
TennCare — a managed care program that replaced and ex-
panded Medicaid in Tennessee — has been troubled from its 
inception.  Hastily implemented so as to minimize evaluation 
and opposition, Tennesseans have been paying the high price 
for an ill-conceived program ever since.   
 
Initially, TennCare covered 1.1 million people — the 766,000 
residents then enrolled in Medicaid and an additional 340,000 
who were uninsured or uninsurable.  Today, it covers more than 
1.3 million, nearly a quarter of the state’s population, and re-
quires almost a third of the state’s budget.1  A recent independ-
ent study concluded that if no changes were made to TennCare, 
health care costs could consume as much as 40 percent of the 
state budget by 2008.2   
 
Now, 11 years after implementation, Tennessee is a poorer, but 
wiser, state.  In an attempt to address the fiscal crisis, Gov. Phil 
Bresden announced in January 2005 that TennCare will revert 
to a Medicaid managed care program and drop 323,000 people 
who will not qualify for Medicaid.  However, a court has told 
the governor he cannot implement his plan before June. 3 
 
The governor and numerous legislators have learned some 
tough lessons from TennCare, and they want an “exit strategy” 
— if the courts will let them.  

The Origins of TennCare.  Then-Gov. Ned McWherter pro-
posed TennCare on April 8, 1993.  By May 5, the Legislature 
had approved only an outline of the program and authorized the 
governor to proceed.  By June, the state submitted a request for 
a federal waiver to the Health Care Financing Administration 
(now the Centers for Medicare and Medicaid Services), and by 
January 1, 1994, the program was operational.4 

 
In return for the waiver, the federal government required the 
state to cover all Tennesseans who qualified for Medicaid, plus 
the uninsured and the uninsurable (i.e., those who could not 
obtain coverage because of a pre-existing condition).   
 
Thus, only about eight months passed between TennCare’s in-
ception to its implementation, with minimal input from elected 
representatives and stakeholders in the health care system.  The 
political objective appears to have been to get a Clinton-style 
health care reform plan in place before opposition forces could 
form.   
 
Tough Lessons for Legislators.  What does Tennessee know 
now that it didn’t know in 1993 — and, considering all of the 
new state proposals to create some variation of TennCare, what 
several states have yet to learn? 
 
States have limited ability to fix the health care system.  Most 
Americans’ health coverage falls under federal, rather than 
state, law.  For example, about 160 million Americans get their 
health coverage from their employer, and roughly half of them 
are self-insured under the federal Employee Retirement Income 
Security Act of 1974 (ERISA).  Another 44 million seniors and 
disabled people get coverage through the federal Medicare pro-
gram, and about 7 million receive federal coverage from a mili-
tary-related program.5  
 
Thus, grandiose state schemes to move to a single-payer system 
— some TennCare supporters envisioned expanding it into a 
statewide single-payer if the more limited version proved suc-
cessful — are almost certainly doomed to failure because so 
much of the population’s health coverage isn’t under state con-
trol.6  A much better approach is for states to ask how they can 
create a limited, viable and affordable safety net to catch those 
who really need the help.  
 
Government-run systems don’t really save money.  Proponents 
of government-run health care systems claim they cost less than 
market-oriented systems because they are more efficient and 
eliminate profits. 
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A 1999 audit of the program found that TennCare:i  
 
• Included 16,500 enrollees who lived out of state;  
 
• Paid $6 million to cover 14,000 dead enrollees; and  
 
• Enrolled 450 state employees who had access to the 

state employees’ health plan.   
 

A 2003 audit by the state Medicaid Fraud Control Units 
recovered $268 million in court ordered restitutions, fines, 
civil settlements and penalties and was instrumental in ob-
taining 1,096 convictions.ii  
 
And a 2004 investigation by WSMV-TV (Nashville) found 
rampant prescription drug abuse as TennCare beneficiaries 
would get drugs they didn’t need and sell them for a profit.  
One official is quoted as saying, “TennCare is the biggest 
supplier of the drugs we are seeing on the streets.” Accord-
ing to the story, 47 percent of the population of Fentress 
County was on TennCare, and 224 people were indicted for 
drug sales.iii  

  

 

The Council for Affordable Health Insurance’s 

ISSUES & ANSWERS 
Solutions for Today’s Health Policy Challenges  



The truth is that government-run programs simply spend less, 
because they can cut reimbursements and ration care.   
 
