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DATE TOPIC(S) TYPE OF EVENT DESCRIPTION 
March 18, 2000 Medicare Reform Legislative Administration sends legislation on Medicare plan to Congress (check 

date) 
March 30,2000 Medicare Reform Other Medicare Trustees' Report: Medicare solvent through 2025 (originally 

released as 2023), POTUS statement 
April 7, 2000 Coverage Medicaid Other HHS releases letters requiring state to reinstate people losing Medicaid 

due to TAN Fchanges 
April 10, 2000 Medicare Drugs Report "Prescription Drug Coverage, Spending, Utilization and Prices: Report to 

the President" HHS, Room 450 (POTUS) 
April 12, 2000 Medicare Drugs Legislative House Republican Leadership release outline of drug plan, universal but 

uses private insurers 
April 30, 2000 Medicare PBQB., Radio Address Calls for action on prescription drugs, PBOR 
May 9,2000 Medicare Drugs Legislative Breaux,.Frist 2000 concept paper introduced; like Republican House bill but 

includes 25 percent premium subsidy. Combined with Board and 
competition proposal similar to Administration's 

May 13, 20~0 Medicare Drugs Report GAO letter to Congressman Dingell on Medigap premiums for prescription 
drugs [check on event] 

May 16, 2000 Medicare Drugs Event POTUS statement on prescription drugs for military retirees -- supporting it 
but saying that we need to cover all seniors 

June 13, 2000 Medicare Drugs Report "Prescription Drug Coverage and Rural Medicare Beneficiaries: A Critical 
Unmet Need", Room 450 (POTUS, Baucus) 

June 20, 2000 Medicare BBA Press Leak $40 b 110 commitment to Medicare 1 Medicaid provider payment 
restorations 

June 20, 2000 Medicare Drugs Legislative Senators Graham, Baucus, Bryan, Conrad, Robb, Rockefeller, Chafee, 
Lincoln introduce multiple PBM prescription drug plan 

June 21, 2000 Medicare Drugs Legislative House Ways and Means Committee marks up private insurance 
prescription drug benefit. Vote: 23-14 (party lines) 

June 28, 2000 Medicare Drugs Legislative House Floor vote on HR 4680 prescription drug proposal. Passed 217-214. 
, 

June 27,2000 Medicare Drugs, 

---- 

Legislative Breaux-Frist 2000 legislation introduced (S. 2807); Landrieu and Kerrey 
cosponsor 
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January 27,1999 

Meeting on Funding for Medical Education at Children's Hospitals 

DATE: 
TIME: 
LOCATION: 
FROM: 

January 28, 1999 ,.. 
4:00 p.m. 
The Vice President's Ceremonial Office 
Jennifer Klein 

I. PURPOSE 


To announce the proposal in the President's fiscal year 2000 budget to create a new $40 million 
grant program to provide federal financing forgraduate medical education (GME) for 
freestanding children's hospitals. ' 

II. BACKGROUND 

You will meet with senior representatives of children's hospitals and will announce that the 
President's budget will include this new program to provide federal financing for graduate 
medical education for freestanding children's hospitals. Winning funding for medical education 
costs has been children's hospitals' hig~est legislative priority, and they are well aware that this 
proposal is in the President's budget in large part because of you. 

Funding for Graduate Med,ical Education for Children's Hospitals 

FY 2000 Budget Proposal. The budget will include $40 million in discretionary funding to 
provide grants to the 53 freestanding children's hospitals to support the costs of graduate medical 
education (GME). Children's hospitals would be paid on a per resident basis, and would receive 
approximately $9,380 per resident, for a total average payment of$689,000 per hospital. The 
amount they receive would be roughly equivalent to the portion of their direct medical education 
costs (approximately 42 percent) associated with providing care to Medicaid patients. Hospitals 
receiving grants would also be required to provide data to HHS on number of issues, including: 
financial status; the percentage of medical ,resident training taking place in ambulatory settings; 
and the percentage of patients served who are uninsured or living in poverty. 

As you have long argued, children's hospitals across the country are in desperate need of this 
funding. In an increasingly competitive health care market dominated by managed care, teaching 
hospitals struggle to cover the significant costs associated with training and research as private 
reimbursements decline. While other teaching hospitals receive support for these costs through 
Medicare, children's hospitals receive very little Medicare funding; teaching hospitals receive an 
average of $76,000 in federal GME funding per resident, while children's hospitals receive an 
average of $400 per resident. In addition, while some states have funded GME through 
Medicaid, most of those programs are ending as more states move to Medicaid managed care 
programs. These inequities exacerbate an already difficult financial situation for children's 
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hospitals who often serve the poorest, sickest and most vulnerable children. This proposal is 

designed to address the current inequity. 


Recent Legislation. The President's proposal is similar to the "Children's Hospitals Education 
and Research Act of 1998" introduced last year by Senators Kennedy, Bob Kerrey, Bond, 
Durbin, De Wine, and Moynihan, and Representatives Sherrod Brown, Nancy Johnson, and 
Greenwood. Senator Dodd and Representatives Stark, Dingell, and Moakley have also strongly 
supported this initiative. 

Interaction with Larger Deliberations on Graduate Medical Education. The most likely criticism 
of this new program will be that it will signal the Administration's willingness to move federal 
support for graduate medical education out of Medicare and to provide only discretIonary 
funding for it. We see this policy as simply an interim solution to the longstanding inequity in 
federal support. 

Other Issues of Interest to Children's Hospitals 

Children's Health Insurance Program (CHIP). Children's hospitals have long worked with us to 
reach out to families with children who are eligible for but unenrolled in Medicaid or CHIP. The 

. Administration's FY 2000 budget includes $1 billion over five years to fund state initiatives to 
simplify enrollment systems, educate community volunteers, station eligibility workers in places 
like schools and child care centers, and conduct outreach campaigns. The Vice President has 
already announced the outline of this proposal, and the details will be unveiled with the 
President's budget. 

Safety Net Proposal. The budget also includes $1 billion over five years to help community 
health centers, rural health clinics, public hospitals, and academic health centers provide 
comprehensive, coordinated health care to the uninsured. This initiative could provide 
substantial investments in health care infrastructure in over 100 communities, deliver nearly 3 
million primary care visits to a total of 700,000 uninsured people, and deliver over 1 million 
inpatient and outpatient mental health or substance abuse treatments to more than 28,000 people. 

III. P ARTICIP ANTS 

The First Lady 
Secretary Shalala 
Attached list of children's hospitals representatives 
NOTE: Senator Kennedy had wanted to come to this meeting. Because he was unable to attend, 
we asked his staff to sitin on the meeting. 

IV. SEQUENCE OF EVENTS 

• The First Lady opens, makes brief remarks, and introduces Secretary Shalala. 
• Secretary Shalala makes brief remarks. 
• The First Lady opens for discussion. 
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V. PRESS PLAN 

Closed. 

VI. REMARKS 

Talking points provided by Jennifer Klein. 
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FIRST LADY HILLARY CLINTON UNVEILS NEW, $40 MILLION 


PROGRAM TO SUPPORT GRADUATE MEDICAL EDUCATION AT 

FREESTANDING CmLDREN'S HOSPITALS 


January 28,1999 


Today, First Lady Hillary Clinton unveiled a new, $40 million program to support 

critical graduate medical education activities to ensure that America's physician 
workforce is trained to address children's special health care needs. These new funds 
would be used to provide freestanding children's hospitals, which play an essential 
role in the education of the nation's physicians, with $40 million dollars for graduate 
medical education activities to be distributed on a per resident basis. 

CURRENT INEQUITIES IN FEDERAL FUNDING 

In an increasingly competitive health care market dominated by managed care, 

teaching hospitals struggle to cover the significant costs associated with training and 
research as private reimbursements decline. While other teaching hospitals receive 
support for these costs through Medicare, children's hospitals receive very little 
Medicare funding; teaching hospitals receive an average of$76,000 in federal GME 
funding per resident, while children's hospitals receive an average of$400 per 
resident. In addition, while some'states have funded GME through Medicaid, most. 
of those programs are ending as more states move to Medicaid managed care 
programs. These inequities exacerbate an already difficult financial situation for 
children's hospitals who often serve the poorest, sickest and most vulnerable 
children. 

PROVIDING CRITICAL FINANCIAL SUPPORT TO ESSENTIAL 
PROVIDERS 

Today, the First Lady announced a new $40 million program to address the pressing 
financial needs of children's hospitals. The President's FY 2000 budget proposes a 
new, $40 million formula grant program that will provide freestanding children's 
hospitals with long overdue Federal financing for graduate medical education. 
Children's hospitals, who train 25 percent ofpediatricians and over half of many 
pediatric subpecialists, will receive funds on a per resident basis. 
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December 14, 1998 

The HOIlQrable William Jefferson Clinton 
The 'White House 
1600 Pennsylvania. AVCr1\leyN,W. \ 
Wasb.ington. D.C.20S00 

Dear Mr. President: . 

As you prep'lre for your-fiscal yeai2000 budget. we are writing to request the inclusion of 
funding for graduate medical education fOr cur C:CUl'ltzy's independent cb.ildreo.'s hospitals. As 
you. know, these 53 iJl.stitutlons do nouhare a proYicler number with another larger adult 
institution for purposes of'billing Medicate. As a result, they reeeive little to no support from 
Medican for their teu:b:ing programs. 

We are committed to recognizing and supporting tbepubtic good .that all teaching hospitals 

provide through their graduate IllCdic:al educatiOll (GME) programs, a commitment ~at needs to 

be maintained throug1:t any refoImlil c:onsidered to asSUl'e future stability to the Medicare progam'. 

We also roust move forward with providing some fonn of federal G:ME support for these few 

children's hospitals, on an interim basis now and as part of any larger refonn. 


Medicare has maeasingly become the one reliable source ofGME support for teaching hospitals, 

as the competitive market has made it almost impossible to recover those costs from private 

payers, Medicaid in some states provides some support for the direct costs of GME, but this 

vanesfcam state to state. particularly as states move to Medicaid managed c;a,rc. The result has 

been a scriouseOlllpetirive disadvantage for ell o!these c:bildren.'s hospitals, as ather tea.~ 


hospitals received S7~OOO per resident on average from Medicare in 1996 and they received 

5400. 

