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For over three decades, hospitals in the United States have faced a
generally supportive environment characterized by increased third party coverage
for institutional services, significant expansion and modernization of plant, and
a payment system in which expense generated revenue. In the past three to five
years, the environment for hospitals has become more constrained, if not hostile,
and more competitive. While teaching hospitals flourished under the supportive
environment, some observers feel teaching hospitals are especially threatened by
a resource constrained, price competitive one. This observation is mirrored by
increased anxiety among teaching hospital CEO's about the future prosperity, even
survival, of their hospital.
In 1958, teaching hospital chief executives began meeting formally with the
Association of American Medical Colleges as a Section on Teaching Hospitals. As
a result of the Coggeshall Report entitled, Planning for Medical Progress Through
Education, completed in April, 1965, the AAMC underwent a significant
reorganization, and the teaching hospitals were involved formally in the
governance of the AAMC. Thus, the Council of Teaching Hospitals was organized in
1966 and followed shortly thereafter by the Council of Academic Societies. A
major reason for involving teaching hospital chief executives and senior faculty
leadership in the AAMC governance was the clear recognition that the organization
needed to take a broader mandate including the substantially increasing
importance of the academic medical center in providing medical services.
A new and continuing objective of the reorganized AAMC is the initiation and
continuous interaction between the leadership of all components of the modern
medical center in the development of AAMC policies and programs. All three AAMC
Councils retain their respective identity through their Administrative Boards.
Thus, the AAMC, through COTH, provides representation and services related to the
special needs, concerns and opportunities facing teaching hospitals. COTH has
been successful in attracting teaching hospitals as members, and CEO's in most
teaching hospitals have been supportive of COTH/AAMC activities. However, the
rapidly changing environment facing teaching hospitals necessitates a systematic
assessment of how the AAMC should function on behalf of its COTH members.
This paper is not intended to be a definitive assessment of past or possible
AAMC activities for COTH members. Rather, it is developed to stimulate and focus
discussion on the activities and initiatives of the AAMC from a teaching hospital
perspective. The paper is organized into three sections: (1) a description of
the changing environment facing Council members, including a summary of
significant trends and management needs facing teaching hospitals; (2) an
assessment of the environment and competition confronting the Council and the
hospital activities of the AAMC; and (3) an examination of future directions for
COTH and the AAMC.

THE CHANGING ENVIRONMENT FACING COTH MEMBERS
Significant Major Trends Facing Teaching Hospitals
At least ten major environmental trends are presently confronting teaching
hospitals.
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1. Third party payers, public and private, are limiting their financial risk
by imposing revenue limits on providers. Such revenue limits are taking a
variety of forms, both regulatory and/or competitive in nature. Given an
"acceptable level" of quality in multiple service settings, payers will use
the price of the least expensive setting to pay all other providers.
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2. Public and private payers are developing systems which limit hospital
payments to the costs incurred by their particular beneficiaries. As a
result, and coupled with the trend set forth in item #1, these payers are
increasingly unwilling to support, or share in, costs the hospital incurs
in caring for charity care and bad debt patients. At the national policy
level, there is little or no discussion of new or expanded programs to
underwrite the care of these patients.
3. The hospital business is becoming more competitive. While cooperation and
community responsibility have been hallmark values and attitudes of the
past, the current competitive environment is developing a new set of
attitudes and values. Information, management techniques, and
organizational structures are beginning to be viewed as corporate assets to
be protected rather than shared.
4. The increase in the supply of highly trained physicians is intensifying
competition between groups of physicians and hospitals for the provision of
capital intensive services.
5. Community hospitals have attracted well -trained subspecialists to their
staffs, and have significantly enhanced their clinical capabilities. They
can now provide many of the services once thought to be the exclusive
province of teaching hospitals.
6. Hospitals will increasingly be required to select specific programs they
will offer from an array of options that collectively exceeds the
hospital's capital and operating revenues. As a result, teaching hospitals
will become more specialized, emphasizing cost competitive care in a
limited number of high cost areas rather than limited volumes of care in a
great many high cost areas.
7. Hospitals are increasingly developing formalized structural arrangements
blurring hospital boundaries and reducing the distinction between hospitals
and associations. Independent hospitals are increasingly looking to some
form of "corporate headquarters" for guidance, technical assistance, and
large scale identity.
8. Not-for-profit and investor-owned chains will increasingly formalize
referral relationships for tertiary care to keep patients and revenues
within the system.
9. Investor-owned hospitals will seek management contracts, leases, and
ownership of some teaching hospitals to acquire prestige, legitimacy, and
full service capabilities.
10. There will continue to be efforts by some in the Administration and some
members of Congress to "mainstream" medical services to veterans by
providing a voucher system, thereby radically altering the role and
function of the Veterans Administration hospital and health care system.
In addition, efforts will be made to reduce appropriations to the Veterans
2

Administration, making it more and more difficult for some VA hospitals to
maintain their "stature" as teaching hospitals.
Taken together these ten trends suggest the hospital industry is becoming a
mature industry rather than a growth industry. In the future, one hospital's
growth and economic stability are likely to come at the expense of other
hospitals. Market segmentation is gradually occurring, most frequently as a
result of corporate strategic planning rather than as a result of cooperative
community planning. For a voluntary membership organization, a maturing industry
implies a need to undertake activities which advantage its members compared to
other hospitals. It also implies that any activity may advantage one subgroup of
members and thereby undermine the unity of the Association itself.
m the collections of the AAMC Not to be reproduced without peithission

Significant Needs of Teaching Hospitals
Given
management
topics are
reweighted
attention:

the dramatic change in the trends facing teaching hospitals, the
agenda of CEO's in teaching hospitals is changing. New management
being addressed and the priorities assigned to old topics are being
with at least the following four managerial needs receiving increased

I. The development of systems to manage clinical and financial data in order
to identify hospital services, specify costs for each service on a cost
accounting basis, and evaluate future program changes;
2. The creation of new operational systems emphasizing revenue management,
expense control, variable budgeting, variance analysis input productivity,
and economy of operation;
3. The identification of marketing strategies which include attention to
market penetration, market segmentation, and pricing practices designed to
meet established revenue objectives; and
4. The clear specification of net income and rate of return goals designed to
ensure access to debt capital, and self-funding of new programs and
services.
Each of these managerial needs emphasizes the economic elements of the hospital.
Each also has major implications for a variety of other issues ranging from the
cost of undergraduate and graduate medical education to the cost of providing
hospital and physician services to indigent and medically indigent populations.
As a result, new associations and organizations are being created to respond to
these economic and other concerns. In light of these new organizations, existing
associations face a need to clarify the economic and non-economic benefits of
membership.

THE ENVIRONMENT FOR COTH
COTH Membership
There are two categories of COTH membership: teaching hospital membership
and corresponding membership. Both membership categories require the applicant
institution to have a documented affiliation agreement with a medical school
accredited by the Liaison Committee on Medical Education and a letter
recommending membership from the dean of the affiliated medical school.
3
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Teaching hospital membership is limited to not-for-profit -- IRS 501 (C)(3)
-- and publicly owned hospitals which sponsor or significantly participate in at
least four approved, active residency programs. At least two of the approved
residency programs must be in the following specialty areas: internal medicine,
surgery, obstetrics-gynecology, pediatrics, family practice or psychiatry. Other
considerations evaluated in determining a hospital's participation in medical
education activities are:
o

The availability and activity of undergraduate clerkships;

o

The presence of full-time chiefs of service or a director of medical
education;

o

The number of internship and residency positions in relation to bed
size, and the proportion (in full-time equivalents) which are filled by
foreign medical graduates;

o

The significance of the hospital's educational programs to the
affiliated medical school and the degree of the medical school's
involvement in them; and

o

The significance of the hospital's financial support of medical
education.

In the case of specialty hospitals -- such as children's, rehabilitation and
psychiatric institutions -- the COTH Administrative Board is authorized to make
exceptions to the requirement of four residency programs provided that the
specialty hospital meets the membership criteria within the framework of the
specialized objectives of the hospital.
Teaching hospital members receive the full range of AAMC and Council
services and publications. In addition, their COTH representatives are eligible
to participate in the AAMC's governance, organization, and committee structure.
Non-profit and governmental hospitals and medical education organizations
(e.g., consortia, foundations, federations) not eligible for teaching hospital
membership may apply for corresponding membership. To be eligible for
corresponding membership an organization must have a demonstrated interest in
medical education, a documented affiliation agreement with a medical school
accredited by the LCME, and a letter recommending membership from the dean of the
affiliated medical school. Corresponding members are eligible to attend all open
AAMC and COTH meetings, and receive all publications. Representatives of
corresponding members are not eligible to participate in the governance of the
AAMC. Hospitals which are eligible for teaching hospital membership are not
eligible for corresponding membership. There are currently 35 corresponding
members of COTH.
In order to examine the environment facing the hospital activities of the
AAMC, it is important to understand the composition of the COTH membership. The
following review of the membership is one helpful way of assessing the COTH/AAMC
role.
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Teaching Hospital Relationships with the College of Medicine
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Number of
Members

Percent

1.

Common ownership with the college
of medicine

64

15%

2.

Separate non-profit hospitals where
the majority of the medical school
department chairmen and the hospital
chiefs of service are the same person

28

7%

3.

Public hospitals where the majority
of the medical school department
chairmen and the hospital chiefs of
service are the same person

23

6%

4.

Affiliated hospitals not otherwise
classified which are designated by
the medical school dean as a major
affiliate for the school's clinical
clerkship program*

152

37%

5.

Affiliated hospitals not otherwise
classified which are designated by the
medical school deans as a limited
affiliate for the school's clinical
clerkship program*

44

11%

6.

Specialty hospital

27

7%

7.

Veterans Administration hospitals

74

18%

(*Source: 1983-84 Directory of Institutions and Agencies participating in
Residency Training, Accreditation Council for Graduate Medical Education, pp.
351-421.)
The mean size of a COTH non-federal hospital is 562 beds, and the regional
distribution of members is as follows:
Percent of Members
Northeast

40%

South

20%

Midwest

27%

West

12%

It is of interest to note that 22% of COTH members are in the states of New York
and Pennsylvania. TABLE I on the following page illustrates the fact that a
majority of COTH members are in the seven states of New York, Pennsylvania,
California, Ohio, Illinois, Massachusetts and Michigan. TABLE II shows that when
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TABLE I
Distribution of COTH Members by State

Percent of
Members

New York

56

13.5%

Pennsylvania

35

8.4

21.9

California

32

7.7

29.6

Ohio

26

6.3

35.9

Illinois

24

5.8

41.7

Massachusetts

21

5.1

46.7

Michigan

21

5.1

51.8

Texas

18

4.3

56.1

Connecticut

14

3.4

59.5

New Jersey

14

3.4

62.9

Missouri

11

2.6

65.5

Wisconsin

10

2.4

68.0

All Others

133

32.0%

100.0%

TOTAL

415

100.0%

State
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Cumulative
Percent

Number of
Members

6

13.5%

TABLE II
Distribution of the Initial Three Membership Categories
by State

State

Number of
Hospitals in Initial Three
Membership Categories*

New York

Percent of
Member

Cumulative
Percentage

14

12.2%

12.2%

California

9

7.8

20.10

Pennsylvania

7

6.1

26.11

Texas

7

6.1

32.2

Massachusetts

6

5.2

37.4

Illinois

5

4.3

41.7

Georgia

4

3.5

45.2

Missouri

4

3.5

48.7

Ohio

4

3.5

52.2

55

47.8

115

100.0%

All other

TOTAL

* These categories are set forth on page 5.
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100.0%

TABLE III
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Distribution of COTH Veterans Administration
Hospitals (74) by State

o

California has nine and New York has
seven VA members

o

Five states have three VA members:
Florida, Illinois, Missouri, Ohio and
Texas

o

Eleven states have two VA members:
Connecticut
Georgia
Iowa
Kentucky
Louisiana
Massachusetts

o

Michigan
Pennsylvania
Tennessee
Virginia
Wisconsin

Nineteen states, the District of Columbia
and Puerto Rico have a single VA member:
Alabama
Arizona
Arkansas
Colorado
Indiana
Maryland

Minnesota
Mississippi
Nebraska
New Jersey
New Mexico
North Carolina
Oklahoma

Oregon
Rhode Island
South Carolina
Vermont
Washington
West Virginia
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the geographic distribution of the initial three categories of member hospitals
set forth on page 5 is analyzed, nine states account for a majority of members,
and only Michigan drops out of the group. Of the 127 accredited U.S. medical
schools, 107 have a relationship with a teaching hospital in the initial three
categories listed on page 5. Three additional schools have a relationship with a
hospital that would qualify for one of these three categories, but the hospital
has not elected to become a COTH member. Humana Hospital University, related to
the University of Louisville School of Medicine, is ineligible to join COTH under
current membership criteria. In 16 medical schools, the majority of medical
school chairmen of clinical departments are not chiefs of service in one
particular teaching hospital.
This categorization of the Counil of Teaching Hospitals portrays the
membership as it currently exists. It should be understood that teaching
hospital/medical school relationships are continually evolving. Hospitals
affiliated with newer medical education programs will mature and become more
closely integrated and longstanding hospital relationships with medical schools
may change in character. In addition, a recent survey reveals that 14 medical
schools have stated that they have an affiliation relationship with an
investor-owned hospital or health delivery organization.
In summary, the COTH membership varies substantially in terms of hospital
ownership, hospital -medical school relationship, and geography. As a result,
COTH members are not in an equal position to respond to the environmental and
managerial issues they face; this underlies the intensive debate over proper
governance relationships of some medical centers and the services various members
expect from COTH/AAMC.
New Hospital Organizations Competing for National Attention
The COTH was the first of a growing number of special interest hospital
organizations. Since its establishment, a number of associations have developed
and many of them compete with COTH for the allegiance of its members.
o

The American Hospital Association has established constituency centers,
including one for "metropolitan hospitals," in which teaching hospitals
have a very significant role as members and officers;

o

The Catholic Health Association has reorganized and substantially
strengthened its Washington office;

o

The Federation of American Hospitals has become an effective and highly
visible organization;

o

The National Association of Public Hospitals is three years old and
gaining strength;

o

The Association of Academic Health Centers is exhibiting strong interest
in major teaching hospital issues;

o

The National Council of Community Hospitals has made its presence felt,
and appears to be a viable organization;

o

The National Association of Children's Hospitals and Related
Institutions has recently moved to Washington, DC;
9

o

The Association of Volunteer Trustees of Not-for-Profit Hospitals has
taken on some specific issues, and made an impact;

o

Increasingly, hospitals and hospital associations are hiring
Washington -based law firms and consulting firms for "representation"
purposes. Some (not all) of these law firms have very little
substantive or technical knowledge in the areas in which they are
engaged to provide "representation" services.
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Clearly, the association environment for COTH has changed substantially over the
past five to ten years. There is competition for constituents, and for the
attention of legislators, legislative staffers, and executive branch political
leaders and employees.
In addition, other organizations are developing for a. variety of purposes.
o

Voluntary Hospitals of America has become a
substantial economic force since its inception
in 1977;

o

Associated Hospital Systems is engaged in a
variety of economic and public policy activities;

o

The Consortium for the Study of University
Hospitals has organized to study governance and
other matters of special interest to the
operation of hospitals under common ownership
with state universities;

o

The Council of Independent Teaching Hospitals is a
group of hospitals in an organizational stage
which hopes to address the problems of hospitals
with freestanding residency programs and which do
not have a close medical school affiliation;

o

The Federation of Jewish Hospitals has hired an
individual to explore the possibility of
exploiting the collective economic strength of
its members;

o

The "original" Council of Teaching Hospitals
has engaged Howard Newman to explore the
development of possible collective activities.

