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MEMORANDUM
TO: Each Member of ;:Z%é§£9Care Committee

Donald L. Morto

FROM: ,xecutive‘Director
DATE: October 27, 1993
SUBJECT: TennCare Financing

You have requested my comments relative to TennCare
financing.
Schedule 1 reflects the state's answer to HCFA
regarding amounts and sources of state match relating
to the TennCare Program. Beginning with the "Budget FY
1993-94" Column, the Total Column ($3,596,811,400) is "
divided into the "Federal" entry of ($2,267,074,100) to
obtain the federal contribution percentage of 63.03%.
Yet part of the TennCare revenue of $563,125,000 is
Other Health Appropriations (Federal) - TennCare. This
means we are calling federal funds non-federal funds
when computing the federal percentage contribution.

Our comments relating to the six sources of TennCare
revenue - all of which are con81dered by the state as
gstate match or share - are ‘as follows:
1. Coinsurance, deductlbles. and insurance
premiums serve to reduce the program cost
and are neither a state match or federal
share. ' ’

2. Other state-federal programs were probably
placed in the funding scheme because the
gstate portion is high compared with
related federal funds.

3. Local governments cannot be a source of
funding because the state, under TennCare,
has not imposed a matching requlrement
against local governments.

4. Charity care is not a source of funding
but even if it were, why would it be 100%
state funding and not 68% federal and 32%
gtate.
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The waiver requests an increase 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 from the Governor's 1993-94 Proposed
Medicaid Budget originally recommended to the 1993 General
Assembly and by $376.,125,200 on a contlnulng basis from the
1992-93 approved Medicaid budget.

Schedule 2 reflects our analysis of federal and state fundlng
for TemnCare for the first 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 assumptlon is made that
total funding of $1,279.84 per eligible is adequate (See
Schedule 4)

Schedule 5 reflects our analysis of the estimated additional
state funding needed ($264 Million) to continue Medicaid under 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 have any questlons or need addltlonal 1nformat10n. please
let me know.

DLM: jmr



SCHEDULE 1

Amounts and Sources of State Match

"SCHEDULE 1

Budget

Budget

Budgel

Budget Budget Budget Budget Budget Budget

Budget Total FY 1989/90 | FY 1990/91 | FY 1991/92 | FY 1992/93 | FY 19994 | FY 1994/95 | FY 1995/98 | FY 1996/97 | FY 1997/98

State Core $357.780.300 | $404,703.000 | $385.024,300 | $378.424.700 | $383.040.300 | $304,840,700 $406.378.900 $418.568.200 | $431,128.200
State - Other * $85,000,000 | * $133.000,000 | - $397.008,000 | . $541,000.000 | $383.563.000 | - $84.000.000 | $88.200.000 | $92.810,000 | ' $97.241.000
Federal $997.035.200 | $1,152,827,800 | $1,605.850,300 | $1,908,185.000 | $2.267.074.100 | $2,380.427.800 | $2,400.449,200 | $2,624,421.700 | $2,768.842.800
TennCareq Revenue $o0 $0 $0 s0 | 583,125,000 | $1,184,097.500 | $1,.250,196.300 {$1,320,117,800 | $1,304.006,200
TOTAL $1.499,021.500 | $1.600,5%.600 | £2.957,672.000 | 82.824,579,700 | $3.500,811.400 | $4.043,859.000 | $4.244,221,400 | $4.485,717.400 | $4.67.675.200
Charlty - TennCare $207.750.000 | $631.488.600 ﬁn.tn.coo $717,920,800 mo.m‘e'oo
Coinsurance and Deductibie - TennCare $42000000 | $80.007000| $04.150.400| $98.057,000 ] $103,800,300
insurance Premiums - TennCare $71.210.400 | $140.500.000 | $157.036.000 | $164,801.000 ] $173,138.000
Other Heaith Appropriations (State) - TennCare $04,152.100 | $103.012000 | $100.720.000 | $205,721.000 | $211.893.000
Other Haalth Appropriations (Federal) - TennCarq e 322208 | §GT.EEz000 | $71,278000] $74.840000 |  $78.582.000
Local Government - TennCare - $25,000,000 | $52,600,000 858,128,000 |  $57.881,000 $00,776,000
TOTAL . » @ L " 90| 4£69,198,000 | $1,184.967.900 | 81.290,108,200 | #1.320,117.500 | 81,994 855 500
_Percent Federal Contribution 09.25% 08.19% estod ~ eras 83.05% 86 sen 50 899 50.90% 58.00%)

- * This Includes: License Fea/Services Tax - Hospitals, Licenss Fes - Nursing Homas, Donations - Hospitals, and CPE



" SCHEDULE 2

STATE OF TENNESSEE
COMPARISON OF FEDERAL FUNDING AND STATE FURDING FOR TENNCARE
FEDERAL
'TOTAL FUNDING o S $2,267,074,100
LESS: PROGRAMS OUTSIDE TENNCARE |
SKILLED NURSING $ 45,279,400
ICF REGULAR/MR = 474,760,400
MEDICARE/ADM 111,280,100
. TOTALS | . $631,319,900
LESS: NURSING HOME BED TAX o -
TOTAL NET PROGRAMS OUTSIDE
TENNCARE 631,319,900 -
' NET. FUNDING FOR TENNCARE EXCLUDING FUNDING T
- FOR PROGRAMS OUTSIDE TENNCARE  $1.635.754.200
PERCENTAGE FUNDING

91.29%

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 PREMIUMS $

635
$227.836,000 = *2,u;:,354 000 bIVIDED BY 1,775, 000 = $1,137 1838

FREV 32
09/93

$ 22,045,600
231,150,600

54,179 900

SCHEDULE 2

STATE

$307 316 100

80,300,000

$383, 049,300

227,076,100

;"”"!3 iiﬂ

.B.71%

=

5,200 + $155,973,200 +.



SCHEDULE 3

STATE OF TENNESSEE ’
ESTIMATED COST FOR TENNCRRE UNDER A MANAGED CARE SYSTEM ASSUMPTION:
COST PER ELIGIBLE WOULD BE THE SAME AS THE HARD DC DOLLAR FUNDING UNDER

THE

TOTAL PROJECTED TENNCARE COST FOR l 775, 000

ELIGIBLPS @ $1,009 PER ELIGIBLE $1,790,975,000

FUNDING BREAKDOWN:

$1,204,430,687
586,544,313

'FEDERAL 67.25% @ $1,790,975,000

STATE 32.75% @ $l.790,975.000

TOTAL

 TOTAL ESTIMATED TENNCARE PROGRAM COST

COST FOR TENNCARE ELIGIBLES

. SKILLED NURSING
ICF REGULAR/MR
'DICARE/ADM

ADD:

ESTIMATED TENNCARE PROGRAM COST

‘TOTAL $2.729 671,000

ADDITIONAL STATE FUNDING NEEDED

EST. STATE FUNDS NEEDED FOR TENNCARE
FUNDS AVAILABLE FOR ELIGIBLES
UNDER TENNCARE .
SKILLED NURSING
ICF EEGULAR/MR
"MEDICARE/ADM

LESS:

TOTAL FUNDING PLANNED

ADDITIONAL STATE FUNDING NEEDED

FREV.166 -
09/93

CEE N A SR B A

FEDERAL _

STATE

' $1,204,430,687

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

$586,544,313

-22,045, 600
231,150,600
54,179,900

' $1,835,750,587

$893,920,413 .

155,973,200
22,045,600
231,150, 600

54,179,900

463,349,300

£430.571.113

V$893.920.413

oooooooooooooo



SCHEDULE 4

COMPARISION OF PEﬁ ELIGIBLE PAYMENT TO PROVIDERS UNDER THE -
EXISTING SYSTEM WITH PER ELIGIBLE PAYMENT TO MANAGED CARE
ORGANIZATICONS UNDER THE TENNCARE PLAN

EXISTING PROGRAMS: .

PROJECTED COST PER MEDICAID ELIGIBLE
PER TENNCARE PLAN IF MEDICAID WERE CONTINUED $1,641.00

ADD: :
PER MEDICAID ELIGIBLE EQUIVALENT FOR OTHER
‘STATE AND FEDERAL FUNDS
($252,913,900 DIVIDED BY 1,128,399) - ~ 224.13

TOTAL FROM STATE UNDER CURRENT SYSTEM : b $1,865.13

- - L W W S S A e A WD W W W W T e e WL e M e s i . W -

TENNCARE PROGRAM:
PROJECTED COST PER TENNCARE ELIGIBLE .
FROM STATE AND FEDERAL FUNDS o 1,009.00
ADD:
PER TENNCARE ELIGIBLE EQUIVALENT FOR OTHER
STATE AND FEDERAL FUNDS
($252,913,900 DIVIDED BY 1,775,000) - 142.48
PROJECTED CO-PAY DEDUCTIBLES AND PREMIUMS TO

BE PAID BY TENNCARE ELIGIBLES :
(3227f836.000 DIVIDED BY 1,775,000) ’ 128.36

TOTAL FROM STATE AND PERMITTBD BY THE STATE

TO BE COLLECTED . , B ‘ ~ 1,279.84~
DECREASE IN PER PAYMENT PER ELIGIBLE _ ‘ . $585.29
PERCENTAGE DECREASE IN PER ELIGIBLE PAYMENT | ' 31.38%

. 1
* APPROXIMATELY 10-20% OF THIS AMOUNT WILL NOT BE RECEIVED BY PROVIDERS
BUT WILL BE RETAINED BY MANAGED CARE ORGANIZATIONS FOR OPERATING
EXPENSES AND PROFITS. UNDER MEDICAID ALL AMOUNTS WOULD HAVE BEEN
RECEIVED BY PROVIDERS. : '

FREV (166)
10-93



| SCHEDULE 5
STATE OF TENNESSEE

ESTIMATED COST TO CONTINUE MEDICAID BUT UNDER A MANAGED CARE SYSTEM
ASSUMPTION: . THE COST PER ELIGIBLE WOULD BE THE SAME AS THE HARD DOLLAR
FUNDING UNDER TENNCARE

TOTAL PROJECTED MEDICAID-COST FOR 1,128,399 .
ELIGIBLES @ $1,137 PER ELIGIBLE $1,282,989,663

FUNDING BREAKDOWN:

FEDERAL 67.25% @ $1,282,989,663° » $ 862,810,548

STATE 32.75% @ $1,282,989,663 . ___ 420,179,115
'TOTAL . : $1.282,989.663
TOTAL ESTIMATED MEDICAID PROGRAM COST ' FEDERAL STATE

COST FOR MEDICAID ELIGIBLES WHO
WOULD HAVE BEEN COVERED s :
UNDER TENNCARE - $ 862,810,548 $420,179,115

ADD: SKILLED NURSING. 45,279,400 22,045,600
ICF REGULAR/MR 474,760,400 231,150,600
MEDICARE/ADM 111,280,100 54,179,900

ESTIMATED MEDICAID PROGRAM COST * $1,494,130,448  $727,555,215

TOTAL $2.221.685,663

ooooooooooo I I R R T T T I R S O O I I I I R R I 2 I A I A I

ADDITIONAL STATE FUNDING NEEDED

EST. STATE FUNDS NEEDED FOR MEDICAIDA - $727.,555,215

LESS: FUNDS AVAILABLE FOR MEDICAID
ELIGIBLES UNDER TENNCARE 155,973,200
SKILLED NURSING 22,045,600
ICF REGULAR/MR ‘ 231,150,600
MEDICARE/ADM . : 54,179,900
TOTAL FUNDING PLANNED . | 463,349,300
ADDITIONAL STATE FUNDING NEEDED $264.205,9185

FREV.166
09/93
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LAW OFFICES

BouLt, CuMMINGS, CONNERS & BERRY

414 UNION STREET, SUITE 1600
POST OFFICE BOX 198062

NASHVILLE, TENNESSEE 37219

TELEPHONE {615] 244.2582
- THOMAS LEWIS NELSON
{615) 252-2344

FACSIMILE {(615) 252.2380
November 5, 1993

AY
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VIA FEDERAL EXPRESS

The Honorable Donxia £i. Shalala ‘ .
Secretary of Health and Fuman Services )
200 Independence Avenue, S.W.

