.
Adding these costs to the nursing educational program not only would de a
signifi-ant financial burden, but also could be a deterrent in recruftment of
students, especially of disadvantaged students, from low income and poverty

level families.

Clinical costs of nursing educational programs are more vulnerable to
hospital administrators' efforts to reduce administrative costs. In a tighter
economic health care environment, given the choice as to where cuts might be
made, clinical practica for affiliated nursing programs are likely to suffer
because they do not generate as much revenue as do other medical departments

or medical educational programs,

Furthermore, cutbacks in GME experienced by nursing in a given hospital
could result in fewer dollars for the nursing educational staff--who are-
essential parts of any nursing clinical practica. This reduction in staff
severe?; compromises the hospital nursing department's ability to provide safe
meaningful clinical learning experiences and could jeopardize quality of

nursing care to Medicare patients.
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Not only are the use of Medicare funds for nursing education important for
maintaining a certain quality of nursingc care, but there can be no doubt that
a nursing school's participation with a particular hospital for clinical
practice greatly increases the likelihood that graduates of the nursing
program will seek employment in that particular hospital. These new graduates
are already familiar with the hospital's standards and procedures and as
nurses are an important, if not the most essential ingredient, in Medicare

beneficiaries hospital care.

Qirect Educational Costs

The Committee needs to be aware of the likelihood that cutbacks in GME may
fall disproportionately on nursing and allied health education programs, as
hospitals seek to maintain present commitments to medical residency programs.
Given this possibility, we would prefer that the costs of nursing education
not be subject to a freeze. However, we hope that if there is a freeze it
would be the Committee's intent to apply it evenhandedly across all health
professions educational programs within the hospital and not to allow for
increases in graduate medical education (GME) at the expense of reductions for

nursing or other health professions' educational activities.

Furthermore, our understanding of the bills fintent is that Medicare would
continue to recognize the reasonable cost of clinical nursing education on a
pass-through basis, after the one year freeze expires. No changes in payment
policy should oe made until and unless data supporting an 2iternative approach

are available.
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Differences Between Medical and Nursing Education

1t is also important to note the differences between the costs of medical
and nursing education and the role of students for both professions in hospital
settings. Medical education is generally more expensive with higher costs
incurred by hospitals. Graduate medical students receive salaries for most of
the services they provide to patients while nursing students pay tuition which

includes the costs of their clinical practica.

Both nursing and medical education programs relate to each other by virtue
of sharing resuvurces and responsibilities of a teaching hospital. Thus,
reduced GME Medicare payments to a hospital under a provision of law could
seriously jeopardize a nursing education program with clinical placement
programs in the same institution, and the effect on the nursing program would

not necessarily have been considered or intended in formulating such policies.

In terms of the indirect adjustment, most studies to date have not
sufficiently addressed the indirect costs of nursing education but instead
have focused solely on graduate physician education. The distribution of
nursing education clinical practica differs from the distribution of graduate
medical education programs. Although the prospective payment system's
indirect adjustment to teaching hospitals for the higher costs incurred by
those institutions is meant as a proxy for all of the teaching costs {ncurred,
data are lacking for indirect teaching costs specific to nursing--especially
in smaller community hospitals that do not have a medical internship or
residency program, but do have one or more affiliated nursing programs. The
role of nursing and the costs of nursing education in 3 small community

hospital may be different than in a large teaching hospital.

-6 -
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Therefore, we would urge that the studies undertaken by the General
Accounting Office (GAO) to examine the indirect educational costs‘and the
differences between teaching and non-teaching hospitals also take into account
what the impact of these differences are on the utilization of nursing

resources- -both for nursing education and nursing service.

Nursing, like other health professions, is going through a period of
profound change adjusting tc new trends toward less hospitalization and more
ambulatory and primary care. However, the responsiveness of nursing
educational programs to changing consumer demands present a very different
picture from those graduate medical education programs. This is basically
because the demands for nursing are different than those for medicine. We
would urge, therefore, separate consideration be given to both the need for
nurses and the urgency and form of any government incentives under kzdicare,
Conclusions about what Medicare should pay for physician education in the
clinical setting should be separate and distinct from policies that may be

desigr.ed for nursing programs.

Supply and Demand for Nursing Care

A word of caution is necessary regarding assumptions of the physician
surplus as it pertains to Medicare's reimbursement of GMEs. Statements in the
Congressional Record of May 16th, in the introduction of S1158, refer to the
growing physician surplus. There is not nearly so clear a consensus con-
cerning the adequacy of the supply of registered nurses as there seems to be
with respect to physicians. On the contrary, in particular specialties and in

the case of practitioners prepared at advanced levels, there are serfous

-7 -
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shortages and a maldistribution of nursing personnel. This is especially true
for nurses with special training in gerfatrics and long term care, in highest

demand by medicare bereficiaries.

