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. Washington,. D.C. o

THE SECRETARY OF HEALTH. EDUCATION. AND WELFARE
WASHINGTON. D. C. 20201

To the Congress of the United States:

In accordance with Title I, Section 102(b) of the Hezlth Training
Improvement Act of 1970 (Public Law 91-519) , I am herewith
respectfully transmitting a report on the need for emergency
financial assistance to medical and dental schools, including
recommendations for appropriate administrative and legislative

action.

Extension of the Health Professions Educational Assistance program

has served to surface many of the areas of controversy surrounding the
financial plight of certain of the Nation's medical and dental schools.
The issues at stake are both important and enormously complex.

This report hopefully represents a significant forward step in the
continuing public dialogue. It contains little in the way of
definitive answers, for the simple reason that a sufficient body of
knowledge must be assembled before one can draw more than tentative

conclusions.

The report should serve as a stimulus to the parties at interest,

public and private, to undertake additional, broader, and more refined
investigations directed to filling the gaps in our present understanding
of that union of health professions schools and teaching hospitals

known as the "“health science center.' Prominent awong such studies
will be those required by Section 205 of the Comprehensive Health

Manpower Training Act of 1971.

Implementation of those recommendations requiring administrative action
is already underway. I would urge the Congress to do likewise by
favorably considering the proposed "National Health Insurance

Partnership Act of 1971."

Sincerely,

Secretary

The Speaker of the House of Representatives
The President of the Senate
The Capitol
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Section 102(b) of the "Health Training Improvement Act of 1970" (P.L. 91-519) as approved on
November 2, 1970, provides as follows:

The Congress finds and declares that the Nation's economy, welfare, and security

are adversely affected by the acute financial crisis which threatens the survival

of medical and dental schools which provide the highest quality of teaching, medical
and dental research, and delivery of health care for the Nation. The Secretary
shall determine the need for emergency financial assistance to such medical and
dental schools and shall report to the Congress on or before June 30, 1971, his
determinations of such need and his recommendations for such administrative and
legislative action as he determines is necessary to meet such needs.

To conduct the study called for by the Congress, a seven-member task force group was created within
the Department of Health, Education, and Welfare. The membership of the group was as follows:

\

Robert C. Harris, Chairman
Office of the Assistant Secretary, Comptroller

*Robert M. Bucher, M.D. -
Bureau of Health Manpower Education, National Institutes of Health

Joseph Preissig .
Bureau of Health Manpower Education, National Institutes of Health

Richard B. Stephenson, M.D.
Office of the Director, National Institutes of Health

Marinos Svolos, LL.B.
Bureau of Health Insurance, Social Security Administration

Bernard V. Dvoskin, C.P.A.
HEW Audit Agency, Office of the Assistant Secretary, Comptroller

Donald V. Greene )
Office of Grant Administration Policy, Office of the Assistant Secretary, Comptroller

“y ly in July of 1971, Dr. Bucher resigned his position as Deputy Director, Bureau of Heaith Manpower
[ERJ!:htion to become Dean of the University of South Alabama Medical College.
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The members of the task group brought to bear diverse educational backgrounds and professional
experience encompassing medicine, medical school administra.ion, grants management, law,
university and general accounting, auditing, and budget and management analysis.

While the congressional mandate speaks of ''medical and dental schools,' a broader context was
considered essential to adequately appreciate the causes, magnitude, and complexity of the problem
at hand. Accordingly, the task group focused upon:

--the university health science center, not just the medical and/or dental school; and

-—the role of the Department of Health, Education, and Welfare, not just the project grant or
institutional support authorities of NIH's Bureau of Health Manpower Education.

During the course of its work, the group established contact with various components of the

Office of the Secretary of HEW, the Social and Rehabilitation Service, the Social Security
Administration, the Health Services and Mental Health Administration, the Office of Education,

and the National Institutes of ilealth. Conversations were held with and material was furnished by
representatives of the Veterans Administration and the Office of Economic Opportunity, as well as
the Assoclation of American Medical Colleges, the American Association of Dental Schools, the
American Dental Association, the American Hospital Association, the Blue Cross Association, etc.

Members of the task group undertook site visits to fifteen medical schools and two dental schools.
In a number of instances, medical school visits also included conversations with vice-presidents
for health affairs and officials of teaching hospitals.

Periodically, advice and assistance was sought from four non-governmental advisors representing
different aspects of health science center, medical school, and dental school administration.

Despite its comparative bulk, the material which follows is actually in the nature of a 'status
report." Repeatedly, analyses undertaken in response to the congressional mandate served to
identify the need for further, broader, and more sophisticated studies utilizing, wherever possible,
for example, the techniques of economic analysis. The Department of Health, Education, and Welfare
has every intention of building upon the present report in the weeks and months ahead.

ERIC
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Not surprisingly, the scarcity of data adequate for analysis has been a mejor inhibiting factor

in the work completed thus far. To cite just one illustration, trend data on institutional
expenditures and sources of income cannot be displayed with any degree of confidence. The available
statistics have been compiled from source documents which suffer from differing interpretations

of the proper allocation.of funds.

Surely this is not a unique observation. As others have noted:

We believe that it is imperative that medical educators and others with responsibilities
in medical education recognize the shortcomings of existing data sources and implement
better and more thorough data-generating systems. =

And:

After 130 years of existence, we in dental education have yet to develop a reliable method
of determining, with acceptable accuracy, the financial condition of our dental schools.
One does not have to dig very deeply at any level--local, state or national--before
realizing, or being told, that the kinds of information needed for a meaningful analysis

of the financial problems of dental schools just do not exist in useable forms for purposes
of comparison or for identification of trends. 2/

A logical next step, therefore, is setting in motion a series of activities~~government-sponsored
and privately-supported, focusing on institutions in the aggregate and in small groups or individual
schools~-which will ultimately provide the improved data base required.

Even with its acknowledged shortcomings, the analyses and discussion to be presented on the succeeding
pages are a major step forward and serve tc highlight and clarify questions requiring further study,
provide an impetus to such study, and act as a framework for a broad-based dialogue on the complex

issues at stake.

Three of the findings are particularly worth keeping in mind és the reader proceeds through the report:

--the financial difficulties of health science centers appear to be concentrated in the so-called
"educational environment' rather than in instructional activities per se, and especially
instruction of undergraduate medical students;
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--a variety of factors from the patient service and research arenas will generate further pressure
to associate deficits in the broad "educational environment" with the cost of undergraduate medical

(and dental) education; and

--probably the single most important factor in achieving long-run financial stability for health science
center operations will be the development of adequate sources and mechanisms of reimbureement for
patient service activities.

1f, in fact, reimbursement for each health science center program--education, research, and patient
service--is to be recognized as adequate by both the "buyer" and the "seller", two necessary
precursors are (a) the development and introduction of fully acceptable cost accounting systems in
the broadest sense of the term, and (b) recognition that channeling significant Federal support for
education through ostensibly "research" and "service" programs is simply not sound policy in the
long run.




1/

—

2/

Footnotes

Rashi Fein and Gerald I. Weber, Financing Medical Education: An Analysis of Alternative
Policies and Mechanisms, A General Report for The Carnegie Commission on Higher Education

and The Commonwealth Fund (New York: McGraw-Hill Book Company, 1971), p. x.

Dean Louis G. Terkla, University of Oregon Dental School, "Financial Problems of State
and Privately Supported Dental Schools,' Paper read at the Deans' Conference, Palm Springs,
Calif., November 29-December 2, 1970, p. 1. '
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The University Health Scilence Center

A representative pre-World War II medical school largely confined to the task of educating medical
students has been described as follows<

A building, or a group of buildings housing small basic science departments and a
library. While it might have had its own hospital, more often most of its clinical
teaching was conducted in affiliated hospitals for which it had little financial cr
administrative responsibility. Most of the clinical teackers were volunteers and
required little in “k» way of office or laboratory space in the schooi. 1/

¢
Over the last twenty-five vears, a new institution has emerged which may be re

ferred to, in the
words of the Carnegie Commission, as the "university health gcien:e center. ' 2/

Figure 1 illustrates the major elements of the modern health science center as well as its
muitiple interrelationships. This is not to say that all of the meiical and dental schools in
this country function as part of either a university, or a science zenter, with so many or so
varied an array of constituent units. This illustration is a fair although in some respe:ts
simplified representation of actual university health science centers now in axistence.
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The multiple organizational units may or may not all be situated on a common physical site. Whether
they are parts of a single corporate entity will also vary. The teaching hospital is a case in point.
Physically, the hospitals utilized by medical schools as major teaching units can be located in
different parts of the same city or in more than one city. They may be separate corporations who

affiliate by agreement with a school or they can be owned outright by the medical school or parent
university.

The health sclence center may be viewed as a group of related and interdependent institutions. Stemming i
from the modern conception of what constitutes acceptable medical and dental education, the interdependence
is both programmatic and fiscal in nature.

What binds the components iato a management unit?

--The faculty. and particularly the clinical faculty, with joint medical school-teaching hogpital
appointments and involvement in education, research, and patient service activities.

--Administrative direction and coordination provided by a "vice-president for health affairs" or
similar official st the helm of the health science center.

Are the multiple activities necessary? As recently st :ted by Fein and Weber:

Teaching must be accompanied by some (but it is not clear how much) research and some delivery

of service. There is evidence that the quality of service is positively correlated with the
presence of research and teaching. Research may be improved if assisted in by students and,
perhaps, 1f associated with the Helivery of service. The medical school's products are therefore
multiple and intertwined; it must produce all if it is to produce one. 2/ (Emphasis supplied.)

The critical issue is not whether there should be an "educational environment,' but rather how extensive
an “environment'" 1s necessary for accomplishment of the educational missions.




The three interrelated activities of education, research, and patieni service as well as some
quantification of the broad array of educational programs conducted are shown in Figure 2.
Educational responsibilities do not reflect faculty a2fforts related to the instruction of
pharmacy, veterinary medicine, nursing, and, with the exception of dentistry, other health and
allied health professions students, These responsibilities have yet to-be quantified on a uniform
basis.

The extent of overlap varies according to the particular output of the health science center under
consideration. For example, the education of new basic science and clinical faculty for replacement
purposes and to staff new and expanding medical and dental schools involves all three aspects of

the triad--education, research, and patient service. ’

The interdependency of health science center components is reflected in varying ways.

--in addition to rendering a significant portion of the professional services required by patients,
senior medical residents generally function as teachers to less experienced interns and residents,
medical students, and other health professions students.

--graduate students in the basic medical sciences frequently assist faculty members in their
research projects as well as share a portion of the teaching load.

--basic sciences courses presented in the freshman and sophomore years of dental school may be
conducted by dental school faculty, medical school faculty, or by a separate basic sclence
faculty reporting to the respective deans of the medical and dental schools.

03
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The financial operations of university health science centers are another manifestation of the

complexity which characterizes this management entity. Among the factors affecting budgetary size are:

——the extent of responsibility for teaching medical and dental students, house staff (i{.e., interns
and residents), and other students;

—-the degree of commitment to biomedical research;

--the number of full-time faculty;

—-legal relationship to the teaching hospital(s); and

—-the patient care and other community obligations which the center has assumed.

Especially noteworthy from a financial standpoint ere the heterogeneous and frequently intricate
arrangements for payment of clinical faculty salarias and stipends to house staff, arrangements
which are dependent upon medical school-teaching hospital relationships and the structure of faculty
practice plans.

Hardy and Knapp, in thei: recent survey of 86 medical school practice plans, found only two instances
of a full-time salaried faculty with no involvement in fee—for-service practice. In nine other
institutions, fee-for-service activity exists, but is handled directly between the faculty memver

and the patient without medical school involvement. Table 1 categorizes the remaining 75
institutions, as well as indicating within each of the two broad groupings, the disposition cf
fee-fcr-service income generated from both private patients and so-called '"staff"” or "service"”
patients. ﬁ/

At least in part as a result of its multiple outputs, the health science center is supported by a
variety of funding sources, both public and private. Within the Federal Government, the funds
come from a multitude of programs, each with its own statutory mission, and converge at the level
of or within the health science center itself.

N N e
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Fiscal Year 1970 Obligations of Department of Health, Education, and Welfare

Recipient

Medical schools
Dental schools

Other health & allied
health professions

sczhools

Major teaching hospitals

Grand total

--No data are available which accurately reflect the flow of Medicare and Medicaid funds to health science

center components

--"Regearch activities" encompass research project and research resource grants, research training and
fellowships, general research support, etc.

--NIH programs represent almost $800 million of the $1 billion total
--Research project grants, at $374 million, are the largest single funding category

——Grants for the construction of teaching facilities and institutional support account for the greatest
O ire of so-called "other activities"

ERIC
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Table 2

Programs to "University Health Science Center' Components

(In thousands)

Purpose Total Ohligations
Support for research Support for other

activities activities

$515,249 $269,503 $784,752
15,048 58,959 74,007
41,183 45,918 87,101
71,705 21,026 92,731

$643,185 $395,406 $1,038,591

]
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Federal Programs Impacting Upon Health Science Centers
A. Biomedical regearch
~-oldest and largest form of grant funds available to health science centers

--provides substantial support for faculty and other salaries, equipment, and central resources such as
enimal facilities

~-tabulations of Government-wide resecarch awards encompass only medical schools

=-in fiscal 1969, NIH accounted for 79% of total Federal support for the conduct of research at medical
schools

--Health Services and Mental Health Administration (HSMHA), HEW represents a significant portion of the
remainder, with lesser contributions from the Atomic Energy Commission, Department of Defense,
National Science Foundation, etc.

B. Manpower training

--in fiscal 1970, health manpower training was supported through 144 separately identifiable Federal
programs with aggregate funding in excess of $1.%billion

-~health manpower training activities were conducted Qs part of a broader agency mission in som: instances
Level of training covered the gamut from general education of the public to postdoctoral specialty
training

--while certainly not all or perhaps even a sizable number of these 144 programs would be underway in
a typical health science center, there could be varying degrees of participation in a broad
spectrum of Federally supported activities from, for example, recruitment and remedial education
to interest the disadvantaged in health careers to postdoctoral clinical fellowships

--ninety-seven of the 144 programs were administered by HEW operating agencies 5/

--the Veterans Administration is-also very active in the training field with:

\)1\ close assoclations between VA hospitals and 82 medical, 52 dental, and 287 nursing schools

El{l(; faculty appointments for VA professional staff

IText Provided by ERIC
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3) VA facilities providing some portion of the required clinical experience for 50% of all medical
school graduates. Residents in VA hospitals occupy about 12% of all filled medical residencies
on any given day

Patient service

--Medicare and Medicaid are easily the mest significant of the service-oriented programs

--under the hospital insurance program (Part A of Medicare), hospitals, extended care facilities, and
home health agencies are reimbursed for the cost of services furnished to Medicare patients.
Reimbursement includes a proportionate share of the costs incurred in paying interns, residents, and
teaching physicians as well as other costs attributable to graduate medical education, nursing, and
allied health training

--the medical insurance program (Part B of Medicare) provide fee-for-service reimbursement for services
received from physicians, independent laboratories, and ce.cain other suppliers

--Senate Finance Committee staff have estimated that Part B payments where the attending physician
supervises interns and residents may amount to $100 million or more annually 5

~-Medicald 1s a joint Federal-State program which seeks to provide certain categories of the poor
and medically needy with health care

--HSMHA 18 responsible for a broad range of community service programs, including mental health centers,
health care projects for mothers and children, regional medical programs, etc.

--also pertinent are the Office of Economic Opportunity sponsored neighborhood health centers

summarize:

a)
b)
c)

d)

The Government contributes heavily to the complexity and diversity of health science center operations
Multiple programs and funding arrangements have developed over .the years

HEW administers a very substantial percentage of the programs and dollars involved

Not surprisingly, many problems have been created from the perspective of the health science centers, a
matter to be treated at greater length for selected Federal programs in the next section of the report

ERIC
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Footnotes

1/ American Medical Association, Money and Medical Schools, A Report Prepared by the Council on

Medical Education and Hospitals (Chicago: American Medical Association, [1963], p. 26.

2/ Carnegie Commission on Higher Education, Higher Education and the Nation's Health: Policies for
Medical and Dental Education (New York: McGraw-Hill Book Co., 1970), p. 46.

3/ Fein and Weber, 5.

4/ Clyde T. Hardy, Jr., Associate Dean/Private Patient Services, Bowman Gray School of Medicine of
Wake Forest University, "Report of the Survey on Faculty Group Practice Plans," Winston-Salem, N.C.,
May 6, 1971, pp. 1-5.

3/ U.S., Department of Health, Education, and Welfare, Bureau of Health Manpower Education, Inventory
of Federal Programs that Support Health Manpower Training 1970, Part II, An Appendix to Federal
Health Manpower Programs 1970, pp. iii~1.

8/ U.S., Congress, Senate, Committee on Finance, Report of the Staff, Medicare and Medicaid: Problems,
Issues, and Alternatives, 91st Cong., 1st Sess., 1970, p. 71.




Biomedical Research

A. How has research funding worked to the advantage of the medical education process?

--increased the ratio of faculty to students by spreading the teaching load over a larger number
and greater variety of faculty talents

--permitted introduction of project-type laboratory work in the basic medical sciences ‘
--increased the number of opportunities and the diversity of problems for student research

--provided special and diverse equipment, laboratories, and problems for student laboratory or |
demonstration work

--provided a greater diversity of elective or required courses for both undergraduate and graduate
students (e.g., genetics, biophysics, molecular biology, etc.)

B. What has been the trend in medical school enrollment and student-faculty ratios? 1/ 2/

Student-Faculty Ratios

Medical Students Full-time Faculty Overall Basic Sciences Clinical Sciences
1960-61 30,288 11,111 2.7 3.9 2.0
1964-65 32,428 15,514 2.1 3.3 1.5
1968-69 35,833 23,014 1.6 2.7 1.0 e
1969-70 37,66% 24,706 1.5 Not availsble Not available

To an increasing extent, medical students have accounted for a minority portion of the teaching
responsibilities of full-time faculty. During the period from academic year 1962-63 to 1969-70,
the number of house staff and master's, doctoral, and postdoctoral candidates in the basic and
clinical sciences rose from 26,427 to 40,865. Sixty-two percent of the 14,438 fncrease is in the
house staff ({.e., intern and resident) category. The absence of a uniform system for computing
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full-time equivalents militates against the inclusion of numbers of pharmacy, nursing, and other health
and allied he<alth professions students, but medical school faculty responsibilities in this area must
also be recognized in any evaluation of total student-faculty ratfos (Figure 2).

According to the Education Number of the AMA Journal, about 607 of the teaching time and energy of

medical school faculty 1is expended with students other than medical students. In addition,

although admittedly based on a small sample, a 1968 survey of 344 full-time medical school faculty

members found that twelve percent taught no courses. 2 {
|
\

Federal research support alone has not produced the dramatic decline in medical student-faculty
ratios over the past decade. There have been other contributing factors such as the start of a
sizable number of new medical schools and the initiation of formula grant institutional assistance
from the Federal Government, with the funds specifically intended for educational programs and
utilized primarily for faculty salary support.

C. Why ha' there been such a movement toward greater numbers of full-time faculty and graduate students?

"Changes in .«inical teaching and augmented research have been important factors in . . . increases
in full-time faculty.

* % % % %

Research, and the supervision of research training . . ., have become demanding jobs not readily
compatible with part-time commitments to the school, . . .

* & & % %

Even if a school wanted to eliminate or 1limit drastically the number of graduate students, residents,
and fellows that it would train, it would find it very difficult to do so. These students make
indispensable contributions to many phases of the educational, research, and service programs.

Most important, a school can attract and retain competent faculty only when it provides an environ-
ment which encourages the individual teacher to provide advanced training in his own special field.

Graduatc pxograms are to the basic science faculty what residency programs arz to the clinical
faculty.' (Emphasis supplied.)

