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Since the inception of Medicare in 1965, the program has shared in the costs of educational 
activities incurred by participating providers. Medicare reimburses medical education separately 
for GME and IME and the reimbursement calculations are different. 

The GME reimbursement is to cover direct costs of operating an approved physician resident 
training program such as the salaries and fringe benefits of the residents, expenses paid to 
teaching physicians for direct teaching activities, and overhead expenses related to the program. 
Hospitals are paid for direct GME based on Medicare’s share of a hospital-specific per resident 
amount multiplied by the number of FTE residents.  Under Sections 1886 (a)(4) and (d)(1)(A) of 
the Social Security Act (the Act) and 42 Code of Federal Regulations 412.113, GME costs are 
excluded from the definition of a hospital’s operating costs and, accordingly, are not included in 
the calculation of payment rates under the hospital inpatient prospective payment system (PPS) 
or in the calculation of the rate-of-increase limit for hospitals excluded from the PPS. 

The IME covers increased operating costs that cannot be specifically matched with the graduate 
medical education program such as the costs of extensive medical libraries, the costs of more 
detailed medical records, and the costs associated with the additional tests that may be ordered 
by residents which would not be ordered by more experience physicians. The IME is an add-on 
to a hospital’s Diagnosis Related Group payment.  In other words, the greater the number of 
Medicare patients, the higher the IME payments. The IME formula is designed to reimburse a 
hospital for its increased patient care costs and its calculation uses the resident-to-hospital bed 
ratio. Section 1886(d)(5)(B) of the Act authorized IME payments to hospitals. 

Both GME and IME payments are calculated annually based on formulas that are driven by the 
number of FTEs and the proportion of Medicare days of care. Thus, the amount of Medicare 
funds received by each hospital is determined, in large part; by the number of FTE residents at 
each hospital and the proportion of training time residents spend in the institution. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

The objective of our audit was to determine the accuracy of the FTE count used by the UNCH to 
claim GME and IME reimbursement in their 2000 Medicare cost report. Our audit was 
conducted in accordance with generally accepted government auditing standards. 

To accomplish our audit objective, we identified the residents who were included in UNCH’s 
FTE count in FY 2000 and reconciled the FTEs reported on the cost report, Worksheet E-3 Part 
IV and Worksheet E, Part A to supporting documentation. Rotation schedules prepared by the 
UNCH reimbursement department and assignment sheets prepared by the different departments 
within the school of medicine were presented to support the 2000 FTE count. For the residents 
on the rotation and assignment schedules, we verified: 

 	participation in an approved medical residency program as defined by the Accreditation 
Council of Graduate Medical Education or the American Dental Association; 
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 	length of the initial residency period per medical specialty and the FTE weight for 
residents who exceeded the initial residency period; 

 classifications for primary care and specialty residency programs; 

 foreign medical graduate eligibility (if applicable); and 

 	time spent in allowable areas and activities such as time in research related to patient 
care, rotations to PPS areas of the UNCH, and time spent in approved non-hospital 
settings. 

Our review of the internal controls was limited to the controls concerning the accumulation of 
FTEs reported to Medicare on the cost report. This was accomplished through interviews and 
testing pertaining exclusively to the GME and IME FTE count. We limited the scope of our 
review of internal controls because our audit objective did not require a full assessment or 
understanding of the UNCH’s internal control structure. We obtained UNCH’s comments on the 
draft report. UNCH officials concurred with our assessment; their response is included as an 
Appendix to this report. 

In addition, UNCH officials indicated that they inadvertently omitted the FTEs of residents 
involved in research activities from the FTE count in their FY 2000 cost report. The officials 
planned to submit an amended cost report to correct this omission. However, at the time of our 
site work, amendments to the cost report had not been filed with the fiscal intermediary and thus, 
we did not consider this matter during our review. In response to our draft report, UNCH 
officials reiterated their intention to file an amended cost report to include the FTEs of residents 
involved in research activities. 

Fieldwork was performed at the UNCH in Chapel Hill, North Carolina and at the OAS field 
office in Miami, Florida from July 2001 through April 2002. 

RESULTS OF REVIEW 

Our audit indicated that the FTE counts were materially correct and UNCH’s controls over the 
accumulation and computation of FTEs appeared to be adequate. The UNCH claimed total 
Medicare reimbursement of $109,224,274 in their FY 2000 cost report. Of the nearly $109.2 
million in total reimbursement, $28,276,845 was for graduate medical education. The UNCH 
reported to Medicare 364.73 weighted GME FTEs and 389.80 IME FTEs, which resulted in a 
request for reimbursement of $9,150,489 and $19,126,356 respectively. 

The UNCH adequately documented the time its residents spent in medical training activities and 
properly applied Federal criteria pertaining to the FTE count for Medicare reimbursement 
purposes. Therefore, we are not making recommendations to the UNCH at this time. 








