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The Honorable Donna E. Shalala
Secretary of Health and Human Services
200 Independence Avenue, S.W,
Washirigton, D.C. 20201

Dear Secretary Shalala:

In seeking the approval of the Secretary of Health and Human Se*vwes for TennCare,.
the State of Tennessee is once again attempting to avoid its iegal responsibility to share in the
cost of furnishing rn:du;al assistance to Medicaid recipients.

The Governor of Tenneasee proposed TennCare as a replaﬁement for what he has aptiy
descritied as a "hocus-pocus” tax. See Governor Ned McWherter, Address to Tenn, Gen.
Assembly (Apr. 8, 1993). The hocus-pocus tax -- nominally the Services Tax -- will expire
on December 31, 1993, "if the State of Tennessee receives, by December 30, 1993, a federal
Medicaid waiver pursuant to. Section 1115(a) of the Federal Social Secumy Agt."! 1993
Tenn. Pub Acts, 492 § 1, _

Tennesses has been one of the most aggressive states in adopnng provider donation and '
tax prisgrams, euphemistically referred to as funding mechanisms.? Although born
elsewhere, these funding mechanisms were nurtured and raised to maturity in Tennessee.
For federal fiscal year 1993, Teanessee will receive more provider-specific tax revenue than
any other state. See Bond Buyer's Public Finance Watch 4, 6 (Mar, 15, 1993). In the end, -
TennCare is nothing more than a continuation of the very beggar-thy-neighbor fiscal policies
Congress designed Medicaid to consirain.

+

! By the terms of the tax's own enabling legislation, the Services Tax will be "null and
vaid® from its inception if the revenues derived from it fail to qualify for federal financial
participation. See 1992 Tenn, Pub. Acts 913 § 15, The Health Care Financing
Administration is still reviewing the permissibility of the Services Tax.

t = At first, [state] legislative leaders were calling it a scam, they then began calling ita

scheme, and now they are calling it a fupding mechanism,"™” _gg Office of the Inspector .-
General of the U.S, Department of Health and Human Services, The Use of Medicaid -

Providar Tax and Donation Programs gg 1o be Qantmilaﬂ at 2 (July 1991) (quotmg a
state legisiative staffer).
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TennCare, however, is fatau} flawed. 1t meets neither the legal requirements of section
1115 of the Social Security Act, 42 U.S.C. § 1315, nor the congressional objectives
undeﬂymg it. To approve TennCare, the Secretary would have to overlook that its capitation
rate is dctuarially unsound. Moreover, the Secretary would have to do what she cannot do,
i.e., waive the statutory hmuatxons on Fedeml financial pamcxpatmn (FFP)

Almough Tennessee suppons its request with the rhe:oric of globa.l budgeting, ma:ke.t
incentives, managed care, prevennve care incentives, welfare disincentives, cost sharing, and

- quality control, TennCare is not financially viable. Prowviders participating in TennCare

would be caught between the horns of the dilemma. They would either have to reduce
dramatically the quality of care to Med;cmd recipients,’ engage in masswe revenue shifting,
or some combination of both ‘ :

Wme this research and demonstmtion project request to come from any state other than
Tennessee, no one can doubt that it would not be taken seriously.* The Tennessee Medicaid
providers we represent urge the Secretary to require Ternessee to fiind TennCare adequately.
If Tennessee refuses, the Secretary must deny Tennessee’s request.” Even if Tennesses ’
complics, the Secretary should nevertheless require Tennesses to phasa in TennCare,

I TLNNCARE’S CAPITATION RATE IS ACTUAR!ALLY UNSUUND .

As Tennessee acknowledges: ""Because of the nature of the federal dollar commitment -
sought, it is most critical that the Year One estimates be valid." TennCare Proposal at 81.
Unfortumatcly, the state’s csnmatcs miss the mark,

It is cntml that the Secretary rqu ire Tennessee to account for actuarially relevant
factors and provide sufficient support for its rate setting assumptions. The state appears to
" seek to cover not only its current Medicaid populations with both additional benefuts and
extended coverage periods, but also to extend coverage to the uninsured thh only an 8.3%
increase in federal funds ' .

Thie rate structure, however, only partially funds both groups arid wm Gnly exacerbate
current cost shifting. Half a loaf is still half a loaf, no matter how it is cut. Accurately
determined rates must include the impact of accrued liabilities, benefit changes. and increases

3 Given the absence of a resource-based malpractice standa:d providers mlght run 2
significant nsk were their quality reductions too dramatm

¢ TenmCm 5 gencalogy cannot be g,amsmd Assuming Tennessee's earliest donation and
tax programs were a "scam,” e.g., Office of the Inspector General of the U.S. Department

of Health and Human Services, The Use of Medicaid Provider Tax and Donation Programs
Needs (o be Controlled at 2. and the Services Tax the "Son of Scam,” __g,, Tenn 1. at3
(Mar. 30, 1992). TennCare is the "Grandson of Scam."
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m coverage if TennCare and its managed carc organizations are to be financially vmblc
entities. In the absence of such, TenniCare is a prescription for fallure.

A- TennCare 'S Capntatlon Rate Is Artificially Low-

Ténnessee has provxded no documentaticn to support the 81, 474 16 per capita cost for
TennCilre's base year, precluding both the Secretary and the public from subjecting. its '
proposil to serious scrutiny,

". 1. Teanessee Has Significantly Ovemtatéd the Number of Medicaid Eligibm

To caleulate TennCare's per capita rate, Tennessee used state fiscal year 1692 MR-0.95
to deteimine that the number of Medicaid eligibles is 878,981, For the same fiscal year,
however, the Tennessee General Assembly Fiscal Review Committee concluded that 654,719
were Medxcmd eligible, see, Atiachments A and B at 34, which produces a per capita rate of
$1,864,51° -- a per capita difference of $330.35. Assuming Tenncare has no more than 1
million enrollees, Tennessee has understated Tenncare's cost by one-third of a biltion doliars.

2. Tennessce’s Cash Accanunting Methed Understates TennCare's Cost

TernCare's capitation rate appears to have its orlgin in Tennessee’s cash accounting
methodology. Nevertheless, when one uses Tennessee Medicaid’s only annual cash repor,
MR-0-95, rephcatmg the rate 1s still not possible,

Tenncssee’s cash method of accounting 15 m1sleadmg When, as here, this method is
not adjusted it becomes grossly mxsl:admg

In SFY '92 MR-0-95, Tennessee uses a cash method of accounting to report. eligibles
and recipients, and accumu!ate their enroliee months within the eligibility category they are
found at the tima the report is generated.® Accordingly, Tennessee fails to accurately

- attribute enrollee months to the eligibility group for which they are reported, in turmn
inaccurately stating the true outlays related to the various categories of medical assistance. -

‘ 5. This per capita rate closely appro:.:mates the per capita rates that similar Southern states,
such as Kemucky, report. _

¢ ‘Repomng ehgxbles in this manner provldes only a snapshOt of ona's eugiblluy, not the
requisite moving picture. For example, a handicapped child who at the beginning of a state -
fiscal year becomes eligible under the Supplemental Security Income (SSI) program and
subsequently looses SSI status because of 2 change in parental income may nevertheless
retain eligibility because of his poverty level income status (PLIS). Tennessee would report
all expmditum in its MR-0-95 report related to the child within the PLIS category, masking
. the presence of a handicapping condition, a significant actuarial factor In deterrmmng
accurati: and adequate capxtatmn rates.
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MIR-O-QS does not reflect all financial activity affecting the cash reporting of the state.
MR-0-95 omita critical outlays, e.g., hospital pass-through payments, as well as other
adjustments, e.g., cost report settlements, pharmacy. rebates, and certified public
expenditures, See generally Fiscal Review Committee’s Annual Fiscal Review Report 10 the
Tennessee General Assembly (adjusting total cash outlays for SFY '92) at Attachment B.’

Tennessee's failure to use available acerual accounting reports, Tenn. MR-0-80 and -90,
to develop a per capita rate is inexplicable. Although MR-0-80 and -90 do not total
expenditures for certain eligibility groups,® analysis of the reports demonastrates that the
proposed capliatlon rate is artificially low. By both excluding (Accrual 1),° see Attachment
C, and including (Accrual 2),'® see Atachment D, the untotaled expendltures and the
eligibles and eligible months related to these untotaled expenditures, one can obtain a more
accurate projection of the per capita rate. :

Ac’crual { more closely approxxmates the Fiscal Review Committes’s determination of -
the number of Medicaid eligibles. Accrual 2 more closely approximates the Bureau of
Medicaid's determination of the number of Medicaid eligibles. As shown in Table 1, "
when the effect of the dually eligible on the capltated costs is excluded the def ciencies of
the pmposed rate are more dramatic.

7 Only by using the Fiscal Review Committes's Annual Fiscal Review Report can
Tennessee's proposed capitation rate be replicated. Unfortunately, Tennessee has not

reflected in its research and demonstraiion. project request the need for this report

! The absence of totals likely indicates that expenduures for certain subgroups of ehglbles
are also reported within another category. ,

% Accirual I equals all expendxtures for all Medicaid elxglbihty categones for whxch
Tennessze reports totals. K

9 Accrual IT adds eligibles and eligible months for which Tennessee does not report tdnals. '
Accrual rates have not been adjusted to reflect the effect of unaliocated expenditures,
pharmacy rebates, cost-settlements, and certified public expenditures.

1! We have adjusted the costs in all tables to reflect capital and teaching pass-throughs, and -

the costst do include any amounts related to noncovered services, e.§., long-term care, HCBS ‘

waivers, and QMB-only expenditures,
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TABLE 1: EFFECT OF EXCLUDING DUALLY INSURED MEDICAID ELIGIBLES
ON TENNCARE SFY '52 PER CAPITA COSTS BY STATE ACCOUNTING

y METHODOLOGY
ACCRUALI . ACCRUAL 2 TennCare
Per Capita Cost.  Per Capita Cost Per Capita Cost
All Covered Eligibles  '$1,512.28° §1,41232° $ 1,474.16
Medicaid Only . S -
Eligibles © $1,677.09 . $152426 . §1,49L.73

Accrual 1 produces a per capita rate based on accrued liabilities of $1,512.38, 2.6%
higher than Tennessee's proposed rate. . Accrual 2 produces a rate of 31, 412,32, 4.2% Iess
than the proposed rate. Since, however, "Medicare cost sharing are outside of the
demonstration,” HCFA Tennessee's Response to HCFA's Quesnons at 3, these costs and
-eligibles must be excluded. The effact of this exclusion is to mcrease all per capita rates,
bcth cash and accrual, above that proposed by Tennessee.

The use of per capua expenditures for companson and budgeung, howevcr is gross!y

. misieading, The accepted actuarial approach is to develop rates that reflect costs related to
the actual months of pamcxpauen in the program, »alculanng 2 per-member-per mcmh “
(PMPM) rate, as shown in Table 2. ‘

| TABLE 2; EFFECT OF EXCLUDING DUALLY INSURED MEDICA!D ELIGIBLES :
ON TENNCARE SFY '92 PER MEMBER PER MONTH COSTS BY STATE
: ACCDUI“FI’ ING METHODDLOGY

ACCRUAL 1 ACCRUAL2 - TennCare

Per Member Per Per Member Por Per Member Per
Month Cost Month Cost Month Cost
_ All Covered Eligibles ~ $155.18 ~ ~  §149.60 - $140.45
Medicaid Only :sn's.a,s L sieS4T - $144.59

Eligibles

As Table 2 demonstrates, Tennessee's cash rnemodclogy significantly understates the -
cost of care when, a is appropriate, the dually-eligible are exciuded. The state, however,
appears to have recognized the accepted actuarial rate-setting method in its September 2,
© 1993, listter to potential TennCare managed care organizations, g.g., Attachment E,

proposing statewide PMPM rates, Table 3 compares the proposed rates with those developed -
in the Accrual 1 and 2 analyses. - :
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TAB LE kH COMPARISON OF TENNCARE PROPGSED RATES FOR SFY 94 B‘Y : -
STATE ACC OUNTING METHODOLOGY : '

SFY 94 2
R . | PER - PER
SFY 94 SFY'94 '~ - MEMBER  MEMBER
PER SFY'84  PER  PERMONTH PER MONTH

'MEMBER  PER MEMBER MEMBER  TennCare.  VARIANCE |
FER MONTH PER MONTH PERMONTH PROPOSED  CASH(.) .

