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Medicare Funding of NUrse Education

The Case for Policy Change
Linda H. Aiken, PhD, RN, Marni E. Gwyther

Objectives.—To determine the magnitude and distribution of US Medicare
funding for nursing education and to assess the extent to which Medicare funding
contributes to meeting national heaith care workforce priorities.

Data Sources.—Medicare Hospital Cost Report Information System, American
Hospital Association Annual Survey of Hospitals, and National League for Nursing
national surveys of schools of nursing.

Data Analysis.—Using hospital identifiers, data from three data sets were
merged and analyzed to estimate percentage distributions of Medicare funding ac-
cording to types of educational programs, hospital characteristics, and student en-
roliment.

Resuits.—Fifteen percent of direct Medicare graduate medical education fund-
ing goes to hospitals for the training of nurses and paramedical personnel. Totaling
approximately $174 million in 1991, 71% of these funds went to hospitals for nurs-
ing education costs. Most of the nation’s teaching hospitals (289 of 381 Council of
Teaching Hospitals member hospitals) and nurse education programs (1112 of
1484) do not qualify under existing policies for Medicare nursing education reim-
bursement. Sixty-six percent of Medicare nurse training funds, totaling $114 million
in 1981, went to 145 hospitals operating diploma nursing programs; these pro-
grams produce less than 10% of nurse graduates. Three states (Pennsylvania, New
Jersey, and Ohio) received nearly one half (48%) of the $114 million for diploma
nursing education.

Conclusions.—Medicare is the largest single source of federal support for
nursing education. Yet, the majority of Medicare nursing education funding goes to
hospitals affiliated with an increasingly smaller, idiosyncratic subset of nurse train-
ing programs. Unlike graduate medical education, Medicare supports primarily
preprofessional education in nursing. Graduate education, including the prepara-
tion of nurse practitioners, does not generally qualify for reimbursement. Medicare

reimbursement for nursing education must be retargeted.
(JAMA. 1995:273:1528-1532)

CYCLICAL shortages of hospital nurses
in the United States have long motivated
public policies to maintain a large supply
of registered nurses (RNs) for inpatient
employment.! Indeed, the supply of nurses
has grown steadily, far outstripping popu-

From the Center for Health Services and Policy Re-
search, School of Nursing, University of Pennsylvania,
Philadelphia,

Reprint requests to Center for Health Services and
Policy Research, School of Nursing, University of Penn-
sylvania, 420 Guardian Cr, Philadelphia, PA 19104-6096
(Or Aiken).

1528 JAMA, May 17, 1995—Val 273, No. 19

lation growth. Nurse-to-population ratios
increased from 246 nurses per 100000
people in 1950 to 726 per 100000 people
in 19922 An average of 50000 nurses
have been added to the workforee every
year for the past decade.* Most of this
inereased supply has been absorbed by
hospitals, where two thirds of nurses are
employed. But the restructuring of the
hospital industry raises important con-
cerns regarding the likelihood that hos-
pitals will continue to absorb new nurses
at current rates of production.

In recent years, the rate of growth of
employment in outpatient settings has
outpaced growth of inpatient employ-
ment, Between 1988 and 1992, the em-
ployment of nurses in hospital outpa-
tient settings and public health or com-
munity settings increased by 68% and
62%, respectively. During the same pe-
riod, nurse employment in hospital in-
patient settings grew less than 6%.35
Anecdotal reports of hospital inpatient
workforce restrueturing, including re-
ductions in RN positions, are numerous
but comprehensive research is stili lack-
ing. Authors of arecent study that evalu-
ated employment across eight oecupa-
tions in hospitals, nursing homes, and
other health care settings in New York
City predicted that 7% to 15% of cur-
rent acute care capacity could be elimi-
nated by the year 2000, resulting in a
significant decline in demand for nurses
and other inpatient personnel.® Another
recent study analyzed survey responses
of chief nursing executives in 76 hospi-
tals that had recently completed restruc-
turing projects (executives from 68% of
eligible hospitals responded). Ninety
percent of responding chief nursing ex-
ecutives reported reductions in jobs re-
sulting from restructuring and 87% of
these hospitals had eliminated RN po-
sitions.’

