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STATE OF TENNESSEE
" DEPARTMENT OF FINANCE AND ADMINISTRATION
. STATE CAPITOL
NASHVILLE, TENNESSEE 37243.0285

DAVID L. MANNING ~ DRAFT 3-23-93

COMMISSIONER

A PROPOSAL FOR
HEALTH CARE REFORM IN TENNESSEE

-

~ BENEFITS OF THIS PROPOSAL INCLUDE:

R,

. Cpmprehensive health insurance for every Tennessean;

. Eliminates the "medicaid problem" in the state's budget by
assurlng that future growth will not exceed the rate of
growth in state tax revenue,

. ~E11mlnates the need for the Hospital Services Tax;

-

.  saves 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 1nd1gent health care;

. Permlts the market to limit total health care spendlng in
Tennessee which would if limited to the growth in our
economy, save an estlmated $6.5 bllllon by the year 2000;
and

Moves Tennessee in the dlrectlon of national health care
reform.

Tennessee and the natlon face crltlcal dec151ons in health.
care reform. The President will make recommendations to the
Congress in a few weeks which will result in a major national
debate about how best.to make and pay for the needed changes.
The most optimistic time-frame for a decision by the Congress is
late 1993 with a three to five year implementation period.
Unfortunately, Tennessee does. not have that much time. In fact,

-we must make crltlcal decisions in the next thxrty 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. 1In either case, the

;solution will be for one year with even greater tax increases

and/er 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 their 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 objectives of national reform, including comprehensive
universal coverage and cost control. A

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 about 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 projeets that if the current system is not

" changed it will consume about 18 percent of GDP, or about $1.7

trillion, by the year 2000. 1In 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
clearly 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 favorably with large, private sector
plans. It's managed care provisions are primarily process
oriented with preventive care and wellness programs in the
mainstream of large, private sector plans. The. average cost per

" covered person in FY 92 was $1463 ($1194.40 plan cost and $268.86

out-of-pocket). If the same level of coverage were provided for

. all Tennesseans the cost would be approximately $7.2 billion, in

oA

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 2 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 average
(Attachment B), universal coverage would cost approximately
$409.5 billion, in contrast to the $809 billion actually spent on

health care. 1If 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 incomes above 200 percent of the poverty level) it would
increase the cost by approximately $10 billion, leaving enormous

- financial flexibility for an "efficiently" managed system.

The answer to paying for universal coverage. is not to put
even more money into such a massively inefficient system, but
instead to redirect public and private resources into large
Health Insurance Purchasing Cooperatives. at the community level
with a marndate to cover all citizens living in their respective
communitiés. An alternative, and perhaps transitiocnal. approach,

~is to pool certain public. resources to purchase care for the

combined medicaid and uninsured populations. It is this concept

‘that Tennessee should seriously consider to address. our immediate
-health care problems.

FINANCING HEALTH CARE REFORM IN TENNESSEE kk

Universal coverage for all Tennesseans can be accomplished
by pooling certain public financial resources without the need to

‘continue the hospital services tax. The public resources which

should be pooled, include state and federal medicaid funds, other
state and federal health care funds, the cost of charity care
(including 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%
of total premium), coninsurance, co-pays and deductibles of
individuals covered under the new program with incomes above the
poverty level. 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 less than the current federal participation level of
67%. . These funds could provide for the cost of full coverage for
almost 1,000,000 Tennesseans. covered by the Medicaid Program and
the uninsured population which is estimated to. be between 14 and
16 percent of our population.

The plan, whlch would regquire 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
operating and planned for the Medicaid Program and other
qualifying plans. (see Attachment D for requlrements to be a
TCHIP Plan).



{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 payving on
a sliding scale based on their ability to pay. TCHIP's
benefit structure would be the same as the benefit structure
of the state group insurance plan with the exception of the

.dedué¢tible which would be maintained at the current TCHIP

level of $1,000. No deductibles or co-pay would be required
for preventive services. (Attachment E)

(3) All health care providers would be requlred to accept
TCHIP as a condition of participation in any state or
federal health care program.

(4) All employers would be encouraged to enroll and provmdev

. payroll deduction of premiums for all of their employees

(full-time and part time) and employee. dependents to the
extent they are not eligible for coverage in an employer
sponsored health plan under condltlons existing on March 1,
1993.

(5) State government would enroll all citizens who are
eligible for Medicaid, all recipients of unemployment :
compensation who are not covered under another health plan
and all others, to the extent they quallfy for coverage as
described in Attachment F.

(6) Community Health Agen01es (CHA's) would enroll all
eligible citizens who were not enrolled by state agencies. as
described above. CHA's would also be responsible for:

‘developing guality and cost information and making it

available to the public, health care providers and employer
health insurance sponsors. CHA's could also accept for
enrollment referrals for TCHIP dlrectly from health care
providers.. .

(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 1east 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

targeét. Initial per capita spending targets and provider
reimbursement would be based on the actual cost of hands-on

“care (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. based on a

“negotiated rate not to exceed their charge to their. best

customers, with the HMO or insurance company paid a
management fee based upon the management fee paid under the
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state employee group 1nsurance plan. Each TCHIP 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% of the provider's negotiated rate.
Provider reimbursement, however, would never be less than
the provider's marglnal costs.

(9) The chronically mentally ill and children in state
custody or at risk of state custody, would be enrolled in
separate TCHIP plans. whlch woulad continue to be administered
by the state.

(10) The Nursing Home Program and services to mentally
retarded citizens would continue under the present Medicaid
Program.‘ ' ,

‘ . ;
(11) Public Health serv1ces would be continued and directed
to assure services in) areas which would otherwise be
underserved and to assist all TCHIP. Plans in providing.
preventive health sezv1ces 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
economy. Local government funds would be frozen at their
current level. Federal and other funds.would grow. at the
rate of growth in total plan expendltures, not to exceed the
growth in the state' s economy.

(13} All private health insurance plans. (including
deductibles and co~pay) would be encouraged to limit the
amount 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 encouragei to grow in excess of the rate of growth
in the economy until their benefits are comparable. :

HOW IS THIS POSSIBLE?

The obvious question is how can. Tennessee finance universal
converge without 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 resources we have to serve
the uninsured and placing them in an accountable, managed care
system. Financial resources available for the unlnsured include:



Medicaid Dlsproportlonate Share Payments $431 million

Charity Care 595 million

Co-Pay and Deductible from: - B
those above the poverty level © 228 million

Local Government Funds - 50 millien

. $ 1,304 million

Based on the demographlcs of the unlnsured and the cost of
coverage under the Medlcald Program (using medicaid. actuarlal
tables adjusted to 1994 levels) this represents more than an
adequate amount to insure the entire group. The enormous growth
‘of the Medicaid Program has been driven, for the most part, by
the steady movement of these uninsured Tennesseans into the
" Medicaid Program. They have come under Medicaid coverage. as a
. result of rising medical costs which force people to "spend down"
their asséts making them "Medicaid eligible" and. federal mandates
requiring states to extend'Medicaid coverage to. more of the
uninsured population. Extending coverage to the entire unlnsured
population will both bring management to this group's health care
cost and Pllmlnate this major source of the Medicaid. cost
‘explosion, as well as control cost shifting to the prlvate
sector.

The other major reason this reform is financially feasible
is the opportunity to manage the health care of those who are
Medicaid eligible in the same way we manage the health care of
other large groups. The State Group Insurance Program. has _
successfully used the buying power of a large?group‘tovpprchase
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 loeal
government plans. This should permit the purchase. of quality
health care at the best price available in the market place.

_ This buying power should enable us. to both insure the entire
Medicaid and uninsured population and control future costs much
more effectively than we have been able to control these costs. in
the Medicaid Program. |

) |
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'CONCLUSION ‘

Tenn@ssee ‘has little ch01ce but to actlvely pursue health
care reform on a faster time-frame than natiomnal reform. Our
reform should be allgned to the maximum extent possible, with '~
the direction of national reform, and should focus on better
management!: of ex1st1ng funds.  This proposal meets these
objectives and, with tlmely federal approvals, can be 1mplemented
by early 1994. - v :

In addition, the propésal will virtually eliminate "cost

"shlftlng“ thus remov1ng one. of the most serious barriers to true

Jbusiness negotiation in health care. It will also limit the

growth in health care spending to the growth in our state's

- economy and thus encourage competitive forces to. restructure both'

o,

the existing financial resources. and new financial resources into

a market driven health care system which prov1des quality,

accessible health care for ‘all Tennesseans.

i
i

i
]



Attachment A

Projected Tennessee Health Tax Sources.

. Health Tax Sources*

ey

Millions
Sources of Funds _ ‘ : CY1990 CY1992 CY1995 CY2000
Offices and clinics of doctors of medicine 2,609 3,170 4,200
Offices and clinics of dentists - j , 563 684 906
Offices and clinics of doctors of osteopathy o 10 .13 17
Offices and clinics of other health pracnnoners _ ‘ 208 ) 253 335
~ Mursing and personal care facilities - ) -~ 593 121 _955

Payments for medical services . = o 5,116 6,214
Other amounts from providing services to patients 101 123
Governmental grants : ’ 22 26
Private grants - ' . 55 67
Investment income ' : 67 8l
Rents and commissions : 4 5
Appropriations ‘ o V 540 656
All other sources ‘ : . 19 23
Contract research and rental of medical equibment ‘ .3 3

107

870

Medical and dental laboratories I 2117 : 264

i 548
Home health care services I 197 239 317 496
Kidney dialysis centers il 16 20 26 41
Specialty outpatieit facilities 214 . 260 345 540
Health and allied services | 63 17 102 159
Other | o 16 91 121 190

* For 1992, 1995 and 2000 the national growth rate w;i;s assumed.



ATTACHMENT B-1

The cost per person should be adeqﬁate based on the average
cost per employee of $1?194.40 for the State ofﬂTennessee!s.Gfoup
Insurance Plan plus;$268:86‘out~ofepocket cost,‘adjusted<t0 the
national average of otherkiarge insured plans documented in the
-"Foste; Higgin5:1991 Heelth Care Benefits Survey". Tﬁe '
adjustﬁenf is made by inflating the state plan‘s‘costfby the
- difference between the South Central region's cost and the
.average cost for all emplo;ers (i. e. $3, 605 - $3, 256 110. 72)

The State of‘Tennessee“s Group Insurance Plan is an
,aggre551vely discounted: Preferred Prov1der Organlzatlon whlch
should better reflect managed care cost than typlcal plans..

