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DEPARTAMENT OF HEALTH & HUMAN SERVICES et of Batt

Washington, D.C. 20201

FEB 7 toad

T0: - Carel Rasco
Aggistant to the President

for Domestia Policy

FRO&E Kevin Thurm iﬁ::'

SUBJ: TENNCARE

Attached please find the update on TENNCARE from HCFA. TIf you

have any guestions, plecase do not hesitate to ¢all me or Bruna
Viadeck.
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"issues. Thirteen of thesc conditions were required to be satisfied before
implementation.

Terms and Conditions of the Waiver

" Blue Shield of Tennessee threat to exclude providers from their other products if they

HCFA MONITORING OF TENNCARE DEMONSTRATION

The waivers werc awarded on November 18, 1993 and the program was im_plemented on
January 1, 1994. In approving the demonstration, HCFA i‘mposed 35 special terms and
conditions on the award relating to a wide range of financial, data, access and quality

Becausé access 10 care was a critical concern, HCFA imposed requirements on the
State to protect beneficiaries from unnecessary disruptions in care.

® In areas where provider participation was ot sufficient, the fee-for-service
delivery system would be maintained.

@  Pregnant women were allowed to continue with their physicians until the baby
was delivered and for 60 days thereafter. Otber seriously ill individuals would
be able to continue with their physicians for up to 30 days after the waiver, or
until they could be reasonably and safely transferred to a managed care
organization (MCO).

‘@ Sinve none of the MCOs had contracts with the State when the original

' beneficiary plan assignments were made, HCFA required Tennessee to permit
all enrollees to have an additional 45 days to change to another MCO, if
desired. Of the approximately 690.000 Medicaid beneficiaries in the State,

‘ only about 80,000 chose to do so.
|

-We received about 1,200 letters before the award was made. Virtually all were from |

providers or provider industry groups who objected to TennCare. Their complaints

. centered around the reimbursement levels proposcd by the State, and a Blue Crosy/

did not take TennCare patients. Since the approval of the demonstration, we have
received a few phone calls and provider letters, and a handful of negative beneficiary

letters, some of which were form letters that providers had encouraged their patients to
send. We have received no negative calls or letters from bencficiary advocacy groups.

On-Site Review
i
To ascertain that the 13 pre-implementation terms and conditions of the award had

bee'n. met, a team from HCFA central and 3 regional offices, along with a Public Health
Service representative, visited Tennessee on December 12-17.
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The site visit team performed the following review aotivities during, the December trip
to Nashville:

¢ Review of contracts berween the State and MCOs to determine if all required
provisions were included;

©  Analysis of State plaus for monitoring, cvaluating, and taking action ar
necessary to improve the delivery of care; :

0 Review of State's minimum data set and plans to monitor collection of data;

o  Certification that each gcographical area in the state had sufficient provider
. capacity; and

o Tests related to the financial integrity of the TennCare project, including
~ review of State budget documents, conditions for supplemental payments to
providers, internal and external audits, and plans to monitor the financial

viability of MCOs.

A particular emphasis of the site team was the review of provider capacity. A random
selection of providers in the Blue Cross network (the Jargest of two State-wide
networks) was contactad by phone to ascertain their participation in TennCare. When a
significant number indicated that they would not participate, two review team members

“fléw to Blue Cross headquarters in Chartanooga to have them run a new provider list,
which was again tested for acouracy. The results indicated that the Blue Cross State-
wide network alone had eight times the number of primary care providers necded to
serve the Medicaid population. Of the 12 geographic areas of the state, even the one
with the least capacity had almost 5 times the number of primary care providers
needed. :

Reports on Bepeficiary Problems
There have been press reports indicating that it has been difficult for beneficiaries and
providers to contuct the State and MCOs, In response the Stale hus added personnel

. t0 meet the demand and instituted an 800-number. Several MCOs have also instituted
- 800-numbers.

All reports HCFA has received about problems beneficiaries have had in getting care
have besn inveatigated by central or regional office staff, with the cooperation of State
Medicaid staff. Tennessee newspapers have reported on two deaths. One was an AIDS
patient who was transferred from a hospital not in his MCO to another 40 miles away.

In that case, the attending physician was quoted as indicating that he would not have
- transferred the patient if he had known he was critically ill. The second death was an
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| _ 3
infant whose mother claims that she was unable to find a provider for the child. The
' State, the hospital involved, and the HCFA regioual office are investigating. A
' preliminary report should be available by Friday, February 1L

" -We are continuing to closely monitor the implementation of TennCare by sending

. 'Regional Office reviewers to the State. A financial management specialist visited

| during the week of February 1, a quality review team will visit during the week of

'February 14, and a combined regional and central office team will visit during the week
of February 28 to do exiended review of new documentation related to access and
capacity. The team will also assess whether phone access to the State and MCOs has |
improved. Additional visits are scheduled at least quarterly.
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HCFA MONITORING OF TENNCARE DEMONSTRATION

* Terms and Conditions of the Waiver

. The waivers were awarded on November 18, 1993 and the program was implementecli on
January 1, 1994. In approving the demonstration, HCFA imposed 35 special terms a’nd
conditions on the award relating to a wide range of financial, data, access and quality
issues. Thirteen of these conditions were required to be satisfied before
implementation.

. Because access to care was a critical concern, HCFA imposed requirements on the
. State to protect beneficiaries from unnecessary disruptions in care.

® In areas where provider participation was not sufficient, the fee-for-service
delivery system would be maintained.

®  Pregnant women were allowed to continue with their physicians until the blaby
was delivered and for 60 days thereafter. Other seriously ill individuals w?uld
. be able to continue with their physicians for up to 30 days after the waiver, or
until they could be reasonably and safely transferred to a managed care
organization (MCO). ‘

® - Since none of the MCOs had contracts with the State when the original
. beneficiary plan assignments were made, HCFA required Tennessee to permit
all enrollees to have an additional 45 days to change to another MCO, if
desired. Of the approximately 690,000 Medicaid beneficiaries in the State,
only about 80,000 chose to do so.

We received about 1,200 letters before the award was made. Virtually all were from
providers or provider industry groups who objected to TennCare. Their complamts
centered around the reimbursement levels proposed by the State, and a Blue Cross/
Blue Shicld of Tennessee threat to exclude providers from their other products if they
did not take TennCare patients. Since the approval of the demonstration, we have
received a few phone calls and provider letters, and a handful of negative beneficiary
letters, some of which were form letters that providers had encouraged their patien'ts to
send. We have received no negative calls or letters from beneficiary advocacy groups.

i

On-Site Review

To ascertain that the 13 pre-implementation terms and conditions of the award had
been met, a team from HCFA central and 3 regional offices, along with a Public Health
Service representative, visited Tennessee on December 12-17.
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" The site visit team performed the following review activities during the December trip
. to Nashville:

® Review of contracts between the State and MCOs to determine if all required
provisions were included,;

® . Analysis of State plans for monitoring, evaluating, and taking action as
necessary to improve the delivery of care;

e Review of State’s minimum data set and plans to monitor collection of data;

® . Certification that each geographical area in the state had sufficient provider
capacity; and

® Tests related to the financial integrity of the TennCare project, including
review of State budget documents, conditions for supplemental payments to
" providers, internal and external audits, and plans to monitor the financial

. viability of MCOs.

. A particular emphasis of the site team was the review of provider capacity. A random
selection of providers in the Blue Cross network (the largest of two State-wide
networks) was contacted by phone to ascertain their participation in TennCare. When a
significant number indicated that they would not participate, two review team members

~ flew to Blue Cross headquarters in Chattanooga to have them run a new provider list,

. which was again tested for accuracy. The results indicated that the Blue Cross State-

. wide network alone had eight times the number of primary care providers needed to

serve the Medicaid population. Of the 12 geographic areas of the state, even the one

with the least capacity had almost 5 times the number of primary care providers
needed.

Reports on Beneficiary Problems

There have been press reports indicating that it has been difficult for beneficiaries and
providers to contact the State and MCOs. In response the State has added personnel
to meet the demand and instituted an 800-number. Several MCOs have also instituted
800-numbers.

All reports HCFA has received about problems beneficiaries have had in getting care

have been investigated by central or regional office staff, with the cooperation of State

Medicaid staff. Tennessee newspapers have reported on two deaths. One was an A[IDS

patient who was transferred from a hospital not in his MCO to another 40 miles away.

In that case, the attending physician was quoted as indicating that he would not have

transferred the patient if he had known he was critically ill. The second death was an
i
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' infant whose mother claims that she was unable to find a provider for the child. The
State, the hospital involved, and the HCFA regional office are investigating. A
preliminary report should be available by Friday, February 11.

. We are continuing to closely monitor the implementation of TennCare by sending
. Regional Office reviewers to the State. A financial management specialist visited
during the week of February 1, a quality review team will visit during the week of
February 14, and a combined regional and central office team will visit during the week
of February 28 to do extended review of new documentation related to access and
capacity. The team will also assess whether phone access to the State and MCOs has
. improved. Additional visits are scheduled at least quarterly.
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" THE WHITE HOUSE
WASHINGTON ‘

Paul F. Griner, MD, FACP

President: ‘

Rolf M. Gunnar, MD, FACP .
Chair, Board of Regents , f
American College of Physicians ’
-Suite 250, 700 Thirteenth Street, NW
Washington, DC 20005

February 15, 1994

Dear Dr. Griner and Dr. Gunnar;

The President has asked me to respond to your letter dated
January 31, 1994, concerning health reform initiatives at the

state level through the HCFA waiver process, and, in particular,

. the TennCare program in Tennessee.

