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5-0356T
Ford

2/18/88

Original sponsors: Faiks and Kerttula

IN THE SENATE

HOUSE CS FOR CS FOR SENATE BILL NC. 67 ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled:  "An Act relating to insurance coverage for the treat-
ment of a mental or nervous condition; and providing
for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
= Section 1. AS 21.42 is amended by adding a new sectionto read:

Sec. 21.42.365.COVERAGE FOR TREATMENT OF A MENTAL OR NERVOUS
CONDITION.  (a) An insurer authorized under AS 21.09 to offer, issue
for delivery, deliver, or renew a group disability insurance policy
for major medical coverage on an expense-incurred basis in the state,
or a hospital or medical service corporation authorized under AS 21.87
to offer or renew a group contract for major medical coverage in the
state, shall offer the insured or subscriber the following coverage
for treatment of a mental or nervous condition of the insured, sub-
scriber, or other personcovered by the policy or contract:

(1) 45 days ayear of inpatient treatment for each covered
indj/idual;

(2) a total of 50 hours of outpatient treatment or office
visits a year for each covered individual.

(b) The ir ;urer or service corporation providing coverage under
this section  mayimpose reasonable contract limitations but maynot
require that  theinsured or subscriber pay a higher deductible or
co-payment for the cost of treating a mental or nervous condition than
for the cost of treating another condition or illness.

(c) In this section

-1- HCS CSSB 67( )
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(1)  “"consulting relationship" means a relationship that
involves review of treatment plans and goals and in-person patient
contact on at least a quarterly basis;

(2) "co-payment" means the portion of the cost in excessof
the deductible portion to be paid by the insured or subscriber

(3) "cost" means the lesser of the following:

(A) the actual charge for the treatment received for a
mental or nervous condition; or

(B) the wusual, customary, and reasonable charge for
the treatment as determined by the contract of coverage,

(4) “"deductible" means the portion of covered costs that
must be incurred before benefits become payable

(5) "inpatient treatment" means treatment of a hospital
registered bed patient for whom the hospital makes a daily room charge
in

(A) a general hospital that is either licensed under
AS 18.20 or located and licensed in another state;
(B) a psychiatric hospital that is eitherlicensed
under AS 18.20 or located and licensed in another state; or
(C) a hospital that is located in
(i) the state and specifically exempt under
AS 18.20.020 from the licensing requirements of the state;
or
(1) another state and specifically exempt from
the licensing requirements of that state;
(6) "major medical coverage" means a disability insurance
contract, or a subscriber contract, that provides henefits for hospi-
tal and medical care with potential lifetime maximum benefits for the

insured or subscriber of at least $10,000;
HCS CSSB 67( ) -2-
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(7)  "mental or nervous condition" means a mental disorder
identified in

(A) the most current edition of the Diagnostic and
Statistical Manual of Mental Disorders published by the American
Psychiatric Association; or

(B) the most current edition of the 1CD-9-CM published
by the Commission on Professional and Hospital Activities;

(8) "national professional organization" means the National
Association of Social Workers; the National Registry of Health Care
Providers; and the American Board of Examiners in clinical social
work;

(9) “"office visit" means treatment that is not inpatient
treatment oroutpatient treatment and that is provided through the
professional offices of

(A) a psychiatrist who is licensed by a state as a
physician and certified, or eligible for certification, in psy-
chiatry by the American Board of Psychiatry and Neurology;

(B) a physician who isemployed by the federal govern-
ment ina state and certified or eligible for certification in
psychiatry by the American Board of Psychiatry and Neurology;

(C) a psychologist or psychological associate licensed
by a state;

(D) a person who works in a consulting relationship
with a mental health care provider licensed by a state and has a
masters or doctoral degree in psychology, nursing, or socia
work; or

(E) a clinical social worker who is

(1) licensed or certified as a clinical

worker by a state; or

-3 - HCS CSSB 67( )
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(11) certified by a national professional
nization offering certification of clinical social workers;
(10)  "outpatient treatment" means treatment that is not

inpatient treatment and that is provided
(A) in the outpatient department of

(i) a hospital that is licensed under AS 18.20 or
that is specifically exempt under AS 18.20.020 from the
licensing requirements of the state;

(i) a hospital that is located in another
and that is either licensed or specifically exempt from the
licensing requirements of that state; or

(111) an entity that is designated by the Depart-
ment of Health and Social Services as an organizational unit
in a geographical area to receive funds under AS 47.30.520 -
47.30.620; and

(B) by one or more of the following:

(1) a psychiatrist who is licensed by a st
a physician and certified, or eligible for certification, in
psychiatry by the American Board of Ps> hiatry and Neu-
rology;

(1) a physician who is employed by the fed
government in a state and certified or eligible for certi-
fication in psychiatry by the American Board of Psychiatry
and Neurology;

(i11) a psychologist licensed by a state;

(iv) a person who works in a consulting relation-
ship with one or more licensed mental health care providers
licensed by a state and has a masters or doctoral degree in
psychology, nursing, or social work, and is employed by the

HCS CSSB 67( ) -4-
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same health care facility providing treatment; or
(V) a clinical social worker who is licen
certified as a clinical social worker by a state r cer-
tified by a national professional organizationoffering
certification of clinical social workers.
* Sec. 2. AS 21.42.365(a) 55 repealed and reenacted to read:

(a)An insurer authorized under AS 21.09 to offer, issue for
delivery, deliver, or renew a group disability insurance policy for
major medical coverage on an expense-incurred basis in the state, or a
hospital or medical service corporation authorized under AS 21.87 to
offer or renew a group contract for major medical coverage in the
state, must provide the insured or subscriber the following coverage
fortreatment of a mental or nervous condition of the insured, sub-
scriber, or otherperson covered by the policy or contract:

(1) A5 days a year of inpatient treatment for each covered
individual;
(2) a total of 50 hours of outpatient treatment or office
visits a year for each covered individual.
* Sec. 3. AS 21.36.090(d) is amended to read:

(d) Except to the extent necessary to comply with AS 21.42.36°
a [A] person may not practice or permit unfair discrimination against
a person who provides a service covered under a group disability
policy that extends coverage on an expense incurred basis, or under a
group service or indemnity type contract issued by a nonprofit corpo-
ration, if the service is within the scope of the provider's occupa-
tional license. In this subsection, "provider" means a state licens
physician, dentist, osteopath, optometrist, chiropractor, or nurse
midwife, naturopath, physical therapist, or occupational therapist.

* Sec. A AS 21.87.3A0 is amended to read:

-5 - HCS CSSB 67( )
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Sec. 21.87.340.
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OTHER PROVISIONS APPLICABLE. In addition to the

provisions contained or referred to previously in this chapter, the
following chapters and provisions of this title also apply with re-
spect to service corporations to the extent applicable and not in
conflict with the express provisions of this chapter and the reason-
able implications of the express provisions, and for the purposes of
the application the corporations shall be considered to be mutual

"insurers":
(1) AS
(2) AS
(3) AS
(4) AS
(5) AS
(6) AS
(7) AS
(8) AS
(9) AS
(10) AS
(11) AS
(12) AS
(13) AS
(14) AS
(15) AS
(16) AS
(17) AS

21.03
21.06

21.09, except AS 21.09.090

21.18.010
21.18.030
21.18.040
21.18.120
21.21.321
21.36

21.69.400
21.69.520

21.69.600, 21.69.620, and 21.69.630

21.78
21.90
21.42.345
21.89.040
21.89.060.

- 21.42.365 [AS 21.42.345 AND 21.42.3551

* Sec. 9. AS 21.42.365, as enacted by sec. 1 of this Act, applies to
group disability insurance policies and hospital or medical service sub-
scriber contracts entered into or renewed on or after Jaruary 1, 1989

* Sec. 6. AS 21.42.365, as amended by sec. 2 of this Act, applies to

HCS CSSB 67( )
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group disability insurance policies and hospital or medical service sub-
scriber contracts entered into or renewed on or after January 1, 1990,

1.

* Sec.

Section 2 of this Act takes effect January 1, 1990.

-7 - HCS CSSB 67(

WORK DRAFT WORK DRAFT

)



Blue Cross.

of Washington and Alaska

15700 Dayton Avenue North/P. O. 8ox 327
Seattle, Washington 98111 0327
206/361-3000

BLUE CROSS OF WASHINGTON AND ALASKA
PROPOSED 2/16/88 AMENDMENT TO
1988 ALASKA HCS CSSB NO. 67

Section 21.42.365(c)(2) should be amended to read as follows:

(2) "cost" means the lesser of the following

(a) the actual charge for the treatment received for a men-
tal or nervous condition; or

(b) the usual, customary and reasonable charge for the
treatm ent as determined by the contract of coverage; or

(c) the charge agreed to bv contract between the provider
and the third party pavor;



INSURANCE POLICIES

743.540 Application and certificate*
not required, blanket health Insurance pol-
icies. An individual application need not be
required from a person insured under a blanket
health insurance policy, nor shall it be necessary
for the insurer to furnish each person a certifi-
cat*. |tM7cJ49 5467

743.543 Facility of payment, blanket
health insurance policies. All benefits under
a blanket health insurance policy shall be payable
to the person insured, or to the designated benefi-
ciary or beneficiaries of the person, or to the
estate of the person, except that if the person
insured is a minor or otherwise not competent to
give a valid release, such benefits may be made
payable to the parent, guardian or other person
actually supporting the person. However, the
policy may provide that all or a portion of any
indemnities provided by such policy on account
of hospital, nursing, medical or surgical services
may, at the option of the insurer and unless the
insured requests otherwise in writing not later
than the time of filing proofs of such loss, be paid
directly to the hospital or person rendering such
services; but the policy may not require that the
services be rendered by a particular hospital or
person. Payment so made shall discharge the
obligation of the insurer with respect to the
amount of insurance so paid. 1197¢.3% <63

743.646 Policy form approval, blanket
health insurance. The commissioner may
exempt from the policy form filing and approval
requirements of ORS 743.006, for so long as the
commissioner deems proper, any blanket health
insurance policy to which in the opinion of the
commissioner such requirements may not prac-
ticably be applied, or may dispense with such
filing and approval whenever, in the opinion of
the commissioner, it is not desirable or necessary
for the protection of the public. 1197 ¢.35914)

743.549 Restriction on reduction
benefits provisions in group and blanket
health policies. No group or blanket health
insurance policy providing hospital, medical or
surgical expense benefits, and which contains a
provision for the reduction of benefits otherwise
payable thereunder on the basis of other existin
coverages, shall provide that such reduction wi
operate to reduce total benefits payable below an
amount equal to 100 percent of total allowable
expenses. [1973¢c.H312)

743.552 Guidelines for application of
ORS 743.549. The commissioner shall by rule
establish guidelines for the application of ORS
743549, including;

743.567

(1) The procedures by which persons insured
under such policies are to be made aware of the
existence of such a provision;

(2) The benefits which may be subject to such
a provision;

(3) The effect of such a provision on the
benefits provided;

(4) Establishment of the order of benefit
determination; and

(5) Reasonable claim administration pro-
cedures to expedite claim payments under such a
provision which shall include a time limit of 14
days beyond which the insurer shall not delay
payment ofa claim by reason of the application of
coordination of benefits provision. (19/3¢.14313)

743.555 Application of ORS 743.549
and 743.552. ORS 743549 and 743552 shall
apply to any group or blanket health insurance
policy containing a provisioh described in ORS
743549 which Is iisued more than 90 days after
June 26,1973. Policies which are in existence 90
days after June 26, 1973, shall be brought into
compliance on the next anniversary date, renewal
date or the expiration date of the applicable
collectively bargained contract, if any, whichever
date is latest. (1973c.i43HI

743.567 Group health insurance cover-
age for treatment for chemical dependency
Including alcoholism; limitation on deduct-
ibles and coinsurance; eligible treatments
and programs; allowable limits on pay-
ments; cost containment. A group health
insurance ‘policy providin? coverage for hospital
or medical expenses shall provide coverage for
expenses arisin? from treatment for chemical
dependency including alcoholism. The following
conditions apply to the requirement for such
coverage:

(1) The coverage may be made subject to
ovisions of the policy that apply to other bene-
its under the policy, including but not limited to
provisions relating to deductibles and coin-
surance. Deductibles and coinsuiance for treat-
ment in health facilities or residential facilities
shall be no (};reater than those under the policy for
expenses of hospitalization in the treatment of
illness. Deductibles and coinsurance for outpa-
tient treatment shall be no greater than those
under the policy for expenses of outpatient treat-
ment of illness.