Many ofthese children's hospitals are experiencing los$es on patient operations which are 
. heavily attributable to GMB. The lack of GME s"Ppon exacerbates the competitive challenges. 
they also face as safety net institutions and regionaL tertiary care centers. Medicaid. even with 
disprcportionate share pa.yments, on average, covers only 8S percent of the Qosts ofcaring for the 
children it covers in theseiDstitutions. ~Medicaid ami private payer rates only rarely account 
for the higher costs ofcaring disproportionately for children with more severo and more chronic 
illnes&cs. 

Ofthcse 53 childrcm's hospitals# 43 have significant GME programs. 1bey represent less than 
one percent ofall teaching hospitals; but they r:rain five percent ofall residents, almost a. third of 
all pediatric: residents, and the majority orall pediatric; specialists. They also provide required 
pediatric rotatioru; for many other residenti. The hospital, te~hing hospital and pediatric 
cotnmunities have joiDed the National Association ofChildrt;I1's Hospitals in recog:n.izing the 
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Page 2 
Letter to the Honorable William Iefferson Clinton 

equity and need far providirig these institutions with fed.cral GMB support, commensurate with 
that provided to other teaching hospitals.) 	 , 

We ask that youjoin u.s in working towards that goal. Including such support in the 
AdmllUstration1s fiscal year 2000 budget would pra\lide an essential st~p ,for a successful effort. 
Last year's bills, H . .R. 385; and S. 2049, which provided one appro~h fOf childrcn's hospital 
GME, achieved significant bipartisanspoDSorship. Those bills would have provided i1. time
limited,. $285 milliol1 in annual GME support. The inclusion of this. or any othet', funds for 
G~ f~r these ~,dren:s ho~pi~ls ~ the Administration's budget will,si,(e us the cntic::l1 
support needed. to move this effort fotward. 

Many of these children1s hospitals have existed for d.eca.des. some for a century, developed by 
our coinrnunities and pediatric professionals bec.ause they believed that centers devoted to the 
care ofcb.ild.ren were essential to theadvanCClIlcmt ofpediatric medicine. In keeping with this 
objective~ they have consistently had a threefold mission -- patient ~are, research. and teaching
which has benefitted all children. 

Even counting the children's hospitals that arc a pan of other larger institutions and the large 
pediatric units with multi..specialties in other hospitals, the number of children's medical centers 
is relatively small. about 250 such programs nationwide. With fewer nWIlbcrs than adults and 

.	fewer numbers who are ill. ~hild.ren. in particular. require suoh specialized regional care when 
they arc iiI. And. the regionalization of their care provides The critical mass ofexperience needed 
for research and training as well. 

. The development of these institutions. and'their aligaments with others in tociay'5 ever-changin.s 
:market, :needs to continue to be decided based on sound market deeisions devoted to maintaining 
and strengthening iYstealS fur delivering care for children. II should not 'be driven bytbe 
anomalies ofour financing for QME, or out mabilil)' ta move forward with. broader-based 
financing. Until we achieve the latter, we should move fedeiaUy to prove GME·support fot these 
children's hospitals DOW. '\ . 

We thank you in advanco for your consideration and. attention to this request. 

Pete Stark 

Member ofCongress 
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.THE CASE FOR COMMENSURATE FEDERAL GME SUPPORT' 
FOR INDEPENDENT CHILDREN'S TEACHING HOPSITALS 

November 24,1998 

What is the case for commensurate federal GME support? 

The independent or freestanding children's teaching hospitals -- those that do not 
share a Medicare provider number with another institution -- find themselves in an 
increasingly and seriously disadvantaged competitive positive because of the evolution 
of graduate medical education (GME) financing in this country. 

However unintended, the current marketplace has increasingly come to rely on 
Medicare as the payer for GME. Medicaid may, depending on the state, pay for the 
direct costs of GME. But this is changing with the advent of Medicaid managed care. 
Private payers are no longer paying rates that allow for offsets for GME costs. 

The freestanding children's hospitals, with their own provider numbers for purposes 
of Medicare billing, have few if any Medicare patients -- only children with end stage 
renal disease. Thus, they do not benefit from federal GME support provided through 
Medicare. 

These hospitals need some broader reform to encompass them in GME financing, and 
the federal government is the one national source of GME reform. Congress 
recognized both the need for broader approaches and the children's hospitals' issues 
when it authorized the National Bipartisan Commission on Medicare and included an 
assessment of GME financing in its charge. 

The National Association of Children's Hospitals' (N.A.C.H.) request for equitable 
inclusion of the freestanding children's teaching hospitals in such reform is not to give 
them special treatment. Instead, it is to give them some degree of equitable treatment 
in competing with other teaching programs. 

The children's hospitals do not deserve commensurate federal GME support, because 
,they are "special" or in need of "financial propping up because they can't compere." 
They need it, because they are supporting GME programs as large on average as,those 
of other teaching hospitals, in a GME financing system that by and large does not 
recognize their contributions. Commensurate federal GME support for their training 
programs is essential to their ability to compete 

4111 Wnhe Sm:er. Alex3nd ria, VA 22,114 An Affilia[c of [he N3[iunal Associarion of 

(705) (,B4-1,i55 fax (70.1) 684-1589 Children's Hospi[als & Rda[ed insri[uriolls 
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in the health care market place on a relatively level playing field and recognition 
of their contribution to the public good - training our nation's health 
professionals. < 

What is the GME contribution of these children's teaching hospitals? 

The freestanding children's teaching hospitals -- about 53 institutions, including 
43 acute care children's teaching hospitals and 10 specialty hospitals -- train over 
25% of the nation's pediatricians and the majority of many pediatric specialists. 

They also provide training to a substantial number of residents of other 
institutions, who require pediatric rotations. These rotations represent almost as 
many resident FTEs as do the pediatric residents in the children's teaching 
hospitals own programs. 

This is a significant contribution t6 our nation's pediatric workforce by a very 
small number of institutions. Less than 1% of all hospitals, the freestanding 
children's teaching hospitals train over 5% of all residents in the country. 

Who are these institutions? 

There are relatively few children's hospitals in the United States - fewer than 250 
children's medical centers of any significant size, including freestanding acute 
care children's hospitals, children's hospitals organized within larger medical 
centers, freestanding children's specialty hospitals - rehabilitation and chronic 
care facilities -- and freestanding children's psychiatric hospitals. The 
freestanding children's teaching hospitals - acute care and specialty -- comprise 
about 20% of all children's hospitals. 

Although no one children's hospital is better than another simply because it is 
freestanding or organized within a larger medical center, the historically 
freestanding children's acute care hospitals do tend to be the largest in terms of 
volume of clinical care, depth and breadth of specialty services, and size of their 
teaching and research programs. They and their affiliated pediatric departments 
account for about 20% of all NIH-funded pediatric research. If only clinical 
research were considered, that percentage would be substantially higher. 

Like all children's hospitals, these hospitals provide significant care to low 
income children - about 44% of their gross patient revenue is devoted to 
patients covered by Medicaid, bad debt, or charity. Medicaid amounted to about 
40% of gross patient revenues for this group of institutions in FY1997, according 
to data collected by the National Association of Children's Hospitals and Related 
Institutions (NACHRI), while bad debt and charity represented about 4% of gross 
patient revenues for the same time. On average, total net Medicaid 'revenues, 
including disproportionate share hospital (DSH) payment adjustments, 
accounted for less than 86% of their Medicaid expenses. 



3 

Like other academic centers, freestanding children's teaching hospitals provide 
specialized services that may be available only at their facilities. They also must 
contend with a competitive market that often does not recognize the higher costs 
of the patients they serve. On average, children's hospitals are much more likely 
to serve more seriously ill children with more complex cases. Over 75% oftheir 
inpatient care is devoted to children who have at least one or more chronic or 
congenital conditions. Freestanding children's hospitals have a case mix index of 
1.47, compared to 1.29 for children in all teaching hospitals and 0.74 for 
children in community hospitals. 

What is the inequity with current GME f1nancing? 

Medicare has become the one explicit payer for GME in the current market, 
except for those states in which Medicaid pays for direct GME through cost-based 
reimbursement, or in a few cases, through some explicit add-on. On average, 
federal Medicare direct and indirect GME payments per resident FTE in all 
teaching hospitals amounted to about $76,000 in FY 1996 compared to less $400 
for per resident FTE for the freestanding children's teaching hospitals. This 
creates an unintended but severe imbalancing of the competitive playing field for 
the children's teaching hospitals with their own Medicare provider numbers. 

Non-teaching hospitals do not have the direct and indirect costs of academic 
institutions. Community hospitals may have little teaching and comparatively 
fewer severely ill children. The children's hospitals organized within other 
hospitals that share a provider number with a larger institution are able to count 
their residents - both pediatric and non-pediatrics residents -- for federal GME to 
the extent that the overall entity is allowed for Medicare patients. A resident 
rotating to a freestanding children's hospital from another program would 
receive no federal GME support, while a resident rotating to another hospital, or 
outpatient facility would. 

In other words, the federal government now contributes significantly to adult 
teaching hospitals for the training of both pediatric and non-pediatric residents. 
It contributes to community health centers and other non-hospital based training 
sites for their training of both pediatric and non-pediatric residents who rotate 
through them. In New York State, the federal government pays to help teaching 
hospitals to reduce the number of resident it trains. But the federal government 
contributes virtually nothing in GME support for the training of both pediatric 
and non-pediatric residents in freestanding children's teaching hospitals - the 
institutions that train a disproportionately large share of the nation's pediatric 
and pediatric specialty workforce. 

So what if it is unfair, why should the federal government wOrry about it? 
Medicare is the federal government's responsibility. 

The federal government is the one source of comprehensive GME reform. Until 
the federal government acts, little progress can be made. New York may have 
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managed to establish a GME financing pool from all payers, but no other state 
has. Moving state by state would take forever. Since the federal government 
holds the keys to GME reform, freestanding children's teaching hospitals need to 
tum to the federal government for support if reform is not achieved. And, it is 
Medicare policy that is creating the current perverse, however unintended, 
inequity in GME payments that puts the freestanding children's teaching 
hospitals at serious competitive disadvantage. 

Why don't the freestanding children's teaching hospitals just merge with 
larger medical centers and give up their separate Medicare provider 
number? 