With the dramaticiiily changing health system resulting in more acutely 11
hospital patients, an explnsion in ambulatory health services, and a growing
demand for post-acute and home care--all of which are delivered by nurses--it
would be erroneous to justify reductions in Medicare's funding of nursing
ecucation on the grounds of an oversupply of nurses. 1In fact, there is
increased demand for nursing care for Medicare beneficiaries beyond the
hospital setting. We would hope that Medicare's financial support might
eventually be extended to these clinical training sites outside of the acute

care setting,

We recommed that whatever new Medicare policies are ultimately developed
they will include innovative approaches of collaboration among a variety of
professions such as nursing, medicine, psychology, physical therapy and
others, Nursing is ready to work with you and your staff in promoting a full
range of alternative health care delivery models that would improve care to
Medicar> beneficiaries; cost effective nursing models of care being one such

alternative approach.

Recognizing benefictaries' needs for care beyond the hospital setting, we
recommend your adding tc the bill a separate section (d) regarding additional
studies. These studies would report on methods by which Medicare could
finance its share of nursing educatioral costs in ways that facilitate
adjustments in training sites and curriculum to reflect changes in health care

practice patterns and the particular needs of the elderly.

-8 -
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Changing Trends in Nursing Education

3efore any policy changes can be implemented regarding nursing education
and Medicare, changing trends in nursing education since Medicare was enacted
20 years ago must be taken into account. At that time, it was logical that
the majority of funding was allocated to hospital based diploma programs
because they comprised the largest number of nursing programs and students.
This trend of allocating the majority of Medicare's funds for nursing
education to diploma programs has :continued today despite changes in the locus

of nursing education.

Since 1965 the locus of nursing education has increasingly shifted from
hospital-based programs to institutions of higher education. The number of
diploma programs has dropped more than 50%--from 813 to 281, while the number
of basic nursing programs located in institutions of higher education has

increased from 369 to 1,185 (421 baccalaureate and 764 assoctate degree

programs).

The demand for college-based nursing education can also be attributed to
the growing number of diploma graduates who are returning to school for
baccalaureate and advanced degrees in nursing. Over the past 20 years, there
has been a large increase in the number of master's nursing programs {56 in

1965 compared with 154 in 1983),
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With the huge increase in the number of students in nursing programs
located in institutions of higher education, Medicare dollars do not
necessarily reflect the developments in nursing educatfon. An understanding
not only of where current funds are being spent, but also of how nursing
education has changed must be taken into éonsideration in assuming equity for
Medicare's payments for nursing education and in formulating any future

policies,
Conclusion

Given these factors, the Nursing Tri-Council strongly supports the
recommendations for the future study on nursing educational activities under
Medicare, as specified in S1158. Our members and staff welcome the oppor-

tunity to work with you and the Department in this regard.

We are concerned that changes aimed specifically at restructuring
reimbursement for medical education under Medicare not inadvertantly affect
nursing education or practice, This is especfally true insofar as Medicare
beneficiaries' needs for nursing care are separate from their needs for

medical care. The systems of practice and education for the two professions

are structurally very different.

- 10 -
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And finally, we recommend that any future changes in Medicare's policies
towards financing nursing education be implemented only after careful analysis
of data collected, and that such changes take account of recent trends in

nursing education.

We thank you for the opportunity to present our views will gladly answer

any questions.

-1 -
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STATEMENT OF SHARON A. SCANLON, GEORGETOWN UNIVERSI-
TY MEDICAL SCHOOL, WASHINGTON, DC, ON BEHALF OF THE
AMERICAN MEDICAL STUDENT ASSOCIATION, WASHINGTON,
DC, ACCOMPANIED BY HELEN BURSTIN, NATIONAL PRESIDENT
OF THE. AMSA

Ms. ScanLoN. Thank you.

My name is Sharon nlon, and 1 am a fourth-year student at
Georgetown University School of Medicine. I am testifying today
on behalf of the American Medical Student Association, an inde-
pendent organization of over 30,000 medical schools at 140 allo-
gathic and osteopatkic medical schools throughout the United

tates. Accompanying me is Helen Burstin, president of the Ameri-
can Medical Studer.t Association and a third-year student at State
University of New York at Upstate Medical Center.

As medical students, we have a vested interest in our postgradu-
ate training. Residency training has become an essential prerequi-
site to entry in the practice of medicine. Every U.S. medical school
graduate must have the opportunity to complete their training in
approved GME education programs and be assured that the train-
ing programs and the quality of their training programs remain
stable throughout their training.

As physicians in training, we are concerned about the future of
our health care system. We want to ensure that we are training an
adequate number of physicians and that those physicians enter the
specialty in geographic areas where they are needed most. ‘

Over the past 20 years, due to successful Federal initiatives, we
have doubled the number of students graduating from our medical
schools. Yet there are few instances where those enter the primary
care specialties in order to practice in underserved areas. On the
contrarg', we have medical students, not just myself, graduating
and $80,000 in debt, and looking at a reimbursement system that
disproportionately rewards those who enter the medical and surgi-
cal subspecialties and practice in areas where patients can afford
to pay for their services. ,

We believe that all of these issues—medical class size, financing
of undergraduate and graduate med ed, physician reimbursement,
and the specialty and geographic distribution of physicians needs
to be addressed. The proposal set forth in S. 1158 is a positive first
step toward addressing these issues. It does have a number of
strengths which deserve to be mentioned:

First, it guarantees the continued commitment of the Federal
Government to graduate medical education. Using patient care rev-
enues provides residency programs with a predictable financial
source and provides residents the assurance needed that the train-
ing programs and the quality of those programs will remain stable
throughout their training.