Your letter questions the extent to which TennCare has, in
- fact, complied with the terms of the HCFA waiver. Secretary

’

Shalala has advised me that, pursuant to its statutory duty and.
the conditions of the waiver, the Department of Health and Human

Services will closely monitor the implementation of TennCare.
- December, HCFA conducted a site visit in Tennessee. HCFA teans
-will be visiting Tennessee throughout this month to perform an

In

. extended review of new documentation related to access and

capacity. Additional visits will follow quarterly. Because the

specific concerns expressed in your letter relate to

determinations by HCFA and enforcement of HCFA waiver prov151ons
I am forwarding your letter to Secretary Shalala for any further

appropriate action.

Your letter also guestions the legality of the participation

by Blue Cross/Blue Shield of Tennessee in TennCare.
Specifically, your letter suggests that physicians have been to
that unless they participate in TennCare, they will not be
allowed to care for patients in Blue Cross/Blue Shield's
Tennessee Provider Network. Because such legal concerns are
appropriately addressed by the Department of Justice, Bernard

1d

Nussbaum, Counsel to the President, is forwarding your letter |to

the Attorney General for any appropriate action.

Flease do not heSitate to contact me if I can be of further

assistance.

Si ncerely

Carol Ra3§£ 9€%&Qﬁﬁ

Assistant to the President for Domestic

Policy

|
i
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~Carol -

'I've cleared this letter on TennCare with Steve Neuwirth. 1If you
think it's ok, it just needs to be signed. If not, I will mak¢
any changes. In addition, Steve is preparing transmittal letters

.to send to DOJ and DHHS. I expect these will be ready for
tomorrow. '

Note: because the VP's office has an interest in TennCare as
.well, I have shared the letter with Charlotte Hayes.

Lynn

,;7/,,_/
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‘ THE WHITE HOUSE

WASHINGTON

_ February 16, 1994
. -
Honorable Donna E. Shalala
Secretary
Department of Health and Human Serv1ces

200 Indzpendence Avenue, S.W.
Washington, D.C. 20201

i

Dear Secretary Shalala:

The President has received the enclosed correspond

concerning health reform initiatives at the state levelsthrough
the HCFA waiver process, and, in particular, th ennCare program

in Tennessee. .
I am forwardlng this correspondence to you for any
appropriate action.

Sincerely,

Carol Rasco
Assistant, to the Presxdent
for Domestic Policy




Carol -

‘I've cleared this letter on TennCare with Steve Neuwirth. If you
‘think it's ok, it just needs to be signed. If not, I will make
~any changes. In addition, Steve is preparing transmittal letters
~to send to DOJ and DHHS. I expect these will be ready for

- tomorrow.

'Note: because the VP's office has an interest in TennCare as
well, I have shared the letter with Charlotte Hayes.

“Lynn ;\
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THE WHITE HOUSE

WASHINGTON

Paul F..Griner, -MD, FACP
President

Rolf M. Gunnar, MD, FACP

Chair, Board of Regents

American College of Physicians

Suite 250, 700 Thirteenth Street, NW
Washingtcn, DC 20005

February 15, 1994

Dear Dr. Griner and Dr. Gunnar;

The President has asked me to respond to your letter dated
January 31, 1994, concerning health reform initiatives at the
state level through the HCFA waiver process, and, in particular,
.the TennCare program in Tennessee.

i

Your letter gquestions the extent to which TennCare has, in
fact, complied with the terms of the HCFA waiver. Secretary
,Shalala has advised me that, pursuant to its statutory duty and
‘the conditions of the waiver, the Department of Health and Human
Services will closely monitor the implementation of TennCare. !In
-December, HCFA conducted a site visit in Tennessee. HCFA teams

will be visiting Tennessee throughout this month to perform an
-extended review of new documentation related to access and
capacity. Additional visits will follow quarterly. Because the
specific concerns expressed in your letter relate to
~determinations by HCFA and enforcement of HCFA waiver provisions,
I am forwarding your letter to Secretary Shalala for any further
fapproprlate action. -

Your letter also questlons the legality of the participation

. by Blue Cross/Blue Shield of Tennessee in TennCare.

' Specifically, your letter suggests that physicians have been told
that unless they participate in TennCare, they will not be
allowed to care for patients in Blue Cross/Blue Shield's
Tennessee Provider Network. Because such legal concerns are
appropriately addressed by the Department of Justice, Bernard
Nussbaum, Counsel to the President, is forwarding your letter [to
the Attorney General for any appropriate action.

Please do not hesitate to contact me if I can be of further

~ assistance.

S ncerely

Carol Ra2§£ ; K

Assistant to the President for Domestic
Policy
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American College of Physicians

January 31, 1994

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

The American College of Physicians is deeply concemed about health reform unttanves
at the state levet through the HCFA waiver process during the period of u'ansmon to full
1mplemcnumnn of systemwide reform. We are very discouraged by the course of events
in the state of Tennessee and cannot reconcile the difference between the goals of the
Health Security Act--goals which ACP supportsr—and the debacle of TennCare. ‘

; - We have elaborated at length and repeatedly to HCFA, in letters and mceUngs our

s concems with the Tennessee program. To summarize briefly the currant sxtuanon* There
‘has been no credible evidence presented that the state has met the condmons of the
‘'wiiver. Despite HCFA assurances that managed care pians would be approved gmdua.uy
urider a carefully phased transition, all plans suddenly were certified as of January 1,
leading to enormous confusion among patients and physicians. Patients did nfot know
who their doctors were and doctors did not know whether or not they were aulthoxized
to treat patients. Throughout the entire process, before and after waiver approval, the
state has refused to consult in a meaningful way with physicians and other prquers

Because we feel so strongly about what is now happening in Tennessee and what may
_develop in other states in the near future, we cannot support the substantial authority
- granted to states in your proposed lagisiation unless the Administration can demonstraie
- thiat HCFA -approved state initiatives are consistent with the care principles of the Health
' Security Act. '

. We ask that you take the following two actions:

o Request the Secretary of HHS to provxdc you an immediate report on the
implementation of TennCare, demonstrating with data the extent of cumphancc
or non-compliance with the terms of the waiver.

.0 Request an opinion from the Attorney General on the legality of the link claimed

. by Blue Cross/Blue Shield of Tennessee berween their existng Tennessee

Lo Provider Network (covering state employees. including teachers) and participation
in TennCare. Physicians have been told that, if they do not participate in
TennCare, they will not be allowed tocare for patients in the TPN program.
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The TennCare waiver has disturbing implications for broader questions of heaith reform.
- The flexibility given to states now under the HCFA waiver process and in th:: Health
~ Security Act is substantial. This degree of latitude and responsibility prcsumcs a high
* level of competence to design and administer 2 complex system and in a manner that
enfranchises a variety of groups and individuals who arc affected by the changes being

- contemplated. The development and implementation of TennCare challcngcs the
underlymg assumption that starcs can be relied upon to act in good faith, compet:nce and
in a consuitative manner.

. State responsibilities under the Health Secumy Act are substantial--for example, ©
establish health ailiances, to guarantee payments to alliances, and to certify the quality

- and financial solvency of heaith. plans. States must nevertheless mw; these
responsibilities under explicit federal guidelines. The final version of the Halth Security
Act must retain this balance between state ﬂe:ublhty and a strong federal framework and
oversight.

~ Our greatest concem now is the transition period beforc and after health reform

. legisladon is passed. The College urges the Administration to issue specific and rigorous
guidelines that will assure that states move in a direction consistent with the pnncxples
of the Heaith Security Act. Otherwise, the ACP believes that irreparable harm may be
done in the many states now considering health reform initiatives.

‘We urge you to provide assurances that the Administration will exercise its prerogatives
in the waiver process to -assure that state initiatives in fact, and not just izi;rhetoric,
* implement the principles of heaith care reform, including universal ’coverage,
comprehensive benefits, adequate financing, an emphasis on preventive and pnmaxy care,
faimess in negotiations between insurers and providers, and freedom of choice for
patients and providers. Another TennCare disaster would seriously undermine the
mutuaily held goals of the Administration and the College.

NI YY

Paul F. Griner, MD, FACP Rolf M. Gunnar, MD, FACP
President Chmr,‘Board of Regents
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HCFA MONITORING OF TENNCARE DEMONSTRATION

. Terms and Conditions of the Waiver

" The waivers were awarded on November 18, 1993 and the program was implemente(fi on
January 1, 1994. In approving the demonstration, HCFA imposed 35 special terms and
conditions on the award relating to a wide range of financial, data, access and quallty
issues. Thirteen of these conditions were required to be satisfied before
implementation. :

" Because access to care was a critical concern, HCFA imposed requirements on the
State to protect beneficiaries from unnecessary disruptions in care.

e In areas where provider participation was not sufficient, the fee-for-service
- delivery system would be maintained. :

® . Pregnant women were allowed to continue with their physicians until the baby

- was delivered and for 60 days thereafter. Other seriously ill individuals would

~ be able to continue with their physicians for up to 30 days after the waiver, or

until they could be reasonably and safely transferred to a managed care
organization (MCO).

