
Just six weeks after it began opera-
tions, Arkansas’ innovative capi-
tated mental health managed care

program for children and youth was
terminated by state officials, leaving
providers, managed care companies,
advocates, and patients and their
families confused and angry.

Joe Quinn, spokesman for the
state department of human services,
told State Health Watch that agree-
ment had been reached with the con-
tractor, Arkansas Behavioral Care, on
June 2 to “go our separate ways grace-
fully and without any finger-pointing
or litigation. It was a good-faith effort
on both sides, but for a number of

reasons that we’ve agreed not to dis-
cuss, it just didn’t work out.”

Mr. Quinn says the state will not
be looking for another managed care
contractor in the immediate future
and is putting plans in place “that
look much like the fee-for-service
programs we had before.” He says
that service to clients was not inter-
rupted through the abrupt transition.

“The state has asked for our help,
and we’re trying to do the best we can,
but it’s not easy watching the system
die,” says Joyce Soularie, education
program director for the Arkansas

New TennCare director Mark
Reynolds, the eighth person
to hold that job in the trou-

bled program’s six-year operating his-
tory, faces a multitude of challenges
in trying to salvage a program that
started with great promise but has not
been able to deliver.

Mr. Reynolds left his position as act-
ing commissioner of the Massachusetts
Division of Medical Assistance, manag-
ing $4.3 billion in health programs and
serving 940,000 people, to take on a
program serving 1.3 million Tennessee
residents from a $4.3 billion budget.
He said he decided to make the change
because “TennCare is on the cutting
edge of public health policy. What

made the position more desirable is the
incredible support from the governor’s
office, the legislative leadership, and the
federal oversight agency.”

According to several studies, he’s
going to need all that support and
more to turn around a program that
has fallen victim to poor and incon-
sistent management, inadequate
funding, poor state oversight of man-
aged care organizations, and an out-
dated computer system.

TennCare was born 90 days after
then-Gov. Ned McWherter told legis-
lators it would take $764 million in
new money or drastic cuts to keep the
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Medicaid program alive. He challenged them to take
the bold step to withdraw from Medicaid and establish
a new program to deliver health care. “If we are brave
enough to abandon a Medicaid system that we all know
has run its course, I offer a future for Tennessee without
limits,” Mr. McWherter proclaimed.

Under TennCare, the state planned to cover not only
Medicaid recipients, but also the uninsured and the
uninsurable. Key to the ability to expand coverage was a
move from paying health care providers the actual costs
of services to a managed care system in which managed
care organizations receive a capitated payment per
enrollee per month. The managed care organizations
contracted with the state for their payment and then
contracted with doctors, hospitals, and other providers
to deliver care. 

The goal was to save enough money through the effi-
ciencies of managed care and by converting federal and
state payments made directly to hospitals for indigent
care to payment for insurance coverage. But those
prospective savings never materialized and, in March
1999, PricewaterhouseCoopers issued an actuarial state-
ment indicating that TennCare was underfunded by
10%, or about $200 million annually. The state has had
to take over operation of Xantus, the third-largest
TennCare MCO, because the plan was faced with mas-
sive losses and was behind in payments to providers.
And BlueCross BlueShield of Tennessee has said it
intends to pull out as of July 1. The Blues cover about
50% of total TennCare enrollment.

What the think tanks think
A Commonwealth Fund and Kaiser Family

Foundation study of the Tennessee situation conducted
by Mathematica Policy Research’s Marsha Gold states
success of the program depended on sufficiently devel-
oped systems to avoid major issues with network ade-
quacy or quality. But the developers had little managed
care infrastructure on which to build in ways to recruit
sufficient plans and control provider capacity. In 1993,
Ms. Gold reports, 11 small HMOs enrolled 216,000
people and BlueCross BlueShield enrolled another 1
million in loosely structured PPOs. The only Medicaid
managed care plan was a small, partly capitated HMO
with 35,000 enrollees.

A Washington, DC-based Urban Institute report
says the current TennCare crisis is due to the fact that
there never was enough money to finance a roughly
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50% increase in coverage. Because
the program has been underfunded,
the report says, capitation rates to
managed care plans have been very
low. And because capitation rates are
low, provider payments likewise are
low. 

Tennessee’s hospitals say they lost
more than $450 million in 1998,
and physicians say the rates they are
paid are very low and the plans are
slow in processing claims. A major
challenge for Reynolds will be to
rebuild relations with providers. 

The Urban Institute does say that
the crisis mentality makes it hard to
remember the good TennCare has
accomplished. Their review indicates
that the program has increased cover-
age of many who would otherwise be
uninsured, has improved access to
care, has reduced emergency room
visits, and has increased utilization of
many preventive services.

On March 2, Gov. Don Sundquist
— a Republican who was elected in
1994 on an anti-tax platform but
who said a year ago he would support
an income tax to address the state’s
fiscal crisis — held the Summit on
the Future of TennCare to “find solu-
tions. The best way to do that is to
get doctors, hospitals, and others in
the health care industry together to
share their ideas, talk about what’s
working in other states, and work
together to make TennCare a suc-
cess,” he said.

At that meeting, the Tennessee
Medical Association presented a list
of policy questions to be considered
by those developing a solution and
expressed the belief that the best solu-
tion will flow from the answers to
those questions.

