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STATE OF TENNESSEE 

DEPARTMENT OF FINANCE AND ADMINISTRATioN 
. , STATE CAPITOL . 

NASHVILLE, TENNESSEE 37243·0285 

DAVID L. MANNING 
COMMISSIONER 

P R A F T3-23-91 

·A PROPOSAL FOR 

, 't,. 

HEALTH CARE REFORM IN TENNESSEE 

BENEFITS OF THIS PROPOSAL INCLUDE: 

C?mprehensive health insurance for every Tennessean; 

Eliminates· the "medicaid problem" in the state's budget QY 
assuring that future growth will not exceed. the rate of 
grm'lth in state tax revenue; . 

. Eliminates the ne~d for the Hospital Services Tax; 

Sav;es the federal government an estimated $1.5 billion over 
the next five years; 

Eliminates."cost shifting". to the paying patient and the 
business community of the cost of indigent health care; 

Permits the market to limit total health care spending in 
Tennes,see which wbul9.~ if limi.ted to the growth in our 
economy, save an estimated $6.5 billion bY" the year 2000; 
and' .J. . 

Mov'es Tennessee in the direction _of national health care 
reform. 

Ter'messee. and the nation face critical decisions in health. 
care reform. The President will make recommendations to the 
Congress; in a few wee~s which will result in a major national 
debate cl.bout how best ;to make and pay for the needed changes. 
The most optimistic time-frame for a decision by the Congress is 
late 19~n with a three to five year implementation pE!:riod. 
Unfortullately, Tennessee does. not have that much time. In fact, 

·we must make critical decisions in the next thirty days. 

If we make these decisions as they have been made in the 
past, we must either have a major tax increase or make major .. 
reductions. in health care for the almost·one million Tennesseans 
who are covered by the Medicaid program. In either case, the . 

. solutio:n will be for one year. with even greater tax increases 
and/or health. care reductions required next year and in every. 



~ding year until fundamental reform becomes a reality • 
. ~sident Clinton has indicated that he will give states the 

flexibility to design thei:r; own solutions through the waiver 
process. Obviously, any alternative approach that we pursue for 
Tennessee should move us toward reform, ·which is. consistent with 
the obj ecti ves of national reform., including comprehensive 
universal coverage and cost control. 

The most recent Congressional Budget Office study of health 
care and our own estimates of health care spending in Tennessee 
document an enormously inefficient health care. system.' The CBO 
study estimated that health care costs 'were over $800 billion in 
1992 or a'bout 13.6 percent of Gross Domestic Product (GDP). This 
is more than double the share of GDP which health care. consumed 
in 1965. The CBO also projects that if the· current system is not 
changed it will cons·ume about 18 percent of GDP, or about $1.7 
trillion, by the year 2000. In Tennessee,. it is. estimated that 
health care costs were approximately $13. billion in 1992 •. If 
present trends continue, health care will cost almost $27 billion 
in Tennessee by 'the year 2000 (Attachment A). ' 

Using the State of Tennessee's Group Insurance Plan as an 
example of a comprehensive managed care plan, this problem can be 
clear],.y demonstrated. The state's group insurance plan is an· 
aggressively negotiated Preferred Provider Organization covering 
in excess of 100,000. employees and dependents. The benefit 
structure compares very favor ably with large,. pJ:i "ate sec.tor 
plans. It's managed care provisions are primarily process 
oriented 'with preventive care and wellness. programs in the 
mainstream 6f· large, private sector. plans.. The. average cost per 

. covered person in FY 92 was $146-3 ($1194.40 plan cost and $268 • 86 
out-of-pocket). If the same level of coverage were provided for 
all Tenne'sseans the cost would be approximately .$7.2, billion; in 
contrast to the $13 billion actually spent on health care. 
Approximately $1.4 billion of the difference is .. nursing home and 
dental expenditures., leaving an unexplained difference of $4.4 
billion after considering the full cost of universal coverage. 

It is doubtful if .c. substantial portion of . this. difference 
is explained by extraordinarily high cost among a portion of the 
insured population for .at least two reasons. First, a group of 
the size of the state group insurance program has a diversity of 
risk which'should reasonably represent the entire population •. 
Secondly, the medicaid population includes. a large number of our 
most medically fragile .citizens and its cost was only $1,474·per 
eligible (excluding Nursing. Home Care,. Medicare Premiums and 
MDSA) . . . 

At the national level, the numbers are not significantly 
different. Adjusting the. Tennessee costs to the national av.erage 
(Attachment B), univer~al coverage would cost approximately 
$409.5 billion, in contrast to the $809 billion act~ally spent on 
.health care. If you assume that the 37 million uninsured 
Americans pay no out-of-pocket costs (an unreasonable assumption 
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since the CBO study indicates that almost 40% of the uninsured 
have incontes above 200 percent. of the poverty level) .it would 
increase t:he cost by approximately $10 billion, leaving enormous 
financial flexibility for an "efficiently" managed system. 

The cLnswer to. paying, for universal cov.erage. is not to. put 
even more money into such a massively inefficient system, but 
instead te) . redirect public and private resources into large 
Heal th Ins~urancePurchasing Cooperatives. at the commun.i:ty level 
with a mar'tdate to cover, all citizens living in their respective 
communities. An altern~tive, and perhaps transitional. approach, 
is to pool certain public, resources to purchase. care for the' 
combined n'ledicaid and uninsured populations. It is this concept 

. that Tenne~ssee should seriously consider to address .. our immediate 
health cateproblems. 

FINANCING HEALTH CARE REFORM IN TENNESSEE 

UnivE~rsal coverage for all Tennesseans can be accomplished 
by poolin~J certain public financial resources without· the need to 
. continue t:he hospital services tax. The public resources which 
should be pooled, include state and federal medicaid ,funds, other 
state. and federal health care funds, the co;;,t.of charity care 
(includin9 bad debt) already provided to the uninsured by health 
care providers and existing local government, subsidies for 
indigent care., These.'funds should be combined .. with. premiums. (20% 
ot total I)remium), coninsurance,. co-pays and deductibles of 
individuals covered under' the new program with incomes, above the 
poverty lE~vel. The. total of these resources. is, estimated to be 
over $3.8 billion (Attachment C), assuming the-. federal. government 
contributes, for the first year of the plan, the same amount it 
would have contributed if the. Medicaid program had,continued 
without change. Total federal participation as a· percentage of 
total funding, even without the hospital and nursing home taxes, 
would be l .. ess. than the current federal participation level of 
67%. The~;e funds could provide for the cost of full coverage for 
almost 1,000,0.00 Tennesseans. covered by the Medicaid Program and 
the uninsured populatio~ which is. estimated to, be between 14 and 
16 percent of our population. 

The plan, which would require' a federal waiver, would work as 
follows: 

(1) Expand the Tennessee Comprehensive. Health Insurance 
Program (TCHIP) to include all Tennessean.' s now covered 
undel: the state's Medicaid Program and the entire uninsured 
population. Require, on an annual basis. and at time of 
enrollment, citizens to choose any TCHIP option which would 
include the present Blue Cross, plan, the HMO.'s. presently . 
operttting and planned for. the Medicaid Program anp. other 
qua,llfying plans. (see Attachment D for requirements to be a 
TCHIP Plan).' . 
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(2) All participants in the program with family incomes 
abovE': the poverty level would be required to pay 20 percent 
of the premium cost and co-insurance in the same amounts as 
thosE~ required under the state group health insurance plan. 
Individuals under 200. percent of the poverty level paying on 
a sliding scale based on their ability to. pay. TCHIP's 
benej:it structure would be the same as the benefit structure 
.of the' state group insurance plan with the exception of the 

. dedu~:tible which would be maintained at the current. TCHIP 
level of $1,000. No deductibles or co-pay wDuld be', required 
for preventive services.. (Attachment E) . 

(3) All health care providers would be requi~ed to accept 
TCHI1? as a condition of participation in any state or 
fedel:al health care program. 

(4) All employers would be enco'uraged to enroll and provide. 
payr()11 deduction of premiums for all of their employees 
(full-time and part time) and,employee dependents to the 
exteI'lt they are not eligible for coverage in an employer 
spon~ored health plan under conditions existing on March 1, 
1993,. 

(5) State government would enroll all citiienswho are 
eligible for Medicaid, all recipients of unemployment 
compE'msation who are not covered under another. health plan' 
and ~,ll others,' to. the extent they qualify for coverage as 
desctibed in Attachment F. 

(6) Community Health Agencies (CHA's) would enroll all 
eliglblecitizens, who were not enrolled, by state agencies, as 
desc:tibed above. CHA's 'would also be 'responsible for: 

. developing. quality and cost information and making it 
avaiJ.able to. the. public"health care providers and employer 
heaH:h insurance sponsors. CHA' s could also accept for 
enrollment referrals for TCHIP directly from health care 
provJ.ders " 

(7) Health care providers would be required to track out of' 
statE~ patients separately and ensure, to the best of their 
ability, that profits at least covered any losses, due to 
charity and bad- debt. ' 

(8) . Each community would be separately rated and, each plan 
within that community would be given a per capita spending 
targE~t.· Initial p~r capita spending targets and provider 
reimbursement,would,be based on the actual cost of hands-on 

. car,e (i~e. the provider's marginal cost less charity, care) 
plus the management fee, with the final spending target 
based on the final. number of persons covered by each TCHIP 
plan" Final provider reimbursement would, be, base~ on a 
negotiated rate not to exceed their charge to theirJbest 
custc)mers, with the HMO or insurance, company paid a 
management fee based upon the management fee paid under the 
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stat'e employee group insurance plan. Each TCHll? plan within 
a community exceeding its· target expenditure in total would 
be prorated back to the, target, with any TCHIP plan 
producing a savings would be permitted to distribute the 
savings among its providers as long as final reimbursement 
does not exceed 105% bf the provider's negotiated rat~. 
Provider reimbursement, however, 'would never be less than 
the provider's marginal costs. 

( 9-) The chronical'ly mentally ill and children 'in state 
custody or at risk o,f state custody I would be. enrolled in 
sepa,rate TCHIP plans which would: continue to be administered 
by the state. ~ 

(10) The Nursing Home Program. and services, to, mentally 
retarded citizens, would continue under the present Medicaid 
P~og:tam. I 

! , 
(11) Public Health s,~rvices would ,be continued., and. directed 
to a,ssure services' in] areas which would otherwise be 
underserved and to assist all TCHIPPlans in provid~ng, 
prev'enti ve health services to' help control long-term health 
care costs. " , 

(12) State funding would be increased each 'year at a rate 
equal to the growth in state, tax revenue, less. any. ,dedicated 
tax increase, not to exceed the rate of growth in the 
econi::>my. Local government' funds would be frozen at their 
CUl~n:mt level. Federal and other funds. would grow, at the 
rat:e of growth in total plan expenditures, not to exceed the 
grow,th in the state's;, e90nomy. 

(13) All private health insurance plans, (including 
dedu,::tibles and co-pay) would be encouraged. to limit the 
amou~nt their. premiums could grow, in future, years to' a rate 
not ,exceeding growth in the" state's economy (Attachment G). 
The only 'exception would be private plans with benefits 
which are lower than the, state group insurance plan, which 
would be encourage(1. to grow in excess of the rat~ of growth' 
in the economy until ~he,ir benefits are comparable. 

HOW IS THIS POSSIBLE? 

The obviolls question is'how can, Tennessee finance universal 
converge 'Nithout the hospital taxes, if we can't adequately 
finance ,Medicaid with those taxes? The answer lies in taking 
full advantage of all of the financial resourc,es, we have, to serve 
the uninsured and placing them in an,accountable, managed care 

\ system. Financial resources available for the uninsured include:, 
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MedH.:aid Disproportionate Share Payments 
Charity Care . 
Co-Pay and Deductible.from· 

those above the poverty level 
Local Government Funds . 

$431 million 
59-5 million 

228 million 
50 million ---=...;;;.. 

$ 1,304 million 

Based on the demograp~ics of the uninsured and the. cost of 
coverage under; the Medicai~ Program (using medicaid actuarial 
tables ad"justed to 1994 levels.) this. represents. more than an 
adequate limount to insure the entire. group. The enortnous growth 

. of the Med.icaid Program has been driven, for the' most· part, by 
the steady movement -of thes.e uninsured Tennesseans into the 
Medicaio. l?rogram. They hav.e come. under Medicaid.. coverage. as. a. 
result of rising medical costs which. force people to "spend down" 
their assii!ts making them n~dicaid. eligible" and .. federal mandates 
requir ing states to extEmd; Medicaid coverage to·, more of the. 
uninsured population. Extending coverage to the entire uninsured 
populatioil wi~l both. bring. management to this group,' s. hea·lth care 
cost and (~liminate this major source. of the Medicaid cost 
explosion., as well as control cost shifting to the private 
sector. . . 

The other major reason this reform is financially feasible 
is the opportunity to manage the. health care of those who are 
Medicaid E:!ligible in· the. same way we manage the health care of 
other 'lar~~e groups. The state Group Insurance. Program. has 
successfully used the buying power of a large' group to- purchase 
health care on the " margin". The combined Medicaid. and' 
uninsured populations are a group which is almost eight times 
larger than the combined state employee, teacher and local 
governmen1c plans. This: should permit the purchase. of quality 
health ca:re. at the best price available in the market place. 
This buying power should enable us. to' both insure' the entire 
Medicaid i:lnd uninsured population and control future costs much 
more effet::tively than we have been able to control these costs. in 
the Medicc:tid Program. 
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!CONCLUSION 
i 

TennE~ssee has littie choice but to actively pursue health 
care reform on a faster time-:-frame than national reform.. OUr 
reform shc:)Uld be aligned" to the maximUm. extent possible, with' 
the direc1:ion of national reform, and should focus on better 
managemen1: of existing funds. This propos,al meets these 
objective~;, and, with tiPtely federal approvals, can be implemented 
by early 1994. " 

i 

In addition, the proposal, will virtually eliminate "cost 
shifting" ,r thus removing one of the most s,eriolls, barriers to true 
,business Ilegotiatiori in health care. It will also limit the 
growth in health care spending to the growth in our state's 
economy aIld thus- encourage competitive forces, to. restructure both 
the existing financial resources and, new financial resources into 
a market d.riven health care system which provides, quality, 
accessiblE~ health care for: all Tennesseans . 

-7-



Attachment A 

Projected Tennessee Health Tax Sources 

Offices and clinics l)f doctors of medicine 2.609 
Offkes and clinics of dentists 563 
Offices and clinics of doctors of osteopathy 10 
Offlces and clinics of other health practitioners 208 
1'1 

Payments for medical services 5,116 
Other amounts from providing services to patients 101 
G~vernmental gra.nts 22 
Private grants 55 
Investment income 67 
Rents and commissions 4 
Appropriations 540 
All o'ther sources 

Medical and dental laboratories 217 
Home health care services 197 
Kidney dialysis centers l 16 , 

I· 

Specialty outpatieilt facilities 214 
Health and allied services 63 
Other I 76 

, 
i 

• Fo~ 1992. 1995 and WOO the national growth rate w~s assumed. 

i 
• "t,", I , 

. j 

. Health Tax Sources* 

Millions 

3,170 4,200 
684 906 
.13 17 
253 335 

6,214 8,234 
123 163 

26 35 
67 89 

.81 107 
5 7 

656 
23 

264 350 
239 30 
20 26 

.260 345 
77 102 
91 121 

6,578 
1,41 ~ 

26 
525 

12,896 
255 

54 
139 
168 

11 
.1,362 

4~ 

548 
496 

41 
540 
159 
190 
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ATTACHMENT B-1 

The cost per person should be adequate based on the average 

cost per E~mployee of $1; 194.40 for the State of Tennessee 's, Group 

Insurance Plan plus $268.86, out-of-.pocket cost,' adjusted to the 

national ilverage of other large insured plans. documented in the 

"Foster Higgins 199.1 Health Care Benefits Survey". The 

adjustment: is made by inflating the state plan's. cost by the 

differencE~ between the South Central region 's cost and the 
I 

average cost for all employers., (i.e. $3,,605. - $3..,,256. = 110.72). 
i' 

I 

The 'State of Tennesse~·' s Group Insurance Plan is an 
. . 

aggressi vE~ly discounted' Preferred Provider Organization which 

should bet:ter reflect 
i 

managed 
I 

, I . 
i 

I 

care cost than typical plans •. 
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ATTACHMENT B-2 

, STATE OF TENNESSEE 

INSURANCE ADMINISTRATION 
DEPARTMENT OF FINANCE AND ADMINISTRATION 

SUITE 1400, ANDREW JACKSON STATE OFFICE BUILDING 
, 500 DEADERICK STREET 

NASHVILLE, TENNESSEE 37243-0295 

MEMORAr;IDUMi , 
I 

TO: Commissionei Manning 

'FROM: , Richard Chap:man ~lu 

SUBJEC'l': State Pla,n C'osts 
, 

DATE: December 22,' 1992 

You asked 'me to determine the per' plan participant cost of 
the State Plan 10r FY 1991-92. This figure had not been 
calculated' previously be'cause the State ,has not maintained a 
count clf participants (employees, spouses and dependent , 
~hildren) covered by,the pla~ only monthly contracts. 