ACCRUALT ACCRUAL2 - CASH RATE ACCRUAL 2
Aged 65« 386 51 o $86.30 © ©  $108.00 - $67.19 (§18.11)
‘NQMB o ‘ S o . :
Medicaid QMB 3'70 27 - §70.33 $102.93 . $80.97 $10.64
Blind:& Dissbled SS?.S 68 ‘ $335.69 5340 34 $£315.74 (3 19.9%)
] Yeae NA NA Na - §145.2f ‘ NA
Apes 1.3 NA NA -~ | NaA - $50.60 . NA
CApes 14 - M4 NA~ - NA NA . | $92.80 'NA
Mile ' e S R
Ages 14-44 - NA NA CONA 818332 NA
Female : ' . . : ' S
Ages 45 - 64 NA ‘NA NA 816112 .. . NA
-~ AFDC PMPM SRS YV1 | 14 - sms 29, ' sns 54 _ NA NA

Rited on Table 3,17 it is obvxous that Tennessee has underfunded those eligibles for
which. the managed care organizations will be responsible and potentially overfunded the
. PMFM rate for the dually-ehg:ble for whom Tennessee appears to be responmble for-

- Medicare cost-shanng payments .

Both accrual and cash rates mclude the frozen hospual capztal and teachmg pass—
throughs reﬂected below in '!’able 4.v

Iz Tha rates ara ad;usted usmg f.he «,tnt.e $ pmposed mﬂatmn factor of 5. 5% (compoundad}

g We assume that the blmd and disabled rate would apply 1rrespecnve of age o all SSI
and medically needy reciplents identified s such, but'not apply to highcr income blind and
dmbled look-alikes. C

' The source for Table 4 is the Ofﬁce of the Tennessee Comptroller 8 SFY 92 L-SORT
file.
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TABLE 4; TENNESSEE SFY ’92 HOSPITAL PASS-THROUGHS
. DSH  Capital & Teaching TOTAL
GENERAL ACUTE  $410,573,691 - $92,075,1L1°  $502,652,302
FSYCHIATRIC 9.372.801 4.370.886  13.743.687

TOTAL $419,946,492 $96,440,997 © $516,402,489

B.. TennCare’s Capitation Rate Falls To Reflect Exlsting Court Orders Ahd
Significant Programmatic Changes That TennCare Would Eifectuate

1. Pending Court Actions

Tennessee has failed to apply an inflation factor to account for the effect of existing
federal court orders that will affect the cost of TennCare. E.g., Bailey v, Tennessee Dept.
of Public Health, No. 3:79-3107 (M.D. Tenn. Aug. 31, 1992) (agreed order granting non-
emergency transpomtion): and Daniels v, Luna (agreed order requiring notice of denied -
claims ind opportunity for hearing). Tennessee has also failed 10 account for one significant
pending federal court action, Brewater v, Whita, No. 3:91- 106 (M D. Tenn. filed December
30, 1991) (challenging OB access’ and payment).

2. Slgmficant Programmatic Changes

Tennessee has failed to apply any inflation factor to reflect the effect of continuous full-
year coverage for eligibility categories that have historically paxtnczpatad in Medicaid for less
than a full state fiscal year, Table 5% illustrates thesc differences in the largest eligibility
categories, Aid to Familles with Dependent Children (AFDC) and AFDC-related eligibles. -

5 The source for this table is Tennessee Medicaid Report SFY '92 MR-0-95 (July 17,
1992) (reported statistics are for eligibles at the time the state generated the repornt; coverage
months may include eligible months defived from periods spent in omer eligibllity
categories).
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TABLE 5: MEDICAID COVERAGE BY SELECTED ELIGIBILITY GROUP
'rmmnssm STATE FISCAL YEAR 1992

i

AVG, NO OF

' MONTHS
: TOTAL % WITH FULL- PARTIAL
ELIGIBILITY GROUP ELIGIBLES YEAR COYERAGE  COVERAGE
- AFDC W/O CASH ASST 43,279 83.9 6.4 .

AFDC WITH CASH ASST - 242,506 792 6.5
ONRA '86 CHILD <18 108,160 X ‘ 6.3
MEDICALLY o 80,688 539 5.8
NEEDY/AFDC . :
OHRA '86 MOMS 32,793 4235 )

* 568,699 70.8 6.2

As Table 5 llustrates, only 71% of the AFDC and AFDC-related eligibles in SFY '92
were eligible for the full fiscal year. Tennessee's failure to account for the effect of full-year
coverage under TennCare seriously understates the TennCare’s cost.

In addition, Tennessee failed to account for the effect on the capitation rate of
~TennCare's lifting the following bencfit restrictions on services to recipients over the age of
twenty-one: : E

24 Physician Office Visits Per Year
7 Prescriptions Per Month
30 Lab and X-Rays Per Year
30 Qutpaticnt Hospital Visits Per Year
60 Home Health Visits Per Year

TennCare’s capitation rates reflect no inflation factor to account for any increases in
services in a state that has failed to mest the federally mandated early and periodic screening,
- diagnosis, and treatment (EPSDT) targets Tennessee aleo failed to account for the effect of
the required EPSDT outreach and tracking it proposes to require of the managed care
organizitions. These costs are reflected in the Medicaid administration cost center and
Tennessee has not included them m its base-year calculations.

Nor has Tennessee reflected the payment changes and increased service levels mandated
by the OBRA '89 EPSDT Amendments. Tennesses has neither performed the necessary
‘paymen; studies nor implemented any increase in pediatric payment rates since 1986 (based -
on 1984 charges) as mandated by OBRA '89. HCFA rejected Tennessee's pedlatric payment
State Plan Amendment, but permitted the state to reschedule its appeal of the HCFA decision
for over 18 months. Recently, Tennessee Mthdrew its appeal in annmpauon of approval of
“the TennCare Proposal by HCFA. v

Tennessee has never advertised the covered services increases mandated by the EPSDT
provisions of OBRA '89. Moreover, Tennesse¢ requires allied health professionals, e.g.,
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" psychologists, to bill through another provider, either a physician or a mental health center.
Tennessee Medicaid covers speech and audiology services only through the Title V inter-
agency agreement and are not part of MMIS. Physical therapy is restricted to a very few

- ¢linics or through home health agencies in which case the child must meet the test for a
skilled home health nursing visit as well,

G’bvxously, Tennessee has not warmly embraced the statutory requirement that states pay
.- for EPSDT services "whether or not covered by the state pian" if performed by health care
. professionals "licensed pursuant to state law." See 42 U.S.C. § 1396d(r). The managed
care orgamzauons would not be able to withstand demands from thess professionals for
inclusion in TennCare pursuant to the mandated TeanCare EPSDT provision. ' ‘

C. Tennessee Has Improperly Reduced The Already Amnmany Low Capltatmn
- Rate :

Tennesaea has apphed the fallomng off‘sets to the propaaad per‘member‘per-month
f;apltatmn rate.

Local Government Contributions »(s 2.35) °

Charity Care ($27.96)
. Copayments = ° . (8838
TOTAL =~ (835.68) .

1, Local deemment Contributions

~ Tennessee’s four metropolitan counties are the primary-contributors of local government
contributions, and all of their contributions go directly to a few county hospitals and local
- health departments. Although Tennessee originally proposed that these contributions would

be deducted from the capitation rate for the entire geographic area in which the contributions -

occur, it now appears that Tennessee will spread the local contributions evenly across the
state. The effect of such a policy would be-to protect a few providers from the offsets that
should accrue from the fuil benefit of the contributions they receive. In contrast, the -
capitation rates of the other providers (recewmg no local government contributions) are
unfmrly reduced. !

e Any adjustments to the rate structure to reflect the GBRA '89 reqmmments would
obviously force TennCare's expendxtures to exceed the pmjected maximum growth rate of
8.3 %

n Tannessec has no authonty to require the continuation of such conmbutxons
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2. Charity Care

Assuming arguendo that charity care would be eligible for FFP, Tennessee has
improperly spread the charity care offset against the proposed statewide rates. !

In view of the announced rate structure, provider charity should be renamed managed
care organization chamy because it is from the managed care organizations that it will be :
collected, There exists no reporting source in the state, other than individual IRS Income Tax
formas that can be used to estimate the amount of charity care physicians and others give.
Much of the losses reported by physicians, and similarly hospitals, and other providers, are
contractual adjustments from PPOs and other coverage and discount mngements with third-

party insurers,
1. Copaments

Ténnessee also proposes an offset it estimates providers would raceive in recipient
copayrients. The predominant source of this cost-sharing are the TennCare enrollees whose
incomes exceed 200% of the federal poverty level, Nevertheless, it remains to be seen
whether the lure of TennCare will be sufficient to induce these higher-income persons to
enroll. By offsetting projected payments from the capitation rates, Tennessee shifts the
burden of the cost-sharing across all TennCare enrolless, the majority of whom - those at
100% or less of the federal poverty lavel - have no cost-sharing obligations of any
consequence, by reducing the funding available for their care.

4, Additional Potential Offsets

Iri response to a question pertaining to the Children's Plan and services for the
chronically mentally ill, Tennesaee saxd

Managed care orgamzaﬁons wul be 2sked to comrac: thn the entities responqblc
for providing these services to assure that the individuals receiving these services
uperienne no disruption in their care. ‘

b

18 Although Tennessee requests FFP for the amount it otherwise would pay hospitals as a
disproportionate-ghare adjustment, Tennessee's response to HCFA Questions at 6, much of
the DSH payment is for charity care. In contravention of federal law, Tennessee’s DSH
methodology permits recognition of Medicere bad debts, discounts, and charity. E.g,, The
Joint Annual Report for Hospitals at Attachment F (no distinction between as to the sources
of bad debt and chanty and no information on dlscounts)

It appears Tennessee seeks to gamer FFP for the value of the charity-like DSH

payments. The real source of hospital charity under TennCare will be the indemnity health
plans 10 which Tennessce would shift the uncompensated costs produced by TennCare.
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Tennessee’s Response to HCFA's Questxons at 3. Such a requirement essennally places
managei care organizations at risk for the actions of a third party, violating the very _
principles of managed care. Tennessee has told at least one community mentzl health center
that this requirement will be met by offsetting the capitation rate-for individuals in an
institute for mental dlseases by approximately $22 PMPM,

. THE SECRETARY MAY NOT WAIVE THE FEDERAL FINANCIAL
PARTICIPATION REQUIREMENTS

A. The Secretary May Not Regard As A State Expenditure Costs That Tennessee
Would Not Incur

42 U.S.C, § 1315(a)(2) permits the Secretary to regard as a medical assistance
expenditure otherwise nonincludable costs. For example, the Secretary could so regard
Tennessee’s proposed medical assistance payments for the uninsured who exceed the income.
limitations of 42 U.S.C. § 1396b(f). 15

Tennessee asks the Secretary to do more, however, Specifically, Tennessee asks the
Secretary to regard as an expenditure costs Tennessee would not incur! Among other things,
Tennessee seeks FFP for $595.5 million in charity care Tennessee says providers would
otherwise give but for the existence of TennCare. Seg TennCare Proposal 82 and 96.

While it is one thing to regard as an expenditure otherwise nonincludable costs, it is
quite ariother to so regard nonincurred costs.”® That 42 U.8,C. § 1315(a)(2) authorizes the
Secretary to regard nonincurred costs as a state expenditure is - shall we say -- a novel idea.

For the same reasons, FFP would be unavailable for the amount provxders wouid
receive from TennCare recipients, as well as amounts they would receive directly from other
goveminent entmes N : ‘

' Although § 1315(2)(2) also gives the Secretary authority. to include as an expenditure
Tennesgee's cost attributable to institutions for mental diseases, it would be imprudent for her
to do so given the long history of strenuous congressional objection to the federal
govemninent’s paying for such costs,

2 Gwen pmwders would already be receiving payment for the medical assistance they
would be giving those who otherwise would be uninsured, Tennessee can hardly argue that
the $595.5 million payment reduction is an expenditure the state would incur.

