
 

 

Greater New York Hospital Association 

555  West  57
th

  Street  /  New  York,  N.Y.  10019  /  (212)  246 – 7100 / (212)  262 – 6350 

Kenneth  E.  Raske,  President 

 

 

 

 

TESTIMONY OF 

KENNETH E. RASKE 

PRESIDENT 

GREATER NEW YORK HOSPITAL ASSOCIATION 

 

AT A JOINT HEARING OF 

THE NEW YORK STATE ASSEMBLY 

COMMITTEE ON WAYS AND MEANS 

AND 

THE NEW YORK STATE SENATE COMMITTEE ON FINANCE 

ON 

THE EXECUTIVE HEALTH CARE BUDGET 

 

February 2, 2009 

10:00 am 

Legislative Office Building 

Albany, New York 

 



 

 

 

 

Chairman Farrell, Chairman Kruger, Vice Chair Krueger, Chairman Gottfried, Chairman Duane, 

and distinguished members of the Committee, my name is Kenneth E. Raske. I am the President 

of the Greater New York Hospital Association, which represents 250 not-for-profit and public 

hospitals and continuing care facilities throughout the metropolitan New York region and 

throughout New York State. I appreciate the opportunity to testify today on the Executive 

Budget proposals. 

We are living in extraordinarily difficult times. There is no question that the challenges facing 

our State and nation are enormous, and we must all take the time to work together to find 

thoughtful, balanced solutions to the fiscal problems facing us. Governor Paterson has called this 

the worst economic crisis since the Great Depression. Whether or not that turns out to be true, 

the health care community understands the crisis confronting the State government and State 

legislators. We stand ready to work with you and to help you find acceptable solutions—indeed, 

we feel strongly that we must be part of the solution, and have offered the Governor many health 

care savings and reform ideas that can bring greater efficiency to the State’s health programs. 

Governor Paterson has repeatedly stated, ―The only way we are going to overcome this 

unprecedented crisis is through shared sacrifice.‖ We could not agree more. While we stand 

ready and willing to be ―part of the solution,‖ we believe that we must be only a part of the 

solution. We stand ready to pitch in, but we will not participate in an exercise in which already 

financially struggling hospitals, nursing homes, home health agencies and the New Yorkers they 

serve suffer a disproportionate share of the deficit reduction burden while other State budget 

stakeholders skate by relatively unscathed.  

Recent history is not encouraging in this regard. In the budget passed last April, the health care 

portion included substantial cuts while other areas of spending saw unprecedented increases. 

Again, in August, health care accounted for over half—$505 million—of the $1 billion in cuts 

enacted. We worked with the Legislature to try to help find creative ways of cutting the budget 

that would not cause immediate dislocation. What was enacted, however, will still substantially 

reduce the Medicaid payments hospitals, nursing homes, and home health agencies would 

otherwise have received in 2009, while their costs continue to increase at alarming rates. For 

hospitals alone, the August Special Session actions reduced hospital payments by over $300 

million through the next State fiscal year, when loss of Federal funds and Medicaid 

managed care funds are factored in. Nevertheless, we made the decision to be ―part of the 

solution‖ while other State budget sectors stood idly by and watched. Indeed, since 2007, the 

health care budget has been treated as a virtual piggybank to provide increased funding in other 

areas of State spending. 



 

This cannot happen again. If the budget deficit truly is 24% of current year General Fund 

spending, as the Governor contends, everything must be on the table. No sectors can be allowed 

to give less than their ―fair share;‖ rainy day funds must be tapped; broad based revenues must 

be raised; and reforms must be enacted to reduce the health care sector’s cost of doing business, 

such as managed care and medical malpractice insurance reform, so that the health care 

community can cope with reduced revenue from the State. Our hospitals, nursing homes, and 

home health agencies cannot afford to bear any more than their fair share of reductions—and 

even then, they will not be able to survive without simultaneous reforms to reduce their costs.  

Shared Responsibility: The 5-5-5 Plan 

We have continually offered to work with the Governor and the Legislature to craft a budget that 

reflects the principle of ―shared sacrifice.‖ Far from saying that the health care sector should be 

fully protected, we have repeatedly said that we will bear our fair share of the burden of deficit 

reduction. However, we believe that our fair share should be within the context of a balanced 

plan, the so-called ―5-5-5‖ plan, which assumes at least $5 billion in relief for the State budget 

from the Federal government, $5 billion in new domestic sources of revenue, and $5 billion in 

State actions, including proportionate cuts across all sectors of State spending and use of rainy 

day funds and other reserves. 