.~v1.k dollars are available and educational dollars are lacking, medical schools will expand
¢ 4 faculties. If they are able tc obtain one full-time teacher by funding (with Federal




assistance) five research persons, each of whom spends 20 percent of his time teaching, they will do
80,

* % k % %

So it is that the direction of the schools, the growth of faculty, and the costs associated with
that growth can and will be influenced by the level and kind of financial aid available to the
schools themselves.' 2

D. What adverse effects have these developments created?

Science magazine discussing Stanford University School of Medicine concluded that "the effect of federal
support so far has been to create departmental fiefdoms, to relegate the dean to the role of

mediator and power broker, and to put the premium and priority almost uncritically on growth." 1/

Fein and Weber cite:

-—an excessive allocation of medical school resources to the research function with a consequent
adverse effect on the attitude of medical students toward the provision of services;

-~continuing controversy over the extent to which schools have to bear some portion of the costs
of sponsored research;

-~distribution of research monies on a school-by-school basis in such a way "that extreme differences
apparently exist in the resources available for educational purposes,' since research funds complement
and benefit education programs; and

--subjection of educational funding to Federal budgetary decisions aimed at the research effort.-§/

The Dean of Harvard Medical School, among many others, has emphasized that '"the pattern of funding
and the philosophy of support by the NIH tended to fragment planning and to diminish the sense of
responsibility of individual faculty members for the general welfare of the school." 2

By way of contrast, at the 1961 Teaching Institute of the Association of American Medical Colleges
there was recognition "that many difficulties commonly identified as faults of the system of
financing research are in fact reflections of deficiencies in the way in which schools govern them-~
selves." And, of perhaps greater import, '"i{f outside support of research, or o*her functions of

Q




medical schools, results in loss of freedom, the prime cause is more likely 57 arise from within--
in the form of inability to set and administer policy--than from without." i

E. Does the trend in funding levels for NIH biomedical research give credence to the contention that
this is a cause of present financial difficulties?

The following table is a display of year-to-year changes in funding level for the NIH research
institutes and divisions in the aggregate. ''Funding level" 1is defined herein as obligations or
amounts available for obligation in each applicable fiscal year.

(Dellars in millions)

Fiscal Year Total Budget Extramural Research Research Training
Amount Percentage Amount Percentage . Amount Percentage
1962 $566 - $364 -~ $100 -
1963 8¢ 15.27% 50 13.7% 16 16.07%
1964 108 16.6 60 14.5 17 14.7
1965 76 10.0 45 9.5 13 9.8
1966 93 11.1 60 11.6 23 15.8
1967 105 11.3 105 18.1 14 8.3
1968 51 4.9 35 5.1 4 2.2
1969 {11) (1.0) (11) (1.5) 10 5.3
1970 (36) (3.4) (20) (2.8) (18) (9.1)
1971 154 14.8 121 17.6 3 1.7
1972 123 10.3 96 11.9 (5) (2.8)
1972 1,315 -- 905 - : 177 -

--in fiscal 1962, the total budget for the NIH research institutes and divisions was $566 million,
of which $364 million was for extramural research and $100 million was for research training grants
and fellowships.
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-~from fiscal 1962 to 1963, the total budget for the institutes and divisions increased by $86 million or
15.2 percent. Within this overall figure, the extramural research programs grew by $50 million or 13.7
percent and research training and fellowships rose by $16 million or 16.0 percent over the preceding
fiscal year,

—~from 1968 to 1969 and again from 1969 to 1970, the total budget and that portion constituting extramural
research programs declined, both in absolute amounts and in percentage terms. Research training grants

and fellowships also showed a reduction in amounts obligated of $18 million or 9.1 percent from fiscal
1969 to 1970.

-~the adjusted President's Budget for fiscal 1972 requests $1,315 million for the NIH research institutes
and divisions, an increase of $123 million or 10.3 percent over the preceding fiscal year. Of this
amount, extramural research programs represent $905 million and research training and fellowships
account for $177 million.

--included in both the total budget and research training figures for 1972 is $23 million for the
institutional support segment of research training programs. This amount is reflected for purposes
of comparability, although in the President's Budget document it is actually proposed as part of the
appropriation request for NIH's Bureau of Health Manpower Education rather than the categorical institutes.

--within the extramural research category, regular research project grant funds have increased from
$266 million in fiscal 1962 to a proposed level of $503 million iu the 1972 President's Budget. Research
contracts have shown the largest percentage growth, rising from a $31 million support level in 1962 to a
projected $192 million in 1972. A very significant increase occurs in the contract support category from
1971 to 1972 because of the Presidential initiative in cancer research.




Veterans Administration

--gince World War II, the leadership of the VA has encouraged affiliation of VA clinical facilities
with medical and other health professions schools. This policy has been characterized as "the single

most respogg}ble factor for having sustained a reasonable quality of professional care in VA hospitals
to date." 2=

--"to the medical schools, the basic gain accruinf ;rom the affiliation has been the multiplication of
beds available to them for clinical teaching." L2/ 14 addition, VA professional staff receive faculty
appointments and participate actively in the school's teaching programs.

--early in 1969, certain irregularities came to the attention of VA Central Office staff regarding
violation of VA regulations barring a full-time physician from assuming continuing responsibility for

care of non-veterans and abuse of policies concerning teaching by VA employees during official working
hours.

--gsubsequent investigation uncovered sufficient problems at medical school-affiliated VA hospitals to

result in issuance of revised guidelines governing the activities of professional and administrative
personnel.

--the new guidelines, released in final form in mid-1970, established for the first time a regular tour
of duty of a minimum of 80 hours per pay period (i.e., two weeks) for all full-time VA physicians,
dentists, and nurses. Teaching for remuneration '"must occur outside the individual's VA tour of duty."
Nonremunerative teaching can be part of the tour of duty and may take place within or outside the VA
hospital. "Station management, however, is expected to exercise prudent control over these activities
to insure that the time devoted...is not excessive to the degree that it would detract from the
accomplishment of the VA's primary mission, patient care." 13/

--Reportedly there has been some dissatisfaction on the bart of VA staff physicians and, possibly,

difficulties created for medical schools heavily dependent on the teaching contributions of full-time
VA personnel.

--another unceasing harrassment to the affiliations, from the standpoint of the schools, has been what
they consider inadequate funding of VA medical care programs and, more particularly, inadequate staffing
Qf"els in the VA hospitals.

ERIC
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Medicare

e~in calendar 1969, hospital care represented $23,9 billion of the total national health expenditures
of $63,.8 billion, Health insurance for the aged (Medicare) amounted to $4.4 billion or 18,47%
of hospital care expenditures. Federal, State and local vendor medical payments under public
assistance (Medicaid) were $1,8 billion, or 7.4% of expenditures for hospital care. 14/

-=-only fragmentary information is available concerning the magnitude of Medicare reimbursement for
educational costs.

A, What have been the beneficial aspects of Medicare?

-=teaching hospitals, many of which had developed on the concept of care for the indigent, gained a
new source of revenue for the cost of care of patients age 65 and older

--a long-recommended process of cost finding was introduced for better hospital management control
faculty members, both full-time and voluntary. This has hopefully served to enhance the teaching
program as well as patient care.

B. What is the basis for determining Medicare reimbursement?

==hogpitals and other institutional providers are reimbursed on the basis of reasonable cost, with a
as an allowable cost

--physicians' services are reimbursed under Part B on the basis of reasonable charges, taking into
account both the physician's customary charge and the charge prevailing in the locality for similar
services

--teaching, supervisory, and administrative services which a hospital's medical staff furnish in
connection with a teaching program are covered as a hospital service (Part A of Medicare) and
reimbursed on a cost basis. In addition, under certain circumstances the teaching physician is

eligible to be reimbursed on a charge basis (Part B of Medicare), i.e,, if he acts as a patient's
"attending physician' as that term is described in regulations,

--depending on the circumstances of the situation, a new source of fee income was created for clinical

proportionate share of house staff, nursing, and allied health educational program expenses recognized
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C. What is the background of tt dual reimbursement pelicy (i.e., reimbursement for teaching
physician services under both Parts A and B)?

~--prior to the enactment of Medicare, some hospitals routinely charged patients who did not have a
private physician for the professional services of house staff., These charges were generally well
below prevailing charges for the area and collection could be partially or entirely foregone i{f the
patient were indigent.

-~-the Medicare legislation is specific in requiring that reimbursement for services rendered by
interns and resi{dents can only be reimbursed on a cust basis, This has been characterized as
reflecting '"both private insurance practices and the traditions and realities of medical - -
education .,.." 15/

--how Medicare should reimburse for the services of a physician who supervises house staff was not
specifically detailed in the law, beyond the general requirement that his institutional services
be reimbursed on a cost basis and his professional services to patients be reimbursed on a
charge basis. Accordingly, early in 1966 the Social Security Administration convened a work
group composed of representatives of medical education and various physician organizations to
help define criteria applicable in a teaching setting., ;

--in the discussions of the work group, it was emphasized many times that payment on a fee-fcr-service
(charge) basis would not only provide compensation for the valusble medical care furnished by
attending physicians, but that it would provide needed financial support for medical education
and, hence, benefit patients generally. It was also recognized that the elderly could not attain
the same status as other insured patients if they were not provided the means of paying their own way.

--with the aged now in a position to pay for the services of a private physician, there was apprehension
among the work group members that involvement of the elderly in physician training programs would
be reduced unless financial support could be found for upgrading the services offered by teaching
hospitals with an almost exclusively charity clientele and which had not previously offered the
choice of a private physician, The necessary upgrading was thought to encompass (1) improvements
required to make teaching programs more attractive to patients, and (2) more equitable compensation
of interns and residents.
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-~thc regulatious thai were adopted stem from discussions of the work group and the Health Insurance
Benefits Advisory Council (HIBAC), and require that the teaching physician "provide personal
and identifiable direction to interns or residents who are participating in the care of his
patient” for Medicare to recognize a fee for his services. Regulations also specify certain
activities which must be carried out by the physician in order to qualify for this form of
reimbursement

D. What has been the reaction to the policy established for reimbursement of teaching physician
services?

--SSA has not formally studied the impact of its policies in this area on Blue Shield and commercial
insurance carriers under their own policies. However, at least two carriers began paving for
supervisory physician services under their own programs after the cnactment of Medicare, one
employing a fee schedule and the other '"reasonable and customary charges."

--Senate Finance Committee staff have been critical, questioning particularly the legal justification
for fee payments for services to non-private patients, Concern was focused on payment of "customary
and prevailing charges" in those teaching settings where, as indicated earlier, the practice prior
to Medicare was either not to charge a profeessional service fee or set the fee at a low level in
recognition of the indigency of the patients being served. Termination of such payment was
recommended in a February 1970 staff report, 16/

-=-it also became clear as a result of General Accounting Office and HEW audits that the attending
physician regulations were not being consistently observed, and that claims for reasonable charge
relmbursement were not supported by appropriate documentation, In mid-1969, SSA instructed
Medicare carriers to temporarily suspend Part B payments for hospitals with large teaching
programs. Subsequently, a number of cases were identified in which substantial amounts had been
improperly billed and paid, and SSA distributed more explicit guidelines outlining the conditions
under which Part B reimbursement is appropriate,

--while Part B payments to teaching hospitals have generzlly been resumed (even though an overpayment
may be outstanding), the entire episode could not help but have an adverse effect on the relationship
of SSA and the Medicare carriers with university health science centers.

E. From the standpoint of the health science centers, what aspects of Medicare have been troublesome?
--the Organization of University Health Center Adminfstrators believes that "the team approsach to

patient care which is now practiced in medical centers and which holds great promise for the
future is simply not adequately recognized in the Medicare guidelines," 17/
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--gince Part A reimbursement is keyed to costs incurred by the teaching hospital, there is no
provision under present law for relmbursement for the administrative, supervisory, and teaching
activities of physicians compensated by an affiliated medical school or medical group.

--Medicare does not recognize the costs of all charity patients being served (i.e., bad debts
attributable to non-Medicare patients) a2s a reimbursable cost, Only bad debts attributable to
Medicare deductibles and co-insurance are reimbursable, From the standpoint of the providers,
the impact of this Medicare provision has been compounded by implementation of a uniform cost
finding system which has also been adopted in large measure by Blue Cross and other third-party
carriers in administration of their own programs. In total, a heavy blow has been dealt to the

"Robin Hood" concept of patient charges where those able to pay in effect subsidize hospital care
for the medically indigent.

F. What is the SSA response to the matter of losses incurred in serving the indigent?

--Congress clearly intended that Medicare "would pay the reasonable costs of care for the elderly
but would not underwrite the care of other segments of the population.”

-="It is . . . not realistic to look to medicare as the answer to the financial needs of teaching
hospitals over and above payment for services rendered" to Medicare bencficiaries. 18/

-=HIBAC has formally requested the Secretary of Health, Education, and Welfare to undertake a study
aimed at determining how medical education should be financed, including the proper role of health

care financing and research programs which make available Federal funds to support medical
education activities.

--SSA now has in progress a study of the impact of Medicare on the financial structure of hospitals,




What factors cause patient care costs in a major teachinz hospital to be greater than those Incurred
in community hospitals of comparable size?

While a number of avallable commentaries refer to the higher costs of teaching hospitals, there is
considerable need for further analvsis in thls very complex area. The following citations are
indicative of the data aveilable, and are presented without necessarily implying endorsement of the
rationale advanced by each source.

Preliminary findings of & special study conducted by a university teaching hcspital in conjunction with |
three community hospitals identified several hypotheses to explain differentlals in patient care costs: |

--a significantly higher medically indigent patient load at the university hospital than at comparable
non-teaching hospitals

——gubstantially larger and more diverse outpatient clinics at the university hospital

--a significantly lower occupancy rate in the teaching setting

--greater utilization of diagnostic services than in non-teaching hospitals

--a gignificantly higher nurse staffing expense at the university hospital

——existence of many specialized referral services which are not found in community hospitals

--the university center has a greatef capital investment in clinical facilities than does a
non-teaching hospital
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A study by the Conmiig}on on Professional and Hospital Activitics based cn 1966 data produce’ the

following findings: ==

Major Teaching Other Teaching Non-teaching
Hospitals Hospitals _Hospitais __
Average stay 8.7 days 7.5 days 6.8 days

Adjustments to equate to the average stay of a major teaching hospital:
a) Patient mix
(i.e., more complicated
cases) - +0.4 days +0.7 days

b) "Teaching effect" slowing
delivery of care - +0.8 days +1.2 days
Blue Cross of Greater Philadelphia has suggested a cumulative impact from:

--a great expansion in the number of residents throught a lengthening of many residencies and
a broadening of the medical sub-specialties now having approved programs

--a change in the concept of reimbursing residents from a sm~ll stipend ro a suberantial
salary plus fringe benefits

--establishment of positions for salaried physician directors of medical education neccssitated
by the number of interns and residents

—-a considerably longer average length of stay in teaching hospitals than ir nor-teaching hospitals

--conduct of additional procedures, treatments, and tests which increage b7th the vclume and
cost of such hospital departments as x-ray, laboratory, and pharmacy. 20
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Medicaid

--Medicaid programs are operative in every State except Alaska and Arizona. Twenty-eight programs
cever both people wno are eligible for public assistance (i.e., cash assistance recipients) and some
other low-income people (i.e., the medically indigent). Twenty-four Medicaid programs cover only
people eligible for public assistance.

—--certain minimum services, including inpatient and outpatient hospital care and physicians®
are required and States have the option of providing additional services.

services,

--Mecdicaid reimbursement policy for inpatient care at all types of hospitals has followed the Medicare |
guldelines (i.e., reasonable cost). Other medical service p-oviders are reimbursed sccording to State |
pclicies, although the Federal regulations encourage payment of reasonable fees to individual physicians
and other suppliers.

--in 1969, the American Hospital Association polled State hospital association executives concerning
the operation of the Medicaid program. Out of 36 States where the program had been in effect for at least |
one fiscal year, physician fees were reimbursed on the basis of usual and customary charges in 20
instences. Seven States utilized, at that time, a fixed fee schedule for physician reimbursement. 21/

—--while no precise information is at hand, it is currently the opinion of HEW'sS Social and Rehabilitation
Service that a large majority of the States are using fixed fee schedules for physician services,
including services rendered in a hospital outpatient department. Taking one teaching hospital in a large
Northeastern State as an example, the established fee for an outpatient visit ($4) is only a fraction
of the cost §17) reportedly incurred in rendering the service.

—-~beyond what 1is characterized as ''inadequate reimbursement," difficulties are :reated as a result
cf State-by-State variations in Medicaid eligibility standards. A health science center, for exanmple,
can be incurring substantial deficits in the outpatient department and emergency service of the
teaching hospital(s) as a result of serving large numbers of individuals who are medically irdigent,
but who lack Blue Cross or commercial health insurance coverage and are not eligible for benefits
under the State Medicaid program.

Prelim{nary analysis suggests a positive correlation between a comoaratively low State Medicaid eligibility

standard, for both cash assistance recipients

medical school in financfal difficulty within

instance refers to successful competition for

financt al need or financial diestress. A more

as relative State fiscal effort in support of
e drawn along these lines.

EKC

and the medically indigent, and the existence of a

the same State. '"Financial difficulty" as used in this
NIH special project grant support based on relative
sophisticated analytic approach, recognizing such factors
higher education, is required before any firm conclusions
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Reference to ''financial distress" in medical and dental schools is hardly a new phenomenon. For example,
|

--~"No matter what problems confront research in medical schools, they fade in the presence of
the acute and dangerous general financial stringency faced by the schools." Surgeon General's
Committee on Medicel School Grants and Finances, 1950

--"At the very time that medical schools are being pressed tc train more physicians, they find
it harder than ever to obtain the necessary funds."l/ President's Commission on the Health
Needs of the Nation, 1952

--"The poor financial condition of a relatively small group of schools is of serious concern.
At a time when the nation needs a number of new schools, it would be most unfortunate if even
one were forced to close its doors because of a la?k of funds to carry on an adequate teaching
program. Several schools face that possibility."g. AMA Council on Medical Education and
Hospitals, 1963

--Tegtimony presented to the committee indicates that a small number of medical schools are so
weak and poorly financed that it is doubtful that they can continue to provide acceptable
education without more institutional support.

k k k & %

Information submitted to the committee indicates that at least 10 medical schools are in serious
financial straits; 3 dental schools have already been placed on provisional accreditation,....

x k &k Kk %
It has been stated to the committee that, as of 1964, one-third of all the dental schools are

considered to be in serious financial trouble,"3/ Report of the House Committee on Interstate
and Foreign Commerce on the "Health Professions Educational Assistance Amendments of 1965"

How have State governments reacted?

What actions has Congress taken in response to these appeals?

i

+




The State Response

--in the ten-year period from academic year 1958-59 to 1968-69, State appropriations for regular
operating programs in medical schools increased by an average amount of 13% annually.ﬁ/

--based on data furnished by the AAMC, for 1969-70 State appropriations to support the operations of
publicly-owned medical schools approximated $234 million.

--the increase in State assistance to privately owned schools has been especially dramatic. 1In
1960-61, only three States provided subsidies to their private schools. The roster now encompass.s
Florida, Pennsylvania, New York, North Caroiina, Illinois, Ohio, Wisconsin, and Texas. Assistance
hag also been authorized, but no funds appropriated as yet, in Maryland. Twenty-six of the forty-
six privately owned medical schcols are situated within the boundaries of these nine States.

~~-in seven States the amount of support is determined on a capitation basis. Wisconsin uses a nego-
tiation basis, and Pennsylvania utilizes both methods. For 1969-70, application of the varying
methods resulted in State subsidies of $19 million to privately owned medical schools.

-~during the same time period, State appropriations to support the operations of publicly owned dental
schools were almost $47 million.

~-information supplied by the American Association of Dental Schools regarding State assistance to
privately owned dental schools is not as complete as that available in the medical area. Michigan,
Missouri, and Illinois all provide a subsidy to their private schools. Pennsylvania is in the same
category, but the funds are channeled through the parent university rather than going directly to
the dental school. No accurate figure is available regarding the total dollar amount of this support.

--regional educational organizations also provide direct support to medical and dental schools. In
the medical area, for example, the New England Board of Higher Education contracts with the University
of Vermont for preferential acceptance of qualified residents from four New England States. The
Southern Regional Education Board has the same type of arrangement with Meharry, and the Western
Interstate Commission for Higher Education deals with fifteen schools in several Western States.
The Statc of Delaware has entered into a similar contractual agreement with one of the Philadelphia
medical schools.




The Federal Response

In 1265, Congrees epacted the first program of operational support for medical, dertal, and other health
prefessions sche.:ls. Formula grants were made available to generally improve the qualiiy of the educa-
tional process. n addition, special project grants could be awarded "to maintain or provide for the
accresitation of a gchcol and to contribute or provide for carrying out nationally important and spe-
cialized functions that a school might fulfill." A statutory ceiling of $300,000 for fiscal 1968 and
5400,002 for fiscal 1969 was established on the amount of a grant to any single school.

From an eduninistrative standpoint, project grant funds were in fact awarded almost exclusively on the
basis of relative financial need.

The authorizing legislation ceme up for renewal in 1968, at which time Congress extended and broadened
soth the forzmule and project grant authorities. '"To assist schools which are in serious financial
straite to meet the costs of operation, or to assist schools which have special need for financial
assistance in meeting their accreditation requirements" became one of seven specified purposes of the
revised project grant program effective with fiscal 1970. The previous ceiling on individual project
srant awards was also removed effective in fiscal 1969.

