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S:epternbet 14, 1 Qg~ 

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

Dear S'ecretary Shalala: 

'rei..eg;~Qt"r:o (&fSj2d4<ZSS.= 

""es''''1.1: ,S15) 252·<13eO 

IJi, seeking the approval of the S~!(:ret.ary of H~th and ~uman SerVices for TennCare, 
the $tp:te of Tennessee is once asain nttElmpting to avoid its iega1 responsibility to share in the 
cost of' fwnishing medical assistance 'to MediQaid feoipients. 

The Oovernor of Tennessee pl'O))Osed TennC8re asa replacement fOr what he has aptly 
described as a "hocus-pocus" tax. Ss& Governor Ned McWherter, Address to Tenn. Gen. 
Auembly (Apr. 8, 1993), The hocu:i-pocus tax _. nominally the Services Tax -- will expire 
on De38mber 31, 1993, !lif the State of Tennessee ret;eives, by December 30, 1993,.a federal 

< Medi"'lid wlli:ver pursuant to Section 111.5(a) or the Federal Social Security A~t. "I 1993 
Tenn. Pub. Acts. 492 f 1. 

Tennessee has been one of the rnost aggressive states in adopting provider donation and 
tax ptllgrams, euphemiltically tefelTEld to as funding mechanisms.: Althouah bom 
elsewhere, these funding mechanismll were nurtured and raised to maturity in Tennessee. 
For fcidcral fiscal ycu 1993. Tenncs:see will receive more pro\lider-3~ifi~ tax revenLie than 
any o~erstate. ~ Bond Buyer'S P'ubHc Finance WatCh 41 IS (Mar. 15, 1993). Ira the end!, 
TennCare is nothing more than a. continuation of the very beggar-thy-neighbor fiscal policies 
Congress desilned Medicaid to con5i~ain. 

-------------------
1 By the terms of the tax's own enabling legislation, the Services Tax will be "null and 

void!l from its inception if the revenues derived from it fail to qualify for federal financial 
partioipation. ~ 1992 Tenn. Pub. Act, 913 .§ 15. The Health Care Financing 
Administration is still rcvicwinl the permissibility of the Servi~ Tp. 

1 "'At first, [state] legislative leao:ers were calling it a Scam, [hey then began calling il a 
~~I and now they are calling it a Was mechanism, '" ~ Office of tile Inspector 
Genelal of the U.S. Department of Health and Human Services, The Use of Medicaid· . 
~!d.r TN pod J)onatiori Proamnli Need' to be Controlled at 2 (luly 1991) (quoting a 
state Jeaislativc staffer). 
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T~nnCare, however, is fatally fla.wed', It meets neither the legal requirements of section 
1115 of the Social Security Act, 42 U.S.C. § 1315, nor the congressional objectives 
undedyina it. To approve TennCare, the Secretary would have to overlook that its capitation 
rate is ~i.ctuarially unsound. Moreover, the Secretary would have to do what she cannot do, 
i.e., waiive the statutory limitations on federal financial pa.tl:ictpation (:FFP). . ' 

Although Tennessee suppom its L-equeSt with the rhetoric of global budgeting. market 
inQtntives, managed care, preventive (:are incentives, welfare disincentives, cost Sharillg I and 
quality control, TennCare is not finan(:ially viabJe. Providers participating in TennCare 
wO\lld tie caught between ,the. koms of the dilemma. They would either have to reduce 
dramati:celly the quality of care to Medi,caid recipients,) ,engage in massive revenue ~hifting, 
or some', combination of both. ' " 

, : . "', 

Were this research and demonstrntion project request to come from any state other than. 
TenneS!Iee.· no one can doubt, that it W4;)U Id not be taken seriously.' The Tennessee Medicaid 
providers we represent urge the Secrel.a.ry to require Tennessee to fund TennCare acI~uately. 
If Tennessee refuses, the Secretary must deny Tennessee's requelit.· Even if Tennessee 
compliCli, the Secrewy should nevertheless require TennessM to phase-in TennCate. 

I. T!~CAR.E'SCAPITATION JlATE IS ACTVARIALLY UNSOlJM> , 

As Tennessee acknowledges: '''&xauseof the nature of the federal dollar commitment 
sought, it is most critical thatthe'iear One estimates be valid." TennCare Proposal at 8L 
UnfortlJinately, the state'~ estimate .. miss the mark. . 

It ,is critical that the Secretary require Tennessee to account for actuarially relevant 
factof5 and provide sufficient sUPJ,Xln for its rate setting assumptions. The state ,appears to, 
seek to cover not only its eurrent Med.icaid populations with both additional benefus and 
extelllde'd coverage periods, but al~ to extend coverase to the uninsured with only an 8.3%' 
~ncreuci in federal f\lnds~ . 

" 

Th,e rate structure~ however, only partially funds both groups arid will only exacerbate 
current cost shiftiD,. Half a loaf is still half a loaf, no matter how it is cut. Accurately 
determined rates mUst include the impa'ct of accrued liabilities. benefit changes. and increases 

S Given the absence of a resource-bIased malpractice standard. providers might run a 
signi'ticiUlt risk were their quality reductions too dramatic. ' 

, Te11inCarc l s acncaJogy cannot be Eain!8..id. Assuming Tennessee's earliest donation and 
tax prograntS were a "scam.~· U" Office of the Inspector Oenera) of the U.S. Depanment 
of Health and Human Services, I,bU;lse of Medicaid Provider Tax and Donation Pro!@ms 
li:&fj1a.JP be Controlled at 2; and the Services Tax the "Son of Scam, D U, Tenn. J. at 3 
(Mar', jlO, 1002), Te"nCare is the "Grand$On of Scam." 
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in cove:rage if TennCare and its mana;ged care organizations are to be financially viable 
entities. In the absence of such, Tennl:are 1s a presCription ror failure. ' 

A.. TennCare's Capitation R;l~e Is Artificially Low ~ 
, . I 

T~~nnesseo has provided no dex:urnentatiGn to support the $1,474.16 per'c:\pita cost for 
Tl;:[lnCiLrc's ,base year, preeludin~ both the Secretary and the public from subjecting, its 
propo~'ll to serious scrutiny, 

" 1. Tennessee Has Signiru::nntly Overstated the Number of Medicaid Eligibles 

Tel calculate TennCate'1il per capita rate, Ter.nessee used state fiscal year 1992 MR·O.95 
to dc:tci~mine that the number of Medi4~a.id eHgibles is 878,981. For the same fisCal year, 
howeve!r, the Tennessee General Assembly Fisc::a1 Review Committee concluded that,654,719 
were: Medicaid eligible, ., Attachmemts A and Bat 34, which produces a per capita rate of 
$11864,,51~ -- a per capita difference elf $330.35, Assuming Tenncare has no more than 1 
million enrollees, Tennessee has unde:rstate4:1 Tenncare's cost by one-third of a biHion doUBts, 

2. Tennasee's, Cash A~e(llunting Method Understates TennCare's Cost 

Tc:nnClre's capitation rate appears to have lts origin In Tennessee's cash accounting 
metho(fology, Nevenheless, 'when On4! uses Tennessee Medicaid's only annual cash fqxJrt, 
MR-Q.95, repHcatine the rate is still not possible, 

T~:nnc3see'! cash methor:J, of accounting is misleadi'ng. When, as 'here, this method is 
not adJllsted it becomes grossly mislcadin,. 

In'SFY '92 MR-O-9S, Tennessee uses a cash method of accounting to repon. eligibles 
and recipients, and accumulate their enrollee months within the eligibility category they are 
found a,t the time th~ report is seneratled.o Accordingly, Tennessee fails to a.ccura~lY 

. attributl: enrollee months to the eligibility group for which they are reported, in tum 
, inaccuriate1y smdnS the crue outlays related to the:. vanoils categories of medical i\33istance. ' 

!, ,1r1Us per capita rate closely appro,dmates the' per capita rates that similar Southern states, 
such as ~entucky; report, 

dRe{:'lOl'ting eligibles in this manner provides only a snapshot of one's eligibility, not thl; 
reqwsit;e moving picture. For examph:, a handicapped child ,who at the beginning of a state ' 
fiscal!. yltm becomes eligible under the Supplemental Security IncoTT'.e (SSn program and 
subsequently looses SSI status because of a chQnse iif parental income may nevertheless 
retain eligibility ~ause of his pover.y level income status (PLIS). Tennessee wo.uld .report 
all ~tPE:lI\ditures in lts MR.-()'95 ~port related w the child within the PLIS catecory, masking, 
the p1fe!:lCI1eeofa handicapping condition, a significant actuarial factor In determinina 
accur.ati~ and adequate capitation rates, 
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MlR..O.OS does not reflect all finaJ,dal activity affecting the cuh reponing of the state
MR·O~9IS omits critioal outlays, •• g., hospital pa.ss-through payments, as well as other 
adju5tm'ents, e.i., cost report settlcmellts, pharmacy_ rebates, and cc:rtified public 
expenditures. ~ ieneraJly Fiscal Re'view Committee's Annual fiscal Review Report to the 
Tennessee General Assembly (adjusting total cash outlays for SFY '92) at Attachment B.1 

Te:Messee's failure to use available accrual accounting reports. Tenn. MR-O·80 and -90, 
to de·",.l.op a per capita rare is ineKplic:a.ble. Although MR-O-80 and -00 do not total 
c?tpcndit\1res for certain eligibility grO\lps,B analysis of the reports demonstrates that the 
proposed capltatlon rate is artificially low. By both excluding (Accrual 1),9 lS:Q Attachment 
C, and including (Accrual 2),10 .. Attachment D, the untotaled expendltures and the 
eligible!; and eligible months related. to these untotaled ex.penditures, one can obtain a more 
accuratEl projection of the per capita rate. 

Aecrual 1 more closely apprOx.imlues the Fiscal Review Committee's determination of 
the num',ber ot Medicaid ·eliBibles. Aa;rual 2 more closely approximates the Bureau of 
Medicaid's determination of the num~!r of Medicaid eligibles. AS shown in Table I,ll 
when the effect of the dually eligible o'n the capitated costs is excluded, the deficiencies of 
the p~sed rate are more dramatic. 

-------------------
7 Only by using the Fiscal Review Committee',s Annual Fiscal Review Report can 

TenniSSl,.·s proposed capUanon rate tH; replicate(L unfortUnately, Tennessee has not 
. reflected in its research and. demonstrallon. project request the need for this report. 

II The absence or totals likel~ indicate$ that ex.penditures for, certain subgroups of eligibles 
are abo reported within another category-

9 ACCirual I equals all expenditures fur all Medicaid eligibility categories for which 
Tennessi=e repons totals. . . 

II) Ac(:rual II adds eligibles and eligible months for which Tennessee does not re]»rt totals. 
Accrual rates have not been iUljusted tel reflect the effect of unallocated expenditures, 
pharmacy rebates, cost-settlemenUl) and certified public expenditures. 

. Il We have adjusted the costs in all tables to ref!ec:t capital and tea;hins paSl-throughs, and 
the C05a, do include Illy amounts relatc:d to noncoverecl s¢l'\Iices, e.g., long-term care, Hess 
wajYcrs, and QMB..anl), expenditures. 
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TABI;.E 1; EFFECT OF EXCLunlNG,DUALLY INSURED MEDlCAlD ELJGlBLES 
CtN TENNCARE SFY 'n PElt CAPITA COSTS 8Y STATE ACCOVNTING 

, METHODOLOGY " , 

, ACCRtJALL 1 ,ACCRUALl' TennCare 
p.,r C:apita: Cost, Per Capita Cost Per Capita Con 

All Ccrvered E.1~ible:s '$ 1,512.28 , S 1,412.32 $ 1.474.16 

Medi~lid Only 
Elicibles $ l,6'n.09 $ 1\524.26 $ 1,491.73 

Ac~rual 1 produeos a per capita l'ate based on acoroed liabilities of $1,512.38, 2.696 
hlsher l:han Tennessee's proposed rate. ,Accrual 2 produces a rate of 51 ,412.32', 4.2~ less 
than tM proposed rate. Since, howevler,' II Medicare cost sharing are outside of the 
demon.tration." HCFA Tennessee's Response to HCFA's Questions at 3, these costs ,and 
eligible'~ must be excluded. The effect of this exclusion is to increase all per capita rates, 
both cash and accrual, J,bove:that proposed by Tennessee. ' 

n,e use of per capita expencUtures for comparison and. budgeting, however, is grossly 
. mislc:adin&. The accepted actuarial approaCh is to develop rates that reflect costs related to 
the actual months of participation in the program, calculating a per-member~pet·month· . 

. (PMlPM) rate, as shown in Table 2. ' 

TABL.E 2; EFFECT OF EXCLUD'ING DUALLV INSURED MEDICAID ELICmLES . 
diN TENNCARE SlY "2 PEll MEMBER PER MONTH COSTS BY STATE 

ACCOUNTING METHODOLOGY 

AU Covered Eligibles 

Medi'caid O,nly 
Elisibl:es. 

" 

ACCRUA,L 1 
Per Memb"r Per 

Month Cost . 