 

How to Close the State Fiscal Year 2009-10 Deficit: 

The 5-5-5 Plan 
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Unfortunately, the Executive Budget does not represent shared sacrifice. It assumes no fiscal 

relief from the Federal government. It favors spending cuts to programs for vulnerable 

populations over increased revenues. Despite the Governor’s statement that we are in the worst 

fiscal situation since the Great Depression, the Executive refuses to touch rainy day reserve 

funds. Health care provider cuts and taxes represent a disproportionate share of the deficit 

reduction plan. Academic medical centers and many major teaching hospitals see their private 

payer GME payments slashed. The Executive Budget does nothing to help health care providers 

reduce their costs by reforming the way insurers do business or reducing the cost of medical 

malpractice insurance. And, incomprehensibly, the Executive Budget contains extremely 

destabilizing reimbursement rate changes, unrelated to deficit reduction or the goal of enhancing 

funding for primary and preventive care, which, in most cases, exacerbate the impact of the 

deficit reduction plan with little benefit to the State’s overall financial plan. 

 

 

  

Deficit Reduction vs. “Reform”: Two Disconnected, but Dangerous Tracks 

With respect to hospitals, the Department of Health (DOH) continues to push forward its 

Medicaid inpatient rebasing plan, despite extremely negative impacts on many of the State’s 

most vulnerable hospitals serving the most vulnerable communities. Indeed, the rebasing plan 

reduces Medicaid hospital payments by a net $236 million annually, with a whopping $413 

million in losses to hospitals that lose funding under the proposal, with only $177 million for 

Medicaid
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Hospital Cash Impact = $(933) Millions



 

hospitals that gain. Most of the ―losing‖ hospitals are the same hospitals and communities that 

will be disproportionately impacted by the Medicaid cuts in the Deficit Reduction Plan (DRP). In 

addition, DOH tries to mitigate the impact of the rebasing plan on certain hospitals by making 

the impacts much worse for many other hospitals by inappropriately redistributing HCRA 

teaching hospital dollars. I will provide more detail on this later in the testimony. 

We share the ultimate goal of accurate reimbursement. We also share the completely separate 

goal of investing in primary and preventive care. We will continue to work collaboratively with 

DOH on the technical aspects of rebasing methodologies and outpatient reforms. However, we 

strongly believe that implementing the rebasing proposal and associated changes in 2009 at a 

time when hospitals are facing severe budget cuts and new taxes is dangerous. It appears that 

State government is operating on two separate, disconnected tracks: the Division of the Budget is 

working on the State’s financial plan, while DOH is pushing redistributive reimbursement 

changes in a vacuum. And no one is considering the real impacts of the big picture deficit 

reduction plan on health care providers, their workers, and the patients they serve.  

Nursing homes and home health care providers are facing similar problems with proposed 

reimbursement ―reforms.‖ The State wants to make vast changes to nursing home and home 

health reimbursement methodologies, many of which have the perverse effect of redistributing 

funding from providers that have invested in quality care for their patients and residents—and, 

thus, have higher costs, including labor costs—to those who have continued to keep costs low at 

the expense of caregivers and quality. Making policy changes that undermine investments in 

health care quality runs completely counter to the State’s goals for our health care system and 

will be extremely destabilizing to a sector of the health care community that is already 

experiencing financial distress. My colleague, Scott Amrhein, President of the Continuing Care 

Leadership Coalition, our long term care affiliate, will be testifying in more detail later today on 

the nursing home and home health aspects of the budget. 

Hospital Financial Conditions Make Major Cuts Untenable 

This budget will do enormous damage to the health care community. It will unquestionably lead 

to significant layoffs, closure of needed services, bankruptcies, and, in some cases, complete 

economic failure and closure. This statement is not meant to be alarmist—it is simply factual. 

And given the strong, first-hand knowledge you have of the needs of the health care institutions 

that serve your constituents, you know this to be true. You have seen hospitals in your 

communities shutter important services, like obstetrics, just to survive.  

As has been the case for many years, New York’s hospitals have the worst bottom line margins 

and equity financing ratios in the country (the data below are derived from CMS databases). 

Since 2006, the financial condition of our hospitals, already the worst in the country, has 

deteriorated significantly, due to Medicare and Medicaid cuts both at the Federal and State 

levels. Now, hospitals are also contending with lower investment income, higher medical 



 

malpractice insurance costs, higher pension contributions, and higher borrowing costs for capital. 

Indeed, due to the economic downturn and the crisis in the financial markets, the ability for our 

hospitals to borrow has deteriorated alarmingly. 

  

 

 

The tax-exempt bond market has completely dried up for all institutions except for those with the 

very highest of bond ratings—which would include very few, if any, New York hospitals. This 

means they cannot finance new construction or renovation of extremely old physical plants, and 

must defer these actions. Delay greatly increases the ultimate costs of building. According to the 

New York Building Congress, a year’s delay increases construction costs by 12%. And all of this 

hospital fiscal distress is true before the Governor’s proposed cuts. 