Washington, D.C. 20201

Dear Secretary Shalala:

Enclosed are two reports to the Tennessee General Assembly’s TennCare Oversight
Committee confirming our earlier conclusion that the State of Tennessee’s deinonstration
project known as TennCare is actuarially unsound and woefully underfunded. The first
report is from the Oversight Committee’s outside consultants, Schubert Associates, Inc. and
Milliman & Robertson. The second report is from the Executive Director of the General
Assembly’s Fiscal Review Committee, Tennessee’s equivalent of the Congressicnial 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 have any questions.

Very truly yours,

Thomas Lewis Nelson

c: The Honorable John D. Dingell ==2-f}07T,
The Honorable Carol Hampton Rasco
The Honorable Bruce C. Vladeck
Darrel J. Grinstead, Esq.
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October 28, 1993 Solutions in Healthcare Mancgement,

~ Senator Milton H. Hamilton, Jr.

Chairman, Oversight Committee on TennCare
13 Legislative Plaza
Nashville, TN 37243

. Dear Senator Hamilton: |

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 M: Douglas Wright and Mr. Ron
Paolini as well as the Executive Assnstant of the Comptrolier of the Treasury, Mr. John
Morgan. 4

We were able to meet on several occasions with Mr. Manny Martins and members of his
staff. We appreciate their cooperation in our review process.

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

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

A telephone survey of a limited numbeif,of, randomly selected physician offices and - |
clinics from existing health plan directories was conducted. Another telephone
interview survey of high Medicaid volume physician offices was also carried out.

Through out the course of our review, we were supplied numerous documents and
analyses that concerned TennCare and its implementation. These were furnished by the
Bureau of Medicaid, The Comptroller's office, leglslauve offices, and many other
interested parties.

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

3620 American River Deve, Sure 12:
Sacramento, CA 95864
916.487-4777

Fox 916-487$632



(1 performing our review, we concentrated on answering several global questions that
were raised by your committee as well as by other involved groups. These globa.l'
" questions contained andillary quesnons which also were addressed

This report is divided into an Executxve Overview and Recommendanons.~

SCHUBERT ASSOCIATES INC. and Milliman & Robertson apprediate the opportunity to
review the TennCare program for the committee. We hope our initial report will be
useful both to the legislature and the administration. We look forward to continued
partidpation with you in the implementation of this challenging and important project.

Sincerely,

e @W =

James J. Schubert, M.D.
President



Executive Overview

Our report concentrated on three global issues from which a series of additional issues
and ques';tions were developed. The following represents a synopsis of our findings.

Questxom 1. Was the determination of the captitation rates to be paid to the

1.

participating Managed Care Organizations (MCOs) based upon sound
actuarial pnnuples and methods?

- Response:

The process used by the state to develbp the gross capitation rates was not based
on sound actuarial prindples.

The state used calendar year 1992 Medicaid experience as 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 understatement in the capxtahon

The state's underlymg 1992 Medicaid utilization levels suggests there is
significant potential for MCOs to reduce Medicaid utilization. The state did not
make an explicit cost reduction assumption in developing its capitation rates.
We believe such an adjustment is appropriate. However the adjustment should
also recognize the administrative expenses that MCOs will incur in conjunction
with this program..

The state’s proposed gross capitation rates effectively equate to a 25% reduction -
in projected 1994 Medicaid costs per eligible month on average. Recognizing
MCO administrative expenses, MCOs would have to achieve medical cost -
reductions of about 35% in order to operate within the capitation levels.
Reductions of this magnitude will be extremely difficult for MCOs to achieve -
unless providers are willing to accept relmburcument lovels significantly below
the state's current fee levels.

We believe an explicit cost reduction assumphon of 10% in 1994 would be more
appropriate which, when recognizing MCO administrative expenses, would

require MCOs to achieve medical cost reductions of about 20%.

The reductions to the gross capxtahon 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

" nurnber of uninsured enrolledl.

SCHUBERT ASSOCIATES, lNC.. Milliman & Robertson 1 ) October 28, 1993

TernmCare
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Question2: Can TennCare be implemented by January 1, 1994? MRS
Respo‘nse:’ | |

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

1. Federal Waiver 4
Until the federal waiver is approved providers and beneﬁaanes are unable to
make key decisions, i.e. providers contracting with a MCO(s), beneficiaries
selecting a primary care case manager. These decisions must be made prior to .
January 1 and are sequential decisions.

2. Provider Contracts
The MCOs develop contracts with providers that result in adequate network
coverage and capacity. .

3. MCO selection '
The enrollees have sufficient opportumty to select MCOs after the networks are

identified.

There is an MCO assignment default mechanism that allocates enrollees
equitably among the MCOs.

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

4. Provider Support
The current provider resistance is overcome through equitable reimbursement
and risk sharing arrangements with all MCOs. Provider exclusion from the
TennCare development process and the lack of ongoing provider input into the
~ program design has fostered .an adversarial relationship with the provider
- community that will create substantial problems for a timely and successful
TenriCare implementation.

5. Enrollee Support
There has been significant chaos and confusion on the part of beneficiaries that
- will be disruptive to the plans, the state administration, physidans, hospitals,
clinics and emergency rooms. These concerns can be alleviated through
improved communication from the state and MCOs.

sawaatr ASSOCIATES, INC., Mm;mm & Robertson 2 : October 28, 1993
TermCare . :



' ;Question 3: Do the MCOs that have indicated their intent to contract possess the
ability to provide TennCare program components for the Medicaid and
uninsured populabon?

Response:

It was not possible, based on the information available, to evaluate each of the
MCOs ability to provide the required program components of TennCare. These
program elements include: 1. An adequate network of providers, including
primnary care, specialty care and hospitals willing to assume care of the enrollees;
2. Management staff ‘experienced in utilization and quality’ management; 3.
Operating systems sufficient to pay claims, track services and develop reports; 4.
Adequate finandal reserves to cover startup costs and unexpected administrative -
and /or health care costs.

- 1. The absence of a final MCO contract makes it difficult to evaluate each MCO's
capability to implement and operate an effechve managed health care delwery
system by ]anuary 1, 19%4.
Weakness in any one program component, particularly utilization management,
. could be a serious detriment to operating within the capitation budget for the
MCOs. It may take several years for start up plans to obtain maxxmum
efficiency.

2 Some MCOs will fail due to: ‘
» Lack of financial reserves, if capitation income is inadequate, to cover an MCO's
administrative costs in addition to health care costs for their enrolled population.

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

. *Inadequate or unstable provider networks. ‘
One of the MCOs initially has proposed very low reimbursement rates to certain
providers. Providers feel that they are being forced to contract and accept the
proposed rates or lose other patients. ‘

Many primary care providers are not certain they will accept these rates and may
choose not to contract. This would leave a large primary care void in their .
county, particularly, in rural areas. .
* Management staff and plan inexperience in managed care.
* Adverse selection.

SCHUBERT ASSOCIATES, INC., Milliman & Robertson 3 : October 28, 1993
TermCare . , - )



Question 3: Do the MCOs that have indicated their intent to contract possess the
ability to provide TennCare program components for the Medicaid and
uninsured populab‘on?

Response:

It was not possible, based on the information available, to evaluate each of the
MCOs 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 hospxtals willing to assume care of the enrollees;
‘2. Management staff experienced irr utilization and quality management; 3.
Cperating systems sufficient to pay claims, track services and develop reports; 4.
Adequate finandal reserves to cover startup costs and unexpected administrative
and/or health care costs.

1. The absence of a fmal MCO contract makes 1t difficult to evaluate each MCO's
capability to implement and operate an effective managed health care dehvery
system by Jannary 1,19%4.

Weakness in any one program component partxcularly utilization management,
could be a serious detriment to operating within the capitation budget for the
MCOs. It may take several years for start up plans to obtain maximum
efficiency.

2, Some MCOs will fail due to:
e Lack of financial reserves, if capitation income is inadequate, to cover an MCO's
administrative costs in addition to health care costs for their enrolled population.

Smaller MCOs will not have the reserves to carry unforeseen administrative and

health care costs, while mature and larger MCOs will have reserves allowing

them to cover costs for several years until the costs are stabilized. The TennCare

program design favors larger statewide organizations or MCOs with capxtal
~ rather than local or regxonal MCOs

. Inadequate or unstable provxder networks.
One of the MCOs initially has proposed very low reimbursement rates to certain
providers. Providers feel that they are being forced to contract and accept the

proposed rates or ‘lose other patients.

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

. Management staff and plan inexperience in managed care.
* Adverse selection.

SCHUBERT ASSOCIATES, INC., Milliman & Roberson - 3 October 28, 1993
TermCare o
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Adverse selection could be an problem for smaller MCOs that are attractive to
the uninsured, and could seriously impact the MCOs financial results.

_Specifically, safety net provider MCOs have voiced concern that they could be
selected by a disproportionate 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 potent1a1 to
suffer more financially because of adverse selection.

3. Primary Care Case Management,(PCCM).phase-in

» Currently, the MCU coniract does not require implementation of PCCM -
programs for 3 years. PCCM programs are an integral component of managed
care programs and are necessary for utilization management, quality, continuity
and appropriateness of referral services. v

4. PPO Standards | |
* PPOs should have a portion of their admlmstranve fees placed at risk in order to
provide incentives to meet certain utilization and cost targets. The amount of
- risk 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
care physidans have a 20% risk thhhold then the PPO's fee should have a
sirnilar withhold.

5. Network Adequacy
e The current MCO 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.

SCHUBERT ASSOCIATES, INC., Milliman & Robertson 4 . October 28, 1993
TermCare ‘




Recommendations: TénnCare

It would be customary for us, as your consultants, to propose numerous specific
recommendations that could have 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:

n

T

a. The state's ability to fund the Medmmd.program in 1994 at its current 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 of state credits and discounts
provides managed care {o both the Mechcaxd and uninsured populations.

c. Because of the critical need for fiscal relief, the state, simultaneous with its

federal waiver application, has pushed forward with its implementation plan
- by proposing contracts with multiple managed care organizations.

d. Currently the state is simultaneously enrolling beneficiaries, -negotiating
contracts and carrying out other needed implementation functions while -
awaiting federal approval.

e. Assuming some form of federal approval, our recommendations must be
crafted so as not to unduly disrupt or impede but rather facilitate and
enhance a successful startup.

Recommendations:
1.

The gross capitaﬁon rates should be redetermined, with adjustments to reflect
both the average Medicaid coverage period per beneficiary and an exphcxt cost
reduction assumption. We beheve a cost reducuon assumption of 10% in 1994

~ “would be appropnate

The source of the reductions to the grosé capitation rates should be made
available and reviewed, and adjustments made if appropriate. The charity care

reduction should be adjusted to reflect the actual number of uninsured enrolled.