In reporting out the 1968 legislation, the Senate Committee on Labor and Public Welfare remarked that:

The committee expects that emphasis will be placed on the problem of schools that are in danger
of closing or losing their accreditation in the award of special project grants.2

Likewise, the House Committee on Interstate and Foreign Commerce noted that:

One of the principal purposes of the special project grant is the assistance--even the saving--
of heelth professions schools in serious financial difficulties.

X k k k %
It is not possible at thie time to predict the amounts that would be necessary to save some of
these ackools, and it is for this reason that it is proposed to delete the statutory ceiling on
project grants,

x k k x %
Except w27re serious need is shown, however, such grants should not exceed $400,000, the present
ceiling . B




NilH's Bureau of Health Manpower Education decided to continue handling large project grant applications
based on serious financial need within the framework of the already established study section-advisory
councll review mechanism. Beginning with the 1970 review cycle, however, guidelines were establishrd

for in deptnevaluaticn of each such application. Attention was to be focused on exploring the organira-
tional and environmental setting of the school; the financial status as displayed, for example, in annual
expenditure reports to the AAMC or American Dental Association; the availability of faculty; the school's
analysis cf the problems confronting it and long-range plans for alleviation of identified problems; the
status of *he clinical program; and, relationships in the teaching programs relevant to the school's
applicaticen.

New "financial distress' awards made in fiscal 1970 for the 1970-71 academic year were limited to one
vear's duration, with opportunity for renewal at the end of that time period. 1In the spring of 1971,
this policy was extended to all such awards, both continuing and new.

From f£iscal 1968 through 1971, NIH has awarded $108.4 million to medical and dental schools based ini-
tially on "relative financial need" and. more recently, on "financial distress.”" The distribution of
these awards 1s as .follows:

(In thousands)

Figcal. Year Medical Schools Dental Schools Total
1968 $ 5,477 $ 2,689 s 8,166
1969 18,370 7,515 25,885
1970 21,493. 10,377 31,870
1971 28,927 13,523 42,450

Grand total $ 74,267 ' $ 34,104 $108,371

Since the inception of the project grant program in 1968, only one school which received an award based
on relative financial need or financial distress i1s no longer receiving grant support. This one excep-
tion, s mecical school, was awarded support solely for the purchase of educational equipment incident to
an earlier constructjon project. No extension of the grant was requested upon completion of the original
project period.
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Every dental school and all but three medical schools are using their project grant funds for the
support of faculty salaries. In many cases, this is supplemented by salary support for technical and
administrative personnel, assistance for the purchase of supplies and equipment, etc.




All Schools

Under $400
§400
$400~1,000
Over $1,000

Total

Public Schools

Under $400
$400
$400-1,000
Over $1,000

Total

Private Schools

Under $400
$400
$400~1,000
Over $1,000

Total

Awards to Medical Schools in Financial Difficulty*

(Dollars in Thousands)

* Totals may not add due.to rounding.

FY 1968 FY 1969 FY 1970
Total Avg. Total Avg, Total Avg.
Amount  No. Amount Amount No, Amount Amount  No. Amount
85,477 23 $§ 238 $10,995 39 $ 282 $ 9,481 32 $ 296
- - - 3,600 9 400 4,000 10 400
— . - 3,775 6 629 8,012 13 616
. 85,477 23 $§ 238 $18,370 54 $ 340 $21,493 55 $ 391
81,954 9 § 217 $ 6,486 24 $§ 270 $ 5,860 20 $ 293
- - - 800 2 400 2,000 5 400
- - -— 699 1 699 1,357 2 679
$1,954 9 $ 217 $ 7,98 27 $§ 296 $ 9,217 27 $ 341
$3,522 14 § 252 $ 4,508 15 $§ 301 $ 3,622 12 $ 302
- -— - 2,800 7 400 2,000 5 400
- - - 3,076 5 615 . 6,655 11 605
- — T
$3,522 14 § 252 $10,384 27 ¢ 385 $12,276 28 $. 438




Awards to Medical Schools in Financial Difficulty*
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37A
(Dollars in Thousands)
FY 1968 FY 1969 FY 1970 FY 1971
Avg. Total Avg. Total Avg. Total Avg.
| No. Amount Amount  No. Amount Amount  No. Amount Amount = No. Amount
23§ 238 $10,995 39 § 282 $ 9,481 32 $ 296 $10,9C6 37 § 295
-- -- 3,600 9 400 4,000 10 400 1,600 4 400
-- —-- 3,775 6 629 8,012 13 616 8,060 12 672
- - - -- - - - - 8,360 5 1,672
23§ 238 $18,370 54 § 340 $21,493 55 $§ 391 $28,927 58 $§ 499
9 § 217 $ 6,486 24 § 270 $ 5,860 20 $ 293 $ 6,986 24 $§ 291
- - 800 2 400 2,000 S5 400 400 1 400
- - 699 1 699 1,357 2 679 1,219 2 610
9 § 217 $7,98 27 § 296 $ 9,217 27 § 341 $ 8,606 27 $ 319
14 § 252 $ 4,508 15 $ 301 $ 3,622 12 § 302 $ 3,920 13 § 302
-- - 2,800 7 400 2,000 5 400 1,200 3 400
- ~- 3,076 5 615 6,655 11 605 6,841 10 684
-- - .- -- - - - - 8,360 5 1,672
- —
14 § 252 $10,384 27 $ 385 $12,276 28 §. 438 $20,321 31 § 655
O
ERIC

-




-

s

All Schools

Awards to Dental Schools in Financial Difficulty*

(Dollars in Thousands)

Under $400
$400

$400-1,000
Over 1,000

Total

Public Schools

Under $400
$400

$400-1,000
Over 1,000

Total

Private Schools

Under $400
$460

$400-1,000
Over 1,000

Total

*

FY 1968 FY 1969 FY 1970
Total Avg. Total Avg. Total Avg.
Amount No. Amount Amount No. Amount Amount No. Amount
$2,689 11 § 244 $3,105 13 § 239 $3,789 15 § 253
- - - 1,600 4 400 800 2 400
- - - 1,726 3 575 4,624 7 661
- - - 1,08 1 1,084 1,164 1 1,164
$2,689 11 § 244 $7,515 21 § 358 $10,377 25 § 415
$ 343 2 § 171 $1,509 7 § 216 $1.581 7 § 226
$ 343 2 § 171 §1,509 7 § 216 $1,581 7 § 226
$2,346 9 § 261 $1,596 6 § 266 $2,209 8 $°7276
- - - 1,600 4 400 800 2 - 400
- - - 1,726 3 375 4,624 7 661
- - - 1,084 1 1,084 1,164 1 1,164
$2,346 9 § 261 $6,006 14 § 429 $8,796 18 $§ 489

Totals may not add due to rounding.
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Awards to Dental Schools in Financial Difficulty*
F (Dollars in Thousands)
1968 FY 1969 FY 1970 FY 1971
Avg. Total Avg. Total Avg. Total Avg.
). Amount Amount No., Amount Amount No. Amount Amount No. Amount
L $ 244 $3,105 13 $ 239 $3,789 15 § 253 $3,810 16 $ 238
- 1,600 4 400 8o 2 400 800 2 400
- 1,726 3 575 4,624 7 661 4,078 5 816
- 1,08 1 1,084 1,164 1 1,164 4,836 4 1,209
L § 244 $7,515 21 $ 358 $10,377 25 § 415 $13,523 27 § 501
. $ 171 $1,509 7 § 216 $1.581 7 § 226 $1,630 7 § 233
$ 171 $1,509 7 § 216 $1,581 7 § .226 $1,630 7 $ 233
$ 261 $1,596 6 § 266 $2,209 8 $77276 $2,180 9 § 242
- 1,600 4 400 800 2 400 800 2 400
- 1,726 3 $75 4,624 7 T 661 4,078 5 816
- 1,08 1 1,084 1,164 1 1,164 4,836 4 1,209
$ 261 $6,006 14 $ 429 $8,796 18 $ 489 $11,894 20 $ 595




What are the causes of "financial distress"?

A number of reasons have been advanced by various authorities, and much of the remainder of the report
will be devoted to an examination of the causes cited here.

A. Editorial, AMA Journal:

"(a) the medical schools suffer from the inflationary pressures of the economy, with special effects
on an institution dealing only in services; (b) the schools have the financial problems common to all
educational institutions, with special emphasis on the fact that the faculty and other medical person-
nel needed are in unusually short supply; and (c) the schools have a special need to respond to public
pressure relating to health care and the education of personnel to provide that care.

* k % k %
The well-known restrictions on federal research and research training expenditures strain the school's
ability to maintain faculty stability, in spite of relatively large amounts of nw money to support
medical care programs. Faculty members once supported on research projects are not readily shifted
to programs of immediate community and clinical impact."Z,

B. President-elect, Assembly of the Association of American Medical Colleges:

"One of the consequences of the rapid and massive expansion of research support was the obscuring °f
the basic financial instability of the entire structure of medical education.

Medical education has always been the highest cost element of higher education because of the unique
laboratory and patient care activities intrinsic to the education of the M.D. These higher costs
have now been compounded by the price-wage spiral . . . .

x k k k k
Budgetary pressures . . . resulted in a progressive decline in the flow of research funds to academic
health centers which heretofore have been the principal element of Federal support.
. x k k k %

The national programs initiated to expand the production of physiclans made no provision to correct
the underiying financial problems of medical schools, nor have these programs been funded at anywhere
near the full measure of the needs and costs involved in responding to them.

Reimbursement under Medicare, Medjcald, and other third-party payment mechanisms for patient care pro-
vided in academic health centers has allowed little recognition of the higher operating costs involvel
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Student assistance funds to support the intensive efforts of medical schools to increase the
matriculation of minority and disadvantaged students . . . have been progre~sively cut back . . .

leaving the schools with burdensome commitments . . . .''=

C.

Dean, University of Oregon Dental School:

"Some of the problems that come to mind in relation to institutional budget crises are:

Private endowments are not generating satisfactory returns to stem the erosion caused by a
sustained escalation of operating costs.

x k k k %
Professional fund raising is not as productive as in the past or the effort is not as
enthusiastic or sustailned.
Tuition and fees of private schools cannot be increased indef‘nitely, . . . .
Major buillding programs for medical centers have been initiated or completed with accompanying
underestimated construction and operating costs.

* k x k %
Reduction in support of research, research training and fellowships, have forced the use of
other funds to honor institutional commitments to faculty.
Losses in fee income for patient treatment in medical centers have occurred as a result of
hospital insurance, prepaid dental care plans, Medicare and Medicaid which reduce fees to the
cost of care, with the attendant loss of a monetary buffer to support the care of indigent
patients; . . . .
The demand for wajor expansion of existing programs, including enrollment increases has
created funding problems.

x % % k %
The expectation that essential new programs will be absorbed into existing institutional resources.
Some states have experienced fiscal crises in meeting their commitments; . . .; some legislators
have had punitive attitudes toward higher education that adversely affect institutional budgets.
The management of institutional resources may be questionable. Surprisingly, some schools in
fiscal crisis also demonstrate some of the highest educational costs per student per year.ﬂg/




What are the characteristics of schools receiving NIH special project grant awards based on relative
need or financial distress?

A. Ownership Medical Schools Dental Sch
All Schools* Project All Schools
grant
recipients
Public 55 27 27
Private 46 31 26
B. Geographic location by census region
New England......coovtvinninnrnnnncecnncnnnns Beveiiinonennnnnn beviresnrssnnosnnnns K N
Middle Atlantlc.....ceeeeeeeeececerscescaoconns 20, .0 eeennrennnnnn 10, i eeeereeeoeoonnns Bevereonnoo
South AtlanticC.eeeeeeeeeeoeosocoososocooncoscs 17 i ennenons b 100 eceeeanns
East North Central.....eeeeeeenreccecsocssone 15 iiiitiiteennnns P 1 IR
East South Central....eveceeeeooesscsscsoosae T eeeeeeooeanennes Bevececerenncencnans Sevececenes
West North Central...ceeeeeeececcessscconosnes 10ceeeeeeeeeennnns Jeeeeeeeoooonsosnons Teeeeeennns
West South Central.ceeeeeeeeecocsococcoocsane 1 2, K beeirennnns
Mountain...ve.eeeeeeeteeeeeesoooosocoooooonnces bt eeennonnnnns e e esrenen
PacifiC.reereeeneeeeeeeecoccossooocssssonsse ) 2 ittt ossresnnnnne Jeeeeeennnsel
¥ ————
101 58 53
| C. University affiliation Yes No Unknown
' Medical Schools 51 7 -
| Dental Schools 26 1 _—
D. Accreditation problems reported to exist
' Medical Schools 16 42 —
Dental Schools 13 7 7

i
O _ *In subsequent tables the number of medical schools will vary from 101 to 104 depending upon the ext
[:Bdf; inclusion of developing schools in the source data.
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of schools receiving NIH special project grant awards based on relative financial

Medical Schools Dental Schools
All Schools* Project All Schools Project
grant . grant
recipients recipients
55 27 27 7
46 31 26 20
hsus region
L eseaceacesontones Bevieerieennnnans e ennenneannnns K 2
.................... 2 e ¢ L - J .|
.................... s S 1 ¢ J
.................... 5 2 S
.................... < S J U |
.................... 10, ieeeerinnnnnee Teveenononnnsannoses Toveeennnnnnenees b
.................... 1 S S |
.................... . .
................... 2 A
101 58 53 27
Yes No Unknown
51 7 -
26 1 -
orted to exist
16 42 _—
13 7 7

be1 O .dical schools will vary ‘rom 101 to 104 depending upon the extent of
1™ .e source data.




E.

F.

Student body of project grant recipients as a proportion of the student body for all schools

Medical students Dental students

55.8% 56.67%

Medical interns & Graduate and
residents postdoctoral

students in the
basic sciences

51.67% 48.3%

Clinical fe
medicine an
students in

35.

Faculty of project grant recipients as a proportion of faculty for all schools (Dental schools onl

Full-time faculty
46.6%

Part-time faculty

59.5%




1
broject grant recipients as a proportion of the student body for all schools

Dental students Mzdical interns & Graduate and Clinical fellows in
residents postdoctoral medicine and advanced
students in the students in dentistry

basic sciences

56.67% 51.6% 48.3% 35.5%

Lt grant reciplents as a proportion of faculty for all schools (Dental schools only)

pl11-time faculty Part-time faculty

46.67% 59.5%
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How do the recipients of financial need/financial distress support stand in terms of HEW
obligations for research activities? -

Table 2 displayed fiscal year 1970 obligations of Department of Health, Education, and W
programs to components of university health science centers. The following table reflec
research support segment of HEW obligations categorized by dollar interval, institutiona
and receipt or non-receipt by the medical school of NIH special project granit funds base
relative financial need or financial distress.

"Health science center" in this instance excludes the dental school, if any, while inclu
school, other health and allied health professions schools such as pharmacy and nursing,
teaching hospital(s), whether owned or affiliated.

Obligation Level for Public Institutions Private Institutions
Research Activities Project Grant Award No Project Grant Award No
Recipients Award Recipients Award

Under $2 million 13 10 9 2

$2 million--$4 million 7 5 7
$4 million--$6 million

$6 million--$8 million

$8 mi11ion--$10 million

$10 million—-$15 million

$15 million--$25 million

Over $25 million

Total Number of Health
Science Centers
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of financial need/financial distress support stand in terms of HEW
frch activities?

cal year 1970 obligations of Department of Health, Education, and Welfare

s of university health science centers. The followling table reflects the

ent of HEW obligations categorized by dollar interval, instituticnal ownership,
ceipt by the medical school of NIH special project grant funds based on

cd or financial distress.

t' in this instance excludes the dental school, if any, while including the medical

and allied health professions schools such as pharmacy and nursing, and the major
whether owned or affiliated.

ic Institutions Private Institutions All Institutions Tota
ect Grant Award No Project Grant Award No Project Grant Award No
Recipients Award Recipients Award Recipients Award
13 10 9 2 22 12 34
7 5 7 - 14 5 19
4 5 3 - 7 5 12
1 5 é - 7 5 12
2 - 4 3 6 3 9
- 3 1 4 1 7 8
- 3 1 5 1 8 9
- - - 1 - 1 1

27 31 31 15 58 46 104




--36, or 62%, of the health science centers where the medical school is a special project grantee
received HEW obligations of $4 million or less in fiscal 1970 for research activities.

--by the same token, only 2 of 18 health science centers receiving HEW obligations for research
activities of S10 million or more in 1970 contain a medical school which is currently a recipient
of a special project grant award based on relative financial need or financial distress.

--the relationship betiween comparatively low levels of HEW obligations for research activities and
receipt of special project grant {unds related to financial difficulties is especially noticeable
among the publicly-owned institutions, where 13 of the 27 health science centers containing a
project grant recipient are in the lowest dollar interval of HEW research support.

ERIC
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What is the correlation between loss of NIH research and research training support and medical
school financial difficulties?

""Research support” as used herein consists of NIH research and research training grant awards to
medical schools. This analysis is not comparable to the previous display of obligations for
research activities. in part because of differences in organizational coverage (medical school
rather than health scilence center) and in granting agency (NIH rather than HEW).

Recipients of special project grant awards based on relative financial need or financial distress
were initially segregated from the full 101 approved medical schools. Schools receiving new or
supplemental project grant awards in fiscal 1970 or 1971 were separately identified, since this
group of institutions presumably would reflect the impact of declines in overall NIH extramural
research funding which occurred from 1968 to 1969 and from 1969 to 1970.

All medical schools have been categorized based on the dollar interval of NIH research and research
training awards to each school, using 1968 as the base year. Year-to-year changes in research and
research training support are then reflected for the period 1968 to 1969, 1969 to 1970, and the
two-year period 1968 to 1970. The final column of the following table reflects the composite
dollar amount of fiscal 1971 financial need/financial distress awards for each applicable group of
schools.




(Dollars in thousands)

Dollar intervals of FY No. of institutions Year-to-year changes in aggregate FY
1968 research support within each dollar research support f1
interval 1969/1968 1970/1969 1970/1968 dis
Recipients of financial need/distress project grant awards
1) New or supplemental awards in FY 1970 or 1971
Under $ 2,000 8 $(571) $(431) $(1,002)
$2,000- 4,000 5 415 (1,043) (628)
$4,000- 6,000 2 2,162 (1,372) 790
$6,000- 8,000 1 (134) 98 (36)
$8,000-10,000 1 246 (118) 128
Over $10,000 1 193 (549) (356)
Total 18 $2,311 $(3,415) $(1,104) g
2) 1Initial special project awards prior to FY 1970
Under $z,000 18 $(973) $(389) $(1,362)
$2,000-4,000 16 19 (2,349) (2,330)
$4,000-6,000 5 1,103 440 1,543
$6,000-8,000 1 (314) (37) (351)
Total 40 $(165) 8(2,335) $(2,500) 9
+ Medical schools not receiving project grants based on financial difficulties
Under $§ 2,000 12 $3,633 $2,681 $ 6,314
$2,000- 4,000 9 1,310 (1,421) (111)
$4,000- 6,000 6 (959) (1,245) (2,204)
$6,000- 8,000 - - - -
$8,000-10, 000 3 (2,258) (25) (2,283)
Over $10,000 13 2,204 (1,003) 1,201
Total 43 $3,930 $(1,013) $2,917




4
|
s
r (Dollars in thousands)
No. of institutions Year-to-year changes in aggregate FY 1971
within each dollar research support - financial need/
interval 1969/1968 1970/1969 1970/1968 distress awards
bed /distress project grant awards
bards in FY 1970 or 1971
8 $(571) $(431) $(1,002) $5,869
5 415 (1,043) (628) 5,633
2 2,162 (1,372) 790 1,592
1 (134) 98 (36) 400
1 246 (118) 128 354
1 193 (549) (356) 1,500
18 $2,311 $(3,415) - $(1,104) $15,348
t awards prior to FY 1970
18 $(973) $(389) $(1,362) $7,017
16 19 (2,349) (2,330) 4,793
5 1,103 440 1,543 1,482
1 (314) (37) (351) 286
40 $(165) 8(2,335) $(2,500) $13,578
ying project grants based on financial difficulties
12 $3,633 $2,681 $ 6,314
9 1,310 (1,421) (111)
6 (959) (1,245) (2,204)
3 (2,258) (25) (2,283)
13 2,204 (1,003) 1,201
43 $3,930 $(1,013) $2,917




—-in the aggregate, all three groupings of medical schools suffered a decline in research and
research training awards from fiscal 1969 to 1970. This ranged from $3.4 million for the
18 schools receiving new or supplemental financial need/financial distress project grants in
fiscal 1970 or 1971 to slightly over $1 million for the 43 medical schools not receiving
special grants related to financial difficulties.

