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61&.741·2564 

MEMORANDUM 

TO: 
. ~ 

FROM: 

Each Member of 71h ennCare Committee 

Donald L. Morto .xecutive Director 

DATE: October 27. 1993 

SUBJECT: TennCare Financinq 

You have requested my comments relative to TennCare 
financinq. 

. ' 

Schedule 1 reflects the state's answer to HCFA 
reqardinq amounts and sources of state match relatinq 
to the TennCare Proqram. Beqinninq with the "Budqet FY 
1993-94" Column .• the Total Column ($3.596.811.400) is 
divided into the "Fede~al" entry of ($2.267.074.100) to 
obtain the federal contribution percentaqe of 63.03\. 
Yet part 6f the TennCare revenue of $563.125.000 is 
Other Health Appropriations (Federal) - TennCare. This 
means we are cBlllinq federal funds non-federal funds 
when computinq the federalpercentaqe contribution. 

Our comments re,latinq to the six sources of TennCare 
revenue - all Clf which are considered by the'state as 
state match or share - are 'as follows: 

1. Coinsurance. deductibles. and insurance 
premiums serve to reduce the proqram cost 
and arEt neither a state match or federal 
s:hare. 

2. Other !,tate-federal proqrams were probably 
placed in the fundinq scheme because the 
state portion is hiqh compared with 
related federal funds. 

3. Loca 1 ~Jovernments cannot' be a source of 
funding because the state. under TennCare. 
has not imposed a matchinq requirement 
aqainst local qovernments. 

4. Charity care is not a source of fundinq 
but eVt!n if it were; why would it be 100\ 
state lEundinq and not 68\ federal and 32\ 
state. 
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The waiver requestS an in~rease in federal funds of $513.835.200 
over the Governor's FY 1993-94 Proposed Medicaid Budget 
originally recommended to the 1993 General Assembly and an 
increase of $361.856.400 over the 1992-93 approved Medicaid 
budget. State matching (share) funds on a continuing basis 
decrease by $404.350.000 fJ:om the Governor's 1993-94 Proposed 
Medicaid Budget originally recommended to the 1993 General 
Assembly and by $176.125.200 on a continuing basis from the 
1992-93 approved Medicaid budget. 

Schedule 2 refl~cts our analysis of federal and state funding 
for TennCare for the £irst full year. 

Schedule 3 reflects our analysis of the estimated additional 
state funding needed ($430 Million) to implement the TennCare 
Program. for 1.775.000 eligibles. if the assumption is made that 
total funding of $1.279.84 per eligibie is adequate. (See 
Schedule 4) 

Schedule 5 reflects ou~ analysis of the estimated additional 
state funding needed ($264 Million) to continue Medicaid u~der a 
managed care system. if the assumption is made that the total 
funding of $1.279.84 per eligible is adequate. (See Schedule 4) 

If you :tlave any questions o·r need additional information. please 
let me :ltnow. 

DLM: jmr 



'SCHEDULE 1 

Amounts and Sources of State Match 

Budget Budget ,BudgeC Budget Budget Budget Budget· Budgel Budgel 
Budget Total FYl989190 FY 1990191 FY 1991192 FY 1992193 FY'l993194 FY 1994195 FY 1995196 FYl996197 FY 1991198 

Slate Core 1357.711.300 S404.703.000 13".014.300 1371.424.700 "'.04'.300 ".".700 "'.178.100 ... t .... uoo 143t.12UOO 

State - OCher • "5.000.000 ; 11:13.000.000 . 1317.011.000 . 11141.000.000 •. 1183.000 "4.000.000 .... 200.000 ".lto.ooo _.141.'9' 
Federal $117.035.200 't.'5U27.1OO 1'.805.150._ 1 t.l05. 'H.OOO '1.217.074.100 12.310.427.100 11.4 •• 4 .... 200 11.124.421.700 •• 1 ..... 2.100 

I- .. 
TennCar. Revenue 10 10 10 $0 "".'25.000 .t.1I14 •• 7.1IOO 11.250. , •• _ IUIO.I11.1IOO .' ....... 200 .. 

TOTAl St._.I21,1100 ,t._,-." • ...,.m.- .......... JOO t:'I •• .lU.'" ......... 000 ".Kuat .... .... .,.t._ t4.m.m.aoo 

Charity - TennCare 1217.710.000 1831.4411._ .72.'71.100 1111.121._ 11 ... 47 ... 00 
CoInsurance and Deductible - TennCare S42 ..... eoo ...... 7.000 .... t 50.400 .... 117.100 "03.100.300 
Insurance Premiums - TennCare 171.211.400 .t4 .... t.000 "17.0 •. 000 ., ..... ,.000 't73.131.000 
Other Heallh Approprlallons (Slate) - TennCare .... 13.1.100 "n .• t2.000 "".721.000 1205.121.000 '2ft.II3.000 
Other Health Approprlallons (Federal) - TennCan !!!.!!4tICC 161.iiZ.UUO "'.218.000 114.140.000 111.112.000 
local Governm8ll' - Te!!!'!C8re 1111.000.000 ''.Il00.000 151.121.000 ., ... t.OOO •• 171.000 

:al,tB." ... 1 ... .-; ... 
' .;; ":: ' . .. .aM. __ TOTAl .. .. to • ...... 1 •• "_.111_ 

. Percent Federal Contribution eU5~ .. , ... .,to~ 11.4M4 a .... •. tni ...... ..... •. IM 

• this Includes: license FealServlcas Tax - Hospitals. Uc8nse Fee.- Nursing Homes. Donations - HospItals. and CPe 



SCHEDULE 2 
N 

~ 
§ STATE 'OF TENNESSEE 
:c COMPARISON OF FEDERAL FUNDING AND STATE FUNDING FOR TENNCARE 
u 
VI 

TOTAL FUNDING 

LESS: PROGRAMS OUTSIDE TENNCARE 

SKILLED NURSING 

TOTALS 

IeP REGULAR/MR 
MEDICARE/ADM 

LESS: NURSING HOME BED TAX 

TOTAL NET PROGRAMS OUTSIDE 
TENNCARE 

$ 45,279,400 
474,760,400 
111;280,100 

$631,319,900 

. NET, FUNDING FOR TENNCARE EXCLUDING FUNDING 
FOR PROGRAMs OUTSIDE TENNCARE 

PERCENTAGE FUNDING 

FEDERAL 

$2,267,074,100 

631,319,900 

'1.635.75"'~299 

91.29\ 

$ 22,045,600 
231,150,600 

54,179,900 

$307,376,100 

80,300,000 

STATE 

$383,049,300 

227,076,100 

1155,973.200 

. 8.71\ 

COST PER ELIGIBLE EXCLUDING CO-PAY, DEDUCTIBLES AND PREMIUMS $1,635,745,200 + $155,973,200 = 
$1,791,718,400 DIVIDED BY 1.775,000 = $1,009 
COST PER ELIGIBLE INCLUDING CO-PAY, DEDUCTIBLES AND PREMlt,1MS$1,635, 7i-5, 200 +$155,973,200 + 
$227 .. 83.6.000 = $2,-0-];9,55-4,000 DIVIDED BY 1,775,000 = $1.137 

FREV 32 
09/93 



SCH.t:;UUL.t:; j 

STATE OF TENNESSEE 
ESTIMATED C~)ST FOR TENNCARE UNDER A MANAGED CARE SYSTEM ASSUMPTION: . THE 
COST PER ELtGIBLE WOULD BE THE SAME AS'THE HARD DOLLAR FUNDING UNDER 
TENNCARE ',-

TOTAL PROJE€TED TENNCARE COST FOR l,775,OOO 
ELIGIBLtS @ $l,009 PER ELIGIBLE 

FUNDING BREJ\.KDOWN: 

FEDERAL 67.25\ @ $l,790,975,OOO 
STATE 3~~.75\ @ $l,790,975,OOO 

TO,]~AL 

$l,790,975,OOO 

$l,204,430,687 
586,544,313 

$1.790,975,000 

••••••••• s< •••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

TOTAL ESTIMATED TENNCARE PROG~M COST 

COST FOEt TENNCARE 'ELIGIBLES 

ADD: . SKILLED NURSING 
IC::F REGULAR/MR 
MJ!:D I CARE I ADM 

ESTIMATED TENNCARE PROGRAM COST 

. T01~AL $2,729,671,000 

FEDERAL' 

$l,204,430,687 

45.279.400 
474,760.400 
lll,280,100 

. $l.835,750,587 

STATE 

$586,544,313 

'22,045,600 
231,150.600 

54.179.900' 

$893,920,4l3 

.......................................................................... 

ADDITIONAL STATE FUNDING NEEDED 

EST. STATE FUNDS NEEDED FOR TEm~CARE 

LESS: FUNDS, AVAILABLE FOR ELIGIBLES 
tirNDER TENNCARE 

SKILInED NURSING 
ICF It:EGULAR/MR 

. MED I CAREl ADM 

TOTAL FUNDUi'G PLANNED 

ADDITIONAL STATE FUNDING NEEDED 

FREV.166 . 
09/93 

$893,920,413 

l55,973.200· 
22,045,600 

231.l50,600 
54,179,900 

4,63.349,300 

$430,571,113 



SCHEDULE 4 

CC:)MPARISION OF PER ELIGIBLE PAYMENT TO PROVIDERS UNDER THE 
. E,XISTING SYSTEM WITH PER ELIGIBLE PAYMENT TO MANAGED CARE 

ORGAN I ZATICINS UNDER THE TENNCARE PLAN 

EXISTING PROGRAMS: 

PROJECTED COST PER MEDICAID ELIGIBLE 
PER TENNC'ARE PLAN IF MEDICAID WERE CONTINUED 

ADD: 
PER MEDICAID ELIGIBLE EQUIVAI.ENT FOR OTHER 

'STATE AND FEDERAL FUNDS 
($252.913.900 DIVIDED BY 1.128.399) 

$1.641.00 

224.13 

TOTAL FRO!ot STATE UNDER CURRENT SYSTEM $1.865.13 

TENNCARE PR()GRAM: 

PROJECTED COST PER TENNCARE ELIGIBLE 
FROM STATi!: AND FEDERAL FUNDS 

ADD: 

PER TENNCi~RE ELIGIBLE EQUIVALENT FOR OTHER 
STATE AND FEDERAL FUNDS 
($252.913.900 DIVIDED,BY 1.775.000) , 

PROJECTED CO-PAY DEDUCTiBLES .MID PREMIUMS TO 
BE PAID BY TENNCARE ELIGIBL:eS 
($227.8!6.000 DIVIDED BY 1.775.000) 

TOTAL FROM S,TATE AND PERMITTED lay THE STATE 

1.009.00 

142.48 

128.36 

TO BE COLL,ECTED, ' 1.279.84"'" 

DECREASE IN PER PAYME~ PER ELIGIBLE $585.29 

PERCENTAGE DECREASE IN PER ELIGltBLE PAYMENT 31.38% 

1 

"'" APPROXIMATELY 10-20% OF THIS J~OUNT WILL NOT BE 'RECEIVED BY PROVIDERS 
BUT WILL B,E RETAINED BY MANAGE:D CARE ORGANIZATIONS FOR OPERATING 
EXPENSES AND PROFITS., UNDER MEDICAID ALL AMOUNTS WOULD HAVE BEEN 
RECEIVED B;Y PROVIDERS. 

FREV (166) 
10-93 



• 
SCHEDULE 5 

STATE OF TENNESSEE 

ESTIMATED COST TO CONTINUE MED:[CAID BUT UNDER A MANAGED CARE SYSTEM 
ASSUMPTION:, THE COST PER ELIG:[BLE WOULD BE THE SAME AS THE HARD DOLLAR' 
FUNDING UNDER TENNCARE 

TOTAL PROJECTED' MEDICAID COST E~OR 1,128,399 
ELIGIBLES @ $1,137 PER ELIGIBLE 

FUNDING BRE'AKDOWN: 

FEDERAL 67. 25\ @ $1, 282 , 98 S' , 6 6 3 ' 
STATE 32.75\ @ $1,282.989. Ei63 

',rOTAL 

$1.282,989,663 

$ 862,810.548 
420,179,115 

$1. 282,989.663 

••• ~ ••••• I •••••••••••••••••••••••••••••••••••••••••••••••• ~ •••••••••••••••••• 

TOTAL ESTIM~TED MEDICAID PROG~M COST 

COST FOtt MEDICAID ELIGIBLES WHO 
WOUL:O HAVE BEEN COVERED 
UNDElli TENNCARE 

ADD: SlULLED NURSING 
Ii~F REGULAR/MR 
MEDICARE/ADM 

ESTIMATED MEDICAID PROGRAM COST 

TO~L'AL S2,221,685,663 

. . 

FEDERAL 

$ 862,810.548 

45,279,400 
474,760,400 
111,280,100 

$1.494.130.448 

STATE 

$420,,179.115 

22.045,600 
231.150,600 

54.179,900 

$727,555.215 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
ADDITIONAL f;TATE FUNDING NEEDED 

EST. STATE FUNDS NEEDED FOR MEDICAID 

LESS: FUNDfi AVAILABLE FOR MEDICAID 
E~LIGIBLES UNDER TENNCARE 

SKILI.ED NURS ING 
ICF EtEGULAR/MR . 
MED I C:ARE/ ADM 

TOTAL FUNDING PLANNED 

ADDITIONAL STATE FUNDING NEEDED 

FREV.166 
09/93 

$727.555.215 

155,973,200 
22,045,600 

231,150,600 
54.179.900 

463,349,300 

S264,205,915 
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LAW OFFICES 

BOULT, CUMMINGS, CONNERS & BERRY 

. mOMAS LEWIS NELSON 

(615) 252·2344 

\ 

VIA FEDERAL EXPRESS 

414 UI\IION STREET, SUITE 1600 

P05;T OFriCE BOX 198062 

NASHVILLE, TENNESSEE 37219 

November 5, 1993 

The Honorable Donna E. Shalala 
Secretary of Health and Euman Service:s 
200 Independence Avenue, S. W. 
Washington, D.C. 20201 

Dear Secretary Shalala: 

NOV - 9 REC'D 

TELEPHONE (615) 244·2562 

F"ACSIMILE (615) 252·2360 

Enc.losed are two reports to the Tennessee General Assembly's TennCare Oversight 
Committee confirming our earlier concl.usion that the State of Tennessee's dem.onstration 
project known as TennCare is actuarially unsound and woefully underfunded. The fIrst 
report is from the Oversight Committet~'s outside consultants, Schubert Associates, Inc. and 
Milliman &. Robertson. The second report is from the Executive Director of the General 
Assembly's F~scal Review Committee, Tennessee's equivalent of the Congressional Budget 
OffIce. 

We urge you will seriously consider the analysis of these disinterested consultants in 
deciding whether to grant the waiver that Tennessee's implementation of TennCare would 
require. Please let us know if you haVI~ any questions. 

Very truly yours, 

Thomas' Lewis Nelson 

c: The H~morable John D. Dingell .~-N-0fu 
The Honorable Carol Hampton Rasl;o 
The Honorable Bruce C. Vladeck 
Darrel J. Grinstead, Esq. 



'. 
October 28, 1993 

Senator Milton H. Hamilton, Jr. , 
, Chairman, Oversight Committee on TennCare 

13 Legislalive Plaza 
Nashville, 1N 37243 

Dear Senator Hamil ton: 

SCHl-BERT, 
ASSOCL<\TES 
Solutions in Heohhcore Management. 

,Since our retention as your consultants SCHuBERT ASSOCIATES INc. and Milliman & 
Robertson 'have performed an intense review of TennCare and its implementation to 
date. 

We appreciate the excellent support provided to us by Mr. Douglas Wright and Mr. Ron 
Paolini as well as the Executive Assi.stant of the Comptroller of the Treasury, Mr. John 
Morgan. 

We werE~ able to meeton several occcLSions with Mr. Manny Martins and members of his 
staff. We a.ppred.ate their cooperatio:nin our review process. 

We also acknowledge the receptiverLess of various health plans, individual physicians 
and other professionals~ the various trade associations particularly the Tennessee 
Hospital Association and ,the Tennessee Medical Association. 

A survey was sent under your auspices to each of the Managed Care Organizations 
(MCOs) thilt indicated a desire to COIlltract with TennCare. This survey provided certain 
basic infonnation and afforded respondents a vehicle for comments and suggestions . 

. A telephone survey of a, liIiutecI number of randomly selected physician offices and . 
clinics from existing health plan directories was conducted. Another telephone 
interview survey of high Medicaid volwne physician offices was also carried out. 

. , 

Through out the course of our revit!w, we were supplied nwnerous documents and 
analyses that concerned TennCare and its implementation. These were furnished by the 
Bureau of Medicaid, The Comptroller's office, legislative offices, and many other 
interested pr.uties. 

We also obtairLed valuable input frOtln our attendance at several of your committee's 
legislative hearings on the TennCare program. 