$ 155.18 

, $ 176.35 

ACCRUAL 1 
Per Member Par 

Month Cost 

.5 149.60 

$ t65.47 

TennCare 
Pel' Membw Per 

Month C~ 

S 140.45 

$ 144.59-

As Table 2 demOnstrates! Tennessee's cash m'ethodology stgntt'1cantly understates the < 

cost of care when, as is appropriate, the dually-eligible are excluded. The state. however, 
apptJU'1 to have recognized the accept,:d actuarial rate-setting method in its September 2; . 
1003. batter 10 potential Tennf;are managed care organization I, u.. Attachment E, 
pavposiin, statewide PMPM rates. Ta.ble 3 oompares the proposed ratea with those developed.' 
1n the AccruaJ 1 and 2 analySes. ' 

9'd 
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TAIlILE 3: COMPARISON OFTENNCARE PROPOSED RATES FOR. SFY'94 BY 
STATE ACC:OUNTING METHODOLOGY 

SFY '94 
PER PER . 

SFY "4: SrY'94 . MEMBER MEMBER 
PEllt SlF\" '94 PER PERMONTB PER MONTH 

MEMBER . PEl MEMBER MEMBER TennCare. VARIANCE 
PER MONTH PEllMONTH PlR'MONTH PROPOSED CASH (.) . 
ACCRU~.l ACCRUAL 1 CASH RATE ACCRUAL 2 

A" e.'d 6 S + .$86.51 $86.;0 $.108.00 $67,19 ($ 16.11) 
·NQMS .', 
MI~ii:aid QMB . $70.27 $70,33 $lO2.9~ , $80.97 S 10.64 
Btill;d'&. Disabled .'S32~;68 5335.69 $340.;4 $315.74 . (5 19.9S) 
<l'r:'w NA NA NA $14S.~ NA 
A,_ 1 .13 NA NA NA SSO.60, NA 

. Ai_ 14 . 44 NA NA NA $92.10 NA 
MI •• ' 

, 

A"ls 14-44 NA NA NA $153,32 NA 'e •. ll 
AI,,4S·64. NA 'NA NA $161.12 .NA 
APD(: PMPM ' $128'.14 ~ l45.29 $l1S,$4 NA NA 

BiW'ld on Table 3,12 it is obvious that Tennessee has underfunded those eligibles for 
whioh. tho manased care otsanizationl; will be responsible and potentially overfunded the 
PMP.MI rate for the dually-ellgible {oJ' whom Tennessee appears to be responsible for: 

. Medl~1J'e cost~sh:arin& payments. II 
. :. " 

&)th accrual and cash ,rl!tes include the frozen hospital capital and teaching pass
thtouahs reflected below in Table 4.14, 

l:l Th. taWlI'ate adjusted u~inl the Jitat.e's propo1ed inflation factor of 5.5% (compounded). 
, . ~ . 

13 We Ulume that the blind and disabled rate wouhi apply irresPective of ai- to all SSt 
and mE>C1ically needy reciplen,ts idcntUl=dls 5uch,butnot apply to hi,her income bli~d and 
disable'd ~ook-alikes. .. 

, . 
14 TIle source for Table 4 is the Of:nce of the Tennessee Comptroller·s SFY '92 L·SORT me. " : 
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TABLE 4; TENNESSEE SFY '91 HOSPITAL PASS-THROUGHS 

C;ENERAL ACUTE 
P§YCHl4. TRIC 
1'OTAL 

DSH 
$410,$73,691 

9.372.801 
$419,946,492 

Capital &: Teaching 
$92,079, lll' 

4,370.886 
$96,449,~97 ' 

'TOTAL 
$502,652,802 

13.743,687 
$SI6,402,489 

:B., TemlCare's Capit~tion Ra'te falls To Renee. Existing Court Orders And 
Significant Programm~tic Cbanges That TennCare Would Effectuate 

1. Pendinl Court. Actions 

Teirmessee has failCld to apply an inflation factor to account for the effect of ex.i:Jtin, 
federal court orders that will affect the cost of TennCare. U, Bailey v. Tennessee Rept. 
of Public Health, No. 3:79-3107 (M.'CI. Tenn. Aug. 31, 1992) (agreed order gI1lllting non-, 
emer,enc:y transportation): and Daniels !if Luna (agreed order requiring notice of denied 
claims ilnd opponunit)' ror' hearinS)f Tennessee has abo failed [0 account for one sianific:ant 
pendin& federal court actioft,Brewster \I. White, No. 3:91-106 (M.D. Tenn. filed December 
304 199'1) (challengin; OB access: and paym~nt), . . 

2. Slgoiftcant Programmatic Changes 
, 

Tennessee hal failed to apply any infliHion factor toret'lect the effect of continuous full· 
yeu CO'ierage for eligibility <mtelories that have historically partioipated in Medicaid for leiS 
than a f\111 stale fiscal ycat, Table SiS illustrates these differences in the lal'!est e1igibilit~ 
c:ategories, Aid to PamUies with Depel1dent Children (APDC) and APDC-related eligibles .. ' , 

15 The lOur;e for this table, is Tennclss" Medicaid Report SFY '92 MR·0-9S (July 17, 
1992) (:'reported slItisties are for eliliblcs at the time the state generated the report; coverage 
months may include eligible months derived from periods spent In other ellglbUUy 
CAteloriles). " 

S'd 
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Ti~BLE s~ MEDICAID. COVERAGE BY SELECTED ELIGIBILITY GROUP 
TENNESSEE STATE FISCAL YEAR 1992 

JELlGIBD..ITY GROUP 
. A.1:J)C W 10 CASH ASS:r 

A.fDC WITH CASH ASST 
OilllA 'aG CHILD < 1 B 
M;aDICALLY 
NliEDY I A1'DC 
otlRA '86 MOMS 

TC)T,4.L 

ELIm'DLES 
43,2'79 

242,906 
105,160 

80,688 

32.793 
56&.699 

" WITH nJ'LL· 
YEAR COVERAGE 

a:u . 
79.2 
ii~.9 

53.9 

llJ. 
70,S 

Ava. NO OF' 
MONTHS 
PARTIAL 

COVERAGE 
6.4. 
O.S 
6.3 
S.B 

. .!:,2 
6.3 

As Table !I mustrates, only 11 % .of the AFDC and APDC-related eligibles in Spy '92 .. 
were eligible for Ule full fiscal year. ~rennessee!s failure to account for the effect of full-year 
covera,a;e under TennCare seriously understates the TennCare's cost. 

In addition, Tonnessee tailed to a,xount For the effect on the capitation rate of 
. TennCare's lifting the following bcnefi.t.tcltrictions on !ervices to recipients over the age of 
twenty..cJne: 

24 Physician Office Visits Per Year 
7 Prescrlptlbns Per Month 

30 Lab and X.Rays Per Yii! 
30 Outpatient Hospital Visits Per YI:aT 
60 Home Health Visits Per Year 

TeilllCare's capitation rates reflect no inflation factor to account ror any increases in 
services in a state that has failed to meet ,the federally mandated early and periodic screening, 

. diagnosis, and tteatn\et\t (EPSDT) targets. Tennossee also railed to a.c~ol.lnt for the effect of 
the required EPSDT outreach and tradens it proposes to require of the managed eare 
organizSLtions. Tbe.se costS are retlecle(j in the Medlca1d administration cost center and 
Tennessee has not included them in its base-year calculations. . 

Nor has Tenl'lessee reflected the payment ehanBe~ and increased !lervice level~ mandated 
by the OBRA '89 BPSDT Amendments. Tennessee has neither petformed the necessary 
paymenf; .studies nor implemented any increase in pediatric payment ratcs since 1986 (based . 
on 1984' charges) as mandated by OBRA '89. HCFA rejected Tennessee's pediatric payment 
State PL'ul Amendment, but permitted the state to rescheclule its appeal of the HCF A decision 
for over' 18 months. Rec:enUy, Tennessee withdrew its appeal in anticipation of approval of 

. the TemlCue Proposal by HCFA. ' 

°rennessee has never adventsed the covered services increases mandated by the J!PSDT 
provir&io'RS of OBRA '89. Moreover, Tennessee requires allied health professionals, e.,., 

G'd 
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, psychologists, to bill through another provider, either a physician or a mental health center. 
Tennessee Medicaid co\'ers speech and audiology services only throuih tne 'Title V inter
asen,cy agreement and are not part of MMIS. Physical therapy is restricted to a very few 

, .;linielor throulh home he81lh agencill:s in whioh case the chilc;i must meet the test'for a 
skilled home health nursinc, visit as well. 

O,bviously, Tennessee'has not wurmly embraced the statutory rt!4uirement that states pay 
for EPSDT services "whether or not i!Overed by the state plan '! if performed b)' health care , 
pro/e.sionals "licensed pursuant to sm.ti! law_" see 42 U.S.C. i 1396d(r). The managed 
care oilanizations would not be able 10 withstand demands fro,m these pl'ofessional~ fOT 

inclusb:m in TennCare pursuant to the mandated TennCare EPSDT proviSion. 1o 

C. Tennessee Has Improperl,y Reduced The Already Arimtially Low Capitation 
Rate 

Tennessee has applied the foUo~1ng offsets to the proposed per-member· per-month 
~tati.Qn rate: 

Local ,Government ConUibutic)ns 
Charity Care 
Copayments 

TOTAL 

. ($ 2.35) 
($27.96) 
(5535) 
($35.65) 

1, Local Government ContrIbutions 

Tie~ne$see's (Ol!r- metropOlitan cc)unties are the primary 'contributors of local go\'emment 
Contributions, and alio! their contributions go directly to a few county hospitals and local 
health departments., Although Tennellsee oriiinally proposed that these con~ributions would 
be dedUcted from the capitation rate for the entire gcoara.phic area in whiohthe 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 tmm. the full benefit of' the contributions they receive. In contrast, the, 
capitation t1dl!s of the other providers (receiving no local iovemment contributions) are 
unfairly-nilduced.n . " 

-----------
16 Any adjustments to the rate struc:rure to reflect the OBRA 189 requirements would 

obvio\J,sly force TennCate's expenditures to exceed the projected maximu"!,arowth rate of 
8.391.. 

17 T.=ftftelSCC hal no authority to require the continuation of such contributions. 

01'd 
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2. Charity Care 

Assuming arluendo that charity ,~e would be eligible for FFP, Tennes5ae has; 
improperly spread the ~harity <:1U'e offset asainst the proposed statewide fates. II 

In view of the announced rate structure, provider charity should be renamed managed 
care otl8l\ization charity bec'-\use it is from the managed care organizations that it will be 
collecu:d. There exisu no reporting Sllurce in the state. other than individual IRS Income Tax 
formls lhat can be used to estimate the amount of charity care physicians and others give. 
Much c,f the losscs reportc:dby physiclians. and ~lmils.rly hospitals, and otlter providers, are 
contrac'rual adjustments from.. P'POs and other Go ... ·crasc and discOunt arrangements with third
party illsurers. 

3. Copayments 

Tennessee also proposes an OffSElt it estimates provider& would receive in recipient 
copayn'lents. The predominant source:: of this cost-sharing are the TennCare enrollees whose 
income'~s exceed 200'16 of the federal poverty level. Nevertheless, It remains to be secn 
whel~er the lure of TennCare will be sufficient to induce these higher-income persons to 
enmlL By offsetting projected payments from the capitation rates , Tennessee shifts the 
burden of the cost-sharing ~mss all1rennCareenrollees, the majority of whom - those at 
100'1& I::>f less of the federal poYen)' iElveJ • have no cost-sharing obligations of any 
con~t1ence, by rcdu;ins the funding available for their care. 

4. Additional Potential Orrsets 

In responlt to a question pertaining to the Children' ~Plan and services for the 
chroni(:a.lly mentally ill, Tennessee said: 

Managed care organizations wiU be 2.Sked to contract with the entitles respOnsible 
fcjlf providing these services w a:lsure that the individu~s receiving these services 
e:Jtperience no disruption in their care. ' 

18 Although Tennessee requests FFP for the amount it otherwise would pay hospitals as a 
disproportionate-share adjustment, Tennesseets response to HCFA Questions at 6, much of 
the DSH payment is for Charity care. In contravention of federaJ law, Tennessee's OSH 
mc\hQ(ioloSY permits recognition of Medlcare bad debts, discounts, and charity. 4, The " 
Joint .,h.nnual Rcpon for Hospilals at Atbl,chment P (1'10 distinction between as to the sources 
of bad debt and charity and no infom!l8tion on discounts) . 

. It appears Tennessee seeks to garner FFP for the value of the charity-like DSH 
payments. The real source of hospitll.l oharity under TennCare will be me indemnity health 
plans to which Tennessee would shifl. the uncompensated costs ptodu;ed by TennCare. 
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Tenness,ee's Response to HCF"A'S Questions at 3. Such a requirement essentially places 
managed care organizations at risk for the actions of a third party, violating the very 
principli:s of mana2ed care. TennesseA! has told at least one community mental health center 
that this requirement will be met by offltetting the capitation rate ·for individuals in an 
institl,l\e for mental diseases by approximately $22 PMPM. ' 

m. 'nilE SECRETARY MAY NOT WAIVE THE FEDERAL FINANCIAL 
PA~RTlCIPATION REQUlREM:ENTS· . 

