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December 4, 2018

The Honorable Randy McNally
Speaker of the Senate
The Honorable Beth Harwell
Speaker of the House of Representatives
The Honorable Mike Bell, Chair
Senate Committee on Government Operations
The Honorable Jeremy Faison, Chair
House Committee on Government Operations
and
Members of the General Assembly
State Capitol
Nashville, Tennessee 37243
and
Dr. Wendy Long, Deputy Commissioner
Division of TennCare
310 Great Circle Road
Nashville, Tennessee 37243

Ladies and Gentlemen:

We have conducted a performance audit of selected programs and activities of the Division of
TennCare, including the TennCare Pharmacy Advisory Committee, for the period August 1, 2014,
through September 30, 2018. This audit was conducted pursuant to the requirements of the Tennessee
Governmental Entity Review Law, Section 4-29-111, Tennessee Code Annotated.

Our audit disclosed certain findings, which are detailed in the Audit Conclusions section of this
report. Management of the division has responded to the audit findings; we have included the responses
following each finding. We will follow up the audit to examine the application of the procedures
instituted because of the audit findings.

This report is intended to aid the Joint Government Operations Committee in its review to
determine whether the division and the committee should be continued, restructured, or terminated.

Sincerely,

\Aebmok-l/- o Treteas)

Deborah V. Loveless, CPA
Director
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18/043

CorpELL HurL BurLbing | 425 Fifth Avenue North | Nashville, Tennessee 37243
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Our mission is to make government work better.

AUDIT HIGHLIGHTS

Division of TennCare’s Mission
Improving lives through high-quality cost-effective care.

We have audited the Division of TennCare and
the TennCare Pharmacy Advisory Committee for the
period August 1, 2014, through September 30, 2018.
Our audit scope included a review of internal controls | tenncare Pharmacy Advisory Committee’s
and compliance with laws, regulations, policies, Scheduled Termination Date:
procedures, and provisions of contracts or grant June 30, 2020
agreements in the following areas:

TennCare’s Scheduled Termination Date:
June 30, 2019

e follow-up on prior audit findings relating to Employment and Community First
CHOICES and CHOICES programs;

e implementation of TennCare’s payment reform initiatives;
e program integrity data matches for
o member eligibility;
o long-term care services;
o provider screening; and
o non-emergency medical transportation;
o cligibility redetermination;
e provider network accessibility;
e TennCare’s strategies to combat Tennessee’s opioid epidemic;

e the Drug Utilization Review Board and the TennCare Pharmacy Advisory
Committee;

e information systems, including the TennCare Eligibility Determination System
(TEDS) implementation; and

e TennCare’s efforts to protect public records, including records disposition
authorizations.



KEY CONCLUSIONS

» As noted in two prior audits, spanning eight years, TennCare did not develop
formal policies to track registration processing times (page 12).

Findings

» TennCare could not provide sufficient documentation to support actual cost savings,
did not set clear vendor contract expectations, and did not fully document and
implement a formal monitoring plan, which calls into question whether the episodes
of care strategy is positively changing the way healthcare is provided in Tennessee

(page 24).

» TennCare did not recapture improper payments made |FSSNUNESSIIP
on behalf of deceased, incarcerated, and duplicatc |
members (page 38). included within the scope of

this audit, see the Single
Audit and Federal Reviews
section on page 4.

» TennCare did not ensure its managed care contractors
established controls to prevent improper claims and to
ensure that TennCare members received critical long-
term care services (page 46).

» TennCare and its managed care contractors did not detect and terminate potentially
ineligible providers (page 52).

» TennCare did not provide adequate internal controls in three specific areas (page 79).

The following topics are included in this report because of their effect on the

Observations . .
operations of TennCare and the citizens of Tennessee:

» TennCare and the managed care organizations should increase their education
outreach to providers regarding payment calculations, commendable threshold
methodology, and quality measurements (page 30).

» TennCare began implementing the primary care transformation strategy in fall 2016;
however, by the end of audit fieldwork, management did not have sufficient data to
evaluate the strategy’s success (page 35).

» Greater oversight of the non-emergency medical transportation program could help
TennCare detect improper claims (page 59).

» TennCare did not properly terminate, modify, and document member eligibility for
Medicare Savings Program benefits; however, management believes the upcoming
implementation of the Tennessee Eligibility Determination System will resolve these
issues (page 62).

» Although the managed care contractors’ networks met or exceeded TennCare’s
established network accessibility standards, TennCare’s standards were set to permit
the networks to retain fewer than 10 physicians per specialty, which could pose
barriers to access should networks choose to operate at the minimum standard
requirements (page 65).



TennCare has implemented strategies to reduce opioid abuse among its members, but
the effectiveness of those strategies cannot be measured currently (page 70).

To achieve the required TennCare Drug Utilization Review Board and TennCare
Pharmacy Advisory Committee representation, meet quorum requirements, and
ensure all viewpoints are represented, all members should attend meetings and vacant
positions should be quickly filled (page 75).