Because residents do spend a significant propertion of their time
providing direct patient care, we believe it is appropriate to use pa-
tient care revenues to reimburse house staffs and that Medicare
should continue to pay its ﬁroportionate share.

We will, of course, as others before me pointed out, need to con-
tinue a certain number of graduate fellowship programs; however,
this still fails to address how these programs will be financed. We
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believe that this is an important issue and one that reeds to be re-
solved prior to any change in the financing of graduate medical
education. We fear that without an explicit policy regarding this
funding, that possibly the residents in these fellowship programs
would start billing the patients directly, possibly under part B of
Medicare, and this would result in an increase in costs to the Medi-
care Program.

In our written testimony we offered one method of addressing
this, and this would be through a special project or categorical
grant for specific training programs. The number of physicians
funded could be determined every few years and based on the man-
power needs of that specialty.

The proposal before us today supports the continuing funding of
residency training for Americans but not for alien graduates of for-
eign medical schools. It is the position of the American Medical
Student Association that the United States should fulfill its medi-
cal manpower needs through the education of its own citizens for
the practice of medicine, and that we should stop the ethically
questionable practice of recruiting physicians from other countries
to fill our manpower needs. Using AFMG’s to fill residency posi-
tions considered undesirable by graduates of LCME-approved medi-
cal schools provides the patients served by those residents with a
lesser quality of health care and provides residents with a very lim-
ited amount of exposure to our health care system. However, we do
strongly believe that any funding for the training of these pro-
grams which, if it is to be eliminated, should be done very slowly—
and in our written testimony, we suggested that this be done over a
5-year period.

The fact is that foreign medical graduates are providing neces-
sary patient care services in many of the inner-ity hospitals and
small rural community hospitals. The sudden elimination of those
funds would be disastrous to the hospitals and the patients served
in those areas.

As for the training of American graduates in foreign medical
schools, we are concerned about the quality of the education they
are receiving. We have all heard anecdotal reports of insufficient
libraries, facilities, inadequate laboratories, unqualified faculty, or
iradequate clinical exposure. It is our belief that at the very least
these reports should be investigated more fully and that these
schools should be monitored and accredited using standards compa-
rable to those utilized within the United States.

This completes our oral statement. We thank you for the oppor-
tunity to present our views and welcome any questions or com-
ments you may have.

[Ms. Scanlon’s written testimony follows:)
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Testimony of the
American Medical Student Assoctation
on -.
Graduate Medical Education

Mr. Chairman and Members of the Committee:

My name is Sharon A. Scanlon, and I am a fourth year medical student at
Georgetown University medical school. I am testifying today on behalf of
the American Medical Student Assocfation. Accompanying me is Helen Burstin,
President of the American Medical Student Association and a third year
student at State University of New York at Upstate Medical Center.

The American Medical Student Assocfation (AMSA) is a national organfzation
of over 30,000 medical students at 140 .allopath‘lc and osteopathic medical
schools throughout the United States. AMSA is an {ndependent organization
of physicians-in-training committed to the {mprovement of medical education.
and health care delivery so that we, as practicing physicians, may better

meet the health care needs of all the nation's people.

The American Medical Student Association is very interested in the problems of
health manpower. In the past, we have supported federal efforts to increase
the number of graduating physicians and a federal program that placed
physicians in underserved areas. Presently, the nation is faced with a
dramatic increase in the number of graduating physicians but no mechanism

by which to ensure that they enter those medical specfalties that will be
needed in the near future. We coamend your efforts to address this problem
and would like to share with the subcommittee our concerns and tdeas about

the future financing of graduate medical education.
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The Role of the Federal Government in Medical Education

During the late 19505 and early 1960s, several government and private reports
predicted an impending shortage of physicians. The enactment of Medicare and
Hed‘%aid in 1965 increased financial access to health care services for the
poor and the elderly and resulted in an increase in demand for physician
services, It was predicted that an increase in the aggregate number of
physicians would be needed to meet this demand. Congress responded to this
predicted shortage by enacting the Health Professions Educational Assistance
Act of 1965, which provided funds for construction of new medical schools or
expansion of existing ones, as well as low interest loans to medical students.
This was followed by the Health Profession Educatfon Act of 1965, which added

federal scholarships and capitation grants,

The incentives for medical schools to expand were continued through 1981

and were very successful in increasing the physician training capacity of

U.S. medical schools. They resulted in a growth from 87 medical schools
graduating 7,300 physicians in 1963 to 126 schools graduating 16,558 physicians
in 1984.