One might well ask why the freestanding children's hospitals do not simply 
"merge" with another institution and give up their separate Medicare number. 
There are several reasons: 

• 	 For a few, already part of larger systems, it is a question of balancing payment 
incentives, as well as their ability to negotiate with payers independent of 
their system. 

• 	 As regional specialized centers for children, children's hospitals require larger 
service areas and need to be broadly available to all children. 

• 	 For many of the freestanding children's teaching hospitals, merging with any 
one system or other institution may not be a realistic possibility in their 
competitive markets. 

In any event, the decision to merge and give up a separate Medicare number 
should be based on the best decision for children's services and overall system 
synergy/efficiency, not on the current status of the shoals of federal GME 
financing. 

Eguity or "fairness" aside, why do freestanding children's teaching 
hospitals need commensurate federal GME support? They aren't "hurting" 
imancially. 

FY1995 Hospital Cost Report (HCRIS) data and FY 1997 NACHRI member 
hospital data demonstrate that the total margins for this group of hospitals were 
positive. According to The Lewin Group, the FY 1995 HCRIS data revealed 
weighted average total margins of7.3% for the freestanding children's teaching 
hospitals, better than for other hospital groups. 

However, the weighted operating margins tell a different story. According to The 
Lewin Group's analysis of FY 1995 HCRIS data, children's hospitals' operating 
margins were (-6.2%), and they were lower than for other groups of hospitals. 
According to NACHRI FY 1997 member hospital data, net patient revenues for 
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freestanding acute care children's hospitals represented about 95% oftotal 
operating expenses, slightly down from the previous fiscal year. 

More striking is the fact that according to FY 1997 NACHRl data, a significant 
proportion of freestanding acute care children's teaching hospitals are facing 
financial shortfalls on their patient care operations: 

• 	 More than 58% or 25 of the 43 freestanding acute care teaching hospitals had . 
patient care operating losses -- patient revenues were less than total operating 
expenses. 

• 	 More than 23% or 10 of such hospitals had total operating losses -- combined 
patient revenues and other operating revenues were less than total operating 
expenses. 

• 	 More than 11% or 5 of such hospitals had total losses -- total revenues were 
less than total expenses. 

Over half of these institutions have negative patient care operating margins, 
some significantly more than others. Although NACHRl data differ from HCRlS 
data to a certain extent, it is still possible to say that this picture appears to have 
remained almost the same for the last two years, although worsening for some as 
patient care operating margins and total operating margin deficits worsened. 

These operating shortfalls are not the result of "losing business." Instead, they 
are the result of patient revenues not keeping pace with patient expenses, even 
as the hospitals work to reduce those expenses. On average, the hospitals are 
doing better than ever with increasing hospital admissions offsetting reductions 
in patient days and trends towards more outpatient care to keep fairly level 
occupancy rates of about 69%. Outpatient visits have increased substantially, and 
gross inpatient and outpatient revenues have increased. 

In addition, the positive margins of many freestanding acute care children's 
hospitals are heavily dependent on two unreliable factors - endowment! 
philanthropic income and Medicaid disproportionate share hospital (OSH) 
payment adjustments. Both can be misleading indicators of fmancial strength of 
sustainable, operating entities. 

Endowment income has had banner years recently due to the strong stock 
market, but that performance will not continue predictably. This income is also 
quite restricted in its use, making it often unavailable for purposes of covering 
operating losses. OSH may still be strong for many hospitals, but it also is 
increasingly unpredictable with changing systems of payment, managed care, 
state and institutional OSH caps, and the Significant, declining federal 
contribution to OSH over the next four years. 
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One significant, unrecoverable cost for these children's hospitals is GME. In 
many institutions with shortfalls, it can account for as much as half or more of 
their losses. Whether to find support for uncovered costs to reduce revenue 
shortfalls or to stop inequitable dciining of revenues needed for essential 
investments in care, facilities and/or cost reductions, the freestanding children's 
teaching hospitals need equitable support for GME if they are to keep their 
commitment to teaching in an increasingly competitive environment. 

Summary 

Providing equitable support across all teaching programs would assure that all 
children's teaching hospitals could continue their obligations to training their 
Significant share of health professionals for our nation's children. The 
freestanding children's teaching hospitals would have a level GME playing field 
and be assured that they would be able to make decisions regarding the future of 
their missions of service to the children of their communities on the basis of 
what is the best for the soundness of their institution and the care of the children 
they serve. 

It is for these reasons that the National Association of Children's Hospitals 
(N.A.C.H.) seeks the Administration's support for including some direction and 
proposal for commensurate federal GME funding for freestanding children's 
teaching hospitals in the FY 2000 budget. The Administration's leadership on 
this issue is essential to our success with Congress. If overall GME refonn does 
happen, it still may be several years away, and there is no guarantee that it will 
not continue to be simply Medicare-based. 

N.A.C.H. is joined in its support for commensurate federal GME funding for 
freestanding children's teaching hospitals by the Association ofAmerican Medical 
Colleges and the American Hospital Association, as well as the American 
Academy of Pediatrics and others in the pediatric community, and many 
members of both parties in Congress because of the basic equity of 
commensurate GME support and the importance of the freestanding children's 
hospitals in training children's physicians. 

NA.C.H.'s full membership - freestanding acute care children's hospitals, acute 
care children's hospitals organized within larger mediCal centers, and children's 
specialty hospitals - strongly support this effort. 
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January 23, 1998 

The Honorable Donna Shalala, Ph.D. 

Secretary 

U.S. Department ofHealth and Human Services. 
615-F Hubert H. Humphrey Building 
200 Independence Avenue, S.W . 

. Washington, DC 20201 

Dear Secretary Shalala: 

As chief executive officers of six of the nation's major children's teaching hospitals, we 
respectfully request·an opportunity to meet with you during the weeks of February 16 
or February 23 on an urgent matter affecting the nation's children. 

We seek to briefy6u regardiI~g'the serious threat facingour graduate medical 
education (GME) missions, which are essential to training the nation's physicians in 
the care of children. Our hospitals are representative of the community of 
independent children's teaching hospitals, only 60 in number, which train a quarter 
of all pediatricians and the majority of many pediatric subspecialists, as well as 
provide pediatric rotations for many other residents. 

At a time when the competitive marketplace challenges the ability of all teaching 
hospitals to finance their GME programs, the childr,en's teaching hospitals alone do so 
without significant federal support. Through Medicare, the average teaching hospital 
received over $77,000 in annual GME payments per medical residentin 1996. In 
contrast, Medicare paid an average. of just $230 per resident in a children's hospital 
such as our own. This disparity in federal support - at a tirI1e when other payers are 
reducing their support for GME - is increasingly jeopardizing the sustainability of our 
teaching missions. . 

We have appreciated the opportunity th~ National Association of Children's Hospitals 
(N.A.C.H.) has had to meet with Gary Claxton, as well as White House staff, on this 
issue. We want to build on these productive discussions by bringing directly to you 
our strong, personal appeal for the Administration's help in addressing this issue. 

Please have your staff contact Peters Willson with N.A.C.H., 703/684-1355, for any 
information you may require in considering our request for a February appointment.. . 

Sincerely, 

Calvin Bland . Randall O'Donnell, Ph.D. 
President and CEO President and CEO 
St. Christopher's Hospital for Children Children'S Mercy Hospital . 

j Philadelphia, PA Kansas City, MO 
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Larry M. Gold 
President and CEO 
Children's Medical Center of Connecticut 
Hartford, CT 

Walter W. Noce, Jr. 
President and CEO 
Childrens Hospital Los Angeles 
Los Angeles, CA 

David S. Weiner , 
President and CEO 
Children's Hospital 
Boston, MA 

Edwin ,K. Zechman, Jr. 
President and CEO 
Children's National Medical 

Center 
Washington, DC 

cc: 	 Gary Claxton, Department of Health and Human Services 
ChristopherJennings, The White House 
The Honorable Edward M. Kennedy 
The Honorable Christopher Dodd 
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President & Chief Executive Officer' 
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january 26, i998 

The Honorable Donna Shalala, Ph.D. 
Secretary . 
U.S. Department of Health and Human Services 

615·F Hubert H. Humphrey Building 


. 200 Independence Avenue, S.W. 
Washington, DC 20201 

Dear Secretary Shalala: 

As chief executive officers of six of the nation's major children's teaching 
hospitals, we respectfully request an opportunity to meet with you during the 
weeks of February 16 or February 23 on an urgent matter affeCting the nation's 
children. '. 

We seek to brjefyou regarding the serious threat facing our graduate medical 
education (GME) missions, which are essential to training the nation's 
physicians in the care of children. Our hospitals are representative of the 
community ofindependent children's teaching hospitals, only 60 in number, 
which train a quarter of all pediatricians and the majority of many pediatric 
subspecialists, as well as provide pediatric rotations for many other·r(!sidents. 

At a time when the competitive marketplace challenges the ability of all 
teaching hospitals to finance their GME programs,the children's teaching 
hospitals alone do so without Significant federal support; Through Medicare, 
the average teaching hospital received over $77,000 in' annual GME payments 
per medical resident in 1996. In contrast, Medicare paid an average of $230 

, per resident in a children's hospital such as our own. This disparity in federal 
support - at a time when other payers are reducing their support for GME - is 
increasingly jeopardizing the sustainability of our teaching missions. 

We have appreciated the opportunity the National Association of Children's 
Hospitals (N.A.C.H.) has had to meet with Gary Claxton, as well as White 
.House staff, on this issue. We want to build'on these productive discussions by 
bringing directly to you 'our strong, personal appeal for the Administration's 
helpin addressing this issue. 