After six years in development, TennCare’s new eligibility determination system is
anticipated to launch in spring 2019, at a total cost of $475 million (page 80).

Management is making strides to update records disposition authorizations (page 84).
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INTRODUCTION

AUDIT AUTHORITY

This performance audit of the Division of TennCare (TennCare), including the TennCare
Pharmacy Advisory Committee, was conducted pursuant to the Tennessee Governmental Entity
Review Law, Title 4, Chapter 29, Tennessee Code Annotated. Under Section 4-29-240,
TennCare is scheduled to terminate June 30, 2019. Under Section 4-29-241, the TennCare
Pharmacy Advisory Committee is scheduled to terminate June 30, 2020. The Comptroller of the
Treasury is authorized under Section 4-29-111 to conduct a limited program review audit of the
entities and to report to the Joint Government Operations Committee of the General Assembly.
This audit is intended to aid the committee in determining whether TennCare and the committee
should be continued, restructured, or terminated.

BACKGROUND

TennCare is Tennessee’s Medicaid program, a
federally funded program' that provides health insurance
coverage to certain groups of low-income individuals, such as Il /ey M AR 1R C=i e [TA1 0
pregnant women, children, caretaker relatives of dependent [} BRI T2l el
children and older adults, and adults with disabilities. YRR T R Re Il
TennCare has an annual budget of approximately $11.6
billion and provides health coverage to approximately 1.4
million Tennesseans.

TennCare Membership

Source: TennCare management, as of
September 2018.

Tennessee State Budget Established on January 1, 1994, TennCare
Fiscal Year 2017 - 2018 is one of the oldest Medicaid managed care
programs in the country. It is the only program in
the nation to enroll all of its Medicaid population

511.6 into managed care through contracts with
Billion managed care organizations (MCOs).? TennCare
i contracts with three MCOs and three benefits

$34.5 TennCare

managers to manage and coordinate care and
maintain a network of healthcare providers,
Tennessee including long-term care, for TennCare members.
State Government These contractors are

other functional areas

Billion

e  AmeriGroup;

e BlueCare through Blue Cross Blue
Shield of Tennessee;

I The Comptroller of the Treasury annually audits TennCare for compliance with federal program requirements as
part of the Single Audit. For more information, see page 5.

2 Throughout this report, managed care organizations will also be called managed care contractors or managed care
plans.



e UnitedHealthcare Community Plan;

e TennCare Select through Blue Cross Blue Shield of Tennessee;

e Magellan Health (pharmacy benefits); and

e DentaQuest (dental benefits to children under age 21).

Led by the Deputy Commissioner/Director, TennCare is composed of different

operational units to meet its mission of improving lives through high-quality, cost-effective care.
The division’s organizational structure is described on the following pages.

See Appendix 7 on page 103 for a glossary of TennCare-related terms used throughout this

report.

Organizational Structure

Deputy Commissioner/Director’s Direct Reports

The Long-Term Services and Supports Unit offers long-term services and supports to
individuals enrolled in TennCare. Long-term services and supports are medical and/or personal
care and supportive services needed by individuals

are essential to daily living. These activities include {8 page 7.
not only bathing, dressing, eating, and toileting but

also completing housework, preparing meals, taking medications, shopping, and managing
money. The unit also works with the Department of Intellectual and Developmental Disabilities
to administer the Employment and Community First CHOICES (ECF CHOICES) program,
which is a program for people of all ages who have an intellectual or developmental disability.

The Strategic Planning and Innovation Group takes on new TennCare initiatives by
serving in a leadership role with special projects, taking these new initiatives and special projects
to various TennCare divisions, and helping these divisions develop long-term strategies to
successfully execute them.

In the Communications and Employee Relations Office, the Public Affairs Office
coordinates TennCare’s communications with the General Assembly, other state agencies,
healthcare associations, advocates, members, and the news media. The Office of Civil Rights
Compliance and the Administrative Services Office coordinate employee relations by ensuring
fair and consistent treatment to all employees.

Chief of Staff’s Direct Reports

The Fiscal Division includes accounting and budget personnel and purchasing functions,
as well as a responsibility to monitor, review, and sign off on all contracts.




The Information Systems Division is responsible for the Medicaid management
information system (known as interChange), which includes member eligibility and enrollment;
claims processing; data analysis; data reporting; and other related systems functions. This
division also handles all of TennCare’s hardware, software, and system security needs.

The Policy Unit prepares program proposals for the federal Centers for Medicare and
Medicaid Services (CMS) for Medicaid waiver agreements; files appropriate rules to support
TennCare’s programs; files Medicaid State Plan amendments; conducts research and writes
policy statements to interpret programs; and submits reports required by the waiver agreements

to CMS.

The Legislative Affairs Office monitors legislation affecting TennCare by reviewing filed
legislation and coordinating activities of staff involved in the review and analysis of the
legislation.

The Audit and Investigations Unit works with TennCare’s staff to evaluate internal
controls to ensure that assets are safeguarded; information is accurate and reliable; internal
policies and procedures as well as external laws and regulations are followed; resources are used
efficiently; operations and programs are carried out as designed; and prior audit findings are
resolved.

