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MEDICAL EDUCATION PASSTHROUGH

MONDAY, JUNE 3, 1985

U.S. SENATE,
SUCroThM 2,~E ON-f HEALTH, - __ __

COMMrrfEE ON FiNANCE,
WashingtOn, DC.The subcommittee met, pur6saft to notice, at 9:30 a.m. in room

SD-215, Dirksen Senate Office Building, the Honorable DaVid
Durenberger (chairman) presiding.

Present: SenAitrs Durinberger and Dole.
[The press release announcing the hearing, background material

on S. 1158, and the prepared statements of Senators Dole, Bensten,
and Mitchell follow:]

(Press Releas, No, 85-028)

HEARING ON MEDICAL EDUCATION PASS-THROUGH Is RESCHEDULED
A hearing on a legislative proposal to modify the Medicare direct medical educa-

tion pa*through has been rescheduled (or June 3, 1985, Senator Bob Packwood (R.Orepon1 Chairman of the Committee on Finance, announced today.0The hearing before the Committee's Subcommittee on Health is scheduled tobegin atr9:30 a.m., Monday, June 3, 1985, in Room SD-215, of the bitksen Senate
Office Building.

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

Senator Packwood said, "This delay will allow ample time for review and analysisof the bill In question by all interested parties. Additionally, the extra time permitsthe Committee to complete its solicitation of witnesses and compilation of testimony
on this important health policy issue."

(1)
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I. tNTh6DUCTIO

Since its beginning in 1965, the edicare program has reimbursed hospitals

for its share of the direct costs of approved health professions education pro-

grams conducted in hospitals. These direct costs Include salaries and fringe

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

classroom space in the hospital; any coats of additional equipment and iuopliea;

and allocated overhead costs. The prinipal focus 'Of this paper is on gradu-

ate medical education because physician training programs are the most costly

component of the health professions education paid for under Medicare. In ad-

dition, very little data exist on the costs to Medicare of the nursing and

other healthrtraining components.

Medicare's payments to hospitals for direct medical education costs are

expected to be $1.3 billion in FY86. Medicare also pays teaching hospitals an

additional amount to cover factors (including indirect teaching costs such as

additional tests ordered by residents) that are believed to result in higher

costs in'teaching hospitals than In'non-teaching hospitals. Medicare's payments

f6r indirect teaching costs are expected to be $1.4 billion in FY86. 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 students, internship and
residency programs, the training of nurses, and the training
of various paramedical personnel. Educational activities
enhance the quality of care in an institution, and It is
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intended, until the community undertakes to bear such educa-
tion costs in some other vay, that a part of the net cokt of
such activities (including st spends of trainees as well 's
compensation of teachers 4nd 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. I/

Recently, however, faced with a rising Federal deficit and future depletion

of the Hospital Insurance Trust Fund which helps pay for hospital care for

Medicare beneficiaries, this policy of support for health professions education

has been questioned.

The current Medicare policy is open-ended because incurred costs of ap-

proved programs are reimbursed by Medicare regardless of the amount incurred

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, current projections indicate a substantial oversupoly

of personnel in certain health"professions and in certain medical specialties

but a shortage in other specialties by 1990. The Congress has already re-

stricted support under other Federal health professions education programs

(such as those authorized by the Public Health Service Act) to areas in which

shortages exist, such as primary care physicians. Second, issues have been

raised concerning Federal support for the clinical training of graduates of

foreign medical schools, including the quality of their undergraduate training,

the appropriateness of Federal funding for trainees who do not intend to prac-

tire in this country, and the bntribution of those who stay to the oversupply

of physicians in this country.

I/ 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
dance Program for the Aged . . . . June 30, 1965. Washington, U.S. Govt. Print.
Off,, 1965. (89th Cong., 1st Sess. Senate Rept. No. 404, Part I), 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 hospitils for health professionseducation.

The Secretary of the' Depirtment of Heath ii d- sn Services (DbS) published

a proposed rule in the Federal Register (50 FR 21025) on Mly 21, 9185'that would

limiWMedicare's-payments for direct medical education costs to Medicare's&-

share of the lesser of the hospital's current direct costs for medical education

activities or its costs in a base year. While this proposal would be initially

applicable only for one year, the Secretary has indicated her intention to

maintain fiscally equivalent limits on Medicare payments 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 through block

grants to the States, while encouraging States to increase their support (S.

3073, introduced by Sen. Durenberger in 1984).

Other proposals have focused on reducing-the'total number of students be-

ing trained by restricting support to certain types of trainees (e.g., those in

short supply, those whose services are especially Important in meeting the needs

of. the Medicare population, or those who are graduates of U.S. and Canadian

medical schools or are U.S. citizens), or restricting support to a specific num-

ber of years. Still others have suggested requiring trainees to "pay back" Fed-

eral support by serving in health manpower shortage areas or providing services

in Federal hospitals or primarily to Federal beneficiaries. Various proposals

have also been made to change the way Medicare pays for the indirect costs of

medical 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 I-year freeze on such payments; a
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limit on the number of years of physician training Medicare will fund theire-

after; exclusion of the costs of training alien foreign medical school graduates;

and two studies to provide information for possible further reforms, including

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

of the differences in Medicare costs between patients treated in teachit ......

hospitals versus non-teaching hospitals.

The Subcommittee on Health, Senate Com"ittee on Pinance, has scheduled a

hearing-on proposed legislation 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 resulting supply of
trained personnel;

-- T~e role of teaching hospitals in health professions'education; and

--Medicare's historical and current policies for making payments to hospi-

tals for the cost of educational activities.

The document also includes:

--A summary of S. i158 and

--An appendix which includes information on other sources of funding for
health professions education.
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It. KFALTH PROF8SSIONS EDUCATION

Health education programs for the training 6f~phs ilcTln',f d-

other health professionals combine classroom training and learning through

"hands on" experience. Classroom training is often conducted in a untveritty

Setting and the "hands on" or clinical fritning is generally hoSpital-based.

This section focuses on the education of physicians Since most of Medi-

care's expenditures for health professions education are associated wlth grad-

uate medical education programs. However, this section Also provides a brief

discussion of the training of nurses and other health professionals. A-discus-

sion of graduates of foreign medical schools and the projected supply of ph.si-

clans is also included.

A. Medical Education and Physician Supply

I. Organization of Medical Education Programs. Contemporary medical

education (the training of physicians) generally inludes four years of medi-

ieal school followed by residency training lasting three years or more. The

four years of medical school are often referred to as undergraduate medical

education, even though most medical students enter medical school after

completing four years of study at an undergraduate institution. Residency

training, uhich begins after the completion of medical school and the awarding

of the medical degree, is referred to as graduate medical education.

a. Medical school training. Undergraduate medical school

training typically consists of classroom instruction in the basic sciences

1.,
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and exposure to clinical medicine during periods known 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 specified number of cases each week. Students also participate with

post-M.D. trainees (residents) and faculty in caring for patients admitted

to the clinical service to which they are assigned.

b. Residency training. After completing undergraduate medical

education And receiting' the"professional degree, ost physicians enter a

graduate medical education program, also known as a residency training program.

Most States require that physicians have at least one year of graduate medical

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 supervised clinical education environment. Residents in hospi-

tal-based graduate medical education programs, known as housestaff officers,

provide care for patients, further their own education, and teach medical school

students. As residents progress through their training programs, they gain

increasing autonomy 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 December 1984.

In order to be accredited, residency training programs must be in substan-

tial compliance vith published general requirements for graduate 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 Hedical Education (ACGQE), which it

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

N



10

-7-

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

iation of American Medical Colleges, and the Council of Medical Speciality

Societies. For approval of Individual residency training programs, the ACGME

has delegated authority to an appropriate residency review committee (RRC)

which consists of representatives appointed by the American Medical Association,

a particular specialty board, and in some eases, a national specialty society.

The ACGME monitors RRC approvals with periodic reviews of their findings.

Generally, residency training prograssare offered by hospitals which

typically pay participating residents an annual stipend which varies with the

year of residency training. In 1984-85, first-year red idents receive stipends

of about-$20,000, uhile sixth-year residents receive stipends of approximately

$27,000. In the course of completing a program, residents in some specialties

such as preventive medicine, occupational health, and family practice may also

be assigned to clinics or ambulatory centers not associated'with-a -ho pital.

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.
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Table 1

WIDER OF RESIDENTS
RANK ORDERED BY SPECIALTY, 1984

# OF t OF
SPECIALTY RESIDENTS OTAL uNLA1 IVE

I. Internal Medicine 18161 24.4 24.4

2. Surgery 8,189 11.0 35.4

3. Family Practice 7,408 9.9 45.3

4. Pediatrics 6,025 8.1 53.4

5. ODIGYN 4,615 6.2 59.6

6. Psychiatry 4,558 6.1 65.7

7. Anesthe'slelogy 3,894 5.2 70.9

8. Radi6logy, Diagnostic 3,176 4.3 75.2

9. Orthopedic Surgery 2,842 3.8 79.0

10. Pathology 2,462 3.3 82.3

11. OpthAlmology 1,569 2.1 84.4

12. Transitlonil Year t  1,460 2.0 86.4

13. Neurology 1,408 1.9 88.3

14. Emergency Medicine 1,108 1.5 89.8

15. Otolaryngology 1,047 1.4 91.2

16. Urology 1,043 1.4 92.6

11. Dermatology 779 1.0 93.6

18. PhysIcal Medicine & 712 1.0 94.6
RehabIlitatIon '

19. Neurological Surgery 695 .9 95.5

20. Child Psychiatry 520 .7 96.2

21. Radiology, therapeutic 519 .7 96.9

22. Plastic Surgery 430 .6 91.5

Footnotes shown on next page.
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Table I (Continued)

S OF % Or
S CRESD ENTS LO4TAU OMLATIVI

23. Thoracic Surgery 292 .4 97.9
24. Allergy ano Immunology 258 .3 98.2
25. Neonatal-Perlnatal Medlclne 216 .3 98.5
-2 6-0-.. Nuclear M#dIcIAt -.. 203 .3 98.S
21. Preventlhl Medicine General 19 .3 99.1
28. PediatricCardology 138 .2 99.3
29. Radiology,l Diagnostic

(Nuclear) 88 99.4

30. Occupational medicine 81 .1 99.5
31. Combined Qener1$lPrtventlve

Hedlclo/Public Health 58 . 99.6

32. AerOspace Medicine 54 .1 99.7
33. Neuropathology 44 .1 99.8
34. COlon & Rectal Surgery 41 .1 99.9
35. Forensic Pathology 35 ..
36. Blood Banking 34 ....
31. Pediatric Surgery 27 ....

38. Vascular Surgery 21 ....
39. Publicileslth 25 ....

40. Dormatopathology 23 ..

Total 74,495

* Transitional year programs provide a 12-month curriculum to residents whodesire or are required to have experience in several medical clinical disciplinesprior to undertaking further training in a single specialty.
Sources 1985-1986 Direotory of Residency Training Programs. American

Medical AssociatiOn. 1985.
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c. Specialty requirements. Each of the medical specialties has

established various requirements for residency training programs and for certi-

fication as a specialist upon completion of training. Training requirements

include the content and length of the residency program. As shown in Chart 1,

residency programs vary in length according to specialty, generally lasting

from 3-to 7 years. For example, satiS-actory completion of three years

of training in family medicine, internal medicine, or pediatrics generally

qualifies a doctor to sit for examination by the certifying boards of these

specialties. Surgery requires five or more years of training depending on

the subspecialty of surgery chosen.

Specialties such as family medicine, internal medicine, pediattics, and

surgery encourage students to enter their residency training programs directly

after completing medical school and to continue in 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, peychiatry, and radiology. Usually these

students apply for a single year of internal medicine or for a diversitfled,

traditional first graduate year with the expectation that they will enter a

program in the specialty of their choice in their second graduate year. In

some cases, a year of broad clinical experience may be provided in the same

institution where subsequent specialty training occurs. In other instances,

specialty training must be completed elsewhere.
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Chart 1

Years RecQulreCd ror iraliMtlg In Various Suecialties

1M( 1S A41
l ' , ' , , i, ,l ' 5 '

Sources NRMP Directory. National Resident Hatching Program.- Evanston, ILL.
Oct. 1984., p. 18.
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2. Foreign Medical Graduates. In 1984, 82 percent of the residents in

graduate medical education programs were graduates of U.S. and Canadian medical

schools accredited by the Liaison Committee on Medical Education (LCIE), the

official accrediting body for educational programs leading to the medical degree

in the U.S' and Canada. The remainder, 18 percent, were graduates of foreign

medical schools.

Foreign medical graduates (FMGs) in residency training programs include:

(a) non-citizens who enter temporarily as exchange visitors
for residency training and who are expected to return to
their countries upon completion of training;

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

(c) U.S. citizens who graduate from foreign medical schools (USFMIs).

In 1984, there were 13,337 foreign medical graduates in residency training pro-

grams. Of this total, 7,314 were U.S, citizens and the remaining 6,023 were

aliens. The American Medical Association estimates that 60 percent of alien

FI.Ws 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 education 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

resu)ted in a decrease in the number of new exchange visitor physicians allowed

to participate in residency training programs. In academic year 1973-74,

more than 2,900 new exchange visitor physicians became eligible for residency

training. In contrast, 598 new exchange visitor physicians became eligible

in 1983-84. Across all years of residency training, only 1,678 exchange visitor

FMGs were in graduate medical education positions in 1983-84, as compared to

over 8,000 in 1973-74. In addition, the number of physicians admitted annually
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as permanent immigrants has declined. According to the U.S. Immigration

and Naturalization Service, the number of physicians admitted as permanent

migrants declined from 4,537 in 1973-74 to 2,375 in 1983-84.

Despite this decline, the number of U.S.-citizen FMGs (USIMGs) in-

creased substantially. USFMGs 14 graduate 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 USFNGs participating in graduate medical education. Pro-

portionally, USFMGs represented about 35 percent of all MGs in 1979 com-

pared to 55 percent in 1984.

For all graduates of foreign medical schools, certification by Lhe Educa-

tional Commission for Foreign Medical Graduates (ECFMG) is required for entry

into accredited residency training programs in the U.S. The ECFMG is sponsored

by the American Board of Medical Specialties, American Hospital Association,

American Medical Association, Association of American Medical Colleges, Asso-

ciation for Hospital Medical Education, Federation of State Medical Boards of

the United States, and National Medical Association. In order to be certified

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

ciency in English by passing the ECFXG English test, and pass anew two-day

Foreign Medical Graduate Examination in the Medical Sciences (FHGEMS). This

exam consists of two parts: a basic science component administered on day

one and a clinical science component administered on day two.

Table 2 shows the specialties in which alien FMGs, USFMGs, and graduates of

U.S. and Canadian medical schools are training. In 1984, alien FMGs tended to

specialize in fields such as pathology, pediatrics, and psychiatry. Fields

s4ch as internal medicine and surgery are preferred by all three groups. Family

practice is of relatively the same interest for ISFMGs as it is for medical

graduates of U.§. and Canadian schools.
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Table 2 also shows the relative proportion that alien FHGs, USFNGs, and

graduates of U.S. and Canadian medical schools represent of total residents in

training in the various specialties. Alien FK~s represent 27.3 percent of

total residents in training in neuropathology, 20.4 percent of total residents

in neonatalperinatal medicine, 17 percent of residents' in pothoiogy, -16.3-

percent of residents in neurology, and 15.6 percent of residents in pediatrics

and psychiatry. Together, alien and USFXGs constitute more than 25 percent

of total residents in each of these specialties.
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Table 3 presents data on the distribution of FMG residents by State.

For 1984t the greatest concentration of FMG residents exists In New Jersey

where 61.3 percent of all residents are FMGs, New York where 37.8 percent of

residents are FHOs, Illinois with 27.0 percent, Connecticut with 23.5 percent,

Delaware with 23.3 percent, and Michigan with 21.9 percent.

The AMA indicates that in 1984, in 1,209 residency training programs (one-

fourth of all programs), more than 25 percent of the residents in each program

were FMGs. FMGs in these programs represented 78 percent of total FMGs in

residency training. Among the locations of these programs were approximately

25 inner-city hospitals in cities such as New York, Los Angeles, Detroit, and

Chicago. According to the AMA, more detailed information is not currently

available about hospitals where FHMs might be concentrated.



-17-

Table 3

-PN~'b &V PWOcwt of FMO RAnig am Otor
%MpWto 1. & GeOV1t L 0 11 of@IPapa --

1 It I i
101- 1 41 4 3 4

=Vol

46 4
ge1421 01 2 1 1

-- ,, rAN lis 13 ,,
~gI41ctag, ,3t lSo

,0% O"OA'w i ;so HtO
15 $0i03 so

3 42 224 33Go 41 ,! 44 I 41
133 Is1 1 32 34

41ThA4. 05 0 !! 0 5 35 L

4 I G do It II

so4 144 6450 $

10 "1 ,0 of

vO 1? 7 so lo

134 10FIS 2 1 240

Il 0 2 II3, In as 41
11s 152C 3 0 6

1 25 220

913.3 to '3.1 1 MSg

AmericanSource: 1985-1986 Directory of Residency Training Programs.
Medical Association, 1985. Table 14, p. 93.'



21

-18-

Available data on the length of time alien MCG residents remain in the

U.S. is very limted. As noted above, the AMA estimated that 60 percent of

alien FMG residents in training programs in 1984 who were listed in the phy-

sician masterfile were admitted as permanent immigrants, indicating that

these persons probably intend to remain indefinitely and perhaps become U.S.

citizens. Exchange visitor residents (estimated to be 10 percent of alien

FH residents in training in 1984), on the other hand, are generally required

to return to their homeland upon completion of their training.

These estimates provide the best available information concerning the

current distribution of alien FHGs in training between the two categories of

Immigration status. It should be noted, however, that the AHA was unable to

determine the status of 30 percent of alien FkG residents in training ini1984.

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 is uncertain.

Some historical data on this question is provided by a study in which the

AHA and the ECFMG examinedla population of FHGs who came to the U.S. and took

their initial ECFMG certifying examination between the years 1969 and 1982'to

determine how many of these individuals remained in the U.S. Of this popula-

tion, 55,080 were identified on the AMA physician masterfile as having received

residency training or practiced in the U.S. As indicated in Table 4, a prelimi-

nary analysis of this population shows that 92.9 percent of alien 7MGs were

still in the country as of mid-year 1984, and 99.6 percent of USFHGs remained.

It should be noted, however, that ma~y of the allen F7M 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 FMGs must meet to qualify for entry and which have made it more dif-

ficult for exchange visitors to remain once their training is completed.
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TABLE 4. Foreign Medical Graduates in the AMA/ECFMG Study Population* Who
Remained in the U.S. as of Hid-Year 1984--Preliminary Findings

Total study Remaining in the U.S. as
population of mid-year 1984

Number Percent
United States
Foreign Medical 1,515 10,478 99.6%
Graduates

Alien Foreign
Medical Graduates 44,565 41,425 92.9%

Total 55,080 51,903 94.22

*The AMA/ECFMG Study Population is a subset of the candidates for ZCPMG cer-
tification who took their first ECFHG 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: Professional Practice Characteristics of
Foreign Medical Graduates, American Medical Association.
Forthcoming.

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

graduates--both physicians in practice and residents in training--by country of

graduation as of December 31, 1983. Of the 112,005 FHGs in the country at the

end of 1983, 71.5 percent were alien FMGS and 28.5 percent were USFMGs. Among

alien FHGs, almost 61 percent had graduated from Asian schools, with Indian

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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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-

cians in the country. In 1950, there vere approximately 220,000 M.D.s in the

U.S., representing a ratio of 134 physicians per 100,000 population. In the

mid-1960s, concern was expressed about shortages of physicians and other health

professionals in the nation. Efforts were made to create more medical schools,

increase class sizes in medical schools, and ease restrictions on the influx

of graduates of foreign medical schools into the country. Consequently, by

1975, the number of H.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. As late as 1970, the Carnegie

Commission on Higher Education stated in a report: "The most serious shortages

of professional personnel in any major occupation group in the United States

are in health services." Among other things, the Commission recommended a

50 percent increase in first-year enrollmnts at medical schools to help elimi-

nate a shortage.of some 50,000 physicians.

In order to alleviate shortages, Congress in 1963 established in Title VII

of the Public Health Service Act programs of direct Federal 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 National Health Service Corps scholar-

ship program. Under this latter program, students who receive scholarship

assistance are then obligated to practice in a health manpower shortage area.



26

-22-

When in 1974 the Congress began to consider revision and extension of

health manpower training programs, the need to increase the aggregate supply of

health personnel no longer commanded the attention and concern it had in prior

years. This was, in part, the result of an awareness that Federal support had

provided 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 1973-74. Today, that number is over 16,000.

In addition, in 1974 there were the very first suggestions that the aggre-

gate supply of health professionals would be sufficient in the near future.

During hearings before the Congress in 1974, the Assistant Secretary for Health

of tbr.-Department of Health, Education and Welfare estimated that by 1980, the

nation's supply of physicians would likely be adequate to meet projected re-

quirements for physician manpower.

Instead, observers pointed to problems associated with the speciality and

geographic maldistribution of health professionals. The nation stIll lacked

health personnel in many rural and inner-city areas. In addition, there were

thought to be too many surgeons, neurologists, radiologists, and other special-

ists, and not enough primary care physicians. Congress also perceived that

health professionals could assume more of the cost of their education, since

their education 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 medically 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.



-23-

In 1980, the Graduate Medical Education gational Advisory Committee

(GKENAC) issued its findings on the supply of and requirements for physicians

in the 1990's. GNENAC had been established in 1976 by the Secretary of the

Department of Health and Human Services (then the Department of Health, Educa-

tion, and Welf are) to study, amongother things, the future supply of physicians

in the country and the number 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 basis 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 period

of time for persons to stay or become as healthy as possible given existing

medical knowledge. Through a combination of empirical data and professional

judgment, GMEKAC arrived at estimates of appropriate utilization of medical

services. In summary, this approach generated physician service requirements

as a function of expected national morbidity, first modified by #xpert opinion

of what fraction of this morbidity should require medical intervention, and

then modified by estimates of the constraints of the existing health care

system.

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 specialties and subspecialtier studied by GHENAC were based on a review of

relevant literature and could not be modeled as intensively as the other

specialties because 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 specialties resulted in a decrease in the aggregate

physician surplus projected by GMENAC from 70,000 to 63,'00 more physicians

thaii required in 1990 (536,000 supply, 473,000 required).

-A different approach to projecting-supply and requirements for physicians

has been undertaken by the Bureau of Health Professions (BHPr), Department of

Health and-Human Services.-The BHPr modeling approach assumes that recent

patterns of medical services utilization and productivity will-continue into

the future. It is described as an "adjusted utilization" approach because

estimates of requirements for physician services are made by adjusting current

levels of utilization by projected changes in the population, trends in per

capita utilization, and other factors affecting utilization, such as the

prices of services and health insurance 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

physician supply relative to projected need varies greatly by specialty. GMEHAC

provided estimates of the magnitude of surpluses or shortages in each of the

medical specialties. As can be seen in Table 6, the specialties projected to

have the greatest surpluses are pulmonary-internal medicine, neurosurgery,

endocrinology-internal medicine, and cardiology-internal medicine. Specialties

with the greatest projected shortages include child psychiatry, physical medi-

cine and rehabilitation, emergency medicine, preventive medicine, and general

psychiatry.
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Table B-1-28. RATIO I OF PROJECTED SUPPLY TO ESTIMATED REqUIREHKETS--1990

Ratio. Requirements Surplus (Shortage)

Slhortase

CI,ild I'sychiatry 452 9,000 (4,900)Physical Medicine and Rehabilitation 601 4,050 (1,650)Emergency edicine 102 13,500 (4,250).-Preventive Hedicine 752 7,300 .. (11 50)Ceneral Psychiatry 802 38,500 (8100)

Near Balance

Therapeutic Radiology 852 2,550 (400)Anesthesiology 901 22,150 (2,000)Itematology/Oncology-tnternal Hedicine 901 9,000 (700)Dermatology lo52 6,950 400Gastroenterology-Internsl Hedicine 1051 6,500 400Osteopathic General Practice 1052 2zi150 1,150Family Practice 1052 61,300 3,100General Internal Medicine 1052 70,250 3,550Otolaryngology 1052 81000 500Pathology) 1052 15,900 950Neurology 1052 80350 300General Pediatrics & Subspecialties 1151 36,400 4,950

Surpluses

Urology 120% 7,700 1,650Diagnostic Radiology 1352 19,200 6j450Orthopedic Surgery 1352 15,100 5,0000Ophthalmology 1401 11,600 4,100Thoracie Surgery 1402 2,050 850Infectious Diseases-lnternal Medicine 1452 2,250 1,000Obstetrics/Cyncology 1452 24,000 10,450Plastic S4rgery 1452 2t100 1,200Allergy/Imunolosy-tnternal Medicine 15O%- 2,050 1,0000General Surgery i 1501 23,500 11,800Rephrology-Internsl Hedicine 1752 2,750 2,100Rheumatology-Internal Medicine 1751 11700 1,300Csrdiology-Internal Hedicine 1901 7,750 7,150Endocrinology-Internal Hdicins 1902 2,050 1,800Neurosurgery 1901 2,650 2,450Pulmonsry-Internal Hedicine 1952 3,600 3,350
Nuclear Medicine N/A 4,300 H/A

Supply numbers for nuclear medicine are not available.

Noteo This table has been revised from the original CHENAC Sumary Final Report(1980) to Incorporate the results of the revised requirements for the sixspecialties of anesthesiology, neclear medicine, pathology, physicalmedicine and rehabilitation, and diagnostic and therapeutic radiology.

Estimates have been rounded to nearest SO.

Sources: Roport to the Prosidont and Congress on the Status of health Personnelin tho United States, v. 2. U.S. Department of Health & Human Services.
hay 1984. Table 13-1-28, p. B-i-31.
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In its Report to the President and the Congress on the Status of Health

Personnel in the United States (Hay 1984), the Department of Health and Human

Services noted that: "The specialty distribution of health professionals

continues to be an area of concern. :% particular, there is concern about

adequate access to the services fpririery care physicians. Although the
number of primary care physicians (sen,-ral/family practitioners, internists,

and pediatricians) continued to Increase in recent years, their percentage of

all physicians has remained relatively constant at about 40 percent."

Al -six) 0-$----2
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B. Nurse and Other Health Professional Education

Nursing education has evolved from what was once primarily three years of

hospital-based training to several curricula which are becoming more closely

affiliated with or sponsored by colleges or universities. While the classroom

training is nov more likely to be in a college or university, hospitals remain

the primary sites for undergraduate clinical training of nurses.

Three types of programs awarding different credentials prepare their grad-

uates for 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 in 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. Baccplaureate

programs generally require four years of study, including four to five semesters

of clinical training. Host 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-

community health agencies, home health agencies, nursing homes, and other

outpatient settings.

While the total number of State Board-approved nursing education programs

has grown somewhat over the past two decades$ the mix of the three types of

programs has changed dramatically. Of the 1,432 approved programs (with

242,035 students) in 1982, only 20 percent (288 programs with 42,348 students)
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were diploma programs compared vith 80 percent (900 programs with 94,161 stu-

dents) In 1960; associate degree programs accounted for 52 percent in 1982

(742 programs with 105,324 students), up from 5 percent (57 programs with

3,254 students) in 1960; and baccalaureate programs accounted for 28 percent in

1982 (402 programs with 94,363 students), compared with 1S percent (171-progrias

with 20,748 students) in 1960.

Basic nursing education provides a foundation for practice as a registered

nurse; however, many advanced nursing positions (for example, clinical special-

ist, supervisor/adainistrator, or educator) require education and clinical

training beyond the basic level. About 13 percent, or 213,000 registered

nurses, are estimated to have graduated from academic programs which are beyond

the basic ltvel. These programs generally consist of clinical training as w61

as classroom instruction. However the length and site of the clinical training

required for advanced nursing positions varies by program and specialty. For

example, much of the clinical training of a clinical nurse specialist will

take place in the intensive care unit 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 office. Training beyond the basic level may

or may not lead to a master's or other academic degree.

In addition to programs which 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, technical, 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

were in hospitals and only 8 percent in 1981, the last year for which such

data were available.

Other health professions training programs train pharmacists, administra-

tors, technologists,'therapists, and others who perform relatively high-level

health care function:, technicians and assistants whose duties vary greatly in

complexity, and aides who perform routine supportive services. Other health

occupations include Oietitians, physical therapists, speech pathologists,

laboratory technicians, and nuclear medicine technologists. These, however,

are only a few of at least 140 health occupations. The range of services

rendered by other health professionals includes emergency services, initial

evaluation, treatment, therapy, testing, fitting of medical devices, record

maintenance, acute care, long-term care, and rehabilitation.

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

education 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 (DIMS), it is

not possible with certainty to inventory all health training programs, academic

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 collegiate health programs indica-

ted that approximately 325,000 students were enrolled in non-physician health

educational programs in collegiate settings. Only rough approximations of en-

rollments in programs in other institutions can be made: 65,000 in hospital-based
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programs, 40,000 in military programs, and 45,000 in other nonmilitary settings,

such as vocational-technical or proprietary schools.

The length of a program a student must complete to qualify for entry into

non-physician health occupations varies by occupation. However, training for

most health occupations follows the general model of classroom and clinical

training. For collegiate programs, the most commonly used clinical facility

is the hospital. However, many programs are affiliated with other settings;

for example, programs for occupations with both a patient care and health

promotion focus (dental hygienist and various types of therapists) tend to

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

A. Characteristics of Teaching Hospitals

Clinical training for both undergraduate and graduate health professions

education in this country is generally conducted in the hospital setting. Ap-

proximately 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., graduate medical educa-

tion), nurses, or other health personnel such as dietitiaqs, emergency medical

technicians, occupational therapists, and physical therapists.

The number of teaching hospitals in the country depends on the definition

of teaching hospital 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 Association of American Medical Colleges. These re-

quirements include sponsorship of at least four approved residency programs 2/

and recommendation for membership by an accredited medical school with which

the hospital is affiliated. Although data gathered by COTH from its members

represent teaching hospitals with major graduate medical education programs

2/ That is, those accredited by the Accreditation Council for Graduate
Medical Education or by the Residency Review Committee for the specific clini-
cal specialty.

I
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and understate the number and variety of teaching hospitals in the country,

little data about other teaching hospitals exist.

Major teaching hospitals are generally committed to at least three die-

tinct objectives: I) providing patient care, 2) training health professionals,

and 3) conducting clinical research. The interrelationships of these three

activities within the teaching hospital create an institution which is in

many ways different from the single purpose non-teaching hospital. These intae-

relationships also make it difficult to separate the health professions educa-

tion activities of a teaching hospital from its other activities, particularly

patient care. Each of these objectives of the teaching hospital is discussed

in more detail below, using 1980 data from the COTH on its member hospitals.

1. Patient Care. Major teaching hospitals 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 compared to 55

percent for non-COTH hospitals) tend to be organized as nonprofit entities.

COTH hospitals are concentrated primarily in urban areas (97 percent of COTH

hospitals compared to 47 percent of non-COTH hospitals) in the Northeast region

of the country. COTH hospitals on average employed 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 percent of the outpatient visits.

Teaching hospitals provide a wide range of hospital services, mony of which

(such as burn care units, organ banks, and open heart surgery) are typically

unavailable in nonteaching community hospitals. As a result, patients with

the most severe medical problems 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 disadvantaged patients. Although admitting 18 percent

of the country's patients, G0TH hospitals accounted for 25 percent of all

Medicaid admissions. In additioni-these-hospitals had a higher-than-average

share of patient bad debt and charity care (9 percent of patient revenues in

COTH hospitals in 1980 compared to 5 percent in non-COTH hospitals).

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

most of the clinical training for health professions in this country. Accord-

ing to vaerican Hospital Association dati for 1983, U. hospitals provided

training sites for approximately 71,000 medical and dental residents and for

9,000 other trainees, including nurses, technicians, and medical 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 COlA

hospitals trained 71 percent of all residents and 36 percent of all nursing

and other health trainees.

Historically, hospitals that provided the opportunity for ;medical school

-graduates to gain practical experience were not affiliated with, or owned by,

medical schools. Today, hover, although free-standing residency programs

may still be established, stffed, and controlled by an individual hospital,

more colonly there exists some affiliation betveen the medical school and

the teaching hospital. The term "academic health center" !is been used to

describe a constellation of institutions which provide undergraduate and gradu-

ate traininS in a variety of health professions. An academic health center

can Include 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

medical 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 hospitals, While most of the nation's clinical

research takes place ik teaching hospitals, not all teaching hospitals are

equally involved In medical research. Generally, involvement in medical research

projects is extensive where the hospital's medical staff is composed primarily

of full-time faculty physicians. Medical research is typically less extensive

where the hospital's medical staff is composed of physicians in private practice.

A major commitment on the part of a teaching hospital to medical research re-

sults in certain managerial and financial implications for the hospital. For

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 that in 1981 the average cost of care in COTH hospitals was $3,281 per

adjusted admission, nearly twice as high as the average of $1,683 in non-COTH

hospitals. These cost differences reflect many of the differences in objectives

and other characteristics (such as location and size) between teaching and

non-teaching hospitals which were described earlier in this paper.

Teaching hospitals incur additional costs because of their educational

activities faculty, support staff, and residents must be paid; conference and

classroom space must be included in the hospital plant; and additional equip-

sent and supplies must be purchased. The costs of these activities, known as

the direct costs of health professions education, have been measured by standard

accounting methods. The direct costs of graduate medical education have been

estimated to be between $1 and $3 billion nationwide.

The largest component of direct costs is 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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Increased complexity of hospital management, and the tendency of residents to

provide more services and-to order more tests than experienced licensed physi-

clans.

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

ferences between teaching and noD-teaching hospitals which have not been meas-

ured. These factors, which are also associated with the presence of medical

education, may include patients who are more severely ill because the diversity

and sophistication of the services offered in teahing hospitals attracts cases

of greater complexity, more sophisticated and expensive medical technology

(with perhaps the added cost of 'idle" time or "standby" capacity for infre-

quently used services), and higher and more specialized staffing levels.

The indirect costs of health professions education in teaching hospitals

are difficult to separate from total operating costs and to quantify because

patients arerbeing treated and students are being trained through the same

patient 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 costs of health professions education programs account

for only approximately 10 perceuit 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 is unclear how much of the remainder is attributable to

each of the factors mentioned.

Using broad estimates from several sources, the total national cost to

hospitals of their health professions education activities ranges from

$4 to $9 billion., wit"l$j 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 billion spent nationally

for health in 1983.