(2) Treatment shall include treatment pro-
vided in health facilities, residential facilities or
outpatient services, as defined in ORS 430.010,
within the limits specified in this section. Not-
withstanding the limits for particular types of



743.667

services specified in subsections (6) to (8) of this
section, a policy may limit the total of payments
Tor all treatment of any kind under this section
for chemical dependency including alcoholism,
together with payments for all treatment of any
kind under ORS 743558 for mental or nervous
conditions, to 16,000 in any 24-consecutive
month period, except as otherwise provided in
ORS 743.558. For personB requesting, in any 24-
consecutive month period, payments for treat-
ment of any kind for chemical dependency
including alcoholism, but not requesting pay-
ments for treatment of any kind of mental or
nervous conditions, a policy may limit the total of
payments for all treatment to $6,000 in that 24-
consecutive month neriod.

(3) Subject to the provisions of ORS 743.123,

743.128 and 743.135, programs in which staff are

directly supervised by a medical or osteopathic
physician licensed by the Board of Medical
Examiners for the State of Oregon as provided
under ORS 677.010 to 677.450; a psychologist
licensed by the State Board of Psychologist
Examiners as provided under ORS 675.010 to
675.150; a nurse pmctitioner registered by the
Oregon State Boarid of Nursing as provided under
ORS 678.010 to 678.410; or a clinical social
worker registered by the State Board of Clinical
Sacial Workers as provided under ORS 675.510
to 675.610, and programs in which individual
client treatment plans are approved by a medical
or osteopathic physician licensed by the Board of
Medical Examiners for the State of Oregon as
provided under ORS 677.010 to 677.450; a psy-
chologist licenced by the State Board of Psychol-
ogist Examiners as provided under ORS 675.010
t0 675.150; a nurse practitioner registered by the
Oregon State Board of Nursing as provided under
ORS 678.010 to 678.410; or a clinical social
worker registered by the State Board of Clinical
Sacial Workers as provided under ORS 675.510
to 675.610, shall be eligible to receive payments
for treatment. In addition, an insurer or insurers
and the Mental Health Division may mutually
develop agreements, standards and procedures
through which Mental Health Division approved
programs with alternative arrangements for
supervision or for review of treatment plan3 may
becotme qualified to receive payments for treat-
ment.

(4) Chemical dependency, for purposes of
this section, refers to the addictive relationship
an individual may have with any drug or alcohol
agent. This dependency may be characterized by
either a physical or psychological relationsnip, or
both, to the extent that it interferes with the
individual's social, psychological or physical

INSURANCE

adjustment to common problems on a daily basis.
For purposes of this section, chemical depen-
dency does not include addiction to, or depen-
dency on, tobacco, tobacco products or foods.

(5) Payments shall not be made under this
section for educational programs to which drink-
ing drivers are referred by the judicial system, nor
for volunteer mutual support groups.

(6) Except as permitted by subsections (1)
and (2) of this Bection, the policy shall not limit
ﬁayments for inpatient care and treatment in

ospitals and other health facilities thereunder
for chemical dependency including alcoholism to
an amount less than $4,500 in any 24-consecutive
month period.

7) Except as permitted by subsections (1)
and (2) of this section, in the case of benefits for
care and treatment in residential facilities for
chemical dependency including alcoholism, the
policy shall not limit payments to an amount less
than $3,000 in any 24-consecutive month period.
Within this dollar limit, payments shall be made
for either full-day, supervised, residential treat-
ment and care, or for part-day treatment on an
organized, formal, regularly scheduled basis con-
sisting of at least four hours of structured treat-
ment per day, for at least four days each week. (
Payments for part-day treatment on a less inten-
sive schedule shall be made within the dollar limit
for outpatient payments.

8) Except as permitted by subsections §l)
and (2) of this section, in the case of benefits for
outpatient services, the policy shall not limit
payments to an amount less than $1,500 in any
24-consecutive month period. If so specified in
the policy, outpatient coverage may inci tde fol-
low-up in-home service associated with any
health facility, residential or outpatient services.
The policy may limit coverage for such service to
persons who have properly completed their initial
health facility, residential or outpatient treat-
mentand did not terminate that initial treatment
against advice. The policy may also limit cover-
age for in-home service by defining the ciicum-
stances of need under which payment will or will
not be made.

(9) Under ORS 430.315, the Legislative
Assembly has found that health care cost con-
tainment is necessary and intends to encourage
insurance policies designed to achieve cost con-
tainment by assuring that reimbursement is lim-
ited to appropriate utilization under criteria
incorporated into such policies, either directly or
by reference.

(10) A group health insurance policy may
provide, with respect to treatment for chemical

790
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dependency including alcoholism, that any one or
more of the following coat containment methods
shall be in effect and the method or methods used
by an insurer in one part of the state may be
different from the method or methods used by
that insurer in another part of the state:

(@ Proportion of coinsurance required for
treatment In residential facilities, outpatient
services, or both, less than the proportion of
coinsurance required for treatment in health
facilities.

(b) Subject to the patient or client confiden-
tiality provisions of ORS 40.235 relating to physi-
cians, ORS 40.240 relating to nurse practitioners,
ORS 40.230 relating to psychologists and ORS
40.250 and 675.580 relating to eocial workers,
review, for level of treatment, of admissions and
continued for treatment in health facilities
or in both health facilities and residential facili-
ties or in health facilities, residential facilities
and GJtpatient services by either insurer staff,
personnel under contract to the insurer, or by a
utilization review contractor, who shall have the
power to certify for or deny level of payment. This
review shaU be made according to criteria made
available to providers in advance. Review shall be
i)erformed by a medical or osteopathic physician
icensed by the Board of Medical Examiners for
the State of Oregon as provided under ORS
677.010 to 677.450; a psychologist licensed by the
State Board of Psychologist Examiners as pro-
vided under ORS 675.010 to 675.150; a nurse
practitioner registered by the Oregon State Board
of Nursing as provided under ORS 078.010 to
678.410; or a clinical social worker registered by
the State Board of Clinical Social Workers as
provided under ORS 675510 to 675.610, with
physician consultation readily available. Review
shall be on a post-admission basis rather than by
mandatory prior approval, although policy hold-
ers or persons acting on their behalf shall be
encouraged to make advance inrtreiries when fea-
sible. An appeals process shall be provided. An
insurer may choose to review all providers on a
sampling or audit basis only; or to review, on a
less frequent basis, those providers who consis-
tently supply full documentation, consistent with
confidentiality statutes, on each case, in a timely
fashion, to the insurer.

()
tion (10) of this section, a utilization review
contractor is a professwnal standards review
organization, foundation for medical care or sim-
ilar entity which, under contract with an insur-
ance carrier, performs certification of
relmbursablllty of level of treatment for admis-
sions and maintained stays in treatment pro-
grams, facilities or services.

POLICIES 743.558

(12) For purposes of paragraph (b) of subsec-
tion (10) of this section, when implemented
through an insurance contract, reimbursability of
treatment at the health facility level of treatment,
as defined in ORS 430.010, requires demonstra-
tion that medical circumstances require 24-hour
nursing care, or physician or nurze assessment,
treatment or supervision that cannot be readily
made available on an outpatient basis, or in:

(@) The current living situation;

(b) An alternative, nontreatment living situa-
tion; or

(©) An alternative residential facility.

(13) For purposes of paragraph (b) of subsec-
tion (10) of this section, when implemented
through an insurance contract, reimbursability of
treatment at the residential facility level of treat-
ment, as defined in ORS 430.010 and under
subsection (7) of this section, shall require dem-
onstration that outpatient services, as defined in
ORS 430.010 and under subsection (7) of this
section, if appropriate and less costly than resi-
dential facility services:

(@) Are not presently appropriate and avail-
able;

(b) Cannot be readily and timely made avail-
able; and

(c) Cannot meet documented needs for non-
medical supervision, protection, assistance and
treatment, either in the current living situation
or in a readily and timely available alternative,
nontreatment living situation, taking into
account the extent of both the available positive
support and existing negative influences in the
occupational, social and living situations; risks to
selfor others; and readiness to participate consis-
tently in treatment.

(14) For purposes of paragraph (b) of subsec-
tion (10) of this section, reimbursability of treat-
ment at the level for outpatient facility, service or
program, as defined in ORS 430.010 and under
subsections (7) and (8) of this section, shall
require demonstration that treatment is justified,
considering the individual’s history, and the cur-
rent medlcal occupational, social and psychologi-

uation, and the overall prognosis. [t975c.

For purposes of paragraph (b) of SUbSQQ 1977 €632 13:1981 319 12:1983 c UL 15)

Note: Sm nolt under 743.558.

743.658 Group health insurance cover-
age for mental or nervous conditions; lim-
itation on deductibles and coinsurance;
eligible treatments and programs; allowa-
ble limits on payments; cost containment.
Every insurer offering group health insurance

e



743.568

benefit* ahell provide benefits for e
from mental or nervous conditions t
following requirements:

(1) The coveraPe may be made subject to
provmons of the policy that apply to other bene-
fits under the policy, including but not limited to
provisions relating to deductibles and coin-
surance. Deductibles and coinsurance for treat-
ment in health facilities or residential facilities
shall be no (};reater than those under the policy for
expenses of hospitalization in the treatment of
illness. Deductibles and coinsurance for outpa-
tient treatment shall be no greater than those
under the policy for expenses of outpatient treat-
ment of illness.

(2) Treatment shall include treatment pro-
vided in(health facilities, "residential facilities or
outpatient services, as defined in ORS 430.010
within the limit' specified in this section. Not-
withstanding the limit* for particular types of
services specified in subsections (4) to (6) of this
section, a policy may limit the total of payments
for all treatment of any kind under ORS 743.557
for chemical dependency including alcoholism,
together with payment* for all treatment of any
kind under this section for mental or nervous
conditions, to 56,000 in any 24-consecutive
month perlod except as otherwise provided in
this section. However, for person requesting, in
any 24-consecutive month period, payments for
treatment of any kind for mental or nervous
conditions, but not requesting payments for
treatment of any kind for chemical dependency
including alcoholism, a policy may not limit the
total of payment* for all treatment to less than
$9,000 in that 24-consecutive month period.

(3) Subject to the provisions of ORS 743.123,
743.128 and 743.135, programs in which staff are
directly supervised by a medical or osteopathic
physician licensed by the Board of Medical
Examiners for the State of Oregon as provided
under ORS 677.010 to 677.450; a psychologist
licensed by the State Board of Psychologist
Examiners as provided under ORS 675.010 to
675.150; a nurse practitioner registered by the
Oregon State Board of Nursing as provided under
ORS 678.010 to 678.410; or a clinical social
worker registered by the State Board of Clinical
Social Workers as provided under ORS 675510
to 675.610, and programs in which individual
client treatment plans are approved by a medical
or osteopathic physician licensed by the Board of
Medical Examiners for the State of Oregon as
provided under ORS 677.010 to 677.450; a psy-
chologist licensed by the State Board of Psychol-
ogist Examiners as provided under ORS 675.010
to 675.150; a nurse practitioner registered by the

nse arising
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Oregon State Board of Nursing as provided under
ORS 678.010 to 678.410; or a clinical social
worker registered by the State Board of Clinical
Social Workers as provided under ORS 675.510
to 675.610, shall be eligible to receive payments
for treatment.

