MEDICAID ¢ GME

Medicaid’s Role In

Financing Graduate
Medical Education

Brand-new data on Medicaid’s GME payments and the changes
wrought by Medicaid managed care.

by Tim M. Henderson

ABSTRACT: Medicaid is the second-largest explicit payer of graduate medical
education (GME). All but five states pay for GME ($2.4 billion in 1998). As states
rapidly move their Medicaid populations to managed care, Medicaid support for
GME is subject to change. Just sixteen states and the District of Columbia carve
out Medicaid GME payments from capitated rates to managed care plans and
rechannel them to teaching programs. Concurrently, managed care has moti-
vated several states to distribute Medicaid GME funds in ways more explicitly
accountable to the public. Ten states require that GME payments be directly
linked to state policy goals intended to vary the distribution of or limit the health
care workforce.

revenue funds for medical education. These funds (which now

exceed $3 billion annually) have been directed largely to un-
dergraduate training.' Furthermore, since the inception of Medicaid
in the mid-1960s, many states have paid what they believe to be their
fair share of clinical training or graduate medical education (GME)
costs. Although Medicaid programs are not obligated to pay for
GME, most states historically have made these payments under
their fee-for-service (FFS) program. Second to and distinct from
Medicare, Medicaid is in fact the largest explicit GME payer.

Many experts believe that Medicaid’s importance as a payer of
GME will increase as Medicare support for GME declines and pri-
vate payers, including managed care organizations (MCOs), become
increasingly reluctant to fund GME. However, as states enroll their
Medicaid populations in managed care, Medicaid support for GME
and related costs is changing. (As of June 1998, 585 Medicaid man-
aged care plans were in operation, more than twice the number of
plans in 1993. Half of all Medicaid beneficiaries are now enrolled in
managed care.)’ While rates paid to Medicaid MCOs may include

S INCE THE LATE 1940S most states have appropriated general/
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historical payments for GME, MCOs are not bound to distribute
these dollars to hospitals with GME programs or to provide GME
themselves. Also, since the mid-1990s pressing issues of expanding
enrollment and developing provider capitation arrangements have
put GME payment policy on Medicaid’s “back burner.”

Data And Methods

M The survey. To learn the impact of these and other factors on
Medicaid GME payment policies, the National Conference of State
Legislatures (NCSL) in late 1998 and early 1999 conducted a mail
survey of Medicaid programs in all fifty states, the District of Co-
lumbia, and Puerto Rico (response rate, 100 percent).’

Medicaid GME payment amounts are difficult to quantify pre-
cisely, in part because many teaching hospitals also receive Medic-
aid disproportionate-share hospital (DSH) payments, which often
are indistinguishable from Medicaid GME payments. In addition,
for those states that include GME payments in their MCO rates, it
may be difficult to separately identify these GME payments. Deter-
mining the value of GME payments even under FES Medicaid re-
quires an extraordinary effort in a few states. Thus, payment
amounts are based on both state-reported figures and NCSL esti-
mates in lieu of unreported data.

M Estimating GME payments. The NCSL made two major as-
sumptions in estimating GME payments. First, for those states that
reported making GME payments under Medicaid but did not report
amounts, an estimate of total GME payments was made, based on
cach state’s total Medicaid inpatient hospital expenditures. For
states that reported total GME payments, the proportion of those
payments to total Medicaid inpatient hospital spending was calcu-
lated. This proportion was multiplied by the total Medicaid in-
patient hospital spending amounts for the nonreporting states, to
arrive at an estimate of total GME payments.

Second, for those states that reported making GME payments
under managed care (either directly to teaching programs or as part
of MCO capitation rates) but only reported GME payments made
under FFS, we estimated GME payment amounts under managed
care. This estimate used those states that reported GME payment
amounts—both in total and under managed care—to calculate the
proportion that payments under managed care represent of total
payments. This proportion was used, along with FES GME pay-
ments, to arrive at an estimate of GME managed care payments for
these states.

For South Carolina and Virginia—the states that make explicit
GME payments to teaching hospitals under managed care—the es-
timated GME payment amounts under managed care were added to
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those reported under FFS to determine an estimate of total, and
explicit total, GME amounts. For the remaining states, which in-
clude GME payments in managed care rates, two estimates of total
payments are provided. The low estimate reflects only state-reported
GME payments made under FFS and assumes that no payments
included in managed care rates are distributed by the MCO to
teaching programs. The high estimate includes the state-reported
FES GME payments plus estimated payments included in managed
care rates, with the assumption that the MCO will distribute the
payments included in these rates to teaching programs.