0
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IV, MEDICAkE PAYhEN4TS FOR HEALTH 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, primarily through Federal loans and loan guarantees, and Federal and

private scholarships. Medical schools receive financial support from Federal

research awards, State and local government appropriations, the professional

fees generated by faculty members from their patient care activities, and

Federal grants available under the Public Health Service Act for special

education and training programs.

At the graduate medical education level, teaching hospitals receive

support for health professions education programs primarily through patient

care revenues received from such payers as Medicare, Medicaid, and private

health plans. For example, according to 1983-1984 data on COTH member hospitals

(excluding Veterans Administration hospitals), 81 percent of the funds for

residency stipends and fringe benefits were derived from patient care revenues.

Other sources included State appropriations earmarked for residency expenses

(5 percent), Veterans Administration appropriations (2 percent), medical

school/university funds (2 percent), municipal appropriations earmarked for

residency expenses (I percent), and physician fee revenues (I percent).

Foundation grants and voluntary agencies, NIH, other Federal agencies, endow-

ment income, and other sources of support made up the remaining 8 percent of
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total r.)sidency support in teaching hospitals. See the Appendix of this

paper for a further discussion of selected sources of funding for health pro-

fessions education including the Medicaid program, private payers, Titles ViI

and VIII of the Public Health Service Act, and faculty practice plans.

Support of health professions training in hospitals through patient care

revenues has historically been considered appropriate since such training is

produced in conjunction vith patient care. Teaching hospitals have routinely

included the costs of these training programs along vith their other expenses

in determining their 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

(knovn as third-party payers), including Medicare, Medicaid, Blue Cross, and

the commercial health insurers. Health professions education in hospitals has

thus been subsidized by the third-partyl payers, vho obtain their funds for

patient care payments from various sources, including employer/employee payroll

taxes (Medicare), Federal and State tax revenues (Medicaid)o and employer/

enrollee premium payments (Blue Cross and commercial insurers). As Medicare

is the single largest payer for hospital care, it also contributes 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 Its reimburse-

ments to hospitals certain expenses associated with the operation of approved

health professions education programs. Although not required by law, congress-

tonal Intent indicated that the Medicare program should pay its share of the



48

-40-

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) allowable costs for purposes of Medicare 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 tuition).

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 institution. These activities must

be licensed where required by State law; where licensing is not required, the

institution must receive approval from the recognized national professional

organization for the particular activity. Approved programs include medical,

osteopathic, dental, and podiatry internships and residency programs, and

recognized professional and paramedical educational and training programs in-

cluding cytotechnology, dietetic internships, hospital administration residen-

cies, inhalation 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 Administration to the costs of other educational pro-

grams not included in this list.

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

is generally reimbursed under Part A (Hospital Insurance) of the program. It
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should be noted, however, that hospitals' costs of intern and resident services

where the Intern or resident is not in an approved program are reimbursable on

a cost basis under Part B (Supplementary Medical Insurance) of the Medicare

program. Intern and resident costs for services provedeto hospital out-

patients are also reimbursable to the hospital on a cost basis under Part B.

In both these instances, the hospital would be paid on the basis of 80 percent

of the cost of services rendered to Medicare beneficiaries, after recognition

of the beneficiary's deductible ($75 per year). Information on the extent to

which reimbursement is made under Part B of the program is not readily available.
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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 it paid to hospitals,

the costs of medical education rezelved special consideration.

Under authority contained in Section 223 of the Social Security Amendments

of 1972, the Department of Health and Human Services (then the Department of

Health, Education and Welfare) began in 1974 to establish annual cost limits

on reimbursement of certain routine hospital costs (primarily, the costs of

room, board, and routine nursing care). The higher routine costs of hospitals

with significant medical education activities were recognized by the Medicare

program in 1975 when an exception to the routine hospital cost limits was

allowed if a hospital could demonstrate that it exceeded its cost limits

because of the costs of its educational activities, to the extent that such

costs were atypical compared to those of other similar hospitals.

Recognition was made 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 sub-

ject to the Medicare hospital cost limits. The direct medical education costs

were excluded so that the basis on which the cost limits were applied in teach-

Ing and non-teaching hospitals -.uld be more nearly comparable.

On April 1, 1980, the Department proposed that an additional adjustment

for the indirect costs of medical education programs 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 dies operating costs than non-teach-
ing hospitals of s~lk'ar bed size and geographic location . • .
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We believe these increases in per dies cost occur because the pro-
vision of graduate medical 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 adjustment for the
costs generated by approved medical education programs. Based on
the data we used to derive the proposed limits, we have estimated
that a hospital's general inpatient routine operating costs may
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-time
equivalent (FTE) interns and residents (in approved programs) to
its number 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-

citly the costs for which the adjustment was being made. Instead, the hospital

would be required to report only its number of full-time equivalent interns and

residents in approved 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, together with the hospital's bed size, would be used to compute

the percentage by which the hospital's reimbursement limit would be increased.

This medical education adjustment, which later became known as the indirect

medical education adjustment, 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) made certain changes in the hospital routine cost limits, including

expansion 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 now included under the limits, the

3/ Federal Register, April 1, 1980, p. 21584.
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limits effective for hospital cost reporting periods beginning on October 1,

1982, included an increase in the percentage amount of the indirect medical

education adjustment from 4.7 percent to 6.06 percent.

TUFRA also created a new ceiling on the allowable annual rate of increase

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

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

the direct costs of approved health professions education programs.

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

Social Security Amendments of 1983 (P.L. 98-21) established a nev method of

hospital payment by the Medicare program, knovn as the Prospective Payment

System (PPS). Effective tor hospital cost reporting periods that began on or

after October 1, 1983, the Medicare program has been paying hospitals, with

certain exceptions, according to predetermined rates for each of 468 Diagnosis

Related Groups (DRGs), rather than on a cost basis. The prospective payment

legislation and regulations, however, continue to provide for special treatment

of direct and indirect medical 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 reimbursing

them on the basis of reasonable costs. As stated in the report: "rhis ap-

proach will assure that the base rate is related to a patient care outcome and

not significantly influenced by factors whose existence is really based on

objectives quite apart from the care of particular patients in a particular
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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." 4/

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

quires that additional payments be made to hospitals for the indirect costs

of medical educations computed in the same manner as the adjustment for in-

direct medical education costs was calculated under the Medicare hospital cost

limits, except that the educational adjustment factor would be doubled. The

Senate Finance Committee report on the Social Security Act Amendments of 1983

indicates that 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 institutions. The report also states:

This adjustment is provided in the light of doubts (explicitly
acknowledged by the Secretary in his recent report to Con-
gress on prospective payment) about the ability 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 institu-
tions and the additional costs associated 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 committee emphasizes its views that these indirect teach-
ing 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 involved in the post-
graduate medical education of physicians which the medicare

4/ U.S. Department of Health and Human Services. Report to Congress.
Hospital Prospective Payment for Medicare. Dec. 1982, pp. 47-48,
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program has historically recognized as worthy of support underthe reimbursement system. S/
As required.by lay, the .Secretary computed the indirect adjustment factor

in the same manner as had been done previously; however, the Secretary used
more recent data than had been used in making the computation under TEFRA. As
a result, the payment for indirect medical education costs equals 11.59 percent
(not 12.12 percent, double the previous 6.06 adjustment factor) of the Federal
portion of a hospital's prospective payment for every 0.1 in the hospital's
ratio of full-time equivalent (FT) interns and residents to its bed size. Re-
gulations defined the number of FTI interns and residents to be the sum of the
number of interns and residents employed by the hospital for 35 hours or more
per week, plus one-half of the number of 4u.aana-andresidents working less
than 35 hours per week. For cost reporting periods beginning on or after
October 1, 1984, interns and residents are not required to be employees of the
hospital in order for the hospital to qualify for the indirect medical education
adjustment. Hospitals are now required to document each intern or resident
providing services at the facility by name and Social Security number and the
number of hours the Intern or resident works at that hospital.

5/ U.S. Congress. Senate. Social Security Amendments of 1983. Reportto Accompany S. 1. March 11, 1983. Washington, U.S. Govt. Print. Off., 1983.(98th Congress, 1st Session. Senate Rept. No. 98-23), p. 52.

*
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3. Cost to Medicare of Health Professions Education in Hospitals.

Estimates from the Health Care Financing Administration presented at the

April 3, 1985, hearing on Federal support for medical education held by the

Subcomittee on Health and the Environment, House Committee on Energy and

Commerce, indicate that Medicare expenditures for health professions education

vill total approx4mately $2.7 billion in FY86, $1.3 billion for direct costs

and $1.4 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 forvard to FY86 indic!,te that approximately 70 percent of

Medicare payments for direct medical education costs are for intern and resident

programs, 20 percent for nursing programs, and 10 percent for other programs.
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V. SUMMARY OF S. II58

S. 1158, introduced by Senators Dole, Durenberger, and Bentsen on May 16,

1985, amends Section 1861(v)(1) of the Social 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 amount

recognized as reasonable for such costs in the "freeze accounting period"

(i.e., the hospital's first cost accounting period which begins on or after

July 1, 1985) could not exceed the amount recognized as reasonable during the

"base accounting period" (i.e., the hospital's mast 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, would 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 Hedicare program. Beginning July 1, 1986,

the Hedicare program would not recognize hospital costsincurred for an intern

or resident whose training exceeds the lesser of (a) 5 years, or (b) the mini-

mum number-of years of formal training necessary to satisfy the requirements

for initial board eligibility in that intern or resident's chosen specialty.

After July 1, 1989, if the number of years required for training in a particular

specialty has changed, the Secretary could, after consultation with the Ac-

creditation Council on Graduate Hedical Education, modify the number of years

for which Hedicare would m&ke payment, not to exceed 5 years.

C. Foreign Hedical 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 Hedicare program would not recognize hospital costs

incurred for interns and residents who are neither 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

December 31, 1986. This study should identify the types and numbers of such

programs and the number of students supported or trained under each program;

the fiscal and administrative relationships between the hospitals involved and

the schools with which the programs and students are affiliated; and the types

ard amounts of expenses of such programs for which reimbursement is made, and

the financial and other contributions which accrue to the hospital as a con-

sequence of having such programs.

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

in teaching hospitals and for comparable inpatients in non-teaching hospitals.

This study must identify the components of such payments (including inpatient

hospital services, physicians' services, capital costs, and direct and indirect

teaching costs) and must, 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 illness 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 payments between teaching and non-

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

A. Medicaid

Medicaid is a federally aided, State-operated and administered program of

medical assistance for low-income persons. Until the passage of P.L. 97-35

(the Omnibus Budget Reconciliation Act of 1981), States were required to reim-

burse hospitals on a reasonable cost basis as defined by Medicare. Under rea-

sonable cost reimbursement, the direct and indirect costs of health education

programs were included by hospitals in their total reasonable costs, which were

then reimbursed by the State Medicaid 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 choice, within certain broad Federal

requirements. Approximately half the States are still using the former reason-

able cost-based method of reimbursing hospitals or a variation derived frnm

reasonable costs as formerly defined by Medicare. Although no studies exist

on Medicaid payments for health professions education costs, presumably in

these States the costs to hospitals of health professions education programs

are being reimbursed either 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-

ment systems, including prospective payment systems which apply to all payers

for hospital care in the State (Maryland, Massachusetts, New Jersey, and New

York), prospective payment systems using diagnosis related groups (Michigan,
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Ohio, Pennsylvania, and Utah), and other types of hospital payment systems,

including contracting vith individual hospitals (Arizona and California).

Some of these systems specify how medical education costs are to be treated.

in general, -it appears that direct medical education costs are either passed

through and reimbursed on a reasonable cost basis or they are included in a

per diem or per admission rate paid to the hospital. The indirect costs are

generally not treated separately but are implicitly Included in the total

rate paid to a hospital.

The Health Care Financing Administration has indicated that a rough esti-

sate of total FY86 Medicaid payments for direct medical education is $400 mil-

lion of which the Federal share would be $250 million. No estimates are

available on Medicaid payments for indirect medical education.



56

-53-

B. Private Payers

Since teaching hospitals have historically Included the costs of health

professions education Ir. their total costs and their charges for patient care,

the private payers for hospital services (including blue Cross, commercial

health insurers, prepaid health plans, and private paying patients) have

traditionally financed such activities through the payments they make for

patient care.

The Blue Cross and Blue Shield Association's 1978 Policy Statement on

Payment to Health Care Institutions states that ". . . the cost of county

services, such as research and education, should be borne primarily by the

community with participation by purchasers occurring only after negotiation."

Since medical education benefits society as a whole, the costs associated with

medical education are considered the responsibility of the community. The

Blue Cross plans generally are expected to obtain medical services for their

subscribers at the best possible price. Additional costs above those required

to pay for necessary and reasonable medical services are to be paid only

after negotiation 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 include paying a prospectively-established fixed rate for patient care,

and negotiating contracts with hospitals 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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viii not be paid as large a percentage of their costs as vii lover-cost non-

teaching hospitals. Or it may mean that under negotiated payment schemes,

teaching hospitals viii not be able to compete with loer-cost non-teaching

hospitals for contracts.
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C. Title VII of the Public Health Service Act (Health Professions
Education)

Since its fir3t authorization 22 years ago, support under Title VII of

the Public Health Service Act has shifted from its original emphasis on increas-

Ing, in the aggregate, the nations supply of health manpower toward directing

available support to programs which are intended to address specific problems,

such as the geographic and specialty maldistribution of health personnel.

Today Title VII funds, among other things, a number of special purpose projects,

including primary care training programs; programs to provide training opportun-

ities for students in underserved areas that are geographically removed froth

the main site of a health professions school (the Area Health Education Center

program); a variety of curriculum development projects, including geriatric

training projects; public health and health administration training; and pro-

grams to identify, recruit, and enroll minority and economically- 4. dvantaged

students wishing to pursue health careers.

One of the major areas of Title VI support in recent years has been pri-

mary care training, with assistance provided for (1) the establishment of family

medicine departments in medical schools; (2) residency training programs in

schools and hospitals for family medicine and general dentistry; and (3) resi-

dency training programs in schools and hospitals for general Internal medicine

and pediatrics. Of the $143 million appropriated for Title Vii programs in

FY 1985, $62 million, or 43 percent, was provided for these three programs.

According to the Bureau of Health Profes'lo [n- 'he Department of Health and

Human Services, a breakdown of grants made in FY 1984 to schools and hospitals

under the latter tvo 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 award $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 fields as family medicine, internal medicine, and

pediatrics. It has been n6ted that, compared with other specialty training

programs, primary care programs receive less revenue from patient care services

and research grants and loans and thus have greater difficulty in financing

the'r costs. For the last several years, approximately 39 percent of profes-

sionally active M.D.s have been in the primary care specialties of family

practice, internal medicine, and pediatrics. In 1982, the ratio of primary

care physicians per 100,000 population stood at 74, compared with 117 per

100,000 population for all other medical and surgical specialties. 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 number of programs which

are intended to address problems associated with the geographic maldistribution

of health professionals. These programs, such as Area Health Education 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 programs vhich might ultimately

increase the number of health personnel practicing in medically underserved

areas. The AHEC program, in part, establishes training opportunities for

students in underserved areas that are geographically removed from the main

site of the health professions school. In addition, studies have indicated
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that primary care specialists, especially general family practitioners, tend

to establish their practices in medically underserved areas more often than

other specialists. Thus,-Increasing the nation's-supply of primary care

physicians is one way of Improving access to health care in previously un-

served or underserved areas.
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D. Title VIII of the Public Health Service Act (Nurse Training)

Funding authorized under Title VIII of the Public Health Service Act for

curse 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

Federal support which vas intended principally to increase the aggregate supply

of registered nurses in the country. It did so by encouraging nursing schools

to increase their enrollments and 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

million was appropriated. In addition, available support has shifted its empha-

*is from increasing aggregate supply to targeting support on education programs

which, among other things, allow nurses to receive advanced degrees and train

them for specific roles in the nursing profession.

A 1983 Institute of Medicine study found that, while in the aggregate

there is 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

economically disadvantaged), within institutions, and in particular areas

of specializatin within nursing.

Today, Title VIII supports a special projects program which has among

its purposes (1) improving the supply and distribution of nurses in geographic

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

101 _M) 0-85--S
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(2) recruiting and retaining minorities and economically disadvantaged indi-

viduals in schools of nursing; and (3) strengthening curriculum in areas such

as geriatric and long-term care, health promotion, and disease prevention.

It also-provides support for advanced nurse training programs vhich train

nurses to become educators or clinical specialists, or to serve in administra-

tive or supervisory capacities. Observers have noted that since the establish-

sent of Title VIII, the demand for nurses vith advanced degrees has continued

to be greater thao' the ability of schools to prepare nurses of advanced levels

to work as educators, clinical specialists, administrators, and supervisors.

Title VIII also provides support for the training of nurse practitioners.

Nurse practitioners receive advanced training to provide primary care services

without the immediate supervision of a physician and often do so in medically

underserved areas. Studies have indicated that nurse practitioners provide

cost-effective care and increase the productivity of medical practices.
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a. Faculty Practice Plans

Faculty practice plans (also called medical practice plans) are formal

agreeents 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. Membership in practice

plans is 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 sehools and in 80 percent of the private schools.

The major use of practice plan income is to supplement teaching faculty

salaries. Fringe benefit packages for faculty are another major use of plan

funds. The plans also fund malpractice insurance, professional memberilhips and

dues, and professional travel. Plan funds may also be used for clinical 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 residents'

stipends and fringe benefits in COTH hospitals nationwide (excluding Veterans

Administration hospitals). However, for clinical fellows (i.e., individuals

vho have completed residency training in such general areas as internal 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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99rTH CONGRESS S 1 5
IST SESSION o 1158
To amend title XVIII of the Social Security Act with respect to Medicare

payments for direct costs of approved educational activities.

IN THE SENATE OF TIE UNITED STATES

MAY 16 (legislative day, APRIL 15), 1985

Mr. DOLE (for himself, Mr. D'RENBERGER, and *1r. 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 ith respect to

Medicare payments for direct costs of approved educational
activities.

1 Be it enacted by the Senate and House of Representa.

2 ties of the United States of America in Congress assembled,

3 That (a) section 1861(v)(1) of the Social Security Act is

4 amended by adding at the end thereof the following new sub-

5 paragraph:

6 "(P) Payments relating to the direct costs of approved

7 educational activities at hospitals shall be made in accordance

8 with the regulations in effect on January 1, 1985, except as

9- follows:
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1 "() For a hospital's first cost accounting period

2 which begins on or after July 1, 1985 (the freeze ac-

3 counting period), the amount of such costs recognized

4 as reasonable by the Secretary shall not exceed the

5 amount so recognized with respect to such hospital for

6 such hospital's most recent cost accounting period

7 ending prior to July 1, 1985 (the base- accounting

8 period), disregarding any salary or wage increases, and

9 any cost center shifting or reallocation, implemented

10 after May 1, 1985. If a hospital's cost accounting peri-

11 ods do not begin on July 1, the Secretary shall in-

12 crease the limit established under the preceding sen-

13 tence by an appropriate factor to reflect general in-

14 creases in the costs of approved educational activities

15 which took place between the end of the hospital's

16 base accounting period and the beginning of its freeze

17 accounting period, disregarding any increases in sala-

18 ries or wages after May 1, 1985.

19 "(ii) Effective on and.after July 1, 1986, the Sec-

20 retary shall not recognize as reasonable any such costs

21 incurred with respect to any intern or resident-in-train-

22 ing for years in training which exceed the lesser of-

23 "I) five years, or

24 "(I) the minimum number of years of formal

25 training necessary to satisfy the requirements (as

OS Is. a
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1 specified in the 1985-1986 Directory of Residency

2 Training Programs published by the Accreditation

3 Council on Graduate Medical Education) for ini-

4 tial board eligibility in the particular specialty for

5 which such intern or resident-in-training is pre-

6 paring, or, after July 1, 1989, in the event that
7 the required number of years in training increases,

8 the number of years which the Secretary may

9 specify, after consultation with the Accreditation

10 Council on Graduate Medical Education.

11 "(iii) Effective on and after July 1, 1986, the

12 Secretary shall not recognize as reasonable any such

13 costs incurred with respect to any intern or resident-in-

14 training who is neither a graduate of an accredited

15 school of medicine (or accredited school of osteopathy,

16 dentistry, or podiatry) located in the United States or

17 Canada, nor a citizen of the United States or

18 Canada.".

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

20 shall conduct a study with respect to approved educational

21 activitiess relating to nursing and other health professions for

22 which reimbursement is made to hospitals under title XVLU

23 of the Social Security Act. The study shall address-

*S II8 is
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1 (A) the types and numbers of such programs, and

2 number of students supported or trained under each

_3 program;

4 (B) the fiscal and administrative relationships be-

tween the hospitals involved and the schools with

6 which the programs and students are affiliated; and

7 (C) the types and amounts of expenses of such

8 programs for which reimbursement is made, and the fi-

9 nancial and other contributions which accrue to the

10 hospital as a consequence of having such programs.

11 (2) The Secretary shall report the results of the study to

12 the Congress prior to December 31, 1986.

13 (c)(1) The Comptroller General shall conduct a study of

14 the difference between the amounts of payments made under

15 title XVIII of the Social Security Act with respect to inpa.

"16 tients in teaching hospital settings and the amounts of such

17 payments which are made with respect to comparable pa-

18 tients who are treated in a nonteaching hospital setting. Such

19 study shall identify the components of such payments (includ-

20 ing payments with respect to inpatient hospital services, phy-

21 sicians' services, and capital costs, and, in the case of teach-

22 ing hospital patients, payments with respect to direct and

23 indirect teaching costs) and shall account, to the extent feasi-

24 ble, for any differences between the amounts of the payment

25 components in teaching and nonteaching settings.

03 11$85
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1 (2) In carrying out such study, the Comptroller General

2 may utilize a sample of teaching hospital patients and any

3 other data sources which he deems appropriate, and shall, to

4 the extent feasible, control for differences in severity of ill-

5 ness levels, area wage levels, levels of- physician reasonable

6 charges for like services and procedures, and for other factors

7 which could affect the comparability of patients and of pay-

8 ments between teaching and nonteaching settings. The infor.

9 mation obtained in the study shall be coordinated with the

10 information obtained in conducting the study of teaching phy-

11 sicians' services under section 2307(c) of the Deficit Reduc-

12 tion Act of 1984.

13 (3) The Comptroller General shall report the results of

14 the study to the Congress prior to December 31, 1986.

0

es 1158 I
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OPENING STATE-M- OF SENATOR BoB Doi.
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 by 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
reducing the 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, I
wish to make it clear that the Medicare Program 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.

However, 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 range 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 possible 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 supply and 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-
tion and also contributes to the goal of long term solvency of the Health Insurance
Trust 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 working 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
or ona sponsor of the bill, I am acutely interested in the testimony we will hear
tdy.

Under current law, fiscal year 1986 payments for teaching costs will exceed $2.7
billion, making Medicare the single largest source of health education funding in
the country. Accordingly, the Ad ministration's budget proposals are designed to
reduce support for teaching costs by approximately $3.5 billion over the next three
years could exert a significant degree of influence over the future of health educa.
tion policy.

It smy 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
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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 witnesses 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 financial 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 engage in constructive effortW to
streamline medical education programs supported by Medicare, including consider-
ation of budgetary reductions.

STATEMENT OF SENATOR GEORGE J. MITCHELL

Mr. Chairman, I commend you and our colleagues Senator Dole and Senator BInt-
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-
ing physicians, nurses and allied health care personnel may approach the neighbor-
hood of $1.3 billion.

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.
cans, and the proper role of the federal government in subsidizing the education of
physicians.

The supply of physicians has increased dramatically since 1965 when the Medi-
care Program began. We now face a growing surplus 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; currently
over 73,000 residents are being trained in this country with the support of the Medi-
care program.

I believe we must find a way 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.

I 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.

-iI 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 training
of medical students, internship and residency programs, the training of nurses, and
the training of various paramedical persormel. 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 programfor 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 Bentagn 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 foreign 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

x atOctober I made my first little contribution to this broader

process by introducing the so-called Graduate Medical Education
Block 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.

S. 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 inft-
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
by 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 today.

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 regulatory 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 policymaking is not a difficult one to cross in the
area of Medicare. It was my view and the view of Senator 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. I
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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
Congress in providing perogatives to the Department to implement
Medicare polcy 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. Department 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 outside 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. Desmarais 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
practically 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. 1158.

We look forward to continuing a dialog with this committee that
will result in constructive reform of Medicare's financing of gradu-
ate medical education.

In fiscal year 1983 more than 1,300 hospitals were enga ed 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.

Medicare's policy with respect to payment for medical education
goes 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.

The 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 separated 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
complexity 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 setting...

When limits were placed on hospital routine operating costs and
later on costs per case, a formula was developed to determine an
adjustment for indirect medical education costs of teaching hospi-
tals. The formula was derived frown an analysis of the relationship
of costs per case to the ratio of interns and residents to hospital
beds.

When the prospective payment 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 11.59-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 change,
we note that a surplus of about 35,000 physicians is expected by
1990, as projected by the Public Health Service. In light of this sur-
plus and the fact that over two-thirds of the functions in the Presi-
dent's budget 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 during that cost-reporting period or
the base year. Our base year would be the provider's cost-reporting
period beginning during fiscal year 1984, the first year of the pro-
spective payment system. We expect to save $145 million through
this proposal.

For indirect medical education, our proposal would eliminate the
doubling of the factor that had been mandatd 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.
1 We turn now to our comments regarding S. 1158, the bill which

you, Mr. Chairman, have sponsored along with Senators Dole and
Bentsen. 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 peri-
ods beginning July 1, 1985; although, S. 1158 uses a different base
period. Furthermore, beginning 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. 1158 also proposes to eliminate support for noncitizen foreign
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 pleased to work with the committee in
this regard. For example:

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

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

A 5-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-
gram would 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. I 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

REIMBURSEMENT 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

BACKGRU
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-OUARTERS 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 ITS OPEN-ENDED.

COST-BASED SYSTEM OF REIMBURSEMENT FOR THESE

ACTIVITIES. 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 ACCOMPANIED 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 IT 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 I . I 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 EDUCATION COSTS" ENCOMPASSES NOT ONLY

THOSE COSTS ASSOCIATED WITH PROGRAMS TRAINING

PHYSICIANS 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.

-2-.- Y
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MEDICARE REIMBURSEMENT FOR MEDICAL EDUCATION COSTS IS

COMPOSED OF TWO SEPARATE PIECES, DIRECT COSTS AND

INDIRECT COSTS. WHICH ARE REIMBURSED IN DIFFERENT WAYS$

MEDICARE DIRECT MEDICAL EDUCATION PAYMENTS

"bIRECT MEDICAL EDUCATION COSTS ARE THE MORE TANGIBLE

COSTS SUCH AS STIPENDS OF TRAINEES. COMPENSATION OF

TEACHERS. AND CLASSROOM AND ASSOCIATED OVERHEAD. THESE

DIRECT cOSTS ARE NORMALLY ALLOCATED TO SPECIAL COST

CENTERS UNDER MEDICARE'.S.COSI REPORTING SYSTEM.

MEDICARE'S SHARE OF THESE COSTS IS DETERMINED USING THE

SAME PROCEDURES TRAT WER E DEVELOPED FOR COST-BASED

REIMBURSEMENT OF OTHER PATIENT CARE COSTS,

WHEN DEVELOPING A PROSPECTIVE PAYMENT SYSTEM (PPS) FOR

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 THIS 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

DRECT MEDICAL EDUCATION WOULD BE APPROXIMATELY $1.3

BILLION$

-3-
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_MEDICAREolNDIRECT MEDICAL EDUCATION PAYMENTS
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

REIMBURSEMENT 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.

-4-
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IN DEVELOPING THE PROSPECTIVE PAYMENT LEGISLATION.

CONGRESS DETERMINED THAT AN AMOUNT, IN ADDITION TO THE

OTHERWISE -APPLICABLE PROSPECTIVE PAYMENT RATE, SHOULD

BE PAYABLE FOR IN DIRECT MEDICAL EDUCATION COSTS. ITN

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 IL"mPOLICY. WE ESTIMATE

THAT MEDICARE EXPENDITURES FOR INDIRECT MEDICAL

EDUCATION WOULD EQUAL APPROXIMATELY $1.4 BILLION. THIS

EXCLUDES COSTS ASSOCIATED WITH THE HOSPITAL SPECIFIC

PORTION OF THE PPS PAYMENT, IN FY 1987, WHEN THE PPS

RATE IS BASED ENTIRELY ON THE FEDERAL RATE. PAYMENTS

FOR INDIRECT MEDICAL EDUCATION WOULD BE ABOUT $2.2

BILLION,

PROPOSED CHANGES TO MEDICAREREIMBURSEMENT FOR MEDICAL

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 EDUgATION 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 IS PROJECTED BY THE PUBLIC-

HEALTH SERVICE, SIMILARLY, WHILE THERE IS NOT A

SURPLUS OF NURSES. THE SUPPLY OF REGISTERED NURSES

INCREASED BY 83 PERCENT BETWEEN 1970 AND 1982o

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 It HARD TO JUSTIFY THE CONTINUATION OF OUR BLANK

CHECK POLICY FOR DIRECT MEDICAL EDUCATION CLEARLY A

LIMITATION IS A PRUDENT ACTION.

ALSO. AS I INDICATED EARLIER, MEDICARE'S SUPPORT FOR

MEDICAL EDUCATION ACTIVITIES WAS MEANT TO BE A

TEMPORARY MEASURE UNTIL THE COMMUNITY COULD UNDERTAKE

THE EXPENSE, IT IS TIME NOW FOR STATES AND LOCALITIES

To0ASSUME 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 I, 1985 BUT BEFORE JULY 1s

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

-19841o

-LIMITING COSTS ALLOWABLE FOR DIRECT MEDICAL EDUCATION

TO COSTS ALLOWED IN A BASE PERIOD WILL SAVE MEDICARE

$145 MILLION IN FY 1986. IF COMPARABLE LIMITATIONS

WERE MAINTAINED THROUGH FY 19909 THE CUMULATIVE SAVINGS

WOULD BE $2.5 BILLION. BESIDES PRODUCING BUDGET

SAVINGS AND IMPROVING THE FINANCIAL STATUS OF THE

HOSPITAL 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,

-7-
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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 AND $6.6 BILLION 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. IT WOULD STILL RECOGNIZE THE DIFFERENCE IN

COSTS BETWEEN TEACHING AND NON-TEACHING HOSPITALSo IT

WOULD NO LONGER. HOWEVER. RECOGNIZE DOUBLE THAT

DIFFERENCE. IT IS 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, IT SHOULD ALSO BE NOTED THAT

SOME ELEMENTS OF THE MEDICAL EDUCATION COMMUNITY HAVE

INDICATED THAT A REDUCTION IN THE 11,59 PERCENT

ADJUSTMENT IS 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.

-8-
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S, 1158
MR. CHAIRMAN, THE BILL THAT YOU HAVE COSPONSOREDWITH

SENATORS-DOLE-AND-BENTSEN ACKNOWLEDGES THE NEED TO-

REFORM THE WAY MEDICARE PAYS FOR DIRECT MEDICAL

EDUCATION. CLEARLY, WE HAVE SIMILAR OBJECTIVES IN THIS

-AREA AND WE ARE PLEASED TO SHARE WITH YOU THE

ADMINISTRATION'S VIEWS ON So 1158.

THE MAJORITY LEADER'S INTRODUCTORY REMARKS INDICATED

THAT THE BILL WOULD ENCOURAGE A CONTINUING DISCUSSION

ON MEDICAL EDUCATION AND MEDICARE. IN THE SPIRIT OF

FURTHERING THAT DISCUSSION. WE OFFER THE FOLLOWING

COMMENTS ON S.1158.

S.I158, LIKE THE ADMINISTRATION'S PROPOSAL, WOULD

FREEZE PAYMENTS FOR DIRECT MEDICAL EDUCATION FOR

HOSPITAL COST REPORTING PERIODS 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

MINIMUM NUMBER OF YEARS REQUIRED-TO BECOME BOARD

CERTIFIED. OR A MAXIMUM OF FIVE YEARS. THIS CONCEPT IS

WORTHY OF FURTHER STUDY.

-q-
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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 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. THIS APPROACH

WOULD GUARANTEE HIGH-QUALITY CARE TO THE MEDICARE

POPULATION IN THE FUTURE BY THESE MEDICAL RESIDENTS

THERE"ARE A NUMBER 'OF ADMINISTRATIVE ISSUES THAT NEED

TO BE CLARIFIED AND WE WOULD BE PLEASED TO DISCUSS

THESE FURTHER WITH COMMITTEE STAFF, FOR EXAMPLE:

o FURTHER EXAMINATION OF THE EFFECTS OF S. 1158

ON THE RESOURCE SAVINGS TO MEDICARE ARE

NECESSARY.

-10-
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o S. 1158 COULD RESULT IN A SUBSTANTIAL INCREASE

IN REPORTING REQUIREMENTS. IT WOULD BE

-IMPORTANT-TO- ENSURE-THAT PROVIDERS NOT BE

BURDENED WITH OVERLY EXCESSIVE REPORTING,

ACCOUNTING AND STAFFING REQUIREMENTS.

o 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.

o 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, FOR

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 QUALiFICATION IN A BASIC

SPECIALTY BEGIN THE FIVE-YEAR CLOCK AGAIN?

SUCH QUESTIONS DEMONSTRATE THE COMPLEX NATURE

" )F RESIDENCY PROGRAMS AND INDICATE THE MERIT OF

FURTHER ANALYSIS.

411-
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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.

o 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. INCOME

SPECIALTIES, FOREIGN NATIONAL FMGs HOLD 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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PERIOD HOSPITALS WITH LARGE NUMBERS OF FMGs

WOULD REPLACE AFFECTED FMGs WITH THE GROWING

SUPPLY OF U.S. TRAINED PHYSICIANS$-

CONCLUSION

-I WISH TO UNDERSCORE OUR SHARED DESIRE TO TAKE POSITIVE

ACTION NOW TO LIMIT THE CURRENT OPEN-ENDED FUNDING OF

MEDICAL EDUCATION FROM THE MEDICARE TRUST FUNDS. BOTH

THE ADMINISTRATION'S PROPOSAL AND S,1158 ADDRESS THIS

PROBLEM. WE BELIEVE 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. I WILL BE

PLEASED TO ANSWER ANY OF YOUR QUESTIONS,

-13-
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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 futu'-6re--re-
ments, we have provided support for selected activities of national
concern: particularly, with respect tothe hearing today, our grants
for 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 country which focus on training in underserved geo-
graphic areas and or 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 has been decreasing over the recent years, while the numberof U.S. citizen FMG's has been increasig. 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 3,600 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-
ship, and other factors are not well developed for these activities.