Given these financials, State health care cuts will force our members to cut their operations. 

There is no other choice. This is because the Governor’s proposed cuts to hospitals, nursing 

homes, and home health agencies are not, as some have portrayed them, ―reductions in the rate 

of growth.‖ To the contrary, they are real cuts from current spending levels. This is because the 

Executive not only eliminates cost-of-living adjustments, or so called ―trend factors,‖ for the 

remainder of this year and for all of next year—similar, in concept, at least, to freezing 

reimbursement rates at last year’s levels—but then, on top of that, contains: 

 Across-the-board Medicaid reimbursement rate reductions: 

o Hospitals: 8% inpatient reimbursement rate reductions through March 31, 2009, 

and 2% through March 31, 2010; 

2002 2003 2004 2005 2006

US 48% 49% 50% 50% 51%

NY 24% 24% 25% 27% 32%

NY Rank 50 50 49 50 49 
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o Nursing homes: 8% rate reductions through March 31, 2009, and 2% through 

March 31, 2010; 

o Home health and personal care: 1% rate reductions through March 31, 2009; then  

4.5% for certified home health agencies (CHHAs) through December 31. 2009 

(when a completely new payment methodology begins) and 2.5% for long term 

home health care, AIDS home care, and personal care through March 31, 2010; 

 A 0.7% tax on hospital revenues, which will cost hospitals $316 million through the end 

of the next fiscal year; 

 Elimination of $24 million in funding annually for teaching hospitals through the end of 

the next fiscal year; and 

 Cuts for public hospitals and nursing homes for workforce recruitment and retention. 

 

Medicaid Cuts 

Hospital Cash Impact = $(498) Million 

 

 
HCRA Pool Cuts 

Hospital Cash Impact = $(65) Million 

 

 

$(42)M • Eliminate 2008 trend factor reconciliation

$(74)M • Eliminate remaining 2008 trend factor

$(102)M • Eliminate 2009 trend factor

$(132)M • Across the board IP rate cut

$(148)M • HMO flow-through effect

($12)M
• Public hospital R&R

($23)M
• Cut GME pool payments

($30)M

• Unspent DSH cap ―pop-up,‖ worker 
retraining and other grant programs



 

 

The hospital-related actions are projected to cost hospitals nearly $1 billion annually through a 

combination of Medicaid fee-for-service cuts, cuts from Medicaid managed care plans (whose 

rates are usually tied to Medicaid fee-for-service rates), and taxes.  

I have attached to this testimony our estimates of the impact of the Governor’s Deficit Reduction 

Plan (DRP) proposals on hospitals in New York State by Senate and Assembly district. As you 

know from your own knowledge of the needs of the institutions in your district, these cuts could 

not possibly be sustained without layoffs, significant service reductions, and, in some cases, 

bankruptcy and closure.  

And yet, the DRP is not the whole picture. 

“Reform” Proposal on Top of Cuts: Devastating Impacts, Little Benefit to Financial Plan 

As mentioned, the Executive Budget also contains an extremely complicated inpatient ―rebasing‖ 

proposal.  

The proposal purports to update the base year costs on which Medicaid inpatient reimbursement 

rates are based from 1981 to 2005. The State would then create one Statewide base rate that 

would form the basis for payment to every hospital in the State, as opposed to the current system 

that consists of a combination, or ―blend,‖ of a hospital’s own historical costs and those of a 

hospital’s ―peer group‖ (e.g., academic medical centers, major public hospitals, rural hospitals, 

etc.). The uniform base rate would be adjusted for diagnoses through use of a completely 

different diagnostic related group (DRG) methodology than is currently in use for either the 

Medicaid or Medicare programs, and would be adjusted for wages, teaching costs, and other 

adjustments. (Psychiatry would later have its own prospective payment system.) Some services 

that have been exempt in the past, including inpatient burn, epilepsy, and HIV services, would be 

incorporated into the DRG system described above. Specialty and critical access hospitals, units, 

and services that have been exempt from the DRG system in the past, including psychiatry, 

cancer, medical and substance abuse rehabilitation services, would continue to be exempt and 

would similarly have costs updated to 2005. Inpatient detox, which had been included in the 

DRG system until December of last year, would be fully exempted (and payments drastically 

reduced) as of March 1, 2009, over two years ahead of the phased-in schedule agreed upon in 

last year’s budget. Important policy rate ―add-ons,‖ created by the Legislature in years past to 

further important policy goals and achieve budget savings, including the high need Medicaid 

pool and other restoration funds, workforce recruitment and retention add-ons and the GME 

transfer from the HCRA GME pool for certain teaching hospitals, would be eliminated. 