Gross capxtahon rates and capitation rate reducuons should vary by geographical

s area.

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

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

SCHUBERT ASSOCIATES, !Nc., Milliman & Roberson 5 October 28, 1993
ermCare _ .
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risk that any provider should 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
iricentives to meet certain utilization and cost targets. PPOs should place their
administrative fee at risk in proportion to the risk assumed by their participating
providers. As an example, 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
- MCO within 6 months of the start work date for at least 50% of enrollees; 100% at
12 months. ,

7. A meaningful, consistent communications program should be developed by the

 state 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 success of TennCare.

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

9. A short term extension of the enrollment process would provide the state and
enrollees a more reasonable amount of time to resolve MCO selection issues.

sc:xuamr ASSOCIATES, INC., Mﬂhmm & Robertson 5 ’ October 28, 1993
. TemCare .
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CHARITY CARE .
QUESTION: '

HCFA staff has admitted that it would accept my argument that charity care could receive
. Federal ratch if I were to tax providers for the value of charity care and cycle this money
through the Statc treasury. Why arc you making us jump through burcaucratic hoops?

| ANSWER:

-»  Provider taxes are more then just "bureancratic hoops.”" Taxes are fundamentally
different than directly matching charity care. To be permissible, pravider taxes must
- meet certain requirements imposed! by the 1991 donations and taxes law. These
requiremems are intended to make the burden more equitable, but also make the taxes
less popular with providers. If a permissible 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 match charity care under certain conditions. If the care is provided -
10 a TennCare enrollee by a public facility and the uncompensated amount is identificd
as a certified public expenditure, Federal matching, funds.are available. This amount is
less than the full amount of charity care for which Tennessee requested Federal match.

»  However, we are not willing to recognize all charity care as a matchable expense. Since
charity care is often difficult to define and account for, an open-¢nded recognition of
charity care could have a large effect on the Federal treasury, up to $13 biltfon annually.
We do not want to set a precedent. that would result in full Federal reimbursement of

“hospitals’ uncompensated costs. .

Y

REY INFORMATION:

» The provider taxes and donatfons J'egulations were developed 1o place a firm limit on
State methods of revenue raising for 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 charity care here, other States will
ask for the same relief through the waiver process.
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- BLOCK GRANT APPROACH
"QUESTION:

Why do you object to a block grant approach when it not anly holds the federal government
fiscally harmless from cost increases, but reduces the growth in Tennessee’s Medicaid

program? . . o : '
"ANSWER:

- Although a block grant is no longer being considered, fet me outline our concerns with
Tennessei’s original proposal.

» The State could drastically reduce its Medicaid spending. As originally proposed, the
block grant 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 requirement. This wolld have significanily altered the
Medicaid matching percentages in Tennessee and severed the basic federal-state

. financing relationship.

»  Approval of a block grant could undermine the Health Security Act. Key members of
Congress, including Representatives Dingell and Waxman, essential to passing health
care reform, would strongly object tc a block grant approach and may respond by
threatening to curtail the Seoretary’s waiver authority.

.»  Growth in Tennessee’s Medicaid program is likely to slow anyway. The State had )

expanded its program over the last several years by using donations and taxes funding.

The riew donations and taxes law has substantislly reduced the ease with which such

funds can be raised.

+ Thus, Tennessee is asking us t¢ keep Federal Runding fixed at an historically high
level. ‘ 4

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

KEY INFORMATION:

» Arivena. Tennessee’s request for a block grant is fundamentally different from the
funding approach taken at the outset of Arizona’s Health Care Cost Containment
System (AHCCSS) program. For Arizona a fired Federal payment was established
bascd on per capita data from other States with comparable popuiations and services.
Al the time, Arizona did not have an operational Medicaid program and this approach
allowed the State to quickly build its program from scratch. Arizona has since gradually
moved toward a matching arrangement. Tennessee planned to use 2 block grant to
radically restructure its Medicaid program and reduce its State Medicaid expenditures.
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PRESERVING FEDERAL/STATE MATCHING IN MEDICAID
QUESTION: | '
- What is 50 important about preserving Federal/State matéhihg of Medicaid costs?
ANSWER: | | .
Tennessee has agrced to follow the Medicaid matching pélzcxes for TennCare. The matching
relationship provides an essentiai tool for ensuring that States manage their Medicaid

pmgmm. effectively.

»  Medicaid is joindy funded by both Federal and State governments, yct it is administered
by the States.

» Since Medicaid prcvzdes an open-ended Federal match for expenditures that are largely
under the control of the States, the matching formula is important to help insure
appropriatc stewardship of Federal resources by the States. .
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HEALTH CARE REFORM

QUESTION:
. Our progj:rsim is just like your proposal for national health care reform: Tennessee will cover
-many of the uninsured, enroll them in managed care, and bargain down pmvider rates 1o

- obtain the efficicncy that is now missing in the system. How can you tum down in
. Tennessee what you are trying 1o do maﬂonally"

-ANSWER:

TennCare is different in many key respects from the I-Iealth Security Act

Fma iicing. A State maintenance of effort is not requlmd Under health care reform,
States will be required to make maintenance of effort payments to the alllance on behalf
of Medicaid eligibles. Under Tenncare, the State would not be obligated to maintain its
previocus level of Medicaid spending.

Cost, Shifting. R.ate reductions are likely to lead to cost shiting. Under health care
reform, balanced reductions in the public and private sectors will prevent further cost
shifting. Under TennCare, turther shifting is likely — provider payments will be reduced
only for those serving TennCare enrollees. :

Mainstreaming. Distinctions of poaor'and rich will remain. Under health care reform,
the poor will be mainstreamed and discrimination reduced. Under TennCare, a
separate program and continued payment differentlals will keep the poor apart.

Managed Care. The poor will have: limited choice of health plans. Under health care
reform, individuals will have a choice between managed care and fee for service health
plans. In TennCare, Medicaid and uninsured individuals can only choose among
managed care organizarions.

* Access. Universal access will not be assured. Under health care reform, everyone will

be guaranteed access to alliance coversge. TennCare does not guarantee access for all
uninsured and does not include insurance reforms, such as community ranng, that would
omelwase increase an mdmduai’s access to health insurance.
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ROLE OF THE HEALTH CARE FINANCING ADMINISTRATION
QUESTION:

. The Health Care Financing Administration (HCFA) has acted like an "over-ruled, over-
regulated, over-govemed” butcaucracy throughout the TennCare waiver review process.
How can such an agency effectively help States implement health care reform?

ANSWER:

» HCFA has, in fact, undergone 2 significant change in the way it does business with the
States and has been eavccdingly flexible in the last ten months.

»  For example, HCFA granted broad Medicaid waivers to Oregon, Hawaii and Rhode
- Istand, and expects an additional approval shortly. HCFA entered into extensive
" negotiations with the National Governor’s Association an a variety of Medicaid issues,
~ including streamlining the waiver review process. HCFA is also in the midst of
discussions with 12 other States over health care rcfmn initiatives.

+ Indeed, HCFA has approved virtually all statewxde health reform waivers that are in
its processing pipeline. Tennessee is the only State with which we have been unable
to work out an agreement.

»  However, HCFA still must maintain a balance betwoen granting States ﬂexsbxhty in thexr
Medicaid programs, and protecting the Federal treasury, '

» HCFA is bound by the limits of its statutory authority. In addition to helping States

worik within these limits to find mnovative ways to finance and deliver health services,
HCFA must uphold its obltganon 10 provide Federal oversight of the Medicaid program.

" TOTAL P.13
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TALKING POINTS FOR MEETING WITH GOV. McWHERTER -
ON TENNCARE MEDICAID WAIVER

1 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 hxgh growth rate of your

_program.

Hmver, your TennCare proposal presents a number of difficulties for the Federal.
governmient, as well as for beneficlaries and providers In Tennessee:

(4]

The State is sharply reducing its “real" contribution to the Medicaid program, while

: axpecﬁng the Federal governient to maintain and increase its contribution. This

puts us in an awkward position immediately pnor to health reform, which assumes
state maintenance of effort.

You have asked us to appmve 2 number of unorthodox financing arrangements that
other states will quickly imitate, at a cost to the Federal budget. Your pla.n has also

© caught the atention of Congressional oversight commitiees.

Your planned implementation date of January 1 has been difficult for beneficiaries.
You have required beneficiaries to select health care plans before they know which
one their doctor has signed up for. This has been especially difficult for those with

special needs and multiple providers.

Physicians are uwp in arms over the 25-35 perceat cuts in reimbursement they
anticipate under TennCare; we have concerns that many critical providers may not
participate. :

The Department of Health and Human Services has worked with you in good faith over the
past two months in an effort to develop a compromise that both sides could live with. Both
Secretary Shalala and HCFA Administrator Bruce Vladeck have had substantial personal
involvement. It appears that considerable progress has been made toward that goal.

"HCFA has taken reasonable positions on a pumber of unorthodox aspects of your proposal.

A

HCFA bas agreed to (1) provide Federal matching funds for 2 new form of Certified
Fublic Expenditures (essentially charity care at public bospitals); (2) provide Federal
match for services provided to residents of institutions for mental diseases (IMDs),

according to our health care reform principles; and (3) allow premium payments by
beneficiaries for the State’s cost of their care to count as the State share of
Medicaid. Each of these represents significant movement on HCFA's part.

They have also tried to be. flexible on the xmplementauon date and the adequacy of
the capitation rate.
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It is In Tennessee’s best Interest to continue working wiih HCFA and to make the necessary
. compromises that will allow a TennCare program to emerge under the circumstances they
have Iaid out.

- If we push too much further on several of these issues, the entire program will be

in jeopardy. Inquiries and pressure from the Congress are increasing. Given the
criticism that TennCare is facing on so many. fronts, it will be difficult or impossible
for us to go further than we already have.

1 am sympathetic to the ﬁnancing dilemma that the State faces. We need a

comprehensive approach to health 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.

We have the ingredients for an agreement, if you ‘can make some progress i

jdentifying real dollars to fill the State’s shortfall in the project’s financing. We are

- prepared 1o work with you to put together a viable TennCare program that both of

us can be proud of.
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CHARITY CARE'

i

QUESTION:

HCFA staff has admitted that it wouldl sccept my argument that charity care could receive
Federal match if I were to tax providers for the value of charity care and cycle this money
through the State treasury. Why arc you making us jump through burcaucratic hoops?

ANSWER:

Provider taxes are more than just "bureascratic hoops.” Taxes are fundamentally
différent than directly matching charity care. To be permissible, provider taxes must
meet certain requirements imposed by the 1991 donations and taxes law. These
requirements are intended to make the burden more equitable, but also make the taxes .
less popular with providers. If a permissible 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 match charity care onder certain conditions. If the care is provided
10> a TennCare enroliee by a public facillty and the uncompensated amount is identificd
as a certified public expenditure, Federal matching funds are available. This amount is

A '}e&,s than the full amount of charity care for which Tennessee requested Federal match.