4.. The S~retal')' May Not R4!gard As A State Expenditure Com That Tennessee 
. Would Not Incur 

,U U.S.C. g 1315(a)(2) permits the Secretary to regard as a medical assistance 
expendi'ture otherwise nonincJudable CllSts. For example, the Secretary could so regard . 
Tennessee's proposed medical assistanlce payments for the uninsured who exceed the income 
}imitatU,ns of 42 U.S.C. § 1396b(f).19 '. 

'Tennessee asks the Secretary to do mote, however. Specifically, Tennessee asks .the 
Secretary to regard aSM expenditu~ I;O:st5 Tcnnc:sscc would not incur! Among other things, 
Tennes!ee seeks FFP for $59,5.5 million in charity care Tennessee says providers would 
otherwise give but .for the existence of' TennCare. ~ TennCare Proposal 82 and 96. 

Wh.ile it ii'one thing to resarc! as an expenditure otherwise nonincludable COSl$, it is 
quite ulother to so R?gard nonincurred costs. ao That 42 U,S,C. § 13 15(a)(2) authorizes the 
SccretaJ:y tD regard flonincurrCd costs ,as a state expenditure is -- shall we say -- a novel idea.· 

For the same reasons, FFP would be unavailable for the amount providers wO,uld 
receive from TennCa.re recipients, as welt as amounts they would receive directly from other 
govemrnent entities .. ?1 

-----'--------------
t!l AlthouSh § 1315(1.)(2) ,also gives the Secrcrary authority. to include as an c]!,pcndit1,lre 

Tennesi!ee'S cost attributable to InstUu'tlons for mental diseases, It would tie imprudent for her 
to dc, sc:) given the long history of strenuous congressional objection to the federal 
govemtnent's payini for such costs. ' 

20 Given providers would already ~~ receiving pa~ment for the medical ai~istance they 
would I,>e giving those who otherwise would be uninsured, Tennessee can hardly argue that 
the $S95.S million payment reduction IS an CJI;pcnditurc the state would incur. 

21 Wiere, however, local government subsidies to go directly to the stale and be available to 
providelrs generally, Tennessee would be able to certify the subsidies as public expenditures 
for ,,~hj'.eh FFP is available. 
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. B. TIte SeeretmryMa)' Not Waive The Limifations On Federal Financial 
Participation 

Even were Tennessee to spend S!l9S.S million for ~hll.rit)' care (not otherwise inoluded 
as medical assistance payments for the: uninsured that are not eligible for Medicaid), its· . 
reducing the TennCate payment rates acCOrdingly would .ipso facto require an FPP reduction. 
42 U.S.C. i 1396b(w}(1)(A) requires the Secretary, in determining FFP 1 to reduce the 

. . amount I state spends on medical assi!itance by the revenue the state receives from such 
provide'r trMsCen. ~ . 

Ncrithet the text nor legiSlative history of 42 U.S.C. § i:3IS(a)(2) 9ffe.r any suppon for 
permitttn& a state to avoid its fiscal responsibility for its mecHcal assistance program. 
Section 1396b(w)(l)(A) requires expenditure reductions reflecting the revenue a state receives 
from i"ilpenmssible provider rnmsfers.. In contrast. section 13lS(a)(2} has nothing to do with 
expenditure reduedons. It pertains soxely to the Secretary's waiving compliance with what 
may be included as an expenditure in the tint instance. 

Similarly, there is noming in the text or legislative history of (he Medicaid Voluntary 
Contrihlution and Provider-Specific Tax Amendments of 1991, Pub. L. No. 102-234, § 2, 
1991 U.S.C.C.A.N. (105 Stat.) 1793-99 (codified at 42 U.S.C. § 1396b(w)), that would 
remote!:y support the notion that the Slecretary has authority to waive [he statutory PFP 
limitatiOns on provider-related donatioJns a.1d nonbroad-ba&ed health care related taxes. ~ 
1..&.. H':R. Cenf. Rep. 'No. 409, l02d Cong., 2d SellS. (1991), renrinted in 1991 ' 
U.S.C.C.A.N, 1441. 

The policy underlyine the nonwaivabUity of the statute h obvious: even assuming 
TennC~1.nI were otherwise meritorious, Tennessee must convince its own taxpayers to die 
deeper into their pockets if Tennessee is to dig deepeT into the pot;k/i!t of the United States. , 

IV~ TlE:NNESSEE'S HEALTH CAJtE INFRASTRUCTURE IS INADEQUATE TO 
SlJPP,OI.T TENNCARE . . , 

Oi:lly Tenneal'l8e" AFDC Medicaid eliiibles currently have available to them a manaaed 
c:arc prO.ram l the Tcmnea3eC Mana;ed Care Network, a Medicaid HMO that began in 1984, 
and CU1:rently serves- :30 1000 Individuals in selected CQuntie3 in the state. Blue Cross and Blue 
Shield of Tennessee operates a statewide PPO and has indicated that i~ has the: capacity to 
serve all TennCare eligibles even tho\lgh it currently does not use its PPO primary' care 
provid~,JS u ptekeepers. Tennessee is givin2 Blue Cross thr~ years to install the 
&&tekcM!pOI' funotion. . 

Manaaed careinfrastruetures, neceswy to serve up to '1. iiS million TennetlieanS 
tUmmily do not exist'and will have tc) be assembied and negotiated, and conU'aCts exCClJted 
by January 1, 1994. Althou,h the SUlte distributed draft contracts in early August to 
potentiial manased care orga.u2ations, the £tat.e has yet to respond to. their questlons. Before ~ 
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such infiutruetute5 will be created. and contracts ex.e.cuted, however. several questions must 
be answiarod.2!I ' 

A. InmmdellC), or Providers. 

'Thc= Tennessee Health Facilities Commission reported in its profile entitled "Tennessee's 
Health: Picture of the Present Part t 1992, \I tha~ seventy-five of Tennessee's ninety-flve 
counties are obstetriea1 shortage ateat ~\nd thin)'wfour are primary care shortage areas, with, 
three, additional counties the state's three metrQPolit.;m counties. being p:a.rtial primary care" 
shO!'tiijc 1.fCU. Furthermore, twelve: o;:)unties are without a hQ'pital and twenty-five counties 
have 1:'10 hosplral providing Ob~tetrtcal servIces. ~ Attachment O. 

It i(i difficult to determine from th~ state's response to HCFA's Question on physician 
particlpa',tion in TennCare just how ma.ny of Blue Cross's Physician Network are specialists, 
but we s:uspeet that many are and that I:he majority of the Blue Croes N~work practices are -
in urban locations, Many of the 2,095 ,primary care physicians partiCipating in Tennessee 

, MedlcaJi~ reponed on page 16 of Tennc:ssee's Response submit between one and five claims 
per month. Although the "State also usumes that the manaled care organizations will use 
extended role nurse practitioners and phy~ician assistants when possible," Tennessee's 
Response to HCFA'1 Questions at 16. the Blue Cross Network does not pay mid-level 
practidonol'St inQludins certified nurse midwives. Of even gre:..t.er c;:oncem is the failure of 
Blue Cross to pay other related hea1thcN'e practitioners, e.g. I physical. therapists, 
psychol<lgis[S and S~h and hearing audiologists, practitioners n=ed by many of the 
disabled', 

It iii difficult to see just how TennCare would assure that all TennCare enrollees are 
within Ii,neen minutes of a medical provider and have aa;:ess to :24.hour, 7-:-day-per-week care " 
as stated! in the Proposal ~iven the current distribution or providers, and just how managed 
care orglnizations would recruit the additional physicians needed Given TcrmCare'i ' 
inadeqwde rate strlJc:ture. 

B. AbO, or Mauled Care j)rpniDtioDi To Enforce Neeotiated Provider 
, , ..,..eDt RalM On Nonpartic:ip"tina Providers. " " 

Telmessee 'has adopted a Uniform Admlnlstratlve Procedures Act, which rc::quirC5 that 
, any statt= entity restricting public accen or payments must do so only on promulgation of 
,re8ulati~HlS explicitly settin& fonh all mstrictionsand requirements, The state, however, has 
told He·FA! 

'[bi= St&~ docs not anticipate the need for extensive rules for the TennCare 
l'nl1lram. We believe that the deUvery of health care should be deUvered in the 

22 The, absenoe of a final contraot has made it impossibie for managed ;are organizations to 

,lve meaningful <:ommenta to the state,or the S~retary. 
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pri'vate market pl~ with mir'!lmal regulation from !.he Stale. Most of the TennCare 
rcqjuircments will be Sptilled out il:l the contrac::ts between the St.a~ atld the ' 
M2J'1aged Care Organizations. Thc~ fQW rules that may be neceswy are currently 
being developee. ' 

Sr& T,ennessee's ResponSe to HCPA's Questions at 22. 

A in~re contract between two parties generally d~ not bind a third party. 

C~ Cap'cal And Teaching Pas!i-Throughs. 

Currently, payments of capital and teaching pass-through are made outside ,of the MMIS 
in montJ~ly pa.yments representing 1/12th of the established amount for each facility. The 
state haJl not pl'8Mnted any informatior.l il'l their p!'Opo~l as to how these payments will be 
made,' 

. V. TEIE SECRETARY SHOULD NOT WAIVE COMPLIANCE WITH mE BOREN 
, AMENDMENT '. 

In 1081, Congress enacted the On1nibtis Budget 'Reconciliation Act of 1981. Pub. L. 
. No. 97-35, § 2173(1I.)(1)(B)-(C), 1981 U.S.C.C.A.N. (95 Stat.) 357, 808-09, amending the 
Mi:gicaidstatute's payment provisions for inpatient hospital services to &1\1. 5tate~ the same 
flexib'ililty in developing payment meth'::ldologies for hospitals that Congress had given states 
to devel'op payment methodologies for skilled nursing and intermediate care facll1ties in the 
Omnibus Budaet Reconciliation Act of 1980, Pub. L. No, 96~499, § 962(a), 1980 
U.S.C.~:,A.N. (94 Stat.) 2,500, 2,6S0 .. 5l. 

l:tl ianaceng what b com~only known as the Bo~en Amendment (c.::ocHfled as amended at. 
42 U.S.C. § 1396a(a)(l3J(A»I Congress mandated that a state pi'" provide for payment of 
hospital services 

'Thiroush the use of rates ... [1] which ... take into account the situation of 
. h~lpitals wb..ieb stuve a 4iSrgportionate number of low income patient! with 
5pc~ia1 needl . • , [2] wbi,h the 5:tate find.s, and makes i.5$1.It'anCes satisfactory to 
the Secretary, are reasonable and J$1OQuate to meet the costs which must be 
lnkurred bv efficiently and ecgnorn~any operated facilities . .'. La] to provide care 
and services in conformity with 3j)plicable State and Federal laws, regulations, and 
qwllityand safety statldatds and ~l] to auure that individuals eliaible for medical 
uaistance have reasonable E\.QCe5S (taking into account 8e1Q8taphic 1000ation and 
reasonable travel time) to inpatient hospitaJ services of adequate quality. 

(emph.Miis added). In establishing the :reasonable and adequate standard, Congress require the,' 
Secretary to allowing states to develop payment s)'stems free of oppressive federal oversight. 
Thul t the Boren Amendment provides ltales enormous flex.ibility in sellinS their own rates. 
allowinll them to set payment! rates to c=nc;ourage efficiency reduce the rate at whioh Medicaid 
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outlays would otherwise Increase: Tlmt TennC55Ce ha.s used its flexibility inappropriately can 
hardly be blamed on federal mandates. 2$ . . . 

. . Wore the Secretar,,/ to waive coml~liance with the Soren Amendment ana its 
implementing re8\llationll, Tennessee '\IIould have c.arte blanche. It. is no secret how 
Tcnnes!= would usc it, unfettered authority. Even were TennCare's capitation tates 
actuartauy sound, Tennessee would be no more than a mafgil'la.l~9t purchaser under 
TennCare. 

lmaainc what would happen to th,e cost and quality of groceries were Tennessee to 
require grocery stores to sell a substantial portion of their goods at mueh,al cost. 
TennesSee'.s vision of "traditional marl.et force& , , . assur(ingl acceptable levels of price, 
quantity and quality of scrvi~3," s ~rennC&re Proposal at 2, i5 simply out of focus. 

Ol'lle cloes not need a degree from the London School of Economics to see that serious 
market distortions occur when the government becomes a marginal-tost purchaser of goods 
and s;er"~ices. In the Tennessee health care market. such distortions would b~ ar&ravated by 
the laclc: of a resource-based ma.1praoti4~ standard on which pro'Jiders may rel)' .. The ablence 
of effcc'tivc ,oat-sharing requirements contributing to responsible decisions from reclpienn 
also 'wduld aggravate me dlstortiqns.24. 

The Boren Amendment is It minimalist standard. merely requiring that payment rates (to 
hospl1t.als) be reasoriable and adequate. There is no policy justification for the Secretary's 
porm.itt1ns TennesSee to \lSI;! unreasonable and inadequate rates for efficiently and 
cconOnilically operated providers. 

. CONCLUSION 

'nile Secretary should disap!)rove TennCare unless Tennessee commits to the state 
. expendiltures required to fund TennCare adequately. 

23 Felif example, Tennessee MecHcai,d has classified 137 out of 150 TennesW! acute carl! 
hosplm::lS as (llsproponionate s~ hospitals (DSH), This~ of eourae is concepMuly .' 
impossiblej it would be like saying everyone in the class is an "above ilvr;rille student" . 
within the context of that class. 