That concludes my statement, Mr. Chairman.
Senator DURgNBERGER. 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. I am pleased to have the opportunity to appear

before you to discuss varioul questions relating to graduate medical education

and the Public Health Service's role with respect to physician supply and

specialty distribution.

Mr. Chairman, this is an appropriate time to discuss the question of how

best to pay the costs of graduate medical education. Over the past decade,

major increases have occurred in the supply of physicians and other health

professionals, In numbers and types of educational programs, and in ways of

providing health care.

In ny 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

programs administered by the Bureau of Health Professions represent

approximately 9 percent of total funding.

FY 1986 Budget

As you know, the President's 1986 budget, as submitted In February,

requests no funds for selected FHS categorical health professions education

support. In view 'of a steadily increasing supply of physicians and nurses,

rapidly growing national surpluses in these fields, and improving geographic

distribution of health professionals, the categorical Federal subsidy of

health professions education programs Is no longer required. Extrao rdlnarily

large Federal subsidies are provided to graduate medical education through

Medicare as well as through the Department of Defense and Veterans

Administration medical programs.

50MI0-85 -- 4
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Although no budget authority is requested for selected health professions

assistance 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 3909 students at approximately 1,400 health professions

and nursing schools. These repaid loan monies will enable schools to continue

providing assistance to economically disadvantaged students. Significantly

improved debt collection methods will help ensure 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 Programs Relating to GME

Mr. Chairman, under Title VII of the PHS Act, HRSA's Bureau of Health

Professions currently provides aid for training of primary care physician

specialists in the form of grants for family medicine training (residents,

faculty, and undergraduate), grants for training in general internal medicine

and general pediatrics (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 indications 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 program that has made a major

contribution to the training of primary care physicians is the area health

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

meeting health personnel needs in shortage areas, this program has provided

2
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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 Federal 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,

Illinois, and West Virginia are also receiving State support. In FY 1983, New

Jersey, Massachusetts, and South Dakota reported a 50 percent-non-Federal fund

matching; Ohio and Maryland reported 40 percent non-Federal fund matching.

In addition to providing support for primary care physician training, the

Bureau of Health Professions has pursued efforts to improve the availability

and quality of information on the status of health professions personnel,

including data on physician specialty supply and distribution. Working in

cooperation with other Federal agencies, States, local communijties,

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 oost recent report to the Congress on the

status of health personnel (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 decade, and documents progress in the development of residency

training programs in the primary care physician 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.

3
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Trends in Foreign Medical Graduate Utilization

Mr. Chairman, with respect to foreign medical graduates, we would observe

that the number of "foreign national" 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 11 percent

from over 6,700 to about 6,000, and the number of foreign national Flfs In

first-year residency positions dropped 40 percent 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 about level over the past several

years.

As Dr. Desmarais has noted in his testimony, some hospitals depend

disproportionately on FMs to fill their residency positions. In 1983, the

Council of Teaching Hospitals Indicated that of their reporting membership of

424 hospitals, 102 1Pd more than 25 percent FMG residency trainees. These

"FIG 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 is

known on the distribution of hospitals with exceptionally high numbers of

foreign national FPGs. There is no current published, verifiable information

regarding the citizenship of FNG residents by hospital.

Training of Other Health Professionals

In considering changes in Medicare reimbursement it is important to

remember 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 health

occupations.
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American Hospital Association data indicate that 60% of hospitals

participate asjclinical affiliates for academic training programs. Looking at

the data in a different way, a survey conducted by the American Society of

Allied Health Professions showed that 85% 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 sime 35,000 graduates in such fields as

clinical laboratory, radiological technology, cenral health and dietetic and

nutritional services.

There are some 1,400 educational programs 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 10% of the LPN programs are

operated by hospitals, all of these program , as well as all RN programs make

substantial use of hospitals to provide clinical education.

We are currently working with HCFA, the American Hospital Association,

professional associations, and others to obtain further information on

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 a preliminary study of recently closed educational programs and

designing a study 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

questions 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 I 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
way, but would you comment on that?

Dr. DESMARAIS. I would be happy to comment. The regulation
proposes a 1-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. DFsMARAIS. 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 I 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-
come 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. DESMARAIS. 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 you 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
hearing, I haven't had a chance to read your full statement; but it
would be 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 policy 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 kind
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, 1 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 cbmplet-
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 number 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. I 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. HATCH. 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 ver 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. DESMARAIS. 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. Staples, the
hospital administrator of the University of Kansas MedicalCenter;
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. STAPLES. 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. STAPLES. 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-
cians, nurses, and allied health personnel. A number of points need
emphasis.

First, 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 Medicaid 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 requiring 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, DC
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 hospitalss.
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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. school. 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 osteopathic 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 to Vrovide 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 cademic societies, and over 350 major teaching

hospitals participating in the Medicare program -- welcomes the opportunity to

testify on Medicare's role in the financing of graduate medical education. AAMC

members, working in their local connunitles 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, th& AAMC especially appreciates the willingness of

this Subcommittee to balance the public policy issue of financing clinical

education with the policy issue of deficit reduction.

The Association's testimony is divided into 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 5-1158 which was introduced on May 16 by

Senators Dole, Durenberger, and Bentsen. In addition, the Association 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.

I
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The Administration'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:

o 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

o the proposed permanent cap on payments for direct medical

education costs.

Each 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

seriously 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 is most clearly stated in the

preamble for the proposed regulation:

2



106

... 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
would result 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 for 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 October 1, 1984." In effect, this proposed base period would ignore cost

increases already incurred in the present year. The proposed policy would roll

the freeze back to a prior fiscal period. Thus, the payment policy would

actually be a roll 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 Modicare cap could lead to a permanent freeze by all payers. This

would destroy the teaching hospital's ability to support clivtical training for

3
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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 AAIIC

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 the

Medicare cost reimbursement of a hospital's medical education

expenses.

The Oole-Ourenberger-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.

4
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Section (P)(l): One Year Freeze

The AAMC is 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. Therefore, 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)(ii): 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 national interest; however, in the present fiscal

situation, the AAMC understands program policies and fiscal policies must be

balanced. The AAMC believes that any limitation on 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

5
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initial skills and techniques needed by different specialties require different

lengths of training, the AAMC believes

support through initial board eligibility is an essential

minimum training period thdt every patient service payer

should help finance.

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

I 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, S6344).

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 legislation limiting

Medicare's financing role to initial board eligibility include in its

accompanying Convnittee report a clear statement that it is an appropriate

function for other Federal agencies and programs -- such as the Public Health

Service, the Veterans 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)(I)

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

6
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be retained for residents prior to their initial board eligibility. 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 policy

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 included 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 limited to the initial eligibility

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 eligibility 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 i~i residency years

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

The Association recognizes that this recommendation may decrease the budget

savings of S. 1158, 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 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 prohibit physicians-in-training caring for patients from being

paid as doctors if Medicare is not going to support their training programs.
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Section (P)(ii)(1I): 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

attempted 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 Education (ACGME) considered the issue of changes in specialty

board certification requirements that affect the special requirements for the

4ccredltation of programs in graduate medical education. The following statement

was approved and 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 ACG1E 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 meei. to 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.

8
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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 (ACG4E) prior to making a decision the AAMC is concerned with adding

this function to an accreditation agency. Instead of consulting with ACGM4E, the

AAMC recommends the Secretary consult directly with the five organizations which

sponsor the ACGME.

The Association would request, however, a clarification in paragraph

(P)(li)(II). To ensure that the Secretary 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: 0. . . or, after January

1, 1989, in the event that the required number of years in training for a given

9
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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 realigns, hospitals 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 board

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)(iii): 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 statement accompanying the

introduction of S. 1158, Senator Durenberger 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 enrollment

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. school*,. The Association 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 continue 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

beneficiaries. 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.

I I
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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 setLings. At least 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 hospital

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 light of the

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

Indirect Medical Education Adjustment

S. 1158 does not directly address the resident-to-bed adjustment in ORG

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 committees considered the proposed Medicare

prospective payment system early in 1983, the Congressional Budget Office (CBO)

prepared estimates of the impact of the new payment system including the
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resident-to-bed adjustment on different types of hospitals. Hospitals were

compared on the basis of region, urban/rural location, 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

loss would be relatively greater for hospitals with at least .25 residents per

bed than for hospitals with lower resident-to-bed 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 classificatin system to account
fully for factors such as severity of illness of patients
requiring tie specialized services and treatment programs
provided by teaching institutions and the additional costs
associated 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 AAIC's judgment, the resident-to-bed ratio serves as a proxy to adjust for

inadequacies in prospective payment, including:

o inadequate recognition of differences within a DRG of the

complexity of disease, intensity of care required and

resources utilized for patients in the teaching hospitals;
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o 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;

o decreased productivity which results from Including

trainees 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-hed 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 initial

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 referred 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

oayment 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 medical 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 clinical medicine by hands-on participation in the care of

hospital patients. Patients are being treated and residents are being trained

through the same activities. In effect, both products -- patient care and

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

hospital.

The joint product nature of patient services and clinical 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 facilities, lowered

productivity, and increased ancillary service use. These costs are real. If

graduate medical education is to continue, these costs cannot be avoided.

lherefore, the growing debate about financing graduate medical education should

*Graduate'Medical Education: Proposals for the Eighties (1981) and Physicians
for the Twenty-First Century (1984).
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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 Federal

hospitals are excluded. The next largest source, state appropriations, supports

only 5% of residents' stipends. For 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 reaffirmed 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 Blue Cross agreements

throughout the country explictly provide for payment of these costs. Congress

clearly established payments 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 reimbursements 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 nation's 5,900 community general hospitals provide 50 percent of the nation's

residency training. Another 1,100 hospitals provide the remaining half of

residency training. 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 hospital

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 special 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 AA14C established a Committee on Financing Graduate Medical Education In

September, 1984 to evaluate present methods and explore future alternatives for

financing residency training. The Committee Is chaired by J. Robert Buchanan,

M.D., general director of the Massachusetts General Hospital, and the members are

listed In Attachment A. The Committee met with the AANC 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 medical
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:

o the need for special funding for graduate medical

education in the patient care payment environment that is

evolving;

o the advisability of creating a societal funding mechanism

for graduate medical 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 members, physicians and hospitals, third party payers, and

public policy analysts with an understanding of the conflicting viewpoints within

the medical education cofnunity.

4
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The Need for Separate Funding

Patient care financing of graduate medical education has well served

teaching hospitals, physicians-in-training, and society for several decades.

Hospitals have been able to expand positions available 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 Connttee 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 AA4C 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 specialty 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, is 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 explored. This group believes payers will

withdraw their explicit support and/or cut back on titeir implicit 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 resources of the teaching hospitals.

For example, many teaching hospitals are being asked to provide increasing

amounts of care to the indigent without concommitant increases in state or local

5
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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. They believe the

teaching hospital has a marketable resource in its educational activities. They

see education providing a quality-enhancing benefit not available from

non-teaching hospitals. 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 pay 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-Medlcare 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 AAM need not explore alternative arrangements
for financing graduate medical education;
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or

public and private payers of hospital services are becoming
increasingly resistant to including adequate funding for the
support of graduate medical education in their general
patient c -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 may not provide teaching hospitals with sufficient funds to

finance both their patient care and educational missions. Therefore, the

Committee has explored alternatives and identified conflicting issues that must

be resolved.

Scope of Proposals

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

substantial changes:

o 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 is replacing access as a criteria for selecting

hospitals.

50-840 O-S5--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 societal interest in maintaining and supporting cononweal

services benefiting all collectively but no payer Individually.

Adequate financing for graduate medical education requires e ch payer to

subordinate some of its economic self-interest to the broader social interest of

adequately training new physicians. Thih subordination of self interest can be

achieved in two ways: (1) society can impose a tax to support the costs of

residency training or (2) payers can individually be persuaded for social,

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

The Cominttee 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.' Horover, 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.

8
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The preferred course is unclear. Should the AANC seek a comprehensive,

national tax or should the AAMC concentrate on national payers (e.g., Medicare)

while individual members work with their state and with individual payers? Each

choice has major risks.

The TraininjjPeriod To Be Funded

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 available:

(1) fund residents for a fixed number of years (e.g., 3, 4, or 5) regardless 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

residency training, residents in three year programs would be supported for all

training years. Residents in programs lasting four or more years would receive

separate funding 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

.ther specialties and subspecialties would receive funding only for the first

three years of their program. Advocates 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 specialty 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 residents training 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 out of

training programs before completing them, or fee-for-service billing 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 specialty 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 training g required for

Initial board eligibility may lead to the development of a manpower planning

entity which designates the number of approved positics in each specialty. The

majority of the Committee 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 would 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

eligibility. 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 subspecialty training in all disciplines. Advocates of this

approach emphasize that it provides full funding for the period 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-endedne~s 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 graduate medical education programs, ambulatory

care providers do not have such costs in their present charges. Increasing

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 and ambulatory settings.

Residency Positions To Be Supported

The United States has 127 medical schools accredited by the Liaison

Connlittee on Medical Education (LCME) and 15 accredited osteopathic schools from

which thprc are a total of approximately 16,200 graduates. The AANC Committee

believes that the United States has an obligation to provide the resources

necessary to train these graduates. The Committee believes society has no

similar obligation 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 schools. 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 position

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 graduate 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.

Eliminating funding for foreign medical graduates may pose special transition

problems for patient services in some hospitals. The Committee 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 quality and scope of services; there was minimal

competition on the basis of price. The Conmittee 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;

o the treatment of the most severely ill patients;
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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 liospitls more expensive to operate than non-teaching

hospitals. The Committee'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 distinguish them from non-teaching hospitals. While

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. VANSELOW, M.D., VICE PRESIDENT FOR
HEALTH SCIENCES, UNIVERSITY OF MINNESOTA, MINNEAPO-
LIS, MN. ON BEHALF OF THE ASSOCIATION OF ACADEMIC
HEALTH CENTERS, WASHINGTON. DC
Dr. VANSELOW. Senator Durenberger, as you know, I am vice

president for health sciences at the University of Minnesota, but I
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 responsible 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 system 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
traditiqn 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-
ing the essential elements of the system.

I will go over these principles very briefly, because they have al-
ready been outlined in some detail iat our written statement.

First of all, we believe that considerable money could be saved by
discontinuing Medicare payments for residency positions filled by
graduates of foreign medical schools; I am referring to both alien
FMG's and foreign medical school graduates who are U.S. citizens.
We view this as both a manpower 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
manpower 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 board certification. We believe these
ayments 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,
but continued support is vital to our ability to educate these stu-
dents.

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-
mnent 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
Medicare payment for residency positions occupied by U.S. citican
FMG'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. I 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 thesE 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 you very much for your
testimony.

Dr. Ferris?
[Dr. Vanselow's prepared statement follows:]
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S U N M A R Y

* Currently Medicare makes no distinction between graduates of accredited

American and Canadian medical, osteopathic, and dental =Nools, on the one

hand, and graduates of foreign schools on the other. The AAHC recommends that

savings in the Medicare funds that go to Fay for teaching hospital residencies

should be achieved first of all by discontinuing payments for residency

positions filled by foreign medical school graduates. States with significant

dependence on foreign medical school graduates for staffing certain hospitals

should assume responsibility for paying these residents.

* AAHC recomends that Medicare reimbursement procedures and definitions

for "direct" graduate me:-cal education costs be continued as currently

practiced, except that eligibility should be limited to the nin,,br of ye~rs

currently required for initial board certification.

* AAHC proposes that the portion of residents' stipends eligible for

Medicare reimbursement should be uniform for all specialties and all hospitals,

with adjustments for area cost of living and small increments for seniority.

* AAHC supports maintaining unchanged current provisions for the

reimbursement of teaching costs of health professionals other than physicians.

V AAHC opposes any cuts in the "indirect cost" proxy until more is known

about the factors causing these costs. Should some cuti be considered

unavoidable, the proxy formula should not be cut below the 9 percent per .1

resident per bed.

* Legislation stipulating number and types of health professionals to be

trained, quotas for specialties, length of training, curriculums etc., would

constrain the teaching institutions in responding to health manpower market

changes and should be avoided.



137

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 opportunity to speak today on the

subject of graduate medical education.

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 health affairs and others -- share

with the deans of their respective health professions schools

(medicine, dentistry, nursing, etc.) and with the directors of their

principal teaching hospitals the responsibility 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 medical education programs has

traditionally been recognized 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 patients, 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 stabilize

the Hospital Insurance Trust Fund have prompted a reexamination of

graduate medical education financing through Medicare. Among the

justifications 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,

without 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 payments 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 system

which 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.



139

We respectfully submit the following six principles for

consideration by federal agencies and by Congress in approaching new

legisl-itive measures 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 accredited 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 UniLsd 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 individuals' graduate medical

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

improve the quality of its medical manpower pool.



140

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 submit 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 medical education, without any

corresponding decline in the ability of the educational system to

maintain a flow of quality physician manpower. In the few states in

which certain types of hospitals still depend on foreign medical

graduates for staffing, we recomend that the individual states

assume the responsibility for paying these residents.

2. Support for Residency Training Leading to Initial Board

Certification

We recognize that the current practice 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

manpower needs. We believe that 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 dentists be continued in essentially the same way as

currently practiced, i.e., through reimbursement to the hospital of
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the expenditures nov allowed under the "direct cost" definition.

Further, in order that educational institutions be allowed more

flexibility in training residents in ambulatory care settings, and so

emphasize the primary care specialties, we recommend that the

teaching hospitals be permitted discretion in the utilization of the

funds they receive for graduate medical education.

3. Equalization of Residents' Stipends

We recomnendz that 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

adjustments proportional to the cost of living index in different

areas of the United States; that the uniform base be adjusted

annually for changes in national cost of living indices; and that a

modest 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, allied 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

reimbursement to hospitals of the teaching costs of educating health

professionals other than physicians.
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5. "Indirect Cost" Proxy

When Congress enacted the legislation which 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 of illness, predominantly inner city location,

disproportionate ratio of uncompensated care, etc. Thece

characteristics, plus costs originating from the hospitals' teaching

mission but not quantifiable under the "direct" cost rubric, led to

the introduction of an adjustment to the per-admission (DRG) rate,

which came to be called the "indirect coat" proxy.

Studies initiated since 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 small compared with those attributable to unusual

"service" factors in teaching 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

allowed under the formula.

We strongly urge Congress to leave the existing "indirect costs"

proxy in place until the results of studies to clarify the factor

causing these extra teachLng hospital costs are completed, and

appropriate 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 a 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

specialties, length of training, curriculum, etc., under the guise of

cost reduction or to stimulate a response 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, tt 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
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institutions responsible for the residency programs to modify

programs and curricula 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 cases) for the training of competent

professionals.

Thank you for your attention. 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 oncology.
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 pay only for 1 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 per-
cent reduction in the cost of graduate training without disrupting
thosetesidency 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 programs 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 educa-
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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.

Our 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) 5
ears, 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
su port.

we 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
provisions of S. 1158, advanced training in geriatrics would no
longer 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 factor. 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 internal med-
icine and related fields such as geriatrics.

Thank you.
Senator DURENBERER. T.nank 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 Or. Thomas F. Ferris, chairman of the department of internal

medicine at the University of Minnesota Medical School. My testimony is on be-

half nf 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-

ments are responsible 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, I am accompanied today by the

president of the APH, Dr. Jay H. Stein from the University of Texas Health Sci-

ence Center in San Antonio, and the president-elect, Dr. Norton J. Greenberger

from the University of Kansas medical Center. We appreciate this opportunity to

appear before this Committee to offer the Association's views regarding the fi-

nancing of graduate medical education.

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 costs

and enhance the quality of '-duate medical 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 internal medicine, current mechanisms should continue to

support the training of graduates of LCME-accredte6 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 traininq 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 also point out that this proposal requires neither drastic or-

ganizational changes in the financing of Sraduate medical education nor the es-

tablishment of new federal, state or local adlnistrative 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 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 Issue and for

their willingness to engage in a dialogue 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 chan-

ges in relevant Mledicare policies are implemented in a gradual, orderly manner

so that our ability to maintain a continuous supply of well-trained physicians

is not jeopardized.
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Our concerns about S. 1158 focus primarily on the provision which st:te! that the

Secretary shall not recognize as reasonable the costs of training an individual

resident beyond the lesser of: 1) five years, or 2) the minimum number of years

required for initial board certification in the specialty for which the resident

is preparing. This provision would preclude support for residencies in the sub-

specialties of internal medicine because these areas require 2-3 years of train-

ing SUBSEQUENT TO the three-year residency required for initial 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 consider this aspect of S. 1158 in light of the following:

* A 1981 study sponsored by the Robert Wood Johnson Foundation and the Health

Resources Administration indicated that 291 of the outpatients seen by med-

ical subspecialists are age 65 or over, compared to 28t for general inter-

nists and 111 for family physicians. The report also showed that over a

three-day period, both general internists and medical subspecialists see an

average of 11 patients age #5 or over. 1  Clearly, practitioners of the sub-

specialties of internal medicine are providing the care required by Medicare

beneficiaries to the same important extent as general internists.

e Growing numbers of departments of internal medicine are establishing 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 qualifications

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

in geriatrics would no longer be supported by the Medicare program.
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* We are not aware of any data to indicate that medical subspecialists

will represent a particularly large portion of the 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.

* 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 inequi-

ties in the availability of primary care services."2 Data from this partic-

ular study indicated that office-based practitioners in 6 of the 9 medical

subspecialties spend more than 50% of their time providing primary care

to their patients.

e It was noted at the time of the introduction of S. 1158 that training pro-

grams in the medical, pediatric, and surgical subspecialties include a spe-

cified period of time for organized research and that the Medicare program

was iot intended to support non-service-related research activities. While

it is true that programs in the medical subspecialles 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 mediciee, most subspecialty programs require either two years

of clinical (patient care) experience or one year of clinical experience
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and one year of research training. If a period of research is required,

this component is most often supported 1y outside sources such as thq

National Institutes of Health, private foundations, or voluntary health

groups such as the Ainerican Heart Association and the National Kidney

Foundation. It is 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 of subspecialty training. If Medicare

and other payers continue to provide support for one year of medical sub-

specialty training, as we advocate, only those high-quality programs able

to attract supplemental support for the additional year of required train-

ing could continue. On the other hand, if Medicare support for subspecialty

training is totally withdrawn, as oroposed in S. 1158, we art certain that

many excellent programs would be dismantled.

In summary, the Association of Professors of Medicine appreciates the tillingness

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 reccmnmendation 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 I would be

happy to respond to any questions.
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THE SUBSPFCIALTIES OF INTERNAL MEDICINE

All ergy/Immunology:

Cardiology:

Endocrinoloy/fMetabol ism:

Gastroenterol ony:

Hematol ogy/Oncol ooy:

Irfectious Diseaser,:

Nephrology:

Pulmonary Medicine:

Rheumatology:

the Study of allergic diseases such as asthma

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

the study of hormonal disorders such as diabetes
mellitus

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

the stidy of disorders of the blood and careers

the study of infections and cormunicable 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 I

SHORTAGES AND SURPLUSES BY SPECIALTY
AS PROJECTED BY THE GHINAC PANEL

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

Years of Projected
Tranin (Shortage) Full Supported

Specialty Re d urplUs under S. 11?5?

Gin' l Psychiatry 3-4 (8.000) Yes
Child Psychiatry 4 (4,900) Yes
Emergency edicine 3 (4.250) Yes
Preventive Medicine 3 (1,750) Yes
Anesthesiology 4 (1,5SO) Yes
Physical ,edicine and Rehabilitation 3 (800) Yes

Iil-Hematology/Oncology 5-6 (700) No

IM-Gastroenterology 5 400 No
Dermatology 4 400 Yes
otolaryngology 5 500 Yes
Thoracic Surgery 7 850 No
IN-Infectious Diseases 5 1,000 No
IM-Allergy/Immunology 5 1,000 No

Plastic Surgery 5 1.200 YeS
IM-Rheumatology 5 1,300 1;0

Urology S 1.650 Yes
IM-Endocrinology/Metabolism 5 1,800 No
IM-Nephrology 5 2,100 No

Neurosurgery 6-7 2,450 No
Family Practice 3 3,100 Yes
Neurology 3 3.150 Yes

IM-Pulmoriry Medicine 5 3,350 No
Pathology -1-4 3.350 Yes
Internal Medicine 3 3,550 Yes
Ophthalmology 4 4.700 Yes
Pediatrics 3 Yes
Pediatric Subspecialties S 4.950 No
Orthopaedic Surgery S 5,000 Yes

IN-Cardiology 5 7,150 No
Radiology 3-4 9,800 Yes
Obstetrics/Gynecology 4 10.450 Yes
General Surgery 5 11,800 Yes

Source: Report of the Graduate Medical Education National Advisory Committee
to the Secretay, Department of Health and Human Services. Volume i.
September 30, 1980.
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The Association of Professors of Medicine (APM) is the organization that repre-
sents the chairpersons of departments of internal medicine in the nation's medi-
cal schools. In addition to medical 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 subspecialty residents
who together constitute more than 25% of the total number of graduate trainees
in all the various fields of medicine. Given these significant educational re-
sponsibilities, members of the APM are keenly interested in issues related to
graduate medical education (residency training).

The Association is aware that mechanisms and levels of financial support for grad-
uate medical education are being re-examined in the light of the need to control
government spending for health care and a predicted surplus of physicians in some
specialty areas. The APM would like to offer a 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.

* High quality graduate education has been available to maintain the
supply of physicians required by the nation's health care system.

* Graduate trainees provide a high quality of medical care to patients
in American teaching hospitals. These institutions are major sources
of health care to very sick patients and to medically indigent people.

e The current system for support of the cost of graduate medical education
through medical care reimbursement mechanisms has allowed flexibility in
shaping individual medical training programs, in keeping with the American
tradition of local autonomy in education.

e The cost of graduate medical education is a small fraction of the overall
cost of health care. Direct costs are less than 1% of health care expen-
ditures. Current reimbursement for indirect costs Includes factors
weighting for the increased intensity of Illness of patients in 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 in the mechanism for support-
ing graduate medical education be made carefully, thoughtfully and with due con-
sideration 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. It was in response to a projection in the 1960's that there
would be a shortage of doctors that the federal government encouraged development
of new medical schools and increased enrollment in existing institutions. The
number of medical school graduates more than doubled between 1960 and 1983, with
the result that an oversupply of physicians is now projected.



159

-2 -

The APM offers a proposal 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

1. 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.

2. In the field of internal medicine, current mechanisms should continue to sup-
port the training of graduates of LCHE-accredited medical schools during three
years of medical residency.

3. The subspecialties of internal medicine require 2-3 years of training 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-
accredited medical schools.

ADVANTAGES OF THE PROPOSAL

Certain advantages of this proposal are worth attention:

* Costs of graduate medical education support would be decreased immediately
by about 18%.

* 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.

* No new federal, state or local administrative structures would be required.

* All 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 medical oractice. In addition, all cur-
rent graduate training programs able to offer hiqh quality education at-
tractive to graduates of LCME-accredlted 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 fer
medical education and the trend towards an oversupply of physicians would
be reduced substantially.
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e 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 in 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
withdrawal 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
recently. 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?
Dr. VANSELOW. Our position would be the same, Senator Duren-

berger.
Dr. FERRiS. That is our position, als6.
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 put 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-review 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 foreign
medical graduates on our faculty. Almost every person here prob-
ably has some. However, I think the issue has to be 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 si 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 comment 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, which 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 DOLE. 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:]
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association ol am erican
medical colleges

J00ItA COOPER. MD. PH a2 SH46
PRES"DNT

June 21, 1985

Senator David Durenberger
Chairman, Subcomlttee on Health
Committee on Finance
U.S. Senate
Washington, D.C. 20510

Dear Senator Durenberger:

When the AMY4C testified before the Subcommittee on Health on June 3, our
statement included the following recommendation:

The AA AC recomends amending 5.1158 to allow Part B bills to
be rendered for physician services provided by indivduas in
residency years which may not be included in a hospital's
costs.

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

AA4C 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.

a. total of residents beyond 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.
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Senator David Durenberger
Page 2
June 21, 1985

The Association regrets that it is unable to estimate these data items, but
any estimate we wolild provide could be substantially incorrect. Thus, we prefer
not to submit data. I 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.

Sl rprely,

A.D. Cooper, HD

JADC/mrl Dr
cc: Edgar R. Danielson

219 Dirksen Senate Office Building
Washington, D.C. 20510
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Table I I

Percentage Distribution of Funding Sources Used to Pay Hospital
Costs of Housestaff Stipends and Fringe Benefits, 1913-14

NATIONIDE (Excluding VA Hospitals)

Patient Revenues and
Q.netjat Operating Appropriations

State Appropriations L.Lnrked for
Housestaff ERpenses

Municipal Appropriations LjUnjrked
for Housetaff Expenses

Veterans Administration
Appropriations

Physician Fee Revenue

Medical School/University Funds

NIH

Other Federal Agencies

Endowment Income

Foundation Grants, Voluntary
Agencies

Other

TOTAL

Number of Hospitals

9ISIenji

11.10%

4.98

1.19

1.98

060

1.91

0.29

0.2?

0.03

043

7.23

100.0ox

280

93

6092X

2.30

0.64

404

9,03

2.35

8.7s

0.38

0.S2

5.40

$.1s

I 00.00

97
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Dr. WESON. 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
picked up just listening to people around the country. So let's not
blame him; he just reminded me of that fact.

Would you 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-is 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 statements 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
Dr. KErEL. Thank you, Senator Durenberger and Chairman

Dole.
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-
ing the financing of graduate medical education and on Senate bill
1158.

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 miist 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 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 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
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 between 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 internal 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 wl: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 foreign 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
we welcome the opportunity to work with you on modifying the
bill.

Thank you.
[The prepared statement of Dr. Louis J. Kettel follows:]
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Louis J. Kettel, M.D.

Re: S. 1158
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Mr. Chairman and Members of the Committee:

My name is Louis J. Kettel, M.D., and I am Vice Chairman of the

Governing Council of the American Medical Association's Section on

Medical Schools. I as also Dean of the College of Medicine at the

University of Arizona. Accoapanying me Is Harry N. Peterson, Director of

AMA's Division of Legislative Activities. The AMA is pleased to have the

opportunity to testify concerning the financing of graduate medical

education and S. 1158, a bill that vould modify the existing Medicare

direct medical education pass-through.

The AMA believes strongly that the graduate medical education system

in the United States la second to none and is an essential component for

assuring high quality health care for the American people. In order to

maintain this position, a stable environment must 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 proposals, including the

Administration's budget request and action by the Sen4te and the House in

passing budget resolutions, are motivated by arbitrary budget targets

without regard for the serious adverse consequences which may result from

a reduction in federal assistance for graduate medical education.

Mr. Chairman, the existing system of financing graduate 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 vhich will conduct a thorough study of the financing of

graduate medical education.

Benefits of the Existing Financing System

Until an appropriate alternative is developed, the AMA strongly

supports the current system for financing the majority of graduate

medical education 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

environment, in vhich 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
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funding of graduate medical education until stable alternative funding

sources have been identified. Without adequate and predictable financial

support, teaching hospitals would be forced to choose between two

undtsirable alternatives: eliminate essential teaching programs that are

an integral part of the system that provides care to the sick or face

large revenue shortfalls.

The present system recognizes that legitimate reasons exist for

higher patient costs at teaching hospitals. Teaching hospitals generally

treat more complex and severe cases, provide more technologically

intensive care, and provide more uncompensated or insufficiently

compensated -:re to low-income and indigent patients. In addition,

because teaching hospitals usually contain many special care units,

overall occupancy rates may be lover than those of non-teaching hospitals

where beds may be available for general admission. Finally, residents

place significant demands on the resources of teaching hospitals that are

not found in community hospitals without teaching program

Administration's Budget Proposals

The Adminlstration's fiscal year 1986 budget proposed to reduce

Medicare reimbursement to teaching hospitals for the direct cost of

medical education to the levels that prevailed during hospital accounting

periods ending in calendar year 1984. The Administration'a budget also

would cut indirect medical education payments by 502. These proposed

cuts were also included in the fiscal year 1986 budget resolution passed

by the Senate. (S. Con. Res. 32)
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The AMA opposes the reductions in graduate medical education funding

proposed by the Administration and included in the Senate budget

resolution. We are particularly concerned over the proposed 502 cut in

indrr t medical #ducAion coats. The impact of such a reduction would

vary considerably ftdo hopital to hospital with many inner-city and

u..jor teaching hosp-ials that provide substantial amounts of

Ahncompeqsated or inadequately compensated care being severely affected.

U's also believe it is premature tb alter hospital reimbursement until

sufficient data Is available concerning the impact on hospitals of the

recently implemented prospective payment system. This Is particularly

ttue in lighA of a fiumemaental flay in the DRG system - the failure to

reflect severity of illness ad case-mix differentials.

Health rare Financing Administration Proposal

On May 21 the Health Care Financing Administration (HCFA) published a

proposed rule that vould limit Medicare reimbursement for direct medical

education costs to the lesser of a hospital's allowable costs for its

current fiscal year or the hospital's allowable costs during its cost

reporting period beginning on or after October 1, 1983. The proposed

rule provides that this limitation would be effective for only one year.

However, in the preamble to the proposal, HCFA clearly states that for

subsequent years it intends to maintain 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



176

-5-

authority exists for such action. In addition, the proposal could have a

serious adverse effect on the quality of patient care in teaching

hospitals since residents provide substantial amounts of care to hospital

Inpatlents. Inner-city and 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 revenue shortfalls.

Furthermore, HCFA's )wn 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 especially affected by the continued phase-in ot the DRG system.

In light 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 period 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 ringg 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 accounting period does not begin on July 1, 1985, the cap would be

increased to reflect general increases in the costs of medical education

activities (except any increases in salaries or wages) which occurred

after July 1, 1§85.

Such a freeze could have an adverse impact on patient care in

teaching institutions. Moreover, the particular cap proposed, being set

on a hospital-by-hospital basis, fails to reflect changes constantly

occurring in residency positions. Some hospitals say 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 BOA 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 vhich have been

projected for the foreseeable future. However, we oppose cuts in health

programs that require such programs to bear a disproportionate burden of

deficit reduction. We believe instead that all federal programs should

accept a fair share of the burden in reducing the deficit. Thus, we

would not oppose a freeze on direct medical education costs (or any other

health program) for a one-year period if it is part of an across-the-

board freeze on all domestic and defense spending. If Congress does not

enact such a comprehensive freeze, the AMA must oppose a freeze on direct

me(Lcal education costs.