The doctors said the state needs to
decide:

• Do the people of Tennessee want
to provide health insurance coverage
to every citizen who is uninsurable?
What should the state provide for
those who are uninsured? Is there an

upper limit of income beyond which
an individual should be expected to
self-insure?

• If the state does provide unin-
sured and uninsurable coverage, what
conditions, medicines, and treatment
modalities should be covered? Who
decides what should and should not
be covered?

• In providing such coverage, how
does the state create market condi-
tions that deter the dumping of
patients into the state system?

• How will the program ensure
that physicians and other providers
remain solvent so that citizens can
continue to receive needed health care
services?

• What responsibility should the
state bear for ensuring that hospitals,
physicians, and other providers get
adequate and timely reimbursement
for their services? Does adequate
reimbursement cover the cost of pro-
viding care, or should the state antici-
pate or plan to ensure some
reasonable profit?

• What role, if any, should private
managed care companies play in the

next form of TennCare? How many
companies are necessary?

TennCare spokeswoman Lola
Potter tells State Health Watch that in
anticipation of Mr. Reynolds’ arrival,
state officials are feverishly working
to complete waiver amendments for
the Health Care Financing
Administration. Although the federal
agency has not set a timetable for
review and approval, TennCare
deputy commissioner of finance and
administration John Tighe has said
that to meet a goal of having more
managed care organizations in place
by Jan. 1, 2001, it is necessary to
have the program details squared
away by July 1. In addition to work-
ing with HCFA, Tighe is working
with the state legislature on a funding
package for the overhauled version of
TennCare.

In an interview with Tennessee
news media, Mr. Reynolds said he
accepted the position because
“TennCare is known nationwide for
what they attempted to do to cover as
many people as possible and to relieve
the pressure on the uninsured.
Although it’s had a lot of trouble and
a lot of relationships have been hurt
along the way, I believe I can con-
tribute to bringing TennCare out of
that situation.”

Acknowledging that he is the high-
est-paid executive in Tennessee state
government (making $95,000 per
year more than Gov. Don Sundquist’s
$85,000), Mr. Reynolds said he had
not given Sundquist a formal com-
mitment on how long he planned to
be in the state, but, “I’m interested in
trying to make sure this program
works and sticking it out. What we
talked about is that we want to set up
a situation where there isn’t a ninth
TennCare director a year from now.
What I need to do is build the orga-
nization, and that’s something that
doesn’t happen in 12 months. That’s
something that really takes an invest-
ment of a few years.”  ■

“TennCare is known nation-

wide for what they attempted

to do to cover as many people

as possible and to relieve the

pressure on the uninsured.

Although it’s had a lot of trou-

ble and a lot of relationships

have been hurt along the way,

I believe I can contribute to

bringing TennCare out of that

situation.”

Mark Reynolds
Director
TennCare
Nashville, TN
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When the Institute of
Medicine’s (IOM) recent
report “To Err is Human”

detailed medical errors that kill an
estimated 44,000 to 98,000 people in
U.S. hospitals each year, many state
agencies and legislatures became
interested in addressing the problem.

But a survey of states by the
National Academy for State Health
Policy in Portland, ME, indicates
states are not ready to make real head-
way in reducing medical errors. The
IOM said it believes the majority of
medical errors do not result from
individual recklessness. Rather, they
flow from basic flaws in the way the
nation’s health system is organized.
The group made four recommenda-
tions to create financial and regula-
tory incentives that can lead to a safer
health care system:

1. Create a national center for
patient safety within the Department
of Health and Human Services that
would set national safety goals, track
progress in meeting the goals, and
invest in research to learn more about
preventing mistakes.

2. Establish a nationwide, manda-
tory public reporting system so that
hospitals, and eventually other places
where patients receive care, would
report errors to state governments.

3. Mandate periodic reexamination
of doctors, nurses, and other key
providers by licensing and certifying
organizations.

4. Build a culture of safety within
all health care organizations.

Given the public and legislative
interest in medical errors, the
National Academy for State Health
Policy wanted to learn whether states
were prepared for the role envisioned
for them by the IOM. 

The National Academy found that
only 15 states require mandatory
reporting from general and acute care

hospitals of adverse events defined in
a way that meets all or part of the
IOM’s definition. The IOM’s report
defines “error” as a failure to complete
a planned action as intended or the
use of a wrong plan to achieve an
aim. It points out that not all errors
result in harm to a patient.

National Academy policy analyst
Jill Rosenthal says one of the surveys
major findings was the lack of agree-
ment among states — even among
those with reporting requirements —
on the definition of “medical error”
and “adverse event.” No state has a
definition of medical error; two states
use the term adverse event. Six states
have a standard definition of a term
that is similar to adverse event, but
the term and the definition vary
among the states. Seven states
reported that they do not have a stan-
dard definition of adverse event, but
instead specify the types of events that
must be reported. “The terms vary
quite a bit, and there’s confusion over
definitions,” Ms. Rosenthal says. “It
would help states if there were some
uniform definitions. They’re looking
to each other for that right now.”

Part of the problem with states being
responsible for receiving reports of
medical errors, she says, is that when
Medicare was first adopted in 1965, it
allowed states to use Joint Commission
on Accreditation of Healthcare
Organization’s accreditation as evidence
of compliance with the minimum
health and safety requirements neces-
sary for participation in Medicare. This
“deemed status” approach saved states
money because they did not have to do
their own inspections. Now states may
need to look at rebuilding that
unneeded and unused health care facil-
ity inspection infrastructure. 