In 1990, even before recent escala-
tions in hospital restructuring, The Sev-
enth Report to the President and Con-
gress on the Status of Health Personnel
in the United States concluded that the
mix of nurses by educational level was
out of balance with national needs? Ac-
cording to this report, the nation will
face a substantial shortage of nurses edu-
cated at the baccalaureate and graduate
levels by the year 2000, while having an
excess supply of nurses with less than a
baccalaureate education. The need to

Medicare Funding of Nurse Education—Aiken & Gwyther



increase production of advanced prae-
tice nurses to meet the demands cre-
ated by the growth in managed care has
received attention from several recent
workforce policy reports. 2

From its inception, Medicare has re-
imbursed eligible hospitals for a portion
of the costs associated with the training
of nurses and paramedical personnel, in
addition to physicians. Yet, little is known
about the magnitude and nature of Medi-
care expenditures for nursing education,
or the effect of these expenditures on the
composition of the health eare workforee.
Attention to Medicare policies and ex-
penditures for nursing education has been
notably absent from assessments of the
adequacy of the health care workforce
and from recent legislative proposals to
modify Medicare graduate medical edu-
cation (GME) policies. In an era of in-
creasingly constrained resources, and in
view of the need to restructure the health
care workforce for the future, an appraisal
of Medieare nursing education expendi-
tures is overdue.

BACKGROUND

The organization and financing of
nursing education differs in important
ways from that of medical education.
Three different kinds of education pro-
grams (3-year hospital diploma, 2-year
associate degree, and 4-year bacecalau-
reate degree programs) prepare RNs.
These program types vary in length,
content, and financing. The last com-
prehensive study of sources of revenue
for nursing programs was conducted in
1974; thus, there is no detailed informa-
tion available to compare nursing and
medical school financing.’®® There are,
however, several obvious differences.
First, all three types of nursing sehools
depend more on tuition than do medical
schools. Data in the Table from institu-
tions of higher education where about
90% of nursing programs now reside
suggest that tuition constitutes between
17% and 40% of revenues,* compared
with about 4% for the revenues of medi-
cal schools." Service revenues from prac-
tice plans and hospitals, including Medi-
care payments for GME, are the most
important source of financing for medi-
cal schools, accounting for 48% of total
revenues, In contrast, patient care funds
are an important source of nursing edu-
cation funding primarily in hospital-
based diploma nursing programs.®

Sinee established by the Social Secu-
rity Amendments of 1965 (Public Law
89-97), the Medicare program has reim-
bursed hospitals for a portion of the edu-
cational costs of training physicians,
nurses, and certain paramedical person-
nel. The original aim of this funding was
the promotion of high-quality inpatient
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Bistribution (%) of Total Revenues of Institutions of Higher Education® Compared With Medical Schools

Services
State/Local Federal
Tuiltion Government Research Hospitalt Othert Other

Medical schools§ 4 12 19 12 36 17
instifutions of higher education]

Public universities 17 37 12 13 14 8

Public 2-year colleges 20 64 5 o 7 4

Private universities 40 3 16 " 13 18

*Not specific to nursing schools.

tMedicare educational revenues are included under the hospital category.
$Other services for medical schools are primarily practice plan revenues: for institutions of higher education, other
services include educational activities and auxiliary enterprises. ’

§Data from Ganem et af."?