(4) Except as permitted by subsections (I)
and (2) of this section, the policy shall not limit
payment* for inpatient care and treatment in
hospitals and other health facilities thereunder
for mental or nervous conditions to an amount
less than $7,600 in any 24-consecutive month
period, subject to the provisions of subsection (5)
of this section.

(5) Except as permitted by subsections (1)
and (2) of this section, in the case of benefits for
treatment in residential facilities, the policy shall
not limit payments to an amount less than $3,000
in any 24-consecutive month period. A policy
may specify that any payments made under this
subsection snail directly reduce, dollar for dollar,
amounts available for payments under subsection
(4) of this section. Within the dollar limit in this
subsection, payment* shall be made for either
full-day, supervised, residential treatment and
care, or for part-day treatment on an organized,
formal, regularly scheduled basis consisting of at
least four hours of structured treatment per day,
for at least four days each week. Payment* for
part-day treatment on a less intensive schedule
shall be made within the dollar limit for outpa-
tient payments.

(6) Except as permitted by subsections (1)
and (2) of this section, in the case of benefits for
outpatient treatment, the policy shall not limit
payments to an amount less than $2,000 in any
24-consecutive month period If so specified in
the policy, outpatient coverage may include fol-
low-up in-home service associated with any
health facility, residential or outpatient services.
The policy may limit coverage for in-home serv-
ice to persons who have properly completed their
initial health facility, residential or outpatient
treatment and did not terminate that initial
treatment against advice. The policy may also
limit coverage for in-home service by defining the
circumstances of need under which payment will
or will not be made.

(7) Under ORS 430.021, the Legislative
Assembly has found that health care cost con-
tainment is necessary and intends to encourage
insurance policies designed to achieve cost con-
tainment by assuring that reimbursement is lim-
ited to appropriate utilization under criteria
incorporated into such policies, either directly or
by reference.
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(8) A group health insurance policy may
provide, with respet. to treatment for mental or
nervous conditions, ,hat any one or more of the
following cost containment methods shall be in
effect and the method or methods used by an
insurer in one part of the state may be different
from the method or methods used by that insurer
in another part of the state:

(@ Proportion of coinsurance required for
treatment In residential facilities, outpatient
services, or both, less than the proportion of
coinsurance required for treatment in health
facilities.

(b) Subject to the patient or client confiden-
tiality provisions of ORS 40.235 relating to physi-
cians. ORS 40.240 relating to nurse practitioners,
ORS 40.230 relating to psychologists and ORS
40250 and 675.580 relating to social workers,
review, for level of treatment of admissions and
continued stays for treatment in health facilities
or in both health facilities and residential facili-
ties or in health facilities, residential facilities
and outpatient service* by either insurer staff,
personnel under contract to the insurer, or by a
utilization review contractor, who shall have the
power to certify for or deny level of payment. This
review shail be made according to criteria made
available to providers in advance. Reviewshall be
performed by a medical or osteopathic physician
licensed by the Board of Medical Examiners for
the State of Oregon as provided under ORS
677.010 to 677.450; a psychologist licensed by the
State Board of Psychologlst Examiners as pro-
vided under ORS 675.010 to 675.150; a nurse
practitioner registered by the Oregon State Board
of Nursing as provided under ORS 678.010 to
678.410; or a clinical social worker registered by
the State Board of Clinical Social Workers as
provided under ORS 675.510 to 675.610, with
physician consultation readily available. Review
shall be on a poet-cdmiaaion basis rather than by
mandatory prior approval, although policy hold-
ers or persons acting on their behalf shall be
encouraged to make advance i |n(1)e|r|es when fea-
sible. An appeals process shall be provided. An
insurer may choose to review all providers on a
sampling or audit basis only; or to review, on a
less frequent basis, those providers who consis-
tently supply full documentation, consistent with
confidentiality statutes, on each case, in a timely
fashion, to the insurer.

(9) For ﬁurposes of para(]}raph (b) of subsec-
tion (8) of this section, a utilization review con-
tractor is a professmnal standards review
organization, foundation for medical care or sim-
ilar entity which, under contract with an insur-
ance carrier, performs certification of

POLICIES 743.568

reimbursability of level of treatment for admis-
sions and_maintained stays in treatment pro-
grars, facilities or services.

510) For purposes of paragraph (b) of subsec-
tion (8) of this section, when implemented
through an insurance contract, reimbursability of
treatment at the health facility level of treatment
as defined in ORS 430.010, requires demonstra-
tion that medical circumstances require 24-hour
nursing care, or physician or nurse assessment,
treatment or supervision that cannot be readily
made available on an outpatient basis, or in:

(a) The current living situation;

(b) An alternative, nontreatment living situa-
tion; or

(©) An alternative residential facility.

(12) For purposes of paragraph (b) of subsec-
tion (8) of this section, when implemented
through an insurance contract, reimbursability of
treatment at the residential facility level of treat-
ment, as defined in ORS 430.010 and under
subsection 5) of this section, shall require dem-
onstration that outpatient services, as defined in
ORS 430,010 and under subsection (®) of thir
section if aPproprlate and leas costly than resi-
dential facility services:

(@) Are not presently appropriate and avail-
able;

(b) Cannot be readily and timely made avail-
able; and

(c) Cannot meet documented needs for non-
medical supervision, protection, assistance and
treatment, either in the current living situation
orina readily and timely available alternative,
nontreatment living situation, taking into
account the extent of both the available positive
support and existing negative influences in the
occupational, social and living situation; risks to
selfor others; and readiness to part|C|pate consis-
tently in treatment,

(12) For purposes of paragraph (b) of subsec-
tion (8) of this section, reimbursability of treat-
ment at the level for outpatient facility, service or
program, as defined in ORS 430.010 and under
subsections (5) and (6) of this section, shall
require demonstration that treatment isjustified,
considering the individual's history and the cur-
rent medical, occupational, social and psychologi-
cal situation, and the overall prognosis. 1193c613
12 193¢0 15
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_Ordered by the House June 10
deludmfgI Sonnte "Amendments dulcd April 28
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PRINTED PURSUANT TO ORS 171130 by order of the Presidept of the Senate' in conformance with reses?ion
filin rulefs, |nd|cat|ngDne|t er advocacy nor opposition on the part of the President (at the request of Slate
Health Planning and “Development Agency)

SUMMARY

The following. summary is not prepared by the sponsors of the measure and is not a part of the hody thereof supject
to consi era%on by the Leg|£atR/e Ass%m}l)?y. |olt IS an egnor’s %nef statement o? tf]e essenneﬂyfeatures 0 Jt%e

Mmeasure.

Revises health insurance reimbursement requirements for mental or nervous conditions and
chemical dependency. Requires that State Health Planning and Development Agency draft model
set of review criteria for use in certain health care facilities and residential programs and facilities.

Directs Insurance Division to adopt criteria for determining when health maintenance organ-
ization meets specified requirements for provision of chemical dependency benefits and when certain
contracts for discounted health care services meet specified requirements. Allows health mainte-
nance organizations to charge co-payments for mental health care until June 30, 1991. Di-
rects Insurance Commissioner to adopt rules necessary to interpret Act.

Declares emergency, effective June 30, 1987.

A BILL FOR AN ACT
Relating to health insurance; creating new provisions; amending ORS 430.010, 748.555, 750.055 and
section 10, chapter 601, Oregon Laws 1983; repealing ORS 743.557, 743.558 and section 2, chap-
ter 601, Oregon Laws 1983; and declaring an emergency.
Be It Enacted by the People of the State of Oregon:

SECTION 1. Section 2 of this Act is added to and made a part of ORS chapter 743.

SECTION 2. A group health insurance policy providing coverage for hospital or medical cx-
penses shall provide coverage for expenses arising from treatment for chemical dependency includ-
ing alcoholism and for mental or nervous conditions. The following conditions apply to the
requirement for such coverage:

(1) The coverage may be made subject to provisions of the policy that apply to other benefits
under Hie policy, including but not limited to provisions relating to deductibles and coinsurance.
Deduetibles and coinsurance for treatment in health care facilities or residential programs or facil-
ilies shall be no greater than those under the policy for expenses of hospitalization in the treatment
of illness. Deductibles and coinsurance for outpatient treatment shall be no greater than those un-
dcr the policy for expenses of outpatient treatment of illness.

(2) Treatment provided in health care facilities, residential programs or facilities, day orpartial
hospitalization programs or outpatient services shall be considered eligible for reimbursement if it
is provided by:

(a) Programs or providers described in ORS 430.010 or approved by the office of Alcohol and
Drug Abuse Programs or by the Mental Health Division under subsection (3) of this section.

(b) Programs accredited for the particular level of care for which reimbursement is being re-

quested by the Joint Commission on Accreditation of Hospitals or the Commission on Accreditation

NOTE: Metier inkold face in »n emended sectin . rew; miller (i/atic anit bracktitc\ i eiutinf law o be onittect.
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of Rehabilitation Facilities.

(c) Inpatient programs provided by health care facilities as denned in ORS «1*12.015 (16). Rcsi*
dcntial, outpatient, or day or partial hospitalization programs offered by or through a health care
facility must meet the requirements of either paragraph (a) or (b) of this subsection in order to be
eligible for reimbursement,

(d) Residential programs or facilities described in subsection (3) of this section if the patient is
staying overnight at the facility and is involved in a structured program at least eight hours per
day, five days per week.

(c) Programs in which stafT arc directly supervised or in which individual client treatment plans
are approved by a person described in ORS 430.010 (4)(d) and which meet the standards established
under subsection (3) of this section.

(3) The office of Alcohol and Drug Abuse Programs shall adopt rules elating to the approval,
for insurance reimbursement purposes, of noninpaticnt chemical dependency programs that arc not
related to the division or any county mental health program. The Mental Health Division shall
adopt rulcc relating to the approval, for insurance reimbursement purposes, of noninpaticnt pro-
grams for mental or nervous conditions that not related to the division or any county mental health
program. Standards proposed by the American Association of Partial Hospitalization should be
considered as one possible source for such rules. In addition, an insurer or insurers and the office
of Alcohol and Drug Abuse Programs, or an insurer or insurers and the Mental Health Division may
mutually develop agreements, standards and procedures for programs that are approved by the office
or the division and that provide alternative arrangements foi supervision or for review of treatment
plans to become qualified to receive payments for treatment.

(4) A program that provides services for persons with both a chemical dependency diagnosis and
a mental or nervous condition shall be considered to be a distinct and specialized type of program
for both chemical dependency and mental or nervous conditions. The Mental Health Division and
the office of Alcohol and Drug Abuse Programs jointly shall develop specific standards related to
such programs for program approval purposes and shall adopt rules relating to the approval, for
insurance reimbursement purposes, of such noninpatient programs that arc not related to the office
or the division and any county mental health program.

(5) As used in this section:
(a) “Chemical dependency” means the addictive relationship with any drug or alcohol charac-

terized by either a physical or psychological relationship, or both, that interferes with the individ-
ual's social, psychological or physical adjustment to common problems on a recurring basis. For
purposes of this section, chemical dependency does not include addiction to, or dependency on, to-
bacco, tobacco products or foods.

(b) “Child or adolescent™ means a person who is 17 years of age or younger.

(c) “Facility" means a corporate or governmental entity or other provider of services for the
treatment of chemical dependency or for the treatment of mental or nervous conditions.

(d) “Program™ means a particular type or level of service that is organizationally distinct within
a facility.

(6) Notwithstanding the limits for particular types of services specified in this section, a policy
shall not limit the total of payments for all treatment of any kind under this section for chemical
dependency, together with payments for all treatment of any kind for mental or nervous conditions,
to less than $10,500 for adults and $12,500 for children or adolescents. For persons requesting
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payments for treatment of any kind for chemical dependency, but not requesting payments for
treatment of any kind of mental or ncrvoua condition, a policy ahali not limit the total of payments
for all treatment to less than $6,500 for adults and $10,500 for children and adolescents.

