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Funds Flow Overview
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Who earns the money? Who spends the money? How is it allocated among the three mission
areas — education, research, and clinical — at an institution?

AHS Enterprise

Clinical Funding Academic Funding

Grant Endowments and

Government

Revenue

Faculty
Practice

School of Medicine

Clinical Funds Flows as Critical Clinical and Basic Science
Source of Academic Support Departments
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Organizational Alignment

Strategic Plan Clinical Enterprise

Health System FPP

School of Medicine Department

Clinical Faculty
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Ad hoc agreements with limited
centralized structure

No enterprise-wide incentive model
between AHS and SOM

Generally “historical” funding
arrangements; may have standard
agreements for some services

Embedded cross-subsidizationin
compensated service agreements

& AAMC. May not be reproduced without permission.
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Formal funds flow oversight
(“governance”) process

Explicit recognition of academic
investment by health system and
concomitant enterprise-wide

M e d | U m incentive model

Organization
Alignment

Standardized agreements for
compensated services

" g
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Enterprise goals and metrics
that are comprehensive for all
missions (e.g. volume,
financial, quality, engagement,
impact)
High
Organization
A Alignment model for service
A‘ lgnme Nt lines between health system
) and FPP
(Enterprise
Aligned)
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Why Enterprise
Alignment?

* Create value through the use of
the AHS brand

* Implementation of clinical
research and innovation
networks

» Access to specialty programs

» Extension of educational
programs to community sites

9 © AAMC. May not be reproduced without permission.

& Penn Medicine

Cancer Service Line Incentive & Distribution

Ensuring the vitality of the academic
missions through the ongoing
investment of clinical margins in
research and educational programs is
fundamental to the long-term health of

every AHS.
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FY 1977 through FY 2020

Dollars are in Millions
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Figure 8: Revenue by Source for Medical Schools with Full Accreditation,

Source: LCME I-A Annual Financial Questionnaire.
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FY 1995

B Tuition and Fees
® Federal Research

FY 2001 FY 2007 FY 2013 FY 2019

m State, Local, and Parent Support
» Medical Service
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Figure 9: Revenue by Source as a Percentage of Total
Revenue for Medical Schools with Full Accreditation,
FY 1977 through FY 2020
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Source: LCME I-A Annual Financial Questionnaire.
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Figure 3: Percent Change in Revenue by Source
Fully Accredited Medical Schools, FY 2019 to FY 2020 in Current Dollars

Practice Plan

Hospital Purchased Services
and Investments

Federal Research Grants and
Contracts

Other Grants and Contracts

Government and Parent

15.5%
Support

Gifts and Endowments -1.2%

Tuition and Fees

Source: LCME I-A Annual Financial Questionnaire.

Miscellaneous 5.4% ©2021 AAMC. May not be reproduced without permission.

Total Revenue 4.5%
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Figure 5: 10-Year Trend of Average Total Revenue, Fully Accredited Medical Schools,
Public vs. Private

Dollars Are in Millions
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Figure 2. Median four-year cost of attendance (COA) and education debt of indebted medical school
graduates by public or private school, 2009-2019 (in constant 2019 dollars).
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Universities Already Make A
Significant Investment in Research

For Every $1 of Federal Support, on Average, Med Schools Contribute $0.53 More of Own Funds to
Research Mission

Unrecovered F&A
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Additional Salary Support
10 for Research Effort
Cost Sharing
(Mandatory &
Startup Voluntary Other
Packages Committed)
Bridge Investigator
Funding Salaries University
Above Cap Research
Al =

https: fhany. aamc.orgiwhat-we-dofmission-areas/imedical-resezrch Average Expendlture by Category

©® AANIC. May not be reproduced without permission.