3620 American River Drrve, Su,fe 12: 
Sacramento, CA 95864 ' 
916-487·4777 
Fax 916-487~632 

. ' 



b performing our review, we concentrated on answering Several global questions that 
were raised by yOUI' committee as well' as by other involved groups. These global 
questions contained and.llary questions which also were addressed. . 

This report is divided into an Executive OvfU'View and Recommendations.-

SCHUBERT ASSOOlATES INC. and Milliman &: Robertson appreciate the opportunlty to 
review the TennCare program for the committee. We hope OUI' initial report will be 
useful both to the legislature and the adnidnistration. We look forward to continued 
participation with you.in the implementaticln of this challenging and important project. 

Sincerely, 

q~~.M 
James J. Schubert, M.D. 
President 

'.' I 

.. : .. -
........ --_ ......... . 

.~ --... ,-



Executive Overview 

Out report concentrated on three ulobal issues from which a series of additional issues 
and questions were developed.' The following represents a synopsis of our findings. 

Questioll\ 1. Was the determination of the captitation rates to be paid to the 
participating Managed Care Organizations (MCOs) based upon sound 
actuarial principles and methods? 

, ReSpmtSie: 

1. The process useci by the stat4e to develop the;gross capitation rates was not baSed 
on sound actuarial principles. 

The state used calendar yE!ar 1992 Medicaid experience a~ the basis for its 
calculations. 

The state effectively assumed all Medicaid beneficiaries were covered a full 12 
months in 1992. In actuality, the average coverage period was 8.7 months, which 
causes a significant understa'tement in the, capitation. 

2. The state's underlying 1992 Medicaid utilization levels suggests there is 
sig'nificant potential for MCOs to reduce Medicaid utilization. The state did not 
make an explicit cost redudion assumption in developing its capitation rates. 
WE~ believe such an adjustIl\E!I\t is appropriate. However the adjustment should 
also recognize the administr.ltive expenses that MCOs will incur in conjunction 
with this program. 

3. ' ThE~ state's propo~d gross a.pitation rates effectively equate to a 25% reduction 
in projected 1994 Medicaid I:OSts per eligible month on average. Recognizing 
MeO administrative expenses, MCOs would have to achieve medical cost 
red,uctions of, about '35% in order to operate within the caPItation levels. 
Reductions of this magnitudAe will be extremely difficult for MCOs to aChieve 
unless pr,)viders are willing to accept ~'elInhUl'''''''''''1:';.tmt lDvels significantly below 
the state's current fee levels. ' . 

4. We believe an explicit cost reduction assumption of 10% in 1994 would be more 
appropriate which, when rE~cognizing MCO administrative expenses, would 
reqUire MCOs to achieve medical cost reductions of about 20%. 

5. ThE~ reductions to the gross capitation rates were not well documented. The 
source of these reductions should be reviewed and adjustments made if 
appropriate. The charity CarE! reductions should be adjusted to reflect the actual 

, number e,f uninsured enrolled. 

SOIUBERT ASS()ClA TES. INc.. Milliman A: Robertson 
TennCare 

October 28.1993 
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Questioll\.~~ Can TennCare be implemented by January 1,19941: I -

! . ~ - r' , ,'., 
Response: 

Yes, TennCare can be implemented by January 1, 1994, provided the following issues 
are adequately addressed: 

1. Federal Waiver 
Until the federal waiver is approved providers and. beneficiaries are unable to 
make k~y de~slons, i.e. providers contracting with a MCO(s), beneficiaries' 
sel~:ting a pri..mary care case manager. These decisions must be made prior to 
January 1 and are sequential decisions.. . 

2. Provider Contracts 
TIle MCOs develop contracts with providers that result in adequate network 
cove~rage and capacity. 

3. MCa Sf~lection 
TIle enrollees have sufficient ()Pportunity to select MCOs after the networks are 
identified. 

There is an MCO assignment default mechanism that allocates enrollees 
equi,tably among the MCOs. 

Adequate provision exists to allow enrollees to change their MCOs after the 
initial enrollment process is colrripleted. 

4. Provider Support 
TILe current provider resistance is overcome through equitable reimbursement 
and risk sharing arrangements with all MCOs. Provider exclusion from the 
TemlCare development process and the lack of ongoing provider input into the 
program design has fosteredlan adversarial relationship with the provider 

. com:munity . that will create substantial problems for a timely and successful 
TennCare implementation. 

S. Enrollel~ Support . 
There has been significant cha.os and confusion on the part of beneficiaries that 

. will be'disruptive to the plans, the state administratiort, physicians, hospitals, 
clinics and emergency rooms. These concerns can' be alleviated through 
improved communication from the state and MCOs. 

soruB!llT AssoclATES. INc.. Milliman & Robertson 
TennCare 

2 October 28. 1993 



_ Question 3: Do the MCOs that hilve indicated theifintent to contract possess the 
ability to provide TennCare program components for the Medicaid and 
uninsured popu1ation~r 

Response: 

It was not possible, based on the information available, to evaluate each of the 
MCOs ability to provide the required program ~omponents of TennCare. These 
proigram elements include: 1. An adequate network of providers, including 
pnmary care, specialty care u\d hospitals willing to assume care of the enrollees; 
2. Management staff !experiE!nced in utilization' and quatity" management; 3. 
OpE!rating systems sufficient to pay claims, track services artd develop reports; 4. 
Adequate finartdal reserves to, cover startup costs and unexpected administrative" 
aI\d/or health care costs. " 

1. The absence of a final MCO co:ntract makes it difficult to evaluate each MCO's 
capability to implement and op'erate an effective managed health care delivery 
system by January 1,1994-
• W'ea.kness in anyone progrml component, particularly utilization maI\agement, 

cOfuld be a s(:!rious detrilrient to operating within the capitation budget for the 
MCOs. It may take several years for start up plarts· to obtain maximum 
efficiency. 

2. SODte MCOs will fall due to: . 
• LaLclc: of financial reserves, if cupitation income is inadequate, to cover art MCO's 

administrative costs in addition to health care costs for their enrolled population. 

SmaUer MCOs will not have the reserves to carry unforeseen administrative and 
health care costs, while mature and larger MCOs will have reserves allowing 
then\ to cover costs for several years until the costs are stabilized. The TennCare 
program design favors larger statewide organizations or MCOs with capital, 
rath.~ than local or regional MCOs. 

• "Inadequate or. unstable providt~ networks. 
One of the MCOs initially has proposed very lpw reimbursement rates to certain 
providers. Providers feel that they are being forced to contract artd accept the 
proposed rates or lose other pa.tients. " 

Marty primary care providers clre not certain they will accept these rates and may 
choose not to contract. This would leave a large primary care void in their 
coun.ty, particularly, in rural areas .. 

• Man,agement staff and plan incexperience in martaged care. 

• Advf~rse selection. 

SCHUBERT AssoCIATES. INc .. Milliman &. Robertson 
T~Care 

3 October 28, 1993 



-. 
Question -3: Do the 'MCOs that have indicated their intent to contract possess the 

ability to provide T'ennCare program components for the Medicaid and 
uninsured populatittm7 

Response: 

It: was not possible, based on the information available, to evaluate each of the 
~fCOs ability to provide the required program components of TennCare. These 
program elements includE!: 1. An adequate network of providers, including 
primary care, specialty care and hospitals willing to aSsume care of the enrollees; 
2. Management staff experienced in utilization and quality management; 3. 
Operating systems sufficien.t to pay claims, track services and develop reports; 4. 
Adequate financial reserves to cover startup costs and unexpected administrative -
and/or health care costs. 

1. Tbe ilbsence of a final MCO I~ontrad makes it difficult to eValuate each MCO's 
capability to implement and loperate an effective managed health care delivery 
syste:m by January 1, 1994.. I 

• W'eakness in anyone progr.am component, particularly utilization management, 
could be a serious detriment to operating within the capitation budget for the 
MCOs. It may take seve:ral years for start up plans to obtain maximum 
efi1ciency. 

2. Some MCOs will fail due tCI: 
• Lack of financial reserves, if capitation income is inadequate, to cover an MCO's 

.:t.dministrative costs in addition to health care costs for their enrolled population. 

Smaller MCOs will not have the reserves to tarry unforeseen administrative and 
heialth care costs, while malture and larger MCOs will have reserves allowing 
them to cover costs for several years until the costs are stabilized. The TennCare 
pr()gram design favors larger statewide organizations or MCOs with capital, 
rather than local or :regionall~COs. -

• Inadequate or. -unstable provider networks. 
One of the MCOs initially has proposed very low reimbursement rates to certain 
prc,viders. Providers feel that they are being forced to contract and accept the 
prclposed rates or lose other patients. ' 

Many primary care provider!; are not certain they will accept these rates and may 
chclOse not to contract. This would leave a large primary care void in their 
cou.nty, particularly, in rural iU'eas. 

• Management staff and plan inexperience in managed care. 

• Adverse selection. 

SCHUBERT Ass(lClA TES. INc .. Mill.iman .t Roberuon - 3 Oceobel' 28.1993 
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Adverse selection could bE! an problem for smaller MCOs that are attractive to 
the' uninsured,. and co'uld seriously impact the MCOs financial results . 

. Specifically, safety net provider MCOs have voiced concern that they could be 
~Jected by a disproportiOll<ilte number of the sicker beneficiaries with a history of 
care at their facility, or that the state could assign these beneficiaries 
disproportionately. Safety net sponsored health plans have the potential to 
suffer more financially because of adverse selection. 

3. P:rimary Care Case Management (PCCM) .phase-in 
• Currently, the MCO" con1ract does not require implementation of PCCM 

programs for 3 years. PCCM programs are an integra:l component of managed 
care programs and are necessary for utilization management, quality, continUity 
and appropriateness of refeITal services. 

4. PI'O Standards 
• PPOS should have a portion of their ad.miitistrative fees placed at risk in order to 

provide incentives to meet certain utilization and cost targets. The amount of 
ris:k that the PPOS administrative fee is placed should be equal to the risk they 
have asked their participating providers to accept. As an example, if primary 
ca:re physicians have a 20% risk withhold, then the PPO's fee should have a 
siInilar withhold. 

S. N E~twork AdeqlJ.aCY . 
• The current MCa contract with the state dOes not require the MCOs to identify 

. how many beneficiaries a provider agrees to accept. Without this information, 
network adequacy and access cannot be accurately assessed. 

spUEJtT ASSOCIATES. INc.. Millim.an ... Robe:nson 
'FennCa.rc 

4 October' 28. 1993 



RecolIunendations: TennCare 

. It would be customary for us, as your consul~ants, to propose numerous specific 
reconmtendations that could h.lve been adopted by the state. However, in this 
particular instance, we are faced with a certain set of circumstances which dictate a 
more reserved response. 

Those circumstances are as follows: 

a. The state's ability to fund the Medica.id.program in 1994 at itscurient level is 
restricted. 

b. In an attempt to live within its fiscal constraints, the state has devised. a plan 
which through federal funds and the, use o,f state credits and discounts 
provides managed care to both the Medicaid and uninsured populations. 

c. Because of the critical need for fiscal relief, the state, simultaneous with its 
federal waiver applicati(.n, has pushed f"rward with its implementation plan 
by proposing contracts with multiple managed care organizations. 

d. Currently the state is siimultaneously enrolling beneficiaries,negotiating 
contracts and carrying lout other needed implementation functions while, 
awaiting federal approval. ' 

e. ASSuming some form olf federal approval, our recommendations must be 
crafted so as not to unduly disrupt or impede but rather facilitate and 
enhance a successful start up. 

Recommendations: 
1. Thie gross capitation rates should be redetermined, with adjustments to reflect 

both the average Medicaid c'overage period per beneficiary and an explicit cost 
reduction assumption. ,We believ~ a cost reduction assumption of 10% in 1994 . 

. would be appropri..ate.' , 

~. ThE! source of the reductions, to the gross capitation rates should be made 
a·vailable and reviewed, and adjustments made if appropriate. The charity care 
reduction should be adjusted to reflect the actual number of uninsured enrolled. 

, , 

3. Gross capitation rates and capitation rate reductions should vary by geographical 
. are". 

4. A relief mechanism should be established for MCOs who enroll a 
disproportionate number of high ~st, high risk uninsured enrollees. 

5. The providers must be reassured that they are not the fiscal underwriters or the 
payors of last resort for TennCare. There should be specific limits on the total 

SCHUBEllT AsSOClA TES. INc.. Milliman &. Robertson 
'IicmnCare 
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.. 
risk that any provide.r shcluld be asked to accept. Provider risk and surplus 
sharing should be equitable! between the plans and the providers. PPOS should 
have a portion of their administrative fees placed at risk in order to provide 
irLcentives to meet certiin utilization and cost targets. PPOs should place their 
administrative fee at risk in proportion to the risk assumed by their participating 
providers. As an examph!, if PPO primary care phYSicians have a 20% risk 
withhold, then 20% or more of the PPO's fee should be placed in the risk pool. 

.6. A primary care case manager (gatekeeper) system should be required in each 
Mea within 6 months of tht! start work date for at least 50% of enrollees; 100% at 
12,months. 

7. A meaningful, consistent communications program should be developed by the 
. stelte to directly communicate with physicians, hospitals and other providers. 

'The objective of this program is. to encourage and develop the provider support 
essential for the suc~ of TtmnCare. 

8. ]Primary care physician and clinic contracts with MCOs should clearly state the 
number of TenrLCare patients targeted for enrollment in each practice. 

9. A :;hort term extension of the enrollment process would provide the state and 
enrollees a more reasonable 2l.ID.Ount of time to resolve MCa selection issues. 

SCHUlDT AssOclA TESt INc.. Milliman ct. Robertson 
TimnCare . 
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CHARITY CARE 

QUESflON: 

.' 'HCPA sti!lff' has admitted that it would a<:eept my argument that charity care could receive 
, Federalilraatch if Iwe.l'e. to tax pravider:s for the value of charity care and cycle this m'?Dey 
through the State tre~sury. Why a~ you making us jump tbrough bureaucratic hoops?, 

,.,. ~ , 

,ANSWER: 

... 
) 

Provikler taxes are more than just 'tbareaaeraUe hoops.." ~ are fundamentally 
diffelrent than directly matching Ch'lrity care. To be pennissibte. provider taxes must 
meet cenain requirements imposed by the 1991 donations and taxeS law. These 
requirements are intended to mak~: the burden more equitable, but also make the taxes 
lea> I)()pular with providers. If a ~~nnissibte tax were created, the revenues could be 
used to pay for charity care, in a State and matched with Federal dollaJ:S. 

We an 'Wilting to matcb charity care under certain conditions. If the care is provided 
t.o a Tenncare enrollee by a publl(: facility and the lljlcompensated amount is identified 
as a certified pubHc expenditure, Federal matching! {pnds,are available. 'Ibis amount is 
less than the full amount of charity care for which,Tennessee requested Federal match. 

HOW1~ve"t we ~ not willir.g to N«'go~ aU charity care as a matchable expense. Since 
charity care is often difficult to define and account for. an open-ended recognition of 
Charity care could have a large em:ct on ttle Pederal treasuryt up to $13 bDIion annually. 
We do not want to set a precedent. that would result, in fuil Federal reimbursement of 

. hospitals' uncompensated costs. . 

KEY INFORMATION: 

... TIle provider taxes and donations regulations were developed to place a finn limit, on 
Stat€! methods of revenue raising ~:)r the purpose of Medicaid matching. State abuses 
ha,ve received considerable press and Congressional attention. and lead to a.statutory 
restriction on provider taxes. If W~: open the door to charity care here, other States will 
ask for the same relief through thE; waiver process. 
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. BLOCK ORANT APPROACH 

. QUESnON: 

Why do you object to a block grant apl)roaeh when it not: only holds the federal government 
fiscally harmless from cost increases, btlt reduces the gr~h in Tennessee's Medicaid . 
program? 

. ANSWER: 

,Although a block grant is nQ longer b.eing considered, let me outline our concerns with 
Tenn~;'s originill proposal. 

II> Tille State could drastically reduce :its Medicaid spendillg. AS originally proposed, the 
block gnmt approach was unacceptable because the Federal government would have 
been required to maintain its prior level of Medicaid spending but the State would not 
have been subject to the same req"lirement. This woUJd have significantly altered the 
Mc:mt;Aid matching pcroenta~es in 'rennessee and severed the basic federal~ate 
f'mandng relationship. 

.. Approval of a block. grant could undermine tbe Health Security Ad. Key memberS of 
Cong:ress, including Representative!. Dingell and Waxman. essential to passing health 
care I'e-fonn, would strongly object to a block grant approach and may respond by 
threat~ning to I';urtail the Set:retary"s waiver authQrity. 