¥ Were, however, local government subsidies to go directly to the state and be available to
providers genemlly. Tennessee would be able to certify the subsidies as public expenditures
for whwh FFP is available,

cl’'d : - SONIMWND LIN0F WEFT:@7 €6, 97 435
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"B.  The Secretary May Not Waive The Limitations On Federal Financial
~ Participation

: Even were Tennessee to spend $595.3 million for charity care (not otherwise included
as medical assistance payments for the uninsured that are not eligible for Medicaid), its -
reducing the TennCare payment rates accordingly would ipso facto require an FEP reduction.
42 U.S8.C. § 1396h(w)(1)(A) requires the Secretary, in determining FFP, to reduce the

- amount a state spends on medical assistance by the revenue the state recewes from such
provider transfers. ‘ o

Neither the text nor legislative history of 42 U.S.C. § 1315(a)(2) offer any support for
permitting a state to avoid its fiscal responsibility for it medical assistance program.
Section 1396b(w)(1)(A) requires expenditure reductions reflecting the revenue a state receives
from impermissible provider transfers. In contrast, section 1315(a)(2) has nothing 1o do with
expenditure reductions. It pertains so!lely to the Secretary’s waiving comphance with what
may be included as an cxpendlture in the first instance. :

‘ Similarly, there is nothing in the text or legislauve history of the Medicaid Voluntary
Contritution and Provider-Specific Tax Amendments of 1991, Pub, L. No. 102-234, § 2,
1991 U.8.C.C.A.N. (105 Stat.) 1793-99 (codified at 42 U.8.C. § 1396b(w)), that would

* remotely support the notion that the Secretary has authority to waive the statutory FFP

limitations on provider-related donations and nonbroad-based health care related taxes. See,

¢.8., H.R. Conf, Rep. No. 409, 102d Cong., 2d Sess. (1991), reprinted in 1991

US.C.C.AN. 1441,

The policy underlying the nonwaivability of the statute is obvious: even assuming
TennCire were otherwise meritorious, Tennessee must convince its own taxpayers to dig -
deeper into their pockets if Tennessea is to dig deeper into the pocket of the United States. -

v, T]ENNESSEE’S HEALTH CARE !NFRASTRUCTURE IS !NADEQUATE 10 -
SUPPORT TENNCARE :

Oily Tennessee's AFDC Medicaid eligibles currently have avmlable to them a managed
carc program, the Tennessee Managed Care Network, a Medicaid HMO that began in 1984,
and cufrently serves 30,000 Individuals in selected counties in the state, Blue Cross and Blue
Shield of Tennessee operates a statewide PPO and has indicated that it has the capacity to
serve all TennCare eligibles even though it currently does not use its PPO primary care
providers as gatekeepers. Tennessee is giving Blue Cross three years to install the
gatekeeper function, : ‘ S

Managed care infrasrmcwes, necessary to serve up to 1,775 million Tennesseans v
currently do not exist-and will have to be assembied and negotiated, and contracts executed -
by January 1, 1994, Although the state distributed draft contracts in early August to
potential managed care organizations, the state has yet to respond to their questions, Before
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such infrastructures will be created and contracts executed, however, severa! questions must
be answired, B : '

A, Insufficlency Of Providers.

The Tennessee Health Facilities Commission reported in its profile entitled "Tennessee's
Health: Picture of the Present Part I, 1992," that seventy-five of Tennessee's ninety-five
counties are obstetrical shortage areas and thirty-four are primary care shortage areas, with -
three additional counties - the state's three metropolitan counties - being partial primary care-
shortage areas, Furthermore, twelve counties are without a hospital and twenty-five counties
have no hospital providing obstetrical services. See Arachment G. '

1t i5 difficult to determine from thz state’s response to HCFA's question on physician

participation in TennCare just how many of Blue Cross’s Physician Network are specialiste,
but we suspect that many are and that the majority of the Blue Cross Network practices are -
in urban locations, Many of the 2,095 primary care physicians participating in Tennessee

. Medicali reported on page 16 of Tennessee’s Response submit between one and five claims
per month, Although the "State also assumes that the managed care organizations will use
extended role nurse practitioners and phvsician assistants when possible,” Tennessee’s
Response to HCFA's Questions at 16, the Blue Cross Network does not pay mid-level
practitioners, including certifisd nurse midwives. Of even greater concem is the failure of
Blue Cross to pay other related healthcare practitioners, e.g., physical therapists,
psychologists and speech and hearing audiologists, practitioners needed by many of the
disabled, -

It iz difficult to see just how TennCare would assure that all TennCare enrollees are
within fifteen minutes of a medical provider and have access 1o 24-hour, 7-day-per-week care .
as stated in the Proposal given the current distribution of provxders, and just how managed
care organizadons would recrult the additional physmans needed given TennCare's
inadequiite rate stnicture,

B. Ability Of Managed Care Organizations To Enforce Negotlated Provider
" Payment Rates On Nonpamcnpatmg Providers.

Texmessee has adopted a Umform Administrarive Pmcedures Act, which requires that
~ any staté entity restricting public access or payments must do so only on promulgation of
-regulations explicitly setting for:h all restrictions and requzremen:s. The state, however, has
told HCFA:

The State does not annmpatc the necd for extensive rulca for the TennCare
pmvgmm We believe that the dellvery of health care should be delivered in the

L

2 Tho absence of a final contract has made it impossible t'or managed care organizations o
give meanmgful comments {o the state or the Secretary.
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private market place with minimal regulation from the State. Most of the TennCare
requirements will be spelled out in the contracts betwesn the Stats and the
Mznaged Care Orgamzanons The: fow rul:s that may be neccssary are currently
being developed.

See Tennessee's Response to HCFA’s Questions at 22.
A imere contract betWaen iwo parties generally does not bind a third party.
C. Capltal And Teachmg Pasy-Throughs. |

Currently, payments of capital and teaching pass-through are made outside-of the MMIS
in monthly payments representing 1/12th of the established amount for each facility, The
state has not presented any information: in their pv-oposal as to how thefze payments will be
made. : '

v, TE E SECRETARY SHOULD \OT WAIVE COMPLIANCE WITH THE BOREN
- iluI\rﬂ*lN])I\dE‘.I\I'I' o .

In 1981, Congress enacted the Omnibus Budget Reconciliation Act of 1981 Pub. L.
'No. 97-35, § 2173(a)(1)(B)-(C), 1981 U.S.C.C.A.N. (95 Stat.) 357, 308-09, amending the
Medicaid statute’s payment provisions for inpatient hospital services to give states the same
flexibility in developing payment methodologies for hospitals that Congress had given states
to develop payment methodologies for skilled nursing and intermediate care facliities in the
Omnibus Budget Reconciliation Act of 1980, Pub. L. No. 96- 499, § 962(a), 1980
U.S.C.C. AN (9&8!31)2599 2,650-51.

In enactng what is :;ommcmly known as the Boren Amcndmem (codified as amended at
42U38C § 13968(&)(13)(&)), Congress mandated that a stae plan provide for payment of
hospital semoes

' Fhmugh the use of rates . [1] which . rake into account the situation of -
“hospitals which serve a M ionate numhgr of low income patients with

* special needs . . . [2] which the State finds, and makes assurances satisfactory to
the Secretary, are reasonable and adequate o meet the costs whlgh must be .
JWM nically operated facilitigs . .-. {a] to provide care

and services in conformity with applicable State and Federal laws, regulations, and
quility and safety standards and {b] to assure that individuals eligible for medical
assistance have reasonable access (taking inte account geographic location and
reasonable travel time) o inpatient hospital services of adequate quality. -

{emphasis added). In establishing the reasonable and adequate standard, Congress require the -
Secretary to allowing states to develop payment systems free of oppresswe federal oversight.
Thus, the Boren Amendment provides states enormous. flexitility in setting their own rates,
allowing them to set payment rates to encourage efﬂczcncy reduce the rate at which Msdxca:d
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-Qutlays would otherwise increase, That Tennessee has used its ﬂcxlmhcy mappropnatel}f can
hardly te blamed on federal mandates.?

- Wese the Secretary to waive compliance with the Boren Amendment and its
implementing regulations, Tennessae would have carte blanche. It is no secret how
Tennessee would use its unfettered authority. Even were TennCare's capitation rates
actuarially sound, Tennessec would be no more than a marglnal-cost purchaser under
TennCare. :

Imagine what would happen to the cost and quality of groceries were Tennessee to
require grocery stores to sell a substantial porticn of their goods at marginal cost.
" Tennessee's vision of "traditional market forces . . . assur(ing] acceptable lavels of price,
quantity and quality of services,” geg TennCare Proposal at 2, is simply out of focus,

Orie does not need a degree from the London School of Economics 1o see thal serious
market distortions occur when the government becomes a marginal-cost purchaser of goods
and services. In the Tennessee health care market, such distortions would be aggravated by
the lack of a resource-based malpractice standard on which providers may rely. - The absence
of effextive cost-sharing requirements contributing to responsible decisions from recipients
also would aggravate the distortions.*

The Boren Amendment is 2 minimalist standard, merely requinng that payment rates (to
hospitals) be reasonable and adequate. There is no policy justification for the Secretary’s
permitting Tennessee to use unreasanable and inadequate rates t‘or efficiently and
cconomically operated providers. .

~ CONCLUSION

- The Secrebary should d:sapomve TennCare unless Tennessce commits (o the state
~ expenditures required to fund TennCare adequately.

- 2 For cxample, Tennessee Medicaid has classified 137 out of 159 Tennessee acute care
hospitals as disproporticnate share hospitals {DSH) This, of course is conceptually
impossible; it woulg be like saying everyone in the class 13 an "above average student”
within the context of that class.

# On the one hand, Tennessee would not impose even the most minimal cost-sharing
requirements on those below 101% of the federal poverty level. n the other hand, a
significant amount of the onerous copayments Tennessee. proposes for those 101% and 200% -
of the federal poverty level likely would be uncollectible. Although Tennessee proposes
reducing the capitation rate based on its optimistic view of copayment collection, pmvtders,
and not the state, bear this risk of the state’s projections.
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_Even if Tennessee makes this commitment, the Secretary should nevertheless require
Tennegsee to phase-in TennCare, starting with the AFDC and AFDC-related populations and
later phamng-m, in substate regions, the SSI population. Only after Tennessee has
demonstrated the financial viability of the TennCare in the existing Medicaid recipients
should the Secretary permit Tennessee to expand cov erage to the uninsured.

Requiring Tennessee to phase-in its research and dermonstration project would allow
raanaged care organizations (o cstablish the necessary infrastructures and regulatory bases
necessiry to meet the medical needs of the current Medicaid recipiems and allow the state
time to establish accounting mechanisms necessary 10 assure adequate and realistic rate
* development prior to inclusion of the uninsur

The requisite infrastructure does not currently exist statewide, and it remains to be seen
whether any commercial carriers, other than Blue Cross, would participate in TennCare.
Even viere TennCare’s capitation rate otherwise actuarially sound, wholesale implementation
of TennCare on January 1, 1994, would be a prescription for failure, providing no benefit to
a President seeking to reform the nation's health care system,

We look forward to diseussing fusther our concerns with you gnd‘your staff,

Veéy truly yours,
‘ Thomas Lewis Nelsofx
c: The Honorable Bruce C. Viadeck

The Honorable Alice M. Rivlin
- Dariel J. Grinstead, Esq.
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THE WHITE HOUSE

WASHINGTON

TO: Mack Mclarty
Roy Neel
Jack Quinn
Maggie Williams
Marsha Hale
John Hart
Kathi Way

FROM: caromsca

SUBJ: Tennessee Medicaid Waiver Request

/8

DATE: September 14, 1993

Secretary Shalala will notify Governor McWherter this week prior
to his requested deadline of September 17 that HHS must deny the
Tennessee Medicaid Waiver request. Tennessee will NOT be happy.
I have. the definitive memo on this and will be happy to discuss
it with any of you, but, in short, it is indeed a waiver that
cannot be approved in preSent form without causing serious harm
to the HHS budget as well as health care reform.

Earlier Gov. McWherter indicated that should this be denied he
will make an appeal directly to the Vice President and then the
President. We must all be prepared to stand firm and state that
Tennessee must work with HHS with HHS very willing to negotiate
on this. The hope is that Tennessee will agree to an extension
in the timeline and become serious in the negotiations with HHS.
This only has a chance of happenlng if the White House sends the
same signals as HHS. -

Please again let me know 1f you wish further brleflngs on this
matter. '

Thank you.

cc: -Joan Baggett
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THE WHITE HOUSE

WASHINGTON

TO: Mack McLarty
Roy Neel
Jack Quinn
Maggie Williams
Marsha Hale
John Hart
Kathi way

FROM: @@2

SUBJ: Tennessee Medicaid Waiver Request

DATE: September 14, 1993

Secretary Shalala will notify Governor McWherter this week prior
to his requested deadline of September 17 that HHS must deny the
Tennessee Medicaid Waiver recuest. Tennessee will NOT be happy.
I have the definitive memo on this and will be happy to discuss
it with any of you, but, in short, it is indeed a waiver that
cannot be approved in present. form without causing serious harm
to the HHS budget as well as health care reform.