During the early 1970s, the focus of attention changed from the number of
physicians to the distribution of physiclans. The establishment of the
National Health Service Corps {NHSC) Scholarship program and the Area Health
Education Centers (AHECs) marked the beginning of federal initfatives

designed to address this problem of maldistribution of physicians. Although
these programs started out small, they took on major significance in the

mid 1970s. In 1976, the targest and broadest of Health Professions Legislation
was passed (PL-94-484). Many strategies were implemented to improve the
geographic and specialty distribution of physicians. This bil1 provided

assistance for the establishment of family practice and primary care residency
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training programs, significant expansion of the RHSC Scholarship program
and a broadening of the definition of underserved areas to fnclude more

urban areas, and an expansion of the Area Health Education Cehter program.

These programs have been successful in placing health care practitioners
in underserved areas and in increasing the number of primary care physicians.

The National Health Service Corps program has been very successful in making

health care services more accessible in rural and inner city areas. Government

support for primary care medicine is largely responsible for the growth and

development of this specialty.

In 1980, several reports began to change the way that health manpower needs
were viewed. The report of the Graduate Medical National Advisory Comittee
(GMNAC) stated that there would be a surplus of U.S. physicians dy 1990, and
a study by the Rand Corporation suggested that physicians were beginning to
diffuse into previously underserved areas due to merket forces created by
a greatly expanded supply of physicians. These “facts" about the surplus of
physicians and the diffusion into shortage areas were quickly incorporated
as the basis of health manpower policy:
- Capitation funds to medical schools were totally eliminated in FY82
(causing medical school tuitions to skyrocket).
- Federal supplemental paymnts to the Health Professions Student Loan
revolving funds ($16.5 million 1n FY1980) were eliminated in FY85.
- National Health Service Corps Scholarships ($85.0 million in 1980
and $2.3 million 1n 1985) and Exceptional Financial Need Scholarships

($10.0 million in 1980 and $7.0 millfon in 1985) have been drastically

cut and are targeted for elimination in 1986.

- The Administration 1s now proposing reductions in Medicare reimburse-

ment for the direct and indirect costs of graduate medical education.
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This new era of health professions assistance has been characterized by

a reluctance on the part of the federal government to subsidife medical edu-
cation, because “there are already too many physicfans.” Yheré appears to
be a suspicion that the provision of Federally subsidized aid for medical
education will increase the number of physicians. This simply is not the
case. Support for undergraduate medical education does not influence the
number of students obtaining a medical education, rather it determines who
is able to afford a medical education. Federal support for the direct costs
of graduate medical education is actually remibursement for patient care
services. Budgetary freezes or cuts in graduate medical education would,
again, not influence the number of doctors but could have a very deleterious

effect on residency training programs and on patient care.

These changes in federal support for undergraduate redical education have
resulted in skyrocketing tuitions, decreasing availability of low interest
1oans and scholarships and an increasing dependence on high interest loan
programs. The average annual cost of a medical education at private schools
is currently $19,200 and at public schools $10,750 for state residents. As
the availability of low interest loans has declined, medical students have
been forced to rely on what was originally designed to be the loan of last
resort--the Health Education Assistance Loan. This has resulted in a dramatic
increase in medical student indebtedness. According to the AAMC Graduation
Survey, mean debt has almost doubled {$15,663 to $26,496) in the last five
years, and the fraction of students whose debt exceeds $50,000 has more than
quintupled -- 1.5% to 8.1%.

The American Medical Student Association is very concerned about the potential
impact of medical student indebtedness on the future specialty and geographic

distribution of physicians. As medical students graduate with astronomical
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debts, they will be forced to enter the more lucrative subspecialties as

opposed to primary care medicine.

All of these issues--medical class size, the financing of undergraduate and
graduate education, physician reimbursement, and the specialty and geographic
distridbution of physicians are closely intertwined. There are no simple
answers to these problems, but a few things seem very clear. One, the

federal government is deeply involved in health manpower planning and has an
important role to play. Two, we are at a crucial juncture in our health
manpower planning. We now have an adequate number of physicians gradvating,
but there are few, if any, incentives for them to enter the medica) specialtjes
where they are needed most. It seems entirely appropriate that the federal
government continue to provide the incentives and regulations needed to

influence the specialty distribution and geographic distribution of physicians.

The proposal set for in S. 1158 represents a first step in the restructuring
of our system of graduate medical education. The bill has a number of
strengths which deserve to be highlighted.

First, it guarantees the continued commitment of the federal government to
graduate medical education. Under this bill, Medicare would continue to
pay its proportionate share of the costs associated with residency training.
This predictable financial source would allow residents the assurance needed
that the training program and the quality of the training program they are
participating in will remain stable through their residency training.

Second, the enactment of this proposal would result in an increase in the
proportion of physicians trained in primary care. It would put a halt to

the training of an excess number of medical and surgical subspecialties.
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1t is generally agreed that an oversupp'y of subspecialists will only serve
to increase the cost of health care and contribute further to the geographic
maldistribution of physicians. An expanded pvol of primary c;}e practitioners,
on the other hand, is more likely to result in better access to health care

services for all Americans.