IData from National Center for Education Statistics, US Department of Education.™ Totals may exceed 100%

because of rounding.
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care for Medicare beneficiaries, as put
forth in the following legislation:

Many hospitals engage in substantial educa-
tional activities, including . . . the training of
nurses and the training of various paramedi-
cal personnel. Edueational activities enhance
the quality of care in an institution, and it is
intended, until the community undertakes to
bear such education costs in some other way,
that a part of the net cost of such activities
.- »should be considered as an element in the
cost of patient eare, to be borne to an appro-
priate extent by the Hospital Insurance pro-
gram (8. Rep. No. 404, 85th Congress, 1st
Sess. 36 (1965); H.R. Rep. No. 213, 89th
Congress, 1st Sess. 82 [1965]).15

Providers are defined in the legisla-
tion to include hospitals, skilled nursing
facilities, home health agencies, and
other health care facilities; however,
hospitals are the institutions receiving
payment.

In contrast to Medieare’s policy of
supporting postgraduate clinieal train-
ing of physicians, Medicare’s support of

nursing education goes to hospitals for
preprofessional programs preparing
RNs, Medicare reimbursement regula-
tions pertaining to nursing education
have been revised repeatedly, creating
confusion among fiscal intermediaries,
hospital offieials, and training programs,
as well as inconsistencies in reimburse-
ment. According to current regulations,
Medicare reimburses hospitals that le-
gally operate approved nurse education
programs for a share of their classroom
and clinical costs, based on the propor-
tion of the hospital's patients who are
Medicare beneficiaries. Hospitals may
receive reimbursement for clinical costs
incurred in assoefation with nonpro-
vider-operated nursing education pro-
grams only if (1) the provider was reim-
bursed for clinical training costs during
the latest cost-reporting period ending
on or before Oetober 1, 1989; (2) the pro-
vider’s portion of allowable clinical costs
does not exceed the previous period’s
portion; (3) the provider shows benefits

Medicare Funding of Nurse Education—Aiken & Gwyther 1529




4507 420
@ 4001
2 3504
= 3001
& 250+
Pl |
g ]
& 1004 60

248

0

1994 1991 1994 2000
Title VI Medicare Part A

Figure 2.—Actual and projected Medicare pay-
ments to hospitals for nursing education, 1991
through 2000, compared with present Title VIl
funding. (Data sources: Medicare 1994 and 2000
estimates from the Office of the Actuary, Health
Care Financing Administration, unpublished data;
1991 Medicare data from Medicare Hospital Cost
Report Information System files; and Title VIH fund-
ing information from Division of Mursing, Bureau of
Health Professions.)

from the support it furnishes through
the provision of clinieal services by stu-
dents; and (4) the associated costs to the
provider do not exceed those that would
accrue if the provider legally operated
the program.'®

The net result of the “provider-
operated” provisions is the exclusion of
most nursing education programs con-
ducted under the aegis of institutions of
higher education—2- and 4-year col-
leges and universities where approxi-
mately 90% of nurses currently receive
their education (Figure 1).%7 In 1960,
more than 900 hospital-based diploma
programs produced 83% of the nationls
nurses; by 1991, only 145 diploma pro-
grams remained in operation, produc-
ing less than 10% of nurse graduates.

The original legislation’s focus on the
quality of care for Medicare beneficia-
ries continues to provide the rationale
for Medicare’s support of health profes-
sions training. Yet, in the case of nurs-
ing, changes in hospital staffing and
education since the passage of Medicare
substantially altered the role of stu-
dents in patiént care. In the pre-
Medicare hospital, fewer graduate
nurses were employed than is the case
today, and students were an important
source of supplemental Iabor. Medicare,
with its cost-based reimbursement
scheme, facilitated the ereation of new
positions for graduate nurses.® Be-
tween 1972 and 1993, the ratio of gradu-
ate nurses to patients in community
hospitals increased from an average of
50 to 106 nurses per 100 patients in
keeping with an inerease in the average
acuity levels of patients.®?® With a
larger cadre of fully trained nurses,
hospitals became less reliant on stu-
dents to provide patient services. Ad-
ditionally, eurrent hospital aceredita-
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tion guidelines do not permit student
nurses to be counted in the computation
of nurse staffing, and the accrediting
body for nursing education programs
limits the amount of time students can
be required to provide patient care.
These changes, in addition to aceredita-
tion requirements for increased class-
room preparation, significantly in-
creased the costs to hospitals to operate
nursing schools. Moreover, the rapid
growth of community college programs
in the 1970s and 1980s provided an ad-
equate supply of nurses in most com-
munities, giving hospitals less of an in-
centive to operate their own programs.