  



 

Inpatient Reimbursement Reform Proposals 

Annualized Value ($ in Millions) 

 

Provision Net Impact Losses Gains 

Total -$236.2 -$413.3 $177.1 

Rebase and modernize inpatient acute care rates (7/1/) -$221.7 -$379.3 $157.5 

Eliminate remaining public hospital R&R grants (7/1) -$36.3 -$36.3 $0.0 

Implement APR-DRGs (7/1) -$1.8 -$1.8 $0.0 

Rebase inpatient psychiatric rates (7/1) $25.0 -$23.9 $48.9 

Rebase other exempt service rates (7/1) -$37.8 -$48.1 $10.3 

Revise GME carve-out associated with rebasing -$22.5 -$90.1 $68.4 

Establish transition pool to moderate effects of rebasing $100.0 $0.0 $100.0 

Accelerate phase-in of new detox methodology (3/1) -$34.0 -$34.9 $0.9 

Cut payments for medically supervised detox (4/1) -$4.2 -$4.2 $0.0 

Review and deny payment for inappropriate admissions (4/1) -$2.8 -$2.8 $0.0 

 

The State estimates that its new inpatient payment methodology would reduce aggregate 

Medicaid fee-for-service payments to hospitals by $236 million annually, with $413 million in 

losses to hospitals that ―lose‖ under the proposal and $177 million for hospitals that gain. Most 

of the savings from the DOH proposal would be redistributed to outpatient providers. Hospitals 

would see outpatient reimbursement rate increases of $225 million annually, although most 

would sustain far greater inpatient losses than outpatient gains. 

Annualized Fiscal Impact of the Health Care Improvement Act Proposals for Hospitals 

 

 

 There are a number of technical aspects of the proposal that cause us grave concern. 

Furthermore, the proposal contains methodological changes that are likely to have a flow through 

impact on private payer reimbursement under DRG based contracts which DOH has yet to 

assess. GNYHA’s research arm, known as The Health Economics and Outcomes Research 

• Losses = $(413)M

• Gains = $177MInpatient, $(236)M
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• Primary care enhancements = $37M

• Physician billing = $61M

• Counseling to avoid psychiatric admission = $36M

Reinvestment, 
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Institution, or THEORI, is conducting a thorough and detailed analysis of the proposal, which we 

will share with you when it is completed in the coming weeks. In the meantime, however, we can 

say unequivocally that the proposal, however well intentioned, makes the impact of the Deficit 

Reduction Plan on many hospitals much, much worse. The impact for some hospitals is worse 

than the impact of the DRP itself. Yet the ―reform‖ proposal provides minimal benefit to the 

General Fund, because most of the savings are redistributed. 

Below is a sampling of the annualized impact of the DRP on selected ―losing‖ hospitals vs. the 

Medicaid ―reform‖ proposal (includes impact of increased outpatient reimbursement): 

Impact of Deficit Reduction Plan and Net Impact of Inpatient and Outpatient 

Reimbursement Reform Proposals for Selected Hospitals ($ in Millions) 

Hospital Impact of DRP Impact of “Reform”

Bellevue Hospital -$21.0 -$7.1

Beth Israel Medical Center -$19.5 -$9.7

Brookdale Hospital -$12.1 -$8.3

Brooklyn Hospital -$8.3 -$8.2

Harlem Hospital -$10.5 -$7.8

Hospital for Special Surgery -$2.6 -$4.9

Interfaith Medical Center -$7.0 -$4.9

Jacobi Medical Center -$16.1 -$12.3

Lenox Hill Hospital -$7.0 -$9.6

Long Island College Hospital -$6.0 -$5.2

Long Island Jewish -$15.2 -$4.7

Memorial Hospital for Cancer -$11.2 -$11.8

Metropolitan Hospital Center -$10.1 -$8.4

North Shore University Hospital -$12.7 -$11.1

NYU Hospital Center -$10.4 -$11.6

St. Luke's-Roosevelt Hospital Center -$16.9 -$10.3

Westchester Medical Center -$13.7 -$15.5

Winthrop University Hospital -$5.9 -$5.0

Woodhull Medical Center -$14.0 -$8.5

 

Attached to my testimony are the impacts on all hospitals, including on some hospitals who do 

benefit from the ―reform‖ proposals. 

Many of the hospitals listed above serve vulnerable, low-income communities, communities that 

rely on the outpatient clinics operated by these hospitals for primary and preventive care. 