However, we are not willing to recognize all 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 etfect on the Federal treasury, up 10 $13 biition annuatly.
We do not want to set a precedent that would resuit in full Federal rcunbursement of
hospitals’ uncompensated costs. :

KEY INFORMATION:

~The provider taxes and donations regulations were heveloped to place a firm limit on

State methods of revenue raising for 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 charity care here, other States will
ask for the same relief through the waiver process.
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- BLOCK GRANT APPROACH
QUEST:[ON:

Why do you object to 2 block grant approach when it not only holds the federal government -
fiscally harmiless from cost increases, but reduces the growth in Tennessee’s Medicaid

program?
ANSWER:

Although a block grant is no longer being considered, let me outiine our concemns with
Tennessee’s original proposal. «

> The State could drastically reduce its Medicaid spending. "As originally proposed, the
block grant approach was unacceptable because the Federal government would have
been required to maintain its priar level of Medicaid spending but the State would not
have been subject to the same requnrement This would have significantly altered the
Medicaid matching percentages in Tennessee and severcd the basic federal-gtate
financing relationship.

*  Approval of a block grant could undermme the Health Security Act. Key members of

. Congress, including Representatives Dingell and Waxman. essential to passing health
care reform, would strongly object tc a block grant appmach and may respond by
»thrcatcnmg to curtail the Sccrctary’s waiver authority. .

* Growth in Tennessee’s Medicaid program is likely to slow anyway. The State had
expanded its program over the last several years by using donations and taxes funding.
The new donations and taxes law has suhsts.nuaiiy reduced the ease wuh which such
ﬁ.mc.ls can be raised :

4+ Thus, Tennessee is askmg us 10 keep Federal fundmg fixed at an mstoncally mgn
level.

+ Other States have successfully reduced the rate of growth in their Medicaid
programs while maintaining a matchmg anangement

KEY INFORMATION

» Arizona. Tennessee’s request for a block grant is fundamentally dxffercm from the
funding approach taken at the outset of Arizona’s Health Care Cost Containment
System (AHCCSS) program. For Arizona a fixed Federal payment was established
bascd on pet capita data from other States with comparable populations and services.
A1 the time, Arizona did not have an operationat Medicaid program and this approach

allowed the State to quickly build its program from scratch. Arizona has since gradually
moved toward a matching arrangement. Tennessee plznned to use a block grant to
radically restructure its Mcdxoaxd program and reduce its State Medicaid expendxtures.
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~ PRESERVING FEDERAL/STATE MATCHING IN MEDICAID
QUESTION:
What is so imbo@nt about preserving Federal/State matching of Medicaid costs?
ANSWER: |

Tennessee has agreed 1o follow rhe Medicaid matchmg polzcxes for TennCare. The matching
relationship provides an essential tool for ensuring that States manage their Medmld
programs effectively.

*  Medicaid Is joindy funded by both Federal and State govemmcnts, yet it is administered
~ by the States.

»  Since Medicaid provides an open-ended Federal match for expenditures that are largely
under the control of the States, the matching formula is important to help insure
appropriatc stewardship of Federal resources by the- -States.

i
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HEALTH CARE REFORM

QUESTION: §

Our program is just like your proposai for national health care reform: Tennessee will cover
many of the uninsured, enroll them in managed care, and bargain down prowder rates to
obtain the efficicncy that is now missing in the system. How can you tumn down in
Tennessee what you are trying to do nationally? ‘

- ANSWER:

TennCare is different in many key respects from the Health Security Act.

Financing, A State maiuntenance of effort is not required. Under health care reform,
Statés will be required to make maintenance of effort payments to the alllance on behalf
of Medicaid eligibles. Under Tenncare, the State would not be obligated to maintain its
previous level of Medicaid spending.

Cost Shifting, Rate rednmons'an: likely to lead to cost shiRing. Under heaith care

reform, balanced reductions in the public and private sectors will prevent further cost
shifting. Under TennCare, further shifting is likely - prcmder payments will be reduced

‘ only for those serving TennCare enrotlees.

Mainstreaming, Distinctions of poor and rich will remain. Under health care reform,
the poor will be mainstreamed anc! discrimination reduced. Under TennCare, a
separate program and continued payment differentials wiil keep the poor apart.

Managed Care. The poor will have limited choice of health plans. Under health care
reform, individuals will have a choice between managed care and fee for service health
plams. In TennCare, Medicaid andl uninsured mdmduals can only choose among
managed care organizations.

Access. Universal access will not be assured. Under health care reform, everyone will
be guaranteed access 1o allinnce caverage. TennCare does not guarantee aceess for all
uninsured and does not include insurance reforms, such as commumty raung, that wouid
otherwise increase an individual’s aceess to heaith insurance.
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ROLE OF THE HEALTH CARE FINANCING ADMINISTRATION
" QUESTION: |

The Heaith Care Financing Administration (HCFA) has acted like an "over-ruled, over- -
regulated, over-govemed” burcaucracy throughout the TennCare waiver review process.
| How can such an agency effectively help States implement health care reform?

ANSWER:

»  HCFA has, in fact, undergone a significant change in the way it does business with the
States and has been exvecdingly flexible in the last ten months.

» For example, HCFA gramed broad Medicaid waivers to Oregon, Hawaii and Rhode
- Island, and expects an additional approva! shortly. HCFA entered into extensive
* negotiations with the National Govemor’s Association on a variety of Medicaid issues,
inchxding streamlining the waiver review process. HCFA is also in the midst of -
discussions with 12 other States over health care reform initiatives.

+ Indeed, HCFA has approved virtually all statewide health reform waivers that are in
its processing pipeline. Tennessee is the only State with which we have been unable
{0 work out an agreement.

»  Hovwever, HCFA still must maintain 2 balance between granting States flexibility in their
Medicaid programs, and protecting the Federal treasury.

» HCFA is bound by the limits of its statutory authority. [n addition to helping States

work within these limits to find innovative ways ta finance and deliver health services,
HCFA must uphold its obligation to provide Federal oversight of the Medicaid program.

TOTAL P.13
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TALKING POINTS FOR EEETING WITH GOV. McWHERTER
- ON TENNCARE MEDICAID WAIVER

1 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

Homver your TennCare proposal- presents a nnmber of dlﬁiculﬁes for the Fc&cml
governmient, as well as for beneficlaries and providers in Tennessee: :

The State is sharply reducing its “real" contnbutxon to the Medicaid program, while

- axpectmg the Federal government to maintain and increase its contribution. This

puts us in an awkward position immediately prior to health reform, which assumes

state maintenance of effort.

- You have asked us to approve 2 number of unorthodox financing arrangements that

other states will quickly imitate, at a cost to the Federal budget. Your plan has also
caught the auennon of Congressional overslghr committees.

" Your planned lmplementatzon date of January 1 has been difficult for beneficiaries.
- You have required beneficiarizs to select health care plans before they know which
~oire their doctor has signed up for. This has been especially difficult for thosc with

special needs and muitiple providers.

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
pdrtmpate

i

The Department of Health and Human Services has worked with you in good faith over the
“past twe months in an effort to develop 2 compromise that both sides could live with. Both
Secretary Shalala and HCFA Administrator Bruce Vladeck have had substantial personal
involvement. It appears that considerable progress has been made toward that goal.

HCFA has taken reasonable positions on a number of unorthodox aspects of your pro;:ooséL

HCFA has agreed to (1) provide Federal matching funds for a new form of Certified

Public Expenditures (essentally charity care at public hospitals); (2) provide Federal

maich for services provided to residents of institutions for mental diseases (IMDs),

‘according to our health care reform principles; and (3) allow premium payments by

beéneficiaries for the State’s cost of their care to count as the State share of

‘Medicaid. Each of these represents significant movement on HCFA’s part.

They have also tried to be. flexible on the zmplementatlon date and the adequacy of

- the capltatxou rate.
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It is in Tennessee’s best interest to continue working with HCFA and to make the necessary
comproinises that will allow a TennCare program to emerge under the cxrcumstances they
have laid out. _

<

- If we push too much further on several of these issues, the entire Program will be
S jeopardy. Inquiries and pressure from the Congress are increasing. Given the
- criticism that TennCare is facing on so many fronts, it wili be difficult or impo.mble

for us to go further than we already have. -

I am sympathetic to the financing dilemma that the State faces. We need a
comprehensive approach to heaith 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.

We have the ingredients for an agreement, xt you can make SOMmE progress in
jdentifying 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

t

Tennessee’s Medicaid program came under great pressure because of its extremely high
growth rate and a politically unpopular tax on hospitals. Providers recently pressured the
State legislature to repeal the $500 million tax, which had supported a large portion of the
State share of the Medicaid program. However, the Gavernor wants to salvage the situation
with the unorthodox TeanCare plan. The original TeimCare proposal would:

o Earoll the State s one mﬂhon Medicaid recipients xn managed care” as of January
1, 1994;

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

o Put Federal Medicaid funds in a block grant, lockmg in a growth rate below the
historical average; and ‘

o Pay for this ambitious program by:
(1)  cutting provider rates by 25-35 percent; .

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

(3)  asking the Fedaral government to match 2 number of other unusual and

precedent-setting items, including premiums paid by beneficiaries and the cost
of services provided to residents of institutions for mental diseases (IMDs).

HCFA’s Objections to the Proposal

o  Financial: We fearcd the many precedents that approval of the TcnnCarc waiver
. would set: '

The State wants to extend coverage to more individuals, even as it eliminates
its provider tax and cuts State contributions by over $500 million. It proposes
to do this through a block grant, that is, by reducing State funding but
keeping 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. Waxman would strongly object to a block grant approach and

might respond by curtailing the Secretary’s waiver authority. Finally, the legal
authority 10 block grant the Medicaid program even under our demonstration
authority is dubious at best.
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(2)  Allowing Tennessee to reduce its "real” financial effort, especially just prior
‘ to health reform, would allow it to decrease state maintenance of effort in
advance of passing the 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 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.

Other states have shown inteuse interest in ouf decision on TennCare, suggesting
privately they will follow Tennessee's lead if the waiver is approved.

o Implementation Date: HCFA believes that Tennessee’s insistence on full .
inplementation of TennCare by January 1 has been confusing and unfair to
- beneficiarics. Already the State has "cut cormers” in the earollment process. For
example, the State has not yet completed contracts with managed care plans, nor
have 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
~ arbitrarily assign them to a plan. Many. beneficiaries seeking to ensure a continued
relationship with physicians found that their doctors had not yet joined plans and
were uncertain if they would ever do so. This has been especxally difficult for those

with special needs and multiple providers. '

Although the Statc's cagerness to coroll its beneficiarics in managed care is
admirable, oaly about 4 perceat of its population is now enrolled in managed care,
~ making it very difficult to created the needed infrastructure in such a short time.

. Tennessee responds to this point by arguing that the confusion of the enroliment
process is less painful than the dislocation of major program cutbacks that might
ensue if the watver were disapproved.

o Provider Participation: In order to finance TennCare with limited dollars, Tennessee
has proposed capitation rates to managed care organizations that would cut provider -
reimbursement by 25-35 percent. 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 system, including charity care, to justify cuts of this magnitude. We remain
concerned that there may not be encugh providers participating to ensure access.
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Extermal Events

Governor McWherter is under increasing pressure in the local media to resolve this issue.
The State legslature hds generally supported the Governor, but some legxslators are
beginning to voice concerns.

Beneficlaries: Consumer groups are generally suppomve of the plan because they believe
the aiternative to TennCare (sharp reductions in optional services) will be worse. There
have been a number of press stories about beneficiary confusion, particularly as the
November ] eproliment deadline approached. One lawsuit has been filed to date.