,.., Gll'oW1tb in Tennessee's Medicaid program is likely.o swwanyway. The State had 
expanded its program over the last several years by using donations and taxes funding. 
The Ii,ew donations and taxes law has substantially reduced the ease with which such 
funds can be raised. 

+ Thus, Tennessee is asking us to keep Federal funding fIXed at an historieaJly high 
le;vel. 

of. Other States have successfully reduced the rate of growth in their Medicaid 
programs while maintaining 8 matching arrangement. 

KEY INFORMATION: 

.. Arizona. Tennessee's request for a block grant is fundamentally different from the 
funding approach taken at the outst~t of Arizona's Health Care Cost Containment 
System (AHCCSS) program. For Arizona a fixed Federal payment was established 
based on per capita data from other State~ with comparable populations and services. 
At the timef Arizona did not have an operational Medicaid program and (his approach 
aUOWi;d the State to quickly build its program from scratch. Arizona has since gradually 
moved toward a matching arraniement. Tennessee planned to use a block grant to 
radically restructure its Medicaid program and reduce· its State Medicaid expenditures. 



I 
NOIJ-08-1993 13:34 FROM FlDMINISTRFlTOR'S OFFICE TO 94562878 P. 10 , 

PRESERVING FEDER.lU}STA TE MA TCHlNG IN MEDICAID 

QUES1l0N: 

What is jiQ important about preserving FederallState matchins of Medicaid costs? 

ANSWER: 

Tenness4::e has agreed to follow the M(~caid matching policies for TennCare. The matching 
relationship provides an essential tool for ensurini that States manage their Medicaid 
progra1ru~ effectively. . 

.. Medicaid Is Jointly funded by both Federal and State govemmeD~ yet it is administered 
by the States. 

... Sincc~ Medicaid provides an open..f:nded Federal match for expenditures that are largely 
ur!der the control of the States, thl~ matching Connula is important to help insure 
appropriate, stewan:fship of Fcdcrail resources by the States. 
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IiBALTH CARE R.EFORM 

QUESTION: 

Our program is just like your propasaJ for national health care refoim: Tennessee will cover 
many of Ithe uninsured, enroll them In lillanaged care. and bargain down provider rates to 
obtain We effIdern;y that is now l11is8ini~ in the system. How can you tum down in 

, Tennesse¢ what you are trying to do n~llJonally? 

.ANSWEiR: ' 

TennCare is different in many key respects from the Health Security N:.t. 

,.,. Finainc::iqg. A State maintenance of eifolt is not required. Under health care refonn. 
State,s wfil be required to malce maintenance of effort payments to the alliance on behalf 
of Medicaid eligibles. Under Tenn:care. the State would not be obligated to maintain its 
previOus level of Medicaid spendi~g~ 

.. QW.I Shifting. Rate' reductions are likely to lead to cost 811iftinl- Under health care . 
refor.m, balanced reductions in the public and priVate sectors will pnwcnt funher coot 
shifting. Under TennCaret further shifting is likely -i. provider payments will be reduced 
only for those seIVing TennCare enrollees. . 

.... Mair18treaming. Dbtinetions of l"Iorand rich will remaia. Under health care refonn, 
the poor wm be malnstreamed and discrimination reduced. Under TennCare. fl 

separate program and continued payment differentIals wnt keep the poor apan. 

~ Mall9.pd Care.. The poor will havt~ limited choice or health plans. Under health care 
reform, individuals win have a choice between,managed.care and fee for service heahh 
plan~;. In TennCare~ Medicaid and uninsured individuals ean only choose among 
mrumgeo care organizaUons. 

.. ~iS,. Universal access wiU Dot be assured. Under health care reform, everyone will 
be guaranteed access to alliunce cO'llera,ge_ TennCare does not guarantee access for all 
uniruiUred and does not include ins~rance reforms. such as community rating, that would 
othelWise increase an individual's a.eeess to health insurance. ' 
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ROLE OF THE HEALTH CARE FINANCING ADMINISTRATION 

QU'ES'rION: 

The H~'uth Care F"mancin, Administration (HCPA) has acted like an 'Iover-nlled, over
regulutc'd, ovcr-govemc:d" bureauGracy throughout the TennCare waw-er review .process. 
How cail such an agency effectively h{~lp States implement health care reform? 

ANSWItR: 

• HCFA has, in fact. undergone a. fagnificant change in the way it doeS business w1th the 
Stai:~ and has been QC(;\XIingly fleXIble in the:: last ten months. 

.. FOr example, HCFA granted broad Medicaid waive~ to Oregon, Hawaii and Rhode 
. Island, and expects an additional approval shortly. HCF A entered into extensive 
. negotiations with the Nation.aI G(:wemor's Association an a variety of Med(caid issues. 
including streamlining the waiver review prOQess. HCFA is also in the midst of . 
diseussiOIis with 12 other States ever health care reform initiatives. 

+ Indeed, ReF A has approved virtually aU statewide health reform waiVers that are in' 
its processing pipeline. Tenrl:essee is the only State with which we have been unable 
to work. out an agreement. 

... HcrNever~ HCF A still must maintain a balance between granting States flexibility in their 
Medicaid programs. and protectJngthe Federal treasury. 

... HCFA is bound by the limits of its statutory authority. In addition to helping States 
WOI,t: within these limits to find innovawe ways to IU'Uloceand deliver health services. 
HCF A must uphold its obligation to provide Federal oversight of the Medicaid program. 

TOTAL F.13 
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TALKING POINTS FOR MEETING wrrn GOV. McWHERTER 
ON TENNCARE MEDICAID WAIVER 

I appreciate the fact that you are having difficulties with the financing of your Medicaid 
. program, because of the repeal of your provider tax· and the high growth rate of your 
program. ' 

H~vel't your TennCare proposll presents a number of' dift"KUltitls tor tbe FederaJ· 
goftmment, as weltas tor beneftclaries and provlders'ln Tennessee: 

o Tihe State is sharply reducing its urearl contribution to the Medicaid program. while 
e.~Dg the Federal govermllent to maiDtain and increase its oontnoution. Tbis 
puts us in an awkward positio!1l iInme<iiately prior to health refoIlD, which assumes 
state maintenance of effort. 

. 0 ~·ou have asked us to approve a number of unorthodox financing arrangements that 
other states Will quickly imitat~ at a. coot to the Federal budget Your plan has also 
caught the attention of Congr1essional oversight committees. 

o Your planned implementation date of January 1 has been difficult for,beneficiaries. 
Yau have required beneficiaries to select health care plans before they know which 
ODe their doctor hils signed up' for. This has been e~pecially difficult for those 'With 
sj:>eCial needs and multiple providers. 

o Physicians are up in arms over the 25-35 percent cuts in reimbursement they 
anticipate under TennCare; we have concernS that many critical providers may not 
participate. 

The Department of Health and HUm8ln. Services has worked with you in good faith over the 
past hwll months in an effort to de~el(lp a compl,"ODlise that both sides could live with. Both 
Secretaty Shalala and HCF A Administrator Bruce V1adeck have had substantial personal 
involvement. It appears that considl;:rable progress has been made toward that goal. 

HCFA Itas taken reasonable positions on a number of unorthodox aspects of your proposal. 

o HCFA has a.greed to (1) provide Federal matching funds for a new form of Certified 
F'ublic Expenditures (essentially charity Care at public hospitals). (2) provide Federal 
Dtatch for services provided tel residell~ of insti,tutions for mental diseases (IMDs)t 
according to our health care n~fonn principles; and (3) allow premium payments by 
beneficiaries for the State'so cost of their care to count as the State share of 
Medioaid. Each of the3e , represents significant movement on HCFA's part. . 

o They have also tried to be, tleljble on the implementation date and the adequacy of 
tl~e. capitation rate. . 
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It is In TellQiSSee'$ best Interest to CQlltinue working with HCFA and to make tbe necessary 
. compromises that wiD aDow a TennCare program to eJl'lel"&e under the circumstances they 

have laicl out. 

. 0 If we push too much further 011 several of these issues, the entire program will be 
in jeopardy. Inquiries and pn:5sure from the Congress are increasing. Given the 
criticism that TennCare is faCUlg on so many fronts, it will be difficult or impossible 
for us to go further than we already have. 

o I am sympathetic to the financing dilemma that the State faces. We need a 
Ct'Jimprehensive approach to helllltb reform so that the states and Federal govemment 
through the Medicaid program do Dot have to continue to bear so much of the 
biJlrden of covering the unmslued. 

/0 We have the ingredients for :an agreement, if you can make some progress iu 
jd.entifying real dollars to fill the State's shortfall in the projecfs financing. We are 
priepared to work with you to put together a viable TenoCare program that both of 
us can be proud of. 
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CHARITY CARE' 

QUES'UON: 

HCFA $ItafE' has admitted that it would accept my argument that charity care could receive 
Federal match if I were to tax prOYidars for the value of!ctuirity ~ and cycle this money 
throur)l the State treasury. Why arc,You making us jump tbrough bureaucratie hoops? 

ANSWE~R; 

.. Pro'Met" taxes are more than just "bureaucratic hoops." 1'ue$ are fundamentaUy 
diffm:-ent than directly matching charity care. To be permissible, provider taxes must 
meet cenain requirements imposed by the 1991 donations and taxes law. Th~ 
reqflirements are in~ded to ~:e the burden more equitable. but also make tne taxes 
less popular with providers. If a pennissible tax were created,' the revenues could be 
used to pay for charity care in a State and matched !with Federal dollars. 

,.. We are willing to matcb charity eaR under certain coDditiOD& If the care is provided 
to a. TennGare enroUee by a public facility and the uncompensated amount is identified 
as a, cenified pub lie expenditure, Federal matching funds are available. This amount is 
less than the full amount of chanity care for which Tennessee requested Federal match. 

II> HQwewr, we are not willing to ~!Ogoi%e all cbarity,care AS a matchable expense. Since 
chadty care is ofiendifficult to dc:tlne and account for, an open-ended reeognition of 
chartcy care could have a large effea on tne Federal treasury, up to $13 bUUon annually. 
We do not want to set a precedent that would resu~t in fun Federal reimbursement of 
hospitals' uncompensated coots. 

KEY lNFORMATION: 

... Tl1c~ provlder taxes and donations; reguJatlons were developed to place a firm limit on 
StaLe methods of revenue raising ror the purpose of Medicaid matching. State abuses 
have received considerable press and Congressional attention. and lead to a statutory 
restriction on provider taxes. If we open the door to cbarity ca.re here, other States will 
ask for the same relief through the waiver process. 

,-. - -, 



I 
i~Ol)-08-1993 13:34 FROM ADMINISTR~iTOR'S OFFICE TO 94562878 P.09 

.. BLOCK GRANT APPROACH 

QUE.ST1[ON: 

Why do you object to a block grant approach when it not only bolds the federal government 
fisca1~y harmless from· cost increases,. but reduces the growth in Tennessee's Medicaid 
p~? . 

ANSWER: 

Although a block grant is no longer b.)ing considered, let me' outline our concerns with 
Tennc:ssee's original proposal. 

... The State could drastically redua~ its Medicaid spending. "As originally proposed. the 
block grant approach was unacceptable because the Federal government woufd have 
been required to maintain its prior level of Medicaid spending but the State would not 
h:!lVt~ been subject to the same re<luitement. This would have significantly altered the 
Medicaid matching percentages in Tennessee and severed the basic federal-9tate 
fmancing relationship .. 

.. Approval of a block grant could lI:odermine tbe Health Security Ad .. Key members of 
Congress, including Representatives DingeJ.I and Waxman. essential to ~ing health 
care refonn. would strongly object to a block grant ~pproach and may respond by 
threatening to curtail the Sec:retaIy's waiver authority. . 

... Growth in Tennessee's Medicaid I)rogram is likely to slow aoyway. The State had 
expanded its program over the last several years by using donations and taxes funding. 
The new donations and iaxes law has substantially reduced the ease with which such 
nmcls can be . raised 1 

+ Thus, Tennessee is asking us :to keep Federal fUnding fIXed at an histOrically high 
level. 

+ Other States have successfully reduced the rate of growth in their Medi~id 
programs while maintaining 8. matching. arrangement. 

KEYINFORMAnON: 

.. Arizona. Tennessee's request for a block grant is fundamentally different from the 
funding approach tak.en at the OUIt.set of Arizonats Health Care Cost Containment 
~~iem (AHCCSS) p,rogram. For Arizona a fixed Federal payment was established . 
b.~:a on per capita data from other States with comparable populations and services. 
A.t the time. Arizona did nOt hav(: an operational Medicaid program and lhts approach 
aUO'\JVe(J the State to quicldy build its program from scratch. Arizona has since gradually 
moved tovvard a matching arrangement. Tennessee planned to use a block grant to 
radically restructure its Medicaid program and reduce its State Medicaid expenditures. 
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PRESERVING FEDERAlJSTATE MATtHINO IN MEDICAID 
I 

What is &0 important about presorving FederallState marching of Medicaid costs? 

-' 

ANSWER: 

Tennessee has agreed to follow [he Medicaid matching policies for TennCare. The matching 
relatiomihip provides an essential tool for ensuring that States manage their Medicaid 
programs effectively. 

Me(Ucald 15 JOlndy tunded by bottll Federal and State govemmeuts. yet it is administered 
by the States. , 

Siince Medicaid provides an open",endeci Federal malch for expenditures that, are largely 
UIrl&"r the control of the States, the matching formula is important to help insure 
appl:opriate stewardship of Fcdcn.1 resouR':CS by theStatcs. 
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HBAL7I1i CARE REFORM 

QUESTlON: 

Our program is just like your proposai for national health care refonn: Tennessee wUl cover 
many of tbe uninsured, enroll them in managed care, and bargain down provider rates to 
obtain the efficiency that is now mb:sing in the system. 1:Iaw can you tum down in . 
Tenness<:~ what you are trying to do nationally? 

. ANSWER: 

TennCare if; different in: many key respects from the Health Security ht . 

.. : Fgncigg. A State maintenance o,r tffort is DOt required. Under health care reform. 
Stat~':.s will be required to make m,~intenance of effort payments to the alllance on behalf 
of Medicaid eligibles. Under Temlcare. the State would not be obligated to maintain its 
previous level of Medicaid spending. 

.. .QW. Shlfttng. Rate reductioD.5 ·an: likely to lead to eost 'hifting. Under health care 
reform, balanced reductions in the public and priVate sect~ will prevent fllnher cost 

shifting. Under TennCare. further shifting is likely .... provider payments will be reduce(! 
only for those seIVing TennCare ellronees. 

... Mainstreamiru;. Distinctions or poor and riehwill remain. Under health care reform, 
the poor wlll be malnstreamed anel di3<;rimination reduced. Under TeMCare, a 
separate program and continued p:ayment differentials will keep, the poor apan. 

... Managed Care. The poor wiU hav,e limited choice of health plans. Under health care 
refoim, individuals will have a choice between managed care and fee for ~rvice health 
planr,. In TennCare, Medicaid and uninsured individuals can only chOO8e among 
managed care organizations. 

... A&«U. Universal atcess will Dot be assured. Under health care reform, everyone will 
be guaranteed access to atliunce c(we.rage. TennCar~ does not guarantee access for all 
uninijured Ilnd does not include insiurance reforms, s.~Cb as community rating, that would 
otherwise increase an individuafs n~cc$S to health insurance. . 
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ROLE OF THE HEAL THt CARE FINANCING ADMINISTRA nON 

Q1..J'&-rION: 

The Health Care Fmancing Adm.inistnuion (HCFA) has acted like an "Over-ruled. over- -
regulated., cvc:r-govcmed" bureaucracy tbroughO\lt the TennCare waiver review proc:es&. 
How carl such an agency effectively h~~lp Sta.tes implement heal~ care refol1TI? 

ANSWER: 

.. aOf?A has. in f~ undergone a !:iignificant change in the way it does business wim the 
States and has been exceedingly flexible in thc last ten months. 

I • 

.. For example, HCFA gramed bro~ld Medicaid waivers to Oregon, Hawaii and Rhode 
. Island. and expects an additional approval shortly. HcrA entered into extensive 
. negotiatiolU with the NatioruU Gcwemors Association on a. variety of Medicaid issues. 

iltciuding streamlining the waiver review process. HCFA is also·iIl the midst of . 
discussions with 12 other States Q'ver health care reform initiatives.. 

.... Indee~ HCFA has approved virtually all stateWide health refonn waivers that are in 
its processing pipeline. Tenn,essee is the only State with which we have been unable 
to work out an agrE:ement-

II- HmiO'ever, HCF A still must maintn.ill a balance betWeen granting States flexibility in their 
Medicaid programs. and protecting the Federal treasury. 

... HC?A is bOWld by the limits of its statutory authoJity. In addition to helping States 
work within these limits to find innovative ways to IUWlC!eand deliver health services. 
HCJ? A must uphold its obligation to provide Federal oversight of the Medicaid program. 