Earlier Gov. McWherter indicated that should this be denied he
will make an appeal directly to the Vice President and then the
President. We must all be prepared to stand firm and state that
Tennessee must work with HHS with HHS very willing to negotiate
on this. The hope is that Tennessee will agree to an extension
in the timeline and become serious in the negotiations with HHS.
This only has a chance of happening if the White House sends the
same signals as HHS. '

Please again let mé know if you wish further briefings on this
matter. o

Thank you.

cc: Joan Baggett

Note to Jack: Will you pleasie alert the Vice President to this
matter? Thanks.
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THE WHITE HOUSE.

WASHINGTON

TO: Mack McLarty
Roy Neel
Jack Quinn
Maggie Williams
Marsha Hale
John Hart
Kathi Way

N
FROM: (?arol H. Rasco_;)

——.

SUBJ: Tennessee Medicaid Waiver Request

DATE: September 14, 1993

Secretary Shalala will notify Governor McWherter this week prior
to his requested deadline of September 17 that HHS must deny the
Tennessee Medicaid Waiver request. Tennessee will NOT be happy.
I have the definitive memo on this and will be happy to discuss
it with any of you, but, in short, it is indeed a waiver that
cannot be approved in present form without causing serious harm
to the HHS budget as well as health care reform.

Earlier Gov. McWherter indicated that should this be denied he
will make an appeal directly to the Vice President and then the
President. We must all be prepared to stand firm and state that
Tennessee must work with HHS with HHS very willing to negotiate
on this. The hope is that Tennessee will agree to an extension
in the timeline and become serious in the negotiations with HHS.
This only has a chance of happening if the White House sends the
same signals as HHS.

Please again let me know if you wish further briefings on this
matter. - ‘ ‘

Thank you.

cc: Joan Baggett

Note to Maggie: Will you please alert the First Lady to this
matter? Thanks. : ‘
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THE WHITE HOUSE

WASH|NGTON

TO: Mack Mclarty
Roy Neel
Jack Quinn
Maggie Williams
Marsha Hale
John Hart
Kathi Way

—
FROM: ((;\arol H. Rascg

SUBJ: Tennessee Medicaid Waiver Request‘

DATE: September 14, 1993

Secretary Shalala will notify Governor McWherter this week prior
to his requested deadline of September 17 that HHS must deny the
Tennessee Medicaid Waiver request. Tennessee will NOT be happy.
I have the definitive memo on this and will be happy to discuss
it with any of you, but, in short, it is indeed a waiver that
cannot be approved in present form without causing serious harm
to the HHS budget as well as health care reform..

Earlier Gov. McWherter indicated that should this be denied he
will make an appeal directly to the Vice President and then the
President. We must all be prepared to stand firm and state that
Tennessee must work with HHS with HHS very willing to negotiate
on this. The hope is that Tennessee will agree to an extension
in the timeline and become serious in the negotiations with HHS.
This only has a chance of happening if the White House sends the
same signals as HHS.

Please again let me know if you wish further briefings on this
matter.

Thank you.

cc: Joan Baggett

NOTE to Mack: Slnce I do not have a briefing with the President
today and understand he is to be out of town tomorrow, would you
please alert him to this issue?
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THE WHITE HOUSE

WASHINGTON

TO: President Clinton

FROM: ~€§rol H. Rasco }

SUBJ: Tennessee Medicaid WwWaiver

DATE: September 15, 1993

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....nct 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 meetlng with HHS offlclals on it
this afternoon and will brlnq those 1ssues to you dlrectly in my
briefing tomorrow. . .

Thank you.
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THE SECRETARY OF MEALTH ARD HUNMAN SERVICES
wASIUNGIUN. D 20200 !

. OB 16 j9gg

The Honorable Ned McWherter
Governor of Tennessee

- State Capitol
Nashville, Tennessee 37219-5081

Dedr Governor McWherter:

1 am writing to advise you that, while we have been engaged in ongoing -
discussions with your staff on the TennCare proposal, there are very substantive
issucs, that remain. We would like to continue working with you to resolve them.
Thus, continuing discussions beyond September 17 would be in our mutual
interest. ‘

I will keep you advised of our progress.

~—Siugerely,

Donna E. Shalala
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DEPARTMENT OF HEALTH & HUMAN SERVICES ; Chief of Staft

Washington, D.C. 20201

SFP10 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 presénted 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 financing
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
descripticn of the background and Qs & As are attached. .

ISSUES

The following issues will require major adijustments in the plan:
1. Cost Shifting from the State to the Federal Government

Tennessee's severe fiscdal problems 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 share which 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 government 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.

2. Block Granting Medicaid is Incompatible With Health Reform

Major goals of reform include moving all persons (not just Medicaid
beneficiaries) into a wuniversal 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 1nherent in a block
grant approach wlth 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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Tennessee has indicated that they may be willing to drop the block
grant approach if we are able to identify satisfactory state
" matching 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 "YDonations and Taxes"
regulations. 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 not 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 mechanisms 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 provided 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 deductibles 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 producing primary care physicians, and
Meharry, one of the nation's major black medical schools (although
Meharry does not oppose TennCare). We believe some adjustment,
similar to that made in Health Reform, should be established to
provide for educational costs.

5. Insufficient Managed Care Infrastructure and Experience

Only 5.5 percent of Tennessee'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.

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 providers. However, since
then we have received over 300 letters either in opposition to the
plan, or expressing serious resiervations 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 A55001atlon
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 opposit:ion 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 reinstating their hospital tax),
cutting back on Medicaid eligibility, coverage or provider
payments, reducing other State expenditures, or some combination of
the above.

In meetings to date, State cfficials 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 expansive form
but meet our objections. If we are to develop a compromise, it
would probably be necessary for the State to agree to an extension
of the September 17 deadline. We will keep you informed of our

progress.
/
) . Kevin Thurm

Attachments



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 regquest by
September 17, 1993. The State intends to implement the new
program on January 1, 1994. '

o]

TennCare's intent is to provide health care benefits -
statewide to Medicaid 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 curirent 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 based on gquality 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 achieved. If the spending target is
exceeded, plans would be required to pro rate provider
reimbursement back to the target.

Community Health Agencies (CHA) will be the geographic unit
of delivery. The 12 CHAs in the State are governed by a
community-based board. '



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 regquesting 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 AND ANSWERS ON TENNCARE
i
Q. The TennCare proposal will save the Federal Government money.
Isn't it irresponsible to turn it down? .

A. Whether or not there are savings in Tennessee depends on how
you count and where you start counting from. The State's
estimates are all for future years and are based on assumptions
that TennCare will increase 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 Tennessee 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 wifh Tennessee that their costs need to be
brought under control and have a number of successful
demonstrat.ions 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?

A: In 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 cf 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. 1Indeeéd;*Such a mandatory reduction seems the
antithesis of a donatlon.

[CTI R S

Q: If TennCare is rejected, the State faces a serious fiscal
crisis. Shouldn'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 prcblems, but Federal taxpayers should not be held
responsikle for this crisis.

Q0: 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 lS 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 requ1rements. In addition, health
reform acknowledges the responsibility of all payors to support
‘the costs of graduate medical education. We plan to link that
support to the production of more primary care physicians.
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



3

school, and to East Tennessee State, one of the national leaders
in the production of primary care physicians.

In addition, we do not believe that the "managed competition"
proposed in this plan could be implemented immediately on a
statewide basis given the low penetration of HMOs in Tennessee
and the lack of previous 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 greatly 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. Is that true?

A: No. We believe that better control over 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.
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DEPARTMENT OF FINANCE AND ADMINISTRATION
STATE CAPITOL |
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DAVID L. MANNING ,
COMMISSIONER September 30, 1993
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Mr. Bruce C. Vladeck
Administrator
Health Care Financing Admlnlstratlon.
Department of Health and -

Human Services
200 - Independence Avenue, S.W.
Washington, D.C. 20201

Dear Mr. Vladeck:

Re: TennCaré
|

We appreciate your continued attentlon to the
TennCare proposal and the frank expression of HCFA's. positions
on the issues that we have been discussing that are raised by
our proposal. It remains our strong desire to resolve these
issues in discussions with you, so that TennCare can move
forward immediately and begin to realize its potential for
gredter access to health care and a more efficient and
economic system

In light of the position papers that HCFA has
supplied to us and our discussions of earlier this week, we.
have once again reviewed our proposal. As a result of this
review, we are offering revisions that should provide a basis
for HCFA to recommend approval of the waiver. The purpose of
this letter is to describe the modified proposal and to
explain in brief why we believe it warrants your support,
as well as to comment on the other issues raised by HCFA.

The HCFA position paper of September 17 set forth
seven issues to be resolved. This letter summarizes briefly
our response to each of those issues. Attachments to this
letter elaborate further on the financing issues, the adequacy
of the capitation, the time frame for implementation and the
enrollment cap, and the terms of proposed conditions that
would deal with the various issues.

e Financing -- Our modified proposal reduces the
size of the program by lowering the maximum number to be

@ RECYCLED PAPER



served. This results in a significantly lower federal

- contribution. The state contribution will not be reduced, but
we have revised the manner of identifying certain elements of
that contribution to bring the proposal more in line with
traditional Medicaid funding methods.

‘ ‘The modified financial proposal is set forth in
Attachment 1. The key points are the following:

-=- The maximum number of enrollees will be reduced
to 1, 500 000.

-- Tennessee will accept the HCFA baseline as .
established by the Regional Office ($2,107,775,000 for SFY
94). ; ~

-~ The cap on the growth of the federal contribution
to TennCare will be modified to  incorporate our original
proposed cap of 8.3 percent per year or the President's
proposed Medicaid growth caps under health reform, whichever
is lower.

~- We will not ask HCFA to match the charity care
discount element of the capitation payments or the patient
copay and deductible element.

} -- We will take into account for matching purposes

~the funds of public facilities used to provide uncompensated

care, consistent with federal regulatlons on certification of
public expendltures.

With these modifications, we believe our proposal
meets your stated requirement that the federal contribution be
based on the match rate principle, and should overcome the
obstacle to approval of the TennCare waiver.

Q‘Enrollment Cap -- Tennessee accepts the previously
agreed methodology for addressing this issue and our suggested
language is attached to this letter. (Attachment 2)

~ ® Federally Qualified Health Centers -- Tennessee

accepts your proposed condition.

° Publlc Health Service Grants -- Tennessee accepts
your proposed condition.

t
® State Matching Funds for PHS_Grants -- Tennessee
accepts your proposed condition.

. Adegﬁacg of Capitation -- Tennessee believes the
capitation presented in our original proposal is adequate and
is completely consistent with, although not as aggressive as,
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the President's savings assumptions upon which the national
health care reform proposal is based. We believe that both
the President's and Tennessee's assumptlons are reasonable and
deserve HCFA's support. (Attachment 3)

e Implementation Schedule -- We believe that
deldylng implementation would cause far more disruption than
proceeding with the proposed schedule. Therefore, we request
that our original schedule be approved. (Attachment 4)

We do welcome your suggestion that a team of federal
representatives come to Tennessee in the near future to
monitor the state's implementation plan and, we hope, to be
reassured that the present implementation schedule is
feasible. Please be in touch with me so that a site visit
can be arranged.

' I want to emphasize that we continue to believe that
our original proposal was sensible, legal, and consistent with
federal policy goals, particularly those that underlie the
President's health reform proposal, and we would be willing to
go forward with that proposal, modified to incorporate the
- federal baseline figure and the more restrictive limits on
increases in federal financial exposure that are outlined
above. That proposal embodied a "match-based" grant approach,
for which there is a clear precedent in HCFA's prior approval
of the Arizona Section 1115 waiver. There can be no doubt of
HCFA's legal authority to grant Tennessee's requested "match-
based" proposal, given the explicit Congressional intent
stated in the Senate report on the bill that enacted Section
1115, which was expressed in these words:

. "The bill would permit the Secretary of
Health, Education, and Welfare to waive any
State plan requirement which he deemed neces-
sary for pilot or demonstration projects
designed to improve the public assistance
programs and would provide alternative

methods of financing such projects out of
public assistance apgrogriations." {Emphasis

supplied.)