DATA SOURCES AND ANALYSIS

Three data sources were used in con-
ducting our analyses: the Health Care
Financing Administration (HCFA) Hos-
pital Cost Report Information System
(HCRIS), which provides Medicare cost
and reimbursement information by hos-
pital; the American Hospital Associa-
tion Annual Survey, which provides de-
tails on the characteristies of hospitals;
and the National League for Nursing
nursing school enrollment statistics. The
HCRIS contained data from the eighth
year of the prospective payment sys-
tem, a period beginning and ending any-
where from September 1990 to October
1992 depending on a hospital’s fiscal year.
For the sake of simplicity, hereafter we
refer to prospective payment system
year 8 as 1991.

Using individual hospital identifiers,
we merged the HCRIS dataset with the
American Hospital Assoclation 1991 sur-
vey data to inform our analyses with
further details on the characteristies of
hospitals receiving Medicare reimburse-
ment for nursing education programs.
For hospitals with programs approved
by the Naticnal League for Nursing, we
added nursing school enrollment data
for 1991 to the merged data files. Our
analysis is descriptive and reports per-
centage distributions of Medicare fund-
ing by program type, hospital type, and
estimates of per student Medicare fund-
ing for diploma nursing programs.

RESULTS
Types of Programs Funded

In 1991, 750 hospitals received an es-
timated $245 million for educational pro-
grams for nurses and paramedical per-
sonnel, accounting for about 15% of Medi-
care divect GME payments. Comparing
our estimates of 1991 expenditures with
those from an earlier study,® Medicare
payments to hospitals for nurse and para-
medical personnel education has in-
creased while the number of hospitals
receiving Medicare funding has de-

creased. Between 1985 and 1991, the
number of hospitals receiving Medicare
reimbursement declined by 10%, from
836 to 750, while the average payment
per hospital rose by 17%.

Thirteen types of nonphysician train-
ing programs are approved for Medi-
care funding: professional nursing, prac-
tical nursing, nurse anesthesia, medical
technology, medical records, x-ray tech-
nology, physical therapy, occupational
therapy, pharmacy residencies, inhala-
tion therapy, hospital administration, di-
etetic internships, and cytotechnology.
Other types of programs may be con-
sidered for funding on a case-by-case
basis. :

Our analysis of HCRIS data from 1991
shows that hospitals received a total of
$174 million, or 70% of nonphysician
GME expenditures, as reimbursement
for the costs of nursing education (pro-
fessional and practical). The remaining
funds, totaling $71 million in 1991, re-
imbursed hospitals for costs associated
with paramedical training (including
nurse anesthesia). The HCRIS dataset
does not include information on the type
of paramedical programs for which hos-
pitals receive Medicare reimbursement,
and a special study is required to com-
pute this information direetly from Medi-
care hospital cost reports. The last such
study, reported in 1988, found that ra-
diography and medical technology pro-
grams accounted for the largest Medi-
care expenditures for paramedical per-
sonnel

According to recent unpublished pro-
jections from HCFA, hospitals will re-
ceive approximately $248 million in
Medicare support for nursing education
in 1994, rising to some $420 million by
the year 2000 (oral communication with
John Wandishin, HCFA Office of the
Actuary, March 1995). By comparison,
as illustrated in Figure 2, Title VIII
Public Health Service monies, which con-
stitute most of the other federal support
for nursing education, now total roughly
$60 million a year. Medicare is thus the
single largest federal source of support
for nursing schools. In addition, an im-
portant distinetion between these two
sources of funding is that Medicare fund-
ing for nursing education has been a
stable and reliable resource, inereasing
from year to year because it is an en-
titlement, and thus not subjected to the
congressional appropriations process as
is Title VI, However, Title VIII mon-
les go directly to educational programs,
whereas Medicare funds acerue to hos-
pitals’ general revenues and are not spe-
cifically earmarked for education,