Cap on Number 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:

I) five years, or

2) the minimum number of years of formal training needed to

satisfy the requirements for initial board eligibility in

the specialty in which the resident is being trained, or

after January 1, 1989, in 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 between 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

Medicare reimbursement for direct medical education costs during the last

years of training for residents specializing in colon and rectal surgery,

cardio-thoracic surgery, pediatric surgery, vascular surgery and

neurological surgery as well as residents training in sub-specialties

including those in pediatrics and internal medicine. 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?
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We recognize the objectives sought to be achieved and appreciate the

work of the sponsors iq 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 may 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 education costs of a resident who is 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 provision of the bill. In light

of the huge federal budget deficit, we believe that it is appropriate for

the federal government to restrict its role under Medicare in underwritinS

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 making 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 mechanismi other than through domestic

health care programs. It should be recognized also that there is a 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 laws in recent years have strictly limited the number of

alien foreign medical graduates who can enter the country, and alien

foreign medical graduates comprise approximatelyy 82 of the filled

residency positions. We would recommend that some provision be made to

allow an orderly transition for those hospitals that rely on alien foreign

medical graduates to meet current patient care needs. and that some

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 "nursing and other health

professions" for which Mcdicare provides reimbursement. The Comptroller

General would be required to conduct a study to determine the amount by

which payments concerning items and services provided to individuals who

are patients in teaching hospitals exceed the payments that would have

been lade 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 sake

informed decisions concerning the complex issues related to health

professions 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 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, both graduate and undergraduate, is

the benchmark against which other medical education systems in the world

are judged. Preeminence in graduate medical education 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 mechanisms.

We are extremely concerned over proposals that would inappropriately

reduce Medicare support for graduate medical education in order to achieve

arbitrary budget targets. The system of financing graduate medical

education is complex and changes must be carefully considered. In fact,

the impact on residency program of : recentt changes in hospital

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 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 in addressing Medicare's role in funding graduate medical

education. The AMA is 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 work with the Committee as it

proceeds to review this -ubject.

Mr. Chairman, thank you for providing us with this opportunity to

testify. I mill be happy to answer any questions members of the Committee

may have.
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APPENDIX
HISTORY OF FINANCING

GRADUATE MEDICAL EDUCATION

Payment for Q4E Under Cost-Based Reimbursement

From the inception of the Medicare program, 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 include the
salaries and fringe benefits of residents and the portion of teaching
physicians' salaries that is 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 number of teaching hospitals from being adversely
affected by the existing Medicare limits on reimbursement .f 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 thai residents
placa on other hospital staff and the tendency of residents to provide
more services and conduct more tests. Indirect medical education costs
are also used to reflect case-mix intensity. The indirect medical
education adjustment was set initially at 4.72 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 operatinE costs thereby
Including special care unit costs under the limits. As a result, for
hospital cost reporting periods beginning on October 1, 1982, the
resLdent-to-bed adjustment was increased from 4.7Z to 6.062 for each 0.1
FTE resident per bed.

Payment Under The Prospective Payment System

The Prospective Payment System (P1S), established under Title VI of
the Social Security Amendments of 1983 (P.L. 98-21), retained special
treatment of direct and indirect medical education costit.

Direct Medical Education Costs Under PPS
In its 1982 report to Congress entitled Hospital Prospective Payment for
Medicare, HHS advocated a continuation of cost-based reimbursement 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 system. This
approach will assure that the base rate is related to a
patient care outcome and not significantly influenced by
factors whose existence is really based on objectives
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quite apart from the care of particular patients in a
particular hospital. This approach vill 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 In the diagnosis-related group (DIG) payment. Thus under
PPS, teaching hospitals are reimbursed for their direct medical education
expenses on a reasonable-cost basis it, addition to the DRG-based per case
payment. Medicare's portion of a hospital's direct medical 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
patient care coats incurred by hospitals with medical
education programs. Although it is not known precisely what
part of these higher costs are due to teaching (sore tests,
more procedures, etc.), and vhat part is due to other
factors (the particular types of patients which a 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 puts extra demands on other
staff and leads to the existence of higher staffing levels.
The process of graduate medical 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 identify
precisely. However, there is no question that hospitals
with teaching programs have higher patient care costs than
hospitals without.

1 U.S. Department of Health and Human Services. Hospital
Prospective Payment for edLcare December 1982 PP. 47-48
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The Department believes that recognition of these
indirect costs should be accomplished through a lump-sum
payment, separate and distinct from the base rate. This
adjustment will be computed using methods 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 cast, flow
will be preserved by some sort of periodic payment. 2

Congress also concurred vith this recommendation and, because of
analyses shoving that teaching hospitals would suffer greater financial
Josses than non-teaching hospitals under the DRG system, P.L. 98-21
doubled the existing educational adjustment factor. In reporting the
legislation, the Senate Finance Committee acknowledged that an additional
payment to teaching hospitals for indirect medical education expenses is
appropriate

in the light of serious doubts (explicitly
acknowledged by the Secretary in his recent report to
the Congress on prospective payment) about the ability
of the DRG case classificat,on system to account fully
for factors such as severity of illness of patients
requiring the specialized services and treatment
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 its 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 involved in the post graduate medical
education of physicians which the Medicare program has
historically recognized as worthy of support under the
reimbursement system. (Emphasis added)

Under PPS the indirect medical education adjustment provides an
11.592 increase in the DRG portion 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 less 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 in the
hospital, regardless of whether they are employees of the hospital.

2 Id. at 48-49
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Senator DURENBERGER. Thank you for your testimony.
Dr. Sledge.

STATEMENT OF CIEr.IENT B. SLEDGE, M.D., CHIEF, DEPARTMENT
OF ORTHOPEDIC SURGERY, HARVARD MEDICAL SCHOOL, ON
BEIIALF OF TilE AMERICAN ACADEMY OF ORTHOPAEDIC SUR-
GEONS, WASHINGTON, DC
Dr. SLEDGE. 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 advisable for training in a sur-
gical subspecialty. Following that, 31/2 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 spa', 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.

Indeed, this knowledge base is so extensive that, in addition to 5
yea's 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. Chairman and members 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, including

orthopaedic 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 ini 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 completed, 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 community

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 resource. 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 environment and one

of their major contributions to the public. While 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, training of allied

health professionals and care of complex problems and

:,Ot0 0, . O- S:,---
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critically ill patien:. These combinations have provided

major advances and innovation in health care within this

country.

Several possible alternatives evist relative to funding

for GME that would reduce the current cost. First, one

might reduce the direct and indirect payment per resident;

secondly, reduce the number of residents or thirdly, limit

the number of 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

many areas in the U.S. that are inadequately served by

physician specialists and it seems most likely that supply

and demand, as 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. In

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 thL 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 1-year freeze on direct cost payments

could cause disruption in many of the nation's
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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

ability of teaching hospitals to train physicians and

to meet the needs of their communities.

3. We understand the desire to limit Medicare funding to

graduates of ACME accredited schools. We are

concerned, however, that unless 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, many 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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enlightened 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 implants, tumor surgery,

rehabilitation modalities, arthritis treatment, and

prevention of osteoporosis. Important epidemiology

studies have been undertaken to achieve a better

understanding of musculoskeletal disorders. All of these

advances require a well trained orthopaedic specialist in

order to generate and translate 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, for 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, 01110 STATE UNIVERSITY COLLEGE OF
MEDICINE. COLUMBUS, OH, ON BEHALF OF TIHE AMERICAN SO-
CIETY OF PLASTIC & RECONSTRUCTIVE SURGEONS, WASHING-
TON, I)C
Dr. RUBERG. Mr. Chairman, the American Society of Plastic &

Reconstructive Surgeons appreciates the opportunity to appear
before you today. I am Robert L. Ruberg, M.D., 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 S. 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 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 practitioners such as orthopedic surgeons, general
surgeons, urologists, ard so forth.

In recent years the innovative techniques of microsurgical free
tissue transfer, reattachnient 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
of their plastic surgery training period would fall outside the 5-year
limit.

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
should 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 would
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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TESwMONY OF ROBERT L. RUBERG, M.D., ASSOCIATE PROFESSOR OF SURGERY, OHIO
STATE UNIVERSITY COLLEqE OF MEDICINE, ON BEHALF OF THE AMERICAN SOCIETY OF
PLASTIC AND RECONSTRUCIVE SURGEONS

Mr. Chairman and Members of the Committee: The American Society of Plastic

and Reconstructive Surgeons, Inc., appreciates the opportunity to testify

before you today. I an Robert L. Ruberg, M.D., Associate Professor of

Surgery at the Ohio State University College of Medicine In Columbus, Ohio.

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 In our current system can have a pro-

foundly adverse effect on the conduct of our residency programs in the

specialty of Plastic and Reconstructive Surgery. It is Imperative, there-

fore, that we step forward to acquaint ywu with the role of our specialty

In the provision of comprehensive medical care, to provide our views on the

potential effects of altering the current funding mechanisms, and to offer

our suggestions for a more equitable 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. Additionally, though, we

have a special concern about the future of Plaftic Surgery residencies and

wish to highlight our particular situation today.

ASPRS recognizes the need for a more accountable and cost-

constious 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 educational funds. ASPRS favors changes in the

funding of graduate medical education which will facilitate these objec-
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tives yet will also preserve necessary training in all essential medical

disciplines.

1. THE ROLE OF PLASTIC AND RECONSTRUCTIVE SURGERY IN COMPREHENSIVE

HEALTH CARE: The discipline of Plastic 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 lifts, "nose jobs" and the like), the medical profession recognizes

plastic and reconstructive surgeons for their expertise in a variety of

essential areas. Cosmetic or "aesthetic* surgery forms only a portion of

our practice. Plastic Surgery includes acute and reconstructive 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 and

disorders, management of wound healing problems, treatment of congenital

anomalies of the head and neck (including cleft lip and palate) and of the

extremities and elsewhere on the body, rehabilitative surgery of the spinal

cord injured patient (bedsores and upper extremity problems), 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-

dic 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, craniofacial surgery and musculocutaneous flaps have been

developed principally througn the efforts of plastic and reconstructive

surgeons. As these techniques have moved into more general use by other

surgical disciplines, plastic surgeons have gone on to the refinement of

still newer and more advanced techniques such as tissue expansion. In our

view plastic surgeons nave clearly been prolific developers of innovative

su.-Ii al metP.ods.

In addition to the contributions to the advancement of surgical

methods, p astic surgeons, through residency training programs and the

charitable eftorts of our certified practitioners, have provided essential

care to indigent patients with conditions such as cleft lip and palate,

burns, bedsores, traumatic injuries, and other difficult problems.

Altnougn other disciplines may partly overlap our efforts In some of these

cases, the majority of care for most of these critical areas of medical

practice is provided by plastic surgeons.

I. 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 intensity 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. Therefore, our

training 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 three years of

general surgical training; however, many of our residents actually complete

general surgery training (i.e., five or more years) prior to entering the

Plastic Surgery residency. If a resident enters Plastic Surgery training

after only three years of general surgery training, he or she will nave 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

achieved 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 different requirements of

teaching versus practice and among various types of practices.

From this description, It should 6e clear that any proposals for

funding graduate medical education which limit support to either five years

of residency (such as 5.1158), 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 if a resident has taken

the minimum training for board eligibility in Plastic Surgery, the last

(i.e., Sixth) 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 *initial board eligibility, resi-

dents who complete their training first with five years of general surgery

(therefore becoming board eligible for general surgery) would be Ineligible

for funding for any of the Plastic Surgery residency.

Even more confusion may result in those residencies In 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 their 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 essential discipline. Therefore, it is our view

that a limitation of graduate medical education funding to five years or

the alternative limitation to *initial board eligibility" would be detri-

mental to our discipline.

Our objections to such limitation should not imply that we favor unli-

mited funding for Plastic Surgery residencies. We take the position that

funding of Plastic Surgery is just as important as funding of family medi-

cine, Internal medicine, pediatrics, etc.--but we readily acknowledge that
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the NUMBER of plastic surgeons who must be trained s considerably smaller

than the number of family physicians, internists, pediatricians, etc. whose

training should be funded. Any proposal which cuts off funding would be

detrimental to modern comprehensive medical 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 medical 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 may be

radically different. The ASPRS would support a plan which would channel

the majority of graduate education funds into the primary care fields, pro-

vided that funding for existing Plastic Surgery training is maintained.

111. AN ALTERNATE PLAN FOR "RESPONSIBLE" FUNDING OF GRADUATE MEDICAL

EDUCATION: In order to maintain adequate numbers of all the essential

medical disciplines, yet control unlimited spending for unlimited periods

of residency, we propose funding for only the minimum number of years

needed fop "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 five years. For Plastic Surgery, however, this would mean



202

- 7-

funding for six years of training, since this Is the Board's minimum.

Because the total number of residents in our specialty (approximately 400)

Is extremely small compared to virtually every other discipline, this pro-

posal would result in only a modest increase 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-

gibility, we would eliminate expenditure for years of training which are

not essential--and thus reduce and more effectively control the total cost

of graduate medical education. The ASPRS feels that this modification in

S. 1158 to fund training through minimum board eligibility for each spe-

cialty would provide a mechanism for controlling graduate medical education

costs and channeling funds Into underserved specialties while still pre-

serving the training of adequate numbers in all the essential medical

di scipl lines.

Mr. Chairman, thank you for your time. I 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
art of the heavy clinical load which is assumed by urban teachingospitals.

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, neurosurgery, 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 surgeons 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 XVIlI of the Social Security
Act with Respect to Medicare Payinents for Direct Costs
of Approved Educational Activities

June 3, l%85

Mr. Chairin 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 Awerican College of Surgeons. I 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 of 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 College 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 College 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 payments 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. It is in society's best interest to maintain the highest

quality of graduate medical education , 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 patients

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 formal 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 e:sential parts of everyday medical care. As the

Congress reviews the steps essential 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 emphasize 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.



208

-4-

We agree that Medicare funding should not be used for the training of

graduates from schools other than those approved by the Liaison Conmittee on

Medical Education. However, the educational facilities 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.

The American College 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 wculd be happy to respond to your questions.
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Graduate Medical Education Factsheet

Residency Training

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 6,000
hospitals with 125 of these hospitals providing 50 percent of the
nation's residency training.

e There are currently 4,749 accredited programs. These accredited
programs "offered" 16,849 total positions, of which 1,724 were unfilled.
Of the 19,817 post-graduate year one positions "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 &rd 45 percent were
non-U.S. citizens.

e 55 percent of residency training takes 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
Illinois 275 5.7 5.6
Texas 266 5.5 5.8
Ohio 2,60 5.4 5.1
Michigan 209 4.3 4.0
Massachusetts 188 3.9 4.0

e In 1970-71, the surgical 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.

Source:

Anne E. Crowley, Ph.D., Director of the AMA Office of Educational Directories.
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The National Resident Matching Projram

9 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.

Source:

Graettinger-CMSS-March, 1985

Applicable Comments on Residency Training

e 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 Cominittees 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 operating appropriations of hospitals, 6 percent from state
appropriations, and 11 percent from other sources.
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STATE'lENT OF EDWARD W. I10OK M.D., PRESIDENT, AMERICAN
COLLEGE OF PHYSICIANS. PllIAI)ELPIA, PA

Dr. HOOK. Thank you, Senator Durenberger.
I speak today on behalf of the American College of Physicians. I

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 bill 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 the 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
graduates 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:

I 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

School of Medicine. I 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-

cialists, 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 in nature. Increasingly, however, as payment

policie; have come to affect 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 policy is linked 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 today outlines the principles that we believe

should be followed in any discussion of r ayment policies affecting medical

education. It addresses certain of the provisions 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 is practically inseparable from patient

care; and (2) graduate 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 support of GME is 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 issue 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 national, 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 limited 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 MEDICAL EDUCATION:

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 Education (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 is

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 the setting of the

service involves both patient care and education, the educational and

care components are not readily separable. 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 appropriate 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 to 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 differences in severity of illness, 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 4 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 indirect 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 educational 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 tea:hing

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

hospital s.

2. Graduate medical education serves the public good, and therefore

should receive public financial support.

Although there is no proof 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 profession and the public place a high value on

the significance of GME. The profession recognizes the breadth and com-

plexity 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 continues to seek the

improvement of systems to accredit training programs, to monitor trainees'

progress, and to provide credentials to physicians who meet rigorous pro-

fessional 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 activities

and choices 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

agencies 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 ill

patients aAid indigent patients. Severely ill 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 is a disadvantaged group whose access to care is 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 clinical care and GME, brings together a constellation of medical

care resources and personnel that fosters a 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 1edical decision-making; the

importance of social, legal, ethical, and economic considerations) along

with the pursuit of academic and professional excellence. The teaching

hospital is the site where most of the nation's clinical research takes

place, most of Its drugs 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, critic#lly important to the improvement of patient

care, are disseminated. The development of these new technologies

and medical care approaches is expensive, particularly before economies

of scale and experience in using them enable their 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 available to

maintain residency training programs to fulfill this educational

requirement.

Because of the importance we as individuals and as a society attach to our

health, it 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. LCKE 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. AlI 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 institutions 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 all 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 if 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 patients from

physicians-in-training is adequately supervised and is of high quality,

and among other things, that patients are not exposed to additional risk

because of the training environment. Indeed, patients benefit by receiv-

ing care that involves an expert medical team familiar with the latest



221

-9-

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 in-

creased and that the completion of an approved residency program be a

prerequisite for licensure 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 in 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 Physicians believes that graduate medical educa-

tion is necessary for the provision of care of appropriate quality and,
therefore, we support a requirement that all practicing physicians be

i- WN40 0-85--S
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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 needs should he addressed in a comprehensive manner

involving long-range planning and coordination of the supply and

specialty distribution of medical manpower. Consequently, national

health manpower policy must address the aggregate size of under-

graduate medical school enrollments, the number of graduate 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-

place will produce the appropriate numbers or the specialty and geographic

distribtition 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 impact

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 remain available to physicians from all socioeconomic

backgrounds regardless of ability to pay. Rather than terminating 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 profesIonals is coordinated with

national health manpower needs.

All appropriate elements of society, including 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

nationAl health manpower policy involve long-range planning of national

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 enrolled 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. Consideration

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 its preeminence in inter-

national medical education, and should not abandon its role as a trainer

in the medical sciences of physicians from foreign countries. Conse-

quently, we believe that there should be sufficient residency training

positions in the United States to accommodate limited numbers of foreign

medical graduates. Opportunities for GME in the United States for

foreign physicians should exist primarily for those who will return to

their country of origin upon completion of training.

We strongly recommend that attention be given to determining the appro-

priate number of FHG's permitted and that consideration be given to

developing alternative sources of financing for their training. We urge
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also that serious consideration be given to whether or not publicly

supported GME training should be available to U.S. citizens who obtain

medical training abroad at unaccredited medical schools.

We believe most strongly that physician manpower issues are of national

consequence, that the market for physicians is 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-

sician manpower should not be left for decision solely at the state level.

However, because of varying state need, neither 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

manpower policy with appropriate state and local input and flexibility.

5. The funding of graduate medical education must be a Dart of discussion

of issues of physician reimbursement.

It is likely 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 is

probable that changes in the support for GME, to the extent that those

changes place a greater financial burden nn the physician-in-training,

also may lead to changes in subspecialty and specialty choice. Revenues

from patient care services also could influence the availability of resi-

dency training positions.
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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 either 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

special grants or upon funds from inpatient programs. On rare occasions,

limited 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 incentives 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 physlrlan career choice and thus specialty mix.

VIEWS ON S. 1158:

Mr. Chairman, we would now like to provide some specific comments on the

provisions of S. 1158, legislation 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 issues 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 issues will require careful discussion and

analysis prior to the initiation of changes.

At this time, we would like to make the following observations:

1. We support the intention of the sponsors to restrict the length of the

training period 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 initial board eligibility or five years -- may have

implications beyond those envisioned by Its sponsors. We are concerned

that it may provide unintentional incentives for certain surgical subspe-

cialties while e eliminating support for medical subspecialties and training

in fields such as geriatrics 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 graduates. How-

ever, we believe that the issue of training of alien foreign medical gradu-

ates requires further discussion. It is our view that although it is

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 nations. If the United States is to maintain its

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 Stdtes 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 policies that will cur-

tail the projected surplus of physicians -- 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 a difficult ind complex issue; 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. However, 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 Conmittee request -s-tudy of the

alternative methods for financing the education of health professionals. As

you know, such an analysis was recommended 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. It would be most Oseful to have a careful analysis of

the implications of other sources of funding beyond the Medicare 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-term

budgetary savings. In the context of larger national needs to reduce the

size of the federal deficit and other programatic freezes, such a provi-

sion 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 foreign medical graduates, further dis-

cussion may indicate that additional transition time will be needed.

Mr. Chairman, that concludes our comments on the specific provisions of the

legislation as introduced. We wish to reiterate our appreciation 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 education is beirg 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 policyy operate within budget constraints, but we do not believe

those constraints should have in inappropriate effect on those principles.

Thus, we would emphasize tlo principles -te 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 moneys 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 medic,! schools, must also be addressed,

ani 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 'Jis opportunity to present its views

and offers its assistance to the Committee during your future deliberations.

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. I think only physicians could accomplish that
precise time schedule. I appreciate 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
part obviously has something to do with shared sacrifice, freezing,
budget 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 standpoint,
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-
itly standing up to its obligation to fund medical education.

So 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 position but providing more flexibility for program
size adjustments.

Dr. K EEL. Mr. Chairman, the issue is very complicated indeed,
and it is one of the agenda items for the AMA's ad hoc committee.
My concern is that, simply by limiting the cap to the hospitals' full
dollars, it may preclude the flexibility the system 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 marketplace 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
countries to train their students?

Dr. KgrrEL. I think that is a fair statement, sir.
Senator DURENBERGER. Is that increasing? Has it always been

the case?
Dr. KEWTEL. 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,



232

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 Jos6 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 Jos6 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. KETrEL. 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 proportion
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 approach we are taking in S. 1158?

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 HHS manpower study differs between 5
and 20 percent from the earlier studies that have been done, show-
ing really the inexactitude of this type of study which 20 years ago
said we needed 50,000 more doctors.

The fixed proportion issue I think is also difficult. As Dr. Sled e
pointed out, many specialties of surgery do a lot of primary care. fn
my department, the Division of Orthopedic Surgery runs 23 clinics
a week, all outpatient clinics, and in the four institutions with
which I have been associated, the Department of Surgery saw
equal 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 "n 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. [Laughter.]

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 someoy in your area of specialty
will say, "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. RUBERG. I think you have asked two questions. 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
funding for just the minimum years thit 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 _6f the plastic surgery programs may be abandoned
through the effort of the institution, because our programs are un-
funded or partially 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. RUBERO. We certainly believe there is. In our written state-
ment, we have outlined a number of areas, including burn recon-
struction, reconstruction after cancer surgery, plus lip and palate
surgery, in which our specialists, to a large part, participate.

Senator DURENBERGER. Dr. Sledge.
Dr. SLEDGE. 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-
ponds 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 you suggested, they would look at
their curriculum and sa, "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.

I think Dr. Kettel was first, then Dr. SAeldon.
Dr. KETrEL. 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 teaching 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 right 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 perceived 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 way 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 programs 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. Hoox. 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,
resident of the Federation of Associations of Schools of the Health

Professions.

STATEMENT OF ROBERT A. CAPONE, PRESIDENT, FEDERATION
OF ASSOCIATIONS OF SCHOOLS OF TIlE HEALTH PROFES.
SIONS, ROCKV LE. MI)
Mr. CAPONE. Mr. Chairman, thank you very much. On behalf of

the Federation of Associations of Schools of the Health Profession,
we appreciate this opportunity to share its views on S. 1158 regard-
ingthe funding of graduate medical education under Medicare.

The 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 disciplioies represented by the federa-
tion include optometry, pharmacy, podiaetric 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-
pitals 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
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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 [XECUTIt BOtL[tVARD, SLIT[ 204. ROCMLt. %ID 20652 , 1)01, 964-9350

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

associations wish to express their perspective, individual testi-

monies will be submitted.

Moat importantly, 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 reponsd to its health care priorities. We are pleased that

Senators Dole, Durenberger, and Bentsen share that eneral per-

spective, as reflected in oV,148g discussed today.

American Associhon oI CLIeges of Nursing 0 AnerCan AsSOciOtion of Colleges Of Osteopatc Medicine
Amer.ican Assocaton Of Colleges of Pharm&cy 0 American ASsocatO Of colleges of Podiatfc Medicine

AsSocat.o' of Amercan Veterinary Medical Colleges a Association of Schools and Colleges of Optometrf
Association of Schools of Public Health 0 Assoction of Unversy Programs n Health AdminstralOon 0 National League for 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.

For many of our professions, training in a hospital setting

is a critical element of our students' education. Indeed, 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-prAct.itioners, 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 immediate, concern here as

well regarding 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 thib 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 nursing

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 "ealth and Human

Services to approach such a study with care and prudence. Many

of the member associations of the Federation 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 associations could and indeed, should contribute to this

very important endeavor.
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The FASHP 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,

at are you# of current economic and political realities. We

believe that the health professions education community, Congress,

and the Administration can work together to address the issues

currently before us. The FASHP 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 OP GENERAL RELA-
TIONS
Dean FAHY. 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 rs-
tional policy for financing nursing education under 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 to 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 freeze; however, we hope, if there is a freeze, it would be
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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.

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 to 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 nut-sing services.

We feel a word of caution is necessary regarding assumptions of
the physician 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 recommend" your adding 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 progams 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 nursing education be 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 BEHAI.F OF THE NURSING TR-COUNCIL ON THE SuBJEwr OF MEDICARE'S
PASS-THROUGH FOR GRADUATE MEDICAL EDUCATION (S. 1158)

Mr. Chairman, I am Dr. Ellen Fahy, Dean of the School of Nursing at the

University of Minnesota. I am testifying today on behalf of the Nursing

Tri-Council, consisting of three orSanizations: The American Association of

Colleges 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

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

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 bill 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.

I
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By way of background, it is important to recognize that Medicare payments

to teaching hospitals for the direct costs of graduate physician education

programs 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.

tack 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. This was one of the major points made when NLN and ANA

testified before your Committee on this subject last fall and we appreciate

your sensitivity to our concerns as reflected in S1158. Therefore, we

wholeheartedly support the 5ill'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 ORG 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

-2-
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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 questinaires,

i.ursing educational directors obtaihed 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 pursued.

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.

Imact of GM( 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 be subject to wide variations in report uniformites. 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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Cutbacks in GME which are inadvertently applied to nursing could mean that

nursing schools will be faced with having to bear a greater financial responsi-

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 be a

signifiant financial burden, but also could be a deterrent in recruitment 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 practice 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 GKE experienced by nursing in a given hospital

cold result in fewer dollars for the nursing educational staff--who are

essential parts of any nursing clinical practice. This reduction in staff

severely compromises the hospital nursing department's ability to provide safe

meaningful clinical learning experiences and could jeopardize quality of

nursing care to Medicare patients.

-4-
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Not only are the use of Medicare funds for nursing education important for

maintaining a certain quality of nursinS 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.

Direct 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 intent 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 ziternative approach

are available.

-5-
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Differences Between Medical and Nursing Education

It 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 resuurces 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 wtth 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 incurred,

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 a 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 to 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 for* of any government incentives under Kadicare.

Conclusions about what Medicare should pay for physician education in the

clinical setting should be separate and distinct from policies that may be

designed 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 serious

-7-

(F



253

shortages and a maldistribution of nursing personnel. This is especially true

for nurses with special training in geriatrics and long term care, in highest

demand by medicare beneficiaries.

With the dramatically changing health system resulting in more acutely ill

hospital patients, an expansion 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

e 'ucation on the grounds of an oversupply of nurses. In 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

Medicare? beneficiaries; cost effective nursing models of care being one such

alternative approach.

Recognizing beneficiaries' needs for care beyond the hospital setting, we

recommend your adding to the bill a separate section (d) regarding additional

studies. These studies would report on methods by which Medicare could

finance its share of nursing educational 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

before 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 comrised 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 501--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 associate degree

programs).

The demand for college-based nursing education can also be attributed ta

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).

-9-
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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 education. 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 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 Oepartment 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 especially 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.

- 11 -
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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 Scanlon, and I 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-

athic and osteopathic medical schools throughout the United
tates. Accompanying me is Helen Burstin, president of the Ameri-

can Medical Studert 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
contrary, 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 proportion 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 proportionate 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



258

believe that this is an important issue and one that needs 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-city 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
adequateae 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 Association

on

Graduate Medical Education

Mr. Chairman and Members of the Committee:

Iy 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 Association. 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 Association (AMSA) is a national organization

of over 30,000 medical students at 140 allopathic and osteopathic medical

schools throughout the United States. ANSA is an independent organization

of physicians-in-training committed to the improvement 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 specialties 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 ideas about

the future financing of graduate medical education.
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The Role of the Federal Government in Medical Education

During the late 1950s and early 1960s, several government and private reports

predicted an impending shortage'of physicians. The enactment of Medicare and

Hedtaid 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 Education 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 physicians. The establishment of the

National Health Service Corps (NHSC) Scholarship program and the Area Health

Education Centers (AHECs) marked the beginning of federal initiatives

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 largest 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 bill provided

assistance for the establishment of family practice and primary care residency
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-- training programs, significant expansion of the NHSC Scholarship program

and a broadening of the definition of underserved areas to include more

urban areas, and an expansion of the Area Health Education Cebter 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 Committee

(GNNAC) stated that there would be a surplus of U.S. physicians by 1990, and

a study by the Rand Corporation suggested that physicians were beginning to

diffuse into previously underserved areas due to market 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 payments to the Health Professions Student Loan

revolving funds ($16.5 million in FY1980) were eliminated in FY85.

- National Health Service Corps Scholarships ($85.0 million in 1980

and $2.3 million in 1985) and Exceptional Financial Need Scholarships

($10.0 million in 1980 and $7.0 million in 1985) have been drastically

cut and are targeted for elimination in 1986.

- The Administration Is 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 subsidize medical edu-

cation, because "there are already too many physicians." There 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 detemines 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

loans 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 AA14C 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 8.11.

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

distribution 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 graduating,

but there are few, if any, incentives for them to enter the medical specialties

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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It is generally agreed that an oversupply of subspecialists will only serve

to increase the cost of health care and contribute further to the geographic

maldistribution of physicians. An expanded pool of primary care 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 resolved prior

to any change in the financing of graduate medical education. Without an

explicit policy regarding the funding of graduate fellowship programs, the

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 oased 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 Geriatrics 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

Mr. 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 school

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 timc. 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 patient 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 ResidencX 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 called

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,

although 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 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 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 co unity hospitals, foreign medical graduates are providing

necessary patient care services. The sudden elimination of funding for

resident physicians 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 foreign 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 limited number of

alien foreign medical graduates in residency programs of high caliber.
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Finally, if 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 within 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
professions 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. CAPONE. 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 b studies that I am sure can be
provided. I 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 identifi& as the largest shortage area in the country.

Now, lest I have forgotten any other health professions, we could
provide that for the record.

Senator DURENBERGER. I 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 health 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, I would 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 nursing supply. I spoke to 237 gradu-
ates the other night at St. Mary's Junior College, and from their
comments they didn't all sound like they were walking right out
into a job.

Dean FAHY. 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 (ear and trembling. And then last year, of
course, we had a mao- 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, 54 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 but. got 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 report to Congress on nursing
personnel, which was conducted by HHS It projects by 1990 there
will be a need for 824,000 nurses prepared 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
think in certain areas they probably a-" in others there are very
few.

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, I 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-i
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-
aed 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 appropriate body, because I
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 t!ie direction that you want to head much better
than an arbitrary 1, 2, 3, 4, or 5 years across tae board.
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While we are supporting this on the issue of the direct payi,.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 ideal 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
think, more targeted in its exception process and in its phasing
down.

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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mr. Uairman, I am Richard Berman, executive vice president of Sew York

University Medical Center in New York City. I am pleased to be- here on behalf

of the American Hospital Association (AHA), to address S.11S8, 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 AM represents over 6,100 member hospitals and health care

institutions, as well as more than 38,OO0 personal .nmbers.

The Association is concerned about the financing of medical education, in

terms if its implications for physician manpower policy, graduate medical

education programs, 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



275

Association bel' - ,.it the provisi,-as of S.11S8--a one-year free:c ,,n

direct inu .1 -.- I costss recogni:ed as "reasonable" by .Medicarc; a

limitation on the number of years of graduate medical education for costs

recognized as altIcable by Medicare; and a restriction on costs associated

with training of foreign medical graduates that are recognized by

'.idicar2--raisc significant issues for hospitals involved in ,:rakua-. %eitcal

education.

CO* SECrION BEEN 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

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 pluralistic, decentralized process that involves

hospitals, medical schools, state legislatures, and private third-party

BEST AVAILABLE COPY



276

-3-

payers, as hell as resident phIbsii:s. This is not to deny the irn-rtance of

'.-.eucare policy, which at best -- t .a tone ant: direc:,i ': othe, .. ..

rather than pursues highly specific manpower planning goals.

A second implication of changes in graduate medical education financing

concern, the size 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 admitted 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 hospitals, changes in medical education financing could

contribute to the strain, jeopardizing the ability of teaching hospitals to

continue 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.

It also is clejr :hat the cLrrent financing system rapidly is losing its

viability. The future education of physicians and other health professionals

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 to create a financing

system that ably ensures a supply of well trained physicians and health

professionals while equitably distributing the costs of developing that supply.

IMPACT OF MEDICARE PROSPECTIVE PRICING

Proposals like S.1158 that modify the way in which Medicare pays for costs

associated with graduate medical edix,.ation must be evaluated in the context

created by current arrangements for financing patient services. The adoption

of Medicare prospective pricing, as well as comparable private sector

innovations, is changing radically the characteristics of the hospital

industry.
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he response of hospitals to the incentives of prospective pricing has been

both strong and positive. It also ha ocn varied. Thile it is impossible

distinguish between medicaree and non-Miedicare costs, the overall data for

industry provides clear evidence that economic incentives are the most

effective %ay of containing costs. During calendar year 1944, -otal hospital

exi'enics 'sce 4.5 ;-'rcent, Less *':an one-third the .:*_ : : cr -,o rc .' rs

ago (15.8 percent) and less than one-half the 1983 rate of increase (10.2

percent). Inpatient expenses in 1984 increased even more slowly, 3.2 percent.

The dramatic slowing of the rate of increase in costs is largely the result of

three factors. The first factor is a sharp decline in admissions for both the

over-65 and under-6S populations. Total admissions declined 4.0 percent in

1984, after experiencing no change in 1982 and declining 0.5 percent in 1983.