, , 
To dete:rmine the average! number of plan participants the 
Novembe,r 1992 eligibility ,file was examined'. During that 
month 135,074 lives we covered by 60,931 contracts, about 
2.216 individuals per contract. During FY 1991-92 we 
averaged 59,845 contiacts per month or abdut 132,667 
individuals based upon the, November 1992 ratio. 

, ' 

Blue Cross reported provi~ing $158,457,300 in b_nefits 
during the period. Treasury cleared $162,423,788 in checks. 
The Treasury figure r.ee~s to be adjusted by about 3% which 
has beE~n the normal value of workers compensation 

,adjustments and refunds from Blue Cross which are accounted 
for separately. Based upon that fact, tha adjusted, Treasury 
figure would be $157,551,075. 

Using what ~lue Cross reported the benefit cost for 1991-92 
was $1,194.40 per State 'Plan participant. The Treasury 
figu~~, when adjusted, was $1,187.57. 

Should you have any questions'or require,additional 
information,' please let me know. 

RLC:ce 

.. . 
• f t

, 

.. 
,. 



ATTACHMENT B-3 

-
fro : 

Cdmparison of Health care senefi t Cost 

Region 1991 % chg 1990· %chg. 1989 %chg - 1988 %chg 

Pacific $3,659 12.24% $3,260 10.77% $2,943 21.31% $2,426 8.01%· 

M:nmt_ain 3,262 ·8.81% 2,998 10.91% : 2,703 16.01% 2,330 21.99% 

N Central 3,546 9.65% 3,234 14.60% 2,822 9.81% 2.,570 24.46% 

S Central· 3,256 9.15% 2,983 18.80% 2,511 9.03% 2,303 .20.39% 

New England 4,918 16.57% 3,361 16.06% 2,896 30.69% 2,216 7.42% 

Mid- Atlantic 4,066 14.44% 3,553 19.55% 2,972 28.83% 2,307 16.87% 

S Atlantic 3,412 15.47% 2,955 22.72% 2,408 14.23% 2,108 18.29% 

ALL EMPLOYERS 3,605 12.06% 3,217 17.07% . 2-,748 16.74% 2,354 18.59% 

RGMDCST8 Tennessee is in South Central Region 
12-21-92 Source: Foster-Higgins --l991-Health care--Bep.efits SUrvey--

, -

• 

. ., 
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, 'Attachment C 
Funding Available for Health Care Reform in Tennessee 

I 

I 
I 

FUNDS AVAILABLE: 

\ 

LESS: 

$2,261,484,226 
$383.049,300 

V$188,264,100 
$64,649,800 

..... $'50.000,000 
v$80,000,000 
$358,050,000, 
$182,650,000 

$54,800.000 
85,356,160 

$94.560,000 
$22,734,202 
$25.185,600 

Federal Funds l 

State funds 2 

Other ~ealth Appropriations (State) 
Other Health Appropriations (Federal) , 
Local G:overnment Funds 
Nursing Home Tax3 

Hospital Charity Care" 
Physician Charity Care5 , 

Other Charity Care6 

Full co-pay'and deductibles7 

Full 20 ,percent co·insurances 

Sliding 'scale co·pay and deductibles9 

Sliding :scale 20 percent co-insurance1o 

,$3;850,783,388 Total Funds Available 

$67,325.000' Skilled Nursing Care 
$548,935,000 ICF· R~gular 
$156,976,000 lCF-MR 
$31,520,000 Medicare-Institutional 
$41,883.000 ' Medicare-Professional 
$92,057,000 Medicare-Premiums 

$938,696.000 Totaf Deductions 

$2,912,087 ,388 ~vailabie fo~ I~edical coverage for 1. 77 5 million citize~ 
$1.tt41 Amount per capita available for medical coverage 

I 

I Federa(Fund:; based on $3.4 billion t~tal budget based on .6681 % federal match 

2State fund:; (excluding the Hospital Services Tax and the ,Nursing Home Tax) based on FY 94 Budget 

3Nursing Home Tax is based on 'the 'existin~ provider tax for nursing homes. 

, "Hospital charity care based on 5% of gross revenue. ' 

5Physician 'charity care based on 5% of gross revenue. 

60ther charity care based on 5% of gross revenue. 

7Full co-pay and deductibles fo~ those above 200% pov~rty assuming 39.4% of the 800,000 uninsured are above 200% of 
the federal poverty level (based on March 1990 Current Population Survey) and the acrual average co-pay and deductible 
for FY92 Stal:e Group Insurance Program of $268.86. ' , 

SFuli 20 percent co·insurance(based on $1500 premium) for those above 200% of the poverty level. 

9S1iding scale (o-pay and deductibles for those between 100 and 199% of tlfe; poverty assuming 31.85 of the 800,000 .. 
uninsured are between 100% and 19'9% of tile federal poverty level (based on dle March 1990 Current Population 
Survey) and that they average 33% of the full. cost of co-pays and deductibles. 

IOSliding scale 20 percent co-insurance(based Oil $1500 premium) for those between 100 and 200% of the poverty level. 

II Assume 25,Ooo,are covered by Medicare. 



Attachment D 

Requirements for, T.CHIP Plans 

To become an eligible TCHIP health plan the following 
minimum' rS!quirements must be met: 

(1) Demons,trate the existence of a network of health care 
providers capable. of providing, comprehensive health care services' 

, throughout the community where it is offered, including 
preventiv'e health services, primary care services, home healt.h 
care services, pharmacy service, physician services and hospital 
services including comprehensive emergency services. Services 
shall, to the extent practical considering quality, accessibility 
and cos~:, be provided within the community served. 

( 2) Demonstrate the ca'pabili ty to provide case management 
services and;' within three years,. to. establish primary care 
physicians, as, gate-keepers; for all health care. services provided 
to enrollees and as the ,case managers for all cases warranting 
intensive case' management; I 

~ ,,' I 

, .. .' I • (3 ) Agl;ee. to provlde. such prev.entlve health seJ:vices are 
required by the. TCHIP B'oard; 

I 

(4) Agree to such other :r:~quirements as the TCHIP Board may 
reasonabl'y establish; and 

(5) Demonstrate sufficient financial capital to. ensure delivery 
of health care on a reimbursement basis. 

! 
I , 

I 
i ., 



STATE PLAN BENfEFITS 

Deductible 
per calender year 

per eme!gency room use 

ICo - Payment 
.how covered expenses 
are shared 

(rut of Pocket :Maximum 
using eligible expenses 
except for treatment of 

behavior disorders 

:Lifetime Maximum Benefit 

Jaenef i ts For Behavior Disorders 

, it: '. 

Mental Illness 
Inpatient 

OUtpatient 

Lifetime Maximum 

Substance AbuSe 
Inpatient· 

OUtpatient 

Lifetime Maximum 

BE:NETBL5 
2~20-93 

A'l"I'ACHMt:N'l' t;-·l. 

. NET'VK>RK NON NET'VK>RK 

-------------------~ 

(----------- $200 per individual ----------> 
$500 per family 

$25 $25 

Plan pays 90% Plan pays 80% 

, . 
I 
I 

I<--------~-- $1,000 per individual -----------> 
$2,000 per f~nily 

,(--------- $1,000,000' per individual -----~--> 

Plan pays 90% Plan pays 80% 
Up to 45 days a.year 

Plan pays a percentage of allowable expenses 
for 45 sessions per year conducted by a 

:psychiatrist, ·licensed psychologist, or LCSW 

75% of UC for first 15 sessions. 
50% of UC for next 15 sessions 

I· 25% of UC for final 15 sessions 

,<---------- $100,000 .. per individual ----~----> 

Plan pays 90% Plan pays 80% 
·Limited to two treatment programs no longer than 
'28 days each plus two 5-day detox stays in a 
lifetime 

Limi ted to two treatment programs. of not more 
than $3,000 each in a lifetime 

<---------- $30,000 per individual ----------> 



Comparison of Medicaid and state Plan Benefits 

SERVICE 

Hospital 
inpatient 

f:mtpatient 

Psychiatric Facility 
1.lnder 21 

21 to 65 

Nursing Facility 
NF 
ICF 

Physician Servicf~s . 
()utpatient 

:lnpatient servIces 

psychiatric in);:etient 

psychiatric ()utpatient 

Lab) & X-Ray 
( independent) 

Hos'pice 

Dental 

Vision 

Horne Heal th Agen~;y 

I , I 
, 

MEDICAI9 BENEFIT 
I 
I 

Payment reduced to 60% of 
per·diem after 20 days 
per FY , 

, Preadmission required 
~Concurrent review 

30 visits per FY 
! .. 
1 
; 

Preadmission required 
ConCurrent review 

I. 

, i 
Preadmission required 

. I 

, I 

24 visits per FY 

20 visits per FY with 
transplant exceptions 

Correspqnds to approved 
days , 

Primarily through mental 
health Ge~ters 

30 occasions 'per FY 

210 days within 6 months 
of death 

Limitatipns depend on age 
i 

Coverage for children 

60 visits per FY 

ATTACHMENT E-: 2 

STATE PLAN BENEFIT 

No limitation on days 
Preadmission required 
Concurrent review 

No limi tation 

Benefit limitation of 45 
days per C'i . 
Preadmission required 
Concurrent review. 

Benefit limitation of 45 
days per C'i 
Preadmission required 
Concurrent review 

Generally not covered 
Generally not covered 
Up to 100 days following 
inpatient hospitalization 

No 11mi tation 

No limitation 

No limitation 

Reducing Benefit for up 
to 45.sessions 

No limitation 

No limi tation 

Generally not covered 

Generally not covered 
(limited follow-up after 
surgery) 

No limitation 



Comparison of Medicaid and State Plan' Benefits 

Durable Equipnent 

Mea.ical SUpplies 

Ambulance 

! ' 
7 prescriptions or refills 
per montp 

Some r~ire prior 
approval' 

Covered for home use 
Some'reqtiire prior 
approval; , , 
Covered by ~ourt order 

i 
" i , 

ATTACHMENT E-3 

No limitation 

No limitation 

No 11mi ta tion 

No limitation 

.: 
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:~t·tachment F 
i 
I 

I 

Eligribility shall be ilimited to citizens who are not covered 
through a.ny employer or other government sponsored health /plan 
(either directly or through a family member) under terms. and 
conditions. existing on March 1, 1993 and those citizens meeting 
one of th.e following crite,ria: --

I 
I 

1. Would have been Medicaid eligible under the Medicaid 
Program as it was administered during FY 92-93; 

2. Eligible for une~plOyment compensaticm, without respect \// . 
to weather benefits have been exhausted. . .J\. 
Eligibili ty shall cea,se when the person becomes eligible for 

participation in an employer sponsored plan,. either directly or 
indire:ctly through a family member, or when eiigibility for 
Medicare.or other government health plan begins. However, in the 
event that such an individual had not enrolled in TCHIP within-90 
days of initial eligibility, they would be responsible eor t.he 
'full amount of any premium' for which they would have been 
responsible, for the lesser of the preceding year or back to 
their initial eligibility date. 

! I. 
I 

I 
I 

I 

I . 

I 



Attachment G ' 

Projected Cost of-the Current Tennessee Health Care System 
I ' 

(Sele'cted Calendar Years) * 
" , 

Calendar Year 

Source,s of Funds 1990 1992 1995 

Private 

Public: 

Federal 

Private 

" Public: 

: $6.166 $7,081 $9,217 

3.131 4,062 5,508 

, Projected Cost of Reformed Tennessee Health Care System 

(Sele~ted Calendar Years) * * 
, ~, ' 

$6,166 $7.081 , $8.477 

Federal i 3,131 4,062 4,864 

2000 

$13.954 

9,088 

, $11,121 

6.386 

State and Local 1,397 1.847 2,216 2,907 

Private " 

Public: 

Federal 

i 

Projected Savings 

(Selected Calendar Years)* * * 
, , ' 

$0 $0 

o o 

, , , 

NOTE: All doll:'lr values are reporte4 in million~. 
I 

r 

• Source: U.T. Center for Business and Economic Research 

•• The rate of growth in GDP (Gross Domestic Product} is taken from the Congressional 

Budget Office :;rudy and applied to health costs in 1995 and 2000. 

• •• This is calculated :IS the projected cost of the current Jystem less the projected cost of 

the reformed, system. 

! ~t._ 

REFSAVE2.XLS 

($740) ($2,833) 

(644) (2,702) 

3122193 
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, 
TENNESSEE MEDICAID PROGRAM (TENNCARE) 

. , 
. Under TellnCare, approximately 400,000 Tennesseans who had previously been uninsured are 
. now cove:red .. The managed care indu~try, which prior to TennCare .had enrolled only about 
140,000 people in Tennessee, has now growth to cover nearly all 1.2 million TennCare enrollees. 
These are considerable accomplishments in the space of 15 months. 

QUESTION: ! 
. I . . 

Does the Ttmnessee waiver experience confirm· that states can increase their enrollments by 
I 

as much as 50% within current Medicaid budget ceiling? .. . . . 

. SUMMARY: 
No. Program information to date is ambiguous and often contradictory. A federal evaluation· 
contract win begin system~tic data co)lection this month. But, there are strong indicators that: 

• program accomplishments to date reflect Tennessee':'specific and first-year effects; and 

• continued operation is probably unsustainable without ·supplemental federal financial 
concessions or a paring back of the program. 

Thus, it would be premature to label TennCare a success or a program worth promoting. 

BACKGROUND: 
Firs~ Year of TennCare 
1. Base year for the federal ex}penditure cap was sElt to~ high. 

Growth rate between actual data (1992) and first year of the program was over 16%. This' 
was much higher than the national average growth between these years (approximately 
9%), and was higher than the actual rates for 1993 and 1994 (prior to the demonstration). 

Disproportionate share paym.ents--over 15% of total Tennessee Medicaid payments in 
1993 -- are included in the f~deral cap, although Tennessee repealed the hospital tax that 
funded its share 6fthe program. Tennessee's DSH expenditures increased by over 200% 
in both 1991 and 1992. 

2. . Capitation rates were set low . 
. Te:nnessee set its capitation rates to managed care plans much lower than historical 

Medicaid per-beneficiary expenditures, and did not use actuarial estimates. While in 
most markets, providers would reject exceptionally low rates,Tennessee providers who 
were caring for state employees were required to accept TennCare enrollees at these low 

. rates -- known as the "cram :down". 