® . Since none of the MCOs had contracts with the State when the original

" beneficiary plan assignments were made, HCFA required Tennessee to permit

- all enrollees to have an additional 45 days to change to another MCO, if

- desired. Of the approximately 690,000 Medlcald beneficiaries in the State|

only about 80,000 chose to do so.

We received about 1,200 letters before the award was made. Virtually all were fron
providers or provider industry groups who objected to TennCare. Their complaints
centered around the reimbursement levels proposed by the State, and a Blue Cross/
Blue Shield of Tennessee threat to exclude providers from their other products if they -
did not take TennCare patients. Since the approval of the demonstration, we have |
teceived a few phone calls and provider letters, and a handful of negative beneficiary
letters, some of which were form letters that provxders had encouraged their patients to
send. We have received no negative calls or letters from beneficiary advocacy groups.

—

On-Site Review

To ascertain that the 13 pre-implementation terms and conditions of the award had
been met, a team from HCFA central and 3 regional offices, along with a Public Health
Service representative, visited Tennessee on December 12-17.




The site visit team performed the following review activities during the December trip
to Nashville:

®  Review of contracts between the State and MCOs to determine if all required
* provisions were included;

® ' Analysis of State plans for monitoring, evaluating, and taking action as
' necessary to improve the delivery -of care;

® Review of State’s minimum data set and pians to monitor collection of data;

e . Certification that each geographical area in the state had sufficient provider
capacity; and

® Tests related to the financial integrity of the TennCare project, including

" review of State budget documents, conditions for supplemental payments to

- providers, internal and external audits, and plans to monitor the financial

. viability of MCOs. ‘
A particular emphasis of the site team was the review of provider capacity. A random
selection of providers in the Blue Cross network (the largest of two State-wide
networks) was contacted by phone to ascertain their: participation in TennCare. When a
significant number indicated that they would not participate, two review team members
flew to Blue Cross headquarters in Chattanooga to have them run a new provider list,
which was again tested for accuracy. The results indicated that the Blue Cross State-
wide network alone had eight times the number of primary care providers needed to
serve the Medicaid population. Of the 12 geographic areas of the state, even the one
with the least capacity had almost 5 times the number of primary care providers
needed.

Report:é on Beneficiarv Problems

There have been press reports mdlcatmg that it has been difficult for beneflclanes and
providers to contact the State and MCOs. In response the State has added personnel
to meet the demand and instituted an 800-number. Several MCOs have also instituted
800-numbers.

All reports HCFA has received about problems beneficiaries have had in getting care
have beern investigated by central or regional office staff, with the cooperation of State
Medicaid staff. Tennessee newspapers have reported on two deaths. One was an AIDS
patient who was transferred from a hospital not in his MCO to another 40 miles awlay
In that case, the attending physician was quoted as indicating that he would not have
transferred the patient if he had known he was critically ill. The second death was an




infant whose mother claims that she was unable to find a provider for the child. The
. State, the hospital involved, and the HCFA regional office are investigating. A
prehmmaw report should be available by Friday, February 11.

- We are contmmng to closely monitor the 1mplementat10n of TennCare by sending

Regional Office reviewers to the State. A financial management specialist visited

during the week of February 1, a quality review team will visit during the week of

February 14, and a combined regional and central office team will visit during the week

of February 28 to do extended review of new documentation related to access.and
~capacity. The team will also assess whether phone access to the State and MCOs has

- improved. Additional visits are scheduled at least quarterly. '

1
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Re: (: TennCare *
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. Attached is an update on TennCare.
" have any questions.

Pleése give me a call if y

ou
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ABC News, 60 Minutes, Cable News Network, and USA Today are
currently in Tennessee interviewing Tennessee officials,
phyeloians, and others about the TennCare demonstration, which
was implemented January 1, 1994. We understand that they are
inteiested in investigating the deaths of two Tenncare enrellees
and in potentially comparing Tennessee's health reform approach
with the Health Security Act proposal.

Additionally, Congreseman Dingell's staff has informed HCFA that
the Congressman has asked the General Accounting Office to do an
lavaestigation vl TeuuCarw.

As wa reported last week, both the State and the HCFA regional
office have investigated the two deaths. In the case of the AIDS
patient, the physician indicates that he would not have
transferred the patient if he had known he was critically ill;

it appears that the physician ordered the transfer believing that
it was appropriate.

In the other case, involving a baby, the regional office has
investigated the mother'’s complaint that the hospital involved,
Jackson Memorial Hospital, had initially turned her away because
it does not participate in TennCare. The regional office was
unable to find any violation in this case of the "anti-dumping”
rules, which require hospital emergency rooms (ERs) to treat any
seriously i1l patient, regardless ¢f insurance coverage. Despite

- normal ER prooecdurc, which would have patients logged in for
services, the hospital FR had no record of a visgit by the mother
of the baby on the date claimed.

The state has further investigated the mother's allegations that
she was$ refused treatment at a non-participating clinic. The
State's report is currently with the Commieeioncr of Health for
Tennesgee and is expected to be released soon.  Separately, the
HCFA regional office met several times during the week of
February 14 with Blue Cross Blue Shicld of Tennessee, the managed
care olganization (MCO) in that area of West Tennessee, to ‘
detormine if the TennCare enrollee would have had an easy-to-
access means of finding a participating phyeician or cliniec,

Becausa of concern about possible access problems in west
Tennessee, the HCFA regional office is calling every TennCare
participating physician to verify that adequate numbers of
physicians are participating, particularly primary care
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physicians. That effort should be completed in the next few
days.

Issues have boon raised to our attention concerning the
consistency of the Health Security Act and TennCare. For
example, in a recent letter, the American College of Physicians
made spcuific requests of the President with respect to this |
issue (see attached).

The TennCare waiver has some elements that are consistent with
the Health Security Act, including covering the uninsured and an
emphasis on more managed care. Fundamentally, though, TennCare
.is-a much more limited reform, focusing on changing the health
care delivery system for Medicaid eligibles and the uninsured
rather than broader reform. Some significant elements of HSA are
inot included; for example, there are limited choices of providers
.and plans in many of the areas and the plans do not bear risk
under the current waiver. -

‘Many of the problems of beneficiary confusion and provider
opposition may have arisen because of the short timeframe for
implementatlion and enrcllment of providers and beneficiaries. |In
addition, providers, particularly physicians' groups, object to
the State's alleged unwillingness to work with them in developing
the proposal. They also object to contract provisions of

Tennessee¢ Blue Cross/Blue Shield that require physicians to
‘participate in TennCare as a condition of continuing in the BC/BS

‘provider network.
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Health Care Financing Administration

'3]4-G Hubext H. Humphrey Building
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: D‘aar Bruce:

I‘mfmamﬂmmmmmmuqmﬁmofmmme
waiver, which continues % be a serious concern in its own right and in relation to heaith
care reform. Actions taken by the Administrazion on the two requests made in the letter

wﬂbempommmaddmmg&emofmw We hope to have an
mdmmmsmwmmwhmmm

peissible.
Thanks very much l'otmcuuidmﬁm‘dtb&‘m.
Sincezely, | "

Dobn |
John R. Rall, MD, ID, FACP
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- Amstican College of Physicians
January 31, 1994

The Presideat
The White House
‘Washingtoa, D.C. 20500

Dear Mz, President:

mmmammwwymwmmmmmmmum
at the state level through the HCFA waiver process during the period of transition w full
implementution of systemwide refarm. We are very discouraged by the course of events
in the state of Tennessce and cannot reconciie the difference between the goals of the
Hezlth Security Act—gosls which ACP supports—and the debacle of TeanCare.

. We have elsboruted at ieagth and repeatedly to HCFA, in Istters and meetings, ocur
. concerns with the Tennessse program. To summarize briefly the current sitvation: There
mMmmﬁbmemmmmmmamﬂmmofme
~ waives. Despite HCFA assurances that managed care plans would be approved gradually
under a carefully phased transition, ail plans suddenly were certified as of Januvary 1,
- leading to enormous confugion among patients and physicians. Patients did not know
- 'who their doctors were and doctors did nat know whether or not they were authorized
o treat patients. Throughout the entire process, before and after waiver approval, the
:mmmmMﬁquywkhphMmmmm

mwrumwymmumwmrmwwrmmy

. develop in other states in the near future, we cannot support the sybstantial authority
{ranted to states in your proposed legislation unless the Adminigration can demorstrare
that HCFA-approved state initiatives are consistent with the core principles of the Health
Security Act. ‘

;%mmmmﬁcfoﬂo«mmaﬁm

e Requéc&e%e&ryofiﬂﬁbpmﬁdsmmim@mbmnmdm
1mpmmdrm&mmmmmmmwfmmpime
or non-compliance with the terms of the waiver.