We will, of course, need to continue a certain number of graduate fellowship
programs. However, this bill fails to address how these programs will be
funded. This is an important issue and one that needs to be vesolved prior
to any change in the financing of graduate medical education. Without an
explicit policy regarding the funding of graduate fellowship programs, thé
funding source may simply shift from Medicare part A to Medicare part B
without any savings to the Medicare program or any change in the specialty

distribution of physicians,

One method of financing fellowship training is through special project or
categorical grants for specific training programs. The number of positions
funded could be determined every two to three years and vased on the manpower
needs of that specialty. For example, it is anticipated that an increased
number of Geriatricians will be needed to care for our aging population.

Graduate fellowship programs will be needed to train physicians in the

special medical problems of the elderly. Federal funding would then be targeted
for fellowship programs in Gerfatrics or other medical or surgical subspecialties
determined to be needed in our communities. This method of financing would

be less costly than the current open-ended reimbursement system and would be

more responsive to the Nation's health care needs.

The proposal embodied in S. 1158 for the limited financing of residency

training, together with federal grants for graduate fellowship training,
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would ensure a large number of physicians trained in the primary care

specialties and a small, highly trained cadre of subspecialists.

The Funding of Graduate Medical Education through Patient Care Revenues

Hr. Chairman, medical education is;a very long and demanding process. After

a minimum of four years of undergraduate college and a competitive admissions
process, approximately half of the medical school applicants enter Uniteu

States LCME approved medical schools. The first two years of medical schoo! .
consist of classes and laboratory work in the basic sciences. During the

next two years, medical students are introduced to the clinical sciences.

Here, they learn by working closely with physicians and residents in the

treatment and management of patients.

Residency training is where the physician gains most of his or her "hands on"
experience. The resident physician learns by caring for patients under

various degrees of supervision by licensed physicians. The resident partici-
pates in every aspect of patient care, including the diagnoses, treatment

and management of numerous patients. The resident works long hours with little
vacation time. It is not uncommon for a first year resident to work 80-100
hours per week and have 1-2 days off per month. Any resident will testify

to the fact that a significant proportion of that time is spent providing

direct patient care.

The complex relationship between medical training and patient care is not
easily defined and will not be elucidated by further studies and research into
this area. Medicare accounting methods do not and can not permit a precise
separation of the costs between education and patient care. This is because

residents care for patients while being trained. Therefore, it seems entirely

appropriate that we continue to use patfent cire revenues to pay for housestaff
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salaries and the related direct costs of graduate medical education and
that Medicare continue to pay its proportionate share of these costs.

The Residency Training of Foreign Medical Graduates

American policy regarding the training of foreign medical ,-aduates has been
one of inconsistencies formulated more by our own self intersts and by
constituency pressure from Americans studying in foreign medical schools

than by clear, sound and ethical principles.

During the 1960s and 1970s, when reports predicted a shortage of physicians,
the United States recruited foreign physicians by giving immigration
preference to foreign physicians certified by the Educational Commission for
Foreign Medical Graduates (ECFMG). The number of foreign physicians entering
to train and practice medicine in this country increased steadily until the
1970s. These physicians did help to solve our health manpower shortage but

created a "brain drain" from other countries.

In 1976, during the midst of an increase in the number of U.S. medical school
graduates, Congress revoked the preferential professional inducements

provided in the earlier amended Immigration and Nationality Act, and in passing
PS 94-484, declared that a shortage of physicians no longer existed and calle&
for regulations that would limit the period alien foreign medical graduates

who seek clinical training could remain in the United States.

Then, another problem arose. Along with the increasing output of U.S. medical
schools and the now decreased but steady entrance of alien foreign medical
graduates into the United States, appeared, in increasing numbers, American
citizens who had obtained medical degrees from foreign medical schools and
who desired to return to the United States for residency training and to

practice medicine.
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Even with the increased size and number of U.S. medical schools, many
applicants were unable to obtain admission to U.S. medical schools and chose
to pursue their medical education in Europe or, more recently, in Mexico or
the “off shore" medical schools in the Caribbean. In contrast to U.S.
medical schools, these schools are not monitored by either national or inter-
national accrediting agencies, and the quality of the education provided has

come into question on numerous occasions.

The proposal before us today supports the continued funding of residency
training for American graduates of foreign medical schools. Mr. Chairman,
althkough we can not provide definitive evaluations of the medical education
obtained in these foreign schools, we have all heard numerous anecdotal reports
of insufficient library facilities, absent or inadequate laboratory experience,
unqualified faculty in a number of the basic sciences and inadequate clinfcal
exposure. It is our belief that, at the very least, these reports should be
investigated more fully and that these schools should be monitored and
accredited using standards comparable to those utilized within the

United States.