W

AAMC

15
Where We Have Been: NIH Funding
+ $12.8 billion (42.5%)
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Despite Recent Funding Increases, Total Number of NIH
R01-Equivalent Grants Only Slightly Above 2003 Level
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Outlook Remains Negative
3
Mooby’s
INVESTORS SERVICE
R h A Moody's - 2021 outlook for US not-for-profit
and public healthcare sector remains negative on constrained revenue,
rising costs
New York, December 11, 2020 —
» Median operating cash flow will drop 10%-15% in 2021 from Moody's annualized third-quarter
2020 estimate
» Softer demand for ceriain services due lo coronavirus fears will continue uniil pandemic ends
The outlook for the US not-for-profit and public healthcare sector in 2021 remains negative, Moody's
Investors Service says in research published today. Volume and service mix disruption, reduced
commercial insurance revenues from elevated and higher will weigh on
hospitals amid the coronavirus crisis. The pace and sustainability of recovery from last spring's.
naionwide mandatory elective shut down will be influenced by containment of the virus and
widespread vaccination.
“The negative outiock for the not-for-profit and public healthcare sector assumes that COVID-19
vaccines won't be widely available before the middie of next year,” said Moody's Vice President
Diana Lee. "Meanwhile, soft demand for some services and the ongoing shift toward lower-
cost settings will contribute to median operating cash flow dropping 10%-15% in 2021 from our
annualized third-quarter 2020 estimate.”
Patient volumes will remain constrained due partly 1o fears aboul coronavirus exposure, Lee says. At
the same time, labor and supply costs will increase, especially amid new COVID-19 surges. Moody's
outiook assumes there will be no additional federal aid similar to CARES Act grants.
mmmmmmmnmnu and uni ion as
iy iose insurance, which is usually more profitabie than
vided coverage. as baby move out of commercial healthcare
plans, hnsmas will become more dependent on Medicare revenue.
The not-for-profit and public healthcare sector’s recovery from the effects of the pandemic will be
uneven and differ by region and by facility, Moody's says. Overall, large. diverse healthcare systems.
and/or those with more cash will be best positioned o resume growth, while smaller standalone ps
M*MMIWMWWMMBMNMBHMWG“ a
© AAMC. May ot be reproduced without permission. Act is overturned in the absence of a replacement plan, and if there are cuts to Medicaid funding. e\ AMC
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Impact of COVID
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AAMC Member Teaching Hospital Operating Margins:
FY2011-2020
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Graduate Medical Education (GME)

A
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Who Finances Resident Education and Teaching
Hospitals' Special Missions?

Medicare (largest explicit payer — today’s focus)

Medicaid (last tally — 43 states + DC)

HRSA (Children’s GME and Teaching Health Centers)

Private patient care revenues

VA/DoD

Other federal and state programs

2a )

H
g
Z
3
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Two Payments With an “Education” Label

Direct Graduate Medical Indirect Medical
Education (IME)

Education (DGME)

Partially Partially

compensates for compensates for

residency higher patient
care costs due to

education costs.
many factors

Graduate Medical Education*

vy

© AAMC. May not be reproduced without permission.

23

Medicare Funding is Significant

Estimated federal fiscal year 2019 (payments made
to approximately 1,100 teaching hospitals):

DGME payments = $4.24 billion

IME payments = $11.20 billion
Total = $15.44 billion

any
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Medicaid Funding for GME
43 states and DC

Total of $5.58B
* 52% under managed care
* 48% under fee for service

Most payments went to teaching hospitals but

* In MN, FL, and TN medical schools were eligible to receive
payments directly

* FL, IA, NV, VT and SC made GME payments directly to
teaching physicians

W\
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How are DGME Payments Calculated?

FTE reside Hospital’s Medic

Hospital’s PRA  x x are

nt count

patient load

Step 1: Determine the hospital's Per-Resident Amount (PRA):

Determine per-resident base year costs (i.e., how much the hospital spent per resident back
in 1984)

Update (to current year) for inflation; different for primary vs. non-primary care

Step 2: Multiply the updated PRA by the number of countable full-time equivalent (FTE) residents
in the current year, subject to:

FTE "cap" (more on this to come);
3-year rolling average (more on this); and
"Weighting" rules

Step 3: Multiply by the hospital’s ratio of Medicare inpatient days to total inpatient days (the
"Medicare share")

WV
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"Weighted" FTE Count: Initial Residency Period (IRP) Affects
DGME Payment

IRP = minimum accredited length for each specialty

* Residents training during their IRP are 1.0 FTE; can be a 1.0
FTE for maximum of 5 years

» Additional years as 1.0 FTE geriatric programs and preventive
medicine fellowships

* Residents training beyond their IRP are 0.5 FTE

IRP is determined during a resident's first year of
training and does not change

Limited exception for preliminary and transitional-year programs

vy

27

Examples of IME-Related Costs

"Indirect" patient care costs associated with having a teaching
program

Higher inpatient operating costs because of the clinical
environment where teaching occurs:

* Unmeasured patient complexity not captured by the MS-DRG
system

* Increased costs of specialized services

» Other operating costs associated with being a teaching
hospital (standby capacity, lower productivity, etc.)

any
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What Is the IME Formula?

Multiplier  x [(1 + IRB)oas— 1]

IME adjustment is based on statistical analysis

Critical factor is hospital's ratio of interns-and-residents-to-beds (IRB)
Proxy for teaching intensity
Capped at lesser of current or previous year's ratio

Exponent of 0.405 meant to account for effect of teaching activity on inpatient operating
costs

For FFY 2021, Multiplier = 1.35
Note: There is no IME add-on to Medicare outpatient payments

© AAMC. May not be reproduced without permission.
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Mergers, Acquisitions, and
Partnerships (MAP)

30 © AAMC. May not be reproduced without permission.
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What drives MAP activity?
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proactive strategic
vision
market
population health

financial improvement,
access to capital

LRy
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Market Share

...the willingness to
consider mergers,
acquisition, and/or
partnership activity may
reflect a strategic plan by
a teaching hospital to...