·jllj W~rlt, Sr,·,r. :\it.:x.tnJri.t \'.\ ":":.1 f.; '. An Amli;!!, of th, ;\;lriol1:11 ASSOt.:1afioll o( 

, -11.; I {,K·, -1.1 ~ ~ Fax (:0., I (,K., ·I.~X') Childrl'n's Hospital., I): Rdar<.:d irlSliulliOlh 
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" The Honorable Donna Shalala t 
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,', 

'Please have your staff contact Peters Willson with N.A.C.H., 703/684-1355. for 
any infonnation you may require in considering our request fora February 

'appointment. We appreciate very much your consideration., 

Sincerely, 

Calvin Bland , 'Randall O'Donnell. Ph.D. ' 
,President and CEO President and CEO 

St. Christopher's Hospital for "Children Children's Mercy Hospital 

Philadelphia, PA ' Kansas City, MO 


Larry M. Gold David S. Weiner 

President and CEO' , , President and,CEO , 

Children's, Medical Center of Connecticut Children's Hospital, 

Hartford, CT Boston, MA 


, Walter W. Noce, Jr. ' 'Edwin K. Zechman, Jr. , 
, " , President and CEO President and CEO " 

Childre'ns Hospital Los Angeles Children's National Medical 
, Los Angeles, CA, Center 

" 

Washingt(")~: DC 

, , Marty Rouse, ,offi,ce of the Secretary, Departm'ent of He~lth and Human 
Services ",,', '" ,,' '., ' 

'GaryClaxton, Office of Health Policy, Department ofHealth and H~man 
Services 
\Cnris(opnerJ:-Jeiiiifngs,"l)omestic Policy Staff,. The White House' 
:The Honorable" Edward M. Kennedy, U.S. Senate 
The Honorable Christopher Dodd, U.S. Senate 
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MEMO TO: 	 Calvin Bland, St. ,Christopher's :tI0spital for Children 

tarry Gold, Connecticut Children's Medical Center 

Bill Noce,Chilfilrens Hospital Los Angeles 

Rand O'Donnell, Children'S Mercy Hospital 

DavidWeiner, Children'S Hospital 

Ned Zechman, Children's National Medical Center 


FROM: 	 Pete Wills~n ·Cj;:. 
" -~:....----

,'DATE: , January 22, 1998 

, SUBJECT:, Update o~ Request for White House Mee~g; , 
Request for Permission,to Seek Secretary Shalala Meeting 
on GME Support for Children's Teaching Hospitals 
". , 	 ..,' 

~t~:~~u~e' ~,~~~::~~liq;:~t;'fiqh.:i~J.e~gs;ca.n~d' i~<l1ighi};;"~~~~~~e to , 
olU'_'r.equ~~t-for: ~tlJl,~~~g; withc:tJl,~;r~~,~if;l~J;!t~,~:tQn.;"H~Jl~;,~~~4;~~ ;~~ ;seek 
a:me~titlg:~~".~U;J:s.:~,e,~~~ S~~a£lJts~~:wlp.~b~~e"~~~le;:1;l~;~,1?,taitl, during 

,9u~"w~~~ f~f:~iq.e~,fe~r:u~, 1,9 .~r~.lieb~itty,~3~· . ;~,:::'::::~.;::::, ';: ,; ': :' ,C'~' 
,~ ..' 	 . . " .~~, "" ~ .' . ., ,'" . 

I ~~~draft~d '~:'~tt~ito'~~~r~tru.y ·S1iaJ.~~fu'du:;: ~e:s:~f e~ch 'ofyou',;similar , ' 
to the letter we h3.ve sent to Presiderit CliD.ton. I Will call your staff to make ' ' 

, sure I have your approval before se:nding out the letter.' Please let me know if ' 
,you have any questions or would like additional information. ' , 

Background 
" 	 , 

In our many conversations with Chris Jennings over the last several months, he 
repeatedly has emphasized his recommendation that we focus more on the' 
Department of Health and Huptan Services (DHHS). We know from our meetings 
withDHHS stafftllatwe cannot presume the Secretaty's support. 

, 	 . . . 

On Tuesday night, he called toresponctto our requesifor a meeting with the , 
President, recomme,nding that we seek to meet with SecretarY Shalala. He made two 
poin~s.,First, he,p~omisedagaiil to work: with,us on a White House letter to~Cqngr~ss 
that ~ 'spe<J.k positively'tothe ~~ed for GME support for' childre[i"~f teaching" ;. ;. '" 
P()~ptt.aJ~::" ~eEq:~st.:;h~,.~am~,!l~ ,~<3 tp,:~c:t,-~!t~:,Qli!f~ first, because ifDHHS is not 
:suppo.rtiy~.i.twill·q'ea~e;;l~t:()pl~m.s~d9wQ,:the.line{o~: bot.ll White,l:IolJ~~ ,and,,; . ,;. .' :,""" ,,;,.

• ". : ...l, ...~ -' _, 	 '·'-'(1 r" );~". .. ,'.. I..,~ ,.~. -'J" ", ~'--" l' . .' . ..",,,~. "u {#',..... "...... ~.~J I.~,."',,-:-,.'.e.;".'" 

,CongressionaLs.u pport·, ;:)Vh.jch.~ !~" ()u.~\~l~ir,lia,e. 9.Pj.'7:gt!v~o:~;Wf~~,I1t;,tg:.p.~r~~c; th~:) ;j;,:::: 
,m~~ting ,with Chri,s' ;,assis~anc~;'w.h!:I~,,~o~tJnlling.to p!e~~ for:,botl~Wlii,teJ:J:()~~~,,~' ;~~; 
support and congressional spqnsorship of legislation that we are seeking to.have 
introduced. Sen. Chris Dodd's (D-C1) is also assisting with the meeting. 

401 W\'lh~ Srecl, Alexandria V;~ 22.1 I An Affiliate of rhcNaiional Association of 

(,H4-U55 ·Fax (703)6H4-158() , Chil51rcn\ Hmpirab & Rdated liminHions 

http:assis~anc~;'w.h!:I~,,~o~tJnlling.to
http:P()~ptt.aJ


ID,7036841589 

N;J[ion~1 Association of 
.Children's Ilo:';pi,i:ds 

I
/' 

401 \4!ythe Street \. 

. Alex:1fldna, VA 223'14 


(703)684 -13 5 5 Fax (703)684-1589 
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DATE: 

# PAGES: 

TO: 	 ~. ~~----..:.-""-------'-'-'-~ 
~}.;U; .. ~; 

FAX: jo.).- y')c,- 555::r 

" PHONE: ¢Q:J -4 5 '-t.- 'S£I..{) _
d 

,, 


FROM: p~'ters D. Willson 

Vice President for Public Policy: 


Telephone Number: (703) 684-1355 

Facsimile Number: '(703) 684-1589 


:M<~ab;~~~~~~t;.. 

If there are any transmission problems with7this fax, please call me at 703-684~1355. 

/YY r ~~.' ~ '.1Q' ~iv::f.~ -(.. ~~ 

~ ,,/)
.,) l\ ~ 
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December 21,1997 

The Honorable Ed~iard M. Kenn'edy The Honorable.john D. Dingdl 
The Honorable Chrls[opher J. Dodd The Honorable Henry A. Wa::a:nan 
The Honorable Dianne FeinStein U.S. House of Representatives 
The Honorable Max Clchnd \Xfashingrdn, DC 20;1; 
the: HoilOr.ible p'any Murray t, 

The Honora-bIe p'aut Wellstone 
The Honor3ble Richard]. Durbin 
The Honorable Rick SanwfU'm 
U.S. Senate 
\Vashingtdn, qe, 20510 

bear Senators,: ,: 
" 

Dear Representatives:, '.;i 
Thank you for,yqur letter 6fDecember 17, requesting budget suppOrt fot the graduate 
medical educatiwn (GME) ~rograrhs of independent children's teaching hospitals., ' 

I 

I am committed to working 'With you in Congress this year to identify a way to p'roVide 
federal G;\fE su~port for these children's teaching hospitalS, until such time as there is 
broad G;\IE financing reform encompassing these and other teaching institutions. 

, " 

My adininistration has al~'3ys recognized that the children's hospitals serve several 
essential rol(;s. inour narion's delivery of health care to children: they are nor only 
centers of heaJrl:l:'care for the sickes[ and poorest children but also major centers of 
pediatric graduate medical edl.:fcarion and research. The health profeSSionals they 
train and the re~\llrs of (heir re'search arc es'senriil to the health of all of our children. 

: ~ ., 
, , . 


, ;:, .": 

Despire these eSsential roles) children's tea~hing hospitals do not receive sigfiificant 

',' ,~

federal GME suPPOrt, since it is primarily made throui~h Medicare, which pays for the 
health care of (he elderly, not the patients of children's hospitals. ' 

Clearly, comptehenSivetefor'm of the financing of GME is the lC)fig.tetm answer for 
this problern and rriJny others. For this reason, I look forward to the 
recommendations of ~1edPAC and the Bipartisan Commission on the Future of 
Medicare regarding pOlehtial GME refo'rm.However,comprehensive reform will rake 
some time to be:com,e a realirr. In the interim, the tea,ching missions of children's 
hospirals are in serious jeopardy. Thus, my; a.dministration supports the development· 
of poliCies to proVide interim, financial assistance to rhem. 

, .' 

Hillary and I have long been Strong, personalsupporrers ofArk.-msas Children'S 
Hospital, ailu '9.'e have been pleaSed ro have the opportunity ro meet the patients and 
caregivers of many OTher children'S hospirals around the country. I look forWard to 
working v..ith )iOU ro address (he GME financing needs of these important pediatric 
[each ing instirutions. ' 

Sincerely, 



~cP<"rrJv-..k ~~( tL.A~ 
, , ~r ch'ltJf1'\ Rl? ' 

"""'

CHILDREN'S TEACHING HOSPITALS NEED YOUR LEADERSHIP 
FOR FEDERAL GRADUATE MEDICAL EDUCAT10N (GME) FUNDING 

Children's teaching hospitals with their own Medicare provider number need leadership to 
help them address a mounting crisis -- health care's conversion to managed care that does 
not pay for physician training, which seriously erodes the ability of these hospitals to 
maintain their GME programs. Although they train 5% of all residents, including 25% of 
pediatricians and the majority of pediatric subspecialists, they receive almost no federal 
GME funds. Yet, overall, teaching hospitals receive an ave:rage of $77,000 per res~dent. 
Without federal support, children's teaching hospitals are at risk. 

Which children's hospitals are at risk? -- Fewer than 60. Fewer than 60 children's teaching 
hospitals have their own Medicare provider number. They do not file a joint Medicare cost repon with an 
adult teaching hospital when they seek reimbursement. They inc~ude the nation's leading children's 
teaching hospitals, such as Arkansas Children's Hospital and Children's Mercy Hospital in Kansas City. 