The Project Management Office assists with a wide range of projects across TennCare. It
works on a variety of projects, such as TennCare divisional work efforts, various Medicaid-
related initiatives, process improvement plans, business-related endeavors, and information
technology. The project managers often serve as a single point of contact between different
groups and work to resolve problems and develop relationships at all levels. The office also
serves as a key element in maintaining the proper relationship with outside vendors and
contractors.

Chief Operating Olfficer’s Direct Reports

The Medical Office provides medical direction for the TennCare program and provides
oversight of the medical, pharmacy, and dental services delivered through a network of MCOs
and benefits managers. The office is involved in developing medical policy and monitoring
access to care, service quality, and health outcomes. The office also serves as the focal point for
provider education.

The Pharmacy Division staff serve in an administrative role for the Drug Utilization
Review Board and the TennCare Pharmacy Advisory Committee. See page 73 of this report for
more information about both entities.

Managed Care Operations is responsible for managing and overseeing TennCare’s
MCOs. The office negotiates the contracts with the MCOs, monitors contract compliance, and
refines MCO performance measures.

The Office of General Counsel provides TennCare’s legal counsel. This includes legal
oversight of the development, implementation, and monitoring of TennCare’s contracts for its




MCOs, contractors, grantees, subcontractors, and vendors. The office works with other staff to
ensure compliance with federal and state laws, regulations, court rulings, and consent decrees.
The office assists in drafting TennCare rules and policies. The office is also involved in legal
proceedings involving TennCare.

Member Services leads TennCare’s application process, eligibility redeterminations and
terminations, and all other efforts involving TennCare’s members. Member Services also
processes TennCare member’ eligibility, medical, pharmacy, and dental appeals and handles
other related appeal issues.

TennCare’s Expenditures and Revenues

TennCare is funded by a combination of federal grant funds and state appropriations.
Through its grants with the Centers for Medicare and Medicaid Services (CMS), the federal
government covers 50% of TennCare’s administrative costs, approximately 65% of costs for
medical services,> and 90% of costs toward information system implementation. TennCare’s
budget for fiscal year 2018 and expenditures and revenues (both federal and state) for fiscal year
2017 can be found in Table 1.

Table 1
Division of TennCare*
Fiscal Year 2017-2018 Recommended Budget and
Fiscal Year 20162017 Actual Expenditures and Revenues

FY 2016-2017 Actual

FY 2017-2018 Recommended Expenditures and

Department of Revenue Budget* Revenues**
Expenditures Payroll $91,934,900 $73,941,182
Operational 11,491,186,400 10,928,559,790
Total $11,583,121,300 $11,002,500,972
Revenues State $3,677,385,900 $3,532,697,100
Federal 7,163,104,200 6,701,051,000
Other 742,631,200 840,067,400
Total $11,583,121,300 $11,073,815,500

*Source: Tennessee State Budget, Fiscal Year 2017-2018.
**Source: Tennessee State Budget, Fiscal Year 2016-2017 (Actual Revenues) and State Audit Information Systems
(Actual Expenditures).

Single Audit and Federal Reviews

As part of the annual Single Audit of the State of Tennessee, the Comptroller of the

3 CMS adjusts federal financial participation rate annually based on federal fiscal year (October to September). For
state fiscal year 2017, the rate from July 1 through September 30, 2016, was 65.05%; from October 1, 2016, through
June 30, 2017, it was 64.96%.

4 TennCare’s Edison business unit code is 31865.



Treasury’s Division of State Audit performs a risk assessment and audits certain federal
programs administered by state agencies. We review TennCare’s systems of internal control
over federally funded programs and compliance with program regulations. The Single Audit’s
objective is to determine the state’s compliance with federal requirements regarding how those
funds were used. Given that TennCare’s operations are mostly funded by the federal
government, we also include certain areas in the scope of our performance audit:

e member eligibility;
e allowable activities; and

e allowable costs.

Our focus for the current performance audit, for the period August 1, 2014, through September
30, 2018, was on TennCare’s processes and their effectiveness and efficiency. During the audit
period, TennCare’s Medical Assistance and Children’s Health Insurance programs were included
in the state’s fiscal year 2015, 2016, and 2017 Single Audits as described in Table 2. See Table
2 for a summary of the expenditures associated with these programs and the numbers of findings
reported.

Table 2
Single Audit Findings — Division of TennCare’

Average Federal Findings by Fiscal Year
Funds Expended
During Fiscal
Federal Program Years 20152017
Medical Assistance Program $6,538,987,010 1 2 3
Children’s Health Insurance Program® $144,087,871 N/A N/A 0
Total Findings 3

A summary of the TennCare’s results for fiscal year 2017 is presented in Table 3.