It has been said that this time of crisis is the perfect time for these ―reforms.‖ Why? Why does it 

make sense to rush through a ―reform‖ proposal the impact of which is not yet even fully 



 

analyzed? Why is it the perfect time to take millions of dollars, in addition to the dollars taken 

out by the DRP, from low-income communities? These cuts will force hospitals to do the exact 

opposite of what the ―reforms‖ are designed to accomplish—close outpatient clinics in low-

income communities. That is not the reform we should be implementing in this time of crisis.  

We strongly support investing in outpatient, primary, and preventive care. Unfortunately this 

proposal will lead in the opposite direction, decreasing access to primary and preventive care as 

hospitals close clinics. Period. 

A Better Way 

The Executive Budget cuts cannot possibly be sustained without hospital layoffs, significant 

service reductions, and, in some cases, bankruptcy and closure. It doesn’t need to be this way. 

First, we find it extremely unfair that the Executive Budget forgoes the use of ―rainy day funds‖ 

to help close a portion of the budget gap. There are $1.2 billion available in the Tax Stabilization 

Reserve Fund and other rainy day funds, which would cover 80% of the projected current year 

deficit. Instead, the Executive proposal would inflict more pain on New Yorkers unnecessarily 

by forcing budget cuts on health care institutions providing critical services to the most 

vulnerable New Yorkers.  

$1.5 Billion in Reserves Were Available Prior to the Executive Budget Proposal 

 

We understand that the Division of the Budget has taken the position that any use of rainy day 

funds would cause an immediate downgrade in the State’s bond rating. Putting aside the fact that 

rating agencies in the past have expressly stated that the use of rainy day funds in and of itself 

$1,031

• Tax Stabilization Reserve Fund

• (Executive budget didn’t use)

$175

• Statutory Rainy Day Reserve Fund

• (Executive budget didn’t use)

$145

• Labor Settlement Other Risks Reserve

• (Executive budget used all)

$127

• Community Projects Fund

• (Executive budget used all)

$21

• Contingency Reserve Fund

• (Executive budget didn’t use)



 

does not automatically trigger rating downgrades
1
, we must ask the question: what of the bond 

ratings of our not-for-profit and public health care providers? As mentioned before, the capital 

markets for our institutions have already largely closed up. Why should the State’s bond rating, 

which is already much better than the ratings of most of our health care providers, be protected at 

all costs while unnecessarily deep reimbursement rate cuts and new taxes irreparably harm the 

bond ratings of our health care providers? Rainy day funds are put aside expressly for times like 

these. They are designed to help states take the time to make rational, reasoned, and thoughtful 

decisions, rather than rushing to take actions, like major spending cuts, that will further harm the 

economy of the state. Clearly, Medicaid cuts harm the economy of New York State by harming 

the health care sector, the largest private sector employer, and the only portion of the private 

sector economy that is growing during the economic downturn. The economy is further hurt by 

Medicaid cuts by forgoing huge amounts of Federal matching fund revenue that stays in 

Washington, rather than flowing into New York’s communities. Besides, if a rainy day fund isn’t 

for a situation like this, what is it for?  

Health Care: the Economic Bright Spot 

Employment Change from December 2007 to December 2008 (in Thousands) 

 

  

                                                           
1“ Use of reserves is not a credit weakness in and of itself. These reserves are accumulated in order to be spent during 
times of budgetary imbalance and extraordinary economic events. The last month has highlighted the 
importance and critical nature of these reserves from a credit standpoint. Given this period of economic 
uncertainty, a balanced approach of adjusting spending and drawing on reserves will reduce out-year 
structural imbalance.”  Robin Prunty, Alexander M. Fraser, and Steven J. Murphy, “Commentary: The State of the 
States,” Standard and Poor’s, October 18, 2001 (emphasis added). 
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Second, Congress is debating the economic stimulus plan as we speak. The proposal, which 

Congressional leaders have stated they will complete by February 13, will provide billions of 

dollars in fiscal relief to New York State through an increase in the Federal Medicaid matching 

rate, funding for education, and funding for infrastructure projects. The Executive has estimated 

that some of the Congressional proposals could bring New York State at least $6.3 billion in 

added Federal Medicaid revenue alone through the next State fiscal year. Before hastily cutting 

our struggling health care providers, it behooves the State Legislature to pause and evaluate any 

Congressional action for its impact on projected State deficits. In particular, the Legislature 

should refrain from any health care cuts in a deficit-reduction plan passed before the 

President has signed the economic stimulus bill into law. 

Third, by relying on cuts alone and not even considering new revenues—such as the personal 

income surcharge approved by the Assembly earlier this year, or other proposals to reform the 

personal income tax—the Executive budget proposal unnecessarily cuts essential services for 

low-income New Yorkers, essentially asking low-income New Yorkers to bear a 

disproportionate share of pain while the better off among us watch from the sidelines. 

Fourth, the cuts to health care providers in the Executive’s proposal are disproportionate to their 

portion of the State budget, and, thus, far deeper than we could possibly bear, much less support. 