. I 

TOTAL P.13 
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TALKING POINTS FOR MEETING WITH GOV. McWHERTER 
, ON TENNC.ARE MEDICAID WAIVER 

1 appre<:iate the fact that you are WIving difficulties willi the financing of your Medicaid 
program, because of the' repeal of your provider tax and the high growth rate of your 
program. 

However: your TennCare proposal· presents a num~r of diffiadties for the Federal 
government, as wen as for beneftclar1es and provlde~ In Tennessee: 

, 
o The State is sharply reducing its ureal" contribution to the Medicaid program, while 

e:lpeCting the Federal goVermnent to maiDtain and increase its contribution. This 
pats us in an a'vkward POSitiOill immediately prior to health refoIIIl; which a:s:sumcs 
state maintenance of eHort 

. 0 You have aiked us to approve a number of unorthodox financing arrangements that 
other states will quickly imitatee., at a coSt to the Federal budget Your plan has also 
('~tugbt the attendon of Congrl~ssional ovelSigbtcommittees. 

o Your planned implementation date of January t has been difficult for beneficiaries. 
y'ou have required benefician.es to select health care plans before they know which 
oDe their doctor ha3 signed up for. This hrus been especially difficult for those ?lith 
special needs and multiple prc'viders. 

o Pbysicians are up in arms over the 25-35 percent cuts in reimbursement they 
allticipate under TennCare; w.~ have concerns t~at many oritical providen. may not 
participate. 

The Deplartment of Health and Human Services has worked with you in good faith over the 
past twu months in an effort to develop a compromise that both sides could live with. Both 
Secretary Shalala and HCF A Admini3trator Bruce Vladeck have had substantial personal 
involvem.ent. It appears that considerable progress has been made toward 'mat goal. 

HCFA h.as taken reasonab Ie positions on a number of unorthodox aspects of your proposal. 
i 

o HCFA has agreed to (1) provide Federal matchhtg funds for a new form of Certified 
. Public Expenditures (essentially charity care at public hospitals); (2) provide Federal 
match for services provided to resideDts of institntioDs for menta) diseases (IMDs), 
. according to our health care reform principles; and (3) allow premium payments by 
beneficiaries for. the. State'5 (:ost of their care to count as the State share of 
. Medicaid. Each of the5e repr(~sent8 significant movement on HCFA '$ Pt'll't. 

o TIley have also tried to be. flexible on the implementation date and the adequacy of 
th,e capitation rate. 
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It is in 1fenoessee's best interest to cfJntinue working with HCFA and to make tbe necessary 
compro(lI1lses that 'Win allow a Tenn(;are program to emerge under the circumstances they 
have laid out. 

o . If we push too much further lOll several of these issues, the entire program will be 
in jeopardy. Inquiries and pressure from the Congress are increasing. Given the 
triticism that TennCare isfaciing on so many front&, it ",ill be difficult or impossible 
for us to go further than we a:.lreaciy have. I 

o I am sympathetic to the financing dilemma that the State faces. We need a 
comprebensive approach to he;alth reform so that the states and Federal government 
through the Medicaid program do not have to continue to bear so much of the 

. burden of covering the uninsured. 

o We have the ingredients fOI an agreement, if you can make some progress in 
identifying real dollars to fill the State's shortfall in the project's financing. We are 
prepared to work: with you to put together a viable TennCare program that both of 

. us. can. be proud of. 
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BACKGROUND ON TENNCARE WAIVER 

Originall TennCare Waiver Proposal 
I 

Tennessee's Medicaid program caO'If~ under great pressure because of its extremely high 
growth rate and a political1y unpopu!lar tax on hospitals. Providers recently pressured the 
State legislature to repeal the $500 million tax, which had supported a large portion of the 
State shitte of the Medicaid program. However, the GoVernor wants to salvage the situation 
with the unorthodox: TennCare plan. The original TeimCare proposaJ would: 

o f:nroll the State's one million Medicaid recipients in "managed care" as of lanuaty 
1,1994; 

o . A-dd most of the uninsured in the State to the program (800,000 people); 

o Put Federal Medicaid funds in a block grant, locking in a growth rate below the 
h~rical average: and 

o . Pay for this ambitious program by: 

. (1) cutting provider rates by 25-35 percent; 

(:~) keeping the Federal oclntribution high while cutting Sta~ share (or, viewed 
another ..,.lay, by asking the Federal government to match tlcbarity care" 
contributed by private .and public providers in the State); and 

(3) asking the Federal government to match a number of other unusual and 
precedent-setting items., including premiums paid by beneficiaries and the C05t 

of services provided to residents of institutions for menral diseases ([MDs). 

HCFA's Objections to the Proposal 

o F'immcial: We feared the many precedents that approval of the TcnnCa.re waiver 
. viould set . 

(1) The State wants to extend coverage to m<;>re individuals. even as it eliminates 
its provider t.'lX and cuu; State contributions by over $500 million. It proposes 
to do this through a block grant, that: is, by reducing State funding but 
k.eeping Federal funding at current levels. This would increase the Federal 
share from 67%· to. about 85%. Key members of Congress such as Mr . 

. Dingell and Mr. Waxnu~D would suongly object to a block srant approach and 
might respond by curtailing the Secretary's Waiver authority. Finally, the legaJ 
authority to block grant: the Medicaid program even under our demonstration 
authority is dubious at best 
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Allowing Tennessee to' reduce it! "real" financial effort, e$pccially just prior 
to health reform., would allow h to dec~ease state maintenance of effon in 
advance of passing tbe Hea1th Security Act If the base period for 
maintenance of effort :is changed by Congress and other states emulate this 
approach,. a larger shmtfaU in Federal financing for the Act would result 

Charity care funds are not State revenue. and matching them would set a 
precedent thatwould cost the Federal government an estimated $13 billion 
per year if other states were to follow. 

Other states have shown inte:tlK intere:rt in our decision on TennCare. SU"~g 
privately they will foJJow Tenllessee"s lead if the waiver is approved. 

o Implementation Date: HCFA believes that Tennessee's insistence on full 
implementation of TennCarE: by January 1 has been confusing and unfair to 
beneficiaries.. Already the Stile has ·cut comcrsn in the enrollment process. For 
e;'wnple, the State has not yet completed contracts with managed care p1ans, nor 
h:ave plans signed contracts with providers. Nevertheless, Medicaid recipients were 
told that, if they did not select a managed care plan by November 1. the State would 

. 8lrbitrarily assign them to a ph;~. Many beneficiaries seeking to ensure a continued 
rt~lationship with physicians f(IUnd that their doctors bad not yet joined plans and 
were uncertain if they would ever do so. This has been especially difficult for those 
with special needs and multiplle providers. . 

Although the State's eagcm.:s8 to enron its beneficiaries in managed care is 
admirable, only about 4 perce;[1t of its population is now enrolled in managed care, 
m.aking it very difficult to crea.ted the needed infrastructure in such a short time. 

'f.ennessee· responds to this p<,int by arguing that the confusion of the enrollment 
process is less painful than tbe dislocation of major program cutbacks that might 
ellSue if the waiver were disapproved. 

o Pirovider Participation; In order to finance TennCarewith limited dollars, Tennessee 
hilS proposed capitation rates t.;) managed care o~g8nizations that would cut prOYider . 
rl!:imbursement by 25-35 percellt. Little savings from managed care can be expected 
during the first year of the program. The State argues that there are sufficient funds 
in the syst~m. including chari~Y" care. to justify cuts of this magnitude. We remain 
cclnc.e.med that there may not ibe enough providers participating to ensure access. 
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External Events 

GovernOir McWherter is under increasing pressure in the local media to resolve this issue. 
The State legislature has generally supported the Governor. but some legislators are 
begiDniDJJ to voice concems. 

BenefIcfuies: Consumer groups are !~eneral1y supportive of the plan because they believe 
the altenlative to TennCare (sbcup r~~uctions in optional services) will be ~orse. There 
have b~:n a number of press stOriE~ about beneficiary confusion. particularly as the 
NOVemlb4!lr 1 enrollment deadline app.roaehed. One lawsuit has been filed. to date. 

Piovidl~rs:: While provider groups .axe not officially opposed to TennCare, they have 
encouraged a major write-in campaigIl to the Department. We have received hundreds of 
lette~ in the past week asking for a phased-in impleDleitiation and higher reimbursement 
rates.. 

Congressional Interest: Sen. Sasser has expressed support for the proposal. Rep. Dingell· 
has seut a staffer to Tennesliee to i.nvestigate the program, and his staff believes that 
TennCaJl~t$ financing is designed to shift costs to the Federal government. . 

Negod~ltli)DS between HClA and the State 

DRoi!~: The Governor will argue th:at HCFA is blockirig innovation and being regulatorY 
and bu.reaucratic. However, HCFA's pogition is that ~e State can configure its program 
as it wishl~ as .long as the State meets· certain basic cot;lditions: 

o It :usures access to quality care for enrollees. That is, there have to be adequate 
jpTc,}vider' and managed care plan agreements in place to make the program viable. 
Enrollees need to' be able to make a choice once these arrangements have been· 
completed. 

, 

o [t I)rovides adequate State matching payments, that is. it does not shift an increasing 
l;h~lre of financing its Medicaid program ·to the Federal government. 

o M:3ttchlng payments wUJ be made onJy tor TennClre enrollees, not a broader set or 
eJjl~les, unless the State sets tiP a fund for uncompensated care with appropriate 
State matching. The State's position. that we match uncompensated care without the 
State having provided any caJ;h match, would potentially have the Federal 
g~'Criunent bearing the fuU fin;!lQ.cial burden for :uncompensated care in the State. 

The Governor will argue that TennCare is a model for the Health Security Act. But if the 
program starts badly because of poor provider pamcipation and little choice fcr 

> beneficiaries, the press may use that aligument against the HSA. 
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Curretl1!itm:J&i: Extensive discussions 'with the State have led to some progress. In an effort 
to avel't. the major program cuts thatm4ht ensue if the wai:\oel were disapproved, HCF A 
.has JrUl\dc: significant mCM::ment io ~'eral areas: 

o We have agreed to (l) provide~ limited Federal mau:hing funds for a new fOlDl of 
certified public expenditnna..8 (e!:s.e.ntially chari1¥ care at pu boo hospitals); (2) provide 

, tinlited Federal matching funchl for services in IJ.\.fDs, .according to our hulth care 
reform principlC3; and (3) allow cenain premium pa)meDts by beneficiaries tor the 
SUlte·S cost of their care to COUDt as the State's share of Medicaid costs. We have 
attempted to limit the precedellt this might set in other states. 

o· Rather than dictate II delay in tb.e implementation date, we outlined for the State the 
ste]ps it must complete prior to Implementation. i In addition., we wiD requiretlJem 
to repeat the enrollment/plan Si!lection process after contracts with providers have 
beflO signed and approved by BCF A. ' 

o Ra!lher than requiring Tenncssce to set higher capitation ra~ we will require that 
tbe State be able to assure access and monitor quality in the program. 

Tennessee has made some concessions: 

o Thc:~ State hu reluctantly agreed to abandon the bl~k: grant approach and to adhere 
to tbe current FederaJlState matching relationship,. 

o Tennessee has cot the number clf enrollees from 1.8 to 1.5 million. 

\Sevcral issues remain to be resolved: , 

o Tennessee agrees that they havt~ a shortfall in S~te funds of approximately $185 
miUion that they must address. 

o The State argues that we should (>emore liberal in allowing premium revenues from 
bem~ficiaries to count as the Stalte share of Medicaid; HCFA argues that doing so 
would allow the State to make a profit on Federal matching funds. 

o . Tennessee would like the Federal government to make certain payments on behalf 
of tllose eligible for the TennCal'e but not enrolled in the program .. 

. 0 Altbj;)ugh the State has agreed to all our safeguards on implementation, they assert 
th:lt January 1 is still feasible., which we find dubious. " 
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BACKGROUND ON TENNCARE WAIVER 

Original 'teancare Waiver. Proposal 

'TeDDessee'a Medicaid program. eame under great pressure becawse of its fiX'trcmeiy high 
,grOW'th rate and a politically uupopular tax on hospitals. Providers recently pressured the 
, State legisllature to repeal the $500 million tax, which bad supported a large portion of the 
, State shan:: of the Medicaid program. However, the Governor wants to salvage the situation ; I~th the UltlorthodOK TennCare plan. The original TennCare propo&aJ would: 

,!o E:nroU the State"s one million Medicaid recipients in "managed carett as of Ianuary 
t 1994; 

I 

o Add most of the uninsured in the State to the program (800,000 people); 

o Put Federal Medicaid funds in ;a block: grant locking in a grOYlth rate below the, 
bistorical average; and 

o Pay for this ambjtious program by: 

(1) cutting provider rates by 25-35 percent; 

(2) keeping the Federal contribution high while cutungState share (or, viewed 
another way, by asking the Federal government to match "charity care" 
contributed bY private and public providers in the State); and 

(l) asking the Federal government to match a number of other unusual and 
precedent-setting items, ill!cluding premiums paid by bcnefieiaries811d the cost 
of services provided to residents of institutions for. mental diseases (WDs). 

tHCFA's Objections to the Proposal 

o Fmancial: We feared the many precedents that approval of the TennQue waiver 
would set: 

(1) The State wants to extend coverage to more individuals, even as it eliminates 
its provider tc'l.1J: and cuts State contributions 'by over $500 million. It proposes 
to do this throu!h a blcICk grant, that i5, by ~cing State funding but 
keeping Federal funding ,at (furrent levels. .1bis would increase the Federal 

. share from 67% to about 85%. Key members of Congress such as Mr. 
Dingell and Mr. Waxman would strongly object to a block grant approach aDd 
might respond by curtailing the Secretary's waiver authority. Finany, the legal 
au tborityto block graDt the Medicaid program even under our demonstratIon i . 

autbority is dubious at best 
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(2) Allowing Tennessee to :reduce its Ifrea!,1 financial eff0r4 especially just prior 
to health refonD, would, allow hto decrease state maintenance of effon in 
advance of passing tb,e Health SecuritY Act If the base period for 
maintenance of effort is changed by Congress and other states emulate this 
approach. a larger shortfall in Federal financing for the Act would result. 

(2) Charity care funds arellot State revenuet and matching them would set a 
precedent that would eelSt the Federal government an estimated $13 billion 
per year if other states were to follow. I . 

Other states have :mown intcn;~ intergt in our decision on ,TennCare, sugge.5tiDg 
privately they will follow TeDD~~e's lead if the Waiver is approved. 

o Implementation Date: HCFA believes that Tennessee's insistence on fun 
implementation of TennCare by January 1 has been confusing and unfair to 
be'ocfieiaries. Akeady the State has "cut comersI'! in the enrollment process. For 
example; the State has not yet completed contracts with managed care plans, nor 
have plans signed contracts witJl providers. Nevertheless. Medicaid recipients were 
told that, if they did not select a managed care plan by November 1,. the. State would 
arl)itrariIy usipl them to a plarl. Many beneficiarie$ tieekiog to ellsure a continu.ed 
relationship with physicians found that their doctors had Dot yet joined plans and 
were uncertain if they would ever do so. This haS been especially diff~cult for those 
with special needs and multiple; providers. ' . " . 

A.I1tllOUgh the State's eag~rnc:~ to enron its ~enerJOiaries in managed care is 
adlDirable, only about 4 percent of its population is now enrolled in managed care, 
mttking it very difficult to creat,edthe needed infrastructure in such a short ti.me~ 

i 

Tennessee responds to this point by arguing that the cQnmsion of the enrollment 
pn)CCSS is less painful than the dislocation of major program cutbacb that might 
j!wrue if the waiver were disapproved. 

o l~4iMder PartieiFation; In order to fmance TennCarewith limited donars, Tennessee 
hafl proposed capimtion Tates to managed care org~llizati()ns that would cut provider 
reiinbursement by 25-35 percentt. Little ~vings from managed care can be expected 
during the first year of the program. The State argues that there are sufficient funds 
in ithe system. including eharity care. to justify cuts of·this magnitude. We remain 
coneemed that there may ,not be enough providers participatiDg, to ensure access. 

, , 
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" &ternalEvcnts 

-Govemor McWherter is under increasing pressure in the local media to resolve this issue. 
The Statf~ legislature has generally s,upported the Governor. but some legislators are 
beginniiD.~: to voice COnCerDg. . : 

Benefida:nes: Consumer groups are 8,enerally supportive of the plan because they believe 
_ the alternative to TennCare (sbup reductions in optio~al services) will be worse. There 
have bee:a -a number of press stories about beneficmry confusion. particularly as the 
November 1 enrollment deadline approached. One lawSuit has been filed to date. 

Providers:: While' provider groups are not officially apposed to TennCare, they have 
,-encourag«~d a major write-in campaign to the Department We have received hundreds of 
letters ,in the past week asking for a phased-in implementation and higher reimbursement 
rates. 