Table 3
Finding Summary for 2017 Single Audit

NEW FINDINGS
R}

KNOWN QUESTIONED COSTS
$39,736

5 Source: Single Audit reports for fiscal years 2015, 2016, and 2017:
http://www.comptroller.tn.gov/repository/SA/2015_TN_Single Audit.pdf
http://www.comptroller.tn.gov/repository/SA/2016_TN_Single Audit.pdf
http://www.comptroller.tn.gov/repository/SA/2017_TN_Single Audit.pdf

6 The Children’s Health Insurance Program was not audited for fiscal years 2015 and 2016 Single Audits.




New Findings

2017-006 TennCare inappropriately overdrew $37,923 of net federal reimbursements because it
did not allocate indirect administrative expenses in accordance with its approved
public assistance cost allocation plan

2017-007 TennCare paid two fee-for-service claims at incorrect amounts, resulting in federal
questioned costs of $1,813

2017-008 TennCare did not provide adequate internal controls in one specific area

In response to Single Audit findings and recommendations, TennCare must develop
corrective action plans to submit to the appropriate federal awarding agency. The federal grantor
is responsible for issuing final management decisions on TennCare’s findings, including any
directives to repay the federal grants. Our office is required to determine whether TennCare has
taken full corrective action, partial corrective action, or no action.

We are currently auditing, for the 2018 Single Audit, the Medical Assistance Program.
The audit results, including any uncorrected 2017 findings, will be reported by March 31, 2019.
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AUDIT SCOPE

We have audited the Division of TennCare and the TennCare Pharmacy Advisory
Committee for the period August 1, 2014, through September 30, 2018. Our audit scope included
a review of internal controls and compliance with laws, regulations, policies, procedures, and
provisions of contracts or grant agreements in the following areas:

e follow-up on prior audit findings relating to Employment and Community First
CHOICES and CHOICES programs;

e implementation of TennCare’s payment reform initiatives;
e program integrity data matches for
o member eligibility;
o long-term care services;
o provider screening; and
O non-emergency transportation claims;
o cligibility redetermination;
e provider network accessibility;
e TennCare’s strategies to combat Tennessee’s opioid epidemic;

e the Drug Utilization Review Board and the TennCare Pharmacy Advisory
Committee;

e information systems, including the TennCare Eligibility Determination System
(TEDS) implementation; and

e TennCare’s efforts to protect public records, including records disposition
authorizations.

TennCare’s management is responsible for establishing and maintaining effective internal
control and for complying with applicable laws, regulations, policies, procedures, and provisions
of contracts and grant agreements.

For our sample design, we used nonstatistical audit sampling, which was the most
appropriate and cost-effective method for concluding on our audit objectives. Based on our
professional judgment, review of authoritative sampling guidance, and careful consideration of
underlying statistical concepts, we believe that nonstatistical sampling provides sufficient,
appropriate audit evidence to support the conclusions in our report. Although our sample results
provide reasonable bases for drawing conclusions, the errors identified in these samples cannot
be used to make statistically valid projections to the original populations. We present more
detailed information about our methodologies in Appendix 1.

We conducted our audit in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our



audit objectives. We believe that the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.

PRIOR AUDIT FINDINGS

REPORT OF ACTIONS TAKEN ON PRIOR AUDIT FINDINGS

Section 8-4-109, Tennessee Code Annotated, requires that each state department, agency,
or institution report to the Comptroller of the Treasury the action taken to implement the
recommendations in the prior audit report. The December 2014 TennCare performance audit
report contained two findings: one finding on the CHOICES application process and one finding
on the provider database. TennCare filed its report with the Comptroller of the Treasury on July
15, 2015. The November 2017 performance audit of the Department of Intellectual and
Developmental Disabilities contained one finding relevant to TennCare on Employment and
Community First (ECF) CHOICES. TennCare filed its report with the Comptroller of the
Treasury on January 12, 2018. We conducted a follow-up of the prior audit findings as part of
the current audit.

RESOLVED AUDIT FINDINGS

The current audit disclosed that TennCare resolved the previous audit findings
concerning the December 2014 report finding on the CHOICES application process and the
November 2017 report finding on ECF CHOICES.

REPEATED AUDIT FINDING

The December 2014 performance audit report also contained a finding stating that
“provider database completeness and accuracy have improved, but problems remain.” The
current audit disclosed that this prior finding was partially resolved, and it is reported in the Prior
Audit Findings section of this report.
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CHOICES AND EMPLOYMENT AND COMMUNITY FIRST CHOICES

General Background

In the December 2014 TennCare performance audit report, we identified a finding that
involved the CHOICES application process. Tennessee’s CHOICES program offers nursing

home and home- and community-based services' for adults (age 21 and older) with a physical
disability and seniors (age 65 and older). Because Medicaid financial and medical eligibility
rules and processes are inherently complex due to federal and other legal requirements, it is
important to communicate this information to applicants and enrollees effectively and in a way
that is easy to understand.