—-over the two-year period from 1968 to 1970, only recipients of special project grant awards
based on relative financial need or financial distress suffered a logs of NIH research and
research training support. This amounted to $3.6 million for the 58 schools in this position,
whereas the 43 schools who are not special project grant recipients showed a net increase over
the same time period of $2.9 million.

——within the three categories, there is no consistent relationship between changes in the level
of research and research training support and successful competition for a financial need/
financial distress award. For example, of the schools in the $4-6 million research and research
training award interval, the two groupings of special project grant recipients show a net gain
over the period from 1968 to 1970, while the six schools not receiving special project grants
related to financial need or financial distress lost a total of $2.2 million over the same time
period.

-—schools receiving large amounts of NIH research and research training support are generally not
recipients of financial need/financial distress grants, despite some sizable declines in research
awards. Three schools in the $8-10 million interval of research support, for example, lost close
to $2.3 million in the aggregate over the 1968-1970 period but are not receiving special project
grants based on financial difficulties.

—-there is no correlation between the magnitude of losses in research and research training support
and the amount of financial distress awards funded in fiscal 1971. To illustrate, the 18 schools
with new or supplemental special project grants in 1970 or 1971 lost $1.1 million in research
support over the two-year period ending in fiscal 1970, but i1eceived in excess of $15.3 million
in financial need/financial distress awards in 1971.




Is there any clearcut relationship between minority student enrollment and receipt of project suppor
financial difficultites in the operation of a school?

(Minority students expressed as a percentage of total medical/dental student e

Medial Schools Dental Schools

Public Private Composite Public Private Co

A. All schools

Recipients of financial need/
distress awards 2.3% 8.1% 5.5% 4.27% 6.97%

Schools not receiving project
grants based on financial
difficulties 3.2 4.1 3.5 2.7 6.5

B. Schools excluding Howard
and Meharry

Recipients of financial need/
distress awards 2.3 3.2 2.8 4.2 2.5

Schools not receiving project
. grants based on financial
difficulties 3.2 4.1 3.5 2.7 6.5

--further analysis is required to determine whether the somewhat lower percentage of minority student

among financial need/financial distress award recipients, excluding Howard and Meharry, is attributa
financial problems.

--conversely there is no indication, at least in the aggregate and again excluding Howard and Meharry
recipients of special project grant awards are overextended in the area of miniority student enroll
comparison to all other schools.
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tionship between minority student enrollment and receipt of project support based on
the operation of a school?

ority students expressed as a percentage of total medical/dental student enrollment) 10/ 11/

Medial Schools Dental Schools
Public Private Composite Public Private Composite

1 need/

2.3% 8.1% 5.5% 4,27 6.9% 6.2%
project
1al

3.2 4.1 3.5 2.7 6.5 3.4
1 need/

2.3 3.2 2.8 4.2 2.5 3.0
project
ial

3.2 4.1 3.5 2.7 6.5 3.4

ed to determine whether the somewhat lower percentage of minority student enrollment
cial distress award recipients, excluding Howard and Meharry, 1s attributable to their

ication, at least in the aggregate and again excluding Howard and Meharry that
ect grant awards are overextended in the area of miniority student enrollment in




How deeply are medical and dental schools involved in Federally sponsored community service prog

The different community service grant-in-aid programs use varying terminology in characterizing

of involvement. For purposes of this analysis, "primary involvement' is synonymous with grantee
administering agency, or applicant. 'Secondary involvement' encompasses affiliate, utilization ¢
teaching hospital as a back-up facility for a free-standing clinic operation, or representation C
administrative bodies of persons connected with a medical or demtal school or a major teaching hd

The numerical data relating to medical schools also incorporates the participation of those hosp
the AMA Council on Medical Education classified in mid-1969 as major teaching units in the medic:
teaching program. Categorization of hospitals in the following table hinges upon whether or not:
affiliated medical school is a recipient of a special project grant based on relative financial r
financial distress.

Medical School/Major Affiliated Dental School
Teaching Hospital
Primary Secondary Primary Secoi
Involvement Involvement Involvement Involve:
OEO & HSMHA comprehensive
health service programs
Recipients of financial need/
distress awards 15 22 Not Available

Schools not receiving project
grants based on financial difficulties 3

Children & youth, maternity &
infant care, & HSMHA family
planning service projects

Recipients of financial need/
distress awards 21

Schools not receiving project
grants based on financial difficulties 16

24

52

31




48

ind dental schools involved in Federally sponsored community service programs?

gservice grant-in-aid programs use varying terminology in characterizing degrees
poses of this analysis, "primary involvement" is gynonymous with grantee,

- applicant. '"Secondary involvement" encompasses affiliate, utilization of

ack-up facility for a free-standing clinic operation, or representation on project
' persons comnected with a medical or dental school or a major teaching hospital.

:ing to medical schools also incorporates the participation of those hospitals which
:al Education classified in mid-1969 as major teaching units in the medical school
orization of hospitals in the following table hinges upon whether or not the

1 is a recipient of a special project grant based on relative financial need/

Medical School/Major Affiliated Dental School
Teaching Hospital
Primary Secondary Primary Secondary
Involvement Involvement Involvement Involvement
d/
15 22 Not Available
ct
{fficulties 3 24 " "
&
d/
21 52 - 19
ct
{fficulties 16 31 - 9
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D

D.

Community mental health programs

Recipients of financial need/
distress awards

Schools not receiving project
grants based on financial difficulties

Regional medical programs

Recipients of financial need/
distress awards

Schools not receiving project grants
based on financial difficulties

Medicat School/Major Affiliated

Teaching Hospital
Primary Secondary
Involvement Involvement
13 19
4 13
19 107
19 80




43

Medical School/Major Affiliated Dental School
Teaching Hospital
Primary Secondary Primary Secondary
Involvement Involvement Involvement Involvement
lth programs
lal need/
13 19 -- -
p project
cial difficulties 4 13 -- --
rams
jal need/
19 107 - 8

g project grants
[ fficulties 19 80 - 12




t Are Federally sponsored communitv service projects causing financial hardship among the participating
medical and dental schools?

--While the foregoing analysis shows a clear correlation between existence of financial difficulty as
measured by the receipt of NIH special project grant support and involvement with varying types of
community service projects, it is not clear which 1s cause and which is effect.

--Do schools in financial trouble undertake projects of this kind as a desperate expedient to gain
additional income? Or, does at least part of the fimancial difficulty stem from losses incurred in
operation of a community service project?

--This issue was posed to management representatives of seven medical schools. As a group, these schools
are grantees for two comprehensive health gervice programs, three maternal and child health projects,
and two regional medical programs. There is also extensive ''secondary involvement" with service-
oriented programs.

-=In only one instance, involving a maternal and child health project, did an institution contend that
grant income was not at least equal to the cost being incurred. Repeated statements were made to the
effect that Federally sponsored service projects were, in effect, being operated on a self-sustaining basis

--Reference was made in one conversation to losses incurred in connection with professional staffing of a
municipal hospital serving a predominantly indigent population. Even though a "money loser," this
was a commitment which could not be avoided, either morally or pragmatically, recognizing community
expectations and pressnures. '

--Review of the justification material furnished in connection with successful medical and dental school
applications for NIH special project grant awards also failed to identify a single reference to losscs

on Federally sponsored community service projects as a contributing factor to the applicant's financial
difficulties.

--In summary, and despite the surface correlation, there is no hard evidence implicating Federally
sponsored community service projects per se as a cause or major contributing factor to financial
difficulty in medical and dental school operations. Losses incurred in "community service" programs
in their braodest sense such as, for example, operation of hospital emergency rooms and outpatient
clinics are, on the other hand, likely to represent a major drain on the total health science center.




What information have special project grant recipients furnished regarding their financial di

Bureau of Health Manpower Education grants management staff wece requested to examine the app
and ~any supporting material furnished by recipients oi special project grant awards based on
finmancial need or financial distress. Causes cf the financial problem, expected duration, an
solution, and management actions undertaken by the school were to be identified as specifical
possible from the information on hand. No predetermined categories were employed. Rather, tt
shown on the following table have been classified based on the survey results furnished by gr
management personnel.

Initally, the information culled from the grant files is arrayed for all 58 medical schools a
schools receiving special project grant awards. For each category, the responses may exceed
of grant recipients since some schools cited more than one cause, proposed solution, etc. Al
included in the "all schools" tabulatior, institutions receiving new, renewal, or supplementa
project grant awards in fiscal 1971 for the 1971-1972 academic year have also been isolated f
analysis. These are presumably the best documented of the financial aneed/financial distress
on file with NIH.

All Schools receiving project grants Schools Receiving Ne
based on financial difficulties Supplemental Grant Aw
Medical Schools Dental Schools Medical Schools

A. Causes of the problem

Reductions in or inadequate Federal,
State, and/or university support
Inflation

Cost overruns on construction projects
or higher than anticipated operational
costs of new physical plant

Program and/or enrollment expansion
Other

No indication

B. Expected duration

Indefinite
One-three years
Three-five years
No indication
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have special project grant recipients furnished regarding their financial difficulties?

Manpower Education grants management staff were requested to examine the applications

g material furnished by recipients of special project grant awards based on relative
financial distress. Causes of the financial problem, expected duration, anticipated

agement actions undertaken by the school were to be identified as specifically as
information on band. No predetermined categories were employed. Rather, the responses

owing table have been classified based on the survey results furnished by grants

nel.

ormation culled from the grant files is arrayed for ail 58 medical schools and 27 dental
special project grant awards. For each category, the responses may exceed the number

ts since some schools cited more than one cause, proposed solution, etc. Although

all schools" tabulation, institutions receiving new, renewal, or supplemental special

rds in fiscal 1971 for the 1971-1972 academic year have also been isolated for separate

are presumably the best documented of the financial need/financial distress applicatioms

All Schools receiving project grants Schools Receiving New, Renewal, or
based on financial difficulties Supplemental Grant Awards in FY 1971
Medical Schools Dental Schools Medical Schools Dental Schools
ate Federal,
support 18 12 8 6
8 5 5 4
ction projects
ed operational
ant 5 7 4 5
t expansion 8 6 2 3
3 5 3 2
28 1 2 -
tion
18 6 8 3
2 - 2 -
3 3 2 1
Q 35 18 6 11




1

-

2
3)
4)

5;
6)
7.
8}

¥

All Schools receiving project grants Schools Rec

based on financial difficulties Supplemental
Medical Schools Dental Schools Medical Sch

C. Anticipated or proposed solution

State and/or Federal support 12 11 5
Private fund-raising campaign 9 4 6
Higher tuition 6 1 6
Generate additional professional ——

service income 3 1 2
Tighter budgeting and planning 3 - 2
Increased enrollment 2 - 2
Other 1 1 1
No indication 33 12 2

D. Management actions undertaken

Improved management direction 10 - 7
Freeze on hiring, promotions, or

salaries 4 8 4
Other 5 4 2
No indication 41 19 7

--perhaps the most .1pressive aspect of the foregoing tabular analysis is the large number of !
responses

~-—even where more definitive information could be obtained from the grant file, the degree of
wanting in some instances (e.g., "inadequate Federal, State, and/or university support"” as a
problem) -

--in evaluating the results of this analysis, it is impossible to attach relative weights to (
of documentation as reflected in the special project grant files, and (b) the inability or u
applicants to address specific causes, solutions, etc.
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All Schools receiving project grants Schools Receiving New, Renewal, or
based on financial difficulties Supplemental Grant Awards in FY 1971
Medical Schools Dental Schools Medical Schools Dental Schools

osed solution

12 11 5 9
9 4 6 3
6 1 6 -
| 3 1 2 -
3 - 2 -
2 - 2 -
1 1 1 -
33 12 2 5
under taken
10 - 7 -
4 8 4 3
5 4 2 4
41 . 19 7 9

aspect of the foregoing tabular analysis is the large number of '"no indication”

information could be obtained from the grant file, the degree of specificity is
b.g., "inadequate Federal, State, and/or university support” as a cause of the

f this analysis, it is impossible to attach relative weights to (a) the inadequacies
bd in the special project grant files, and (b) the inability or unwillingness of
fic causes, solutions, etc.




A.

How comparable are tuition charges in medical schools and undergraduate components of the wniv

Using estimated medical school tuition and fees for academic year 1970-71, comparisons were ma
undergraduate tuition and fees for a typical full-time student at the parent university report
Office of Education's Higher Education General Information Survey (HEGIS). 12/ This analysis
possible for seventy-one medical schools with university affiliations. Since only a much more
coverage could be undertaken for dental schools, that aspect of the original analysis was not

Caution must be exercised in interpreting the following results since HEGIS data presumably re

actual charges while the medical school tuition rates are advance estimates which conceivably
have been changed at a later date. More importantly, this was OE's initial attempt to compile
student charge data in this manner.

Under the classification scheme adopted, the comparisons within privately controlled universit
except in certain special situations, reflected in the "resident tuition" columns. Within the
institution, there are instances where the resident tuition for medical students exceeds that
undergraduates, but the situation is reversed with regard to non-resident tuitions. The oppos
situation also occurs.

Recipients of financial need/distress Medical schools not
awards grants based on fina
Resident tuition Non-resident tuition Resident tuition Non

Medical school tuition less
than undergraduate tuition

by:
$501-750 — - 1
$251-500 4 - 3
$101~250 5 4 2
up to $100 3 — 4

Medical school tuition

exceeds undergraduate tuition by:
up to $100 4 3 6
$101-250 10 7 4
$251-500 10 4 10
$501~750 4 1 1

$751~1,000 - _—
over $1,000 - 1 -=
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-~ 3 1
4 2 4
- 4 —
3 . 6 3
7 4 —_—
4 10 ;
1 1 >
-- - 1




-—even acknowledging the caveats surrounding the foregoing data, it is unclear why any medical school
receiving project grant support based on relative financial need or financial distress should hav: a
tultion rate below that identified for the undergraduate component of the parent university.

--among this particular group of financial need/distress award recipients, in two cases the medical
school tuition for both residents and non-residents are below those established for undergraduates,
in ten instances the differential is only in the area of resident tuition, and in another two cases
the variance is solely in non-resident tuitionms.

——of the fourteen medical schools in the group of special project grant recipients with tuition rates
below that of the undergraduate component of the parent university, four are publicly-controlled and
ten are privately-controlled.

——fourteen medical schools not receiving project grants based on financial difficulties showed one or
more tuition rates below the comparable undergraduate tuition. In three schools tuition and fees for
both residents and non-residents are lower than the figures for undergraduates. In another seven
instances the difference is in the tuition ior residents, and in four cases the differential is solely

in non-resident tuitions. This group of fourteen is equally divided between public and private
institutions.

——in terms of absolute dollar amounts, medical school tuition and fees varied from an estimated low of
$206 for the academic year to a high of $2,640.




Is further information available regarding the management actions undertaken by schools receiving
special project grants based on financial difficulties?

--Cheit, in his recent study of financial conditions of 41 colleges and universities, cited a
series of actions being undertak;n by one or more institutions headed for financial difficulty or
already in financial straits. 13

--These actions were summarized in the form of a '"check-1list" and subsequently reviewed with
representatives of five health science centers involved in the cost allocation studies to be
discussed later. In addition, in-depth discussions were held with top management staff of two
science centers in financial difficulty, but not participants in the cost studies.

--With regard to the first group of five, all are currently declining new obligations not already in
he planning stage and avolding outlays for programs which are only partially funded by government
or other outside sources. All five are restraining building maintenance activities in one way or
another, and two have either frozen or reduced expenditures for travel and purchase of equipment.
Two have imposed a complete freeze and two more a partial freeze on hiring of new employees. Three
have restrained salary increases for faculty and other staff.

--All five centers have raised medical school tuition and are lcbbying for additional State support.
Four have increased efforts to raise private funds. Three are not adding new administrative positions
as they are needed, and the same number have formulated relatively specific plans for bringing income
and outlays into balance over time.

--0On the other hand, none of the five centers have cut funds for experimental programs, reduced student
aid, or reduced salaries for faculty or other personnel. Only one has undertaken actions which
Chelt characterizes as "marginal rather than major moves, for they do not alter the school, departmental,
or basic program structure." 14/ only two centers have adopted growth by substitution or adding only
by reallocation as a planning constraint. None of the 1espondants have reduced course offerings or
graduate programs, only one has cut the number of teaching and research assistants, and just wo of
the five are increasing student-faculty ratios.

--Turning to the other two health science centers referred to earlier, one is operating on a year-to-year
basis under what is referred to as "crisis planning.' Very little, if any, budgetary growth is
occurring beyond mandatory increases. No new programs are being started unless both direct and
ingirect costs will be fully reimbursed. Several allied health training programs are being transferred

EI{I(? State-supported technical institute, and consideration is being given to terminating another

ammeemmed health program unless sustaining support can be obtained.




--The other center has drastically revised what was an admittedly very loose faculty tenure policy,
in the process transferring salary responsibility for a sizable number of clinicai faculty to an
affiliated hospital. Tenure appointments have been frozen, and there is a clear determination to
reduce the duration of the medical school's financial responsibility to faculty members who lose
external salary support. In recognition of actual teaching requirements and to save outlays for
fringe benefits, some clinical faculty are being converted from full-time to part-time status.
New high-level management support personnel have been recruited to assist in direction of the
multimillion dollar enterprise.

--Based on these sei:ral interviews and the management actions identified in the analysis of special
project grant applications on file at NIH, certain of Cheit's observations regarding colleges and
universities are equally applicable to the health science center. More specifically,

Changes in structure . . . occur only at a minority of schools. The responses, other than
these program responses, are generally of the belt-tightening variety.

¢ * % * % %

Cuts tend to be of future program commitments or general rather than selective reallocations
dictated by a system of priorities.

* k k % %

If we ask . . . whether the schools are doing enough to reduce expenditures and increase
income in order to maximize thelr ability to resist the cost-income squeeze, then the
answer one fairly derives from this study is ‘not yet.' 13
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A Brief History of Cost Allocation Studies

1958: Association of American Medical Colleges' Sponsored Study by Augustus Carroll
——Detailed examination of program costs in 19 medical colleges
——Publication of a standardized methodology for allocating program costs
1958: Emory University-Public Health Service Pilot Study to Determine the Cost of
Medical Education
1962-1968: Yale-New Haven Study Sponsorsd by the AAMC, the American Hospital Association,
and the American Medical Assoclation
--Development of an analytical methodology for incorporation of the teaching hospital
1965: American association of Dental Schools' Sponsored Study of the Cost of Dental
Education in A1l U. S. and Canadian Dental Schools
1968-1969: AAMC-HEW Pilot Study of Program Cost Allocation in Seven Medical (Health Science)
Centers
1969-1970: Extension of the Pilot Study to 14 Additional Centers
1970-197i: NIH Sponsored Study of Program Costs and Income in 17 Centers

In June of 1970--well before and independently of the congressional mandate for a Secretarial report
on the need for emergency financial assistance to medical and dental schools-~NIH's Bureau of Health
Manpower Education contracted with 17 medical schools for the conduct of cost allocation studies.




According to Campbell,

"The earlier 7-Center Pilot Study had been undertaken in institutions carcfully selected on the
basis of:

"a. Previous experience with the concepts of . . . [cost allocation studies] and availability
of basic data

b. Reputation for competent staff and ability to complete the project

c. A diversity of settings which would allow for a broad perspective of the goals and a variety
of approaches to the [study] procedures." 1

No such formal selection criteria were applled in connection with the 17-Center contracts. Other
departures included (1) negotiation of the study contracts directly between NIH and the pzrticipating
institutions, (2) a requirement for the allocation of income as well as costs, and (3) computation of
cost-income comparisons by functional category. The Association of American Medical Colleges
contracted to provide consultation to the study participants, developing the methodclogy for income
allocation and assisting the 17-Centers to apply the previously formulated methodology for cost
allocation.

Beginning with the Seven Center Pilot Study, the objectlves of the cost allocation studies have
been four-fold:

-—Institutional self-study

-~Further refinement of the cost analysis methodology

——Possible modification of reporting requirements of external (i.e., Federal) support agencies
--Development of comparative data

Participating institutions hav- been assured of maintenance of confidentiality.

60




Q

Methodology aind Structure of the Cost Allocation Studies
--Facuity effort reports are the basic data gathering instrument.

--"Instruction," meaning preparation for instruction, student counseling, and student contact, is an
identifiable cost center or category for each type of "student' in the institution.

--The study methodology makes no attempt to identify as such the costs of research and patient
service necessary for education purposes. Instead, it reflects the efforts of faculty,
graduate assistants, senior residents, nursing staff, techniclans, etc., attributable to
the instruction of each category of student, such as, for example, undergraduate medical students.
This distinction is highlighted in the subsequent tables by reference to costs of instruction -
rather than education.

--To put it another way, cost is allocated based on function (i.e., instruction) rather than by
program (i.e., education).