But we understand the concerns that you and your
staff have raised about our original proposal, and we have
tried to address those concerns in our modified proposal. I
hope we have done so in a satisfactory manner. The
opportunity for substantial federal savings in Medicaid
outlays remains a prime feature of our modified proposal.
Although the maximum participation would be somewhat smaller,
the modified proposal would also substantially expand coverage
to those who have been uninsured, would change the emphasis to
primary and preventive care, would retain choice for all



participants, would retain the extensive quality control
features of the original proposal, and would engage market
forces to help control the soaring costs of health care. We
do not see a downside to federal endorsement of this modified
proposal.

-
We are aware that some have expressed concern that
other states might seek waivers that mirrored the Tennessee
proposal. We cannot find a reason why HCFA should not welcome
such proposals since they would clearly further President
Clinton's health reform objectives, including strict adherence
to Medicaid spending caps that are a fundamental element of"
the President's financing proposal. They would also result in
faster coverage for the uninsured that could be easily
transitioned into the national plan when it is adopted by
Congress. Finally, they will reduce the federal cost of
Medicaid for as long as the present program remains in place.

Mr. Martins and I are available to discuss our
revised proposal at your convenience.. It is my hope to
resolve all outstanding issues prior to Governor McWherter's
return: around October 8. To the extent that we cannot resolve.
all issues, the Governor will be available for consultations
in Washington as described in his letter of September 23,

1993, to Secretary Shalala.

We look forward to your response.
Slncerely,

)zw?c/

David L Manning

cc: Secretary Donna E. Shalala
Ms. Carol H. Rasco



"ATTACHMENT 1

FINANCIAL PROPOSAL

The principal issue from ﬁhe commencement of our
discussions has been Tennessee‘s financial proposal. HCFA has
questioned the baseline figures, ihe State's growth
projections were Medicaid to con;inue unchanged, and the
State's financial contribution undervthe waiver. We believe
our modified prﬁposal responds to all of these points.

| First, for purposes of the ?aseline, we would agree
ﬁo a;cept the HCFA Regional Office estimate of $2,107,775,000
as the federal share of Tennessee Medicaid program expendi-
turés for state fiscal year 1994 (July 1993-June 1994). This
figure is approximately $160 million iess than the figure used
in the State's original proposalf |

Second, Tennesseé is proposing a modification to the
cap on the growth of the federal contribution to TennCare over
the five-year life of the demonstratién. The initial proposal
was to cap the rate of growth‘at 8.3 éercent per year. We are
willing to modify this to be consistent with the growth trends
used in the President's health care féform plan. The
President's proposal projects a declining rate of growth
assuming adoption of the reform plan, which reaches 5.1
percent by calendar year 1998. Our proposal is tq cap the
federal»contributioq to TennCare at either 8.3 percent, or the

applicable growth rate predicted in the President's proposal,

whichever is lower'for the year invquéstion. This means that
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in the first three years, we are comﬁitting to hold the
federal contribution to a much lower growth réte than the
Medicaid growth rate predicted in theiPresident’s plah.

Third, Tennessee has modifigd its proposal so as to
satisfy the match rate method of finéncingAthat HCFA has
insisted upon. - To accomplish this, iF is necessary to reduce
the maximum number of program pafticibants. The new cap will
be 1,500,000 enrollees, rather than 1,775,000 as in the
original proposal.

Under the modified proposai; the total sﬁate
contribution (inCluding’local funds) would eqqal or exceed the
state's Medicaid share using the FMAP percentage. 1In this.
connection, we aré taking into accodnt all sources of state
funds that will be available to Tenncéie; This incltdes state
appropriated funds (including those réised from the nursing
home tax), local governmental funds certifiéd as having been
expended for TénnCaré services, other;state grant funds
(except for.those used to earn PHS matching funds), premiums
paid by the uningured enrollees (whicﬁ the state will
- guarartee to the health plansj, and certified public
expenditures by public hospitals applicable to care of the
uninsured.

‘The latter category is authorized by Section 433.51
of the HCFA regulétions, which authorize consideration of

. . i : .
public funds as the state's share for FFP purposes where the
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public funds are certified by the coniributing public agency
as representing expenditures eligible for FFP. Hospital cost
reports showithe charges applicable to uncompensated care and
the portion of total charges that uncbmpensated care
re?reSents. The certifica;ion of public hospitals of their
expenditures for the uninsured providés the basis for FFP.

The initial determination ﬁf the certifiéd public
expenditure amounts has been derivedzfrom the most recent
Joint Annual Reports for hospitals, covering 1992. For
purposes of asceftaining the proper Qmounts, disproportionate
share payments have been nettedvout from gross uncompensated
care costs. We.anticipate that public hospitals will continue
to utilize»their funds for the care of TennCare eligibles and
that that portion of the capitation fate to health plans will
be in the form of certified expendit&res‘by the public
hospitals. It is thé state's'intention to spread the cost
«.represented‘by the certified public gxpenditures among all
TennCare providers. . | ;

Under our modified proposal, the féderal
contribution each year will be tied to the increase in the
capitation rates established for the health plans. Thus,vif
. the weighted avérage increase in capitation is, as we |
antiCipate, 5 percent, the federal contribution would increase
five percent, as would the overall state contributibn. If for

any reason the capitation increases by more than 8.3 percent,
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or by more than the predicted Medicaid inflation rate included
ih the President's proposal, the federal qutriBution would
increase by no more than the lower - of these two amounts.

The schedule appended to this attachment sets forth
in tabular form the modified financial proposal for TennCare.
Note that in the first year; when TennCare will be inkplace
for oﬁly six months, we are assuming a maximum of 1,300,000
enrollees. ‘Thereafter, we assume the maximum 1,500;000
enrollees. To the extent thaf enrcllment does not reach these
levels in any year, the funds that.otherwise would have been
devoted to capitation payments would be pooled and disbursed
to providers who delivér care to non—enrolled Tennﬁare
eligibleé and who incur uncompensated'c;sts for catastrophic
care. We have outlined'for you how tﬁese funds would be
distributed and we would be pleased to elaborate on our plans
for this supplemental fund.

We have also included a reserve fund each year, to
allow for additional costs that are exﬁerienced ih the
transition from the current sYstem to TennCare and to provide
additional protection to providers for non-enrollees. To the
extent these funds are nbt.expended, we would not seek the
federal matching share attributable tofthem.

We have also eliminated as fuﬁding sources for
TennCare the previously-identified federal grants as well as |

the state grants that areAused to earn matching federal
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grants. ét no time had we sought federal matching funds:
attributable to these sources. Nonetheieés, the continued
identification of these funds as availa@le to the state to
fund TennCare wasvobviously troublesome to some of your staff,
and we héve therefore decided to eliminate them»ffom all
considération.

We continue to show on the schedule the charity care
that will bé‘contributed to the sySteh by participating
providers. This is not iniended, however, to indicate any
intentién to seek federal métching for this component.

Our schedules assume a five;percent annual increase
in TerinCare costs and in federal and state funding. While we
provide for federal participation increases up to 8.3 percent
or the President’'s reform_rate of gro@th,‘whichever is less,

!
we remain convinced that we can confine year-to-year increases

4

to five percent.

'We also include a schedule comparing the results
under this modified'proposal Qith expécted Medicaid
expenditures had thére been no waiver: The schedule shows the
financial results at an assumed growth rate of 5% per year
(which is Tennessee estimate of expected program growth) and
at 8.3%~per year, or the President's reform proposal,
whichever is lower {(which is the maxi@um federal expenditure

under this proposal). }TheSe results are compared«with

estimated expenditures for a continued Medicaid program



starting with fhe RegionalVOffice baseline and projecting
growth using the two proposals contained in the President's
: . I
proposal -- the first is the Medicaid‘baseline proposal and
the second assumes implementation of ﬁhe Reform Program;
Against either of.these aséuméd scenarios, TennCare shows a
significanﬁ federal‘savings even if the maximum federal
expenditureskis assumed. If TennCare;s growth experience is
‘as the state anticipates,‘the federal savings will bé huge.
These schedules demonstrate that the modified TennCare
proposai goes‘far Beydnd the principlg of budget neutrality

applicable to waiver applicaﬁions.
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Revised TennCare Proposal

September 30, 1893 - ¢

Fiscal ?ear .

Fiscal Year Fiscal Year -Fiscal Year , Fiscal Year Five Year
1993 - 1894 1994 - 1995 1995 - 1996 1996 -19987 | 1997 -1998 Total
Eiigibles 1,300,000 1,500,000 1,500,000 1,500,000 1,500,000
TennCare Cost $1,067,300,000 | $2,584,500,000  $2,713,500,000 | $2,848500,000 |  $2,991,000,000 | $12,204,800,000
Regular Program (7/83-12/93) $1,200,840,400 $0 $0 $0 $0|  $1,200,840,400
Long Term Care, Administration & Médicare $938,698,000 $965,631,000 $1,083,246,400 $1,084,992,400 $1,138,325,200 $5,161,891,000
Reserve Fund A $89,128,750 $66,592,300 £69,880,800 $73,250,700 $76,927,000 $375,778,550
GRAND TOTAL EXPENSES $3,205,965,150 |  $3,635,723,300 | . $3,616,627,200 $4,006,743,100 |  $4.207,252,200 | $18,869,310,950
. |State Funding : :
State Core $383,049,300 $394,540,700 $408,376,800 $418,568,200 $431,125,200 |  $2,033,660,300
Patient Revenue $20,858,200 | . $101,082,300 $108,136,400 $111,443,200 $117,015,300 456,535,400
Broad Based Tax $202,176,000 | - 80 80 $0 $0 $202,176,600
Certified Public Expenditures © $248,804,700 $297,971,800 $324,639,700 $352,994,100 $383,128,900 |  $1,607,539,200
Local Government Appropriations $25,000,000 $52,500,000 $55,125,000 $57,861,000 860,775,000 $251,261,000
Other State Appropriations $77,969,650 $159,871,000 $164,001,000 $168,301,000 $172,602,000 $742,834,650
Nursing Home Tax I = - -$80,300,000 $84,000,000 '$68,200,000 892,610,000 © $97,241,000 442,351,000
TOTAL STATE FUNDING $1,038,157,850 | ~ $1,090,085,800 $1,144,569,000 $1,201,787,500 |  $1,261,887,400 |  §5,736,477.550
Federal Funding _ B :
Tiie XIX $2,107,775,000 |  $2,213,163,800 $2,323,822,000 $2,440,018,100 |  $2,562,013,800 | $11,646,767,700
Other Funding ,
Charity $150,032,300 $333,493,700 $348,236,200 $364,932,500 $383,351,000 |  $1,580,045,700
GRAND TOTAL FUNDING $3,295,965,150 |  $3,836,723,300 $3.816,627,200 $4,006,743,100 |  $4,207,262,200 |  $18,963,310,850
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Tennessee September 30, 1993
Medicaid Program/TennCare
Comparison
Base Ling 7
Fiscal Year Fiscal Year Fisca! Year Fiscal Year - Fiscal Year Five Year
1993 - 1994 1994 - 1995 1985 - 1986 1998 - 1997 1997 - 1988 Total
Tonnessea’s Projaction with No Reform $3,145,704,000 | $3,677,032,000 | $4,314,042,000 | $5,077,839,000 | $5,993,751,000 | $22,208,368,000
Siate $1,087,929,000 | $1,216,081,000 | $1,425,748,000 | $1,677,084,000( $1,978,412,000 $7.335.254.Qw
Faderal ©$2,107,775,000 | $2,460,951,000 | $2,888,294,000 | $3,400,755,000 | $4,015,333,000 | $14,873,114,000
Tennassee’s Expacted Projection - Revised TennCare Proposal $3,145,704,000 | $3,202,889,000 | $3,466,138,000 | $3,641,645,000 | $3,823,622,000 | $17,381,998,000
Sate - : $1,037,929,000 | $1,089.825,000 | $1,144,316,000 | $1,201,632,600 | $1,261,608,000 | $5,735,210,000
Foederal $2,107,775,000 | $2,213,164,000 | $2,323,822,000 | $2,440,013,000 | $2.562,014,000 | $11,646,788,000
Tennessea’s Maximum Pro]octloh - Revised TennCare Proposal $3,145,704,000 83.466,797.000 $3,6689,561,000 | $3,933,072,000 | $4,145,458,000 $18,320,682,000
State | $1,087,929,000 | $1,124,077,000 | $1,217,375,000 | $1,287,722,000 | $1,367,780,000 | $6.044,902,000
Foderal $2,107,775,000 | $2,282,720,000 | $2,472,188,000 | §2,635,350.000 | $2,777,659,000 | $12,275,680,000
President’s Med!icald Projection with No Reform $3,145,704,000 | $3,630,142,000 | $4,102,060,000 | $4,570,850,000 | $5,102,084,000 | $20,559,920,000
" State S -$1,037,829,000 | $1,197,770,000 | $1,353,460,000 | $1,511,160,000 | $1,883,432,000 | $6,783,771,000
Fodoeral . $2,107,775,000 | $2,432,372,000 | $2,748,580,000 | $3,068,790,000 | $3,418,632,000 | $13,776,148,000
President’s Medicaid Projection with Refarm $3,145,704,000 | $3,630,142,000 | $4,025,827,000 | $4,291,532,000 | $4,528,275,000 | $19,616,480,000
‘ State : $1,037,829,000 | $1,197,770,000 | $1,328,326,000 | $1,415,886,000 | $1,492,460,000 ] $6,472,481,000
Foderat $2,107,775,000 | $2,432,372,000 | $2,697,501,000 | $2,875,536.000 | $3,030,815,000 | $13,143,899,000