A list of COTH members belonging to some of these new organizations is included
as Appendix A.
The development of these new organizations suggests that multi -hospital
systems, cooperatives, and organizational entities are to some degree taking on
traditional functions of associations. For example, until very recently (the
past six months), Voluntary Hospitals of America clearly did not envision a
public policy advocacy role. This policy has been reversed, and such an advocacy
function is being developed.
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COTH Strengths and Areas of Concern
With the exception of the Association of Academic Health Centers, all of the
organizations identified in the previous section are "hospital" organizations.
They were started by hospitals and their exclusive purpose is to serve their
hospital constituents. A unique characteristic of the AAMC is that it brings
together in one organization the deans, clinical and basic science faculty, and
teaching hospital chief executives. Thus, it is not exclusively a medical school
organization nor an organization devoted soley to the needs of academic
physicians or teaching hospitals.
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The Executive Council, which serves as the AAMC board of trustees, has a
plurality of deans, but includes four hospital and four faculty representatives.
Committees or task forces of the AAMC, regardless of the focus of their charge,
include at least one member from each Council.* This policy has been established
to improve common understanding of issues, and to aid in the development of more
broadly based AAMC policies or programs. Each constituency group may not get
optimal outcome from its own point of view, but the unified voice enhances the
strength of the AAMC policy position. For example, a position statement on a
hospital issue can be given greater strength when it can be supported by the
deans and faculty. At the same time, this method of operation appears to have
reduced the friction and mistrust between the leadership of the three components
of the medical center.
On numerous occasions, COTH members have expressed strong support for both
the Council and the AAMC and its staff. This perception of the benefits of
membership appears to be based on the following COTH/AAMC characteristics.
1. The hospital activities of COTH/AAMC focus on a limited set of concerns
which in the past have not duplicated the efforts of other national
organizations:
a. clinical education issues including faculty relationships;
b. clinical research issues; and
C. issues of particular concern to large and/or complex hospitals.

§
5
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2. In addressing issues and involving institutional representatives , the
COTH/AAMC generally takes a corporate level viewpoint of the hospital
rather than a departmental or functional one. Administrative Board, AAMC
Assembly, and committee appointments are generally CEO appointments. The
COTH Spring Meeting is directed at the CEO, and his/her attendance is
required if others are to attend the meeting.
3, A teaching hospital CEO's involvement in COTH/AAMC activities involves
him/her with other CEO's, deans, and faculty chairmen--all significant
reference groups for the CEO.
4. The AAMC communicates its viewpoints directly to hospital CEO's without a
state association as an intermediary. The message has frequently been more
timely than others, but pending developments at other associations may
decrease this advantage.
5. The AAMC staff promptly return telephone calls and correspondence to member
CEO's and their staffs. The responsiveness reinforces the CEO perception
that the staff pays attention to what concerns him.
*A copy of the AAMC Governing Structure is included as Appendix B.
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In the development of the reorganized AAMC and the operation over the
past 15 years, one could expect that a number of questions might be raised.
Changes in the environments for both teaching hospitals and associations have
stimulated a number of major questions in recent years. The following are
some examples.
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Why have such a large number of special interest groups developed in the
hospital community? "There appears to be a general lack of confidence that a
large organization can deal with the special problems of 'my' kind of
hospital," is a response that is frequently given in answer to this question.
Clear examples are the development of the National Association of Public
Hospitals and the Consortium for the Study of University Hospitals.
Does the staff of the AAMC perceive problems trying to represent a wide
range of teaching Fespital members? There are a variety of issues about which
specific groups of hospitals within the membership have expressed special
concern. In particular, a segment of the membership which views itself as
that group of institutions which teach the teachers and support major research
programs, on occasion expresses the view that the unique contributions and
problems made by those hospitals are not fully articulated. They and some of
their colleagues seem to feel the rest of the COTH constituency dilutes their
message. When asked specifically to show how the diverse constituency has
diluted or changed the AAMC objectives, the response has not been helpful. At
the same time, other segments of the COTH constituency seem to believe the
organization is dominated by the representatives of the aforementioned group
of COTH members.
Are there problems with the regional distribution of COTH members? Some
constituents express the view that the organization is dominated by
representatives from the Northeast corridor. A review of the list of COTH
Past Chairmen could make a case for some bias, but a review of Administrative
Board membership would not support this view. Since the largest number of
COTH members are in the Northeast, it might be expected that this region would
have larger representation on the COTH Administrative Board and AAMC
committees.
Who should be the COTH representative? A matter of some concern is the
request of some members, primarily community teaching hospitals, that their
institutional representative be someone other than the CEO of the hospital
(e.g., medical director, vice president for medical affairs or a director of
medical education). This suggests either: (1) that the role and
responsibility of the COTH and its representation of the hospital viewpoint in
the AAMC is not well understood; or (2) that in hospitals with limited
educational programs, the CEO may not be heavily involved in the education and
research issues, and the impact of these two missions has not significantly
affected the character of the hospital.
What are the services provided to the COTH Veterans Administration
members? In the "hospital community" there is not a full understanding and
appreciation of the role of VA hospitals in medical education and as partners
in the academic medical center. Over 7,700 residency positions are financed
by the VA and a substantial research budget is supported. The AAMC is the
only national hospital or medical association which testifies regularly on
behalf of the Veterans Administration medical care appropriation.
Additionally, the AAMC provides support for the VA in other legislative
matters affecting the VA, ranging from chiropractic issues to special pay
12

provisions for physicians. Routine meetings are held with the senior staff of
the AAMC and the VA Chief Medical Director's office, and on occasion special
consulting teams have been organized to resolve difficulties with some VA
hospital -medical school affiliation arrangements.
What other complaints are heard? Many more CEO's wish to participate
than can be accommodated. By design, the AAMC does not have standing
committees in substantive areas and keeps the number of committees as small as
possible. Participation generates loyalty and support in any organization.
To overcome the shortage of participation opportunities, the Department of
Teaching Hospitals staff makes a strong effort to attend the meetings of the
regional teaching hospital groups and seeks other ways to make personal
contact with the teaching hospital constituents.
A final impression to which the staff sometimes finds it difficult to
respond comes across as, "If only your organization would do something, I
wouldn't have the problems I now have." Governance problems at the medical
center level are a good example of this kind of problem.
FUTURE DIRECTIONS FOR COTH/AAMC
A Framework for Analysis
Associations of autonomous service and business entities, generally focus
their activities on one or more of five goals.
Advocacy -- the association works to advantage its members by obtaining
favorable or avoiding unfavorable treatment from the environment in
which it operates. Advocacy activities may be directed at the
political process (legislative and executive) or at the private sector
environment.

Economic -- the association works to develop programs and members services
designed to improve the efficiency and profitability of its members.
Examples of such programs include group purchasing, standardized
operating procedures, and multi -firm benefit and personnel programs.
Information -- the association provides its members with a convenient and
reliable network designed to furnish members with significant
information on developments in the environment. To the extent that
members are willing to share internal information with each other, the
association provides a means of facilitating the exchange of "within
member developments."
Education --- the association develops educational programs specifically
designed to meet the specialized needs of its members.
Research -- the association develops an organized program to monitor the
performance of its members, to develop methods or techniques which can
be used by all members, and/or to identify early developments likely to
affect the environment in which a member operates.
In most associations, each of these goals is present. Differences in
associations seem to reflect differences in the emphasis given a particular goal
and in the balance of activity across the five goals.
13
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A review of the most recent paper on the "Selected Activities" of the AAMC's
Department of Teaching Hospitals, Appendix C, shows staff activities focus
primarily in the areas of advocacy, information, education, and research.
Services in the economic area have not been developed. At the AAMC Officers'
Retreat in December, 1982, agreement was reached that it would be unwise for the
Association to develop service programs unless there is a clearly expressed
constituent desire for a service and the Association would be uniquely qualified
to provide that service. This decision was approved at the AAMC Executive
Council meeting on January 20, 1983. Thus, the absence of these types of
economic activities is the result of deliberate AAMC policy.
Within the four areas of existing activity, members commenting on the value
of COTH generally cite its advocacy activities. While a large proportion of
staff time is devoted to testimony, letters of comment, and personal
representation at the Congressional staff level, more time is probably devoted to
interaction with HCFA and other executive agency staff, and to participation in
advisory board and committees of other hospital associations and groups.
Interaction with the staff of other associations or organizations whose interests
overlap with those of the COTH/AAMC is particularly time consuming, and very
important. Substantial staff time is also devoted to the development and
distribution of information including a series of annual studies, the COTH
Report, weekly activity report stories, and membership memoranda. In addition, a
large proportion of staff time is spent on the telephone conveying information to
members, consulting and law firms, and other callers. Thus, while advocacy may
be the most valued staff service, information dissemination is also time
consuming. The information dissemination function is supportive of the advocacy
function (and in some cases is not distinguishable from it) since it serves to
establish the credibility and reputation of the AAMC teaching hospital staff
members.
Future Directions
The Council of Teaching Hospitals of the AAMC is less than twenty years old,
and it grew and developed during the period of hospital expansion and
retrospective cost reimbursement. With a changing environment, COTH and the
AAMC's services need to be examined to help ensure that traditional activities of
the Department of Teaching Hospitals are appropriate and that any new initiatives
strengthen both the Council and the AAMC. As the membership and governance
directs their attention to how the Association should function on behalf of its
hospital members in the future, past services and emphases are only a prologue.
Yet, past activities have demonstrated a commonality of interest. The selection
and development of areas of common interest will become increasingly important in
a more competitive future. As a result, staff suggests the following
recommendations be considered for COTH/AAMC activities in the future.
Advocacy
By its very nature and structure, the AAMC is focused on advocacy. In the
past two decades, this advocacy has focused on supporting the expansion and
development of member capabilities. In the near future, the advocacy emphasis
will shift to protecting the diversity of the membership and preserving special
benefits, subsidies, and advantages available to teaching hospitals. With third
party payers increasingly setting fixed levels of expenditures for hospital
services, the AAMC must work to protect the teaching hospital share.
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Advocacy, however, is not limited to the political process of legislation,
regulation and oversight. It includes building public awareness as well as
appreciation for, and support of teaching hospitals. The predominately local
nature of hospital service markets and the increasing emphasis on local payment
arrangements stimulates the need for public advocacy of the generic benefits
provided by teaching hospitals. The role, responsibility and contributions of
teaching hospitals to the health care system need to be articulated forcefully
and constantly. In view of the rapidly changing hospital and medical service
environment, the increasing importance of the role of the COTH and its members in
the development of policies and programs of the AAMC should be clearly recognized
and understood.
o

The advocacy position articulated above in fact implies a policy of
protecting the diversity of membership and emphasizing the generic
contributions and values of all teaching hospitals. A number of COTH and
AAMC members believe, however, that they would be better served if the
AAMC perceived its role as advocating the particular needs of only a
limited group of teaching hospitals (i.e., the first three membership
categories set forth on page 5.) This issue needs full debate among
constituents within the COTH and AAMC membership.

o

In the era of administered prices, federally sponsored and conducted
studies will be used to direct the evolution of the system. It is
recommended that COTH/AAMC explicitly work to have their members included
on all relevant advisory and research committees.

•

It is recommended that COTH/AAMC sponsor an annual seminar for
Congressional staff on innovations in teaching hospitals. Medical staff
members active in the development of new technologies would describe and
discuss the innovation.

•

It is recommended that the COTH/AAMC develop a registered service mark or
slogan which could be licensed to individual members meeting defined
criteria. Examples of the slogan accompanying the service mark are:
Where Standards of Excellence are Routine
Where Education and Research Result in Better
Patient Care
World Class Medicine
Scholarship in Service of Patient Care

Information
Information acquisition costs in all organizations can be dramatically reduced
if a reliable and timely link to the environment is established. Critical to
the economy of this link is the external sources' ability to sort and
prioritize information in the same way the receiver himself would. In a
competitive environment, low cost, accurate information is a valuable asset.
Because the competitive value of the information is based upon its use, not
its possession, competing organizations can generally share in supporting an
information network.
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In a rapidly changing environment, COTH/AAMC can offer members a valuable
service by collecting, analyzing, and distributing information. This goal
should continue to receive priority; however, a careful evaluation should be
undertaken to assess the types of information presently distributed, the
reliance on printed materials and mailed distribution, and the almost
exclusive designation of CEO's as the addressee.
o

It is recommended that the AAMC develop an electronic communication
capability which is regularly used to communicate time sensitive
information to its constituents.

o

It is recommended that the AAMC supplement its present mailings to
hospital CEO's with mailing lists for chief financial officers and
directors of planning. Where appropriate, duplicate mailings of memoranda
would be directed to one or both of these individuals.

o

It is recommended that the AAMC use the data and reports of the American
Hospital Association and Healthcare Financial Management Association to
develop and publish time series data on teaching hospital utilization,
revenue, expense, charity care, staffing, and financial performance.

o

It is recommended that the AAMC Councils of Academic Societies and
Teaching Hospitals consider sponsorship of an annual symposium on recent
developments in clinical care and technology. The objective of the
symposium would be to provide the hospital chief executive officer a
broader perspective of new and developing technology, and its implications
for medical care in the teaching hospitals.
Economics

Teaching hospitals compete in three markets: in an immediate local market for
primary hospital services; in a somewhat broader local market for tertiary
hospital services, and in a regional or national market for payer revenues.
In each of these markets, many teaching hospitals are competing with each
other as well as with community hospitals.
A decision to emphasize economic goals would require the AAMC to expand
substantially its present teaching hospital staff. It also would require a
willingness to advantage some members at the expense of others. This latter
point does not seem to be understood by all who advocate service programs. No
recommendations have been developed for this type of activity.
Education
The success in the summer of 1983 of the four regional workshops on the
Medicare prospective payment methodology and physician payment regulations
demonstrates the ability of the AAMC to mount programs and the favorable
response of the constituents if the topics are timel and interesting. These
workshops serve as an excellent example of the special role the AAMC can play
as a result of its unique tripartite organization. The objective of the
workshops was to serve the hospital CEO by educating the medical school dean
and faculty about the change in their responsibilities which will accompany
the new Medicare payment methodology. The Management Education Programs of
the AAMC have been reorganized and are under intensive review and
redevelopment. The needs of all AAMC constituent groups should continue to be
examined.
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o

It is recommended that the COTH/AAMC sponsor "issue development"
conferences on such matters as teaching hospital/HMO relationships, the
impact of PPO's, development of ambulatory service programs and similar
topics.
Research

Traditionally, AAMC research on hospital topics has been a secondary goal
undertaken to support either advocacy or information activities. Placing
research in a secondary position has worked reasonably well; however new advocacy
and information requirements will require enhanced research capabilities (1) in
monitoring member performance in the changed environment, (2) in analyzing
environmental factors which threaten the survival of teaching hospitals, and (3)
in identifying early developments which may be wide present in the environment in
3-10 years. To help ensure that the secondary or derived importance of research
is not subject to sporadic attention as time permits, a small but continuous
research program should be developed.
o

If HCFA cost reports permit, it is recommended AAMC survey COTH members to
assess the differences in hospital revenue under cost based reimbursement
and prospective payment. Where prospective payment results in reduced
revenue, the AAMC should attempt to identify the characteristics of the
adversely affected members.

o

It is recommended that the AAMC survey its members to determine the
Medicare revenue being paid to COTH members under the medical education and
capital pass throughs and under the "indirect adjustment for costs
associated with medical education."

o

It is recommended that AAMC staff prepare papers on four survival issues
facing teaching hospitals: alternative methods for funding residency
training, new approaches to financing charity care, developing methods for
estimating average and marginal costs per case, and the extent of price
differences among payers paying "negotiated" prices.

o

It is recommended that AAMC staff prepare a literature review on options
and issues in determining capitation payments for Medicare and Medicaid
patients.