--Income, on the other hand, is allocated to rost centers or categories based on the primary purpose
for which it was generated, or where generated by a cost center, to that center.

--It could be argued, to cite an illustration, that tuition 1s intended to defray necessary reseaich
and service costs as well as pure ''Instruction' costs. Conceptually, this argument has validity.

--In practice, however, there is no consensus as to what constitutes 'necessary' or "essential"
research and service exposure. Nor are the terms of salary negotiations between health scilence
center administratcrs and faculty sufficiently precise or susceptible of aggregation to use agreed
upon distributions of time or effort as a basis for allocating tuition.

—-Moreover, acceptance of this position would demand a "reverse flow' from "patient service" to
"instruction." A prime example is Medicare Part A reimbursement for graduate medical, nursing,
and allied health training which the current studies atiribute entirely to "patient service."
In sheer magnitude, this ''reverse flow' into the "instruction' sub-categories would more than
counterbalance a revised allocation for proportionally small sources cf income like tuition.

--While admittedly imperfect, at this stage of methodological development income allocation by
primary purpose or by generating activity is probably the soundest approach which may be employed.
--It is also essential to recognize that the studies are a "slice-in-time' approach and not a dynamic

representation of health science center operations. They depict the situation as it was during

a single fiscal year, rather than as it may be today or tomorrow.
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General Guidelines Developed by the AAMC to Assist Faculty Members in Estimating "Per Cent of Effort™
to Health Science Center Yunctions

Program cost finding is not an exact science. t relies to a great extent on the best judgment of
intelligent persops directly involved in the activities under study. Exactness 1s not important and,
if attempted, would be very costly it itself and wasteful of time.

1. Your estimate should be based on effort, and not hours per day, week, or year, expended on a program.
You should completely disregard sources of salary and other income in estimating effort. The estimate
should be based on your activity during the year, July 1, 1969 - June 30, 1970. Do not make the mistake
of thinking only of actjvities of the past one or two months.

2. In your thinking give consideration to the character of the various teaching, research, and service
programs to which you contributed, the nature of your contributions, the number of students involved,

the number cf employees supervised, the direct or indirect personal effort devoted to each of these
responsibilities regardless of the source of income or whether efforts were expended in the medical school,
hospital, clinic, at home, or just thinking on the way to and from work. The time involved is worthy

of some consideration, but your review of the past year's work, interests, activities, responsibilities,
and accomplishments should be aimed at the development of a round figure percentage estimate of the
distribution of your total effort to each of the various programs to which you contributed. The
distinctios between time and effort is emphasized. If your effort on any program was less than 1 percent
do not record it. However, the sum of your total professional effort in all recorded programs should equal
100 percent. Thi. is also true for those who were employed for less than the 12 month period of this study.

3. Certain activities obviously overlap. For example, ward rouands on patients involve both care to
patients as well as teaching and perhaps research. Depending on individual methods of teaching, some
individuals may weigh patient care during this activity anywhere from five percent to fifty percent.
Effort spent by the surgeon on operations is another example of an activity that has a divided

function. It is hoped that each person will use his own good judgment in arriving at a proper percentage
of effort in mixed activities.




4. Attendance at professional meetings is usually for the purpose of professional development,
which ultimately reflects In better care of patients, better teaching, and better research. Again,
please allocate effort expended in attendance at professional meetings to one or more of the major
programs in your department. Ycu should do the szme for administrative activities. Each
administrative job, whether it be assigned by the chairman of the department, whether involved
with the administration of grants or committee activities, rtc., can be related to, and should be
considered as part of effort expended on a specific program.

5. In the last analysis, each individual is the best judge of the effort he expends on his various
activities. However, you should feel free to consult with other members of your department, the
chairman of your department, or with the Dean, 1f you have any questions.
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SAMPLE EFFORT REFORT FORM

College of Medicine

Program Analysis for the Fiscal Year 1969-70

Name of Department Academic Rank or

Position Title
Return to Dean's Office.

Carefully estimate the percentage of
your total effort on behalf of the
Department and the College that you
devote to each program.

PROGRAM

1. Undergraduate Medical Instruction (M.D. Degree). .+ + + + « .+
2, Graduate Instruction (for Masters and Ph.D. Degree). .+ + « « &
3. Intern and Resident INStruction. « o « o o o« o o o o o o o o 4
4. Post-doctoral Instruction (Post-doctoral fellows and trainees)
5. Continuing Medical Education (for practicing physicians) . . .
6. Other Instructional Programs (Dentistry, Nursing, Medical. . .

Technology, Biological Sciences, Arts and Science, etc.) . ., .

a. ’

b.

Co

d.

e.

7o RESEATCH « 4 v 4 v v 4 4 o o o v e e h e e e e e e e e
8. Advisory Services to Granting Agencies « « « o o o « o o o . .
9. Community and Public Health Services « « +« « ¢ & o o o o o o .
10. Patient Services . . . ¢ e e s e e e e e e e e e e e e e
11. M~>dical Center-Medical College Administration and Services . .
12. Other Programs v v & « 4 « o o o o o o o o o o o o o o o 0 '

b.

Coe

TOTAL

Name

2 of

Total Effort

100 %

O
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How reliable 1s faculty effort reporting?

No definitive or quantifiable answer can be provided to this very fundamental question. One can,
however, consider the relative advantages and disadvantages of this information-gathering technique:

~-effort reports by their very nature tend to be subjective and relatiéely easy to distort
~-reporting can be unduly affected by the faculty member's work habits

~—the reports can be biased by a desire to avoid conflicts between effort expended and income derived
from various funding sources

--the respondent is required to separate multi-purpose activities into single purpose components
~-meaningful review of completed effort reports 1is very difficult
On the other hand, effort reports:

--are the only measuring device generally considered acceptable by faculty and in general use in the
aiversity setting

--are relatively easy to prepare

~~have a potential for validity which probably exceeds that possible through complete reliance cn
external observation of the faculty member

~=-allow for individuality of work habits
--equate to 100% of the individual's total activity on whatever base is desired

--when aggregated by department and ultimately for an entire school or health science center, have
the potential for cancelling out biases and errors introduced by individual faculty members




There is also at least anecdotal evidence of the reliability of effort reporting in the sense that
some ingtitutions which have gathered the information over time are sufficlently confident to use
the results in planning and budgeting exercises.

In summary, effort reporting is the best--indeed the only--basic data gathering tool operative
at this time. It has yet to be definitively validated cr, conversely, proven invalid.




Of the 17 cost allocation study contracts awarded by NIH in June of 1970, 14 reports were actually
submitted by the due date of June 30, 1971. During the spring of 1971, contracts were also awarded
to four other institutions who had previously conducted cost allocaticn studies and were willing
to furnish updated -esults to the Government. In summary, then, 18 cost allocation studies have
been available for analysis.

Every study has been examined by at least two members of the task group mentioned earlier. In each
instance, one reviewer brought to bear an extensive background in cost accounting at both the
university level and as an HEW negotiator with the academic community.

Face-to-face discussions were held, either on site or at NTH headquarters, between members of the ~zsk
group and representatives of 13 institutions. Questions were raised by telephone or in writing

with another 4 institutions. In a substantial number of cases, these contacts resulted in the
submission of further information of a clarifying nature and/or revision of cegments of the original
document. No study was revised without the advance approval of the institutional representatives.

Prior to their "exclusion," each institution whose study was dropped from further consideration
was either visited or contacted in some other fashion.

The major reascns for dropping studies for "cause" are as follows:

-—fallure to abide by the intent of the cost allocation study and incorporate at least the education-
related components of the primary teaching hospital as well as the medical school

~~1inability to reconcile substantial internal discrepencies

-—the fiscal year covered is considered by the institution to be grossly atypical and unrepresentatiye
3 of subsequent operations .

-~utilization of admittedly preliminary accounting data for a portion of the report, with final (and
different) data applied to other tabular exhibits

-—extremely simplistic distribution of indirect costs with a resultant distortion of costs by
functional category )

--deviation from faculty effort reports or detailed analysis as a basis for cost distribution in favor
of gross assumptions at a high level of functional agy regation

‘ Q
ERIC .
I o




More than one of the aforementioned reasons is applicable in some cases.

In two instances, revised material simply arrived too late for further review and incorporation of
results of the applicable cost studies in the data displays to follow.

Accordingly, of the original universe of 18 cost allocation study reports, the output of 1l studies
forms the basis for all but one of the succeeding analyses.




How comparable are the cost allocation studies selected for display?

A.

B,

Period studied: Every institution used a fiscai year ending June 30, 1970. While one participant
applied fiscal 1969 effort allocations against 1970 cost data, this does not appear to have created
a material problem. The same hold true in those instances where the accounting period for an
affiliated hospital was adjusted to coincide with June 30.

Definitions & instructions to faculty: As a general rule, participants adhered to the definitions
and written instructions developed by the AAMC. Reflecting special programs or management
concerns, me1y institutions went beyond the AAMC recommendations in sub-categorizing major
functional elements. In all cases, these refinements are susceptible of merger into higher

levels of aggregation.

Depth of effort reporting: At a minimum, all current paid faculty were asked to complete effort
reports, with supportive personnel allocated to functions based on faculty effort. At the other
extreme, effort reports were prepared by or for virtually all medical school and hospital personnel
down to the janitorial level. Percentage of reports completed &nd returned to study coordinators
was uniformly excellent.

Treatment of selected costs:

1) Fringe benefits--Without exception treated as direct ¢ arges.

2) Indirect costs--Allocation by functional category varies from a moderately high degree of
analytical work to a simplistic ratio approach. However, tests indicate that these inconsistencies
do not have a material effect when functions arz combined and considered in aggregate terms.

3) Supporting services--Animal facilities, medical illustration, etc., essentially treated as direct
costs. Minor variastions have little impact on aggregate costs.

4) Equipment depreciation--Most institutions used actual equipment purchased and distributed the cost
based upon function or straight ratios. Methodology and distribution by function do not produce
a material distortion in the overall picture. ‘

5) Plant depreciation--Included as part of total cost by only two institutions. In both cases, the
amounts involved (e.g., $27 thousand) are relatively inconsequential.




E.

F.

Reconciliation to accounting records: Every institution stated or implied that they had

reconciled the study, after adjustments, to the appropriate financial statements. Exact
reconciliation 1s not possible where, for example, the study covered only a portion of an
affiliated hospitai.

Analytic tests employed:

1) Ratio of total indirect to total direct costs—~Reflects a correlation based on the dollar
volume of research, indicating economy of scale in a large research endeavor.

2) Ratio of patient service and research to total cost--Computed using both the functional
definitions followed in the cost allocation studies and the revised definitions developed
by the task group. With only two exceptions, a remarkable degree of correlation was found.
Moreover, the reason for variation was readily identifiable since these are the two
institutions which onl; partially captured cost and income related to affiliated hospitals.

Conclusion: When viewed in their totality, the cost studies . 2lected for analysis exhibit a

reasonable degree of comparability,




Who are the institutions whose cost allocation studies are being displayed?

--three of the eleven participants are publi:ly owned. Although the remainder are considered to be
"private,' with few exceptions, they also receive State appropriations for support of operational
activities.

--during the study year all but one participant was engaged in training nurses and/or some type of
allied health personnel. In addition, the studies contain complete coverage of two dental
schools and a school of pharmacy.

--geographically, the participants are clustered in the Northeast and Midwest sections of the country,
with a clear majority situated in major metropolitan areas.

--in terms of research involvement, four received under $2 million in obligations for research
activities from HEW agencies in fiscal 1970. Another five fall within the $2-4 million interval
for research support. One participant received about $7 million in HEW research support funds
in 1970, and another approximated $10 million.

=-as a group, the participants are relatively active with regard to HEW and OEQ community service
projects. Three are classified as having primary involvement in more than one such project, and
another three are occupied with a single project. Every one of the eleven participants has at
least secondary involvement in a community service orogram.

--three participants had, based on the latest available data, minority medical student enrollment of
about 4% of the total medical student body. The remainder range downward to a low of 0.6%.

--using 500 beds as a benchmark for the capacity of a teaching hospital, the hospitals owned by the
various participants tend to be relatively small. In. at least two instances, on the other hand,
the affiliated hospitals have more than 800 beds.

--all the participants were recipients of NIH project grant awards based on relative financial need or
financial distress during fiscal 1970, and every one is still a project grant recipient.

~-three of the medical schools acknowledged accreditation difficulties in their applications for NIH
lupport 0




--in eight instances, review of the project grant material on file with NIH identified either
no specific reason or gave inflation and inadequate exterral support as the causes of
financial difficulty. Both of the relatively large research-oriented schools noted loss of
Federal grant support and cost overruns on construction projects as causes for their present
status. Another school referred to deficits in the operation of the teaching hospital.

-—among this group of eleven schools, there was either no indication in the grant file as to
expected duration of financial difficulty or expectation of an indefinite problem in ten cases.
One school expected the financial distress to last four or five years.

-—one school had imposed a freeze on hiring, another had overhauled its administrative structure,
two others either have or are now implementing improved professional service plans, one had
shifted the predominant effort of a limited number of faculty from research to teaching, and
a sixth had recently secured State financial support. There was no indicatiaon in the grant files
of management actions undertaken or planned in the remaining five schools.

--none of the participants had previously done a cost Etudy of this scope and complexity, although
faculty effort reporting and detailed cost finding studies for Medicare reimbursement purposes
had previously been undertaken in some instances.




Functional Distributions and Unit Costs in Medical School Basic Sclence Departments

Analysis of basic science department direct costs in the aggregate was possible in six of the eleven
cost allocation studies. The remaining study reports treated non-faculty salary components of
sponsored research and research training as a line item, rather than associating these costs with
individual basic science and clinical departments.

"Basic science departments" as used herein refers to anatomy, biochemistry, microbiology, pathology,
physiology, and pharmacology. Recognizing school-by-school variations in departmental structure,

an attempt has been made, within the constraints imposed by limitations of data in the study reports,
to obtain comparability among the six reports selected for analysis.

Since the study format only requested departmental breakdowns for direct costs, the figures below
exclude the effect of indirec. costs such as operation and maintenance of plant, library operations,
and general and administrative expenses (e.g., Dean's office, Medical center administration, etc.).

On this and subsequent tables, the institutions whose cost allocation studies are being utilized have
been assigned to one of three classifications pased on study coverage of the teaching hospital(s).

That is, two study participants captured only cost and income within the medical school and the
education-related components of the teaching hospital(s). Purely patient service costs and income

of the hospital(s) were excluded in these two instances. The other study veports reflect total cost
and income for the medical school, other health and allied health professions schools where applicable,

and the teaching hospital(s).

To safeguard confidentiality, medical student enrollments are consistently reflected as within a range
of 50 rather than as a finite number.

Instructional unit costs are arrayed for undergraduate medical students; students seeking an M.S.
or Ph.D. degree and persons with an M.D. or Ph.D. obteining advanced training; and interns and
residents.




-

Percentage Allocation of Cost Instructisr.al Unit Cost

Total Direct by Function Medical Under- &raduate
Cost Patient Student graduate and Posc- House
(In Thousands) Instruction Research Service Enrollment M.D. doctoral Staff

Partial coverage of affiliated hospital(s)

$3,117 34.0% 40.0% 26.0% 300-350 $3,060 $4,921 $432
3,591 28.8 69.6 1.6 350-400 645 3,104 23

Complete coverage of affiliated hospital(s)

2,166 22.4 73.0 4.6 300-350 963 4,045 300
2,628 49.2 43.0 7.8 460-450 1,383 4,481 554

Complete coverage of own hospital

1,813 38.9 50.1 11.0 250-300 1,157 1,449 641
1,350 50.7 31.5 17.8 350-400 956 1,793 560

--conduct of research represents the greacest proportio.. of total direct cost in four of the six
schools arrayed. If graduate and postdoctoral instruction is combined with research, the resultant
category is easily the largest percentage of total direct cost in all six institutions.

—-more detailed analysis of .the instruction category shown on the foregoing table indicates that the
portion of total direct cost attributable to undergraduate medical student instruction varies
from 6.5% to 29.7%.

--the institution with the largest dollar volume of research shows the lowest percentage of total
dlrect cost and the lowest unit cost for the M.D. instruction function. This 1s also the only
one of the schools displayed which employed a core curriculum in the undergraduate medical
education program.

the scloe ! with the greatest proportion of cost in patient service has a pathology department of such
o abLormal gize, in relatfon to the other basic science depariments and to the total institution, as to
AIQJ!:;Jun. . percentuge cost allocations and unit costs.
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Unit Cost Comparisons

Once again, it should be understood that unit cost for "instruction" is not synonomous with a unit
cost for medical "education." The extent and cost of exposure to research and patient service
required for educational purposes has yet to be quantified.

Beginning with this table, the institutions whose cost allocation studiés are being displayed
have each been assigned a code letter. The eleven institutions will be simiiarly identified and
arrayed in this same sequence on all succeeding analyses.

Unlike the prior table, the unit costs reflected below have been derived by dividing total operating

costs, both direct and indirect, for each instructional category by the number of students or trainees

in thet particular category. Using institution ''C" as an example, the unit instructional cost

in the medical school for undergraduate medical students was $6,112 during fiscal ysar 1970. Inclusion
of the teaching hospital and its attendant costs of senior residents, nursing personnel, administrative
staff, etc., related to medical student instruction adds another $905 to the unit cost. The total

unit cost incurred within the health science center--both medical school and teaching hospital--for
instructing an undergraduate medical student was, therefore, $7,017. Moving to house staff

(i.e., intern and resident) instructional costs in this same institution. here again the $2,938

unit cost figure for the medical school alone is incorporated within and 1s not .added to the

$7,990 cost incurred by the health science center for "instructing" each house officer during this
particular fiscal year.




 w e

Graduat

Undergraduate M.D. Instruction House Staff Instruction toral
Medical Student Medical Health Science Medical Health Science Medicd
Institution Enrollment School Center School Center Hea

Partial coverage of affiliated hospital(e)

A 300-350 Not available (NA) $10,790 NA $6,947
B 350-400 NA 7,350 NA 6,655

Complete coverage of affiliated hospital(s)

300-350 $6,112 : 7,017 $ 2,938 7,990
450-500 3,192 4,551 3,717 7,630

|
C '
D 400-450 5,200 5,520 10,433 14,601 ‘
E

|

Complete coverage of own hospital

F 200-250 5,318 5,592 6,856 §,116
G 250-300 3,959 3,959 10,432 10,432
H 350-400 4,149 4,529 11,523 13,418
I 450-500 3,651 3,988 8,548 8,548
J 450-500 NA 4,247 NA 10,100
K '500-550 7,893 7,893 - 30,452
‘Weighted averages
8) Insti tutional Coverage ‘"C" - IIK" IIA" - "K" llcll - "K" "A" - "K"

b) unit cost $5,659 $5,831 $6,465 $10,879




Undergraduate M.D. Iastruction

House Staff Instruction

Graduate & Postdoc-
toral Instruction

Medical Student Medical

Health Science

Medical Health Science

Medical School and

Enrollment School Center School Center Health Center
hge of affiliated hospital(s)
300-350 Not available (NA) $10,790 NA $6,947 $6,463
350-400 NA 7,350 NA 6,655 7,587
age of affiliated hospital(s)
300-350 $6,112 7,017 $ 2,938 7,990 12,978
400-450 5,200 5,520 10,433 14,601 9,485
450-500 3,192 4,551 3,717 7,630 16,873
age of own hospital
200-250 5,318 5,592 6,856 8,116 12,606
259-300 3,959 3,959 10,432 10,432 2,804
350-400 4,149 4,529 11,523 13,418 6,186
450-500 3,651 3,988 8,548 8,548 6,370
450-500 NA 4,247 NA 10,100 5,413
500-550 7,893 7,893 - 30,452 5,480
ges
ucional coverage ‘"0" - "K" "A" - "K" "C" - "K" "A" - "K" "A" - "K"
ost $5,659 $5,831 $6,465 $10,879 $7,207
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--in computing unit costs, no adjustment has been made for the value of donated services by
volunteer faculty. The several studies followed no consistent approach as to (a) coverage
of volunteer faculty, (b) the value of volunteers in the educational program, or (c) expression
of a replacement cost in quantified terms.

—-except for institution "H", the instructional unit costs for graduate and postdoctoral students
were the same at the medical school and health science center levels. In this one instance, an
additional cost of $151 per student was incurred when elements beyond the medical school were
incorporated.

--the weighted average unit cost of $7,207 for graduate and postdoctoral instruction is the figure
computed at the level of the health science center.

--considerably greater variation exists among the eleven study institutions in terms of numbers
of house staff and graduate and postdoctoral students than is true in the area of medical student
enrollmeat. House staff varies from between 50 and 100 in three cases to well over 500 in one
institution. Graduate and postdoctoral students show an even greater range, from 50 or less
in four instances to close to 350 for one study participant.