In the November 2017 Department of Intellectual and Developmental Disabilities
(DIDD) performance audit report, a joint DIDD and TennCare finding involved the launch of a
new program called Employment and Community First CHOICES (ECF CHOICES). ECF
CHOICES is for people of all ages who have an intellectual or developmental disability. This
program helps individuals gain as much independence as possible by providing support so that
they can live with their families or in the community. This program also helps the individual
explore the possibility of working. In the 2017 finding, we identified the following concerns:

e TennCare did not receive key information about potential members who expressed
interest in applying for ECF CHOICES;

e TennCare’s initial program correspondence confused members and their families; and

e ECF CHOICES did not reach its first-year enrollment target of 1,700 members
enrolled.

Audit Results

1. Audit Objective: Did TennCare correct the December 2014 finding by distributing easy-to-
understand information about the CHOICES application process?

Conclusion: We reviewed TennCare’s applications, notices, and websites that explain
the rules regarding eligibility for its CHOICES program and determined
that they were easy to understand.

2. Audit Objective: Did TennCare address the concerns that emerged before, during, and after
the launch of ECF CHOICES?

Conclusion: Based on our interviews with management and inspection of program
documents, we determined TennCare addressed concerns that emerged
before, during, and after the launch of ECF CHOICES.

7 This program offers services to help people live in their own homes or communities.

11



PROVIDER DATABASE

General Backeground

TennCare’s Provider Services staff is responsible for establishing and managing the
process for allowing Tennessee providers to register as TennCare providers and serve TennCare
members’ medical needs. In the December 2014 TennCare sunset performance audit report, we
noted a finding concerning TennCare’s provider registration process. The prior audit disclosed
that Provider Services management did not have a formal process to track provider registration
processing times. Our prior audit also noted that when we compared provider files to
information in interChange, the files were confusing or needed corrections. For example,
TennCare’s provider files should have the providers’ correct TennCare identification numbers
and National Provider Identifiers (a unique provider identification number required by the
federal Health Insurance Portability and Accountability Act).

In September 2012, Provider Services staff began using the Provider Database
Management System to allow providers to register electronically. Provider Services staff review
and approve provider registrations so that providers can obtain a Medicaid ID, which is used for
claims processing and allows the providers to contract with any one of TennCare’s managed care
contractors.

Audit Results

1. Audit Objective: Did TennCare resolve the problems with the provider data to improve
completeness and accuracy?

Conclusion: We reviewed TennCare’s Provider Database Management System,
interChange, and the Department of Health’s licensure verification
database, and we determined that Provider Services improved
completeness and accuracy of provider data.

2. Audit Objective: Did TennCare develop a formal process to track registration processing
times?

Conclusion: In TennCare’s response to the prior audit finding dated July 15, 2015,
TennCare stated that when management completed the system transition
in 2015, it should resolve the remaining issues we identified; however, in
the current audit, we determined that Provider Services did not have a
formal process to track registration processing times (see Finding 1).

Finding 1 — As noted in two prior audits, spanning eight vears, TennCare did not develop
formal policies to track registration processing times

In our 2011 Department of Finance and Administration performance report, we first
reported that TennCare did not have a way to accurately measure and track processing times for

12



provider applications. In 2014, we reported that TennCare did not complete regular reports to
monitor how long it took staff to process provider registrations and did not establish a policy to
track application processing times.

Management concurred in part with the 2011 finding and concurred in full with the 2014
finding. Management stated in its comments to the 2014 finding that when the transition to the
Provider Database Management System (PDMS) was complete in 2015, the remaining issues
identified should be resolved. In addition, in management’s report of action to implement the
recommendations of audit findings submitted to the Comptroller of the Treasury on July 15,
2015, management stated that “in the next scheduled software release [of PDMS] is a new
reporting functionality with export capabilities, which will facilitate tracking registration
processing times.”

In the current audit, however, we confirmed with management that it did not use PDMS
to create a report to track registration processing times. In addition, management has not
developed a formal policy to address registration processing times. In our discussion with
Provider Services management, staff use an informal 10-day standard to complete and approve
applications, which we used as criteria for our audit work.

Results of Current Audit Work

Because Provider Services management did not track registration processing times, we
requested a list of active providers to select a sample to determine the length of time it took
Provider Services staff to approve applications. We requested a list of active providers from
November 1, 2014, to May 30, 2018, which resulted in a population of 13,851 providers. From
the population, we tested a nonstatistical, random sample of 25 provider registrations that
Provider Services staff received and processed in PDMS. We found that for 14 applications
(56%), Provider Services staff took an average of 147 days to approve the applications. See the
results in Table 4.

Table 4
Provider Application Processing Times

Problem Identified \ TennCare’s Explanation \ Range of Days Late

7 applications — PDMS identified potential | TennCare uses a contractor | Staff took 33 to 457

application errors, but we could not to develop and update the | days to approve the
determine what the errors were. An PDMS system. The PDMS | applications.
application error occurs when a provider’s | contractor performed a

application has missing, incomplete, or system update at some

deficient information. Minor errors (for point between late 2015

example, a missing phone number) do not | and early 2016, causing the

prevent TennCare from approving a potential errors to

provider’s registration. Major errors (for | disappear.
example, a missing medical license
number) suspends the application process
and requires corrective action, either from
TennCare or the provider.
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7 applications — PDMS identified Upon application Staff took 19 to 288

application errors. The applications were | submission, PDMS days to approve the
in the system’s queue waiting for staff to displays a message that applications.
resolve the errors. applications will be

processed in 10 days.
Management stated that the
message is informational,
not an agreement.