3. SllJpplemental hospital funding pools eased the transition, but have recently dried 
up. 
In the first year of the demonstration, Telli1essee received federal matching funds for 
special fillding pools to pay hospitals for medical education, indigent care, high-cost 
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cases and other expenses., In Qecember, the state ended pool payments, explaining that it 
no; longer had funds to sustain them. These funds serv~d two purposes. First, they 
provided hospitals payments' fdr applicants for whom capitation payments had not yet 
been paid. If these hospital payments we're less than the capitation payments, then the 
state paid less than it wo~ld ~der a fully implemented system. Second, hospitals 
contend that these payments cqmpensated for a capitation rate that are too low. These 
paYrlaents limited adverse effects in the first year. It ,is unclear what will happen with the 
end of these pools.' '. 

4. Reports of access are poor. ! , 

Implementation of the system ,occurred rapidly and created transitional problems for 
enrollees. About 45% of Teruiessee's Medicaid-eligible enrollees were dissatisfied with 
the progranl. 

Fl,ture of TellnCare 
1. ' Funding problems threaten TennCare's, future viability. 

Tennessee officials have indicated that there is, difficulty in securing the state's share of 
the expenditures. Tennessee tould not draw d~wn the full amount of the federal 

, exp,enditure cap in its first year ofTennCare. Officials have approached DHHS 
suggesting that Tennessee's problem in finding the state's share of Medicaid will 
continue. They have asked 'for a block grant, in which the state would receive the full 
amount of federal expenditures without the obligation of matching those funds. 

The.state also faces federal Medicaid recoveries associated with non-compliant financing 
through provider donations' and taxes. Both issues suggest that TennCare is under- ' 
funded, and cannot support its increased enrollment within its current budget. 

A third issue is the adequacy ofth~ capitation and their growth rates. Tennessee's budget 
neutrality agreement locked ih high base year but low growth rates. Forthis ieason, the 
GAO found in a recently rele~sed report that TennCare appeared budget neutraL The 
GAO assessed budget neutrality through a simple comparison to national growth rates, 
anddid not examine state-sp~cific trends ,or the size of the base year,expenditures. Thus, 
the "front-end" adequacy of funding for TennCare may evaporate over time. 

CONCLUSION: 
The unique combination of a high federal expenditure cap; low capitation rates, and transitional 
pools allowed Tennessee to increase' its enrollment dramatically in the first year of TennCare. . 
Howevc::r, these circun1stances are not replicable. 

i 
,Federal expenditure cap: Growth nltes have moderated since 1992. Consequently, th,e 
high pre-waiver growth rate!in Telmessee \viU not be permitted in any current waiver 
application. Also, since the regulations controlling state funding for DSH have been 
implemented, no state will b'e able to include high federal DSH payments in its waiver 
baseline., 
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• Capitation rates: Greater attention is being paid to actuarial soundness of capitation and 
heal th care provider payment rates. In addition, states must. show evidence of a dialogue 
with providers, which was mis~ing in Tennessee. This makes it unlikely that another 
waiver can,be approved with q~estionable capitation rates. 

6', 

Additionally, it is uncertain whether the TennCare program is sustainable after its fust year. The 
end·ofthe transitional pool plus the signals from state officials that they are experiencing 
financing problems indicate that TennCare may not in f(j.ctbe a viable program, 

Given the wtique circumstances of the first year of TennCare and its questionable future, it 
carmot Qe concluded from Tennessee that states can significantly increase their enrollment within 
their current budget ceiling. 

I· 
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Tennessee is drawing' 
na~onalaHen~onfor 

eln overhaul of its 
meciitnlid program that 

!Jreatly expanded 
(OVerflllge while putting 

ASHVILLE-While the debate 
over comp,rehensive health care 
reform lumbered on in the 
nation's capital last year. Ten­

nessee finance and ~ldminislration com-
missioner David L jvlanning ,gambled 
~vilh his Slale's he;:dth care System and his 
'career, 1\'!anning SCI lip TCllnCare. a pro­
gram with two seemingly contradictorY 
:goals: expanding medi;ai~l coverage fo;' 
;the poor and dis~ibkd while capping siate 
spending 011 the program, , a lid on state 

spending. But the 
refoirms have sparked 
plel~ty of controversy 

at home. 

liY STUART SCHEAR 
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In sonic respects. the gamble paid off. 
: Within a year, Manning e>.1ended cover­
; age to an additional 418,000 Ten­
nesseeans, channeled recipients into cost­
conscious "managed care" plans run by 

, private companies and established a firm 
, limit on medicaid spending. 

But Manning's policies and tactics-
: particularly an alliance that he forged 

with consumer activists and the state's 
largest insurer~so rankled Tennessee's 
doctors that Republican Don Sundquist, 
who was elected governor on Nov, 8, 

I made' a campaign pledge to replace him. 
TennCare will survive his departure, 
though, and its track record has already 

. become the subject of a debate among 
, would·be reformers from other states. 
, As the prospect of comprehensive 

I national health care reform fades, the 
focus has shifted to the slates. And for 

'many states, fIXing medicaid is a top fiscal 
priority. The joint federal-state health' 
insurance program is breaking state bud­
gets across the nation. Costs skyrocketed 
during the late 1980s and early 1990s; in 
1993, the federal and state governments 
spent $131.8 billion on medicaid, up from 
$54.3 billion only five years earlier. In 
Tennessee, the annual increases topped 
20 per cent Although the increases have 
moderated somewhat, cash-strapped gov­
ernors are still demanding savings, 

Reforming medicaid has bipartisan 
appeal; Republican governors have 
placed it close to the top of their post­
election wish list. And medicaid reform is 
one of the few arenas ,in which the White 
House still wields power to reshape the 
health care system: states wishing to over· 
haul their medicaid programs must ob-

tain waivers from the federal Health Care 
Financing Administration (HCFA). (For 
details, see box. p, 298.) 

I llcreasingly, would-be medicaid re­
formers arc IlIrning to the managed care 
models no\\' dorilinating the private sec­
tor: These range from preferred prodder 
organizations (PPOs)-networks of doc­
tors and hospitals working for discounted 
fees-to trnditional health maintcnancc 

" organizations (H~'10s) that usc "gate­
keeper" physicians to direct patients' care. 

Dozens of states have introduced man­
aged care into their medicaid programs: 
a~cording to the Health and HUl11a~l Ser­
vices Department, 23 per cent of the 
,nation's 34 million medicaid beneficiaries 
were enrolled in some kind of managed 
care plan in 1994, up from 14 per cent the 
year before. But Tennessee, which re­
ceived a five-year waiver from HCFA to 
operate TennCare as a demonstration 
project, has the nation's most aggressive 
and farthest-reaching program. 

After months of negotiations, HCFA 
gave Tennessee the go-ahead in Novem­
ber 1993. On Jan. 1, 1994, the state began 
moving its nearly 900,000 medicaid 
enrollees froin the old fee-for-service 
program into managed care plans and 
started expanding 'coverage to the previ­
ously uninsu'red. A year later, all former 
medicaid enrollees and another 418,000 
people-the vast majority of all Ten­
nesseeans who lacked health coverage a 
year earlier-were covered by TennCare 
plans. The program grew so rapidly that 
the state froze open enrollment of the 

, uninsured working poor in January 1995 
to ensure adequate funds to cover those 
already enrolled. 

Everyone agrees that the pace has been 
breathtaking. "You can probably imple­
ment programs like this faster than we 
had thought possible, but not as fast as 
Tennessee decided to do it," without 
encountering serious disruption, HCFA 
administrator Bruce C. Vladeck said in 
an interview. 

Tennessee "created a number of ene­
mies" by moving so quickly, said Sara 
,Rosenbaum, co-director of the George 
Washington University Center for Health 
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"We're in for a battle:' Rep. Jim Ram­
stad, R-Minn .. a former Judicialv Com­
mittee member who helped to d~aft the 
language in the GOP contract. said. "The 
trial lawyers will pull out all the stops to 
protect the status quo." 

But trial lawyers and consumer groups 
may not be the main reason the legal 
reform plan faces trouble. The business 
coalitions created to lobbv for various 
paris of the. package arc split over strate­
gy and tactics. The Product Liability 
Coordinating Committee, a business 
coalition, favors II bipartisan bill that can 
pass Congress and be signed by Clinton. 
An overlv broad bill could kill the best 
chance for product liability reform in 
years, the group argues. 

But other business lobbyists maintain' 
that the Republican sweep' in November 
has created a mandate for broad-scale' 
legal reforms that could never have, 
passed a Democrat ic-controlled Con­
gress. 

The provision that would require the 
losers in some federal lawsuits to pay the 
winners' legal costs-a rule that is fol­
lowed in English courts-already appears 
to be dead. "It's probably the most highly 
controversial part of the bill," Ramstad 
said. "A lot of us won't fall on our swords 
. over that." 

CONSERVATIVE AGENDA 
The Contract With America will keep 

the Judiciary Committee busy atleaSI 
through March. But Hyde and his sub­
committee chairmen intend to pursue an 
aggressive conservative agenda once they 
finish work on the contract. ' 

Justice Department oversight is a cer-, 
tainty. The hearings, Hyde said, "will be 
thorough." 

Clinton Administration officials can 
expect to be grilled about the war on 
drugs, which, McCollum complained, "is 

A FLY IN THE OINTMENT? 
uring his lO-year career on Capitol Hill. Rep. Henry J. Hyde, R-III., has 
had a well-earned reputation for probity. But Hyde is also 'the only Mcm­
ber of Congress 'who's be,en sued by the. Resolution Trust Corp. (RTC); 

In 1993, the RTC accused Hyde of breach of fiduciary duty, gi'oss negligence 
and mismanagement for his role in' a $17.2 million loss at the Clyde Fedcral Sav­
ings and Loan Association in North Riverside, 111., which failed in 1990. Hyde 
was a director of the thrift from 1981·84, collecting a fee cif $300 a month during 
at least part of that period. ' , 

. Hyde has repeatedly denied any wrongdoing. David H. Baris, the executive 
director of. the American Association of Bank Directors, said that thc RTC's 
co.mplaintagain~t Hyde is base~pn ~ singl~, !o5t.n.:aPewy~~:;bY'f,~a9visory com­
mittee at the, thnft· " ./ > ': .~... .. ~ ;';l..,~ r~';':~ ,l:/~:;,:,:~",,,,,' '.' , 

The RTC's suit generated lit~l~ ~dversepublicitYfor HydeuntiFhe\\'<ls thrust 
into prominence when he became the new chairmail of the ~udiciary Committee 
following the GOP's takeover of Congress. Accounts of Hyde's Icgal trouble 
haVe appeared recently in several magazines; including the '>IIl/CI1'CGIl Banker. 
Craill's Chicago Busiiless, III Tilese Times (a Chicago-basedlibera! weekly) and 

. The New Repllblic. 
Democrats on Capitol Hill have said little about the suit against Hyde. ' 

According to congressional sources, Delllocrats and Republicans remain reluc­
tant to bash onc another over an S&L crisis that tarred lawmakers in both par· 
tics, But some Democratic aides cautioned that Hyde's role in the collapse of 
Clyde Federal Savings, which cost ta\payers $67 niillion, could become an issue 
once Repu,blicans start hearings on President Clinton's involvement in the col· 

'.' lapse of an Arkansas thrift th~t is at the center of the Whitewater il'!vestigation. 
. '. Settl!!.lJl,ent discus~ions be~~enthe RTCand'lawyersfor t~e.ll defe~dants in 

the case,.Ji,aye stallep. Hyde's. ~.ttorney has asked the US' Dlstnct Court for the 
Northern District of'IIIinois t<:;:disrrllsS the case. :RecenLippea)s court decisions 
have ma~e it hardeif6phe. RT(: ·~S win cases against o'Utside directors. '.. ' 

An.Ullinswered q\l~stion is how Hydc,. intend(to pay h.is laWyers., HOl~se rules 
. prec1u~~:,Hyde'sIawYers from.:9f~ering the,ir ,legal servi~es.as,a Wft. In a recent 
intervi¢w;>Hyde ~?i~ that he do.¢sn't even know. theamoul'Wdf:,his legal fees. 
·.':How:~.9.,~d} have~~ny)d(!~:~~a'tlh:y .. ;~re?'~ h~,~sk~.d,,:;;P5~: \:'h'~rs "ar~ gqi~g 

subm.lt~'~lll wh!!f.l,the cas.e.I.~'qy'e!~ .. ,,;, .. '. ,c¥,',;' ",,:.[.~'{:~" ~ "..,:,,-. .:; ":C' ',' 
: H~d(:. q'as'obt~~7~r~~ Pe~~s~i5m of t~!! Hou~ ~tarid~~dsof<?f,ficial C6.nauct 

:·::(Eth.lcs}:~om~ttee'tQ, set up.<l)egal defense fun~. Under;tIou~e,r!Jles, la.wm~k~, 
):'ers cari;l;lse;eampaigr(CQntribJJti9iis to paj'legal, bills. Hyae~~canlP.aign di~loslrr(!. 
i~:;forrns:~~~;!.i1at~e)~~:,$l40;999Je~,ov~f?~o~ ?i~!.~·rX~~I~ct~?1i/~mpa!~n:~:~:. 
$::.,' Hyde'sald.that ne's put $lQ,OOOim alfescrowaccount asa retamer to pay his r Jawye" N' ,fC' said':"~Ir\\iill get 'Some ont'back!;:.?'~(i,l::l:i~';·i.!~~:"'·'i.!,:· 
(~ , ~ .. ~:J~':' ='~~~t j~i;;'j:r~fl::', ,,; ~h:: .:.~ ":: ::'t:: ,1::, , ~:-:. :' :·~·;'::~~·;~~V·~ ~.f~:li:;'> .;. : . ;, >.' 

not going the way it should." 'War, my children and my grandchildren Once the committee finishes "the big­
ticket items" in the contract, Hyde said, 

. he will study what can be done "to save 
unborn children." 

Moreover, the Republicans will chal-' must continue to pay for it because they 
Ienge the Administration's strong support are white?" 
of affirmative action. A major target will The Legal Services Corp., which liberal 
be the Justice Department's recent, lawmakers have long defended from con­
efforts to counter bank redlining and its . servative attacks, can also expect some 
reversal of the Bush Administration's rough sledding before the Judiciary Com­
policy in a controversial reverse-discrimi- mittee. "I don't see the federal nexus 
nation case involving a white school- between some woman with' four kids 
teacher in Piscataway, N.J. (See NJ, being evicted from her apartment who is 
]213194, p. 2830.) unable to pay for a lawyer," Hyde said. 

"These are just two examples of the Local governments, bar associations, 
way the current Administration is reach- public defenders and lawyers doing pro 
ing to the outermost points of the galaxy bono work should handle these types of 
on making quotas the operative principle cases, Hyde suggested. 
of civil rights enforcement," Hyde thun- Despite his reputation as a fierce 
dered at Jan. 20 briefing on affirmative opponent of abortion rights, Hyde said 
action. And during an interview, he that he's been too busy so far to meet 
asked, "How long are we going to labor with anti-abortion groups, mainly be­
under the notion that because of what cause of the pressures created by the 
happened in the 18005, before the Civil GOP contract. 

High on his list are limits on fetal 
experimentation and restoration of the 
"gag rule"-imposed by the Reagan Ad­
ministration, maintained by the Bush 
Administration and lifted bv the Clinton 
Administration-that barred doctors at 
.clinics getting federal aid from providing 
abortion counseling. 

But even the abortion issue must wait. 
His first· commitment is helping the 
Republicans get the contract to the 
House floor. Hyde's allies predict victory. 
Hyde got this job, Rep. Coble empha­
sized, "because nobody is going to push 
him around." 

More than 50 years ago, Hyde proved 
it. Jusk ask George Mikan. • 
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Policy. Doctors complain that they have 
been coerced inlo trcating TennCare 
patients; hospitals and (,Ol11l1lllllity health 
ccnters say that the program has placed 
them in a dangerous financial squ.ceic: 
These groups have riled a !lurry of law­
suits against Tel1nCarc ,amI arc lobbying 
hard in thc state capital torcvamp the 
program. SundqlJist appears recept ivc to 
many of their arguments. 