.

i
i
+
i
(



o 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

MEMORANDUM . . |

TO: ‘  Commissioneé Manning
'FROM: »Richard Chapmanﬂib
SUBJECT:  State Plan Costs
DATE: ‘ December’22, 1992

!

You asked me to determlne the per plan participant cost of
the State Plan for FY 1991-92. This figure had not been

calculated’ prev10usly becauise the State has not maintained a -

- count of participants (employees, spouses and dependent
..children) covered byﬂthe plan only monthly contracts.

" To determine the average number of plan partlclpants the
November 1992 eligibility file was examined. During that
month 135,074 lives we covered by 60,931 contracts, about
2.216 1nd1v1duals per contract. During FY 1991-92 we
averaged 59,845 contracts per month or about 132,667
1nd1v1duals based upon the November 1992 ratio.

Blue Cross reported prov1d1ng $158,457,300 in benefits

during the period. Treasury cleared $162 423,788 in checks.

The Treasury figure reeds to be adjusted by about 3% which

- has been the normal value of workers compensation
‘adjustments and refunds from Blue Cross which are accounted

for separately. Based upon that fact, the adjusted Treasury

figqure would be $157,551,075.

Using what Blue Cross reported the beneflt cost for 1991-92
was $1,194.40 per State Plan participant. The Treasury
flgure, when adjusted, was $1,187.57. : ‘

Should you have any questlons or requlre addltlonal
lnformdtlon, please let me know. :

RLC:ce
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Ccmnarlson of Health Care Beneflt Cost

\ Region

Pacific

Mountain

';N Cenfralr

s‘Cehtrél’
New England
Mid- Atlantic
S Atlantic
ALL EMPLOYERS

RGMDCST8
.- 12-21-92

1991

$3,659

3,262

3,546

3,256

3,918
4,066
3,412

3,605

% chg

12.24%

- 8.81%

- 9.65% -

9.15%
16.57%

14.44%

15.47%

12.06% -

1990

$3,260

3,234
2,933
3,361
3,553

2,955

3, 217

*%chg_

10.77%

10.91%

14.60%

18.80%

16.06%

19.55%

22.72%

17.07%

Tennessee is in South Central Region

1989

$2,943

© 2,703

2,822

2,511

2,896

2,972

2,408

. 2,748

%chg
21.31%
16.01%

9.81%
9.03%
30.69%

28.83%

14.23%

16.74%

-Source: Foster- ngglns 1991-Health Care- Beneflts Survey“

ATTACHMENT
1988 %chg
$2,426  8.01%-

2,330 . 21.99%

2,570 -‘24.46¥

., 2,303 20.39%
2,216 7.42%

2,307  16.87%

2,108 18.29%

2,354  18.59%



Funding Available for Health Care Reform in Tennessee

FUNDS AVAILABLE:

$2,261,484,226
$383,049,300

+~$188,264,100

$64,649,800
+$50,000,000
$80,000,000

$182,650,000
$54,800,000
85,356,160
$94,560,000

$22,734,202
$25,185,600

»

$358,050,0QO.

- $3,850,783,388

LESS: .

$67,325,000

' $548,935,000
$156,976,000
$31,520,000

$41,883,000

$92,057,000

$938,696,000

Attach ment C

l
|
?

Federal Funds!
State funds?

Other Health AppAropriations (State)
Other Health Appropriations (Federal)

Local Government Funds
Nursing Home Tax?
Hospital Charity Caret
Physician Charity Care’ -
Other Charity Care$

Full co-pay-and deductibles?
Full 20 percent co-insurance®

Sliding scale co-pay and deductibles®
Sliding scale 20 percent co-insurance!®

Total Funds Availéble

Skilled Nursmg Care
ICF - Regular
ICF-MR
Medicare-Institutional
Medicare-Professional
Medicare-Premiums

Total Dreductio ns

.
i

$$2,912,087,388  Available for medical coverage for 1.775 million citizen@

$1,641

Amount per capita available for medical coverage

lFedeml‘Fund based on $3.4 billion total budget based on .6681% federal match

" State funds (excluding the Hospital Services Tax and the Nursing Home Tax) based on FY 94 Budget

INursing Home Tax is based on'the existing provtdcr tax for nursing homes.

" 4Hospital charity care based on 5% of gross revende.

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

6Other charity care based on 5% of gross revenue.

"Full co-pay and deductibles for those above 200% poverty assuming 39.4% of the 800,000 unmsured are above 200% of
the federal poverty level (based on March 1990 Current I’opul'mon Survey) and the actual average co- pay and deductible
for FY92 Stare Group Insurance Program of $268.86. »

8Full 20 percent co-insurance(based on $1500 premium) for those above 200% of the poverty level.

9Sliding scale co-pay and deductibles for those between 100 and 199% of the: poverty assuming 31.85 of the 800,000 *
uninsured are between 100% and 199% of the federal poverty level (based on the March 1990 Current Population
Survey) and that they average 33% of the full.cost of co-pays and deductibles.

195liding scale 20 percent coinsurance(based on $1500 premium) for those between 100 and 200% of the poverty level

M Assume 25,000, are covered by Medicare.

s



Attachment D

Requirements for TCHIP Plans

To become an ellglble TCHIP health plan the followlng
minimum’ requlrements must be met.._

I

(1) Demonstrate the existence of a network of health care
" providers capable of providing comprehensive health care services:
- throughout the community where it is offered, including
preventlve health services, prlmary care SEIVlCQS, home health
care serv1ces, pharmacy service, physician services and hospital
services including comprehensive emergency services. Services
shall, to the extent practical considering quality, accessibility
and cost, be provided within the community served.

{2) Demonstrate the capability 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-‘ :

H

(3) ‘Agree to provide. such[preventlve health serv1ces are
required by the TCHIP Board

(4) Agree to such other requlrements as the TCHIP Board may
- reasonably establlsh and *

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

{
!
l
!
|
|
!
[
I
t



STATE PLAN BENEFITS

Deductible
per calender year

per emergency foom use
Co - Payment

.how covered expenses
are shared

out of Pocket Maximum ' ;

" using eligible expenses
except for treatment of
- behavior disorders .

Lifetime Maximum Benefit
Benefits For Béhavior Disoréers
Mental Illness

Inpatient

Outpatient

Lifetime Maximum

~ Substance Abuse
Inpatient

Outpatient

Lifetime Maximam

. BENETBLS
e ~ 2-20-93

ATTACHMENT E~-L.

, .':!m )y
| NETWORK ~ NON NETWORK
{mmmmmmmem——  §200 per individual —~———————s>

$500 per family :
p $25 $25

Plen'pays 20% ' Plan pays 80% |

f<———~—-—-——— $1,000 per individual ——-——-————->
| R
i $2,000 per family
|
D SN $1,000,000" per individual —---—-—>

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

A

‘Plan pays a percentage of allowable expenses

for 45 sessions per year conducted by a
:psychiatrist, licensed psychologist, or LCSW

i 15% of UC for first 15 sessions.
. 50% of UC for next 15 sessions
L. 285% 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
\llfetlme ,

Limited to two treatment programs of not more

“than $3, 000 each in a lifetime



Comparison of Medicaid and State Blaﬁ Benefits

!
SERVICE-

Hospital
inpatient

outpatient

Psychiatric Facility
under 21 ‘

21 to 65 -

Nursing Facility
NF | :
ICF
SNF

Physician Services .
outpatient

inpatient services

psychiatric inpatient

psychiatric outpatient

Lab & X-Ray
( independent)

Hospice

Dental

Vision

Y

Home Health Agency

i
-
MEDICAID BENEFIT
Payment¥reduced to 60% of

per diem after 20 days
per FY |

" Preadmission required
. ~Concurrent review

30 visi?s per FY

|
Preadmission required
Concurrent review

i

L

Preédmiﬁsion required

J
|

24 visits per FY

20 visits per FY with

transplant exceptions

. Corresponds to approved
days !

. ! } : .
Primarily through mental

health centers

30. occasions per FY

210 dayé within 6 months
of death ‘

Limitati@ﬁs depend on age
: i ’
Coverage for children
a

60 visits per FY

ATTACHMENT E-2

" ‘
B o

STATE PLAN BENEFIT

No limitation on days
Preadmission required

Concurrent review

No limitation

' Benefit limitation of 45

days per CY - -
Preadmission required
Concurrent review:

Benefit limitation of 45
days per CY
Preadmission reguired
Concurrent review
Generally not covered
Generally not covered

Up to 100 days following
inpatient hospitalization

No limitation

" No limitation
" No limitation

‘Reducing Benefit for up

to 45 sesslions

No limitation
No limitation

Generally not covered

Generally not covered
(limited follow-up after

surgery)

No limitation
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Comparison of Medicaid and State Plan Benefits

Pharmacy

Durable Equipment:

Medical Supplies

" Ambulance

tod,

. . .
7 prescriptions or refills
per month

Some reqbire prior'
approval' ‘
Covered for home use

Some ‘require prior
approval!

Covered bg court order

ATTACHMENT p-3

No limitation
No limitation

No limitation

No limitation

Ay



’Artachment F
N
5

Eligibility shall be llmlted to citizens who are not covered
through any 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 meetlng
one of the follow1ng crlterla-

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

2. Eligible for unemployment compensation, without respect><?
to weather benefits have been exhausted. ' '

Ellglblllty shall cease when the person becomes eligible for
part1c1pat10n in an employer sponsored plan, either directly or
indirectly through a family member, or when eligibility 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,vthey would be responsible for the

"full amount of any premium for which they would have been

responsible, for the lesser of the preceding year or back to
thelr initial eligibility date. .
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' Attachment G
Projected Cost of the Current Tennessee Health Care System
‘ :(Selefcted Calendar Years)*

o o : { Calendar Year
Sources of Funds : 1990 1992 1995 2000

" Private . o : ' $6,166 $7,081 $9,217 : $13,954
Public: o .
Federal 9,088

Projected Cost of Reformed Tennessee Health Care Syétem .
' (§eleéted Calendar Years)** '

Private P $6,166 $7,081 $8477 - $1L,121

" Public: . » : S » ]
Federal =~ i 3,131

d Loc

1,397
10,69

‘ i’rojec‘ted Savings
(Selected Calendar Years)***

Private - . $0 $0 ($740) $2,833)
Public: ‘ A , co SR : L
Federal : j 0 o (644) (2,702)
State and Local . ' 0 ‘ 0 (273) {1,011)

NOTE: All d.o‘llzir values are reported in millions.
i

* 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 study and applied to health costs in 1995 and 2000. '
*** This is calculated as the projected cost of the current éystem less the projected cost of

- the reformed. system. :

|

E
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TENNESSEE MEDICAID PROGRAM (TENNCARE)
: Under TennCare, approximately 406 GOO Tennesseans-who had previously been uninsﬁ:ed are

now covered. The managed care mdustry, which prlor to TennCare had enrolled only about
140,000 people in Tennessee, has now growth to cover néarly all 1.2 million TennCare enrollees

) These are considerable accomplishments in the space of 15 months.

