


In nearly every area of your life, the choices you make today will
have a direct impact on options available to you in the future.
The same is true for your medical education. The more you know,
the better position you are in to make clear and informed deci-
sions-decisions that should not be entered into blindly.

The Association of American Medical Colleges (AAMC) devel-
oped this brochure to help medical students, residents, and
advisors understand Medicare rules related to graduate medical
education. After reading it, you will be in a better position to as-
sess the impact of decisions about your future.

1.

I

2.

What are Medicare and Medicaid?
Medicare is a federally administered health insurance pro-
gram for people 65 or older and certain disabled people. Part
A of Medicare pays for inpatient hospital services, skilled
nursing facility care, home health, and hospice care. Part B
pays for physicians’ services, outpatient hospital services,
durable medical equipment, and a number of other medical
services and supplies that are not covered by Part A. Medicare
payments for graduate medical education are made under Part A.

The Medicare program is different from the Medicaid pro-
gram. Medicaid is a health insurance program for low income
families jointly financed by the federal government and each
state. The Health Care Financing Administration, known as
HCFA, is the federal agency that administers the Medicare
program and the federal portion of Medicaid.

are have a role in Graduate Medical

Yes. Medicare estimates its payments to hospitals for costs
related to graduate physician training at about $6.5 billion in
federal fiscal year 1996. Medicare payments for graduate

Why is it important for a medical student to under-
stand how Medicare pays hospitals for graduate
medical education?
The way in which Medicare pays hospitals for medical edu-
cation may limit some residents’ opportunities to switch from
one specialty to another. Hospitals receive payment for pa-
tient care services from many different payers, such as
insurance companies, health maintenance organizations, and
Medicare. In some states, the Medicaid program also pro-
vides payment for graduate medical education and some state
laws require private payers to support medical education train-
ing. However, since Medicare is the largest single insurance
program providing explicit support for graduate medical ed-
ucation, the impact of Medicare requirements is often of
paramount concern to hospitals.

What do I need to know about the way in which
Medicare pays hospitals?
Every hospital that trains residents in an approved residency
program is entitled to receive Medicare’s direct graduate med-
ical education payment, also known as DGME. The amount
of the DGME payment varies for each hospital. It is based on
an amount known as the “hospital specific per resident
amount,” which, according to law, was determined by HCFA
for each teaching hospital in the 1980’s and periodically up-
dated by an inflation factor. It covers the direct costs of training
residents, such as residents’ salaries, teaching physicians’
salaries, and related overhead expenses. For each hospital
receiving a DGME payment, Medicare pays a portion of the
hospital specific per resident amount.

r-or a hospital to calculate its current Medicare DGME payment,
it must do the following:

1. Count the number of residents according to the law and



6 .

3. Multiply the product in #2 above by Medicare’s share of
the hospital’s inpatient days (called the Medicare patient
load). Here’s an example:

University Hospital has 400 residents (assumed at 1 .O full
time equivalent (FTE) each). Its updated hospital specific per
resident amount for 1997 is $60,000. 30 percent of its inpa-
tient days are attributed to Medicare beneficiaries. Medicare
will pay University Hospital $7,200,000 for direct medical ed-
ucation ([400 x 60,000] x .30).

NOTE: As of October 1,1997, Congress has placed limits on
the number of residents a hospital or other provider may count
for purposes of the DGME payment. Except for a few com-
bined residency programs, the counting rules for residents
described below remain unchanged.

Does Medicare cover any other costs related to
medical education?
Teaching hospitals also receive an indirect medical educa-
tion (IME) adjustment from Medicare. Medicare provides the
IME adjustment to teaching hospitals to recognize their high-
er cost of inpatient care when compared to nonteaching
hospitals. The IME adjustment is an additional payment for
each Medicare inpatient stay. Among other factors, the IME
adjustment is based on the ratio of interns and residents to
beds. Residents may be counted,for  the IME adjustment if
they are working in the inpatient or the outpatient department
of the hospital, or in a nonhospital setting if certain conditions
are met. Exempt hospitals (such as psychiatric, rehabilita-
tion, and children’s hospitals) are paid based on their costs,
including IME costs, so for them payment for IME is not an
explicit adjustment to Medicare’s payment rate.