« Assemble a larger population
base

« Cover a specific geographic
area

« Achieve “scale”

« Reach a certain market share
and/or target revenue

32 © AAMC. May not be reproduced without permission.
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The Lasting Impact of a Hospital Closure

Closing Hahnemann could deprive some struggling
neighborhoods of a key safety net

by Tom Avril and Dylan Purcell, Updated: July 2, 2019

The closure of Hahnemann
has decreased the number
of beds in the city of
Philadelphia, which
ultimately places the low
socioeconomic population
at risk. Issues such as
access to health care and
hospital overcrowding will
begin to greatly affect the
city’s ability to provide
health care to all
populations.

WV
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Patients and Families Were Not the Only Ones Affected

Medical students: The clinical rotation of medical students at
Drexel University occurred at other sites with different clinical
partners.

Faculty: 40% of clinical staff lost their jobs due to closure

1% THE UNTTED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAW ARE

Residents: . o

- Employees of the hospital FRSSERRAL s’

* Disruption to training AR

- Licenses are dependent on e e e o i e
standing in the training program DO A=

- Designated institutional official (DIO) | =i mmi oot
oversees the program but employed S  O
by the hospital _d:"‘mm:":“”"“‘“ """_"::’:;

© AAMC. May not be reproduced without permission.
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Service Lines

A
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What is a Service Line?

A means of organizing physicians and clinical teams to advance
the institution’s goals

Physician-led, partnered with strong Chief Administrative Officer
NOT intended to replace academic departments

37 © AAMC. May not be reproduced without permission.
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Integration with Clinical Departments

Division
Leadership

Service Line
Inter-disciplinary, Inter-departmental
Governance

Physician Quality & Faculty
Recruitment & Development
(Research, Education & Clinical)

Access & Patient Experience
Network Development & Mkt Growth

e Patient Pathway Development
Divisional Operational Accountability »* By Functional Quality & Clinical

! Realizing %, Outcomes

g Valuefrom 1 |ntegrated Clinical Ops Management
| Integration (Across Departments & Entities)
Financial Performance