QUESTION o
Does the Ténnessee waiver expenence confirm that states can increase their enrollments by
as much as. 50% w1thm current Medlcald budget ceiling?

: SUMMARY

No. Program information to date is ambxguous and often contradictory. A federal evaluation
contract will begin systematic data collection thismonth. 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 of a program worth promoting.

BACKGROUND:
First Year of TennCare ;
1. Base year for the federal expendlture cap was set too high.
Growth rate between actual Qata (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).

[N

Di >prop0monate share payments«-over 15% of total Tennessee Medicaid payments in

- 1993 -- are included in the federal cap, although Tennessee repealed the hospital tax that
funded its share of the program. Tennessee's DSH expendnures increased by over 200%
in both 1991 and 1992

2. ‘C‘npltatmn rates were set low. :

. Tennessee set its capltatlon 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 :

3.0 Svuppl'emental hospital funding pools eased the transition, but have recently dried
up.. :
In the first year of the demonstration, Tennessee received federal matching funds for

special funding pools to pay hospltals for medxcal education, mdlgent care, hlgh -cost
! .
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cases and other expenses.. In December the state ended pool payments, explaining that it
no.longer had funds to sustain them. These funds served two purposes. First, they
provided hospitals payments for apphcants for whom capitation payments had not yet
been paid. If these hospital payments were less than the capitation payments, then the
state paid less than it would under a fully implemented system. Second, hospitals
contend that these payments compensated for a capitation rate that are too low. These
. payments limited adverse ef‘fects in the first year. It is unclear what wi I happen with the
end of these pools :
4, Reports of access are poor. ;
‘ Implementation of the system occurred rapldly and created tran51t10nal problems for
enrollees. About 45% of Tennessee s Medicaid-eligible enrollees were dlSS&tlSﬁed with
the program. ‘ : ‘

F uture of TennCare :

1. Funding problems threaten TennCare's future VJablhty

' Tennessee officials have indicated that there is difficulty in securing the state s share of
the expendnures Tennessee could not draw down the full amount of the federal

“expenditure cap in its first year of TennCare. 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 Medxcaxd recoveries assomated w1th non- comphant ﬂnancmg
through provider donations'and 1 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 of the capitation and their growth rates. Tennessee's budget
neutrality agreement locked in high base year but low growth rates. For this reason, the
GAO found in a recently released report that TennCare appeared budget neutral. The
GAO assessed budget neutrality through a simple comparison to national growth rates,
and did not examine state-specific trends or the size of the base year expenditures. Thus, .
the "front-end" adequacy of fundmg for TennCare may evaporate over time.
CONCLUSION: |
The unique combination of a high federal expenditure cap, low capxtauon rates, and transitional
pools allowed Tennessee to increase its enrollment dramatically in the ﬁrst year of TennCare.
However these circumstances are not rephcable :
. i » ‘ ‘
- Federal expendimre cap: Growth rates have moderated since 1992. Consequently, the
' high pre-waiver growth rate in Tennessee will not be permitted in any current waiver
application. Also, since the 'regulations controlling state funding for DSH have been
implemented, no state will be 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
health care provider payment rates. In addition, states must show evidence of a dialogue
with providers, which was missing in Tennessee. This makes it unlikely that another
waiver can be approved with questionable capitation rates.

Additionally, it is uncertain whether the TennCare program is sustainable after its first year. The

end of the transitional pool plus the signals from state officials that théy are experiencing

financing problems indicate that TennCare may not in fact be a viable program.

Given the unique circumstances of the first year of TennCare and its questionable future, it

cannot be concluded from Tennessee that states can significantly increase their enrollment within

their current budget ceiling. ' ’
' .
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Tennessee is drawing -

national attention for
ain overhaul of ifs
medicuid program theat
greatly expanded
coveruge while puiting
a lid on state
spending. But the .
reforms have sparked -
plen?y of confroversy
at home. .

'

BY STUART SCHEAR '

I
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§ over comprehensive health care
{ rcform lumbered on in the
Bl W nation’s capital last vear. Ten-
nessee finance and administration com-
missioner David L. Manning gambled
with his state’s health care svstem and his
carcer. Manning set up TennCare. a pro-
gram with two seemingly, contradictory
.goals: expanding medicaid coverage for

’th& poor and disabled while capping state |

spcndmg on the program.

In sonie respects. the gamble paid oftf.
{ Within a year, Manning extended cover-
‘age to an additional 418,000 Ten-
ncsseeans, 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 ¢lected governor on Nov. §,
1 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

national health care reform fades, the

focus has shifted to the states. 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-st rapped 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 arenasin which the White

- House still wields power to reshape the

health care system: states wishing to over-
haul their medicaid programs must ob-

ASHVILLE—While the debate -

tain waivers from the federat Health Care
Finaucing Administration {(HCFA). (For
details, see box. p. 298.)

Increasingly, would-be medicaid re-
formers are turning to the managed care
models now dominating the private sec-
tor: These range from preferred provider
organizations (PPOs)—networks of doc-
tors and hospitals working for discounted
fees—to traditional health mainmenance
organizations (HMOs) that use “gate-
keeper” physicians 1o direct patients’ care.

Dozens of states have introduced man-
aged care into their medicaid programs;
according to the Health and Human 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 from the old fee-for-service
program into managed care plans and
started expanding coverage to the previ-
ously uninsured. 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

294 NATIONAL JOURNAL 2/4/95



i S o ety

“We're in for a battle.” Rep. Jim Ram-
stad, R-Minn., a former Judiciary Com-
mittee member who helped to draft the
tanguage in the GOP contract, said. "The
trigl fawyers will pull out all the stops o
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 lobby for various
parts of the.package arc split_over strate-
gy and tactics.. The Product Liability
Coordinating Committec, a business
coalition, favors a bipartisan bill that can
pass Congress and be signed by Clinton,
An overly broad biil could kill the best
chance for product liability reform in
vears, 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 Democratic-controlled Con-
gress.

losers in some federal Jawsuits to pay the
winners’ legal costs—a rule that is fol-
lowed in English courts—already appears
to be dead. “1t’s probably the most highly

controversial part of the bill,” Ramstad

said. “A lot of us won’t fall on our swords

«over that”

'COHSERVMIVE AGENDA

The Contract With America will keep
the Judiciary Committee busy at least
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, “wﬁl be
thorough.”

Clinton Administration officials can
expect to be grilled about the war on
drugs, which, McCollum complained, “i
not going the way it should.”

Moreover, the Republicans will chal-

lenge the Administration’s strong support
of affirmative action. A major target will

be the Justice Department’s recent.

efforts to counter bank redlining and its
reversal of the Bush Administration’s
policy in a controversial reverse-discrimi-
nation case involving a white school-
teacher in Piscataway, N.J. (See NJ,
12/3/94, p. 2830.) .

“These are just two examples of the
way the current Administration is reach-
ing to the outermost points of the galaxy
on making quotas the operative principle
of civil rights enforcement,” Hyde thun-
dered at Jan. 20 briefing on affirmative
action. And during an interview, he
asked, “How long are we going to labor
under the notion that because of what
happened in the 1800s, before the Civil

* mittee at the thrift,- -,

The provision that would require the

A FLY IN THE OINTMENT?

uring his 20-year career on Capitol Hill, Rep. Henry J. Hyde, R-11L, has
had a well-earned reputation for probity. But Hyde is also the only Mcm-
ber of Congress who's been sued by the.Resolution Trust Corp. {RTC).

In 1993, the RTC accused Hyde of breach of fiduciary duty, gross negligence
and mismanagement for his'role in a $17.2 million loss at the Clyde Federal Sav-
ings and Loan Association in North Riverside, Iil, which failed in 1990. Hyde
was a director of the thrift from 1981-84, collecting a fee of $300 a month during

at Jeast part of that period.

Hyde has repeatedly denied any wrongdoing. David H. Baris, the executive

" director of. the American Association of Bank Dupctors, said that the RTC 3

complaint against: Hyde is based ona smgle loan approved by ar adwsory com-

The RTC's suit generated httle ad\ erse pubhcntv for Hyde mml;he was thrust
into prominence when he became the new chairman of the Judiciary Committee
following the GOP’s takeover of Congress. Accounts of Hyvde’s lcgal trouble

* have appeared recently in several magazines, including the dmerican Banker,

Crain’s Chicago Business, in These Times (aC h:c’loo~b¢xsed liberal weekly) and

- The New Repubiic.

Democrats on Capitol Hill have said little about the suit against Hyde. |

- According to congressional sources, Democrats and Republicans remain reluc-

tant to bash one another over an S&L erisis that tarred lawmakers in both par-
ties. But some Democratic aides cautioned that Hyde’s role in the collapse of
Clyde Federal Savings, which cost taxpayers $67 million, could become an issue
once Republicans start hearmgs on President Clinton’s involvement in the col-

- lapse of an Arkansas thrift that is at the ¢enter of the Whitewater investigation.

Settlemem discussions between the RTC and lawyérs for the 11 defendants in

-+ the case, have ‘stalled. Hyde’s attorney has asked the U.S: District Court for'the
Northern District of Tllinois {&* ‘dismiss the case.’ ‘Recent appeals court decxslons

" have made it harder for. the, RTC 16 win cases agamst outside diréctors.
: . An unanswered qaestton is how Hyde intends to pay his lawyers House rules
preclude Hyde S Iawyers fmm offermg thelr legal semces as a glft In a recent

War, my children and my grandchildren

must continue to pay for it because they

_are white?”