Reviewing the Recommendations
These are not a set of exclusive recommendations; others could and/or should
be added to the list. However, there are two views on the relationship of
tasks to perform and the size of the staff organization. The first is that
there are a whole variety of projects, programs and initiatives that could be
undertaken. They can be set forth, and the staffing requirements needed to
accomplish them can be projected. A second way of viewing the situation is to
make the assumption that the staff size will not increase substantially. The
question then becomes one of determining which projects, programs or
initiatives should receive the highest priority. It is hoped that readers of
this paper will take the latter course in thinking about AAMC teaching
hospital activities.
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COTH Members Belonging to New

Organization

COTH Members

Associated Hospital Systems
(founded 1977)
(11 members including
5 COTH)

Forbes Health System, Pittsburgh
East Suburban Health Center
(Corresponding)
Greenville Hospital System
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Intermountain Health Care, Inc., Salt Lake City
LDS Hospital
(former member)
Metropolitan Hospitals, Portland Oregon
Emanuel Hospital
SamCor, Phoenix
Good Samaritan Hospital'
Sisters of Mercy Health Corporation, Farmington Hills
St. Joseph Mercy Hospital, Ann Arbor
National Association of
Public Hospitals
(founded 1981)
(24 members including
15 COTH)

Harris County Hospital District, Houston
College Hospital, Newark
D.C. General, Washington
Cleveland Metropolitan General
Grady Memorial, Atlanta
Los Angeles County/USC Medical Center
Parkland Memorial Hospital, Dallas
Truman Medical Center, Kansas City
University of Maryland Hospital
Wishard Memorial Hospital, Indianapolis
New York City Health and Hospitals Corp.
Bronx Municipal
Kings County
City Hospital at Elmhurst
Bellevue Hospital
Harlem Hospital Medical Center
Worcester City Hospital
Cook County Hospital
Westchester County Medical Center

2

Milwaukee County Medical Center
Voluntary Hospitals of
America
(founded 1977)
(54 members including
22 COTH)

Abbott-Northwestern Hospital, Minneapolis
(former member)
Akron General Medical Center
Baptist Medical Centers, Birmingham
Baptist Memorial Hospital, Memphis
Barnes Hospital
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Baylor University Medical Center, Dallas
Butterworth Hospital, Grand Rapids
Charleston Area Medical Center
Christ Hospital, Cincinnati
Community Hospital of Indiana (corresponding)
Evanston Hospital Corporation
Henry Ford Hospital, Detroit
Lutheran General Hospitals, Park Ridge
Madison General Hospital
Medical Center Hospitals, Norfolk
Memorial Hospital Medical Center, Long Beach
Miami Valley Hospital, Dayton
Ochsner Foundation Hospital, New Orleans
Pennsylvania Hospital, Philadelphia
Riverside Methodist Hospital, Columbus
Tucson Medical Center
Wesley Medical Center, Wichita
Yale-New Haven Hospital
Consortium of Jewish
Hospitals
(17 members including
15 COTH)

Albert Einstein Medical Center, Philadelphia
Touro Infirmary, New Orleans
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Sinai Hospital of Baltimore
Jewish Hospital of St. Louis
Mt. Sinai Medical Center, Miami Beach
Montefiore Hospital, Pittsburgh
Mt. Sinai Medical Center, Milwaukee
Cedars-Sinai Medical Center, Los Angeles
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Beth Israel Hospital, Boston
Mt. Sinai Hospital & Medical Center, Chicago
Miriam Hospital, Providence
Sinai Hospital of Detroit
Michael Reese Hospital & Medical Center, Chicago
Mt. Sinai Medical Center, Cleveland
Jewish Hospital, Louisville

Consortium for the Study
of University Hospitals
(all COTH members)

University of Alabama Hospital
University of South Alabama Medical Center
University of Arkansas Hospital
UCLA Hospitals and Clinics
University of California Hospitals and Clinics,
San Francisco
University of Colorado Hospital
Shands Hospital, Gainesville
University of Illinois Hospital
University of Kentucky Hospital
University of Maryland Hospital
University of Massachusetts Medical
University of Michigan Hospitals
University of Minnesota Hospital and Clinics
University of Nebraska Hospital and Clinics
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State University Hospital, Downstate, Brooklyn
State University Hospital, Stonybrook, New York
North Carolina Memorial Hospital
Medical College of Virginia Hospitals
University of Virginia Hospitals
University of Washington Hospitals
West Virginia University Hospital
University of Wisconsin Hospital and Clinics
"Original" Council of
Teaching Hospitals
(all COTH members)

The Johns Hopkins Hospital
Massachusetts General Hospital
The New York Hospital
Presbyterian Hospital in the City of New York
Hospital of the University of Pennsylvania
Strong Memorial Hospital of the University of
Rochester
University Hospitals of Cleveland
Yale-New Haven Hospital
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INTRODUCTION

The Department of Teaching Hospitals is the staff component of the
Association of American Medical Colleges (AAMC) responsible for representing the
interests and concerns of teaching hospitals in the activities of the Association
and in interaction with other organizations and agencies. Each year, the
Department prepares a summary of its activities during the past year. The yearly
report is distributed at the AAMC's Council of Teaching Hospitals (COTH) Annual
Membership meeting held each fall. This document summarizes Departmental
activities from November, 1982 through October, 1983. Those interested in
knowing more about these activities are encouraged to read this report and to
contact Departmental staff for additional information. Staff members and their
phone numbers-are listed in Appendix D.
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THE COUNCIL OF TEACHING HOSPITALS
The Council of Teaching Hospitals (COTH) of the Association of American
Medical Colleges was formally established in 1965. Its purpose is to provide
representation and services related to the special needs, concerns, and
opportunities facing major teaching hospitals in the United States. The Council
of Teaching Hospitals has input into overall Association policy and direction
through two formal bodies: the Executive Council, which includes four members of
the COTH Administrative Board, and the AAMC Assembly -- which includes 63 COTH
members and is the highest legislative body of the AAMC.
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COTH Administrative Board
The Administrative Board of the Council of Teaching Hospitals represents the
Council in the deliberations and policymaking process of the AAMC and provides
representation to the Association's Executive Council. There are nine regular
members of the Board, each serving a three-year term. In addition, its
membership includes the Chairman, Chairman-Elect, Immediate Past Chairman, and
Secretary. For the coming 1983-84 year, Haynes Rice, Director of Howard
University Hospital in Washington, D.C., will serve as the COTH Chairman,
succeeding Earl J. Frederick, President of Children's Memorial Hospital in
Chicago. Mr. Frederick assumed the chairmanship during the past year from Mark
S. Levitan who left his post as Executive Director of Hospital of the University
of Pennsylvania to become the President of Shared Medical Systems (SMS). Other
members and officers of the Administrative Board are listed in Appendix A. COTH
officers, Administrative Board members, and new representatives to the AAMC
Assembly are elected each year by the COTH membership at the AAMC Annual Meeting.
COTH representatives to the AAMC Assembly are listed in Appendix B and COTH
committee appointments during 1982-83 appear in Appendix C.
The COTH Administrative Board met five times during the year to conduct the
Council's business and to review and discuss items on the agenda of the AAMC
Executive Council. Two major topics of discussion emphasized throughout the year
were the Medicare reimbursement changes adopted in the Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRA) and the Social Security Amendments of 1983
which created the Prospective Payment System for Medicare inpatient hospital
services. An ad hoc Committee on Prospective Payment for Hospitals was
established to guide the AAMC response to the interim final regulations and to
address the impacts and implications of Medicare's new per case pricing system
based on diagnosis related groups (DRGs). In other deliberations, the
Administrative Board focused on a wide variety of subjects including: payment
for physician services in a teaching setting; an assessment of the Department of
Teaching Hospitals' activities and future initiatives; issues related to trends
in graduate medical education positions; regulations on "Nondiscrimination on the
Basis of Handicap" (also referred to as the "Baby Doe" regulations); the role of
the AAMC in providing constituent service programs (e.g., group purchasing
services); and the controversial proposed revisions to the medical staff chapter
of the Joint Commission on Accreditation of Hospitals' (JCAH's) Accreditation
Manual for Hospitals.
Preceding two of its meetings, the Administrative Board held informal
discussions with staff of an accrediting organization and a key Congressional
committee: John E. Affeldt, M.D., President of the JCAH, and two of his
associates, Mr. Hill and Dr. Roberts, provided background on the rationales
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behind the controversial revisions of the medical staff chapter of the
Accreditation Manual for Hospitals and described the JCAH's organization
generally; and Shiela P. Burke, R.N., deputy staff director for the Senate
Finance Committee, discussed her sense of where Congress, and particularly
Finance Committee Chairman Robert Dole (R-Kans.), stood on various issues related
to health care spending. She also reviewed some of the implications for academic
medical centers of the Medicare prospective payment program, which had been
signed into law that same day.

Document from the collections of the AAMC Not to be reproduced without permission

COTH Membership
There are two categories of COTH membership: teaching hospital full
(voting) membership and corres_Eonding (non -voting) membership. To qualify for
full membership, the applicant institution must be an IRS 501(c)(3) organization
and must have a written affiliation agreement with a medical school accredited by
the Liaison Committee on Medical Education and a letter recommending membership
from the dean of the affiliated medical school.
The major criteria for teaching hospital membership are:
o

The hospital must sponsor or significantly participate in at least
four approved, active residency programs.

o

At least two of the approved residency programs must be in
internal medicine, surgery, obstetrics-gynecology, pediatrics,
family practice, or psychiatry.

In addition to these two criteria, consideration will be given to a
hospital's participation in medical education activities such as undergraduate
clerkships, the presence of full-time chiefs of service, the proportion of
residents which are foreign medical graduates, and the significance of the
hospital's educational programs to the affiliated medical school. In the case of
specialty hospitals, such as children's hospitals, exceptions may be made to the
four residency programs requirement as long as the hospital meets the membership
criteria within the framework of the specialized objectives of the hospital.
Institutions not meeting the criteria for full teaching hospital membership
may apply for corresponding membership. Corresponding members do not have a vote
within the AAMC assembly, but are eligible to attend all open Association
meetings and receive all publications forwarded to institutions in the full
teaching hospital membership category. The present membership of the Council of
Teaching Hospitals includes 420 full teaching hospital members and 35
corresponding members. These are private not-for-profit, municipal, state-owned
or operated, and Veterans Administration hospitals. Sixty-four members are
university -owned hospitals.

SURVEYS AND PUBLICATIONS

The Department of Teaching Hospitals has five regular publications that are
distributed to COTH members at no charge. In addition, the Association, from
time to time, publishes special reports on various issues of current interest
which are also distributed to COTH members. All of these publications are
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described below.
Appendix E.

Those available for purchase are also listed separately in
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COTH Re_port
The COTH Report is the newsletter of the Association's Council of Teaching
Hospitals. It is published approximately 10 times annually and distributed to
more than 2,600 subscribers, including all members of the U. S. Congress. The
newsletter, which is typically between 8 and 12 pages in length, provides
comprehensive coverage of: Association and Council activities; federal
legislative and regulatory issues of relevance to the academic medical/teaching
hospital community; pertinent surveys, studies, reports and other publications;
and other current health care and medical education topics of interest. An
annual subscription fee of $30 is charged to non-COTH members wishing to receive
this publication.

COTH Directory of Educational Programs and Services
Annually, a directory of all COTH members is prepared and distributed to all
COTH members. The Directory provides a profile of each COTH member hospital,
including selected operational and educational program data. Questionnaires for
the 1984 Directory will be mailed in December, 1983. The 1984 Directory will be
published early next year. Additional copies of the Directory are priced at
$7.00 per copy and may be obtained from: AAMC, Attn: Membership and
Subscriptions, Suite 200, One Dupont Circle, N.W., Washington, D.C. 20036.
COTH Executive Salary Survey
Each year, the Department of Teaching Hospitals collects and publishes, on a
personal and confidential basis, information on the salaries and fringe benefits
of all chief executive officers of COTH member hospitals. The report presents
data on salaries, fringe benefits, and hospital compensation policies by hospital
ownership, regional location, type of affiliation, and bed size. In addition to
the chief executive officer salary information, salary figures and fringe
benefits information are presented for department heads and other types of
administrative personnel. Distribution of the COTH Executive Salary Survey is
limited to COTH chief executive officers. COTH Administrative Board policy does
permit COTH hospital board members to receive the survey upon request. However,
the chief executive officer will be informed when a copy has been provided to a
board member.

COTH Survey of University Owned Teaching Hospital's Financial and General
Operating Data
For the past twelve years, this survey has been prepared annually for the
university owned members of COTH. The information is presented on a personal and
confidential basis and includes detailed data on hospital revenue sources,
expenses, capital expenditures, utilization of services, staffing, and other
general operating data. Distribution of this report is restricted to those
institutions participating in the survey.
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COTH Survey of Housestaff Stipends, Benefits, and Funding
For the past 13 years, COTH members have been surveyed on the stipends,
benefits, and funding of housestaff at their institutions. Preliminary findings
from this survey are published annually in June and a final report is published
in the fall. The tables in the report include data on housestaff stipends by
hospital region, ownership, bed size, and affiliation. Fringe benefits for
housestaff and sources and amounts of funding per hospital are also presented by
these categories. This report is distributed to all COTH member hospitals.
Additional copies are available for $7.00 each from: AAMC, Attn: Membership and
Subscriptions, Suite 200, One Dupont Circle, N.W., Washington, D.C. 20036.

Document from the collections of the AAMC Not to be reproduced without permission

COTH Hospital Construction Survey
In the latter part of June, 1983, Departmental staff completed an analysis
of construction projects begun in 1981 among COTH non-federal member hospitals.
It was found that 74 percent of the funding of such projects was financed by the
incurrence of some form of debt. The situation had dramatically changed from
1969, the first year in which the AAMC monitored COTH construction projects, when
only 20 percent of such capital was borrowed or financed through debt. About 87
percent of the debt financing in 1981 was acquired through the issuance of state
and local tax-exempt bonds. Results of the latest survey, which were compared
with the pattern of funding for construction projects begun in 1974 and 1979 and
those completed in 1969, will be presented as a Datagram in an upcoming issue of
the Journal of Medical Education. The results also were discussed briefly in the
July-August, 1983 issue of the COTH Report.