For instance, as shown in the chart below, the Governor’s proposed cuts, most of which become 

annualized in SFY 2009–10, fall most heavily on the health care sector, despite the fact that 

health care, which bears 46% of the reductions in the Governor’s budget, comprises only 25% of 

current General Fund spending. (Total loss in the chart below includes non-spending items such 

as payer and provider taxes.) 

Distribution of the General Fund Spending Cuts among the Major Sectors 
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Medicaid cuts also harm institutions and the economy far beyond the deficit reduction benefit to 

the State government because of the fact that Medicaid spending by the State is matched by the 

Federal government. Therefore, to save a dollar, the State ends up cutting two dollars from our 

financially-strapped health care providers. And if the economic stimulus bill includes an 

enhanced Federal matching rate for New York, as it will, even more Federal dollars will be left 

in Washington. 

 

Health Care Cuts Multiply Because of the Cash Lags, the Loss of Federal Medicaid 

Matching Funds, and the Flow-Through Effect on Medicaid Managed Care Rates 

 

 

In addition, as mentioned before, the cuts to hospitals, nursing homes, and home health agencies 

are real cuts, not cuts in the rate of growth, while, due to the enormous increases in spending in 

other sectors in this year’s budget, most notably school aid, the cuts to those sectors do not even 

constitute freezes, or reductions to last year’s levels. This is completely unfair, and, given the 

poor financial health of our health care institutions and their life-saving missions, outright 

dangerous. It is also important to note, as illustrated in the chart below, that Medicaid spending 

in New York State has not been increasing, in real terms, for hospitals, nursing homes, and other 

providers. The increases over the last few decades have been primarily due to a huge growth in 

enrollment. 
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Enrollment Growth Accounts for Almost All of New York’s Medicaid Spending Growth 

 

Source: Centers for Medicare & Medicaid Services, Medicaid Statistical Information System (MSIS) State 

Summary Datamart. 

Fifth, the Executive budget proposal imposes huge cuts on health care providers while doing 

nothing to reduce their costs. The only way there can be cuts to health care providers without 

wholesale closings, bankruptcies, layoffs, and service disruptions is for the State to enact 

simultaneous reforms that can either reduce provider costs or increase provider revenue from 

other, non-State sources. For instance, the State should immediately enact medical malpractice 

insurance reforms. The cost of medical malpractice insurance for hospitals and physicians has 

grown at such an alarming rate that many providers have made the decision to stop providing 

services in specialties with high medical malpractice insurance costs. As many of you know, 

hospitals in the metropolitan area have closed completely, or closed their obstetrics services as a 

way to keep from closing, due to the high cost of malpractice insurance.  

Medical malpractice reform is extremely important to the State’s Medicaid program. This is 

because nearly half—47%—of all deliveries in New York State are covered by Medicaid. In 

New York City, 60% of births are to Medicaid beneficiaries, and in Brooklyn and the Bronx, 

over 70% of births are to Medicaid beneficiaries. Yet, due to the high cost of medical 

malpractice insurance, hospitals lose thousands of dollars on every single Medicaid delivery. 

This problem is a Medicaid access problem, as more and more financially struggling hospitals 

make the difficult decision to discontinue obstetrics services altogether. 
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This issue must be addressed. In the spirit of shared responsibility, a way must be found to 

relieve health care providers of the high cost of medical malpractice insurance. Yet at this time 

of sacrifice, all we have heard from the guardians of the tort system status quo is that they want 

increased contingency fees, which would rob injured consumers of large portions of their awards 

and drive up hospital medical malpractice insurance costs by 15%-25%. Shared responsibility 

must extend to this portion of our health care system. Unfortunately, the Executive Budget 

ignores this important problem. 

Similarly, provider cash flow problems could be partially alleviated through common sense 

managed care reforms. It is outrageous that in the State of New York health insurers can deny 

payments to hospitals and physicians for medically necessary care based on technicalities, even 

though a consumer or employer has paid premiums in full and all sides agree the care was 

necessary. When a payer makes a mistake and fails to pay a claim on time, it simply gets charged 

interest. When a hospital fails to submit a claim on time, where one can argue no one is harmed 

but the hospital, the insurer can deny payment in full. Similarly, as insurers encourage more and 

more consumers and employers to utilize high-deductible health plans, hospital and physician 

bad debts multiply. The responsibility of collecting the high deductibles and copayments should 

be the insurer’s, not the provider’s. It is the insurer who knows how much the consumer has 

already spent toward their deductible and other cost-sharing responsibility. GNYHA has put 

forward these and a number of other reforms; however, they have not been included as part of 

the budget. We urge the Legislature to include them.  