The Legal Services Corp., which llberal
lawmakers have long defended from con-

. servative attacks, can also expect some

rough sledding before the Judiciary Com-
mittee. “I don’t see the federal nexus
between some woman with four kids
being evicted from her apartment who is
unable to pay for a lawyer,” Hyde said.
Local governments, bar associations,
public defenders and lawyers doing pro
bono work should handle these types of
cases, Hyde suggested.

Despite his reputation as a fierce
opponent of abortion rights, Hyde said
that he’s been too busy so far to meet
with anti-abortion groups, mainly be-
cause of the pressures created by the
GOP contract.

Once the committee finishes “the big-

ticket items” in the contract, Hyde said,

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

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 gomg to push
him around.”

More than 50 years ago, Hyde proved
it, Jusk ask George Mikan. a

NATIONAL JOURNAL 2/4/95 293
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Policy. Doctors complain that they have
been cocrced into treating TennCare
paticnts; hospitats and community health

centers say that the program has placed |

them in a dangerous financial squeeze;
These groups have filed o Qurry of law-
suits against TennCare .and are lobbying
hard in the state capital o revamp the
program. Sundquist appears receptive to
many of their arguments.

And TennCare will be under growing
pressure 1o rein in costs. Under its agree-

A

ment with HCFA, the state got a hefty -

increase in federal medicaid funds during
TennCare’s first year. But increases in
federal spending are to be sharply re-
stricted during the next four years of the
proomm And if TennCare's total -costs
exceed $12.16 billion over five years,
HCFA will not help pay for the excess.

‘(Now, federal funds cover about two-

thirds of. TennCarc costs, and the state
picks up the rest.)

There an signs of tréuble alread v: On

Jan, 30. the Sundqu;st administration
announced that TennCare ran a $99 mil-
lion delicit during its first' vear.

TURKEYS AND LIFE INSURANCE

To get TennCare up and running, state -

officials pooled their medicaid funds—
including special payments to hospitals
serving the poor—with other state and
federal funds dedicated to public 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 bv providers.

. TennCare expanded coverage to in-

clude low and moderate-income people
who' prevnouslv were uninsured, as well as

“uninsurable” people with preexisting
medical conditions. And by all accounts,
it drove down the price of care.

At the centzr of TennCare’s structure
are 12 managed care organizations,
known as MCOs, that provide care to all
enroliees. 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
must provide a standard package of bene-
fits mandated by the state, including pre-
scription drugs, in exchange for a fixed
annual 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-enroliment period during which
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and administration commissioner, so
'rankled the state’s doctors in setting up
?’hey program that the new governor made
ea campaign promise te fire him. Manning
. is unapolegem. “I plead guilty to
[ . managing costs,” he said.

During the initial sign- ub period last-
year, MCOs offered potential enrollees
incentives rangmg from fresh turkeys to

$10,000 life insurance policies. Dr. Rus--

sell Adcock, a family physician in the
small town of South Pittsburgh who sees
many TennCare enrollees, said that these
goodnes enticed many of his patients to

“sign up for plans that didn’t serve them

‘ very well. State authorities responded by

they may switch plans. That, Viadeck

said, is consistent with the principle of
“managed competition,” allowing con-
sumers to vote with their feet if they are
dissatisfied with the care they are getting.

1ssumg rules to limit such incentives.

How well is TennCare working for
gmxcms‘? Trips to doctor’s offices, clinics
and hospitals serving low-income patients
turn up contradictory information.

. Jeremy Nance, a quadriplegic 16-year- -

Qld from rural central Tennessee, has
been 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 miltion 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 not 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 qalls with death.

NATIONAL JOURNAL 2/4/95 295
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Despite TennCare's promise that every
MCO provides essentially the same care,
clear disparities exist. In the waiting room
of & Memphis clinic for people infected
with the AIDS virus. & young man reports
that his MCO consistently provides him
with evervthing his doctor has ordered.
including 10 prescription medications.
But a man sitting next to him complains
that his MCO won't approve the only

" drug he needs at the moment: a new
_ dnudcpr‘.smm

The greatest «:.xp between TcnnCdrc 3
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legal aid Lewyer in Nashville who has sued
the state dozens of times over expanding
access 1o health care for the poor. said
that fixing TennCarc's problems is “sim-

ply a function of time and pi)liliml will.”

And the Tennessee Health Care Cam-

~ paign. a coalition of advocacy groups that

operates a state-financed telephone hot-
linc to help Tenncssecans navigate the
new system., reports that the volume of
calls has dropped markedly in recent
months and that many callerq problems
ar¢ e‘\slly resolvéd.

Tennessee Medical Assotintion vice president Warren McPherson’
YennCore’s policies are so coercive that dodors have become “state employees.”

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 in'a 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, it would not admit
him because no doctor affiliated with his

MCO was on staff. The operator on the

MCO’s toll-free line told the father to
transport his son to a hospltal 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 vet 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

“If enrollees call MCOs, they often
don’t know the_buzewords and what will
work,” said Patricia Whitewell, a patient
advocate who-works with the hotline.
“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 final arbiter of disputes. Only 26 such
cases arose during TennCare’s first year.

MCOs are budget-driven. The state
pays a flat 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 payments. State offi-
cials say that under TennCare, nonemer-
gency visits' to emergency rooms by poor
people have dropped by close to 40 per
cent, and that the amount of inpaliem
care has declined.

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

high-cost enrollees. such ax patients with
cancer or the AIDS virus. The state has
sct up a $40 million account that can be
drawn upon to casc the burden on any
MCO that has carolled o disproportion-
ately large number of patients requiring
unusually expensive care. No payments
are to be 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 (0 sclect a pri-
mary care physician who oversees their
care. Others function as PPOs, looser

networks of health professionals who are

willing to accept discounted pavments.in
exchange for a guaranteed flow of
patients.

"The qualm of the MCOs is uneven.
One of the two statewide' plans; Access
Med Plus, is notorious for requiring

. patients to travel long distances to see

physicians and for being slow in making

pavments to physicians and hospitals.”

While some MCOs scem to function well
in regional markets. TennCare’s anchor
has been Tennessee Preferred, a state-
wide PPO put together by Blue Cross and
Biue Shield of Tennessee.

Finance commissioner Manning knew
that a statewide network was essential to
TennCare’s success. Realizing that stan-

2 ing from scratch would be impossible. he .
. turned to Blue Cross, the state’s largest -

insurer. Several years earlier, Manning
and Blue Cross officials had worked

together to build the Tennessee Provider

Network, a PPO for state 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 that'the 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 nerworks. Doctors discov-
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cred that they could not maintain their
practices without conducting business
with the state’s Jargest insurer. By

/\ugusi Blue Cross had regained vmuallv .
rpates, butif he ch:dcsﬁto increase them,

all of its original network. ‘

Blue Cross’s steadfasiness was h‘nlu
by consumer activists who wanted equal
treatment for the poor. But Blue Cross
senior vice president Glen Watson said
that although the company believes in
taking all comers. the decision was based
on business considerations. According 1o
Watson, Bluc Cross determined that it
could deliver care and thrive financially
within TennCare.

Some observers conjecturc that Man-
ning played hardball, telling Blue Cross

that its continued participation in the
state-emplovee plan might hinge on its
cooperation in TennCare. Others argue
that Blue Cross necded no prodding
because it viewed TennCare as an oppor-
tunity to increase its maorket share. Blue
Cross has captured 30.6 per cent of the
TennCare market. A Nashville health

lobbyist, whe didn’t want his name used, -
said that providers fecar Blue Cross’s

growing power, viewing it as tantamount
to that of a state single-payer sysiem.

The most rancorous opposition to Blue
Cross’s role has come from the Ten-
nessee Medical Association. In sharp
contrast with the American Medical
Association, which initially was receptive
to comprehensive national health reform,
the state association immediately took a
firm stand against TennCare. The doc-
tors’ group used a lawsuit, intense lobby-
ing, political campaigning and a public
relations drive to try to weaken, delay or
stop TennCare.

Although its Jawsuit 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 FOR CHANGES

Even TennCare’s sharpest crities 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 last year are now at work in
Nashville, pressuring Sundquist’s admin-

“istration to change TennCare according

to their specifications.

The insurance and hospital lobbies,

often at odds with physicians, have found

. common ground with the Tennessee

Mecdical Association. All three groups
complain that the state’s annual pay-
ments to MCOs are (oo low.

Sundquist has promised a review of the

“he would probably have to slow down
enrollment in TennCare or reduce the
services that enrollces receive. (HL has
ruled out any tax increase to mmc rev-
enues for the program. )

\'meng a budget hawk, forged an
unh!\ely lliance between consumer advo-
cacy groups and the administration of

legal aid lawyer.Gordon Bonnyman'
Tenn(are has hurt some hospitals and clinics. But more people are getting care.

~Sundquist’s predecessor, moderate
Demaocrat 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
Biue Cross’s network, Garr said, but
McWherter made sure they never got out
of committee. . "
Now, consumer advocates are worried.
Garr said he fears that the state will no
longer support the advocacy phone line.

As for the new governor’s commitment to

-end the cram-down rule, Garr said,
“Sundquist made a promise to the [Ten-
nessee Medical Association] that he
would break up the network, but one of
¢ the admirable things about TennCare
W 'Tas that the poor could see the same doc-
- tors” who cared for middle-class patients.

Hospitals and community health cen-.

ters that have traditionally provided care
10 the poor are also pushing for changes.
Until last year, 126 Tennessee hospitals

réceived special payments from HCFA to -

help compensate them for treating a dis-
proportionate share of uninsured patients,

Under TennCare, the pavments ended:
nstead, the funds were used 1o pay MCOs
1o provide coverage to the uninsured.
Manning rcasoned that hospitals would
benefit becuuse patients who enrolled in
MCOs would be ess fikely to visit hospi-
tal emergency rooms for routine care. He
and other statc officials also set $100 mil-
lion aside’ in a transition fund that could
continue to make some payments to hos-
pitals to cover their care of the uninsured.
But the situation for some hospitals is
more complicated. Consider the Regional

Medical Center in Memphis, known local-

ly as the Med. Until recently, virtually all

of the area’s poor came to the Med, which

has a policy 6f 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 routinely.