--there is no particular correlation between size of student body and instructional unit
cost in either the house staff or graduate and postdoctoral categories. For example,
institutions "G," "H," and "I" all have more than 100 graduate and postdoctoral students,
and differ from one another in this particular area by a range of only 14 students. Yet,
the respective unit costs are $2,804, $6,186 and $6,370. 'C" and "J," to cite another illustrationm,
are only 21 anart in the number of house staff but have instructional unit costs of $7,990 and
$10,100, respectively.




Are the unit cost figures abnormelly low since they come from analysis of institutions in
financial difficulty?

Concelvably, instructional unit costs derived from analyses of eleven institutions who are all
recipients of NIH special project grants based on relative financial need or financial distress
may be on the lcw side as compared to costs incurred in institutions in better financial condition.

This, however, can only be tested through cost analysis in a broader range of institutions.

Although admittedly fragmentary, data avallable from the full eighteen cost allocation studies
does not suggest a gross 'underestimate." Two of the eighteen institutions are not currently
recipients of NIH financial need/financial distress awards, nor were they recipients of such
awards during the study period.

In one instance, the cost allocation study report was not utilized in the various analyses

since it lacked coverage of at least the education-related components of the primary teaching hospital.
While the medical school income displays in this particular report also require further scrutiny, the
allocations of cost by functional category seem acceptable. The medical school unit cost for
instruction of undergraduate medical students is shown as $6,693 for the fiscal year ending

June 30, 1970.

The second cost allocation report is from an institution which utilized final accounting data for
certain tabular displays, and preliminary information for the remainder of the document. The
computation of unit cost happens to be that segment reflecting the final accounting reports. For
instruction of undergraduate medical students the unit cost at the level of the "health science
center" is computed at $6,369.

As will be noted by comparison with the unit costs shown on the foregoing table, the two figures
cited above are not strikingly dissimilar from unict costs for instruction of undergraduate medical
students calculated among the eleven study institutions.
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Allocation of Costs by Functional Category

Shown below are the distributions of total operating costs by functional category, first for the
medical school and then for the health gcience center, including the teaching hospital.

The Seven Center Pilot Study data reflected in the upper part of the analysis covers the fiscal year
ending June 30, 1967. Besides instruction, research and patient service, a residual category--"other
programs'--was utilized in this particular study. This latter category has been excluded for purposes

of the present analysis, and consequently the sum of the weighted averages for the Seven Center study
data is somewhat less than 100%.

"Financial distress study" refers to the eleven cost allocation reports encompassing fiscal year 1970.

"Low" and "High" as used herein have been determined on an individual functional category and
sub-category basis and do not, therefore, add up to 100%.

The three sub-categories reflected under "Instruction” are simply breakouts from the latter figure,
and thus are shown in brackets. These three sub-categories, moreover, do not equate to 100Z of

instructional costs. The differential is represented by continuing education and other instructional
programs.




Kond

Seven Center Pilot Study

Ingtruction
Undergraduate M.D.

Graduate, postgraduate,
and postdoctoral

Intern and resident
Research

Patient Service

Financial Distress Study

Instruction
Undergraduate M.D.
Graduate and postdoctoral
Intern and resident

Research

Patient Service

ERIC
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Medical School

Health Science Center

Low Weighted Avg. High Low Weighted Avg.
25.6% 32.1% 54.3% 14.8% 19.8%
( 8.0) (10.5) (12.1) (3.3 ( 5.5)
( 5.8) ( 8.0) (15.4) ( 3.3) (5.2)
26.4 45.4 55.3 11.5 24.8
12.5 20.8 32.3 42.6 53.1
30.0 37.9 48.9 14.2 22.4
(13.6) (18.2) (27.3) ( 5.8) ( 8.5)
(1.8 ( 5.6) (8.7) ( .6) ( 3.0)
(0 ) (9.3 (15.6) ( 3.9) ( 6.1)
24,9 41,2 56.6 8.9 20,3
13.4 20,9 31.2 48,2 57.3

_High

28.17%

(14.1)

( 6.9)
( 8.3)
31.6

61.5

33.0
(11.4)
( 5.5)
( 8.7)

26.5

70.8




Allocation of Income by Source

Here again, medical school data is both identified separately and incorporated with that of other
organizational components to create a display for the total health science center. Reflecting
the internal structure of the eleven cost allocation study reports, this particular analysis is
based on information from seven institutions at the "medical school" level and eight institutions
at the level of the "health science center."

"Low'and "High" represent institution-by-institution comparisons by individual category and,
therefore, do not add up to 100%.

"Grants and contracts for instruction, research, and community service" reflect both direct support
and indirect cost allowances from Federal and State agencles, private enterprise, foundations, and
voluntary health organizations. The Federal Government is the predominant source of these funds.

Medical School Health Science Center

Low Weighted Avg. High Low Weighted Avg. High
Tuition and fees . 1.7% 8.6% 13.1% 1.9% 3.6% 8.8%
Grants and contracts for
instruction, research, &
community gervice 33.7% 55.2 80.6 15.9 25.3 43.4
Professional service program Toee 6.9 14.5 0.6 5.6 14.0
Service contracts--hospital
contributions T - 9.1 26.5 —_ 9.6 51.3
State appropriations - 16.0 50.6 - 14.2 45,1
Gifts, endowment earnings,
and investment income - 2.8 4.9 - 3.1 15.5
Patient fees - - — NA 36.9 67.6
Other — 1.4 3.4 ~ 1.7 4.5

* 100.02 bad bad 100.0% *




Comparison of Cost and Income for the "Undergraduate M.D. Instruction" Sub-category

This 1s the initial display of the results of comparing cost and income as reported by the institutions
in their respective allocation studies. Rather than showing cost and/or income data, the focus is
on the "surplus" or "deficit" derived from the comparison.

Taking institution "A" on the f{ollowing table as an example, cost and income data by functional category
is only available at the health science center level. That is, it is impossible to derive from this
particular study report functional cost and income data for the medical school, exclusive of the
teaching hospital. Institution "A" initially allocated all restricted purpose income, calculated the
"deficit" by functional category, and then applied a large item of unrestricted income so as to

offset the individual "deficits." Cclumn number 2 shows the magnitude of the unrestricted income
item——in this instance $4,538,000.

In an attempt to illuminate the areas of fiscal difficulty, wherever an institution allocated a large
item of unrestricted income (e.g., a State appropriation) in this fashion, the cost-income comparisons
are shown both before and after. The designation "No" in column 1 means that in reading across the
table from left to right, the cost-income coamparison has been drawn before application of the
unrestricted income item. "Yes" means that all income, unrestricted as well as restricted, as
allocated by the institution has been reflected in computing cosr-income comparisons.

Returning to institution "A," before application of the approximately $4.5 million income item,
the deficit in undergraduate medical student instruction was $964,000. Here and in each of the
following tabular entries of the results of comparing cost and income, the NIH special project
grant award based on relative financial need or financial distress has been included as income.

To put it another way, in the absence~—in the case of institution "A"--of the $571,000 NIH award
(column 5), the medical student instructional deficit at this stage would have been $1,535,000.
With the inclusion of all income received during fiscal 1970, institution "A" shows incouwe exactly
matching cost for the undergraduate medical instruction sub-category and (column 4) for the entire
health science center.

By and large, the eleven study institutions applied the income from their NIH special project grant
against costs of undergraduate medical student instruction.

ERIC
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Again for purposes of illustration, institution 'B" allocated a large item of unrestricted income—-
$2,874,000--in a manner to offset deficits by functional category and sub-category. Excluding these
funds from the cost-income comparison, the undergraduate medical instruction function would show a
$9,000 deficit. This deficit would be considerably larger wereit not for the $335,000 special project
grant award. By the same token, however, institution "B" has chosen to allocate virtually all of its
unrestricted income to a functional area other than medical student instruction. At institution "F,"
the medical school and the medical schonl-teaching hospital combination (i.e., health science center)
operated at deficits of $431,000 and $1,075,000, respectively, in fiscal 1970 (column 4). The
undergraduate medical student instruction function, if viewed in isolation, would have showm a
"surplus" even in the absence of the $400,000 NIH special project grant award.




(Dollars in Thousands)

1) (2) (3) (4)
Amount of
Unrestricted Income Unrestricted (peficit)/Surplus (Deficit)/Surplus

Allocated to Nffset Income Referred in Undergraduate for Entire Organi-

W >

Institution Deficits by Function? to in Column 1 M.D. Instruction zational Epntity
A Health Science No $(964) § %
Center Yes $4,538 - —
B Science Center No ( 9 *
Yes 2,874 - -
Medical School No 414 78
Science Center No 134 860
Medical School No 5 *
Yes 1,500 Not available (NA) -
Science Center No NA (315)
Medical School No 1,036 (352)
Science Center No NA ( 90)
‘ Medical School No 887 (431)
! Science Center No 821 (1,075)
Medical School No (518) *
. Yes 3,614 - -
! Science Center No (518) *
Yes 5,400 - —
! Medical School No (295) *
; Yes 3,836 - -
Science Center No (444) *
Yes 7,039 — —




l (Dollars in Thousands)
1 (2) 3

(4) (5)
Amount of Financial Need
d Income Unrestricted (Deficit)/Surplus (Deficit)/Surplus Award Included as
o Offset Income Referred in Undergraduate for Entire Organi- Income in Columns
Function? to in Column 1 M.D. Instruction zational Entity 3 and 4
$(964) $ * $571
$4,538 - -
« 9 * 335
2,874 - -
414 78 324
134 860
5 * 400
1,500 Not available (NA) -
NA (315)-
1,036 (352) 600
NA ( 90)
887 (431) 400
821 (1,075)
(518) * 275
3,614 - —
(518) *
5,400 - —

(295)
3,836 -
(444)
7,039 _—

699




Institution

¢))

Unrestricted Income

Allocated to Offset
Deficits by Function?

(2)
Amount of
Unrestricted
Income Referred
to in Column 1

(3)

(Deficit)/Surplus
in Undergraduate
M.D. Instruction

(4)

(Deficit)/Surplus
for Entire Organi-
zational Entity

(
Financ]
Award
Income
3 and

I Medical School
Science Center

J Science Center

K Science Center

No
No

No
Yes

No

458
295

(1,052)
( 154)

(1,514)

( 562)
(1,267)

*
238

(2,965)
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Unrestricted Income
Allocated to Offset

(2)
Amount of
Unrestricted
Income Referred

(3)

(Deficit)/Surplus
in Undergraduate

(4)

(Deficit)/Surplus
for Entire Organi-

85

(5)
Financial Need
Award Included as
Income in Columns

Deficits by Function? to in Column 1 M.D. Instruction zational Entity 3 and 4
No 458 ( 562) 395
No 295 (1,267)
No (1,052) * 165
Yes ( 154) 238
No (1,514) (2,965) 351




What has been suggested thus far?

--in general, the "instruction" functional category represents a minority of the costs incurred in
operation of the medical schools depicted on the foregoing tables

--at the level of the health science center, "instruction" plays an even smaller role proportionally,
with patient service programs replacing research as the largest cost center

-~there is no clear indication of economy of scale when comparing the size of undergraduate medical
student enrollment with the unit cost of "M.D. instruction," whether said cost is computed at the level
of basic science departments in the aggregate, the medical school, or the heslth science center

—-even adjusting for differences in student body size and study coverage of the teaching hospital,
there are wide variations among the eleven institutions with regard to unit costs for graduate and
postdoctoral and house gtaff instruction

~——where the cost allocation study encompasses complete coverage of the teaching hospiial, the unit cost
of house staff instruction is the most expensive instructional endeavor displayed for health science
centers in a clear majority of cases and by relatively substantial amounts

-—after adjusting to eliminate large items of unrestricted income such as State appropriations which
have been allocated in a manner to simply cancel out functional deficits, the severity of fimancial
difficulty directly related to "undergraduate M.D. instruction" is at least open to question

-~this should not be construed as challenging the right of an institution to distribute unrestricted
income among its multiple cost centers in any manner which the institution deems desirable. By
the gsame token, however, %he Federal- Government has an obligation to examine this distribution and
all of its attendant ramifications when the institution seeks project grant support for the
alleviation of financial difficulties encountered or anticipated in day-to-day operations

-~there are indications that NIH financial need/financial distress awards were utilized to a sizable
degree for maintenance of the "educational environment" rather than the '"M.D. instruction" function

--this latter hypothesis can be further tested through analysis of more comprehensive cost and
income data, initially utilizing the functional definitions employed in the rost allocation studies




Comparison of Cost and Income by Functional Area--Definitions as Utilized in the Cost Studies

The sample effort report form displayed earlier identifies the functional categories and sub-categories
employed by institutions participating in the cost allocation studies. As used on rhe following table,
therefore, "Instruction" encompasses instructional activities rélated to undergraduate medical students,
graduate and postdoctoral students, house gtaff, continuing education programs, and to the extent
applicable in each individual institution, dental, nursing, and other health and allied health professions
students. "Instruction" is the entire instructional activity of the health science center, as that
organizational entity has been defined for purposes of the cost study.

"Research"” represents two elements on the faculty effort report form--conduct of research and advisory
services to granting agencies. WNo distinction is made between gponsored and non-sponsored research.
Rather, the entire research function is the basis for the comparison of cost and income.

The final functional category--"Patient service"-—consigts of community and public health services and
patient services, as those terms are used on the faculty effort report form.

To reiterate several points made earlier:

—-all data being displayed has been derived, without substantive modification, from the respective
cost allocation study reports;

—-the NIH special project grant awards based on relative financial need or financial distress are
included as an income item in the cost-income comparisons;

—-to better illustrate the areas of specific fiscal difficulty, where large items of unrestricted income
have been allocated so as to offset deficitg by functional category, the cost-income comparisons
are displayed both before and after distribution of this income; and

—all data refers to the single fiscal year ending June 30, 1970.

Turning to a specific example at institution "G" the total cost incurred by the medical school in fiscal
1970 was $7,141,000. 1Inclusion of the teaching hospital and other components of the overall health
science center raised total cost to $17,629,000. As indicated by the column labeled, "Composite cost-
income variation," income exactly matched cost at both the medical school and heslth science center
levels.

Before consideration of a large item of unrestricted income which wag distributed in the cost allocation
study so as to offset deficits by functional area, costs incurred by major functional category have
been compared with, in essence, restricted purpose income. The result is a deficit in the medical
school of $1,616,000 in instruction, $454,000 in research, and $1,544,000 in patient services. Accordingly,
, 'instruction” is the functional area with the largest deficit. Both the overall deficit and the deficits
E]?Jﬁ:y functional area evaporate when unrestricted income is considered in the comparison.
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Although the specific numbers change, essentially the same situation prevails within the total health
science center. That is, before application of unrestricted income, institution "G" shows deficits
of $2,649,000 in instruction, $603,000 in research, and $2,148,000 in patient gervice.

Following up on the earlier comparison of cost and income for the "undergraduate M.D. instruction"
sub-category, when viewed in the aggregate, institution "B" shows a sizable deficit--$2,794,000--1n
the research area. Institution "F," on the other hand, has its greatest financial problems in the
area of patient service.

It is difficult to conclude that the deficits by functional category reflected on the following table
reflect explicit decisions of health science center management. Even where, for example, it was
recognized beforehand that a deficit would be incurred in research, the lack of an institution-wide
picture comparable to that provided by the cost allocation studies could have caused gross underestimates}
of the potential magnitude.

The stimulus to institutional self-study is perhaps the prime attribute of a cost allocation study.
The study itself provides little in the way of solutions to fundamental financial problems. On the
other hand, it does furnish a basis, however crude at this stage of methodological development, for
gsearching analysis.

Simply to illustrate the point, institutions "A," "G,”" "H," and "J" all had authority during fiscal
year 1970 to allocate large items of unrestricted income in a flexible manner. Theoretically at
least, they need not have reflected in their respective cost studies substantial deficits in the
"Instruction" category. What circumstances, for example, caused health science center "J" to so skew
the allocation of unrestricted income as to produce a deficit in "Instruction” and either a surplus
or parity between cost and income in the other main functional areas? Even more importantly, what
are the opportunities for modifying functional costs, income generated, and/or the distribution of
income?




institution

Organizational entity/

total cost

Comparison of Cost and Income by Functional Aren-Definitions as Utilized

Unrestricted income
allocated to offset

TABLE 3

Financial
need/distress Instruction

deficits by function? award

(Dollers in Thousands)

Cost-Income Variation by Functig

Research Patient

2artial coverage of affiliated hospital(s)

A

B

c

;omplete coverage of own hospital

F

Health Science Center/$8,848 No
Yes
Science Center/26,435 No
Yes
lomplete coverage of affiliated hospital(s)
Medical School/10,422 No
Science Center/33, 728 No
Medical School/12,497 No
Yes
Science Center/35,227 No
Medical School/11,047 No
Science Center/37,045 No
Medical School/k,907 No
Science Center/13,758 No
Medical School/7,1k41 No
Yes
Science Center/17,629 Mo
Yes
Medical School/9,198 o
Yes
Science Center/15,602 No
Yes
Medical School/10,488 No
Science Center/20,886 No

$571

335

32h

koo

koo

275

395

$(1,67h)

( 1uk)

( 19)
(2,134)

( 623)

NA

263
NA

181
( 1718)

(1,616)
(2,619)

(1,929)

(2,612)

( 159;’

$(1,066)

(2,79%)

( 535)
( 635

(1,292)

NA

816
NA

( 302)
( 310)

( usk)

( 593)
( 8us)

¥

¥
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TABLE 3

ison of Cost and Income by Functional Ares-Definitions as Utilized in the Cost Studiés
(Doilers in Thousands)
ctidiestricted income Financial Cost-Income Variation by Functional Area Function with

-y located to offset need/distress Instruction  Research Patient Service . greatest deficit
icits by function? award

No $571 $(1,674) $(1,066) $(1,798) Patient service
Yes P - - ¥
No 335 ( 144) (2,794) & Research
Yes - - -~ falad
No 32k ( 719) ( 535) 392 Research
No (2,134) ( 635 3,629 Instruction
No 400 ( 623) (1,292) Ly Research
Yes - - - ¥
No NA NA NA NA
No 600 263 816 (1,431) Patient Service
No NA NA NA NA
( No koo 181 ( 302) ( 310) Patient service
(E No ( 178) ( 310) ( 588) Patient service
(1 No 275 (1,616) ( bsh) (1,544) Instruction
Yes - - - *%
(2 No (2,649) ( 603) (2,148) Instruction
Yes - - - %
( Ho 699 (1,929) ( 593) (1, 315) Instruction
Yes - - - %
( No (2,612) ( 845) (3,583) Patient service
Yes - - —— ¥
No 395 ( 159% é h62; 60 Research
No ( 749 691 17s Instruction

89

Composite
cost-income
variation

( s62)
(1,267)

- . I .
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Institution Organizational entity/ Unrestricted income Financial Cost-Income Variation by |
total cost allocated to offset need/distress Instruction _ Research PiE
deficits by function? award

. J Science Center/34,268 No 165 (5,621) (1,807)
\ Yes ( 748) --

K Science Center/48,195 No 351 (1,762) (3,242)




icted income
ed to offset

Financial

s by function? award
No 165
Yes
No 351

Cost-Income Variation by Functior 1 Area
need/distress Instruction

Research Patient £ rvice

Function with
greatest deficit

(5,621)
( 748)

(1,762)

(1,807)

(3,242)

(1,057)
985

2,039

Instruction
Instruction

Research

80

Compos i te
cost-: ncome
variation

*
23

(2,9 5)




Comparison of Cost and Income by Functional Area--Redefinition of "Research" and "Patient Servlces"

As indicated earlier, a hypothesis has been established that in a number of instances among the group ¢
eleven institutions, NIH financial need/financial distress awards were being utilized to a sizable
degree during fiscal year 1970 for maintenance of the "educational environment" rather than for the
"undergraduate M.D. inst :uction" function.

To gain another perspective from which to examine this issue, the major functional categories have bee
redefined from the definitions employed in the cost studies. More specifically, the sub-categcries
"graduate and postdoctoral instruction" have been associated with "research," and "house staff
instruction” has been combined with "patient services."

The rationale for this action is two-fold:

—-faculty encounter greater difficulty in separating these closely related endeavors for purposes of
completing the effort report form than any other multipurpose activities; and

-—the predominant source of funding for graduate and postdoctoral training is from the research
area, and the primary source of funds for house staff instruction is through patient service programs
such as Medicare.

As used on the following table, "Instruction” is defined as being restricted to undergraduate medical
students, other health professions students, nurses and allied health personnel, and continuing
education programs. Hence the column heading "Instruction of M.D. students and related personnel."