¢ Request an opinion from the Attorney General on the legality of the link claimed

- by Blue Cross/Blue Shield of Tomessee between their existing Tenmesses

Provider Network (sovering stats employees, including teachers) and participation

in TennCare. Physicians have been told that, if they do not participate in
TennCare, Mw:ﬂaoebodlowdmmforpanmmmtheTPNpmgmm
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The TenaCare waiver has disturbing implications for broader questions of heaith reform.
The fDexibility given to states now under the HCFA waiver process and in the Health
Security Act is substantal. This degree of latitude and responsibility presumes a high
level of competence to dasign and administer a complex system and in 2 mannper that
enfranchises a variety of groups and individuals who are affected by the changes being -

- - contemplated. The development and implementation of TennCare challenges the

. mmwnmwmumummmmmmm.mmm
in a consuitative manner.

smmmmmmmm::ew—fmmpgm
. establish health alliances, to guarantec payments to alliances, and o certify the quality
' and finmncial solvency of haalth plans. States must nevertbeless mot these
© responsibilities under explicit federal gnidelines, The final version of the Health Security

Acamusmmmsinhmewmsmeﬂmhmyandamfe&ufmmmkmd
. oversight,

Qur greatet concern now is the transition period before and after health reform
legislation is passed. The College urges the Adminigtration % issue specific and rigorous
guidelines that will assure that states move in a direction consistent with the principles
of the Health Security Act. Otherwise, the ACP believes that irreparable harm may be
dane in the many swses now considering health reform initiatives.

Wcummmpmumﬂmmmmmmmmmm
in the waiver prucess to assure that state initiatives in fact, and not just in chetoris,
implement the principies of heaith care reform, including universal coverage.
. comprehensive benefits, adequate financing, an emphasis on preventive and primary care,
. fairmess in negotiations between insurers and providers, and freedom of choice for
‘ patients and providers. Another TennCare disaster would sericusly underruine the
muﬂnﬂyheldgmlsdtheMmmuuaﬁmaﬂﬁnColbge

: Sincerely,
QRueilpiL,

" Panl F. Griner, MD, FACP Roif $1. Gunnar, MD, FACP
. President Chair, Baard of Regents

TOTEL. P



,TO: ‘ 'Carol Rasco

"FROM: Jennifer Klein
RE:

Just a note to let you know that HHS called to ask me to
help them answer this letter. I spoke with Steve Neuwirth who
agreed that I should simply tell HHS that they should respond to
,the letter as they think appropriate.
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'THE‘WH,ITE.: HOUSE

WASHINGTON

February 16, 1994

Honorable Donna E. Shalala

Secretary

Department of Health and Human Services
200 Independence Avenue, S.W.
wWashington, D.C. 20201

Dear Secretary Shalala:

The President has received the enclosed correspondence
concerning health reform initiatives at the state level through
the HCFA waiver process, and, in particular, the TennCare progranm
in Tennessee. : : :

I am forwarding this correspondence to you for any
appropriate action.

t

Sincerel?,

: ' Carol Raépo
Assistant to the President
for Domestic Policy
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THE WHITE HOUSE

WASHINGTON

Paul F. Griner, MD, FACP

President

Rolf M. Gunnar, MD, FACP

Chair, Board of Regents

American College of Physicians

Suite 250, 700 Thirteenth Street, NW .
Washington, DC 20005

February 15, 1994

Dear Dr. Griner and Dr. Gunnar:

The President has asked me to respond to your letter dated
January 31, 1994, concerning health reform initiatives at the
state level through the HCFA waiver process, and, in particular,
the TennCare program in Tennessee.

Your letter guestions the extent to which TennCare has, in
fact, complied with the terms of the HCFA waiver. Secretary
Shalala has advised me that, pursuant to its statutory duty and
the conhditions of the waiver, the Department of Health and Human
Services will closely monitor the implementation of TennCare. In
December, HCFA conducted a site visit in Tennessee. HCFA teams
will be visiting Tennessee throughout this month to perform an
extended review of new documentation related to access and
capacity. Additional visits will follow quarterly. Because the
specific concerns expressed in your letter relate to
determinations by HCFA and enforcement .of HCFA waiver provisions,
I am forwarding your letter to Secretary Shalala for any further
appropriate action.

Your letter also questions the legality of the participation
by Blue Cross/Blue Shield of Tennessee in TennCare.
Specifically, your letter suggests that physicians have been told
that uniess they participate in TennCare, they will not be
allowed to care for patients in Blue Cross/Blue Shield's
Tennessee Provider Network. Because such legal concerns are
appropriately addressed by the Department of Justice, Bernard
Nussbaum, Counsel to the President, is forwarding your letter to
the Attorney General for any appropriate action.

Please do not hesitate to contact me if 1 can be of further
assistance. ,

S cerely,

Carol Ragg{ C H

Asgistant to the President for Domestic
Policy
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American College of Physicians
January 31, 1994

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

The American College of Physicians is deeply concerned about health reform initiatives
at the state level through the HCFA waiver process during the period of transition to full
implementation of syswmwide reform. We are very discouraged by the course of events
in the state of Tennessee and cannot reconcile the difference between the goals of the
Health Security Act—goals which ACP supports—and the debacle of TennCare.

We have elaborated at length and repeatedly to HCFA, in letters and mestings, our
concerns with the Tennesses program. To summarize briefly the current situation: Thete
has been no credible evidence presented that the state has met the conditions of the
waiver. Despite HHCT A assurances that managed care pians would be approved gradually
under a carefully phased transition, all plans suddenly were certified as of January |,
leading to enormous confusion among patieats and physicians. Patients did not know
who their doctors were and doctors did not know whether or not they were authorized
to treat patients. Throughout the entire process, before and after waiver approval, the
state has refused to consult in a meaningful way with physicians and other providess.

Because we feel so strongly about what is now happening in Tennessee and what may
develop in other states in the near future, we cannot support the substantial authority

- pranted to states in your proposed lagisiation unless the Administration can demonstrae
that HCFA-approved state inidatives are consistent with the core principles of the Health
Security Act. '

We ask that you take the following two actions:

o Request the Secretary of HHS to provide you an immediate report on the
implementation of TennCare, demonsmrating with data the extent of compliance
or non-compliance with the tarms of the wajver.

e Request an opinion from the Anotney General on the legality of the link claimed
by Blue Cross/Blue Shield of Teanessee berween their exising Tennessee
Provider Network (covering state employees. including teachers) and participarion
in TennCare. Physicians have been told that, if they do not participate in
‘ TennCare, they will not be allowed to care for patients in the TPN program.
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The TennCare waiver has disturbing implications for broader questions of health reform.
The flexibility given to states now under the HCFA waiver process and in the Health
Security Act is substantial. This degree of latitude and responsibility presumes a high
level of competence to design and administer 2 complex system and in 2 manner that
enfranchises a variety of groups and individuals who are affected by the changes being
contemplated. The development and implementaton of TennCare challenges the

underlying assumption that states can be relied upon to act in good faith, competence and
in 3 consultative manser.

State responsibilities under the Health Security Act are substantial-for example, w0
establish health alliances, to guarantee payments to alliances. and to centify the quality
and financial solvency of health pians. States must nevertheless mest these
responsibilities under explicit federal guidelines. The final version aof the Hezlth Security
Act rust rewin this balance between stare flexibility and a sorong federal framework and
oversight. :

Our greatest concem now is the transition period beforc and after health reform
legislation is passed. The College urges the Administration to issue specific and rigorous
guidelines that will assure thar smtes move in a direction coasistent with the principles
of the Health Security Act. Otherwise, the ACP believes that irreparable harm may be
done in the many states now considering heaith reform initiatives.

We urge you to pravide assurances that the Administration will exercise its prerogarives

in the waiver process to assure that state initiatives in fact, and not just in rhetoric,

implement the principles of health care reform, including universal coverage,

comprehensive benefits, adequate financing, an emphasis on preventive and primary care,

fairness in negotiations berween insurers and providers, and freedom of choice for

padents and providers. Another TennCare disaster would seriously undermise the
. mutuaily held goals of the Administration and the College.

Sincerely,

: .": y LWQ %
Paul F. Griner, MD, FACP Rolf . Guanar, MD. FACP

President Chair, Board of Regents
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February 23, 19%4

NOTE TO JO IVEY BOUFFORD

At the Indian Health briefing today, I asked Cliff Wiggins from
the IHS when he expected the consultant's report on the actuarial
study on American Indians. He said it should be out in the next
week or twe. I suggested that he contact your office to arrange
a briefing for you and Phil (if he's interested). Unless you
tell me otherwise, I will assume that you would like to be
involved. You should hear from IHS fairly soon.

-Question for the day:

.

How does the Health Security Act differ in its treatment of
American Indians and veterans? '

Answer:

The Department of Veterans Affairs gets over $3 billion in
startup funding.

Seriously, the questions I hear from the ‘Hill have to do with:
1) the 1895 budget and FTE reductions; and 2) concern about
startup for the Indian plans. (They haven't figured out offsets
yet.) :

Let me know if you need any additional information.

cc: Bill Corr ‘
Susanne Stoiber »



MEMORANDUM
TO: ROY NEEL
v/ CAROL RASCO
IRA MAGAZINER
CHARLOTTE HAYES

FROM: JOHN HART
DATE: JUNE 15, 19993 |
RE: (:g%ggESSEE AND HEALTH CARE REFORM

e s s s o s e

Attached is the briefing memo in preparation for the
President’s meeting with Governor McWherter tomorrow on the
Tennessee Waiver Request. I have consulted with relevant
officials at H.H.S. and in Tennessee. If you have any questions,
please call. ‘ ' . ‘




June 15, 1993
MEETING WITH TENNESSEE GOVERNOR NED RAY MCWHERTER

DATE: June 16, 1993
LOCATION: Oval Office

TIME: 4:30 to 5:00 p.m.
From: John P. Hart

I. PURPOSE

Governor McWherter has requested a meeting with you and the First
Lady to discuss "TennCare," Governor McWherter’s health care
reform proposal, and to formally present the Administration with
its Medicaid waiver request. Following this meeting, Governor
McWherter will meet with Secretary Shalala at HHS.

