NaTtionaL Association oF Ursan HospiTaLs

Private Safety-Net Hospitals Caring for Needy Communities

June 20, 2007

Centers for Medicare & Medicaid Services

U.S. Department of Health and Human Services
7500 Security Boulevard

Baltimore, MD 21244

Attention: File Code CMS-2279-P

To Whom it May Concern:

I am writing on behalf of the National Association of Urban Hospitals (NAUH) to express our concern about
the proposed regulation governing federal matching of state Medicaid payments for graduate medical
education (Federal Register, Vol. 72, No. 99, May 23, 2007, p. 28930). NAUH opposes this regulation for
several reasons, addressed individually below, and urges the Centers for Medicare & Medicaid Services
(CMS) to withdraw this proposal and continue the federal government’s current policy of matching state
Medicaid payments for graduate medical education.

Policy Change

In the commentary explaining the proposed regulation, CMS notes that “This proposed rule would clarify that
costs and payments associated with Graduate Medical Education programs are not expenditures for medical
assistance that are federally reimbursable under the Medicaid program.” NAUH disagrees with the assertion
that this regulation constitutes a “clarification.”

Medicaid has matched state expenditures for graduate medical education for many years. During this period,
states have routinely included payments for graduate medical education in the state Medicaid plans they
submit to the federal government for review and approval — and those state plans, including their provisions
for payments for graduate medical education, have just as routinely been approved. That approval has
continued, moreover, throughout the current administration. We do not understand how, in the absence of
new legislation or other regulations that effectively change federal policy, something that was routinely
considered acceptable and appropriate for so many years can now be considered contrary to federal law.
Thus, we believe CMS’s announced intention to discontinue this practice constitutes a change in policy —
from our perspective, a major change in policy — rather than clarification of existing policy.

NAUH questions this policy change. Traditionally, Medicaid has given states considerable latitude regarding
the services they provide and the payments for which they can receive federal financial participation; this has
long been a hallmark of the state-federal partnership that is Medicaid’s cornerstone. Now, however, CMS
appears interested in reducing that latitude — but in just this one area while continuing to match other state-
covered Medicaid expenditures. NAUH wonders why graduate medical education has been chosen for this
literal interpretation of the federal statute — especially after so many years of an unmistakably different
interpretation — while so many other aspects of state Medicaid programs remain unchallenged.
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Regulatory Impact

In the proposed regulation, CMS projects federal savings of $140 million in FY 2008, $290 million in FY
2009, $440 million in FY 2010, $450 million in FY 2011, and $460 million in FY 2012. On the surface, these
appear to be relatively modest savings, but we believe they may be understated. In Pennsylvania, the federal
share of medical education payments made to teaching hospitals was more than $43 million in the state’s
2006 fiscal year; New York’s teaching hospitals receive $1.2 billion a year in Medicaid graduate medical
education payments; and a 2002 survey by the National Conference of State Legislatures found that state
Medicaid programs were spending $2.5-$2.7 billion a year on Medicaid medical education payments. Even
recognizing that some of this money is for indirect medical education and some is for direct medical
education, it appears likely that the actual numbers are much greater than the estimate offered in the draft
regulation. Consequently, the impact of this change in policy would most likely be much greater than CMS
formally anticipates.

The Impact of the Proposed Policy Change

More important than the question of whether this is a clarification or a policy change or the precise cost to
associate with this change is the broader concern that eliminating federal matching funds for state graduate
medical education payments to teaching hospitals will have a significant impact on individual teaching
hospitals, on the health care safety net in the U.S. today, and on access to care in this country tomorrow and
into the future because state Medicaid programs are unlikely to be able to afford to compensate for this
significant, sudden, and unexpected loss of federal funds.

Private, non-profit urban safety-net hospitals such as those represented by NAUH are far more dependent on
public payers than most hospitals. Medicare and Medicaid are among our most important payers, and these
hospitals also care for significant numbers and proportions of uninsured patients. Reducing Medicaid
payments to these hospitals by depriving states of matching funds for graduate medical education payments —
payments the federal government has long made — would weaken the financial health of teaching hospitals
that already operate on extremely slim margins. Ours are the hospitals to which many low-income Americans
turn for care. Often, the medical residents whose training is underwritten in part by these funds are directly
involved in the care of our low-income patients. Thus, eliminating medical education payments would
increase the financial burden on our teaching hospitals and possibly jeopardize access to care for many of our
low-income patients.