None of the data reported in the individual cost allocation studies has been revised. It has
simply been rearrayed based on the method of treating costs and income associated with graduate
and postdoctoral and house staff instruction.

In other principal respects, interpretation of the data display is identical to the tables presented
earlier.

As will be noted by comparing the cost-income variations by functional area with the preceding table,
the most dramatic reflection of the revised definitions is caused by the shift of house staff
instruction costs and income. This is especially noticeable in institutions "A," t'c," "F," "G,"

"H," and "J." Taking "H" as an example, at the level of the health science center and before appli-
cation of unrestricted income allocated to offset functional deficits, "Patient service " showed a
"loss" of $3,583,000 on Table 3. This has now increased to $4,726,000 on the following table.




TABLE 4
Compar ison of Cost and Income by Functional Arca--Redefinition of "Research" ai

(Dollars in Thousands)

K

Institution Organizational entity/ Unrestricted .ncome Financial Cost-~Income Variation by Fung
total cost allocated to « ffset need/distress Instruction of Graduate
deficits by finction? award M.D. students instruction
and related and conduct
personnet of research

Partial coverage of affiliated hospi :al(s)

A Health Science Center,’$8,848 No $571 $(C 973) $(1,156)
Yes - -

B Science Center/26,435 No 335 ( 346) (2,903)
Yes - -

Complete coverage of affiliated hosp. tal(s)

C Medical School/10,442 No 324 150 ( 627)

Science Center/33,728 No (¢ 797) ( 728)

D Medical School/12,497 No - 400 { 266} (1,649)
Yes - -
Science Center/35,227 No A NA

E Medical School/11,047 No 600 613 726
Science Center/37,045 No NA NA

Complete coverage of own hospital

F Medical School/4,907 No 100 751 ( 383)
Science Center/13,758 No 488 ( 391)
G Medical School/7,141 No ) 275 ( 715) ( 606)
Yes - -
Science Center/17,629 No (1,680) ( 789)
Yes - -
Q H Medical School/9,198 No 99 ( 916) ( 594)
‘ Yes -- -
Science Center/15,602 No (L,451) ( 862)

Yes -- -
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TABLE 4 9 2

nd Income by Punctlonal Area--Redefinition of "Research" and "Patient Services"

(Dollars in Thousands)

sted .ncome Financial Cost-Tncome Variation by Fungtlonal Area Eunction with Composite
to ¢ ffset need/distress Instructlon of Graduate House staff greatest deficit cost-income

by finction? award M.D. students instruction instruction variation
and related and conduct and patient
personnel of research service

No $571 $C 973) $(1,156) $(2,409) *atient service $ *

Ves _— _— _— *k -

No 335 ( 346) (2,903) 375 * asearch *

Yes p— ——— — %k -

N0 324 150 ( 627) 554 :search 78
No ( 797) ( 728) 2,385 .D. Instruction 860
No . 400 ( 266) (1,649) 414 \esearch *

Yes - _ _ *%k -

No NA : NA NA NA ( 315)
No 600 613 726 (1,691) Patient service ( 352)
No NA NA NA YA ( 90)

g No 100 751 ( 383) ( 799) Patient service ( 431)
No 488 ( 391) 1,172) Patient service (1,073)
No 275 ( 715) ( 606) (2,293) Patient service *

Yes - — - %k p—
No (1,680) ( 789) (2,931) Patient service *
Yes - - - *% -
99 ( 916) ( 594) (2,326) Patient service *

- - -— ok -

(1,451) ( 862) (4,726) Patient service *

- — - *k -
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Institution Organizational entity/ Unrestricted income Financial Cost-Income Variation by Funct
total cost allocated to offset need/distress Instruction of Graduate

B

deficits by function? award M.D. students instruction 1

and related and conduct a

personnel =~ of research s
1 Medical School/10,488 No 395 . 440 ( 936)
Science Center/20,886 No ( 163) ( 961)
J Science Center/34,268 No 165 (2,837) (2,739)
( 347) ( 134)

K Science Center/48,195 No 351 (1,562) (3,360)




ted income Financial Cost-Income Variation by Functional Area

to of fset need/distress Instruction of Graduate House staff
by function? award M.D, students instruction instruction
and related and conduct and patient
pescsonnel of research service

o 395 440 ( 936) ( 65)

o ( 163) ( 961) ( 143)

165 (2,837 (2,739) (2,910)

( 347) ( 134) 718

(1,562) (3,360) 1,957

Function with
greatest deficit

Research
Research

Patient Service
M.D. instruction

Research

93

Composite
cost-incone
variation

( 562)
(1,267)

*
238

(2,965)




What du the two alternate methods of cost-income comparison show?

—-using the functional definitions employed in the cost allocation studies {Table 3), all eleven
participants would reflect a fiscal 1970 "deficit" in the instructional category (total
instruction and not just undergraduate medical studen* instruction) 1f the NIH financial need/
financial distress project grants had not been available. This, of course, assumes maintenance
of other aspects of health science center operations as they were actually carried out in 1¢70.

——again using the functional definitions of the studies, "Instruction" is identified as the area of
largest dollar deficit in 7 out of the 17 instances at the medical school and/or health science
center level where cost-inccme comparisons are possible (Table 3).

~—conversely, employing revised definitions which shift the locus of costs and income for
graduate, postdoctoral and house staff instruction (Table 4), the residual "Instruction"
cal egory becomes the area of greatest dollar deficit in only 2 out of 17 instances where a
cos ~‘ncome comparison is possible.

-—1f NIH special project grant awards are not counted as income in the cost-income comparisons,
"Instruction" is the greatest deficit area in 9 of 17 {nstances employing the functional
definitions of the cost allocation studies. Thiy changes to only 3 of 17 based on the revised
functional definitions used for Table 4.

~—comparison of costs and income for the "Instruction of M.D. students and related personnel"
category produces a surplus in certain cases (Table 4). At the level of the medical school,
institutions "C," "E," "F," and "I" reflect surpluses ranging from $150,000 to $751,000. When
the teaching hospital and any other components of the total health science center are added,
however, the number of instances of a "surplus" drops to one or two (i.e., "F" and perhaps "E").

——continuing further with the foregoing analysis, if income from NIH special project grant awards
were then disregarded, three institutions ({.e., “E," "F," and "I") would still retain a "surplus"
ranging from $13,000 to $351,000 in the medical school component of "Yaziruction of M.D. students
and related personnel." From the perspective of the health science center, "F'" and perhaps "E"
would also retain a surplus of income over cost incurred for this particular functional category
in fiscal 1970.




What do the cost allocation studies reflect with regard to dental education?
--only two dental schools are incorporated in the 11 (or 18) cost studies
—-one 1s a State institution and the other privately operated

--clearly this is an inadequate sample for purposes of generalization

~~moreover, the two schools were not treated on a comparable basis in the respective cost studies.
In one instance, the dental clinics were identified as separate cost centers and have subsequently
been treated entirely as an "instructional cost. Clinical costs, which are relatively substantial,
were arbitrarily divided between "instruction” and "patient service" in the second study

--both schools gecure basic science instruction necessary for dental education from related medical
schools. This 1is certainly one factor in the comparative paucity of research costs. Research

ranges from 11.0% to 15.9% of total operating cost, well below the low of 24.9% in the group
of eleven medical schools described earlier

--undergraduate dental instruction represents 43.3% and 54.3% of the respective total costs,
considerably above the high of 27.3% recorded for undergraduate medical student instruction

-—here again, however, there is a serious problem of comparability since the percentages
cited for "DDS instruction" incorporate much or all of the exposure to patieat service
necessary for educational purposes. That is, the dental clinic costs are the service
component of undergraduate dental education

—--the "7-Center Pilot Study" encompassed three dental schools. Using weighted averages to
compensate for variations in total operational costs, analysis indicates that 58% of the
costs incurred by this group of schools were attributable to urdergraduate DDS instruction
and 14.6% were attributable to regearch. Thus, the latest two dental school studies are
roughly comparable to the previous three in the allocation of costs

--allocating all clinic costs in one school as an educational expense produces an 'undergraduate
DDS instruction" unit cost of $5,346. The school which arbitrarily split clinic costs between
"instruction" and "service" has a $3,359 unit cost for the same category

Q
[SRJ!:30mparison of co«t and income by major functipnal category 1s inconclusive at best
AR T o L . . B SUOP




Footnote

1/ Thomas J. Campbell, Program Cost Allocation in Seven Medical Centers: A Pilot Study (Evanston,
I1linois: Association of American Medical Colleges, 1969), p. 7.




The Cost of Medical/Dental Education

As emphasized earlier, the cost allocation studies identify instruction (i.e., student counseling, facult
preparation time, and student contact) rather than education as a cost center or category. Closing this

6 gap requires isolation of those costs of research and patient service necessary for or applicable to the
educational process.

Congressional téstimony of the Chairman of the Executive Council, Association of American Medical Colleges
expresses one approach to computing the unit cost of educating a medical student.

Since 1967 the Assoclation, in cooperation with the HEW Department, has been engaged in a series

of studies to develop an effective methodology for cost allocation among the many and complex
functions and programs of academic health centers. Substantial progress has been made in this
effort, and we believe we do have a sound method of measuring functional costs. We have a fair
ways to go before we can provide valid data on end-purpose program costs which can be used with
confidence and without major qualifications. Based on the overall reporting of medical school
expenditures, it is estimated that the mean cost of the elements of 9rograms of educating a medical
student ranges. upward from $15,000 to $25,000 per student per year.l

Likewise, the Annual Survey of Dental Educational Institutions divides the total expenditures of dental
schools by the number of undergraduate dental students to arrive at an approximate unit cost per student
of $8,480 for fiscal year 1969. The Survey report characterizes this figure as ''the most realistic and
valid data yet available on the cost of education per dental student" while acknowledging that it

"does not take into account the variations which exist among dental schools in terms of the number of
students enrolled in advanced education, dental auxiliary programs, and continuing education programs.”—/

Carroll and Darley have cited several common misuses of cost data, including:

(1) Computing a unit cost by dividing the number of undergraduate medical students into
expenditures from funds for regular operating programs -- the basic derivation of the
$15,000 figure used by the AAMC. "This unit cost . . . is inaccurate because it includes
expenditures for educating students other than those seeking the M.D. degree plus
expenditures for research and services essential to the total body of students.” (Emphasis
supplied.)

(2) Treating total school expenditures as the cost of educating M.D. (or, for that matter,
dental) students. "This figure should not be usa? - . . because it is improper to charge
this one program with the costs of all others." 3. (Emphasis supplied.)

To summarize, then, commonly employed calculations of the unit cost of undergraduate medical or dental
education have such fundamental weaknesses as to be of little utility,

[€)




ulty How can an educational unit cost be determined?

is

he Implicitly at least, faculty effort reporting as used in the cost allocation studies is grounded in the
belief that the problem at hand is one of "joint costs." A classic illustration is grand rounds, where
a clinical faculty member may be rendering professional service, instructing house staff and senior

eges medical students, and performing clinical research by monitoring the progress of certain patients involved

in a research protocol.
According to the National Association of Accountants:

Costs are joint when two or more distinguishably different products are produced together from a
single input cost factor. The characteristic condition of a joint cost is that the cost of several

different products is incurred as a lump sum for the vombination and not separately for the
individual products.ﬁ

1]

"Simultaneous production" and "inseparability" are, therefore, two fundamental determinants of a joint
cost activity.

t Patient care, however, can be and in many general hospitals is carried on without a simultaneous educational
or research activity. Similarly, biomedical research can be, and is, performed in settings which lack
concomitant ac.ivities in patient service and education.

i2/

Thus, despite the specific illustration of grand rounds, medical center activities in general do not appear
to constitute "joint costs" as that term is defined in an accounting sense.

Conceptually, economics rather than cost accounting provides a starting point for analysis. To quote

from a recent study of the University of Tennessee College of Medicine conducted. by the Stanford Research
Institute: )

it is highly unlikely that all, or even a major share, of research expenditures are actually
necessary to the teaching function. But we are in no position to say what percentage of sponsored
or departmental research is a necessary component of medical education.

k k k k k k % %

Patient care is an output as far as the hospital 18 concerned, even though it 18 considered an
input to medical education. Since most of the patient care would be rendered even if there were
no undergraduate M.D. students using the clinical facilities as part of their educational program,
it is very difficult to determine the incremental cost that should be apportioned to education,

and it is the incremental cost that isg relevan?. What this means is that on the clinical side
[ZRJ!:‘ patient care is analogous to a Joint product.é




SRI has mede a value judgement regarding the necessary level o. research, for example. Their critical
finding, however, is that it 1is the incremental cost that is relevant.

ed In conclusion, the methodology for cost allocation in a university health science center should be
grounded in the concept of incremental costs rather than joint costs. While seemingly a "technical
distinction," such an approach, if accompanied by appropriate instructions, should simplify completion
of effort reports by the faculty and help assure greater comparability of results among multiple
institutions conducting cost allocation studies.

From the standpoint of the Federal Government, further perfection of the methodology and techniques
of cost analysis 1s a major step in pursuilt of an objective of adequate reimbursement for each health
science center output--education, research, and/or patient service--which any given Federal program
may be seeking to purchase.

‘Certainly, more work is required in this area to develop improved guidelines definitively to validate

(or invalidate) effort reporting as a data gathering technique, test alternative forms of data gathering,
mal upgrade health science center accounting systems where necessary, and identify and quantify those inputs

of research and patient service necessary for computation of a true "unit cost" for educating a medical

student or any other category of student.

ear




How extensive an "educaticnal environment" is required for elucating undergraduate mcdical (and dental)
students?

"Fducationsl eunvircnment" may be taken to mean the presence of house staff, graduate and postdoctoral
stuients, eic., as well as blomedical rescarch and patient service. Tt is the total setting within
which the elucationzl procegs is carvied out.

Thne unrefined zcst of the setting is reflected in the high unit cost of undergraduate medical education
cited by the Association of American Medical Colleges, among cthers. Another manifestation 1s statements
to the effect that medical and dental educaticn are the highest cost elements within higher education.

While cost analysis within the parent university is at an even more rudimentary stage than the health
science center-oriented cost allocation studies, there are fragmentary indications that, within certain
institutions and on a unit cost basis, other graduate programs may approach or even exceed the unit cost
of instructing a medical student.

Nor need the ''setting' be beyond scrutiny as to its magnitude. It may be possible to reduce so-called
"supporting programs'' by changing the complex of such programs, the scope of each, or within the limits
of quality demands, the character of each.

b}
A prime illustration of this type of thinking are current efforts, such as those underway at the new
University of Missouri-Kansas City Medical School, to fully utilize existing community resources rather
than creating a new teaching hospital complex from the ground up, and to maintain an orientation toward
biomedical research which determines the size of the research function in relation to the educational
mission of the institution.

Indeed, the instructional function itself needs to be reexamined in terms of the breadth of professional
competencies required by any single institution. With the advent of large-scale Federal research support
has come a greater variety and larger number of faculty talents. Without diluting the quality of
instruction offered,. what can be done in the way of inter-institutional sharing of faculty resources,

for example, which can lower both the cost of the educational setting and the unit cost of education?

..This 1s but one of a series of issues which requires exploration in attempting to define the magnitude

of the necessary "educational environment."

¥
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Program Budgeting by State Agencies

With the advent of Planning-Programming-Budgeting at the Federal level, State governments have shown
an interest in adapting this management system to their own operations. Universities, and health
science centers,are being affected in varying degrees.

The University of California, for example, has developed student-faculty ratios for each health
science educational program. Selected illustrations from the 1970-71 Budget are as follows:

Schools of Medicine

M.D. Curriculum 31
Interns & residents
Campus & County Hospitals 8.5:1
Other Affiliated Hospitals 15:1
Allied Health Programs 20:1

Schools of Dentistry

D.D.S. Curriculum L=
Graduate Professional, Interns &
Dental Hygienists 8.5:1

A budget can be constructed using these ratios together with projected enrollments, estimated
average salaries, and allowances for miscellaneous expensges.

The California ratios include some unidentified allowance for non-sponsored faculty research. The
entire systém, however, is geared to a determination of the level of State financial support for
the health science programs. Hence no official recognition is given to income from Federal sources,

voluntary health agencies, and private foundations which, in the research area, fund about 95% of
the University's total effort. -

Utilizing information developed in a cost allocation study, the University of Florida Medical Center

is currently developing a program budgeting system with potential applicability to other health
science centers.
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Application of Systems Analysis to University Health Science Centers

-~-from a management standpoint, the cost allocation studies may be viewed as a 'first generation" approach.
Of greater complexity, and potential utility, are a number of activities now under way to describe the
operations of health science centers in mathematical terms.

-~research on computer-based mathematical simulation models for science center management began at the
University of Toronto Faculty of Medicine. The basic input is detailed faculty activity reporting secured
through a questionnaire or personal interviews. Over time, a series of models have been created designed
to calcuiate, for example, staff teaching loads, patient exposure, and teaching space needed for under-
graduate M.D. and other health science programs; the total resources, in terms of staff, space, operating
costs, etc., required to carry out education, research, and service programs; and assessments of the
likely funds available under existing or proposed fiscal and patient care policies.2

--in addition to being "future-oriented'" rather than reflecting "a slice-in-time," the simulation models
have the obvious advantage of permitting decision-makers to rapidly obtain answers to many critical

"what 1f" questions.

--1in January 1971, the Duke University Medical Center began a long-term project to redesign the Toronto
models and test their applicability in the assessment of alternative resource allocations. The University
of Vermont College of Medicine has also indicated a desire to adapt some of the Toronto analytical
methodology.

-~again, recognizing their potential value, these efforts are fraught with difficulty in terms of the
reliability of the basic faculty input data, the cost of implementation, and the need for "parallel
runs' with more traditional decision-making processes.

--of perhaps greater short-range value, although this too requires further evaluation, are simpler studies
such as that undertaken at the University of Iowa College of Medicine to analyze in depth the origin
and interdependence of health science center operating costs.

-—-as indicated at an NIH-sponsored gathering of Federal representatives and outside experts held early
in 1971, there is no evidence to date that a so-called "normative model' of medical educational institutions
has yet been developed even in rudimentary form.




--Wing and Blumberg have sought to use multiple regression analysis as a tool for allocating 1964-65
aggregate medical school expenditures to the major educational programs.l/ The analysis, however
employed data from financial reports which are of questionable reliability because of differing
interpretations of the proper categorization of operating funds by individual medical schools.
Moreover, as noted by Fein and Weber, while "the regression procedure is commonly used to estimate

cost functions . . . there are a number of institutional probiems which affect the applicability

d of the procedure for medical schools."8/

--in summary, while there have been some promising initial attempts, the need for further research
in the application of systems analysis techniques to health scilence center operations is obvious.




Footnotes

1/ wWilliam G. Anlyan, Vice President for Health Affairs of Duke University and Chairman of the Executive
Council of the Association of American Medical Colleges, "Statement by the Association of American
Medical Colleges on Extension of the Health Professions Educational Assistance Act," Presented
before the Public Health and Environment Subcommittee of the House Interstate and Foreign Commerce
Committee, April 21, 1971, pp. 19-20.

2/ American Dental Association, Annual Report on Dental Education 1969/70: Financial Information,
A Renort Prepared by the Council on Dental Education in Cooperation with the American Association
of Dental Schools (Chicago: American Dental Association, 1970), p. 6.

3/ Augustus J. Carroll and Ward Darley, "Medical College Costs," Journal of Medical Education, 42
(January, 1967), 4.

4/ Costing Joint Products, National Association of Accountants Research Series No. 31, quoted in Robert
I. Dickey (ed.), Accountants' Cost Handbook (2nd ed.; New York: Ronald Press Co., 1967), p. 13.3.

5/ Carl H. Rittenhouse and Samuel Weiner, A Study of the Semiannual Admissions System at the University
of Tennessee Ccllege of Medicine (Menlo Park, Calif.: Stanford Research Institute, 1971), pp. 54-55.

6/ Richard Wilson, Director, Health Sciences Functional Planning Unit, University of Toronto, ''The
Application of Systems Analysis to Health Sciences Educational Planning," March, 1970, pp.2-3.

1/ Paul Wing and Mark S. Blumberg, "Operating Expenditures and Sponsored Research at U.S. Medical Schools:
An Empirical Study of Cost Patterns," Journal of Human Resources, 6 (Winter, 1971), 75.