(7) The limits for mental or nervous conditions specified in this section shall apply to persons
with diagnoses of both chemical dependency and mental or nervous conditions, who are being
treated for both types of diagnosis, as well as persons with only a diagnosis of a mental or nervous
condition.

(8) The higher benefit levels in this section for children or adolescents are in recognition of the
longer period of treatment and the greater levels of staffing that may be required for children or
adolescents and are intended to permit more services to meet the needs of children and adolescents.

(9) Payments shall not be made under this section for educational programs to which drivers are
referred by the judicial system, nor for volunteer mutual support groups.

(10) Except as permitted by subsections (1), (8) and (12) of this section, the policy shall not limit
payments for inpatient treatment in hospitals and other health care facilities thereunder:

(@) For chemical dependency to an amount less than $4,500 for adults and $4,000 for children
or adolescents; and

(b) For mental or nervous conditions to an amount less than $4,000 for adults and $6,000 for
children or adolescents.

(11) Except as permitted by subsections (1), (6) and (12) of this section, the policy shall not limit
payments for treatment in residential programs or facilities or day or partial hospitalization pro-
grams:

(@ For chemical dependency to an amount less than $3,500 for adults and $3,000 for children

or adolescents; and

(b) For mental or nervous conditions to an amount less than $1,000 for adults and $2,500 for
children or adolescents.

(12) Notwithstanding the minimum benefits for particular types of services specified in sub-
sections (10) and (11) of this section, and except as permitted by subsection (1) of this section, the
policy shall not limit total payments for inpatient, residential and day or partial hospitalization
program care or treatment:

(@) For chemical dependency to an amount less than $8,500 for children or adolescents; and

(b) For mental or nervous conditions to an amount less than $8,500 for adults and $10,500 for
children or adolescents.

(13) ExcepL as permitted by subsections (1) and (6) of this section, in the case of benefits for
outpatient services, the policy shall not limit payments:

(@ For chemical dependency to an amount less than $1,500 for adults and S2,000 for children
or adolescents; and

(b) For mental or nervous conditions to an amount less than $2,000.

(14) If so specified in the policy, outpatient coverage may include follow-up in-home service as-
sociated with any health care facility, residential, day or partial hospitalization or outpatient ser-
vices. The policy may limit coverage for in-home service to persons who have completed their initial
health care facility, residential, day or partial hospitalization or outpatient treatment and did not
lermin. te that initial treatment against advice. The policy may also limit coverage for in-home
service by defining the circumstances of need under which payment will or will not be made.

(15) Under ORS 430.021 and 430.315, the Legislative Assembly has found that health care cost
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containment is necessary and intends to encourage insurance policies designed to achieve cost
containment by assuring that reimbursement is limited to appropriate utilization under criteria in-
corporatcd into such policies, citherdirectly or by reference.

(16) A group health insurance policy may provide, with respect to treatment for chemical dc-
pendency or mental or nervous conditions, that any one or more of the following cost containment
methods shall be in effect and the method or methods used by an insurer in one part of the stale
may be different from the method or methods used by that insurer in another part of the stale:

(a) Proportion of coinsurance required for treatment in residential programs or facilities, day
or partial hospitalization programs or outpatient services less than the proportion of coinsurance
required for treatment in health care facilities.

(b) Subject to the patient or client confidentiality provisions of ORS 40.235 relating to physi-
cians, ORS 40.240 relating to nurse practitioners, ORS 40.230 relating to psychologists and ORS
40.250 and 675.580 relating to social workers, review for level of treatment of admissions and con-
tinucd slays for treatment in health care facilities, residential programs or facilities, day or partial
hospitalization programs and outpatient services by either insurer staff or personnel under contract
to the insurer, or by a utilization review contractor, who shall have the authority to certify for or

deny level of payment:
(A) This review shall be made according to criteria made available to providers in advance upon

request.

 (B) To facilitate implementation of utilization review programs by insurers, the Slate Health
Planning and Development Agency shall draft an advisory or model set of criteria for appropriate
utilization of inpatient, residential, day or partial hospitalization, and outpatient facilities, programs
and services by adults, children and adolescents, and persons with both a chemical dependency di-
agnosis and a mental or nervous condition. These criteria shall be consistent with this section and
shall not be binding on any insurer or other party. However, at the time of contract negotiation
or amendment, with the agreement of the parties to the contract, any insurer may adopt the criteria
or similar criteria with or without modification. The agency shall revise these criteria at least cv-
cry two years. In developing and revising these criteria, the agency shall organize a technical ad-
visory panel including representatives of the Insurance Division, the office of Alcohol and Drug
Abuse Programs, the Mental Health Division, the Health Division, the insurance industry, the busi-
ness community and providers of each level of care. The agency shall place substantial weight on
the advice of this panel.

(Q Review shall be performed by or under the direction of a medical or osteopathic physician
licensed by the Board of Medical Examiners for the State of Oregon; a psychologist licensed by the
State Board of Psychologist Examiners; d nurse practitioner registered by the Oregon State Board
of Nursing; or a clinical social worker registered by the State Board of Clinical Social Workers, with
physician consultation readily available. The reviewer shall have expertise in the evaluation of
mental or nervous condition services or chemical dependency services.

(D) Review may involve prior approval, concurrent review of the continuation of treatment,
post-treatment review or any combination of these. However, if prior.approval is required, provision
shall be made to allow for payment of urgent or emergency admissions, subject to subsequent re-
view. If prior approval is not required, insurers shall permit treatment providers, policy holders or
persons acting on their behalf to make advance inquiries regarding the approprialcncss of a parlic-

ular admission to a treatment program. Insurers shall provide a timely response to such inquiries.
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Approval of a particular admission docs not represent a guarantee of future payment.

(E) An appeals process shall be provided.

(F) An insurer may choose to review all providers on a sampling or audit basis only; or to re-
view on a less frequent basis those providers who consistently supply full documentation, consistent
with confidentiality statutes on each caso in a timely fashion to the insurer.

(17) For purposes of paragraph (b) of subsection (16) of this section, a utilization review con-
tractor is a professional review organization or similar entity which, under contract with an insur-
ance carrier, performs certification of reimbursability of level of treatment for admissions and
maintained slays in treatment programs, facilities or services.

(18) For purposes of paragraph (b) of subsection (16) of this section, when implemented through
an insurance contract, reimbursability of inpatient treatment requires demonstration that medical
circumstances require 24-hour nursing care, or physician or nurse assessment, treatment or super-
vision that cannot be readily made available on an outpatient basis, or in:

(d) The current living situation;

(b) An alternative, nontreatment living situation;

(c) An alternative residential program or facility; or

(d) A day or partial hospitalization program.

(19) For purposes of paragraph (b) of subsection (16) of this section, when implemented through
an insurance contract, reimbursability of treatment at the residential, day or partial hospitalization
level of treatment shall require demonstration that outpatient services, if appropriate and less costly
than residential, day or partial hospitalization services:

(@) Are not presently appropriate and available;

(b) Cannot be readily and timely made available; and

(c) Cannot meet documented needs for nonmcdical supervision, protection, assistance and treat-
ment, cither in the current living situation or in a readily and timely available alternative, non
treatment living situation, taking into account the extent of both the available positive support and
existing negative influences in the occupational, social and living situations; risks to self or others;
and readiness to participate consistently in treatment.

(20) For purposes of paragraph (bj-of subsection (16) of this section, reimbursability of treatment
at the level for outpatient facility, service or program shall require demonstration that treatment
is justified, considering the individual's history, and the current medical, occupational, social and
psychological situation, and the overall prognosis.

(21) Discrete medical or neurologic diagnostic or treatment services including any professional
component of that service, costing in excess of $300, occurring concurrently with but not directly
related to treatment of mental or nervous conditions shall not be charged against the inpatient
benefit level.

(22) The benefits described in this section shall renew in full cither on the first day of the 25th
month of coverage following the first use of services for the treatment of chemical dependency or
mental or nervous conditions, or both, or on the first day following two consecutive contract years.

(23) Health maintenance organizations, as defined in ORS 750.005 (3), shall be subject to the
following conditions and requirements in their provision of benefits for chemical dependency or
mental or nervous conditions to cnrollccs:

(@ Notwithstanding the provisions of subsection (1) of this section, health maintenance organ-

izations may establish reasonable provisions for onrollcc cost sharing, so long as the amount the



cnrollcc is required to pay docs not exceed the amount of coinsurance and deductible customarily
required by other insurance policies which arc subject to the provisions of ORS chapter 743 for that
type and level of service.

(b) Nothing in this section prevents health maintenance organizations from establishing dura-
tional limits which are acluarially equivalent to the benefits required by this section.

(c) Health maintenance organizations may limit the receipt of .ovcrcd services by enrollccs to
services provided by or upon referral by providers associated with the health maintenance organ-
ization.

(d) The Insurance Division shall make rules establishing objective and quantifiable criteria for
determining when a health maintenance organization meets the conditions and requirements of this
subsection.

(24) Nothing in this section shall prevent an insurer or health care service contractor other than
a health maintenance organization, except as provided in subsection (23) of this section, from con-
tracting with providers of health care services to furnish services to policy holders or certificate
holders according to ORS 743.531 or 750.005, subject to the following conditions:

(@ An insurer or health care service contractor may establish limits for contracted services
which are actuarially equivalent to the benefits required by this section, so long as the same range
of treatment settings is made available.

(o) An insurer or health care service contractor, other than a health maintenance organization,
may negotiate with contracting providers as to the cost of actuarially equivalent benefits, and such
actuarially equivalent benefits for services of contracting providers shall be deemed to equal the
minimum benefit levels specified in this section.

(c) An insurer or health care service contractor is not required to contract with all eligible
providers, and payment for covered services of contracting providers may be in alternative methods
or amounts rather than as specified in this section.

(d) Insurers and health care service contractors other than health maintenance organizations
shall pay benefits toward the covered charges of noncontracting providers of services for the treat-
ment of chemical dependency or mental or nervous conditions at the same level of deductible or
coinsurance as would apply to covered charges of noncontracting providers of other health services
under the same group policy or contract. The insured shall have the right to use the services of a
noncontracting provider of services for the treatment of chemical dependency or mental or nervous
conditions. Policies described in this subsection shall be subject to the provisions of subsection (1)
of this section, whether or not the services for chemical dependency or mental or nervous conditions
are provided by contracting or noncontracting providers.

(e) The Insurance Division shall make rules establishing objective and quantifiable criteria for
determining that a contract meets the conditions and requirements of this subsection and that
acluarially equivalent services of contracting providers equal or exceed services obtainable with the
minimum benefits specified in this section.

(25) The intent of the Legislative Assembly in adopting this section is to reserve benefits for
different types of care to encourage cost effective care and to assure continuing access to levels of
care most appropriate for the insured's condition and progress.

(26) The Insurance Commissioner, after notice and hearing, may adopt reasonable rules not in-

consistent with this section that arc considered necessary for the proper administration of those

provisions.



SECTION 3. ORS 750.055 is amended lo read:

750.055. (1) The following provisions of the Insurance Code shall apply to health care service
contractors to the extent so applicable and not inconsistent with the express provisions of this
chapter

(@) ORS 731.004 to 731.150, 731.162, 731.204 to 731.362, 731.382, 731.386, 731.390, 731.398 to
731.430, 731.450, 731.454, 731.504, 731.508, 731.512, 731.574 to 731.620, 731.640 to 731.652, 731.804 and
731.844 to 731.992.

(b) ORS 732.230, 732.245, 732.250, 732.320, 732.325 and 732.505 to 732.595.

(c)(A) ORS 733.010 to 733.050, 733.080, 733.140 to 733.170, 733.210, 733.510 to 733.680 and 733.700
to 733.780, apply to not for-profit health care service contractors.