Z4 On the one hand, Tennessee would not impose even the most minimal cost-sharing 
requi~ments on those below 101 % of the. federal povert~i level. On the other hand. a 
sicnificant amount of the onerous eopayments Tennessee, proposes for those 101 % and 200% 
of the federal poverty l.evellikely wDuld be uncollectible. Although Tennessee proposes' 
redUCing the capitation rate based on its optlmistic view of copayment collection, provident 
and not the state, bear this risk ofthe state's projections, 
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", 

Even if Tcnnc5scc makes this commitment l the Secretary should nevertheless requite 
TenjoI~see to phase-in TennCare, swting with the AFPC and ArOC·rclated populations and 
later phasing-in, in substate regions, the 5S1 population. Only after TenneSsee has 
demonstrated the fihancial viability of the Tenncare in the exiSting Medicaid recipients . 
!ll\ould the Secretary permit Tennes5e! to expand coverage to the uninsured. 

Requiting Tennesst'Je to phase-in its research and demonstration project would allow 
managed care organizations to c5ta.b1i:sh the necessary in'frastructures and re;ulatory bases 
necesstlt)' to meet the medical. needs ()f the current Medicaid recipien~ and allow the state 
time tel establish accounting mechanisms necessary to assure adequate and realistic rate 
development prior to inclusion of ,the uninsured." 

The requisite infrastr\lcture does not currently exist statjwide, and it remains 10 be seen 
wbether anv comm~rcial carriers, othl~r than Blue CrOS3, would participate in TennCare. 
Even v,ere "TennCare's capitation rate otherwIse actua.rially sound, whole$lle: implementation 
of Teni1Care on January I, 1994, would be a prescription, for failure, providing no benefit to 
a President seekin& to reform the natilon I s health care system. 

'We look fOlVl'ud to discussins ("rther our concern. with you ~ your staff. 

0: 1'he Honorable Bruce C. Vladeck 
The Honorable Alice M. Rivlin 
Darird J. Gri.ft.tead, Esq. 

LTd 

Very troly yours, 

fk,~1JJJM 
Thomas Lewis Nelson 
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TO: I~a'ck McLarty 
]RoY Neel 
.Ja'ck Quinn 
Ma;ggie williams 
Ma'rsha Hale 
John Hart 
Kathi Way 

FROM: ~~asc~ 

THE WHITE HOUSE 

WASHINGTON 

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 
Tennesslee 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 f;hort, it is indeed a waiver that 
cannot be approved in present form without causing serious harm 
to the' 1IH'S 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 TEmnessee will agree to an extension 
in the timeline and become sE~rious 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 



TO: Mack McLarty 
Roy Neel 

FROM: 

Ja:ck Quinn 
Ma:ggie Williams 
Marsha Hale 
John Hart 
Kathi Way 

~;Ol;.·~. 

THE WHITE HOUSE 

WASHINGTON 

SUBJ: 'rennessee Medicaid Waiver Request 

DATE: September 14,: 1993 

Secretary Shalala wiil notify Governor Mcwherter this week prior 
to his re'quested deadline of September 17 that HHS must deny the 
Tennessl~e 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 e:hort, 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 indicclted 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 TEmnessee will agree to an extension 
in the timeline and become sE!rious 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 Jack: will ,you please alert the Vipe President to this 
matter? Thanks. 



TO : ]~ack McLarty 
Roy Neel 
Ja'ck Quinn 
Maggie Williams 
Marsha Hale 
John Hart 
Ka,thi Way 

-- ---~-.:::, 
FROM: ~:aroI"-H. Rasco ~ - -

THE WHITE HOUSE. 

W),SHINGTON 

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 haveth:e 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 lo¢ 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 sE~rious in the negotiations with HHS. 
This only has a chance of happening if the White House sends the 
same sic;Jnals 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 plE~ase alert the First Lady to this 
matter? Thanks. 



TO: Mack McLarty 
Roy Neel 
Ja'ck Quinn 
Maggie Williams 
Marsha Hale 
John Hart 
Kathi Way 

FROM: E H: Ra~ 

THE WHITE HOUSE 

WASHINGTON 

SUBJ: ~rennessee Medicaid Waiver Request 

DATE: September 14, 19'93 

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 th'e definitive memo Oll 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 theHHS budget as well as health care reform., 

Earlier Gov. McWherter indicclted that should this be denied he 
will make an appeal directly to the Vice Pr~sident 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 TEmnessee will agree to an extension 
in the ti,meline and become sE!rious in the negotiations with HHS. 
This only' has a chance of happening if the White House sends the 
same sigrtals as HHS. . 

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

Thank you. 

cc: Joan Baggett 

NOTE to M:ack: Since I do not have a briefing with the President 
today ancf understand 'he is to be out of town tomorrow, would you 
please alert him to this issue?, 



THE WHITE HOUSE 

WASHINGTON 

TO: President Clinton 

FROM: ·re~.~ ~as~ 
SUBJ: Tennessee Medicaid Waiver 

DATE: September 15, 1993 

Per my ph'one conversation wit:h Bruce this mqrning, here is the 
memo I :r:ecei ved 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 t:o relay the message to you. 

Obviously today in a meeting HHS had with Tennessee officials, 
Tennessee got the message thE~y needed to negotiate in good faith. 
In a conversation with Roy NE~el earlier this afternoon, 
McWherter's chief aide indicated they were quite willing to 
extend the date ••• the aide selid they never imposed the date, HHS' 
did .... lno,t true but that is beside the point somewhat in that the 
date is e'xtended. HHS is nOvl 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 tryipg 1:0 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 lon9 meeting with HHS officials on it 
this af'te,rnoon and will brin9 those' issues to you directly in my 
briefin9 tomorrow. 

Thank y,ou. 
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The Honor~b'e Ned McWherter 
Governor of Tennessee 

, State Capito1 
Nashville. Tennessee 37219~S081 

Dear Governor McWherter; 

SEP 1 6 1993 

94562878 P.02 

I am writing to advise you that, while we have been engaged in ongoing 
discussions with your staff Ott thE~ TennCare propo$~l. there are very substantive 
i:5::.ur;s. that remftin. 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 pfogress. 

~ 
Donna E. Shalala 
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DEPARirMENT OF HEALTH &. HUMAN SERVICES Chief of Staff 

Washington. D.C. 20201 

10 1993 

MEMORANDUM: FOR CAROL RASCO AND MARCIA HALE 

This memorandum will describe our current position with respect to 
the State 4::>f Tennessee' s TennCare proposal as well as possible next 
steps. TIle Department has promised the St~te a decision on the' 
waiver request by September 17th. 

The propos;al' cannot be approved without major revisions. The 
State has only recently shown any willingness to compromise. 
Tennessee officials have presE~nted TennCare as a statewide reform 
plan consistent with national health reform. It includes cost 
containment through managed competition and significant expansion 
in coyerag.e of the uninsured. It also includes major cost shifting 
to the lPederal government caused by a significant decrease in 
legitima"te 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 pote:ntial 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 Stat'e to help it amend the proposal to meet our concerns. If 
we are able to compromise, it would probably be necessary for the 
State to. agree to an extension of the September 17th deadline. A 
description of the background and Qs & As are attached. 

ISSUES 

The following issues will require major adjustments in the plan: 

1. Cost S:hifting from the State to the Federal Government 

Tennesse·e's severe fiSCcl'l problems figure prominently. in this 
proposal, which effectiveiy" increases the Federal match from 67 
percent tc') 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 bl()ck 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 waivl3 the statutory matching rate through a section 1115 waiver. 
Moreover, if this approach we~re approved, it would set a precedent 
that oth'3r States would rapidly emulate, and the cost to the 
Federal budget would be many billions of' dollars (and, given the 
entitlement caps, potentiall~r quite dangerous). 

The Stat.~ misses the point by arguing' that it would hold the 
Federal government harmless for the cost of its reform proposal. 
TennCar,e will simply increase the Federal share of a less expenslve 
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 universal system of financing, cost 
containment, and service del i very. But a block grant I by 
definition, confers on the State broad flexibility to alter 
eligibility and benefits, r,~configure service delivery I 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 
beneficia~r::'Y groups; and to redefine State financial effort to 
include beneficiary copayment$ that may not be received and charity 
care fr0Jl11 all providers. ,]~his latter ,effort by the State to· 
substantially reduce its real contribution to health:'care undercuts 
the state maintenance of effort requirement underhe~lth reform. 
Other stat.es could exercise the flex'ibilities inherent in a block 
grant approach with similar sorts of results. 

The state!ment· 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 
groundsi" we believe that a hlock 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 see 
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TennessE~e 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 "Donations and Taxes" 
regulations. These two taxes alone generate over $1 billion in 
Tennesseets 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 lunresolved for well over 
a year. 'rhis 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 . Reduce~d 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 "di.scount" reflects the state I 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 iis often criticized for setting FFS payment levels so low 
that acce~ss to care is restric'ted 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 I s faiulty financial assumptions. The plan assumes full 
payment of premiums, coinsurance, and deductibles by benef iciar ies. 
To the extent there are shortfalls in these collections, providers 
will receive even less paymen't 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 I~onsidered 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 ~edical 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 Tennes*ee'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 DecembE~r 1992, Tennessee' \V'as denied a renewal of its Medicaid 
primary c~re case management waiver because of poor performance. 
The state does not have the necessary experience or health care 
infrastruc:ture to implement such an ambitious program without some 
kind of phased implementation. 

OUTSIDE INTEREST IN TENNCARE 

The State initially produced statements of support for TennCare 
from a nu~ber of organizations, including the Tennessee Hospital 
Association, the Tennessee Health Care Campaign (a consumer 
advocacy g:roup), Blue Cross/Blue Shield of Tennessee, and several 
hospitals that want to participate as pro~iders. However, since 
then we have received over 300 letters either in opposition to the 
plan, or expressing serious res:ervations notably from the Tennessee 
Medical As';sociation, the American college of Physicians, East 
Tennessee State University, and the Tennessee Academy of Family 
Physicians. The State's hospital association and primary care 
association have urged that stringent conditions be imposed on the 
proposal, including a less aggressive phase-in, and the Association 
of Academic Health Centers has also expressed concern. ' 

Senator Sasser, Chairman of the Budget Committee,: 'sent the only 
congressional letter in support of the waiver application. Signs 
of strong Congressional opposit:ion have come from staff of both the 
full Energy and Commerce Commi1:tee and the Subcommittee on Health. 
In addition, Congressman Dingell's staff indicated that the 
Chairman is considering holding an oversight hea~ing on the matter. 

, 
Other states are closely following TennCare I 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 wer.e 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 ap~)roving the applicat.ion would be severe for the State. 
The provider tax on hospitals is scheduled to expire shortly, and 
the Statc:~ faces a major fiscal crisis without the Federal funding 
levels prc'posed 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- E~ligibility, coverage or provider 
payments, :reducing other state expenditures, or some combination of 
the above. 

In meetin9s to date, State c,fficials have recently expressed a 
willingness to compromise. However, State officials have stated 
that they will explore all political channels in their effort to 
gain apprc,val 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 .3. compromise would be difficult to design, the best 
possible outcome would be an agreement on significant changes that 
would still preserve a TennCar,e 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 ~:eptember 17 deadline. We will keep you informed of our 
progress. 

Attachments 



Background on TennCare Proposal 

On ~rune 17, 1993, Tennessee submitted a proposal for a 
5-year managed care demonstr~tionproject requiring several 
waivers 1:0 Medicaid program requirements. The Department has 
committed to make a decision on Tennessee's ,request by 
September 17, 1993. The Sta'te intends to implement the new 
program. on January 1, 1994. 

o TennCare's intent is to provide health care benefits 
stat:ewide to Medicaid bc~neficiaries, uninsured state 
residents and those who~:;e medical conditions make them 
uninsurable. Enrollmen1: will be capped at 1,775,000, one 
million of whom are current Medicaid eligibles. If the cap 
is reached, those in mandatory Medicaid coverage groups and 
the uninsurables will continue to be enrolled, while the 
currently uninsured group enrollment will be limited. 

o Managed Competition/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 maint€!rtance organizations (HMO) or 
preferred provider organizations (PPO). Initially, 
Tennessee intends to develop a community capitation rate to 
pay plans; thereafter, t,he 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 r,equired 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 
cornpc=te for enrollment based on quality of service. 

A stilndard benefit package will be provided by managed care 
orgahizations. Long ter:m 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 tl:J.e spending target is 
exceE~ded, plans would be required to' pro rate provider 
reimbursement back to thl~ target. 

Community Health Agencies (CHA) will be the geographic unit 
of d€!livery. The 12 CHAs in the State are governed by a 
community-based board. 
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o Cost Sharing: TennCare requires cost-sharing in the form of 
premiums, deductibles, and co-payments based on income.· All 
adults and dhildren with incomes above 100 percent of the 
Fedi3ral poverty level would be required to pay, except those 
in mandatory Medicaid eligibility g~oups. To encourage 
their use, no deductible or copayment will be required for 
preventive services. 

o Budget: Rather than requesting the. regular Federal match 
for Title XIX costs incurred by the. State, Tennessee is 
asking for a commitment from the Federal government to 
cont:ribute in the first year of the demonstration what the 
stat:e estimates the Fedi=ral share would have been under the 
current system ($2.267 billion). The Federal contribution 
in future years would bl3 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 

Q. The 'TennCare proposal wi,ll save the Federal Government money. 
Isn D tit irresponsible to tu,rn it down? 

A. Whether or not there are savings in Tennessee depends on how 
you coun't and where you start counting from. The state I s 
estimates are all for future years and are based on assumptions 
that TennCare will increase more slowly than its conventional 
Medicai.d program. In addition, the Federal "savings" assume very 
high FedE~ral payments to start with; we disagree with the state I s 
assumpt,ions about appropriat,e Federal payments for 1994, and 
believe 1:hey will be lower. 