In addition to the 15 states that
now mandate hospital reporting, five
states and the District of Columbia

have voluntary reporting of medical
errors or adverse events, and six states
have reporting legislation pending.

But consistency even is lacking
among the states that mandate
reporting. Twelve of the 15 states that
require reporting from hospitals cover
unexpected patient deaths but,
beyond that, there is a lot of variabil-
ity in the types of events that must be
reported, including major loss of
function, wrong site surgery, and
medication errors.

Of the 15 states that require
mandatory reporting from acute care
hospitals, 13 also require reporting
from freestanding ambulatory care
centers, and 12 require reporting from
psychiatric hospitals. For the states
that collect reports, they most fre-
quently aggregate the data to identify
trends. 

States cited underreporting and
inadequate resources as their two great-
est concerns with a reporting system.
“Using medical error reporting data
to improve public safety is still an
issue with which states are grappling,”
Ms. Rosenthal says. “Two states are
using data to develop quality
improvement projects, and many
others noted this area as one of their
greatest technical assistance needs.”

To help the many states that are
looking for technical assistance, the
academy is telephoning and visiting
all states that have reporting require-
ments with an eye to issuing a more
detailed report this summer. “States
are looking to each other for help,”
she says. “No one wants to reinvent
what already exists.

“More than 40 bills have been intro-
duced in state legislatures, indicating a
lot of interest in this subject. There’s still
a way to go to find an effective way to
address the issue. There’s no one right
approach. It will vary with each state’s
structure and political climate.”  ■

States not prepared to deal with medical errors
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chapter of the National Alliance for
the Mentally Ill in Arlington, VA.
“Why would they stop it in six weeks?
You expect problems at the start of
something like this and you expect
everyone to come to the table to
resolve the problems.”

Ms. Soularie says that after work-
ing for years to help design the pro-
gram (planning began in 1995)
advocates had no communication
from state officials about start-up
problems and learned of the termina-
tion through the news media.

At the time they announced the
June 1 shut-down in mid-April, state
officials had said the program wasn’t
working because providers, mostly
those at contracted community men-
tal health centers who provided most
of the care under the previous fee-for-
service arrangement, were having dif-
ficulty referring children for
follow-up treatment and receiving
reimbursement.

The shutdown raised the ire of
caregivers not affiliated with the cen-
ters who said they had accepted hun-
dreds of new clients under the
planned decentralization of mental
health care and said their clients no
longer would be able to receive treat-
ment.

Three years in planning, the
Arkansas request for proposal (RFP)
issued in December 1997 was hailed
by advocates as a potential model for
the rest of the country to emulate.
The RFP enunciated principles for
full involvement of families in treat-
ment planning, delivery and evalua-
tion; provision of services in the
least-restrictive and most normative
environment; protection for the
rights of children, youth, families,
and advocates; individualized pro-
gram services; integration of services
and supports; sensitivity to racial,

ethnic, linguistic, and other differ-
ences; early identification of mental,
emotional, or behavioral disorders; a
smooth transition from residential
placement to family and community;
and recognition that children and
youth are people in their own right
and “not little adults.”

The RFP called for use of in-state
providers and a system of continuous
quality improvement. It contained a
list of 15 treatment options ranging
from individual and family therapy
to “warm lines” telephone services,
drop-in centers, respite care, school-
based programs, and after-school
programs.

“When the state got started in
1995 they wanted to move quickly,”
Ms. Soularie recalls, “and the advo-
cates’ first job was to slow them
down. We put together a team to
help with the RFP and drafted our
ideal service plan.”

Ultimately, only one bidder
responded to the RFP: Arkansas
Behavioral Care, formed in 1998 by
Summit Community Network (the
15 community mental health centers
in the state and two affiliated organi-
zations) and ValueOptions, a national
behavioral health managed care com-
pany. It seemed an ideal combination
of local and national experience. The
organization said it had and would
continue to “work with recipients,
providers, and other stakeholders in a
continuous quality improvement
effort that uses data to drive positive
outcomes, change, and innovation.
We have found that our continuous
quality improvement activities allow
management resources to prioritize
their focus on the most pressing issues
and not on costly and unnecessary
micro-management initiatives.”

“We initially thought it was won-
derful,” Ms. Soularie says. “They said

all the things we wanted to hear,
including that their oversight groups
would include 51% family members.”

After a lengthy Health Care
Financing Administration review that
occurred while the organization was
eager to get started, approval was
received and a Dec. 1, 1999 start date
set. But fearing possible Y2K prob-
lems that could interfere with start-
up, officials decided to push the date
back to March 1, 2000. 

Just before the program — named
Benefit Arkansas — was ready to
open, psychiatrists who had sued the
state years earlier over inadequate
Medicaid payments and won, saw a
Benefit Arkansas fee schedule show-
ing reduced rates needed to imple-
ment new services and headed back
to court. State officials had assumed
that managed care eliminated the pre-
vious court ruling that the state could
not cut payments to the doctors, but
the judge saw it differently and said
the department of human services
had to make up the difference in pay-
ments, estimated at up to $25 million
a year. So Benefit Arkansas opened
March 1 with state officials trying to
figure out where to get another $25
million.