Admissions of patients under 6S years of age declined the most sharply in

1984: 4.5 percent. The change in admissions of patients over the age of 65

also was dramatic. After rising steadily for more than a decade, over-65

admissions declined 2.9 percent in 1984.

The second factor contributing to the slower increase in hospital expenses in

1984 was a continued decline in average length of stay. While considerable

attention has been given recently to the decline in length of stay for

Medicare patients, it is important to realize that length of stay declined for

both over-65 and under-6S patients and that historically the trend has been

toward shorter stays.



279

*0-

Thie third z.cti r responsihle ",)r slower growth of expenses is a reduction in

liispi , plentyt :aade possible ' L.y c 1,.er census. hhile hospitals employed

feher people in 19b4 than in 1983, the number of staff hours per patient

act*.,. , :"cre.ised, indicating a continuing concern with meeting the medical
flC.C, t 1, tent S

The strong response of hospitals to prospective pricing does not mean that the

implementation of the system has been or will be without problems. while data

on the first year's impact of prospective pricing are not available from the

Department of Ilealth and HIuman Services' Health Care Financing Administration

(|CFA), the AA and the Congressional Budget Office have made intensive use of

the data that are available to anticipate the effects of the system. The AIA

is eager to update this analysis, using more current information once the data

are made available by HCFA. Although the data on which the following findings

are based are admittedly not as current as would be desirable, they do

indicate the general pattern of effects to anticipate.

The most significant features of the prospective pricing system for any

discussion of medical education financing are the transition to national rates

and the impact of the indirect medical education adjustment. The AlIA has

identified some significant, and troubling, patterns which suggest that the

current method of setting prices and the present system of diagnosis-related

groups may be systematically biased against certain groups of hospitals.
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PROVISIONS 'F S.115S8

S.1183, introduced ? 3n. LL;cQ for hiT-:, an d Sons. Lt:rcnberger and ?4c.tsen,

would modify the methods used by medicaree to pay for the costs of graduate

medical education. The proposal has three key parts:

.n ,me-year freeze on direct medical education costs recogni eJ as

"reasonable" by Medicare;

e a limitation on the number of years of graduate medical education for

costs recognized as allowable by Medicare; and

e a restriction on costs associated with training of foreign medical

graduates recognized by Medicare.

while the proposals appropriately recognize the limited ability of Medicare to

shape national manpower policy, they raise several significant issues for

hospitals involved in graduate medical education.

One-Year Freeze

The AHA, concerned about the size of the federal budget deficit, recognizes

the obligation of hospitals to participate in a deficit reduction solution.

The Association views any freeze on hospital payments as part of an overall,

balanced approach to deficit reduction--an approach achieved by legislation,

not by regulation in the absence of congressional action. In this respect, it

is important to note that HCFA, in proposed regulations printed May 21 in the

Federal Register, azo.-mced a regulatory "freeze" on graduate medical
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education payments. The proposed "freeze" actri' 1: %culd roll back payments

to the level prevailing in Fiscal Year 1Ml. -,i in approach, by arbitriri I

restricting pay'aent and increasing uncertainty about the long-term stability

of the financing system, is counterproductive.

A freeze, if it is to he equitable, must he iiniform. It also -ust he

temporary; unfortunately, temporary freezes tend to become permanent,

particularly when they affect a relatively small group. It is critical that

any freeze on graduate medical education payments be viewed in the context of

an overall budget freeze, and not as an interim policy that will continue

until a longer-term system for financing graduate medical education can be

developed.

The provision in S.1158 fails to recognize the contribution which a freeze may

make to the financial stress placed on teaching hospitals by the prospective

pricing system. whilee many hospitals may be able to cope with a temporary

freeze, others may not. To address this problem, an exceptions process should

be considered for those hospitals that may experience substantial, deficits

under the proposed payment policy.

Limitation on the Allowable

Length-of-Residency Training

The provision in S.11S8 would limit the allowable length of training

recognized by the Medicare program to the lesser of five years or the number

of years required to achieve board eligibility. This approach is more
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equitable than a limit on the number of years of training that would not take

into account board eligibility requirements. It also is administratively

simpler than proposals that would limit the number of positions whose costs

would be recognized as allowable. Most importantly, the approach Would avoid

the problem of "graduating" only partially trained physicians in specialties

requiring more than the maximum allowable years of education.

The proposed limitations do, however, create some special problems.

Postgraduate medical education is important in the training of physicians who

will provide tertiary referral services. It also is important in the training

of physicians in "primary" specialties, because postgraduate fellows and

residents often provide consultation for more junior house staff. While it

may not be necessary to fund fellowships and other forms of postgraduate

medical education in the same way as graduate medical education positions, it

is essential to develop an alternative source of funding. If these costs are

not funded explicitly, Medicare Part B costs may increase, the availability of

tertiary referral services may decline, and/or the quality of educational

programs may deteriorate. To avoid such consequences, it will be necessary to

address the issue of postgraduate medical education directly, either through

the Medicare program or through the creation of an alternative, independent

financing mechanism.

Restriction of Funding

for Foreign Medical Graduates

S.1158 would restrict the availability of funding for residency positions

filled by graduates of foreign medical schools. Funding would be available



283

only for thost ., o-iti en fil1: : 1v graduates of medical schools located in the

I nii .- "ates r _.,arw, r e United States citizens. Argniments can be

made on both sides of this issue.

O~ne argument to justify OhQ proposed restriction is that foreign medical

Uraut¢ au lkung r arQ n1.eU to :uke up for a shortage of physicians,

as was the case in the earl) 1970s. Another argument is the impact of

current policies on the physician supply of developing nations. hbile most

graduates of foreign medical schools choose to remain in this country as

citizens, others return to their homelands. It would be unfortunate to deny

the opportunity to train in the United States to such physicians. The

proposed policy also could result in a longer-term loss to citizens of the

United States. Many leading medical school faculty are graduates of foreign

medical schools who came to the United States to complete their medical

training.

Moreover, some hospitals are heavily dependent on foreign medical graduates.

Often these hospitals serve populations that otherwise would be without access

to medical care. Moreover, their teaching programs help them recruit

attendir.g staff. Although the proposed policy would allow those foreign

medical graduates currently enrolled in residency training to complete their

programs, it may be difficult for the hospitals operating those programs to

recruit rapidly United States- or Canadian-trained physicians to fill their

available residency slots.
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A fundamental question, one requiring more study and discussion, is whether

efforts to limit entry should be tied to the qualifications--rather than to

the nationalities--of the individual physicians applying for positions in

residency programs. Another question is how entry can be limited without

disrupting either educational or patient care programs. These questions are

st.nifcait, both within and without the framework of Medicare medical

education payments, and should be included in the dialogue on the exclusion

provision.

CONClJ tS ION

The AHA appreciates this opportunity to comment on direct medical education

financing, generally on the connection between medical education and Medicare,

as well as the impact of Medicare prospective pricing, and particularly on the

provisions in S.1158. As the Subconittee considers this measure and

exercises oversight over the proposed medical education regulations in the May

21 Federal Register, the ARA offers its assistance in the development of a

fair and equitable policy for such financing.
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STATEMENT OF WILLIAM F. MINOGUE, M.D., PRESIDENT, ASSO-
CIATION FOR HOSPITAL MEDICAL EDUCATION. WASHINGTON.
DC
Dr. MINOGUE. Mr. Chairman, I represent the community teach-

ing hospitals. There are about 1,000 such hospitals overall, and
they range between 200 and 1,500 beds. The smallest may be in a
rural setting and have only family practice residencies; others,
such as Methodist Hospital in Indianapolis, the Ford Hospital, the
Cleveland Clinic, and the Hartford Hospital are in large cities and
are full spectrum medical centers.

We train approximately 60 percent of all residents in the coun-
try, 75 percent of primary care residents, and virtually all family
practice residents. The mission and emphasis of these hospitals is
patient care, followed by education. Research is, for the most part,
clinical in nature, and we tend to have fewer subspecialty training
fellowships.

On behalf of my association I wish to thank you for stimulating
the academic and hospital communities to review what we are
doing in medical education, and to work constructively with you to
contain some of these costs. You truly did get the rules attention
last October when you introduced the other bill. We believe that S.
1158 is reasonable and responsible legislation for the following rea-
sons:

It recognizes both the value of graduate medical education and
its complexity.

Second, it does not disrupt the present academic year.
Third, it supports the primary care specialties and the training

of basic physicians or surgeons through public funding, and we con-
sider this provision both fair and wise.

Fourth, it allows for at least a brief period to focus on the more
complex issues by mandating the Health and Human Services and
Comptroller General studies. Our members stand by to assist in
those studies. The recent HCFA regulations are not acceptable to
association.

Fifth, we generally favor the cessation of payment for alien for-
eign medical graduates; but we do think the bill does this too
abruptly, in that there are many such physicians in training and
there should be a gradual phasing out or grandfathering of those
now in place.

Graduate medical education requires additional stimuli from the
Government in order to bring it into more perfect balance. Such
stimuli might include, first, provision for reimbursement in out-of-
hospital settings such as HMO's, ambulatory care units, and nurs-
ing homes.

Primary care residencies as presently funded lose money. In ad-
dition, family practice, general internal medicine, general pediat-
rics, and emergency medicine residencies are not well established
politically in most teaching hospitals. They cannot continue to be
economically burdensome, or they may be the first residencies dis-
continued during lean times.

We must continue to develop Medicare and Medicaid funding
strategies which favor competitive practices while perfecting access
to the poor.

50-?Wl O-- --- I
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I cannot leave out the malpractice mess. Statutory limits must
be placed on malpractice settlements, since they drive so many of
these costs.

What must the medical education establishment do on its own?
We must totally reevaluate medical school and residency curricula.
Second, we must reexamine the makeup of the various certifying
examinations as the need to pass these tests tends to drive the cur-
riculum and the behavior of the residents and students. Third, U.S.
citizen foreign medical graduates attempting to enter residencies
must pass the same examinations as graduates of American
schools. The foreign medical graduates' examination in the medical
sciences appears to be such a test and goes along way toward evalu-
ating the capability of these students to enter graduate medical
education. Fourth, education is, to a large extent, intellectual clon-
ing. Role models are a potent force influencing career choices. Most
medical student department chairmen and residency directors are
subspecialists. We must expose medical students to practicing phy-
sicians, preferably generalists, early and often during their educa-
tion. Community hospitals provide such exposure routinely.

Fifth, many urban hospitals depend heavily on alien foreign
medical graduates for care for the poor. Sudden withdrawal of this
work force may cause serious disruptions.

In many cases, State, county, and city authorities contract with
medical schools to staff their hospitals. These are frequently
models of quality education and patient care. This practice should
be expanded, and I am sure the medical schools with Federal,
State, and local support will respond to this societal need.

Finally, a brief word about the indirect adjustment. The Com-
monwealth Fund study demonstrates that the indirect adjustment
is a proxy for many things. They include resident to bed ratio, loca-
tion of the hospital, social severity, bed size, DRG case mix, and
area wage index. The study should be broadened to include commu-
nity teaching hospitals. Reimbursement should be based on these
various factors and hospitals specifically, as we are quite heteroge-
neous.

Thank you for the opportunity to appear before you today. The
Association for Hospital Medical Education congratulates you for
your leadership on this issue.

Senator DURENBERGER. Thank you very much, Doctor.
Mr. Russell.
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MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

THANK YOU FOR THE OPPORTUNITY TO TESTIFY AT THIS HEARING ON THE FINANC-

ING OF GRADUATE MEDICAL EDUCATION.

THE ASSOCIATION FOR HOSPITAL MEDICAL EDUCATION (AHME) REPRESENTS COM-

MUNITY HOSPITALS INVOLVED IN THE TEACHING OF MEDICAL STUDENTS, RESIDENTS,

INTERNS AND PRACTICING PHYSICIANS. OF THE TWELVE HUNDRED HOSPITALS

WITH GRADUATE MEDICAL EDUCATION PROGRAMS IN THE UNITED STATES, APPROXIMAT-

ELY ONE THOUSAND ARE NON-PROFIT COMMUNITY HOSPITALS. OUR MEMBER

HOSPITALS RANGE IN SIZE FROM TWO HUNDRED TO ONE THOUSAND TWO HUNDRED

BEDS. SOME OF OUR LARGER INSTITUTIONS ARE TERTIARY CARE REFERRAL CENTERS

WHERE THE COMMUNITY THEY SERVE EXTENDS TO THE STATE OR EVEN NATIONALLY,

THEY INCLUDE SUCH HOSPITALS AS METHODIST IN INDIANAPOLIS, THE CLEVELAND

CLINICS, THE HENRY FORD HOSPITAL AND HARTFORD HOSPITAL IN CONNECTICUT.

THE SMALLER HOSPITALS MAY WELL SERVE ONE COMMUNITY OR A RURAL

COUNTY AND PROVIDE ONLY FAMILY PRACTICE RESIDENCY TRAINING.

SIXTY PERCENT OF THE SEVENTY THOUSAND INTERNS AND RESIDENTS IN THE UNITED

STATES ARE TRAINED IN OUR HOSPITALS. ADDITIONALLY, WE TRAIN AT LEAST

THREE-FOURTHS OF ALL PRIMARY CARE PHYSICIANS IN AMERICA. THE MEDICAL

EDUCATION THAT TAKES PLACE IN COMMUNITY TEACHING HOSPITALS FOCUSES

FIRST ON PATIENT CARE, WITH TEACHING.AND RESEARCH AS SECONDARY PRIORITIES.

EDUCATION SERVES THE DUAL PURPOSE OF ENHANCING THE QUALITY OF MEDICAL

CARE AND ASSURING A CONTINUING FLOW OF WELL-TRAINED YOUNG PHYSICIANS.

THE SCIENTIFIC AND TECHNOLOGICAL ADVANCES IN MEDICINE SINCE WORLD WAR

I HAVE SERVED TO EXTEND THE TIME NECESSARY TO TRAIN A COMPETENT

PHYSICIAN. FOLLOWING FOUR YEARS OF PRE-MEDICAL EDUCATION, A STUDENT

ENTERS MEDICAL SCHOOL AND SPENDS HIS FIRST TWO YEARS MASTERING THE

BASIC SCIENCES. YEARS THREE AND FOUR ARE DEVOTED TO THE CLINICAL
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SCIENCES WHICH ARE TAUGHT AT THE BEDSIDE AND IN THE CLINICS IN

TEACHING HOSPITALS. UPON RECEIPT OF THE M,D. DEGREE A YOUNG PHYSICIAN

IS NOT-PREPARED FOR MEDICAL PRACTICE. IN FACT, VIRTUALLY ALLk STATES

REQUIRE AT LEAST ONE YEAR OF GRADUATE MEDICAL EDUCATION AND MANY

REQUIRE TWO YEARS. ALL SPECIALTIES, INCLUDING PRIMARY CARE, REqUIRE A

MINIMUM OF THREE POST-GRADUATE YEARS, THOSE NEEDING THE HIGHEST MASTERY

OF TECHNICAL SKILLS MAY EXTEND TO SEVEN YEARS. NINETY-FIVE PERCENT OF

ALL GRADUATES OF AMERICAN MEDICAL SCHOOLS COMPLETE A RESIDENCY TRAIN-

ING PROGRAM.

RESEARCH IN OUR HOSPITALS IS ALMOST ALWAYS DIRECTED AT SOLVING PATIENT

CARE PROBLEMS, As SUCH, COMMUNITY TEACHINS HOSPITALS APE IDEAL PROVING

GROUNDS FOR THE NEW SCIENCE AND TECHNOLOGY DEVELOPED IN ACADEMIC CENTERS,

FURTHER, CLINICAL TRIALS OF NEW DEVICES, PROCEDURES OR THERAPIES ARE

FREQUENTLY BEST ACCOMPLISHED IN COMMUNITY TEACHING HOSPITALS SINCE THEIR

PATIENT POPULATIONS TEND TO BE MORE REFLECTIVE OF DISEASE PATTERNS THROUGH-

OUT OUR SOCIETY.

MRADTE lF iD. ClgiO;[ ISSUES

I WOULD LIKE TO SHARE WITH YOU SOME OBSERVATIONS ABOUT TWO MAJOR ISSUES,

PHYSICIAN MAPOWER AND THE FINANCING OF GRADUATE MEDICAL EDUCATION,

PHYSICIAL MANPOWER

o ARE WE TRA'!ING TOO MANY OR TOO CEW?

o ARE THEY MALDISTRIBUTED?

FINANCING OF GRADUATE MEDICAL EDUCATION

0 SHOULD !EDICARE SUPPORT GRADUATE "'EDICAL EDUCATION?

0 IS THE CURRENT FUNDING TOO MUCH, TOO LITTLE OR JUST RIGHT?

-7
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PHYSICIAN M POWER
THERE IS CONSIDERABLE DEBATE OVER WHETHER WE ARE PRODUCING TOO MANY

PHYSICIANS: IN RESPONSE TO FEDERAL POLICY, THE OUTPUT OF AMERICAN

MEDICAL SCHOOLS HAS DOUBLED IN THE LAST DECADE. IN ADDITION, NUMEROUS

YOUNG AMERICANS ARE TRAINING ABROAD AND ENTERING THE U.S. PHYSICIAN

MANPOWER POOL. WHILE THERE IS A GENERAL FEELING THAT THERE WILL BE AN

EXCESS" OF PHYSICIANS IN THE 1990'S, THERE IS NOT AGREEMENT THAT THIS

WILL BE THE CASE IN THE BEGINNING OF THE TWENTY-FIRST CENTURY WITH OUR

SIGNIFICANTLY INCREASING ELDERLY POPULATION AND THE HEALTH CARE THEY

WILL REQUIRE.

MANY ECONOMISTS HAVE DESPAIRED OF THERE EVER BEING A COMPETITIVE MARKET-

PLACE IN MEDICINE. OUR ASSOCIATION MEMBERS ARE ALREADY OBSERVING A HIGH

LEVEL OF COMPETITIVENESS. THE COMBINATION OF PRESSURE BY THE GOVERNMENT

TO REDUCE COSTS UNDER THE PROSPECTIVE PAYMENT SYSTEM (PPS) AND THE PRO-

FESSIONAL REVIEW ORGANIZATION (PRO) AND THE GROWTH OF ALTERNATIVE CARE

SYSTEMS SUCH AS HEALTH MAINTENANCE ORGANIZATIONS (HMOs) AND PREFERRED

PROVIDER ORGANIZATIONS (PPOs) ARE CREATING A TRUE MEDICAL MARKETPLACE

IN THIS NATION. AN ABRUPT LIMIT ON THE NUMBER OF PHYSICIANS WILL BE

COUNTER TO THESE FORCES.

THE FEDERAL GOVERNMENT HAS RECENTLY MOVED TO MAKE MEMBERSHIP IN HMlOs

EASIER FOR MEDICARE RECIPIENTS. THESE ORGANIZATIONS CREATE INCENTIVES

FOR PRIMARY PHYSICIANS AND DISINCENTIVES FOR THE USE OF SPECIALISTS AND

HOSPITAL-BASED CARE.

WE BELIEVE THAT THE GOVERNMENT FACES AN IMPORTANT ISSUE WITH REGARD

TO FOREIGN MEDICAL GRADUATES AND THEIR ENTRY INTO THE U.S. HEALTH CARE

SYSTEM. WE HAVE AN OBLIGATION TO PROVIDE TRAINING OPPORTUNITIES FOR

THE GRADUATES OF MEDICAL SCHOOLS ACCREDITED BY THE LIAISON COMMITTEE

ON MEDICAL EDUCATION (LCME) AND THE ACCREDITED OSTEOPATHIC SCHOOLS.

3
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WE FAVOR OPPORTUNITIES FOR ALIEN FOREIGN MEDICAL SCHOOL GRADUATES

TO TRAIN IN OUR SETTING AS PARr OF THEIR EDUCATION PRIOR TO RETURNING

TO THEIR RESPECTIVE COUNTRIES, EIGHTEEN PERCENT OF ALL RESIDENCY

POSITIONS ARE CURRENTLY FILLED WITH U.S. CITIZEN AND ALIEN FOREIGN

MEDICAL GRADUATES.

THE QUALITY OF GRADUATE MEDICAL EDUCATION PROGRAMS HAS BEEN MAINTAINED

AT AN EXCEEDINGLY HIGH LEVEL THROUGH THE EFFORTS OF THE ACCREDITATION

COUNCIL FOR GRADUATE FIEDICAL EDUCATION. IN RECENT YEARS SUB-SPECIALTY

TRAINING PROGRAMS HAVE COME UNDER THEIR SCRUTINY. tT IS ESTIMATED THAT

IN THE VARIOUS SUB-SPECIALTIES OF'INTERNAL MFDICINE, TWENTY-FIVE PER-,

CENT OF THE TRAINING FELLOWSHIPS WILL NOT MEET THE STANDARDS AND THUS

BE PHASED OUT.

A NEWLY PREPARED FOREIGN MEDICAL GRADUATE EXAMINATION IN THE MEDICAL

SCIENCES HAS RAISED THE STANDARDS FOR ENTRY OF THESE STUDENTS TO THAT

TRADITIONALLY REQUIRED OF GRADUATES OF LCIE ACCREDITED INSTITUTIONS.

!F THERE ARE TO BE CONTROLS ON THE NUMBERS OF PHYSICIANS IN TRAINING,

WE BELIEVE THE CONTROL POINT SHOULD BE ENTRY INTO MEDICAL SCHOOL, NOT

GRADUATE MEDICAL EDUCATION. ANY ABRUPT REDUCTIONS IN GRADUATE MEDICAL

EDUCATION FUNDING WILL BE UNFAIR TO THE STUDENTS CURRENTLY IN OUR

SCHOOLS. HOWEVER, SINCE EIGHTEEN PERCENT .OF ALL RESIDENTS ARE FOREIGN

MEDICAL GRADUATES, THERE MAY WELL BE AN OPPORTUNITY TO REDUCE OVERALL

FUNDING.

FIN, CI NG
WE BELIEVE THE FINANCING OF GRADUATE MEDICAL EDUCATION IS A RESPONSIBILITY

OF ALL THOSE WHO BENEFIT, OR MAY AT SOME TIME BENEFIT FROM THE QUALITY IT

PRODUCES AND FROM THE RESOURCES IT PREPARES FOR THE FUTURE. THE CURRENT

4



292

SYSTEM MEETS THIS RESPONSIBILITY, WITH EACH PAYOR CONTRIBUTING A

FAIR SHARE THROUGH THEIR HEALTH INSURANCE PREMIUMS. WE FAVOR THE

CONTINUATION OF THIS APPROACH. FURTHER, IF ONE WISHES TO CUT BACK

ON THE NUMBER OF PHYSICIANS BEING TRAINED IN THIS COUNTRY, A FOCUS ON

GRADUATE MEDICAL EDUCATION TO BRING THIS ABOUT IS INAPPROPRIATE.

RATHER, CONTROL SHOULD BE EXERCISED AT THE ENTRY POINT IN MEDICAL

TRAINING - ENTRANCE TO A MEDICAL SCHOOL.

WHEN DISCUSSING MEDICARE'S CONTRIBUTION TO GRADUATE MEDICAL EDUCATION,

IT IS DIVIDED INTO TWO COMPONENTS - DIRECT COSTS AND INDIRECT ALLOWANCES,

DIa.UT CO=T - DIRECT MEDICAL EDUCATION PAYMENTS ARE FOR THE SALARIES AND

DIRECT SUPPORT OF RESIDENTS AND INTERNS. IT IS THIS TRAINING IN THE

CARE DELIVERY SETTING THAT CONVERTS AN INDIVIDUAL FROM A SUCCESSFUL

STUDENT TO A PHYSICIAN. AT A COMMUNITY TEACHING HOSPITAL, HE/SHE

HAS THE OPPORTUNITY TO PARTICIPATE IN PATIENT CARE IN A VARIETY OF

SETTINGS BOTH IN AND OUTSIDE OF THE HOSPITAL. WITH THE EMERGENCE OF

ALTERNATIVE DELIVERY SYSTEMS, RESIDENTS SHOULD BE EXPOSED TO THESE COST-

EFFECTIVE APPROACHES. IN ADDITION, THE FEDERALLY MANDATED PROSPECTIVE

PAYMENT SYSTEM AND UTILIZATION REVIEW PROGRAMS HAVE CAUSED ALL HOSPITALS,

INCLUDING THE NATION'S TEACHING HOSPITALb, TO INSIST THAT

THEIR PRACTITIONERS CONCERN THEMSELVES WITH BOTH'THE HEALTH OF THEIR

PATIENTS AND THE FINAflCIAL HEALTH OF THEIR HOSPITALS. AS A RESULT,

COST CONTAINMENT IS NOW INTERWOVEN INTO THE FABRIC OF GRADUATE MEDICAL

EDUCATION AND WILL HAVE A SIGNIFICANT SHORT AND LONG TERM IMPACT.

THE ADMINISTRATION'S PROPOSAL TO FREEZE DIRECT GRADUATE MEDICAL

EDUCATION PAYMENTS WILL HAVE INORDINATELY ADVERSE EFFECTS ON COMMUNITY

TEACHING HOSPITALS, AS MANY PROGRAMS ARE RELATIVELY SMALL AND WILL DISAPPEAR.

5
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AS RESIDENTS AND INTERNS ARE AN INTEGRAL PART OF THE PATIENT CARE

IN COMMUNITY TEACHING HOSPITALS, BOTH qUALITY AND ACCESS TO NEEDED

HEALTH CARE WILL SUFFER. WITH INFLATION AT 4,.5, PLACING A CAP ON

GRADUATE MEDICAL EDUCATIOl FUNDING WILL AMOUNT TO A REDUCTION IN THE

FIRST YEAR. THE VARIOUS PROPOSALS TO FUND ONLY THE FIRST OR

THE FIRST THREE YEARS OF RESIDENCY WILL INEVITABLY DO HARM TO THE

SPECIALTY TRAINING PROGRAMS. THIS LONG TERM OUTCOME IS UNACCEPTABLE.

WE FAVOR FULL DIRECT FUNDING OF ALL ACCREDITED PRIMARY CARE AND

SPECIALTY PROGRAMS WHILE WE WORK TOGETHER WITH THE GOVERNMENT TO DEVELOP

A MANPOWER PLAN. MEANWHILE, THE ALREADY-EXISTING REGULATORY INITIATIVES

OF THE GOVERNMENT AND THE MARKET FORCES NOW IN PLACE WILL PARTIALLY RECTIFY

THE PROBLEM.

INDIRECT ALLOWANCES - INDIRECT MEDICAL EDUCATION FUNDING IS BASED ON A

FORMULA OF RESIDENTS TO BEDS AND WAS ESSENTIA.LY DEVELOPED AS A PROXY

TO ACCOUNT FOR THE LEGITIMATELY HIGHER COSTS ASSOCIATED WITH TEACHING

HOSPITALS. UNTIL SUCH TIME AS THESE COSTS ARE IDENTIFIED, THE

ADMINISTRATION IS RECOMMENDATIONS TO MERELY HALF THEM IS NOT ACCEPTABLE.

1E FAVOR CONTINUED DEVELOPMENT OF A SEVERITY INDEX SUCH AS THE ONE UNDER

STUDY BY THE PROSPECTIVE PAYMENT ADVISORY COMMITTEE TO THE HEALTH CARE

FINANCING AUTHORITY. UNTIL BETTER MEASURES ARE DEVELOPED FOR COMPUTING

THIS ADJUSTMENT, WE FAVOR ITS CONTINUANCE AT A REASONABLE RATE.

FINALLY, A NUMBER OF ALTERNATIVES TO THE CURRENT SYSTEM OF FINANCING

GRADUATE MEDICAL EDUCATION ARE UNDER REVIEW. THEY RANGE FROM TURNING

THE RESPONSIBILITY OVER TO THE STATES, TO THE MEDICAL SCHOOLS, OR TO

LIMITING THE NUMBER OF YEARS OF FEDERAL FINANCIAL SUPPORT. VE FIND

EACH OF THESE PROPOSALS TO HAVE MAJOR FLAWS WHEN COMPARED TO THE PRESENT

SYSTEM. STATES ARE IN NO POSITION TO ESTABLISH TRAINING NEEDS AS EACH

IS ONLY A SMALL PART OF AN OVERALL NATIONAL SYSTEM OF HEALTH CARE.

6
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CONCLUS1Qli

OUR CURRENT SYSTEM FOR GRADUATE MEDICAL EDUCATION IS WORKING AND IS

NOT IN NEED OF MAJOR REFORM. IT IS BUT A PART OF OUR OVERALL HEALTH

CARE SYSTEM, AND OVER TIME IS RESPONSIVE TO THE CONFIGURATION OF THAT

SYSTEM. MANY CHANGES ARE NOW OCCURRING IN THE DELIVERY OF HEALTH CARE

SERVICES. IT IS ONLY A MATTER OF TIME BEFORE THESE CHANGES ARE REFLECTED

IN OUR EDUCATIONAL PROGRAMS,

ABRUPT REGULATORY INTERVENTION WITHOUT A MANPOWER PLAN IS LIKELY TO DO MORE

HARM THAN GOOD., ON THE OTHER HAND, WITHDRAWAL OF GOVERNMENT SUPPORT

WILL ALSO HAVE SIGNIFICANT ADVERSE CONSEQUENCES, RECENT INFORMATION

INDICATES THAT THE MEDICARE PROGRAM IS IN BETTER FISCAL SHAPE THAN HAD

BEEN THOUGHT. THIS IS IN PART DUE TO THE REDUCED UTILIZATION OF THE

MOST EXPENSIVE COMPONENT OF CARE, NAMELY THE HOSPITAL, AND THE IMPACT

OF VARIOUS ALTERNATIVE DELIVERY SYSTEMS, LET US WORK TOGETHER TO DEVELOP

A LONG TERM PHSYICIAN MANPOWER PLAN WHILE ALLOWING EXISTING COST REDUCTION

PROGRAMS AND CHANGES IN THE HEALTH CARE DELIVERY SYSTEM TO HAVE THEIR

EFFECT.

THANK YOU FOR YOUR KIND'ATTENTION AND CONCERN.

7
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STATEMENT OF MARK R. RUSSELL, SENIOR VICE PRESIDENT
AND CHIEF OPERATING OFFICER, KENNEDY MEMORIAL HOS-
PITALS, UNIVERSITY MEDICAL CENTER, STRATFORD, NJ, ON
BEHALF OF THE AMERICAN OSTEOPATHIC HOSPITAL ASSO-
CIATION, WASHINGTON, DC, ACCOMPANIED BY MARTIN A.
WALL, VICE PRESIDENT, AOHA
Mr. RUSSELL. Hello, Mr. Chairman.
I think I should say that, unlike another Washington, DC, name-

sake whose name I share, I'm the Mark Russell from New Jersey,
and I'm a practicing health administrator.

My hospital, the Kennedy Memorial Hospitals-University Medi-
cal Center, is a core teaching affiliate of the University of Medicine
and Dentistry of New Jersey, School of Osteopathic Medicine.

With me is Martin A. Wall, who is vice president of the Ameri-
can Osteopathic Hospital Association. Together, we represent over
200 small to mid-size osteopathic hospitals associated with the
American Osteopathic Hospital Association.

Our hospitals are in partnership with our osteopathic physician
colleagues who, to a very large degree, practice in the primary care
areas of medicine. The osteopathic system is clearly recognized as a
full-service alternative delivery system.

I might mention that the osteopathic medical education model is
distinctive. The vast majority of ou'r teaching hospitals are relative-
ly small community institutions which serve areas that tend to be
in smaller locales. Of our representative membership of over 209
hospitals, 113 of our hospitals are teaching hospitals. Our training
programs, to a large degree, produce primary care physicians.

AOHA opposes the 1-year freeze on Medicare payments for direct
medical education. In a survey recently conducted of our member-
ship, a great majority of our participating hospitals signified a di-
minishing interest and lack of support for teaching activities with
a more limited reimbursement system.

The osteopathic distinction is evident in our training programs
as well. Osteopathic training is approved by the American Osteo-
pathic Association, Bureau of Professional Education. This bill
should recognize the osteopathic profession and model and our re-
lated training accreditation roles.

The educational, clinical, and regulatory communities long ago
recognized the quality of the osteopathic profession. We are a sig-
nificant medical system, not just limited to a singular practice of
medicine. We therefore advocate the removal of the parenthetical
reference to our medical practice in the legislation.

We have made our most cogent points in our summary, submit-
ted earlier. We have, in addition, supplied our comments for the
record. On behalf of the American Osteopathic Hospital Associa-
tion, Mr. Chairman, we thank you.

Senator DURENBERGER. We thank all of you for your help in un-
derstanding the issue better and, as the other witnesses have done,
for moving us in the direction of a realistic commitment to Medi-
care funding of graduate medicai education.

Dick, let me ask you about what is called the exceptions process.
Your testimony suggests that we should have an exceptions process
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for hospitals that are more severely affected than other hospitals.
Can you give us sort of a sketchy little outline of what kind of an
exceptions process you would suggest, including criteria for catego-
rizing hospitals? And how would we administer it?

Mr. BERMAN. I had some experience in New York with an excep-
tions process that some didn't think was so good; we thought it was
pretty good. And it is difficult, because they are really judgment
issues.

On the first category, which dealt with moving beyond the freeze
in total dollars for house staff, it seems to me an exception would
be based on two things: If you want to encourage more general
practice or family practice, or some discrete portion of primary
care, then you would say an exception for such an expansion. A
second one would be where there has been a consolidation of a pro-
gram with some documentation of a reduction at another site.

On the foreign medical grad issue, I think I would do it by spe-
cialty, and I would probably do it where there is some threshold of
percentage of foreign medical grads there now.and then give them
a longer time to phase down. In other words, I am less concerned
with an institution that may have 2 percent foreign medical grads
than one that has 25 percent. And again, I would also be more con-
cerned if it was in a primary care area such as pediatrics or psychi-
atry or internal medicine than perhaps I would be if it is far out in
some of the other programs. So those would be at least two ele-
ments that I would have included.

Senator DURENBERGER. You have touched on this in part, but
Senator Bradley asked me to ask you a question about those few

hospitals nationally that have a very high proportion of foreign
medical graduates, most of which apparently are located in the
center of large urban areas and many of them located in a part of
the country that you come from: How will these hospitals be affect-
ed by the proposal to eliminate funding for foreign medical gradu-
ates? If the proposal is adopted, should a mechanism be established
to provide a pha'weout of some kind for hospitals with a high pro-
portion of foreign medical graduates, and a mechanism to offset
some of the financial losses for the hospitals with high indigent
care caseloads?