The statE~ also does not mention that in the past 2 years 
Tennesse~'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 hi.gh 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 averasre increase 1n 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 Ten:nessee but 'in the demands from other states that they be 
treated equally. The Federal budget impact of only one of the 
controver:;ial financial arrangements -- the request that existing 
"charity care" be used in lieu of tax dor'lars as a state 
contribution -- would be somewhere in the vicinity of $13 
billion, or an overall increase in Federal Medicaid costs of 14 
percent. 

We certainly agree with Tennessee that their costs need to be 
brought UI~der control and havle a number of successful 
demonstrat:ions and waivers underway which they can use as models. 

Q: Why caln1t Tennessee claim the value of charity care as part 
of the Sta~te match under TennCare? 

A: In 1993, the state is using revenue from a tax on hospitals 
to fund its state share of Medicaid expenditures. The tax will 
expire in December 1993 if TennCare is approved. As a SUbstitute 
for the lost revenue, the stat:easserts that charity care valued 
at almost $300 millio,n will bE~ provided, in 1994, and that this 
amount is available to the sta!te, as its match. . .... . ' 
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However, charity care is not, state revenue, or even arguably 
revenue that could be availa.ble to the state. Rather charity 
care represents the amount of revenue that hospitals would have 
receivE~d had patients paid their bills. ' It is not cash, but 
rather an accounting device used to portray .the amount to be 
deductE~d from gross hospital charges to calculate net revenue. 

The statl~ may be asserting that charity care is a donation rather 
than a cash payment, but this argument does not withstand 
scrutiny. Under c'ertain 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. Inaeed;"such a mandatory reduction seems the 
antithesis ofa donation. 

Q: If T~nnCare is rejected, the state fac~s a serious fiscal 
crisis. Shouldn't this make you more wiiling 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 preparE~d to work with "the state to address 
their problems, but Federal 1:axpayers should not be held 
responsible for this crisis. 

Q: You have promised us state flexibility under Health Care 
Reform; w,hy aren't you livin<;r up to the promise? 

A: We have promised state flexibility within established 
guidelines, not unlimited ability to do whatever states want. We 
have approved innova·tive waiver proposals in Hawaii, Oregon, and 
other states, and want to foster more such experimentation in the 
future. However, flexibility to decrease. state payments by 
shifting costs to the Federal government ,is not on the list of 
acceptable actions. 

Q: Our PJ!:'oposal moves towards managed competition and resembles 
national health reform. Why aren't you more supportive? 

A: The proposal differs from health reform in some very critical 
ways. For example, under national health,reform states will have 
to meet maintenance of effort requirements. In addition, health 
reform ac}:nowledges the responsibility of' all payors to support 
the costs of graduate medical education. 'We plan to link that 
support 'tel the production of more primary care physicians. 
Tennessee has not adequately protected the teaching programs of 
its medicClll schools; we ,are particularly concerned about 
potential harm to Meharry Medical College, a leading Black 

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

In addition, we do not believe that the "managed competition" 
proposed in this plan could he implement~d'immediately on a 
statewidH basis given the 1mV' penetration of HMOs in Tennessee 
and the JLack of previous Medicaid HMO experience. A phase-in 
period w6uld be much more consistent with our intent nationally. 

Q: Why are you forcing Tenn4~ssee to cut benef its and drop 
beneficialries? 

, 
A: In recent years, TenneSSHe has greatly expanded its Medicaid 
c6verage~" The primary sourCE~ of funds for this expanded coverage 
has come from the unpopular hospital tax ,and the resulting 
Federal match dollars. The ']~ennessee legislature has now 
repealed this tax, and is responsible fo~ developing feasible 
fiscal solutions. We are prE!pared to work with the State to 
develop appropriate and innovative approaches to preserve 
essential health coverage. ' 

Q: It doesn' t sound like you, want Tennes,see to do anything in 
this plan. Is that true? 

A: No. W,~ believe that better control over Medicaid costs is an 
essential element in the long term soluti'on 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 nation~lly in terms of the 
inflation rate in the Federal costs of its Medicaid program. We 
are just its 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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STATE OF TENNESSEE 

DEPARTMENT OF FINANCE AND ADMINISTRATION 
STATE CAPITOL 

NASHVILLE, TENNESSEE 37243·0285 

DAVID L. MANNING 
COMMISSIONER 

September 30, 1993 

Mr. Bruce C. Vladeck 
Admin:,lstrator 
Health Care Financing Administration 
Department of Health and, 

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

Dear l~r. Vladeck: 

Re: TennCare 

We appreciate your continu~d attention to. the 
TennCare proposal and the frank expression of HCFA's, positions 
on 1:he issues that we have been discussing that are raised by 
our proposal. It remains our strong desire to resolve these 
issues in discussions with yoti, so that TennCare can move' 
forward immediately and begin to realize its potential for 
greater ~ccess to 'health care and a II).ore 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 we,ll 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 th.e capitation, the time frame for implementation and the 
enrollment cap, and the terms of proposed conditions that 
would deal with the various issues . 

• Financing -- Our modified proposal reduces the 
size of the program by lowering the maximum number to be 
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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 th~ following: 

-- The maximum number of enrollees will be reduced 
1 , to 1,500,0'00. 

-- Tennessee will accept the HCFA baseline as . 
established by the Regional Office ($2,1Q7,775,OOO 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 fiunds of public facilities used to provide uncompensated 
care, consistent with federal regulations on certification of 
public expenditures~ : 

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

• 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. 

• Public Health Service Grants -- Tennessee accepts 
your proposed condition. 

• State Matching Funds for PHS Grants -- Tennessee 
accepts your pr?posed condition. 

• Adeauacv of Caoitation Tennessee believes the 
capitation presented in our original proposal is adequate and 
is completely consistent with, altho,ugh not as aggressive as, 
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the P['esident's savings assumptions upon which the national 
health care reform proposal is based. We believe that both 
the President's and Tennessee's assumptions are reasonable and 
deserVe HCFA's support. (Attachment 3) 

• Impl~mentation Schedule -- We believe that 
delaying 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, 
foi 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 
stat~d 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 appropriations." (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. 
Althbugh 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 
primi'iry and preventive care, would retain choice for all 

. I 



- 4 -

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. I 

i 
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 ~asily 
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 
resoive 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. 

Sincerely, 

j)~d;( 
David L. Manning 

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

I • 
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·ATTACHMENT 1 

FINANCIAL PROPOSAL 

The principal issue from the commencement of our 

discussions h~s been Tennessee~s financial proposal. HCFA has 

questioned the baseline figures, the State's growth 

projections were Medicaid to continue unchanged, and the 

State's financial cpntribution under the waiver. We believe 

our modified proposal responds to all! of these points. 

First, for purposes of ~he ~aseline~ we would agree 

to a.ccept the HCFA Regional Office estimate of $2,107,775,000 

as th~ federal share of Tennessee Medicaid program expendi-

tures for state fiscal year 1994 (July 1993-June 1994). This 
I 

figure is approximately $160 million less than the figure used 

in the State's original proposal. 

Second, Tennessee is proposing a modification to the 

cap ort the growth of the federal contribution to TennCare over 

the five-year life of the demonstration. The initial proposal 

was to cap the rate of growth at 8.3 percent per year. We are 

willing to. modify this to be consistent with the growth trends 

used j:n the President's health care reform 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 to cap the 

federal contribution to TennCare at either 8.3 percent, or the 

applicable g~owth rate predicted in the President's proposal, 

whichever is lower for the year in question. This means that 
I 
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in the first three years, we are committing to hold the 

federal contribution to a much lower growth rate than the 

Medicaid growth rate predicted in the; President's plan. 

Third, Tennessee has modified its proposal so as to 

satisfy the match rate method of financing that HCFA has 

insisted upon. To accomplish this, it is necessary to reduce 

the maximum number of program participants. The new·cap will 

be 1,500,000 enrollees, rather than 1~715,000 as in the 

origi~al proposal. 

Under the modified proposal~ the total state 

contribution (including local funds) ~ould equal or exceed the 

state's Medicaid share using the FMAP percentage. In this 

connection, we are taking into account all sources of state 

funds that will be available to TennCare. This includes state 

appropriated funds (including those raised from the nursing 

home t.ax) , local governmental funds certified as having been 

expended for TennCare services, other state grant funds 

(except for those used to ~arn PHS matching funds), premiums 

paid by the uninsured enrollees (which the state will 

guararttee to the 'health plans), 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 regulations, which authorize consideratiori of 

public funds as the state's share for FFP purposes where the 
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public funds are certified by the contributing public agency 

as representing expenditures eligible for FFP. Hospital cost 

reports show the charges applicable tp uncompensated care and 

the pbrtion of total charges that uncpmpensated c~re 

repre~ent~. Th~ certification of public hospitals of their 

expenditures for the uninsured provides the basis for FFP. 

The initial determination O:f the certified public 

expenditure amounts has been derived from the most recent 

Joint Annual Reports for hospitals, covering 1992. For 

purposes of ascertaining the proper ~mounts, disproportionate 

share payments have been netted out 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 rate to heaith plans will 

be .in the form of c'ertified expenditures by the public 

hospitals. It is the state's intention to spread the cost 

represented by the certified public expenditures among all 

TennCare providers. 

Under our modified proposal, the federal 

contribution each year will be tied to the increase in the 

capitation rates established for the' health plans. Thus, if 
, 

the weighted average increase in capitation is, as we 

antic:ipate, 5 percent, the federal contribution would increase 

five percent, as would the overall state contribution. If for 

any reason the capitation increases ~Y more than 8.3 percent, , 



- 4 -

or by more than the predicted Medicaid inflation rate included 

in the President's proposal, the federal c6ntribution would 

increase by no more than the lower of these two amounts. 

The.scbedule 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 in place 

for only six months, we are assuming a maximum of 1,300,000 

enrollees. Thereafter, we assume the maximum 1,500,000 

enrollees. To the extent that enrollment 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 pro~iders who deliver care to non-enrolled TennCare 

eligibles and who incur uncompensated costs for catastrophic 

care. We have outlined for you how these 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 addiiional cbsts that are experienced in the 

transi·tion from the current system to TennCare and to provide 

additional protection to providers for non-enrollees. To the 

extent these funds are not expended, we would not seek the 

federal matching share attributable to: them. 

We have also eliminated as funding sources for 

TennCare the previously-identified federal grants as well as 

the state grants that are used to earn matching federal 
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grants. At no time had we sought federal matching funds 

attributable to these sources. Nonetheless, the continued 

identification of these funds as available to the state to , 

fund TennCare was obviously troublesome to some of your staff, 

and we have therefore decided to eliminate them_from all 

consideration. 

We continue .to show on the schedule the charity care 

that will becoritributed to the system by participating 

providers. This is not intended, however, to indicate any 

intention to seek federal matching for thi~ component. 

Our schedules assume a five'percent annual increase 

in TertnCare 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 growth, whichever is less, 
I 

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

to five percent. 

We also include a schedule comparing the results 

under this modified proposal with expected Medicaid 

expenditures had there 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 maximum federal expenditure 
! 

under this proposal). These results are compared with 

estimated expenditures for a coritinue~ Medicaid program 
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starting with the Regional Office baseline and projecting 

growth using the two proposals contained in the President's 

proposal -- the first is the Medicaid baseline proposal artd 

the second assumes implementation of the Reform Program. 

Against either of these assumed scenarios, TennCare shows a 

significant federal savings even if the maximum federal 

expenditures is assumed. If TennCare:s growth experienqe is 

as the state anticipates, the federal savings will be huge. 

These schedules demonstrate that the modified TennCare 

propo~al goes 'far beycind the principl~ of budget neutrality 

applicable to waiver applications. 