Providers: While provider groups are not officially opposed wo TennCare, they have
encouraged a major write-in campaigr to the Department. We have received hundreds of
letters in the past week asking for a phased-in implementation and higher reimbursement
rates. : :

Cong‘ ressional Interest: Sen. Sasser has cxpf&sscd support for the proposal. Rep. Dingell:
| has sent a staffer to Tennessee to investigate the program, and his staff believes that
TennCare's financing is designed to shift costs to the Federal government.

| Negotlatlons between HCFA and the State

Qverview: The Governor will argue that HCFA is b]ockihg innovation and being regulatory
and bureaucratic. However, HCFA’s position is that the State can configure its program
as it wishes, as long as the State meets certain basic conditions:

0 It assures access to quality care for enrollees. That is, there bave to be adequate
provider 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. :

0 [t provides adequate State matching payments, that is, it does not shift an increasing
share of financing its Medicaid program to the Federal government. «

0  Matching payments will be made only for TennCare enrcliees, not a broader set of
ehgibles, unless the State sets up a fund for uncompénsated care with appropriate
State matching, The State’s position, that we match uncompensated care without the
State having provided any cash match, would potentially have the Federal
government bearing the full financial burden for uncompensated care in the State.

The Governor will argue that TennCaré is 2 model for the Health Security Act. But if the
program starts badly because of poor provider participation and little choice for
” beneficmnes, the press may use that argument against the HSA
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Current Status: Extensive discussions with the State have led to some progress, In an effort
to avert the major program cuts that might ensuc if the waiver were disapproved, HCFA
has made significant movement in séveral areas: .

©  We have agreed to (1) provide limited Federal matching funds for a new form of

- certified public expendituras (essentially charity care at public hospitals); (2) provide

limited Federal matching fundy for services in IMDs, according to our health care
reform principles; and (3) allow certain premium payments by beneficiaries for the
State’s cost of their care to count as the State’s share of Medicaid costs. We have
attempted to limit the precedent this might set in other states.

|o  Rather than dietate a delay in the implementation date, we outlined for the State the
steps it must complete prior to implementation. In addition, we will require them
to repeat the enrollment/plan sclection process after contracts with providers have
beea signed and approved by HCFA.

o Rather than requiring Teanessee to set higher capitation rates, we will require that
the Siate be able to assure access and monitor quamy in the program.

Tenaessce has made some concessions:

o  TheState has reluctantly agreed to abandon the blbck grantapproach and to adhere
to the current Federal/State matching relationship.

o Tennessee has cut the number of enroliees from 1.8 to 1.5 million.

Several issues remain to be resolved:

0 Tennessee agrees that they have a shortfall in State funds of apprommate!y $185
million that they must address.

o The Stme argues that we should be more liberal in ﬁllawing premium revenues from
beneficiaries to count as the State share of Medicaid; HCFA argues that doing so
would allow the State to make 2 profit on Federal mau:hmg funds.

o - Tennesaee would like thc Federal government 1o make cerain payments on behalf
of those eligible for the Tenn(.‘laxe but not enrolled in the program.

"0 Although the State has agreed to all our safeguards on nnplementatxon, they assert
that Januaxy 1 is stil] feas:blc\, which we find dubicus.
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BACKGROUND ON TENNCARE WAIVER
Original TennCare Waiver Proposal S

'Tenneasee’s Medicaid program came under great pressure because of its extremely high
jgrowth rate and a politically uppopular tax on hospitals. Providers recently pressured the
|State legislature to repeal the $500 million tax, which had supported a large portion of the
" [State share of the Medicaid program. However, the Governor wants to salvage the situation
: ‘with the unorthodox TennCare plan. The original TennCare proposal would: :

0 Enroll the State’s one xmlhon Medicaid recipients in "managed care” as of Japuary
1, 1994;

jo  Add most of the uninsured in the State to the program (800,000 people)'v

|0 Put Federal Medicaid funds in a block graat, leckmg in a growth rate below the.

h:sbomal average; and
0 };‘ay for this ambiticus program by:
(1) cutting provider rates by 25-35 percent;
| (2) keeping the Federal contribution high while cutting State share (or, viewed
another way, by asking the Federal government to match "charity carc”
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 beneficiariesand the cost
of services provided to residents of institutions for mental diseases (IMDs).

HCFA’s Objections to the Proposal

o Financial: We fcafed the many precedents that approval of the TeanCare waiver
wotuld set:

The State wants to extend coverage to more individuals, even as it eliminates
its provider tax and cuts State contributions by over $500 million. It proposes
to do this through a block grant, that is, by reducing State funding but
keeping 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. Waxman would strongly ob]ect to a block grant approach and
might respond by curtailing the Secretary’s waiver authority. Finally, the legal
authority to block grant the Medicaid program even usder our demonstration
authority is dubious at best.
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(2)  Allowing Tennessee to reduce its "real" financial effort, especially just prior
. 1o health reform, would allow It to decrease state maintenance of effort in
advance of passing the 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 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. ‘

Other states have s.hmvn intense intcrest in our decision on TennCare, suggesting
- privately they will follow Tennessee’s lead if the waiver is approved.

0 Implementation Date: HCFA believes that Tennessee’s insistence on full
nnplementahon of TennCare by January 1 has been confusing and unfair to
beneficiarics. Already the State has "cut cormers” in the earollment process. For
example, the State has not yet completed contracts with managed care plans, nor
have 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
arbitrarily assign them to & plan. Many beneficiaries seeking to ensure a continued
relationship with physicians found that their doctors had not yet joined plans and
were uncertain if they would ever do so. This has been especially difficult for those
with special needs and multiple prowders

Although the Statc’s cagcrnc.;s to cnro]l its beneficiaries in managed care is
admirable, only about 4 percent of its population is now enrolled in managed care,
ma king it very dxfﬁc:ult to creat«=d the needed mftastwcwre in such a short time.

Tennessee responds to this pomt by arguing that the confusion of the enroliment
process is less painful than the dislocation of ma;or program cutbacks that might
ensue if the waiver were disapproved.

o  Provider Pamclgatxon In order to finance TennCare with limited dollars, Tennessee
has proposed capitation rates to managed care orgamzahons that would cut provider
reimbursement by 25-35 percent. 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 system, including charity care, to justify cuts of this magnitude. We remain
concerned that there may not be enough providers participating to ensure access.
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. Extermal Events

-Governor 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
beginning to voice concerns. .

‘Beneficiaties: Ccmsumer groups are generally suppomve of the plan because they believe
.the alternative to TennCare (sharp reductions in optional services) will be worse. There
have been 'a number of press stories about beneficiary confusion, particularly as the
November } enrcllment deadline approacked. One lawsuit has been filed to date.

| Providers: While provider groups are not officially opposed w0 TennCare, they have

,vencouragﬁd 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 has expressed support for the proposal. Rep. Dingell
has sent a staffer to Tennessee to investigate the program, and his staff believes that
TennCaré’s financing is designed to shift costs to the Federal government.

'Negotﬁatloﬁs between HCFA and the State

- Querview: The Governor will argue that HCFA is blocking innovation and being regulatory
and bureaucratic. However, HCFA’s position is that the State can configure its program
as it wishes, as long as the State meets certain basic conditions:

0 It-assures access to quality care for enroliees. That is, there have to be adequate
provider and managed care plan agreements in place to make the program viable.
Eunrollees need to be able to make a choice once these arrangements have been
completed.

o It provides adequate State matching payments, that is, it does not shift an increasing -
share of financing its Medicaid program to the Federal government.

0 Matching payments will be made only for TennCare enrollees, not a broader set of
eligibles, unless the State sets up a fund for uncompensated care with appropriate
State matching, The State’s position, that we maich uncompensated care without the
Stite having provided any cash match, would potentially have the Federal
gowernment bearing the full financial 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 participation and little choice for
beneficiaries, the press may use that argument against the HSA.
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| Curtent Status: Extensive discussions with the State have led to some progress. In an effort
to avert thie major program cuts that might ensuc if the waiver were disapproved, HCFA
has made significant movement in several areas: ‘, :

0 We have agreed to (1) provide limited Federal matching funds for a new form of
certified public expenditures (essentially charity care at public hospitals); (2) provide
limited Federal matching funds for services in IMDs, according to our health care
reform principles; and (3) allow certain premium payments by beneficiaries for the
State’s cost of their care to count as the State’s share of Medicaid costs. We have
attempted to limit the precedent this might set in other states.

o Rather than dictate a delay in the implementation date, we outlined for the State the
steps it must complete prior to implementation. In addition, we will require them

. fo repeat the enroilment/plan selection process after contracts with providers have
been signed and apprcrved by H(“‘FA

0 Rather than requiring Tennessee to set higher capitation rates, we will require that ,
| the State be able 1o assure access and monitor quality in the program.
l ~ : o

Tennessee has made some concessions:

<\> The State has reluctantly agreed to abandon the block grant approach and to adhere
1! to the current Federal/State matching relationship.
0

Tenressee has cut the number of enrollees from 1.8 to 1.5 million.
Several issucs remain to be resolved:

o - Tennessee agrees that they have a shortfall in State funds of approximately $185
million that they must address. = -

o  TheSute argues that we should be more liberal in allowing premium revenues from
beneficiaries to count as the State share of Medicaid; HCFA argues that doing so
' would% allow the State to make a proﬁt on Federal matching funds.

o Tennessee would Jike the Federal government to make certain payments on behalf
~ of those eligible for the TennCare but not enrolled i m the. program

0 Although the State has agreed to all our safegua:ds on implementation, thev assert
that January 1 is still feasible, which we find dubious. ~




-

1.

II.

THE WHITE HOUSE
WASHINGTON
November 8, 1993
MEETING WITH GOVERNOR MCWHERTER
‘ DATE: November 8, 1993
LOCATION: Oval Office .

TIME: 4:20
FROM: Carol H. Rasco

PURPOSE

You will meet with Governor McWherter at his insistence
to discuss his pending Medicaid waiver, TennCare. He
does not want HHS or HCFA individuals present and has
stated repeatedly to me that if the President tells him
he has to do what HCFA 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.

BACKGROUND

TennCare was submitted to HHS on June 16, 1993. This
proposal to cover Medicaid clients as well as the
uninsured up to a certain percentage of poverty was
designed by Tennessee as they began to face the sunset
date of April 1, 1994 of their provider tax which has
allowed them to create one of the most generous
Medicaid programs in the country. Without the provider
tax they face serious cutbacks in the program.

Late in the summer HHS told Tennessee they would meet a

self-imposed September 17 decision date. That date
passed but work continued between HCFA and Tennessee

officials. Governor McWherter came to see Secretary

Shalala and myself individually about three weeks ago.
Work has continued in good faith between Tennessee and
HCFA since that time. Attached is the latest status -
report from HCFA. Late Friday evening the chief
financial officer in Tennessee, Mr. Manning, with whom
wé have all been working CONFIDENTIALLY told Kathi Way
of my staff that he wanted us to be aware that Bruce
Vliadeck of HCFA has been working in total good faith
the last three weeks and that Vladeck/Manning are in
agreement on the financing, but the Governor will still
séek to have you as President intervene.

A set df the most expected questions/requests from
Governor McWherter will be prepared by the time of the
meeting based on the latest negotiations. '



III.

1V.