The U.S. Government Accountability Office developed the Standards for Internal
Control in the Federal Government (Green Book) to set standards for an effective internal
control system for the federal government and serve as a best practice for states. Internal
controls help entities like TennCare run their operations efficiently and effectively; report
reliable information about their operations; and comply with applicable laws and regulations.
According to Section 12.03 of the Green Book,

Management documents in policies for each unit its responsibility for an
operational process’s objectives and related risks, and control activity design,
implementation, and operating effectiveness. Each unit, with guidance from
management, determines the policies necessary to operate the process based on
the objectives and related risks for the operational process. Each unit also
documents policies in the appropriate level of detail to allow management to
effectively monitor the control activity.

Also, Section 12.04 states,

Those in key roles for the unit may further define policies through day-to-day
procedures, depending on the rate of change in the operating environment and
complexity of the operational process. Procedures may include the timing of when
a control activity occurs and any follow-up corrective actions to be performed by
competent personnel if deficiencies are identified. Management communicates to
personnel the policies and procedures so that personnel can implement the control
activities for their assigned responsibilities.

Provider Services management is responsible for providing customer service for
providers that want to register and serve TennCare’s members. Such customer service could
include reviewing errors in the application and answering questions from providers about the
application process. The registration process allows members to have a choice of providers and
services to meet their medical needs. By not implementing and monitoring registration
efficiency, management increases the risk of delaying or limiting medical or service options for
its members.

Recommendation

Provider Services management should analyze application processing times in order to
develop policies that address the registration process. These policies should also include
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procedures for meeting performance goals for prompt processing, and for regularly monitoring
these process times to ensure staff resolve registration errors and promptly approve registrations.

Management’s Comment

We concur in part. We agree that we did not develop a formal policy to track provider
registration processing times. In response to the audit finding, TennCare will develop a written
policy regarding the provider registration process detailing staff and system expectations and
processing time goals. However, we do not agree that we do not use the Provider Database
Management System (PDMS) to track provider processing times, and we strongly disagree with
the assertion that staff took an average of 147 days to process 14 of 25 applications reviewed by
the auditors.

The PDMS has a fully functioning reporting system, and Provider Services staff use
PDMS reports daily for various monitoring and tracking purposes. For example, each Provider
Services staff member responsible for processing provider applications has written job
responsibilities that state “. . . PDMS provider errors generated from the interface with CAQH
must be worked and monitored daily to enable providers to complete the registration and receive
their Medicaid ID.” These provider errors are discovered through reviewing PDMS-generated
reports.

In the case of each of the 14 applications cited by the auditors as exceeding TennCare’s
informal 10-day processing standard, the delay from the time the provider initially expressed
interest in becoming a TennCare-registered provider until the date a Medicaid ID was assigned
by Provider Registration staff was attributable to the provider (and/or the group the provider was
attempting to affiliate with) not completing all required components of the application in a timely
manner. Once a complete application was received, TennCare staff processed each of these 14
applications in less than 3 business days. TennCare currently has multiple processes in place to
communicate with providers when additional information is required to complete their
application, and we will evaluate whether there are additional steps we could take to promote
timely completion of applications by providers; however, processing by state staff cannot and
does not begin until the application is complete.
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By launching the Tennessee Health Care Innovation Initiative in February 2013, the
Governor gave TennCare and its healthcare stakeholders (including providers, clinicians, and
insurance companies) an opportunity to maintain a sustainable rate of growth in
the state’s healthcare costs while maintaining or improving quality of care. This
initiative changes how insurance companies pay for healthcare by moving from
paying for volume (traditional fee-for-service) to paying for value (quality-based
care). The initiative rewards healthcare providers for providing high-quality,
efficient medical treatment that enables patients to maintain their own health over time. To help
facilitate this effort, TennCare received a $65 million State Innovation Models grant from the
federal Centers for Medicare and Medicaid Services (CMS), which was awarded February 1,

8 . . . .
2015." According to TennCare management, TennCare’s role is to coordinate with healthcare
stakeholders and implement the initiative’s three strategies:

1. Episodes of care is a value-based payment model that considers overall costs to treat
members for certain conditions, such as knee replacement surgery or perinatal care.
In addition to receiving their standard negotiated payments for services they provide,

: . 9

under the new episodes of care strategy, providers may earn rewards, have a
withholding, or experience no change in pay based on whether they gave efficient and
effective care.

2. Long-term services and supports focuses on improving respiratory care outcomes and
providing a comprehensive training program to the direct support staff, such as nurses
and nurse assistants, in the community or nursing facilities. This is also known as
Quality Improvement in Long-Term Services and Supports (QuILTSS).