IJJ 
I~ 

'I 
a.. 

n:: 
o 
o 
...J 
LL 

-I----
I
lfl 

:E 
o 
n:: 
LL 

N 

~ .. 
N 

~ ~ 

IS) 

(') 

a.. 
w 
co 

Eligibles 

Tenncare-"Cost-

Regular Program (1193-12193) 

Long Term Care. Administration & Medicare 

Reserva Fund 

IGRAND TOTAL EXPENSES 

State Funding 
State Core 
Patient Revenue 
Broad Based Tax 
Certified PubUc Expenditures 
Local Government Appropliatlons 
Other State Appropriations 
Nursing Home Tax 

~.~- .~-

TOTAL STATE FUNDJNG 

Federal Funding 
TItle XIX 

Other Funding 
Chari~ 

GRANO TOTAL FUNDING 

Revised TennCare PropQS8.1 
-,~-~ 

Fiscal Year Fiscal Year ~ Fiscal Year 
1993 - 1994 1994 - 1995 1995 -1996 

',300,OOO~ 1,500,000 1,500,000 

$, • Of37 ,300, 000 $.2,584,500,000 $2,713,500,000 

$1,200,840,400 $0 SO 

$938,$96.000 $985,631,000 $1.033,246.400 

$69.128,750 $66.592.300 $89,880,900 

$3,295.965,150 $3,636,723,300 $3,816.627,200 

$383.049.300 $394 ,540.700 $408.376,900 
$20,858,200 $101 ,082,300 $108,136.400 

$202,176,000 $0 $0 

$248.804.700 $297.971.800 $324.639,700 

$25.000,000 $52.500,000 $55.126.000 
$77 ,969,650 $159,971.000 $184.091,000 

~ - ·$80.300,000 $84,(100,000 ~S88,200.000 

$1,038,157,850 $1,090,066.800 $1,144,569,000 

$2,107.ns,OOo $2,213.163,800 $2 ,323,822,0(10 

$160.032.300 $333.493,700 $348.236,200 

$3.295,965,150 &3.836,723.300 $3,816.627.200 

SeptamO&r 3O,1993-l: 

F6sca1 Year ~ Ascal Year Five Year 
~ 1996 -1991 1997 - 1998 Total 

1,500,000 1,500,000 

$2.848.500,000 $2,991,000,000 $12,204.800,000 

$0 $0 $1 ,200.840.400 

$1.084.992,400 $1.139.325,200 $5.181,891.000 

$73.250.700 $76,927,000 $375.779.550 

$4,006.743.100 $4.207.252,200 $18.963.310.950 

$418,568.200 $431.125,200 $2,033.660.300 

$ 11 1 ,443,200 $117,015.300 $456.535.400 

$0 SO $202.176.000 

$352.994,100 $383,128,900 $1.607,539.200 

$57,881.000 $60,775.000 $.251,261,000 

$168,301 ,000 $172.602,000 $742.934,650 

.-$92,610.000 ~ $97,241,OO() $442,351.000 

$1,201,797.500 $ 1,261,887.400 $5.736,477,560 

$2.440.013,100 $2.562,013,800 $11,646,787,700 

$364,932,500 $383.361,000 $1,580;045,700 

$4.006,743.100 $4.207.252,200 $18,983.310.950 
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Tennessee's Proj8c1lon with No Aalonn 

State 
Federal 

Tenn86S88's Expected Proteclion - Revised TennCara PrGposaJ 

Slate 

Fed.aI 

Ta1nessae'sMaxlmum ProJection - RevIsed Ta1nCara Proposal 

State , 
Federal 

Preskj8ffl'sMedlcBld ProJec1lon with No Reform 
- - Slit. - ~ 

Fed.aI. 

Preslden"s Medicaid Projectlolt with Reform 

Slate 
Feder.1 

Tennessee 

Medicaid ProgramfTennCare· 

Comparison 

Baseline 
RlSICal Year Fiscal Yea, Fiscal Vear RlSICai Yeal 

1993 -1994 1994 - 1995 1995 - 1996 1998 -1997 

$3,145,704,000 $3,677.032.000 $4,314,042,000 $5.077,839,000 

$1,037.929,000 $1,216.081.000 $1,425,748,000 $1.677,084,000 
. $2.101.775,000 $2,460.951,000 $2.688.294.000 $3.400,755.000 

$3,145,704,000 $3.302,989.000 $3,466,138.000 $3.64 1 .545 .000 

$1,031.929,000 $1,069,825.000 $1,144.316,000 $1.20 1,532.000 
$2,107,775,000 $2,213.164,000 $2,323.822.000 $2,440,013,000 

$3.145.704.000 $3,406.197.000 $3,689.561,000 $3,933,012,000 

$1,037,929,000 S1.124,On.000 $1.217,375,000 $1,297,722.000 
$2,107.775,000 $2.282.720,000 $2,47.2,188.000 $2,635.350,000 

$3.145.704,000 $3,630,142,000 $4.102.060.000 $4.579.950,000 

$1.031.929.000 $1.197.770.000 $1,353.480.000 $1,511,160,000 

$2.107.775.000 $.2,432,372,000 $2,748.560,000 $3,068,790.000 

$3.145.704.000 $3.e30.142,000 $4,025,821.000 $4,291.532.000 

$1.037,929.000 . $1.197,770.000 $1,3.28.326.000 $1,415.996,000 
$2,107,775,(l00 $2,43.2,372.000 $2,697.501.00(f $2,875.536,000 

--~; .. 

September 30,1993 

FilealVear five Year 
1997 - 1998 ToI8l 

55.993,751,000 $22.208,388,000 

$1,978,412,000 $7,335.254.000 

$4.015.339,000 $14,813,114,000 

$3,823,622,000 $17,381.998,000 

'1.281,608,000 $5,735,210,000 

'2.562.014,000 $11.646,788.000 

$4,145,458,000 $18,320,692,000 

$1.367,199,000 $6,044,902,000 

$2,177.659.000 $12.275.690.000 

55.102,084.000 $20,559,920.000 

$1,883,432,000 $6.783.771.000 

$3,418.632.000 $13,776.149.000 

$4,523,275,000 $19.616,460.000 

$1,492.460,000 $6,412,461.000 

$3,000,816,000 $13,143,999,000 



ATTACHMENT 2 

ENROLLMENT CAPS 

HCFA has raised questions concerning the enrollment 

cap and its fairness since the TennCa~e program proposes no 

incom~ limit for enrollment. HCFA's expressed concern was 

that, if the enrollment cap were reached, low income 

individuals could be excluded from the program as well as 

those who would have qualified under the Medicaid program. 

After careful consideration:of HCFA's concern on , 

enrollment, Tennessee agrees that there could be a potential 

proble"m wi threspect to low 'income individuals. To alleviate 

HCFA's concerns, Tennessee proposes to initiate a carefully 
I 

designed monitoring system that will continuously monitor 

enrollment. Tennessee believes that the process described 

will assure equity in the enrollment process. 

Tennessee will continuously:monitor the total number 

of individuals enrolled in the TennCare Program. As Tennessee 

reaches the point where total enrollment is 85% of the maximum 

enrollment (target) in any given year" an enrollment priority 
, 

system will automatically be implemented. This process will 

assure that equity wili exist in the enrollment process. 

When total enrollment reaches 85% of the target, the 

following system of priority will be e~tablished: 

I , ' 



Band Taraet Enrollment 

1- 85% to 90% of target' Medicaid/Uninsurable 
and 200% of poverty 
or below 

2. 90% to,95% of target Medicaid/Uninsurable 
and 150% of poverty 
or below --

3. 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 

for that band will be allowed to enroll based on date of 

application until the enrollment percentage reaches the next 

band. 

Persons who are Medicaid eligible or uninsurable may 

enroll at any time without regard to any enrollment 

limitation. 
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. 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 payments to 

hospitals and second in the nation in payments to physicians. 

Since 1987, Tennessee payments have continued to keep pace 

with inflationary increases in the health care marketplace. 

Thus, it is reasonable to assume that Tennessee is 
i . 
I 

sufficiently reimbursing providers for services rendered under 

the Medicaid program. 

The $1,641 TennCare capita~ion rate was developed by 

utilizing the actual average cost·for the Medicaid program on 

a per capita basis for services included in TennCare for the 

. calE3ndar year ending December 1992 trended forward to January 

1994 by an index of 5.5 percent each year. These rates 

exclude MDSA payments to hospitals. HCFA has not argued the 

adequacy of the $1,641 but has suggested that the TennCare 

method of paying the rate results in an inadequate capitation 

payment. HCFA proposes that Tennessee cash payments to 

Managed Care Organizations (MCO's) should be 95 percent of 
, 

what Medicaid would have paid for the 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-se~vice costs. Experience 

has shown that nationally most capitation plans can 

conse~vatively save 15 percent of what would otherwise have 

been E!xpended. The weighted average cash payments to MCO' s 

under TennCare will be $1,306 in the ~irst year (approximately 

$28 comes from local government funds and $48 from copayments 

and d~ductibles required to be collected by the MCO's; the 

balance is paid by the state). A rednction of 15 percent 
I 

I 
applied to the $1,641 capitation would result in an average 

cash 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) 
I 

is more than made up by the fact of payment for those 

uninsured who had previously been cared for on a charity 

basis. Another way of viewing this is that the difference is 

more than made up 'by the expenditures \Of public hospitals made 

for care that is othe!='wise uncompensated. 

Moreover, external data confirm the adequacy of the 

rate even if only the cash portion is jconsidered.· According 
I 

to the Tennessee Managed Care Magazine, the average capitation 

rate for HMO employer plans in Tennessee is $1,300 per year. 

This ai;Jain compares closely with the average cash received by 

MCO's under TennCare of $1,306 .. In Ar'izona, where outside 

studies have confirmed the high quality of the program 

compared to fee-for-service programs, the average annual 
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capitation across categorical programs for FFY 1994 is $1,525 

per year. Given the higher cost of living and health care in 

Arizona, and the inciusion in TennCare of a substantial number 

of uninsured whose health care needs as a group are consider-
, , 

ably less extensive than the Medicaid eligible population, the 

TennCare capitation, even if only th~ cash portion is 

considered, is valid. 

The savings from the combination of managed 

.competition and managed care that are built into the TennCare 

capit~tion (if only the cash portion 1s considered) mirror. the 

savinqs contemplated in the President:' s plan, upon implementa

tion of similar policies nationwide. 'We are confident that

the savings implicit in TennCare (which is another way of 

measu~ing the charity care ~ontribution), like the savings 

that underlie the President's plan, c~n and will be achieved. 

Many responsible organizations have advised the 
, , 

State of their intention to participate in TennCare on the 

basis of the capitation rates that have been announced. Given 

the iiltention in TennCare to rely much more on market forces 

to rationalize the pricing aspects of the system, the willing-

ness of responsible entities to participate on the announced 
I 
I 

terms is a strong endorsement of the capitation rates. 

For these reasons, we believe that the capitation 

rates that have been announced are reasonable arid fear that 
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effort to increase the rate at the ou'tset could undermine 

important components of the TennCare project.> 

, > , 



ATTACHMENT 4 

IMPLEMENTATION DATE 

HCFA suggests that the impiementation process to 

move all Medicaid recipients into managed care by January 1, 

1994, will lead to confusion of Medicaid recipients and 

provid~rs and therefore should be delayed so that ample time 

to test the modified system"and to educate these groups would 

be available. 

Tennessee has worked aggre~sively with advocacy 

groups as well as provider groups and Medicaid recipients to 
i 

assure that they are aware of the major reforms to be imple-

mented in Tennessee's health care system. This process has 

been accomplished through many months of informational 

meetings with provider groups and patient advocates. In 

addition, brochures have been mailed fto'Medicaid recipients 

explaining TennCare and toll-free l,iries have been set up to 
, , 

answer any questions that recipients ,have. The response to 

,this has 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 beginning of November. 

Tennessee expects that any :transition of, this 

magni'tude will result in some confusi'on and problems. 

However, Tennessee believes that delaying implementation of 

TennCare at this time, at least for the Medicaid population, 



- 2 -

would provide only marginal value in easing implementation, 

and ~ould not be worth the loss of momentum and the additional 

disruption that would likely result from del~y. 

In this connection, we note that we are not requir-
! 

i 
ing that plans implement a full primary care case management 

system at the outset (although we do:not preclude a plan from 

doing so ). The initial plans wi'll most likely be on the PPO 

model (Blue Cross Blue Shield will offer such a plan) in which 

all ~roviders will be free to participate. The most 

significant potential dislocations (such as redirecting 

patients from emergency rooms to primary caie providers) will 

occur whenever the plan is implemented. Because of all the 

work that has already been done, andjbecause of the strong and 

active support and involvement of the advocacy community, we 
, i 

feel confident that TennCare will be:successfully launched in 

Janu~ry without serious disruption (although we fully recog-

nize that there will be many problems whenever the change is 

made) . 

Particularly given the adverse fiscal implications 

of d~laying the start-up, and the need in such an eventuality 

to maintain the services tax on hospitals and possibly to 

reduce optional services, the balance of considerations favors 

,impl~mentation in January. 

On the other hand, we have: always 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 right to participate. In 

anticipation of the gradual enrollment of the uninsured, we 
, 

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

month~ of TennCare. 
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LAW OFFICES 

BOULT,·CUMMINGS, CONNERS & BERRY 

Thomas Lewis Nelson 

(615) 252-2344 

VIA EXPRESS MAIL 

414 UNION STREET. SUITE 1600 

POST OFFICE BOX 198062 

NASHVILLE, TENNESSEE 37219 

October 14, 1993 

The Honorable Carol Hampton Rasco 
Assistant to the President for Domestic Policy 
The White House 
Washington, D. C. 20500 

Dear Ms. Rasco: 

FACSIMII .. E (615) 252·2380 

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 unwittingly undermine 
the President's efforts to reform the nation's healthcare system. 

Undf:rthe proposed American Health Security Act, states would continue to be 
responsible for sharing in the cost of furnishing medical a~sistance to those who would 
otherwise bt: 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 TemtCare, there is litt1~ question what the result would 
be. Other .states wo~14 take sim!larly aggressive measures to swap state funding for federal 
funding, exacerbating 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 a significant number of providers would participat~ 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 

83913rTLN 
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The Honorable Carol Hampton Rasco 
October 14, 1993 
Page 2 

revenue shifting, or' some combination of both. Simply stated, 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 funding its Medicaid program 
adequately. 