(B) ORS chapter 733 applies to for-profit health care service contractors.

(d) ORS chapter 734.

(e) ORS 743.003 to 743.011, 743.012, 743.018 to 743.030, 743.037 lo 743.108, 743.114, 743.116,
743.119 to 743.128, 743.350 to 743.370, 743.402, 743.412, 743.492, 743.495, 743.498, 743.527, 743.529,
743.549 to 743.555, 743.800 to 743.833 and 743.850 to 743.890.

(0 ORS 743.522 and 743.528, except that individual policies may be issued to the persons or
families insured in lieu of issuance of a single group policy as referred to in ORS 743.522. An in-
dividual policy issued under this paragraph shall be considered the statement of the essential fea-
tures of the insurance coverage required under ORS 743.528 (2).

(g) ORS 744.005 to 744.265.

(h) ORS 746.005 to 746.140, 746.160, 746.180, 746.220 to 746.370 and 746.600 to 746.690.

(i) ORS 743.135, except in the case of group practice health maintenance organizations that arc
federally qualified pursuant to Title XIIl of the Public Health Service Act unless the patient is re-
ferred by a physician associated with a group practice health maintenance organization.

() ORS 743.557 and 743.558 except that group practice or staff health maintenance organizations
which are federally qualified pursuant to Title XIIl of the Public Health Service Act shall be deemed
lo comply with the requirements of ORS 743.557 and 743.558.

(k) Section 2 of this 1987 Act.-

(2) For the purposes of this section only, health care service contractors shall be deemed
insurers.

(3) Any for-profit health care service contractor organized under the laws of any other state
which is not governed by the insurance laws of such state, will be subject to all requirements of
ORS chapter 732.

(4) The commissioner may, after notice and hearing, adopt reasonable rules not inconsistent with
this section and ORS 750.003, 750.005, 750.025 and 752.045 that are deemed necessary for the proper
administration of these provisions.

SECTION 4. ORS 430.010 is amended to read:

430.010. As used in ORS 430.010 to 430.050, 430.100 lo 430.170, 430.260 to 430.270 and 430.610
to 430.700, unless the context requires otherwise:

(1) "Division" means the Mental Health Division.

(2) “Health facility™ means a facility licensed as required by ORS 441.015 or a facility accredited
by the Joint Commission on Accreditation of Hospitals, either of which provides full-day or part-day
acute treatment for alcoholism, drug addiction or mental or emotional disturbance, and is licensed

lo admit persons requiring 24-hour nursing care.
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(3) “Residential facility” or “day or partial hospitalization program" means a program or fa-
cility providing an organized full-day or part-day program oT treatment, but not licensed to admit
persons requiring 24-hour nursing care. Such a program or facility shall be:

(a) Licensed, approved, established, maintained, contracted with or operated by the [Menial
Health Division| office of Alcohol and Drug Abuse Programs under ORS 430.041, 430.260 to
430.380 and 430.610 lo 430.880 for alcoholism;

(b) Licensed, approved, established, maintained, contracted with or operated by the [Mental
Health Division] office of Alcohol and Drug Abuse Programs under ORS 430.041, 430.260 to
430.380, 430.405 lo 430.565 and 430.610 to 430.880 for drug addiction; or

(c) Licensed, approved, established, maintained, contracted with or operated by the Mental
Health Division under OPT 430.041 and 430.610 to 430.880 for mental or emotional disturbance.

(4) “Outpatient service"™ means a program or service providing treatment by appointment. Such
a program or service shall be:

(a) Licensed, approved, established, maintained, contracted with or operated by the [Mental
Health DivisionJ office of Alcohol and Drug Abuse Programs under ORS 430.041, 430.260 to
430.380 and 430.610 to 430.880 for alcoholism;

(b) Licensed, approved, established, maintained, contracted with or operated by the [Mental
Health Division] office of Alcohol and Drug Abuse Programs under ORS 430.041, 430.260 to
430.380, 430.405 lo 430.565 and 430.610 to 430.880 for drug addiction;

(c) Licensed, approved, established, maintained, contracted with or operated by the Mental
Health Division unde." ORS 430.041 and 430.610 to 430.880 for mental or emotional disturbance; or

(d) Provided by medical or osteopathic physicians licensed by the Board of Medical Examiners
for the Stale of Oregon as provided under ORS 677.010 lo 677.450; psychologists licensed by the
State Board of Psychologist Examiners as provided under ORS 675.010 to 675.150; nurse practition-
crs registered by the Oregon State Board of Nursing as provided under ORS 678.010 to 678.410; or
clinical social workers registered by the Stale Board of Clinical Social Workers as provided under
ORS 675.510 to 675.610.

SECTION 5. Section 2, chapter 601, Oregon Laws 1983, is repealed.

SECTION 6. Section 10, chapter 601, Oregon Laws 1983, as amended by section 1l,chapter 124,
Oregon Laws 1985, and section 179, chapter 158, Oregon Laws 1987 (Enrolled House Bill 2409), is
further amended to read:

Sec. 10. 111}] Sections 7,8 and 11, chapter 601, Oregon Laws 1983, are repealed on July 1, 1987.

1f2) The amendments to ORS 743.557, 743.558 and 750.055 by sections 5 6 and 9, chapter 601,
Oregon Laws 1983, are repealed on july 1, 1987.]

SECTION 7. ORS 743.145 does not apply to section 2 of this Act because section 2 of this Act
constitutes a reenactment of ORS 743.557 and 743.558 or to ORS 750.055 because of its amendment
by this Act.

SECTION 8. Section 2 of this Act and the amendments to ORS 750.055 (I)(k) of this Act apply
lo contracts entered into, renewed or extended on or after July 1, 1988.

SECTION 9 ORS 743.557 and 743.558 are repealed June 30, 1988.

SECTION 10. Paragraph (a) of subsection (23) of section 2 of this Act is notoperativeafter
June 30, 1991.

SECTION 11. ORS 748.555 is amended to read:

748.555. (1) The following provisions of the Insurance Code shall apply to fraternal benefit so-

H
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cictics lo ihc extent so applicable and not inconsistent with the express provisions of this chapter:

(@) ORS 731.004 lo 731.026, 731.032 to 731.154, 731.162, 731.166, 731.170, 731.204 lo 731.356,
731.378 lo 731.434, 731.446, 731.450, 731.454, 731.504, 731.508, 731.512, 731.574 lo 731.620, 731.640,
731.644 1o 731.652, 731.804 and 731.844 to 731.992.

(b) ORS 732.245, 732.250, 732.320 and 732.325.

(c) ORS 733.010 lo 733.050, 733.080, 733.140 to 733.170, 733.210, 733.510 to 733.570, 733.590 lo
733.680 and 733.710 lo 733.780.

(d) ORS chapter 734.
(c) ORS 743.003 to 743.012. 743.018 to 743.030, 743.039 to 743.054, 743.060, 743.069, 743.078,

743.084 to 743.108, 743.114, 743.116, 743.123, 743.350 lo 743.370 and 743.558 (1985 Replacement Part)
mental or nervous conditions covered under section 2 of this 1987 Act.

(0 ORS 744.005 lo 744.265.
(g) ORS 746.005 to 746.140, 746.160, 746.180, 746.220 to 746.370 and 746.600 to 746.690.

(2) For the purposes of this section, fraternal benefit societies shall be deemed insurers and
benefit certificates issued by such societies shall be deemed policies.
SECTION 12. If House Bill 3081 becomes law, on January 1, 1988, section 11 of this Act is rc-
pealed.
SECTION 13. This Act being necessary for the immediate preservationof the public peace,
health and safety, an emergency is declared toexist, and this Act takes efTcct June 30, 1987.
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MANDATED MENTAL HEALTH INSURANCE: A COMPLEX CASE OF PROS AND CONS

INTRODUCTION

On June 1, 1905, state |e8|s|atures across th? coii_ntry were still anxmuslg/
awaiting word from the U.S. Stipreme Court on the lega |t[¥] of state laws requir-
Ing insurance companies to offer or provide minimum mental health benefits.
Twenty-six states alreadY had such laws; nearly all other states had considered
them. ” Fifteen years of legislative action in this area was on hold.

The Court had yet to hand down its decision in the_jointly heard case of
Metropolitan Life Insurance Company v. Massachusetts and Travelers Insurance Co.
v. Massachusetts. Specifically at”issue was the le a|lt)f of a Massachusetts law
mandating certain minimum inpdtient and outpatient mentdl health benefits in any
group or”individual insurance plan.

Metropolitan Life Insurance Company had charged that the state's mandated
enefits law_was_in conflict with the féderal Employee Retirement Income Securi-
ty Act of 1974 (ERISA), which broadly preempts any and all state laws that regu-
late employee benefit %Ians. Massachusetts mairitained that its mandated bene-
fits law was protected by a key exception to ERISA's broad preemgtw_e power; an
exceptlon(lthat 1uP)heId the power of ‘state laws regulating the business of in-
surance (1, p. 11).

In a different vein, the Travelers Insurance CompanY maintained that Mas-
sachusetts minimum benefits |aw was. preempted by the tederal National Labor
Relations Act. (NLRA) because it applied to hbenefit plans negotiated under col-
lective bargaining a?reements (1, p. 7). The state law, |0 effect, mandated
certain terms of collective bargaining ‘agreements by requiring the purchase of
certain benefits, regardless of ‘whether or not the parties involved wanted such
benefits (2, p. 22)." Massachusetts held that its faw was not greempted by the
NLPA because mandating minimum benefits did not upset the balance of power
between the negotiating parties (2, p. 18).

On June 3rd, 1985, the Supreme Court upheld the Massachusetts law on both
counts. Regarding the law's possible preemption by ERISA, the Court held that
"iIf a state law re%ulates insurance, as mandated-benefits laws do, it is not
preempted” (L, p, . Congress intended to preserve such state requlatory
rights in exemptmIq state laws governing the insurance _industry from “ERISA’S
ereemptwe ower (L, p. 18). Regardln? the law's possible preémption by the
LRA, “the Court mtmg the "purpose of Congress gas] the ultimate touchstone”
1, ? 22), held that Congress’ intent in passing the NLRA was to establish "an
egm able "process for determining the terms and Conditions of employment” (1, p.
28).  The Court found no incompatibility "between federal rules deSigned fo re-
store the equality of bargaining power and state. . .legislation that |mP_oses
minimal substantive requiréments on contract terms negotiated between parties”

(1, P. 29).

Across the country, legislative, professional and consumer advocates of man-
dated mental health insurance breathed a sigh of relief.  Yet the Supreme Court
decision stayed only the legal controversy surrounding these laws. Advocates
and opponents aljke ‘maintain “the fight .is far from over. And while the Supreme
Court “decision has placed responsibility for mandating mental health benefits
solidly back into the hands of the states, few state lawmakers would dispute the
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fact that mandatory mental health benefits can be a hot political and economic
issue to handle.

OVERVIEW. THE LONG-STANDING ARGUMENT BETWEEN THE INSURANCE INDUSTRY AND THE
MENTAL HEALTH ESTABLISHMENT

In many state legislatures controv_ersg over man?lated mental health in-
surance ha Iarge[w réflected the traditional stand-off between the Insurance
Industry and th& mental health community over the necessity and appropriateness
of minimum benefits |aws. Points of contention between the two gr ugs enerall
center on consumer choice in. the fr(?e market system, potential ificreases in men-
tal health services utilization and costs following a mandate, and theappropri-
ateness of the legislative arena for deciding such”an issue.