Selected Data on a Small Sample of Teaching Hospitals
"Selected Data on a Small Sample of Teaching Hospitals," the third in a
series of four reports which were produced during the three-year AAMC Study of
Teaching Hospital Characteristics, was sent to all COTH members in November,
1982. The report is designed to permit AAMC members to compare their own
hospital's patient care, research and teaching characteristics with those of a
diverse group of the membership of COTH. The report uses 1978 data from a sample
of 33 non-federal COTH hospitals. Additional copies are available for $10.00
each from: AAMC, Attn: Membership and Subscriptions, Suite 200, One Dupont
Circle, N.W., Washington, D.C. 20036.

A Description of Teaching Hospital Characteristics
"A Description of Teaching Hospital Characteristics," the last in a series
reports which were produced during the three-year AAMC Study of Teaching
four
of
Hospital Characteristics, was published in January, 1983. It is designed as a
public advocacy document describing the distinctive characteristics of teaching
hospitals that will need to be addressed as health policy alternatives are
considered. The report is intended primarily for government executives and their
staffs, third party payers, and the interested general public. It begins by
comparing the characteristics of non-federal COTH hospitals with all other
community hospitals and documents teaching hospital differences in organizational
and service characteristics. The second section of the report describes the
special responsibilities teaching hospitals have for health manpower education,
clinical research, the application of new technology, and tertiary care and the
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impact these have on teaching hospitals. The report was mailed to all COTH
members in January, 1983. Additional copies of the document may be purchased for
$3.00 each from: AAMC, Attn: Membership and Subscriptions, Suite 200, One
Dupont Circle, N.W., Washington, D.C. 20036.

Document from the collections of the AAMC Not to be reproduced without permission

Survey of Undergraduate Medical Education in Prepaid Health Care Plan Settings
The AAMC's Department of Teaching Hospitals, in conjunction with the
Department of Community Health at Tufts University School of Medicine, conducted
surveys during the past year to identify: (1) the extent of formal undergraduate
clinical medical education involvement at prepaid health care plans (PHCP's) such
as health maintenance organizations (HMO's) and (2) the methods and data being
used to analyze the costs associated with medical education in these settings.
The results of these surveys are expected to be published in a future issue of
the Journal of Medical Education and will be presented during a special program
at the AAMC's 1983 Annual Meeting.
Medicare Prospective Payment: Probable Effects on Academic Health Center
Hospitals Short-Term and Long-Term Options
In conjunction with the Association of Academic Health Centers, the AAMC
published a staff report in April, 1983, on the proceedings of a conference on
the implications of Medicare's Prospective Payment System for academic medical
centers. The conferees considered the new hospital payment system against the
background of the experience of several major teaching hospitals which have used
various model's of case-mix classifications for management and payment purposes.
Copies of the report were mailed to all COTH members. Additional copies are
available free from: AAMC, Department of Teaching Hospitals, Suite 200, One
Dupont Circle, N.W., Washington, D.C. 20036.

ACTIVITIES OF THE DEPARTMENT OF TEACHING HOSPITALS
The Association's Department of Teaching Hospitals addressed several major
issues during 1982-83. Key among these were the Medicare Prospective Payment
System which was adopted as part of the Social Security Reform Act of 1983, and
the regulations implementing the new Medicare physician payment requirements of
the 1982 Tax Equity and Fiscal Responsibility Act (TEFRA). Additionally,
Departmental staff played an active role in: (1) completing a major descriptive
study of teaching hospitals; (2) advocating Congressional support for a revamped
national health planning program; (3) opposing controversial modifications
proposed by the Joint Commission on Accreditation of Hospitals (JCAH) to the
medical staff chapter and other sections of the Accreditation Manual for
Hospitals; (4) seeking to temper excessive Department of Health and Human
Services (HHS) regulations regarding "Nondiscrimination on the Basis of
Handicap," (a.k.a., the "Baby Doe" regulations) which address care for severely
handicapped infants; (5) opposing legislation that would have restricted the
availability of tax-exempt bond financing for use by hospitals and educational
facilities for major capital projects, as well as eliminated the benefits of
certain leasing arrangements; (6) drafting a report to address "Payment for
Physician Services in a Teaching Setting"; (7) analyzing various legislative and
regulatory proposals; and (8) publishing several surveys and reports. The
6-

following is a brief review of Departmental activities in major areas of interest
during the past year.
TEFRA Regulations
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The regulations implementing P. L. 97-248, the Tax Equity and Fiscal
Responsibility Act (TEFRA) were published on October I, 1982, and set forth (a)
how physicians practicing in an institution would be paid for services both to
inpatients and outpatients, (b) when assistants at surgery would be paid, and
(c) redesigned the Medicare limits on hospital payments. The regulation
establishing the limits on payments for hospital -based physicians was intended
to distinguish services provided to the institution or the patient population
generally (Part A Services) from services rendered directly to an individual
patient (Part B Services). Once differentiated, the former services would be
paid on a reasonable cost basis, while the latter services would be reimbursed
on a reasonable charge basis. The regulation restricted Medicare reimbursement
for physicians who did not personally retain all of the charge payments to the
amount of compensation received by the physician. The Association was concerned
that this could be interpreted to mean that a physician assigning fees to an
entity such as a medical school or faculty practice plan and accepting a salary
from that entity would have his or her fees restricted by Medicare to the amount
of the salary. In response, the Association planned a Deans' March on
Washington to alert Congressional delegations to the potential problems with
this rule. However, the need for the March was obviated when AAMC was made
aware of an internal HCFA memorandum which clarified that the rule would not
jeopardize faculty practice plans.
The hospital -based physician regulation also specified changes in the way in
which Medicare would pay for radiologists', anesthesiologists', and pathologists'
services. In changing the radiologists' payments, HCFA sought to distinguish
physicians who must pay their own overhead and operating costs out of the fee
from those who practice in the hospital and do not incur these same costs. For
radiologists' services generally available in a physician's office setting in the
community, a hospital -based radiologist will be subject to a limit of 40 percent
of the prevailing fee for the office-based services. For anesthesiologists, full
fee payments are limited to services wherein no more than four concurrent
procedures have been medically directed. Beyond this number, anesthesiologists
will be considered to be acting in a supervisory capacity and, therefore, subject
to payment on a reasonable cost basis only. For pathologists, the majority of
clinical laboratory tests were defined as Part A services, and thus, subject to
payment on a reasonable cost basis rather than on a charge basis.
To avoid duplicative payment to both the hospital and physician for
outpatient overhead costs where such costs have been met totally or partially by
the hospital, another TEFRA regulation limits physician charges for services
furnished in hospital outpatient departments. Where a particular service is
commonly provided in private office settings in the community, a physician
performing that same service in a hospital -based clinic which claims Medicare
payment of overhead costs will have his or her fee reduced to 60 percent of the
Medicare prevailing fee for non-specialist physicians. Certain services are
excluded from this reduction, including bona fide emergency services, ambulatory
surgical services, radiology services, and services paid on the basis of
compensation related charges.
In comments submitted in November, the Association objected to the way in
which this regulation was written, noting particularly that overhead costs in
- 7-
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hospital settings may be higher than those experienced in private office settings
due to the costs for graduate medical education and the Medicare cost allocation
formula which consistently attributes large portions of hospital overhead costs
to the outpatient settings. The AAMC recommended that the language be revised to
allow physicians to earn full fees for services in hospital outpatient settings
as long as the physicians reimburse the hospital an amount comparable to that
paid by area office-based physicians for overhead expenses.
Additionally, the use of the phrase "routinely provided in a physician's
private office" in defining which services would be subject to this limitation
was criticized. The Association observed that the phrase is so vague that it
permits conflicting interpretations by different carriers under identical
circumstances and thus needs to be clarified. It was noted that further
clarification also is needed concerning services which might be "routinely
provided" in an office setting during regular office hours, but which are
performed in a hospital at night or on weekends. The regulation does not address
whether these services will be subject to the limitation if performed during
those hours when they would not be routinely available in private office
settings.
Additionally, the AAMC questioned the application of these limits in
medically underserved areas where office-based services may not be available. It
objected to the use of non-specialist fees to determine the limits for
specialists in hospital outpatient departments, noting that this was contrary to
the way in which Medicare normally treated specialist payments. Finally, the
Association suggested the exclusion of services provided in organized hospital
emergency departments since services in these departments are initiated based on
the decision df the patient or patient's guardian that the condition warranted
immediate attention rather than the decision of the physicians as to the most
appropriate setting in which services would be rendered.
The regulations implementing TEFRA also preclude payment for an "assistant
at surgery" when the hospital has residency programs in the surgical speciality
in question and residents are availalbe to assist during the surgery. Through
the efforts of the Association, this rule was amended to allow a physician
practicing in a teaching hospital but not participating in the educational
program to use an assistant at surgery who would be paid the allowed Medicare
fee. HCFA acknowledged that residents have other duties besides performing
direct patient care, and thus, may be unavailable because they are involved in
educational or research activities. Thus, in such circumstances, Medicare will
pay fees for an assistant at surgery. The regulation also clarified that
hospitals participating in approved residency programs sponsored by other
hospitals are not affected by this policy.
In addition to the rules on physician payment, TEFRA and its implementing
regulations established two limits on hospital payment. The first, called "the
target rate," uses the hospital's own base year cost adjusted for inflation to
constrain the percentage increase in Medicare payments to each institution. The
second expands the existing routine operating cost limit under Medicare Section
223 to include special care unit and anxillary service costs. The revision sets
ceilings on hospital expenditures based on average costs per admission adjusted
by a case mix index based on diagnosis related groups (DRGs) and area wage
indices. Significantly, capital and direct medical education costs are excluded
from the limit and a special adjustment, based on a hospital's resident-to-bed
ratio, is provided for so-called indirect medical education costs. In commenting
on these regulations, the AAMC suggested that HCFA:
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• Provide detailed procedures to be used in calculating the base
period and control period costs;
• Provide detailed procedures to be used in calculating any
penalties to be applied to allowable costs as determined by the
cost report;
• Modify the determination of the case mix categories and weights to
recognize methodological shortcomings;
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• Publish detailed data on the case mix index which hospitals may
use to manage their operations;
• Modify the procedure used to calculate the area wage indices used
in the calculation of the 223 limits;
• Alter its proposal to determine inflation rates for the year in
question using data available at the time of settlement;
• Include an adjustment for hospitals serving large numbers of
Medicare and low income patients; and,
• Recognize the likely effects of other regulatory changes, such as
the proposed changes in payments for physician services provided
in institutional providers, on hospital costs.
The Medicare Prospective Payment System for Hospitals
On December 28, 1982, as mandated by TEFRA, then Secretary of HHS, Richard
S. Schweiker, sent a proposal to Congress for instituting a Prospective Payment
System for Medicare reimbursement of inpatient hospital services. The proposal
suggested establishing prices for each DRG and paying these rates to all but
children's and psychiatric hospitals. The only adjustment to the rates would be
the application of area wage index differences.
The Association expressed five broad policy concerns with this proposal in
testimony presented before the Senate Finance Committee's Subcommittee on Health
on February 2, 1983 and the House Ways and Means Subcommittee on Health on
February 14, 1983. First, the AAMC noted that crucial details of the payment
scheme were missing from the proposal including the computation of the "pass
through" of direct medical education and capital costs, the treatment of cost of
atypical cases, and the procedure for determining indirect medical education
costs. Additionally, the AAMC asserted that methodological refinements cannot
compensate for inadequate payment under the Medicare program and reminded the
Congress that the Medicare payment system is a normative statement of the
government's values, not just a technical issue. The Congressmen were warned
that statistical averages mask appropriate differences in hospital cost.
The AAMC predicted that the burden of the reduction in Medicare expenditures
would be unevenly distributed among certain types of hospitals, disproportionally
harming teaching institutions because allowances were not made for: differences
in hospital size and scope of service, disparties in severity of illness of
patients within diagnostic groupings, inadequate information in the HHS data base
with which to properly classify patients into DRGs, and methodological problems
that overestimate the cost of routine care while underestimating the cost of
tertiary care. A more evolutionary change in the payment mechanism was advocated
9-

