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. EXECUTIVE SUMMARY

This report provides an overview of the investigations of the State Advisory Council on
Mental Health and the Children’s Mental Health Subcommittee. The Advisory Council
formed a Third Party Reimbursement Committee in October 1989 to review and make
recommendations regarding access and availability of mental health care financed
through third-party payment sources.

In forming the Committee, the Council and Subcommittee had determined, largely
through public hearings and written and oral communications, that difficulties in
accessing mental health care increased in recent years. The Committee sought to
develop an understanding of the forces influencing the financing of mental health care
by third-party payers and to make recommendations related to its findings.

In addition, the Committee was initiated in response to a concern that the Advisory
Council and Subcommittee needed to develop and maintain an ability to participate in
broader health policy developments at both the state and federal levels. This report,
with its accompanying recommendations, is intended in part as a record of the Advisory
Council’s learning process and represents an effort to inform others of the unique
aspects of the financing of mental health care by third-party payers.

SUMMARY OF FINDINGS AND RECOMMENDATIONS

Problems expressed to the Advisory Council and Children’s Subcommittee by the public
include:

1. finding adequate coverage for serious mental iliness, particularly once a
person has been diagnosed,;

2. accessing mental iliness services even though such services generally
are covered in a particular plan; and

3. receiving the appropriate amounts and types of services once care has
been authorized.

In responding to these expressed problems, the Committee adopted a series of guiding
principles:
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limited resources should be targeted upon those with the most serious
need for mental illness services;

public policy should not be designed to encourage or allow private
payers to choose not to cover mental illness services for these persons;

health plan management processes should apply to the provision of
mental illness services on the same basis as other services in the overall
benefits package.

Recommendations regarding how access to mental illness services should be
provided and maintained include: :

1.

for those with employer-sponsored health benefits, mental iliness benefits
should be required through tax code mechanisms;

for those who are employed but have no employer-sponsored coverage,
employers should be required to provide coverage or contribute to a risk
pool;

for those who are unemployed, mental iliness benefits should be made a
part of unemployment benefits;

for those who otherwise have no access to private-pay health insurance
or unemployment benefits, existing public programs should be expanded
to accommodate them.

Recommendations regarding which mental illness services persons should have access to
include:

Rather than managing the amount or types of care all individuals are eligible for,
resources should be managed by targeting resources on a smaller population with
greater needs. Persons with at least the following conditions should have access to an
array of services appropriate to their needs:

+
-+

schizophrenia
schizo-affective disorder

+ bipolar and delusional depression

+

pervasive developmental disorder.

The service package should include both acute/emergency care and maintenance
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(support) services. Those with less acute or chronic conditions (those in need of
counseling for life adjustment or stress) would receive few services under this
recommendation.

Recommendations regarding how mental illness services should be administratively
managed include:

Coverage for mental illness services should be subject to the
same terms and conditions as those applied to other illnesses.

In practical terms, this means that
provider network arrangements;
prior authorization requirements;
prospective/concurrent/retrospective review processes; and
any copayments or deductibles

should apply to mental illness services on the same basis as applied to other services in
the health benefits package.




Il. INTRODUCTION

Since 1985, Minnesota has pursued a renewed effort to provide access to a coordinated
array of quality mental health services. Despite the existence of 21 separate
commissions and studies preceding it,! in 1985 Governor Perpich created the Governor’s
Mental Health Commission, and charged it with the responsibility of making
recommendations about Minnesota’s mental health care system. The Commission’s
February 1986 report, Mandate for Action, outlined a series of steps needed to put
Minnesota at the forefront of the provision of quality mental health care.

The Commission’s recommendations were coupled with other reports critical of
Minnesota’s mental health system? and resulted in the passage in 1987 of the
Comprehensive Mental Health Act, which required each county or region of the state
to make available an array of mental health services under a policy of targeting
inevitably limited services on those persons with the most serious and persistent mental
illnesses.’