Congressional Interest: Sen. Sasser h~LS expressed support for the proposal. Rep. Dingell 
has sellt :a staffer to Tennessee to itlvestigate the program, and his staff believes that 
TennC.iU'E~'s financing is designed to shift costs to the Federal government. 

-Negotiations between HelA and the State 

~:: The Governor will argue that HCFA is blocking innovation and being regulatoI)' 
and bureaucl'3tic. However, HCFA's position is that the State can configure its program 
as it wishl~ as long as the State meets certain basic conditions: 

o It-assures access to quality care tor enrollees. That is, there have to be adequate 
lPHwider and managed care plan agreements in place to make the program viable. 
En.rollees need to be able to make a ohoioe once these arrangements have been 
cOlnpleted. 

o U I~rovides adequate State matching payments,- that is. it does Dot shift an fnereasing 
gb~lre of financing its Medicaid program to the Federal government. 

-0 Malchlng payments will be made only tor TennC3re enrollees, not a broader set of 
eJjlP1lles, unless the State sets up a fund for uncompensated care with appropriate 
S~lte matching. The State's position. that we match uncompensated care without the 
Sttlte having provided any cash match, would potentially have the Federal 
igO'..-emment bearing the fun financial burden for uncompensated care in the State. 

The G()ve:rnor will argue that TennCare is a model for the Health Security Aet. _ But if the 
program starts badly because of poor provider participation and little choice for 
beneficiaries, the press may use that argument against the HSA. 
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I. Current s.: Extensive di$CussiOD$ "vith the State have led to some progress. In an effort 
to avert tbe major program cute that lnight euue if the: wah'el were disapproved, HCFA 
has made significant movement in sevc~raJ areas: . . 

.0 We have agreed to (1) provide limited Federal matching funds for a new form of 
certified public expenditures (eS!>entially cha.ri~ care at public hospitals); (2)provide 
linl.ited Federal matching funds for services in 1l\1l)s. ~cordiDg to our health care 
reform principles; aDd (3) allow certain premium paymeots by benefiCiaries for the 
State's cost of their care to COUllt as the State's share of Medicaid costs. We have 
attempted to limit the preceden1t this might set in other states. 

o Rather than diotate fl delay in the: implementation 4ate, we outliued for the State the 
:steps it must complete prior to implementation. In addition, we will require them 

. t(~ repeat the enrol1i:ncnt/pJan selection process after contracts with providers have 
beell signed and approved by HCF A. 

o 

I 
I 

Rather than requiring TenDcssee to .set higber capitation rates, we 'Nill require that 
the State be able to assure access and monitor quaUt¥ in the program. 

Tennessee ;Ilas made some concessions: 
I .. . 
() The State ha.s reluctantly agreed t·o abandon the block grant approach and to adhere 
I to the current FweraJ/State matching relationship. 

I 
o 
\ 

Tennessee has. cut the number of enrollee.& from l.a to 1.S million. 

Several issues remain to be resolved: 

J 
I 

0\ 

. Tennessee agreeS that they have a shortfall in Sta~e funds of approximately $185 
million that they must addr~ .. 

The State argues that we sbould ~: more liberal in allowing premium revenues from 
beneficiaries to count. as the State share of Medi~d; HCFA argues that doing so 
would allow the State to make a profit on Federal matching funds . 

. 0 T enDE'JSSee would like the Federal government to make certain payments on beha1f 
of those eligible for the TennCare but not enrolled in the program. 

o Although the State has agreed to all our safeguards on implementation, they assert 
that J;muary 1 is still feasible, whkh we find dubious. . 



I. PUR.POSE 

THI::: WHITE HOUSE 

WASHINGTON 

NO'\Tember 8, 1993 

MEETING WITH GOVERNOR MCWHERTER 

DATE: November 8, .1993 
LOCATION: Oval Office. 

TIME: 4:20 
FROM: Carol H. Rasco 

You will meet with Governor McWherter at his insistence 
to discuss his pendin~J Medicaid waiver, TennCare. He 
does not want HHS or UCFA individuals present and has 
stated repeatedly to me that if the President tells him 
he~ has to do what HCFJ\ has directed in order to have 
the waiver approved - more money and a delayed timeline 
- then he will accept those facts. We have delayed 
this meeting as long as we possibly could. 

II. BACKGROUND 

TE!nnCare was submitted to HHS on .;June 16, 1993. This 
pr~oposal to cover Med:lcaid clients as well as the 
uninsured up to a certain percentage of poverty was 
designed by Tennessee as they began to face the sunset 
dclte of April 1, 1994 of their pr9vider tax which has 
allowed them to creat.a one of the' most generous 
Medicaid programs in ·the country. Wi thout the provider 
tclx they face serious cutbacks in the program. 

Late in the summer HH:S told Tennessee they would meet a 
sE!lf-imposed Septembe:r 17 decision date. That date 
pclssed but work continued between HCFA and Tennessee 
officials. Governor l~cWherter came to see Secretary 
Shalala and myself individually about three weeks ago. 
W(.)rk has continued in good faith between Tennessee and 
HC:FA since that time. Attached is the latest status . 
report from HCFA. La·te Friday evening the chief 
financial officer in'l'ennessee, Mr. Manning, with whom 
we have all been work~ng CONFIDENTIALLY told Kathi Way 
of my staff that he wanted us to be aware that Bruce 
Vladeck of HCFA has been working in total good faith 
the last three weeks and that Vladeck/Manning are in 
a~Jreement on the financing, but the Governor will still 
s~~ek to have you as President intervene. 

A set of the most expected questions/requests from 
G<)vernor McWherter will be prepared by the time of the 
meeting based on the latest negotiations. 



· . 

~rhe' most critical point to keep in mind is that this 
meeting must not be SE~en by the Governor as one in 
l>lhich he came in and90t the final approv~l and/or 
changes in the condittons; that is the job of HHS. If 
he does see it as a mE~eting in which he gets you to' 
make'changes,' you are opening the :door for other states 
to stop their work wi t:h HHS/HCFA and come directly to 
you. 

Senators Sasser and Malth~ws have both expressed 
jLnterest in the waiver to HHS, and I had a lengthy 
conversation with Mathews by phone recently. He 
reilllinded me of his support and that of the Governor .for 
you. I have also had a call from Congressman Dingell 
~Ih() reminded me of his: sub-committee' s watchful eye on 
thls waiver as well as: other Medicaid plans used by 
,states and the fact th.at approval .of the TennCare 
~la;iver will prompt an immediate investigation into the 
approval; he indicated he understood the Secretary of 
HH~5 was being pressured by the White House to approve 
thl:! waiver. I assured him the White' House expected HHS 
\lri·th whom the authority rests to grant waivers to ' 
re,,,iew the applicable laws and regulations in 
evaluating ,any waiver~ 

III. PAHTICIPANTS 

I 
!IV. 

Pr.~sident Clinton 
Po~sibly Vic~-President Go~e 
Governor Mc,Wherter: We have not been notified by his office 
as to anyone accompanying him. 
Carol Rasco 

PRESS PLAN 

No press coverage. 

w • SE~)UENCE OF EVENTS 

Governor McWherter will want to present his case 
refuting the HCFA demand$ on cash and redoing the 
enl~ollment of clients. He' should be allowed to talk 
and then you will need to firmly tell him that in order 
to carry out the feder,al responsibility to cover the 
clients and preserve the integrity of health care 
reform overall he must meet the necessary match 
requirements as well a:3 provide an: orderly move into 
thE~ program. 

VI . RE~lARKS 

None required. 
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NQl:rE TO CARQL' RASCO 

FlROllh. '" Brace C. Vl&deck: 
Ada£.ra.i.l5tratol', He 

·StJliJECT: T&rU\Car8 Waiver Proposal -- StAtu* 

Tfle AII"'.II ... ... 
w .. I .... ·a.e. tOtO, 

OONF'OENT'AL~ 

As yOQ know, HerA has been revlew1ng a p'rt:)po!lsl .trom t.he st.ate ef 
Tent' ••• 8" that would waivQ I'"clClr&l MIIcIiealC:S requ!remCllnt.; in orG.er 
te E)J:ov!de cove.lO"91iJ to IWda,giaj,d ell,9U;,108 aad QQJ.n8Ll&"Clc:l in thII 
st.at..... WAilo wQ aro wakin'l3' GV • .IOYo;£fort, to provide m.a£.1I1111 
fl .• JltbU.Lty to atat.o. all t:nay red •• 19ft th.J.r hctalt:.h car. d.liv.~ 
jj;:y.l;9131, we ha". be.n oono.am.4 abouttt~ Unanclnq approach, 
benaflclary ~onfuD1Dn, And the implaaentat10n eahedule ~bae the 
at.t',e h.. p;r;omot.ed. The Sit-.. t. he. proviclod. rgr;pOn5C".., to ... nuDe X' 
of Our queetiona tibbUt: 'l'ORl1oCCI .. O; ~.t. a:-6c.nt.ly on OQto ...... 2D. 
Tho Governar t.s p~ellai:n9 fl)~ Q polllt.:1.ve doe1.101\ or:.ight. Away. , 

Laet n'9h~ w •• &id VU~ tor Tennessee ~ne eoftd1ti~fte ~4.r ~b1oh 
ww wo~ld .pprove B waivar. (Attaehe4 11 the .. '.~lal we faxed ~o 
th".) Th. £ollgwing are 1;lle 'If;f1Y t ... ~u •• C)f Gur of'.r, aloftg 
wi t.h. tne r.act..t.o1\11 1: ezpK1: from t.he Stet..: 

o m::::A gxrer: our llpprOllcn refUtDt.& slqnlIloant movement. on 
ow: part> lC. tJlree areoi~SSlnce 'tile state's t:)rl.qlnal propOSAl, 
•• have aqr •• o to (1) .prov1de l1ml~.d F.4.~.1 ma~ch1nq tunds 
fo~ • new ~O~ 0: C.~;l'~G~ P~blic Szpend~ture. (CPS); (2) 
prcv.1.de lUuted "ed.~.il IUtC:h.t.tl~ fund.s for •• rvic •• pl:OV14M 
to resid.ents of lnst,U~ut.ian.s tor mefttal d1a.aIll611·( INDA). 
consistent with the HElalth seourlty AQt, ll!td P) allow 
cQrtaln p.t'Gmlwlf payrlellt.s by p&t1eUI'tB who would n.ot otherwise 
be e119'1018 for Me<11ol~1d to count as the state's share of 
Medjeaid coat.E. We h.,ve endeavored 'to l1m1't 'ths preoedvnt 
these three d.veloplHllltl mivht. &et in othvl' ~tlt ••. , although 
it. 18 prol:',)a~ly not PO~9.1.l::I;),. to ell.unat. it.. 

Expected aeaction f 'rh,e State ahou14 reoarC1 the urat item 
•• a poa£tiva devalgpmlent, a.nd will :.,.roelv. 80m. 
improvement on tn ••• COn4 Item. On Itn~ third item, w. had 
prevloully communicated our position to them# bu~ they bad. 
argued against tba vary rA68oA6bla limitation we ha~ pl.C:.~ 

. on them. Our maat ~a.nt re.pon •• ~e~t.ra~ •• eu~ pe.!~!6b, 
which t.h.y will not. re~.:rd as prOqr8&8. 

I 

o HCFA P'f';: w. ~la~.t.flaQ to t.h" Sta~Q e~at WQ w11~ noc 
Pl'CV140 F.dftl'al l'I'Iilt:,eh £1:)%' C:4IIp~~."i.9n PilYl\"'''. for 
1ndi~1dU&1. whO are eligible £~r ~o~~ea~. but ngt .~.11Gd 
:f." the protram.. ~wv".t:,:I: .hould note ~hat. we lu:.pr.pa~ed 
to match ~A9 GO.t. o! l~nOomp.D'.'.d ~~ (8imilar to 
Gl.p~oportiona~ •• b~. payz.nta) to che ex~ent that ~h ••• 
iU'Q <Il9'tUQl State Q&eh '~KPencu tu~ea t.ha.t. ac.,ourat. ~oZ' Cloet:.D 
bo~ by p~EtioLPltlnq proy~u.re. 
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CONFI8ENTIAL~ 
a 

'xpictgd B.eaet.1QAI j\S we ,d1ac;u •• 6~ in 0\1. m8Q~ln'i ~neot.ner 
Qay, th. /lr,atte·e latl~lt. propoasl 8l.lQ'qeat.& tbat ttMtl' may 
rQgor<t th1& i. ,new amt !ignLtleant r!!!lt:Ciet!10n, .""1\ thoLlqh 
it .ahol.11d h.,.·a loeen ~i>kIv10u., ~o th4tm :tIii&eQ on fill our 
previous state!lIlents. Tenne .. ee may be interesteel In out:: 
alternat1ve, but may have dif~leulty raisinq the Statv 
resource. to &UPport tbl& approaCh~ , 

HCFA Offer: Rather 1;h&n d.lctat1nQ' an' ImpleMlitatlon date t.o 
the State, we out.lin~:ld tel' them the process we weuld reqUire 
Drior to 1l\\plementatJ,an. tn ad.dit1on, we will .t'equlr. them 
to repeat the e~:Clllll.nt/pl.n S4illGctlen procell8 sttel:' 
contracts with provlcler!!ll hovo beeft"~~Ga and apPl'oved try 
HerA. , ' :' 

EXPCb::t@d RtA .tIoD: We are mildly opt1mistic that. t.he Stat.@ 
vill react posJtivel~' to thi. a~ro&Ch. 

o HerA OUs;r: We nad. ~reyjously !1::t'Q1J\'td that Tenne ••• emuat 
i~=~8a8e thG capi~at1Qn rate t.o provi~erl beC.~I. it 18 not 
ad.qu..~~ to 'gncure ace ... and quality e£,ca:r •• {'Ihi. is tn", 
cor. iQ.~. t~t bau p~omptad 100-200 letter. to u= ~r QAY 
from ft,,~ ••••• physj,~j.am:.) In O\l~ new ap~oec:h, we aqre. 
t.ha.t. HCFA 8l'\e.ulcinot. b. in thg po.reion. of cUC!tlt1ng 
Hodlca1d re.'t..ell to st.ab.. {A po~i t.io,Q wi'tn wJllch W9 were 
n.vaz an~.1roly C6I1lfOr'tahle) I but W4I ~.h:. ~n.at. thlit &t:at.~ 
be el::tl. t.Q a.asu~a aOCl,Etoe And. monlt.or qu.l.i.i:.y 1n Cft. hnnCar9 

. pragraa. , 

P.lnally,lt i15 imporunt tl::J noc. 'thl:lt, e'V'f!" if 'l'ennc:J::J •• c::on~u~8 
Wlt.lil ell ot our cooI;l1tlons., cne state at~ll he::. _ .hcrtf .. ll of 
tunas tor the pI'oqram. S8'~1I1ia"tes at tne: Iftagn!tud.. I;If tho 
shortfall can vary widely ctepena.1nq upon! illSl1BJpt.lone . about ~h1!! 
n~r 01 enrOllees, tre~a~ont ot ett, capitael0n rates, and the 
need tor .ny luppleme~~a~ I~la, ~ut ~t. 1&. 1n.tha ranqe 01 $100-
$J50 ~111iOn per year. 

Th'il State wll1 prcbaDly vi.tlW' t.l'le 11l'ltltatlonIS tna't. we na.ve lUst.ea 
as l'lgn1f:1,oant. NeY6rthe14l~.a, these J,lmit-=at.10ns are .Isent.lal to 
aSSure that WQ maintain thE~ cu~2'!'f!nt. percenteg. aruarer;ot 
financing corne b¥ the FedElral and St.ate i qove.rruaent. ana to 
p:roteot benetieitu:i •• during the trana1t t on. . . . 

We ~;re preparing additional backqround documents an<l tAJ.ld,ng 
pOin". on these issues for you to shU's wit.h your e()l1Qa9ue~. 

CQ~ Kevl~ Thu~ 
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The· folkrwiDl provid •• detail. of our ,!Osition t'D TtfU\CUC Saaacm,. Th_ d.tIilI ~dleet 
OUT lang&tandin, ~6W 1hat WeI may only m.atch Allowabla 00iAi; rather tlaan the MJBmaUy
propoil'::d blccls: pnt approaoh. We: abo Fcmdc futther speoifieatiou 0' CII..U' match:blg' 
poll.q for eet1ifje(l pub~ eJqJeru1.tmres. In addition, we prcwIde additional elarificatio.a O:D 

.everal Don.financing i&&UIti. 