What’s more, hospitals 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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Aennessee is far {rom alone in its
endeavor to revimp medicaid, Six
other states—Florida. Hawaii,
" Kentucky, Ohio, Gregon and Rhode
Island—have 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 lcast a dozen other states
contemplating similar requests, policy
makers are beginning to wonder
whether the waivers, which are sup-
posed to let states operate short-term
- demonstration projects (o test theories
about medicaid efficiency. aren’t bring-
ing about a fundamental restructuring
‘of the program that merits a closer look
in Washington.

“When vou have a mllinon and one
demo projects. they're o longer demo
projects,” said Rep. Michael Bilirakis,
R-Fla., who chairs the Commerce Sub-
committce on Health and thé Environ-
ment, which has jurisdiction over medi-
caid. Congress will have to make a

future of medicaid, Bilirakis said.

" broader policy decision about the

USHERING IN REFORM THROUGH THE BACK DOOR?

Should medicaid be expanded—and
if s0. how? Can the costs 1o the federal
and state governments be controlled?
Should states be allowed 10 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 Lo
be addressed soon. The Senate Finance
Committec has already begun discus-
sions about reforming medicaid in the
coniext of we fdrueform a top priority
for the GOP.

For now, many in the Administration
and Congress want (o continue grant-
.ing waivers 10 states to encourage them

o experiment. Judith Feder. the princi-

pal Health and Human Services deputy
assistant secretary for planning and
evaluation. said it doesn™t matter
whether the state programs are real

_demonstration projects, as long as the

- results are positive. “States are making
use of the process for-a wide array of
activities,” she said. The Administra-.

tion is considering restructuring the

waiver process, though.

But Bifirakis 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-

ing states medicaid block grants to use
as they wish.

Gov. Howard Dean, D-VL., the -

National Governors” Association chair-
man, said that he and other governors
are talking with the House Republican
leadership about legisiation that would
do away with the waiver process.
- The waivers now arc granted for five
years, during which HCFA may pay a
state more for medicaid than it paid
previously. But at the end of five ycars,
HCFA will stop paying for recipients
who were added to the rolls during the
demonstration project. The question is
whether states by then will have real-
ized enough savings from managed
care 1o pay for the e\pdndcd coverage.

Members of the Physician Pdvmuu
Review Commission. which advises
Congress on physician reimbursement
under medicaid, have suggested that
Congress should examine the issue
more closely. “This onc here is a large
political question,” said Princeton Uni-
versity professor Uwe E. Reinhardt, a
commission member. “If we cxpand the .
waiver authority beyond resecarch, is
this a backhand way of reforming medi-
caid?” .

—Marilyn Werber Serafini

tle for their services. Alarmed that other
states will follow Tennessee’s example,
the National Association 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 centers need federal aid
to survive the newly competitive market
engendered by medicaid reform, he said.
Feldesman 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 HCFA 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 com-

munity health centers’ lawsuit, acknowl-
edges that TennCare has hurt some insti-
tutions that traditionally cared for the
poor. But, he said, a more :mportam
point is that TennCare is coxermg hun-
dreds of thousands of previously unin-
sured people,

Still, the reaction of health care
providers rémains a big stumbling block
for TennCare, and their political influ-
ence appears to be growing. The Ten-
nessee Medical Association’s McPherson
denounced TennCare as “managed costs
and not managed care;” Collins of the

-Med, ordinarily no friend of the doctors’

group, called TennCare “fiscal reform
and not health reform.” )
1 plead guilty to managing costs,”

. finance commissioner Manning re-

sponded. “I 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 system.”

James Blumstein, a Vanderbilt Univer-

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 very paternalis-
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. Tt
is never possib!e 1o make éhange without
making a lot of people angry,” she said,

_ but *it is my sense from some of the

architects of TennCare that they hate
health care provxders

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!” |

Stuart Schear is a media fellow of the
Henry J. Kaiser Family Foundation, which
. financed his travel for this article.
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- plams or TennCare as a whole. - Advocacy groups, which supported implementing
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'° THE TENNESSEE EXPERIENCE

"Pu;p_ose | o

‘At a recent meetmg, you asked for an update on Tennessee’s approach t6 health care ||

_reform under the section 1115 Medicaid demonstration, known as TennCare. Under -
TennCare, the State has expanded coverage to about 400,000 formerly uninsured.
individuals, wplaced a fee-for-service Medicaid program with Statewide managed care,
and it appears to have done so by spendmg less than was allowed under the budget
neutrahty lmmts estabhshed under the demonstraUOn. : l

Background : I .

On Novemb«vr 18 1993 HCFA approved Tennessee s health care reform demonstratxon o

- project, TeniCare, and implementation began on January 1, 1994. The program
provides health care benefits to Medicaid beneficiaries, uninsured State residents, and
those whose medical conditions make them uninsurable. Enroliment is capped at

1.4 million. ‘All énrollees are servcd in capitated managed care plans that are either
HMOS or PPOs :

The demonsﬁratmn proposal was an. ambmous plan to increase coverage to about
500,000 new individuals, reduce payments to providers, provide managed care plan
choices to be'neﬁcmncs, and use State employees’ networks of providers to serve these -
low income individuals. Under the five-year demonstration, the State agreed to limit the
aggregate expendzmre growth in its Medicaid program to percentages ranging from 8.3
percent in the first year to 5.1 percent in the last year. Prior to the demonstratlon, the
State’s annu.al rate of growth in Medlcald expendltures was averaomo close to ”

24 percent , o h

F

manswn o, Coverage S |-

. l

In the fxrst y«car of 1mp1cmentatxon Tennessee has provided coverage for about 400 0-00

formeﬂy unij nsured individuals. Former Governor McWherter and State staff had as a

goal increasing total insurance coverage in ‘the State to over 95 percent. - Implementmg
- TennCare has put coverage in that range. One year after implementation, a survey of
‘TennCare erirollees indicates that 80 percent are satisfied or highly satisfied with
TennCare. }*urt.her 92 percent of formerly uninsured TennCare enrollees rated their

' care under tre TennCare program as the same or better compared to only 55 percent of . .

Vfon:ner Medlcald beneﬁcxanes i -

i
o

- We cannot afssess at thls txme whether access and quahty have unproved or worsened for ...

. low income 1nd1v1duals under TennCarc The State has been slow to provide person-
level encounter data, making it impossible to evaluate the performance of individual

TennCare, h'ave expressed concerns about a failure on the part of many managed care
orgamzaﬁon« (MCOs) to prcmde adequate appeals mechanisms and to allow plan

‘,«!
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- has dxsenrolled more than 11, 000 famx.hes from TennCare for non-payment of premmms I

- ‘have been had we been able to. account fully for legislative changes limiting -
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changes for good cause., Early in TennCare some MCOs had dsznculty recrumng
‘adequate numbers of physmlans, and problems remain with some categories of providers| |
and in some areas of the State. Because the State has had difficulty with financing
services, it froze new enrollments at the end of calendar year 1994, belcw its

: demonstratu:m enrollment cap of } 4 rmlhon L : S

Because of u1e short’ tlmetable for lmplementanon benefmlanes had to make plan :
selections before many physicians had made firm commitments to individual plans.

Beneficiaries, providers, and health plans have been confused about enrollment - ' :
procedures z%nd payment of premiums. ‘The State has recently informed HCFA that it .

- gxggendltur Levcls

i
o - Budge't Neutraligr Ltmzts i

' g

State spendmg under TennCare appears to be lower than antl(:lpated and below the

budget neutrality limit, although we do not have reliable expenditure data at this point. .
While this agparcnﬂy lower spending is due in part to a 25 percent reduction in provider’
payments, it also reflects the fact that the base year is probably higher than it would

disproportionate share hospital (DSH) payments. These changes were enacted after
Tennessee's proposal was submitted to the Departmerif. ‘At the time we approved the
TennCare démonstration, we were not able to compute the nnpact of the changes on the |

" baseline and allowed Tennessee to include hlgh DSH expendlturcs in its base year wheni | . -
determining. budget neutrality limits. “The State’s DSH payments before provider taxes o

were $70 mi ﬂxon, but rose to about $440 million i in the years ]ust prior to TcnnCare

HCFA chd not make two adjustments in DSH cxpendml re prolectlons that would have ’
‘had an lmpanct on the TennCaxe basehne S ‘
| . C
‘ vv___g, HCFA did not. reduce the base year: to account for potentially lmpermzsmble
prowcler taxes. At the ime, HCFA could not determine whether Tennessee’s s
- . provider taxes would continue to'be permissible under the law prohibiting certain
" tax schemes. Also, if the:taxes were found illegal, it ‘would have been difficult to
estiméte what the effect of the loss of provider tax revenues would be on
Medxcald spending.’ Tennessee has since eliminated one provider tax and. HCFA B
is in nhe process of makmg a fmal determmatzon on a second tax. |

gd HCFA dld not. adjust the base year to’ reﬂect unpermmmble DSH

. paym@nts resulting from provisions limiting DSH payments resulting from :
provisions in the Omnibus Budget Reconciliation' Act of 1993 (OBRA 93). The i
OBR)& 93 provisions limiting DSH payments to hospitals to the amount of
uncompcnsated care incurred by each hospﬁal had not yet <r<me nto effect.

|
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o,_ " Fma:z}:mg Dtﬁicult:es ’ ;
As part; of T,nnCa.re, the State discontinued its DSH program and used those funds to

- make capitation payments for new eligiblés and set up a fund for supplemental payments R

_to providers.. However, as under regular Medicaid, a State’s ability to draw down federal ;
matching funds is dependent on its being able to come up with its State share. So even .
though the base year spending for TennCare was high, the elimination of provider tax
schemes and! DSH payments affected Ten nessee’s abﬁlty to mamtam this level of B

fmancmg

Tennessee still has difficulty coming'up with the State share for program expenditures
and has made several requests for HCFA to approve mechanisms that would generate

" federal matching funds by subsututmg other sources of funds for the State share. In its :

. original demonstration proposal, Tennessce requested a block grant at an amount that g ;

- would have contmued to provide’ fcderal funds at the rate they flowed to Tennessee "
when provlder taxes were used to effectively lower the State share. When the block