Survey Findings

Forty-five states and the District of Columbia make some level of
GME payment under their Medicaid programs. Medicaid agencies
in just five states—Alaska, Idaho, Illinois, Montana, and South Da-
kota—and Puerto Rico do not pay for GME (Exhibit 1). Three of
these Medicaid programs are in states that do not have a medical
school (Alaska, Idaho, and Montana), but each state contains at
least one residency training program.

B GME payment under FFS. Forty-three states and the District
of Columbia reported making GME payments under their Medicaid
FES programs. The District of Columbia and a majority of these
states (twenty-four) recognize and reimburse for both direct GME
and indirect medical education (IME) costs. Eleven states make no
distinction in their GME payments between the two. Two states
pay for GME only under managed care.

When asked how GME payments are calculated, twenty-two
states that pay for GME under FFS said that they use methods
similar to those used to pay for GME under Medicare. More than
three-fourths of states (thirty-five) that pay for GME under FES
distribute payments through the hospital’s per case or per diem rate.
Sixteen states reimburse teaching hospitals for GME costs by mak-
ing a separate direct payment to these institutions.

B GME payment under capitated managed care. An over-
whelming majority—forty-two states and the District of Colum-
bia—reported that they now have in place a capitated Medicaid
managed care program.” Of these, sixteen states and the District of
Columbia make Medicaid GME payments explicitly to teaching
hospitals (or other teaching programs) under capitated managed
care. Another seventeen states recognize and include Medicaid GME
payments in their capitated payment rates to MCOs. All but three of
these states assume that MCOs distribute these implicit GME pay-
ments in these rates to teaching hospitals but do not require them to
do so. The balance of states (ten) that have a Medicaid capitated
L |
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EXHIBIT 1

Medicaid Payment For Graduate Medical Education (GME), March 1999

State Payment under FFS Payment under capitated managed care®
AL Neither DGME nor IME GME payments in MCO rates
AK Neither No capitated managed care
AZ DGME, not IME DGME, not IME

AR DGME, not IME No capitated managed care
CA Does not distinguish No capitated managed care
co DGME, not IME DGME, not IME

CT DGME, not IME GME payments in MCO rates
DE Does not distinguish GME payments in MCO rates
DC DGME and IME Does not distinguish

FL Does not distinguish GME payments in MCO rates
GA Does not distinguish Neither DGME nor IME

HI Does not distinguish GME payments in MCO rates
1D Neither No capitated managed care
IL Neither Neither

IN DGME, not IME GME payments in MCO rates
1A DGME and IME DGME and IME

KS DGME and IME GME payments in MCO rates
KY Does not distinguish IME payments in MCO rates
LA DGME, not IME No capitated managed care
ME DGME and IME Neither

MD Does not distinguish Does not distinguish

MA DGME, not IME Neither

MI Does not distinguish Does not distinguish

MN DGME and IME GME payments in MCO rates”
MS DGME and IME GME payments in MCO rates
MO DGME, not IME DGME, not IME

MT Neither No capitated managed care
NE DGME and IME DGME and IME

NV Does not distinguish Neither

NH DGME and IME Neither

NJ Does not distinguish GME payments in MCO rates
NM DGME and IME DGME and IME

NY DGME and IME DGME and IME

NC DGME and IME Neither

ND DGME and IME Neither

OH DGME and IME GME payments in MCO rates
OK DGME and IME DGME, not IME

OR DGME and IME GME payments in MCO rates
PA DGME and IME DGME, not IME

PR Neither No capitated managed care
RI DGME and IME GME payments in MCO rates
SC DGME and IME DGME and IME

SD Neither No capitated managed care
TN No FFS system Does not distinguish

> DGME and IME Neither

ut Does not distinguish GME payments in MCO rates
vT DGME and IME Neither

VA DGME and IME DGME, not IME

WA DGME and IME GME payments in MCO rates®
Wv DGME and IME DGME; IME payments in MCO rates
Wi DGME and IME GME payments in MCO rates
WYy DGME, not IME No capitated managed care

SOURCE: National Conference of State Legislatures (NCSL), from a 1998-1999 survey of state Medicaid agencies sponsored by

the Association of American Medical Colleges.