The Commission also recommended a number of changes to Minnesota statutes
regulating coverage of mental health services by third-party payers’, much of it
approved in subsequent legislative sessions. Of concern was the relationship of the
availability and access to care to the frequency of acute episodes of mental illness and
the use of resource-intensive types of care.

Even with statutory changes, the concern over appropriate access has not abated.
Ironically, while the Mental Health Commission concerned itself with availability of and
access to care, the broader health care arena was focusing its efforts on gaining control
over rapidly rising health care costs, with stronger management of access one method of
doing so. Thus, in many ways the Mental Health Commission was swimming against
the tide of health care policy in the 1980s, identifying unmet needs and recommending
financing strategies to meet those needs, while the balance of the health care arena
focused on cost.

Only relatively recently has the attention of the broader health policy arena returned to
access issues. Estimates that over thirty million Americans - including an estimated
400,000 Minnesotans - lack affordable health insurance have highlighted the

" For purposes of this report, "third-party payers" includes any entity financing
health coverage besides the individual patient, including public programs such as
Medical Assistance. "Private" third-party payers would include indemnity insurers,
HMOs, PPOs, and other health service plan corporations.
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interrelationships and tradeoffs of rising costs (which make health insurance
unaffordable) and efforts to control those costs (which can make certain types of care
more difficult to access).

The successors to the Governor’s Commission, the State Advisory Council on Mental
Health and the Subcommittee on Children’s Mental Health, determined in October
1989 to once again focus on health insurance issues. The genesis of the effort was
essentially two-fold:

1. Discussions and policy developments in the broad sector of health care
financing dictated that the Advisory Council maintain an awareness of
such developments; and

2. The Council had received (and continues to receive) information,
particularly from consumers of services and their family members and
relatives, indicating that access to mental health care is increasingly
difficult under third-party payers.®

Information the Council received about the types of problems experienced by
consumers of services and their families can be summarized into three categories:

1. Finding adequate coverage for serious mental illness, particularly once a
person has been diagnosed (e.g. person is uninsured, or limitations on
coverage for pre-existing conditions);

2. Accessing mental health services even though such services generally
are covered in a particular plan (e.g. prior authorization requirements or
concurrent reviews of inpatient stays); and

3. Receiving the appropriate amounts and types of services once initial
services have been authorized (e.g. limits on numbers of visits or days;
lifetime coverage limits).

In addition to pressures caused by rising costs, the Committee identified several issues
unique to the nature of mental illness affects the availability of health insurance for it.
These include:

1. Skepticism about the efficacy of treatment and an ability to determine
completion of a treatment episode;

2. Consumer preferences, i.e. consumers choose other types of insurance
coverage;



3. Subjective definitions of mental health which lead to difficulties in
targeting care to those most in need; and

4. A lack of professional consensus regarding the definition of appropriate
care and the treatment roles played by various professionals.

Despite these concerns, there is widespread agreement that mental health insurance
benefits at some level are appropriate. Minnesota statutes, reviewed above, are one
example. Recent health care policy efforts at the federal level - including the federal
Pepper Commission and the various versions of the Basic Health Care Benefits for All
Americans Act - have included coverage for mental health care.* Finally, most
employers who self-insure their employee benefits offer coverage similar to that
required by state mandates.’

Historical arguments in favor of mental health coverage identified by the Committee
include:

1. Access to mental health care assists individuals to overcome reluctance
to seek needed services;

2. Support for public policies which provide all with minimum coverage;

~ 3. Concern for adverse selection which may occur when only one third-
party payer provides coverage (i.e. individuals will choose the payer that
offers services they know they will use. Such payers can then find
themselves with a greater-than-average share of persons who use costly

services. Requiring all third-party payers to offer benefits may avoid this
problem); and

4. The appropriaie use of mental health services which may reduce other
health expenditures.

These items serve as background to the discussion which follows.




lll. ECONOMICS OF HEALTH CARE

The trend toward management of health care costs is probably irreversible. U.S. health
spending reached $500 billion in 1986, or 11.1% of GNP.* The federal Health Care
Financing Administration estimates that these figures will increase to $1.5 trillion and
15% respectively by the turn of the century.’ All in all, support for closely scrutinizing
the value of health care has greatly increased.