On a wider scale, teaching hospitals constitute an important part of the health care safety net in the U.S. today.
Today, one-half of all Medicaid discharges in this country are from teaching hospitals and more than one-half
of all charity care is provided by these same hospitals. Eliminating the federal government’s long-time
practice of matching state payments for graduate medical education would weaken the financial foundation
upon which these teaching hospitals operate and, in so doing, weaken the American health care safety net.

Finally, eliminating federal matching funds for state Medicaid graduate medical education payments may
result in a tragic and avoidable loss of access to care in the future. As described in the proposed regulation
itself, the origins of federal support for graduate medical education can be traced to Medicare and the national
physician shortage of the 1950s and 1960s. While the proposed regulation notes that by the 1980s the nation
had a surplus of physicians, it does not mention a report by the Association of American Medical Colleges
that maintains that by 2020, the U.S. will have a shortage of at least 55,000 physicians. This finding was
essentially confirmed by the Council on Graduate Medical Education, a non-partisan group created to advise
the administration and Congress, in its 2005 report Physician Workforce Policy Guidelines for the United
States, 2000-2020. To respond to that shortage, we as a society must act today, not wait until 2020, and



Page Three
July 16,2007

eliminating Medicaid’s support for graduate medical education would directly and dramatically detract from
our ability to meet this latest challenge.

If hospitals are required to absorb more of the cost of educating their medical residents — states are unlikely to
make up for this loss of federal funds — one natural response will be for them to make the inevitable,
unfortunate, but financially responsible choice to train fewer physicians. With fewer training opportunities
available, medical schools will be compelled to reduce their enrollment — again, an approach that would
directly contradict the American Association of Medical Colleges’ call for a 30 percent increase in medical
school enrollment over the next eight years. Even today, our nation has thousands of federally designated
medically underserved areas. Federal policy should seek to reduce the number of such areas, not pose a threat
to the training of physicians that could lead to an increase in their numbers. As the proposed regulation
describes in detail, Medicare has a long-standing policy of helping hospitals with the cost of graduate medical
education, and that support remains firm today. NAUH believes CMS should demonstrate a similar level of
support for what has long been an integral part of state Medicaid programs.

Acknowledging the Challenges Posed by Graduate Medical Education

While NAUH strongly encourages the federal government to continue matching state Medicaid payments to
teaching hospitals for graduate medical education, we are not unaware of the challenges this poses for federal
regulators. The proposed regulation notes, for example, that it is difficult for regulators to track these
payments in many states. We would like to note, though, that this is not the case in all states. In some states,
medical education payments are not folded into other Medicaid payments and instead are paid directly, and
discretely, to eligible teaching hospitals. We believe that if this approach can be taken in some states — 15
states today, according to the American Association of Medical Colleges — it can be introduced in others as
well. Consequently, we encourage CMS to ask Congress for the authority to develop regulatory guidelines
that compel such payments to be made directly and discretely, thereby enhancing regulators’ ability to
monitor the appropriateness and efficacy of medical education payments and to ensure that they reach their
intended beneficiaries. With Congress’s clear understanding and support, Medicaid has found graduate
medical education payments to be worth making for many, many years, and they did not suddenly lose their
value or their purpose. If monitoring their use poses a challenge, NAUH encourages CMS to work to meet
that challenge rather than to choose simply to do away with the payments entirely.

Medicare IME Payments and UPL Calculations

In NAUH’s view, Congress clearly believes that Medicaid should shoulder its share of responsibility for
funding medical education. Consistent with this view, we believe that medical education costs should be
included in upper payment limit (UPL) calculations.
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Conclusion

Medicaid’s contribution to the training of this country’s next generation of physicians is a vital part of the
American health care system — so important that today, 47 states and the District of Columbia make such
payments. The need for this support has not diminished in any way; in fact, in light of the impending
shortage of physicians that we face as a nation over the next 20 years, that need has actually grown. Other
health care payers — most notably Medicare, which CMS cites extensively in the proposed regulation —
continue to pay their fair share of medical education costs, and we urge Medicaid to continue doing so as
well. Private, non-profit, urban teaching hospitals are a vital part of the health care safety net in the U.S.
today, and eliminating Medicaid’s contribution to their good work threatens to undermine their efforts to care
for their many low-income and medically vulnerable patients. NAUH urges CMS to withdraw this proposed
regulation, reaffirm Medicaid’s commitment to the graduate training of our nation’s next generation of
physicians, and support the broader mission of service of the teaching hospitals that provide this essential
training.

We welcome any questions you may have about the views expressed in this letter and appreciate your
attention to our concerns.

Sincerely,

Ellen Kugler, Esq.
Executive Director