so that the higher cost in teaching institutions could be properly evaluated and
not assumed to represent inefficiency, waste, or poor management. Finally, the
issue of the threat to hospital -physician relationships engendered by this
proposal, was raised. Clearly, the proposal put the onus on the hospital to
exert strong influence on physician behavior.
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The AAMC assertion that the Administration's proposal would
disproportionally harm some groups of hospitals was borne out by the
Congressional Budget Office, which presented projections at the Ways and Means
Subcommittee hearing that showed that teaching and other large hospitals would
suffer substantial losses under the proposed scheme while small and rural
hospitals would reap windfall gains.
Congressional amendments to the Administration's proposal resulted in the
adoption of a prospective payment scheme that included a four-year phase-in of
the DRG payments; the use of regional and national rates to ease the transition;
an adjustment for teaching hospitals based on their resident-to-bed ratios; a
requirement that unusual cases, or "outliers" as they are called, are paid at
marginal cost and constitute between 5 and 6 percent of total per case payments;
and a provision for special adjustments for national and regional referral
centers. These amendments tempered CBO's estimates of the adverse impact of the
new payment system on teaching hospitals, although it is as yet unclear how
individual institutions will be affected. This scheme was passed by Congress in
late March and signed into law by the President on April 3 as part of the Social
Security Amendments of 1983, P. L. 98-21.
Regulations implementing the Medicare Prospective Payment System were issued
September
1, 1983. In its comments, the AAMC took issue with: (1) the way
on
residents are counted in calculating the "indirect medical education" adjustment;
(2) how the adjustments for referral centers, and hospitals with a
disproportionate number of low income and Medicare patients are defined; (3) the
lack of clarity regarding payments for outlier patients; (4) how certain wage
indices are calculated; (5) the blend of payment rates during the transition
period; and (6) the exclusion of the medical library as an educational cost.
OMB Proposes Overall Reduction in Medicare Payments Under
Prospective Ptoent
In August, it was rumored that the Department of Health and Human Services
(HHS) was under pressure from the Office of Management and Budget (OMB) director
David Stockman to reduce the Medicare payments per diagnosis related group in
fiscal year 1984-85 to allow for a potential increase in hospital admissions.
This brought strenuous objections from John A. D. Cooper, M.D., president of
the Association of American Medical Colleges and J. Alexander McMahon, president
of the American Hospital Association, who wrote jointly to the HHS Secretary.
The reduction in payment rates was apparently suggested by Stockman in order to
maintain the "budget neutrality" of the Medicare Prospective Payment System on
the assumption that hospitals would arbitrarily increase admissions in order to
"game" the system.
"We believe that such a reduction, under the guise of budget neutrality, is
neither authorized by the statue nor warranted by any reasonable estimate," said
McMahon and Cooper in the joint letter. They told Heckler that the results of
this reduction in payments would be to unfairly lower payments to hospitals under
the new system. The provisions of the Social Security Act which established this
payment scheme foresaw no such adjustment, they reminded her. Heckler was told
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that the Peer Review Organizations (PRO) provided a mechanism to guard against
inappropriate admissions of Medicare beneficiaries. Further, McMahon and Cooper
stated, it is likely Medicare admissions will increase legitimately due to the
increase incidents of illness and the growing number of elderly in each
successive year.
While reiterating their organizations' and the hospitals' commitment to
making the new prospective system work, the two Association presidents stated,
"the transition to the new payment system, which will not be easy in any case,
will be made all the more difficult for the government and hospitals if arbitrary
and unfair decisions undermine the basic concepts embodied in Medicare program."
Prospective Payment Assessment Commission
In adopting the new Medicare payment system for hospitals, Congress provided
that a new Prospective Payment Assessment Commission be created under the
auspices of the Office of Technology Assessment (OTA) to advise Congress and DHHS
on several important aspects of the new payment scheme based on DRG's. Among the
subjects that the Commission will be looked to for advice are: (1) the annual
inflation factor for DRG payments; (2) the way in which new technology and/or new
treatment protocols can be incorporated in the DRG prices; (3) what constitutes
medically appropriate patterns of health resources use for certain diagnoses; and
(4) the assessment of the safety, efficacy, and medical necessity of new and
existing medical and surgical procedures and regional variations in treatment
patterns.
OTA has estimated that between $1.5 and $2.5 million would be needed to
support the Commission and its staff. However, the Administration requested no
funds for the Commission in its FY 1984 Budget Request. Without the Commission,
DHHS would have sole responsibility as payor, regulator, and evaluator. To
present this from occurring, the AAMC actively fought for funding for the
Commission. The outcome of these efforts was the approval of appropriations of
$1 million and S2.5 million for the Commission by the House and Senate Labor/HHS
Appropriations Subcommittees respectively. An amount somewhere in the middle of
these two figures is likely to be reached when a single appropriations measure is
finalized in joint conference.
While these Subcommittees were completing their deliberations, John H.
Gibbons, director of the OTA, sent a letter to all of the major health care
organizations and others concerned with the new Prospective Payment System
requesting that they nominate candidates for the Commission. Nominees for the
Commission were requested to have expertise in the provision and financing of
health care; the conduct and interpretation of biomedical, health services, or
health economics research; and/or in the research and development of
technological and scientific advances in health care.
The Association responded by nominating John W. Colloton, Director of
University of Iowa Hospitals and Clinics and Assistant to the University
President for Statewide Health Services. Mr. Colloton's nomination was
discussed and approved by the Association's Executive Council. The Association
indicated that Mr. Colloton's stature among his colleagues was exemplified by the
numerous committees on which he has been asked to serve and the many posts he has
filled, including serving as Chairman of the Council of Teaching Hospitals in
1978-79 and the Iowa Hospital Association in 1977.
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Medicare Payment for Physician Services in Teaching Hostals
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The AAMC's Ad Hoc Committee for Payment for Physicians' Services in Teaching
Hospitals met in April, 1983, to discuss the forthcoming Medicare regulations
governing payment for physician services in the teaching setting. These
regulations were referenced in and will augment the TEFRA regulations on
hospital -based physician payments. The Committee, chaired by Hiram C. Polk, Jr.,
M.D. chairman of the department of surgery at the University of Louisville, met
with Donald Young, M.D. deputy director of HCFA.
The Committee concentrated on discussing the following five issues: (1) how
"teaching hospital" should be defined; (2) how "teaching physician" should be
defined; (3) what presumptive tests can be used in the regulation to exclude
hospitals that will not be constrained by the rule; (4) the potential problem of
specifying physician patient relationships in family medicine, psychiatry, and
anesthesiology;; and (5) how to determine reasonable fees for physicians,
especially when Medicaid is a major payor but pays only a small portion of the
charges. After a lengthy discussion, the Committee directed the AAMC staff to
initiate discussions with key people in HHS and on the staff of the relevant
Congressional committees, and to prepare a comprehensive report for review by the
AAMC Administrative Boards and Executive Council in June.
This report formed the basis of testimony presented in July by AAMC
President John A. D. Cooper, M.D., before the Health and Environment Subcommittee
of the House Energy and Commerce Committee. In order to focus clearly on the
problem, he quoted directly from the statute:
Section 1842-=
(b) The customary charge for such services in a hospital shall be
determined in accordance with regulations issued by the Secretary
and taking into account the following factors:
(i) In the case of a physician who has a substantial practice
outside the teaching setting, the carrier shall take into
account the amounts the physician charges for similar
services in the physician's outside practice.
(ii) In the case of a physician who does not have a practice
described in clause (i), if the hospital, its physicians, or
other appropriate billing entity has established one or more
schedules of charges which are collected for medical and
surgical services, the carrier shall base payment under this
title on the greater of (i) The charges (other than nominal charges) which
are most frequently collected in full or
substantial part with respect to patients who
were not entitled to benefits under this title
and who were furnished services described in
subclauses (i) and (ii) of subparagraph (A)
(i), or
(ii) The mean of the charges (other than nominal
charegs) which were collected in full or
substantial part with respect to such
patients.
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In essence, he explained, the statutory requirement is that Medicare fee
levels be set at the mean or the mode (whichever is more) of charges collected in
full or substantial part from non-Medicare patients. This policy has major
financial implications where a low payer is the more frequent payer. For
example, if Medicaid pays unusually low fees on behalf of the largest group of
non-Medicare patients, the low Medicaid payments would be the modal fee; it would
also substantially lower the mean fee collected. He noted that there are a
number of states in which the Medicaid program pays less than half of what the
Medicare program pays for professional services in medicine and surgery.
He further explained that if an individual physician or a group of
physicians serve a substantial number of Medicaid patients, the fees they will be
paid for their services under the Medicare program will be adversely affected by
the level of Medicaid fees paid in some states. There are a number of hospitals
which serve upwards of 40% Medicaid patients. Physicians practicing in these
institutions would have their Medicare fees substantially reduced if the
statutory requirements set forth in Section 948 were implemented. Teaching
physicians that provide medical care to large numbers of poor patients, and for
many it is their only source of care, should not be penalized by this regulation.
Dr. Cooper stated that there are at least two alternatives that would
correct this inequity. Section 1842(b) of the Social Security Act could be
amended by adding to (6) (B) the following provision:
(b) (ii) (111) However, payments made on behalf of the Medicaid
program shall be excluded in determining
Another alternative to amending this language would be to repeal the entire
language in (ii) and replace it with the following, ...the customary charge of a
physician without an outside practice should be the lesser of the actual charge
or the prevailing charge in the lociality." Efforts to achieve resolution of
this issue are under active consideration as a result of recent action taken by
the Health Subcommittee of the Energy and Commerce Committee in the House of
Representatives.
Proposed Medicare-Medicaid Conditions of Participation
In March, the Association wrote to Health Care Financing Administration
(HCFA) Administrator Carolyne Davis stating its views on the revised
Medicare-Medicaid Conditions of Participation for Hospitals that were published
in the January 4 Federal Register. It noted that virtually all AAMC-member
hospitals are voluntarily accredited by the Joint Commission on Accreditation of
Hospitals (JCAH) and, therefore, receive "deemed status" for Medicare
eligibility. For nonaccredited institutions, however, the Federal conditions of
participation become the standard for evaluation of the hospital's quality and
ability to care appropriately for Medicare and Medicaid beneficiaries. As
minimally acceptable standards for hospital care, the AAMC emphasized that these
regulations must be maintained at a level where they will continue to foster
quality patient care.
The Association supported HCFA's efforts to simplify the regulations and add
increased management flexibility. Furthermore, it endorsed the inclusion of new
conditions for Nuclear Medicine and Quality Assurance. However, it called for
The
clarifying language regarding the expansion of the "physician" definition.
licensed
define
"physician"
as
clearly
AAMC recommended language that would
doctors of medicine, osteopathy and dentistry. This definition could be extended
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only in relation to physician services covered by the entitlement programs the
Association believes Congress had intended, and not to questions of medical staff
privileges, responsibilities and supervision.
Advisory Council Recommends Elimination of Medicare Reimbursement
for Graduate Medical Education
The Advisory Council on Social Security, which has focused much of its
attention on seeking remedies for the impending bankruptcy of the Medicare Trust
Fund, agreed preliminarily to several policy recommendations at its August 25,
1983 meeting. The recommendation of greatest concern to members of the AAMC was
a statement that Medicare ought to cease reimbursing for education and training
costs. The Council unanimously endorsed this recommendation. It calls for a
study to "provide for the orderly withdrawal of Medicare funds from training
support" to be completed within three years under HHS's supervision. "It is
inappropriate for Medicare, a program designed to pay for medical services for
the elderly, to underwrite the costs of training and medical education," the
statement says.
On October 16, AAMC staff and Chairman-Elect Robert Heyssel, M.D., appeared
before the Council in defense of continued payment for graduate medical
education by Medicare. In the absence of clearly described, administratively
feasible, and politically acceptable alternatives for paying clinical education
costs, the Social Security Advisory Council should reconsider its decision that
Medicare should stop paying for these costs, Dr. Heyssel told the Advisory
Council. Dr. Heyssel, President of The Johns Hopkins Hospital, strongly
objected to the Council's recommendation that a study be conducted to plot an
"orderly withdrawal of Medicare funds from training support." The Association
felt such a study was premature in the absence of studies describing the
alternative financing sources available and the consequences of shifting to
them.
Dr. Heyssel told the Council that a clear distinction should be made between
clinical education costs and Medicare payments made under a clinical education
label. Under the label of direct medical edcuation costs, he noted, Medicare is
paying for a joint product that includes both education and service to the
patient. Clinical care can only be learned through participation in the practice
of medicine, he told the Committee, and thus the residents and other trainees
were rendering service as well as being educated themselves. In the absence of
these clinical trainees, additional service personnel would have to be hired and
would be included in the Medicare costs, he reminded them.
Turning to the issue of the "indirect medical education cost", Dr. Heyssel
quoted the House Report on the Social Security Act which acknowledged:
"This adjustment is provided in the light of doubts...about the
ability of the DRG case classification system to account fully for
such factors as severity of illness of patients requiring the
specialized services and treatment programs provided by teaching
institutions and the additional cost associated with the teaching of
residents...the adjustment for indirect medical education cost is
only a proxy to account for a number of factors which may
legitimately increase cost in teaching institutions."
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The Advisory Council will reconsider its recommendation on this issue as well as
all others it has previously considered at its next meeting in preparation for
its final report.
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AAMC Study of Teaching Hospital Characteristics
For more than two years, staff of the Department of Teaching Hospitals
conducted a study of the characteristics of 33 members of the Council of Teaching
Hospitals (COTH) in an effort to describe the characteristics common to a
majority of teaching hospitals. Under the guidance of the AAMC Committee on the
Distinctive Characteristics and Related Costs of Teaching Hospitals, the final
two in a series of four study reports were published during the 1982-83 year.
The documents, "Selected Data on a Small Sample of Teaching Hospitals" and "A
Description of Teaching Hospitals Characteristics" are described in the Surveys
and Publications section of this annual report.
Health Planning
While Congress was considering the new payment systems for hospital
services, debate over the continuation of the health planning program resurfaced.
Inc AAMC has been a proponent of health planning and had endorsed a $64.8 million
compromise health planning bill introduced in the Fall of 1982 by Representatives
Henry Waxman (D-Cal.), Edward Madigan (R -I11.), Richard Shelby (D-Ala.), John
Dingle (D-Mich.), and James Broyhill (R-N.C.). This measure, the Health Planning
Block Grant Act of 1982, which was adopted overwhelmingly by the House of
Representatives, made funds available for both state and local planning
activities. States were obligated to have a certificate of need (CON) program
with review thresholds in the range of $1 million to $5 million for capital
expenditures (up from $600,000 at present) and between $500,000 and $1 million
for the operating costs of new or expanded "institutional health services" (up
from the current $250,000). CON reviews of capital investments would include
coverage of major medical equipment acquisitions which are currently reviewed
when their projected cost exceeds. A single designated state agency (USA) in
each state would have been responsible for conducting hearings on CON
applications under this bill, and governors would have been allowed to designate
regional health planning agencies in their states.
In the Senate, the "Health Planning Deregulation Act of 1982" was sponsored
Senators Daniel Quayle (R -Ind.), Orrin Hatch (R -Utah), Paula Hawkins (R -Fla.),
David Durenberger (R -Minn.), and Daniel Inouye (D-Hi.). The "bare bones" bill
would have authorized only $20 million for one year and been much more
restrictive than its House counterpart. It precluded states from using federal
funds to regulate the planning, allocation, financing, or delivery of health care
resources and services. The Association wrote to each of the Senate cosponsors
to request revision of the legislation to achieve greater comparability with the
House measure. A House-Senate compromise resolution was worked out and passed
the House of Representatives by unanimous consent on December 16. However, it
failed to come to a vote in the Senate before the end of the Congressional
session. Nevertheless, the current health planning program survived for another
year in a continuing resolution that was passed by both houses of Congress on
December 21, 1982.
by