. Consumer. Choice in the Free-Market Slystem. Opponents argue that mandates
interfere with the market for mental heafth insurance and are unfair to con-
sumers and industry alike. They maintain that mandates do the following:

+ Deny employers and em IOYees the right to choose the benefits they want. As
such, the”issue Is not the ultimate desirability of mental health insurance,
hut . the arﬂProp_nateness of mandating such insurance when consumers have
limited funds with which to buy all types of insurance coverage. The result
Is less consumer choice and higher prémiums;

« Act as a regressive tax. As most employees pay for at least some portion of
their hea?lgn Insurance, either throughydwegtypremmms or throughp decreased
wages,a law that forces every emplo_>{ee-,-re%ard|ess of income--to. purchase
the same minimum benefits necessarily imposes a greater hardship on indi-
viduals with a lower income;

« Give an unfair advantage to insurance carriers not required to provide minj-
mum benefits. One of"the industry's toughest new competitors--Health Main-
tenance Organizations--are generdlly not™ covered by state mandates. In ad-
dition, individual insurance plans often are not covered;

» Encourage the trend toward self-insurance. As more companies find them-
selves “required to purchase insurance packages containing unwanted mandated
benefits, the}/ will" be more likely to self insure, thus side-stepping all
federal and state regulation of employee insurance plans;

+ Discourage inFlustry from staying or Ioc?tin in a state. As emplo,){ers spend
an averdge of 38 percent of” their employeé labor costs on benefits, a man-
date. thal increases employee benefit costs will detract from that state’s

ability to attract or retain businesses (3, p. 9);

o Increase the number of uninsured employees. Small businesses may choose to
drop their employee health insurance” altogether if mandates increase the
price of that insUrance beyond an affordablé point.

. Proponents argue that a mandate can restore to proper functioning the other-
wise improperly flunctioning market in mental health inSurance, as wéll as ensure
minimum_ coverdge for individyals who need, but are unable to afford mental
health insurance. To this end, proponents maintain that two key problems keep
the market in mental health insurance from functioning properly.

--NCSL State Legislative Report--2



0 The average mental health consumer is not well-informed about the need for
and valye “of mental health Insurance. It IS estimated that the stigma as-
sociated with mental illness heI S kee ﬁ four-fifths of the indivi uals syf-
ferrnq from a mental disorder from see mg treatment (4, p. 3).  Many indi-
viduals also have unrealrstrc reelings rmmunrt to’ mental rIIness tS
P. 34), stemmin art from a enera ack of nderstandin mental
Iness, especi |Iy en compared g physi al rIIness , . Further
more,  man emglovees without mental healt coverage ae reluctant to ask
their employers Tor such coverage mP 0yees. wrt such. coverage  are
reIuctant to" use 1t because. they ear hey will Heo pardize t err JObS

eP 21 inally, an individual s loy er and amrg may undervalue
ent health insurance, because they ben frt Indirectly and rn ways that
cannot be readily quantified.

0 The market in mental health |nsure1nce s kept from funftrohrng Proéperly" g
rErenomenon known ai "adverse selection." "Adverse selection” rerer
tendency of high-ris porcyholders to, c oose rnsurance plans with coverage
they are likely” to use" and for low-risk h)OIC hol ers not to choose these
same plans (6, p. 208); thus rt changes t ture of the "risk pool" cre-
ated Dy insurance coverage of an illngss. When only those high-risk indi-
viduals, who know they will use mental health insuraice, select”plans offer-
rng mental health coverage, there s no real risk pool created. " As most of
the individuals in the pool will take advantage of the mental health ser-
vices, the costs of that care are not spread evenly over a |arger, randomly-

selected groug reflective of the true risk of “mental illnéss among the
?enera lation. As the costs of the mental heaIth coverage climp fowara
he out-of- ocket care costs, the insurance plans offering” mental health

coverage often have to drop or decrease that coverage to remain competitive.

Proponents of mandated insurance also maintain that it improves shallow in-
surance coverage for those low-income employees who would riot normally have the
out-of-pocket ‘resources for mental health Care, but who might need it at some
point In their lives to retain their jobs and well-being. Such individuals
could use their insurance to defray the costs of mental health care following,
for example, the unexpected death of a child or spouse or a traumatic divorce,

. Potential Increases in Mental Health Services Costs and Utilization. On the
issue of the effect of mandates on_ mental health care costs and utilization,
each side charges the other with misinterpretation of research data and flawed
research designs. Moreover, both sides cite studies and statistics that refute
the other’s "inaccurate” findings.

Opponents ar?ue that mandates greatly increase the costs and utilization of
mental health cafe, without a comparable”increase in benefits to individuals and

society.

» Blue Cross/Blug Shield of Massachusetts reported a 24-fold increase in out-
patient mental health care costs following the implementation of that
state’s minimum .-nefits law.. In addition, the number of individual therapy
sessions _almost tripled makrng it the single most common procedure covered
by Blue Cross/Blue Shield (7, p. 8).
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m Minnesota Blue Cross/Blue Shield, b?tween 1976 and 1980, reRort,ed a 115
percent Increase In Inpatient costs for ﬁs chiatric care and chemical depen-
dency following the implementation of that state's mandate. Qverall hoSpi-
tal char7ges |ré) the state increased by only 58.2 percent during the same

n. 8).

period (7,

® In Kansas, Blue Cross/Blue Shield found that the state mental health
mandate added “nearly five dollars per month to the average family cop-
tract"; In Maryland, Blue Cross/Blue Shield found the ihcrease “to be
"between two and” three dollars per month per family contract" (3, p. 5).

. Opponents maintain that mandates. produce this dramatic increase in costs and
utilization for several reasons. First of all, without providing adequate pro-
vider incentives to control costs, they greatly expand provider markets.

» Minimum_mental health benefit laws have been associated with average
statewide increases of 7 percent in the number of psychiatrists and 32 per-
cent in the number of psychologists (8, p. 207).

» In Wisconsin, the némber of state-approved outpatient clinics, for the
treatment of drug and alcohol abuse and mental Illness, soared from under 40
to over 900 following the implementation of that state’s minimum benefits

law (9, p. 2)

SecondI_Y, opponents maintain that the amount of mental health care that a
consumer will use deﬁends largely .on the price of those services, so utilization
can and often does skyrocket ’n ‘situations of greatly increased access to mental

health services.

 Between 1974 and 1981 under the liberal mental health covera%e orovided by
the Blue Cross/Blue Shield federal employee benefits. plan (F Bg the number
of visits to a psychjatrist per 1000 individuals increased 34.1 percent.
Yet the number of ‘visits to psychologists, social workers and other non-
medical therapists rose over 300 percént.  In 1981 the combined total for

FEB subscribers was 922.5 visits per 1000 individuals (7, p. 7

» A group of Philadelphia area e_mPone,rs, who reviewed hospital utilization by
their employees, found that "intersity of hospitalization increases dramati-
cally with availability of benefits.” . . .gandg the patients with the more
generous benefits have much longer lengths of stay" (7, p. 9).

, Proponents argue that mental health costs and utilization stabilize over
time,  that direc{ savings will result if an individual in need receives ap-
propriate mental health Care, and that mandates can he implemented in such a way
as to control unnecessary use of mental health services.” Regarding, the stablé
costs and utilization of mental health care over time, proponénts cite such ex-

amples as the following.

« A 1982 study indjcated that the percentaé;e of federal employees receivin?
psychiatric "benefits under both the Blue Cross/Blue Shield and Aetna federa
employee Dbenefit plans is relatively stable at around 1.5 percent of the
total " number of enrollees (6, p. 8).

Proponents insist that the insurance industry's claim of greatly increased
costs is reflective of the fact that mandates force “insurers [tog pick up the
tab that was once paid by the government and the users themselves (8, p. 207).
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States presently pay 50 percent of the costs associated with mental health care,
while the insyrance” industry pays only 12 percent. In contrast, states pay onIY
15 er?ent and [ﬁnvate Insurance . dollars J)ay 28 percent of the costs of ?_enera
medical care. The net Increase in costs of “a mental health mandate is estimated

to be SI to $2 per person for the general population (8, p. 208).

. Proponents also clajm that agpropnate mental health care_results in direct
financial benefits to individuals, employers and society. They maintain that
attemPtmg to establish a false dichotomy between mental and physical illness
leads to a false economy in insurance coverage" (6, p. 8).

» Individuals suffering from mental disorders "will use their medical-surgical
benefits to cover but not treat their diseases if they do not have access to

mental health services" (4, p. 12),

» Mental health care can_decrease the use of other--and = often more costlsy--
medjcal services, A Blue Cross/Blue Shield study of individuals diagnosed
as having one of four chronic diseases, including certain types of”heart
disease, ~hypertension and diabetes found that "th€ inclusjon of outpatient
psychotherapy in medical care systems can improve the quality and azngpropn-
aténess of care and also lower costs of providing it" (107 p. 428). " In
general, reductions in other medical costs resultm% from the grovmon of
appropriate mental health treatment range from 5 to 80 percent (8, p. 208).

o Sixty-six percent of the S237.6 billion that drug abuse, alcoholism and men-
tal “illpess cost society in 1984 wa? £a| out In indirect costs such as de-
creased job pr_oductwﬁ? and loss of employment (11 p. 15). An increase In
direct expenditures for  mental health caré could thus produce a significant
decrease In indirect costs;, even minimal psychotherapy has often “been at-
tributed with creating "lessening absenteeism, increasing productivity and
decreasing the number ‘of on-the-job accidents (4. p. 7).

Finally, co-payments and co-insurance provisions as well as peer review of
psychiatric claims”can be effective in controlling excessive and unnecessary use

of "psychiatric services.

o A 1985 stydy found "employee insulation from cost" to be the greatest factor
contributing to excessive health care costs (4, p. 9).

o More than 400 psychiatrists review mental health benefit claims, based on
Peer review_ guidelines developed by the American Psychiatric Association,
or 24 national and local (nsurers across the country. Aetna Life and
asualty spent $20,000 on such peer review in 1981, and saved an estimated
52.4 million. Mutual of Omaha's, estimated savmgs totaled $300,000 during
Its first year of formal peer review procedures (6, pp. 10-11),
Appropriateness of Legpslatlv_e Arena for Deciding Insurance Questions. Op-

ponents argue that the state legislature is simply not an appropriate place for

questions 0f insurance coverage to be decided. They maintain that the insurance

Industry is in the best position to judge the most cost-effective and appropri-

ate mental health benefits on a plan-by-plan basis.

Moreover, they maintain that mental health mandates often have proven tq be

more costly than ‘mandates for other types of health care. In 1984, Maryland
Blue Cross/Blue Shield reported that iripatient and outpatient mental health care
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accounted for 60 percent of Its-expenditures per member month for mandated bene-
fits, In addition to mental health, Maryland law requires coverage of pros-
thetic devices, alcohol rehabilitation, hgme health care, as well as seryices
rendered by podiatrists, chiropractors and optometrists, to name a few (12, p.

14).

Opponents also charge that mandating one set of benefits that expands the
market for one ?roup of “care providers Sets a dangerous precedent for the next
special Interest group that hopes to increase the curre_ncg_ and utilization of
IS services throligh mandat?s. Finally, o%ponents maintain that legislative
?fforﬁ]s {0 pr.oY|de coverage for meptal pealt care on gar with thzi\t proyided
or p SLC&H Ilinesses are mwgm ed.  The insurance industry generally “detends
Its track record on mental cOverage by insisting that mental” |llness 1s dit-
ferent from physical illness: "diaghoses are subjéctive, protocols of treatment
are unclear, providers of services are more numerous and less well-trained than

Is true of medical conditions" (7, p. 1).

_Proponents argue that state mandates are an appropriate way to restore com:
petition to a mental health insurance market otherwise riddled "hy the forces of
adverse selection. . They cite a long tradition of government intervention In
iImproperly functjoning markets--a tradition evidenced, for example, by the ex-
tensive body of federdl and state anti-trust laws.

Proponents also argue that the insurance industry's power over mental health
coverage has led to a history of employee health Benefits in _which"the human
mind nas been treated as a second class citizen" (4, apx. a).Employers  often
do not regard mental health benefits as e'.sential in part because insurance com-
panies generally refrain from promoting inem.