ValueOptions operations executive
vice president Gene Moise tells State
Health Watch that his company had
wanted to participate because “the
area had had no prior managed care
experience and was ripe for a man-
aged care initiative that could bring
both a cost benefit and improved
quality of care for the members. We
saw an opportunity to come in and
work with providers and with a net-
work as we had done in Colorado,
Florida, and other states. We thought
that between Summit’s commitment
and our expertise we could be suc-
cessful, despite the challenges.”

Arkansas mental health
Continued from page 1
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Mr. Moise says some of the pro-
gram’s parameters changed as a result
of the long delays it experienced and
that created additional problems.
ValueOptions had expected higher
membership numbers than were
available when they went live, he says,
but lost some children to other state
initiatives. He says the program had
not been promised some of the popu-
lations, but ValueOptions had
assumed they would be covered and
that affected the effort’s profitability
and funding.

Initial challenges once they went
live revolved around claims payment,
working with various state agencies
on “high-end kids with very serious
problems,” and typical start-up issues.
Mr. Moise says ValueOptions is used
to handling claims payments itself
“and we do it very well.” But under
this contract they had to work with
EDS (the firm designated by the state
to process provider claims), and there
were problems in getting the compa-
nies’ systems to interact and commu-
nicate properly. “I believe there were
good intentions all around. We and
EDS worked well, and the issues were
being addressed. We had pre-funded
the provider network and put some
workarounds in place for the
providers. But I think the state was
concerned that things were not being
fixed quickly enough.”

Mr. Moise says the state also
seemed to think the other problem
areas should have been resolved more
quickly than they were able to accom-
plish. Still, he says, ValueOptions was
“surprised and disappointed with the
state’s action. The problems were not
a surprise. But we were surprised by
their decision.”

Ms. Soularie says advocates were
aware of the start-up problems but it
still was a shock when the department
of human services sent all providers a
letter on April 14 indicating the pro-
gram would be terminated June 1.
“Advocates are upset that we put so
much time into planning a model

program. By the time we heard what
was going on and contacted HCFA,
the waiver was already gone and it
was too late for us to do anything.”

Ms. Soularie says people feel that
the program may have been set up to
fail by one or more of the partici-
pants, although it’s hard to tell who’s
at fault. Independent providers have
threatened to sue, saying the state is
backing an outdated system that
ensures that services are provided only
through the community mental
health centers. Arkansas Behavioral
Care had threatened suit because the
state terminated its contract without
cause, but later withdrew that threat
and worked with the state on a
smooth transition. 

Whatever the cause, one significant
impact is the loss of innovative treat-
ment opportunities. For example,
Ms. Soularie says, parents must again
face the question of relinquishing cus-
tody of their seriously ill child to be
able to obtain needed services. And
respite care and other programs are

no longer available.
State officials have said they will

devise an even better program, but
their assurances have not been well
received by providers and advocates.
The department told a public hearing
in Little Rock that it was working on
a plan under which more providers
could receive payment for treating
Medicaid patients, although the treat-
ment could only be provided in their
offices. Officials also have promised
higher payment rates and to eventu-
ally move toward school-based care. 

Arkansas Behavioral Care executive
director Dale Chadwick said at the
hearing that the state’s new plans
would be “a major step backward for
the state” and would be very expen-
sive because they would allow more
providers to bill for Medicaid services
without the pre-authorization review
that Benefit Arkansas was using.

[Contact Mr. Quinn at (501) 682-
8650, Ms. Soularie at (501) 661-1548,
and Mr. Moise at (757) 459-5219.] ■

Administrators of the University
of Utah Hospital, facing a
$1.2 million deficit, plan a

number of cost-saving measures. 
Rick Fullmer, the hospital’s new

executive director, blamed the deficit
on rising costs of drugs and medical
supplies, reduced federal health care
spending and lower reimbursement
rates from insurers. At the heart of
the hospital’s problems are Medicare
and Medicaid spending cuts, Mr.
Fullmer told the Associated Press. 

University hospital isn’t alone in
feeling the pinch, he added. By some
estimates about 80% of teaching
hospitals nationwide will lose money
this year. To stem the losses, Fullmer
plans to increase the number of

patients handled at the hospital and
its clinics, eliminate some jobs, scrap
or reorganize unprofitable programs
and squeeze salary and retirement
benefits. 

University Hospital, which has
2,800 employees and 400 beds, is
the state’s largest hospital-based
provider of ambulatory care services.
It operates 80 general and specialty
clinics around the state. 

The hospital already has elimi-
nated 50 full-time positions through
attrition. 

Fullmer contended the changes
will not harm patient care or cover-
age. Fullmer also expects to increase
revenue next year by boosting the
patients seen by 10%.  ■

Medicaid, Medicare funding are at heart 
of Utah hospital’s troubles, director says
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As responsibility for health care
programs continues to devolve
from the federal government

to the states, it is important for state
governments to understand the health
characteristics of their particular mix
of rural and urban areas. Most rele-
vant national data, however, do not
allow for intrastate analysis. Recently,
the Urban Institute in Washington,
DC, as part of its study “Assessing the
New Federalism,” issued a report on
rural/urban differences in health care
based on the Institute’s National
Survey of America’s Families, a survey
of children and adults under age 65
in more than 44,000 households.