How are they at risk? -- In the face ofintense market competition, they alone have no 
significantfederal GME support. Rapid growth in market competition makes it increasingly difficult 
for all' teaching hospitals to fulfill their teaching missions while maintaining financial viability. But this 
problem is severe forchildren's teaching hospitals with no Significant federal GME suppon. 

Why don't they receive significantfederal GME support? - Since they serve only children, 
they do 1l0t qualif.y for significant Medicare GME support. Their only Medicare patients are 
children with end stage renal disease. They are virtually the only teaching hospitals that do not receive 
significant federal GME suppon. On average, they receive $230 per resident in annual Medicare GME funds. 
The average teaching hospital receives $77,000. Independent children's teaching hospitals are the most 
vulnerable in cost driven market competition. That puts the nation's future supply of pediatricians at risk. 

Who in Congress supports addreSSing this problem? - Members ofboth parties. Twenty 
Senators asked the Finance Committee to address the .issue -- Bond, Boxer, Brownback, DeWine, Kennedy, 
and others. The Ohio and Massachusetts delegations also urged House as well as Senate committees to act. 

What has Congress done?;.,. Assigned the issue to two new Medicare commissions for 
study. In the budget reconciliation act, Congress established two new commissions to address several 
Medicare issues, including the need to develop alternative financing for GME. Both bills identify GME 
financing of children's teaching hospitals as one of the many issues to be stUdied. 

Why does more nee4 to be done? -- In the time ittakes a study to be done, children's 
hospitals' teaching programs will be in jeopardy. While it helps that Congress wants to study 
this issue, commission recommendations may be years away. In the meantime, the survival of the teaching 
programs of i~dependent children's hospitals is in jeopardy. Until it reforms GME financing for all teaching 
hospitals, Congr.ess needs to provide interim, commensurate federal funds to these children's hospitals. 

How much would commensurate federal GME support cost?·_- About $300 million 
annual~v. According to The Lewin Group, the annual cost of commensurate federal GME suppon to 

independent children's teaching hospitals would be about $300 million annually, based on an analysis using 
Medicare's own direct and indirect medical education formulas. 

Row call leadership make a difference? -- By includingjunding'in the FY 1999 budget 
and by directing the Department ofHealth and Human Services to identif.y a sustainable 
mechallism for providing suchfunding. 
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December 19, 1997 

MEMORANDUM FOR 	 CHRISTOPHER C. JENN,INGS 
Deputy Assistant to the Presidenor 
. Health Policy " I 

FROM: Frederick H', Graefe q 
SUBJECT: Children's Teaching Hospitals With Their Own Medicare 

Provider Number 

The President's FY99 budget will be submitted to the Congress on February 2, 
1998, following his State of the Union Address on January 27. It is vital, in my view, 
that our proposal be included in that document.:: 
..~ 	 ~ 

Policy argUrl1ents in support of the Childr~n's Mercy Hospital Medicare 
proposal:' . . . 

.' 	 . 
1. 	 ~ The Congress created a new Title XXI of the Social Security Act, 

· the State Children'S Health Insurance Program, in the Balanced 
· Budget Act of 1997, PUb.L.No. 105-3~L . Thus, it is logical for 
· Medicare, Title XVIII of the Social Security Act, to help fund 

. ': graduate medical educationi.for the providers of health care to 
, children; and ' , 

2.i Proposing Medicare GME for these 60 hospitals helps fOlfili the 
\ promise and legacy of this y.ear's children health insurance 
( initiative, and to ensure the education of pediatricians for the 21 st 
~ century. . 

,. , 
. ~' 
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TDD: (202122","~3:' 
SBr'lstOr_dewine@ldewino.sol1ato,gov LABOR AND HU.MAN RESOURCEStinitcd ~tatcs~~cn8tc 

C.,I\,Ai\.1I1N. SUOCOMMIT1'U UN
WASHINGTON. DC 20510~3503 

(MrlOVM(N I ANI) TAAINlNC.i 

INTELLIGENCE 
December 19, t'997 , 

President William J. Clinton 

The President of the United States 


.The White House 

1600 Pennsylvania Ave.
, 
Washington, DC 20500 

Dear Mr. President: 

We are writing on behalf ofindependenl children's teaching hospitals, which train 
so many of our nntion's pediatricians but receive virtually no federal support for their 

graduate medical edu,cation (GME) programs. It is critical that we address the need to 
support the teaching missions of these hospitals in the' fiscal year (FY) 1999 budget. 

1 

AU teaching h9spitals face serious challenges in fu1filling their teaching mis~i('m5: 

at a time when comp~titive markets make it increasingly difficult to shift the costs of ' 
these programs to other payers. In addition, as they move to managed care, state 
Medicaid ptograms afe less likely to pay for GME.:. 

As a consequence, Medicare's financial support tor GME is more important than 
ever. However, sinc~ children's hospitals care for children. they see very few Medicare 
patients n only child(en with end-stage renal disease. That means they receive little 
Medicare OMEsupport The competitive disadvantage is dramatic. In 1996, Medicare 
paid on average $77,370 per medical resident to teaching hospitals.· But it paid an 
average ofonly $230(.per resident to independent children's teaching hospitals. 

This enormou~ disparity affects about 60 independent chi1dr~n 's hospitals in the 
country. Although these institutions make up less than one percent ofall hospitals. they 
train a quarter of all Rediatricians and in many case~ the majority of pediatric 
subspecialists. They also are many of the nation' ~ leading centers for pediat.ric researc1,. 

STATE OFFIC£S: 
~G~ tiVVl,' AI ...... :'~('Ir. AVI rC!"It.:234 N<.lI'p, SU ... M.T ::>1",1.1105 EAS'I' FOURTH S~REET 600 SUPUIIIOr< AVeNUe. £AS1 37 WEST SfH,)AO SnIt" 200 P'JTNA"" S TI'''~ 1 
ROOM lOt;Ro(~r',A ';>22 RU'."'" J 16ROct.' 24$0 ROOM 970ROOM 1516 In! EDO, 01-1 43604 Xl.....". Ort .. (',,,85M"fllFt"TA. 01< 4!\J!'>()CO\.\.lMUUS. 011 43215Cl.EVElAND. 01'1 ~4114CINCINNA.TI, O~ 4S1Q2 \1\~h lS9-7&3f. (937) 3'il'~3Q\:IO\C;,d1373'·23'"(6'''\ 4&9_S1iA\lV~) '!In-nUj\':1\ll '~~16i) 
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December 19" 1997 ; Page Two 

Congress has ~ecognized the seriousness of this problem and has , instructed the two 
new Medicare comri:#ssions'to study the issue as p¥t of tllC:::ir ovc:rall review of the need 
for comprehensive GlVfE refonn. But while we wah for those recommendations and 
potential action on thiem, teaching programs at independent children's hospitals need 
interim, cOrhmensura'~GME support'from the fed~ral government, which is estimated to ' 

,equal about $300 million per year. ' 

We want to wbrk with you on the FY 1999 budget to addressthis serious problem 
which affects all of opr nation's children. ' 

Very respectfu,Ily yours, 

·~d 
MIKE DeWINE CHRISTOPHER BOND 
U.S. Senator U.S. Senator 

, 
y 
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rThe Honorable Williatil J. Clinton 
The White House ;:, i 


Washington, be 2050010005 . 


. Dear Mr. President: 

We are writing to urge your assistance in providing needed aid for the 
nation's independent children's hospitals which currently have little or no support 
at all for their graduate, medical education programs:: to train medkal residents . 

..' ~ 

Currently, MediCare is the only source of fede,ral funds which contributes to. 
the costs of graduate medical education. Increasingly fewer states pay for such ' 
education through Meqicaid, as the program ,moves;to managed care. No hospital, 
in this current competitive marketplace, can affordtp shift these costs to other 

;;. To • 

payers. ;; 

Independent c:hiidren's hospitals have only a :very few Medicare patientsl 

based on Me'dicare's co~erage of children with end-s
1

tage kidney disease. The 
competitive disadvantage facing these hospitals is stark.and unacceptable. In 1996, 
Medicare provided an average of $77,000 per resident to all teaching hospitals, 
compared to an average of $230 per resident at independent children's hospitals. 

"I t· 

Westtongly suppoit the federal government's commitment to'gtaduat~ 
medical education throp.ghMedicare. But we also s9'ongly support steps to provide 
fair support for such e9ucation by children's hospita.ls. 

\ ' 
. . Communities actoss the country 'are devoting; major efforts to build and 
sustain health care institutions to meet the needs of;children. We must not, 
inadvertently; contribute, to their demise. There are 'less than' 60 of these 
indepEmde·nt children's'ihospitals nationwide. Yet, they train 25 percen.t of all general 
pediatricians and the majority of all pediatric specia~ists, Their academic mission is 

. essential to advanceS in research, innovations in technology, and specialty care to 
'benefit childien. , 

., . 
. , 

.., 

http:hospita.ls
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. .'. . . 
, We estimate thatl$300 millioii.' a year in federal aid would provide 


. independent children's ~ospitals with support for graduat~ medical education 

, commen~urate with tha:t .provided to all other teachirtg hospitals.' We urge you to 

include this assistance 14 your budget for F.t' 19991 sp that we can do all we can to 


, keep this inequitable gap .trom growing wider. ' ' 


With our resper;t~and appreciation, 

11 Wellstone ' 

....~.~.... ~~... 

anne Feinstein " 

~ (\t\ r, " '1''' 
Max Cleland 

lie- +vlt.I4J~. =
Henry A., xman ~:, " " 

.' , 

" 
I ' 
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WASHINGTON. DC 20S1Q--3503 f ....'~OYMf.NT ANn T .... INt..r, 

INTELLIGENCE 
,December 19. 199,7 

i 

President William J. Clinton 
Th'c President of the United States 

,the White House 
1600 PeMSylv'ania Ave. 
Washington. DC ,20'00 

Dear Mr. President: 

Wc: ar~ w~iting ,on behalfof independent chi] dren' s teaching hospitals, which train' 
so mUll)' of our nation's pediatric;ians but rccejYcvirtually no federal support rorth~ir ' 
graduate medical ed~8tion (OMB) programs. It is critical that wea,ddress the need to 
support, the teachinSn?issions ofthese hospitals in th~ fiscal year (FY) 1999 hurlget, 

• . ;' • !,: 

All. ~aching hO',j>itnls face serious challenges in fulfilling their teaching missiolls 
at a lime when compet,itive markets make it increasingly difficult to shift the costs of 
these programs to othif payers. In addition, as th~y n;ove to managed care" state 
Medicaid progrums are less likely to pa~for GME. .'~ , 

AS' a consequence, Medicare 'stinancial suppo~ for GMF is more i'rtlportant thfln 
ever. However, since children'S hospitals csreforchHdren. they see'vcr)' few Medicare 
patients -. only children with end.stage renal disea~e. That means they rec~iye little 
Medicare GME support. the competitive disadvuntage is dramatic. in 1996, Medicare 
paid on average $77,3?0 pel" medical resident to r.cac~ing hospitals. But it pnid an 
averasc ofonly $230 per resident to independent ,childreri's toaching hospitals. 