And TennCarc will be under growing 
pressurc to rein in costs., Under its agrce­
ment with HCFA. the state got a hefty 
increase in federal medicaid funds during 
TennCare's first ycar. But increascs i~ 
fedcral spending' are to bc sharply re­
strictcd during the next four vears of the 
program. And if TennCan,::'; totalc0515 
excced $12,16 billion ovcr five vears. 
HCFA will Ilot hclp pa~' for the ~xcess, 
(Now, federal funds cover about two­
thirds of, TennCare costs. and the state 
picks lip t he rest.) 

There im? signs of 11\1ubie already: On 
Jan. }n, 'the Sundquist aciministrati(1n 
announced that TcnnCare ran a 599 mil­
lioll det'icit during its first year. 

TURKEYS AND !.IFE INSURANCE 
To get TennCare up and running, state' 

officials pooled their medicaid funds­
including special payments to hospitals 
serving the poor-with othc::r state' and 
federal funds dedicated to pllblic health 
services. The consolidated $3 billion bud­
get was used to pay for expanded cover­
age and to gain enough leverage in the 
market to wring out deep discounts in the 
fees charged by providers. 

TennCare expanded coverage to in­
clude low and' moderate-income people' 
who previously were uninsured, as well as 
"uninsurable" peoplewiih preexisting 
medical condi~ions. And by all accounts, 
it drove down the price of care. 

At the center of TennCare's' structure 
are 12 managed care organizations, 
known as MCOs, that provide care to all 
enrollees, The MCOs, which vary in size 
and structure, have established networks 
of participating health professionals, hos­
pitals and clinics. Two operate statewide; 
the others serve regional markets. Each 
inust provide a standard package of bene­
fits mandated by the state, including pre­
scription drugs, in exchange for a fixed 
anllual payment from the state for each 
enrollee. 

TennCare's goal is to "empower con­
sumers," Manning said, by letting them 
choose an MCO. Once a year, there is an 
open-enrollment period during which 
they may switch plans. That, Vladeck 
said, is com,istent with the principle of 
"managed competition," allowing con­
sumers to vote with their feet if they are 
dissatisfied with the ca're they are getting. 

-, 
.-

:.;;; f 

David 1. Manning, Tennessee's finance 
and administration commissioner, so 

rankled the' state's doctors in setting up 
the program that the new governor made 
~, carropaign promise tcfire him. Manning 

is unapologetic. "I plead guilty to 
managing costs," he said. 
li.s",N' Ai &!!' w-w 

During the initial sign-up period last 
year, MCOs offered potential enrollees 
inCentives ranging from fresh turkeys to 
$10;000 life insurance policie,s, Dr. Rus- ' 
sell Adcock, a family physician in the 
srpall town of South Pittsburgh who sees 
many TennCare enrollees, said that these 
goodies entic'ed many of his patients to 
sign up for plans that didn't serv~ them 

, very well. State authoritie,s responded by 
issuing rules to limit such incentives. 
, How well is TennCare working for 

patients? Trips to doctor:s offices, clinics 
a:nd hospitals serving low-income patients 
turn up contradictory information. 
: Jeremy Nance, a qUlldriplegic 16-year- . 

old from rural central Tennessee, has 
Deen a winner. Jeremy, who is confined to 

a' wheelchair and breathes with the aid of 
a respirator, was disabled in a car accident 
nearly seven years ago. His private insur­
ance ran out; his multiple surgeries and 
ongoing rehabilitation cost far more than 
the $1 million limit under his family's poli-' 
cy. TennCare now covers all his care. 

But the program's cost-consciousness 
, proved nearly fatal for Mary Milburn, an 
. elderly woman in Nashville. Milburn, who 

had been successfully treated for high 
blood pressure under medicaid, discov­
ered that her MCO would neit pay for her 
expensive medicine and was forced to 
take. another medication. Her blood pres­
sure shot up and down, causing several 
visits to the local hospital and a couple of 
close calls with death. 

NATIONAL JOURNAL 2/4/95 295 



I 
11. . 
~. i 

Despite TcnnCare's promise that every 
MCO provides c$!>clllially the same care, 
clear disparities exist. In the waiting room 
of a Memphis clinic for people infected 
with the AIDS \·irus. a young man reports 
that his MCO consistently provides him 
with evervthing his doctor bas ordered, 
including' 10 p'n?scription medicadons. 
But a man silting ncxt to him complains 
that his MCO won't approve the only 

. drug he needs at the moment: anew 
antidepressant. 

. The greatest gap between Tt'nnCarc's 

,~~,4 

legal aid lawyer in Nashville who has sued 
the state dozens of times over expanding 
access to health can: for the poor. said 
that fixing TennCare', problems is ·'sim· 
ply a function of time and political wilL" 

And the Tennessee Health Care Cam­
paign. a coalition of advocacy groups that 

. operates a state-finrlllced telephone hot· 
line to help Tennesseeans navigate tbe 
new system. reports tbat the volume of 
calls has dropped markedly in recent 
months and that many callers' problems 
are easily resolved. . 

Tennessee Medical Association vice president Warren McPherson· 
TennCare's policies are· so coercive that dodors have become "state employees. II 

promise and its performance results from 
the unpreparedness of its provider net­
works. In the intensive care unit of the 
Regional Medical Center in Memphis, a 
man tells how his son was injured ina car 
accident·. The son, in his mid·30s; was 
already disabled from severe diabetes and 
was covered by an MCO. But when he 
was taken· from the scene of the accident 
to a nearby hospital, ii would not admit 
him because no doctor affiliated with his 
MCO was on staff. The operator on the. 
MCO's loll-free line told the father to 
transport his son to a hospital 100 miles 
away. 

There have been administrative snafus, 
too. Annie Watkins, a longtime employee 
of a Memphis hospital, enrolled her 
grandparents in an MCO formed by the 
hospital. But her grandparents received a 
letter of acceptance from another MCO 
that they hadn't applied to join. And ·they 

. were sent membership and billing cards 
by yet another MCO. Now Watkins is not 
certain where they should seek care. 

Despite such complaints, Tennessee 
officials say that TennCare's framework 
is sound and that its problems can be 
resolved. Gordon Bonnyman, a veteran 
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"If enrollees call MCOs, they often 
don't know the buzzwords and what will 
work," said Pat~icia Wbitewell, a patient 
advocate who works with the hptline, 
"You have to know how to cut through." 
Patient advocates often speak directly 
with the MCO staff and ·sometimes file 
appeals with MCO medical directors. If 
they aren't satisfied with the response, 

. they can file a complaint with the medical 
director of the state's TennCare bureau, 
the fimil arbiter of disputes. Only 26 such 
cases arose during TennCare's first year. 

MCOs are budget-driven. The state 
pays a Oat fee, averaging $1,507 annually, 
for each enrollee. The MCO is expected 
to economize by negotiating discounted 
fees with doctors and hospitals and 
squeezing out unnecessary care. If an 
MCO fails to live within its budget, the 
doctors and hospitals affiliated with it 
must accept reduced paymcnts. State offi­
cials say that under TennCare, none mer­
gency visits· to emergency rooms by poor 
people have dropped by close to 40 per 
cent, and that the amount of inpatient 
care has declined. 

The state recognizes that some plans 
may.attract an unusually large number of 

high-cost enrollees. ~lIeh as patients lI'ith 
cancer or the AI DS virus. The state has 
set up a $40 million account that can be 
drawn upon· to case the burden on any 
MCO that has. enrolled a disproportion· 
ately large number of patients requiring 
unusually expensive cnre. No payments 
arc to he made from the account until 
HCFA approves the state's method for 
deciding which plans deserve aid . 

A BOON FOR THE BLUES 
Some MCOs operate as HMOs, 

requiring their members to select a pri­
mary care physician who oversees their 
care. Others function as PPOs, looser 
networks of health professionals who are 
willing to accept discounted payments.in 
exchange for (j guaranteed flolV of 
patients. 

The quality of the MCps is uncI'en. 
One of the two statewldc plans: Access 
Med Plus, is notoriolls for requiring 

. patients to travel long distances to See 
physicians and for being slow in making 
payments to physicians and hospitals.· 
While some MCOs seem to function well 
in regional markets. TCllllCare's anchor 
has been· Tennessee Preferred, a state­
wide PPO put together by Blue Cross and 
Blue Shield of Tennessee. 

Finance commissioner Manning knew 
that a statewide network was essential to 
TennCare's success. Realizing that start­
ing from scratch would be impossible. he. 
turned to Blue Cross, the state's larl!est . 
insurer. Several years earlier, Man;ing 
and Blue Cross officials had worked 
together to build the Tennessee Provider 
Network, a PPO for slate employees. 

But,· in a move that still angers many 
Tennessee doctors, Blue Cross told doc­
tors in the Tennessee Provider Network 
that if they wished to continue participat-", 
ing in that plan, they would have to take 
TennCare patients, 

Doctors quickly dubbed that require­
ment the "cram-down" rule. Some doc­
tors feared thallhe presence of medicaid 
patients in their waiting rooms would 
scare away private patients. Many, includ­
ing Tennessee Medical Association vice 
president Warren McPherson, argued 
that the policy was so coercive that it 
made doctors into "state employees." 

Rather than accept TennCare patients, 
nearly half of the 7,000 providers in Blue 
Cross's private' network (which serves 
220,000 state employees and one million 
other customers) dropped out of both 
plans. Mayhem ensued; many of Blue 
Cross's TennCare patients, as well as 
middle-class patients in its private plan, 
had trouble finding doctors. 

But Blue Cross stuck to its guns, and in 
time, providers began to make their way 
back into both networks. Doctors disco\,-
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ercd that they could not maintain their Medical Association. All three groups 
practiccs without conducting business cllmrilain that thc state's annual pay­
with the state's largest insurer. By ments to MCOsare too low. 
August. Blue Cross had regained virluully . Sundquist has promised a revie\\' M the 
all of its original network. ",~ ratcs. but if he decidcs.to increase them. 

Blue Cross's steadfastness was hailed "'Ill' \y~lll/d proh~bly have to 'slow down 
by consumer anivists who wanted equal . cnrollment in TcnnC::arc or reduce the 
treatment for the poor. But Blue Cross services that enrollees receive. (He has 
senior vice president Glen Watson said ruled Ollt any tax increase to raise rev­
that althuugh the company believes in cnues for the program.) 
taking all corners. the decision was based Ml1nning. a budget hawk, forged an 
on business considerations. According to lInli~e/y alliance between consumer advo­
Watson. Blue Cross determined th,it it cacy groups and the administration of 
could deliver care and thrive financially 
within TennCare. 

Some observers conjecturc that Man­
ning played hardball, telling Blue Cross 
Ihat its continued participation in the 
state employee plan might hingc on its 
couperation in TcnilCare, Others argue 
that Blue Cross needed no prodding 
because it vi,~w(:c1 TennCare as ,111 oppor­
tunitv to increase its market share. Blue 
Cross h,l$ captured 50,6 pCI' cent of the 
TennCare market. A Nashville health 
lobbyist. whp didn't want his name used, : 
said that prO\'idcrs fear Blue Cross's , 
growing power, viewing it as tantamount "; ". 
to thilt of a statl: single-payer system. 

The most rancorous opposition to Blue 
Cross's role has come from the Ten­
nessee Medical Association. In sharp q 
contrast with the American Medical 
AssociatiolJ, which initially was receptive 
to comprehensive national health reform, 

I .. " 

Under TennCare. the payments. ended: 
instead, the funds were used to pay MCOs 
to prcwide,coverage to the uninsured. 

Manning rcasoned that hospitals would 
benefit because patients who enroll.::d in 
MCOs would be less likely to visit hospi­
tal emergency rooms for routine care. He 
and other statc officials also set S 100 mil­
lion aside' in a transition fund that could 
continue to make some paymcnts to hos­
pitals to cover their care of the uninsured. 

But the situation for some hospitals is 
more complicated. Considcrlhe Regional 

the state association immediately took a' 
firm stand against TennCare. The doc­
tors' group used a lawsuit, in'tense lobby­
ing, political campaigning and a public 
relations drive to tl)' to weaken, delay or 
stop TennCare. 

Legial aid lawyer. Gordon Bonnyman . 
TenriCare has hurt some hospitals and clinics. But more people are gelfing care. 

Although its lawsui.t stalled in the state 
courts, the association's political strategy 
was more successful. Its political action 
committee and an overwhelming majority 
of its members contributed heavily to the 
campaign of Gov. Sundquist, who is 
establishing a committee to review Tenn­
Care. According to an aide; Sundquist 
has no plan to scrap TennCare but wants 
to "fix" it. He has promised to end the 
cram-down rule and "wants to bring 
providers to the table," the aide said. 

PUSHING IrOlt CHANGES 
Even TennCare's sharpest critics con­

cede that it is here to stay. The action 
now centers on reengineering the pro­
gram. Some of the same health care 
interest groups that lobbied heavily in 
Washington I,ast year are now at work in 
Nashville, prl~ssuring Sundquist'S admin~ 
istration to ('.hange TennCare according 
to their specifications. 

The insurance and hospiial lobbies, 
often at odds with physicians, have found 

, common ground with the Tennessee 

Sundquist's predecessor, moderate 
Democrat Ned R. McWherter,whose top 
priority was avoiding a looming state bud­
get shortfall. Tony Garr, executive direc­
tor of the Tennessee Health Care Cam­
paign, said that McWherter helped keep 
opposition in the legislature at bay. 
Twenty bills were introduced to break up 
Blue Cross's network, Garr said, but 
McWherter made sure they never got out 
of committee. 

Now, con:?umer advocates are worried. 
Garr said he fears that the state will no 
10l,lger support the advocacy phone line. 
As for the new e:overnor:s commitment to 
end the cram-=down rule, Garr said, 
"Sundquist made a promise to t,he [Ten-
nessee Medical Association] that he 
would break up the network, but one of 

( the admirable things about TennCare 
was that the poor could see the same doc­

, tdrs" who cared for middle-class patients. 
Hospitals and community health cen-. 

te.rs that have traditionally provided care 
to the poor are also pushing for changes. 
Until last year, 126 Tennessee hospitals 
received special payments from HCF A to 
help compensate them for treating a dis­
proport ion ate share of uninsured patients. 

Medical Center in Memphis, known local- . 
Iy as the Med. l1ntil recently, virtually all 
of the area's poor came to the Med, which 
has a policy of accepting all comers. 
Although many 'of the Med's patients are 
now' covered by TennCare, their MCOs 
pay the hospital far less than it received 
for treating medicaid patients in the past. 
MCOs .also refuse to cover some services 

. that medicaid once paid for rou·tinely. 
What's more, ~ospitals complain of 

patient dumping by MCOs. For example, 
officials at the Med say that Access Med 
Plus has directed its patients to the Med 
even though the hospital is not part of the 
MCO's network. 

Charlotte Collins, the Med's senior vice 
president for policy and chief legal coun­
sel, said that the hospital has been forced 
to eliminate 250 of 2,800 staff positions. 
primarily because of TennCare. She bris­
tles at Manning's argument that hospitals 
such as the Med must learn to compete in 
the market. Nonetheless, Collins has 
helped the Med form its own MCO. 

TennCare has also placed competitive 
pressures on Tennessee's federally 
financed community health centers, They 
complain that MCOs pay them far too lit-
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USHERING IN REFORM THROUGH THE BACK DOOR? 