Mr. BERMAN. I think the way the bill is structured right now, it
would be unfair. A disproportionate hit would be on those institu-
tions that serve both a low-income clientele, whether that is urban
or rurAl, and I think we have seen examples in both cases, but the
heaviest concentration is where the heaviest numbers are, and that
is in the urban centers-New Jersey, New York. As a percentage,
they are concentrated primarily in New Jersey, New York, Illinois,
Pennsylvania, California, interestingly enough. All of those have
over 600 foreign medical grads. And then you go into percentages.

That's why I think you do have to adjust either with an excep-
tions process or with some formula. And it seems to me that, since
there is also a greater number of residency slots than there are
U.S.-trained students, if you really want to be helpful in the geo-
gra phical distribution, then I think that's where I would argue we
ought to address it with some positive incentives.

Maybe, to get to one of your other questions, I think it is more
appropriate to talk about incentive payments for house staff to go
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into those areas or those specialties rather than a uniform-number
payment for a house staff.

Senator DURENBERGER. Dr. Minogue, your testimony argues that
there will be a disproportionate negative impact on community
hospitals as a consequence of reductions in both direct and indirect
Medicare medical education funding. Why is there a larger impact
on community hospitals than on other types of hospitals?

Dr. MINOGUE. I don't believe that the testimony focused particu-
larly on that, Senator.

Senator DURENBERGER. Then I have another question for you.
Your testimony argues that it would be better to control future
physician supply in medical schools than in residencies. Could you
suggest how that could be legislated? Would not some type of a
quota system be required?

Dr. MINOGUE. I think some of the slowing down of the growth of
the medical schools of course has happened. As you noted, in your
State and elsewhere, there is some beginning reduction in size of
the medical school classes. My Association does not have a total
consensus on this issue. At the very time that we are producing a
large number of physicians, we are also seeing physicians taking
positions in health maintenance organizations which our profession
essentially shunned for a decade and in other alternative delivery
systems at much lower payscales than was custom aity. Our general
position is that the marketplace is having a major effect there and
may well help the inner-city hospitals by replacing the alien for-
eign medical graduate, in frequently weak residency programs, by
physicians who through incentives would go and practice and work
in those areas, and similarly in rural areas, although family prac-
tice training has helped that.

In answer to your specific question, I have no good formula. I
would not want the Federal Government to begin to dictate the
number of students that enter medical school in the first place. It
is certainly so, however, that the capitation grants, the modest
rants that were available in the seventies, caused this near-dou-
ling of size of our medical schools. So incentive programs in areas

where we feel there will be disruptions should be addressed. I don't
have those solutions quickly, but we would love to work with you
on that.

Senator DURENBERGER. I don't know if any of you want to take
on the issue that I raised earlier. There were a couple of parts of
the issue; one is that the needs for education expand in the same
proportion as the advances in medical technology, broadly inter-
preted, and that we have to keep adding a semester or a year peri-
odically to the system as well as a certain percentage of economic
return at the other end.

Several of the earlier witnesses made quite a point out of the fact
that, although they represent specialties, they spend a great
amount of their time in primary care. Dr. Ferris, on behalf of the
professors of medicine, was making an argument for the subspecial-
ty financing and indicated that six out of the nine subspecialties
spend greater than half their time providing primary care, and just
giving them more Medicare money to advance their subspecialties
seems to be somewhat of an inefficient way to deliver primary care
services.
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I think we all know that the plastic and reconstructive surgeons
don't just do those sorts of procedures that were described-here;
they do a lot of very basic things like removing moles and a variety
of things like that that could be done by people that don't have 7
years of specialty training on top of something else.

The doctor who represented the orthopedic surgeons-and I don't
have the figures in front of me-made similar comments about how
much time was spent in primary care. And unfortunately for me,
he used lower back problems as an example. I don't know how
many years it takes to become an orthopedic surgeon, but it doesn't
take all of that to diagnose lower back pain accurately, I can tell
you from personal experience.

Do you have some general comments on that larger issue of how
much education is necessary to do what?

Dr. MINOGUE. I would like to make a personal comment. My as-
sociation has not had time to digest your legislation and react to
that specific issue, but as one who has trained a lot of primary phy-
sicians and has spent most of his career in medical education con-
centrating on that effort, I question whether some of the primary
care done. by other specialists is in fact comprehensive, continuing
primary care or episodic care related to specific organ or body sys-
tems. So, it does not meet my definition, personally, of primary
care. I think therefore there should be, as I said in my statement,
support for primary care specialties, which are politically weak
within most teaching hospitals and medical schools. And I think
your bill is responsible in that it will probably cause a relook at the
curriculum in these subspecialty training programs. If, after that
look, the chain of disruption takes place, I am sure we will be back
to see you.

Senator DURENBERGER. Well, that was the invitation I made in
the beginning.

Any other comments?
Mr. RUSSELL. Yes. I would like to mention that osteopathic resi-

dencies range from 2 to 6 years in duration. However, every osteo-
pathic physician, regardless of his future practice goal, must com-
plete a 1-year rotating internship as part of the graduate training.
In our view, this is the essence of primary care preparation.

It was also mentioned in earlier testimony that general practice
activity in the osteopathic profession is fully 80 to 90 percent of all
the care practicing provided by osteopathic physicians in this coun-
try. That is a point that I think needs \to be underscored.

Mr. BERMAN. Again, one note, and that would be that I think it
varies greatly when you talk about medicine versus surgery. Some
of the cardiologists I know would meet every definition you would
have for primary care. They have their panel, you can call them at
any hour, they are your doctor, they happen to also be board-certi-
fied in cardiology, et cetera. I think that is a lot different than per-
haps the plastic surgeon example. It also varies by the form of
practice they are in. If they are in a hospital-based group practice
it may operate one way, and if the, are in an HMO it may operate
another. If you think of the surgical subspecialties as consultant
services, then you get one image.

I think that we have a responsibility to you, and you to the rest
of the people, to close the open-ended nature of it, so I think we
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have to find a mechanism. That mechanism ma be to freeze the
length of time as of today's requirements and take a major act by
the Secretary and/or the Congress to go beyond it. I don't think
you can leave it open-ended and fulfill the obligations that are
upon us.

Senator DURENBERGER. I was pleased to hear all of the physicians
association and the medical college and teaching hospital group
talk in terms of wanting to use the marketplace in general, and let
us just make sure we do not try to predetermine the way the mar-
ketplace is working.

It occurs to me that there are a couple of areas in which we are
not trying to dictate anything but want to make sure the market-
place can work. One obviously is in the way we reimburse hospi-
tals, and particularly now that we start working our way toward
some kind of a prospective payment system for physicians. The in-
formation that we are learning about the variations in the practice
patterns of physicians is certainly interesting. Comparisons being
made between your State, Mr. Berman, or in New Jersey, its neigh-
bor, and places like North Carolina in terms of the utilization of
specialties and subspecialties are very, very interesting. It looks
like the utilization of specialties is in direct proportion to the num-
bers that happen to exist in the community and need some kind of
employment. Now, that probably is not true, but it sure looks like
it.

The other area that hasn't been touched on in any depth, and
Im sure it will be over time, is the way in which the change in this
country from the individual practitioner to the group practice is
going to impact on the educational requirements. Certainly nobody
here is dictating that we have corporate medicine and all the
things we have been accused of; but the reality is that in many
areas the patient is much better off, or the people out there are
much better off, if they can get their health care from a mix of pri-
mary and specialty service deliverers. And if that is the case, if
they are getting them from that kind of a mix, then it isn't neces-
sary that everybody in that group have the maximum amount of
education. I mean, everybody has to have some basic training, but
after that you don't have to pile on quite as much education.

And yet, I can understand why we have been doing just that-
the pressure of malpractice, and a lot of other things. But in that
aggregation of professional providers perhaps will come some of the
efficiencies or the economies that we seek in medical education as
well.

Mr. BERMAN. But just as you have aimed it that way, I think
that makes it even clearer why a freeze on the existing distribu-
tion, or in fact trying to make each of the schools or each of the
hospitals look identical, may be inappropriate.

Senator DURENBERGER. Gentlemen, we are going to have to wind
this up. We have some unasked questions that we will send to all
of you, but I thank you all very much for your testimony.

At this point, the hearing is adjourned.
[Whereupon, at 12:15 p.m., the hearing was concluded.]
[The following communications were submitted to be made a part

of the hearing record.]
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The Honorable Lloyd Bentsen
The United States Senate
Washington, DC 20510

Dear Senator Bentsen:

Following the appearance of the AAMC's witnesses, Dr. Donald Weston and Mr.
Gene Staples, at the June 3 hearing of the Finance Committee's Subcommittee on
Health, you asked to have the AAMC respond to two.questions:

(1) Do residents in their latter years of training see patients through practice
plans associated with teaching institutions?

(2) At what point in their training do residents who work with the practice plan
begin to generate income for the plan? Would you provide the Committee with
information on the extent of resident participation in practice pans and
estimated annual incomes that a typical resident might generate?

Practice plans are the organized groups of faculty physicians in medical
schools and teaching hospitals. They vary widely in how they are organized and
operate. Because these plans are comprised of some or all of the faculty members
who are responsible for the institution's educational programs, residents do see
patients throughout their training while under the supervision of faculty members
who participate in the practice plan. Residents who are paid for under Part A of
Medicare and who see patients as part of their training do not bill
fee-fov-service (Part B) for the services rendered. However, the attending
faculty member who is supervising the resident may bill for any service rendered
in conformance with the April, 1969 Intermediary Letter (I. L.) 372, which
states:

"A. Conditions Which Must be Met for a Teaching Physician to be
Eligible for Part B Reimbursement as an AttendingPhysician

The physician* must be the patient's "attending physician."
This means he must, as demonstrated by performance of the
activities listed below, render sufficient personal and
identifiable medical services to the Medicare beneficiary to
exercise full, personal control over the management of the
portion of the case for which a charge can be recognized; his
services to the patient must be of the same character, in terms
of the responsibilities to the patient that are assumed and

*The term "physician" does not include any resident or intern of the hospital
regardless of any other title by which he is designated or his position on the
medical staff. For example, a senior resident who is referred to as an
"assistant attending surgeon" or an "associate physician" would still be
considered a resident since the senior year of the residency is essential to
completion of the program.
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fulfilled, as the services he renders to his other paying
patients.

1. To be the "attending physician" for an entire period of hospital
care, the teaching physician must at a minimum:

a. review the patient's history, the record of examinations and
tests in the institution, and make frequent reviews of the
patient's progress; and

b. personally examine the patient; and

c. confirm or revise the diagnosis and determine the course of
treatment to be followed; and

d. either perform the p yslcian's services required by the
patient or supervise the treatment so as to assure that
appropriate services are provided by interns, residents, or
others and that the care meets a proper quality level; and

e. be present and ready to perform any service performed by an
an attending physician in a nonteaching setting when a major
surgical procedure or a complex or dangerous medical
procedure is performed; for the physician to be an
"attending physician" his presence as an attending physician
must be necessary (not superfluous as where, for example,
the resident performing the procedure is fully qualified to
do so) from the medical standpoint; and

f. be recognized by the patient asthis personal physician and
be personally responsible for the continuity of the
patient's care, at least throughout the period of
hospitalization."

This provision was designed to permit the faculty to allow the residents to
acquire the clinical experience needed to become a fully trained physician
without having to forego their own professional fees to achieve this goal.
However, in some instances, the participation of a resident in delivering the
service will prevent another physician from billing. For example, in hospitals
sponsoring surgical residency programs, a surgeon may not bill as an assistant at
surgery except under special circumstances. (Section 5038, Chapter V. Medicare
Carriers Manual)

Thus, as a general rule, residents do not generate income for practice plans
per se, nor do they participate in practice plans. There are some exceptions
which are notable:

* residents at the Mayo Clinic are supported by the Mayo Foundation
rather than Rochester Methodist and St. May's hospitals. This is
a unique arrangement best explained by individuals at the Mayo
Clinic;
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s where family practice residents are being trained in "non-provider
based settings"-(e.g., non-hospital settings which are not
eligible to be paid on a cost basis), residents in training are
allowed to bill Part B for professional services;

* some residency programs have local requirements that exceed the
minimum requirements of the Residency Review Committee for -
accreditation and the minimum requirements for a resident to

becomee "Board eligible." In some circumstances, residents who
have become "Board eligible," but who have not met institutionally
set program requirements are awarded instructor status, and
allowed to bill under Part B for professional medical services;

Special certlflcates (certificates of competence) are granted by a
primary specialty board to designate special competence in a
subspecialty field represented by that board. Until recently,
programs leading to eligibility to sit for the special competence
exam were not accredited. For the most part, although thp
situation is changing many of these programs are still not subject
to accreditation standards. Individuals engaged in these programs
are usually identified as "fellows". The status of "fellows" with
regard to the question of whether they can bill for Part 8
professional medical services has never been clear. There may be
some limited circumstances where fellows are billing for
professional medical services under Part B, and these fellows may
be members of a faculty medical practice organization.

The Association is unable to estimate the extent to which income for medical
faculty practice plans Is generated by some residents or fellows, but we are
confident the amount of money is not large.

Sincerely,

Jhn A. 0. Coope rqM.D.

JAD/j sb

cc: E. Milhalskl
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June 21, 1985

United States Senate
Comittee on Finance
Washington, D.C. 20510

Attt: Don Muse

Dear Mr. Muse:

This letter is in response to Mr. Mihalski's letter to Oliver Beahrs,

M.D., F.A.C.S. daud June 5, 1985. In that letter, it was indicated that

the American College of Suz'eons' testimony on June 3, 1985 regarding

graduate medical education raised several questions by Chairman Packwood and

Senator Bentsen.

Chairman Packwood asked: Why is the number of board certified surgeons

decreasing while the number of practicing surgeons is increasing? As w

state in our testimony, the number of surgeons certified by their respective

specialty boards decreased from 4,200 in 1981 to 3,584 in 1983. These

figures are published annually by the Arerican Board of Medical Specialties

and represent only surgeons who are board certified in a surgical discipline

for that year. It should be pointed out that the certification process is

voluntary, and even fully eligible individuals may elect not to apply for

certification, although this is unusual.
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Te total number of '&ureons' reported by the American Medical Asso-

ciation for 1981 was 113,704. This rrber increased to 122,232 in 1983.

Te American Medical Association specialty classification figures are

determined by the largest number of hours that a physician devotes to a

specialty, regardless of certification. For exawple, in 1982, of the

118,789 mrgeons listed on AlP records, 45,072 were not certified by any

American Board. Over 19,000 of those not certified were residents and were

not yet eligible for certification.

In amamry, certification uters and numbers of practicing murgeons

cannot be oopared because they are derived frcm two different sources of

data. While we have no supprtive data, it is also possible that the

attrition rate for mirgeons is decreasing. This is another factor that

wold be responsible for an increasing rzber of practicing surgeons.

Senator Bentsen inquired whether "residents in the latter years of

training see patients thrcuh practice plans in teaching institutions and at

what point in training do residents who work with the practice plan begin to

generate inome for the plan?"

nTe Medicare regulations are such that physicians in training cannot

generate inoome through Medicare Part B. Instead, residents are oonpensated

through Medicare Part A, the educational pass thxr.0, by payment to the

hospitals frcn utich their salaries are paid. 7be level of inome generated

for a practice plan by residents wcmld be negligible because residents owld

not be licensed and given hospital privileges as free-standing practitioners

during a residency in general mrgery.

bI
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After a general surgical residency, if the graduates of the residency

were given faculty appointents, they might bill directly for the practice

plan after performing ir ently certain procedures in a specialty such

as vascular surgery. If more ccuplex vascular surgery proceur were

performed with a senior attending surgeon supervising the junior faculty

mw~ber, there would be billing by the senior surgeon.

I hope this responds to your questions. If ue can provide any additional

information, please let us know.

C.D. '.A.CS.

CM - aa
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Response from Clement Sledge, M.D.

to Questions

Posed by Senator Bentsen

Question 01: Do residents in their latter years of training

see patients through practice plans associated with teaching

institutions?

Response: Residents are usually defined as those participating

in an approved training program leading to eligibility for

board certification in an area of medicine or surgery; and as

such, they are not eligible to bill for services rendered.

Question #2: At what point in their training do residents who

work with the practice plan begin to generate income for the

plan? Would you provide the Committee information on the

extent of resident participation in practice plans and

estimated annual income that a typical resident might generate.

Response: As stated above, residents do not bill for services

rendered; however upon completion of the training requirements

for certification in their chosen disciplines, residents move

to "board eligible" status. At this point in time, they become

independent practitioners; their salary is no longer paid by

the hospital and they can usually bill third party payers for



307

their services. These "board eligible" individuals can and

often do see patients through faculty practice plans. However,

should the individual pursue training in a subspecialty beyond

his/her initial board eligibility training that individual is

referred to as a "fellow." During this period of subspecialty

training, the "fellow" does not bill for subspecialty services.

In the surgical disciplines, such as orthopaedic surgery, the

training program leading to board eligibility consists of at

least two major segments:

1. the first segment calls for one year of general surgery;

and

2. four years of orthopaedic surgery, with exposure to all

elements of the musculoskeletal system for both children

and adults.

The salary of the resident during both segments of the training

is paid by the hospital.

Thus, residents per se do not generate income to our faculty

practice plan.
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An individual rray chose to spend an additional year at our

institution to obtain training in a selected area, such as

reconstructive hand surgery. During this additional period, he

is referred to as a "fellow" and is usually compensated from

revenue generated from the services he/she renders as a "board

eligible" general orthopaedic surgeon.
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Edmund J. Mihalski
Deputy Chief of Staff for Health Policy
Lomittee on Finance
United States Senate
Washington, D.L. 20310

Dear Mr. MKhalski:

Closed are the responses of the American Medical Association
to questions posed by Chairman Packvood and Senator Bentsen. These
questions are a follow-up on the AMA's testimony at the June 3,
1985, Subcommittee on Health hearing concerning graduate medical
education.

Please let me knov It you have any questions.

Sincerely,

Thomas M. Wolff

Lnclosures
19b9p
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Question From Chairman Packwood

1. It is my perception that the question of funding graduate medical
education has already received intense analysis by such groups as the
Graduate Medical Education National Advisory Committee, the AANC, the
Commonwealth Fund Task Force, and others. What will your Ad Hoc
Panel add to our knowledge base on graduate medical education? When
will your findings be available?

The AMA's Ad Hoc Panel will provide a unique perspective on the
issue of funding graduate medical education because the Panel
Includes representatives of practicing physicians, academic
physicians, residents and medical students. The Panel's report
will be available in the near future though the exact date is
not knowu at this time.

Questions From Senator Bentsen

2. Do residents in their latter years of training see patients through
practice plans associated with teaching institutions?

Practice plans are financial arrangements the details of which
vary considerably. However, in all practice plans of which we
are aware, only faculty are members not residents. Residents
frequently see patients of faculty who are members of practice
plans. Resident care of such patients is concentrated on
inpatient services, but may also include ambulatory care.

3. At what point in their training do residents who work with the
practice plan begin to generate income for the plan? Would you
provide the C amlttee information on the extent of resident
participation in practice plans and estimated annual income that a
typical resident might generate.

To our knowledge residents do not directly generate income for
practice plans because they do not bill for their services. In
addition, residents do not participate in the operations of
practice plans.

1968p
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June 19, 1985

Mr. Edmund J. Mihalski
Deputy Chief of Staff
for Health Policy

United States Senate
Committee on Finan'.
Washington, CC 20510

Attention: Mr. Don Muse

Dear Mr. Mihalski

Following are our answers to the questions pnsed by Chairman Packwood
and by Senator Bentsen, forwarded to us with your letter of June 5, 1985.

1. Equalization of Stipends

The Association of Academic Health Centers has proposed that the
portion of residents' stipends eligible foC Medicare reimbursement should
be uniform for all specialties and all hospitals, with adjustments for
area cost of living and small increments for seniority.

Chairman Packwood has posed two qucstioni:

a) What are the problems that lead the AAAC to make this
suggestion?

b) What are the benefits and costs of such a pol icy?

The AAHC supports the principle of equalization of pay because:

1) It believes that in time, this provision will contribute to
keeping costs in check.

2) It would probably simplify reporting of GME costs.

3) It would discourage offering higher stipends for the purpose of
attracting residents. Competition should be based on program
quality, not stipend levels.

4) It would neutralize stipend levels as a factor In the selection
of specialty by trainees.

ELEVEN DUPONT CIRCLE N W 0 WASHINGTON DC 100% 0 101/1046O
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As far as cost benefits, the immediate fiscal impact of such policy
on the Medicare program is difficult to assess, but it should not increase
costs. We assume that, initially, equalization would be based on a
national average of stipends paid in a base year -- say 1985 -- and would
be phased so as to minimize financial disruption for presently higher paid
residents.

2. Questions from Senator Bentsen

a) "Do residents in their latter years of training see patients
through practice plans associated with teaching institutions?"

b) "At what point in their training do residents who work with the
practice plan begin to generate income for the plan? Would ou
provide the Committee information on the extent of resident
participation in practice plans and estimated annual income that
a typical resident might generate?m

In our view faculty practice plans are primarily mechanisms for
billing and distribution of the service fee income of faculty physicians
who participate in the plan. To our knowledge, residents do not belong to
practice plans or bill for services. However there may be exceptions,
especially in the case of very senior residents, and arrangements may vary
widely from institution to institution. We do not have any data on this
point, and are therefore unable to respond to Senator Bentsen's questions.

We will be pleased to answer, to the best of our ability, any
additional questions the Committee may wish to pose to us.

Sincerely,

n R. Ogness. D
RHident

JRH/Jmd
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June 3, 1985

Ms. Eetty Scott-Zoom
Committee on Finance
Room S.)-219
Jirksen Senate Office building
Washington, D.C. 20510

Dear Es. Scott-boom,

I would like to request to testify at the hearing on medicala l

Education fass-Through" that has been scheduled for June 3, 1985.

I am extremely interested in finding ways of lowering health

care costs without lowering its high quality and without inter-

fering with medical advances.

Ly opinions to you today are not as a member of the American

Yedical Association, Texas Ledical Association, Harris Jounty

,:edical Society, American College of Obstetricians and 3yne-

cologists, or of the Louston Surgical Society, of which I am

the current president. Instead, my opinions to you today are

as a health care consumer that hab two elderly parents, a

wife, four sons, and a daughter-in-law that are all health

care consumers. I say also that these opinions have been for-

mulated by a background that includes:

-Two years as a salaried U.S. I, avy physician,

It. Cdr., stationed at U.S. '.arine Station

Hospital, Cherry Joint, : orth Carolina, where

I was ohief of Obstetrics and gynecology end

Head of the Jependents clinic .
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-Six years in medical research and teaching at

1aylor Lniversity College of edicine, Fou'ston,

'exas.

-? i,-ite#n years in private practice in the Texas

'edical -enter, "iouston, Texas, one half of whiuh

has epr in teaching hospitals and one half in

nontpachin4. hospitals.

.y concerns that : would like to address today consist of lowering

.eRlth care costs by:

l):rohlbiting i medicare payments for graduate medical

eucht ion.

?).rohibiting proposals to give states block grants to

fund graduate medical education.

3)trohibiting proposals to federally fund three years

or residency training.

,);rohibitin,- the leveraging of the system that would

create nore primary care residencies.

5)irohibitin,' thte proposal to have the Xedicare hosp-

Ital, trust funJ contribute to the first year of

rest 'ney training.

C)irohlbtin- the use of any federal funds for resi-

lency training except for part ' doct' rs' coverage

for those doctors in residency training that treat

..edicaid and medicare e patients in city, county, or

state indigent hosoitals whore thc resident doctors

BEST AVAILABLE COPY
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are ones actually responsible for the patient's care.

7)frohibit.ing the development of a severity-of-illness

index, which teaching hospitals have sought.

I would now like to address these concerns In detail.

W1hy should .*edioare funds be used for graduate medical education

when its intended use is for paying health care co.ts for the

elderly. I say to restrict the use of i.edicare funds to its

intended purpose. internship and residency programs are siMply

extensions of medical school educational programs. The bene-

ficiaries of these educational programs are not the elderly sick,

but instead are:

A)The inter'ns and residents themselves, by furthering their

educations, increasing their knowledge and increasing

their future income potential.

?)The practicing physi ians at the teaching hospitals who

benefit tremendously from the help and assistance of the

interns and residents by:

l)free surgical assistants during surgery.

2)free admission workups with histories and

physicals on their patients including the

necessary dictations and paoer work.

3)free discharge su-nuary dictation.

4)free rounding on their patients.

5)free nightime coverage of their inpatients and

outpatients by the intern and 'insidents sleeping
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in the hospital, frequently being awakened by

phone calls, trips to the floors to check on

patients, and frequently going to the "-.nergency

Room to see patients sent in by their" private

Dhysiclans wlo remain at home, perr.ittinc tho

intern an! resident to take care of a lirge

rprcentage of their nii'.nt time and weekend

vrobleis.

Elfree coverage of labor and delivery patients,

many times actually delivering the patient w.'en

the private physician dcer rot make it in tire

or cannot be located.

say that the cost of graduate medical education should be bornC

by those who benefit from it. :.'irst of all, 1 advocate that tl:e

private physicians at the teaching hospitals who benefit from all

the fine assistance from the interns and residents should oqy for

it. I practice at a nonteachin7 hospital and 1 Day my surgical

assistant 'I.E3/ver hour, my scrub nurse ;19.6/D/er hour, and

nj graduate nurse that dictates my discharge summaries $lP.(3/rer

hour. '-verytime that the intern and/or resident rhysilcian does

a service for a private physician ir a teaching hospital, he or

she should be reimbursed bj that physician, whether its seeing

a patient in the emergency room or getting up at nirht to check

on a patient that the nurse is concerned about. They should be

reimbursed for every delivery of a child that is necessary when
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the rrivate obstetrician does not make the delivery in tire.

Another possibl- 3ii.tion would be for the entire medical staff,

tha.t benefits front the presence of the interns and residents, to

vol~intarily or Involintarily establish a residency fund that

wo, 1 adequately roy salaries for the interns and residents.

t it is true that teaching hospitals recieve "sicker patients"

tlhan nontoacnin" hospitals, then let this discrepancy be made

up by t he ortyment for the .. ; illness rather than increasing

reibursenents for all the Ji3is just because the hospital is

a teacnin,-, hospital.

:ecoilly, If adequate reimbursement of interns and residents

cannot be accomplihed with the above recommendation, I say

to extend the :.ealth :.ducation Assistance loans program to

interns and residents, providinE financial aid to them, as it

does to neical students. Since this is a government guaran-

teeI tut not :overn.-,ent funded progi-Rm, I believe that it

would be accortable by all parties concerned.

tor those teachin hospitals that are city, county, or state

indiont hospitals where there are no private physicians that

would benefit fro., interns' and residents' help, the funding

of salaries oolild be by fart 7z medicaree and k.edicaid payments

for actual services o,..rformed. Any additional funding required

should come from t'-,e city, county, or state governments them-

60-M9 0-M--
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-elves, not from medicaree funds.

:astly, 1 would propose another possible source of funding

for graduate medical education. :.ach teaching hosnital could

set up a residency training fund from private sources such as:

l)Alumni of the respective residency training programs,

who out of gratitude for the training they recieved,

would 1e motivated to contribute.

?):orporations whose profits benefit from what physi-

cians do, i.e.:

a)'.ife insurance companies whose policy holders

longevity continues to increase yearly resulting

in increased profits. (Zoe Exhibit A)

b)iharmaceutical companies whose profits increase

because of prescriptions written by physicians.

(See -.xhibit r )

3)lrivate foundations.

i would make a plea to immediately stop all present plans to

leverage the medical education system, want to make a plea

to open up the system so that any deserving student that wants

to become a physician has an opportunity to go to medical school.

When he finishes medical school, he should have an opportunity to

try to become whatever kind of physician he wants to become,

whether eye surgeon, plastic surgeon, or primary care physician.

presently, 20% of all physicians in the United States are foreign
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reJicsl ,,raduate,. :%any of our fine college o-rnluatrs are ,havi.'

to jgo out of the country to a forelr.n -edical school bpcaus? of

an inability to :ain entrance to one herp in this country. '.vrorn

a larger nurmbpr ,ive uo trying , to gain entiartnc- after belng t'trne(i

down and switch to other fields.

: say that this 's a shame and disgrace. Very college vraduat.e

that wants to go to medical school should have an orrortunity to

do so. So much competition exists for the restricted number of

available spots that too much reliance is Placed upon grade point

average and ..AT scores. 1 would like to see it easier to become

a doctor# so much so that any college graduate that wants to can

give medical school a try.

people say, "well wnat about the doctor glut?", "we already have

too many doctors and too many more coming "down the ;pe" (still

in training)". 1 say the more doctors we have, the more compoe-

tition there will be with lowering of health care costs. :

would li!.e to remind people that there are still entire counties

in this country without a single physician. There are twice as

many lawyers in the state of Texas as there are physicians, and

twice as many lawyers in iarris County, Texas, than there are

physicians.

Lawyers physicians

Texas 40,000 25,750

Harris County 12,000 6,123
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I say that. it should te just as easy for a college graduate to

jet into medical school as it is for him to get into law school.

:n closing, once atain would like to urge you to preserve %.edi-

care funds for their intended use ot paying health care costs of

the elderly. .edoral subsidies for health professions training,

which begain in 1965, should be discontinued. ,1he supply of

physicians per capita has Frown 49) between 1965 and 1983, and sur-

pluses for most health care disciplines are projected for the 1990's.

1ith the surplus of physicians coupled with decreased occupancy

rates of hospitals (caused by cost containment po1cies during the

past several years, see Exhibit h), there has developed a fierce

competition between doctors for patients, and between hospitals

for patients with television and radio commercials, and news-

paper advertisements with some teaching hospitals advertising

steak and shrimp dinners,(See :;xhibit C), as well as free limo-

sine service home at time of discharge, and hors d'oeuvres for

guests. Aiscounts on services are being offered by the different

preferred provider organizations (P.1.0.'s) associated with the

different hospitals and hospital chains. It is estimated there

are 4,000 to 6,000 empty hospital beds each day in Karris County.

(See Exhibit L) With this as a background, why should Medicare

funds be used to help the teaching hospitals when they are com-

peting &a actively against the nonteaching hospitals. I say that

it is unfair for Xedicare funds to be used to help subsidize the
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teaching hospitals when they are so actively competing with the

nonteaching hospitals for patients. fou may not be aware of it,

but the leading hospital chains, like Hospital Corporation of

America and lumana, are seeking to own or manage teaching hosp-

itals. (See E-xhibit E)

In a nutshell, the nonteaching hospitals are competing against

the teaching hospitals and it is unfair competition since the \

teaching hospitals are being subsidized by Yedicare funds that

were intended for health care costs for the elderly. I say let

us put a stop to the entire *1.3 Billion indirect aid for health

professions education, leaving only the revolving fund for Health

Education Assistance Loans.

I am very sorry that my request to testify was denied but I do

appreciate having the opportunity to have my recommendations

included in the printed record of the hearing.

Sincerely yours,

J. Alan Alexander, K.).
JAA/npp
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May 40, 1985

the Honorable Robert Packwood
Chairman
Senate Finance Comiittee
SD219 Senate Dirksen Building
Washington. D. C. 20510

Dear Senator Packwood,

Subject: MEtANOWASKIN CANCER: YOUR HEARINGS ON HEALTH PROMOTION
AND DISEASE PREVENTION FOR MEDICARE BENEFICIARIES

This is a request that this letter be inserted as part of the hearing record
during your hearings on Health Promotion and Disease Prevention. Specifically.
it is.to report on the program now being undertaken by the American Academy
of Dermatotngy regarding Melanoma/Skin Cancer, which will impact considerably
upon the Medicare population , which because of ase, Is most susceptible to these
diseases.

The Task Force on Preventive Deratology of the American Academy of Dermatology.
aware el the fact that the death rate from malignant melanoma In the USA is
increasing at an alarming rate, recommend to our Board of Directors that revers-
Ing that trend is feasible and possible through early recognition anc; prompt
surgical excision ot early lesions of malignant melanoma. We propo,,J that
the American Academy of Dermatology strive to make death from malignant mlanoma
a rarity in the not too distant future through public and physician educational
programs stressing that there is evidence that recognition and prompt surgical
removal of early melanoma results in a hith cure rate. The incidence and mortality
of malign4nt melanoma can be reduced at this time primarily bv recognition and
removal of small, flat evolving lesions of malignant melanoma.

Approximately 100 local societies along with brmllet *toups of skin specialists
organized approximately cOO free melanoma/skin cancer screening programs this
a-puing all over the country. these were held independently or in collaboration
with the National Health Fairs. The Skin Cancer Foundation and other service
and medical organizations gave support.

One of the most noteworthy examples of the success of this year's screening
was in New York City where the dermatologists are well organized and worked
together harmoniously in a two-day melanomalskin cancer screening program 2,219

156? MA E Av iENL LVAN$, TON I*OS 60201 0 AREA CO 312 69 3954
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persons in Manhattan were Riven free examinations resulting in the discovery
of 200 skin cancers or the basal cell type and 14 melanomas. The melanomas
detected were early and the chance for cure very high. This examination was
probably life saving tar these 14 individuals, none of whom I understand had
a family physician or skin speLialist.

Also, Mr. Chairman, we would like to indicate that our program was helped con-
siderably by the Senate and House joint congressional resolution signed by the
President on March 25. 1985. and its wLdespread dissemination throughout the
Academy membership, on "Skin Cancer Prevention and Detection Week".

We are deeply tratetul to you. Chairman Packwood. for co-sponsorint that resolu-
tion; to Senator Durenberger. Chairman of vour Subcommslttee on Healtht and to
the majority of Members of both the Finance Committee and the Subcommittee who
also were co-sponsors.

You will be interested to know that the American Academy of Dermatology has
published a special article in cooperation with the American Cancer Society
on Early Detection of Malignant Melanoma for Physicians in the Kay/June 1985
Ca - a cancer journal for clinicians. Also, the American Academy of Dermatology
and the American Cancer Society are preparing a booklet on self-examination
for melanoma for the public which will be available later this year.

Plans for nationwide physician and public education on the signs of early malignant
melanoma are in progress.

We believe these programs will show continuing success, as previous programs
In this country and elsewhere already have proved their worth. For example.
public and professional educational programs in Queensland, lustralia which
has the highest incidence of melanoma in the world, in Albue ,erque, New Mexico,
with a high incidence of melanoma only in caucasians of the area, and in Glessen,
West Germany have been successful in reducing the mortality of melanoma. Their
public has become aware of the melanoma problem, of indlvi.uals at increased
risk, of signs of early malignant change In pigmented lesions, of seeking medical
consultation promptly, and in preventive measures through educational endeavors.
We pian to continue to challenge the American people to do likewise.

We would be pleased to answer any questions that your staff may have regarding
this program.