. In addition, insurance plans heavily favor inpatient care for mental health
disorders, while rare,IY providing it at”a level on a par with the coverage pro-
vided for th_swaI IIingsses. “Moreover, proponents claim that the inSurance
industry’s reliance on inpatient care for mental illness reflects a resistance
to |ncor|oorat|ng new methods of treatment for mental disorders, many of which
rely on less-reStrictive treatment settings.

» In 1983, the American Psychiatric Association found that, out of 300 in-
surance plans covering 33 million employees and their dependents, all pro-

vided coverage for inpatient care, but only 49 percent ofthe plans provided

coverage on a par with other physical illnésses (6, p.7). A 1985 update of
that sud?{ ingicated that the number of glans offering such comprehensive
coverage had dropped to 48 percent (4, P . Moreover, while 98 E)ercent of
the plans provided coverage for outpatient treatment, only. 10 percent
vided such treatment on the same basis asother medical conditions (6, p.

7).

Proponents maintain that mandated benefits requiring. a mix of inpatient and
outpatient services could help combat discrimination against the mentally ill in
insurance coverage and provide individuals with an appropriate mix of inpatient
outpatient and ~ partial-hospitalization services.  Outpatient and partial
hospitalization services have been proven to be a more cost-effective and
therapeutic type of treatment for many mentally ill individuals, which can avert
the potential” harm of unne.essary inpatient, hospitalization (5, p 38).

--NCSL State Legislative Report--6

pro-



GENERAL LEGISLATIVE GUIDELINES; ~SPECIFIC STATE ISSUES IN MANDATING R EXPANDING
MENTAL HEALTH INSURANCE COVERAGE

Lawmakers must ?onslder carefully the arguments hoth in favor of and against
mandated mental health insurance In deciding” to introduce such legislation “or to
support or oppose it. Specifically, state” legislators should pdy close atten-
tion to the key questions relative "to mandating minimum mental hedlth coverage.

What is the nature of the law? Are minimum benefits required or is the
availability of such benefits mandatory? = Minimum benefits packa?es can increase
the costs of consumers’ premiums and of insurance dollars paid Tor mentalhealth
care, so they generally incite fierce OﬁpOSItlon from the insurance industry.
Yet mandatory availability of mental health insurance coverage--o_ften considered
as a politic L compromise--can ﬁllow the forges of adversF lection t% c? tinue
to operate, thus perpetuating the Improper functioning of the mental health In-

surance market.

. .Who is covered? Ipsurance palicies usually differentiate hetween those jn-
dividuals who wish to improve their overall mental health and those who are 1JJ
as a result of a mental disorder, ingeneral, insurance policies only cover
treatment provided to the latter. Inaddition, most insurance policieS limit
the mental health services they cover so as to preclude any long-term treatment
for mental illness. Costs of “mental health care can I\/%O ug considerably when
more long-term treatment is brought under a mandate. ny argue, however, that
those who do not receive appropriate mental health care, Whafever the duration,
will -~ simply continue to use  inappropriate medical services, drain the public
mental hedlth system and drive "up the indirect costs of mental illness to

society.

. What types of treatment are covered? Minimum coverage generally applies to
inpatient and outpatient services, while other laws may dlso”require’ coverage of
such services as partial-hospitalization. Inpatient care can often be necessary
ror mental disorders of an acute and  intensive nature. It can be harmful]
however, if treatment in such a restrictive setting is not clinically _necessar¥.
In addition, many state commitment laws restrict involuntary hospitalization 19
those cases in which the patient presents a clear and present danger to himself
or to others. It clinically feasible, partial hospitalization and outpatient
care are generally preferred treatment alternatives pecause they minimize the
patient's dislocation and allow him or her to retair the use of natural support
systems. In some localities, however, treatment settings and programs that of-
fer accountable, commmunity-pased outpatient and partial-hospitalization ser-
vices are less readily available,

.. What coverage is provided? The groblem with legislative determination of
minimum levels 0f mental health coverage 1s that they tend to become maximum
levels.  Thus, those mentally ill who Tequire more extensive treatment may not
receive it. Still, select mandatory coverage in this area tends toward a norm.

» Most state laws mandate minimum inpatient care coverage of at least 30 days
per year in a general or psychjatric hospital or some type of authorizéd
mental health care facility; at least four states requwe Inpatient care for
psychiatric disorders to be of equal value with that provided for physical

.6).. Many states that require coverage for partial

t\1N|7c)e the number of partial hospitalization days as

Ilnesses (13, p. 1
hospitalization allow
inpatient days (13, p.
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« State laws requiring or offering mental health benefits vary greatly with
respect to outpatient treatment. Statutes can require coveragé for ‘@ cer-
tain number of outpatient visits, for treatment provided up” to a dollar
limit or for some combination thereof. For example, Tennessee covers 30
outpatient visjts ?,er year, Georgia covers 48-50 visits per year, degendlng
on the type of policy. Florida “covers outpatient treatment” up to SI,000:
Massachusetts covers "$500 per year. =~ Minnesota provides for coverage of a
least 80 percent of the first $750 of outpatient treatment: Vermont “provides
full coverage for the first five outpatient visits, and 80 percent of the
treatment costs up to $500 after the first five visits.

. What types of treatment seftings are cqvered? Most state laws cover inpa-
tient and “outpatient care provided in traditional settings such as general “or
psychiatric hospitals or. community mental health centers” (CMHCs). Other laws
cover additiopal community care providers such as free sfanding clipics. An
Increase In the number of” treatment settings covered can increase utilization,
but it can also help ensure appropriate treatment as well as use of the least
restrictive--and least expensive--treatment setting.

Which mental health professionals are authorized to provide services? Many
state laws cover only physicians and licensed psychologists.  Others includé
such providers as clinical social workers and psychiatric nurses. Increasm_q
the number of service providers can improve access and decrease the per upi
cost of mental health care through increased competition among providers, Yet
mcreasmﬁ the number of service "providers can increase the total costs of men-
tal health care as a result of increased utilization,

What cost containment mechanisms does the law contain? As with insurance
coverage of physical illness, copayments and monetary caps can effectively limit
unnecessary use of mental health” services, but they can also . discourage ap-
propriate use of mental health services if they are foo restrictive., Where co-
Payments are specified, the%/ are often 50 percent of the treatment costs once
he appropriate deductible has been subtracted &13,, . 1.7).  (The standard de-
ductible for ph¥3|cal Iiness is 20 percent.) Provisions for peer review prior
to reimbursement for services can effectively limit unnecessary provision of
services by providers.

. What t){pes of poljcies are required to provide the minimum level of ser-
vices? All" mandated benefits laws cover group iInsurance policies; many cover
individual policies as well.  Requiring individual insurance policies to ‘provide
the minimum' benefits. necessarily ‘ensures that such benefits are available.  But
it can also discrimipate against and raise premium costs for a well-informed
consumer who knows with a mich greater certamtx than a Iarge corporation bwlng
on behalf of its employees whéther or not such benefits are necessary, More-
over, Including both ‘group and individual insurance plans can increase ‘the trend
towards self-insurancé among employers and individuals.

THE STATES' RESPONSE IN RECENT YEARS

~The followm% chart delineates the existing 26 state minimum_ benefits  laws

with respect to the tdvpe of mandate, the year passed and the services, policies
and . providers covered. In 1987, at least twenty-seven states are considering
legislation that will mandate, minimum mental health benefits, expand benefits
leVel, service. providers or insurance providers, or study various aspects of
mental health insurance.
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At present, 12 states require minimum benefits, 12 states require the
a_va|Iab|||t¥ of such benefits and two states require coverage for certain ser-
vices and the availability of covera?e_ for others. Connecticut was the first
state to pass such a Jaw in 1971; Georgia and Oregon were the most recent states
to pass such legislation in 1984. The majority of the states passed their laws
In the mid-to-late 1970s, The statutes In 23 states. cover inpatient care, 24
cover outpatient care and nine cover partial hospitalization. (Wisconsin's Jaw
does not specify the types of services covered: it merely stipulates that
coverage is provided for treatment of mental illness at uysual and customary
rates.] All 26 states cover group policies; nine cover individual policies as
well. ~All cover services provided by a_ physician, 24 cover Services 0provmle_d b
a licensed psychologist, 12 cover services provided by a licensed or clinica
social worker "and siXx provide coverage for additional Service providers includ-
|n% psychiatric nurses, mamage and family counselors, licensed psycho-
therapists and pastoral counselorS (see chart of state laws, p. 11).

FUTURE IMPLICATIONS AND DIRECTIONS

The track record of recent legjslative attempts to pas% mandated mental
health legislation may or may not indicate that a plateau has been reached amon
the . states that plan” to adopt such measures. Man¥l state lawmakers suspende
their efforts in this area pending the Supreme Court's decision In Metropolitan

Life v.  Massachusetts. According to the National Mental Health Association,
legislative mtereTt in mental health mandates has risen considerably since the
Su%reme Court upheld the Massachusetts law.

Efforts among those states that already have mandates are largely focused
on updating or expanding their laws. A number of states have considered legisla-
tion to expand the number of service providers covered by the mandate, In~1986
MarYIand ‘Minnesota, and. New Hampshire are all considering legislation to put
Health Maintenance Qrganizations (HMOs) under their mandates. “Massachusetts Is
considering, legislation to include specialists in psychiatric and mental health
nursing, . Minnesota to include certified psychologists, and New Hampshire to in-
clude Clinical social workers. In 1985 "California, New York, and West Virginia
considered, but did not pass, legislation that would have made mandatory the
mental health coverage that is %resently optional in all insurance policies. In
1986, Maryland decreased from 50 to 40 L{)ercent the copayment on outpatient men-
fal health care (1986 Md. Laws, chap. 843).

. States are also beginning to act on (iuallty assurance and utilization re-
view.  In 1985, the Orégon State Health Planning and Development Agﬁncy Issued
the first of two requiréd reports evaluating the effectiveness of that® state's
1984 Dbenefits law, which ~mandated coverage for  outpatient and Earnal
hospitalization services and significantly reddced inpatient care coverage.

The statute allowed insurers two cost containment options, one of which was
adopted by Blue Cross/Blue Shield of Oregon andseems. Iikely to be. adopted b
other Oregon insurers: professional peer review of reimbursément claims, evalu-
at?( for “both the level of care and length of treatment. While the rePo,rt
acknowledges certain problems with the existing statufe, it does state that In
Oregon "more Peolﬁ)le are currently receiving services for less mone¥" than were
previously. It notes that nominal increasés in outpatient care costs hdve been
offset b[¥ marked decreases in inpatient care costs for both Blue Cross/Blue
Shield anid SelectCare (14, p. 10).
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. States must remember, however, that much of the research relative to the
impact of state minimum benefits has yielded Qonfllctmg evidence. ~Both the
Insurance, industry and the mental health community disputé each other's statis-
tics, citing flaws in research design and biased ‘interpretation of data. _More-
over, in 1984-85 the Baltimore, Maryland-based Center for Health Policy Studies
undertook a major review of the litérature relevant to mandated mental health
insyrance and made recommendations regarding further research. The report cited
methodological inconsistencies in the research that had been done, such as dif-
ferences in provider settings and the use of health insurance claims as research
data, as cause for this conflicting evidence (13, pp. 1.12, 3.58), Thus state
legislators must remember to evaluate the effectiveness. of a minimum benefits
law in light of the mental health system and resources within their own state.