ATTACHMENT 2

ENROLLMENT CAPS

i

HCFA has raised §uestions céncerning the enrollment
capnand its fairness since the TennCare program proposes no
income limit for enrollment. HCFA'S expressed concern was
.that; if the enrollment cap were reacﬁéd, low income
- individuals could be excluded from the program as well as
those who would have qualifiéd ﬁnder the Medicaid program.

After careful considerationéof HCFA's concern on
enrollment, Tennessee agrees that there could be a potential
problem with respect to low income individuals. To alleviate
HCFA's concerns,*Tenneséee proposes td initiate a'carefuliy
designe& monitoring system that will éontinuously monitor
enrollment. Tennessee believes that the procesé described
will assure equity in the enrollment process.

Tennessee will continuéusly%monitor the total number
of individuéls enrolled in the TennCare Program. As Tennessee
reacheskthe point where total énrollmént is 85% of the maximum
enrollment (target) in any gi&en year; an enrollment prioﬁity
system will automatically be implemented. This process will
assure that equity will“éxist in the enrollment process.

When total enrollment reaches 85% of the target, the

following system of priority wili be éstablished:



Band Target " Enrollment
1. 85% to 90% of target Medicaid/Uninsurable
-]l and 200% of poverty

or below

2. 90% to 95% of target Medicaid/Uninsurable

: - . and 150% of poverty

or below

3. 1 95% to 100% of target | Medicaid/Uninsurable

If enrollment stays within band one or band two for‘
more than three months, persons with income above the limit
Ifor that band will be allowed to enroll based on date of
application until the enrollment percéntagé reaches the next
band.

| Persons who are Medicaid eligible or uninsurable may
enroil at any time without regard to ény enrollment

limitation.




 ATTACHMENT 3
CAPITATION RATE

Tennessee has historically paid providers well
through its Medicaid program. A study done in 1987 has
Tennessee listed as third in the nation in'its paymenﬁs to
hospitals and second in the nation in payments to physicians.
Since 1987, Tennessee payments have continued to keep pace
with inflationéry increases in the héalth care marketplace.
Thus, it is reasonable to assume thaé Tennessee is
sufficiently reimbursing providers f&r services rendered under
the Mediéaid program. ;

The $1,641 TennCare capitaéion rate was developed’by
utilizing the actual average coét-fof the Medicaid prograﬁ on
a per capita basis for services included in TennCare for the
"calendar vear ending December 1992 tﬁended forward to January
1994 by an index of 5.5 percent each year. These rates
exclude MDSA payments to hospitélsf’ HCFA has not argued the
adequacy of the‘$1,641 but has suggested that the TennCare
method of paying the rate results inian'inadequate capitation
payment; HCFA proposes that Tennesséé cash payments to
Managed Care Organizations (MCO's) sﬁould be 95 percent of
what Medicaid would havevpaid for thé same services on a fee-

for-service basis, since that is the basis of capitation for

most Medicaid Managed Care Plans.
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The full capitation of $1,641 under TennCare is
based on historic Medicaid fee—for—sekvice costs. Expérience
has shown that nationélly most capita;ion plans can |
conservatively séve 15 percént of what would otherwise have
been éxpended. The Weighted average cash payments to MCO's
under TennCare will be $l,306'in the %irst year (approximately
$28 comes from local‘government fundsland $48 from copayménts
and deductibles required to be collected by the MCO's; the
balance is paid by the state). A reduction of 15 percent
applied to the $1,641 capitation woulé result in an average
éash payment‘of $1,395 per year. The difference between this
amount and the amount of cash to be paid to the MCO's ($1,306)
is more than made up by the fact of‘péyment for those ' |
uninsured who had previously beén cared for on a charity
~basis. Another way of viewing this is that the difference is
more than made up by the expendituresgof public‘hospitalsAﬁade
for care that is otherwise uncompensaﬂed. |
Moreover, externalkdata confirm the adequacy of the

rate even if only the cash portion‘is considered.’ According

1

to the Tennessee Managed Care Magaziné, the average capitation
rate for HMO employer plans in Tenneséee'is $1,300 per year.
This égain compares closely with the average cash received by
MCO's under TennCare of $1,306., In Arﬁzona, where oﬁtside
studies have confirmed the high quaiit& of the pfogram
compared to fee-for-service progfams, the~avérage annual

I
|
3
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capitation across categorical prograﬁs for FFY’1994ViS $1,525
per year. Given the higher cost of living and health care in
Arizona, and the inclusion in TennCare of a substantial number
of unipsured whose health care needs~as a group are consider-
ably less extensive than the Medicaié eligible population, the
TennCare capitation, even if only thé cash portianis
considered, is valid. | |

“ The savings from the combination of managed
-competition and managed care that are(built'into the TennCare
capitation (if only the cash portioh is considered) mirror the
savihgs contemplated in the President!s plan upon implementa-
tion of similar policies nationwide. ' We ére confident that'
the saVings implicit in TennCare (which is another way of
measuring the charity care contribution), like the savings -
that underlie the Presidenﬁ’s plan, cgh and will be achieved.

Many responsible organizatiéns have advised thé
State of their intention to participafe in TeﬁnCare on the
basis of the capitation-ratés that have been announcéd. Given
the intention in TennCére to rely much more on market forces
to rationalize the pricing aspects of the system, the~wiliing—
ness of responsible entities to partiéipate’on the announced
terms is a stfong endorsement of the Eapitation rates.
Fdr'these reasons,‘we believevthat the capitation

rates that have been announced are reasonable and fear that
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effort to increase the rate at the outset could undermine

important components of the TennCare project.-



ATTACHMENT 4
IMPLEMENTATION DATE

HCFA sUggeéts‘that the implementation précess to
move all Medicaid recipients into managed éare by January 1,
1994, will lead to confusion of Medicaid fecipients and
' providgrs and therefore should be delayed so thét ampile time
to test the modified éystem'and to educate these groups would
be available. |

Tennessee has worked aggréésively with advocacy
groups és well as provider groups and Medicaid fecipients‘to
assure that they are aware of the ma%or reforms to be imple-
mented in Tennessee's health care system. This process has
been accomplished through many months of informational
meetings with providér groups and paﬁient ad&ocates. In
addition, brochures have been mailedftO‘Medicaid recipients
explaining TennCare and toll—free‘l;ﬁes have been set up to
answer any questions that recipientsfhave. The response to
.this haé been very positive. Ballots have been mailed to
Medicaid recipients to enable them to select the managed care
organizations in which they want to participate. Responses to
the ballots have been requested by the beginn}ngrof November.

Tennesseé expects that anf;transition of this
magnitude will result in some qonfus;on and problems.

However, Tennessee beiieves that deldying implementation of

., TennCare at this time, at least for the Medicaid population,
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would provide only marginal value in easing implementation,
and would notbbe worth the loss of momentum and the additiohair
disruption that would likely result from deléy,

In this connection, we note that we are not requir-
ing that‘plans implement a full priméry cére case manégement
system at the outset (although we dq%not preclude a‘plan from
doing .so). The initial plans will mést likely be on the PPO
model (Blue Cross Blue Shield will offer such a blan) in_which
all providers will be free to participate;_ The most
significant potential dislocations (such as redirecting
patients from emergency rooms to primary care provideré) will
occur whenever the plan is implemented. Because oanll the
work that has already been done, and%because of ;he stfong and
active support and involvement of thé advocacy community, we
feel confident that TennCare will‘be;successfully launched in
Januéary without sefious disruption (élthough we fully recog-
nize Ehat there will be many problems whenever the change is.
made) .

Particularly given the adversé fiscal implications
of delaying the start-up, and the need in such an eventuality
to maintain the services tax énihcspitals and possibly to
reduce optional services, the balancé of considerétions favors
‘implementation in January. ! |

On the othér hand, we haveialwaYs assumed that
enrollment of the uninsured group wohld be more gradual. The

uninsured have a particularly acute need for coverage, so that
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"we would not want to put off ‘their rfght to participate. 1In

anticipation of the gradual enrollment of the uninsured, we

+

are projecting only 1,300,000 in enrollment for the first six

months of TennCare.
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BourLt CuMMINGS, CONNERS & BERRY
414 UNION STREET, SUITE 1600
éOST OFFICE BOX 198062
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TELERPHONE {515) 244-2582

October 14, 1993 " x% FACSIMILE {615) 252-2380
Thomas Lewis Nelson ‘ Q&& C ) .
(615) 252-2344
A | o
VIA EXPRESS MAIL 59
ot

The Honorable Carol Hampton Rasco '
Assistant to the President for Domestic Pohcy

The White House

Washington, D.C. 20500

Dear Ms. Rasco:

We are representing pediatric services providers who are concerned that were the
Secretary of Health and Human Services to approve the State of Tennessee’s request for the
research and demonstration project known as TennCare, she would unw1tt1ngly undermine
the President’s efforts to reform the nation’s healthcare systern

Under the proposed American Health Security Act, states would continue to be
responsible for sharing in the cost of furnishing medical assistance to those who would
otherwise be Medicaid recipients. TennCare represents a wholesale repudiation of this
fundamental Medicaid tenant and, as such, is antithetical to the President’s reform proposal.

Were the Secretary to approve TennCare, there is little question what the result would
be. Other states would take similarly aggressive measures to swap state funding for federal
funding, exacerbatlng the stress on the federal budget and making healthcare reform
impossible. _

Moreover, the proposed payment rates from Blue Cross and Blue Shield of
Tennessee, the only managed care organization that has thus far committed to participate in
TennCare, are so woefully inadequate that access to healthcare for those least able to afford
it would be in serious jeopardy. The state’s unwillingness to fund TennCare adequately is
directly at odds with studies of the National Governors’ Association documenting that
adequate payment rates are a prerequisite to access, especially for poor pregnant women and
children. :

That & significant number of providers would participate in a government healthcare
program that fails to pay the marginal cost of furnishing services to the program’s
beneficiaries strains credulity. Those providers who do participate in TennCare would either
have to reduce dramatically the quality of care to TennCare recipients, engage in massive

83913/ TLN
094707-001/7 10/714/93



The Honorable Carol Hampton Rasco
October 14, 1993
Page 2

revenue shifting, or some combination of both. Simply statéd, TennCare is beyond the
bounds of a rational shifting of capitated risks to providers. .

The pediatric services providers we represent applaud the Clinton Administration’s
encouraging state ingenuity in solving the intractable problem of skyrocketing Medicaid
costs. The only problem TennCare would solve, however, is Tennessee’s unwillingness to
do what every other state must do - share in the cost of fundlng its Medicaid program
adequately.

- Our clients w1sh the Presxdent success in his reform efforts and would be happy to
help in any way they can.