At the same time, estimates are that from 31 to 37 million Americans are without
health insurance of any kind. The Minnesota Department of Health estimates that

Minnesotans without health insurance at any one time amount to approximately
342,000.%

In the U.S., health insurance was initiated on a large scale with the advent of Blue
Cross hospital plans in the 1930s. In part because insurance increases access to health
care by facilitating payment and relieving beneficiaries of excessive costs, eligibility for
Social Security and veterans programs were expanded and the Great Society programs
of the 1960s were enacted.”

While these programs were enacted principally to facilitate access to care, concern for
cost was not absent. Health care, particularly care that is paid for by someone other
than the patient, is a unique commodity in that it does not generally respond in
predictable ways to economic pressures. For example, increased costs not borne by the
patient may not inhibit their desire to access care. Unlike other "products" in the
marketplace, potentially unlimited amounts of health care can be used to bring

increasing levels of satisfaction with one’s health (or decreasing levels of concern over
one’s health).

The increasing cost of health care has been attributed in part to the advent of health
insurance and its insulating effects from the true cost of care. Other postulated causes
include general inflation, aging of the population, expanded use of medical technology,
state-mandated benefits,” and duplicative administrative functions of competing third-
party payers.”

There is little consensus regarding the extent to which the availability of insurance for
mental health care contributes to cost. While some studies have gathered evidence of a
direct relationship between the availability of mental health insurance and the demand
for such services, others have found that this relationship is no stronger than that for
general health services* or may decrease expenditures for other health services.”

At any price, however, an increase in the utilization of services usually increases
expenditures. Similarly, at any level of utilization, an increase in price increases




expenditures. Thus, attempts to control expenditures have inevitably focused on
controlling either price or utilization, particularly in areas where the relationship
between the provision of care and decreased longer-term costs is tenuous.

Price has been shown to be extremely difficult to control; witness the recent history of
cost increases. In addition, providers of care generally are attracted to the marketplace
only if reimbursements are sufficiently more attractive than alternative methods of
earning an income. For example, many providers are increasingly reluctant to serve
Medical Assistance (MA)-eligible persons since the reimbursement rate under MA is
low relative to other sources of income.* Similarly, providers will tend to congregate in
geographic areas where patient flow and reimbursement are relatively generous.

Controlling utilization has its difficulties as well. Health care, as an inexact science, is
not amenable to definable amounts of care for a given condition. Underlying causes of
a condition, as well as the degree of severity, differ from person to person. The U.S.
health care system has generally recognized the complexity of illness by assigning
primary responsibility for its treatment to providers who have received high levels of
education and training.

Identifying "appropriate" levels of utilization of mental health care on an aggregate level
is said to be particularly difficult. Mental illness diagnoses were exempted from the
DRG (Diagnosis-Related Groups) payment system due to difficulties in predicting cost
or utilization. When mental health care finally was included in the DRG payment
system in Minnesota, reimbursement levels for given mental health diagnoses were
based upon average lengths of stay in 1981 - called "community norms" - rather than an
empirical definition of how much care persons with mental illness "need."

Difficulties in predicting - and thus budgeting for - the cost of health and mental health
care have led to efforts to provide predictability in other ways. Efforts by third-party
payers to capitate payment levels or numbers of visits are two examples of methods of
enhancing the predictability of costs.




IV. HEALTH CARE BENEFITS - THE BUSINESS
PERSPECTIVE

Particularly in the 1980s, employers have come to view the provision of health care
benefits almost entirely on the basis of cost.” As costs have escalated, increasing
numbers of employers have attempted to control price and utilization by:

1. Selectively contracting with health plan companies which promise to
charge a discounted rate on care;

2. Turning to self-insurance, in which the employer funds the cost of care
and thus chooses the types and amounts of care to which employees are
entitled;

3. Requiring copayments or deductibles to increase employees’ economic
participation in decisions to seek care; and/or

4. Requiring care to be "managed," often through prior authorization or
concurrent and retrospective review mechanisms.

In addition, many small employers have dealt with the rising cost of health care either

by dropping or reducing health benefits for their employees or by not offering benefits
at all.®

State laws which require third-party payers to provide mandated benefits is one factor
contributing to employers’ movement toward either self-insurance (for which no state
mandates apply, under the federal ERISA pre-emption) or the provision of no
insurance for employees at all.” Other factors include self-insured’s exemption from

state premium taxes, and an enhanced ability to manage claims payments, particularly if
the firm administers its own claims.