How does all of this affect me?
Residents working in all areas of the hospital complex may
be included in a hospital’s FTE count for the DGME payment.
A hospital may also include residents working in nonhospital
sites in its FTE count if the site is part of the resident’s edu-

hospital will continue to pay the resident’s salary for training
time spent outside of the hospital. When Medicare counts the
number of residents for determining a hospital’s DGME pay-
ment, each full-time intern and resident is counted as 1 .O FTE
during what is called an initial residency period. After the ini-
tial residency period, a full-time resident can be counted only
as a 0.5 FTE for Medicare’s DGME payment.

What is considered an initial residency period, and
when does it begin?
The initial residency period is the minimum number of years
in which a resident is eligible for specialty certification. It is
based on the minimum accredited length listed for each spe-
cialty in the Graduate Medical Education Directory (sometimes
called the Green Book), published by the American Medical
Association (AMA). The initial residency period is determined
at the time the resident first enters a training program and
does not change, even if the resident later changes special-
ties. For this reason, it is very important that you understand
that the residency program in which you begin training de-
termines the number of years in which Medicare will make
full direct graduate medical education payment to the hospi-
tal for your training. The Medicare program has published a
list of specialties and initial residency periods, which may-be
found in the Appendix. Except for geriatrics and preventive
medicine, all subspecialty training is beyond the initial resi-
dency period, and each FTE is counted as a 0.5 FTE.

If you started your residency training before July 1, 1995,
your initial residency period is counted differently. It is the
minimum number of years required to be eligible for board
certification plus one year. Regardless of when your training
begins the initial residency period may not exceed 5 years

Here’s an example for a resident who began her training af-
ter July 1, 1995:



ing the following year. However, even if Dr. Smith is accept-
ed into a surgery program, her initial residency period remains
3 years. She would be counted as ‘1 .O FTE during her first
and second year of the surgery residency and 0.5 FTE during
her third, fourth, and fifth years, The hospital will be paid less
for her last three years of training than for other surgery res-
idents who are still in their initial residency period.

8. I intend to train in a specialty that requires me to com-
plete a prerequisite year in another specialty. How
will this affect my initial residency period limitation?
Some specialties require a year or more of generalized train-
ing in a specialty other than the one in which you are seeking
board certification. Since the law requires that the initial res-
idency period be determined at the time a resident enters a
training program, your initial residency period will be based
on the specialty that you begin training in even if you ulti-
mately intend to train in another specialty. For instance, if
you begin training in internal medicine your initial residency
period is 3 years even if you intend to train in another spe-
cialty which requires a total of 4 years of training, such as
anesthesiology. In this example, you will be weighted as a
0.5 FTE for your fourth year of training. Some programs, how-
ever, are accredited as transitional year programs. Typically,
transitional year programs can be used to meet the required
year of generalized training. HCFA has said that it will count
training in a transitional year program as an additional year
beyond the initial residency period at a full FTE if the resident
has chosen a career specialty that requires as a prerequisite
an entry year  of fundamental clinical education. Continuing
with the earlier example, if you complete the transitional
year and then do 4 years of training where a total of 5 years
of training is required, you can be counted as a full FTE for up
to 5 years of total training. If there is not a requirement of a

” + 2$2year  of basic clinical training and you desire to complete a<A, J ::

9 . I completed a year of clinical training after medical
school,and now I am fulfilling a military commitment.

itial residency period limit affect me?
Many medical students who have military commitments are
required to complete ‘I year of post-medical school training
in an accredited program before entering the military. If you
are in your first residency program after graduation from med-
ical school or have not exceeded the limits of an initial
residency period in another specialty, you will be counted as
a ‘1 .O FTE during the required year of training prior to enter-
ing the military. If you subsequently leave the military and
enter a residency program, the year of training previously com-
pleted will count toward that resident’s initial residency
period. If the residency year completed prior to entering the
military was in a specific specialty, such as internal medi-
cine, your initial residency period will be based on that
program-even though you left the program to complete a
military commitment. If the training prior to entering the mil-
itary was in a transitional or preliminary year program, then
the initial residency period will be based on the specialty in
which the resident resumes training. Any training in a resi-
dency program operated by the military that may be counted
towards board certification also counts toward the initial
residency period.

IO. Does training time for which Medicare does not pay
count against my initial residency period limitation?
Yes. It does not matter whether or not Medicare makes any
payment towards your training. All training time that counts
towards certification in a specialty is counted against your
initial residency period for purposes of determining Medicare’s
DGME payment. So even if you completed a residency pro-
gram that Medicare did not support, any training which you
may wish to do later will be considered to be beyond the ini-