The most critical point to keep in mind is that this
meeting must not be seen by the Governor as one in
which he came in and ¢got the final approval and/or
changes in the conditions; that is the job of HHS. 1If
he does see it as a meeting in which he gets you to

‘'make changes, you are opening the 'door for other states

to stop their work with HHS/HCFA and come directly to
you. . .

Senators Sasser and Mathews have. both expressed

interest in the waiver to HHS, and I had a lengthy
conversation with Mathews by phone recently. He _
reminded me of his support and that of the Governor for
you. I have also had a call from Congressman Dingell
who reminded me of his sub-committee's watchful eye on
this waiver as well as other Medicaid plans used by

.states and the fact that approval of the TennCare

waiver will prompt an immediate investigation into the
approval; he indicated he understood the Secretary of
HHS was being pressured by the White House to approve
the waiver. I assured him the White House expected HHS
with whom the authority rests to grant waivers to '
review the applicable laws and regulations in
evaluating any waiver. 1

PARTICIPANTS

President Clinton

Possibly Vice-President Gore

Governor McWherter: We have not been notified by his office
as to anyone accompanying him.

Carol Rasco

PRESS PLAN
No press'COverage.
SEQUENCE OF EVENTS

Governor McWherter will want to present his case
refuting the HCFA demands on cash and redoing the _
enrollment of clients. He should be allowed to talk
and then you will need to firmly tell him that in order
to carry out the federal responsibility to cover the
clients and preserve the integrity of health care
reform overall he must meet the necessary match
requirements as well as provide an: orderly move into

the program.

REMARKS

Norie required.
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f DEPARTMENT OF HEALTH & HUMAN SERVICES V HOBRN CRIS FINANGING AGMULISEIALION

' ‘\“~ ‘ . - : : ‘ o Ezzfmmmgzn et
' November 4, 1993 g iy

NOTE TO CAROL RASCO P

< :
PROM: ~  Bruce C. v1adecQ:i?\-~""'"'f"_ﬂ-- ~
; Administrator, Hedlth Care’Financing administration

'SUBJECT: TennCare Waiver Proposal —- Status :

As you know, HCFA has been reviawing a proposal from the State of
Tontegges that would waive redaral Nadicald reguiraments in order
te provide coverage to Nedicaid sliglbles and uninsured in tha )
State. While wa ars making every offort toc provide maximum
fleiiibllity to staten as thay redesign their health cars delivery

| SYSUOLZ, WO have been concarned about the financing approach,

- benonficiary confumion, and the implementation schedulé that the
‘Gtate hae promoted. The State hes provided rocponsss to a numbaxr
of our questiona sbout TennCare, mwost recently on Cctober 3D,

The Governar s pressing for o positive decislon zight away.

Last night we lald sut for Tennessee the conditiens under whioh
we would approve a waiver. (Attached i5’'the naterial we rfawxed to
then.} The following are the key features ©f cur offer, along
with the rwactions ! expect from the Stcate:

0  HCEA . QLLer: Our approacn rériects significant mOvement on

our part ir three areds plnce the Etate's original proposal.
"~ We have agresd to (1) provide limited Federal matching funds

focr a new foym of Cerxtifisd Public Exponditures (CPBE);: (1)
provide limited Fedoral matching funds iox services provided
to residents of ingeitutions for mental diseases [IMDs),
consistent with the Health Security Ast, and (3) allow
cortain premium paymente by patients who would not otherwise
be eligible for Mediculd to count ae the sState's share of
Medicald costs. We have endeavaored to limit the precedent
these three developments might set in other states, although
it is prevably not possible to eliminate it. e

Expected Raaction: The EBtate should regard the first ftem
as A pasitive development, and will perceive some
improvement on the gecond item. On ‘the third item, we had
provisuasly eommunicatad our position to them, but they hed
argued against tha veary raAscnsable limitation we had placed

- on them, Our moat recent response reiteratea cur pasitisn,
which thaey will not regard as progress.

0 HCFA QIZAL: We clarified to tho State that we will nos
providé Federal match far capitstion payments for ,
individuals who are eligible feor Tennlare but not enxelloed
in the program. Kowever, I should note thet we are propared
to match the coscs of uncompensated care (aimilar to
disproportienate shszre payments) to the extent that thess
Are AJTUAL State vagh erRpenditures that account for costo
borne by participating providera.
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Rxpocred feactignt AY we discussed in GUF meating the other
day, the State's latest proposal suggests that thay may.
rogard this & new and signifiecant rsstriceion, even though
it shéuld have keen vbvious to them based on all our ;
previgcus =ztatements. Tennesges may be lntarested in our
alternative, but may have difficulty reising the State
rescurces to suppoert this approach. : ‘

o HCFA Dffsx: Rather than dictating an implementation date to
- the State, we outlinod for them the process we would require
prior to fmplementation, In addition, we will require them
10 repeat the earclliment/plan selection process after
ﬁoncracta with provicers have been signed &nd approved by
CFA . AU : g

Expected Rsgotion: We are mlldly optimistic that the State
will react positively to this approach.

& HCFA Qffor: We nad previously argued that Tennessee must
increase the capitation rate to providers because it 1z not
adoguace to onsura accemd and Quaiity o€ care. (This iz the
core igsue that haes promptad 100-200 letters to ug por day
from Tannessao physicianc.) In ouy new approach, wve agree
that HCFA shauld not be in the poaitiocn of dictating
Medicald rates to states (a positicon with which we were
nevar entirely gemfortable;, but we require that the state
ke able to assure accede anda monitor quality in the TennCare
program.. ) ,

Zxpegcted Ragrtion: Shnould be positlve.

Finally, it is important tw note that, even i{f Tennessge concure
with all of cur conditions, the State still has o ahortfall of
Lunas tor the program. ESLiMatos 0f the magnitude of the
ghortrall can vary widely depending uponi assumptions about the
nuaker oI enroliees, treAtmémt of CPE, capitatlion rates, and the
need for any pupplemental pocls, but it 45 In the range or $100-
335D miliion per year.

Ths Btata wWill probdaply view the limltations That we have listed
as pignificant. Nevayrthelesg, these limitations are ssgenclal to
assure that wo maintain the current percentege shares of :
financing borne by the Fedaral and Htate govérnments aad to
protect beneficiaries during the tranaition. o ,

We are preparing sdditional kackground documents and talking
voints on these issues for you to share with your colleaques.

CC: Kevin Thorm
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HCEA POSITION ON TENNCARE ISSURA

The following provides details of our position on TeanCarc Snancing. These details refect
our langstanding view that we may only match allowable cosw, rather than the originally-
propoicd block gront approack. We ahie provide further specification of mu-mtcking
policy for certified public expendirures. In addition, we previde addidonal clasification on
several non-financing issues. ,

Financing Jzsyag

[

‘We will provide Foderal Financial Participauon (FTP) st thc applicable
Federal medical assistince percentage (FMAP) for the actual capitation
payments made by the Sitate to the Managed Care Organizations (MCOs) for

each TeanCare anrollas. » |

-

We will provide FFF at the applicable FMAP tor actual cxpenditures certified

by public hcafitals for TemnCare enrollees oply to the sxteat that the public
hospital is able to document that it has an sctual expenditure for providing
sarvica to 2 TennCare enrollee which exceeds the amount paid to that
Bospital from the MCO for the cost of providing the service to thet TeonCare
earolice, r‘

These public hospital expenditures will be matched on an as-incurred basis,

.ot paid a5 an add-on to the capitation rates.

We will provide FFP at the applicable FMAP for actual csycn&wm for
providing services to a TepnCare enroliee restding in an IMD for the first 30
days of an paticnt cpisodc, subject to an’aggrogate annual limit of 60 daye

We will provide FFP at the eppﬂoab:le matohing rates (FMAP and

administrative rates) for the actual ongoing aon-TennCare conts (lL.¢. long-
term care, HCBS waivers, Medicare cost sharing, administratiop) of the
Medicaid program.

Ve will provide FFP for supplemental ;’too!is: only to the extent that FFP

matchey acteal State cash expenditures to accouat for costs burme by
participating providers. : :

Premium revenues must be offtet on an individual by indévidual basis, not in
the aggragate, as the Slate has proposed. Any premium payments paid by an
individusl TennCare corolice in txcess of the State shars of the State's
capitation payment made to the MCO on behalf of that individual TeanCare
snrollee must be offset in full agafast the otherwise allowable Federal share
of the State’s capitation payment msade t the MCD far that individual
TennCare enyallec. A : .

. O
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We arc prepared to accept the State’s assurances as to the adequacy of its
capitation rates. At the snme time, we will require close monitoring of secess.
patient satistuction, rnd quality of care. Jn order to verlfy that there is
sufficient acerss 10 cars throughout the State, we must have sufficienttime for
HCFA review and appraval of MCO contracts, 48 approprinis, after approval
of the waiver bus prior to the mplementation of the TennCare program. In
addition, the State will provide copies of subcontracts between the MCOs and
providers if required by HCFA for its review.

Substantial changes bave been made fu; the TennCare project, from
agreements reached i our discussions and actions taken by the State. To
confirm our mutual underseanding of the actwal program for which waivers
may be granted, an updated description of the TennCare progyam is
nocessary. In additiom to covering eligibility, benefits, and service delivery
provisians, a revised financing proposal must clearly delineate the sources and
sufficiency of State fundisg to support TennCare. Prior to implementation, -
the State must provids satisfactory assurance to HCFA that it has adequate
State yesources to support the program as revissd.

Once. the #inal configuradon of the proposal is clear, we will develop the
budget cap that is customary in demonstration projects to address the growth
rate in Pederal spending related 1o TennCare.

The State will establish an implementation da.t: that provides sufficlent time

tor the State to arrange MCO contracts, assure the adequacy of MCOQ-

provider networks, sét up systems, and complete administrative provisions.
It must allow tme for HCFA to canduct appropriate pre-implementation

review, and far corrective actions by ihe State if appropriste.

The State wiif repeat the anrouniont{plan selectian process after coptracts
with MCOgz and previdera have been signed. : -

M

ap

TOTAL P.24



MEMDORANDUM ON TENNCARE FINANCING PROPOSAL

The initisl TennCare proposal containes! the following elements:

The State would cover its current Medicaid population of roughly 1 million plus an
additional estimated 775,000 currently uninsured and uninsurable indivicuals in the
Siate. ‘

The State proposed to provide care to these individuals using managed care plans with

an average capitation rate of § 1641 per enrollee of which approximately § 335.00

represented the value of charity care contributed by providers. The State was asking
the fiederal government to match the value of that charity care. '

The State proposed to use its own estimate of Medicald expenditures as the baseline
for projecting the federal contribution. 1t proposed to cap the federal government's
anrmual increases at 8.3% which is the inflation rate the State has experienced in

bﬂ ll ol i] I. lltmm ﬂ ' .