FlanGing I"Ye.a 

t> We wtU provide Fedel31 FinaDdal parUdpal10u (Ff'P) at tIu;; applMlable 
federal meclieal assistJmC8 percentage ~ for the actual "pitatian 
payments madt by the Stat6 to the Managed Care OfJlDiz.atiOJUI (MCOs) for 
each TeaaCare emN)aI~. . 

o We wtll prov.fde m lUbe appUlQISl;Ile PMAI' tor actual e:3pOuditurcl cetbfi~d 
by publie hospitals for Te.nnClr. emoUea only to the =te1lt that me pubUc 
hospital is able to dowment that it lias. an actUal expenditure for ~dIDJ 
&l1rvice to .2. TenDCaro 4!Dl'Ollee which eXceeds the amoua.l paid toO that 
l1~itAl fh:m\ the MCO for the eoat of pn:mdiDS the I.met to th.t TaDllCare 
enrollce. : 

(J These public hospital €qtnditurelii will be, matched on lUI as·iDClUred bam, 
. not paid" ar.a add..an Ito the capitatiaa rates. . 

o We will provide FPP 1St the applialble F.MAP for 4WtUal gpc:ditufeS for 
provtdtng 8elVlees to a 'teDnCUe enrollee reard.tDs in an IMD tor the fflst '" 
dayo of au inpatient cp.ilOCic! subject to an' aurogate annual limit of 60 daya. 

() ,We will provide FF.P at the appUcabI6 matohiq ra_ (FMA.P and. 
Ildmini*sttve rate&) it)f Ille aQU,aJ oOKQi'ng DOD-TCJUlCan5 ecMs (i.e. lon,
term care, HC»S Walw::l'5, MetUcare eM sharing. admhUltratiOD) of the 
Med:ioaid pro,ram. , 

o W. wiDprmidl FFP for w.ppleateZltaJ poole only tG 1he extent that FPP' 
matches acrt:uat State ~ expeudtalrcs to ac;c;ovJlt for co:sts borne by 
parttcipating provide",. ' , 

. , 

o Premium re\'C11Uel must be of&!t on an individual by individual basis. Dot in 
the agt6!1Ate. as tho Slate hu plO'JtO"d. Ally pf9mium payments paid by an 
indMd\l.il T~DllCar. l~roU~ il1 ~ of the State shUt of 'the Sta~'s 
capitation payment made to the Mea on behalf of that iDdMdual TeuC&re 
enrollee mutt be offJct iD full lllllllt the otherwise allowable federal yare 
of fbI: State's oapit.ttlan p&y1d6D.t mad. tD the MCO far that mdMdual 
TannCare etm:aUeCl. " 

, , 

.. , . 

I, 
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Non-finUpJp,g laMu 

o We arc: prepared to acct.pt the Sta.', usuraUI 8S to the adequacy of its 
eapitation ratrs. At the Inme time, W6 will requiro d~ mOllitorl4r of access. 
pati.at P,tiaiactiOD, and quatiiy of caR. In bJ'deJ' to V6rlfy that tbre it 
wfficlcnt ateC55 to Qar~ tilrvvghout the State, we lIlust b.avtr IUffidcauime for 
HerA review aDd e.pp~w arMCO coDncil. u approprtal.e, afTer approval 
of the. waiYer but prior 'it) tlIe .im.plemcablUcSD of me 'l'enuCar. program. It! 
additiOD. the Statt. will pr,ovJde copies of Abcoatraeu betWeen me MOOs and 
prO"iden: jf req~it'ed lty HCPA for iu rt'liew. 

Subnantial CbaASfS Jta"e been mad.e in; the TezanCare project from 
~eeme!m rear·bed in our dimJss:ioDs Aad 8ettODS takeD by the Stlt.c. To 
confirm our mutual UndC!fstalldiDg of the actual pro.,am for whioh waivers 
Dlay be sra.nted, an \lJIdate4 dtKriptio.a . of the TennCare propaiB is. 
nee-elSSilIy. In .oditiOD tI) ~crin! o1fail7illiy. beD~fits, au.d serriee deli\'61)' 
Pl'O\1.sIQD5:- B reVised ffDaJldDg proposal must ClearlY dellDeate me lOUr"" and 
nffimencrf of State func:U:o.g lO support TennCue. hior to implementation. . 
dl~ State muM provid;1 "Ltisfactmy aUllflllc.e to HCPA that it has adequate 
State JiMOlolfc;eC to IUppGJ1 tite PI'08I'88l as reviled. 

Once. the f1rlal eODf.lgUradoD of lb. P~l jl' Clear, we will develop the 
budget cap that is customary iD demODStl1ltUm projec:ts to address the arowth 
rate in Pederal spe-Iuling related 10 TellnCare. 

t' The; SiAt" vnll c:.\ta.bliah iIlll impla:D~ntltitm dA~ illai ~dos sui&ieDt time 
for the State to amlqe MOO eoattacrs, usure the adequa4iy of MCO
provider l1etworks, set ul' systems. and QOIDplett administrauve provisions. 
It must allow time for 11CFA to C6ZUfuet ~p~pria.te pre-DnplementatiOll 
review, bet for <CC1n'ectiVCI aotion,"" 'ihe Slafo if appl'Oj'tlA1e. 

The State \\IJll repeat tb" enrolllnont/pla.D selectkm process after WlItl'atb 
with MCO, aDd ~der:1 have been S(&Dld. .. 

TOTAl.. p.e.4 
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MEMORANDtlM ON l:ENNCARE FINANCING PROPOSAL 

The initial TetmCare proposal c:'AIJIaineCl the following elc::rM:uIs: 
, i. The Stste wouki a.l\II2' ib ament Medk:aid population of rouabIY 1 million plus an 

additional estimated 775,000 cwrently U1'Jinsured and UDiDsunble individuals in the 
S1r*. 

.. The ~ proposed. to provide care to thes.e indivi4uals using rrI&I'UJFd c:ae plaDs with 
all averqe capitation rate of! 1(641 per ICDl'Onee of~ch approxiroarely 5335.00 
n~ the value of c:barity ('ate oontrihutm by pmvidm. The S1ate was askina 
the f&o.dcnl govemment to mamb the vallie of thit ~ care. 

'. lhe State ~ to use im own estimate of Med1catcJ expenditures as 1he basclirx; 
fur pxqjecting 1he f~ contrilbulion. It proposed to cap the fedeml govemment's 
aaaual increases at SJ% \\hich is the irlflation rate the Stale has ex.,eneno:d in 
~.f.edicUl without COl.Ifttiftg popWation 1JO"Wth. • 

I the cunent Ter:mCQre proposal comaIrlS ~ following dumga: 

D The State will still CJJver its cuacnt MediI:aic1 population but has leinced the 
a:fditional number of individuaJls to be served in the program to SOO,OOO. The new 

, I;;U.tuwts "rill be Iimi.tt.d to 300,000 in the fust year and move to 500,000 in the years 
therea1ler. 

.. "Mille the proposed capitation :rate remains the sanE, the State is no longer askli1g the 
&dc!nl ~t to match die ValU8 of dJar:i1;y care. It should be noted that the 
lState has provided HCFA with letten 1imn numerous plans who have agreed to 
,participiG in 1hc prosram at the srated capitm:ion.rate. ' 

• The State has agreed to use HCF A's estimate of a baseline for 1be project arJd has 
proposed limiting the federal jPVemments exposure to an annual inc:rease of 8.3% or 
the figw.m:s egtj'!"#ed for Medicaid ,growth in the :President's health care reform. ptan, 
wbichevc% is lower. 

• 

=-

HCFA has repeatedly rejected the State's ~ to bled( grartt the fede;ral 
conttibutim to TennCere :notvvithstanding the ~ of sa:vinp to the federal 

-
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govemmem ewer tb: life of the Imject of betweat 11 aDd IS percent or 51.5 to S2 
bi.lIlion cIollatI over five yea. • 

HCF A has insjsted that the StaU: cle.monst:rate oomp,Iiance with the !I.'lBtch I'IIW 
requirancnt The State's rcvisall propcsBl docs so.~ tb= C£JrJCCpt Qf Certified 
PUblic Expenditures that is c:ontJdned in eJdsting regulalions. 

n'le state's share is made up of the 1Dllowm, e1ements: 
.,. State appropriations for l~d; • 
• Other S1atc and Lcca1 pant fUnds YdUcb have been used to ~ care for the 

indigent. This dorJ; apt incJudc any fi.mds q:mJJtly receiving a federal IDiddl; 
• Patient premiums that th~ State win guarantee to 1he bc:slth plans and pay 

din:ctJy to than; and : . 
• Certified Public Expendib.m:s of publie hcspitals. 

Hen u; how Catific:d Public Expmdiit:Utcs WOik; 

I The State,,...;.u. identify tlLle revenues of thc:se pUblic hospitals Which arc in 
excess of the ~ incurred in providing serviees to insured patien!S. Hospitals 
ha\<e historically used these funds to cover the QOst of care for the unini:ured. 
This c:omlitutm a public: expenditure ara1 it is these fUnds 1hst the State has 
identifted as available fell" the care of TennQ1re pmie,nts. 

II Other States mve certitled 1hese types of fUnds as the State match :fir Medicaid 
and. have received feder.al matcbins fimds for these certified public . 
opmditl:lne. .. , 

II Vlhilc HCF A may cormlJd that Certified Public Bxpe.DdJ.tures can only be based. 
upon state and/or lclad tax revenues. the regulations at 42 crR. 433.55 are not 
so limited ani other states are m::eiving fedaal ma1'.CIling funds based on 
Certified Public ~Iitures derived 110m hospital revenues. 

'I HCF A may fun:her CODJte:Qcl that rbe Cerd1ied Public Bxpendi1l.lftS do nat 
reptesent real stale'donars because HCF A cannot point to my IIlO1'1.C,Y changing 
bands. This objection jrBils to acknowledge that in todaYs health care system, 
1he msts of caring for the llr'Iinued are shifted. to payine patients and filcj1ities 
are ~ 10 use 'liv::if; cost shifted ~ to pay for 1he cost of serYing 

, the ~ Wbm tOe provider is a. public entity the cost abi£t.ed revenues 
become public funds aud eligible: for ~...ution as state matdl. 

Further, wi1h respcd to the financing proposal: 

• HCFA has cri • .ici:.la:l the StJII.e fur not continuing,to impose the services tax which 

--
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cum:nt1y exists on hospitals. ( Tille State is CODtimi:ns its provider'laX on !lUl'Sing 
hOmes). Hawevcr. the State has identified otb=r sources of State match ibat have nat 
pri=viously been uged to draw fedam! Medicaid. matcNns ftmds. Thae new fUnds 
combined "With the CeI:tific:d Publlic Expaxti:tuJ:a Il'1Ql'e than omet the revenues vAncil 
hatd been l'I.is::d by the saviccs t!IX on hospitals. ,. HCFA has also contiJ:uJusly c:xp~ the fear t1uit if they tpprove TamCan; othct 
states will MIl to do the same tilling. The arIS'NCI' to this is 1bat RCF A should be 
pkased to approve 8r.tY Stmcs' Wltivc:t that embodies' all of Te:anC:ares features Le. 
~ aca:ss, improvm serYic:e etlicicuey, 10Vlla'; per capita alStS, and savin.as to 
1he federal government. 

I 

'In conclusion. Temessee's proposal: 
, . 

• Asfl'URlS substantial :sa:vings to the fixle:a1 pam. in federal :M:diaJid expendit:ure!l 
of alt lc:a5t $1., uI pemaps as a:n.ldl as 52.1 billion dollars over five years. . 

• While achievirJg these savings, 1b,~ State will provide the security of health an I rmtection for 1.5 million oitize.ns including SOO,OOOwho arc cum::ntly ~ 

I- ~CUlnatnlS wc:Jl.cslablishC!d povioa'S in the statC have agreed to participate in the plan 
I at tile SlaIe'S proposed capit.ation I'ate with 1be u.n.del'sIandin that they must meet 

. smngeat quality assurance standItIds Whith WCIe developed by HCP A 

• Is ~istent \\lith the lPIcsident's proposal and. win provide an excellent demonstration 
of Ilmy of its key ~ inl:luding: . 
• The e.ffect of pooling the purdlasing pow« of LS minion people: ' 
II Using managed an to pt'OJnotc efficient and effective service delivery; and 
.. An emphasis an preventive and priuwy aile, particularly for children; 

. . 
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TO: ~[a(:::k McLarty 
Roy Neel 
Jack Quinn 
Marcia Hale 
Jo.3.n Baggett 
Ir.3. Magaz iner 

FROM:C£;OT H. R~ 

THE WHITE HOUSE 

WASHINGTON 

SUBJ: Tennessee waiver for Medicaid 

DATE: September 16, 1993 

Lest anyone think the Tennes:see waiver is just an issue between 
Tennessee and HHS, please SE!e the attached. This letter arrived 
at HHS less than twenty mintltes after D1ngell's staff attended a 
briefing done for them by HES late yesterday. Dingell has told 
the HHS Secretary he was first alerted by a Tennessee provider to 
watch this situation. He also stressed to her he is trying to be 
helpful and provide help to the Administration. 

I will include this letter ln my briefing with the President on 
the issue this afternoon. 

Thank you. 
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ITIII 

The HODorable DoMa B. sb.l.~la 
Secretary 
Departnaent of Health and. Hwual'1 

Jarvie.. ' 
aoo IneS.pend.nce A.fm\18 , 8. " • 
W •• hin;ton, D.C. 20301 

Dear I.erecary 'halala, 
) 

C ••• ,na ...... C ••• rlll 
• ..,....., ., 20fIHnt 

September 15, l'.J 

,... ........ . 

Pur.uane to Rul,. X and Xl of the ,aule. of the U.8. Hou.e of 
Repres.rt~ative., the Subcommittee on OVersight and Investigations 
of the Committe. Oft Bn.~ and oommereeia contiftuing ita 
investigation of acc:ountintll gimmicks and ot.her t1n.ncin~ 
mechanisms, employed by stat;e. to maximise federal Medicaid 
.atch1ng dollar., 

Ift t.hie relard, the Subcommittee underat.anele that the 
Oepartl'llent of! Health and II!lman Service~ (JIIIS) i. reviewing a 
waiver request by the Statll of 'l'ennes ••• for its Me41ca14 
pl'OgraM. we further UD4erl.taac! that thi. reque.t would. r •• ul to in 
lundamuntal chanw •• in th •• tate'. MedicaL4 p~09~am and could. 
dramatically altar th* red*ral financial Obllwa~ion. to that 
.tate. 

'lea •• arran.e a bri'rtifts Oil tb.is matter feZ' the 
Subcommittee .tatf by eloEI. of business Priday, S.ptembe" 17, 
1tt,. To *~r*n,. fer the br1e!ins and to answer any ~ •• tlon. 
you or your ataff may havtt, pl ••• e contact D.A:rm Murpny of the 
.Ubcot'Maitt ••• tafg at 202··225-t441. 

, ' 
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SENT BY:Xerox Telecqpier 7021 9-15-93 5:56PM; ~ 
el9/15/93 17:25 ASCDE 

'the Honorabl. Donna B. Shalala 
Page 2 

. . 

Thank you fel: your coope:ration with the work ef the 
s\&bcommitt .. e. 

.' 

John D. Dingell 
c:tuairman ' 

Subcommit.t: •• em OYer.igbt. 
and Ift'V' •• t.igatiofto 

co S Tl'l11 Honorable cart Soh.eftlr, aankins hpublic:an Memb.1: 
8\1l)committ •• on Overaight; anel Inve.tigations 
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'I'ennCare Waiver 
September 21, 1993 

I. Overview of Recent Events 

II. Major. Outstanding Issues 

o 
o 
o 

Financing 
Implementation Schedule 
Adequacy of Pl::'OV ider payment 

III. Next Steps 

Tab A 
Tab B 
Tab B 
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Ad080~OHd NOI~~A~3S3~d 

How to use these separators 
Look for your reference letter. The far left column designated "TAB" will.indicate 
proper tab position for that number or letter. Cut off and discard all tabs except the one 
you wish t~) retain. Example: Position number "10" would be found behind the fourth 
tab. Position letter "C" would be found behind the third tab. 

TAB (CHOOSE YOUR TAB) 

FIRST V 0 H A 

SECOND W P B 

THIRD X Q J C 

FOURTH Y R ·K D 

FIFTH Z S L E 

SIXTH T M F 

SEVENTH U N G 

TAB (CHOOSE YOUR TAB) 

I 

FIRST 98 91 84 17 70 63 56 49 42 35 28 21 14 
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Problem 

Background 

Tennessee 
Proposal 

Effect 

TENNESSEE WAIVER REQUEST 

Tennessee is reducing its matching contribution to the Medicaid 
program but wants to avoid losing over $1 billion in Federal 
Medicaid matchin!~ funds as a result. 

Tennessee enacted a provider tax'to take advantage of the "taxes 
and donationll loophole. That tax generates an estimated $600M in 
State revenue, drawing down a Federal match of $1.2B. 

I 

Providers succeeded in pressuring,the State legislature to repeal the 
tax early next year, and they will strongly resist any renewal. 