8/ Fein and Weber, 243.
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Inpact of Pending Legislation*
A. "The Social Security Amendments of 1971"

1) Payment for zervices of tesching physiciane

In general, reimbursement for "teaching physician' services to nonprivate Medicare patients
would be included under Part A, on an &ctuzl cost basis. Payment would also be provided

on a cost-equivalent basis for the services of unpeid, voluntary faculty. This "cost-
equivalent" wouid be based on the average salary (exclusive of fringe benefits) for all
full-time physicians &t the hospital or, i{f necessary, at like institutions in the ares.
These payments would be deposited i{n a fund designated bty the organized medical staff and
used for house staff stipends, to add or upgrade necessary facilities or services, support
continuing education programs, or for similar educational or charitable purposes,

Fee-for-service charges would continue to be recognized under Part B for Medicare benefi-
ciaries where a bona fide "private patient" relationship had been established or the hospital
had, in the two-year period ending in 1967, and subsequently, customarily charged all patients
and collected from at least 50% on a fee-fore-gervice basis.

Finally, a hospital could include in its calculations for Part A reimbursement the actual
reasonable costs which an affiliated medical school incurs in paying physiciane to treat
Medicare patients in the hospital, Only medical school costs which would be covered under

Part A if provided by a hospital would be eligible for reimbursement on a reasonable cost basis.

The intent of the Ways and Means Committee is quite clear:
in any borderline or questionable areas concerning whether reimbursement for the

services of teaching physicians in a given institution or setting should be on a
costs or charges basis, reimbursement would be on the basis of costs. lj

*With the exception »f the Comprehensive Health Manpower Training Act of 1971, the other bills
described in this gection are still pending before the 92nd Congress. The effective dates shown
as well as other provisions of the pending legislation are, therefore, still subject to change.




8.

These provisions would become effective with respect to accounting periods beginning on
or after July 1, 1971.

The impact of these charges are as follows:

--they will "greatly simplify the administration of the progran by making it unnecegsary
to distinguish, as required by present law, between a phyeician's teaching activities
and patient care activities in submitting and paying billg" 2/

~—the present anomaly with regard to the lack of Part A reimburgement for services whose
costs are borne by a medical school rather than its affiliated hospital will be eliminated,
providing additional income to such schools

--while payment for services of volunteer faculty may already be used for educaticnal purposes
in some ingtitutions, this will now becoue a mandatory requirement

———

--conversion from a charge to a cost-baged method of reimbursement could well result in a
net loss in income to those medical schools and affiliated hogpitals with significant
numbers of non-private patients, which have highly organized faculty group practices,
centrally managed professional gervice plansg, and reliance upon practice income ag a
major means of covering operational expensesg

--without some operational experience, it is difficult to predict whether the pending
changes will reduce or increase the flow of Medicare funds for physician gervices into
health gcience centers in the aggregate

2) Experiments and demonstration projects in prospective reimbursement and incentives for

£conomy

Effective upon enactment, this provision requires a report to the Congress no later than
January 1, 1973, on the experiments and projects carried out together with recommendations
as to program-wide implementation. Among the purposes for which the Secretary is authorized
to engage in experiments:




T

to determine whether payments based on a single, combined rate of reimbursement
for teaching activities and patient care rendered by residents, interns, and
supervisory physicians cornected with a2 graduate medical education program
would result in more equitable znd economical patient care arrangements. 3/

3) Other provisions not specifically related to university health science center components

While not sirgling out for special comment medical schools, teaching physicians, or
teaching hospitals, a series of provisions in the Social Security Amendments are likely

to affect the level of income generated from Medicare and, because of Medicare's importance
as a standard for determining reimbursement policies, from other income sources as well.

Provision

a) Extending health insurance

Effective Date

Potential Effect on Income

coverage to the disabled July 1972 Plus
b) Incentives for comprehensive care

under Medicaid July 1971 Plus
c) Deductible and cost sharing under

Medicaid July 1972 Minus
d) Limit on costs recognized as

reasonable July 1972 Minus
e) Limits on prevailing charge levels CY 1971 Minus
f) Reductions in optional care and

services under Medicaid Enactment Minus
g) State determinations of reasonable July 1972 )

hogpital costs under Medicaid or earlier if Minus

a State desires

Of benefit in terms of potentially improving health science center-SSA relationships is
a provigion to create a provider reimbursement review board under Medicare.
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B. "The National Health Insurance Partnership Act of 1971"

1) National health insurance standards

Requires employers to make available a basic heelth care plan for employees and their
families with benefits including inpatient hospital services, physiclians and other services,
well-child care (to age 5), and annual eye examinations (to age 12). Provides for
deductibles and co-insurance, except for well-child care.

Reimbursement for services will be subject to Medicare reasonable cost and reasonable
charge limits

Effective as of July 1, 1973

2) Family health insurance plan

Provides health insurance to family members not eligible for coverage under the health

insurance standards provisions or Medicare, where the annual family income is less than

$5,000 for a family of four (and comparable amounts for families of other sizes) and family
resources are less than $1,500. Benefits for a family member include up to 30 days of inpatient
hospital care per calendar year; emergency and laboratoxy services; and eight physician visits
per year, excluding visits for prenatal, postnatal and well-child care, or family planning
services.

Provides for a system of premiums, deductibles and co-insurance with reimbursement agsin
subject to the provisions of Medicare

Effective as of July 1, 1973
Based on the earlier references to losses in the teaching hospital as a concomitant of medical school

financir? distress, the health insurance standards and FHIP proposals have the potential to
signifi:+ tly improve the fiscal position of university health science centers.




C. 'Comprehensive Health Manpower Training Act of 1971"

The Administration proposed a $6,000 per graduate capitation grant as the basic Federal support
mechanism for medical, dental, and osteopathic education. As stated in the recent White Paper,
"Towards a Comprehensive Health Policy for the 1970's," these funds plus funds for special
project grants,

and Federal funds for other purposes (participation in HMOs, in Regional Medical Programs,

and so forth), should relieve most and possibly all of the schools’ present financial distress.
For a few schools, "emergency'grants maZ still have to be provided, but the goal is to eliminate
"crisis" financing in the near future. %/

The health manpower legislation initially approved by the House of Representatives contained a more
generous capitation grant program, and special project grants for some eleven specified purposes
(e.g., curriculum improvement, educational research, etc.) with authorization to use up to one-half
of appropriated funds to assist health professions schools in financial distress.

The report of the House Committee on Interstate and Foreign Commerce remarked that:

The capitation grants are designed to provide a dependable support base for the educational
programs of the health professions schools without having to go through the "back door" of
research to support education.

* % k % %

[Special project] grants would be used for operational costs required to maintain quality
educational programs or to meet accreditation requirements.

* % % % %

The special project authority is designed to provide emergency financial assistance . . oy
while identifying the factors that have led to . . . financial difficulties and determining
the appropriate means for remedying them. 2/
As recommended by the Administration, the House bill specified that the Secretary may impose certain
terms and conditions related to financial distress grants, including requirements that the school

10
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(1) to disclose any financial information or data deemed by the Secretary to be necessary
to determine the sources or causes of that school's financial distress, (2) to conduct a
comprehensive cost analysis study in cooperation with the Secretary, and (3) to implement
any operational and financial reforms recommended by the Secretary on the basis of
information obtained in the course of the comprehensive cost analysis study or on the
basis of other relevant information. 2 . -
In reporting out the "Health Professions Educational Assistance Amendments of 1971," the Senate
Committee on Labor and Public Welfare outlined the following philosophy with regard to operational
support of health professions schools:

The covert support of educational programs through the research grant mechanism is not
in the public interest and it is an inadequate mechanism for that purpose.

* % % % %

The bill therefore entitles each educational institution to an award intended to cover

approximately one-third of the average per student educational costs incurred nationally by

such institutions if the institution makes a reasonable effort to respond to the national need
R by increasing enrollments, reducing the time period required for the completion of study and

making other efforts to increase the supply of health services personnel and by improving

and expanding educational programs.

To the extent essential for the education of the students the Committee understands that the
costs of research and the costs of patient care are integral to per student costs of the
institution. And that they shall be included in the calculation of costs for the purposes of
applying for their entitlement grant. v

As proposed by the Committee and approved by the Senate, a multitiered capitation formula was approved
authorizing higher amounts than contained in the Administration or House versions of the legislation.

A separate authorization, beginning at $50 million in fiscal 1972 and declining by $10 million
annually to a total of $10 million in fiscal 1976, was included for relief of health professions
schools in financial distress. These project grants were to assist any school which is in serious
financial straits to meet its costs of operation or to meet accreditation requirements. The terms
and conditions of award paralleled those contained in the Administration and House bills.
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The Senate bill also provided for a study of the cost of educating students of the various health
professions. As noted by the Labor and Public Welfare Committee:

in view of the Congressional desire to provide reasonable and realistic support to these
institutions for the education of health professions students including to the extent determined
essential to the educational program the costs of biomedical research and patient care the
Committee has, therefore, directed a special study . . . to determine by January 1, 1973, the
average per student cost of education in the various health professions, and to describe uniform
standards for defining and reporting such costs in the future.

The Committee feels that the National Academy of Sciences and within it the newly created
Institute of Medicine has the breadth of . 7 expertise plus the respected independent status
required to . . . undertake such a study. & .

In another new departure, the Senate authorized capitation grants for the support of graduate medical
and dental education in the belief that "a portion of the costs of these programs should be born (sic)
nationally, rather than by the people wh: use the hospital--or the benefactors of the medical school."”
Annual awards were to be made to medic., Jental, and osteopathic medicine schools as well as
non-affiliated hospitals for the support of educational costs of graduate training programs.

Schools or hospitals with approved applications would be entitled to receive $3,000 for
each full-time intern or resident in primary health care, or any other shortage area
designated by the Secretary, and $1,500 for each physician or dentist in any other graduate
training program.

Grants would be phased, so that in the first year of the program (fiscal year 1973), only
physicians and dentists in first year graduate programs would be counted, . . .

Among other conditions incident to a grant award, the Secretary of HEW was "to define those items
included in educational costs (but these shall not include costs relating primarily to patient

care)."9/
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The Committee of Conference adopted the Senate provision that capitation grants be used for the
support of education programs, bu: deleted language declaring the intent of Congress that these
grants provide approximately one-third of the national average of education costs, The capitation
program approved in Conference is closer in amounts authorized to the House than the Senate bill,

While approving speciel project grants and contracts, the conferees specifically repealed authority
allowing thege funds to be used for projects of schools in financisl distresgs, Support for these
institutions is limited, as proposed by the Senate, to a separate authorization identified as
“Grants for schools i{r financiasl distress." The conference substitute authorizes appropriations

of $20 million in fiscal 1972, $15 million in fiscal 1973, and $10 million in fiscal 1974 for such
grants., These funds are to assist any health professions school "which is in serious financial
straits to meet its cost of operation or which has special need for financial assistance to meet
accreditaticn requirements." 10/ The terms and conditions of award follow the earlier House and
Senate bills, but with an added proviso that the recipient school must maintain its level of effort
in expenditure of non-Federal funds. The Secretary of HEW may waive this latter requirement in
certain circumstances.

The Committee of Conference retained the Senate provision for a study of costs of educating students
of the various health professions with the following comment:

The conference substitute requires studies to determine the national average per student cost
of health professions and nursing schools to provide training for the first professional degree,
Reports shall be submitted describing such costs, defining national uniform standards for
determining such costs in future years and describing the costs of implementing such standards
in the health profesaions schoolg and recommending how the Pedersn! Government can most
equitably meke capitation awards to schools based on these costs, The conferees intend that
Congress shall as promptly and fully as practicable consider the implementation of the interim

and final reports /to be submitted no later than March 30, 1973 and January 1, 1974,
respectivelz%. 1/

The conferees adopted the provision of the Senate bill with respect to grants for the support of
graduate training programs in primary health care and other shortage areas (to be designated by the
Secretary of HEW), but deleted the proposed inclusion of training programs in other medical specialties,
The Committee emphasized its intent that "recipients of grants under this gection apply such funds

to cost items that are primarily related to education, and not to subsidize patient care, and the
Secretary 15 expected to adopt sppropriate applicatiun procedures to insure that funds granted for

this purpose are not diverted." 12/
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Potential Changes in Blue Cross Reimbursement Policies

--1in early February of 1971, the Insurance Commissioner, Commoﬁwealth of Pennsylvania, directed
a serles of questions to the five Blue Cross plans in the Commonwealth involving, in part,
the methods and nature of hospital reimbursement utilized by the plans.

--included for analysis and further consideration were such questions as: Should there be a limit on
the number of residents and interns per patient for which the hospital can be reimbursed? Should
approved educational activities be reimbursable?

--1in its formal response of mid-March 1971, Blue Cross of Greater Philadelphia concluded that to
contain the cost of hospital care "the financing of medical education as a tax on the community's
hospital bill must be re-examined." This particular Blue Cross plan went on to recommend:

immediate study, either by the Legislature or the existing State Board of Medical Education
and Licensure, or both, to promulgate standards for the number of interns and residents, if
any, that consumers of hezlth care should reasonably be expected to support as a cost of
patient care. Such standards of necessity must be accompanied by appropriate regulations
wnich would exclude from hospital care and patient charges any expense directly or indirectly
related to any interns or residents in excess of the approved complement.

* * k k kx %

{Research] projects which are intertwined with patient care are included in the consumer cost
rather than being charged back to the sponsors of the research. We recommend that appropriate
regulations be developed establishing standards for the control of this expense.

Pending community decizions on this issue, we are prepared to press the hospitals for standards o/
designed to contrcl the costs our subscribers pay which are agsociated with medical education., =—

--by the latter part of Jjure 1971, Blue Cross of Greater Philadelphia had, in effect, moved away
from the concept of a numerical limitation on house staff and was engaged in negotiations with
’ ) Philadelphia area hospitals looking toward some other form of constraint on dollar cost.

--Nationally, over 50% of Blue Crcss plans currently recognize house staff educational costs in thelr
reimbursement policies. While unresolved at this writing, the issue in Pennsyvlvania has received a
good deal of publicity. The Blue Cross Asgsociation has not taken a formal position in this instanre,
but a number of the constituent Blue Cross plans are reportedly rethinkirg the terms of their

© . reimbursement contracts in the area of graduate (i.e., intern and resident) medical education.
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As mentioned at the outset, the foregoing analyses and discussion have raised a host of questions
requiring further investigation. For example:

--1f the comparative tuition figures displayed earlier are substantiated by additional study, should
there be a closer link-up between the true educational expense of training an undergraduate medical
student and the tuition and fees charged for such training? What are the pros and cons of such
a proposal and its impact for Federal policy?

--To what extent, if any, should Federal support policies for medical and dental schools be brought
more closely into line with assistance to higher education institutions in general?

—--What higher costs are being incurred, in terms of scholarship aid and remedial education, for example,

in connection with the recruitment of minority students? What are the ramifications of these costs
in terms of the desirability of substantially increasing minority student enrollment?

Again, these matters are merely indicative, rather than an exhaustive listing. Perhaps equally important

is the need to pursue more sophisticated analyses than has been possible heretofore. To cite one
illustration--the application of some form of multi-varite approach in addition to examining the
impact of various factors on medical and dental school financial distress on a one-to-one basis.

Based on the work completed thus far, however, a number of conclusions and attendant recommendations
can be postulated.

1. Too little effort has been devoted to analyzing the aggregate effects upon health science centers

of a wide range of relevant Federal programs, many of which are administered by the Department of

Health, Education, and Welfare. This deficiency has resulted in inadequate attention to the
coordination of Federal efforts, both within HEW and Government-wide.

Responsibility for overall direction of coordination activities should reside in the Assistant
Secretary of HEW for Health and Scientific Affairs, with steps taken to (a) secure appropriate
intra-departmental policy clearance of proposed administrative issuances affecting health science

centers, (b) encourage rotational assignments for key personnel responsible for formulation of such

policies, and (c) create a data base for continuing analysis building on the current information
system operated by the National Institutes of Health.

2. While there are encouraging signs for the future, stewardship of the financial distress awards
program as it has operated heretofore has been inadequate. If NIH's Bureau of Health Manpower
Education is to continue to carry the major responsibility for evaluating the existence of

financial distress In these very complex institutions, its strengths will have to be significantly

broadened and improved.




The grants review and management process of the Bureau should be bolstered by such actions as
recruitment of high-caliber personnel for day-to-day liaison with a specific group of health

sclence centers on a geographic assignment basis; development and maintenance of a reference file

for the universe of health science centers encompassing medical school-teaching hospital arrangements
for payment of faculty salaries, provisions of professional service plans, comparative tuition
charges, nature and magnitude of State assistance, etc.; heavier concentration on analysis and
summarization of grant requests as a means of facilitating the operation and maximizing the value

of external advisory groups; and, careful reexamination of the structure and composition of the
advisory apparatus, recognizing the new authorizing legislation and the rather unique characteristics
of the financial distress awards program.

With few exceptions, the actions undertaken by health science center management in response to
financial difficulties have tended to be of the "belt-tightening” variety. Despite the high
operational costs of medical and dental educational institutiors, by and large there has not

been rigorous exploration of the underlying causes of financial problems, reordering of priorities,
or formulation of Clear-cut plans for achieving financial stability.

HEW should create a financial management consulting capability and foster continued development of
management tools (e.g., cost analysis studies and mathematical simulation models) which can assist
both health science centers and the Department in describing and dealing with institutional financial
problems. As a source of technical advice and expertise, an interdisciplinary team of analysts
should be established in the Office of the Assistant Secre ary, Comptroller to assist universities,
other parts of the Secretary's office, the NIH, and the Office of Education. This staff would

work to further the most appropriate allocation of operational costs including clarification and
refinement of the cost allocation study methodology, encouragement of tests to determine the
reliability of effort reporting, conduct of two or three in~depth studies at institutions which

have previously employed the cost allocation management technique, and extension of the cost
analysis approach to other health professions and allied health schools as well as other parts

of the university.

A greater degree of management consciousness also needs to be encouraged within the university health
sclence center environment. This could entail, in part, (a) higher Federal support within the context
of the special project grant program for recruitmert and retention of top-level management staff and/or
installation of improved management information systems, and (b) discussions with official accreditation
bodies in the medical and dental areas to foster greater attention to the adequacy of management

systems in the institutional accreditation process.

IToxt Provided by ERI

ERIC




11

Recognizing the hazards inherent in generalizing from a group of eleven centers which are, in fact,
comparatively weak in such areas as extent of research involvement, the financial difficulties of
health science centers appear to be concentrated in the "educational environment" rather than in
ingtructional activities per ge.

Through continuing analysis of financial distress grant awards and application of management tools
such as the cost allocation studies, further investigation should be undertaken to test this conclusion.

Better health science center management, by itself, cannot entirely relieve existing financial
difficulties. There is a need for additional and stable operational support for medical and dental
education. Moreover, in all likelihood and despite a substantially increased level of basic support
from the Federal Government, some institutions will require further assistance in the form of special
project grants.

Stable operational support has recently been assured through congressional enactment of a capitation-
based support mechanism for medical and dental education. Special project grant authority for
financial distress awards has also been continued, but with terms and conditions for award which

alm in the direction of remedying the underlying deficiencies in a finite time period. As quickly

as warranted by staff capability, these requirements should be administratively extended beyond
circumstances of financial distress to all activities eligible for support on a project grant basis
under the health manpower training legislative authorities.

A variety of factors--pending Social Security legislation with a potential to reduce health science
center income, a lag period between the effective date of these changes and implementation of the
Administration's proposed health insurance legislation, possible tightening of Blue Cross
reimbursement for the costs of graduate medical education, and continuing reorientation of NIH
research support from more general to relatively targeted activities--will generate additional
bressure to recoup deficits incurred in the "educational environment” beyond those "necessary”

for training medical (dental) students through the rubric of "costs of undergraduate medical

(and dental) education.” Heaith science centers have a variety of other students such as interns,
residents, pwstdoctoral, nursing and allied health students, who share the use of the educational
environment with medical and dental students. Total fiscal stability of the centers will be
dependent upon adequate support for these educational programs as well. -

Future utilization of Bureau of Health Manpower Education special project grant funds to defray
extensive deficits in research, patient service, and other educational programs should reflect
conscious and openly acknowledged policy decisions. There should be no dilution of the program's
primary intent through repetition of that form of decision making which was once called the
"charade in which educational support must be disguised in project-research terms."l/
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7. Probably the single most important factor in achieving long-run financial stability for health

science center operations will be the development of adequate sources and mechanisms of reimburse-
ment for patient service activities.

There i1s a need to closely monitor the operational impact of chang:. in the pending Social Security
legislation as well as possible major revisions in the reimbursement policies of Blue Cross and
other insurance organizations which could have an adverse impact on educational programs. The
likely new authority for Medicare reimbursement on a team basis should also be adequately tested.

To deal with the long-term financial needs of health science centers, however, Congress should
enact the Administration's health insurance standards and family health insurance proposals,

The final two findings and recommendations are of special pertinence, for they go to the very heart

of the problem. 1Indeed, they serve to reemphasize that adequate reimbursement based on sound cost
analysis for each major health science center output--education, research, and patient service--should
be the cardinal principle of public and private reimbursement policies.
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