* grant approach was denied, the State proposed using as State share a combination of
State appropriations and other innovative sources of State matching funds, such as
certified public expenditures (CPE), TennCare premiums, and local government funds. P
HCFA agree’d to match CPE and vapxtanon payments whlle a]lowmg the State to retain. | -
the premmms it collected. ‘ o

v : ‘ . . . T
The State has also had d1ff1¢ulty collecting premiums from enrollees. Initially, the lack -
of an enro]lment system prevented, collections for the first six months of the program, .
then an oversight by a contractor resulted in failure to send 80,000 premium notices.  ° '
~ The lower level of premium collectlons has further exacerbated the. State s difficulties in’ 5 .
} ﬁnancmg 'lennCare : : :
A S
o Requef:t o Remstate z&e DSH Pr@ram o ,
. | . ! : ‘ ’ P
Since the CP{E methodoloay and premmm collections have not yzelded the expected leve] ‘ n
of federal matching funds, the State has recently mdlcated that it would like to reinstate | '
a DSH progtam to take advantage of the OBRA 93 provision that permits DSH ‘
payments up, to 200 pércent of a public hospital’s uncompensated care costs, until June '
30, 1995. Tenmessee would use an mtergovemmental transfer from two counties to
provide the S.tate share of the DSH- payment and therefore be able to obtain additional -
federal dollaz:s without using new State funds. After July 1, 1995, OBRA 93 rules will .
restrict the almount of DSH payments to 100 percent of uncompcnsated care costs, thus .
hm;tmg the contmued use of tl:us mechamsm : : : ~ >

E i

[mp]emematuon Issues ' 4 o
, .1‘ ) N

: The State mpved quickly to secure demonstration approval and to implement TennCare !
Tennessee dId not, however, provlde an. opportumty for broad public participation in the
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development‘ of the: demonstratlon proposal Adve ocacy and pI‘GVldC‘I groups supported
-'the plan, butl many say- that they did so out of concern.that the alternative would be

e ==7 e

- réductions mr the benefits package and in provider payments. Prior to unplemenung the‘

- demonstratlc:n, the State’s Medicaid program had almost no managed care experience.
- The State mwved aggressively to qualify plans and to run the enrollment process for-
beneficiaries; To ensure that a'sufficient number. of physicians would participate, the

State persuaded Blue Cross/Blue theld (BCBST) of Tennessee to modify existing - { |
contracts with its preferrcd providers to require participation in TennCare.  The State’s | TN
power to do ~that resided in its State'employee contract with BCBST. Prov1ders are - f o

infuriated w:th this requirement, referring to it as the "cram down provision.” Although ! ?
some phys1c1 ans and hospltals mmally refused to ]om many have now signed contracts |

thhTennCa%re S o . . SR

' MCO:s have begun to comp]am about losses in Te.nnCare Both of the Statevade plans,
which together cover 73 percent of the population, have experienced financial

difficulties. BCBST, a PPO, recently announced to the Governor’s TennCare o ' f
Roundtable 1hat it lost $8 million during the first year, and hinted that its continued 0

' parnmpanon is in jeopardy. Public hospltals have been deeply affected by TennCare’s

| termination of both medical educatxon and DSH pa.yments The Regional Medical g '

Center in Mg*mphxs for example, may face a loss of up to half the SSO million it recelved’f
‘in TennCare; supplemental pool payments for the first State fiscal year of operation.
Meharry- H[ubbard hospital is also experiencing financial strain due to TennCare. Public
- employees’ umons are concerned about possible layoffs of hospital cmplcyees unless
more fundmgs can be: ‘provided to- the. hospitals. -Although the focus is on payments !
under. TennC are, the implications for the State’s larger health care system are significant.

Problems faced by Blue Cross/Blue Shle]d of Tennessee and the pubhc hospltals will i

' affect access| to care in. Tenncssee beyond the TennCare populahon

o Federal Stew dsh g

The Federal govemment has played an act:ve ro]e in. cverseemg and momtormg

‘TennCare, a¢ it does with all 1115 demonstranons and has let a contract to evaluate .

‘TennCare aﬂd aﬂ other operatmnal demonstratlons We are currently awaiting

Tt
HE

. expenditure data from the State to be able to evaluate the budget neutrality of the |

demonstramqn to date. HCFA contmues to work with the State to improve its cncounter
- data reporting system’ in order to beiter monitor’ ‘quality ‘and access of care provided by
- the MCOs.. HCFA also has dclayed -approval of the State’s request to expand its -
" managed cari delivery system to cover special populations, such as the severely and

. persistently mentally ill and the mt,nta!ly retarded/developmental]y disabled. "These . !

populations will remain in the State’s fee for service Medicaid program until HCFA is
assured that the Staté has the prowder capacity. to serve them through- manaoed care and

" has addre&sell some of the operaﬂonal problems in TennCare. Finally, HCFA has
committed xt,elf to working with theState on the long term financing of the program to”
ensure that ’IcnnCare remams a wable program in thc future

1

| ’ ) ) M
i

|

i

- - ———a

T $Ty




T JUN-g9-1995 16:14  FROM ADMINISTRATOR'S OFFICE - 10 94567431 P.@v

o

vt R o e o o

'Imghcanon *for Other States o S . 1

Tennessee has achleved some of its, mmal goals to enroll large numbers of umnsured m |
its' demonstranon and in having a broad spectrum of plans and providers partxc1patmg, o
o desplte funding constraints. Both federal and State governments have learned a great
. deal about enrollment processes, ‘beneficiary mfonnanon and the steps needed to -
. implement a change of the magmtude Tennessee has pursued Tennessee also has
involved adv ‘ocacy organizations in monitoring access in TennCare in a way that.has’
heiped the program through 1ts dxtrupnve first. 18 months

- We believe ﬁhat some mportant elements of the TennCare demonstration approval are -
unique and would be difficult for other States to implement. Ténnessee agreed to an ;
‘aggregate, fixed budget over the flve years, with lower than nationally projected growth |
rates, something that few States are wﬂhng to risk. The demonstration also has an - | |
unusually hlgh reliance on non- appropnated sources of funds to make up the State . %
share. In addition, Tennessee is unique in that budget neutrality for the five year o
demonstration was computed before ad]ustments could be made to account for OBRA |
93 changes that affected use of DSH in Medlcajd programs o _ ;_,
Since Tenn( Jare was nnplemented HHS has adopted pubhc notice guidelines that would'
have States make available waiver proposals before they are submitted for approval.” |
This broader: public participation pre- submlssxon makes it. unlikely that other States G
couid repllcate the " cram down prowsnon, to coerce prowders part1c1pat10n -
While the Ta‘*nnessee Medicaid program has been dramancally altered under the 1115

. demonstratidn, it is still in transition. Governor Sundqmst supports TennCare and has
taken some -action to strengthen it A pew ovemght position has been created in the

¢

A H
“| <
A
[
¢ .

State to oversee the financial stab;hty of all types of MCOs, rather than the limited JEN

: OVel'Slght of HMOs that existed prevxously The State continues to have difficulties -
assuring the long term financial viability of TennCare, although the new Governor plans:
~ to request sgme.additional funding to address shortfalls ‘Because of the uncertamty of "

its financing : structure ‘and our lack of more definitive information on accéss, quality, and |

L costs, we beheve it is too early to tell whether Tennessee has successfully covered more
people reduced program costs, and mamtamed or enhanced quality of care. :
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THE fENNESSEE MEDICAID 'WAIVER TENNCARE

A Background Papér- L | i O\JC; V//rf)”\ _

On the face of it, the idea of (a) increasing enrollment by 50%, (b) contracting with
- managed care plans with their associated administrative and proﬁt margin costs, '
. and (c) capping Federal contnbuttons at the before-waiver level is counter-intuitive
. provided that some reasonable assumptions are made about savmgs under

“n summary,

o

: managed care (conventaonally thought-to be 3-8%).

Tennessee repealed a hospital tax, and under-funded TennCare at the ,’

“outset. Combined with a 50% increase in participants, apparently
_serious financing stresses remain unresolved. '

" 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 DHHS ‘agreed it would recognize other
contributions” as State share of Medicaid ccsts But none represent—

ed new cash. investments.

i
[

Low Acaprtatron and provrder payment rates, and loss of long-standing
- indigent care and other payments to hospitals are some of the

financing results that.continue to retard maturation of the program and .

“create political stresses. Early start- -up chaos has subsided, and about

400,000 formerly uninsured Tennesseans have recerved msurance
coverage through TennCare.

The State has been to HCFA looking for addmonal fmancral help. Itis

considering some combination of seeking a Federal block grant at

- 1993 levels (including illegal tax income), reinterpreting the waiver

agreement in order to claim additional Federal funding, and finding -

',non -tax means of brmgmg addmonal state funds mto TennCare

<

TENNESSEE BEFORE THE WAIVER --BA'CI(GROUND

Tennessee is a relatively poor state: . -

o .

their Federal Medicaid‘matching ra'tje, based on a measure of pO\rerty,
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

Apoorer)



i

o] in 1991, ' 15' 5 percent ef the population had family incomes below the
poverty.level; by 1993, this had mcreased to 19.6 percent (7 states
have hlgher percentages);

0 in te\rms of total taxable resources, Tennessee in 1993 was ranked
. 36th among states (it had experienc’edia 9.6% growth over 1991).

\/ During the@e 19803 and early 1990s, Tennessee, like other states, -
. experienced a sighificant growth in Medicaid enrollment. This was due in part to
the recession and in part to requirements to enroll more pregnant women and .

chnldren
0 _‘ - During the period 1988-93, the numher of beneficiaries in Tennessee .
‘ grew by about 89% (an average annual rate of 13.6%) compared to a
nationwide mcrease of 47% (8.1% per'year). :
o' In 1993 Tennessee had a rate of beneﬂcranes per 1,000 state

residents that was 5th highest in the natlo

: f - Their Medu,ald prov;der payment levels have been s:m:lar to Medicare Ievels and
- were only hghtly belew the national average for all state Medlcatd programs

During thls same penod average annual growth in Medncald expendltures per
beneficiary (excludmg ‘disproportionate share payments) was 3 3% in Tennessee
compared to a national average growth of 7.6%.