The states on average reimburse doctors for Medicaid recipients 
only about 69 percent of Medicare fees, up from 62 percent in 
1998.7  And Medicare only pays a little more than cost. 
 
According to a recent Kaiser Family Foundation report on 
Medicaid, “According to the [50 state] survey 39 states were 
facing increased pressure and another 12 states were facing con-
stant, but intense pressure to control Medicaid costs.  For FY 
2005, 47 states adopted plans to freeze or reduce provider pay-
ments, and 43 states planned pharmacy cost controls to reduce 
overall Medicaid spending growth.  In addition, 15 states made 
plans to restrict eligibility, nine states planned to reduce or re-
strict benefits and nine states reported plans to increase copay-
ments in FY 2005.”8 

 
That may be saving money, but it’s not because of efficiency; 
it’s rationing.   
 
TennCare is no different.  For example, a March 1999 actuarial 
review by PricewaterhouseCoopers found that capitated reim-
bursement rates were $11 per-member, per-month below what 
would be considered “actuarially sound.”9  In May 2004, the 
Legislature approved proposed cuts that would limit patients to 
10 (later raised to 12) doctor visits a year and six prescriptions a 
month.10  
 
“What began as a grand vision had become a political scramble 
to cut the program as fast as possible,” says one of TennCare’s 
current defenders.11 

 
Unfortunately, when the government sets provider reimburse-
ments below market value, providers must recoup their costs in 
other ways — like unbundling provided services or limiting 
access to health care, which leads to higher health care costs at a 
later point in time. 
 
Managed care is not a panacea.  Gov. McWherter and other 
supporters of TennCare sold the program to the public in part by 
claiming that managed care would save the system so much 
money that the state would be able to cover not only the Medi-
caid population, but the uninsured and uninsurables as well.   
 
They were in for a rude awakening.  In 1995, TennCare cost 
$2.5 billion.  By 2004, the program’s cost had swollen to $8.04 
billion ($2.54 billion state share, $5.04 billion federal share, and 
$462 million other, including drug rebates).  That’s one third of 
the state’s budget. 12   
 
Managed care attempts to reduce costs by controlling utilization 
from the top down, by telling patients what they can and can’t 
have.  However, the only effective way to control health care 
utilization is by ensuring that patients have an incentive to con-
trol it.  Consumer-driven plans such as Health Savings Ac-
counts do that; managed care doesn’t. 
 
Fraud is rampant in government-run systems.  When govern-
ment creates a rich, taxpayer-funded health insurance package, 
it is an invitation for fraud.  [See the sidebar on the front page.] 

Quality of care always declines when the government is paying 
the bills.  Government health care dollars must compete with 
other valid claims on government funds such as education, wel-
fare and defense.  As a result, there is never enough money.  
Limited funds mean patients suffer.  For example, low reim-
bursements force doctors to limit the number of TennCare pa-
tients they treat.  And while the governor’s plan to allow only 
six prescriptions per month may work well for most patients, 
some may need more and would not be able to get them — at 
least through TennCare. 
 
Once started, it is hard to end the program.  Just ask Gov. Bre-
desen.  The governor announced a TennCare reform plan that 
included the removal of as many as 323,000 adults currently 
enrolled in TennCare, as well as new benefit limits for others, 
saving an estimated $575 million during the next fiscal year.   
 
However, a lawsuit is preventing the governor from taking ac-
tion to fix the ailing program, and a federal district court has 
ruled that the governor’s plan requires its approval.13  If this 
ruling is overturned, you can bet that there will be others.  Hun-
dreds of thousands of people who have been receiving free 
health care at taxpayer expense for more than a decade won’t 
give it up easily.14 

 
Less Expensive Ways to Solve the Uninsured Problem.  
TennCare was supposed to be an affordable way for Tennessee 
to provide quality health care for all of the state’s uninsured.  It 
was anything but. 
 
There are much better — and far less expensive — ways to en-
sure people have access to affordable coverage.15  For example, 
states can: 

• Eliminate costly state mandates and regulations that make 
health insurance unaffordable for many; 

• Ensure people have access to consumer driven plans, which 
provide incentives to control utilization; 

• Create a fully funded high-risk pool for the uninsurables; 
and 

• Provide tax credits for the uninsured to buy insurance. 

Note: Endnotes are available at http://www.cahi.org/cahi_ con-
tents/resources/pdf/n129tenncare.pdf. 
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