There is a lack of information on the extent to which any particular mandated benefit
contributes to costs or employers’ incentives to self-insure. Generally, employers have
been open to providing access to certain mental health services through corporate
Employee Assistance Programs (EAPs)* and/or specified services in a health benefits
package. "Investments" of these types in human capital may increase or decrease

depending upon the financial status of an employer or competition for employees in the
labor market.

In seeming contrast to these findings are reviews which indicate that third-party payer
coverage of mental illness is more restrictive than coverage for other types of care.” In
fact, legislation recently enacted in California prohibits discrimination in coverage for
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mental illness in group insurance plans.? One response to this contradiction may be
that mental health benefits represent the most constantly-changing part of health
benefits, but there is little evidence to support such a conclusion.

As discussed earlier, third-party payers and employers tend to be skeptical of mental
health benefits because of difficulties in determining from a lay perspective appropriate
amounts of care. They may also be concerned that mental health or chemical
dependency issues may be used as a "crutch” for poor employee performance. It seems
clear, however, that most employers and third-party payers do provide mental health
benefits; often in question is the extent of coverage.

Overall, there has been considerable acknowledgement that utilization review and other
mechanisms are needed to focus limited resources on persons with the most serious and
persistent mental illnesses.® However, a debate persists, particularly among providers,
regarding the intrusiveness of these mechanisms into the process to providing care.

10




V. HEALTH CARE BENEFITS - THE CONSUMER'’S
PERSPECTIVE

Many persons when given a choice will choose health care benefits which cover services
they know they will use.* Some of these, such as basic vision or dental care, can be
adequately budgeted for by a third-party payer. The cost of others may be less
predictable. Indeed, the term "moral hazard" refers to the influence of the availability
of health benefits on behavior.

Under such conditions, few can be expected to choose health care coverage for serious
mental illness when there has been no previous personal or family experience with the
illness. In addition, the social stigma of mental illness discourages some from seeking
out appropriate services. These issues can contribute to the choosing of so-called
"shallow" insurance, which covers less expensive, routine costs of care but limits
coverage of catastrophic expenses. Finally, a general expectation that the public sector
will serve as a safety net for seriously ill or injured persons limits incentives to purchase
or provide coverage in the private sector.

Until recently, most persons attached to the availability of health care coverage the
expectation that such coverage would operate in the traditional sense of insurance:
premiums are paid as a hedge against catastrophe, and when serious illness or injury
strikes, care would be financed. Recently, as individuals have become responsible for a
greater share of the cost of health care, the understanding of the true cost of care has
increased.® This dynamic played a role in Congress’ revocation of the Medicare
Catastrophic Health Care Act. It can also saddle unfortunate individuals and families
with excessive bills, and cause them to qualify for publicly-financed care.

What this will mean for persons with serious mental illness is not clear. Efforts have
increased in recent years to enable third-party payers to "carve out" and separately
insure high users of care in an effort to lower the cost of coverage for the remainder of
the insured population.”® On the other hand, even if persons with serious mental illness
are maintained in broader risk pools, there will likely continue to be efforts to create
caps on total expenditures or levels of utilization in an effort to make the cost of high
amounts of care bearable for the remaining contributors to the risk pool.