, 
enncssec is far from alone in its 
endeavor to reviunp medi0aid. Six 
other states-Florida. Hawaii, 

Kentucky, OJiid, Oregon and Rhode 
Island-havc won waivers from the 
Health Care Financing Administration 
(HCFA) to enlarge their medicaid pro­
grams and in many cases to steer par· 
ticipants into managed care systems, 
HCFA recently gave South Carolina a 
tentative approval, and nine more 
applications are pending, 

With at least a dozen other states 
contemplating similar requests. policy 
makers arc beginning to wonder 
whcther the waivcrs, which :Irl': sup­
posed to let slat6 operate ~hort-tert11 

. dcmonstralil1l1 pwjects to te5t Ihcories 
about medicaid efficiency. arcll't bring­
in!! abollt a fundamental restructuring 
o(the program that merits a closer look 

\ in WashilHHon. 
"When ~'ou have a million and one 

demo projects. they're no longer demo 
projects," said Rep, Michael Bilirakis, 
R-Fla., who chairs the Conlmerce Sub­
committee on Health and the Environ­
ment. which has jurisdiCtion over medi­
caid. Congress will have to make a 
broader poliCy decision about the 

Should medicaid be expanded-and 
if so. how? Can the costs to the federal 
and state governments be controlled? 
Should ~tate~ be allowcd to force recip­
ients to cnroll in managed care plans? . 

With congressional Republicans eye­
ing medicaid cuts to help finance deficit 
reduction, those questions may have to 
be addrcssed soon. The Senate Finance 
Committee has already begun discus­
sions about reforming mediCaid in the 
eomext of welfare refornl, a top priority 
for the GOP. 

For now, many in the Administration 
and Congress want to continue grant­

. im: waivers to states to el1coura~e them 
, to-experiment. .Judith Feder. th~ princi-

pal Hcalth and HUlIlan Servic6 ckptll)' 
assistant secretary for planning and 
evaluation. said il doesn't matter 
wheiher the state programs are real 

. demonstration projccts, as long as the 
, results are positive. "States are making 
use of the process fora wide array of 
activities." she said. The Administra- . 
tion is considering restructuring the 
waiver process, though. . 

future of medicaid, Bilirakis said. ' 

But Bilirakis questioned why states 
should have to obtain federal waivers if 
they want to expand coverage and save 
money at the same time. He:; favors giv-

tie for their services. Alarmed that other 
states will follow Tennessee's example, 
the National As:sociation of Community 
Health Centers is suing the federal gov­
ernment to halt the medicaid waiver pro­
gram under which TennCare and six 
other state programs are operating. . 

James Feldesman, the association's 
counsel in Washington, said that commu­
nity health centers are trying to form a 
national network that could compete 
effectively with commercial insurers in 
caring for medicaid patients. Building 
such a network will take time and capital, 
though, and the cerllers need federal aid 
to su['\'ive the newly competitive market 
engendered by medicaid reform, he said. 

Fcldesman noted that President Clin­
ton's proposed Health Security Act 
would have furnished community health 
centers and other "essential community 
providers" with the kind of protection 
that HCF A has refused to grant them in 
medicaid reform: a five-year transition 
period. When it comes to health care 
reform,. he said, medicaid waivers are 
now "the only game in town, and ... we 
would like to be given a chance to win." 

legal aid lawyer Bonnyman, who has 
filed an amicus brief opposing the eom-
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munity health. centers' lawsuit acknowl­
edees that TennCare has hurt some insti· 
tutions that traditionally cared for the 
poor. But, he said, a more im portant 
point is that TennCare is covering hun­
dreds of thousands of previously unin­
sured people. 

Still, the reaction of health care 
prm'iders remains a big stumbling block 
for TennCare, and their politica/ influ­
ence appears to be growing. The Ten­
nessee Medical Association's McPherson 
denounced TennCare as "manae.ed costs 
and not managed care;" Colli;s of the 

,Med. ordinarily no friend of the doctors' 
group, called TennCare "fiscal reform 
and not health reform.", 

"I plead guilty to managing costs," 
finance commissioner Manning re­
sponded. HI don't mean to be critical of 
health care providers. They just respond­
ed to the bad incentives that were out 
there .... We believe that the health care 
system has far too long been organized 
and judged by the levels of satisfaction 
providers have had with the system as 
opposed to consumers ... , We want to 
make sure that consumers are served by 
the svstem." 

James Blumstein, a Vanderbilt Univer-

ing states medicaid block grants to lise 
as they wish. 

Gov. Howard Dean, D· VI., the 
National Govcrnors' Association chair­
man. said that he and olher govcrnors 
are talking with the HOllse Republican 
leadership about legislation that would 
do away with the waivcr process. 

The waivers now are grantcd for five 
ycars, during which HCF A may pay a 
state more for medicaid than it paid 
previously. But at the end of five years, 
HCFA will stop paying for recipients 
who werc added to the rolls during the 
demonstration project. nlC question is 
whether states by thcn will have real· 
ized enough savin!.!s' from mllnuucd 
care to payli.lr the e;pandcd coverage. 

Members of the Phvsician Pavment 
Revicw Commi'ssion: which advises 
Congress on' physiciat~ reimhursemerll 
under medici1id, have suggestcd that 
Congress should examine the issue 
more closely. "This one here is a large 
political question," said Princeton Uni­
versity professor Uwe E. Reinhardt, a 
commission member, "If we expand the. 
waiver authority beyond research, is 
this a backhand way of reforming medi· 
caid?" 

-Marilyn Werber Serafini 

sity law professor who has been' a leading 
advocate of health care market reforms, 
contends that providers' complaints are 
proof that TennCare has brought real 
reform. "The old view was that there was 
a single right way to deliver care, and that 
was an old-fashioned and verypaternalis­
tic view," he said. "The bottom line on 
TennCare is that it is changing the way' 
services are delivered." 

Rosenbaum of George Washington 
University takes a more critical view. "It 
is never possible to make change without 
making a lot of people arigry," she said, 
but "it is my sense from some of the 
architects of TennCare that they hate 
health care providers." 

Bonnyman remains optimistic about 
TennCare. although he warns that the 
state's "political will" is essential to its 
continued success. "Squirreled away in 
Dogpatch, U.S.A, this state has covered 
400,000 people," he said. "Now, one state 
in the country has the possibility of tying 
its spending to the health needs of the 
public-what a radical concept!" • 

Sl!wrt Schear is a media fellow of the 
Henry 1. Kaiser Family Foundation, which 

. financed his travel for this anicle. 
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Follo'Ying is an' update on Tennessec:i'$ Section 1115 Medicaid demonstiatio~, TennCare. 
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At a recent l~eeting, you asked for ~n update on Tennessee's approach to health care 
,reform undei- the section 1115 Medicaid demonstration. known as TennCare. Under" 

. TennCare,tJie State bas expanded doverage t6 about 400,090 formerly uninsured Ii : 

individua1s, j~placed a fee-for-servicel\1edicaid program with Statewide managed care, 
and it appears to have done 'so by spending less than was allowed under the budget 
neutrality HIl~ts established under tJ?e demonstration. , 

Background:', " , , ,I ' 
On Novembier 18. 1993,'HcFA'apploved Tennessee's health care 'reform demonstration,! ; 
project, TeniaCare, and implementation began on January 1, 1994. The program 
provides hea'ith care benefits to Medicaid beneficiaries, uninsured State residents, and 
those whose medica) conditions make them uninsurable. Enrollment is capped at " :' 

, 1.4 million~ An enrollees are se,rvedincapitated managed care plans that are either ,I: 
HMOs or PIr0s. ' , :, " , ' ii, 

The demons1tration proposal was an!ambitiousplan to increase coverage to about r i , 
500,000 ne,w:individuals, reduce ,payments to providers, provide managed care plan I i 

, , 

choices to bEineficiaries, and use State employees' networks of providers to serve these 'I ! 
low income i~ndividuals. Under theJive~year demonstration, the State agreed to limit th~ : 
aggregate expenditure growth in it'; Medicaid program to percentages ranging from 8.3 i: 
percent inthte first year to 5.1 percent in the last year. Prior to the demonstration, the !; '" 
State's annUi~1 rate of ,growth ,in Medicaid e:xpenditures was averaging close to ' :' ,.!;' 
24 percent. ,:' , ' ' , ' !: 

, ,I ; 

"I, 
Expa~sion olr Coveraee' ,',' I : 

, :' ," '. ,j ; 

In the first y!~ar, ~f implementatioD,~e~nessee ~as provided cOverage for about 400,000 ,/1 : 

formerly uniJ~sured'jndividuals. Former Governor McWherter and State staff had as ,a '1: 
goal, increasing total insurancecaveiagein the State to over '95 percent." Implementing I: ' 
TenriCare. h~s put coverage in that range. 'One year afterimpJementatioD, a survey'of I; 
TennCareeIJ}rollees indicates that 80 percentan~ satisfied or highly satiSfied with,': : ',' " 
TennCare~ further, 92 percent of f?rmerly uninsured TennCare enrollees rated their I ! 

' ,care under t~le TennCareprogram'a;s the same or better, compared to only 55 percent of:, " 
former Medicaid beneficiaries. :.' , , ' i ' , 

, , i" , " ,'" " 'i • 

We cannot alsse;s at this ti~e whether ~ccess and quality have improved or worsened fo~ ! 
, low income ~ndividuals ?nder Tenn~art~. The State has been sl?~ to provide person~! I 

1evel:encounjter data, making it impossible to evaluate the p'erformance of individual : ' 
, plans or TenlnCare as a whole. ,Advocacy groups, which supported implementing ',I' 
TennCare. hiave expressed concerns :about a failure on the part of many managed care I: 
organizationj; (MCOs) to provide adequate appeals mechanisms and to allow plan 

I ' , 

I 

i 
, I 
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~hangesfor good cause:: EarJY'inTennCare, some MCOs had difficulty recruiting,' I,: '; . 

- 2.-

'adequate nlllinbersof physicians, and problems remain With' soine 'Categories of providers! L 
and in sOme ;areas of th~ State. Because the State has had difficulty with financing,,' ! i 
~eIVices, it froze new enrollmen~ at the end of calendar year 1994. below its, "!, i 
d~monstrati4~n enrollment cap of .1;4 million.' . 

Because of the short·t.i!netable : for implementation, beneficiaries had to make plan 
selections b'l;tore many phYSiciansh~d made finn commitments to' individual plans. 
Beneficialies, providers, and health ~plans have been confused about enrollment' , I 

I '" ,', '.,' I 

procedures clnd payment of premiums. The State has recently informed HCFA that it ! 
,hasdisenlor~ed more than 11,000 families ,from TennCare for non-payrilentof premiums.1 

" menditure iLevels 'i ' ' " 'i 
'j ,I ·~:I 

.0 ,BudgEt Neutrality Limits : j J 
,', " ' ' • , I, 

,,' State spendi~g underTennCare appears to be .lower than anticipated and below the'l 
budget neuti~ity limit, altb'oughwe do not have reliable expenditure data at this pOint. ,j 
While, this aJfI!arently lower, spending is due in part to a 25 percent reduction in proyideri 
payments, it 1'\150 re,flects the fact t~at the base year is probably bigher than it would, ! 
have been h;a.d we been' able to, accOunt fully for legislative changes limiting" I 
dispr9portioi~ate snare hospital JDSfI) p~yments. These changes were enacted after , 'I 
Tennessee's propOSal Was. submitted: to the Department. At the ,time we approv,ed the, I 

" TenD~are dc~monstration, we were ~ot able:t~ .. cOlnpute~4e.i~pact ?f :he changes on th9 
, , baseline and! allowed 'Tennessee to melude high DSH expendltures In ,Its base year when I 

determining; b;udg~t neutrality}imits~ 'The '~fB:te·s.DSH paym~ntsbe~ore provider t.aX~s I 
were $70 mll!hon; but roseto about ~440 milllon m the years Just pnor to TennCare~· I , 

HCFAdid nirt make tWo adjustn;~~is.in DSH~e~dinire projections that would have· 1 ; 

,'bad animpalptoIl: the TennCcue bn.:s~line: " ' ',' j 

First~CFA did not,~educe ~he base y~ario acc?untfor poten~ally imP~rmi~iblJ 
provider tax~s. At the time, HCF A could not deter'mine whether Tennessee's ' ! ' 
, ,. ' " , I 

pr~vi(~er taxes. would, continue to be pennissible under, the law :prohibiting certain:: 
tax· schemes., AlSO, jf the: taxes were found illegal., it would have been difficult to I 
estm:~Lt~ whal~e effect qf th;e loss <:'~ prOvi~e~,tax revenues ",:ould be on ",' I . 
Medl(;~ald spending. Tennessee has Since ebm~nated oneproVlder tax and HCFA ! 
is in the process of making 'a lina] determination :on a second tax. I 

. . ;.." . : 

SecoJQ,. 'HCFA didnota:djusi the base year to'refle~dmpermissible DSH" 
, paym~nts resultjng fr?Ul provisions limiting DSH ,paym~nts resulting from' 
provi~ions in the Omnibus IJtidget Reconciliati~n; Act of ~993 (OBRA 93). The 
QB,RA 93 pro~sions limiting DSH payments to hospitals 'to the amount of 
unoonItpensated care incurred; by each hospital had not yet gone into effect·· 

.. ; . 
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; 1 , 

As part ofT'~nnCare, the State discontinued its DSH program and used those funds to ': :, 
make capitat~on payments fornew~ligibles and set up a fund for supplemental payments: " 

, to providers.! However, as under regular Medic~id. a State's ability to draw down federal !, ,; . 
matching fur.lds is dependent on it.<; being able to come up with its State share. So even ,: " 
though the p~e year spending for T;ennCare was high, the elimination of provider tax " I 

schemes andl DSH payments affected Tennessee's ability to maintain this level of j , 

financiDg. ' !.,' I' , , 

I • 
: " 

Tennessee sijllhas difficulty coming: up with the State share for program expenditures ," 
and has mad~ several requests for H~FA to approve mechanisms that would generate " 
federal matc~b.ing funds by substituting other sources of funds for the State share. In its ' .. 
original dem~nstration proposal, Tennessee requested a block grant at an amount that ,~ 
would have ~:ontinued to provide'fe~eral funds at the rate they flowed to Tennessee'. ,1: 
when provid~~r taxes were' used to ,effec:tive1y lower the State share. When the block. 
grant approa:ch was denied, the State proposed using as ,State share a combination of . 'i 
State appropriations arid, other innoyative sources of State matching funds,such as . 
certified public e}.:penditures (CPE),;TeimCare preniiums,and local government funds.; : 
HCFA agre~d to match CPE and capitation payments, while allowing the State to retain. ~ 
the premiu~s it collected.' . . 

, ; " ... I . .. 

The State h~s also had difficuJty C()l~ecting premiums from enrollees. Initially, the lack 
of an enrolln,lent systemprevented,collecti$>ns' for the first six months of the program, . ' 
then an overl;ight by a c,ontractor resulted in failure to send 80,000 premium'notices~ " I . 

: I 

The lowe.r lrivelofpremium eOl1~tions has further exacerbated theState~s difficulties in i ! . 

financing TennCare. " . 

i ' 
o Requ6'1 to Reinstate its DSH Program. 

i ' 
, . ; , , .' " ~ , , , ' ' :. I ' I I 

Since the CItE methodology and premium collections have not yielded the expected level t :; 

of federal mlttching funds;Ui.eStatehas recently indicated that it would like to reinstate,' ! '; .' 
a DSH progtam to.takeadvantage of the OBRA 93. provision that penrilts DSH • : 
payments' up; to 200 percent of a public hospital's unC()mpensated care costs, until June ' 
30~ 19~5. T~nnessee wOuld use an iniergovernmentaltransfer from tWo counties to ., i 

provide tht~ ~;tate share of the DSH· payment and therefore be able to obtain additional :', " i '. 
federal dollat.s without using new S~te' funds .. After July I,' 1995, OBRA 93 rules will .;.:. 
restrict the amount, of DSH ,payments to 100 percent of uncompensated care costs, thus.: ~ . 
limiting the ~ontiDued use of this·mechanism. . '.' ....: ' 

! 

Implernenta ~i[on Issues . 
. ! 