. The State wants to drop the tax, but to continue to receive Federal 
matching funds at the same level without putting up any new State 
funds to replace the lost tax. 

This questionable financing plan is at the center of the State's 
ambitious "TennCare" proposal to expand coverage to the uninsured 
and immediately enroll all Medicaid eligibles in managed care. 

Disapproval of the waiver may trigger a State 'financing crisis. The 
State is laying the !Jroundwork to blame such a crisis on the Federal 
government. For example, brochures were recently mailed to 
potential enrollees announcing th?t TennCare will be in place on 
January 1. ; 

The State has modified the specifics of their proposal in an effort to 
justify their approach, but our bas!c objection has not changed: 
Original: Furnish Federal Medicaid funds as a block grant, drop 
the matching concept, and disregard how the State raises the 
additional funds it needs. : 
Sept. 10: Retain the matching system, but ask us to match the 
value of a 5% charity care· effort by providers; attempt to build in 
conditions that would prevent other states'from copying. 
Sept. 13: Health care plans "donate" $400 per enrollee into a "poolll 
which is made available to the State; State then raises its capitation 
payments to plans by that same amount. 

o 

o 

o 

would create precedent for potentially massive cost shift by 
other states 
would raisEI the effective Federal ~edicaid match rate for 
Tennessee from 67% to 86% 
would lower the State maintenance of effort for health reform 



Current 
Status 

Tennessee's; 
Arguments 

2 

We have made it clear that we are ready to discuss any new 
proposals from the State that could make it possible for us to 
approve a waiver, but they must present legitimate State matching 
funds sufficient to justify their request for federal funds. We sent 
them our position on the major outstanding issues on Friday, and 
we expect them to respond today or tomorrow to that document. 

Question: . Providing a Federal ma~ch for charity care would simply 
short-circuit what is a circular flow pf funds. That is, why bother to 
tax providers and then give the funds back to them in payments for 
service? Why not instead count th~ value of charity care as though 
it were a contribution and match it? 

Response: Either course would set back our efforts to ensure that 
states meet their Medicaid matching requirements by providing 
legitimate sources of state revenue, rather than by shifting costs 
onto the Federal !Jovernment. Charity care funds are not State 
revenue, and matching them would set a precedent that would cost 
the Federal government an estimated $13 billion per year if other 
states were to follow. Donation and tax strategies that tax a group 
of providers only in order to gain a Federal match, and then return 
the funds to the VE~ry same providers violate our-requirement that 
any taxes be broad-based. 

Question: Why should the Federal government care how 
Tennessee raises its matching funds if TennCare saves the Federal' 

I . 

government $3.5 billion over four years and provides coverage for 
700,000 additional citizens? . 

Response: Tennessee estimates a savings for the Federal 
government basEld on extremely unrealistic and optimistic 
assumptions about the level of Federal funds the State could draw ' 
down in the absence of a waiver. It is more reasonable to argue 
that, because of the repeal of State's hospital provider tax, the 
waiver would cost the Federal government $3 billion. 

Extending coverage to the uninsured is an admirable step, but it 
should be done in a prudently phased-in manner, supported by 
adequate and legitimate sources of funding. 
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DAVID L. MA~NING 
COM\lISSIO'iER 

ST~ITE OF TES'iESSEE 

DEPARTME~T OF FINANCE A~D ADMINISTRATION 
STATE CAPITOL I 

NASHVILLE. TENNESSEE 372·.$3-0285 

September 14, 1993 

Mr. Bruce Vladeck 
Administrator 
Health Care Financing Administration 
200 Independence Avenue,. S.W. 
Room 3140 
Washington, DC 20201 

Dear Mr. Vladeck: 

As you are aware, Tennessee has submitted ~the TennCare application for a 
Section 1115 Demonstration Waiver for review and approval by the Secretary 
and the Health Care Finandng Administrati~n. . We appreciate your meeting 
with us last week and assuring us that HCFA is eager to see TennCare 
approved and implemented. We also appreCiate your continuing commitment 
that a decision will be made by September 17, 1993. 

Subsequent to our meeting with you, and at: your request, we met· with your 
staff and discussed the TermCare program at length. As a result of that 

~ meeting, we proposed an approach to deal with what we understand to be 
HCFA's major concern reg~g the TennCare program. The concern appears 
to be the policy issue of whether a financial proposal involving a "fixed" 
federal commitment would be an acceptable arrangement. Included in 
Tennessee's proposal is the:: use of charity care as a m3tching fimd, which we 
also understand raises coru;ems with HCFA Tennessee subsequently submitted 
an approach (attached) which we feel limits HCF A's exposure to other such 
proposals. In an effort to continue to resolve this outstanding issue, Tennessee 
is proposing these additional options for HCF A's consideration: 

, 

Option 1 The State of Tt:nDessee will contract with the Community Health 
Agencies (CHAs) in each of the twelve regi()rui to aSsist in the administration 
of the TennCare program. The State will pay the CHAs an average armual 
capitation rate for each enrollee in the region (less discounts for local 
government contributions lUld coinsurance and deductibles) of $1,549 .. The 

~~ RECYCLED PAPER 
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CHAs will capitate Managed Care Organizations (MCOS) in the region at a 
rate of an average annual capitation rate of $1,213 per enrollee. The CHAs 
will retain an amount not to exceed 20% of the total armual capitation rate 
($1,641) for every enrollee to fund the administrative fimctions perfonned for 
TennCare. These functions will include but not be limited to: 

I. Coordinate indigent care activities in the region 
2. Provide for enrollment of TennCare : eligibles. 
3. Perfonn quality assurance monitoring. 
4. Work with employers to implement 'programs to enroll uninsured in 

TennCare and pnx:ess premiums through payroll deductions. 
5. Assure appropriate provider enrollment in MCOs. 
6. Provide for TennCare "troubleAshootjng' in the field. 
7. Administer the dis1ribution of funds :available for the uninsured that do 

not enroll in TennCare (see description provided in "Distribution of 
Unallocated TennCare Funds"). : 

8. Other administrative functions as required. 

Each year, as required by state statute, the ~HAs must develop. and submit a 
Plan of Operation to the State for approval.: Effective January 1, 1994, each 
Plan will contain a component to ensure that charity amounts equal to 5% of 
all health related charges in the community will be provided Each CHA will 
remit these funds to the Sltate of Tennessee :in order to maximize federal 
fimding in delivering a basic set of health care services, as described in the 
TennCare waiver, to the indigent population, including the uninsured, in 
Tennessee. 

Option 2 Each month Tf:nnCare will pay each managed care organization 
(MCO), for each enrollee, the monthly cap rate (by enrollee category) less any 
discounts for local government contributions and applicable coinsurance and 
deductibles. (To the extent that an enrollee is only eligible for a partial 
IOOnth, the appropriate reduction would be made.) 

TennCare will assess each MCO $33 per month for each enrollee. In addition, 
:MC0s will be assessed $33 per month per unenrolled individual whose unpaid 
medical bills are reimbUfSied through the MCO from the TennCare unexpended 
pool. These assessments will be made in accordance with the contracts 
between TennCare and thf: managed care organizations . 

. ' ", ~ '" ' 
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Option 3 - Further Limitation on' Charity Care. To further confme the 
precedential effect of charity care, Tennessee proposes that it be limited to the 
amount that would have bcxn raised from h~th care providers had a repealed 
tax of general applicability been maintained; 

Tennessee stresses that the essence of its fmancing proposal is that the federal 
contribution for an expanded program will be substantially lower than its 
projected contribution to the Medicaid program. The most direct way to 
facilitate this is through a -capped federal commitment without regard to the 
federal match rate requirement. However, .should the federal government insist 
that this proposal be packaged in a traditional match rate context then we 
believe the most appropriate way to achieve this is through recognition of 
charity care as an element of the state's contribution and we are willing to do 
so under the conditions spcx;ified in Attachment I" with the modification 
described in proposaJ three- aOOve. This approach is much preferabJe to a tax 
or pooling arrangement, which achieve the same end result but with more 
complexity and less certain consequences. 

We continue to be available to discuss these and any other issues at yom 
converuence. 

S' ly, I. 

Commissioner 

cc: Secretary Shalala 



Attacfunent I 

TemlCare Flnancing Proposal 

Since HCF A has expressed concern about the pfecedent set by approving 
T ennCare's fmancing proposal:. the State suggests a series of conditions for 
limiting the application of Tennessee's proposal to include charity care as a part 
of the State's match to support the TennCare pr~gram. 

With the inclusion of charity care, TennCare's tmancing proposal maintains the 
integrity of an FMAP based grant. In addition: 

• Charity care can only b;! used as a state match, in the context of a 
Section 1115 waiver, for federal fmancial participation to the extent that 
the amount of charity care included does not exceed the amount of 
money that represents proceeds from a valid tax on health care 
providers which the State was collecting for a least a year prior to the 
proposed use of charity ,care. The charity' care used as state match can 
not grow at a rate in excess of the rate at ,which the tax it replaces 
would reasonably have been expected to grow. 

I. The State would be required to maintain, at a minimwn, the State's 
fmancial contribution that was in place to support the Medicaid program 
prior to the implementation of the valid tax on health care providers 
which is being replaced by charity care, and at the level of State effort 
in place at the comrnenctment of the JrOject. 

II The State agrees to extend coverage for health care to a significant 
percentage of its currently uninsured pqlulation who have been the 
beneficiaries of charity care. 

'\ 

B The State agrees to an absolute ceiling on the amount at which the 
federal contribution to the program could grow each year over the life 
of the project ' 

• Charity care included in ,the proposal shall be based on documented 
charity care provided in the State in the base year. 



AdO~O~OHd NOI~VA~3S3~d , 

How to use these separators 
Look for your reference letter. The far loft column designated "TAB" will indicate 
proper tab position for that number or letter. Cut off and discard all tabs except the one 
you wish to retain. Example: Position number "10" would be'found behind the fourth 
tab. Position letter "C" would be found bE~hind the third tab., 

TABBED SEPARATOR SHEET 
Form SSA-69 (10-79) 

TAB 

FIRST 

SECOND 

THIRD 

FOURTH 

FIFTH 

SIXTH 

SEVENTH 

TAB 

FIRST 

SECOND 

THIRD 

FOURTH 

FIFTH 

SIXTH 

SEVENTH 

I[CHOOSE YOUR TAB) 

V 0 H A 

W P B 

X Q J C 

Y R K D 

Z S L E 

T M F 

U N G 

(CHOOSE YOUR TAB) 

98 91 84 77 70 6356 49' 42 35 28 2·1 14 

99 92 85 78 71 64 '57 , ' 
50 43 36 29 22 15 

100 93 86 79 72 65 :58 51 44 37 30 23 16 

94 87 80 73 66 59 52 45 38 31 24 17 

95 88 81 74 67 60 53 46 39 32 25 18 

96 89 82 75 68 .61 54 47 40 33 26 19 

97 90 83 76 69 ;62 55 48 41 34 27 20 
! 

B 

7 0 

8 1 

9 2 

10 3 

11 4 

12 5 

13 6 



" . . . ' 

One of the key health care reform eleme:nts is maintenan~e of effort. The current 
Tennessee proposal does not provide satisfactory evidence that the State would be able to 
sustain the necessary level of State expenditures. This also raises serious questions about 
the ability of the State to insure adequate quality and access. Assuming satisfactory 
resolution of this State maintenance of effort issue, the following additional considerations 

,would apply to the demonstration: 

o There is a concern that payment rate~; are not adequate to insure access to care for 
Tennessee beneficiaries. Normally, Medicaid managed c~re programs pay providers at 95 
percent of fee-for-service costs. We are willing to explore!other States' experience, and 
evaluate whether a somewhat larger discount from fee-for-service rates would be 
appropriate for TennCare. 

o TennCare changes the service delivery system for a mil,lion current Medicaid 
beneficiaries, and adds up to three-quarter of a million ad~itional people to the program. 
Such system-wide changes require sufficient time for preparation and initial 
implementation. A reasonable phase-in would add six months to the current 
implementation schedule, with TennCare services starting on July 1, 1994. Phase-in 
activities would include full testing of sysl[emS modifications and conducting beneficiary and 
provider education programs .. 

o An effect of capping enrollment in TennCare could be to deny program participation to 
people who meet all eligibility criteria. As we agreed, the State shall propose an approach 
to program e:ligibility that will avoid this undesirable outcome. 

o Protection for Federally Qualified Health Centers will ~e provided using language 
approved for the Hawaii health reform demonstration. The specific term and condition is as 
follows: 

The State shall require health pla:ns to contract with Federally Qualified Health 
Cente:rs (FQHCs). If a managed care plan can deQlOnstrate to the U. S. Department 
of Health and Human Services and to the Tennessee Department of Human 
Services that both adequate capadty and an appropriate range of services for 
vulnerable populations exists to serve the expected enrollment in a service area 
without contracting with FQHCs, the plan can be relieved of this requirement. 
Health plans shall be required to address cost issues related to the scope of services 
provided by FQHCs and shall reimburse FQHCs either on a capitated (risk) basis 
considering adverse selections factors or reimburse FQHCs on a cost-related basis. 

o The use of funds from any grant from a PHS program would be subject to all of the 
appropriate terms and conditions under \[he relevant PHS statutes and regulations. 

o State funds used as matching for PHS grant funds will 110t be entitled to Medicaid 
matching funds. ' 
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THE WHI-rE HOUSE 

TO: 

FROM: 

SUBJ: 

WASHINGTON 

prleSiden~ton 
Carol H. Rasco~ 
Tennessee Medicaid Waiver 

DATE: ~September 15, 1993 

Per my phone conversation wi1:h Bruce thil;i morning, here is the 
memo I received yesterday ab()ut the Tennessee waiver. I at that 
time did a memo to several divisions within the White House on 
the matter and because I did not have a briefing scheduled with 
you yesterday, I asked Mack t.o relay the: message to you. 

Obviousl~' today in a meeting HHS had with Tennessee officials, 
Tennessee~ got the message thll!Y needed to negotiate in good faith. 
In a conversation with Roy NIl!el earlier this afternoon, 
McWherteI"s chief aide indicated they were quite willing to 
extend the date •.. the aide said they never. imposed the date, HHS 
did •..• nc.t true but that is lbeside the ppint somewhat in that the 
date is extended. HHS is nOli\' in the process of calling the aide 
to confirm the extension and negotiations will continue. 

, , 

As you read this I would ask that·if you wish to discuss it you 
do so with me before trying ,to call departmental officials or 
even morE~ importantly, please do not try to talk with the 
Governor yet. I have a regular briefing time scheduled tomorrow 
with you in the afternoon and we can discuss it then. 

I 

As to Wh;consin, I had a long meeting with HHS officials on it 
this aftE~rnoon and will bring those issues to you directly in my 
briefing tomorrow. 

Thank you. 



DEPARTMENT OF HEALTH &. HUMAIN SERVICES Chief of Staff 

Washington, D.C. 20201 

$FP 10 1993 
\~:~K> 
\ ..... 

MEMORANDUM FOR CAROL RASCO AND MARCIA HALE 

This memc)randum will describe our current position with respect to 
the State ()f Tennessee I s TennCare proposal as well as possible next 
steps. Ttle Department has promised the state a decision on the 
waiver request by September 17th. 

The proposal cannot be approved without major rev~s~ons. The 
State has only recently shown any willingness to compr.omise. 
Tennessee officials have presented TennCare as a statewide reform 
plan consistent with national health reform. It includes' cost 
containment through managed competition and significant expansion 
in coverage of the uninsured. It also includes major cost shifting 
to the lPederal government caused by a significant decrease in 
legitimate State matching funds. The Department's general counsel' 

~~ 
has concluded that central elements of the proposal's' f inan9ing 
arrangements could not legally be approved. Even if the financing 
were to be restructured to our satisfaction, the plan raises 

i additional concerns about pote!ntial problems in quality and access 
to care. 

Given the complexities of the Tennessee proposal and the financial 
and progratmmatic deficiencies, a compromise would be difficult to 
fashion. However, the Depart.ment remains committed to work with 
the State to help it amend thf3 proposal to meet our concerns. If 
we are able to compromise, it would probably be necessary for the 
State to agree to an extension of the September 17th deadline. A 
description of the background and Qs & As, are attached. 

ISSUES 

The follollTing issues will reguire major a?justments in the plan: 

1. Cost Shifting from the State to the Federal Government 

Tennessee" s severe fiscal problems figure prominently in this 
proposal, which effectively increases the Federal match' from 67 
percent to over 85 percent. The State qccomplishes this in two 
steps. First, it takes an aggressive approach to defining the 
baseline for Federal Medicaid funding and then converts these funds 
,into a block grant that infl;9.tes by up to 8.3 percent per year. 
Next, Tennessee will cut its actual contribution from tax dollars 
in half in the first year, from $920 million-to $480 million. The 
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state ma:k:es up for this reduction by labeling existing charity 
care, ant:icipated beneficiary coinsurance and deductibles, and 
local gc)v1ernment subsidies as state share iwhich should be matched. 