'; . ' ;'; 

This enormous:disparity affects about 60 independent children's hospitals inth~ 
country. Although th~se inslitution.~ malce Up, less tha,tionepe'reent orall hospitals, they 
train'a quarter of all ptdiatricians arid in many 'ca~es the majoriry'ofpediatric . 
sub$peciuHsts.' they ~lso are many ofthe nation 's ld~iing centers for pediatric research, 

STATf Offltl$; 
1,')4 NQ""u ~~jM:"'\' ~ln\ .. I ~¢" ~QI' ." A,","r:" ');1\,1 J\v~ NUl(

37 W~llt e..o...o SlItdu 100 PvTN"N 'St"'tT$00 Su,el\\oll A~N"'t. ("'STlOS ~A$" foult'lli STRm' ~,iu .... 't\!~fI..,OM !I~2 it',)!,'''' 7\6, ",
ROQ... 14S0 ' AOoM910 .' , 111.", .... 011 'Ili3"".'100M \~'6 . M .. ,,1t n ... 01. 4'1~D n..,(OO; 01-1. IIlGQ"

C;OlIJMIIYi. 01'1 .'3!'1i . i""l :<,6-;10811, tu"tv.1l0, 0\"\ 44 HI, \~\~, ~f.i,·n,',,\!j(.'1'1;1\\11'''''0, O~ 4\4Q2 \e'414~n4 16,",,\ 3Jl'1'l\7 
t2'6) im·I11'2 " ;l)Y31 in-11M 

, 
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December 199 1997. PageTtit'o 

Congress has recognize~ the seriousness ofthis,problem and has instructed the two 
. new Medicate corn.misslons to lrudy the issuCl ~ pllrtqftlleiroY'Otal1 reyiew uftho need 


for comprehensive GMErefontl. But while we wait fQr those recommendations and 

potential action'on therit,·teaching programs at indeperldent children's hospitals need 

interim, commensurate~GME support from the federal,'govertunent, which is estimated to 

,equal about $300 rriIJli?n per year. ' . i ' 

.; " 

7' ." 

W~ want to work w,ith you on the FY 1999 budget toaddrcss this serious problem 

,which affects'aU ofournation's children:· . 


,; . 

Very respectfully yours, 

, , 

, , ,w~~, 

CHruirPHE~BON~ . 
u.s. Sena10r 

, : ' 

; 
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, Natio~lll Association of 
, ChiJdren"s HOipinls . : '=-, :~. 
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J.')eOe:Ibhe.r 17. 1997 
" , 

The: PreSident 

The White BWle' ", ' " 

WtShitlSIO~ DC 20500 


DeS.r Mr. Pte5idedt: ", 

,As' cbie'f ~tke .o8ieers Of SiX ~ the nation's inajor chUdten's ,read1tng hospitals. '~'! 
mpcafully request an. oPPoftl.uiiq to meet ..lith you on an urgen.t ma:ttet atli!ding 
Ihe 'rWioo·s children. We 'sed: to'hrid yPu rePtdtng the seriOUS t.t:J:n:at [aciDg,our ' 
gradWue mediQiedud11:iQn COME} mLssions."WhiCh are esSe!itia1 to traiDingthe . 
~UOo~$pe~~ and Our urgent aeed fur your, Fi 1m bUdget to addreSs it_

'. ~ " 

."'. . ';'. .' . :""',"' ;,...'. ",. ..., 

, 0'01" hoipitiils a&e representative,of the c:omm:Uniiy 9f iDdcpCRdcnt dlildien',s...:.,.. , ',." 
hospi~, only 60 innuSubet, which ~a qi.a3net. of the natioll~s peCHitridans. ~ .. 
the majoriry ofmany ptidiatric: subSpeaalists.:.At. a 'lime Wtien ~cQmp~yc'.'; :' .' ..' . 

. :. 'marketplace diallchge:s the abilityofalltC2C,bing hospitals to Bnanc::C ih~GME,.'.' :: . :. '.' 
progta%i:L&,lh~ c:h.f1dtm's bospiuls alone do so WIthout 5J8Di1ian~.~~ 5uppO~t.. : ' . 

ThroU~ Me~,'~"~~~ach~b~itaI~~~ csver:tt~:~'~·l~~~I:'.·'.:.\ ...'.' 
GME paym~ p;ei'medi<:al reside:nt in 1996.: In .st2rk cOrittiist. Medieate'p:w an ,.. ', . 
avenge ot jU5t:$230 ~r reatc:1Cllt in a cbildrcnts bOspimJ. ~t'ilch as QUr OWD~·S\lch •.. ... 
dnimUic dlspaTiiYi.n lederal suppottjeopudJ.zCstbe s'w5cdiia'bWtY ofc:Kir~. ',' ':::. 
m.i~Ot1S. . , . ".: :. " .. ~'; '. :., ."., ..;:.... ..:.,.' .":" ' 

'\" . 

We have app~dated·the oppominit'y)'Ou ~ affOrded the National ~tlob 0( :'.' . . , . ,. . . ..\. . '. . " '.", 

Cb.ildren·s Hospitals t~ meet With Chrl$tophc:rJet'I.tlings on yom scaff. •He und~d. 
l.hetbreat ~ face. We ~t [0 bUild on thcse'prodgan.-e d1!c;u&1rdU5 v.itb.' chiiSby . ,; .' 
bringing tbyo~ d1reCt?' OU~ strOng, pc~iappeal for JOUr suppbtt< " .' .... ',', . ' ... " ::~'. , 

, . ':' ," . . ' ,. 

Pl~ have your sWfcontact Peters Willsoo.W1dl N;A,C.H.,103..QW.13;5y fotany. 
WotDWion ye)u tirZf tequue in conSidering ().u urgent requeSt for an ~~cnt. 
." . .. '., . ':. ", . 

SincerelY•. 
. . ~ , '" ' .; 

Randall L.O'DbDneU, ,Ph.D.. 
PreSident and~CEO .... .. . 
.Cb.lldteri'sMe,rc.yHoapiw :. 
Kansas City. MO ' , ' 

.,":,. . . .... . ~..'", . 'o' 

" , 

. 40l ~"':;'n~ S~:.Ai~~~~ilri~ VA 11;14" . 

C'().n &J.i ·13H .~x iio,~, t;t4.1iti9 '.: . 


~ 
, "'.",.~,, ,o"... ", ,:/i :. .:;" "'.';.,' 

",' ' ...: :" ,H,~" '. 
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FEDERAL GRADUATE MEDICAL EDUCATION FUND 

FOR CHILDREN'S HOSPITALS 


Rationale: Children's teaching hospitals with their own Medicare provider number face a 
mounting crisis •• a dramatic decline in payors willing to directly or indirectly pay for the costs of 
graduate medical education (OME). The current major source of support for the academic mission 
of teaching hospitals, Medicare, does not substantially benefit these children's hospitals because 
they have so few Medicare patients. While Medicare paid all teaching hospitals an average of , 
$77,000 per residentforOME in 1996, freestanding children's hospitals received $230. Medicaid 
in some, not all, of the states, has paid fora portion of its share of the direct costs of OME; but that 
support is disappearing in many states as Medicaid moves to managed care. Negotiating higher 
rates to encompass the costs of teaching is increasingly impossible in the private market. 

The rapid constriction of their ability to finance OME presents these freestanding clilldreri's 
hospitals with an immediate and growing dilemma. They must remain competitive while sustaining 
their academic missioris. These children's hospitals serve as,regional referral centers, providing 
many specialty and critical care services to children not available elsewhere. Their academic 
programs are central to their ability to offer these services, ,as well as to their ability to advance 
pediatric care. The research discoyeries and technological.innovations,they provide benefit all 
children. ,In addition, their academic programs train a significant proportion of the Nation's 
pediatricians, most of-whom are in primary care. Representing less than one percent of all 
hospitals, these appro,qrnately 60 children's hospitals train five percent of all residents, 25 percent 
of all pediatricians, and the majority of all pediatric specialists. They have teaching programs equal 
in size, on average, to other teaching hospitals. Considering their FIE resident to bed ratio, their 
teaching load is twice that of other teaching hospitals. " ' 

Cost cutting and efficiencies cannot be a sustainable source of financing for these hospitals', 
teaching programs. Much of those savings must go to maintaining their ability to survive in a 
competitive market which often does not recognize the cost oftreating more severely ill patients or 
patients with more complex, chronic conditions. They devote 70% of their care to children with 
chronic or congenital conditions. 30% of their beds are devoted to intensive care and 45% of their 
revenues to children with "catastophiccases" (more than $50,000 a case), compared to 12% 
intensive care beds and 20% revenues for catastrophic cases in general hospitals. In addition, they 
also serve as a major source of primary and tertiary,care for the low income children in their 
communities, with half their gross revenues devoted to children covered by Medicaid or 
uncompensated care. In light of the above, it is not surprising that the average total margin for 
freestanding acute children's hospitals is 2.4%'·· below that for all hospitals (5.6%), major 
teaching hospitals (3.7%), and DSH hospitals in large urban areas (3.6%). 

The federal government has recognized the importance of payer financing for OME through 
Medicare. The expansion of managed care and an increasingly competitive health care market is 
highlighting the need for broader financing mechanisms. Congress has directed both MedPACand 
the Bipartisan Commission on the Future of Medicare to look at OME and consider its reform. 
including mechanisms ~or support for OME in children's hospitals. However, their 
recommendations and actual GME reforms may be years away. The immediacy of the OME 
problem for children's hospitals calls for an interim solution, until broader reform can be' achieved. 
As you can see from the attached letter to the Senate Finance Committee. we have reason to believe 
that ,at least in concept~ we have bipartisan support across the political spectrum. 