Ntncerely ours.

ikt

/J."IB. Howell. M.D.
Chairman
Task Force on Preventive Dermatology
862 Wadley Tower
3600 Gaston Avenue
-0ilfir, Texas 75246
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STATEMENT or THE AMERICAN ASSOCIATION OF COLLEGES OF PEDIATRIC MEDICINE
SUBMrITED BY ROBERT CAPONE

Mr. Chairman and members of the subcommittee-

My name is Robert Capone and I am Executive Director of the

American Association of Colleges of Podiatric Medicine.

On behalf of our association, I want to thank you for the

opportunity to present our views and comments on the subject of

graduate medical education and S.1158, as it relates to the

field of podiatric medicine.

Medicare support to the field of podiatric medicine perhaps

best embodies the original intent of the graduate medical

education program. For the severe shortages which first

prompted Congress to establish the GME reimbursement mechanism

are still very much in existence when it comes to podiatric

medicine.

Over the past two decades the number of podiatric medical

school graduates has steadily increased, although barely at a

rate sufficient to offset the number of podiatrists who have

retired from the profession. Consequently, today there are

only 9,000 practicing podiatrists in this country -- or one for

every 27,000 Americans.
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Simply put, Hr. Chairman, this country is now experiencing

a severe national shortage of trained podiatrists.

But the problem run' deeper than that. Today and for the

next several decades, the elderly will make up the fastest

growing segment of our population. As it happens, these are

the individuals who are most vulnerable to foot ailments. In

fact, Mr. Chairman, about 95 percent of individuals age 65 and

over suffer from painful, often debilitating foot problems.

hhat is more, according to demographic projections over the

next half century the over-65 population will double, to 62.5

million. Unless there is an adequate supply of podiatrists,

many of these individuals will postpone or forgo treatment

altogether, only to face more serious and -- in terms of Medi-

care reimbursement -- often more costly health problems at a

later time. Of course, the problem is even more critical in

rural communities, where we find a disproportionate number of

the needy elderly -- people who typically require much more

medical care than the general population.

Each year, approximately 500 poditaric graduates receive

graduate medical training in residency programs at teaching

hospitals. Comensurately, each year additional states increase

their licensure requirements to include residency training.

-2-
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So you see, Yr. hairiran, the quest-or c : :rbursvrent for

specialties in oversupply is simply not an issuc here.

The fact of the matter is that given the current and pro-

jected shortages in this field, the burgeoning elderly popula-

tion, and stricter licensure requirements, any diminution of

support for clinical training would only serve to intensify the

problem.

For the reasons I have cited, Mr. Chairman, our Association

supports that provision in S.1158 calling for a study of

nursing and other health professions educational activities.

We believe that type of baseline information is essential if we

are to obtain an accurate assessment of Medicare's contribution

to these very important educational activities.

On the other hand, we believe that a. across-the-board

freeze on direct cost payments would unduly penalize podiatric

medicine. It is our understanding that this provision is

included in the bill to permit certain disciplines an

opportunity to prepare for the proposed five-year limit on

Medicare reimbursements. Since residency programs for

podiatric medicine range from one to three years, we believe

that such a freeze is inappropriate and unnecessary. In fact,

the disruption resulting from a freeze on payments could

perhaps worsen the shortage problems I have described..

-3-



Wc thank you for the opportun::y to subrrit this testimony

end we stand ready to offer whatever assistance you may need as

"ongrepS reviews this important issue.
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June 10, 1985

The Honorable Robert Packwood
Chairman
Senate Finance Committee
SD 219 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Packwood:

Enclosed is the joint statement of the American college of
Cardiology EACCI and the American Heart Association (AHA
on Medicare funding for graduate medical education. We ask
that our statement be made a part of the permanent record
of the hearings on this subject hold June 3, 1985.

As our statement indicates, ACC and AA are gravely concerned
about the proposal to withdraw support for the training of
subspecialists, including cardiologists. Given the important
services provided to Medicare beneficiaries by cardiologists,
and fhe expected increases in ti. agel population in this
country, we submit that any drastic c'nanges in Medicare support
for subspecialty training is ill-advised.

Thank you for the opportunity to submit this statement for
the record.

Sincerely,

PresIdent
American Heart Association

4,ew

Willilam W. Parmley, ..
President
American college of Cardiology
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Statement of the American College of Cardiology (ACC)

and the American Heart Association (AHA) on

Medicare Funding for Graduate Medical Education

The American College of Cardiology is a 13,600 member

professional society representing physicians who are expert in

the provision of cardiovascular medical care. The American Heart

Association, comprised of 55 affiliate organizations, over 1,200

local components and more than 2 million volunteers, is the

nation's second largest voluntary health organization. ACC and

AHA are extremely concerned about issues which impact on the

training opportunities afforded to physicians who make the

subspecialty of cardiology their vocation. We take this

opportunity to comment on S. 1158 and ask that this statement be

made a part of the permanent hearing record.

ACC and AHA commend Senators Dole, Durenberger, and Bentsen for

raising many of the critical issues deserving of our attention

and discussion in the area of Medicare financing of graduate

medical education. Moreover, we recognize the leadership role

which Senator Daniel Quayle of the Labor & Human Resources

Committee has played in the discussions on this subject.

It is our view that S. 1158 contains a number of important and

useful ideas for approaches to reforming the Medicare G4E system

as well as a number of provisions which will have unforeseen and

possibly dire consequences for our medical care system.



We support the provisions of S.1158 which would end Medicare

support for alien foreign medical graduates. Althougn

we fully acknowledge the moral responsibility of the U.S. for

fostering the public health throughout the world and we recognize

the invaluable contributions made to cardiology by alien

physicians working in this country and abroad, we also recognize

that in times of budget retrenchment, it sometimes is necessary

to eliminate useful and beneficial programs. We agree with the

premise that the elimination of support for advanced training of

non-citizen graduates of foreign medical schools will produce

significant budget savings with a minimal adverse impact on the

basic mission of the Medicare program, to provide excellent

health care for our nation's elderly. ACC and AHA stand ready

to work with the Congress to design a means for assisting foreign

physicians in obtaining requisite training in ways which are not

so costly to N kdicare.

We do not support the provisions of S.1158 which restrict

Medicare support to those programs leading to initial

board certification. This provision would effectively eliminate

Medicare support for subspecialty training, including cardiology

training. Cardiologists are required to achieve initial board

certification in internal medicine (usually after 3 years of

training) before beginning their fellowships in cardiology, which

are normally 2 years in length.
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Singling out subspecialty training for disenfranchisement isV

counterproductive to the 4.al of the Medicare program.

Subspecialists, including cardiologists, provide important

services to the Medicare population. According to the National p

Heart, Lung, and Blood Institute, in 1980, about half of all

deaths in the 65-74 age group were caused by cardiQvascular

disease. In the 75-84 age group, the percentage of deaths due to

heart disease rose to about 60%, and in the highest age category,

85+, the incidence of deaths due to cardiovascular disease was

about 70. A recent Robert Wood Johnson Foundation study showed

that 41% of the patients seen by a sampling of cardiologists were

more than 65 years of age and another 25% were between 55 and 64.

The need for the services of cardiology is expected to heighten.

Because cardiovascular disease is so age-sensitive, the predicted

increases in the number of aged in our society Is likely to

exacerbate the need for well-trained cardiologists. A March 1985

report by the DHHS Health Resources and Services Administration

states that the demand for cardiovascular care is expected to

increase significantly between now and the year 2000. With

current incentives, it appears that the supply of cardiologists

will be adequate to meet the heightened demand, but a major

disruption in the system, such as the one envisioned by S.1158

would threaten this expected balance in unpredictable ways.

Careful study should precede any major changes in the current

system, especially in the case of subspecialty training. With a

minimum of fourteen years of post-high school training involved

in preparing for a cardiology practice, it is clear that

decisions to reduce the number of practitioners are not easily

reversed. Change must crme slowly and'deliberately.
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ACC and AM would also like to use this opportunity to comment on

the various proposals for encouraging *primary care" residency

twining through Medicare. We think this is inappropriate for

two reasons. First, the commonly perceived dichotomy between

primary care and specialty (or subspecialty) care is not a clear

one. The R.W. Johnsott study mentioned earlier showed that for

almost 60 of his patients, the cardiologist provides the

majority of medical care. Put another way, patients with heart

conditions often consider their cardiologists their primary care

providers. This data suggests a blurring of the perceived

distinction between primary and specialty care which must be

examined very carefully before major changes are made in the

system.

Our second concern bout Medicare incentives for the

establishment of traditional primary care residency positions

centers on tke apparent illogic in the idea of Medicare, a

program designed to aid the elderly, being used to encourage

additional numbers of pediatricians arid ob-gyns. Even if we

accept the need for additional *primary care* providers, in the

traditional sense, we remain doubtful that Medicare should be

the vehicle to implement such policy.

For these reasons, we respectfully ask that the

disenfranchisement of cardiology and other medical

subspecialities be eliminated as an option in discussion about

reform of the graduate medical education system supported by

Medicare. Cardiologists, as we have stated, provide vitally

important services to the Medicare population, and look
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forward to doing so on an expanded basis in the years to cone.

Elimination of the important Medicare subsidy for training

subspecialists would severely disrupt the current balance and

would return us to a time we thought was well behind us when only

the wealthy could aspire to careers in the interesting and

challenging medical subspecialties.

Thank you for the opportunity to express our views on this

important subject.
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rest of the horld by educating physicians in our country, we recognize
this as separate from the issue of Medicare funding. Perhaps a specially
designated fund for this purpose could be created if it would serve the
naticral interest. In our view, it %.zuld.

We would like to streak to that section of the bill which places a five-
year limit or to the level of initial board certification, as the tine
frame for grdduate medical education supported by Medicare. As Neuro-
logical Surgery is one of the specialties which requires six years of
training, we would request that the phrase "to initial board certifica-
tion" be the cap on the tire frame.

In that context, we would like to point out that, currently, only Colon and
Rectal Surgerv, Veiatopathology, Neurological Surgery, Plastic Surgery,
and Cardio~hcracic Surgery exceed the proposed five.year requirement. Ac-
cording to data fror' the Accreditation Council for Graduate Medical Educa-
tion, tktse s[ecilties occupy 1,594 positions out of the 72,397 total resi-
dency slots filled in 1983. Therefore, the amount of money saved by a re-
striction to five years would not be substantial.

Lirritatien either to five years, or to Board Certification raises some pro-
blems. It would be helpful to those of us in the field of graduate medical
tduration if the sense of the Congress on these issues were krown.

Cne of the issues which arises is the definition of "initial Foard certifi-
cation." P'oth Cardiothoracic and Plastic Surgery ,-equire Board certifica-
tion in General Surgery before beginning training in those specialties.
Would, under this bill, such Gereral Surgery certification be considered as
primary, and thereby, eliminating Federal funding for residents in Plastic
and Cardiothcracic Surgery? There were 708 slots filled in these special-
ties in 19S3. Again, not a significant enount (t runey would be saved by
such an interpretation.

As we interpret the bill, funding would not be allowed for the rare, but
in-portant physician who wishes to be cross-trairned in two specialties.
For instance, an individual right wish to be Board certified in Pediatrics
and Surgery. Would this be funded? Again, it is not a lot of money, as
this is an urnusual situation. But such individuals offer the likelihood
f:ir brcakthrcughs in both knowledge and patient care.

We also feel that sore provision for increasing the length of training
should be incorporated. As knowledge increases, logically, 'he time re-
quired for acquisition increases also. Perhaps such increased training
tirie 0ight be approved by the Secretary of H!ealth and Human Services, if
it can be shown, and documented, that such increase is required by en-
hanced ki.owledge within the specialty. It should also be reflected in
improved patitrt care.

V:e would r';ectfully request that this letter be r:ade an official part of
the hearings on S1158.
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We appreciate the opportunity to rake these remarks. We will be glad to
answer any questions which )ou or your staff may wish to raise.

With our best regards,*

iert Patcheson, MD
President
Congress of Neurological Surgeons

President
American Association of

N;curological Surgeons
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June 17, 1985

Hon. Robert Packvood
Chairman
United States Senate Finance Committee
219 Dkrksen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

The American Psychiatric Association, a medical specialty
society representing over 31.000 psychiatrists nationwide, is
pleased to provide our comments on S.1158, legislation
introduced by Senators Dole (R-XS), Durenberger IR-14N) and
Bentsen (D-TX) to alter the method by which Medicare provides
payment for the direct costs of approved educational
activities. he request that these comments be made part of
your Committee's Subcommittee on Health's hearing record of
June J. 1985. 0

At the outset, the APA wishes to express its appreciation
and support for the sponsors' efforts to address some of the
critical and difficult issues with regard to Medicare's
changing role in financing graduate medical education. We are
particular appreciative of their acknowledgement that the
existing system of financing graduate medical education is
complex, and that changes must be carefully evaluated and
considered so that they do not threaten the nation's ability to
train qualified physicians in sufficient numbers to meet the
physical and mental health needs of our nation in the future.

While we congratulate the authors for recognizing many of
the complexities of the current graduate medical education
system, and for dealing with then in a generally fair and
rational manner, we have several specific concerns that we
would like to bring to your attention.

S.1158 requires a limit on the number of years that will
be financed under Kedicares the lesser of five years, or the
formal training needed to satisfy the requirements for initial
board eligibility in the specialty in which the resident is
being trained. We believe that the concept of this provision
provides a responsible approach to limiting the current system
of open-ended reimbursement and other proposals to limit
Medicare's GIU reimbursement. We are particularly pleased that
it responds to the needs of general psychiatric residents, who
must train for four years in order to be board certified. We
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are most concerned, however, about the effects it vili have on child
psychiatry -- a medical specialty in documented shortage -- which requires
an additional year of residency after initial board certification. As you
may know, numerous studies over the past few years, including those by the
Heritage Foundation, the Rand Corporation, and the DHHS Report of The
Graduate Medical Education National Advisory Committee and Health Manpower
Development (GMENAC) have specifically identified both general psychiatry
and child psychiatry to be in a present and projected future condition of
national shortage. In fact, GQENAC, while projecting an overall surplus
of approximately 70,000 physicians nationwide by 1990, projected a
shortage of between 3900 and 5900 child psychiatrists. It also projected
that there would be a shortage of 8500 general psychiatrists by 1990. The
only other specialties projected for a na'.ional shortage were emergency
medicine and preventive medicine, both of which siave 3 or 4 year
residencies and would be fully reimbursed under this provision. Child
psychiatry, however, the medical specialty with the most acute shortage,
would be denied Medicare reimbursement for the last year of residency
training. we feel it is crucial that our nation encourage medical
students to go into the field of child psychiatry in order to fill these
tremendous needs.

Therefore, we urge you to amend S. Uia8 and provide an exception
under section (P)(ii) for any medical specialty that has been designated
by a Federally chartered committee on graduate medical education to have a
current and/or projected shortage. We would welcome the opportunity to
work with you on specific language for such an amendment.

The Medicare program currently makes no distinction between funding
residency positions filled by graduates from medical schools accredited by
the Liaison Committee on Medical Education, and funding graduates of
foreign medical schools that are not accredited. S.1158 provides that
beginning July 1986, Medicare would no longer reimburse for the direct
medical education costs of a resident who is not either a graduate of an
accredited medical school in the United States or Canada, or a citizen of
the United States or Canada.

We would recommend consideration be given to those FMG residents
already in training to allow for completion of their residency, and also
that a "substantial disruption waiver' be included to allow an orderly
transition for those hospitals (mostly inner-city and rural teaching
hospitals) that rely disproportionately on alien foreign medical graduates
to meet current patient needs, particularly the chronic and homeless
mentally ill.

Finally, we agree and support the American Medical Association's
position that all Federal programs (including defense) should accept a
fair share of the burden in reducing the deficit. We would be willing to
support the freeze proposed in S. 1158 on Medicare payments for direct
medical education for one year if it were part of an across-the-board
freeze on all domestic and defense spending. We must in principle,
however, oppose further cuts in health programs that require such programs
to bear a disproportionate burden of deficit reduction.
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Ion. Robert Packwood
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The &PA is pleased to have had this opportunity to present its views
on S. 1158, and we look forward to working with the Committee during its
deliberations on the issue.

Sincerely,

Carol Nadelson, M.D.
President

C0:pr :mg

cc: Members of Senate Finance Committee
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Mister Chairman and Members of the Subcommaittee, I an Dr. John E. Carr,

Professor of Psychology and Acting Chair of the Department of Psychiatry and

behavioral Sciences at the University of Washington School of Medicine. I am

also President of the Assoclation of Medical School Professors of Psychology,

whose members represent the majority of the nation's medical schools. The

following statement, on the S. 1158 proposal for Medicare direct payments for

medical education, is offered on behalf of the 76,000 members of the American

Psychological Association, and the Association of Medical School Professors of

Psychology. We were grateful to be invited to speak on this issue at hearings

before this Subcommittee in October, 1984, and are please] to continue our

Involvement.

The process of medical education and health professions education

concerns psychology for several reasons. Psychologists both receive education

as health service providers, and participate as faculty In the education of

the entire range of health professionals from physicians to allied health

providers. In fact, approximately 1000 psychologists serve as

clinical/teaching faculty in nearly all of the nations 128 major medical

schools. Along with physicians, psychologists are typically the only doctoral

level professional to attain such status in medical schools. Psychologists

are similar to physicians in their education process; internships must be

completed as part of their doctoral training. Generally, tvo years of

supervised experience are required for licensure for the independent practice

of psychology. Thus, the provision and availability of internship positions
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are of vital importance to psychology. The support of these positions by the

Medicare direct payment for medical education Is a concern because 48 medical

schools include affiliated hospital-based, accredited psychology internships

and are therefore eligible for this support.

Psychology Is an important example of the non-physician health

professional who has not yet been taken into account in assessing the broader

Impact of adjustments in Medicare's education payments. Currently, data are

available on the numbers of physicians involved in training and, partly for

this reason, there Is some confidence in making changes in sources of support

for physicians. Previous predictions of physician shortage have now been

replaced with evidence of surplus In many medical specialties. Because of

this, limitation on payments for medical education are accepted as necessary

and logical - but the Implications of this for other health professionals

needs to bo fully explored.

It would be unfortunate If in making changes to save federal dollars based

on the estimated adequacy of one type of health professional, other health

professionals would suffer. Thus, we were very pleased to nowi the

stipulation In S. 1158 to study the Medicare support of "approved educational

activities related to nursing and other health professions.* S. 1158 is the

first legislative proposal addressing the Medicare medical education payments

that specifically Includes attention to the impact on non-physician education

programs.
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Psychology would definitely be affected by the freeze on direct payments

proposed in S. 1158. Currently, psychology qualifies in numerous affiliated

teaching hospitals as aa "approved education program." A facility that serves

as a training site for psychology interns can, on appropriate application,

include incurred costs as those of an "approved program." Psychology intern

stipends paid by the hospital may then be reimbursed by the direct medical

education payments. This mechanism is used to support the internships of

psychology doctoral students. We are now conducting a survey to determine

more clearly the extent of this support and will gladly share this information

with the Subcommittee.

Direct Medicare payments also pay salaries of teaching physicians who are

on hospital staff. Psychologist faculty, even though they perform many of the

sane duties and functions as physician faculty, do not receive their salary in

this way. Our concern here is for the dual clinical/teaching character of

both physician and psychologist teaching faculty. We would like to see a

clarification in the statute stipulating that these payments may be made for

the salaries of all clinical/teaching faculty, whether they be physicians or

psychologists. This definition would accurately reflect the teaching and

clinical services functions that occur, and would assist hospital

administrators to more accurately reflect the services that take place in the

hospital.

The teaching role of psychologists is also profoundly affected by the

scope of coverage allowed for nonphysician services in Medicare. In addition

to payments specifically earmarked for medical education, Medicare supports
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the education process by reimbursing for the clinical services of medical

school faculty in teaching hospitals. These payments provide a source of

revenue for medical schools. We are not referring to an additional cost or

adjustment added on to patient service charges, but a legitimate charge for

the rendering of professional services. Recent policy discussions indicate

that as federal support for medical school-based research and training

programs becomes limited, clinical revenues will play an increasingly

important role in assuring a medical school's fiscal solvency. Because of the

importance of clinical revenues to the medical school budget, medical school

faculty are often required to generate clinical revenues as part of their

employment contract. Clinical faculty members can generate revenue by billing

either independently for services to teaching hospital patients or through a

mechanism such as a faculty practice plan.

The bundling provision of the prospective payment system makes it

mandatory that all nonphysicians be compencated by the hospitals In which

their services are performed; this is the unique way that the Medicare program

affects psychology's role in medical education. Many teaching hospitals are

reluctant to pay for psychologist's services when they do not have to pay for

the same services if provided by a physician who can bill directly for them.

This promotes inefficiences, and can mean that psychologists are urnble to

meet the terms of an employment contract. 1hat can happen is one of three

things:

1) The psychologist delivers the services but reimbursement Is not

made by the hospital. This Is happening In several locations that we
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can Identify. Eventually, the services rill either be performed in a

manner to cause unnecesary coats, by someone Inappropriately trained,

or not performed at all.

2) The services are being performed, and direct reimbursement Is made

to the faculty practice plan vith the psychologists' services buried

under physician services. This is a theoretical possibility that

vould result in added costs from unnecessarily increasing physicians

Involvement, lost efficiencies, and complicated or duplicated

administrative York.

3) The services are not being offered at all.

Thts restriction on billing prohibits an accurate reflection of the

service system by the reimbursement mechanism. It is often wasteful, causes

unnecessary repetition in service reimbursement, and can be deleterious in

terms of patient care. More straightforvard reporting of reimbursable

services vould enable the reimbursement system to accurately reflect the

health care service delivery system.

The Association of Medical School Professors of Psychology estimates that

there are about 3,500 psychologists on the faculties of most of the nation's

128 major medical schools. This includes teaching, research and clinical

faculty. We estimate that up to 1,000 of these hold the position of full-time

clinlcal/teaching faculty and are doctoral level, licensed psychologists.

They function as full-time faculty, and serve in an "attending' role on units

within affiliated teaching hospitals. They provide a full range of
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administrative, teaching, and clinical services. They supervise psychiatry

and psychology residents, other medical specialty students, graduate students,

and house officers. Medical school departments have come to rely on

psychologists to expand curriculum and to incorporate attention to cognition,

learning, attitude, and behavioral aspects of health in training thp range of

health professionals. In addition, psychologist's services expand and

supplement organically-based, often more expensive, biomedically oriented,

technology-intensive physician services. Both psychologist and physician

faculty are required to generate clinical revenues as part of their faculty

contract. But, departments cannot bill Medicare for the services of

psychologist faculty in teaching hospitals as they can for the services of

physician faculty. Ue are asking the committee to let doctoral level,

clinical/teaching psychologist faculty carry out their responsibilities and be

paid for them in the same manner as physician clinical/teaching faculty.

A solution to this situation would be to allow all clinical/teaching

facultZ in medical schools to bill directly for their services. This would

include doctoral licensed psychologists who deliver services In teaching

hospitals as part of their faculty contract.

1o summarize, we have two concerns: one is the impact any changes in the

amounts or mechanism of the Medicare medical education payments would have on

the education and training of non-physician health professionals. We support

the attention paid to this issue in S.1l58 by asking for a study of Medicare

support for other health profession education. We will be glad to sake our
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own data on the number of psychology interns In medical school I-ospitals

available to the committee to assist in this process.

In addition, we are conce:-.e4 about psychologists in clInlcal/teacbing

positions as full-time medical school faculty cause of the restrictions In

reimbursement under Medicare for the services of noophysiclans. We would like

to see psychologist faculty .ble to be reimbursed for their services In the

sane way as their physicic colleagues. This vould avoid unnecessary, and

likely repetitious, administrative or clinical requirements and avioclted

costs. We have suggested a direct way to accomplish this, through statutory

change, and urge the Committee to consider our proposal.

Thank you for the opportunity to present our concerns.
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The Blue Cross and Blue Shield Association, the national coordinating agency for the

nation's Blue Cross and Blue Shield Plans, appreciates this opportunity to present our

views on S. 1158. This bill would reform Medicare payment for the direct costs of

graduate medical education, that is. the salaries of resident physicians ind related costs

in teaching hospitals. We also would like to address the related issue of payment for

the higher costs per case associated with care provided in teaching hospitals that are

In addition to direct education costs. In sum, we believe that:

0 S. t1$8 is a good interim approach to Medicare payment for direct graduate

medical education expenses, though the 5 year limit on the length of residency

training that Medicare would help finance should be phased-in more gradually.

o In the long term, a method should be developed to Identify more precisely

and pay only patient care-related costs of direct medical education.

0 Severity indicators and other adjustments should be developed as the basis

for paying the additional "indirect" costs incurred by teaching hospitals, but

the current payment approach for these costs should be retained until such

adjustments are implemented.

Payment For Direct Medical Education

S. 1158. introduced by Senators Dole, Durenberger, and Bentsen, would freeze Medicare

payments for direct medical eduation costs for one year, effective for hospital

accounting periods starting on or after July 1, 198S. For accounting periods beginning

on or after July 1, 1986, the bill would limit the number of years of residency that
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Medicare would help finance. The limit would be the lesser of S years or the number

of years required for Initial board eligibility. S. 1ISS also would prohibit Medicare

payments for training non-citizen foreign medical graduates and mandate studies

comparing costs of teaching versus non-teaching hospitals.

The Blue Cross and Blue Shield Association shares this Subcommittee's concern about

the cost of the Medicare program and the need to continue to assure high quality care

for Medicare beneficiaries. In our opinion, this bill meets those objectives better than

the Administration's proposal, which consists only of a freeze on direct medical eJucation

payments. By itself, a freeze on the direct costs of graduate medical education

represents only a short-term response and does not address any of the underlying issues.

In addition, we are pleased that the sponsors of S. 1158 recognize that teaching programs

in our nation's hospitals have had direct and positive effects on the quality of patient

care and that Medicare's financial support of these programs has helped to assure the

provision of quality care to its beneficiaries.

Conceptually, direct medical education costs can be divided into two categories - those

that are related to the actual provision of needed care to patients and are therefore

the responsibility of payers of health care, and those that are not. We believe direct

medical education costs that are not related to pat!-it care should Wtimately be borne

by some financing mechanism other than that intended to support patient care. Other

sources of support include hospital philanthropy, hospital operating margins, and federal

and state support' programs. This principle has always been recognized by Medicare.

The Congressional Committee reports accompanying the original Medicare legislation

stated with regard to medical education costs, 1"l)t is intended until the community

-2-
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undertakes to bear such costs in some other way, that a part of the net costs of such

activities should be considered as an element in the cost of patient care.,." The

practical difficulty in evolving from the current system in which major payers help

finance the full costs of medical education activities is that there are no available data

or methods to separate thest costs into patient care and physician education components.

Moreover, recognition must be given to the availability of alternative sources of support.

Until such time as these major issues can be addressed, it is appropriate to consider

interim approaches to enable Medicare to define more precisely the types and extent

of, jirec.tmedical education activities it will help finance.

The approach taken by S. 115$ would involve Medicare more directly in medical manpower

policy considerations. One apparent objective of tile bill is to provide incentives for

resident physicians to choose primary care training rather than training in subspecialty

fieids, many of which already are in oversupply. it also would help reduce the oversupply

of physicians by prohibiting Medicare payment for training of non-citizen foreign medicat

graduates. in addition to the Part A medical education savings, the bill has the potential

for savings under Part B and under private health plans by limiting specialists. Specialists

generally receive greater unit payments than primary care physicians for the sime

procedures, although there is some evidence that certain specialists receive less total

payments for the treatment of particular illnesses.

We are not certain that S. 115 will have these effects, however, because the response

of teaching hospitals and physicians-in-training to the new Medicare reimbursement

criteria .s- hard to predict. The bill may simply provide incentives to restructure the

way subspeelalists are trained. For example, cardiologists typically take a three year

internal medicine residency followed by a two year cardiology fellowship. In response

-3-
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to the bill, this pattern could evolve to a four year Integrated cardilogy residency

without providing for Board eligibility in Internal medicine during the course of training.

Another factor to be considered is that the bill might actually increase Medicare Part

B payments. Because Part A reimbursement would no longer be available fcr the salary

and related costs of Board eligible physicians, there will be an Incentive for these

physicians to become licensed and begin billing Part 8 on a fee-for-service basis for

patient care they provide to beneficiaries.

On balance, however, we believee S. 1158 is a good Interim approach. A precise

accounting for direct patient care-related costs does not appear feasible soon, so an

interim approach seems appropriate until such a refinement can be developed. The

Department of Health and Human Services has undertaken a major study of graduate

medical education costs and we hope its findings will provide the basis for the

consideration of long term reforms. While the specific effects of the bill are uncertain,

we believe it is important to establish incentives for change in institutional teaching

programs to assure that the nation's needs for physician manpower are met in the most

efficient and effective manner. We are concerned, however, that limiting the bill's

phase-in to one year may be disruptive to many hospitals having to making major changes

in their teaching programs. In addition, this brief phase-in may be disruptive to residents

currently in a subspelality training program. We recommend that you adopt a longer

phase-in or make the new criteria effective for residents who entered subspeciality

training after a specified date.

Also, the Subcommittee may want to consider modifications to S. 1158 that would

preserve the Incentives for positive change in institutional teaching programs without

involving Medicare so directly in medical manpower decisionmaking. For example, it

-4-
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might be possiblee to determine the amount of Medicare payments for direct medical

education costs using the S year training limitation while providing hospitals with the

flexibility to allocate those funds as they determined appropriate.

Payment for IndirectMedical Education: Future Options

While S. 115 does not address Medicare payment for indirect medical education costs,

we understand that the Subcommittee intends to pursue this issue in the future.

The indirect teaching cost adjustment is based on the fact that the cost of hospital

care, on the average, tends to be higher-in teaching hospitals than in non-,eaching

hospitals. Presumably. these costs are related not only to the practice patterns of

interns and residents, but also to the -haracteristies of the patient population. A major

argument for the teaching adjustment has been the higher costs associated with the

sicker patients that teaching hospitals treat. The accuracy of the adjustment factor,

based upon the relationship between operating costs per discharge and residents per

bed. has always been debated. We share the Administration's skepticism regarding the

accuracy of the adjustment. Doubling the adjustment may, in fact, have only magnified

its inaccuracy. However, we would be equally concerned with arbitrarily reducing the

total by half. as recommended by the Administration.

An adjustment for severity of illness seems the most appropriate single approach to

recognize necessary indirect medical education expenses. However. no practical severity

indicator is presently available. We, therefore, strongly encourage Intensive study of

severity of illness indicators and other means of rendering the payment system more

sensitive to an individual institution's actual clinical load, retaining the incentives of
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prospective payment. There are few solid data on how the severity of ease loads in

teaching institutions compares with that of non-teaching institutions. In the absence

of better severity indices some Blue Cross Plans have recognized severity through

broader use of outliers. Medicare may wish to consider a similar approach.

Many teaching hospitals also serve a "disproportionate share" of low income patients,

thereby incurring added expenses for security, social services, and inner-city labor costs.

Until consensus is reached on severity of illness and "disproportionate share" adjustments,

it is appropriate to retain the current method of recognizing the indirect costs of

medical education activities. The General Accountlivi Office study mandated in S. 1IS8

regarding costs of teaching versus non-teaching hospitals, and the ongoing HHS study

of graduate medical education costs, should provide information on future reform options.

We understand that the indirect adjustment Is used by many teaching hospitals to offset

indigent care costs. We believe indigent care costs should be addressed explicitly. We

do not see them as an appropriate function of the indirect adjustment. As a practical

matter, however, it should be recognized that withdrawing the Indirect adjustment

without simultaneously addressing the financing of care to the poor c-)uid have an

adverse effect upon those hospitals which have a high percentage of patients unable

to pay. The financing of health care for the poor is a v'ajor public policy issue facing

our nation. We believe that government at all levels and the private sector must work

together to find feasible solutions to this problem, and we would be pleased to assist

this Subcommittee as it explores this important area.
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Conelmion

In conclusion. we commend the Subcommittee, particularly Chairman Durenberger, for

pursuing this important Issue. We believe that S. 1158 Is a good interim approach to

Medicare payment for direct graduate medical education expenses, though we recommend

a longer phase-in or a change that makes the new criteria effective for residents who

entered subspeclatity training after a specified date. in the long term, methods should

be developed to identify accurately and pay only patient care-related medical education

costs.

We would be glad to offer any assistance to the Subcommittee in thin effort. Thank you.
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Modification of the Medicare Direct Medical Education Program

is the most serious issue in the health care industry today. I,

therefore, appreciate having the opportunity to share my views on

this subject with the Senate Finance Committee.

Howard University Hospital is the largest minority-run

teaching hospital in the country. We are located in the nation's

capital and service a large indigent, poorly educated population.

There are several other hospitals like ours, Meharry of

Tennessee, Morehouse of Atlanta, and Martin Luther King/Charles

Drew Medical School in California are among them. We all share

the unique responsibility of not only caring for individuals who

are often unable to adequately provide for themselves, but

educating them as well on the necessity of good health care. The

task is awesome but we do it with the knowledge that a nation is

only as healthy as its citizens.

We have watched with interest the progression of efforts to

change the Medicare program. We wholeheartedly endorse the

government's commitment to bring spending under control before it

is too late. We cannot, however, in good conscience, support all

of the proposed suggestions for changing the Direct Medical

Education Program.
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In the May 16th Congressional Record several questions were

stated demonstrating your concern that changes not be made without

careful thought. I believe It is imperative that I take the time

to answer those concerns from our perspective.

First of all, you were interested in learning how much a

hospital saves by having residents providing services normally

provided by physicians and other hospital staff.

We, at Howard, estimate that the savings is approximately 200

percent. You see, residents earn about $20,000 a year and work

about 80 hours a week. We would have to pay a physician $60,000

for only 40 hours of service.

This leads me to conclude that the answer to your next

question about whether the interns were thus paying for their

graduate medical education with the response, yes -- a thousand

times over:

It should be understood that our hospital could not survive

without their patient care skills or their assistance in training

medical students. Their presence stimulates the care process to a

level not present in non-teaching hospitals. It, therefore,

stands to reason that the absence of these health care providers

would be very costly to the hospital and to the third party payers

as well who are looking to reduce costs.

-2-
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Ultimately we would be forced to reduce our teaching programs

and our caseload, turning away many of those self pay patients who

flock to our hospital because they are denied care at most

hospitals In the area. This would create a larger problem because

we would have to spend more on these patients at a later date due

to the delaying of their treatment.

In addition, we would have to require physicians on duty to do

many of the tasks now assigned to the residents and payment under

part B of the Medicare Program would rise significantly. Studies

on the payment aspect of hospital administration should be carried

out without delay.