3. Primary care transformation helps members maintain their health over time by
promoting higher-quality primary care, improving members’ overall health, and
reducing the cost of care.

EPISODES OF CARE

National Focus on Cost Containment Strategies

According to a National Conference of State Legislature issue brief on Health Cost

Containment and Efficiencies, dated May 2010,10 episode-based payments are in the beginning
stages of design and use. An episodes of care payment includes all the care a member receives
in the course of treatment for a specific illness, condition, or medical event, which is different
than the traditional fee-for-service reimbursement where providers are paid separately for each
service. Some examples of episodes of care for which a single, bundled payment can be made

8 The State Innovation Models grant allows CMS to partner with states to advance multiple-player healthcare
payment and delivery system reform models. Each state-led model aims to achieve better quality of care, lower
costs, and improved health for the state’s population.

9 TennCare uses the term “gain sharing payment” for bonuses or rewards and the term “risk sharing payment” for a
withholding. In our report we will use the terms “bonuses” or “rewards” to describe gain sharing payments and the
term “withholding” to describe risk sharing payments.

10 See the brief at http://www.ncsl.org/research/health/episode-of-care-payments-health.aspx.
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include all physician, inpatient, and outpatient care for a knee or hip replacement or pregnancy
and delivery. Cost savings can occur in three ways:

e negotiating a payment so the total cost will be less than fee-for-service
reimbursement;

e agreeing with providers that any savings that result under the episode-based payments
will be shared between the payer and providers; or

e improving quality of care to minimize medical complications and any related medical
treatment.

TennCare’s Initiative Summarized

The episodes of care component of Tennessee’s Healthcare Innovation Initiative is an
acute or specialist-driven strategy that seeks to reward providers who provide or facilitate the
delivery of high-quality, cost-effective healthcare over the course of treating certain conditions.
According to TennCare management, the episodes of care strategy focuses on multiple
healthcare providers delivering services in association with acute healthcare events like surgical
procedures, inpatient hospitalization, or other out-patient related procedures (such as a
colonoscopy, respiratory infection, or congestive heart failure). After its initial implementation
of the first wave of episodes in 2015, TennCare was able to analyze a full years’ worth of data in
2016 to determine whether the episodes were properly designed.

Originally, TennCare management planned to implement 75 different episodes by 2019.
As of April 2018, TennCare designed 48 episodes, which are listed on Appendix 4 on page 99.
On May 30, 2018, TennCare released a statement informing the public that it was temporarily
pausing the design of new episodes. TennCare stated that it will not design future episodes in
order to concentrate on improving and maintaining the episodes already in place and improving
provider engagement. At the end of our fieldwork in August 2018, management had not
restarted expansion efforts.

General Description

Provider payment methodology under the new episodes of care strategy differs from the

payment methodology under the traditional fee-for-service model. Under

episodes of care, providers are reimbursed for services in the same way they

were in the past. The episodes of care strategy provides an opportunity to earn

a bonus or pay a withholding at the end of the performance period. According
to TennCare management, episodes of care will save the state money by

e coordinating all healthcare services related to a specific medical condition, procedure,
or disability during the episode’s performance period;
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e assigning a principal accountable provider, also known as a quarterback, who is in
the best position to ensure members receive quality care from all providers as cost
efficiently as possible; and

e rewarding or withholding payments to quarterbacks based on achieving cost
efficiencies and the quality of services provided during the episode performance
period.

To coordinate a TennCare member’s care for each healthcare event (episode), a managed
care organization (MCO) assigns the quarterback associated with the episode. The quarterback
can be a physician, a group of physicians, or a facility (such as a hospital or a surgery center) that
helps coordinate the member’s care with the different providers before, during, and after a
procedure to ensure the member receives all needed care.

MCOs provide the quarterbacks with quarterly, interim, and final performance reports,
which detail the members’ cost of services for the episode and whether the services met the

. . .12 . L
episode’s quality metrics ~ throughout the performance period, which is based on calendar year.
These reports contain the following information:

e an overall summary of the applicable episodes;
e aperformance summary showing the quarterback’s payment calculations;

e an episode summary showing the total number of episodes treated and the number of
episodes that were included or excluded in the report (for example, the member
passed away or the episode diagnosis was not in the performance period);

e quality and cost details, which compare the quarterback’s performance to all other
providers, and episode costs to the average costs of all providers; and

e adetailed list of excluded episodes.

Payment Methodology for Episodes

Although the episodes of care strategy introduces a new payment incentive, providers
will continue to be paid their negotiated payment regardless of the cost efficiencies and quality
outcome of the episode event. The payment is based on the contract arrangement between
TennCare and the MCOs, which accept a set per member per month (capitation) payment. In
addition to these payments, TennCare management created performance periods (defined as a
calendar year) to capture the episode claims data in order to evaluate the new payment incentives
for the quarterbacks. MCOs will analyze the claims data during a performance period so that
they can establish whether quarterbacks fall within defined thresholds: acceptable,
commendable, and gain sharing limit.