Options for addressing the provision of federal GME: support ·for freestaJiding 

children's hospitals in the President's budget:. . '. .'. . 


(1) provide for a federal GME fund : 

This proposal would create a time - limited, capped, federal source of funding for graduate medical 
education in freestanding children's hospitals, commensurate with federal graduate medical . 
education funding provided to other teaching hospitals, until such time as broader graduate medical 
education fmancing mechanisms. which encompass children's hospitals are established. 

(VIe are assuming that no dollars for this fund would come from the HI Trust Fund. Funds 

currently provided through Medicare for ESRD patients at these institutions would be rolled into 

the new capped flUld.)· . 


Specifications: 

(1) A guaranteed appropriations fund would be established for a period of five years, beginning 
with fIScal year 1999. Fully funded, the cost would be $300 million a year. This cost could be 
phased in over the five year period. The firSt year would.natq.rally be less, with OME funds 
beginning at the start of a hospital's fiscal year after the effective date of the legislation. Further " 
phasing could be achieved by providing less than 100% of commensurate support initially. For 
example, the fund could be phased in at $75 ~illion in FY99, $150 million in FY2000, and $300 
million in FY2001 and thereafter. . 

(2) Payments to each children's hospital would be provided from the fund by the Secretary of the 
Department of Health and Human Services for the direct and indirect expenses associated with 
operating approved medical residency training programs. 

(3) The amount of payments would be detemiined on the basis of the national average Medicare 
direct and indirect medical education payments made to teaching hospitals on a per resident basis in 
fiscal year 1997, adjusted to reflect the variations in area wages according to Medicare principles. 
This base year per resident payment would be updated to fiscal year 1999, and in subsequent . 
yeats, in accordance with Medicare PPS updates. Payment amounts will be adjusted to reflect any 
subsequent changes in Medicare law. . . . 

(4) If funds provided are insufficient to provide for such paymentS, the Secretary would reduce the 
payments on a pro rata basis to the extent necessary for payments to equal the budget authority. If 

. they are less than the authority allows, the unobligated funds would be carned over for paYments . 
in subsequent years. 

WilY in keeping with refonn : • 

Recognizing current trends in proposed graduate medical education reforms, the capped nature of 
the fund would provide no incentive to expand residency programs. Basing payments on a 
national average, adjusted only for area wages, would address concerns about inequities in per 
resident payments based on historical data. . The limited nature of the fund would be in keeping 
with its intent to serve as an interim solution to a current crisis until such time as broader based 
graduate medical education financing mechanisms and reforms which encompass these children's 
hospitals are in place. The fund would terminate should comprehensive reform be enacted. 



III:J VV'i 

(2) provide budeet narrative emessine the Presjd(mt's intent" to work with 
Coneress to seek measures to provide GME financim~ fOr these children's . 
hospitals 

It is somewhat difficult to suggest language without sun:ounding text. Here's an example that 
could go under Medicare/OME refonn: ' 

"The Administration intends to work with Congress to develop, beginning in FY1999, a 
mechanism for providing interim,'commensurate federal support for graduate medical education 
COME) to our Nation's freestanding children's hospitals until broader based OME reforms which 
encompass these institutions are enacted. The current competitive health care market is resulting in 
the declining ability of all teaching hospitals to receive support from payers for the cost of graduate 
medical education; but the problem of graduate medical education financing has hit hardest on the 
freestanding children's hospitals. With few Medicare patients, they receive few OME funds from 
the one major source of OME support for other teaching hospitals. Because these hospitals 
provide training for a substantial portion of our pediatric physicians and because, they provide 
. essential services and research ~hich benefi~ all children, the Adminstration supports moving 
forward with federal funding for OME for children's hospitals which is comm,ensurate With tha~ 
provided to other teaching hospitals. In addition, the Administration will work closely with 
Congress and the Bipartisan Commission on the Future of Medicare to assure that overall graduate 
medical education refonns include fmancing for children's hospitals." 
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""'.., ••••Wh I I ~;,~.. , . MIKE DeWINE 
• OklO 

JUDICIARI(~.&O fI"sSf~\. k .....n OUteC a....D,..<:: 
:2Qti 224002:\1$ INTEU.IGENCE

rOD; 11Q21224-9nl , ~nitrd $tates $cnatc 
. . \..A80R AND HUMAN RESOI 

WASHINGTON:OC 20"O-1~Ol 

. April 28. 1997 

The Honorable William Roth .The Honorable Danie.! Pattick Moynihan 
Chairman Ranking Mitlority Member 
Committee on Fin~ce Committee on Finance 
U.S. Senate U.S, Senate 

Washington, DC 20510 WashingtOn. DC 20S 10 


DearSUl and Pat: 

A$ the FlJWlcc Committee begins its dellberafiom: on Medicare and budget reconciliation. 
we know that you will be considering prOposals for graduate medica! education (OME) reroon, 
Th~ purpose of this letter is to bring (0 your attention the critical urgency of this refonn effort 
for one subset of teaching hospitals: ftee-standing children I s tcaching hospitals. 

These children's leaching hospitals, which are not· affiliated with any other hospital fOI 

Medicare payment pu!pOscs. include over 40 acute.care hospitals and 13 specialty hospitals 
nationwide. Although few 'in number _. only about one percent of all hospitals --: they make a 
significant contribution to graduate medical education. .They train over five percent of all 
residents nationally. over 2S perco:Jt of aIL pediatricians. and over half of all pediatric specialists. 
They train a 5ubstantial number of the pediauicians, in many of our states. 

Most of these children' s teaching hospiLBIs are major academic hospitals with residency· 
programs i.Pat are.. on average, the same size as llUljor teaching hospital programs over.aJl. They 
have tile same missioDS as other major academic centCl'S: education. rese4U'Ch, and high.-qcality 
pa.tient care (proVided without regani to ability to pay). They also face the same financial 
pressures from severe price competition and reluctance of insurers to pay for medical educatiOl1. 

There is,. however. one notable difference. Independent ch.Udreu's teacbJug hospitals 
do Dot receive Medicare support for medJall educatiOIi. While leaching hospitals overall 
~ived an average of$77.370 per resident from MedIcare in 1996. childMn's teaching hospitals 
receivcci just $230 per resident from Medicare. . 

TbC children·s teaching hospitals in my state., like others. havo Ions been distinguished 
for their leadetsh.ip in children's health. 'They serve as essential providers for the low..income 
children. in their communities. They serve as regional and national cenlCI'S of excellenoe in 
pediatric medicine aud children's health catc. And they are essential .sires Qf pediatric training 
for our health professionals. 
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Children's teaching hospitals are adapting quickly [0 a market-drivcn health care system. 
But efficient and eost-conscious delivery of services cannot alone erase the competirJYe 
disadvantage brought about by added respoa.sibilities of education., rese.ucJl. aDd specialized and 
low-income care _. es~ially without significant fed~ OM'S support.

.' 
The ability of iUdependcDt children's teach.i:ag hospitals to sustain their important missions 

depends on an approach to fcden!l GME fmancing., which can incll:lde cbem and provide them 
with commensurate GME support. 

As you consider proposals 10 restructure federal support for OME. pleaSe consider 
approaches to provide the$e chJldlen I $ hospitals with federal GME support COlllJlleusuratc with 
other major teaching programs. 

We look forward to working with you on this issue. 

Very respectfully yours, 

• .. 
RMDlbwd 
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LA80R A.ND HUMAN I\Esol 

The HonorabJe William Roth 
Chairman 
'CQIIln'Jttae on Fin~~ 
u.s. Scuate 
Washington. DC 20510 

Dear Bill and Pat: 

April 28. 1997 

The Honorable Dillie! P.africk Moyniban 
Ranking MUtonty M=mber 
Committee on Finance 
TJ.S. Senate 
WashingtOn. DC 20510 

As the rmanco Commiuee begins jts de1iberatioDS'Olt Medicare and budget reconciliation. 
we know thal you will be considering proposals for graduate .medical education (OME) r~t'orm. 
The purpose of this letter is to bring to your attention the ctltical urgency of this reform effort 
for one subset of teaching hospitals: free-standin.g children' s teaching hospitals. . 

.. These children's leaChing hospitals, which lie not affilia~' with' any other hospital fOI 

Medicare payment purposes. include over 40 acute-.c~ hospitals andlJ spc:ciaJty hOSpitals 
nationwide. Altnaugh few 'in number •• only about One percent.of all hospitals .- they make a 
significant contribution to graduate medical educatioQ. They train over five percent of all 
residents nationally. over 2S percc:Jt of all pediatricians. and over half of all pediatric specialists. 
They train a $ubstantial number of the pediatricians in many of oW' states. 

Most or these childrcD's teaching hospitals are major academic hospitals with residency 
programs wat are, Oll average, the same size. as major teaching hospital programs overall. They 
nave the same mi5siODS as Other major academic centers: education. resean:h. and bigh,,(}aality 
patient care (provided. without rcgani to ability to. pay). Tbcy abo race the sametlnancial 
pressures from severe. price competition and reluctance of insurers 10 pay for medical education: 

There is. however. ODe notable diffete.rlce .. Independent children's teachfDg bospltals 
do Dol receive Medicare support forJrledi~ edac:atiou... Wbile reaching hospitala ownll 
reeoived an average ofST1.370 pcrresidCnl from Medicare in 1996, children's teaching hospitals 
received just $230 per msidont from Medicare. 

The children·s lC4ICbir&g h03pital. ill my sta~ like others. have lonS'beec distinpisbed 
for their leadership in .children's health.' They serve as essential providers tor the low-income 
chilc1rcn in their communities. They serve as regional and, national centers of excellence in 
pediatric medil;:ine aud children's health care. And they are. essential sires of pediaUic trainml 
for our health professionals., 
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, Children's teaching hospitals are adaptint; quickly [0' a market-driven hea1thc.are ~ysteDf. 
But efficient and eost-conscious delivery' of serViceS cannot alone erase the competitive 
disadvantage brouaht about by added respoasibilities of educatio~ resea.rc.h. atld spedallzed and 
low-income care -- es~ciaUy without si,D.ifJC31'lt fedeul GME support. 