. Leglslatlon in 1986 and 1987 gave states add;txonal flexiblhty in. ralsmg funds to
finance their Medicaid programs. States exploited that mechanism by levying taxes
on and accepting donations from hospitals and nursing homes; the Statés.then
returned those funds to the institutions in the form of "disproportionate share”
(DSH) Medicaid "expenditures” and claimed Federal matchmg funds. This
, effectlvely mcreased the Federal matchlng rate.

ln 1989- 90 Tennessee ra;sed $85 mllhon of the State share of Medicaid program °

- funding through taxes, fees and donations; by the 1992-93 program year, those
special funds had increased to $541 million. By including these DSH funds,
Tennessee’s average annual expenditure per beneficiary in the period 1988-93
grew at 6.4% (national 10.6%]), nearly twice Tennessee s without-DSH
expendlture increase of 3 3%. :

‘The centerplece of Tennessee S speClal fundmg was a hospital tax whi ch in the
18 months between July 1, 1992 and ltS repeal on December 31, 1993, ylelded



$565 million. When the State returned those tax proceeds to the hospntals under
the heading of Medicaid "disproportionate share" payments, this generated 67%
Federal matching funds of approximately $376 million. This effectively raised the
Federal matching percentage.. Both this tax and-a nursing home tax (which
generates about $85 million in annual revenues and about $57 million in Federal
matchinq funds) have now been challenged by HCFA to have been unlanuI.

With the spemal hospital tax scheduled to "sunset" in June of 1994 and little
: polmcai ||kl=‘|lh00d of extension, Tennessee was faced wnth the annual Ioss of about ,
- $376 mllllon in Federal matchlng funds. ‘ A ‘

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 rejected. The State then began a search for any spending
that the Federal Government could be persuaded to recogmze as "State share" and

_ to match with Federal funds. :

- Perhaps the most creative state share "éontribution;" was a projected $572 million -

(over 5 years) in "certified public expenditures.” Public hospitals would serve
TennCare beneficiaries, managed care plans would be permitted to underpay
hospitals’ ¢osts by an estimated $326 per eligible, and that amount would bé
- termed a "public expendlture eli glble for Federal matching. Furthermore, although
the State vwould be making some payments from spec;al 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 disregard those State payments and match hospitals’ gross s uncompensated
care rather than net. When HCFA insisted on matching only net uncompensated
care, the State told hospitals that Washington had "changed the rules”
. necessitating a halt to State payments from special pools.

Other‘ State-share contﬁbutidns approved for Federal metcning 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 flowing 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 expendltures, 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 penod of the
“waiver); '

o about $251 million (5 years) in local goverhment .mdlgent health
“ services expenditures for TennCare ehglbles and enrollees (including
payments to pn\xate hospitals in Knox and Davxdson Countles)

The State also proposed that HCFA match $188 mllhon in State payments for

public health and mental health services (mcludmg State funds reqwred to match
certam PHS grants); thns was later wnthdrawn

FINANCING IN TENNESSEE TODAY - EACTS AND EFFECTS !

- Under TennCare, approximately 400,000 Tennesseans who.had previously been
uninsured 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 enroilees These are considerable accompllshments
in the space of 15 months : :

However, three factors -- two fmancnal and the one pohtlcal -- combme to produce
a tense and unstable condmon for TennCare today.

The furst‘ was the State’s method of calculatlng 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
\/effect, holding onto hogptials’ cost shift to private payers); $28 in local indigent
care funds the plans were-expected 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 care plans, and to other prov:ders
parhmpatmg in the MCOs’ provider networks «

' The second was the December 31 discontinuatioh by the State of.paymvents to
hospitals from an "unallocated funds pool.” HCFA agreed to recognize State
expenditures up to the Federal cap. Amounts in the pool represented the

dlfference between 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 January 1 and June 30, 1994, these unaHocated funds were, estlmated at



$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 beneflmarles
{pent- up demand)

As enrollment mcreased and as the State had to send increasing amounts of funds
to managed care plans as capitation payments, the State had decreasing amounts
available for these pool payments. In late December, when enroliments reached
about 1.2 million and the State realized it could afford to enroll no more people and
- closed enroliments, the State informed the hospitals that no more pool payments
were available. At least one hospital, the Regional Medical Center in Memphis
("The Med") is going through 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 40% of TennCare enrollees) told the physnmans participating in
its managed care plan for 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 TennCare payment rates. Without this requirement (called the "cram
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 reservoir of ill-
~will in the physician community and, despite assurances to the contrary by
TennCare officials, it is apparently difficult to obtain. TennCare services .in some’
specialties. There are said to be significant pressures from hospitaland physician
organizations to pare back eligibility and/or benefits to free up. more fundlng for
hugher per-t,erv:ce payment levels to health care provnders

CURREN"I 'IENNCARE FINANCING PROBLEMS S

Tennessee was supposed to collect $98 million in premlums from upper- mcome
enrollees last year; instead, it collected $12 million. ' In order to finance program .
costs to have been covered by the $86 million in missing premiums, and to earn
the approxunately $57 million in Federal matchlng funds the State must make up

' the loss. -



HCFA is seeking to recover Federal payments made in 1993 related to the now-
unacceptable hospital tax ($381 million}. And an illegal nursmg home tax of
$2,600 per bed (which the state repays to the institutions) has led to steps by
HCFA to recover $120 million for the 1993 year, wrth the expectatlon of similar
recovenes for 1994,

- The State has now approached HCFA for‘extra matching for local government
payments 10 their public hospitals. Although HCFA already matches the value of
charity care 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 appropnatsons of about $43 million. which counties pay to
those same hospitals {a public hospital revenue, not an expendlture) to offset the
costs of such uncompensated care. o : : :

Former and current State officials recentlyr visited Washmgton to press for a block
grant {in part, they said, so they "wouldn’t have to keep jumping through hoops to’
come up with the State share.") Discouraged over 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 5-10% hike in ’
capltatlon rates thIS year.

PROGRAM UNCERTAINTIES ; .

Departmental officials who recently visited Tennessee were left with a number of
uncertarntaes They could not determrne

Sy whether there is beneﬂclary underu‘tiliz'ation of the system; if so, what the

- volume and its trends might be, and whether it is purposeful as consequence.
of State and/or MCO plan-erected barriers (due to underfinancing) or
incidental and a natural -- and temporary -- consequence of shifting a .
population into an unfamlhar arrangement,

(2) 'how much real care management is occurring ‘and how much |s ssmply
~ discounted fee-for-service (five of the 12 plans are PPOs whrch will not be
" required to have gatekeepers until year 3);

(3) the f-ina‘ncial stability of managed care plans - ‘'whether capitation payments
are sufficient to permit profits by MCOs and to underwrite plan-to-provider
contract rates adequate to keep prov;ders in the: program (State sponsored
audats 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 this is evidence of underlymg
problems in the overall levels or structure of financing; -

 (8)  the ratio of operational problems to total plan performance, whether early
‘performance complaints {(access, enroliment, referrals, information) are
largely behind the plans, or there continue to be significant design errors and
1mp|ementatron problems that are not bemg recogmzed or overcome.

HYPOTHESESh .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 enroliment by 50% and (b) capping
'Federal contributions at the before-waiver level is counter-intuitive providing that :
reasonable assumptlons are made about savrngs under managed care. '

The fol iowmg hypotheses suggest a framework wnthm whrch to consrder what may
be happenmg :

Hypotheses #1: . Tennessee’s Medicaid program was so financially robust before
the waiver that the program can now be adequately fmanced on
a tlght per caplta fiscal diet. -

The evidence to support this hypothesxs mrght 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 average ($2,946 vs. $3,895), and slightly above the average for the states
in their east south central region ($2,892). - Tennessee’s Medicaid payment rates in
1993 were calculated by PhysPRC in 1993 to be at 1.05 - 1.17 of national fees;
for example, their fee for total obstetrical care and vagmal delivery was $1,100
compared to a national Medrcald median of $1,051; and an.office visit for a new
patrent was $40 compared to the national Medicaid medran of $36.

‘When consldered by class of service, Tennessee s acute care expendttures per
beneficiary were $1,683 compared to $1,637 in their region and $1,993 nationally.
In long-term care spendmg per elderly’ benefrcrary, Tennessee spent-$4,244
compared to $3,878 by states in their region and $6,907 nationally.



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

Hypothesis #2: Tennessee’s program is working and sustaihable‘, but for
reasons we don’t understand

The Ieast visible fundmg in the Tennessee system is amounts hospltals garner from- .
. surcharging private payors and cost-shifting to subsidize 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 claim 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 are raising greater amounts for cross-subsidies than is apparent,. and
these will be able to compensate for low TennCare hospltal rates for an extended
period. (Since public hospitals have less of a privately. msured client base, they
have greater d|ff|culty obtammg funds for cross subsndxes ) :

In addmon it is possxb|e 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 eligible Medicaid population upon whose costs capitation rates were
established. : ‘ :

| . There have been anecdotal reports.that hospitalization rates per 1000 program

beneficiaries are down significantly which 'could save substantial amounts if true.
On the other 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 mconvemence
‘faced by going outside of the region could dampen utilization temporanly

Hyp’dihesis #3:” That TennCare is unsustainable wuthout infusion of addmonal
fundlng -

Empirical information on program effects is not yet available, and qualitative reports -
are ambiguous. 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 cantmued mechanical problems (!nke bemg

1



swrtched from plan to plan with no notice or reason) an’d'di'fficu!ties with referrals
and drug formulanes

‘A number of program elements may have, in the fnrst year, masked the
tenuousness of the ‘program’s financing foundation. First, the Federal _payment cap
did not take into account the phase-in of new beneﬂclanes 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
approxrmate ongorng costs

Second managed care organizations were frantrcally busy in the first year burldmg
their referral networks -- pnmary 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-dp with managed care plans, linkage with a primary care
provider, tran‘sportation arrangements and other problems is likely to have had two
effects: first, some -- perhaps many -- may have under-used needed servrces

because they couldn’t find access or gave up in frustration. Second, many went to

their former care providers at least some of which went ahead and provided a
service anyway, hoping that reimbursements could later somehow be obtained from
one of the managed care plans; some of those reimbursements probably did not
happen. This chaos (and any savings that may have accrued to the State,and the
plans) rs nct 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 hosprtal payments by some
of the managed care plans which matured State monitoring will cause to be paid;
this will increase retroactlve frrst year costs and (unless repeated) wrll not mask
second 'year costs.’ ~

Perhaps the strongest indication of the precariousness of current TennCare funding
comes from Washington visits by former-Governor McWherter and the former
director of Finance and Administration Manning seekrng additional fundmg Their
concerns are outlined by Tennessee press reports in which Robert Corker, current
Director of Finance and Administration, testifying before the legislature’s TennCare -
Oversight Committee, is reported as indicating a TennCare financing shortage in-

the area of $200 m:lhon : .