, .: I' 

The State IDf>ved quickly to secure demonstration approval and to implement TennCare... i, 
Tennessee dtd no~ however, provide an opportunity for brOad 'public participation in the : 

j , 
I 
I· 
i 

.1 
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" development! of the ~emOnstration proposal AdYOcacy and provider groups supported 
,'the plan, but! many say that theydidiso o,1.1tof concern, that the alternative would be , ,:, " 
reductions inl thebenefitspack~ge a~d in provider payments. Prior to implementing the i: :: ' 

"<iemonstratic1n, the State's, Medlcaid:program had almost no ,managed care experience. '.; ,.' 
The'Statemcbvedaggressivelyto qualify plans and to run the enrollment prOCess for.' ':!' ,; 
beneficiariesi To ensurethata"su~iCient numb~r, of physicians would participate. the ':" 1 

Statepers~8:~ed Blue Cro~s/Blue Sh'jeld (BCBST) of Tennessee to modify existing' " :, I 

contracts Wit'p its preferred provider¥'to require participation in TenriCare.' The State's ' ! 
power to do!that resided in its State: employee contract with BeBST. . Providers are' I • 

infuriated wi~ this requirement, referring to it as the "cram down provision.'" Although,! ':, I 

some physicj;~ns and hospitals initially refused to join, many have now signed contracts: ! 
with TenriCa1re.' , " ','.' "', ' " .' . ' I 

I'" . " 1 : ' '; 

, 1'· " . .. ! I 
MCOs hav:e \begun to complain :abo~t losses in TennCare:Both of the Statewide plans,l ,1 'l 
which togeth~r cover 73 percent of tpe population, have experienced financial . ; i: 
difficulties~ JBCBST,' a PPO, recently announced to the Governor's TennCare !i 'I 
Roundtable 1;hai it lOst $8 million d~ringthe fiist year, and hint~d that its continued i! ! 

. ' participatio;n[isin jeopardy. Public hospitals have been deepJy affected. by TennCare's I;' I 

.termination br both medical educatibn and DSR payments. The Regional Medical , ! i' i 
Genter inM~~mphis,'for example, may face a loss of up to ~alfthe $50 million.it received': . I 

. in TennCare! stipplein~ntal pool payments for the first State fisCal year of operation.' .:: i 
M~han'Y:·Hu~)~ardhospital is also eiperiencing financial'strain due'to TennCare. Public; i .. : I 
employees' ~nions are concerned about possibleJayoffs of hospital employees unless : i ,1 
more fui1d'i,nJ~ can be:proviaedto th~ hospitals, : AlthQughthe fcx:us is on payments "~I, , i 
under, TenilG:are,the implications for the State's larger health care system are significan~ I 

. Pr<?blems f~ed,by B~ue Cross/B~ue ~bie]d: of .TenneSS(;e, and the.pubJic hospita,lswill. .'! .'.' 
affect access!to care m,Tenness~e beyondt1i~TennCarepopulat:lon. : l' ,I 

" : I , I 
~ederaI.S~~aidshi.R 't. i; . ! 

. .' , ,,;!; , ' ' \., .' " , . :1 i : 1 

The Federal jgovernment has played ian active :ro]e in overseeing arid monitoring' ' i : "'1 " 

.TeimCare, af; it does with a1l1115 demonstrations. and has let a ,Contract to evaluate i .1, 

TennCare arid ,all other operational Henlmlstrations" 'We ar~currently awaitirig' ,'.c ',; j'" , j, ' 
, eA"P~nditure iiata from theState:.,to ~e,a~le ~ci evaluate the budget neutrality of the . '1 , i 
demonstratiqn to date. "HCEA' contIo.ues to ,work with the State to unprove its encounter, 
data repol-tWg systemiD <?rder.to ,belter monitor"quality 'and ac.cess of care provided by" , . 
the MCOs. jiiCFAalso has deIayed:'approval of the Sta~e's request fo exPand its ' ." 

, , managed car;!' delivery system to Cover speciaJ pop4lations, such as the severely and 
persisten,tIy ~lei1taUy ill and themen~aJly retarded/developmentally disabled. These' .• 
~opulatioIis ~n remain in the Stat:'(fee for .service Medicaid program until H<:FA is I 
assured that fthe State has the provl~er capaclty to serve them through managed care and i" 

has addres.4)Cfi some of the operational 'pro~lems in TennCare. Finally; HCF A has 
committed i~;elf to working with the I State' on the long term financing of the program to ' 
ensure that TennCare rem'ains a viable program in the future., 

" : : " , , " , . , 

I 
I 
f 
I , , 
! 
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. Implications !for Other States 

I . 

Tennessee b~s achleved some ofits, initial goals to enro'l1largenumbers of uninsured in 
itsdemonstr.tion and in having a broad spectrum of plans and. providers participating, ' 

, despite fund~ng constraints. Both federal and State gover.nm~ntshave learned, a great 
deal about e:nrollment processes, 'b~neficiary infonnation, and the steps needed 'to , 

,implement ~,ichange of the magnitude Tennessee h~ pursued. Tennessee also has :, 
involved advpcacy organizations in fuonitoring access iri Tep.nCare in a way that ,has ' 
heJped tb,.e pfpgram through its disruptive first. 1.8 mont~s: 

, . ',', , 

I 

We believe that soine important elements of the'TennCaredemonstration approval are 
unique and ;~ould be difficult for other States to implement. Tennessee agreed to an 
aggregate, fixed budget over the fivf years, with lo~er thaQ nationally project~dg~~h , 
rates, something that few States are: willing to risk. The demonstration also has an . 
unusually hi,gh reliance on non-appropriated sources of funds to make up the State 
share. In acl~ition, Tennessee is unique in that budget neutra1ity'for the five year 
dei:nonstrati(~n was computed before adjustments could ~e made to account for OBRA 
93.-changest~at affected use of DSH in Medicaid programs. . 'i . 

I' :', " i 

SilIce te~(1are was implemented, fIRS has adopted public notice guidelines that~ould! 
have States iipake available waiver p'roposals 'before they are submitted for approval.' ; 
,This broade11 public participation pre';submissionmakes jt, unlikely that other States ' 
could repli~lte the "cram down proYision;'to coerce :provjde.rs~ participation. ' 

, 'J' "" . . . 

. . . '. . j. ; '. '..... . j 
While the Tl~nnessee,Medicaid program hasbeen d~amati~ally altered under the 1115: ; 
demonstratid~, it is still in 1:ransition. Gov,ernor Sundquist supports TennCare and has I 
,taken s()me;~ction to strengthen it :A new overSight position has been created in the ,i 

State to ovei~see the financial stabili~ of a1] types of MCOs, rather than the limited 
oversight of f1M()S that existed preYiously .. The State continues to have difficulties ' 
assuring the ~ongterm financial via~ility of J'ennCare, although the new Govemorplans, 

, lQ, r~quest s~~i:ne, additional fundingJo addre~ shortfalls:B¢ause, of the uncertainty of ': 
, its financing ~tructur~' and our lack of more definitive i~formation on access. quality, and 
, costs, webel~eveit is teo early toteIl whether Tennessee has successfullycovered more, 
people, reduped program costs, and maintained .or enhanced quality of care. , , : , 

I 
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THE TENNESSEE MEDICAID WAIVER (TENNCARE) 
A Background Pap~r 

" 

~. , 

, G J- J.p/lry 

On the face of it, the idea of (a) increasing enrollment by 50%, (b) contracting with 
managed care plans with theJr associated administrative and profit margin costs, 
and (c) ca~;)ping Federal contributions at the before-waiver level 'is counter-intuitive 

, provided that some reasonable assumptions are made about savings under 
. managed car,e (conventionally thbughtto be3~8%): ' 

In summary, 

0' Tennessee repealed a hospital tax, and under-funded TennCare at the 
. outset. Combined with a 50% increase in 'participants, apparently 
serious financing stress~s remain unresolved. 

• .' I 

o ' To hold onto ,the approximately $750 million in Federal funds that had 
been matching those hospital tax",financed'State Medicaid expendi­
tures, the State proposed and DHHSagreed it would recognize other' 
."contributionsUas State share of Medicaid costs. But none represent-

. • ed new cash investments. 

o Low .capitation and provider payment rates, and loss oflong-standing 
indigent care and· other payments to hospitals are ,some of the 
financing res~lts that. continue to retard maturation of the program and , 
create political stresses. Early start-up chaos has subsided, and about 
400,000 formerly uninsured Ten'1esseanshave received insurance 
coverage through TennCare. . 

.'~ 

o The State haS been to HCFA looking for additional financial help. It is 
considering some combination of seeking a Federal block grant at 

,1993,Ieyel,s (including illegal tax income), reinterpreting the waiver 
agreement il') order to claim additional Federal funding, and finding' 

, I')on-tax means of bringing additional ~tate funds into TennCare .. 

TENNESSEE BEFORE THE WAIVER --BACKGROUND 

TenneSSeE! is a relatively.p09r state: ' . 

o their Federal Medicaid matching rat!3, based oli a measure of po~erty, 
has ranged from 69.64 in 1989 to 66.52 in 1994 (in the latter year, , 
14 states had higher Federal match rates -- i.e., are, by this standard, 
poorer); , " . 



. , 

2 

o in 1991, 15.5 percent of the population had family incomes below the 
poverty level; by 1993, this had increased to 19.6 percent (7 states 
have hig her per<?entages); 

o in terms of total, taxable resources, Tennessee in 1993 was ranked 
36th among stat~s (it had experienced; a 9.6% growth over 19~1). 

/ During the~ 19805 and early 19905, Tennessee,like other statas,· 
experienceda-s'ignificant growth in Medicaid enrollment. This was due in part to 
th,e recession and in part to requirements, to enroll more pregnant women and 
children. 

, 0 During the period 1988-93, the number of beneficiaries in Tennessee 
grew by about 89% (an average annual rate'of 13.6%) compared to a 
nationwide increase' of 47% (8.1 % per'year). 

o ; In ,.993, Ten~essee had a rate of beneficiaries, per 1,000 state, ' 
, residents that was 5th highest in the nation. 

, Their 'Medicaid provider payment levels have been ~imilar to Medicare levels, and 
were only slightly belew, the national average for all state Medicaid pr:ograms. 

During this same period, average annual growth in lVIedicaid expenditures per 
beneficiary {excluding'disproportionafe share payments) was 3.3% in Tennessee 
compared to a national average growth of 7.6%. ' 

Legislation in 1986 an'd 1987 gave states additional flexibility in raising f~nds to , 
. 'finance their Medicaid programs. States exploited thaf mechanism by levying taxes' 
on and accepting donations from hospitals and nursing homes; the States then 
returned those funds to the institutions in the form of "disproportionate share" 
(DSH) Medicaid "expenditures" and claimed Federal: m!:ltching funds. This 

, effectively increased the Federal matching rate. " .' 
I . • • 

In 1~89-90, Tennesses'raised'$85 million of,the'Stateshare of Medicaid program' 
funding through taxes, fees and donations; by the 1992-93 program year, those 
special funds had increased to $54" million. By including these DSH funds, 
Tennessee's average annual expenditure per beneficiary in the period 1988-93 
grew at 6.4% {national 19.6%), nearly twice Tennessee's without-DSH ' 
expenditum increase or3.3%. 

The ~~nteri)iece ofT,ennessee"s'specialfunding was a hospital tax'which,in the 
18 months between July 1, 1992 and its repeal on December 31, 1993, yielded 



$565 million. When the state returned those tax proceeds to the hospitals under 
the headin!~ of Medicaid, "disproportionate share" pci'yments, this generated 67% 
Federal matching funds of approximately $376 million. This ef,fectively raised the 
Federal matching percentage., Both this, tax anda nursing home tax (which 
generates about $85 million in annual revenues and about $57 million in Federal 
matching funds) have now,been challenged by HCF:A to have been unlawful. 

3 

With the special hospital tax ;scheduled to "sunset" in June of 1994; and little 
political Iikl3lihood of extension, Tennessee was faced with the annual loss of about ' 
$376 million in Federal matchin'g funds. f. 

FINANCING THE TENNESSEE WAIVER -- AS PROPOSED, AS APPROVED 

Initially, Tennessee proposed that the Federal Government approve an' 1115 waiver 
that amounted to a block grant: even though Tennessee would withdraw $376 
million {the repealed ,tax}, the Federal Government ,would pay at previous levels; 
and the effective Federal matching rate would be increased from the statutory 67% 
to over 80%. This was reje,cted. The Sfate then began a search for any spending 
that the Federal Government could be persuaded to, recognize as "State share" and 
to match with Federal funds. ' 

, , Perhaps thl:r most creative.,state share I;contrib~tion~" was a projected $572 million 
(over 5 ye~lrs) in "certified public expenditures." Public hospitals would serve 
TennCare beneficiaries, managed car'e plans would be permitted :to underpay 
hospitals' (;osts by an estimated $326 per eligibl,e, ~nd .that amount would be 

, termed a "public expenditure" eligible for Federal matching. Furthermore, although 
the State would be making some payments from special pools to the hospitals to 
meet some of their 'uncompensated care costs (e.g.:, for persons considered 
"TennCare·,eligible but not enrolled", the State argued that the Federal Government 
should disr'egard those State payments and match hospitals' gross uncompensated 
care rather than net. When HCFAinsisted on matching only net uncompensated 
care, the State told hosp!tals that Washington had "changed the rules" 

, necessitating a halt to State payments from special pools. ' 

. ' 

Other StatE~-share contributions approved for Federal matching were 

o some $457 million (over 5 years) in "patient revenues" of which the 
majority would be premium payments by some TennCare enrollees; 
instead of flpwing directly to the managed care plans in which they 
were enrolled, these premiums would be captured by the State and 
then dispensed to the plans so Washington would recognize the 
payments as State expehditures, hence federally- matchable;' 



o· certain payments for TennCare enrollees in Institutions for Mental 
Diseases (mainly State mental hospitals) not generally matchable; 
(these were to include persons already residing in IMDs when the 
waiver began, not only persons admitted during the period of the 
waiver); 

. ,( ,', . 

o . about $251 million (5 years) in local government indigent health 
services expenditures for TennCare eligibles' and enrollees (including 
payments to private hospitals in Knox and DaVidson Counties), 

The State also proposed that HCFA match· $18S million in State payments for 
'public health and mental h'ealth services (including $tate funds required to match 
certain PHS grants); this wa~ later withdrawn, 

FINANCING IN TENNESSEE TODAY -- FACTS AND EFFECTS' 

4 

, Under' TemlCare,' approximately 400,000 .Tennesseans .who, had previously been 
uninsurE~d are now covered. The managed care industry, which prior to TennCare 
had enrolled only about 140,000 people, in Tennessee, has now grown to cover 
nearly all 1.2 million TennCare enrollees.' These are considerable accomplishments 
in the sp,ace of 15 months. . 

However, three factors -- two financial and the one' political ,-- combine to' produce 
a tense and unstable condition for TennCare today. 

The first was the State's method of cal'culating the capitation rate that Managed 
Care Plans would be paid for each enrollee.' The basic capitation rate, was set by . 
calculating a Medicaid· historical fee-for-service per-capita equivalent amount -.: 

/$1,641. From this was deducted $335 in expected charity care from providers (in 
V ~ffect, holding onto ho~IS' cost shift to private payers); $28 in local indigent 

care funds the plans vJ~-e4xpected to benefit from;. and $48 in patient coinsurance 
and deductible payments. This left a net capitation to plans of $1,230 (raised last 
July to $1,275), The low MCO capitation has resulted in. low payments to 

. phYSicians who contract with managed ca,re plans, and to other providers 
p~rticipating in the MCOs' provider networks. ' . 

, The second was the December 31 discontinlJation by th~ State of .payments to 
hospitals from an "una)located funds pool." 'HCF'A agreed to recognize State 
expenditures up to the Federal cap. Amounts in'the pool represented the 
ditt.erence t>~tw~en .the Federal funding cap for the year and aggregate amounts the 

. State was paying to managed care plans as capitation. For the first six months' 
between Jalnuary land June 30, 1994, these unallocated funds were estimated at 



.. 
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$175 million,' and were paid for. medical education, :uncompensated care payments 
to essential providers, extra payments to high-Medicaid caseload hospitals, and 

. extra payments to MCOs for the first 30 days of care to TennCare beneficiaries 
. (pent-up dl:!mand). 