-~

Financial Accountability

~~~~~
Department
Stewardship, Governance &
Fiduciary Responsibility
Advancement of Missions

Institutional Alignment

Med Specialty Internal Service Line
Ops Management

Financial Consolidation,
Coerdination & Administration
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Service Line- Governance Structure

Executive Committee
Quarterly

Provide oversight for service line strategy, financials, system
incentive, disease team work, service line committees and projects

Quality Oversight Committee

ership and management of quality
iatives across the service line
coordination with the departments, divisions
and the entities (hospitals, ambulatory
practices and post acute)

Operations Committee

Coordinate access initiatives and best
practices across the entities and practices

Network and Market Strategy Committee

res system-wide alignment and i
for strategic growth plans and priorities

39 © AAMC. May not be rep-adured without permission
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Local Entity SL Steering Committees

Align system service line strategy and initiatives at
each entity with a focus on integrating disease
team work and local entity operations

L}

Service Line Disease Teams

Develop care pathways that cross the continuum
and ensure reliable care

Service Line —
Organizational
Structure
Example

Physician Leader

Chief Administrative Officer

[

[

Director of Operations

Analyst
irector v Director
(Strategic Decision
Service Like Integration Quality
Support)

Associate Director

Associate Director

40 © AAMC. May not be reproduced without permission.
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Practice Manager ||
PCAM

Practice Manager
PPMC

Practice Manager
Radnor

Practice Manager
Chester County

—

e

Practice Manager
PAH

Practice Manager
Valley Forge

Practice Manager
Cherry Hill

+ Leverage Existing Operations Expertise
+ Provide Continuity of Patient Experience
Gain Operating Efficiencies across Sites

Ny

40
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Where could ophthalmology fit into the below structure?

[ Clinical Service Line Disease Teams l
|
[.Neuroseiémes- l Cardiovascular J l -Cancer I [ m‘“‘mh:“m' & J l l.!-.l ‘ Wm’s | .Pﬂmarlr Care |

—{'anml —{Hennraiure] i :mﬁc —| nflanabory

—{ Epilepsy | —[cnmnﬂmj ;J B e
e T . : rr—

- ) e )

) CaE) How ) otmmes
[ “““““ _J “ - ﬁ“::m —  GYN-One —| Bone Diseasa |

S e

_" Hem Malig/BMT |

T

!
|
|

AAMC

Value Based Care Payment Models
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Times Are Changing

Payers are increasingly unwilling to continue to pay premium prices

Need to participate
in Consolidating
Markets

Need to reduce
Costs

Movement from
FFS toward value
based payment

Need to focus on
patient experience

Need to manage
the health ofa
population

Need to Continue
to Support
Teaching and
Research Missions

43 © AWMC. May not be reproduced without permission
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Medicare Increases Payment for Value
*The Center for Medicare and Medicaid Innovation (CMMI) designs and operates value based
care (VBC) models, which link payment to quality and value

*As of 2020, 67% of Medicare beneficiaries were seen by Accountable Care Organizations—
the most common form of VBC—or were enrolled in Medicare Advantage plans

*In 2021, CMS announced the goal that all Medicare beneficiaries will be in a care relationship
with accountability for quality and total cost of care by 2030

Ay

ovation Center Strategy Refresh. Available at: https://innovation.cms.gc ~directior

© AAMC. May not be reproduced withoiperralgsioniers for Medicare and Medicaid. Ir
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CMMI Announced Strategic Priorities in 2021

8.2

A HEALTH SYSTEM THAT ACHIEVES EQUITABLE OUTCOMES

THROUGH HIGH QUALITY, AFFORDABLE, PERSON-CENTERED CARE

SUPPORT ADDRESS PARTNER TO
ACCOUNTABLE CARE INNOVATION AFFORDABILITY ACHIEVE SYSTEM
TRANSFORMATION

'(
Source: Centers for Medicare and Medicaid. Innovation Center Strategy Refresh. Available at: https://finnovatis : a
© AAMC. May not be repreduced withou pesmission. af AAMC
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Where does ophthalmology sit in these models?
How can ophthalmology incorporate the value based
payments model into practice? g
46 © AAMC. May not be reproduced without permission. e, AAM C
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Community Impact

47 © AAMC. May not be reproduced without permission.
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Jobs

TOTAL DIRECT
6.3 MILLION 2.7 MILLION

SECONDARY'
3.6 MILLION

ECONOMIC IMPACT OF AAMC MEDICAL
SCHOOLS AND TEACHING HOSPITALS

v T

INCREASE THE SIZE
OF THE ECONOMY BY

$562

BILLION

;= N

© AAMC. May not be reproduced without permission.

This is approximately 3.3% of jobs nationwide.

MEDICAL
$162 BLIOW

Breakdown of Economic Impact

Wages, Salaries, and Benefits
TOTAL
$387 BiLLION

DIRECT SECONDARY"

$190 siLLION $197 BiLLION

Average Wages, Salaries, and Benefits

TOTAL

$61,295 Per JOB

DIRECT SECONDARY"

$70,063 per JOB $54,710 per JOB

F ADDITIONAL CONTRIBUTIONS FROM AAMC MEDICAL SCHOOLS AND TEACHING HOSPITALS
CAAMC
o MAMC _

L b e £

— EDUCATION RESEARCH PATIENT CARE COMMUNITY BENEFIT
Research at medical schools
U.S. medical schools and teaching hospitals AAMC COTH® teaching The average AAMC COTH
graduated added hospitals operate hespital spends.
19,254 $25.4 BILLION 71% $100 MILLION
new MDs in 2017. tolocal economies in2017. | of all accredited Level 1 annually on
y 3

‘This equates to about 3.1% of U.5. GDP and roughly $1,750 per person.

ANy
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Health Equity

Health and health care inequities are deeply rooted
in the conditions in which people are born, grow,
live, work and age.

) 4
Medical schools and teaching hospitals play a I
singular role in ensuring all people have the same —
opportunity to reach their full potential—a state of
health equity.
| A T ~ -t

As pioneers in research and clinical best practices,
these institutions create the evidence base that
makes the case for policies, partnerships, and
practices that facilitate health equity.

A
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The Future Academic
Medical Center

A
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In this future, how can chairs be successful?

© AAMC. May not be reproduced without permission.
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How can new chairs be successful?

A
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How do we strengthen diversity and equity in
academic medicine?

A\
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What role can ophthalmologists play in
evolving AMCs?

55 © AAMC. May not be reproduced without permission. g A ~
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Organizational Alignment
Strategic Plan Clinical Enterprise
Health System FPP
School of Medicine Department .

AAMC
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Why Enterprise
Alignment?

* Create value through the use of
the AHS brand

* Implementation of clinical
research and innovation
networks

» Access to specialty programs

» Extension of educational
programs to community sites

57 ©AAMC. May not be reproduced without permission.

& Penn Medicine

Cancer Service Line Incentive & Distribution

Total: 12% Tolal: 8%

Ensuring the vitality of the academic
missions through the ongoing
investment of clinical margins in
research and educational programs is
fundamental to the long-term health of
every AHS.
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