Of the 1484 nursing education pro-
grams, 372 programs received Medicare
support indirectly through their affili-
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ated hospitals, The majority of programs
received no such support. Hospitals with
diploma nursing programs received 66%
of the total Medicare nursing eduecation
funds. Some 145 hospitals associated
with 144 diploma programs received an
estimated $114 million in Medicare fund-
ing, more than twice the amount for all
nursing programs supported by Title
VIII funds. This finding is particularly
noteworthy in light of the steady de-
cline in diploma schools over the past
decade, from 303 in 1981 to 145 in 1991,
despite these programs’ favorable re-
imbursement status.

Nurse anesthesta is the only type of
graduate nurse training receiving Medi-
care reimbursement under ecurrent
policy (and is categorized by Medicare
as paramedieal training rather than nurs-
ing). In a survey of the 92 operational
nurse anesthesia programs, the Ameri-
can Association of Nurse Anesthetists
documented that 31 hospitals associated
withnurse anesthesia programs received
an estimated $2.2 million in Medicare
reimbursement in 1992. Reimbursement
amounts per program were modest,
varying from a low of $15390 to a high
of $126 0002

Characteristics of Hospitals Funded

More than 90% of Medicare funding
for nursing education went to private,
nonprofit hospitals. Most of the public
hospitals receiving funding were state-
owned teaching hospitals; these insti-
tutions received less than 4% of the
funds. City and county public hospitals
received approximately 3% of funding,
Hospitals with more than 300 beds gar-
nered 70% of nursing education reim-
bursement. Among the 145 hospitals sup-
porting diploma programs funded by
Medicare, only 13 were located in rural
areas.

Only 24% of Couneil of Teaching Hos-
pitals (COTH) member institutions re-
ceived any Medicare reimbursement for
nursing edueation in 1991; funds to these
hogpitals accounted for only 28% of all
Medicare nursing education funding.
Hospitals that belong to COTH received
significantly lower average reimburse-
ment amounts for their nursing pro-
grams than non-COTH hospitals, ex-
plained by the fact that the largest pay-
ments were directed to hospitals with
diploma nursing schools. Most COTH
hospitals are affiliated with university-
based nursing schools, and are there-
fore generally ineligibie for substantial
Medicare funding.

Geographic Distribution
of Medicare Reimbursement

Medicare reimbursement of nursing
education is clustered geographically.
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Three states—Pennsylvania, New Jer-
sey, and Ohio—account for one half of
the total Medicare payments for diploma
nursing education. Pennsylvania gets $1
of every $5 Medicare spends on nursing
education. The clustering is explained
by the location of the few remaining
hospital diploma nursing programs.
Sixty-six of the 144 funded diploma pro-
grams are [ocated in these three states.

Hospital Variations
in Medicare Reimbursement

Medicare reimbursement for nursing
education also varies across hospitals.
On the one hand, one third of hospitals
receiving any reimbursement for nurs-
ing education averaged only $32400,
amounts quite small relative to the size
of their operating budgets. On the other
hand, 54 hospitals, accounting for 156% of
all hospitals receiving Medicare fund-
ing, each received in excess of $1 million
in 1991. Forty of these 54 hospitals had
diploma nursing programs. Thus, the fact
that 372 hospitals and their affiliated
nursing programs received some Medi-
care payment for nursing education over-
states the number oz hospitals and pro-
grams substantially benefiting from cur-
rent policy, since a large share received
relatively small amounts.