Most foreign medical graduates (FMGs), especially alien FMGs, obtain the
residency positions considered undesirable by American graduates. Many are
serving in inner city hospitals and rural community hospitals caring for our
poor and underserved. This practice continues an intellectual drain of
physicians from other countries and the ethically questionable practice of
recruiting physicians from other countries to fill our manpower needs. In
addition, we are providing alein foreign medical graduates a disservice by
providing them with a very limited and narrow exposure to our health care

system.
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We propose the continued training of a small number of alien foreign medical
graduates, under stricter visa requirements, and at centers that would
provide them with a broader clinical training. This would make much more
sense, both in terms of health manpower and in terms of international health,
These foreign medical graduates would then be better prepared to return to
their respective countries with the knowledge and expertise necessary to
improve health care and medical education in their countries. The funding
could come from the government of the parent country and/or from the general

revenues of the U.S. government, not from Medicare dollars.

The elimination of funds for the training of foreign medical graduates must
be phased in slowly in order to allow the hospitals an opportunity to develop
a plan for attracting American graduates or replacing resident physicians
with other health care personnel. In many of our inner city hospitals and
small rural community hospitals, foreign medical graduates are providing
necessary patient care services. The sudden elimination of funding for
resident physfcians would be disasterous for the hospitals, many of which

are already under compensated for their care of the indigent.

In conclusion, we agree that Medicare should no longer support the residency
training of non-U.S. citizens who are graduates of foreign medical schools.
However, we recommend that this policy be phased in over a five year period.
Each year, beginning one year after the enactment of this proposal, the
number of residency positions filled by graduates of forefgn medical schools
and reimbursed by Medicare would decrease by 25%. This would allow adequate
time for the hospitals to find other means of filling health care personnel
needs. In addition, we encourage the federal government and the medical
profession to explore methods of placing and funding a 1imited number of

allen foreign medical graduates in residency programs of high caliber.
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Finally, 1f we are to continue to fund the residency training of American
graduates for foreign medical schools, then these schools should be monitored
and accredited using standards comparable to those utilized ujphin the

United States.

Thank you for the opportunity to present our views.
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Senator DURENBERGER. Mr. Capone, you state that many of the
rofessions you represent are currently in short supply. It was my

impression from the latest projections of the Bureau that in most
areas there is at least a potential surplus.

Can you tell us which of the professions you represent are cur-
rently in a shortage situation and what the impact of those short-
ages is?

Mr. CaroNE. Yes, sir; several.

The podiatric profession is one where there is a shortage. There
is one podiatrist right now for every 27,000 Americans, and roughly
about 1,400 podiatric-shortage areas.

Other health professions include public health where a number
of shortages have been identified by studies that I am sure can be
provided. 1 believe one of the studies was the Surgeon General's
report that identified shortages, or at least the critical shortages
for environmental health specialists, epidemiologists, biostatisti-
cians.

Another area would be pharmacy. Enrollments have been down
for a number of years in pharmacy schools, and I think they are
just now catching up. Still, there is a shortage.

In osteopathic medicine, I believe approximately 80 percent of os-
teopathic physicians are primary-care providers.

As we know from the Graduate Medical Education National Ad-
visory, a committee report in 1980, this was an area that I believe
was identifiec as the largest shortage area in the country.

Now, lest 1 have forgotten any other health professions, we could
provide that for the record.

Senator DURENBERGER. | was wondering, and maybe I should
have phrased it a little differently, about the degree to which the
economics in certain parts of the medical profession make those
more attractive than others. I mean, you talked about the environ-
mental area and some of the other preventive areas where you
may come up short. In part is that because other areas are more
attractive and have been more attractive in this country in which
to practice your inclination to the hcalth profession? The point is,
are we just not paying well enough in certain of those professions
as a society? Is that part of the problem?

Mr. CapoNE. Yes, fwou]d agree with that, that there is a prefer-
ence for some disciplines because of the monetary aspect.

As far as all of the health professions, it would be difficult, in
terms of the income levels for these professions, for me to provide a
statement to cover all of them. I am really not sure I am in a posi-
tion to be able to address a question for all of the health profes-
sions in that regard.

Senator DURENBERGER. Dean Fahy, let me ask you to help me
with some projections on the nursin} supply. I spoke to 237 gradu-
ates the otﬂer night at St. Mary's Junior College, and from their
g:ommen{;s they didn’t all sound like they were walking right out
into a job.

Dean Fany. That doesn’t surprise me, Senator. I think dealing
with numbers in the health professions is very, very tricky, a very
tricky business. In Minneapolis and St. Paul just this last year we
have been undergoing a rather peculiar employment pattern, and
for the 2 years 1983 and 1984 for many of our graduates, upon
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graduation and giving them their diploma and asking if they had a
Job, one did it with tear and trembling. And then last year, of
course, we had a major,strike, the only one of its kind in the coun-
try, and that’s what’we are known for, I guess. ¥We were fearful
that there would be no’job openings at the beginning levels for 5
years. Those were the rumors floating around the Twin Cities.

In March of this year, 51 of my graduates graduated on or about
March 12, and for 30 of them, all of a sudden the market in Minne-
apolis/St. Paul opened up, and the young graduate not only got
employment bu: gnt the job that they wanted in Abbot-Northwest-
ern, in our university hospitals, in St. Paul Ramsey, North Memo-
rial, all of the local hospitals in the Twin Cities. So—the numbers
game.