NOTES: FFS is fee-for-service. DGME is direct graduate medical education. IME is indirect medical education. MCO is managed

care organization.

@ Capitated managed care is defined as Medicaid’s use of risk-based capitation payments and does not include any payments
made under a primary care case management program.

b Pending approval of federal waiver, DGME and IME will be paid directly to teaching programs under managed care.
¢ Two hospitals get DGME/IME payments; for the rest, payments are in MCO rates.
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managed care program are thought not to leave GME historical
payments in the base used for calculating managed care payments.

Nearly all states (twenty-seven) that make GME payments under
capitated managed care (either explicitly or in MCO rates) reported
that teaching hospitals are the only graduate training institutions
that receive GME payments. However, in two states—Tennessee
and Oklahoma—medical schools are the only training programs eli-
gible to receive Medicaid GME payments directly under managed
care. In Minnesota several training institutions are eligible to receive
GME payments, including teaching hospitals and schools of medi-
cine, nursing, dentistry, and pharmacy. Across the states medical
residents are the predominant health profession eligible for Medic-
aid GME payments, but eight states and the District of Columbia
under managed care either require or allow nurses and other health
professions students to have their training subsidized, or the agency
makes no distinction among health professions.

B Medicaid GME payment amounts. The total annual Medic-
aid payment amount in 1998 for GME is estimated to be $2.3-$2.4
billion, or between 7.4 percent and 7.8 percent of total hospital in-
patient spending (Exhibit 2). FES programs remain the predomi-
nant vehicle for distributing Medicaid GME payments. In the states
that reported making GME payments under managed care, those
GME payment amounts represent just 20 percent of total GME
payments distributed in those states.

State Medicaid GME payments on average are about 7 percent of
total Medicaid inpatient hospital expenditures. By comparison,
Medicare’s more than $6 billion in GME payments (for both DGME
and IME) represent an equal proportion of its total inpatient hospi-
tal expenditures.®

B GME payments linked to state policy goals. A small but
growing number of Medicaid programs are making an explicit con-
nection between distributed GME funds and training program ac-
countability. Ten states require that some or all Medicaid GME
payments be directly linked to their health care workforce goals.”
Eight of the ten states use GME payments to encourage the training
of physicians in certain specialties (such as primary care). Three of
the states use GME payments to encourage training of physicians in
certain settings (such as ambulatory sites and rural locations).

Persistent concerns with overall high levels of Medicaid spending
have fueled efforts in nine states to place explicit limits on Medicaid
GME support.® Four of these states limit only total GME spending;
four others limit just the number of residency positions eligible.
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EXHIBIT 2
Medicaid Graduate Medical Education (GME) Payment Amounts, Millions Of Dollars,
FY 1998