Medicare Payment
per Student Enrolled

The hospitals that benefit most from
existing Medicare policy are those op-
erating diploma nursing schools. Given
the substantial resources directed to
these few hospitals, we caleulated the
average Medicare payment per student
to assess the relative efficiency of this
type of educational investment. We es-
timated the average per student reim-
bursement amount for every diploma
program by dividing total Medicare pay-
ments for nursing education by student
enrollment figures (as reported by the
National League for Nursing).? This is
a rough estimate since Medicare funds
do not pay nursing student stipends as
is the case for Medicare funding of medi-
cal residents. The average per student
annual Medicare payment to hospitals
for diploma schools of nursing was $5028
in 1991, ranging from a low of $751 to a
high of $22876, Medicare reimburses
only a portion of the costs of educational
programs, generally around 30% depend-
ing on what propertion of a hospital’s
patients are Medicare beneficiaries.
Hence, just as Mullan et al® estimated
meéan Medicare payments per resident
physician at $18600 but the mean rate
of payment at $48900,* the mean an-
nual payment rate for diploma nursing
students could be estimated to average
approximately $15000,

COMMENT

Our analysis has several limitations,
First, it was not possible to eonduct
meaningful trend analyses of HCRIS
data given the numerous changes in
Medicare payment policy over time. See-
ond, HCRIS data lack specificity on the
types of programs for which hospitals
report costs, categorizing these amounts
into two broad categories: nursing or
paramedical. Third, while hospitals cal-
culate reimbursement for nursing and
paramedical education as part of the cost-
reporting process, it was difficult to es-
timate the actual payment amounts re-
ceived by hospitals using the national
HCRIS data elements. Currently,
HCF A uses a crude estimation method,
whereby adirect medical education pay-
ment is caleulated that includes the costs
of educating interns and residents,
nurses, and paramedical personnel, This
total is then broken down into nursing,
paramedical, and intern/resident reim-
bursement figures based on the ratio of
costs attributable to any one of these
three program types over the caleulated
total direct medieal edueation payment.
We used this method in eonstructing
our estimates. Finally, one must hold
suspect the exactness of the costs re-
ported, as these data are revised quar-
terly and are rarely audited for validity.

Even given these limitations in the
data, our findings are straightforward
enough to raise serious concerns about
the appropriateness of current Medicare
reimbursement poliey for nursing edu-
cation. First, we have confirmed that
Medicare payments to hospitals for nurs-
ing education constitute the largest
source of federal support for nursing
education. Hence, Medicare is an im-
portant potential policy vehicle for shap-
ing the nurse workforce to meet the
needs of the nation’s health care system
in the 21st century. Medicare payments
for nursing education are too large tobe
treated with the benign neglect that has
characterized policies to date.

Second, our findings suggest that by
biasing funding eligibility to hospital-op-
erated programs, Medicare has become
a source of unrestricted support for an
increasingly smaller subset of hospital-
based programs that lie outside the main-
stream of health professions education.
Only 372 of the 1484 nursing education
programs training future RNs recejved
any Medicare support. Hospital diploma
programs, which received the majority
of these funds, had enrollments of less
than 23 000 out of a total enrolled nursing
student population of 237 598, and were
clustered in two regions of the country.

Third, Medicare’s nursing education
funding policies are at odds with na-
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tional health care workforee priorities.
Shortages have been projected for
nurses trained at the graduate level in
advanced clinical practice®® and at the
baccalaureate level for roles in out-of-
hospital settings.® Such programs re-
ceive little support from Medicare. In-
deed, Medicare funds support the edu-
cation of a type of nurse estimated to be
in excess supply.® Moreover, Medicare
funds go entirely to hospitals—a ques-
tionable sefting for educating nurses for
ambulatory care, Finally, Medicare’s
policies are contrary to the recornmen-
dations of the Goldmark report®® of
1922—which is to nursing education
what the Flexner report® is to medical
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