I In this report, the term “quarterback” refers to the provider who is responsible for coordinating the member’s care
during the episode. The term “provider” refers to the individual who provides traditional medical care to the
member.

12 According to TennCare management, each episode has its own set of quality metrics that are selected based on
clinical input and practice guidelines.
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TennCare sets the acceptable threshold, the MCOs set the commendable threshold, and
the gain sharing limit threshold is defined by TennCare and set by the MCO. These thresholds
establish the quarterback’s episode payment: a gain sharing payment (gain sharing bonus); risk
sharing payment (risk sharing withholding); or no change in payment (no gain sharing bonus or
no risk sharing withholding).

See Figure 1 for an illustration of the different thresholds and their effect on quarterback
payments for the 2016 performance period.

20



Figure 1
2016 Thresholds for Episode Payments13

TennCare sets the acceptable threshold so that quarterbacks
with the highest average annual cost for each episode are
assessed a withholding. If a quarterback’s average episode
costs exceed TennCare’s acceptable threshold, the quarterback
is assessed a risk sharing withholding.

High Cost

Acceptable Threshold

Average Cost .

If the quarterback’s average episode costs fall between

TennCare’s acceptable threshold and the MCO’s

commendable threshold, the quarterback has no change in
payment.

Commendable Threshold

Low Cost If average episode costs are below the MCO’s commendable
threshold, the quarterback is eligible to receive a gain sharing
bonus if it meets all the applicable quality metrics.

Gain Sharing Limit'

Lower Cost TennCare sets the gain sharing limit by defining a list of
required services for each episode. From this list, the MCO
identifies the five lowest cost episodes to determine the

average cost. If the average cost is lower than the gain sharing
limit, a quarterback will share cost savings but only the
amount that is above the gain sharing limit.

Source: TennCare management.

13 See Appendix 5 on page 101 for the 2018 episodes of care changes to the thresholds and payment calculations.

14° A quarterback can receive a bonus either by being between the commendable threshold and meeting all the
applicable quality metrics or by being above the gain sharing limit.
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TennCare’s 2016 Analysis of Episode Bonus and Withholding Results

To determine the total amount of quarterbacks’ gain sharing bonuses and risk sharing
withholdings per MCO, we reviewed TennCare’s 2016 episodes results by MCO. The first wave
of episodes (perinatal, asthma acute exacerbation, and total joint replacement—hip and knee)
was designed in 2013 and implemented in 2015, and the second wave of episodes (screening and
surveillance colonoscopy; chronic obstructive pulmonary disease acute exacerbation; outpatient
and non-acute inpatient cholecystectomy; acute percutaneous coronary intervention; and non-
acute percutaneous coronary intervention) was designed in 2014 and implemented in 2016. Our
results showed that risk sharing withholdings exceeded gain sharing bonuses for episodes in both
the first and second waves. In summer 2017, TennCare decided to make a one-time adjustment
to the risk sharing withholdings because they were significantly higher than the gain sharing
bonuses. For this reason, quarterbacks only had to pay one-third of the risk sharing withholding,
rather than the entire amount. See Table 5 for the 2016 episode results, which includes the one-
time risk sharing adjustment.

Table 5
2016 Episode Results
Results Before and After the One-time 1/3 Adjustment

Gain Sharing Before One-time After One-time
Bonus Adjustment Adjustment

Total Results $936,893 ($1,627,179) ($542,393)

Source: TennCare management.

TennCare management stated that it expects episodes in the first year of implementation
to have the bonuses equal withholdings; however, results can vary based on quarterback
performance. TennCare also has annual stakeholder feedback sessions, where providers come
together to discuss what went well or did not go well for an episode. TennCare reviews this
feedback to determine if any changes need to be made.

Provider Education

According to TennCare and MCO management, they are both responsible for educating
TennCare providers about episodes of care and how this new payment model effects the
providers’ payments. TennCare provided us with

e an Introduction to Episodes of Care in Tennessee PowerPoint presentation;

e asample provider report;

o the Guide to Reading Your Episode of Care Report; and

o the 2016 Stakeholder Feedback Session memo, which discussed the changes

providers wanted and if those changes were accepted or not.

Each MCO provided us some examples of the different education methods used:
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e Amerigroup provided Question and Answers (Q&As);

e BlueCare provided a link to the episodes of care section on TennCare’s website,
newsletters, and emails to providers; and

e UnitedHealthcare provided in-person and telephone support.

The MCOs also help providers access their episode reports, review the quality metrics to ensure
providers are meeting goals, and/or review costs to see if improvements can be made.

Monitoring of Episodes

According to TennCare management, it has contracted with three ® gy, ®
vendors to assist them with monitoring episodes of care. We focused our

review on DXC Technology15 and the Tennessee Department of Commerce

A 6
and Insurance (TDCI). \ . /
ah

DXC Technology is responsible for testing the algorithm16 for the
new episodes using MCOs’ claims against TennCare’s encounter data (similar to claims) before
implementing an episode to determine if the current claims information is sufficient to properly
analyze episodes for cost and quality after implementation. DXC tests new episodes based on
claims 