I should also like to discuss another area of concern to me

and my counterparts in other urban and rural hospitals -- Foreign

medical graduates.

Howard University made a commitment to countries in Africa and

the Carribean many decades ago to provide training and assistance

to improve the quality of life for their citizens. We believed

that it was a good foreign policy investment to train the young

men and women who would someday lead their countries. That

assumption has proven to be a good-one in that students from years

past, like the late Dr. E. Latunde Odeku, Professor of

Neurosurgery and Dean, Faculty of Medicine, University of Ibadan,

Ibadan, Nigeria and Dr. Festus Halay, Former Dean, College of

Medicine, University of Liberia, Monrovia, Liberia, have held

positions of authority.

-3-
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We are afforded a respect in foreign countries that is

unsurpassed by few institutions of higher learning. If we change

our policy on this important matter, It would send a negative

message to those countries, many of which are in the Carribean and

are being beckened to change their philosophies every day.

To further make this point, it should be noted that the Office

of Assistant Secretary for Management and Budget/U.S. Department

of Health, Education and Welfare conducted a 1979 "Special

Analysis of Foreign Student Enrollments at Howard University."

The analysis was made to determine if foreign students should be

assessed higher rates for their tuition.

Several conclusions were reached by the investigators:

.This contemplated change could affect relations between the

U.S. and other nations, particularly the developing nations

of Africa and Latin America from which Howard attracts the

bulk of it foreign students.

.Given the special relationship between Howard and the

Federal Government, such as a shift could be interpreted as

a signal of overall Federal policy with regard to foreign

students. If other publicly supported institutions

followed the Federal policy lead, the impact of this

apparently minor change at Howard could have national

repercussions.

-4-
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.U.S. Citizens studying abroad could be adversely affected.

To date, U.S. students have not been treated differently

with respect to tuition charges at foreign institutions.

However, a conscious decision by the Federal Government to

change Howard's pol ;cies could stimulate similar moves by

foreign governments.

Can you imagine the repercussions from a policy change on the

admission of FMGs to our program?

Wouldn't it be more economical in the long run to strengthen

our immigration laws to ensure that Foreign medical graduates are

returned to their homelands? After all, they would still be

allowed to receive training in other foreign medical schools and

would eventually enter the U.S. as physicians after having passed

the FLEX.

I want to also state that the EO4FG examination process has

recently been restructured. In fact, 200 students are scheduihd

to take a clinical skills exam later this month which is not

required for U.S. students. This screening factor plus the

pass/rate scale for those students taking the EO4FG exam will

automatically eliminate those persons who are unworthy.

I need to address a final concern on the issue of the Foreign

medical graduate. Who would replace them in the urban hospitals

which currently rely on their presence for needy patient services.

-5-
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It is imperative that lawakers realize that urban and rural

hospitals in many of the states have large numbers of flGs in

their program. Most U.S. medical students look elsewhere for

their training because the environment and the facilities often

are not comparable to those in the more prosperous areas. This

leaves a gap in providers for the services needed and medicine has

sought to use F4Gs to meet this need.

I believe that it would be shortsighted and devastating to the

health community and the patients involved to remove the FI4Gs

without proper planning. I would, therefore, like to suggest that

consideration be given to assigning health service corps

participants to those areas and providing direct assistance to

those public hospitals involved, simultaneously, if your proposal

to eliminate the FMG is approved.

In addition, since it has been proven that minorities are more

likely to practice in the less appealing areas, you might also

want to consider modifying health professions programs to generate

more minority participation. The loan forgiveness concept for

health profession program participants who practice in less

attractive areas should also be considered as an option to ensure

that all Americans will have access to good health care.

I should like to close by requesting that your committee

carefully review the points made in this statement because they

mirror the concerns of all of the minority teaching hospitals in

this country. We, at Howard, understand that changes are

necessary, we Just hope that they will be made only after a

detailed study of the program has been completed.

-6-
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TESTtNONY TO FINKAI COMMITTEE
RE: MEDICAL EDUCATION COSTS
PASS-TKRDUCH UNDER MEDICARE

There seem to be no doubt that the number of physicians nov being

trained in the U.S. is sufficient to meet the health needs of the nation -
more than sufficient. But within that number there is still a disadvantageous

distribution of the kinds of physicians being trained - disadvantageous from

the point cf view of the true needs of the public. Any change in U.S. policy

about paying for graduate medical education should take this into account.

To cut federal payment for graduate medical education "across the board"

viii do disproportionate damage to nriLary care training programs that the

nation clearly needs to promote better, low cost health care for all of its

people.

Postgraduate medical education to the United States of America (and

perhaps undergraduate medical education as well) has trained legions of

specialists but too few generalists. It was not until about 20 years after

the second World War that physicians and others began to realize that the

"free market" in medical training was not producing a balanced medical

manpower supply, but was leading to a serious dual maldistribution of

physicians: there were too many in the city and too few in iural areas; and

in both places there were too few generalists and too many specialists.

At a time when it seemed that physicians were in short supply foreign
medical graduates came into the country in increasing numbers - and have

continued to do so - and in their choice of postgraduate training they made

worse the maldistribution of medical specialties, crowding into the specialized,

high technology fields and largely leaving family practices general internal

medicine and pediatrics untouched.

Family Practice, as a specialty, grew out of General Practice in 1969

and a large part of the impetus for the development of this specialty was

the realization that urban and rural people need competent general physicians

to care for their every day needs and to refer then when necessary to

specialists. The costs of postgraduate medical education have risen

steadily and now are judged excessive (along with the costs of many other
domestic programs). But if the payment for postgraduate medical education
is too high, if the total number of physicians being trained is too many&

is not now the time to establish a system of national priorities?
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Now is the time to use the method of reimbursement for medical education

to induce the training of physicians that the country most needs - family

practitioners and other primary care physicians.

At the present time there are 72.000 interns and resident physicians

in the United States of American. About 14.000 of these are foreign medical

graduates, some truly foreign born, others United States citizens who trained
abroad. As Petersdorf argued (reference 1) it seems certain that we could

entirely dispense with the services of those 14,000 foreign medical graduates.

The schooling of physicians in foreign countries is, for the m6st part, markedly

inferior to U.S. medical education, and if we now have a surplus of physicians

training and entering practice, the first place to reduce numbers in the

interest of quality is in foreign medical graduates. This is as true for
U.S. citizens who are trained in foreign schools as it is for foreign born
persons trained in their own countries.

if that were done, the remaining 58,000 housestaff positions (internship

and resident positions) could be filled by the current U.S. medical school

graduates. Each year 18,000 physicians receive their M.D. or D.O. degree
and enter a postgraduate training program, usually a three year residency.

Thus, there are S,000 U.S. graduates to fill housestaff positions when
trained over three years. Petersdorf (ref. 1) agrees with this total of
54,000 houseataff positions. Further, he shares the view of many experts

that IOZ of these positions or about 38,000, should be "primary care" trainees,

i.e., in family practice, general internal medicine, pediatrics or obstetrics
and gynecology.

If this vere done, the numbers of trainees in these specialties would
be the same or a little more (in the case of internal medicine, ftaily practice

and pediatrics) or only slightly fewer (in the case of obstetrics/gynecology)
than is true now. And the general support for postgraduate medical education,
it seems to us, would properly be directed so that there would be inducements

to physicians entering these specialties for their training.

No one really disagrees with the general idea that primary care physicians

including family physicians should be our highest priority in paying for
postgraduate training. The truth of the idea is self-evident. One cannot
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find surgeons who will say that surgery should be given the highest priority.

To cut all training progress "across the board" including family practice

and the other primary care specialties, is an Illogical idea considering

the priorities. The GMIENAC report of 1980 projects that numbers of general
and family practice physicians will be in slight surplus in 1990. ignoring

the undoubted fact that family practitioners should be trained to replace

other physicians whose training is un-uitable for the areas of need in rural

medical practice.

Family practice training emphasizes cognitive skills and teaches

physicians to take care of patients close to home without undue dependency
on high cost technology. The fee structure of family practice tends to
moderate the cost of medical care. Family practitioner& as trained in the
United States in the 1980's are suitable for the care of patients In rural
underserved areas and it can be shown that the quality of care provided
by such physicians Is excellent. They provide comprehensive medical care

that suits the needs of the vast majority of patients. The maldistribution

of physicians in the United States has not been remedied by the National
Health Service Corps approach: but it is clear that familyy physicians trained

locally tend to stay in greater numbers in underserved areas than do physicians
trained in other primary care specialties such as internal medicine.

Family practice training in the last decade has clearly provided us

with a number of physicians whose skills and knowledge enabled them to work

in small communities and redress the aldistribution that was so rrevalent
in U.S. health care. Furthermore, family practice as a specialty began
by insisting on periodic re-examination of physicians who are certified as

specialists in family practice - the only specialty to make this t.quirement.

This is an important advance in insuring the quality of care.

Family Medicine training programs emphasize caring for patients in their

family setting from the time of birth to the time of death health maintenance

organizations testify td the importance of family practice in their staffing

ratios: 70 to 90 percent of the physicians are in primary care and of those
two-thirds should be family practitioners. A description of the kind of
care afforded by family practitioners can be obtained from John McPhee's
Heirs of General Practice published by the Ney Yorker Magasine In 1984.
McPhee explores the great variety of care that family practitioners can give
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patients - care that is personal and concerned but care that also has access

co technology here it is needed.

Family practice training which Is done In medical school affiliate.'
hospitals gives a role model to medical students encouraging them that this
can be a kind of career that ill be satisfying in every way. Thus, if
postgraduate faily practice training can be encouraged it ill help to
foster the interest of medical students in family practice. It is very
important to have an opportunity to attract the most intelligent students
into this specialty because the challenges are great - greater than in almost
any other field of medicine - and ve most have the best students to meeL
that challenge.

We urge that the Committee not alter the pass-through under Medicare

in such a vay that family practice - and other primary care specialties -
are made to suffer front relative lack of support. This vould be the result
of an "across the board" cut. The patients vili be the sufferers if this
happens. We urge that the Committee consider the welfare of the patients

and the public as a whole which can best be served by supporting primary
care training at least to the same degree as is true nov.

/of

Alexander N. 1cPhedran, M.D., Director
Maine-Dartmouth Family Practice Residency

/

Warren C. Kessler, President
Kennebec Valley Medical Center
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The Student National Medical Association (SNIA) was established in 1964

due to a recognition'of the need to produce an increasing number of particu-

larly sensitive and excellent physicians to serve minority and indigent commun-

ities. These communities suffer disease, illness, and deprivation which in

comparison to the majority community is both appalling and unacceptable.

Thus, the SNMA was founded to foster within the student an obligation to ex-

cellence, and to produce high quality health care team members armed with the

knowledge, skill, and insight to practice medicine within the minority commun-

ity.

As an independent, national non-profit organization the SNMA has and con-

tinues to direct the thrust of its energies toward issues addressing health

education and health care delivery, in addition to a perennial crusade to-

ward responsible representation of minorities in the health professions. In

congruence with these goals and purposes, the SNMA welcomes this opportunity

to provide testimony to the Senate Finance Subcommittee on Health regarding

the direct financing of graduate medical education.

In the Senate Congressional Record of May 16, 1985, Mr. Durenberger as-

serted that Medicare support for graduate medical education was deuned appropri-

ate in the past because:

First, the physicians, nurses, and health professionals in these
programs provide service to Medicare patients.

Second, virtually all other payers had traditionally been willing
to pay their share of these education costs.
Third, it was felt that these educational activities enhanced the

quality of care in hospitals, and
Fourth, in the 1960's and early 1970's, the view was widely held

that there existed a shortage of quality trained physicians, nurses
and other health professionals.

But times have changed since 1%5. The Nation now faces a growing
surplus of physicians.

It is the contention of the SWA that opposition to the present policy

of financing graduate medical education is not so much due to a physician
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surplus, but rather due to the fact that third party payers are no longer

willing to pay for the rising costs of medical education given the current

trend of escalating health care costs and federal and private budgetary pres-

sures to reduce expenditures.

Under S.1158, a bill to amend Title XVIII of the Social Security At

with respect to Medicare payments for direct costs of approved educational

activities Mr. Dole, Mr. Durenberger, and Mr. Bentsen make a number of pre-

sumptions in presenting suggested reforms for direct financing of graduate

medical education:

l)The recommended reform in Medicare financing of graduate medical
education will not dictate specific requirements for the distri-
bution of training programs to hospitals and affiliated medical
schools.

2)The Medicare program can impose fiscal restraint in the manner
prescribed without causing 'undue or potentially harmful disruption
to graduate medical education".

3)The State and local governments are capable of assuming an increased
re-'ponsibility in direct financing of clinical training in teaching
hospitals.

4)The medical schools and teaching hospitals are capable in the
current competitive and economic enviconment to take on more financial
responsibility in training residents and remain competitive.

5)The cost incurred in a teaching hospital does not directly benefit
third parrty payer sick subscribers and therefore third party payers
should not have to assume the responsibility of financing graduate
medical education.

6)There are only three ways to decrease total Medicare costs to the
U.S. Treasury: cut back benefits, increase beneficiary cost sharing,
or decrease payments to providers.

These presumptions will be addressed in the following discussion.

Discussion

The implications of the suggested reforms for financing medical education

with respect to health manpower outcomes is of great concern to the StA.

Although, the current proponents of reform believe they are not dictating
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specifications for the distribution of training program but rather imposing

financial constraint to encourage hospitals and rxedical schools to be sensitive

to the economics of their training decisions, the interest in directing

manpower distribution has been clearly stated by Mr. Durenberger in the

Congressional Record,

"'The combination of these financial signals and market forces
should lead to more constraint in institutional training policies,
particularly as regards the number of subspecialty slots made avail-
able.

he contraction of subspecialty slots likely to result should shift
emph sis more to primary care training. In this way, more physicians
wi choose to end their graduate medical training at the still first-
contact specialties... It is good Medicare policy and good physician
manpower policy to produce more first-contact physicians."

The SWfA does not contend the need for more primary care or first-contact

physicians, particularly given the fact that many of the minority and indigent

communities have the greatest shortages of primary care physicians and physicians

in general. The SWIA believes, however, that the process by which the Medicare

program would contribute to a shifting of emphasis to more primary care training

is not without deleterious ramifications nor is there a guarantee that the suggested

proposals will bring about the desired manpower outcomes.

If the Medicare program freezes its financing of direct costs of medical

education with a limit on the number of years of financing set at five years

it is very likely that the number of non-primary care specialty slots will

contract, but whether graduate medical students possibly opting to end their

graduate medical training at the first-contact specialties will be able to secure

a position as a resident in these specialties must be questioned given the

possible negative effects of financial cuts and freezes on teaching hospitals.

The above alludes to the premise that changes in financing graduate medical

education can be made without causing harmful disruption of the current system.
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If the Medicare program does indeed freeze payments for direct financing of

graduate medical education, it is likely that other third party payers will

follow suit. The national Blue Cross and Blue Shield Association, the Health

Insurance Association of America, and the Washington Business Group on Health

have already begun questioning their support of graduate medical education.

Similarly, a number of national health insurance associations are retreating

from their support of teaching hospitals by entering agreements with lower

cost non-teaching hospitals to treat patients enrolled in health maintenance

organizations and preferred provider organizations. In addition, other fi-anc-

ing sources for residency training namely, federal support, in the form of

primary care training grants authorized under Title VII of the Public Health

Service Act are eliminated under the President's FY 1986 budget proposals. The

budget proposals also suggest a reduction in funding of biomedical research,

further reducing hospital revenues. Given the economic times, with cuts and

freezes the teaching hospitals will certainly have to decrease the number of

subspecialty and non-primary care slots they offer. The question the SI4

poses is will teaching hospitals be able in this economic environment to sustain

current primary care slots, yet alone expand them?

One might suggest the States will be able to help in this regard. Mr.

Durenberger expressed this in the same Congressional Record cited above.

"fte Tedical school deans, hospital administrators and physicians
I talk Lo give me the sense that teachi n hospitals, even the fore-
most in the Nationo are beginning to feet the stress of price compe-
tition...

The health services industry is the third largest employer - after
retail and wholesale trades - in Chicago, New York, and Boston.
In thse cities alone a total of over 500,000 people are employed
in health care. The dominant health care institutions in these
cities are the large teaching hospitals.

These same institutions provide the lion's share of health services
to the poor in the cities. These teaching hospitals enhance the cities'
quality of life and stature by providing a broad range of tertiary care
services arAi by enraging in biomedical rese.rch. ien consicwred in
these terns, S-t. and local Kovunrvents need to really' it is in rh;r
bst interest and the interest of their ccmmmities to see the academic
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medical centers sustained "

The SNMA suggests in aJitlon to financial pressure imposed by the Medicare

program, freezes in financing the States may also have to limit their contri-

butions to graduate medical education. Indeed, the States are concerned about

their ow financial welfare given the federal cuts of the past and those that

are proposed for FY 1986. Therefore, State and local government resources for

approriations toward graduate medical education are tenuous at best.

Under the above conditions and given the consensus that teaching hospitals

incur a greater cost for operation, even under the best of circumstances, teach-

Log hospitals are at great risk if the current fors of financing are changed

without careful planning that takes into account the complexity and interdependence

of the health care system and graduate medical education. If teaching hospitals

are put at risk not only is graduate medical educat'on affected bit udergaduate

duration as well. In addition, the population of patients traditionally provided

services by teaching hospitals are also affected.

Assuming that the minimum negative out come is a decrease in the number of

subspecialty slots without an increase in primary care slots the result will be

increased competition among graduate medical students for primary care slots

as well as for the fewer subpecialty slots. This is of particular concern to

the SW*A given the results of the 1984 Ntational Resident Matching Program. this

data showed that black males have the highest unmatched rate at 21.2 percent,

followed by Hispanic males with 18.6 percent, black women with 18.2 percent and

Hispanic women at 15.2 percent. Majority men and women unmatched were 7.7

percent and 6.3 percent respectively. hese percentages are likely to increase

in a greater competitive atmospher, and will affect minority graduates to a

much greater extent than their white couterparts.

The decrease in the number of residency slots will serve not only to increase

co petition among senior medical students it ill affect the quality of medical
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education at the undergraduate level. Third year medical students depend on

rsidents for educational instruction for their clerkships. Third year clerk-

ships provide crucial instruction, providing the first hands-on clinical ex-

perience for medical students. This is the time when medical education becomes

the most important and most relevant with respect to patient care. the avail-

ability of an ample supply of residents to accomodate the needs of medical stu-

dents with respect to supervision and instruction is already at a premium, par-

ticularly in the municipal hospitals affiliated with medical schools. To insure

the production of competent first year residents and a return on the invest-

ment in a medical education made by the student, his or her family, and the

federal gover.luent by virtue of educational loans there must be an ample sup-

ply of resident to provide training and supervision during clerkships.

one may argue that if medical schools want to insure that a stable

supply of residents are available for their students they must take on a

greater responsibility for financing them. In FY 1978-79. the Council

of Teaching Hospitals identified sources of revenue for resident and

clinical fellow education and training. Medical school support was only

2.7 percent for residents and 4.6 percent for fellows. Since the. beginning

of the 1980's one can assume these percentages have increased, but not to

such a significant amount as to render the medical schools a source to greatly

expand residencies. Given the current lack of student scholarships and low

interest loans for medical students ad the climate of astonomical tuition

costs, it is safe to say a large portion of medical school funds are used to

provide financial assistanct to medical students. Therefore, as a financial

resource for teaching hospitals the medical school is at the bottom of the list.

Proponents of change in financing graduate medical education point to

an oversupply of physicians, particularly in the non-prihary care specialties,
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as another point in their favor to encourage support of their proposals. During

the early 1960's the Federal government was concerned about an impending shortage

of physicians. Enactment of ,bdicaid and Medicare Increased this concern since

these programs created access for the poor and elderly, amplifying the demand

for physician services. The years between 1963 and 1971 saw legislation which

concentrated on increasing the number of physicians. Incentives were created

which resulted in expansion from 87 medical schools graduating 7,300 physicians

annually in 1963 to 126 schools graduating 16,000 physicians annually in 1982.

During 1970 to 1972, government concern turned towards the geographic moldistri-

bution of physicians.

As stated previously, the SNMA does not contend the need to decrease the

number of physicians entering non-pri~mry care specialties. One must take

care, however, not to oversimplify the problem of physician surplus as the

President did last October saying, "Although there my be some shortages of

physicians and nurses in particular areas of the country the nation as a whole

is facing a future surplus-not shortage- of physicians and nurses." 'he well

known discrepancies in physician to population ratios between whites and

minority populations is unacceptable. Assertions of a physician surplus belies

the fact that there is a prominent and dangerous shortage of physicians in

many areas of the country.

The well touted report of the Graduate Medical Education National Cm-

mittee (QO4AC) stated that there will be a surplus of physicians by 1990.

However, the report also emphasized the continuing need to increase the nu.er

of minorities in medicine and the continued geographic mldistribution of

physicians.

Data has shown the absolute numbers of minority medical students has in-

creased with expansion of the Lnited States capacity to provide medical train-
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ing. However, it is also true that the new slots for medical students created

by past health manpower legislation have been overwelmingly distributed to

white and affluent students. Information provided by the National Resident

watching Program (NRX) states that,

The practice setting most preferred by 1984 graduates was a city
of moderate size (.population 50,000 to 500,000) chosen by 29 percent
of the respondents. Srall towns and rural areas were the leVast
preferred settings, each selected by about one percent of respondents.
Seventeen percent indicated that they plan to locate in socio-economical-
ly deprive areas. (enpasls added)

Dr. Robert ,bitoya,(.D., M.D.) of the office of Statewide Health Planning

ani [velopment in California, has noted that approximately 80 percent of

minority health professionals voluntarily practice in or adjacent to designated

health ,afpowor shortage areas, providing services largely to underserved minority

patients. In 1950, 2.1 percent of all practicing U.S. physicians were black,

by 1980 thl, figure increased by only .5 percent to a figure of 2.6 percent.

In addition, studies done by the RAM Corporation conclusiuly show that

physicians are beginning to diffuse into previously underserved areas due to

market forces generated by a greatly expended supply of physicians. Physicians

are overflowing from saturated urban areas into towns and areas with populations

of 25,0 0 and up. How%,&er, this effect has not reached the communities with

populations of less than 10,000.

Other su4-ply controversy consists of fear of the growing population of foreign

medical graduates (OW's) seeking residency training in the United States.

In 1984, over 10,000 FM% participated in the match system for residenty slot

assignment of which 7,143 were aliens (AF.'s) and 2,922 were U.S. foreign

graduates (USR M's). In the opinion of the &WIA, based on NRW data the con-

tribution of foreign medical graduates to the "oversupply" of physicians rela-

tive to U.S. graduates is not as threatening as the initial numbers portend.
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Of the total number of REG's, 4,244 became inactive prior to the matching pro-

cess for residt cy assignment. If those that beca e inactive are added to the

4,309 %ho went unmatched , it is apparent that 8,553 of the RE's who applied

in the match of 1984 did not obtain a position. Moreover, the NW, states that

it is cle. r that other categories of applicants do not compete with U.S. seniors

when the position-to-applicant ratio drops. The percentage of U.S. senicr

students unmatched has remained below 8 percent regardless of the relationship

of positions offered to active applicants with respect to the categories of

applicants. Of the RE's wo did match 80.2 percent did so in the primary

care specialties and general surgery. If one counts psychiatry the figure approach-

es 8* percent, both figures being well above that for U.S. graduates.

the problem of oversupply therefore resolves to one of aldistribution

and inadequate supply of minority physicians leading to an inability to

supply shortage areas. 'Therefore, given the above discussion, the SNMA must

assert although the primary care physician supply needs to be expanded tying

manpower initiatives to Medicare policy, howbeit indirectly, is not the best

way to achieve this objective given the inability of teachl.-g hospitals to

expand their slots in the face of an uncertain financial future, one which

is compromised by:

l)the inab!lity to predict future financial resources to keep up
with inflation and to compete for staff and residents with non-
teaching hospitals uho incur less costs.

2)a lack of finances to secure more faculty and space, even if
the possibility of expanding the number of primary care slots
existed, necessary to accomodate a greater ntJer of residents
and to increase patient loads to provide opportunities for
clinical education.

3)shifting of insured and paying patients to less costly and more
competitive hospitals by "*1O subs-ribers, contributing to less
resources to cross-subsidize patient care for those who cannot
pay for health care.
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Besides these points, NkRfP data shows that under the current financing status

almost 500 new primary care slots were offered to applicants in the 1984 match

system.

The argument that teaching hospitals do not directly benefit third party

payer sick subscribers can be contested by the statement made by J.D. Meyers

in the 1981 Journal of Medical Education for the month of September:

"It is argued that patients should not pay educational costs.
This view neglects two facts: patients benefit from services
they receive when residcts participate in their care in teaching
hospitals, and 94 percent of all hospital revenues are now de-
rived from third party payers. These insurers - whether volun-
tary, non-profit agencies (such as Blue Crjss and Blue Shield) or
commercial underwriters of federal programs (such as Medicare and
Medicaid) - diffuse the educational costs throughout the population
through their premium charges or taxation. These insurers have a
social obligation to support graduate medical education, for the edu-
cation and training of future practitioners is an essential invest-
met-it by the public provided through private health insurance and gov-
ernment programs. This investment ensures that medical care needs
of future generations will be met."

The SNMA strongly feels that other areas to reduce the federal deficit

and enhance the stability of the Hospital Insurance Trust Fund have not been

fully explored. There are other ways to decrease total Medicare costs than those

already stated. -The SNMA suggests the following:

l)streamlining of administrative costs of the prograin to create
a more efficient operation of the poogram.

2)policies to allow and encourage individuals 65 years of age and
older to continue working as long as they desire and as long as
they are physically and mentally fit, thereby delaying the use
of the Medicare Program for several years.

3)a more extensi v effort to promote preventive health care habits
extending beyond media advertisements to lead to a healthier
population in the long-run, decreasing the necessity for
hospitalization, and, finally
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4) 4)Provide tax reforms to create incentives for families to take care
of the elderly at home and to enable families and individuals to
afford and desire home health care particularly for chronic illness-
es that can be cared for at home.

Conclusion

The SNMA firmly believes a stable source of financing graduate medical

education must be maintained. Currently, more than 80 percent of these

costs are paid for by means of reimbursement from cost-based payers and

charges to others. Teaching hospitals are reimbursed for their direct

costs on a pass-through basis at 100 percent of "reasonable costs".

According to Mr. Dole our Nation's teaching hospitals are in large part the

guardians of the high standards we demand from our health care system. Teach-

ing hospitals and residents are currently lodged in an economic environment

which stresses competition, cost consciousness and cost control, the latter

defined by Kohler's Dictionary for Accountants as the employment of

management devices in the performance of any necessary operation so that

preastahlijhed objectives of quality, quantity, and time may hp- attained

at the lowest possible outlay for goods and services (emphasis added).

Given the complexity and interdependent nature of graduate medical

education, undergraduate education, and patient care; the disadvantaged

competitive position of teaching hospitals due to their special missions;

and the continued shortage of physicians in certain areas of the country

any attempt t)reform the direct financing oi graduate medical education

must be undertaken with special care and with' the strong knowledge of

possible outcomes. Until well studied and appropriate stable alternatives
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of financing can be found the SNMA must support the current policies of funding

and opposes the proposed reforms for the reasons elaborated in the above dis-

cussion.
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I%,I Univerilty of north DakotaAhool of Medicine
Grand Fork:, north Dakota
58202

April 2. 195

n stor Qunlm N, Burli:
511 Hart Senate Off% e Suil,ling
Wash, .g t,-,n, O).C. 20i} Ir)

Dear Senator Bir l',, P:

As you are aware, the Universitv of North Dakota School of Mei ine has developed a
quality me d, al education program designed to meet the needs of North Dakota and the
surrounding states. The program entails both undergraduale and graduate educational
components nn the ( ontlinuum from medical school to the completion of resihdencv. Ms
purpose in ritling is to obtain vote- assistance on an issue which may adversely nips-t
on the KraIuat e education portion of our program.

Our specific problem relates to the support of graduate education (i.e. residency training)
provided by the Medicare program through stipend support. Under the new Prospective
Payment System. support of graduate eduati on is facilitated by two methods: It the
educational pass-through provided as an offset to hospitals; and. 21 direct support through
the provision of stapend funds. Several concerns have been exntressed concerning both
methods of graduate medical education support. Although changes in the system may
he required, recent proposals on the latter issue have used some concern to the University
of North Dakota School of Medicine.

Across the board decreases in the allocation provided for resident stipend support has
rec ently been proposed. However, such a uniform policy neglects the direct support provided
by some states for the resident stipend. As an example, at some medical schools the full
cost of the resident stipend support ts passed on to the Medicare program. Alternatively,
some states currentlyy pay a portion of the stipend. In our case. the State of North Dakota
pav/s 5 2f the co rLsULt-g=i only a 50% pass through to the Medicare oroeram.

We recognize the dilemma in attempting to reduce the costs of the Medicare program
and fully support the efforts to contain the costs of the program. States which are
defraving the a )$t of graduate medical education. however, should not be penalized for
their progressive efforts through a uniform cost reduction of Medicare resident stipend
support. As an alternative, we could make the following suggestions:

11 Reductions in stipend support should he made according to a Celona avsra..
rh. reb:ional average approach % ould allow for consideration of the cost-of-hing
disparities between such residency training sites as New York City and Grand Forks.

BEST AVAILABLE COPY

A.
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Senator Quentin N. Burdick
April 2, 1985
Pagi' Two

2) The percentage of reduction (e.g. 10%) should be applied against the regional average
of stipend support provided by the Medicare program. If a program falls below
that level of support it would continue to receive the same allocation since the
intent of the reductions is to encourage the states to pick up larger portions'of
the stipend support. In this manner, states like North Dakota that already contribute
substantial support to residence stipends would not he penalized.

3) Reductions in future years would continue along the same principle. Once a program
fell above the level of support provided by Medicare, the percentage of reduction
would apply.

For your perusal and information, I am enclosing a brief hypothetical example of the potential
impact of our suggestions. If I can be of assistance, please feel free to contact me at
the University of North Dakota School of Medicine. With kindest regards, I am...

Sincerely,~'

Tom M. Johnson, M.D.
Dean
UND School of Medicine

Director
Office of Rural Health
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HYPOTHETICAL EXAMPLE

I Other States

Resident Stipend = $15.000

Medicare State

1985 $15,000 (100%a -0-

Average $15,000
Stipend

10% Reduction $1,500

1986 Stipend $13,500 90%) $1.500 ( 10%l
(50%)

Result: State picks up 10% of cost

North Dakota

- $15.000

Medicare State

$7, S00 (50%) $7. 500 ( 50% |

$15,000

$1,500 EXCEEDS

$7,500 1 50%) $7.500

No change since state already
picks up 50%
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STATEMENT OF

J. TED HARTHAN, M.D.

DEAN
SCHOOL OF MEDICINE

TEXAS TECH UNIVERSITY HEALTH SCIENCES CENTER

to the

HEALTH SUBCOMMITTEE
COMMITTEE ON FINANCE
UNITED STATES SENATE

Re: Funding of Graduate Medical Education

June 3, 1985

Mr. Chairman and Members of the Committee:

My name is J. Ted Hartman, M.D., and I am Dean of tie School of

Medicine at Texas Tech University. I am pleased to have the

opportunity to provide testimony to this Committee on the financing

of graduate medical education, an issue of great concern to me.

Texas Tech University School of Medicine has as its primary mission

the delivery of quality undergraduate, graduate and continuing

medical education with a balanced emphasis on primary care and

specialized care to west Texas. Our school was established in 1969

and opened in 1972. We conduct a decentralized education, patient

care and research program at four regional campuses which are

located in Lubbock, Amarillo, El Paso and Odessa/Midland.

We have responded to the mandate to provide primary care physicians

for the people of west Texas. 70% of our medical students enter

residencies in the primary care specialties at the conclusion of
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their formal medical school training. 73 of our residency training

programs are in the primary care specialties.

The 1982 practicing physician to population ratio for the Texas Tech

School of Medicine catchment area was 1:1001, higher than either the

state of Texas ratio of 1:719 or the national ratio of 1:609. Our

residency programs continue to grow in direct response to the

manpower needs of our region.

Mr. Chairman, I am greatly concerned that in an increasingly

competitive health care environment it will become more difficult

for our teaching hospitals to successfully support themselves while

rendering care to those patients who are most critically ill or

hopelessly indigent. I concur with Senator Dole's commitment to

ftimpose fiscal restraint without causing undue and potentially

harmful disruption in graduate medical education." However, it is

my hope that we can work together to develop provisions which will

allow the government to continue to increase support to those

institutions which are growing in response to the manpower needs of

the regions they serve. To simply freeze Medicare payments for

graduate medical education without regard to this essential growth

would be detrimental to our programs and the patients we serve.

The extent of Medicare support for GHE programs has been addressed

in your legislation. I wish to recommend that the federal

government support the number of positions which is equivalent to

the number of graduates of LCHE-approved, U. S. medical schools.
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Graduates of American schools have consistently chosen residency

training programs of high quality. Only those programs of graduate

medical education whose residency positions are filled by a majority

of graduates of LCME-approved, U.S. medical schools should be

eligible to receive federal funds for the support of their programs.

On the issue of the number of years which is appropriate for funding

of graduate medical education fellowship positions in the various

specialties, I concur with Senator Bentsen that this question has

yet to be resolved. While I believe it is appropriate to limit

Medicare financing of GKE positions at five years, I strongly agree

with my internal medicine and pediatric colleagues that the clinical

year of fellowship programs in these specialties should receive

funding support.

In our area of the country, all specialists provide a significant

portion of primary patient care. In health manpower shortage areas,

the reality is that all physicians provide primary care. I do not

believe that it is appropriate for the level of available funding to

determine the viability of subspecialty training programs. I concur

with Senator Bentsen's belief that "the residents themselves are

perhaps the most competent judges of how best their talent may be

applied."

Senator Durenberger has clearly related that "it was not the purpose

of Medicare to fund nonservice-related research activities." I

concur. Therefore I recommend that consideration be given to
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funding the one clinical year of training in those subspecialties of

internal medicine and pediatrics which are so heavily engaged in the

delivery of primary care.

Mr. Chairman, I truly appreciate this opportunity to provide

testimony and I look forward to continuing to work with our

distinguished senior Senator, Lloyd Bentsen, Senator Dole and

yourself on this issue of vital importance. Together, we have the

opportunity to assure the continued excellence of this Nation's

medical education system. I would be happy to respond to any

questions Members of the Committee may have.


