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specifically address teaching physicians
or GME issues, it is consistent with
Medicare policy on classifying the
activities in which physicians in
teaching hospitals are engaged.

We published a final rule with
comment period in the Federal Register
on March 2, 1983 (48 FR 8902), which
implemented the provisions of section
1887 of the Act. That final rule revised
the regulations that govern Medicare
payment for services of physicians who
practice in providers such as hospitals,
skilled nursing facilities, and
comprehensive outpatient rehabilitation
facilities. As a part of that final rule, we
revised §§ 405.480 through 405.482,
removed §§ 405.483 through 405.488,
and added new §§ 405.550 through
405.557. Those regulations—

• Set forth basic criteria for
distinguishing those physician services
furnished in providers that are payable
by Part B carriers as physician services
to individual patients from those
services that are payable by fiscal
intermediaries as physician services to
the provider itself;

• Set limits on the amounts payable
on a reasonable cost basis to providers
for physician services to the provider;
and

• Established more specific criteria
for determining the basis and amount of
payment for physician services in the
specialties of anesthesiology, radiology,
and pathology.

In the preamble to the March 1983
final rule (48 FR 8906), we stated that
because of problems related to applying
portions of the revised regulations to
teaching hospitals and to implement
sections 1842(b)(6) and 1861(b)(7) of the
Act for physician payment (as amended
by section 948 of ORA 1980), we
planned to publish, in a separate
document, proposed regulations that
would establish special rules governing
payment for services of physicians in
teaching hospitals. Those rules would
have superseded §§ 405.520 and
405.521 if they became effective.
Subsequently, however, the Congress
passed DEFRA 1984, which further
amended section 1842(b)(6) of the Act
and redesignated it as section
1842(b)(7).

Another statutory change that affected
payments to teaching hospitals was
section 9202 of the Consolidated
Omnibus Budget Reconciliation Act of
1985 (Pub. L. 99–272), enacted on April
7, 1986, as amended by section 9314 of
the Omnibus Budget Reconciliation Act
of 1986 (Pub. L. 99–509), enacted on
October 21, 1986, which added a new
section 1886(h) to the Act. Section
1886(h) of the Act revised the method
of calculating Medicare payment for the

direct costs of approved GME activities
such as residents’ salaries and fringe
benefits, from reasonable cost payment
to payments based on hospital-specific
per-resident amounts multiplied by the
number of full-time equivalent residents
working in the hospital during a
hospital’s cost reporting period.

A major change in the Medicare
payment rules for physician services in
general was enacted as part of the
Omnibus Budget Reconciliation Act of
1989 (OBRA 1989) (Pub. L. 101–239),
enacted on December 19, 1989, which
added section 1848 to the Act. Section
1848 replaced the reasonable charge
payment mechanism with a fee
schedule for physician services. The
Omnibus Budget Reconciliation Act of
1990 (OBRA 1990) (Pub. L. 101–508),
enacted on November 5, 1990,
contained several modifications and
clarifications to the OBRA 1989
provisions that established the
physician fee schedule.

2. Payment for Physician Services
Furnished in Teaching Settings

a. Current Practices

In our proposed rule (60 FR 38406),
we stated that of the nearly 7,000
hospitals that participate in Medicare,
approximately 1,200 have GME
programs that are approved for
residency training by the appropriate
accrediting organization. (We used the
term ‘‘residents’’ in the preamble of the
proposed rule to include residents,
interns, and fellows who are in formally
organized and approved GME
programs.)

For hospital cost reporting periods
beginning on or after July 1, 1985, the
costs of residents’ compensation
(representing payment for the residents’
services), certain physician
compensation costs related to GME
programs, and other GME program costs
are payable based on hospital-specific
per-resident amounts as described in
§ 413.86, in accordance with section
1886(h) of the Act. Physician
compensation costs for administrative
and supervisory services unrelated to
the GME program or other approved
educational activities are payable as
operating costs through diagnosis-
related group payments under the
prospective payment system for
inpatient services and on a reasonable
cost basis for inpatient services in
hospitals excluded from the prospective
payment system and for outpatient
services.

In the case of those few teaching
hospitals that elect reasonable cost
payments for physician direct medical
and surgical services under section

1861(b)(7) of the Act instead of billing
for services to Medicare beneficiaries on
a fee-for-service basis, the election and
payment mechanisms described in
former §§ 405.465 and 405.466 were set
forth in the proposed rule in new
§ 415.160 and in redesignated
§§ 415.162 and 415.164.

Practices vary widely among and
within teaching hospitals with respect
to the degree of physician involvement
in the care of patients. In some cases,
teaching physicians personally direct
residents in furnishing patient care
services. In others, residents assume a
greater degree of responsibility for the
care patients receive, and the teaching
physicians exercise only general control
over the residents’ activities.

b. Statutory and Other Developments
Pertaining to Teaching Physician
Services

(1) Original Medicare Law and
Regulations

As originally enacted, title XVIII of
the Act excluded the services of
physicians, interns, and residents from
the definition of ‘‘inpatient hospital
services,’’ except for the services of
interns and residents in approved
training programs. The services of
residents in an approved program of a
hospital with which a skilled nursing
facility has a transfer agreement are
included in the definition of ‘‘extended
care services’’ and in the definition of
‘‘home health services’’ in the case of a
home health agency that is affiliated
with or under common control of a
hospital having the program. These
provisions established the costs of
approved GME programs for provider
services payable by intermediaries on a
reasonable cost basis. The Act did not
include special rules for payment of
physician services in teaching hospitals.

At the time of the publication of the
proposed rule, under §§ 405.520 and
405.521 for teaching physician services,
and §§ 405.522 through 405.525 for
residents’ services, a physician in a
teaching setting was considered the
attending physician for a Medicare
patient, and thereby qualified for Part B
payment, only if he or she furnished
‘‘personal and identifiable direction’’ to
the interns and residents who provided
the actual services to the patient. Before
January 1, 1992, Part B physician
services were paid under the reasonable
charge payment system. As of January 1,
1992, these physician services are paid
under the physician fee schedule set
forth in part 414 (56 FR 59502).

Although former § 405.521(b) listed
examples that illustrated the types of
responsibilities attending physicians