Very truly yours,

bkl

" Thomas Lewis Nelson .

c: The Honorable Donna E. Shalala
The Honorable Bruce C. Vladeck
The Honorable Laura D. Tyson
The Honorable Alice M. Rivlin

TLN/cmr

83913/TLN
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Tennessee Medical Association

2301 21ST AVENUE SOUTH, PO BOX 120909
- NASHVILLE, TENNESSEE 37212-0909
© - PHONE {615} 385-2100 « FAX (615) 383-5918

October 13, 1993

Bruce Vladeck, Ph.D., Administrator .
Health Care Flnance Admlnlstration
200 Independence Avenue SW '
Washington, DC 20201

" Dear Drﬂ'VIadeck:

- | 7(0,‘ *\’ ’
- 0CT W’E@’Q

i " PRESIDENT
es W. White, M.D.

Lexington

' PRESIDENT-ELECT
Vixgzl H. Crowder, Jr, M.D.
Lawrenceburg’

SECRETAR\'ngASURER
Hays Mitchell, M.D.

McDonald

CHIEF EXECUTIVE OFFICER
. L. Hadley Williams

’ ' Nashmﬂe

B(ECUTIVE DIRECI'OR

Donald H. Alexander
“Nashville

) L

The TMA cannot advise its members about partlclpatlng in TennCare
or signing any TennCare contracts. We' would never contemplate
collective economic action by our membership. However, we continue
to be afraid that large numbers of phy5101ans will refuse to
. participate in TennCare for various 'reasons, financial and
otherwise. The state of Tennessee and Blue Cross Blue Shield
continue to assert that there will be adequate numbers of providers

- and. further claim no significant defections from Blue Cross’
Tennessee Provider Network (TPN). We fear that the numbers
prov1ded by the state and Blue Cross are extremely soft.

'TMA wishes to. point out that~phy5101ans\who_dO‘not wish to‘remain
in the TPN may delay their decisions until November 1, 1993, by
31mp1y exercising the 60-day notice for cancellation as contalned
in the original contracts. From a business standpoint, waiting
until that date would appear to be the most prudent course of
~action. Crucial information such as actual rates, withhold amounts.
"and payment schedules, and other critical details, such as whether
or not federal approval would be granted, would dictate that
phy3101ans delay this important decision. Why could they be
- expected to prematurely cut themselves off from this slgnlflcant
segment ‘of the commercial market? If mass defectlons occur, we
again insist that such will be much closer to the November i
deadllne. : A
As to other MCOs, we question whether they will attract enough
- patients or providers once deadlines are. imposed. = TMA believes
. that many of these companies remain in the formative or even

BOARD OF TRUSTEES Charles Ed Allen, M.D. John W, Lamb, M.D. Barrett F. Rosen,M.D.

. Chairman Johnson City Nashville Nashville -
Richard M. Pearson, M.D. ' . .
Memphis David K. Garriott, M.D. - Michael A McAdoo, MD, ) Charles T. Womack, [ll, M.D.

Kingsport Milan ’ . Cookeville

Vice-Chairman - . L .
David G. Gerkin, M D. - Robert D. Kitkpatrick, M.D. Thurman L. Pedxgo M.D. Phillip E. Wright, I, M.D.
Knoxwille + Memphis McMinnville .~ Memphis
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"exploratory stages and continue to 11nger merely as a means of
keeping their optlons open. Again, due to the harsh terms imposed
on providers due to low capitation rates, it is doubtful that. theyi
wlll be able to form adequate networks. - ,

TMA continues to hear rumblings from 1ts membership - that
physicians in certain areas are refusing to ‘agree to the Blues’ and
others’ ‘contractual terms. The Jackson Cllnlc, the state’s. ‘largest-
group practice, has announced that they will not accept the TPN

- amendments. Please refer also to the Chattanocoga Times article

noting that of 250 Chattanooga area phy51c1ans surveyed, only '17%
will participate in TennCare.

»‘The TMA staff stands ready to provide add1t10na1 information to
~ HCFA as it becomes avallable. And we appreciate the opportunity to
do so.. - : , ) AR S

'-Slncerelv,

@ﬁa,va,,,w wé«/‘& m2

‘Charles w. Whlte, M D.
Presxdent

Enclosures
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October 11, 1993

The Honorable Carol Hampton Rasco ,
Assistant to the President for Domestic Pollcy
The White House

Washington, DC 20500

Dear Ms. Rasco:

.During the last week, members of the Tennessee General Assembly have been literally
bombarded with telephone calls from worried Medicaid recipients. So have physicians. Patient
care in many Tennessee Medical Association (TMA) member physicians’ offices has slowed
virtually to a halt due to the sheer volume of these calls. Numerous TMA members have had
to explain to tearful mothers with sick children that.the state and managed care organizations
(MCOs) - simp! ly have not provnded doctors with enough information for them to make an
intelligent decision about which, if any, TennCare plans to join. Medicaid patients have, in
turn, conveyed their concerns to state legislators. These patients are worried that their doctors
may not be a part of the plan that they choose or that the state chooses for them. ‘ ‘

‘We believe thclt these fears are jusuﬁed For. example in one area of the state, doctors have
been contacted by only two MCOs, though Medicaid recipients were asked to choose from seven
different carriers. What will happen to patients who select a network that has no providers iri
that area? Patients who choose networks in which their doctor is not a participant will not be
able to change plans for a full year. What if too few physicians participate in any one plan?
The TMA shares these patlents worries. : ‘

Why are do»ctors so reticent about TennCare parﬂc1patxon‘? First, because of the lack of

information. 'We believe this is no accident, rather, that the administration has released

important data on a piecemeal basis in hopes that federal approval would be achieved prior to

the discovery of TennCare’s many flaws. The TMA and MCQOs have yet to see the second draft
" of the contract between the state and prospective TennCare carriers, despite the administration’s

BOARD OF TRUSTEES Charles Ed Allen, M.D. - John W, Lamb, M. Barrett F. Rosen, M.D.
Chairman Johnson City Nashville Nashville

Richard M. Pearson, M.ID. : : '

Memphis . . David K. Garrott, M.D. . Michael A, McAdoo M.D. . Charles T. Wornack 11l MO,

Kingsport - Milan Cookeville
Vice-Chairman :
David G. Gerkin, M.D. Robert D. Kirkpatrick, M. D Thurman L. Pedigo, M.D. Phillip E. Wright, It, M.D.
Knoxville . Memphis . . McMinnville . Memphis

Charles W, White, M.D. -
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promise that the contract would be available six weeks ago. This contract is crucial because it
may alter significantly some of the terms of the MCO contracts physicians are now being asked
to sign. v

Physicians still do not know how much they will be paid for their services. QObviously, this a
crucial piece of information. While Blue Cross/Blue Shield (BC/BS) has provided a sample fee
schedule, there is still no information about what the terms of the "withhold” will be. The
withhold amount is the key to determmmg whether there is adequate cash flow in a medical
practice to cover overhead costs : : ‘

Based upon the scant mformatxon avaxlable it appws that physician reimbursement will be
substantially below what is now paid by Medicaid. Such inadequate reimbursement undermines
previous joint efforts by the TMA and the state to assure access to Medicaid patients by paying
reasonable rates to primary care providers. In fact,_ many primary care providers who practice
in low income, rural, and inner city areas may not be able to keep their doors open. In turn, .
the impact of nd1culously low TennCare payments wxll make it practically impossible to recruit
physwlans to pmctlce m underserved areas.

Physicians also have objected to the heavy handéd manner adopted by the state and by BC/BS
in program implementation and contract negotiations. In. this context, the phrase "contract
negotiations” is little more than a joke. The TMA's efforts to effect modifications have been
met with scant results. Enclosed you will find a copy of our analysis of the TennCare
amendments to the Blue Cross Tennessee Provider Network contract. . Please review the terms
of the BC/BS agreement as noted in the analysis, and determine if you would agree to its terms.

The TMA cannot advise its members about participating in TennCare or signing any TennCare
plans. The TMA would never contemplate collective economic action by its membership.
However, we are afraid that large numbers of physicians will refuse to participate in TennCare
for various reasons, financial and otherwise. We also would point out that physicians who do
not wish to participate in the Tennessee Provider Network may delay their decisions until
November 1, 1993, by simply exercising the 60-day notice for cancellation. If this happens, the

recent round of frantic phone calls mll seem 1nconsequent1al compared to the chaos that will
ensue. - e

This confusion is regrettable not only because it could have been avoided, but also because it
will only intensify if TennCare is implemented on January 1, 1994. Physicians are convinced
that this confusion will pose a serious threat to their patients. Even President Clinton’s health
care reform package recognizes the need for a phasedfin'trénsition period.

Fair or not, we also are concerned that TennCare will be considered a model for the President’s
plan because it contains elements of "managed competition,” a standard benefits package, global
budgets, and universal coverage. Rightly or wrongly the President’s plan probably will be
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Judged by T‘,nnCare s success or faﬂure Wlthout major modxﬁmtlons mcludmg a phased-in
1mplemen|at10n a probation on the transfer of all financial risks to hospitals and physu:lans, and
adequate provider reimburserment, TennCare i is at worst doomed to fail and at best is faced with
a protracted and dlfﬁcult transmon with its rempxents health care at stake.

kae Govemor McWhertcr, we reahze thc need for flmdamental health reform both i in Medicaid
~ and at the national level. 'We stand ready to work with HCFA, the McWherter admlmstmuon
+ . and the Tcmxessee General Asscmbly to develop a wable TennCare plan

; Thank you for your consxderatmn

Smcerely,

oy ikt

~ Charles W Whlte M.D.
. Pre31dent

CWW/js |
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THE MEDICAL SOCIETY

Oct. (31943

‘ew Wlllmg

o operate
under plan

By Pam Sohn
The Chatlancoga Timss

‘Nearly half the physicians in the

Challauooga drea say they will nol
parlicipatc in the stale's new
hicalth plan for the poor. Anothcr
third is undecided.

* Among more Lhan 250 local doc-
tors surveyed in-the past month,
only 17 porcent said they would

"puta pen Lo the state’s dolted fine.

Since doctors have lo partici-
pata for the plan to work, the high
uumber of *uos” couid spell real
trouble for Gov. Nod McWherler's
proposcd state health reform. 1t

- could, also mean real confusion in
the health-care market, since re-
fusal to take TennCarc amounls Lo
dropping Bluc Cross' plan that
covers teachers and: other state
cmployces.

“I read the TenuCare contract
sent by Blue Cross and only a funa-
tic would sign il.” says Chaltanoo-
ga ucurolagist Sharon Farber.

. “For -instance, under the con-
tract, you couldn't rcluse Lo sce
paticnts,” Dr. Farber says. “Well,
you can't really secc cnough
TennCare patients under the cur-
rent payment schedule to actuaily
pay your office sta{l and keep your
office open. But you can't refusc lo
s¢e them and therc are only s0
many hours {n a day. So they could
kcep ymx from sccmg your other

" patients”

Bul Manny Martins, director of
the state's Burcau of Mcdicaid,
says he thinks doclors will change
their minds when - the state's
TennCare plan gels the go-ahcad
‘from the federal govemment.

“I think a number of physicians
are walting o see if the waiver is
approved or not. If the wuaiver is
approved, 1 think that number of

THE DOCTORS'
DIAGNOSIS

Physicians take
puise of heal th :jgfo;m

6156227331

— Chuck Clovengarfine Ck p* Terme

® TennCare confusion was ex-
pected, McWhorter says. A3 -

® What Chattanooga doctors say
about TennCare, A3 .

@ Just how will payments under
TennCare be split? A3 .

nos m)uld Dfobdb y be different
So, 1 dou't anudpate that to bea

Please see Doctors A3

-
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z}octors

Zorinusd (rom Al

"~c:n rcﬁecuon of whal the. snlua-
Ganist

l\luc Cross’ Glen Walson, senior”

iz president of marketing and

Y tklatne affairs, agrees. And he

vayt of Riue Cross’ 7,000 physi-

rians siatewide in the Tennessee
Lrovider Network, fewer than 100
vrd canceled their contracts as of
t.onday.