Of the 13 states examined in the
new federalism study, eight have sub-
stantial rural populations: Alabama,
Colorado, Michigan, Minnesota,
Mississippi, Texas, Washington, and
Wisconsin. The health care analysis
presents data for three types of geo-
graphic areas — urban, rural adjacent
(contiguous to a metropolitan area),
and rural nonadjacent. 

In 1997, 20.4% of the nation’s
population lived in rural areas.
Mississippi was by far the most rural
of the study states, with 69.5% of its
population living in rural areas.
Alabama and Wisconsin were the next
most rural, each with about one-third
of its population in rural counties. 

When researchers examined the
specific features of the rural areas in
each state, however, they discovered
widely varied situations, making the
case for individualized state health care
solutions. For example, Mississippi’s
rural population is concentrated in
areas far from urban influence, with
53.7% of Mississippians living in non-
adjacent counties. Minnesota and
Colorado had smaller total propor-
tions of their population in rural areas,
but with 18.3% and 15.5% of their
populations in nonadjacent counties;

these rural populations were more iso-
lated than those of Alabama and
Wisconsin. 

“The inconsistency across states
and in comparison with the national
numbers was the most surprising
thing we saw,” says Barbara Ormond,
a research associate in the Urban
Institute’s Health Policy Center.
“There’s a state story going on that is
much more important than the
national story. And circumstances in
each state are different because of
population demographics and health
care system differences.”

Ms. Ormond says that because
each state tries to assess gaps in health
care coverage and address them as
best it can, the numbers for each state
can indicate what the state believed its
original priorities were. But, she
added, “If you emphasize one issue,
others can lag behind.”

Income has been shown to be cor-
related with many health status and
access characteristics studied, and the
family study data show that rural
areas are poorer than urban areas; the
more isolated the rural area, the
greater the degree of poverty.

Nationally, 13.8% of the urban pop-
ulation in 1997 was poor (household
income below 100% of the federal
poverty level), but the proportion rose
to 15.8% in adjacent areas and
22.5% in nonadjacent areas. 

The proportion of the nonelderly
covered by private health insurance
(primarily employer-sponsored) falls
where county of residence is more
remote. While 74.6% of urban resi-
dents had private insurance, only
71.5% of residents in adjacent coun-
ties and 62.6% of those in nonadja-
cent counties had such coverage. One
reason for the reduction of employer-
sponsored coverage in nonadjacent
areas is their greater prevalence of
small businesses, lower wages, and
self-employment. 

To some extent, the shortfall in
private coverage in nonadjacent areas
is offset by higher rates of public cov-
erage, but there still is enough of a
gap that 21.9% of residents in nonad-
jacent areas were uninsured, com-
pared with 14.3% in urban areas.

While lower insurance rates might
not pose as much of a problem if rural
residents were less likely to need health
care services, the data show that
nationally the reported health status of
rural residents, especially those in non-
adjacent areas, seems to be worse than
that of urban residents. State-level dif-
ferences do not closely track the
national figures, again making the case
for individual state analyses and
response. In four of the eight predomi-
nantly rural counties studied, there
were no significant differences between
urban and rural areas in the share of
the population in fair or poor health. 

And, despite poorer health status,
rural residents get less medical attention
than those in urban areas. Differences
in health care utilization would be even
more pronounced except for the fact
that nonphysician providers play a

Rural areas have greater health needs than urban poor

“[And] as managed care

comes in, there is an

increased demand for 

primary care physicians and

greater competition for them.

This can have a detrimental

effect in rural areas . . . .”

Barbara Ormond
Research Associate
Health Policy Center
Urban Institute
Washington, DC



larger role in rural health care. 
Given a higher implied need for

health services and lower utilization
rates, it makes sense that rural resi-
dents say they are less confident about
access to health care services than
those in urban communities. 

Stephen Zuckerman, a principal
research associate at the institute, says
that the significance of the study is that
as states are given more responsibility
for health policy by the federal govern-
ment, they need to “recognize that a
uniform policy may not work. They’re
going to have to tailor policy to the
needs of various areas of their states.”

Ms. Ormond says it also is impor-
tant to remember the role that the
private sector plays in driving health
system change. For instance, the
structure of the private insurance
market drives a lot of system change.
“[And] as managed care comes in,
there is an increased demand for pri-
mary care physicians and greater
competition for them. This can have
a detrimental effect in rural areas that
historically have been more able to
attract specialists.”

Ms. Ormond and Mr. Zuckerman
say they are now doing additional
work with the data to use multivariate
analysis to separate the influence of
income and insurance status. 

They say a key policy implication of
the study to date is the need for flexi-
bility in federal funding to match the
very different picture that is seen from
state to state. While there are “healthy
communities” movements gaining
support for the idea of design of locally
responsive health care systems, the two
caution that there can be problems
when people in rural areas are adamant
about maintaining local control over
health care. “There’s a concern that
each community would want its own
high-tech equipment and hospital.
The reality is that some things can be
done better at the regional level. There
is a tension between local control and
efficiency through regionalization.”  ■
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According to the National
Rural Health Association
(NRHA) in Kansas City, MO,

the geographic and ethnic distribu-
tion of America’s uninsured varies
widely as a function of employment
patterns, poverty, the organization of
medical care systems, and political
differences among states.