GME Total
payments explicit Total GME payments
(expliclt) GME payments under managed care gyg Dollar Percent of inpatient
State under FFS Implicit? EprIcItb payments° amount hosplital spending
AL $ 0.0 $10.0 $ 0.0 $ 0.0 $ 10.0 2.4%
AK _d _d _d _d _d _d
AZ Unreported Unreported Unreported 17.8 17.8 4.5
AR 5.7 0.0 0.0 5.7 5.7 2.8
CA 129.1 0.0 0.0 129.1 129.1 4.4
co 5.5 0.0 25 8.0 8.0 4.0
cT 6.0 1.5° 0.0 6.0 6.0/7.5° 4.3/5.4°
DE 1.07 0.2° 0.0 1.07 1.07/1.3° 7.1/8.7°
DC Unreported - Unreported 15.2° 15.2° 7.4°
FL Unreported Unreported -8 _h 75.1 7.4
GA 70.0 0.0 0.0 70.0 70.0 10.1
HI Unreported  Unreported -8 = 2.7° 7.4°
D _d d _d _d _d _d
IL _d _d _d _d _d _d
IN 12.0 3.0° 0.0 12.0 12.0/15.0° 2.8/3.5°
1A Unreported Unreported Unreported 43.8 43.8 19.6
KS 7.7 1.9° 0.0 7.7 7.7/9.6° 5.7/7.1°
KY 49.7 12.4° 0.0 49.7 49.7/62.1° 9.2/11.5°
LA 50.0 0.0 0.0 50.0 50.0 12.0
ME 2.4 0.0 0.0 2.4 2.4 1.2
MD 19.6 0.0 35.2 54.8 54.8 11.9
MA 25.0 0.0 0.0 25.0 25.0 6.9
MI Unreported Unreported Unreported 191.0 191.0 17.0
MN 39.0 19.0 0.0 39.0 58.0 14.7
MS 12.5 3.1° 0.0 12.5 12.5/15.6° 2.6/3.3°
MO 13.0 0.0 13.7 26.7 26.7 7.3
MT _d _d _d _d _d _d
NE 4.5 0.0 0.5 5.0 5.0 4.9
NV 8.4° 0.0 0.0 8.4° 8.4° 7.4°
NH 2.1 0.0 0.0 2.1 2.1 0.6
NJ 20.0 23.4 0.0 20.0 43.4 3.4
NM 2.3 0.0 2.1 4.4 4.4 5.9
NY 754.0 0.0 58.0 812.0 812.0 15.0
NC 102.5 0.0 0.0 102.5 102.5 13.2
ND 0.93 0.0 0.0 0.93 0.93 3.1
OH 115.7 28.9° 0.0 115.7 115.7/144.6° 13.3/16.6°
OK 13.0 0.0 2.7 15.7 15.7 9.3
OR 8.6 0.0 0.0 8.6 8.6 10.3
PA 48.5 0.0 18.1 66.6 66.6 6.7
PR _d _d _d _d _d _d
RI Unreported  Unreported -8 _h 5.1° 7.4°
sc 46.2 0.0 11.6° 57.8° 57.8° 12.9/16.1°
sSD _d _d _d _d _d _d
N 0.0 0.0 46.3 46.3 46.3 7.5°
X 40.0 0.0 0.0 40.0 40.0 2.5
uT 4.0 1.0° 0.0 4.0 4.0/5.0° 4.7/5.9%
VT 0.63 0.0 0.0 0.63 0.63 1.5
VA 12.9 0.0 3.2° 16.1° 16.1° 2.6/3.3°
WA 42.3 0.0 21.2 63.5 63.5 17.1
WV Unreported Unreported Unreported 2.7 2.7 1.7
Wi 25.0 12.0 0.0 25.0 37.0 14.6
WY 0.06 0.0 0.0 0.06 0.06 0.2
I
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EXHIBIT 2
Medicaid Graduate Medical Education (GME) Payment Amounts (cont.)

SOURCE: National Conference of State Legislatures (NCSL), from a 1998-1999 survey of state Medicaid agencies sponsored by

the Association of American Medical Colleges.

NOTES: The start and end dates for states’ fiscal years vary by state. For eight of the ten states that report making GME
payments under managed care but only reported GME payments made under fee-for-service (FFS) (CT, DE, IN, KS, KY, MS, OH,
and UT), two estimates of total GME payments are provided. The low estimate reflects only state-reported GME payments made
under FFS. The higher estimate includes the state-reported FFS GME payments plus the estimated amount of GME payments

included in managed care organization (MCO) rates. Refer to the data and methods discussion in the paper for more information.

@ payments recognized and included in capitation rates to MCOs.
b Payments made directly to teaching programs under managed care.

¢ Total amount of GME payments made directly to teaching programs under both FFS and managed care, includin g state-reported

and NCSL-estimated amounts.

4 Medicaid agency does not pay for GME.

€ NCSL estimates, in lieu of unreported data.

fGME payments are separated from the capitated rates to MCOs and made directly to teaching hospitals.
€ GME payments are recognized and included as part of capitated rates to MCOs.

M An estimate is not available because it is not possible to differentiate explicit GME payments under FFS from implicit GME

payments found in MCO rates.

States’ Approaches To GME Financing

States face two major challenges or changes to Medicaid payment of
GME. First, shifting opportunities for state Medicaid agencies to
obtain federal matching funds will influence how and to what ex-
tent several states continue funding GME. In many states Medic-
aid’s payment for GME is made possible by their ability to secure
matching federal dollars to support their Medicaid DSH program.
Other Medicaid programs report that GME payments (particularly
for IME costs) are viewed by teaching hospitals as a partial substi-
tute for declining Medicaid DSH payments or to counter increases
in uncompensated care.” These pressures, as well as the fact that
efforts to “carve out” Medicaid GME payments from managed care
rates make the dollar value of these payments more subject to scru-
tiny by cost-conscious state officials, will contribute to a complex
discussion in many states of Medicaid’s role in financing GME.