Our clients wish the President success in his reform efforts and would be happy to 
help in any way they can. ' 

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

TLN/cmr 

83913ffLN 
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Very truly yours, 

·fk.·~iJm 
, Thomas Lewis Nelson 
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'Tennessee Medical Association 
2301 21ST AVENUE SOU,TH. PO BOX 120909 
NASHVILLE. TENNESSEE 37212-0909 

< PHONE (615)385-2100· FAX (615)383-5918 

october 13, 1993 

Bruce Vlatdeck, Ph. D., Administrator 
Health Care Finance Administration 
200 Independence Avenue SW 
Washingtcm, DC 20201 

<Dear Dr. Vladeck: 

PRESIDENT.ELECT 
Vugil H. Crowder. Jt. M.D. 

Lawrenceburg 

SECRETARY·TREASURER 
HaYs Mitchell. M.D. 

McDonald 

OUEF I!XECUI1VE OfHCER 
L. Hadley Williams 

Nashville 

EXECUTIVE DIRECTOR 
Donald H. Alexander 

<Nashville 

'The TMA c:annot advise its members about participating in <TennCare 
or sigriiJ'lgany TennCare <contracts. We: would never contemplate 
collective economic action by our membership. However, we continue 
to < be afraid that large numbers of physicians will refuse to 

<participalte 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 niUnbers of providers 
and< .further claim' no significant defections from Blue Cross' 
TennesseE~ Provider Network (TPN). We: < fear < that the' numbers 
provided by the state and Blue Cross are. extremely soft. 

TMA wishE!s to point out that physi'cianswho< do not wish to remain 
in the<Tl?N may delay their decisions until November 1, 1993" by 
simply ell:ercising the 60-day < notice for cancellation as contained 
in the o:riginal contracts. From' a business standpoint, 'waiting 
until thiit date would appear to be the most 'prudent course of 

«action. !Crucial information such as actual rates, withhold amounts 
and payme,nt schedules, and other critical details, .such as whether 
or not federal approval would be granted, would < dictate <that 
physicians delay this important decision. Why could they be 
expected' to prematurely cut themselves off from this.significant 
segment of the commercial market? If mass defections occur, we 
again insist that such .will be much closer . to,the November 1 
deadline. < . 

As to other MCOs, we questi()n 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 
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John W. Lamb. M.D. 
Nashville 

Michael A McAdoo, M.D. 
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Thurman L. Pedigo, M.D. 
McMinnville 

Barrett E Rosen .. M.D. 
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Charles T. Womack. III, M.D. 
Cookeville 

Phillip E. Wri!Jh!. II, M.D. 
< Memphis 



" 

Vladeck letter, 
Pa~e 2 

, exploratcJry stage,s' and continue to linger merely as a means of 
keeping, their options open. Again, due to the harsh terms imposed 
pn providers .due to 'low capita:tion rates, it is doubtful that, they' 
will be i:t.ble to forin adequate networks. 

TMA con1dnues to hear rumblings from, its membership ,- that 
physicians in certain areas are refusing to agree to the Blues' and 
others'C::ontractualterms. The Jackson Clinic, the st.ate's'largest 
grouJ;> pr.actice, has announced that they' will not accept the TPN 
amendment.s. Please'refer also to the Chattanooga Times article 
noting that of 250 Chattanooga area physicians surveyed, only '17% 
will part.icipate in TennCare. '. :' ' 

The ,TMA, staff stands ready to provide additional information to 
HCFAas it ,becomes aVc;lilable. And we appreciate the opportunity to 
do so' •. 

Sincerely, 

{!l~ ~. tO~ #!.p. 
Charles lq. White~' M. D .. 
President 

EnclosUlrt~s 
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October 11, 1993 

The Honorable Carol HamptOn Rasco 
Assistant to the President for Domestic Policy 
The White House 
Washington, DC 20500. 

Dear Ms. R3.SI;;o: 

PRESIDENT 
Charles W. White. M.D. 

Lexington 

PRESIDENT-ELECT 
Virgil H. Crowder. Jr .• M.D. 

Lawrenceburg 

---·~--SECRETARY.TREASlJRER 
Hays MitcheU. M.D. 

McDonald 

QUEF EXEctmVE omCER 
L Hadley Wdliams 

Nashville 

EXEctmVE DIRECTOR 
Donald H. Alexander 

Nashville 

. 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) . simplly have not provided doctors with enough information for them to make an 
intelligent deci.sion 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 I)art of .the plan that they choose or that the state chooses for. them. 

"I ." " • 

We believe that these fears are justified. 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 in 
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 anyone plan? 
The TMA shares these patients' worries. . 

Why are doctors so reticent about TennCareparticipation? 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 MCOs have yet to see the second draft 
of the contract between the state and prospective TennCare carriers, despite the administration's 
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promise that the contract would be available s~ weeks ago. This contract is crucial because it 
may alter silgl'lificantly some of the terms of the MCO contracts physicians are now being asked 
to~. ' 

PhysiciansstiU do not know how much they will be paid for their services~ Obviously, this a 
crucial piece of information. While Blue Cross/Blue Shield (BC/BS) has provided a sample fee 
scheq.ule, there is still no information about what the terms of the ·withhold· will be. The 
withhold amount is the key, to determining whether there is adequate cash flow in a medical 
practice to cover oyerhead costs. . : 

I' 
I'· 

Based upon the scant information available, it appears thai 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 incom(~, rural, and inner City areas may not be able to keep their doors open. In tum, 
the impact of ridiculously low TennCare payments will make it practically impossible to recruit 
physicians to practice in underserved areas. ' 

~ , ' 

Physicians' also have objected to the heavy handed 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 
amendment. .. 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 abo~t 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 rec:lSOns, 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 6O-day notice for cancellation. If this happens, the 
recent round of frantic phone calls will seem inconsequential compared to the chaos that will 

, ~' . 
ensue. 

This confusion is regrettable not only because it could have been avoided, but also because it 
will only intensify if TennCare is implemented on lanuary 1, 1994. Physicians are convinced 
that this confusion will pose a serious threat to their patients~ Even President Clinton's health 
care reform pa,ckage recognizes the need for 3: phased-:-in'~sitionperiod. 

Fair or not, we also are concerned that TennCare will be con~idered 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'Tt:mnCare's success or failure. Without major modifications, including a phased-in 
implementation, a prObation on the transfer, of all financial risks. to hospitals and physicians, and 
adequate pniVider reimbqrsement, TennCare is at worst doomed to fail and at beSt is faced with 
a protracu:d and difficult transition with its reCipients' health care at stake. 

Like Govemi()r McWherter, Vie realize the need for fundamental heal~ ;reform,' both in Medicaid 
and.at thena,tionalleveL W~stand -ready to work with HCFA, the McWherter administration, 

" and the Te~nn~ Gener3.I ~sembly to develop a viable TennCare plan. " , . 
:. • I' - ' 

. . ' 

Thank you filr your consideration. 

SinCerely,:: , 

"{!4~;l!,IJM /lit; . 
. Charles W,.'Nhite, M.D . 

. ' President;' . 

CwW/js. 
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F elVwillihg 
to operate 
llnder plan' 
By IfJam Sohn 
lhhCIlfl"e(~ol"'''), 

<Nearly halrthc physicians illlhc 
Challallooga area say Lhey will noL 
J,articipalc in lhestate's new 
health plan (or the poor. Anolher 
lhit<d is "ndecided. 
, Among more Lhan 250 local doc

tors surveyed in tlte pnst monUl, 
only 17 perccnL said Lhey would 

. puLa pen Lo the slalc's dolled line. 
Since doctors have to parHci

,tale ror Ulcp~an Lo work, lhe high 
number Or'~llOS" could ::'Ilcll rcal 
trouble ror Gov. Ned McWherter's 
"roposcd state hcnllh rdorm. It 
could. also mean real confusion in 
the lu::allh·care marKcl, since re
fusalto t"kc TellnCarc amoullls Lo 
droPlling Illue' Cross' plan Ulal 
c:ovcrs teachers and, other slate 
cmlft1oyecs: 

"I r¢ad Lhe TenuCiJre contract 
sent by Blue Cross and only a luna
lie would sign it." s:ays Chattanoo
ga neurologist Sharon Farber. 

"<~'or 'instance. under the con
lrad. you couldn't refuse to see 
patienL')," Dr. Farber says. "Well, 
)'OU cal\~L rcally see enough 
'f(!lwCare patients under lItC cur
renL p:otymenl schedule to actually 
pay your orriee slarr and kcep your 
officc OPen. But you can't refusc Lo 
sec them and there 8rc only :so 
many hours In a day. So they CQuid 
kc~p you from sceing youI' other 
patienL";" 

But<l\1anny Martins. director of 
I.h(! slalc's UurC3U of l\1edicilid, 
s<lys he thinks doctors will change 
their minds when the sllltc's 
TcnnCnre plan gel" tile go-ahead 

< from thc fcderal tt}V(;PllllCnt. 

"I think a uuml)cr of physicians 
arc waiting lo see if the waiver is 
approved 'or noL If the wlliv'cr i~ 
ilpp'rovcd, I think lhal number ot 

• T ennCare confusion was ex
pected, McWhorter says. A3 < 

• What Chattanooga doctors say 
about TennCare. AJ < 

• Just how will payments under 
T ennCare be split? A3 

110S would probably be diITcrcnL 
So, I don't antic! pale that tQ bea 

Please see Doctors, A3 
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........ 

. ·Doctors·. 

'. 7cai rcfiectlon or what the. situa
:;~n I"' .. · 

· . l;IIIC ~ro~' Glen W .. tson, ~enior' 
~'j~e Iln:~idcnt of marketing and 
'l'rl~lati\·e. aIT;,irs, agrees. And he 
;:8\'1 of DIII~ Cross' 7,000 pliysi
~;~r.~ ~:"l~wide in the T"nne~~ee 
L'r(""cicr ,.;ct-,·orl<. fewer than'100 
:"86 canceled their contracts a~ (If 
~',,,nd.y, , 

\\. sL'on U)'$ the In~urance e(lm~ 
~~\:J.~,i~· \t'i11 bring to the !:)'stem the 
·~,·n~i'('d-ean! concept th.t should 
:~:::.;II in le"~xpensh'e health 

:. c'. io: the ,"oor. He ,a)" in the 
:: f,,·c vcars, health-care costs in 
:,. TI'N 'network Tose about 5 per· 

:;i:; y.hile eMts in the Medicaid 
· :o',:~am bave riseD 22 percent. 

'jll:: An:lrew McGilL director of 
"., :h.t"~nooga and' Hamilton 
· "~',~7J' ~lcdle~1 Society. thinlai the 

· '.;:;!~ :n3:' be o\'erly optimistic. He 
· .;I:l:·~ doctors will ani)' sign up to 
.. ".: h.nnCare If the federal gov
·:To:.,..:;!t forces exten~ive cbanges 

. :, :. ... ~·I1I;.n. 
:';c~.;JI ~;I,.V~ ehanGes doctors 

.tlill~ like to see include gelling 
· 'iQ of TI'.nnCare'5 lic: to the state 
t:ml"loye~ health plan. CurrenUy, 
Slue Cross is telling pb)-slchms.: 
"'ho are lIndereontrllct.to tho: Ten

'IlH5Co:! Pr(lvider Nctu·ork. that 
~;I!Y mu~1 .:lCC(!pt TcnnCare or 10$e 
~~.eir "r~(eTTed provider" wtllS 
'..0 Icadlen and other d.ate em· 
jlioyees. 

Another change McGill uys doc
!.Qrs wBnt to ~ee is bet1er pay· 
rntnl.<, or atiell$t a guar;,nlee that 
tt,c:y'JI receive full payment for all 
:.hr ~ervice' they "",,,ide 10 II 

rennCare. patienl 
Curn:nlly, the stale plan' to al· 

· l()w in~urers to .. ·Ithl>old part of 
~t paymcnts - p.:rh3ps a. much 
as 40 l'e.r<:ent - to ensu~ the pro
gram dcot"$n't run Ollt of-money. 

The '~Ie.'~ contr;lct for Insure", 
. r.aj's L'le po(,UPS arC to di\,\'Y up the 
",ilhholdjn~~ at the c.nd of:\ fiscal 

DIAGNOSIS 
Phy*1aos take 

pulse or health reform 

Dei yoU axpeci TeMtarewiUmean 
mora pallenb for yOu, fewer" .. 
patients for you or mIIka no 
dlflerenca In your practice? . 

• Mo;e patients 
... '.' .... , .... 1-· 

Fewer p!l\ients 
Wi • 20%. 
Make no dllfer8nce 

10 ••• 1111 ••• 1-.41% 
.: 

.. 00 youthj~k TeMCare Will maan. 
better ureJoryour patienl£,·:·, 
worse eare' fOr your patients or',' 
make no dlnereRC1l In patient 
c;ara1·· .. :"" ;C':.·. . 