In either case, persons with serious mental and other illnesses may increasingly receive
their care via publicly-financed programs. Their desire for user-friendly systems of
access to care may contlict with efforts to manage their care with administrative
mechanisms. Alternatively, efforts to increase their economic contributions to care, and
thus their level of knowledge regarding choice of care, may have the effect of
prohibiting access altogether. New systems of third-party reimbursement for mental
health care will need to take into account this delicate balance.
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VI. HEALTH CARE BENEFITS - THE PUBLIC SYSTEM
PERSPECTIVE

As discussed previously, Minnesota has adopted a public policy of requiring third-party
payers to provide minimal levels of mental health care. The state has also moved
toward creating and improving its comprehensive system of publicly-financed care, with
the most intensive services focused upon those with the most serious mental illnesses.
These are the two principle vehicles under which the state ensures that mental health
services are available and accessible.

Comprehensive data on mental health expenditures by private third-party payers is
generally unavailable in Minnesota.” Public expenditures for mental. health services,
including federal, state, and county shares, amounted to approximately $248 million in
1989. Figure 1 illustrates the portion of expenditures paid by each governmental entity,
while Figure 2 indicates the services on which state-level funds were spent.

As Figure 2 indicates, the overwhelming majority of public expenditures pay for state
and community hospital care and residential services (69% of all expenditures). These
costs have risen even as average lengths of stay for publicly-funded clients have
decreased.® The overall emphasis in recent years has been to provide an expanded
array of ambulatory services to persons with serious and persistent mental illness in an
effort to reduce inpatient utilization, but the effect of the former on the latter is
unclear. '

Recent efforts by the Minnesota Department of Human Services to enhance the quality
of care in Regional Treatment Centers (RTCs -formerly called state hospitals)®
indicates a commitment to their role as provider of last resort. Broader state efforts to
increase access to care for seriously mentally ill persons has taken place, as discussed
above, amidst the development of policies designed to control overall health care costs.
As such, neither the Department of Human Services nor the public generally has
articulated a clear policy of access to mental health care, leading to a differentiated
public perspective in this area.

A subject for further investigation is the extent to which the availability of a
comprehensive public system of care creates disincentives toward private-sector
financing and provision of care. Of particular interest is the extent to which public
systems of care are relied upon for mental health care in comparison with other types
of care. While uncompensated care provided by publicly-funded community hospitals
has received increased attention recently, it is important to note that the state of
Minnesota absorbed approximately 60% of the cost of state hospital care from 1985
through 1988.%




Est. DHS Funding for MH Services — CY 1989

by funding source
source: DHS Mental Health Div.

FEDERAL 22.5%

COUNTY 23.8%
$59.04

OTHER 2.7%
$6.69

STATE 51.0%
$126.5

dollars in millions
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Est. DHS Funding for Mental Health Services — CY 1989

by service category

source: DHS Mental Health Divislon RTC 32.4%

80.32

SCREENING 2.4%
5.93

ACUTE HOSP. 16.9%
42.03

SPEC. PROJ./OTHER 1.9%
4.7

STATE ADMIN. 0.4%
0.99

ED. AND PREV. 0.3%
0.78

EMERGENCY 1.0%
2.52

RES. TREATMENT 19.6%
48.52

.

N OUTPATIENT 15.9%

CASE MGMT./DAY Tx 9.2% 39.4

22.86

Total: $248,032,755
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In general, long-term and catastrophic care has often been viewed as a public
responsibility in the U.S. (despite efforts such as that of the Pepper Commission).
While the resulting separate tiers of care can lead to discontinuity in care, it is not
within the scope of this report to explore the extent to which such discontinuity affects

quality.

13




VIl. ADVISORY COUNCIL RECOMMENDATIONS

In addition to the previous discussion, members of the Third Party Reimbursement
Committee brought to the table vast expertise in mental health care financing issues.
In developing its recommendations, the Committee started by adopting a series of
guiding principles focused upon providing access to care and enhancing the availability
of services for persons most in need of mental health care. These principles include:

to the extent that services are limited, persons with serious and
persistent mental iliness or severe emotional disturbance should receive
priority in the allocation of care.

This principle is important because it focuses resources on a narrower subset of the
population® as the highest priority. For this reason, the term mental "illness" rather
than "health" care is used in the balance of recommendations.