Although numerous regulations,
geographic definitions, special pro-
grams and reimbursements, and par-
tial solutions have been tried to
improve access for rural and frontier
Americans, they appear to have had
little success, according to data devel-
oped by the Urban Institute in
Washington, DC. But in a May 1999
report, NRHA said it might be possi-
ble to improve on the incremental
measures so they would have a greater
impact.

The NRHA recommended taking
these actions:
❒ creating new types of safety net

providers for rural and frontier
areas beyond the current commu-
nity health centers, free clinics,
and charity organizations;

❒ providing new grant funds or
incentives for providers who sup-
ply a disproportionate amount of
uncompensated care, or a subsidy
for providers who see more than
their share of Medicaid and
Medicare patients;

❒ increasing state or federal
resources to strengthen and adapt
the emergency safety net;

❒ more broadly defining a “safety
net provider” to include not
only those who provide indigent
care and have a sliding fee scale,
but also those serving remote
geographic areas, locations that
serve culturally diverse popula-
tions, and areas with a limited
number of providers where no

patient can be turned away;

❒ undertaking a state-by-state effort
to get state funds to subsidize care
for the indigent, especially in rural
and frontier areas;

❒ expanding tax options, including
a broad-based national medical
indigency tax or use of tobacco
settlement funds to pay for indi-
gent care;

❒ recognizing that certain popula-
tions, especially in rural and
frontier areas, require special ser-
vices including transportation,
meeting sociocultural access
issues, and improved access to
specialists;

❒ creating community-based solu-
tions for the uninsured aimed at
covering entire communities and
based on pilot projects;

❒ creating a more widespread use of
local taxing districts to fund indi-
gent care;

❒ expanding hospital- or organiza-
tion-based programs to serve indi-
gent populations;

❒ determining the effect, if any, on
the uninsured of facilitating 1115
Medicaid waivers;

❒ requiring all providers, including
health plans, to assume some rea-
sonable responsibility for indigent
care;

❒ adequately funding outreach
efforts to educate and enroll
rural and frontier people in pro-
grams such as CHIP and
Medicaid for which they already
may be eligible;

❒ obtaining better data on the unin-
sured and underinsured and how
their care is provided;

❒ including provisions in new pro-
grams such as CHIP to improve
access to care for the uninsured.  ■

Special strategies may advance rural health
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AMay 2000 New York City-
based Milbank Memorial
Fund report on Effective

Public Management of Mental
Health Care indicates that states are
pulling back from an earlier reliance
on national behavioral health man-
aged care companies and providing
more of the care themselves.

Based on discussions at two meetings
convened by Milbank and the Bazelon
Center for Mental Health Law of
Washington, DC, with officials from
state agencies and other organizations
from Connecticut, Iowa, Maryland,
Nebraska, Ohio, Oregon, and
Pennsylvania, the report says that ini-
tially a number of states sought con-
tracts with national firms in hopes of
injecting corporate business practices
directly into public mental health care.
In some instances, officials said, switch-
ing to an external vendor created an
opportunity for reforms that the state
agency would not have been able to
achieve politically. 

Other states chose to rely on the
nonprofit sector or to operate their
own managed care programs as a way
of responding to concerns that for-
profit contractors don’t have the skills
to run a complex mental health sys-
tem that deals with patients with the
most severe mental illness. 

Since that initial division into
external and internal camps, trends
have emerged based on states’ experi-
ences with mental health care. The
report indicates:

1. States are carving out separate
contracts for services for people who
have severe disabilities.

2. Full-risk contracts with private,
out-of-state for-profit companies are
giving way to arrangements for
administrative services only or with
other limitations.

3. There is increasing reliance on
traditional safety-net providers.

4. States are becoming their own
managed care entities, shifting systems
to performance-based contracts but
providing their own management.

5. Statewide system reforms are
giving way to county-based systems
or to systems organized through exist-
ing community mental health boards.

Depending on one’s experience
with the system, the expansion of
managed care to Medicaid recipients
with serious mental illness has been
seen as a system of unreasonable
rationing that hurts those most in
need or as the solution to long-stand-
ing and difficult problems in public
mental health systems. State officials
brought together by Milbank said
that neither of those assessments was
accurate, although managed mental
health care has shown both positive
effects and problems.

On the positive side, it generally
has increased access to care; decreased
use of inappropriate inpatient care;
provided an expanded array of ser-
vices; provided more flexibility in ser-
vice delivery, more consistency in
clinical decision making, and more

focused, goal-oriented treatment; and
given an increased emphasis to
accountability and outcomes.

Problems that have arisen include
incentives in risk-based contracts to
undertreat and particularly to under-
serve those with serious disorders; an
undue focus on acute care and
neglect of rehabilitation and other
services with significant long-term
payoff in improved functioning;
potential difficulties created by
Medicaid managed care contracts in
serving the non-Medicaid popula-
tion; frequent billing and payment
difficulties during start-up; and diffi-
culty in ensuring quality and out-
comes consistently across regions.

State officials who participated in
the Milbank dialogue said that states
have been motivated to shift to man-
aged care partly to exert more control
over both the providers of care and
the new vendors of managers of care.
Once there is a contract, the officials
said, states have a strong mechanism
to require accountability, demand or
improve performance, and distribute
agreed-upon sanctions and rewards
when problems arise. In contrast to
grant programs, which some state
officials said led local providers to act
as if they had a franchise that entitled
them to continued state funding,
managed mental health care empha-
sizes consumers’ entitlement to cov-
ered services and meaningful
outcomes. Consumers have much
stronger voices, the state officials say,
when they have an opportunity to
seek alternate providers.