Health planning advocates from both major parties in Congress resumed their
efforts to obtain an authorization for a new health planning program in the
Spring of 1983. However, negotiations broke down. Representatives Henry Waxman,
chairman of the House Energy and Commerce Health Subcommittee, sponsored a bill
-15-
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entitled, "Health Planning Amendments of 1983," (H. R. 2934)
emphazing the need
for a scaled-back version of the current statute at least until
capital costs are
included in the DRG-based Medicare prospective payment system. It
was approved
by the full Committee. A counter-proposal (H. R. 2935) that would
have repealed
the current statute and replaced it with a block grant program that was offered
by Representatives Madigan and Shelby. It was defeated in the Health
Subcommittee.
Staff of the Association and several other health organizations interested
in achieving enactment of a new planning law created a coalition to
encourage and
assist House members to develop bipartisan legislation that would be pallita
ble
to the Senate and not attract the opposition of the Administration.
Although the
partisan Waxman bill was believed to have many positive features, it was
felt it
could not attain ultimate adoption in both Houses. Therefore, the coalition
worked with minority staff of the health subcommittee to draft a comprom
ise
discussion bill that would serve to reopen negotiations between the House
and
Senate. With some modification, the Office of Management and Budget (OMB)
supported the discussion draft. At present, the Waxman bill, the discuss
ion
draft and a $40 million deregulation block grant measure (S. 1778) introduced
by
Senator Dan Quayle (R-Ind.) are the alternatives around which House-Senate
staff
negotiations are again taking place. AAMC staff continues to monitor
these
renewed discussions and assist in efforts to reach compromise capable
of
enactment.
The "Babl_ Doe" Regulations
An issue of concern to many teaching hospitals, especially those caring for
substantial numbers of critically ill infants, was the publication of
proposed
regulations by HHS regarding the decision to treat or forego treatment
for
severely handicapped infants. Regulations entitled "Nondiscrimination on
the
Basis of Handicapped" were published on March 7, 1983 and became effective on
March 22. Also known as the "Baby Doe" regulations because of an Indiana
case
cited in the preamble, the regulations required hospitals to post notices
of the
government's prohibition on withholding customary medical care or nutriti
on from
an infant solely on the basis of its handicap. In addition, a toll free hot-lin
e
number was established for anonymous reporting of suspected violations of the law
to the Office of Civil Rights. The rule was endorsed by President Reagan
and
backed by "right-to-life" groups.
The AAMC and several other organizations, including the American Academy of
Pediatrics (AAP) and the National Association of Children's Hospitals and Related
Institutions (NACHRI), protested that this rule interjected the Department of
Health and Human Services into the sensitive and highly emotional atmosphere in
which parents, physicians, and other health care personnel were attempting to
make very difficult decisions about the care of seriously handicapped infants
.
The AAMC and other health care organizations urged HHS Secretary Heckler to delay
implementation of the rule in order to address concerns that the posted notices
and the toll free hot-line would needlessly add to the stress of parents and
health care personnel and negatively impact the patient care process.
The request for delay went unheeded by Secretary Heckler. However, the AAP,
the NACHRI, and Children's Hospital National Medical Center in Washington, D.C.,
filed suit in Federal District Court, where the regulation was struck down. The
judge's decision was based largely upon procedural irregularities, but he
expressed dissatisfaction with what he termed "a hasty and ill considered" method
of addressing "one of the most difficult and sensitive medical and ethical
problems facing our society."
-16-
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In response to the judge's decision, Secretary Heckler announced that HHS
would appeal the ruling to a higher court; however, no such appeal was made.
Instead, HHS redrafted the regulations and published the revision on July 6.
While the substance of the regulations had not changed significantly, the
Department took the proper procedural steps in reissuing them and attempted to
address several of the judge's concerns in the preamble. Unexpectedly, the
Department added state child protection agencies in the enforcement of the
regulations.
The inclusion of the child protection agencies parallels provisions
contained in bills introduced in the House of Representatives by John Erlenborn
(R-Ill.) and in the Senate by Jeremiah Denton (R -Ala.). These measures propose
revising the Child Abuse Prevention and Treatment Act to require the posted
notices and "hot-lines" approach taken by HHS in regulation. While continuing to
express commitment to providing medically indicated treatment and nutrition to
infants with life threatening conditions, the AAMC wrote to members of the
appropriate House and Senate Committees urging them to reject the proposed bills.
In particular, the AAMC objected to the coupling of medical treatment decisions
with child abuse legislation and the use of "hot lines" to monitor compliance
with the law. The Association expressed dissatisfaction with the assumption that
personnel at child abuse protection agencies have the necessary expertise to
properly assess or advise on the appropriateness of medical care to severely
impaired infants. Furthermore, it criticized the diversion of scarce resources
from the important task of investigating child abuse to the examination of
complex and very difficult treatment decisions. It also objected that the need
for posted notices implied that hospitals and physicians had been criticized for
their treatment of infants, a false impression that would lead to an
unjustifiable increase in the anxiety levels of families of critically ill
infants. The AAMC advocated a solution recommended by the President's Commission
for the Study of Ethical Problems in Medicine and Biomedical Behavior Research in
its report, "Deciding to Forgo Life Sustaining Treatment." The Commisssion
called for the creation of local review bodies to examine cases where life
sustaining treatment is in question. The legislation has since been is still
pending in both Houses of Congress.
Tax-Exempt Bond Restrictions
Again this year, the availability of tax-exempt bonds used to finance major
capital projects in hospital and educational institutions appeared threatened by
rumored Congressional intentions. Last year, the Tax Equity and Fiscal
Responsibility Act (TEFRA) established new reporting and registration
requirements on small -issue Industrial Development Bonds (IDB's). In adopting
this legislation, Congress recognized that 501(c)(3) organizations, such as
nonprofit hospitals and educational facilities, use tax-exempt bonds for public
purposes and specifically exempted them from any major restrictions on the
availability of such financing. To head off attempts to add further restrictions
this year, the AAMC wrote to all members of the Senate Finance and House Ways and
Means Committees on June 28, urging them to stand by the determinations made last
year, based on the following facts: (1) tax exempt revenue bonds support
activities with the express purpose of creating a healthier and better educated
public; (2) they are needed because the traditional sources of capital for
private, nonprofit hospitals and academic centers have been impaired by a variety
of federal government actions; (3) the federal tax revenue lost as a result of
the issuance of these bonds is miniscule; and, (4) there is no evidence linking
nonprofit hospitals and educational institutions to the inappropriate use of
tax-exempt financing.
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Actually, IDB's are not the form of tax-exempt bonds that are widely used by
501(c)(3) hospitals and schools. However, they are they type cited as the most
commonly abused by commercial or proprietary users. In September, it was rumored
that House Ways and Means Committee Chairman Dan Rostenkowski (D-Ill.) intended
during mark-up of pending tax legislation to offer a proposal for state-by-state
volume caps on all private purpose bonds. Once again, the Association wrote to
all members of both the House and Senate jurisdictional committees to reiterate
the justifications for exempting 501(c)(3) organizations from any limits that may
be proposed. These letters were followed-up by AAMC staff contact with many of
the staff of these legislators. Additionally, certain AAMC members were
requested to contact their representatives on the House Ways and Means Committee.
In October, the House Committee mark-up took place and state-by-state volume
caps were approved for all private purpose bonds other than mortgage subsidy
bonds and bonds issued to benefit 501(c)(3) organizations. In other words,
beginning in 1984, a $150 per capita cap applied to each state's population would
be set for all IDB's. Once again, the efforts of the AAMC and other
organizations successfully averted the application of these restrictions to bonds
issued to benefit 501(c)(3) organizations. However, the cap would include
student loan bonds and those issuing these bonds would face additional
restrictions on their arbitrage profits. The AAMC will continue to oppose the
student loan restrictions as the debate shifts to the Senate. The Ways and Means
measure will next go to the floor for a full House vote. No similar proposal has
yet been considered during the ongoing efforts of the Senate Finance Committee to
develop a tax package.
Lease Financing Reforms
Two bills have been introduced that attempt to address concerns about the
abuses in "sale-lease back" arrangements between taxable lessors and tax-exempt
entities. The bills, H. R. 3110 and S. 1564, were introduced by Rep. J. J.
Pickle (D-Tex.) and Senator Robert Dole (R-Kans.), respectively. Under these
sale-lease back arrangements, a nonprofit, tax-exempt organization could sell its
buildings and grounds to a for-profit corporation, and subsequently lease them
back. The private purchaser-lessor would then benefit from the accelerated
depreciation schedule and other tax credits granted to them under such
arrangements by the 1981 Economic Recovery Tax Act. The tax-exempt institution
would benefit from an immediate cash inflow and "below-market rate" rents for
what was formerly its own property. The House and Senate bills intend to curb
the ability of nontaxable entities to sell such tax preferences through leasing.
In July, 1983, the AAMC wrote to both the House Ways and Means and Senate
Finance Committees to convey concerns that the provisions of these bills may be
too sweeping. The AAMC believes public purpose, tax-exempt entities should not
be denied the productive use of certain tax policies designed to benefit taxable
entities because of the indiscretions of a few organizations. While the
Association appreciated the intent of the legislation, it feared that the bills
would restrict not only sale-lease back abuse, but would also restrict legitimate
and productive uses of leasing transactions and rehabilitation tax credits
between tax-exempt entities and taxable lessors. Two such productive uses
identified by the Association were the leasing of short-lived, expensive medical
equipment and the sale-lease back of existing real property (e.g., buildings)
badly in need of renovation. In the latter instance, such arrangements can
provide the lessee with needed operating funds while the lessor can provide the
needed capital previously not available to the lessee for major improvements.
The Association distinguished these productive and beneficial arrangements from
those in which the tax-exempt entity seeks only to improve its cash position.
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On July 27, H. R. 3110 was reported out of the House Ways and Means
Committee. Although the provisions regarding real property and the
rehabilitation tax credit were made more stringent, the restrictions on leasing
of high technology hospital equipment and computers were made more lenient. Such
equipment would be exempt from H. R. 3110's restriction if:
• the term of the lease does not exceed five years;
• the lease is for more than 80 percent of the useful life of the
property;
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• it is not financed with tax-exempt Industrial Development Bonds
(IDB's); and
• there was no sale-lease back involved.
If these criteria are not met, depreciation of the equipment would have to be on
a five-year straight line basis. The House bill had originally proposed
requiring such depreciation over 12 years.
Leasing arrangements for real property, such as buildings, owned by
tax-exempt entities would be affected by the bill if they meet any of the
following conditions:
• Financing of the property was achieved through tax-exempt TDB's.
• The lease contains a fixed purchase price or sale option.
• The lease term exceeds 80 percent of the property's useful life.
• The tax-exempt entity uses the property under a lease, or sale and
lease-back arrangement.
Investors would have to use straight-line depreciation for such properties
over 40 years or 125 percent of the lease term, whichever is greater. Under the
current accelerated cost recovery system, depreciation of such properties was
permitted over only 15 years. The House bill originally called for expansion to
a 35-year straight-line depreciation schedule. Additionally, the special tax
credit for rehabilitating old buildings would not be allowed if the taxable
entity enters into a leasing arrangement with a non-profit organization or
government that used tax-exempt IDB's to finance the rehabilitation.
The new restrictions would apply to leasing arrangements made after May 23,
1983, the date the bill was introduced, but organizations that had "binding
contracts" to enter into leases by the end of 1983 would be permitted to continue
the transaction under the current allowances.
A vote on H. R. 3110 by the full House is expected in late October.
Senate Finance Committee had yet to mark-up S. 1564 at this writing.

The

Proposed JCAH Manual Revisions
"The Association is deeply concerned about the proposed alterations to
chapter on medical staff," the AAMC told Dr. John Affeldt, president of the
Commission on Accreditation of Hospitals (JCAH) in a leter sent in February
The Association critiqued proposed revisions to JCAH's Accreditation Manual
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Hos_aitals. The revision of greatest concern to the AAMC was a proposed change
from "medical staff" to "organized staff" in defining who has the authority to
admit and provide medical care to patients. Organized staff, as defined by the
JCAH would have included "fully licensed physicians and may include other
individuals who also qualify for clinical privileges and are licensed for
independent provision of patient care services." At its January meeting, Dr.
Affeldt told members of the COTH Administrative Board that this revision was
proposed to avoid possible allegations of restraint of trade against JCAH.
The Association stated that the revisions would "change the long-held
concept that physicians have a legitimate responsibility for insuring that high
quality medical care is provided in our nation's hospitals." The proposed
revisions to the JCAH manual could be interpreted to mean that a patient could be
admitted to and discharged from a hospital without ever seeing a physician. The
proposed revision would make hospitals vulnerable to legal actions by health
professionals with limited licenses to practice who were seeking an independent
and equivalent role to that of a physician, the AAMC wrote. It was pointed out
that if other qualified professionals were allowed on the staff, it would be
difficult to have uniformly applied eligiblity criteria, as required by the
proposed revisions, given the disparity in education, training and skills between
physicians and non-physicians. Similarly, it was noted that quality assurance
programs would be difficult to administer.
The contributions of other, non-physician health care personnel, such as
physician assistants, nurse practitioners, nurse midwives, and podiatrists, to
the provision of modern medical care were acknowledged by the AAMC. However, it
was suggested that patients would best be served if these other professionals
worked under and were responsible to physicians. Several other suggestions were
offered for amending the proposed revisions that would clarify the standards or
make them more feasible.
The JCAH withdraw its proposed changes and issued another revised draft for
field review in September. The AAMC submitted comments noting that the
modifications were vastly improved over the previous draft. The latest draft
refers again to the characteristics of a "medical" staff and requires that each
patient's general medical condition be the responsibility of a qualified
physician member of the medical staff. However, the current definition of
"medical staff" has not been reinstated. Instead, medical staff is defined to
include "other licensed individuals permitted by law and by the hospital to
provide patient care services independently in the hospital." This implies that
once granted medical staff membership, an individual must be permitted to
practice independently within the institution. The AAMC objected to this
potential interpretation of the standard and argued that whether or not a given
member of the medical staff may practice (i.e., admit, treat on either an
inpatient or outpatient basis, and discharge patients) independently should
depend solely upon the credentialing decision of the hospital and cannot be
mandated, even implicitly, by the JCAH. The Association recommended that the
definition be rewritten to read: "It includes fully licensed physicians and may
include licensed dentists, and, depending upon the credentialing decision of the
hospital, other individuals who qualify for clinical privileges and are licensed
for independent provision of patient care services." Several other
recommendations were made as well.
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Peer Review Organizations
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The Peer Review Improvement Act of 1983 was enacted under Title XI of the
Social Security Act as part of TEFRA (P. L. 97-248) in 1982. It repealed the
existing Professional Standards Review Organization (PSRO) program and required
the Secretary of HHS to enter into performance-based contracts with Utilization
and Quality Control Peer Review Organizations (PRO's). To force HHS to implement
the PRO program, Congress included peer review provisions under the Medicare
prospective payment program in the Social Security Amendments of 1983 (P. L.
98-21). HHS had delayed publishing implementing regulations because of the
Administration's opposition to and proposed funding cuts for the peer review
program. Congress utilized health care facilities to apply pressure on HHS by
amending Medicare provisions dealing with agreements that providers of services
must have in order to be paid by Medicare.
In August, 1983, proposed regulations were issued to define PRO area
designations and eligible organizations, and a draft Scope of Work for PRO
Contracts was made available for comment. The AAMC responded to both. In
commenting on the proposed rule, the Association cited provisions that needed
greater specificity and clarity:
• Eliyibiliyof Physician-sponsored Organizations—This provision
requires that a PRO be composed of at least 10 percent of the
licensed doctors of medicine or osteopathy practicing in the
review area. This criteria has been reduced from the 25 percent
requirement under the PSRO program. If the 10% of physicians
participating were concentrated in a single section of a broad PRO
area to be covered, an undesirable imbalance of physician
representation would occur. The Association recommended that the
minimum percentage criteria be expanded to require that the 10% be
"broadly representative of the licensed physician population
across the entire PRO area."
• Requirements for Demonstrating Ability to Perform Review --This
provision states that HCFA will determine that an organization is
capable of conducting utilization and quality review if "the
organization's proposed review system is adequate and it's
quantifiable objectives are acceptable." It is not clear from the
proposed regulations what criteria will be used to determine
adequate and acceptable. The Association recommended that it be
noted that an "adequate" review system must contain provision for
an appeals and reconsideration mechanism which could accommodate
the due process rights of affected parties. Furthermore, the
Association was extremely concerned about the implications of a
condition that would determine the performance effectiveness of a
PRO on its ability to meet "acceptable quantifiable" objectives.
There is no language in the proposed regulation which explains
what HCFA desires the PRO to quantify. Judging from the Scope of
Work draft, it appears HCFA's intention is to require that PRO's
establish a target rate for achieving Medicare program savings
above and beyond PRO contracted costs. The AAMC strenuously
objected to this inappropriate focus on dollar savings at the
expense of assuring proper and fair review of the quality of care
provided to Medicare beneficiaries.
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• Prohibition Against Contracting with Health Care Facilities-- This
section precludes a hospital governing body member, officer or
managing employee from serving in a similar capacity in a PRO. To
deny such health facility input in PRO decision-making would be
flagrantly unfair and an obstacle to comprehensive review and
analysis, the AAMC wrote. The Association, therefore, strongly
urged that hospital officers and personnel be permitted to sit on
the board of a PRO or function on a PRO review team, provided that
appropriate disqualification from decision-making is made where
conflict-of-interest may be in question.
• Responsibility for Review--Part (c) of this section states that it
"does not preclude PRO subcontracting of review to a health care
facility for review of services furnished in that facility,
provided that ultimate responsibility for review remains with the
PRO." The underlined clause needs further clarification in order
that the role of the health facility and its limitations may be
understood.
• PRO Area Designations--The AAMC supports the HCFA proposal that
each state be considered as unique and separate for purposes of
PRO designation. However, if efficiency and effectiveness would
be enhanced in certain instances by regional PRO areas involving
adjacent states, the Association recommends that an equal
representation of participating physicians (at least 10 percent)
from each state be required as d condition of eligibility for the
PRO.
In addition to reiterating many of the above points in its comments on the
proposed Scope of Work for PRO Contracts, the AAMC noted the following:
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• Limited Delegated Review--The proposed rules governing PRO Area
Designation and Definitions of Eligible Organizations acknowledged
that capable health .care facilities could be delegated or
subcontracted the PRO review function. However, the Scope of Work
appears to be biased against this institutional utilization review
and quality assurance alternative. Instead, it encourages
centralized review of individual cases without provision for
direct input from affected hospitals or their medical staffs. The
AAMC believes that in most instances delegated review would
provide a more administratively efficient and effective use of
limited PRO funds for the review function and should be encouraged
highly by HCFA in the Scope of Work.
• Limitations on Physician Participation and Representation in
PRO's--Both the proposed regulations and the Scope of Work fail to
ensure that a PRO has available a substantial number of active
area physicians who are representative of the complete range of
medical specialties to be reviewed. A PRO should be required to
document that its physician members are actively involved in
review activities and medical practice and are representative of
the entire geographic area. Moreover, all major medical
specialties should be represented to ensure that not only
reconsiderations, but also initial peer review, utilization
review, outlier review, and DRG validation are performed by
physicians in the relevant specialty and with the appropriate
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knowledge base needed. The AAMC strongly recommended that the
Scope of Work reflect these legitimate concerns.
• Misuse of Scope of Work REP to Impose Regulatory Requirements-Fundamental aspects of PRO activities and functions, objectives
and review procedures appear in the draft Scope of Work Request
for Proposal, but have never been addressed in regulation. The
rules that have been proposed merely establish the area
designation and organization eligibility criteria. Critical
operational features of PRO's, such as those specified in the
Scope of Work, should be subject to the formal regulatory process.
This would assure appropriate opportunity for comment by the
public and affected parties. Such basic PRO operational criteria
should not simply be relegated to the status of an administrative
procurement process which provides no defined role for hospital
involvement in contractor selection. The AAMC objected to HCFA's
attempt to do so.