II. BACKGROUND

A. Waiver Discussions with Clinton Administration

Tennessee is one of a growing number of states that are preparing
comprehensive waiver requests as part of their state health care
reform efforts. The waiver will be set forth in papers you will
receive at your meeting, and Governor McWherter would like a 45
to 60 day time frame for a decision on the waiver.

On March 24, 1993 the Governor’s office sent a "concept paper" to
HHS that outlined their idea for a waiver. HHS responded the
next week, and several communications ensued, concluding with a
May 27 telephone conversation between Secretary Shalala and
Governor McWherter.

The White House Intergovernmental Affairs Office has worked with

Tennesscee state officials and officials at HHS over the past
several weeks to facilitate Tennessee’s waiver request.

"B. Health Care Reform

As you are aware, in addition to the several briefings conducted
to date between Ira Magaziner, Judy Feder, and members of the
bipartisan panel of Governors, gubernatorial staff members have
had extensive discussions with members of the working groups in
an attempt to resolve state-federal issues.

Governor McWherter will be one of the ten Governors attending
DGA’s Vermont Issues Conference on Thursday (June 17). The
Issues Conference will focus exclusively on health care reform,
and Governor McWherter will be joined there by Governors Romer
(co), Chiles (FL), Carnahan (MO), Walters (OK), Roberts (OR),



Rosello (PR), Sundlun (RI), Dean (VT), and Wilder (VA). The
Administration will be represented there by The First Lady, Ira
Magaziner and John Hart.’

III. PARTICIPANTS :

The President

The First Lady

Governor McWherter

Governor’s Aide (possible)

(Governcr McWherter will drop-by to visit the Vice President
after the Oval Office meeting.) '

IV. PRESS PLAN

No Press.

V. SEQUENCE OF EVENTS

Open thirty-minute discussion.

VI. REMARKS

We recommend that you tell Governor McWherter that (1) you will
ask HHS to give serious and timely consideration to the waiver
request, (2) HHS will work closely with the Governor’s office on
it, and (3) you will ask HHS to review the request on an
expedited basis, but yvou should not commit to a specific time
frame for a decision.

In closing, it would be helpful both to remind Governor McWherter
of our important federal/state partnership, as evidenced by the
extensive consultations between him, his staff, and the
Administration, and to stress the need for his support of our
reform legislation. '

VITI. ADDITIONAL MATERIALS

Attached is biographical information on Governor McWherter, as
well as background information on health care reform in his state
and the proposed Medicaid waiver.



GOVERNOR NED RAY MCWHERTER (D - TENNESSEE)
(widower; two children)

A. Backgrbund

Governor McWherter was born in Palmersville, Tennessee
in 1930 and grew up during the Depression on a small farm, where
his parents were sharecroppers. He later operated several small
businesses and a farm, and was elected to the Tennessee House of
Representatives in 1969. He served there until he was elected
Governor in November 1986, with a record seven consecutive two-
yvear terms as House Speaker.

B. "TennCare"

Background: In an address to’'a joint session of
Tennessee’s General Assembly on April 8, 1993, Governor McWherter
unveiled his proposal for health care reform in Tennessee, which
he has called "TennCare." TennCare is a managed competition
proposal that would replace Medicaid and provide insurance to the
one million current Medicaid recipients, as well as to an
estimated 500,000 uninsured working poor in Tennessee. It uses
community rating and prohibits pre-existing condition exclusions.

The plan, which would require a Medicaid waiver, would
allow citizens to chose from participating TennCare provider
networks which would include the present Blue Cross network for
state employees, the HMOs presently operating and planned for the
Medicaid program, and other qualifying plans. Health care
providers would be required to accept TennCare as a condition of
participation in any state or state-administered federal health
care program.

Enrollment: Employers would be encouraged (no mandate)
to enroll and provide payroll deduction of premiums for all of
their employees and dependents (full and part-time), to the
extent they are not eligible for coverage in an employer
sponsored health plan. State government would enroll all
citizens who are eligible for Medicaid, all eligible recipients
of unemployment compensation who are not covered under another
health plan, and Tennesseans who were not covered by employers as
of March 1, 1993. Community Health Agencies ("CHAs") would
enroll eligible citizens who were not enrolled by state agencies
as described above.

Cost: The individual cost for TennCare would be
approximately $1600 annually (premiums and co-pay). Participants
at or below the federal poverty level would not pay; participants
between 100% and 400 to 500% of the poverty level would pay on a
sliding scale (at 200% of the poverty level, participants would



pay 20% of the full cost ($320)). Benefits would be the same as -
under the state group insurance plan, but the deductible would be
$1,000 - considerably more than the state plan, and no

deductlkles or co-pay would be required for preventive services.
]

Global Budget: TennCare tries to set a global budget
for health care. Each community would be separately rated and
all private health insurance plans would be encouraged to limit
the amount their premiums (including deductibles and co-pay)
could grow in future years to a rate not exceeding growth in the
state’s economy. Each plan within a community would be given a
per capita spending target, with any plan that exceeds its target
expenditure prorated back to the target. (Any plan producing a
savings would be permitted to dlstrlbute the savings among its
prov1ders )

Funding: 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 a rate not to
exceed Medicaid expenditures, which are currently increasing at
8.3% annually. In addition, TennCare "pools" all of the state’s
health care programs for the poor, in order to avoid "fragmenting
resources." : ;

Reducing Taxes: Currently, Tennessee hospitals pay a
services tax of 6.75% of gross patient charges ($140 million
annually). The TennCare proposal begins with a recommendation
that this tax be eliminated on April 1, 1994. Governor McWherter
calls the tax "disruptive," and has said that "from that day
forward, Tennessee will pay for indigent health care with the
same conservative financial policy we use for all programs of
state government."

Cconclusion: Governor McWherter sees TennCare - as
"blending very nicely" with the Clinton Administration’s plan; he
is convinced that TennCare will work, and that it will save the
federal government money. He will also stress that Tennessee has
no viable (practical?) alternative - those being huge tax
increases and/or massive cuts in health care, at a time when the
trend is toward more comprehensive care.

HHS, on .the other hand, has several concerns about
TennCare,, including: (1) questions about Tennessee’s figures for
budget neutrality; (2) concern that the state uses savings it
expects to receive as a proposed source of revenue (if the plan
does not work well, who will fund it?); (3) eligibility is not
limited -~ if TennCare attempts to cover all uninsured, regardless
of income level, it could give employers an excuse to not cover
their employees; (4) the $1,000 deductible might unfairly limit
participation in TennCare; and (5) regarding proposed Medicaid
co-payments, there is a question as to whether HCFA can legally



waiveé provisions of the law that prohibit imposing any form of
co-payments on Medicaid beneficiaries.

C. Tennessee’s Medicaid Waiver Request

In order to implement TennCare, Tennessee will need a
Section 1115 Demonstration Waiver from HHS, an extensive waiver,
similar to the waiver Oregon received in March 1993. The waiver
will be expressly set forth in papers you will receive at your
meeting with Governor McWherter.

Governor McWherter would like a 45 to 60 day time frame
for a decision on the waiver.! (He wants to implement TennCare
beginning January 1, 1994.) This is seen as a rather tight
timetable for HHS, given that it is currently reviewing waiver
requests for Hawaii and Kentucky, and it expects requests soon
from Florida and Minnesota.

We recommend that you tell Governor McWherter that (1)
you will ask HHS to give serious and timely consideration to the
waiver request, (2) HHS will work closely with the Governor’s
office on it, and (3) you will ask HHS to review the regquest on
an expedited basis, but you should not commit to a specific time
frame foir a decision.

By way of comparison, Oregon made its waiver request to
the Bush Administration in August 1991 and re-submitted
the request in November 1992. The request was approved
on March 19, 1993 - - two months after President
Clinton took office.
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STATE OF TENNESSEE

DEPARTMENT OF FINAVCE AND ADMINISTRAFION
STATE CAPITOL
NASHVILLE, TENNESSEE 37243-0285

DAVID L. MANNING ;
COMMISSIONER November 24, 1993

Mr. Bruce Vladeck

Administrator

Department of Health and Human Services
200 Independence Ave.S. W.
Washington, D. C. 20201

Dear Bruce:

I want to take this opportunity to thank you and your Stdff for your cooperatxon and
assxstam,c as we successfully worked through the issues assomatcd with the TennCare
Waiver, Having served in government for an extended pcnod of time, I am well aware of
the difficulties associated with a new Administration’s first year in office. Given the
complexity of our waiver, the number of other waiver requests you had pending and your
efforts to reorganize your staff, I know this has been a challenging time and 1 am
particularly appreciative of the personal attention that you gave to TennCare.