We have of course here the fourth rﬁport to Congress on nursing
personnel, which was conducted by HHS It projects by 1990 there
will be a need for 824,000 nurses (i)repared at the baccalaureate
level. The actual supply is estimated to be at 380,000. And we will
need 358 nurses prepared at the masters and doctoral level, while
the actual supply will be about 113,000.

So when you talk about us being in oversupply, money, Senator,
is certainly not the motivation for pursuing nursing; it has to be
something other than that.

Now, one gets very, very skeptical in terms of probably in certain
areas of the country they are oversupplied and in other areas, in
rural out-State Minnesota, they are desperately searching for our
nurse practitioners, our nurse midwives; and we have tried to
impact on rural health care that State, but it is not easy to do. So I
}hink in certain areas they probably ar~: in others there are very
ew.

Senator DURENBERGER. Ms. Scanlon, I think you indicated that
you are a fourth year medical student. In your experience and that
of your fellow residents, if hospitals were to reduce the size of their
teaching programs in response to the proposed reductions in pay-
ment under the Medicare Program, what is your expectation about
the likely outcome? I would like you to in particular, if you can,
address your expectations regarding the cost increase under part B
of the Medicare Program as physicians or residents begin billing
for services that were formerly provided by the residents.

Ms. ScaNLoN. To your first question, if they decrease the size of
the residency programs, | would have to say that already it is very
competitive and is becoming more competitive to obtain a residency
position, especially in a certain geographical area or in a certain
specialty. So I see it as becoming even more competitive, and I
think this would have certain effects on our medical education that
I wouldn’t want to see—that increase in the competitiveness.

Also, I would assume that you are saying there would still be
enough positions to meet the requirements of those graduating
from medical schools, that there would still be at least a 1-to-1
ratio. I don’t see that you are saying it would fall below that. Obvi-
ously, medical school graduates wouldn’t even be able to practice
without residency training.

You asked about the cost if they started billing under part B. I
mean, I don’t think any of us know that. I do think it would be
more expensive, though, especially for a fourth or fifth year surgi-
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cal resident or actually one of the subspecialists in medicine who is
spending a lot of time with patients and providing a lot of services.
If they started billing directly, it would increase the costs.

Senator DURENBERGER. Well, that is our expectation around here
without knowing, and that is why I asked you the question, if it is
your anticipation that we would be increasing the costs in that
area.

Well, gentlemen and women, I appreciate your testimony. You
have been very helpful to us here this morning.

We will move now to our final panel, which consists of Mr. Rich-
_ afd Berman, executive vice president of New York University Med-

ical Center in New York, on behalf of the American Hospital Asso-
ciation; Dr. William Minogue, the president of the Association for
Hospital Medical Education; and Mr. Mark Russell, the senior vice
president and chief operating officer of Kennedy Memorial Hospi-
tals, University Medical Center, Stratford, NJ, on behalf of the
American Osteopathic Hospital Association, accompanied by
Martin A. Wall, vice president of the AOHA.

As you begin I will indicate what I have indicated in the past,
and that is that the statements which you have so thoughtfully
provided us in advance of your testimony will be made part of the
record in full, together with any amplifying comments you may
want to make for some short period of time while the record re-
mains open, and we will ask each of you to summarize your state-
ments in 5 minutes, starting with Mr. Berman.

STATEMENT OF RICHARD BERMAN, EXECUTIVE VICE PRESI-
DENT, NEW YORK UNIVERSITY MEDICAL CENTER, NEW YORK,
NY, ON BEHALF OF THE AMERICAN HOSPITAL ASSOCIATION,
WASHINGTON, DC

Mr. BERMAN. Thank you, Senator.

On behalf of the American Hospital Association, I want to thank
you and your staff, because this issue is something that you have
dug into, and it is a tough issue. Both in terms of substance and
style, S. 1158 is much stronger and better than the administration's
inappropriate regulatory action.

Let me speak to two or three of the issues quickly, since you do
have full testimony on the record:

In terms of the freeze, the AHA recognizes the need for budget
constraints in the Medicare Program, and so we do support that.

I would suggest that you consider an exception process to the
freeze left up to the Secretary or some appropriave body, because |
think we are beginning to see some consolidation of some residen-
cies. On the other hand, if you have a hospital in a rural area that
may be now an appropriate site for some general practice residency
or family practice residency, I am not sure you want to discourage
that or just lock in the current system. But again, on the whole, I
think that is an appropriate and reasonable way to go.

In terms of the length of time, obviously you have heard the dis-
cussions about more and less. It is clearly a much better option and
seems to go in the direction that you want to head much better
than an arbitrary 1, 2, 3, 4, or 5 years across tne board.
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While we are supporting this on the issue of the direct pay:.:ent,
it seems noteworthy to highlight that this is probably inversely re-
lated to the indirect costs.

I think the bill will also have to address physicians in training
that are beyond the limit. You have just now disqualified them for
part A, which would make them eligible for part B. If it is costs
that you are concerned about, I am not sure on the surgical special-
ties that if you allow them to charge for part B that you will in
fact really save money.