An Attack on One of New York’s Most Important Industries: Academic Medical Centers 

and Teaching Hospitals 

As mentioned, the DOH continues to push forward its Medicaid inpatient rebasing plan, despite 

extremely negative impacts on many of the State’s most vulnerable hospitals serving the most 

vulnerable communities. These are the same hospitals and communities that will be 

disproportionately impacted by the Medicaid cuts in the deficit reduction plan. Some of these 

impacts are partially mitigated by the DOH proposal to redistribute Health Care Reform Act 

(HCRA) teaching hospital dollars; however, that proposal leaves many safety net hospitals with 

deep incremental losses and has caused grave concern because it threatens the teaching mission 

at many other hospitals and sets a terrible precedent for Federal support of the academic medical 

infrastructure—a key New York State industry.  

The Governor’s budget would eliminate the HCRA GME pool. First, HCRA GME funding 

would be cut by $24.3 million for 2008 and every year thereafter. Second, the Executive Budget 

would cut half of the remaining $282 million in HCRA GME pool funding and transfer the other 

half of it—$141 million—to the bad debt and charity care pool. The changes are in addition to 

the proposal described above to eliminate $100 million in GME pool transfer funds from the 

Medicaid rate. Because the bad debt and charity care funding is matched by the Federal 

government, there is no actual aggregate reduction in funding to hospitals due to the transfer; 



 

however, the funds would be allocated to teaching hospitals under a different methodology than 

the current HCRA GME methodology, thus redistributing the funds and completely de-linking 

the funding from its original purpose: to ensure that private payers pay their share of GME. 

The HCRA GME pool was created to serve a very important public policy goal: namely, to 

ensure that all payers—Medicare, Medicaid, and private payers—contribute to the extra costs 

teaching hospitals incur for the public goods they provide. DOH claims to believe that teaching 

hospitals will be able to negotiate higher rates from the HMOs to back-fill the loss of these 

private payer GME funds. We believe this is patently untrue. High Medicaid providers receive 

the bulk of their GME funding through the Medicaid program. Teaching hospitals with a high 

proportion of Medicare patients receive the bulk of the GME funding from the Medicare 

program. And hospital with a high proportion of patients covered by private insurance receive 

their funding through the HCRA GME pool, which is funded by the payers through the covered 

lives tax. Given the sweeping attack on the HCRA GME pool in the Executive budget—indeed, 

its complete elimination—it is important to remind the Legislature why the pool was created in 

the first place. 

According to the Association of American Medical Colleges (AAMC), the narrow definition of 

graduate medical education (GME) is ―the period of formal clinical education that follows 

graduation from medical school and entails the fulfillment of the requirements for certification in 

a specialty or subspecialty practice of medicine.‖ This training, which generally varies from 

three to seven years, most often takes place in ―teaching hospitals‖ under the supervision of 

faculty physicians. Trainees, or ―residents,‖ learn by doing—by actually providing health care 

services. Part of the cost of GME includes the salaries and benefits of residents as well as the 

salaries and benefits of supervising physicians, and a portion of GME funding is intended to 

cover some of these costs. Other funds are designed to cover the statistically demonstrated higher 

operating costs incurred by teaching hospitals. 

GME, however, is much more than the training of new doctors. The GME ―enterprise‖ involves 

creating an academic environment within a hospital to enable tomorrow’s physicians and 

researchers to have access to the broadest and most challenging educational experience possible.  

Thus, teaching hospitals take on more complex cases than other hospitals to ensure that trainees 

are exposed to unusual cases. Teaching hospitals must provide a broader range of services, 

including trauma, burn, transplant, and other complex services in order to ensure that residents 

are exposed to all of the services that patients may need. Teaching hospitals must purchase the 

latest technology and stay abreast of the latest procedures, providing ongoing education for both 

the residents as well as the supervising physicians. It is because of this complex and expensive 

infrastructure that so much of the nation’s biomedical research occurs in teaching hospitals.  

Indeed, without GME and the infrastructure it demands, there would be no biomedical research.  

This is not only because GME trains the physicians and researchers who conduct the research; it 

is also because of the complex environment GME necessitates. Funding provided by the National 

Institutes of Health and other major research foundations is dependent on the GME enterprise 



 

because without that scholarly environment, clinical trials and other forms of research could not 

be supported and conducted. 

GME benefits New Yorkers in several ways. First, the teaching hospitals in which GME occurs 

provide access to the latest procedures, therapies, surgeries, and technology as well as access to 

physicians who are constantly exposed to the most recent discoveries and scientific 

breakthroughs. Second, GME provides the environment and infrastructure necessary for 

biomedical research to flourish, thus facilitating clinical trials and leading to eventual cures for 

diseases afflicting New Yorkers. The state-of-the-art technology demanded to create a robust 

scholarly and research enterprise ultimately benefits New Yorkers who are able to access the 

high-quality patient care provided within these institutions. GME also provides critical 

caregivers in areas of the State where there are few private physicians serving vulnerable 

populations. 