Ilook forward to continuing to work with you as we implement TennCare in 2 manner
which will better serve the people of this state and reflect well upon both of our

governments. 1 wish you the best as you and your staff continue to deal with the issucs of
health car¢ reform. «

Singgrely, ;
David L. Manning | _ | VE—/
cc: Governor Ned McWherter

- Secretary Donna Shalala .
As. Carol Rasco

DLM:ep
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STATE OF ILNNES‘«}I‘E

Dhl’AR’I MENT OF FINANCE AND ADMINISTRATION
STATE CAPITOL
* NASHVILLE, TENNESSEE 3’?:243-0285

DAVID L. MANNING f
COMMISSIONER November 29, 1993

Ms. Kathi Way -

Special Assistant to the President
for Domestic Affairs

Old Executive Office Building

Room 218

The White House -

1600 Pennsylvania Avenue, N. W.

Washington, D. C. 20500

Dear Kathi:

Please accept our sincere appreciation for your assistancc as we successfully ncgotiatcd
the TennCare Waiver. It was very comforting to know that we had someone in the White
House who both understood the President's health care Ob_] ectives and the state's need for
ﬂex1bnllty in addressing this enormous issue.

If I may be of assistance to you, please do not hesitate to%call on me.

Sipegrely,

David L. Manmng

DLM:ep , s
a25 - '

cc: ove:morvNed McWherter
s. Carol Rasco

® rEcYcLED PARER



THE WHITE HOUSE

WASHINGTON

| " DETERMINED TOBEAN
W . ADMINISTRATIVE MARKING

TO: Mack McLarty oo : mﬂﬂALS;:EaL,DﬂTEt‘HNon
o Roy Neel . 1 T
Kathi wWay A :

Nancy Hernreich
FROM: Carol H. Rasco
SUBJ: Tennessee

DATE: November 4, 1993

Attached is a very thorough memo on the Tennessee situation for
those of you who want to read this much detail. In summary, HCFA
has made what I consider based on my knowledge a very fair offer
back to Tennessee. I say fair based on financial integrity,
client protection, and the protection of 'our health care reform
efforts. HCFA is waiting now on answers/questions from
Tennessee. ' :

I will continue to keep you posted and hope you will do the same
should you hear from any of the parties. Many thanks!

4
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DEPARTMENT OF HEALTH & HUMAN SERVICES ' Heaith Care Financing Administration-

- L The Administrator
, , Weshington, D.C. 20201
November 4, 1993

‘NOTE TO CAROL RASCO } | W
_ FROM:  Bruce C. v1adecE:i?leﬁf”"""ﬂd"ﬂﬂ
Administrator, Hedlth Care Financing administration

t DETERMINED TO BE AN
_ SUBJECT: Tenn{are Waiver Proposal _Sta:;tus ADM!N ISTRATIVE MARKING

' EALS TBo DATE U)oy
As you know, HCFA has been reviewing a proposal from the State ©
Tennessee that would waive Federal Medicaid requirements in order
-te provide coverage to Medicaid eligibles and uninsured in the
State. While we are making every effort to provide maximum
flexibility to states as they redesign their health care delivery
~systems, we have been concerned about the financing approach,
benaficiary confusion, and the implemantation schedule that the
State has promoted. The State has provided responses to a numbear
.of our questions about TennCare, most recently on October 28,
The Govérnor is pressing for a positive decision right away.

Last night we laid out for Tennessee the conditions under which
we would approve a waiver. (Attached ig the material we faxed to
~them.) The following are the key features of our offer, along:
with the reactions I expect from the State:

o HCFA Qffer: oOur approach reflects significant movement on
our part in three areas since the State's original proposal.
we have agreed to (1) provide limited Federal matching funds
for a new form of Certified Public Expenditures {CPE); (2)
provide limited Federal matching funds for services provided
to residents of institutions for mental diseases (IMDs),
consistent with the Health Security Act, and (3) allow
certain premium payments by patierits who would not otherwise
be eligible for Medicaid to count as the State's share of
Medicaid costs. We have endeavored to limit the precedent
these three developments might set in other states, although
it is probably not possible to eliminate it.

Expected Reaction: The State should regard the first item
as a positive development, and will perceive some
improvement on the second item. On ithe third item, we had
previously communicated our position to them, but they had
argued against the very reasonable limitation we had placed
on them. Our most recent response reiterates our position,
which they will not regard as progress.

o HCFA Offer: We clarified to the State that we will not
provide Federal match for capitation payments for
individuals who are eligible for TennCare but not enrolled
in the program. However, I should riote that we are prepared
to match the costs of uncompensated care (similar to
digproportionate share paymenta) teo the extent that these
are actual State cash expenditures that account for cogts
borne by participating providers.
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Exgectad Reactlon' AsS we discussea in our meeting the other
day, the State's latest proposal suggests that they may
regard this a new and significant restriction, even though
it should have been obviocus to them based on all our
previous statements. Tennessee may be interested in our
alternative, but may have difficulty raising the State
resources to support this approach

.0 HGFA Offer: Rather than dictating an implementation date to
the State, we outlined for them the process we would require
prior to implementation. In addition, we will reguire them
to repeat the enrollment/plan selection process after
contracts with providers have been signed and approved by
HCFA.

Expected ion: We are mildly optimistié that the State
will react positively to this approach.

0 HCFA Offer: We had previcusly argued that Tennessee must
increase the capitation rate to providers because it is not
adeqguate to ensure accegs and quality of care. (This is the
core issue that has prompted 100-200 letters to us per day
firom Tennassee physicians.) In our new approach, we agree
that HCFA should not be in the position of dictating
Médicaid rates to statee (a position with which we were
never entirely comfortable), but we raquire that the State
be able to assure access and monitor qual;ty in the TennCare
program. .

Expected Reaction: Should be positive.

Finally, it is importent to note that, even if Tennessee concurs
with all of our conditlons, the State still has a shortfall of
funds for the program. Estimates of the magnitude of the
shortfall can vary widely depending upon assumptions about the
number of enrollees, treatment of CPE, capitation rates, and the
need for any supplemental pocls, but it i1s in the range of $100-
$350 million per year.

The State will probably view the limitations that we have listed
‘as significant. Nevertheless, these limitations are essential to
assure that we maintain the current percentage shares of
financing borne by the Federal and State governments and to
protect beneficiaries during the transition.

We are preparing additional background documents and talking
points on these issues for you to share with your colleagues.

¢t Kevin Thurm
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HCFA POSITION ON TENNCARE ISSUES

- The following provides details of our position on TennCare financing. These details reflect
_our longstanding view that we may only match allowable costs, rather than the originally-
. proposcd block grant approach. We also provide further specification of our matching
.~ palicy for certified public expenditures. In addition, we prcmde additional clarification on
- several non-financing issues. 4

-~ Financing Issues

O

We will provide Federal Financial Participation (FFP) at thc applicable

" Federal medical assistance percentage (FMAP) for the actual capitation

paymeats made by the State to the Managed Care Organizations (MCOs) for

‘sach TennCare enrollee.

We will provide FFP at the applicable FMAP for actual expenditures certified
by public hospitals for TennCare enrollees only to the extent that the public
hospxtal is able to document that it has an actual expenditure for providing
service to a TennCare enrollee which exceeds the amount paid to that
hospital from the MCO for the cost of providing the service to that TennCare
enrollee.

These public hOSpital expenditures will be matched on an as-incurred basis,
not paid as an add-on to the capitation rates.

We will provide FFP at the applicable FMAP for actual cxpenditures for
providing services to a TennCare enrollee residing in an IMD for the first 30

~ days of an inpatient episode, subject to an aggregate annual limit of 60 days.

We will provide FFP at the applicable matching rates (FMAP and
administrative rates) for the actual ongoing non-TennCare costs (i.c. long-
term care, HCBS waivers, Medicare cost shanng administration) of the
Medicaid program. '

We will provide FFP for supplemental pools only to the extent that FFP
matches actual State cash expenditures to account for costs borne by
participating providers.

Premium revenues must be offset on an individual by individual basis, not in
the aggregate, as the State has proposed. Any premium payments paid by an
individual TennCarc corollee in excess of the State share of the State’s
capitation payment made to the MCO on behalf of that individual TennCare
enrollee must be offset in full against the otherwise allowable Federal share
of the State’s capitation payment made to the MCO for that individual
TennCare enrollee.
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/Non-financing Issues

0 We are prepared to accept the State’s assurances as to the adequacy of its
capitation rates. At the same time, we will requlre close monitoring of access,
patient satisfaction, and quality of care.  In order to verify that there is
sufficient access to carc throughout the State, we must have sufficient time for
HCFA review and approval of MCO contracts, as appropriate, after approval
of the waiver but prior to the implementation of the TennCare program. In
addition, the State will provide copies of subcontracts between the MCOs and
providers if required by HCFA for its review.

0 Substantial changes have been made in the TennCare project, from
agreements reached in our discussions and actions taken by the State. To
confirm our mutual understanding of the actwal program for which waivers
may be granted, an updated descrlptxon ‘of .the TennCare prograrn is
necessary. [o addition to covering cligibility, benefits, and service delivery
provisions, a revised financing proposal must clearly delineate the sources and
sufficiency of State funding to support TennCare. Prior to implementation,
the State must provide satisfactory assurance to HCFA that it has adequate
State resources to support the program as revised.

0 Once the final configuration of the proposal is clear, we will develop the
budget cap that is customary in demonstration projects to address the growth
rate in Federal spending related to TennCare.

¢  The Statc will cstablish an implementation'date that provides sufficient time

for the State to arrange MCO contracts, assure the adequacy of MCO-

~provider networks, set up systems, and complete administrative provisions.

