
 

  

 
June 14, 2024 
 
Submitted via email 
 
Senate Committee on Finance 
219 Dirksen Senate Office Building 
Washington, DC 20510 
 
Re: Comments on Bipartisan Medicare GME Working Group Policy Outline 
and Questions for Consideration  
 
Dear Chairman Wyden and Senators Bennet, Blackburn, Cassidy, Cornyn, Cortez Masto, 
Menendez and Tillis— 
 
The Alliance for Rural Hospital Access (ARHA, or the Alliance) thanks you for working 
together to prepare a bipartisan policy outline to address physician workforce shortages across 
the country, especially in rural and underserved communities. And we thank you for providing 
this opportunity to comment. 
 
Background 
 
The Alliance is comprised of hospitals designated as Medicare-Dependent Hospitals (MDHs), 
Sole Community Hospitals (SCHs) and Rural Referral Centers (RRCs) under the Medicare 
program. MDHs, SCHs and RRCs provide rural populations with local access to a wide range of 
health care services. In doing so, they localize care, minimize the need for further referrals and 
travel, and provide services at costs lower than their urban counterparts. These hospitals also 
commonly establish satellite sites and outreach clinics to provide primary and emergency care 
services to surrounding underserved communities, a function which is becoming increasingly 
important as economic factors force many small rural hospitals to close. 
 
Medicare Dependent Hospitals: The MDH program was established by Congress with the 
intent of supporting small rural hospitals for which Medicare patients make up a significant 
percentage of inpatient days and discharges. Because they primarily serve Medicare 
beneficiaries, MDHs rely heavily on Medicare reimbursement to sustain hospital operations. 
Consequently, these hospitals are more vulnerable to inadequate Medicare payments than other 
hospitals because they are less able to cross-subsidize inadequate Medicare payments with more 
generous payments from private payers. As such, Congress acknowledged the importance of 
Medicare reimbursement to MDHs and established special payment protections to buttress these 
hospitals. Congress recognized that if these hospitals were not financially viable and failed, 
Medicare beneficiaries would lose an important point of access to hospital services. To qualify as 
an MDH, a hospital must be (1) located in a rural area, (2) have no more than 100 beds, and (3) 
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demonstrate that Medicare patients constitute at least 60 percent of its inpatient days or 
discharges. 
 
Sole Community Hospitals: Congress created the SCH program to maintain access to needed 
health services for Medicare beneficiaries in isolated communities. The SCH program ensures 
the viability of hospitals that are geographically isolated and thus play a critical role in providing 
access to care. Hospitals qualify for SCH status by demonstrating that because of distance or 
geographic boundaries between hospitals they are the sole source of hospital services available in 
a wide geographic area. There are a variety of ways in which hospitals can qualify for SCH 
status, but the majority qualify by being more than 35 miles from another provider. 
 
These hospitals are often the sole source of care within and around a community. Many patients 
who live in rural communities depend on SCHs and MDHs for a full complement of health care 
services, from primary care to sophisticated inpatient treatment. More and more rural hospitals 
are struggling and closing, and the access problems and other consequences for rural 
communities may be graver than otherwise. 
 
Hospitals in rural communities often confront extremely difficult financial circumstances and 
tend to have negative or very small operating margins, making them increasingly vulnerable. 
Additional Medicare reimbursement reductions impose further financial strain, compromising 
rural hospitals’ ability to serve their communities. These hospitals also often do not have the 
same flexibility as other hospitals to discontinue lower margin or unprofitable services, like 
mental health services. As mission driven organizations, and the only source of hospital services 
for their community, rural hospitals often will continue to offer services, even at great financial 
loss, because there are no other providers offering those services. 
 
Section 3 – Encouraging Hospitals to Train Physicians in Rural Areas 
 
We are focusing our comments on Section 3 – Encouraging Hospitals to Train Physicians in 
Rural Areas. 
 
We were delighted to see that the outline includes a policy change that we also have been 
seeking—ensuring SCHs and MDHs paid using their hospital-specific rate receive indirect 
medical education (IME) adjustments, to encourage these hospitals to establish or expand 
resident training in rural areas.  The Alliance strongly supports this proposal and encourages 
the working group to include it in future draft legislation. 
 