The curvent TennCare proposal contairs the following chhngea:

The State will still cover its current Medicaid population but has reduced the
edditional number of individuals to be served in the program to 500,000. The new
cntrants will be limited to 300,000 in the first year end move to $00,000 in the years
t a '

‘While the proposed capitation rate remains the same, the State is no longer asking the
federal government to match the value of charity care. It should be noted that the
State has provided HCFA with. letters from numerous plans who have agreed to

perticipatc in the program at the stated capitation rate. -

The State has agreed to use HCFA's estimate of a baseline for the project and has
proposed limiting the faderal governments exposure to an anmual increase of 8.3% or
the figures estimsted for Medicaid growth in the President's health care reform plan,
whichever is lower. :

The current financing proposal:

HCFA has repeatedly rejected the State’s proposal to block the federal
contribution to TenmCare notuithstanding the shgwingofsa%i-:;mthefedeml




@Nmmtmﬁ:ﬁfeofﬁw;rqmofbﬁwmll and 15 percent or $1.5 to §2
bxlhondullmwﬁveym

CPAhnsmxstedﬂmﬂleSmte demonstrete compliance with the match rate

The State’s revised proposal docs so using the concept of Ceatified

Pubhc Expenditures that is contiined in existing regtﬂam'm
] 'IT'xe State's share is made up of the following elements:

R

State appropniations for Medicaid;
Other State and Local grant finds which have bean used to suppart care far the
indigent, This does_ ot inchude any fimds currently receiving a federal match;

~ Patient premiums tha the State will gummmmehealthplansandpay

directly to them; and
Certified Public Expenditures of public hospm}s

Here is how Certified Public Expenditures work:

The State will identify the revenues of these public hospitals which are in
excess of the costs incurred in providing services to insured patients. Hospitals
have historically used these funds to cover the cost of care for the uninsured.
This constitutes a public expenditure and it i3 these firds that the State has

~ identified as available for the care of TennCare patients.

Other States have certified these types of funds as the State match fior Medicaid
andhmarecewedfedera!matchmgﬁmdsfwﬂlmcemﬁadpubhc ‘
w&pmdatums

While HCFA may contind thar Certified Public Expenditures can only be based
upon state and/or local tax revenues, the regulations at 42 CFR 433.55 are not
g0 limited and other states are receiving federal matching funds based on
Certified Public Expenditures derived from hospital revenues.

HCFA may further comiend that the Cenified Public B@aﬂmm‘do?m
represmtmlsmedollmbecameHCFAmotpumtomymey ging
hands. This objection fails to acknowledge that in today's health care system,
the costs of caring for the uninsured are shifted to paying patients and facilities
are expected to use these cost shifted revenues to pay for the cost of serving

. the uninswed.  When the provider is a public entity the cost shifted revenues

become public finds and sligible for certification as state match,

Further, with respect to the financing proposal:
®  HCFA has crificized the State for not continuing to impose the services tax which




currently exists on hospitals, (Tmsm:mommmngmmdummmmg

homes). Howevey, the State hes identified other sources of State match that have not
previously been used to draw fecleral Medicaid matching finds. These new finds

eombmedmthﬂmCauﬁedeucE:qsmhmwmemanoﬁamemmwmm \
had been raised by the services tax on hospitals.

HCFA has also continously expresssed the fiar that if they spprove TennCeare, other
statcs will rush to do the same thing. The answer to this is that HCFA should be
pleased to approve eny Statcs' wiiver that embaiies all of TermCare's feantres ie.

cxpanded access, improved service efficiency, lmpermttam and savings to
mcfadu'algovemmm

‘In conclusion, Tennessee's proposal:

Asgures substartial savings to the foderal gavammiufedmledlcmdmxdxm' ,
of at least $1.5 and perhaps as amich as $2.1 billion dollars over five years.
While achieving these savings, the State will provide the security of health care
protection for 1.5 million citizens including 500,000 who arc currently uninsured.

Nutnerous well-sstablished providars in the State have agreed 10 participate in the plan
at the State's proposed capitation rate with the understanding that they must meet

'mnganquahtyasmmstmmdsw}udwmdﬂelopedbyHCFA

Is consistent with the President's proposal and will provide an excellent demonstration
of many of its key components inchuding:

@ The effect of pooling the purchasing power of 1.5 million people;

a Using managed care to promote efficient and effective sarvice delivery; and

m An emphasis on preventive and primary care, particularly for children;

+




A e

S Wi




. e .o . .
. - . - N . -
3
4 st . b .
e i B v f 7
- N * W o
.o -~ B - X . -
b e : .




[N

THE WHITE HOUSE

WASHINGTON

TO: Mack McLarty ;
Roy Neel )
Jack Quinn :
Marcia Hale
Joan Baggett
Ira Magaziner

FrROM:(Carol H. Rasc - :

SUBJ: Tennessee waiver for Medicaid .

DATE: September 16, 1993

Lest anyone think the Tennessee waiver is just an issue between
Tennessee and HHS, please see the attached. This letter arrived
at HHS less than twenty minutes after Dlngell’s staff attended a
briefing done for them by HHS lateé 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 in my brleflng with the President on
the issue this afternoon. |

i
t

Thank you.
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X SSchammatez # % wnd Irocstigations
B PF, BTUNTR. ITAE) NORMOVOI/SHI SO Committee o0 m od t
Washingtan, BE 20m5-611¢

September 15, 1993

YIA FAGOIMILRE.
The Honorable Donna E. Shelala .
Sacretary ;
Dtgnrtmene of Health and Human

ervices

200 Independence Avenua, 8.%.
Washington, D.C. 20301

Dear 3ecretary Shalala:

Pursuant to Rules X and XI of the Rules of the U.8. Housa of
Representatives, the Subcommittes on Oversight and Investigatione
of the Committee on Energy and Commerca is continuing its
investigation of accounting gimmicke and other financing
mechanisms employed by states to maximize federal Medicai

matching dellars. ,

: Ir this regard, the Subcommittes understands that the
Department of Health and Human Sexvices (HHS) is reviewing a
waiver request by the State of Tennesses for its Medicaid

g ram. We further underptand that this request would result in
undamental changes in the stata‘s Medicaid iroy:&m and could
dramatically altar the federal financial obligations to that
state, : ,

Please arrange a briefing on this matter for the
Subcommittee staff by close of businesa Priday, September 17,
1893, To arrangs for the briefing and to anawer any questions

or your ataff may have, please contact D.Ann Murphy of the
Subcommittee staff at 202-225-4441. i



SENT BY:Xerox Telecopier 7021 ; 3-15-83 1 5.56PM .
99,1593 17:25 ABCDE | oe3

The Honcrahbhle Donna E. shalala
Page 2

Thnnk you for your coopszation with Eha work of the
Subcommittos.

John D. Dingell
Chairman

Subcommitteas on Oversight
and Investigationn

cc: The Honorable Dan Schaefer, Ranking Republican Mamber
Subcommittee on Oversight and Investigations



TennCare Waiver
September 21, 1993

I. Overview of Recént Events

II. Major Outstanding Issues

o Financing Tab A
o Implementation Schedule Tab B
o Adequacy of Provider Payment Tab B

III. Next Steps
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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 exceptthe one
you wish to retain. Example: Position number “10” would be found behind the fourth
tab. Position tetter “C" wouid be found behind the third tab

TAB (CHOOSE YOUR TAB)

FRST v O H A

SECOND W P | B

THRD X Q@ J C

FOURTH ~ ¥ R K D |

FIFTH Z s L E

SIXTH T M F

SEVENTH U N G

TAB (CHOOSE YOUR TAB)

FIRST 98 91 84 77 70 63 56 49 42 35 28 21 14

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

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

FOURTH 94 87 B0 73 66 59 52 45 38 31 24 17
FIFTH 95 88 81 74 67 60 53 46 39 32 25 18

SIXTH % 89 82 75 68 61 54 47 40 33 26 19

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

TABBED SEPARATOR SHEET
Form $SA-69 (10-79)
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11

12

13
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Problem

Background

Terinessee
Proposal

Effect

92193
TENNESSEE WAIVER REQUEST

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

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

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 groundwork to blame such a crisis on the Federal
government. For example, brochures were recently mailed to
potential enrollees announcing that 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 basic 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. f

Sept. 10: Retain the matching system, but ask us to match the
value of a 5% cherity 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 "pool"
which is made available to the State; State then raises its capitation
payments to plans by that same amount.

o would create precedent for potentially massive cost shift by
other states .
o] would raise the effective Federal Medicaid match rate for

Tennessee from 67% to 86%
o would lower the State maintenance of effort for health reform

|



Current
Status

Tennessee's

Arguments

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 match for charity care would simply
short-circuit what is a circular flow of funds. That is, why bother to
tax providers and then give the funds back to them in payments for
service? Why not instead count the 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 matchmg requirements by providing
legitimate sources of state revenue, rather than by shifting costs
onto the Federal government. 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 very 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 -
government $3.5 billion over four years and provides coverage for
700,000 additional citizens?

Response: Tennessee estimates a savings for the Federal
government based on extremely unrealistic and optimistic
assumptions about the level of Federal funds the State could draw '
down in the abserice 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 goverriment $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.



DAVID L. MANNING
COMMISSIONER

STATE OF TENNESSEE

DEPARTMENT OF FINANCE AND ADMINISTRATION
STATE CAPITOL '
NASHVILLE, TENNESSEE 37243-0285

September 14, 1993

Mr. Bruce Vladeck

Administrator

Health Care Financing Administration

200 Independence Avenue, S. W

Room 314G v .
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 Financing Administration. 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 comnutment
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 TennCare program at length. As a result of that
meeting, we proposed an approach to deal with what we understand to be
HCFA's major concemn regarding the TennCare program. The concem 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 matching find, which we
also understand raises concerns with HCFA. Tennessee subsequently submitted
an approach (attached) which we feel limits HCFA's exposure to other such
proposals. In an effort to continue to resolve this outstanding issue, Tennessee
is proposing these additional options for HCFA's consideration: :

The State of Tennessee will contract with the Community Health
Agencies (CHAs) in each of the twelve regions to assist in the administration
of the TennCare program. The State will pay the CHAs an average annual
capitation rate for each enrollee in the region (less discounts for local
government conmbunons and coinsurance and deductibles) of $1,549.. The

D) recycLED PAPER



CHAs will capitate Managed Care Organizations (MCOs) in the region at a
rate of an average annual capltation rate of $1,213 per enrollee. The CHAs
will retain an amount not to exceed 20% of the total annual capitation rate
(81,641) for every enrollee to fund the administrative functions performed for
TennCare. These functions will include but not be limited to:

Coordinate indigent care activities in the region.

Provide for enrollment of TennCare eligibles.

Perform quality assurance monitoring.

Work with employers to implement programs to enroll uninsured in
TennCare and process premiums through payroll deductions.
Assure appropriate provider enrollment in MCOs.

Provide for TennCare "uouble-shootmg’ in the field.

Administer the distribution 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.

N -

N

Each year, as required by state statute, the CHAs 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 State of Tennessee in order to maximize federal
funding in delivering a basic set of health care services, as described in the
TennCare waiver, to the indigent populatlon, including the uninsured, in
Tennessee. : ‘ .

Each month TennCare 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
month, the appropriate reduction would be made.)

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



i tion on' Charity Care. To further confine the
precedentia] effect of chanty care, Tennessee proposes that it be limited to the

amount that would have been raised from health care providers had a repealed
tax of general applicability been maintained:

Tennessee stresses that the essence of its ﬁnancing 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 specified in Attachment I, with the modification
described in proposal three above. This approach is much preferable 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 your
convenience.

4 . . g - l
Commissioner '

cc: Secretary Shalala



Attachment 1

TennCare Financing Proposal

Since HCFA has expressed concemn about the precedent set by approving
TennCare's finanicing 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 progmm

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

n Chaﬁtycarecanonlyb:usedasastatematch,inthecontextofa
Section 1115 waiver, for federal financial 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 g’row.

n The State would be required to mamtam, at a minimum, the State's
financial 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 commencement of the project.