I think if you don’t provide them that option, certain institutions
which may be idea! training programs in terms of burn care, mi-
crosurgery, et cetera, will be unable to fund those sites, and I think
you are going to end up costing yourselves more and perhaps not
having the impact that we are looking for.

The one issue that obviously is of most concern to hospitals in
general is the foreign medical graduate issue. On the issue of qual-
ity, we have relied on the residency review committees and the
educational and professional bodies to tell us which are quality and
not quality issues. The foreign medical graduate in an approved
residency program has been both an educational component and a
patient care component. It falls disproportionately in both the
rural areas and some of our inner cities. It falls disproportionately,
perhaps, in some of those areas of less desirable places to live and
may not be dependent as directly on the quality of the educational
program,

If it is the intent, based on what you have heard, to reduce or
eliminate the foreign medical graduates, it is not something that
will pass evenly through all hospitals, and it therefore should be, I
fihink, more targeted in its exception process and in its phasing

own.’

Again, we want to thank you for your interest and willingness to
tough it out with these difficult issues.

Senator DURENBERGER. Very good.

Dr. Minogue.

[Mr. Berman’s written testimony follows:]
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June 3, 1985

ENTRUDUCT10M
Mr. Chairman, | am Richard Berman, executive vice president of New York
University Medical Center in New York City. 1 am pleased to be here on behalf
of the American Hospital Association (AHA), to address S.1158, a measure on
Medicare direct graduate medical education costs that was introduced May 16 by
Sen. Robert Dole, for himself, Sen. David Durenberger, and Sen. Lloyd
Bentsen. The AHA represents over 6,100 member hospitals and health care

institutions, as well as more than 38,000 personai merbers.

The Association is concerned about the financing of medical education, in
terms of its implications for physician manpower policy, graduate medical
education progiams, and patient care, especially referral services. The
Association believes that efforts to change the financing system should not
only take into account these factors but also changing financing
characteristics of the hospital industry caused by the adoption of Medicare

prospective pricing and comparable private sector innovations. The



Association bel: - st the provisicas of $.1158--a one-year freezs on
direct medtcai <. COSts recognized as “reascnable’ by Medicare; a
limitation on the number of years of graduate medical education for costs
recognized as allowable by Medicare; and a restriction on costs associated
with training of foreiin medical graduates that are recognized by
tedicare--ratse significant issues for haspitals involved in uraduate tedical

education.

CONNECTION BETWEEN MEDICAL EDUCATION AND THE MEDICARE PROGRAM
Decisions on the financing of graduate medical education have influenced and
continue to affect the provision of medical care to patients, including those
in the Medicare program. Historically, such decisions have respected and
reflected the fundamental unity of medical education and medical practice in
this nation. Because of this unity, consideration of proposals to reform the

graduate medical education financing system should be cautious and their

adoption incremental, due to the implications of changes on both education and

care.

The most obvious implication is the supply of adequately trained physicians,

because the financing mechanism offers a powerful tool for shaping the number -

o

and specialty distribution of physicians. However, the actual number and
distribution are determined by many factors, most of which occur outside the
system, in a highly pluraliscic, decentralized process that involves

hospitals, medical schools, state legislatures, and private third-party
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payers, as well as resident phvsicians, This is not to deny the impsrtance of
veatcare policy, which at best <15 4 tone an Jdirection Jur other a...»
rather than pursues highly specitic manpower planning goals.

A second implication of changes in graduate medical education financing
concerns the sile and duration, as well as the content and quality, of
graduate medical education programs. The financing system influences such
aspects as the amount of student interaction with faculty, the maintenance of
fellowships which contribute to the quality of the education available to more
junior house staff, and the availability of diverse, clinically rich

experiences for house staff.

A final implication involves patient care, particularly in the availability of
referral services. Most teaching hospitals serve, to some degree, as referral
centers, so that their patients tend to be more seriously ill and require more
costly services than patients admitied to nonteaching hospitals. Moreover,
teaching hospitals tend to provide disproportionate amounts of care to the
poor and uninsured. Because recent and ongoing changes in the system of
payment for patient care have increased significantly the financial stress

. experienced by these hospi‘tals, changes in medical education financing could
contribute to the strain, jeopardizing the ability of teaching hospitals to

continuve the essential role they have played in local health delivery systems.

It is clear that changes are inevitable in the financing system for graduate

medical education. Indeed, they already are occurring. Due to the close
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connection between medical education and medical care, such changes--
considered cautiously and implemented incrementally--should take into accouat
tne effects of reforms on the number and distribution of physicians, the

aspects of medical education programs, and the provision of patient care.

1t also is clear that the current tinancing system rapidly is losing its
viability. The future education of physicians and other health professicvnals
is a shared responsibility. While Medicare policymakers continue to recognize
the importance of graduate medical education and the program's obligation to
bear a fair share of its costs, private sector decisionmakers are less willing
to see their responsibility. In addition, as competition among health
insurers increases, those in the private sector may be less able to
participate in tae costs of graduate medical education. The formidable
challenge before the public and private sectors is