A second adopted principle concerns the responsibilities of privately-financed care in
relation to publicly-financed care:

public policy should not be designed to encourage or allow private
payers to choose not to cover mental iliness services for these persons.

A final principle concerns access to mental illness care relative to other types of health
care, and addresses inequities in how mental illness care is managed:

health plan management processes should apply to the provision of
mental illness services on the same basis as other services in the overall
benefits package.

These principles underlie the Committee’s recommendations regarding both access to
mental illness care and the availability of such care. The Committee was concerned

about ensuring access by all citizens to appropriate mental illness care, a population

that includes the uninsured, underinsured, and insured (as indicated by the problems
identified in the first chapter).

RECOMMENDATIONS: HOW ACCESS TO MENTAL ILLNESS SERVICES
SHOULD BE PROVIDED AND MAINTAINED

The Committee first recognized that individuals must be provided access to mental
illness care. A primary mechanism for doing so is to provide financial assistance with,

or risk protection from, some or all of the costs of care. The Committee thus
recommends:
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1. For those with employer-sponsored health benefits, mental iliness
benefits should be required through tax code mechanisms;

2. For those who are employed but have no employer-sponsored coverage,
employers should be required to provide coverage or contribute to a risk
pool;

3. For those who are unemployed, mental illness benefits should be made a
part of unemployment benefits;

4. For those who otherwise have no access to private-pay health insurance
or unemployment benefits, existing public programs should be expanded
to accommodate them.

In arriving at these recommendations, the Committee is aware of legal difficulties
relating to the federal ERISA statute, particularly in regard to the first
recommendation. After considering several options, it was determined that a court
challenge under ERISA to the first recommendation was worth risking if the only
alternative were that self-insured employers were not required to provide the same level
of benefits as other employers and insurers.

RECOMMENDATION: TO WHICH MENTAL ILLNESS SERVICES PERSONS
SHOULD HAVE ACCESS

. Once persons could be reasonably assured of access to mental illness care, the
Committee recognized that definition was needed of what types of care persons should
have access to. A guideline: rather than managing the amount or types of care all
individuals are eligible for, the Committee determined that resources should be
managed by targeting them on a smaller population with greater needs. Persons with
at least the following conditions should have access to an array of services appropriate
to their needs:

schizophrenia

schizo-affective disorder

bipolar and delusional depression
pervasive developmental disorder.

+ 4+ + +

The service package should include both acute/emergency care and maintenance
(support) services. Those with less acute or chronic conditions (those in need of

counseling for life adjustment or stress) would receive fewer services under this
recommendation.
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This recommendation is an explicit recognition of limited resources.
RECOMMENDATION: HOW MENTAL ILLNESS SERVICES SHOULD BE
ADMINISTRATIVELY MANAGED:

In much of the communications received in the past two years by the Advisory Council,
methods of managing mental illness care were identified as a barrier to accessing care.
While recognizing that administrative/management mechanisms had grown among third-
party payment systems over the last several years, the Committee determined that such

processes are necessary in principle to ensure standards of quality and to manage
limited resources.

Within these constraints, the Committee decided that such mechanisms ought not to be
applied more restrictively to mental illness services than other types of care. More
completely, coverage for mental illness services should be subject to the same terms and
conditions as those applied to other illnesses.
In practical terms, this means that

provider network arrangements;

prior authorization requirements;

prospective/concurrent/retrospective review processes; and

any copayments or deductibles

should apply to mental illness services on the same basis as applied to other services in
the health benefits package.
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Vilil. SUMMARY

The Committee recognizes the need to balance access to mental illness care with its
cost. However, this recognition comes with a realization that for many severely ill or
disturbed persons, a public system of care serves as a safety net for those not able to
access care through the private third-party payer market. The Committee believes that
this is in part due to an inability, through choice or otherwise, of the private market to
play a role in providing services for these persons. Any new program to increase access

to health care ought not to do so by inappropriately underproviding services for these
persons.
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