L] The State agrees to extend coverage for health care to a significant
~ percentage of its currently uninsured population who have been the
beneficiaries of charity care. ;
o 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.
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One of the key health care reform eleménts is maintenance 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 rates are not adequate to insure access to care for
Tennessee beneficiaries. Normally, Medicaid managed care 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 million current Medicaid
beneficiaries, and adds up to three-quarter of a million additional 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 systems 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 eligibility that will avoid this undesirable outcome.

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

The State shall require health plans to contract with Federally Qualified Health
Centers (FQHCs). If a managed care plan can demonstrate to the U. S. Department
of Health and Human Services and to the Tennessee Department of Human
Services that both adequate capacity 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 FQHC:s and shall reiinburse FQHC:s 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 the relevant PHS statutes and regulations.

o State funds used as matching for PHS grant funds wﬂl not be entitled to Medlcald
matching funds.



: JonN n ponssm
Assnstant to the Pres:dent

: : ISR andStaffSecretary;‘;.
‘ e




THE WHITE HOUSE

WASHINGTON

TO: Presiden;féiihton tnA;ta { L*yrjstglﬂ&J*Ap
FROM: Carol H. RascoQggLH\ tjv\sgf:;ghaAdL&kA &Gmhﬂfhay}
SUBJ: Tennessee Medicaid Waiver —TWfCi/4ﬂ4dJLA/“m

DATE: ., September 15, 1993

3

Per my phone conversation with Bruce this morning, here is the
memo I received yesterday about 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 to relay the message to you.

Obviously today in a meeting HHS had with Tennessee officials,
Tennessee got the message they needed to negotiate in good faith.
In a conversation with Roy Neel earlier this afternoon,
McWherter’s chief aide indicated they were quite willing to
extend the date...the aide said they never imposed the date, HHS
- did....not true but that is beside the point somewhat in that the
date is extended. HHS is now 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.

As to Wisconsin, I had a long meeting with HHS officials on it
this afternoon and will bring those issues to you directly in my
briefing tomorrow. :

Thank you.



DEPARTMENT OF HEALTH & HUMAN SERVICES Chief of Staff

Washington, D.C. 20201

SEP 10 1993

MEMORANDUM FOR CAROL RASCO AND MARCIA HALE

This memorandum will describe our current position with respect to
the State of Tennessee's TennCare proposal ‘as well as possible next
steps. The Department has promised the State a decision on the
waiver request by September 17th. .

The proposal cannot be approved without major revisions. The
State has only recently shown any willingness to compromise.
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 Federal 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 financing
arrangements could not legally be approved. Even if the finanéing
were to be restructured to our satisfaction, the plan raises
additional concerns about potential problems in quality and access
to care.

Given the complexities of the Tennessee proposal and the financial
and programmatic deficiencies, a compromise would be difficult to
fashion. However, the Department remains committed to work with
the State to help it amend the 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 follgying issues will require major adjustments in the plan:

1. Cost hlftlng from the State to the Federal Government

Tennessee"s severe fiscal ploblems figure prominently in this
proposal, which effectively increases the Federal match  from 67
percent to over 85 percent. The State accomplishes 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 inflates 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 makes up for this reduction by labeling existing charity
care, anticipated beneficiary coinsurance and deductibles, and
local government subsidies as State sharewhich should be matched.

However, charity care does not qualify legally as a source of
matching funds, and the Secretary does not have the legal authority
to waive the statutory matching rate through a Section 1115 waiver.
Moreover, if this approach were approved, it would set a precedent
that other States would rapidly emulate, and the cost to the
Federal budget would be many billions of dollars (and, given the
entitlement caps, potentially quite dangerous).

The State misses the point by arguing that it would hold the
Federal covernment harmless for the cost of its reform proposal.
TennCare will simply increase the Federal share of a less expensive
Medicaid program, achieved through overly optimistic assumptions
about managed care savings and reliance upon various unacceptable
non-State revenue sources. ' ‘ A

2. Block Granting Medicaid is Incompatible With Health Reform

Major goals of reform include moving all persons (not just Medicaid
beneficiaries) 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
eligibility 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 proposes to use this flexibility to cap participation in
a manner that could deny certain otherwise eligible persons the
right to participate; to provide differing benefits to different
beneficiary groups; and to redefine State financial effort to
include beneficiary copayments that may not be received and charity
care from 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 states could exercise the flexibilities inherent in a block
grant approach with similar sorts of results.

The statement of Section 1115 waiver principles sent to the
National Governors' Association stated in part that "the Department
... reserves the right to disapprove or limit proposals on policy

grounds;" 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 numerous 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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Tenneséee has indicated that they may be willing to drop the block
grant approach if we are able to 1dent1fy satisfactory state .
matchlnq funds.

3. Questionable Federal Baseline Costs

The level of baseline Federal funding in the plan assumes existing
provider taxes on nursing homes and hospitals will be found
acceptable under the recently issued "Donations and Taxes"
regulatiois. 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
unacceptable. 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 rnot a reasonable basis from which to
begin exploring the possibility of block grant funding.

The following concerns, while serious, could very likely be dealt

with through mechanismg such as phased implementation after more
extensive State consultation with consumers and existing providers:

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

Under TennCare, the State plans 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 revenues). Most State managed care programs set capitation
rates at 90-95 percent of Medicaid fee-for-service (FFS) levels.
Medicaid is often criticized for setting FFS payment levels so low
that access to care is restricted and providers are forced to rely
on other resources to supplement Medicaid rates. It seems unlikely
that expanded services can be prov1ded at 75 percent of Medicaid
FFS levels.

The problems with the 25 percent discount are compounded by the
State's faulty financial assumptions. The plan assumes full
payment of premiums, coinsurance, and deductlbles by beneficiaries.
To the extent there are shortfalls in these collections, providers
will receive even less payment than the' 75 percent FFS, and may
reduce services to beneficiaries.

The State has not made provisions for the protection of essential
primary care 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 State 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 produc1ng primary care physicians, and
. Meharry, one of the nation's major black medical schools (although
Meharry does not oppose TenncCare) . 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'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 ambltlous program without some
kind of phased implementation. .

i

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 several
hospitals that want to participate as prov1ders However, since
then we have received over 300 letters either in opposition to the
plan, or expressing seriocus reservations notably from the Tennessee
Medical Association, the American College of Physicians, East
Tennessee State University, and the Tennessee Academy of Family
Physicians. The State's hospital association and primary care
association have urged that stringent conditions be imposed on the
proposal, including a less aggressive phase-in, and the Association
of Academic 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 following TennCare's progress. Some
states have informally told Department staff that, while they
recognize that Tennessee's waiver request is essentially a new
approach to shifting costs to the Federal government, they would
apply for a similar waiver were we to approve it.
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NEXT STEPS

We are eager to work with Tennessee to develop a revised proposal
that would be acceptable to both parties.’ The fiscal consequences
of not approving the application would be severe for the State. .
The provider tax on hospitals is scheduled to expire shortly, and

- the State faces a major fiscal crisis without the Federal funding
levels proposed here. Approximately $1 billion in Federal funds
are at stake. The State might respond to a denial by raising new
revenues (including possibly relnstatlng their hospital tax),
cutting back on Medicaid ellglblllty, coverage or provider
payments, reducing other State expendltures or some combination of
the above. _

In meetings to date, State officials have recently expressed a
willingness to compromise. However, State 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 expan51ve form
- but meet our objections. 1If we are to develop a compromise, it
would probably be necessary for the State. to agree to an extension
of the September 17 deadline. We will keep you informed of our
progress. . -

/.
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Background on TennCare Proposal

On June 17, 1993, Tennessee 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. !

e/

TennCare's intent is to provide health care benefits
statewide to Medicaid beneficiaries, 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.

'Managed Competition/Managed 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 maintenance 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 standards 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 bhased 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 within a community will be given a
spending target based on number of. enrollees. Plans may
elect not to be at full risk, in which case they may retain
5 percent of savings achleved If the spending target is
exceeded, plans would be reguired to pro rate provider
relmbursement back to the target.

Community Health Agencips (CHA) will be the geographic unit

of delivery. The 12 CHAs in the State are governed by a
community-based board.
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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 eligibility groups. To encourage
their use, no deductible or copayment will be required for
preventive services.

Budget: 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
contribute in the first year of the demonstration what the
State estimates the Federal share would have been under the
current system ($2.267 billion). The 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 funding would essentially
be a modified block grant. '



QUESTIONS ANID ANSWERS ON TENNCARE

Q. The TennCare proposal will save the ?ederal 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 more 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 appropriate 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
1992 and 1993 and 24 percent between 1993 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 controls.

Many states have already achieved much greater control over their
costs and ours than Tennessee proposes to accomplish in this
demonstration. If you exclude the twelve fastest growing states
from the analysis, the average increase in Federal share between
1993 and 1994 for the 38 states that remain is only 7.1 percent,
considerably lower than the 8.3 percent cap TennCare promises.

The real Federal fiscal impact of this waiver, however, would not
be in Ternnessee but in the demands from other states that they be
treated equally. The Federal budget impact of only one of the

controversial financial arrangements -- the request that existing
"charity care" be used in lieu of tax dollars as a State
contribution -- would be somewhere 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: Why can't Tennessee claim the value of charity care as part
of the State match under TennCare? 1

A: 1In 1993, the State is using revenue from a tax on hospitals
to fund its State share of Medicaid expendltures. The tax will
expire in 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 represents the amount of revenue that hospitals would have
received had patients paid their bills.. It is not cash, but
rather an accounting device used to portray the amount to be
deducted from gross hospital charges to calculate net revenue.

The State may be asserting that charity care is a donation rather
than a cash payment, but this argument does not withstand
scrutiny. Under certain circumstances, donated services can be
counted as 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 provider. Indeed, such a mandatory reduction seems the
antithesis of a donation. v

Q; If TennCare is rejected, the State faces a serious fiscal
crisis. 8houldn't this make you more willing to accept the
proposal?

A: The State's fiscal crisis 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'have 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
guidelines, 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 such 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 proposal moves towards managed competition and resembles
national health reform. Why aren't you more supportive?

A: The proposal differs from health reform in some very critical
ways. For example, under national health reform states will have
to meet maintenance of effort requirements. 1In 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.
Tennessee 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, and to East Tennessee State, one of the national leaders
in the production of primary care physicians.

In addltlon, we do not believe that the “managed competltlon“
proposed in this- plan could be 1mplemented 1mmed1ately on a
statewide basis given the low penetration of HMOs in Tennessee
and the lack of previous Medicaid HMO experience. A phase-in
period would be much more consistent with our intent nationally.

Q: Why are you forcing Tennessee to cut benefits and drop
beneficiaries? .

A: In recent years, Tennessee has greatiy expanded its Medicaid
coverage. The primary source of funds for this expanded coverage
has come from the unpopular hospital tax:and the resulting
Federal match dollars. The Tennessee legislature has now
repealed this tax, and is responsible for developing feasible
fiscal solutions. We are prepared to work with the State to
develop appropriate and innovative approaches to preserve
essential health coverage.

Q: It doesn't sound like you want Tennessee to do anything in
‘this plan. 1Is that true?

"A: No. We believe that better control oéer Medicaid costs is an
essential element in the long term solution to the State's fiscal
problems. We would like to work closely with you to develop a
Medicaid managed care proposal which could be approved and which
will control your costs and ours in future years. At present,

" Tennessee is tied for second place nationally in terms of the
inflation 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.