Wgtson s2ys the lmumnce com-

swanity will bring to the system the
=:naged-care concept that should
: in less-expensive heslth
~ jor the poor. He says in the
i fve vears, health-care costs in
- TPN network rose about § per-
. while costs in the Medicaid
* regram have risen 22 percent,
‘iwe Andrew McGill, director of
ae Chattanooga and' Hamilton
“aunty Miedlcal Society, thinks the
may be overly optimistic. He
-« doctors will only sign up to

Tmedt forces extensive changes
e plan.
ezl savs chanses doctors
~guld iike 10 see include gelling
" -id of TenaCare's lie to the state
cmplovee health plan. Curreatly,
Sive Cross is telling physicians;
<ho are under contract io the Ten-
nessee Provider Network, that
‘..‘.c_\- mus! accept TennCare or Jose
their “preferred provider™ status
‘.o tcachers and other state em-
plo;ccs .
Another change McGnll says doc-
tors want to see is better pay-
" ments, or at least a guaraptee that
. they'll receive full payment for ail
‘the fervices they provide o a
TennCare patient
Currendy, the state plans to al-
. Jow insurers to withhold part of
the pavments —~ perhaps a< much
8s 40 percent — Lo ensure the pro-
gram doesn't run out of money.

The state’s contract for insurerg .

rays the groups are to divvy up the
withhaldings at the end of a fiscal

|* Make oo ditterence .-

THEDOCTOR?
DIAGNOSIS

Physiclans take
pulse ol health reiom\

Do you upect temCare will' moan
mora patients Ior you, fewer

patients for you or make na - .
dmemneo In your pracdce" .

:Mompahems i -
R]:y
Fawer patients

20%
 Maka no ditferance - -
m 4%

- Do you thirik TennCm mu mem .
batter csre 1oryour peuen!s
worse cana for your pelkenu or
make no difference in patlenl

TennCare If the federal gov- [ 7 7 &
‘Bettgfcam, o

l.2%
Warse care
15%

R 3%

— Chwick Clewmnger/The Chanpngots Traes
period for unpaid bills. But the
coatract doesn't gusrantee pay-
ment and the insurers are not re-
sponsible for bills remaining un-
paid once the sllocation is gone.
Doctors and hospitals s3y that
Jeaves them with all the financial
risk:

“If the walver comes back with
some modifications that make it
more acceptable and more work-
able, that could turn it around,”
says McGill “But am I confident of
that happening? No. At this point,
if nothing extreme, changes, I
think that 49 percent of doctors
saying they won't participate will
just get higher”




Dr. Iris Snider, a pediatrician in.Athens, Tenn., gels  When the girls’ father was a
a hug as ghe troats Heather and Haley Hughes. ed by Or. Snider.

Doctor fears ‘my kids’ will pay

a high price under TennCare
Bradley, Dr. Snider says she fears
a coming 30 percent cut in the care -

By PamySohn
The Chattanoogs Tumas

ATHENS, Tenn. — Pediatrician
Iris Snider is now doctoring a sce-
ond geacration of ¢hildren.

Some 18 years ago, when she be-
gan her practice in McMinnp Coun-
{y's largest small town, she trealed

the fathicr of twins Heather and

Haley Hughes. Last week, the lad-
dlers sniffled info her office for a
curg. : oL

aat as one of hve pediatricians
treating children. in the five rural
counties north of Hamliton and

e =

v

availabic to “my kids.”" . ‘

The culs she says she's talking
about are called rceform by state
officials. Thal reform — TennCarg

-— will replace Medicald and cx-

{cnd state-insured care 1o as muny
as 750,000 wiiinsurcd Tetnicsscans
tf the federal pgovernment ap-
proves the state's plan. ‘

in Athens and other rusal arcas,

‘thal means a lot of people. Chil-

dren underage 1 are eligible for
Mcdicaid if their parcils’ income

[ I I T e i3

-+ Lows Botwn/ihe rx‘»~-e¢o’m fenna
boy, he was also treats

is Icss than 189 percent of the pov-
erly level, so infants in {amilics
with an income of about $20,000 a
year are covered by Medicaid il
the family has o other insurance.
Certainly, no doctor {rowns on
tlie prospect of more accessibic
hicalth carce for the state’s unem-
ployed and working poor. But Dr.
Snider and many of her colleagues
say TennCare, as it's now struc-
Lured, wou't provide better care.
Rather, 5a¥5 Dr. Snider, what

Pleasa see TennCare, A3



f

tHE PIEBILEL SOCIETY

i

TennCare
Continyad irom'Ai ‘

TenuCare moatly will provide is a
cut of what has been used for Med-
fcaid money to a pew set of mid-
diemen (n the charitycare busi-
oess. Those pew middlemen are
fnsupacs.

Rankling at the image of money-
grabhing doctors worrled about
Josing income, Dr Snider instead
secuses insurers of “smelling
money” inthe care of 13 percent of
the state’s population that they've
. mever before been able to cash in
m .
+ *This is ono of the biggest tra-
westies of the program,” she says,
. "o pay 10 or 15 or 25 percent off
the Wp 10 an inzurance company
fo manage this. These insurance
. companies are not in'this aut of
the goodaesa of their hearl. Thoy

.- ‘ste 1n here for one reason — (o
make money. I they were going to

. lose monecy on this plan, they
-wouldn’t be advertising on TV tell-
.ing people to pick thelr plan.™
° Dr.Snddcr, with some 80 percent

~of her cural palicnis covered by
‘Medicatd, offers this example of
~what she (hinks the middiemen
“will mncan to heroffice: )

A visit 1o Dr. Snider, like thoge

to most Tennessce pediatricians,

-

is billed betwoen £33 and 40, -

Medicaid pays $27, sent directly
from the state to her office. Two
would-tre TenaCsre Lnsucers want
to work with Dr. Snider. Onc may
psy only $12 and the other $18,

She gays Blue Cross® stated rato
for an o{fice visit Is $23.06, but she
belleves that after administrstive
fees and “withholds” that rate
could be cut to $12, Heritage Na-
tional has affeved to pay about $24,

‘which ghe belicves will become

$18.
Tho withholds provide a kind of
Insurance for the (nsurers, Blue

~Cross will not inilially pay its full
stated rate. Depending on how the

‘TennCare money has hield out, the

_ TennCare coatract even allows ia-

surers {o collect refunds from doc-
tors and hospitals if the Insurer
decldes they've been overpaid.

“I can’t keep my office open on
$18 an office call,” says Dr. Snider.
“Pedlatric offiecs, because of the
number of kids we sce in the
course of a day, are vory labor-in-

‘tensive. We have & nurse per doc-

tor and & front offlcc employve per
doctor on average. And a lot of us
hauve a lab, Our labs aron't moncy-
makers, o8 they are for hogpitals,
They are a convenicnea.” *
Actually, the labs ara more than
a convenlence. The in-office lab
keeps childeen with winter 104 fe-
vers {rom having tv be redressed

~

and {aken to a hospital for 1sd

work, then carrled back te the doc-
tor’s uflice an hour tater for the re-
port &nd prescriplion And, says
Dr. Snider, most pediatricians’ lab
charges are about half thoge of a
hospitat isb.

“S0 we're slso saving money for
the pstient.” C

Still, she zays, overhead inm
pediatriciang’ offices runs $24 to

$27 & visit. With an $18 payment,

each TennCare child's visit would
mean 8 $6 or 30 loss for the office. -
And ghe says her office i just
one of many that will bo sfTected.
As skelchy details began to
emerge nboul TennCare pay rates,
Dr. Snider and her colicagues in
the ‘Tennessee Iediatric Svcicly
surveyed rursl pcdlalrighm.

156227331

Their effort found that 53 percent
to 80 percent of those doclors” pa-
ticnly sre Medicaid patients.

“So what are we going to do?”
asks De. Sanider. “ I can close my
oflice and go to work in an emer-
gency roam and make wore than 1

" do now, but where sre my kids

going to go? I think we're looking .
real hard at not playing, But ['ve
got 60 percent of my kids out there
that I've raised. What am 1 going to
do with them? Am { going to tell
them to dic? .

“*This Isw't & metler of finnces

for a fot of us. IU's @ mutter of our.

obligation to the community,” she
sayy. “Don’t they (siato officials)

khow thal they're actusily going to -

(ake exre nway from these kids?™”

\
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What some area doctors are saying about TennCare

“{ dor't think TennCara has enough
money behind it. TennCare is going
to be a real foulup. But | will partici-
pateinit.” o

Dr. Joseph Zuckerman,

pediatriclan

cause of poor nutrition, often smok-
ing. drinking and poor prenatal'care.
All the plans assume you're dealing -

"with healthy people and they budgat

very little money for the actual care.”
Dr. Shacon Farber, neurologist

“I definitely do think doctors saying
they wili not participate in TennCare
is a serious threat. I've been tatking to
an acquaintance who's a family prac-
titioner and he says the amount :
TennCare would pay him would only
cover about three-fourths of his actu-
al cost. let alone any sort of profit. So
they're going to opt out. | think the

govemor must figure the threat of los-

ing those TPN patients (state employ-
ees) from Bius Cross is going to drive
doctors into taking TennCare pa-
tients. But | think he's wrong.”

D_r. Michael Kosanovitch,

pathologlst’

“This current reform is insane. They
expect you to take care of twice the
number of patients for half the :
amount of money. And some of the
plans 've hieard have just really
wacky limitations on the maonay, That
would maan thae psople would get no
care, in gssance. o

“Plus, you have to realize that
when you're dealing with low-income
people, you're dealing with a popula- .
tion that has a higher amount of
heaith-care-related problems be-

*This is a very underfunded system
and there's a lot of gducation that
needs to take place before this sys-
tem can work. My position is o wait
and see if they get the waiver and if.
there aré more details about
TennCare. Then you can really make
an intefligent decision.

“But right now we think it's not a fair-
system and it’'s being implemented in -
a very haphazard ranner, There's a’
Jan. 1 start-up date for it and patients

- are calling and asking what plan are

you on and we have nol even gatten
any information from anybody. That |

doesn't give you a very confident or
. good feeling about it.” .

'Dr. Lonnie Boaz i,
gastroenterologist |

“TennCare is underfunded and thal's

* why it means worse care. | couldn’

get 60 patients in there a day {0 make
my overhead. | don't see how any-
body can see 60 patienis a day and
give good quality care. [t just doesn’t
seam possibla. You're going to not

‘ask a question of not look at some-

thing. - :

b

- “if means a lot of doctor offices -

probably will closa, You can't gperate -

on lgss money while everything else
continues 1o go up. Rent's not being
paid by the state or by these people
{on Medicaid). it's still there. Salaries
aren't going down. Doctors, too, are
having to insure their smployees, so
benelits are going to go up. | don't
think they've thought it through.

“But | will play in TennCare. t have
no choice, I'm a minority physician
and | already see a lot of Medicaid
patienis because in Chattanooga a
1ot of minorities are on Medicaid and
it you don't see them, it's like you're
turning your back on the people you
wen! to school to help.”

Dr. Cassell Jordan, pedistriclan

Aot of people are thinking about
* just dropping TPN (the state employ-

ee plan tied 10 TennCare). See, Blue
Cross has a lot of ditferent plans and
TPN is just one of them.

“Doctors basically are slow to an-
ger . . . but when things get to this
point, that's when doclors start see-
ing commaonality. They would have
ignored the TennCare situation com-
pletaly. it would have been an aca-
dernic issus. But when Blue Cross

“said, 'We're going (o get these pa-

tients and every one of you { doctors
is going to take these patients, that's
revolutionary.”

Dr. Henry Francls, cbstelriclan

- Just how will payments

under TennCare be split?

mcmau.«;qu‘.‘.-,. N
Under TeanCare, Insuranee
groups will get a sct amount of
. meaey fram the state to pay for
. a paticnt's care ~~ roughly
$1.200 a year per patieat. O -
. thotop, insurers will tuke their
i “administrative cost.”
State officials have put no
- minimums or maximums on
that cost and the state’s Dirce-
tar ol the Rurery of Medicaid, |
Manny Martins, srysthe state
wanis to siay out of the fees and
chacges dehate, letting the mar
keipiace make thoxe determi-
netions, N
© The fees and rates may vary
amang insurers and, like many
olher detaits of TennCarx,
~aren’t yet definite. Doctors and-

nosplials say they have nol yet
been told and the largest insue-
er, Blue Cross, hasn't finalized
details,

Oacbeanchmark ls
TennCare’s modcl program, the
Tenncgsee Urovider Network,
which ¢overs state enmiployees.
Rlue Cross munages that plan
and chirges an administrative

fceof 10 percent

With the remaining money,
insurcrs will pay doctors afler
they “withhold™ same amount
for a rainy day — when motc.
paticnls nced more care than
there 1§ moncy. The “withhold™
figure thrown oul by the state
incarly months of TennCare
discussion wag 40 percent