State officials say the most successful
managed mental health programs are
those in which policymakers have a
vision of the goals they want the ser-
vice system to achieve and then engage
in comprehensive planning with stake-
holder groups to use managed care to
reach their goals. They say managed

States taking more responsibility for managed mental health care

State officials say the most

successful managed mental

health programs are those

in which policy-makers have

a vision of the goals they

want the service system to

achieve and then engage in

comprehensive planning

with stakeholder groups to

use managed care to reach

their goals.
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care is a useful tool to provide financial
discipline, demand accountability,
force service integration, and generate
innovation. 

State officials who have made the
shift to managed care told their col-
leagues that other states should con-
sider as goals:

• creating a seamless, integrated
health/mental health system;

• saving resources and getting a
handle on costs;

• improving access and creating a
single health care home;

• emphasizing recovery, rehabilita-
tion, and work, rather than only abate-
ment of mental health symptoms;

• creating (or reorganizing) and
supporting a well-developed commu-
nity service system and reducing
reliance on inpatient care;

• reinvesting services from reduction
in use of inappropriate services back
into development of new services;

• ensuring high-quality care that pro-
duces good outcomes for consumers;

• addressing the special needs of
rural/frontier areas;

• focusing particularly on children’s
unique needs;

• addressing the needs of ethni-
cally and racially diverse consumer
populations; 

• ensuring a true state/community
partnership.

Opposition to for-profit control
In most states making the shift to

managed care, stakeholder opposition
has focused particularly on the use of
for-profit private plans to manage the
public mental health system. Also fre-
quent has been provider opposition
to changes in the status quo. States
that have made the change recom-
mended extensive planning before
introducing managed care into the
public system. 

Those officials voiced strong sup-
port for the notion that reform goals
must be subject to a wide and thor-
ough debate. Consumer involvement

in service system planning, they said,
contributed to reductions in consumer
complaints following adoption of
managed care. 

Managed care focuses the debate
on the important concerns of cost,
efficiency, and quality. It may help
introduce new and effective service
approaches that will encourage recov-
ery, facilitate innovation, and bring
positive change to a system. Several
states reported that managed care had

moved their systems from an illness
model to a philosophy of rehabilita-
tion and recovery involving a wide
array of providers. Such an outcome
is strongly endorsed by many con-
sumer groups.

To help ensure a smooth transi-
tion, state officials indicated that con-
tracts work better when they are not
too short. Three to five years seems to
be a reasonable time frame, they said.
With that much time, problems can
be viewed as opportunities to
improve or as positive challenges.
Several factors were reported to be
important to the success of a shift to
managed care. 

State officials warned that settling
on an appropriate capitation rate and
level of expenditure is a challenge, so
information system issues must be
meaningfully addressed early in the
process. It is necessary to determine

which populations to cover and the
ways in which the mental health sys-
tem will interact with other public
agencies. Relationships with local
governments must be defined and
special problems such as how to meet
needs in rural and frontier areas must
be addressed. State officials urged
strongly that these complex issues be
addressed through a comprehensive,
careful planning process and that
states take the time to resolve them.

Bazelon Center policy director
Chris Koyanagi says the discussions
over several years that led to the
report were “quite illuminating. It
was strikingly different to talk with
state officials today about managed
care in mental health than in the early
years. It’s lost both its sense of glam-
our and its sense of threat.” 

She adds that the toughest issues
facing officials today are questions of
what should be included in contracts
with managed care companies and
how to deal with cost-shifting issues
between various sectors. It’s often dif-
ficult, she says, to assign responsibility
for a child to one agency or split
responsibility among agencies that
have differing regulations and fund-
ing requirements. 

Ms. Koyanagi also says that states
will need to do a better job of getting
the information they need from plans
and then analyzing that information.
One of the major advantages of man-
aged care is the data that can be
obtained, she says. But that’s of no
use if data aren’t obtained and then
analyzed. States have been busy creat-
ing systems and ensuring that claims
are paid, and that effort has distracted
them from the data collection that
will help improve the systems in the
future.

[To request a copy of the full report,
call Milbank Memorial Fund at (212)
355-8400 or go to www.milbank.org.
To contact Ms. Koyanagi, call (202)
467-5730.] ■

“It was strikingly different

to talk with state officials

today about managed care

in mental health than in the

early years. It’s lost both its

sense of glamour and its

sense of threat.”

Chris Koyanagi
Policy Director
Bazelon Center
Washington, DC
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Although Washington state may
have less of a problem with
Medicaid fraud than many

other states, that hasn’t stopped state
officials from signing a contract to
implement what they believe is the
most technologically advanced fraud
and abuse detection system in the
country. Aggressive recovery is
expected to repay the $12 million cost
of the system within one year, and the
state’s contract with its vendor calls for
a 5-1 return on the state’s investment.

“We believe it’s very important to
beat the crowd on this,” says Heidi
Robbins Brown, manager of the fraud
and abuse detection unit of the
Washington Department of Health
and Human Services. “Few states are
ahead of us. Our vendor says no state
is taking on this issue as comprehen-
sively as we are.”