The outlook for TennCare is ambiguous. O‘n»one hand, the managed care delivery |
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network¢ should begrn to mature durmg the coming year, with real case manage~
ment begirining to replace what, in many cases now, is reported to be essentially
discounted fee-for-service care. Quality oversight by the State will begin to

reinforce expectations that preventive and primary services in doctors’ offices will

replace episodic acute care in hospital emergency rooms. An increase in capitation

payments should ease financing pressures, prehaps drawing additional specialist
phys:caans into the program easing access pressures e :

On the other. hand serious risks remain. Provrder drsenchantment could continue
to build into further litigation, 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 under-fund.the program in which case the State will
continue to have difficulty making enough quahfynng Medrcand expenditures to
attract Federal matchnng funds o . \
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' THE TENNESSEE MEDICAID WAIVER (TennCare)

ISSUES;

(1) How did the TennCare waiver enable Tennessee to cover more people within its current.
budget? ’ | ' |

(2) To what extent are the expérier;ces from Tennessee applicable to other states?

BRIEF RESPONSES:
(1) Tennessee's Wz{iver had two primary components that enébl_ed the state to expand cov"eraée.

» First, the federal government agreed to match state, local and private sources of spending
that are 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 hospital tax, permitting the state to
maintain its existing level of federal payments. ‘ '

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

- It is as yet unclear whether total state and federal spending under TennCare will be more or
less than it would have been under the former Medicaid program. There are unresolved
issues between the state and HCFA regarding which g:atégories of state and local spending
are eligible for federal matching payments. There also are indications that the state may be
unable to fund its share of program costs; the state has requested additional federal funds to
balance the program. More complete results of the financial status of the program will not.
be available until the end of the state's fiscal year in July.! : ' V

(2) Tennessee's program is too new t6 draw definitive conclusions about its success, However,
there are several reasons to question whether other states could apply Tennessee's strategy for
expanding coverage. ' '

'In addition, HCFA has challenged the legitimacy of the former hospitaltax and
requested return of federal matching payments based on the-tax made prior to the waiver. The
baseline for federal payments to the program includes amount associated with the challenged

tax.
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» The state financed the coverage expansions through deep reductions in provider
payments. In order to get a sufficient number of providers in TennCare 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
parnclpatmg providers in the state employee health plan. This provision, called the

“cram down" in Tennessee, was and remains extremely controversial with physicians,

Tt 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 form
of coercion. Whether this level of reduction 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
financing for this fiscal 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. HCFA has recently indicated its attention to recognize
a change to the state program that would result in approxunately 3100 mxlhon in federal
- payments © the state in the current fiscal year. <

DESCRIPTION OF PROGRAM

TennCare was implemented on January 1, 1994. It is a state program that 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 800,000 persons eligible for
Medicaid and an additional 400,000 Tennesseans who had previously been uninsured. Due to
funding constraints, the state closed enrollment for the umnsured (except those with pre-existing
conditions) as of January 1995.

“TennCare enrollees receive a fairly comprehensive benefit p’ackdge TennCare enroliees who are
eligible for Medicaid do not have to pay premiums Or cost sha:mg TennCare participants with
mcomcs over poverty pay premiums- and cost-sharing that vary wu‘.h their income.

TennCare enrollees receive primary and acute care through twelve managed care organizations
(MCOs), which receive an annual capitated payment of around $1,270 for each TennCare
enrollee, Medicaid-eligible enrollees continue to receive long-term care scmces as under
tradmonctl Medicaid (outside of MCOs).

The financing 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 poverty. 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 expenditures") and payments for TennCare enrollees in state Institutions for
Mental Diseases. Total federal matching payments are capped at the estimated amount 6f
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- federal Medicaid payments the state would have received absent the waiver.

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

» First, 2 1993-94 gross capitation rate was calculated, based on experience from the state's
Medicaid program and state employee health plan. " The gross capitation was calculated

w0 be S16AL GBI

» 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 and deductible payments. This left an initial net capitation to plans of
$1,230 (raised last July to $1,275).2 o

Two pools were created to supplcment 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
payments are made on behalf of children who are/wxll be incarcerated and the severely

and pers1stently men‘tally ill,

»  An Unallocated Fund Pool provided payments to compensate provider for medical
education, unconipensated care by essential providers, high-Medicaid hospital caseloads,
and the pent-up medical demand of TennCare enrollees (during their first 30 days of
care). The amount in this pool was determined by the difference between the actual and
budgeted enrollment: “the monthly pool balance is themonthly capitation times the
difference between actual and budgeted enrollmem When the enrollment reached its cap
at the end of 1994, this pool ended. ~

The capitarion rates appear to be resulting in much lower payrnents to health care providers. The
Tennessee Hospital Association reports that hospitals are being paid 65 cents for every Medicaid
dollar that they used to receive. Similarly, physicians assert that TennCare pays about 25 cents
on the dollar compared to the 50 cénts ;:aid under the formerEMedicaid program (Derks, 1995).

There 1s 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 val lidated. However, anecdotes suggest that there have been some

?Several actuarial firms have stated that the methodology used is not based on actuarial
principals, and may be inadequate. For example, the Medicaid per capita payment was not
adjusted to reflect the expanded services offered under TennCare (TennCare does not limit
inpatient hospitalization, while the former Medicaid program had a 14-day limit).

1

1
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problems, particularly during the initial implementation of the pfogfam. 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). In early 1994, a mother had trouble finding
participating provider for her sick infant, who subsequently died.” This highly publicized case
drew attention to the difficulty of TennCare enrollees of identifying and accessing health care
providers. - » ' | -
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: Appendlx 1. Tennessee's Previous Rehance on Provider Taxes, Donations, and the |
Dlspropomonate Share Program

In the late 1980s and early 1990s, some states took advantage of loopholes in Medicaidto
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 were then compensated for the taxes and donat;ons through either admsted payment.
rates or "Disproportionate Share" (DSH) payments.

Unhke all other Medicaid prowdcr 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 offsets this tax with 2 DSH payment equal to or larger
than the tax. This DSH payment 15 subject to federal financial participation, so at least half of
the DSH payment is federally funded. Thus, the state gains the difference between the total tax
revenue and the share of the DSH payment that it owes the hospitals (Ku & Coughlin, 1994). As
a consequence of this loophole, DSH payments grew from $1.4 billion in 1990 to $17.5 billion
in 1992. DSH funding leveled off in 1993 and 1994 due to the implementation of "The
Medicaid Voluntary Contribution and Provider Specxﬁc Tax Amendmente, of 1991", which
placed restrictions on such pracnces L , ‘

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

. Tennessee used two major provider taxes to finance Med1ca1d a hospital tax and a nursing
home tax. Beginning in 1987, Tennéssee used special lxcensmg fees and a hospital tax targeted
toward hospitals with high Medicaid utilization. These hospitals would pay the tax — all of
which would be put into state general funds for use as state Medicaid share-- and then receive in
return a8 DSH payment which would offset the tax. In 1992, the state replaced this targeted tax
with a broader, 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 mtcrided to
create a provider tax which complied with the new regulatxons that restrict the use of targeted

| prowder 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 nursing homes in two ways. For nursing facilities with Medicaid recxplents the amount of the
tax is consuiered reimbursable by Medicaid. : :

Thus, the federal government contributes over two-thirds of the nursing facilities' cost of the
tax.Is the whole 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 patients, it is assumed that the nursing facilities T pass along the tax cost to the
private patients, A "Granny Grant" program was unplcmented 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 ]994) Thus the tax, WhiCh 3 shnfted to the pat:ents is then offset by
the Granny Grant to the patient. S :

It appears that the state used the revenue from the federal matchmg 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 report sug ested 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 general fund. By FY 1992, $398 from general funds, and
$354 from provider taxes and donations. Thus, the effective state share of Medicaid
expenditures in 1992 was 16.9% of total Medicaid (Dabbs, 1993).

Second, the stite appears to have increased its provider payment rates (Dabbs, 1993). For
cxample in 1992, the obstetrical global fee in Tennessee was $750. The state raised the fee to -
$1,100 in 1993, 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. .Tts 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 Mcedlczud 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 claimed that its loss of these sources of state share

were an esthma:ted $800 million for FY 1994

Three options were considered by state ofﬁmals: raising general 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 A
program, eliminate all optional programs and services, and cut reimbursement rates. These two
options were unpopular in the state. The third option -- "restructuring Medlcald" — was
developed by a few senior state ofﬁclals ina very short penod of time.
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EXPANDING COVERAGE THROUGH STATE FLEXIBILITY:
MEDICAID OPTIONS

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:

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 orgahizations;

° Permitting benefit reductions; and

° Reducing administrative complexity (which can reduce administrative costs).
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 -

0 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 come from redirecting existing state
resources or from the federal government.



OPTIONS

Option 1

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.

Streamlining Medicaid Waivers for States that Expand Coverage

® 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.
Option 2 Providing Additional Funds to States for Expanding Coverage
Key Considerations:
® 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.
Option 3 ~ Maximum State Flexibility/Medicaid Block Grant
< siderati
) A block graﬁt program would cap federal spending on Medicaid. If the Federal
grant is insufficient, states would need to either expand state fundmg or cut
services or eligible populations.
° Uncertamy for future program growth would be borne by the states and
program recipients.
e States may reduce eligibility or benefits for groups now covered under the

program.
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EXPANDING 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:

i

. 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 states 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, howgver, on how far existing resourcesfcan 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 government would have authority to verify that states meet waiver requirements.

Key Considerations:

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.

Option 2 Providing Additional Funds to States for Expanding Coverage
Additional Federal funds would be provided to States that éxpand coverage of the uninsured.

States could be provided with substantial flexibility under this new program, but Medicaid
would remain 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:

If funds are provided on a matching basis, the States most likely to participate

" are those that already cover a significant pértion 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.

Option 3 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.

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.

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. :