However, charity care does not qualify legally as a source of 
matching funds, and the Secre·tary does not have the legal authority 
to waive the statutory matchi:ng rate through a section 1115 waiver. 
Moreover, if this approach WE:re approved, it would set a precedent 
that othfar states would rapidly emulate, and the cost to the 
Feder~l budget would be many billions of dollars (and, given the 
entitlement caps, potentially quite dangerous). 

The Stat4:\! misses the point . by arguing that it would hold the 
Federal 90vernment harmless for the cost of its reform proposal. 
TennCare will simply increase; the Federal,share of a less expensive 
Medicaid program, achieved t:hrough overly optimistic assumptions 
about managed care savings a:nd reliance upon various unacceptable 
non-state revenue sources. 

2. Bloc}: Granting Medicaid is Incompatible with Health Reform 

Major goalls of reform include; moving all persons (not just Medicaid 
benef iciclr ies) into a universal system of financing, cost 
containment, and service delivery. But a block grant, by 
definition, confers on the state broad flexibility to alter 
eligibil:L ty and benefits, reconfigure service delivery, and to 
identify" raise, and distribute non-'Federal funding. This 
flexibility could produce differential treatment that works against 
the principles of health reform. 

Tennessee p~oposes to use this flexibility to cap participation in 
a manner that could deny cE!rtain otherwise eligible persons the 
right to participate; to provide differing benefits to different 
beneficLary groups; and to redefine state financial effort to 
include beneficiary copayments that may ~ot be received and charity 
care frclm all providers. This latter effort by the state to 
substantially reduce its real contribution to health care undercuts 
the state maintenance of effort requirement under· health reform. 
other f;tates could exercise the flexibilities inherent in a blo.ck 
grant approach with similar sorts of re~ults. 

The statement of Section 1115 waiver principles sent to the 
National Governors t Association stated in part that "the Department 
... reserves the right to disapprove or limit proposals on policy 
groundsj" we believe that a block grant approach should be ruled 
inappropriate on this basis. If, to overcome these problems and to 
protect beneficiaries, we were to agree to block grant Medicaid 
with n.umerous and detailed restrictions, we would probably not 
achieve what is the principal goal of 1115 demonstrations -- that 
is, to draw significant and policy-valuable lessons about the block 
grant approach per se. 
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Tennessee has indicated that they may be willing to drop the block 
grant approach if we are able to identify satisfactory state. 
matchingr funds. 

3. Questionable Federal Baseline costs 

The level of baseline Federal funding in the plan assumes existing 
providet· taxes on nursing homes and hospitals will be found 
acceptabH~ under the recen.tly issued "Donations and Taxes" 
regulatioi:1s. These two taxes alone generate over $1 billion in 
Tennessee's current Federal match. 

Preliminary determinations are that the hospital tax may be 
problematical and that the nursing home tax appears to be 
unacceptalble. The state may litigate this matter once we have made 
a determination on these taxes, which means that essential elements 
of our baseline contribution could remain unresolved for well over 
a year. This is obviously flot a reasonable basis from which to 
begin exploring the possibility of block grant funding. 

The following concerns, while! se·rious. could very likely be dealt 
with through mechanisms such as phased implementation after more 
extensive state conSUltation -vTith consumers and existing providers: 

4. Reduced Payments to Health Plans and Providers are Likely to 
Adversely Affect Access and Quality 

Under TennCare, the state plc:tns to reduce payment to providers by 
about 25 percent. This "discount" reflects the state's assumption 
that_other resources "in the system" can.subsidize state payments 
(e.g., charity care, local government funding, and patient cost
sharing rl~venues). Most Statu managed care programs set capitation 
rates at 90-95 percent of Medicaid fee-for-service (FFS) levels. 
Medicaid is often criticized for settingFFS payment levels so low 
that access to care is restricted and proyiders are forced to rely 
on other resources to suppleml~nt Medicaid ,rates. It seems unlikely 
that expanded services can be provided at 75 percent of Medicaid 
FFS levels. 

The problems with the 25 percent discount are compounded by the 
state I s faulty financial assumptions. The plan assumes full 
payment o:f premiums, coinsurance, and deductibles by beneficiaries. 
To the ex'tent there are shortfalls in these collections, providers 
will recE~i ve even less payme!nt than the! 75 percent FFS, and may 
reduce services to beneficiaries. 

The State has not made provisions for the protection of essential 
primary ,:are providers, such as public hospitals and Federally 
Qualified Health centers. The proposal does not address how its 
managed care delivery system will assure continued access to these 
providers. . 
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The Stat:e has not adequately considered the impact of the proposal 
on its medical schools which include East Tennessee state, one of 
the country's leaders in producing primary care physicians, and 
Meharry, lone of the nation's -major black medical schools ( although 
Meharry does not oppose TennCare). We believe some adjustment, 
similar to that made in Health Reform, should be established to 
provide for educational costs. 

5. Insufficient Managed CarE~ Infrastructure and Experience 

Only 5.5 percent of TenneSSeE! I s insured population was in HMOs in. 
1992, and the Medicaid program currently has only one contract with 
·an HMO, which enrolls about 4 percent of the Medicaid population. 
In December 1992, Tennessee was denied a renewal of its Medicaid 
primary care case management waiver because of poor performance. 
The state: does not have the necessary. experience or health care 
infrastructure to implement such an ambitious program without some 
kind of phased implementation. ' 

OUTSIDE INTEREST IN TENNCARE 

The State initially produced statements. of support for TennCare 
from a number of organizations, including the Tennessee Hospital 
Association, the Tennessee Health Care Campaign (a consumer 

. advocacy group), Blue Cross/Blue Shield of Tennessee, and severa'l 
hospitals that want to participate as providers. However, since 
then we have received over 300 letters either in opposition to the 
plan, or 4~xpressing serious n~servations riotably from the Tennessee 
Medical Association, the American College of Physicians, East 
Tennessee State University, and the Tennessee Academy of Family 
Physicians. The State I s hospital association and primary care 
association have urged that s,tringent conditions be imposed on the 
proposal, including a less agqressive phase-in, and the Association 
of Acad,emic Health Centers has also expressed concern. 

Senator Sasser, Chairman of the Budget committee, . sent the only 
Congressional letter in support of the waiver application. Signs 
of strong Congressional opposition have come from staff of both the 
full Energy and Commerce Committee and the Subcommittee on Health. 
In addition, Congressman Dingell's staff indicated that the 
Chairman is considering holding an oversight hearing on the matter. 

other states are closely fQllowing TennCare I s progress. Some 
states have informally told! Department. staff that, while they 
recognizE! that Tennessee I s 'waiver request is essentially a new 
approach to shifting costs t.o the Federal government, they would 
apply for a similar waiver wlare we to approve it. 



Page 5 

NEXT STE:P:i 

We are eac;Jer to work with Tennessee to develop a revised proposal 
that would be acceptable to b::>th parties.' The fiscal consequences 
of not j~pproving the application would be severe for the state., 
The provider tax on hospitals: is scheduled to expire shortly, and 
the state faces a major fiscall crisis without the Federal funding 
levels proposed here. Apprmcimately $1 billion in Federal funds 
are at stake. The state might respond to a denial by raising new 
revenues (including possibly reinstating their hospital tax), 
cutting back on Medicaid eligibility; coverage or provider 
payments, reducing other StatE~ expenditures, or some combination of 
the above. 

In meetings to date, state officials have recently expressed a 
willingness to compromise. However, Sta1te officials have stated 
that they will explore all political channels in their effort to 
gain approval of the waiver. Nevertheless, if the Department and 
the White House speak with onE~ voice, it is still possible that the 
state will engage in sUbstantive negotiations with us. 

Although a compromise would be difficult to design, the best 
possible outcome would be an agreement on significant changes that 
would still preserve a TennCare program in some less expansive form 
but meet our objections. If we are to develop a compromise, it 
would probably be necessary for the state: to agree to an extension 
of the Se!ptember 17 deadline. We will keep you informed of our 
progress. 

Attachments 



Background on TennCare Proposal 

On June 17, 1993, Tennes:see submitted a proposal for a 
5-year managed care demonstration project requiring several 
waivers to Medicaid program requirements. The Department has 
committed to make a decision on Tennessee's request by . 
September 17, 1993. The State intends to implement the new 
program on January 1, 1994. 

o TennCare's intent is to provide health care benefits 
statewide to Medicaid bEmeficiaries; uninsured state 
residents and those whose medical conditions make them 
uninsurable. Enrollment will be capped at 1,775,000, one 
million of whom are current Medicaid eligibles. If the cap 
is reached, those in mandatory Medicaid coverage groups and 
the uninsurables will continue to be enrolled, while the 
currently uninsured group enrollment will be limited. 

o . Managed Competition/Mamlged Care Features: Although 
Tennessee does not have a track record of enrolling 
vulnerable populations in managed care, all enrollees will 
be immediately enrolled in capitated managed care plans that 
are either health maintonance organizations (HMO) or 
preferred provider organizations (PPO). Initially, 
Tennessee intends to develop a community capitation rate to 
pay plans; thereafter, the State will develop annual 
capitation rates based on the lowest cost managed care 
organization meeting its quality st~ndards within each 
community. 

Managed care organizations will be required to provide 
detailed information on provider and recipient activity, 
including encounter data, types of care provided, levels of 
care provided and outcomes of care. Health care plans will 
compete for enrollment based on quality of service. 

A standard benefit package will be provided by managed care 
organizations. Long term care is not included in the 
managed care plan. 

Each. managed care plan l{ithin a community will be given a 
spen.ding. target based on number of.~nrollees. Plans may 
elect not to be at full risk, in which case they may retain 
5 percent of savings achieved. If the spending target is 
exce:eded, plans would bf~ required to pro rate provider 
reimbursement back to the target. ' 

Community Health Agencil~s (CHA) will be the geographic unit 
of ,delivery. The 12 CHj~s in the State are governed by a 
COlnIflUni ty-based board. 
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o cost Sharing: TennCare requires cost-sharing in the form of 
premiums, deductibles, and co-payments based on income. All 
adults and children with. incomes above 100 percent of the 
Federal poverty level would be required to pay, except those 
in mandatory Medicaid eligibilityg~oups. To encourage 
their use, no deductible! or copayment will be required for 
preventive services. ' 

o Budglat: Rather than requesting the regular Federal match 
for Title XIX costs incurred by the State, Tennessee is 
asking for a commitment from the Federal government to 
cont:cibute in the first year of the :demonstration what the 
Statla estimates the Fede!ral share would have been under the 
current system ($2.267 billion). T~e Federal contribution 
in future years would be! increased by the miniMum of: (1) 
actual increase in costs; or (2) 8.3 percent (the historical 
per capita cost trend). Federal furiding would essentially 
be a modified,block grant. 



QUESTIONS ANI. ANSWERS ON TENNCARE 

Q. The T·ennCare proposal wil.l save the Federal Government money. 
Isn't it irresponsible to turn it down? ' 

A. Whether or not there are savings in Tennessee depends on how 
you count and where you start: counting from. The state's 
estimates are all for future years and are based on assumptions 
that TennCare will increase 1110re slowly than its conventional 
Medicaid program. In addition, the Federal "savings" assume very 
high Federal payments to start with; we disagree with the state's 
assumptions about appropriatH Federal payments for 1994, and 
believe they will be lower. 

The state also does not mention that in the past 2 years 
Tennessee's Medicaid costs have been escalating faster than those 
of almost every other state in the union -- 26 percent between 
i992 and 1993 and 24 percent between 199~ "and 1994. Only Florida 
and Louisiana have had similar increases in this period. with 
such a high base rate of inflation, it is not hard to show out
year savings from cost contr()ls. 

Many stat.es have already achieved much greater control over their 
I ...' costs and ours than Tennessel~ proposes to accompl~sh ~n th~s 

demonstra.tion. If you exclude the twelve fastest growing states 
from the analysis, the averaq-e increase in Federal share between 
1993 and 1994 for the 38 states that remain is only 7.1 percent, 
considera,bly lower than the ::3.3 percent cap TennCare promises. 

The real F,ederal fiscal impa~::t of this waiver, however, would not 
be in Tennessee but in the d,amands from other states that they be 
treated equally. The Federal budget impact of only one of the 
controve:rsial financial arrangements -- the request that existing 
"charity care" be used in lieu of tax dollars as a state 
contribut:ion -- would be som,ewhere in the vicinity of $13 
billion, or an overall increase in Federal Medicaid costs of 14 
percent. 

We certainly agree with Tennessee that their costs need to be 
brought under control and have a number of successful 
demonstrations and waivers underway which they can use as models. 

Q: Wby c::an' t Tennessee claim the value of charity care as part 
of the S1:ate match under TennCare? 

, 
A: In 1993, the state is using revenue from a tax on hospitals 
to fund its state share of Medicaid expenditures. The tax will 
expire ii'l December 1993 if TennCare is approved. As a sUbstitute 
for the lost revenue, the state asserts that charity care valued 
at almost $300 million will be provided in 1994, and that this 
amount is available to the state as its match. 
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However, charity care is not State revenue, or even arguably 
revenue that could be available to the state. Rather charity 
care reprE~sents the amount of revenue that hospitals would have 
received. had patients paid their bills •. It is not cash, but 
rather a.n accounting device used to portray the amount to be 
deducted j:rom gross hospital charges to calculate net revenue. 

The State may be asserting that charity care is a donation rather 
than a ca~;h payment, but this argument do'es not withstand 
scrutiny. Under certain circumstances, donated services can be 
counted at:; part of the non-Federal share :for matching purposes • 
However, the difference between last year's Medicaid rate for a 
service and this year's 25 percent lower rate is not a "donation" 
by the pn)vider. Indeed, such a mandatory reduction seems the 
antithesis of a·donation. 

, 
Q: If TennCare is rejected, the state faces a serious fiscal 
crisis. Shouldn't this ~ake you more willing to accept the 
proposal? 

A: The S1:ate's fiscal cr~s~s comes as a result of rapid 
increases in Medicaid costs coupled with the repeal of the 
hospital tax. We are prepared to work with the state to address 
their problems, but Federal taxpayers should not be held 
responsible for this crisis. 

Q: You hilve promised Us state flexibility under Health Care. 
Reform; why aren't you living up to the promise? 

A: We have promised State flexibility within established 
guideline!;, not unlimited ability to do whatever States want. We 
have approved innovative waiver proposals: in Hawaii, Oregon, and 
other states, and want to foster more suc,h experimentation in the 
future. However, flexibility to decrease State payments by 
shifting costs to the Federal government is not on the list of 
acceptable actions. 

Q: Our Plr:'oposal moves towards managed competition and resembles 
national l!1ealth reform. Why aren't you more supportive? 

A: The proposal differs from. health reform in some very critical 
ways. For example, under national healttt reform states will have 
to meet mi:tintenance of effort requirements. In addition, health 
reform acknowledges the responsibility of 'all payors to support 
the costs of graduate medical education. We plan to link that 
support to the production of more primary care physicians. 
TenneSSE!e has not adequately protected the teaching programs of 
its medical schools; we are particularly ,concerned about 
potential harm to Meharry Medical College, a leading Black 
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school, al:ld to East Tennessee~ State, one iof the national leaders 
in the prl:::>duction of primary care physicians. 

In additil:::>n, we do not believe that the "managed competition" 
proposed in this'plan could be implemented immediately on a 
statewide basis given the low penetration of HMOs in Tennessee 
and the lack of previous Medi.caid HMO experience. A phase-in 
period would be much more consistent with our intent nationally. 

Q: Why a:t'e you forcinq Tennelssee to cut benefits and drop 
beneficia:t'ies? . 

, 
, 1 - • •• 

A: In recent years, Tennessee has greatl,.y expanded ~ts Med~ca~d 
coverage. The primary source~ of funds for this expanded coverage 
has come :from the unpopular hospital tax :and the resulting 
Federal match dollars. The 'l'ennessee legislature has. now 
repealed this tax, and is res:ponsible for developing feasible 
fiscal solutions. We are prE!pared to work with the State to 
develop appropriate and innovativeapproa,ches to preserve 
essential health coverage. 

Q: It eloesn' t sound like YOllL want Tennessee to do anythinq in 
this plan. Is that true? 

. A: No. We believe that bettE!r control o~er Medicaid costs is an 
essential element in the longr term solution to the State's fiscal 
problems. We would like to \oorork closely with you to develop a 
Medicaid :managed care proposall which could be approved and which 
will control your costs and Clurs in future years. At present, 
Tennessee is tied for second place nationally in terms of the 
inflaticm rate in·the Federal costs of its Medicaid program. We 
are just as eager as you are to 'get those costs under control. 
Many of the elements of this plan could be incorporated in a new 
proposal based on different financial and timing assumptions. 