, "',; . 

The ability of iu~dcDt children's tellChizag hospitals to sustain rb.eir important missions 
depends on an approach to f'cdt.ral,GME fmaucing. which CIII. iac;lude'tbi:m and provide them: 
with commensurate GM'E sappan. ' 

As you consider proposals 10 rostnlctw'C fcdenJ support for OME. ple.ase., consider 
approaches 10 provide these children I s hospitals with federal GME support CDIlUllensuratc with 
other major teaching programs. 

We look forward to worlcingwith you on this issue. 

Very respectfuUy yours" 

RMDIbwd 



_--=1=2'(,18/97 THU'11:13 FAX 6726364 F&L 4TH FL'REAR fdl OOiOEC-l?~a7 20.24 PROM.NACHRI NACH , ID. 711J3SS416BS PAG:E "11 

~ .. 
,.,- ,... " 

, " 

~~~~ 

~ .(\(\crf\~ 



10:7036841589 PAGE 2/7OEC-19-97 11:~6 FROM.NACHRI NACH 

Congre,f,f ot tfJe ;!ntteb s;tat~ 
lilldfJingtG1l,. ill: 20515 

December 17, 1997 

The Honorable ·William ]. Clinton ·1 

The White House 

Washington, DC 20500-0005 


Dear Mr. President: 

We are writing to urge your assistance in providing needed aid for the 
nation's independent children's hospitals which. currently have little or no support 
at all lor their graduate medical education programs to train medical residents~ 

Currently, Medicare is the only source of federal funds whlch contributes to. 
the costs of graduate medical education. Increasingly fewer states pay for such 
education through Medicaid, as the prQgram moves to managed care. No hospital, 
in this current competitive marketplace, can afford to shift these costs to other 
payers.

"

Independent chiidren's hospitals have only a. very few Medicare patients, 
based on Medicare's coverage of children with end-stage kidney disease. The 
competitive disadvantage fating these hospitals is stark and unacceptable. In 1996, 
Medicare provided an average of $77#000 per resident to all teaching hospitals, 
compared to an average of $230 per resident at independent dilldren's hospitals. 

We strongly support the federal government's commitment to graduate 
medical education through Medicare. But we also strongly support steps to provide 

. fair support for such education by chil~ren's hospitals . 

. Communities across the country are devoting major efforts to build and 
sustain health care institutions to meet the needs of children. We must not, 
inadvertently, contribute to their demise. There are less than 60 of these 
independent children's hospitals nationwide. Yet, they train 25 percent of all general 
pediatricians and the majority of all pediatric specialists. Their academic mission is 
essential to advances in research, innovations in technology, and specialty care to 
benefit children. 
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We estimate that $300 mUlion a year in federal aid would provide 
~dependent chlldren's hospitals with support for graduate medical education 
cOmmensurate with that provided to all other teaching hospitals. We urge you to 

. include this assistance in your budget for FY 19991 so that we can do all w~ can ,to . 
keep this inequitable gap from growing wider. . 

With our respect and appreciation, . 

Wellstone 

.. ~ .. ~,; 
~J.Durbin. 

Max Cleland 

~ "sl1..1II,......, ...... 

Uenry A. xman 
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FEDERAL GRADUATE MEDICAL EDUCATION FUND 
FOR CHILDREN'S HOSPITALS . . 

Rationale: Children's teaching hospitals with their own Medicare provider number face a 
mounting crisis -- a dramatic decline in payors willing to directly or indirectly pay for the costs of 
graduate medical education (GME). The current major source of support for the academic mission 
of teaching hospitals, Medicare, does not substantially benefit these children's hospitals because 
they have so few Medicare patients. While Medicare paid all teaching hospitals an average of . 
$77 ,000 per resident for GME in 1996, freestanding children's hospitals received $230. Medicaid 
in some, not all, of the states, has paid for a portion of its share of the direct costs of GME; but that 
support is disappearing iri many states as Medicaid moves to managed care. Negotiatfug higher 
rates to encompass the costs of teaching is increasingly impossible in the private market. 

The rapid constriction of their ability to finance GME presents these freestanding childreri' s . 
hospitals with an immediate and growing dilemma. They must remain competitive while sustaining 
their academic missions. These children's hospitals serve as regional referral centers, providing 
many specialty and critical care services to children not available elsewhere. Their academic 
programs are central to their ability to offer these services, as well as to their ability to advance 
pediatric care. The research discoveries and technological innovations they provide benefit all 
children. In addition, their acad~mic prognpns train a significant proportion of the Nation's 
pediatricians, most of whom are in primary care. Representing less than one percent of all 
hospitals, these approximately 60 children's hospitals train five percent of all residents, 25 percent 
of all pediatricians, and the majority of all pediatric specialists. They have teaching programs equal 
in size, on average. to other teaching hospitals. Considering their PrE resident to bed ratio, their 
teaching load is twice that of other teaching hospitals. 

Cost cutting and efficiencies cannot be a sustainable source of financing for these hospitals' 
teaching programs ..Much of those savings must go to maintaining their ability to survive in a 
competitive market which often doe$ not recognize the costof treating more severely ill patients or 
patients with more complex, chronic conditions. They devote 70% of their care to children with 
chronic or congenital conditions. 30% of their beds are devoted to intensive care and 45% of their 
revenues to children with "catastophic cases" (more than $50,000 a case), compared to 12% 
intensive care beds and 20% revenues for catastrophic cases in general hospitals. In addition, they 
also serve as a major source of primary and tertiary care for the low income children in their. 
communities, with half their gross revenues devoted to children covered by Medicaid or 
uncompensated care. In light of the above, it is not surprising that the average total margin for 
freestanding acute children's hospitals is 2.4% -- below that for all hospitals (5.6%), major 
teaching hospitals (3.7%), and DSH hospitals in large urban areas (3.6%). 

The federalgovermnent has recognized the importance of payer financing for GME through 
Medicare. The expansion of managed care and an increasingly competitive health care market is 
highlighting the need for broader fmancing mechanisms. Congress has directed both MedPACand 
the Bipartisan Commission on the Future of Medicare to look at GME and consider its reform, . 
including mechanisms for support for GME in children's hospitals. However, their 
recommendations .and actual GME reforms may be years away. The immediacy of the GME 
problem for children'·s hospitals calls for an interim solution, until broader reform can be achieved. 
As you can see from the attached letter to the Senate Finance Committee. we have reason to believe 
that, at least in concept, we have bipartisan support across the political spectrum.' 

( 
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Options for addressing the provision of federal GME support for freestanding 
children's hospitals in the President's budget: . 

(1) proVide for a federal GME fund 
I 

This proposal would create a time - limited, capped, federal source of funding for graduate medical 
education in freestanding children's hospitals, commensurate with federal graduate medical 
education funding provided to other teaching hospitals, until such time as broader graduate medical 
education financing mechanisms which encompass children's hospitals are established. . 

(Weare assuming that no dollars for this fund would come from the HI Trust Fund. Funds 
currently provided through Medicare for ESRD patients at these institutions would be rolled into 
the new capped fund.) [ 

Specifications: 

(1) A guaranteed appropriations fund would be established for a period of five years, beginning 
with fiscal year 1999. Fully funded, the cost would be $300 million a year. This cost could be 
phased in over the five year period. The first year would naturally be less, with GME funds 
beginning at the start of a hospital's fiscal year after the effective date of the legisl3:tion. Further 
phasing could be achieved by providing less than 100% of commensurate support initially. For 
example, the fund could be phased in at $75 million in FY99, $150 million in FY2000, and $300 
million in FY2001 and thereafter.' . 

(2) Payments to each children's hospital would be provided from the fund by the Secretary of the 
Departmentof Health and Human Services for the direct and indirect expenses' associated with 
operating. approved medical residency training programs. 

(3) The amount of payments would be determined on the basis of the national average Medicare 
direct and indirect medical education payments made to teaching hospitals on a per resident basis in . 
fiscal year 1997, adjusted to reflect the variations in area wages according to Medicare principles. 
This base year per resident payment would. be updated to fiscal year 1999. and in subsequen.t 
years, in accordance with Medicare PPS updates. Payment amounts will be adjusted to reflect any 
subsequent changes in Medicare law. 

(4) If funds provided are insufficient to provide for such payments, the Secretary would reduce the 
payments on a pro rata basis to the extent necessary for payments to equal the budget authority. If 
they are less than the authority allows, the unobligated funds would be carried over for payments . 
in subsequent years. 

Equity in keeping with reform : 

Recognizing current trends in proposed graduate medical education refonns, the capped nature of 
the fund would provide no incentive to expand residency programs. Basing payments on a 
national average, adjusted only for area wages, would address cqncerns about inequities in per. 
'resident payments based on historical data. The limited nature of the fund would be in keeping 
with its intent to serve as an interim solution to a current crisis until such time as broader based 
graduate medical education financing mechanisms and reforms which encompass these children's 
hospitals are in place. The fund would terminate should comprehensive reform be enacted. 
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(2) provide bud&et narrative eXJ,1ressin& the President's intent to work with 
Con&ress to seek measures to provide GME financin& for tbese children's. 
hospitals 

It is somewhat difficult to suggest language without surrounding text. Here's an example that 
could go under MedicareiGME reform: 

"The Administration intends to work with Congress to develop, beginning in FY1999, a 
mechanism for providing interim, commensurate federal support for graduate medical educatiOIi . 
CGME) to our N~tion's freestanding children's hospitals until broader based GME reforms which 
encompass these institutions are enacted. The current competitive health care market is resulting in 
the declining ability of all teaching hospitals to receive support from payers for the cost of graduate 
medical education; but the problem of graduate medical education fmancing has hit hardest on the 
freestanding children's hospitals. With few Medicare patients, they receive few GME funds from 
the one major source of GME support for other teaching hospitals. Because these hospitals 
provide training for a substantial portion of our pediatric physicians and because they provide 
essential services and research which benefit all children, the Adminstration supports moving 
forward with federal funding for GME for children's hospitals which is commensurate with that 
provided to other teaching hospitals. In addition, the Administration will work. closely with 
Congress and the Bipartisan Commission on the Future of Medicare to assure that overall graduate 
medical education reforms include financing for children's hospitals." 
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