Second, with the advent of managed care, more states see an
opportunity to distribute Medicaid GME funds in ways more ex-
plicitly accountable to the public. Two Medicaid programs in par-
ticular—Tennessee’s and Michigan’s—have innovative strategies
that link Medicaid GME funds to state workforce needs.

B Tennessee. In 1996 Tennessee became the first state to stipu-
late that GME monies flow directly to the medical schools. GME
dollars now follow residents to all training sites. Funds are distrib-
uted to the state’s medical schools to encourage primary care train-
ing in community sites and the placement of residents in under-
served areas. This represents a radical departure from Medicaid’s
support for GME prior to TennCare and the turmoil that followed in
1995 when it briefly stopped paying for GME altogether.

Early problems with TennCare centered on the lack of primary
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“HCFA has made it easier for states to test Medicaid innovations,
but gaining approval for GME changes can be cumbersome.”
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care providers in many rural areas of the state. The need to change
the way GME funds were distributed and set certain standards of
performance became apparent as state leaders sought to restore
TennCare support for GME. By 1 July 2000, 50 percent of the aggre-
gate residency positions under the sponsorship of the state’s four
medical schools must be in one of the primary care specialties.

B Michigan. Medicaid GME policy in Michigan changed signifi-
cantly in 1997, when the state sought to structure payments to pro-
mote three specific public policy goals: (1) to train appropriate num-
bers of primary care providers, (2) to enhance training in rural areas,
and (3) to support education that improves the treatment of the
Medicaid-eligible population. All GME funds previously included
in Medicaid FFS hospital patient care payments and MCO capita-
tion rates were carved out and directed for redistribution in two pools.

The historic-cost pool reimburses hospitals based on their 1995
costs incurred for medical education. The primary-care pool encour-
ages the education of physicians in general practice, family practice,
preventive medicine, obstetrics, and geriatrics. Payments from this
pool to hospitals are based on the institution’s number of residents
in primary care and share of Medicaid patients. To qualify for reim-
bursement from either pool, a hospital must submit a report to the
state, detailing resident profiles and how the funds are being used to
support specific goals and priorities.

A third pool, the Innovations in Health Professions Education
grant fund, was established with GME funds formerly included in
capitation payments to MCOs to foster innovations in health pro-
fessions education and accelerate the pace of health care change.
Grants are awarded competitively to programs that support the
goals of the new GME initiative. Only consortia consisting of at least
a hospital, a university, and an MCO are eligible to apply.

M Problems and solutions. Many of these state approaches re-
quire federal approval, which typically has been sought under a
state’s request for a waiver to operate a mandatory Medicaid man-
aged care program. Even though the Health Care Financing Admini-
stration (HCFA) has made it easier for states to test certain innova-
tions under their Medicaid managed care programs, gaining federal
approval remains cumbersome or questionable for states that want
the flexibility and incentive to distribute GME payments to nonhos-
pital training programs, to pay for training of nonphysicians, to pool
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payments, and to conduct other activities.

Such circumstances are explained in part by the fact that HCFA
has no explicit guidelines on how state Medicaid programs should
or could pay for GME. Instead, HCFA’s response to state requests is
based largely on its rules linking reimbursement to Medicaid service
use and policies governing Medicare GME payment.

N EXPLICIT FEDERAL MEDICAID GME PoLICY could give

states important resources, a process for learning from other

states, and the clear flexibility to experiment with innovative
approaches. Such a policy would encourage state Medicaid agencies
to (1) improve training program accountability by linking GME
payments to specific performance requirements, (2) shift or expand
GME payments to reimburse education in nonhospital settings and
training of nonphysicians, (3) pool Medicaid funds with other GME
revenues, and (4) institute rigorous studies to identify and docu-
ment all reimbursable costs. In addition, HCFA could acknowledge
the importance of such initiatives by supporting GME payment
reform demonstrations in selected states and investing sufficient
resources to promote them among the states.”

This DataWatch is based on research funded by the Association of American Medi-
cal Colleges (AAMC) and the University of California, San Francisco (UCSF).
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