MAJOR MEMBERSHIP MEETINGS

Two general membership meetings and a series of workshops on the new
Medicare Prospective Payment System highlighted Departmental meeting activities
during 1982-83. "Health Care Coalitions: Trustees in a New Role or Business As
Usual?" was the theme of the COTH General Session held at the AAMC Annual Meeting
in November, 1982. The featured speakers were Willis Goldbeck, Director of the
Washington Business Group on Health, an organization that represents on health
matters more than 200 of the nation's major business corporations, and Irwin W.
Rabb, Vice Chairman of the Board and Director of the Stop and Shop Companies,
Inc., a chain of retail food/drug stores headquartered in Boston.

COTH GENERAL SESSION
Business Will Exert More Influence in Health Care Costs and Delivery
Mr. Goldbeck emphasized that business, a major purchaser of health care, is
increasingly aware of the need to exert some of its influence over the costs and
manner in which health care is delivered. Its vehicle, he noted, is the
"coalition," of which there are now between 80 and 100 in the United States
involving more than 1,000 employers. He cited South Florida (Miami -Dade County
area), Iowa (the Health Policy Corporation of Iowa), California (where 10
coalitions meet monthly), the Midwest Business Group on Health (a Chicago-based
regional coalition that extends over several states), and Utah (the Utah Health
Care Foundation) as examples of areas where business coalitions have already
begun to take significant strides forward in the monitoring of utilization and
introduction of increased competition in health care.
These coalitions are intent on striking a balance between need and cost,
competition and regulation, and treatment and prevention, according to Mr.
Goldbeck. He stated that they do not fear jeopardizing the "freedom-of-choice"
of consumers because they believe such freedom is already largely non-existent.
He warned that these coalitions will attempt to exercise their power as aggregate
purchasers of health care, while concurrently becoming increasingly political.
An example of the political activity is their vocal insistence that reform of the
-23-
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hospital reimbursement systems under a prospective payment program be based on
diagnosis related grouping (DRG).
Critical to the success of the coalitions will be the collection of data on
such measures as the comparative costs, utilization, and quality of health care
in their local areas, Mr. Goldbeck stated. He noted that this data collection
process is well underway and will provide employers with the "shopping lists"
they need to make informed decisions regarding their employee health benefits
programs. He reminded the audience that data which do not list a specific
patient's name are not subjected to confidentiality protections and will find
their way into the data bases of business coalitions. He also predicted that the
quality of these data would improve with its increased use for reimbursement
purposes. He closed by expressing the belief that the coalitions would not use
the data unreasonably or indiscriminately and invited a coalition from the
academic medical community to meet with business coalition representatives in a
joint effort to address the future financing of medical education.
Teaching Hospitals Should Cultivate Skills and Talents of Business
Mr. Rabb began by explaining that he found himself on both sides of the
health care cost issue. On the one hand, he is a trustee of a teaching hospital
and director of an HMO. On the other hand, he is director and senior executive
of a corporation with 26,000 employees and a total medical bill of $11.8 million.
He compared these costs to the firm's pre-tax profits of approximately $30
million, calling them "an enormous proportion (to be spending) for only one of
many benefits." However, he argued that escalating health care costs were more
an outgrowth of factors external to health care, such as the economy in general,
rather than any dramatic change in the health care system itself. He suggested
that measures -taken thus far to temper these rising costs have been "fragmented
and ineffective."
The ultimate answer to the problem of rising health care costs will come
from "a systems approach toward which we have but begun to struggle," Mr. Rabb
contended. He further explained that "the determinants of change from now on
will no longer be either physicians or patients but rather those who pay the
bill. Since the vast bulk of the bills are paid for by American business as well
as government, it is these two cohorts that to a much greater extent will
determine the shape of American medicine in the long run." He told the audience,
"recognition of business as the new boy on the block and cultivation of its great
skills and talents, are absolutely essential" for the survival of teaching
hospitals.
Mr. Rabb believes the impetus for increased business influence over health
care costs was the recent economic downturn in the United States. Corporate
profits are being squeezed tighter, he explained, and under stress "those fellows
in the corporate board room--the ones who have been so proud of the hosptial they
serve as trustees--are listening to their corporate treasurer's calls for major
cost cutting in the business," particularly in the area of employee health
benefits. "The sobering fact," he asserted, "is not the rise in health care
costs so much as the fall in the (corporate) profit margin...And you can bet,
when it comes to an issue of who survives--the business or the hospital --you know
who is going to win."
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COTH SPRING MEETING

State and local schemes for controlling hospital expenditures, methods for
managing physician use of hospital resources, the study of the costs of graduate
medical education, and need for increased attention to be given to geriatric
medicine were the main topics discussed at the annual COTH Spring Meeting. The
meeting welcomed approximately 200 attendees and was held May 12 and 13 in New
Orleans, Louisiana.
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The featured speaker on the first morning was William Guy, who has come to
be known as the "Medi-Cal Czar". In describing the experimental California
Medicaid cost containment initiative that he was appointed to administer during
its first year of operation, Guy characterized it as "the cure for the California
disease," meaning that it fit the peculiar political and financing situations
extant in his state. He cautioned that other states might not find it the
correct solution for their problems.
The factors leading to California's decision to adopt his bidding process,
according to Guy were: (1) the hospitals successfully opposed the concept of a
public utility model for controlling expenditures; (2) a rapid growth in Health
Maintenance Organizations (HMOs) in the state, some of which were able to
negotiate contracts with hospitals that allowed them to pay less per episode of
hospital care than Medi-Cal paid; (3) the ability of business coalitions to
obtain significant discount rates for employees of their member organizations;
(4) the rapid growth of for-profit hospitals in the state; and (5) the inability
of state legislators to balance the budget without reducing the largest category
of expenditures -- Medi-Cal hospital care. Guy said the resulting system of
bidding was a "natural" because it made Medi-Cal a part of "the free-market place
driven system."
States Need to Do Soul Searching
The Medi-Cal system is ostensibly a bidding process. The state is sectioned
into areas of a manageable size. Hospitals within each area are invited to
submit bids to provide care for Medi-Cal patients, and these bids are accepted,
rejected, or used as a basis for negotiating a contract. At the time of the
Spring meeting, bidding had taken place in only a limited number of areas of
California; however, in those areas, some hospitals that traditionally served a
substantial number of Medi-Cal patients or which served particularly difficult
Medi-Cal patients, such as infants requiring intensive care, were not awarded
contracts. Every state needs to "do some soul searching before changing its
social system," as this Medi-Cal bidding and contracting will, Guy warned.
He emphasized that the real issue of concern to the state and federal
government and businessmen is the financial accountability of hospitals and
suggested that the hospital's ability to unilaterally determine the costs and
charges for inpatient care will become extinct. He believes that the state
legislature chose to create the "Czar" position for only one year because the
system had to be implemented quickly in order to produce the requisite savings,
but legislators recognized this was "not the best way to run government."
Redefinition of "Medically Necessary Services" is Major Problem
Paul Ward, president of the California Hospital Association, and William
Gurtner, executive vice president of Mt. Zion Hospital and Medical Center, San
-25-
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Francisco, responded to Guy's remarks and, more broadly, provided their own
perspectives on the Medi-Cal system. Ward called contracting "simply a period
through which we are going," predicting that attention will soon be diverted from
the issue of cost to the denial of care. He said California redefined a
"medically necessary service" as one involving the saving of life or limb. This
change in definition, which occurred simultaneously with the change to
contracting, is the major problem with Medi-Cal in his estimation.
He said that this change in definition was part of the "hidden agenda" to
limit the number of Medi-Cal patients who have access to care. Another limit on
Medi-Cal beneficiaries' access to care was the confusion resulting from the
contracting process. He identified four drawbacks to the contracting process:
(1) the apprehension of beneficiaries with selecting a health provider based on
price; (2) the economic restrictions on the availability of high technology
services; (3) the "dumping of high cost Medi-Cal patients on hospitals willing to
provide services for which there is no assurance of payments; and (4) the
reduction of services offered by hospitals under an "all inclusive" per diem.
Realities of the Process, Reactions to Denial of Contract
Hospitals that traditionally served large Medi-Cal populations had very
different concerns with the contracting than those serving small numbers of
Medi-Cal patients, William Gurtner told his colleagues at the Spring Meeting.
Those hospitals for which Medi-Cal recipients constituted less than six percent
of their patients had to consider the implications of pursuing or not pursuing a
Medi-Cal contract. They had to weigh the loss of patients and potential problems
with meeting Hill -Burton obligations or obtaining Certificates of Need if they
appeared unwilling to serve the poor against the potential for winning a contract
and attracting a larger proportion of Medi-Cal patients. "Medicaid business is
not a 'winner' economically," he reminded the audience.
He called the simplicity of the bidding process "both the beauty and the
beast of what Guy produced." He pointed out that it clearly defined the business
of the state in health care as paying for beds. This meant no recognition was
given to the differences in hospitals or the services they rendered.
Gurtner felt fortunate that at Mt. Zion, which has been one of the largest
providers of care for Medi-Cal recipients, the strategic planning process had
begun before the onset of contracting. Its Board of Trustees had agreed there
was a point beyond which "Mt. Zion would refuse to bleed to death for the state
of California." Thus, he went into the bidding with a bottom line to his
negotiating.
The denial of a contract to Mt. Zion resulted in distinct reactions from
three important groups. Gurtner described these as:
• Medical Staff -- Only a small number of the staff physicians were
significantly involved in the treatment of Medi-Cal patients, so
the majority of the staff was largely unaffected. Several saw it
as an opportunity to raise the issue of the mission of the
institution. Those who were directly affected found it confusing.
Physicians had to be told they couln't admit Medi-Cal patients to
Mt. Zion anymore, and patients were told they had to go elsewhere
to receive care.
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• The Press -- The media were primarily concerned with whether these
changes might cause people to lose their jobs and with what
"horror stories" would emerge from patients not receiving care.
However, he was unable to supply examples of either, as yet.
• The Board -- He described his Board as well prepared to live with
the consequences of their decision.
Gurtner warned others, that in attempting to transplant the Medi-Cal bidding
process to other states, they should be cognizant of three areas of concern:
• market segmentation, that is, the skimming of the healthier
patients by some hospitals and the abandonment of the more costly
patients;
• teaching costs, which each payor and government body perceives to
be someone else's responsibility; and
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a simplistic approach to competition, wherein the contracting
fails to recognize differences among hospitals and the types of
services they provide.
"Managed Care" Chosen By Massachusetts Plan