As enrollment increased, and as the State' had to send increasing amounts of funds 
to managed care plans as capitation payments, the State had qecr~asing amounts 
available f<:)r these pool payments. In late December, when enrollments reached 
about 1.2 million and the State realized it could afford to enroll no more people and 
closed en~~)lIments, the State informed the hospitals that no more pool ppyments 
were avail~lble. At least one hospital, the Regional Medical Center in Memphis 
("The Med") is going tt:uough rapid and sharp cutbacks. 

The third was the political arm-twisting by the State to force physicians to 
participate in TennCare. To avoid contention and compromise, the State did not 
engage Tennessee physicians in a dialogue over this plan .. Blue Cross/Blue Shield 
(which has about 400/0 of TenriCareenrollees) told the physicians participating in 
its managed care plan f.or State employees that if they wanted to continue in the 
state employees program, they would have to agree to participate in the TennCare 
program at TennCarepayment rates. Without this requirement (called the "cra'm 
down" in Tennessee), the program would have been unlikely to be able to attract 
enough physicians at low payment levels to operate the program. (In fact, 
Governor Sundquist, who campaigned on a promise, to eliminate this ~'cram down" 
requirement, has had to renege on that promise.) . The Tennessee Medical 
Association sued the State (unsuccessfully) over this issue. This participation 
requirement, and the Governor's failure to eliminate it, have left a re'servoir of ill­
will in the physician community and, despite assurances to the contrary by 
TennCare of.ficials, it is apparently difficult to obtain: TennCare services ,in some' 
specialties. There are said to be significant pressures from hosPital'and physician 
organizatiolls to pare back eligibility and/orbenefits to free up more funding for 
higher per-service payment levels to health care providers. . 

CURRENT TENNCAREFINANCING PROBLEMS 

Tennessee was supposed to collect $9a million in premiums from upper-income 
enrollees last year; instead, it collected $12 million.: In. order to finance program. 
costs to have been covered by the $86 million in missing pr~miums,' and to earn 
the approxiiTlately $57 million in Federal matching funds, the State must make up 

, , the loss. '. ' ,'" . 

>'1 ,,: 



HCFA is sE!eking to recOver Federal payments made in 1993 related to the now­
unacceptable hospital tax ($381 million). And an illegal nursing home tax of 
$2,600 per bed (which the state repays to the institutions) has led to steps by 
HCFA to rElCOVer $120 million' for the 1993 year, with the expectation of similar 
recoveriEls for 1994. 

6 

The State has .now· approached HCFA for extra matching for local government 
payments to their public hospitals. Although HCFA already matches the value of 
charity car'B discounts below costs for care which public hospitals give to TennCare 
eligibles and enrollees (considered a "certified public expenditure"), Tennessee now 
wants to claim local appropriations of about $43 million which counties' pay to 
those SamE! hospitals (a public hospital revenue, not an expenditure) to offset the 
costs otsuch uncompensated care. . . 

Former .and current State officials recently visited Washington to press for a .block 
grant (in pc'lrt, they said, so they "wQuidn't have to keep jumping through hoops' to 
come up with the State share. tt) DisGouragedover the level of funding likely to be 
available to them under a block grant, however, they appear to have fallen back on 
trying to squeeze more Federal funds out of the current arrangement (see preceding 
paragraph) while conceding that there is probably a need for a 5~1 0% hike in 
capitation rates this year. 

PROGRAIVIUNCERT AINTIES ; 

Departmental officials who recently visited Tennessee were left with a number of . 
uncertainties. They could no~ determine 

(1)' whether there is beneficiary underutilization of the system; if so, what the 
volume afld its trends might be, .and whether it is purposeful as qonsequence· 
of State and/or MCO plan-erected barriers (du'e to underfinancing) or 
incidental and a natural -- and temporary -- consequence of shifting a '. 
population into an unfamili<.u arrangement; , 

(2) how much real care management is occurring'and how much i; si~pl\' 
.discounted fee-for-service (five of the 12 plans are PPOs which will not be 
required to have gatekeepers until. year 3); . 

(3) the financial stability of managed care plans - !whether capitation payments 
are sufficient to permit profits by MCOs and to underwrite plan-to-provider 
.C'ontract rates adequate to keep providers in the program (State-sponsored 
audits are under way); • ' 



(4) whether payment delays are about what would be considered .. normal, 'or' 
might be indicators that some MCOs are performing poorly, purposefully' 
delaying payments for,cash flow reasons, or thisisevid,ence of underlying 
problems in the overall levels or structure of financing;, ' 

,(5) the ratio of operational problems to total plan performance; whether early, 

7 

, 'performance complaints, (access, enrollment, referrals, information) are 
large,ly behind the plans, or there continue to, be significant design errors and 
implE~mentation problems that are not being recognized or overcome. 

, , ' ' , I 

HYPOTHESES: HOW DID THEY MAKE IT WORK? 

Program impact and performance data is not yet available. Assertions and 
anecdotes are inconsistent and ambiguous. But the 'essential conundrum remains: 

, on the face of it, 'the idea of ,(a) increasing enrollment by 50% and (b) capping 
, Federal contributions at the before-waiver level is counter-intuitive 'providing that 
reasonable assumptions, are made about savings under maflaged care. 

, • ' I .. ' " , , 

The following hypotheses suggest a framework within which to consider what may 
be happening. 

Hypotheses #1: Tennessee's Medicaid program was so financially robust before 
the waiver that the program can :now be adequately financed on 
a tight per capita fiscafdiet.' , 

The evidence to support this hypothesis might include, pre-waiver per capita costs 
well above what would be expected (embodying'some mix of high utilization and 
high prices). In fact, per beneficiary costs in Tennessee in 1993, were below the 
national aVEtrage ($2,946 vs. ~3,895), and slightly a'bove the average for the states 
in their east south central region ($2:892). 'Tenness'ee'sMedicaid payment rates in 

, 1993 were calculated' by PhysPRC in 1993 to be at 1.05 - 1 .17 of national fees; 
.. I 

forexarnple, tt~eir fee for, total obstetrical care and vaginal deliyery was $1,100 
compared to a national Medicaid median of $1,051; ~and an office visit for a new 
patient was $40 compared to, the national Medicaid median of $36. 

,When considered by class of service, Tennessee's acute care expenditures per 
beneficiary were $1,683 compared to $1,637 in their'region and $1,993 nationally. 
In long-term care spending per elderlY,beneficiary ,Tennessee speflt$4,244 ' 
compared tC) $3,878 by states in their region and $6,907 nationally . 

. .') 

. .' 
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. ,.' , . 
The foregoing does not suggest that, whEm compared to other states, Tennessee's 
Medicaid program was fat going into the demonstration. 

Hypothesis. #2: Tennessee's program is working and sustainable, but for 
reasons we don't understand. ' 

The least visible funding in the Tennessee system is amounts hospitals garner from' 
, surch~rging private payors and cost-shifting to sub~idize TennCare eligibles and 
enrollees. Part of such funds (the gap between costs ,and payments they receive, 
from health .plans) is visible because hospitals account for it in order that the state 
might clairil the Federal match for that difference as "certified public expenditures," 
But the Federal 2/3 match leaves 1/3 unfunded. In fact, it may be that the 
hospitals ai'e. raising greater amounts for cross-subsidies than is apparent, and 
these will be able to compensate for low TennCare hospital rates for an extended 

, . ' 

period. (Since public hospitals have less of a privately. insured client base, they 
have greatHr difficulty obtC;1iriing funds for cross-subsidies.) 

.' 

In addition, it is possible that new enrollees under TennCare may, on average, be . 
healthier than the average Medicaid population; many appear to be in low-wage 
working families .. Conceptually, persons with chronic medical problems that left 
them unable to work, and children with ongoing problems are likely to have been 
enrolled under Medicaid prior to TennCare, If, this turns out, upon empirical 
analysis, to be correct, their average costs would be lower than those of 
categorically. eJigible Medicaid pop.ulation upon whose costs capitation rates were 
established. ' 

There have been anecdotal reports, that hospitalization rates ,per 1000 program 
beneficiaries are down significantly which ',could sav~ substantial' amounts.if true. 
On the othm hand, it could represent lack of access; a visiting Federal group heard 
reports that the second-largest HMO has been unable to conclude a contract with 
hospitals in one region of the state (including a large city), and the inconvenience 

'f,aced by going outside of, the region could dampen utilization temporarily. . 

,,' 

Hypothesis #3: That TennCareis unsust~inabh! 'without, infusion of additior1al 
funding. 

, ' 

Empirical 'in'formation on program ,effects is not yet available, and qualitative reports 
are ambigu~)Us. Some hospitals and other providers are declining to continue to 
participate, but it is not known how generalizable that is. Discussions with a very 
few beneficiaries indicated some continued mechani~al problems (like being, 
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switched from plan to plan with no notice or reason), and'di'fficulties with referrals 
and drug formularies." ' 

• ,.' ' . • " • • " ' I • • 

A number of program elements may have, in the first year, masked the 
tenuousness of the 'program'~ financing foundation. First, the Federal payment cap 
did not take into account the phase-in of new beneficiaries through the first year.. 
Given the early start-up confusion and the time it would take to enroll people and 
for them to begin to use health services/ it is more likely that an appropriate 
capitation estimate for the first year would be about one-half the ,annual rate for 
the first year. In the second year, the 'average costs are more likely to nearly 
approximate ongoing costs. 

, , 

Second, managed care organizations were frantically busy in the first year building 
their referral networks -- primary carE~ physicians, 'referral specialists, hospital, etc. 
The very incompleteness of those networks probably held down costs, a factor 
much less likely to have effect in the next (and first full) 'year of operation. . . ' ~ 

Third, beneficiary sign-up with managed care plans,: linkage with a primary care 
provider, transportation arrange'nients and other problems is likely to,'have had two 
effects: first, some -~ perhaps many -- may have under-used needed services 
because they couldn't find access or gave up in frustration. Second, many went to 
their f9rmer care providers at least some of which went ahead and provided a 
service any'way, hoping that reimbursements could later somehow be obtai'ned from 
one of the managed care plans; some of those reimbursements probably did not 
happen. This chaos (and any savings that may hav~ accrued to the State, and the 
plans) is not likely to be repeated. ' , 

Fourth:, plan payments to providers are widely reported to have been slow. There 
may even be some significant backlog of physician and hospital payments by some 
of the m~lI1i~ged care plans which matured, State monitoring' will cause to be paid; 
this will increase retroactive first-year costs, an,d (unless repeated) will not mask 
second 'year cOsts'. ' " 

Perhaps the strongest indication of the precariousne:ss of current TennCare funding 
comes from Washington visits by former-Governor ty1cWh'erter and the former 
director of Finance,and Administration Manning seeking additional funding. Their 
concerns are outlined by Tennessee press reports in which Robert Corker, current 
Director of Finance and Administration, testifying before the 'legislature's TennCare '. 
Over'sight Committee, is reported as indicating a Ten'nCEue financing shortage in ' 
the area of· $200 millio,n. 

The outlook for TennCare is arhbiguous. On one hand, the managed care deliver.y 
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network;; should begin to mature 'during the coming year, with real case manage­
ment begirming to replace what, in many cases now, is reported to be essentially 
discounted fee-for-service c~re. Quality oversight qy the State will begin to 
reinforce expectations that preventive and primary services in doctors' offices will 
replace episodic ac:ute care in hospital emergency rooms. An increase in capitation 
payments should ease financing pressures, prehaps drawing additional specialist 
physicians into the program easing access pressures. ", ' 

On, the oth,er hand, serious risks remain. Provider disenchantment could continue 
to build into furtherlitigation~ and more physiCians could 'leave the program as well 
as some hospitals that are least dependent on Medicaid funding. There continues 
to be talk that at least one of the managed care plans may not be able to continue 
(although Blue Cross/Blue Shield may offer replacement coverage). The Tennessee 
legislature may continue to u,nder-fundtheprogram in which case the State will 
continue to have difficulty making enough ~ualifyir'l~ Medicaid expenditures to 
attract Fedleral matching funds. 

i . 

; . '" 
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, ' THE TENNESSEE MEDICAID WAIVER (TennCare) 

ISSUES: 

(1) How did the TennCare waiv~r en~ble Tennessee to cover more people within its current. 
budget? .' . 

(2) To what extent are the experiences from Tennessee applicable to other states? 

BRIEF RES1PONSES: . 
, 

(1) rennesse.~'s waiver had two primary components that enabl~dthe state to expand coverage. 

.. First, the federal government agreed to match state, locai and private sources of spending 
that a:re not ordinarily matched under state Medicaid programs.The federal payments 
that result from matching these sources of spending replaced the federal matching. 
paymentS the state had received under an expiring ho~pital tax, pennitting the state to 
maintain its existing level of federal payments. 

• Second, the state was permitted to' enroll Medicaid enrollees in managed care 
organizations ("MCOS'I) and pay capitation payment~ to MCOs that were significantly 
below its prior payment levels under Medicaid, The:state used the savings from the 
reductions in provider payments to expand coverage .. 

It is as yet unclear whether total state and federal spendihg imder TennCare will be more or 
less than it would ,have been under the former Medicaid program. There are unresolved 
issues be:tween the state and HCFA regarding which canbgories of state and local spending 
are eligible for federal matching payments. There also are indications that the state may be 
unabl<~ t() fund its share of program costs; the state has r~quested additional federal funds to 
balaI).ce 1the progra:m. More complete results ofthe financial status of the program will not 
be availtlble until the end ofilie state's fiscal year in July} 

(2) Tennessee's progra:m is too new to draw definitive con~lusions about its success. However, 
there are several reasonS to question whether other states co.uldapply Tennessee's strategy for 
expanding coverage. 

lIn addition, HCFA has challenged the legitirnacy of the former hospital:tax and 
requested return offederal matching payments based on the·tax made prior to the waiver. The 
baseline for federal payments to the pcqgram includes amopnt associated with the. challenged 
tax. 

I 

I 



05/04/95 01:12 '0'202 401 .7321 . HHSASPE/HP, ..... H JENNINGS ~003/007 

~ The state financed the coverage expansions through deep reductions in provider 
payments. In order to get a sufficient number of providers in TerinCare at the low 
payment rates being offered, Blue Cross and Blue Shield of Tennessee (the largest carrier 
int he :state) required providers to participate in the TennCare MCOs a condition of being 
participating providers in the state employee health plan. This provision, called the 
"cram down" in Tennessee, was arid remains extremely controversi.al with physicians ... 

It does not appear that TennCare would have been able to attract a sufficient numbe of 
providers to the program. at the low paymebt rates that were offered without some fonn 
of coercion. Whether this level of reducti.on would be political tenable in many other 
states (and whether it is sustainable in Tennessee) is open to question. 

" In addition, the future viability of TennCare without either new federal funds or cutbacks 
in eligilbity or services is questionable. There is a major shorfall in the program's 
fmandng for this fiscaJ year, and the state has requested additional funds or changes in 
the waiver that would maintain federal funding at current levels but permit the state to. 
reduce its share of program costs. HCF A has 'recently indicated its attention to recognize 
a chaJilge to the state program that would result in approximately $100 million in federal 
payments to the state in the currenttiscal year. 

DESCRIPTION OF PROGRAM 

TennCare was implemented on January I, 1994. It is a state program tbat combines Medicaid 
with. a state·run program to purchase health insurance for the uninsured. Almost 1.2 million 
people were enrolled in TennCare in 1994, including about ~OO,OOO persons eligible for 
Medicaid and an additional 400,000 TenneSseans who had previously been uninsured. Due to 
funding coru;traints, the state closed enroUment for the uninsured (except those with pre-existing 
conditions) as of January 1995. ' 

. TennCare eilrollees receive a fairly comprehensive benefit Rackage. TennCare enrollees who are 
eligible for Medicaid do not have to pay premiums or cost sharing. TennCare participants with 
incomes OVf~r poverty pay premiums· and cost-sharing that vary with their income. 