Ms. Robbins Brown’s unit is
located in the management services
area of Health and Human Services,
rather than in Medicaid operations. It
reports to a steering committee,
chaired by a deputy secretary, that
includes the heads of each of the
Medicaid operations areas and other
relevant agency executives. The inde-
pendence from operations reflects a
belief that there is an inherent conflict
when an agency’s payment system
also is configured for detection of
fraud and abuse. “Their goals are dif-
ferent,” Ms. Robbins Brown says.

The department’s request for pro-
posal (RFP) called for the vendor to:

1. provide targeted leads to enable
the department staff to focus their
time where there is likely to be the
highest return on investment; 

2. provide improved access to data
and the technological resources neces-
sary for staff to perform investigations
on-line; 

3. improve management of fraud
and abuse and waste cases as well as
related documents. 

At the heart of the new system is a
high-speed data warehouse to be
loaded with three years of Medicaid
Management Information System
data configured for analysis and data-
support purposes. Along with the data
warehouse comes inquiry software,
fraud and abuse detection software
that uses rules-based algorithm filters,
advanced fraud and abuse detection
software to analyze payment patterns,
and a strong case management system
for follow-up. Algorithms that the
vendor provides are to reflect known
fraud, abuse, and waste practices
including timed billing; hit-and-run
scams; unbundling; double-billing;
improbable procedure frequencies;
mutually exclusive procedures; out-of-
specialty billing; interdependent ser-
vices; multiple new office visits;
utilization comparison of providers
with their peer group; and abuses in
ambulances/transportation, podiatry,
home health, nursing homes, labora-
tories, pharmacies, mental health, and
durable medical equipment.

Although the system will be used
only for Medicaid in the first two
years, after that it will be turned loose
on the social services payment system
and may then move on to interde-
partmental applications such as cross-
checking worker’s compensation files
with Medicaid. “There’s no end in
sight for the number of data sets we
can add to the data warehouse,” Ms.
Robbins Brown says.

The agency and Ms. Robbins
Brown are determined to hit the
ground running, and she wrote the
RFP and the contract with that in
mind. She says that being an attorney
helped her get the terms she wanted
in the contract. The RFP was issued
at the beginning of the year, and a
contract with HWT Inc. in Portland,
ME, was signed March 31. HWT
will work in conjunction with HNC
Insurance Solution in Irvine, CA, on

the system, that uses sophisticated
mathematical techniques to find
unusual billing structures and pat-
terns across millions of claims. 

Under Ms. Robbins Brown’s
phased approach, within the first
three months, the system must iden-
tify some “easily verifiable overpay-
ment leads” — Ms. Robbins Brown
calls them “slam dunk” cases — that
will be taken to the Office of
Financial Recovery to show some
immediate success.

The contract allows the state to
bail out after three months if it’s not
satisfied with HWT’s performance in
getting up and running, including
this requirement.

Ms. Robbins Brown says that
already an internal analyst has run
some correct coding software against a
group of 13 provider numbers that
had been identified as outliers. The
analyst found overpayments totaling
$50,000, representing an error rate of
0.5%. Ms. Robbins Brown says that if
the system can save 0.5% across all
Medicaid payments, it will give the
state $55 million. She points out that
not all the cases found are the result of
fraud. Many are simply incorrect or
inappropriate billing situations that
the system flags. So far, she says, 70%
of the initial $50,000 in overpayments
found has been returned to the state
without dispute. “Providers are gener-
ally willing to work with the agency
and acknowledge that they missed a
code,” Ms. Robbins Brown says. “We
don’t want to ruffle feathers in the
provider community unnecessarily,
but we do have a duty to maintain
payment integrity. We need to be sure
that our findings are solid. We take
very seriously our commitment to
reduce the number of false positives.”

Although the Medicaid operations
staff have expressed some concern
that Washington’s aggressive stance
may lead to some providers dropping

Washington state using technology to go after improper payments
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Medicaid, Ms. Robbins Brown stresses the state’s belief that most cases they
handle reflect errors rather than fraud. In addition, she says a small percentage
of medical service providers are responsible for most of the inappropriate
billings; information from Kentucky indicates that less than 10% of the
providers are responsible for more than 80% of the billing errors.

[Contact Ms. Robbins Brown at (360) 664-6052.] ■

Critics of health spending in Michigan square off
DETROIT—Michigan’s Medicaid program is under attack by hospitals

and physicians as “severely underfunded.” The program is being blamed for
the closure of hospitals in Detroit, and U.S. Rep. John Dingell of Dearborn
and other congressional Democrats are seeking a new audit of the program. 

But the full picture is far more complicated — and does not support the
kind of state funding increases that physicians and hospitals have been
demanding ever since the Medicaid program was reformed in 1997. This
reform created a managed care approach, with parts of the program adminis-
tered by health maintenance organizations (HMOs). 

Critics of the program are basing their complaints on a recent study by the
respected state Senate Fiscal Agency. However, state legislators trying to deter-
mine the appropriate levels of Medicaid funding in the state budget ought to
disregard the hype — and consider what the Senate Fiscal Agency’s work to
date really reveals. 

To be sure, a study released by the agency last month showed that Medicaid
reimburses physicians on average only 52.1% of what the federal Medicare
program does. This, the Michigan State Medical Society suggests, proves that
the state’s shift to managed care has bled money from the program. 

—The Detroit News, editorial, June 11
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