GME provides economic benefits to New Yorkers, bringing Federal Medicare funds, Federal 

Medicaid funds, grants from the National Institutes of Health and other Federal agencies, 

foundation funding, and corporate funding to New York State. For every dollar spent by the 

State of New York in Medicaid funding on GME, the Federal government sends two dollars. All 

of this outside investment in New York’s institutions helps the New York economy, creates jobs, 

and increases State and local tax revenues. According to the AAMC, medical schools and 

teaching hospitals directly contribute $29 billion and 250,000 jobs to the New York economy— 

totaling $66 billion and 450,000 jobs after figuring the multiplier effect of that investment and 

creating a tax benefit of $3.2 billion to the State.  

Teaching hospitals in the United States are finding it more and more difficult to afford the costs 

associated with GME, which, as noted above, include creating a complex research, education, 

and treatment infrastructure. Historically, teaching hospitals in other parts of the country have 

financed these costs by simply charging more for their patient care services. Thus, teaching 

hospitals outside of New York, before the advent of managed care, increased charges to private 

insurers, and the Medicare and Medicaid programs paid their ―fair share‖ of the costs of GME.  

In New York, because hospitals were required to accept State-set rates of payment before HCRA 

and, therefore, could not charge higher rates to cover GME costs, over $1 billion in GME 

funding was provided annually to teaching hospitals by private insurers through the inpatient 

hospital rates set by New York State.  

The last several years have resulted in major reductions in funding for GME, both in New York 

and the rest of the country. First, the original HCRA in 1996 reduced the amount of funding 

private payers in New York must provide for GME-related activities by half, to $544 million in 

1997 from over  $1 billion per year in 1996. Further State actions, including transfers of HCRA 

GME funds to Medicaid and bad debt and charity care as well as to the new Doctors Across New 

York program have reduced private payer GME funding further, to just $306 million in 2008, 

less than one-third of the amount provided in 1996. Second, the Federal government in the 



 

Balanced Budget Act of 1997 drastically reduced Medicare’s commitment to GME, reducing 

Medicare GME funding for hospitals in New York alone by over $1 billion and counting. A 2008 

Medicare regulation that GNYHA is seeking to overturn will further reduce Medicare funding 

for GME by $60 million in New York State annually, when fully phased in. The Federal 

government has also proposed completely eliminating Medicaid GME funding.   

The State raises the $306 million contributed annually by private payers for GME through a 

regional assessment on ―covered lives.‖ This covered lives assessment, which also raises funds 

for health care workforce retraining, the AIDS Drug Assistance Program, a portion of the funds 

devoted to ―indigent care,‖ and a variety of other State health care programs, varies by region of 

the State. The revenues raised by the covered lives assessment specifically dedicated to GME 

remain in the region of the State from which they were raised.  In other words, hospitals in New 

York City receive private payer GME funds exclusively from revenue raised by the covered lives 

assessment on New York City residents, hospitals on Long Island receive private payer GME 

funds exclusively from revenue raised by the covered lives assessment on Long Island residents, 

and so on. The covered lives assessment is paid by insurers, HMOs, and self-insured plans 

directly to the State, unless a payer elects to pay a much higher assessment on health care 

services at the point of service. In addition to funds raised from private payers, New York State 

contributes 50% of the Medicaid   GME funding provided to New York teaching hospitals 

annually through Medicaid inpatient hospital rates and the Medicaid managed care GME ―carve-

out.‖ This is a very worthy investment since the Federal government contributes the other 50%. 

The Federal government pays for 100% of GME costs associated with Medicare beneficiaries. 

Thus, 70% of funding for GME in New York State comes from the Federal government. 

The Executive Budget proposal’s elimination of the HCRA GME pool violates the important 

principle that all payers must pay their fair share of this public good. In addition, in negotiations 

with teaching hospitals, insurers cite the fact that they pay a covered lives tax as a reason not to 

adequately reimburse teaching hospitals for GME. GNYHA strongly opposes the proposal.  

Conclusion 

In conclusion, I thank you for your interest in our views. As I said, we stand ready to help find 

solutions to the State’s serious budget problems, and look forward to working with you on a truly 

balanced approach in the coming months. Hospitals in New York are dedicated to providing 

quality care to the Medicaid population, the uninsured, and all the patients they serve. We hope 

to be able to partner with you to make sure that this important mission is not compromised by the 

State budget at a time when New Yorkers need their hospitals more than ever.  