The Problem 
 
Rural health care workforce shortages are well-documented. Rural communities struggle to 
recruit and retain physicians including, notably, primary care physicians. Studies have shown 
that training physicians in rural areas increases the likelihood those physicians will practice in a 
rural community. Yet, according to the Government Accountability Office, only two percent of 
residency training occurs in rural areas.1 

 
1 United States Government Accountability Office. Graduate Medical Education: Programs and Residents Increased 
during Transition to Single Accreditor; Distribution Largely Unchanged. GAO-21-329, (April 2021) p.24.  



 
 

3 
 
 
 

 
The US Department of Health and Human Services (HHS) and public health advocates have 
recommended that more physician training be localized in rural areas. The Council on Graduate 
Medical Education (COGME)2 in an April 2022 report to the Secretary of HHS and Congress 
recommended the Centers for Medicare & Medicaid Services (CMS) “eliminate regulatory and 
financial barriers that inhibit the development of rural residency programs” and “offer 
Medicare… exceptions for sponsoring institutions starting new rural-based training 
programs…in needed…geographic areas.”3 
 
As noted in your policy outline, SCHs and MDHs are well-situated to host residency programs, 
but these hospitals are financially disincentivized to establish these programs. Under Medicare’s 
Inpatient Prospective Payment System (IPPS), SCHs and MDHs are paid the greater of the 
federal rate (i.e., the payment that the hospital would otherwise receive under the IPPS) or a cost-
based payment, which is determined by adding together the federal payment rate applicable to 
the hospital and the amount that the federal payment rate is exceeded by a hospital-specific rate 
(in the case of MDHs, the hospital receives 75% of that difference). Hospital-specific rates are 
pegged to a hospital’s costs in a specified year (for SCHs the years are 1982, 1987, 1996 or 
2006, and for MDHs the years are 1982, 1987 or 2002). 
 
If an SCH or MDH did not have a teaching program prior to the year that is used to set its 
hospital-specific rate, the indirect costs of providing residency training are not reflected in that 
rate. If these hospitals establish a teaching program now, they will receive no extra money if the 
hospital-specific rate continues to exceed the federal rate. Even if a hospital had a teaching 
program in a base year, it faces similar disincentives to increase the number of residents trained 
in the program. Most rural hospitals lack the financial resources to establish a teaching program 
without some measure of additional financial support. 
 
The Solution 
 
If a hospital paid on the basis of the federal rate initiates a teaching program, it receives both 
direct medical education (DME) and IME payments. SCHs and MDHs—which comprise nearly 
80% of hospitals eligible to establish training programs in rural communities—should receive the 
same incentives and financial buffer as hospitals paid under the federal rate. 
 
While they do qualify to receive DME payments, when paid their hospital-specific rate, SCHs 
and MDHs do not currently receive IME payment adjustments. Based on CMS cost report data, 
58% of SCHs and 46% of MDHs are paid on the basis of their hospital-specific rate. This 
inequity should be fixed. 
 
SCHs and MDHs paid using their hospital-specific rate also should receive IME adjustments. 
The hospital-specific rate formula for SCHs and MDHs should not disqualify the hospital from 
receiving full IME payments as they would under the federal rate formula. This full federal 

 
2 COGME was authorized by Congress to provide advice and recommendations to the Secretary and Congress on 
physician workforce trends, training issues, and financing policies. 
3 Council on Graduate Medical Education, Twenty-Fourth Report to the Secretary of the U.S. Department of Health 
and Human Services and the U.S. Congress, “Strengthening the Rural Health Workforce to Improve Health 
Outcomes in Rural Communities,” (April 2022) p. 12. 
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funding of DME and IME payments is necessary to establish and operate rural-based residency 
training programs. 
 
Enacting this policy would encourage SCHs and MDHs to localize resident training in 
rural areas, and is an important step that the committee should take toward addressing 
overall health care workforce shortages in rural areas.  
 
* * * * * * * * * * *  
 
The Alliance appreciates your commitment to alleviating health care workforce shortages, 
particularly in rural communities. We look forward to continuing to serve as a resource as the 
working group moves forward with this policy outline. Please contact me at 202.204.1457 or 
ezimmerman@mcdermottplus.com if we can provide you with additional information or answer 
any questions. 
 
Sincerely, 

 
Eric Zimmerman 

mailto:ezimmerman@mcdermottplus.com



