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At the Heart of AMCs Are 4 Missions
They Function Together Like a 4-Chambered Heart

Patient Care

CommunityResearch

Education
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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?
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Organizational Alignment

AHS

Low

Medium

High

Strategic Plan Clinical Enterprise

Health System

School of Medicine

FPP

Department

Clinical Faculty
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Medium Organization Alignment
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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

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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Student 
tuition and 
debt are at 
their limit.  
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Universities Already Make A 
Significant Investment in Research

https://www.aamc.org/what-we-do/mission-areas/medical-research
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Outlook Remains Negative
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Impact of COVID
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Graduate Medical Education (GME)
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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
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Two Payments With an “Education” Label

Partially 
compensates for 
higher patient 
care costs due to 
many factors

Indirect Medical 
Education (IME)

Partially 
compensates for 
residency 
education costs. 

Direct Graduate Medical 
Education (DGME)

Graduate Medical Education*
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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
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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
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How are DGME Payments Calculated?

DGME = Hospital’s PRA × 
FTE reside

nt count 
× 

Hospital’s Medic
are  

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")
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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
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"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.)

Examples of IME-Related Costs
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Total 
IME 

= Multiplier × [(1 + IRB)0.405 – 1] × 
DRG
Pymts 

What Is the IME Formula?

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
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Mergers, Acquisitions, and 
Partnerships (MAP)
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What drives MAP activity?
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Market Share
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The Lasting Impact of a Hospital Closure
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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

• Residents: 
• Employees of the hospital
• Disruption to training
• Licenses are dependent on 

standing in the training program
• Designated institutional official (DIO)

oversees the program but employed
by the hospital
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Service Lines
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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

What is a Service Line?
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Integration with Clinical Departments
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Service Line- Governance Structure
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Service Line –
Organizational 
Structure
Example
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Where could ophthalmology fit into the below structure?
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Value Based Care Payment Models
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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
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CMMI Announced Strategic Priorities in 2021
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Where does ophthalmology sit in these models? 

How can ophthalmology incorporate the value based 
payments model into practice? 
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Community Impact
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Breakdown of Economic Impact
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Health and health care inequities are deeply rooted 
in the conditions in which people are born, grow, 
live, work and age.

Medical schools and teaching hospitals play a 
singular role in ensuring all people have the same 
opportunity to reach their full potential—a state of 
health equity.

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.

Health Equity
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The Future Academic 
Medical Center
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alignmentleadership system-based

transparency qualitycultureequity
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In this future, how can chairs be successful? 
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How can new chairs be successful? 
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How do we strengthen diversity and equity in 
academic medicine?
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What role can ophthalmologists play in 
evolving AMCs? 
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Organizational Alignment

AHS

Low

Medium

High

Strategic Plan Clinical Enterprise

Health System

School of Medicine

FPP

Department

Clinical Faculty

55

56



29

© AAMC. May not be reproduced without permission.57

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

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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