Better care 
1.2% . 
Wone CIIre 
l'ilIII.II~IIII"lIaiO!laI 75% 

. Millie no difference;·::" 
'_23% 

-c·~~~/TJ'Ie~'~ 

period for unp;lid bills. But the 
contract d~n't guarantee pay
ment and the insllren; are not roe
~ponsible for blll$ remaininG un
paid once the ~lJocalioll " gorie. 
Doctors and hospilals S3Y that 
lea\'es them \l'ith all the financial 
risk. 

"Ir the "':lIver comes back \/.-jth 
.ome modifications that make It 
more ;lcceptable and 1lI0re work· 
able, thai c<,uld tum II ;lround," 
S8)'S McGill "But am I Confident of 
th~t happtnlnJ;:! No. At this point. 
if .nothing extreme. changes, I 
think th~t 411 percent of doctorS 
sayinK they won't p~rticipate will 
just /:et higher." ' 

P.04 
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. - .. lO\..,f)ohnI1h(tC;.hftIl~()fXN* ' .. n~r. 

Dr. Iris Snider, a lJediatrlclan in,Att)eos. Teon., gets 
a hug as ~he trll)ats Hcather and Haley Hughes. 

When the girls' father waa a boy, he waG also treat
e~ by Dr. Snider. 

Doctor fears 'my kids' will pay 
a high price under TennCare 
By P;;m Sohn 
1I".f:"""~ r""". ' 

ATHr::NS. Tenn. -Pt:diatrid;lIl 
Iris Snider is IlOw dQctoring'u sec
ond generation of <:hild rell. 

Some 16 years ClgO, when she be
IFill her praclic~ in McMinn Coun
ty's Irlr~cst sl1lCllllown. she lrealed 
the (alher or lwins Heather and' 
Haley Hughes. Lnst w(:ek, Ute lod
dlers ~mimcd into her omcc for a 
cqrc, 

gilt as OilC of five pediatrici:Hls 
treating children. in the live rural 
counties north' or Hamlllon and 

. Umdley. Dr.' Snider says she: (t:<Jrs 
a coming 30 percent cuL in the care 
aVlIil.ublc to "my kids." 

The cuts she says she's talking 
:Jboul arc called reform by slale 
officials. That reform - TcnnC<JfO 
- will repiace Medicaid and ex~ 
lend slale-insured care to as nwny 
as 750;000 Ulilnsurcd 1'cllIicsseans 
if the federal government U\.!
proves the slate's plnn. 

in Athens and olher ru;;;ol ;1rcClS. 

'th:,L mr;ans a lot of p(:opk. Chil
dn!1l underage 1 arc eligible for 
,Medicaid if their lHlrCHlS' income 

is less lhan I6!> percent oflhc: pov
erly level. so infants in families 
wilh all illcome of about $20,000 il 
year arc covered by Medicaid if 
the family hilS 110 other insurance. 

Certainly, nodoclor frowlls 011 

the prospect of more accessible 
h~allh care for the sl:lle's ullem
ployed and workin!! poor. But Dr. 
Snidcr ;md inany of her colleagues 
say TcnnCarc, as it's now struc
Lured. won't provide beller C'.lfC. 

Halher, sa,Ys Dr. Sllider, what 

Please see TennCaro. A3 



TennCare 
Continued IromA 1 

TaulCare lJ\oaUy will provide: \$ ... 
aato('wh.at hal bee/\ IUed tor Mtd· 
lui" 1Il4.l11e)" to • DeW set 0( mId· 
cllclllen III tbe chlri~are bust
-. ThOlifl Dew Jl)iddlcmen ;are 
lrwi~. 

Rallkling at U\C imllge or money
pbbing dodo", Wqrrle<l' abo,\ut 
losing inc:ome, 0" Snider In'~:ld 
~CIW!S lauren: of ".meW ng 
lIIOIIey" in the care or IS percent o( 
the Nte', fIOPulatlon lh:l\ they've 
Rever 1x:fo~ belln able to cash In 
eo.. 
; "Thili is 41110 Gf the biggest IlI"a
:..utles of the pro!;ram/, lil\.e lia)'5, 
,"to ,., 10 or 15 or 2S percent off 
tbe 1.0, to an ilUuraoce company 
,to manage this. These illsunllK'o 
cOIl'pal1ies are not in'lbis out or 
the coodnesa of their heart. Tlwl, 
·.re ill bere for one reallOn - to 
II'Ilk,e motley, If the, were going to . 
lose ,molley on this plan, o.'4IIY 
,wollldo't be: .dyert1stng on TV tell-
. int people to pil:k their .,llIn," 
: Dr. SlIlder, with IOmG 60 perclml 
. 'oC b« nlral palients covcn:d by 
'1f4iidlcald, octel'll thl. t!lCampte or 
·.,blll she thhtlls the middlemen 
'"In meaD to her office; 

A \'Isltlo Dr, Snider; lI1te Ih~lSe 
t.o IIIOSt Tenaasee pediatricians, . 
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b billed bdwocn $3' and $40. 
Medicaid paya $21, .enl dlreetly 
(rom the. alate to her office. Two 
would-be TennC .. re In:oun::rs wanl 
to work with o{. Snid~r, One rna)' 
pay only $l2 and the other$18. 

She sap Blue Cross' $tllled ralo 
for an omee visit Is $23.06, but 5ho 
believes that an.et administrative 
fees and "withhold'" thaI rate 
c:Ould 00 cut to $l2. Heritage Na
lional has offe.-ed to pay 1100111 $24. 
which ·she bollcyes will beCOme 
$18. 

Tho wlthhold5 provide a kind or 
IIiSUflln~., for tho hisurers, llIue 

·emu will not inilially pay its 1\111 
, &lBted rate. Depending 011 how th'.' 
"fennCare monel' has lleld out. Ih e 
Tennene cOfItract even allows In
sUren to collect retunds from doe
tors and hospitals Ie the Insun::r 
d~ldt.l they've been overpaid. 

"I can't keep my omte open on 
$18 an ofllce tall," says Dr, Snider. 
"Pedl~tlie om~, be:uuse of tho 
number of kids 'We lice in tho 
eOUnt of. daY, ate "'ory labor-In
tcnslvc. We' Itll¥(: a nun;o per doc
tor lind I front omce 'employoe per 
doctor OR avera~e. And a lot of liS 
"live .. lab. Our lab5 anm'( money· 
make", •• a they an: (or h06pitals, 
Thtl)' are a convenience." . 

Actuaily. thelaba ar" more than 
a conyenlence. 'Tho in·omt'<> lab 
kee,,~ children wilh wlnler 104 fe
ven from h.vl", 10 be rc:dra3ed 

and laken to • hospital for Illb 
work, then carried back 10 Ule doe
tor's OmC03an hour later Cor the reo 
port Ilndprucription. And, says 
Ur. Snldet, molil pedilltricia'ns'lab 
c:hat}l!do are abollt hal( thOle or It 
hospital lab. 

"So we're also s.ving money for 
the paUellL" ' 

Still. aha up, ovemead In most 
pediatricians' offices run, $24 to 
$27 a vislL With In $US payment; 
each TentiCare child'. visit would' 
mr,an • $.6 or $9101$ (or Ihe alTIce . 

A/1d she Sltys hcr omce is Juot 
on" of manv that will bo affecled, 

JU akdchy details beean to 
cmctse Mbaut Tl:nnCan: pay.ratcs, 
Dr. SnIder and Iler colleagues in 
the 'rennell:!ee 1~I'"tric Society 
IIUl'Yeyed FUrlll pcdlatric:iano. 

Their ef(brt found th.t 55 pere(',nt 
to tstJ percent of tho$e d.oc:tOI'll' ...... 
ticnllr all!lMedic.id patients. 

"So wbat a~ we going to do?" 
alks Dr. SlIlder ... I can dOIle my 
office and go to wort( in .n emer
gency room and make more than I 

. do IIOW, but where are my kids 
~ipg to co? I think we"re looking . 
real hard It not playill" But f'¥e 
cot 00 percent of my kids out there 
that l'¥e raised. Whitt am J eoing 10 
do wltll them! Am I £oll.g lo tell 
them to die! 

"This Is,,'t II m"lIer of fin.ncCT. 
for. lot tJf us. U's • matter of our 
abllglluon to the community:' slle 
'")3. -Don't they (stato officials, 
_"OW Uu.t they're ,"elually coinl; to 
take eare aWQ from these kids'" 

P.02 
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-'~------'-'-""""';"'--~-------------.;..---...:.----
-What some areadQctors are saying about TennCare 

~ . . 

'" don't thin~ TennCar,e has enough 
money behind it. TennCare is going 
to be a real foulup.But I will partici
pate in it." 

Dr. Joseph Zuckerman, 
pedletrtclan 

"I definitely do thin~ doctors sa):ing 
they will not participatel in T ennCare 
is a serious threat. I've,been talking to 
an acquaintance who's a family prac
titioner 6nd he says th\1lamount ' 
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. I think the 
governor must figure the threat of los- ' 
ing those TPN patients (state employ
ees) from Blue Cross is going to drive 
doctors into taking Tenl'lCare pa· 
tients. But I think he's wrong." 

Dr. MlcNlal Kor;anovltch, 
pathologh;t' 

"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 I've heard have just really 
wacky limitations Otllhe money, That 
wO\Jld mean the people would get no 
care, in essence. 

"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 ' 
heallh-care-related problems be· 

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

'with healthy people and they budget 
very little money {or the actu.al care," 

Dr. ,Sharon Farber, neurologist 

''This is a very underfunded system 
and there's a 10\ of education that 
needs .to take place before this sys- • 
tern can work, lv1y position is to wait 
and see if they get the waiver and if, 
there are more details about 
TennCare, Then you can really make 
an intelligent decision. " . 

"But right now we think it's not a fair' 
system and it's being implemented in ' 
a very haphazard manner..There's a 
Jan.· 1 slart-up date for it and patients 

, are calling and asking what plan are 
you on and we have not even galien 
any information from anybody, That 
doesn't give you a very confident or 
good feeling about it." 

Dr. Lonnie Boaz III, 
gutroenlerologiGt . 

"T ennCa,e is underfunded and that's 
why it means worse care. I couldn't 
get 60 patients in there a day to make 
my overhead, I don't see how any
body can see 60 patien::.; a dCiY and 
gillegood Quality care, It just doesn't 
seem possible. You're go:ng to not 
'ask, e question or not look at some
thing."" 
, "It means a lot of doctor olfices 

prObably will close. You can't operate 
on lass money while everything else 
continues to 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 employees. so 
bene:1ts are going to go up. I don't 
think they've thought it through. 

"Bull will play in TennCare. lhave 
no choice, I'm a minority physician 
and I already see a lot of Medicaid 
patients because in Chattanooga 3 
lot of minorities are on Medicaid and 
if you don't see them, it's like you're 
turning your back on the people you 
wen: to school to help." 

Or. Cl1sseU Jordan, pediatrician 

"A lot of people are thinkinq abOul 
just dropping TPN (the state employ
ee plan tied to TennCare). See. Blue 
Cross has a lot of different plans and 
TPN is iust one of them. 

"Doctors baSically are slow to an· 
ger . , . but when things get to this 
point, that's when doctors slart see· 
ing commonality. They would have 
ionored the TennCare situation com· 
pletely. It would have been an aca
demic issue. But when Blue Cross 

·said. 'We're going to get these pa· 
tienls and every one of you ( doctor::;) 
is goin\} to take these patients, that's 
revolullonary," 

Dr, Henry Ffllncls, obs.tetrfclan 

r---------------~---------

Just how will paYlTICnts 
under TcnnCare be split? 

Under TcnnCilrt:, Insuronce 
group' ",[II get a sct amount (.f 

, money from Ihe stale to pay for' 
R I'ati"nt'~ care -'- roughly 
$qoo a rcar p<!, l'~tiCI1I. orr 
tho t0l', insurers' will t~k(: their 
"odministrative tosl" 

State officl3is have "ut n~ 
, minimum~ Qr m;>.)(imum& on 
that co~t ~lId the $t"tc's Dircc· 
lororthe Bllrer<u <>rllledicaid 
MAnny Martins, iay;; the slate' 
wants to ~t~y otlt ort! .. :; rccs and 
charges d"h~tc. leUI nl! the rna ('
ketptaee make Ih(",~ d'clcrmi. 
natiol\s. . 
, The k", and raleS may ,,~'). 
lHnoHg ln~ur(".rs und, liJ;.c many 
olher d;,I&II. oCT~"nC.no. 

, ~n:n" y£l doOnite, lJ()ct(!rs nnd 

I}()SpltAls say thEY have nat yet 
been told "nd the largest insur· 
er, Dlue Cras$, hasll', flnRlizcd 
det"H., 

One bcnch mark b 
TennCarc', model pro",""m, the 
Tenne6see rrollidcr Network. 
which tOVers ~tate c;"ployee3, 
Rlue Cross manaJ;cs thaI plhn 
~lId dlktl!CS an Rdmini~ltati\le 
f(;(. of 10 p~rccnL 

With the rem ... lnine mon~y. 
Insurcrswillll~yd()ctQr~ after 
Ihey "wilhhol"" S<lIn!! amOlln! 
f<>r a rainydoy - wh,,(1 morc, 
I'Dti"n~ nted more Care than 
there IS money. The ....... llllhold .. 
fi~urc thrown QUI by Ih~ ~1~lc 
In carly'monti!! MTennCa!'t' 
dl~cu:ssion was 4Q percent' 
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