It must allow time for HCFA to conduct appropriate pre- -implementation
‘teview, and for corTective actions by the State if appropriate.

o The State will repeat the enrollment/plan selection process after contracts
with MCOs and providers have been signed. :

TOTAL P.B4
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Assistant to the President
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Kevin Thurm .
Chief of Staff
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RECIPIENT'S FAXNUMBER: ( ) _ 456-2878
NUMBER OF PAGES TO SEND (INCLUDING COVER SHEET): _ 1§

1

COMMENTS:



APR-28-1994 23:51 FROM DEP SEC HHS TO 94562878 P.82

\
(Lol

§ DEPARTMENT OF HEALTH & HUMAN SERVICES Chiot of Staft
Mo S Washington, D.C. 20201
ARR 5 g 199A
!
Mmommm TO CAROL RASCO
FROM: .  KEVIN THURM 74_

SUBJ: TENNCARE

Per my ¢fforts to keep you informed of ongoing developments with
TENNCARE, attached please find a memorandum from Bruce Vladeck
with a press release by the National Association of Public
Hospitals criticizing Tennessee's 1115 waiver.

I don't know whose underlining and markings are on the press
release. Please call me if you have any questions.
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; DEPARTMENT OF HEALTH & HUMAN SERVICES ‘ Health Care Financing Administration
%
v%‘m .
o The Administrator
: Washington, D.C. 20201
TO: ‘ Kevin Thurm
Foom: Bruce Vladeck ° ‘
Re: TennCare
Date: 4/29/94

The National Association of Public Hospitals .released a report
yesterday which not only harshly criticizes Tennessee's 1115 waiver
demonstration, but draws lessons from it for Health Care Reform.
NAPH's press release and excerpts from the executive summary are
attached. -
HCFA has already received an inquiry from one of the health care
newsletters, and we expect that media interest in the story will
continue intoc the next week. \

Please call me if I can provide you éith édditional information.

Attachment

cc: John Monahan
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HOLD FOR RELEASE - For more information contact:
Untll 10:00 AM (EST) . | Tiffeny Skrutsky (202) 408-0223
Thursday, April 28, 1994 :

*TennCare,” Tmlmsmmuﬁmqummmmunmw i
ﬂz mm;.';mgmmw today by the National Assoctation of Publie
" Hogpitals (NAPH). TennCare, which requires owcepmg fodud.waim of current
protections fot iow income patieats €nd the providars that have traditonally served them, is

mm:imnymwmmwveaiimodelforhalﬁr:domcnbcmmomamdhaﬂmﬂ ‘

R
,,»).’!.:“f‘...

leva!s Bm NAPH s assessment of TennCare's dengnmd ﬁnt thm months of -
¥ :mplmmnmmmmmblumwmwmﬂhmmmrmnmm

.

othusmaoons!dmngﬂmihrrefm 'Wxthieathanémonthsofplanmngmum
/-

_ with vxnuauy mo previous ma managed care expmce, ‘I‘mmec }m tbandoned its Medicaid

program o shoshorn the poar md uningured into hmﬂy Iargcly untested, mmgad

M’.

————————"

_h.

= scheines,” remrbd Larry Gage, Pmident of NAPH, in announcing the m!mc of. :he

geport. “Wi&mawofdzemammmpuhﬁminwm if problems are not
corrected mmedmmy.wsphawuhdlmdm:uﬂaudemﬁomumafrmnm:m

__.w A

health wmm, said Gage. .
! The NAPH repar ineludes numerous recommendations for improving TennCare,
diracted 1o both the state and the federal Health Car Financing Administration (HCFA),

which approved the program and wmgm must monltor its imﬁl:mgnnﬂon. The report E

-~ .

m ﬂﬁmmmmWWMAH&MWWYMAMWIWQme“@.WJm'r“mM/

ey e e o D e




94562878 P.B5

- APR-26-1594 23:53 FROM DEP SEC HHS 0
= 202 245 7198 i# 3

+Xarox TG[BCODNF 7020 3 o

o

mmuaammmmmmmmmmﬂmmmmmﬂ&e
fmmmmwmﬁmmmmhmwmm DC.
NAPH conductad i evaluation of TennCare to detcrming its cffect on Medicaid
muxnmmmwmmemmmmmwmymm
AmonsNAPHxﬂnding:mmw
. ‘mehuplmhﬂmnmmmwﬁrmmm TéinCge was
first coiceived in the Spring of mz,mnppﬁaﬂonmwbm!m:nmnamm
 Financlag Administration ("HCFA") In June, RCFAapproveditiqum
: a "’rmcmmk:ﬁectmmuuyl 1994. mmzym:mvidedmmiﬁdmdmfor

thsmmdwdopcdeqmmnﬂnmuvcmumormmuyma.orfum~
| .managa‘dmmﬁmcxcm')mhd&d@m'ammamswqa
: " care enroliment of lass than six pereent. % : |

° ‘Mamﬁi,mmmmusgum&wﬁomgum“may

insufficieat to provide the necessary lmlofpr?vmﬁve, primary and hospital scrvices to

TennCare enrollees. Patients have considersble difficulty accessing gervices through many of

mnwmﬁmsmm&qmmmmmhnsmnmmmm

have relied on in the past, thoss providers have no way of knowing whether or not they will

. bo paid for providing the needed care.

*  The TennCarc cnrollment process has been seriously flawed. Potential earollees

recemdv:ryllnlambaanﬁvainfwmanmmmemcmdmmms&adutmmucm

wmwvlym,muﬂymhmmmm.[émmﬂmmuwgemm

* of individuals quickly, some MCOs mgaged i quesﬁmble. and W ]

:mrkaung pm Such practices lum allogexily included offering life iasumcc policies
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} andmmdmditwdsumdwwmmmm andmvidmg
Tl
’ mrbmmmammhwm&vﬂmhfarwoﬂhu
. Tﬁm%pmﬁdammfﬁamtufmwmﬂmmnwmkpaﬁemm
mtmmmmnfcwmcmarpmﬁdm ) -
° rm:dmhm;wpmmmmwymmmpmmm MCO:
W

mpxidaﬁxedamoum(mbymsw%mnobidﬁinzornegoﬁmon)fmnchindividnnl

ﬂzeymon but the amount of this paymen meeonofmdinzwv}mby P
M____._____/
25 ot more. In sddition, the amount usumuunmlisﬁuli that will
M/{n;@-—:-/ 9 “m y mdﬂ‘

continue wpmvidsgmmamoumwchamym,mmnxinlﬁmbﬁdimtgmxco

promiums. Muuawhmmm%mmmuwofm
o TennCere has lost ¢ significant amount of goodwm mg ptoviders. Physidamm

embittersd toward TennCare becauss of thelr treatment hy ﬁéﬂs thedr lack of input into the
development of TennCare, and projected payment levels, Asa result many physicims who
participated in Medicald have dropped out of TeanCare, and the Tennessee Medical
Assuciaﬂon is suing the Stats to Mack further impzemmdm%fmm |

° Hospims and clmxcs also face significant pa)'ment reducﬂons. well below prw!ous |

- Medicaid lavels, Moreove: those pmvidm who had mdlﬂonally semd 2 mspmpommé
volumeafMﬁwdmdummwmummmwmamﬁmpﬁdwmm

R
range of \mfunded health znd :ncial nesds of many low i income paﬁemx.

‘ NAJ?H found that sevesal of these shommwmmnbln. Several states
- have experimented 1n the past with managadmsymms for low income populations, and
their expariences have provided lpcumented lessons for other states. These lessons.

; were ignored in the rush to develop TennCere.
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impact
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Copyright © Natlonal Aszociation of Public
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o Ensuring Adeqmumﬁdem HCFAahonldreQummeSmmwmm
mkopnhlicmwﬂnmmbmmummdprmm

: -’0) Case Management: mmmwmmmcmmmxmmmw
' or gatekeeper functions. Bach TennCare earcliee should be assigned to a primazy cars
ciise manager. - MCOs that cannot meet this requitsment should be required to pay for

' ‘pdmmwawﬂmpnﬂddbymmmvﬁm N ]
] Facllitating Prior Authorisation: mucmmauuqu&dwmnwy

...m.ﬁ_:t,nagfmcy_g..h e -

‘threzten tha very imﬁnmeunouwlhich TanCnedspcad: Ths consequences could be a faiture of the
entire experiment. ~ At tb3 very least, because several of the problems noted in this report (such as the
fallure of MCOs 10 establish written provider agreements and the fallure to comply with the Boren
Amendruat) and elsewhere (such as the insufficiencies in the entire Medicaid waiver process) lnv
Hd 3 of Iaw.. Rather than flirting with such destructive gutcomes, the Stxte and

d wor with providers, paients, MCOs and other interested parties to develop solutians to ths
pmblexm that have dsveloped, so that the TeanCare upcdmaat can be r.umd into 3 success.

2.