The executive director of the Commonwealth Health Care Corporation, Rina K.
Spence, then described a more tedious, but it is hoped longer range, solution to
restraining rising Medicaid costs that was adopted in Massachusetts. The goals
of this program are to assure access to needed facilities, provide better care,
and constrain costs. The solution, according to Spence, was to change the site
of services rendered to the lowest cost alternative available.
The system chosen in Massachusetts is one of "managed care" delivered at the
discretion of the primary care physician. The state contracts with various
groups of primary care physicians to assure the provision of care to Medicaid
recipients. They, in turn, decide what care is necessary and how to efficiently
obtain the services of needed specialists.
While the Massachusetts' system had yet to be implemented at the time of the
Spring Meeting, Spence predicted that a crucial factor in making this, or any
other system to restrain costs, work is the involvement of a "critical mass" of
patients. This "critical mass" would ensure that physicians and institutions
could not ignore the program and would have to modify their behavior to respond
to its incentives.
Teaching Hospitals Involvement in PPO
One potential response of the teaching hospital to the price sensitive and
competitive environment of the current health care market is to establish a
preferred provider organization (PPO), according to Gary Brukardt, vice president
of Affiliated Corporations, the PPO, at Presbyterian-St. Luke's Health Care
Corporation in Denver. Presbyterian-St. Luke's has established one. Brukardt
emphasized the need to recognize the trend toward spending less in the hospital
and more in other less costly settings. He also noted changes in life styles,
particularly the increase of women in the work force, which are changing the
patterns of what Americans want from the health care system into an "episodic
care market." Teaching hospitals can take advantage of these trends by branching
out to offer non-hospital -based services, according to the speaker.
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He outlined the basics of competing as a Preferred Provider Organization,
including:
• replacing the concepts of cost-based reimbursement with those of
pricing theory, recognizing that routine care services need to be
priced competively but "exotic care" services will not be;
• deterimining the cost of delivering each service in order to
establish appropriate prices; and
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• increasing awareness of the public's impression of the service and
the public's perception of the institution in order to obtain and
preserve a share of the market.
To dispel] the notion that the public would be reluctant to join PPOs
because they preferred to stay with their own physicians, Brukardt said surveys
have shown that the public can be persuaded to change, and that being $18 less
expensive per visit can be the difference between loyalty to one's physician and
choosing a physician based on price. He concluded that the preferred provider
organization is an environment in which all forces--physician, institution,
payer, and patient--try to manage the costs.
Cooperative Systems Described
The approaches taken to contain hospital expenditures in the Rochester, New
York area and Medicaid expenditures in North Carolina were formulated with
extensive cooperation and input from the hosptial sector, according to
presentations made by Gennaro J. Vasile, Ph.D., the executive director of Strong
Memorial Hospital, and Eric B. Munson, executive director of The North Carolina
Memorial Hospital. Vasile described the Rochester area's costs containment
approach as having its genesis in the concern of the trustees of certain area
hospitals that the burden of indigent care was unevenly distributed and thus
threatened some hospitals' economic future. Not wishing to abandon the hospitals
traditional commitment to care for the poor, they sought to establish a system
that would offer all of the hospitals an opportunity to prosper. The system they
developed caps revenues at the level of 1978 costs increased for inflation,
volume, certificate of need approved items, and other allowances.
In contrast, the impetus for the North Carolina Medicaid system came from
the reduction of federal funding for the state Medicaid program, Munson told the
audience. The hospitals, state officials, and others worked to create a system
which would shift Medicaid beneficiaries away from high cost providers of care
and toward lower cost hospitals. They established limits on the number of high
cost Medicaid patient days. This prompted teaching hospitals to be sure that
their Medicaid patients genuinely needed the high cost services offered. Munson
said no sophisticated analysis of the behavioral changes brought about by this
system was available at the time of the Spring Meeting because the system was so
new and a change to a more automated data system had resulted in an extensive
backlog of claims. He speculated that little or nothing had changed in the
behavior patterns in hospitals that had fewer than 10% Medicaid patients,
reinforcing Spence's assertion that a critical mass of patients was necessary.
Other hospitals, he felt may have found ways to shift the costs of Medicaid
patients to other payers rather than alter their admissions procedures.
After several years experience with the Rochester system, Vasile commented
that its strengths lie in (1) its local control, (2) its incentives for efficient
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operation, (3) the way in which it can be integrated with community planning, and
(4) the bolstering of the trustee-administration-physician relationship. Its
faults, as he saw them included the fact that revenues have not been as
predictable as originally anticipated, no acceptable case-mix adjustment method
has been developed, and there is need to systematically examine the costs
structure of area hospitals.
Arizona Adapts to Medicaid
After electing not to participate in the Medicaid program for 15 years,
Arizona decided in 1981 to enter the program using a "delivery system for the
poor driven by competition." The new system is called the Arizona Health Care
Cost Containment System (AHCCCS) and reflects the conservative nature of the
state's politics, David A. Reed told his fellow hospital executives. Reed, who
is president of Samaritan Health Services and a new member of the COTH
Administrative Board, characterized the Arizona system as a bidding process in
which providers submit bids to assure care would be given to a specified segment
of the poor in Arizona. These bids could be accepted or rejected by the contract
administrator, but negotiation was precluded.
The program started on October 1, 1982, but experienced some initial
difficulties. In some instances, providers were not informed of the enrollees
for whom they were responsible. Data was not yet available for Reed to be able
to report on the success or failure of the program since it was only in its
eighth month of operation. However, he was able to report that initial
enrollment was slow, those who did enroll were largely high risk patients or
those contemplating major medical care, there was conflict between some of the
rules of the program and the quality assurance guidelines of the hospitals, and
generally, logistical and administrative start up problems had compromised the
concepts of competition and capitation. Reed said AHCCCS was currently turning
its attention toward attempting to enroll members of the private sector.
Financing Affects Consumer Behavior, Rand Study Shows
Does cost sharing effect demand? We will see that it does, Joseph Newhouse,
Ph.D. told the spring meeting audience. Newhouse, who is head of the economics
department at The Rand Corporation, reported on his research into how great an
effect financing had on consumer behavior when purchasing health care. The Rand
experiment involved more than 8000 people in six states who were covered for a
wide variety of health services, but to varying degrees shared in the cost of
those services.
Some paid none of the cost of the service, while others paid
twenty-five, fifty, or ninety-five percent of the cost. The insuror paid the
remaining portion of the cost. There was a limit on the amount the insured would
have to pay, and that limit was $1000 or a percentage of the family's income,
whichever was smaller.
Newhouse concluded that the data collected during this experiment proved
that "cost sharing did indeed make a difference." His data showed variation in
the use of services of as much as 50 to 60 percent between plans in which the
patient paid none of the costs and plans in which the patient paid a substantial
deductible. A significant difference in the admission rates of patients were
found, even when the patient is only paying the deductible on the ambulatory
portion of the service. For example, the data show that 10 percent of the
patients who paid none of the cost of care were hospitalized, while only 7 to 8
percent of the participants in the other insurance arrangements were
hospitalized. This shift in hospitalization rate was all in the adult
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population; there was no discernible difference in the pediatric admission rate,
according to the Rand data.
Newhouse concluded that changes in the financing arrangements for health
care would affect consumer behavior, and thus, would affect the operation of
hospitals, but that teaching hospitals are not likely to be differentially
affected.
Interest in Geriatric Medicine Stimulated
The AAMC has decided to take an active role in promoting geriatric medicine,
John Sherman, Ph.D., explained, but it did not want to "promote a model
curriculum." Sherman, who is vice president of the AAMC, stated that the AAMC
prepare guidelines for education about geriatrics in order to provide a stimulus
for discussion at four regional institutes to be held by the AAMC. At the
conferences, the integration of material concerning care for the aged within the
normal course work, and encompassing all four years of medical school, will be
emphasized.
He hoped physicians would be educated to distinguish between the natural
aging process and disease processes. Additionally, he believed physicians and
other health practitioners should learn to preserve the independence of which the
elderly are capable.
Expanding on Sherman's remarks, Carl Eisdorfer, M.D. listed existing
problems hampering the provision of appropriate care to the elderly:
• Our cultural faith in high cost technology as a panacea without
evaluation of the improvement in health that results from this
increase in cost;
• Lack of attention to improvements in the physical environment of
the elderly that might reduce reliance on institutional care; and
• Medical education's emphasis on scientific "hands on" care rather
than creation of an environment for health.
hisdorfer suggested that teaching hospitals were the appropriate
institutions to take the lead in making some of the necessary changes. He lauded
a Robert Wood Johnson Foundation initiative to fund ten hospitals that were
attempting to involve themselves in extended care. The overwhelming positive
response to project has induced the Foundation to consider doubling the number of
recipients of awards. He emphasized that the elderly are the fastest growing
segment of the population and the largest consumers of hospital and nursing
services, a trend which is expected to increase through the turn of the century
as longevity increases and as the "baby boom" generation reaches 65. He
advocated the reorganization of the health care system to respond to this trend.
Options for Managing Delivery of Care
"When we are talking about cutting health care costs, we have to decide what
we are going to eliminate," John M. Eisenberg, M.D. reminded the Spring Meeting
audience. He, Richard Gaintner, M.D. and Warren Nestler, M.D. discussed how
hospitals can manage the medical enterprise to respond to the incentives and
disincentives in the new payment systems.
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Eisenbery, who is chief of the section of General Medicine at the Hospital
of the University of Pennsylvania (HUP), discussed the attempts to curtail
residents' use of ancillary services. Drawing upon the work done in behavioral
modification techniques, he asserted that there are four principles to altering
behavior: (1) understand why a person behaves as he/she does; (2) offer
incentives to change and/or punish old behavior patterns; (3) have scheduled
reinforcement of learned behavior; and, (4) use individualized instruction for
greater effectiveness.
In a survey of physicians and residents at HUP, Eisenberg found that the
most common perceptions of why there is excessive use of ancillary services are
the inexperience of the physician, habit, and pressure from other physicians.
Successful accomplishment of change is largely dependent on having a change
agent, that is, an individual who is respected by peers, to act as a catalyst, he
asserted.
Six methods of behavior modification have been tested on residents,
Eisenberg reported. These are: (1) education; (2) feedback; (3) administrative
changes; (4) financial reward; (5) financial penalties; and (6) participation.
He reported that education may work to reduce test usage during the duration of
the education program; however, when the education stops, utilization tends to
creep back up to its former level. Feedback alone did not work, and residents
were offended by attempts to "bribe" them with financial rewards, he said.
Administrative changes that increased the "nuisance factors" were the easiest
changes to make, but did not drastically alter behavior. Financial penalties for
over-utilization appeared to work, he said, but they are onerous. Charismatic
leadership was the most effective technique for controlling resident behavior,
according to Eisenberg's data. He concluded that a combination of these
techniques, such as charismatic leadership in providing education and follow up
by feedback to the physicians, or link to a system for rewarding such behavior,
would be best.
Hopkins Uses Decentralized Approach to Management
To respond to a perceived need to improve its operating efficiency, The
Johns Hopkins Hospital decentralized its operation, delegating much of the
authority and responsibility for creating and living within the budget to each of
its 12 department chairmen. Richard Gaintner, former vice president and deputy
director at Hopkins and the current President and Chief Executive Officer of
Albany Medical Center, described the Hopkins organizational configuration. The
department chairman are responsible for assuring that the resources necessary for
proper treatment of patients admitted to their areas are available and that the
physicians in the department efficaciously use those resources. The structural
change was made prior to the institution of the Maryland Hospital Rate Review
Commission, but Gaintner averred that it allowed the hospital to be well -suited
to respond to the state's cost containment program. He listed several factors he
felt were essential in creating this decentralized structure, including:
• acceptance of and support from the nursing staff;
• development of a management information system that would allow
the departments to assess their performance; and
• establishment of effective communication between the central
office and the departments.
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Gaintner concluded that this structure was ideal for responding to
prospective payment incentives because it is "aimed at bringing physicians into
the financial management as well as the medical management" of the hospital.
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New Jersey Hospital Aims to Be A "Not-for-Loss" Institution
To prosper under a DRG-based prospective payment scheme, hospitals need to
create an environment in which physicians can behave efficiently, and then change
physician behavior so that it is efficient, according to Warren Nestler, M.D.,
vice president of Overlook Hospital in Summit, New Jersey. Nestler described
Overlook as "a 550 bed not-for-profit, but not-for-loss" hospital which has been
under New Jersey's DRG-based payment scheme since its inception in 1980. He told
the Spring Meeting participants that DRGs allowed hospitals to compare their
performance in terms of a "product line" and pressured hospital administrators to
influence physician behavior.
Success under this system is dependent on having the commitment and
involvement of the leaders of the medical staff as well as the hospital
administration, Nestler stated. He also saw the need for "product line pricing
reports" that compare the hospitals average performance in caring for a
particular type of patient to its peers' performances. Nestler said he left the
financial manipulations to the hospital's administrative staff and that the
medical staff was responsible for ensuring that the correct data are recorded on
the patient's chart so valid assignment to a DRG can be made.
Progress Report on National Study of Graduate Medical Education Costs
The meeting participants heard a description of the methodology being used
by Arthur Young & Company to examine the cost of medical education in the
teaching hospital under a four year study it is conducting for the Department of
Health and Human Services. Richard F. Thompkins, Ed.D., who is manager of the
study for the firm, explained the logic employed in attempting to identify the
costs of medical education as well as some of the offsets to these costs. He
discussed the analytic approach being used in hopes of collecting all possible
data including additional personnel time spent in helping students and residents
to learn, additional diagnostic test use, additional space and other needs. The
study is in its second year but there was no specific data that Thompkins could
report as yet.
The Medicare Prospective Payment System: Implications for Medical
Schools and Faculties
During the summer of 1983 the AAMC conducted a series of four two-day
regional seminars to accquaint deans, chairmen of clinical departments and
teaching hospital executives with the new Medicare Prospective Payment System and
the revisions to the provisions for paying physicians. In order to provide the
opportunity for useful discussions between the workshop faculty and the
attendees, attendance was limited. The sessions began with a keynote speech
delivered by a well respected teaching hospital executive from the region in
which the session was held or the president of the AAMC. John W. Colloton,
director of the University of Iowa Hospitals and Clinics, delivered the keynote
address at the first session. He was succeeded by Robert G. Petersdorf, M.D.,
Vice Chancellor for Health Sciences and dean at the University of California at
San Diego at the second session; John A. D. Cooper, M.D., president of the AAMC
at the third session; and Robert Heyssel, M.D., president of the Johns Hopkins
Hospital at the last workshop. Each of these speakers emphasized the need for
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hospitals to seriously consider the new challenge confronting teaching hospitals
as a result of the adoption of the Medicare Prospective Payment System and the
increasingly competitive and price sensitive environment and to respond to the
new incentives so that they might continue to provide quality care, education,
and research.
The workshops continued with presentations by the Department of Teaching
Hospitals staff describing the relevant provisions of the Social Security Act of
1983, which established the Prospective Payment System; examining the
construction of and problems with the Diagnosis Related Groups (DRGs), which are
the analytic building blocks of the payment system; and enumerating the key
implications for medical schools and teaching hospitals. The discussion of key
implications emphasized the changes hospital executives must make in relating to
the medical staff, including a reexamination of the services to be provided and
the research projects to be undertaken. Then, a presentation was made by Peter
Butler, Assistant Vice President for Finance at Rush-Presbyterian-St. Luke's
Medical Center, displaying his institution's approach to generating the data
necessary to manage under a prospective, price per case system.
At each session, presentations offering a different insight into an
institution's approach to generating the necessary management data was made by
Shara Pavkow, director of clinical affairs at the University of Miami School of
Medicine; Donald Simborg, director of hospital information at University of
California at San Francisco Hospitals and Clinics; or Francis J. Sweeney, Jr.,
M.D., vice president for health sciences and hospital director at Thomas
Jefferson University.
These presentations on data generation were followed by discussions of
various approaches to modifying physician behavior in order to respond to the new
incentives. The results of studies attempting to alter physician practices were
described by John Eisenberg, M.D., chief of the section of General Medicine at
the Hospital of the University of Pennsylvania and Elliot Sussman, M.D., director
of the health evaluation center at the same institution. Spencer (Spike)
Foreman, M.D., president of Sinai Hospital of Baltimore and J. Richard Gaintner,
M.D., president of Albany Medical Center offered their insites into how a
hospital actually responded to prospective payment, particularly addressing how
to encourage physicians to respond appropriately.
The second half of each workshop was devoted to the changes in Medicare's
method of paying for physician services in a teaching hospital setting. Staff
of the Department provide a clear and concise explanation of those changes.
This discussion was followed by a presentation by Donald Tower, executive
director of the faculty practice plan at Stanford University School of Medicine;
Robert Heins, director of the Medical Service Plan at the University of Texas
Southwestern Medical School; David Bachrach, director of administrative and
financial affairs at the University of Michigan Medical School; or Cheryl Gillen
Rice, assistant vice president for health sciences administration at Columbia
University. These speakers discussed the changes that had to be made in
reimbursement policies and procedures to accommodate the new rules.
Several representatives from AAMC member institutions indicated a desire to
inform a broader constituency within their institution of the implications of
these regulatory changes. Therefore, the AAMC has condensed these presentations
into two sets of tapes. Further details are available from the Management
Education Program of the AAMc at (202) 828-0519.
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