, 
TennCare enrollees receive primary and acute care thr()u£h .twelve managed care organizations 
(MCOs), which receive an annual capitated payment of aro~nd $1,270 for each TennCare 
enrollee. Medicaid-eligible enrolJees continue to receive long-:tenn care services as under 
traditional Medicaid (outside ofMCOs). 

The fmancing for TennCare comes from a variety of state sources and from federal matching 
payments. The state's contributions include state general revenues, a nursing home tax, and 
premiums collected from enrollees with incomes over pov~rty. The federal government matches 
these state contributions; it also agreed to match other state and local expenses, including 
unreimburSed costs for TennCare enrollees at public and certain private hospitals (called 
"certified public expendirures") and payments for TennCare enrollees in state Institutions for .0 

Mental Diseases. Total federal matching payments are capped at the estimated amount Of . 
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federal Medicnjd payments the state would have received absent the waiver. 

The state makl:lS capitation payment to MCOs to cover acute care services for TennCare 
enrollees. The capitation rates were calculated as follows: 

~004/007 

,. First, a. 1993-94 gross capitation rate was calculated, based on experience from the state's 
Medicaid program and state employee health plan .. The gross ~apitation was calcu.lated 
tobe$1641.~~~ 

.. Second, a series of discounts were taken. The $1,641 was reduced by $335 in expected 
charity care from providers (in effect, holding onto hospitals' cost shift to private payers); 
$28 in local indigent care funds the plans were expected to benefit from; and $48 in 
patient coinsurance an4 deductible payments. This left an initial net capitation to plans of 
$1,230 (raised last ]ulyto $1,275).2 ,. . 

Two pools were created to supplement payments to providers . 

.,~ . 

.. A Reserve Fund Pool pays plans for adverse selection, assists primary care physicians 
and offsets malpractice costs associated with TennCare enrollees. Additionally, special 
paymemts are made on behalf of children who arelwillbe incarcerated and the severely 
and persistently mentally ill. 

.. An Ullallocated Fund Pool provided payments to compensate provider for medical 
education, uncompensated care by essential providers, high-Medicaid hospital caseloads, 
and th.e pent-up medical demandofTennCare enrollees (during their first 30 days of 
care). The amount in this pool was determir.led by the difference between the actual and 
budgeted enrollment the monthly pool balance is thel monthly capitation times the 
diffefl~nce between actUal and budgeted. enrollment. When the enrollment reached its cap' 
at the end of 1994, this pooJ ended. 

The capital~o:n rates appear to be resulting in much 'Iower payments to health care providers. The 
Tennessee Hospital Association reports that hospitals are being paid 65 cents for eyery Medicaid 
dollar that they used to receive. Similarly, physicians assert that TennCare pays about 25 cents 
on the dollar compared to the 50 cents paid under the former:Medicaid program (Derks, 1995). 

There is not yet sufficient data to describe the effects of TennCare on quality and access. At 'the 
end of 1994, three Plans were not,submitting useable data, and the other 9 have submitted data 
that the state has not yet validated. However, anecdotes suggest that there have been some 

~SevE~raI actuarial finns have stated that the methodology used is not based on acruarial 
principals, and may be inadequate. For example, the Medic<l;id per capita payment was not 
adjusted to rl:flect the expanded services offered under Tenn~are (TennCare does not limit 
inpatient hospitalization, while the former Medicaid program had a 14-day limit). 
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problems. particularly during the initial implementation of the piogram. A visiting federal group 
heard reports that the second-largest HMO hasbeen unable to co;nclude a contract with hospitals 
in one region of the state (including a large ci~). In early 1994,:a mother had troubl~ finding 
participating provider for her sick infant, who subsequently died~· This highly publicized case 
drew atteri.tio~ to the difficulty of TennCare enrollees of identify'jng and accessing health care 
providers. . 

I. 

~005/007 
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Appendix 1. Tennessee's Previous Reliance on Provider Taxes, Donations, and the 
Disproportionil.te Share Program " 

In the late 1980s and early 1990s, some states took advantage of loopholes in Medicaid'to , 
increase the Federal funds flowing the those states. These loopholes allowed states to use taxes 
and donations from health care providers to draw greater federal matching payments. The 
providers wen~ then compensated for the taxes and donations through either aqjusted payment 
rates or "Disproportionate' Share"(DSH) payments. ' 

~006/007 

Unlike all other Medicaid provider payments, DSH payments .are 'not restricted to Medicare, ' 
payment rates. This allows states to offer hospitals large, supplemental payments. For example, 
a state levies a large hospital tax. It then otlsets this tax with a DSH paytnentequal to or larger 
than the tax. This DSH payment is subject to federal fmancia' participation, so at least half of 
the DSH payment is federally funded. Thus, tbe state gains the difference between the total tax 
revenue and the share of the DSH payment that it owes the h~spitals (Ku & Coughlin, 1994). As 
a consequence! of this loophole, DSIi payments grew from $1.4 billion in 1990 to $17.5' billion 
in 1992. DSH funding leveled off in 1993 8;nd 1994 due to the implementation of "The 
Medicaid Voluntary Contribution and :Provider Specific Tax Amendments of 1991 '\ which 
placed restrictions on such practices. ' 

Tennessee relied heavily on provider taxes to fund its Medica,id progr~. In 1993, 
approximately 120 Tennessee hospitals received a total of $430 million in Medicaid DSH 
payments, which on a per-uninsured basis is 30% higher than the national average . 

. Tenness~e uSled two major provider taxes to finance Medicaiq: 'a hospital tax and a nursing 
home tax: Beginning in 1987. Tennessee used special licensing fees and a hospital tax targeted 
toward hospitals with high Medicaid utilization. Tbese hospitals wouid pay the tax -- all of ' 
whlch would be put into state general funds for use as state 'Medicaid share-- and then receive in 
return a DSH payment which would offset the tax. In 1992, the state replaced this targeted tax' 
with a broadE~r,6.75% "service tax" on hospitals which, in the 18 months between July 1, 1992, 
and its repeal on December 31, ,1993, yielded $565 million. 'This substitution was intended to 
create a provider tax which complied with the new regulations that restrict the use of targeted 
provider taxes. 

A second tax, effective on July 1., 1992 and ongoing today, is a nursing home tax of $2,600 per 
bed per year, which has generated approximately $85 million in revenue per year .. This is repaid 
to Dursing homes in two ways. For nursing facilities with Medicaid recipients, the amount of the 
tax: is considered reimbursable by Medicaid. ' 

Thus, the federal government ~on:tributes over two-thirds of the nursing facilities' cost of the 
tax.Is the wh.ole tax a, reimbursable expense, or just in proportion to Medicaid census in the 
facility? And. presumably the state contributes the other of the tax. Second, for facilities with 
private pay I'atients~ it is assumed that the nursing facilities to pass along the ta..'( cost to the 
private patients. A "Granny Grant lt program was impJemenied simultaneously in which 
Tennessee pays low-income nursing home residents a grant that is roughly equivalent to the 
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nursing home taX (GAO, 1994). Thus the tax, which issh,ifted to the patients. is then offset by 
the Granny Grant to the patient. . 

It appears that the state used the revenue from the federal matching payments generated by the 
DSH program for two pUrposes. First, these revenues lowered the amount needed from state 
general funds for the Medicaid program. One repon suggested that provider taxes in 1993 
accounted for two-thirds of the state's share of Medicaid (Dabbs, 1993). In 1987, $262 million 
of own-source revenues from state's genera~ fund. By FY 1992, $398 from general funds, and 
$354 from provider taxes and donations. Thus, the effective state.share of Medicaid 
expenditures ill 1992 was 16.9% of tot a! Medicaid (Dabbs, 1993). 

Second, the SUlte appears to have increased its provider payment rates (Dabbs, 1993). For 
example, in 1992, the obstetrical global fee in Tennessee wa.C\ $750. The state raised the fee to 
$1,100 in 199~:) but reduced it to $800 under TennCare; Tennessee's Medicaid payment rates in 
1993 were generally higher than the national averages. The Physician Payment Review 
Commission in 1993 to be at 1.05 to 1.17 of national fees. , Its :fee for total obstetrical care and 
vaginal delivery was $1,100 compared to a national Medicaid median of $1,051; and an office 
visit for a new patient was $40 compared to the national Medicaid median of $36. 
In early 1993, Tennessee was faced with severe financial problems as its major sources of state 
funding for Medicaid were threatened. The hospital tax was scheduled to "sunset" in 1994 and 
had little political likelihood of extension. Additionally, questions about the legitimacy of the 
nursing home tax were surfacing. The state claim ed that its lo~s of these sources of state share 
were art estUOlated $800 million for FY 1994. ' 
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Three options were considered by state officials: raising gene~al taxes, making large cuts in . 
Medicaid eligibility and benefits, or restructuring the system. ;The state publicly said that it . 
would either need to increase its sales tax by over half of'one percent, or cut the medically needy 
program, eliminate all option,a! programs and services, and cut reimbursement rates. These two ' . 
options were unpopular in the state. The third option -- "restrtJcturing Medicaid" - was 
developed by n few senior state officials in a v~ry short period: of time. . 
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EXPANDING COVERAGE THROUGH STATE FLEXIBILITY: 
, , 

MEDICAID OPTIONS 
, i 

OVERVIEW 

In the absence of significant coverage expansions at the federal level, one option for 
expanding coverage is to provide states with greater flexibility and resources to pursue health 
care refomt. 

The federal government has two levers to encourage state coverage expansions: 

1. Providing greater flexibility to states in administering health care programs 
(e.g., Medicaid). 

2. Providing additional funding to states to help pay for new coverage. 

ADMINISTRATIVE FLEXIBILITY 

There are several areas in which providing flexibility to states could produce savings that 
could be channeled into expanded coverage: 

• Encouraging or requiring greater use of managed care organizations; 

• Permitting benefit reductions; and 

• Reducing administrative complexity (which can reduce administrative costs). 

ADDmONAL FINANCING 

The Federal government could encourage states to expand coverage by extending additional 
financial rl:!sources to states, either as matching funds or as a direct grant program. 

To protect the federal budget, caps on new federal spending for the program may be 
necessary. 

GENERA'L CONSIDERATIONS 

c. States will want greater administrative fle*ibility under Medicaid program 
without expanding coverage to new populations. 

States are unlikely to make new money available for coverage expansions, so 
any additional financing will probably cOq1e from redirecting existing state 
resources or from the federal government. 

-



• States may be more interested in fiscal relief than coverage expansion. If new 
federal financing is made available, the challenge will be to assure that it is 
used to expand coverage rather than to substitute for existing state or private 
spending. 

• Increasing state flexibility reduces the ability of the federal government to 
influence health care policy and decisions. The ability to protect consumers 
would necessarily be diminished. 

OPTIONS 

Option 1 Streamlining Medicaid Waivers for States that Expand Coverage 

Ku Considerations: 

• 

• 

• 

Option 2 

Bud~et neutrality is difficult to achieve. 

Retains some of the federal guarantees and consumer protections. 

Loosening Medicaid requirements without prior review of state programs may, 
lead to problems with access and quality. ' 

Providing Additional Funds to States for Expanding Coverage 

y~, Considerations: 

• 

Option 3 

If funds are provided on a matching basis, the States most likely to participate 
are these that already cover a significant portion of the poor through Medicaid 
or state-financed programs. Poorer states with the most needy populations 
may be financially unable to participate in the program. 

, , 

Maximum State Flexibility/Medicaid Block Grant 

Key Considerations; 

, • A block grant program would cap federal spending on Medicaid. If the Federal 
grant is insufficient, states would need to either expand state funding or cut 
services or eligible populations. 

o Uncertainy for future program growth would be borne by the states and 
program recipients. 

• States may reduce eligibility or benefits for groups now covered under the 
program. 
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E~PANDING COVERAGE THROUGH STATE FLEXIBILITY 

OVERVIEW 

In the absence of significant coverage expansions at the federal level, one option for 
expanding coverage is to provide states with greater flexibility and resources to purSue health 
care reform. 

The federal government has two levers to encourage state coverage expansions: 

Providing greater flexibility to states in administering health care programs 
(e.g., Medicaid). 

Providing additional funding to states to help pay for new coverage. 

Providing flexibility to states can lead to some expansions of coverage. However, there are 
limits to how far existing resources can be extended, and expanding coverage is not 
necessarily the primary state interest in pursuing flexibility or additional funding. 

Many state.s are interested in pursuing flexibility as a way to reduce costs -_. 
not expand coverage. 

ADMINISTRATIVE FLEXIBILITY 

There are several areas in which providing flexibility to states could produce savings that 
could be channeled into expanded coverage: 

Encouraging or requiring greater use of managed care organizations; 

Permitting benefit reductions; and 

Reducing administrative complexity (which can reduce administrative costs). 

There are limits, however, on how far existing resources' can be extended to provide new 
coverage. Medicaid· is not a generous payer, so there are limits to amount of savings that 
managed care can achieve (estimates from 0 to 10%). In addition, reductions in the projected 
Medicaid baseline will make it harder for states to produce "savings" through state health care 
reform initiatives. 

ADDITIONAL FINANCING 

The Federal government could encourage states to expand coverage by extending additional 
financial resources to states, either as matching funds or as a direct grant program. 



To protect the federal budget, caps on new federal spending for the program may be 
necessary. 

GENERAL CONSIDERATIONS 

States will want greater administrative flexibility under Medicaid program without 
expanding coverage to new popUlations. 

States are unlikely to make new money available for coverage expansions, so any 
additional financing will probably come from redirecting existing state resources or 
from the federal government. 

States may be more interested in fiscal relief than coverage expansion. If new federal 
financing is made available, the challenge will be to assure that it is used to expand 
coverage rather than to substitute for existing state or private spending. 

Increasing state flexibility reduces the ability of the federal government to influence 
health care policy and decisions. The ability to protect consumers would necessarily 
be diminished. 

OPTIONS 

Option 1 Streamlining Medicaid Waivers for States that Expand Coverage 

Provide presumptive waivers for specified Medicaid requirements (e.g., managed care 
flexibility) to states that propose significant coverage expansions. States would be able to 
modify their Medicaid programs within bounds without prior federal approval. However, the 
federal gove:mment would have authority to verify that states meet waiver requirements. 

Key !Considerations: 

Option 2 

Budget neutrality is difficult to achieve. 

Retains some of the federal guarantees and consumer protections. 

Loosening Medicaid requirements without prior review of state programs may 
lead to problems with access and quality. 

Providing Additional Funds to States for Expanding Coverage 

Additional Ft:deral funds would be provided to States that expand coverage of the uninsured. 
States could be provided with substantial flexibility under this new program, but Medicaid 
would remaill as under current law. 



Funds could be provided to states on a matching basis or as a direct grant. The Federal 
contribution to the program would be capped. 

Key Considerations: 

Option 3· 

If funds are provided on a matching basis, ,the States most likely to participate 
. are those that already cover a significant portion of the poor through Medicaid 
or state-financed programs. Poorer states with the most needy populations 
may be financially unable to participate in the program. 

Maximum State Flexibility/Medicaid Block Grant 

The current Medicaid financing arrangements would be replaced with Federal block grant 
payments to States. Payments would include the Federal share of the Medicaid program and 
any new Federal funding. States would be given substantial flexibility in using these Federal 
payments -- and any required or optional State contributions -- to finance health services 
for low-income residents. 

K~ Considerations: 

A block grant program would cap federal spending on Medicaid. If the Federal 
grant is insufficient, states would need to either expand state funding or cut 
services or eligible populations. 

Uncertainty for future program growth would be borne by the states and 
program recipients. 

States may reduce eligibility or benefits for groups now covered under the 
program. 