NAPH's sszegsment of TennCase is relevant not only to the ongoing sxperiment in Tenncssee,
but to other states considering managad care related slternatives to oc modifications of thelr Medicaid
programs. In addition to all of the specific TeanCare recommendations Histed sbove (which may be
equally relevant to programs devised by othex states), NAPH has the following general recommendations:

@ JMM&MMME& The most obvious Igsson from TeanCare is that
such a radical revision of the health care delivery systam cannot be achieved ovarnight.
Stites must allow adequats time for health plans to develop the provider astworks and
other infrastructure tequired to serve the expected paticnt population, and to prepare
seilistic enrollment plans to ealix eligible individuala. Designers of such plans should
| spind sumzlent time to give sdequate comsideration tn all of the legal, techalcal,
adipinisteative and financial implications of&apmpoud experiment, and to review
similar experiencas in other states.

| @ ~—HCFA Monitarlng: HCFA should Increase the resourcas devotad 0 monitoring 1115
: and

wamvers, including TeanCare. HCFA's Office of Reszarch and
Demonstrations and its Madlicaid Managed Care Office, which bave responsibility for
these kinds of experiments, chould be exempted from federal hiring freezes and should
recsive sdditional funding commensurate with the additicoal burdens they & being asked
to assume. With respact to the Medicald Managed Cars Offics, which has been without
s dicector for several months, the appointment of a new director should bs expedited both
wiﬂhm RCFA and within the Clinton Adminiswation u & whole.

16 | .
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litating PubifE Input: The development of sy Madicald

monsration oF CXPerinem Shouldbe gone in the open, with ample opportunity for
WMMMG,WM:&O&«WM&&&M
mhmpm&xmhanbmmk&bpubmhpmmmummm

% with far Jess inp HCPAMW&MWI er fequest %

3n taust change if the wa and
prodess is to i publlcpolieyndapoﬁﬁv- st
o O 's}}l;t‘ Be g é_; 1DI K && ‘ 'y, - H

L

towxrd hsalth reform,
Hong. u‘bj

X to

0) %m mfdwsmﬂmddmmﬁumemmwdmm
of 8 Medicald walver on access o care for the poor so thas such accezs (which

s already limited under Medicald) s not fixther restricted in the aame of
experimentation. Such a process could take the form of an "sccess impact assessmont®
akin to the-envircamental impact assessmonts required I other contexts. Such 3n
assm houndunkenbyhdepeadmmlum

Im concluﬁan, ithmiblcwdm &nmthe’!‘mnﬂmapuimwdm — and simflar previcus
cxpedmm in other mﬁm - 3 sumber of important implications for national health reform.

0' Bnd,get-a@ﬁngu.haﬂndm Asadzudaoldmaw.TamC M

- Devond s of doubt tha policymakery mmumlymmztha‘ anag
4 ' . m. B & DENELES T ISEL Yl it 1h ROURLLY 10T geung ‘ . ot Be M“i l ' u
‘ | ~and the uninmuced ganer. While simply dictating a discounted perg;

mpmwmgﬁmw.urmmwm can cloaly reduce:
mm:&os&mm there should be no lilusions that this k 'retom uopposadto'

¢ ;%"MWPWM khmwnmxnmm
different states have vastly differeat managed care experiences and capabliities. Prior 10
TennCare, less than & parcent of all Tennesses regidents were enrolied in any kind of
managed cars organization. 1naa.msmewupumm:mxcm :
terminstion of another, more limited, Medicaid managed care waiver, in pant due to this

inexperiencs. Thers are s number of other states thatare in 2 umllar simmen

A Moquattl’has&ln e Ano ion to be drawn from TeanCure is that

: sl Pale T A socin pte ey o Temcws £ 08
| o EWW be required T 8 ey

;  _structurs of a statewide health gystem. “ThIs nead Tor mn;uihue-in%m—
D Wm ches being taken in
‘ states ike Hawall and Minnesota which have a mors ¢i ‘
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Ccpyngk ] Nanond Asrociasion af'h&a‘c Hospitals

sum HCFA Capabmﬂw Similazly, pational health daclsion-mam must reeognke the
Limitations of both state mmenu md HCFA iudfh developing, knplemming gad

IVALE

@ mdy for a' pmleum phm.

FAAITahs S

moaindnzno}ormm pression

uch too rapidly) was in we over s adminisirs emmm Taning -anaum ¥
JQA m *ay s L ] ITHWﬂmq?m * 7 -Y ”’1 T % hpTe JEAT oppiwPet X s l n
0 was Lile :m to do more than scespt the State’s repressntations as to its own .
« nadineasuxdabdi 10 meet GA@: 5'

° MCOQ and Provider Preparedness: Ma&ﬁm%mwmwmnm

" healjh plans and providers are thenneives ready o implemens oven 1 desirable reforms -~

~ that heslth plans are financially visble, have adequats provider networks, mansgemeat,

information systems, case management arrangements, and the ability to supply needed

data to the Stxte and federal government and other purchasers of care. Moreover,

reforms often dramatically affect pre-sxisting provider telgtionships, such as between low

incomne patients and public hospitls or commmmity health centers. Thess typas of

- gssential providers must recelve considerable tramitional assistance in developing the
necessary networks and organizations In 3 "reformed® health gystem.

(./ Sanctions for Abuses: Asention must alfb be paid to the great potendial for abuse of the
reforim procass by new ot existing health plans or mansged care organizations that may
tospond to state or national reforms. Claarly, tié expeiense with TennCars and in other

states indicates that such abuzes can taks many forms, from redlining or other types of
discrimination, to cream-skimming only the healthiest patients, to paying bribes,
kickbacks, commissions, or “proniums® to salespeople or w. enroliess themselves,

Tough saactions against such behavior must be included in any natlonal plan, as well as

by stites, and consideration shouldbcgtmngmﬂy m::iahgmkwcfdim

markiting of health plans to ensolless.
< MCO Qualifications: Similarly, tho qualtfications of plans and plan sponcors nscbs
: carsfully mssessed, from' their financial visbility to the adequacy of their provider

nmrband&cqualuyaadmgeohmmyofﬁu _
Ce Aqu:ml’mider!‘nnnmm mmofprwmndpmddupaymum‘ o

(wlmhar ﬂxk-bund ot poim-of«utvlea based) and the availsbility of
npp!émcml payments 1o plans enrolling or providers serving large numbers of low
fncomn or other vulnerstle wdmmhomfuny dsﬁned

. Protections for Vulnerable Populationss Anentm t the many needs of vulnerable
- populations gensrally is aizo an lmmial part of refdorms - espacially if the nature of the
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i?[gmmsmcfnux's otisslte evalustion of TennCais: ws discovered the following facts
relatingTo the piovider nstworks a5 they exist in these early phases. Most MCOs did not begin 0 purtue
conizacts aggressively uatil BCFA finally approved the waiver. Since HCFA did not require
¢ | the MCOs to submit detailed provider lists, the incomplete networks were not evident upon agency
| review.? To dite, most MCOs are iill trying to fill out their provider netwarks. f

Moreovir, many of the provides networks that the MCOs claim are In place often turn out to be
fllusory. When patients bave been sble @ obtain s listing of participating providers, thay frequently find
that the providers no longer pasticipate in ks program, do ot accept ow pationts or-are zat avallable -
to provide treatimest. Ons woman la Shelby County. recetved 3 list of 10 gynecologists from her MCO,
but found that nons of the physicians listed were sccepting new patients. Indeed, some of ths providers
on her lit were dead. . - :

.. +Upon the circulation of widespread repors of insocurats provider Jiis, the Tennesses State
Employees Associated audited the December 14, 1993 Blue Cross\Bloe Shield TPN physician list in six
counties to desirmina if listed physicians were actually participating In TPN and avallable to pravide
servicea. Their research revealad gross insceuracies in the lists. For instance, in Anderson County, the

" audit found that of the 27 physicians listed 83 participating in TPN, only 15 were still available to receive

K}w Ons of the conditions for spproval of (e walvig application required the Stato to submi copies of

individuil providsr agrasmesis with s mamm_y_w
: widespresd absance of ax wriliea ecatracts boluaen MCOs aud providers may

wall con; 8 violstion of federal regulations promolgated under Section 1902(a)(4) and 1903(m) of
the foderal Medicsid statuts. In partisulsy, fiey may viclate the Tide XIX regulstions (1) sequirisg all
HMO guboontracts to be in writing (42 C.FP, K. §3§434.5(6), 934.50) and (2) directing stete Modicsid
agencies to obiain proof from esch HMO of its ability to provide comprehensive medical sesvices faan -
efficicnt, offective and economical masner (42 C.F.R. 0543-4.6(&)-@)). : ' ‘

Tt is well-ootsblishad that ecntracts can arise if thers is a mesting of the minds on certaln key tarms,
evea if those tanms are not reduoed to writing. Heace, with raspect to the sasvent practice of musny
TenaCare HMOs of referring ensoliess 1o providers in the sbesace of 2 written subaomtract, a legal
subsoatract nanetheless still cxisty betwesn the HMQ and provider since they will have negotisted

* services to be delivered, reimburnemmnot, ud other koy toras. Given the existasce of whis legal
costrictial relatiouship, Bs urangeteat S8 b in wrinen farm in order w comply with the fedoral
The sesica for requiring 41l fuboonrrects 1o be tn writtss form relaws direcily to the othor foderal
regulation directing stato Medicaid agensies 10 sbtain proof of an HMO's sbility to provide the 8]
‘raage of services to which en sarolice s entitled under the FIMO's besafits packags. A stats wonld
mwﬁgﬁﬁmdmuuhvuifymﬁeﬁaqmolaﬂiﬂlﬁ‘lupﬂhmdumhsbm&'c'
reliages on outside providers is laid ext in writing, Pwﬁhmmwuudnmny