. Finally, the private sector also has begun to address more aggressively the
issue of mental health care for employees.” In deciding to support or oppose
mandated mental health insurance, state’legislators would want to welg_h careful-
I,)( any changes in the corgorate world's “overall approach to combaling ment/
Iiness. For examn%e a 1984 survey of 64, mostlghanortune 500, companies with

over 19 million employees indicated substantive ges in approach to mental
health care:

» 19 percent had recently increased their lifetime or annual maximums for men-
tal health coverage;

» 22 percent had rece_ntl}/ enhanced their coverage for outpatient services,
\mth an afddtmonal eight percent planning to increase outpatient coverage in
e near future:

» 73 percent had developed Employee Assistance Programs (EAPS) to combat the
roblems associated with emotional problems and alcohol and drug abuse.
hile 30 percent of the EAPs still focused on alcohol and drug abuse inter-

vention and treatment, 68 percent had broadened their scope to include
short-term mental health treatment:

» 41 percent had implemented stress management programs (15, pp 15-16).
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STATE MANDATORY MENTAL HEALTH INSURANCE LAWS

MANDATE TYPE SERVICES COVERED POLICIES ADDITIONAL
COVERED PROVIDERS"
COVERED

STATE

X 1979
1973
X 1976
X 1971
1976/83
1984
1975
1978
1975
1983
1974

X

X O

X X X
X

XXX X X

@

X
X
X XXX XXXXXXXX

X X XXX

1973
1975
X 1980
1983
1975
X 1977
1975
1978
1984
1974
1975
1975
1975 X
1983 --see note #6-
1977 X X
X 1975/85 X X

(2) (3)

X

®

XXX XX XX XX

X

XX XX XXXXXX XXXXXXXXXXX

XX X XXXXXXX XXXXXXXXXXX
X X X X

S5SZ326225855 57507 2T7A8R%

X
XX XXXXXX XXX

XXX XX

)

HXXXXXXXXXXXXXXXKXXXXXXXXXXXXXX
X

=&3

1) psychiatric nurses and licensed marriage, family and child counselors

2 psychiatric nurses

3) licensed psychotherapists

4y licensed pastoral counselors

5) nurse practitioners

O Ch D e, A L e L
gggns&:/fan, a licensed psychologist or a licensed community mental healt

7) licensed psychotherapists --NCSL State Legislative Report--11



NEW HAMPSHIRE CASE STUDY: THE PROS AND CONS OF EXPANDING
EXISTING MENTAL HEALTH BENEFITS

New Hampshire's current mental health benefits law, passed in 1975 and im-
plemented In" 1977, requires certain minimum mental health™ coverage In all group
Insurance policies, The law differs from mapy state mandated bepefits laws in
that it differentiatesbetween major medical” and non-major medical insurance
Rolmjes_and_ contracts, Major medical policies must provide inpatient, partjal
nospitalization and outpatient services for mental illness on & par with other
IInesses, with an annual limit of $3,000 and a lifetime limit of $10,000. Non-
major_medical policies must cover 15 hours of outpatient care, with the patient
assuming the cost of the first two visits.

As a result of the law, the New Hampshire state hospital and the CVHCs have
reaped substantial benefits from shifting costs.

» The state bills about $450,000 per year to private insurers for care pro-
vided in the New Hamﬁshlre State Hospital.  This return on care provided to
insured individuals nelps defray the costs of that care and ensure that
state funds are only used for truly catastrophic mental health problems that
require long-term care and treatment of an acute nature (16).

» In 1986, New Hampshire's OVHCs will receive an estimated $4.5 million from
private insurers for careprovided in local settings and covered by the
State mandate (1621. These savings to the CMHCS are critical to enstre the
availability of mn)() community-based counseling and mental health care ser-
vices that " cannot e, by stdte law, Ra|d for by state dollars. . Without
reimbursement from private insurers, these services might not exist.  New
Hampshire  state [aw stipulates that state fundscan be used oply for the
severel% and chronically mentally 1ll, and for mentally 1ll elderly”or chil-

dren (16)

Blue Cross/Blue Shield of New Hampshire op&osed the original law and opposes
the currently  proposed amendments to it. reason for ‘1ts past and present
opposition, ‘the ‘insurer cites dramatic increases in itsown costs for mental

health care as well as the questionable effectiveness of the law's cost contain-

ment measures.

» Between 1977 and 1981, Blue Cross/Blue, Shield increased hy 245.4 percent

the amount that it paid to the state’s CVHCs for mental health care. "During
the same period, rates charged by the CMHCs _increased 30 percent more than

the rates charged hy private” psychiatrists (17)

« Inpatient claims have remained constant and the average length of stay in
an inpatient psychiatric facility has gone upfrom 19 to 22 days (17).

t  Eighty-two billing units of psychologists and pastoral .counselors now quali-

~for reimbursement, as opposed to“the 13 psychologists who qualified for

reimbursement prior to the mandate, indicating a rapid growth in service
providers following the mandate (17).

A number of legislative proposals are currently being considered in New
Hampshire related to”the state's mandated mental hedlth ldw. These proposals

include:
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« Increasing the minimum outpatient coverage from 17 outpatient visits to 25
visits, with no more than a 50 percent copayment and an annual cap of $2500;

» Expanding the number of eligible service providers to include clinical so-
cial workers;

+ Extending the mandate to include Health Maintenance Organizations (HMQs).

The state is also studying the possible implementation of some type of
quality assurance or utilization review procedure to ensure that the ‘mental
health” services provided under the mandate are necessary and of high quality.

The NCSL Menta] Health Project c?nducted a ﬁechnlcal asmséance Pro ram for
New Hampshire In January 1986 "to help educate legislators and staff about the
possible consequences of and alternatives to the proposed changes in the state's
minimum benefits laws. Participating in the program was Dr. Richard Frank, men-
tal health economist, Johns Hopkins University, “Baltimore, Mar)( and. The sug-
?GS'[IOHS provided to New Hampshire do not necessarily reflect those of NCSL Or

he National Institute of Mental Health.

ARGUVENTS FOR AND AGAINST THE PROPOSED CHANGES IN NEW HAMPSHIRE'S LAW

. Increasing the mandate. Increasing the mental health benefits required can
increase utilization and costs as well “as the amount of the regressive tax that
mandates Impose on working individuals. — Yet an increase in benefit levels will
mitigate further the forcés of adverse selection in the market for mental health
insurance and transfer more of the costs for mental health care from individuals
and the public sector to the private sector.

Increasing, the number of eligible service providers to include social work-
ers. Increasing the number of ellg|b|e service providers can increase the
utilization and costs of mental health services and’ shift a greater percentage
of the costs of mental health care to the private insurance “industry. Yet an
Increase in the number of service providers can increase consumer access. . In
addition, including social workers could encourage more competition amon(T1 exist-
mg service providers, thus decreasing, the per “unit cost of mental health care
and increasing the quality of care Since providers will need to ensure high
quality care in order to rétain their clients.

Including. HVOs under the mandate. Including HVQs under the mandate would
decrease thé&ir competitive edge against traditignal jnsurance carriers already
covered by the mandate and would ™ spread the risk of mental health care costs
over a gréater number of individuals. Yet jincluding HVX® could accelerate the
trend toward self-insurance among those businesses and individuals striving to
hold down their health care costs.

SOLUTIONS THAT COULD BRING PROS AND CONS INTO AN APPROPRIATE BALANCE

. Increase the minimum coverage and the number of service providers in con-
junction with other cost containment mechanisms. New Hampshire could move ahead
with legislation designed to increase the minimum coverage required under the
mandate " and to expand” the number of service Rrowders 11”1t made use of other
cost. containment measures that would offset the increased use of mental health
services that such a dual increase in coverage and eligible service providers
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would probably bring about. Examples of such containment measures that could be
employed inclide:

» Increasing deductibles or copayment rates;

« Limiting increases in outpatient coverage to roughly 25 visits, after which
the offset effects of mental health care on use of medical care tend to

decrease.

Im{RIement some tyge of vigorous utilization review and quality assurance
P{ogra s. The state “Could alsg, work to control upward lE)r.essure on “utilization
It implemented some type of quality assurance or utilization review pro-
cedure.  New Hampshire ’>/WIS,h to consult. the American Psychiatric Associa-
tion's guidelines, for peer review of psychiatric claims and "the American Psy-
chological Association's guidelines for  peer review of psychological claims.
Such ‘peer review programs™ have already been credited with “saving millions of

dollars nationwide.

Along this line, New Hampshire may want to consider bringing HVOs under the
mandate, “as they have both the administrative ability to control costs and the
incentives to control utilization.

CONCLUSION

Since New Hampshire's experience with its present mental health mandate has
been generally positive, the state would want to we|?h carefully any possible
amendments to” the law before proceedmg. Yet if the state decides to move ahead
with proposed changes, it can move ahedd with the knowledge that the present law

will provide a solid foundation for further actions in this area.
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TECHNICAL ASSISTANCE PROGRAM TAPES AND BACKGROUND MATERIALS

Availaple through the NCSL Mental Health Project are edited tapes of the
actyal technical assistance program presented for New Hamﬁshwe In January
é?gg%ana}s well as the background”materials distributed at the New Hampshire

The tapes of New Hampshire's technical assistance program, entitled

Mand tmc{l and Expanding Mental Health [nsurance Benéfits. The Pros and
Cons" feature keynote addresses I?XDL Richard Frank, Assistant Professor,
Department_of Health Policy and ana%e_ment, Johns Hopkins Umve,rsm{_and
Alexander Taft, Vijce Pre?|dent of Public Relations and Legislative Liaison,
Blue Cross/Blue Shield of New Hampshire.

Background materials relating to "Mandating and Expanding Mental Health
Insyrancg Benefits: The Pros and” Cons" include™a summary of Select state
legislation, a bibliography and a checklist t"at interested legislators and
staff may return for “copies of legislation and bibliographic materials.

C ;{ou wish to receive loan copies of these tapes, or the background
information distributed at the technical assistance program, pleasé cop){,oso

complete and return the form below to the Mental Health™Project, NCSL,
17th Street, Suite 2100, Denver, Colorado 80265.

Name:
Title:
Address:

Requesting New Hampshire background materials tapes
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OFFICE OF HEALTH POLICY

3886 BEVERLY AVENUE NE, SUITE 19, SALEM, OREGON 97305-1389 PHONE 378-4684

Memorandum July 30, 1987
TO: Interested Persons
FROM: Wayne~TrWolfe, Acting Assistant Director

OfficMof Health Policy
Depa”™ment of Human Resources

SUBJECT: Publications of the Former State Health Planning
and Development Agency

The 1987 Legislature eliminated the State Health Planning and
Development Agency through Senate Bill 343 and placed its
responsibilities with the Director's Office of the Department of
Human Resources. It is now known as the Office of Health Policy
and will continue with its former duties of health planning and
policy development, program and facility review, certificate of
need and Office of Rural Health.

The Office of Health Policy will continue to make copies available
of the policy papers and reports developed by the former State Health
Planning and Development Agency.

Questions regarding these publications should be referred to the
Office of Health Policy, 3886 Beverly Avenue, N.E., Suite 19; Salem,
Oregon 97305; telephone 378-4684.
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Toll Free 1-800-255-7007
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Certificate of Need Coordinator
Office of Health Policy
De gartmentolHuman Resources
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State Health Planning and Development Agency
3886 BEVERLY AVENUE NE, SUITE 19, SALEM. OR 97305-1389 PHONE 378-4684

December 15, 1986

The Honorable Victor Atiyeh
Governor

The Honorable John Kitthaber
President of the Senate

The Honorable Vera Katz
Speaker of the House

Mental illness and drug abuse are serious problems in the state of Oregon
directly affecting hundreds of thousands of Oregonians and indirectly
affecting all of us. In recognition of these problems, the 1983 Oregon
Legislature passed legislation aimed at assuring that Oregonians have
access to cost effective mental health and chemical dependency treatment,
by requiring that insurance policies cover such treatment.

The attached report fulfills the obligation of the State Health Planning
and Development Agency (SHPDA) under Section 8 of Chapter 601, Oregon
Laws 1983 (Senate 3ill 512), by providing an analysis of Oregon’s experi-
ence with mandated insurance benefits for mental health and chemical
dependency which were created by that statute.

Chapter 601 provided insurance benefits for the first time for residentia
and outpatient mental health and chemical dependency services. Pre-
viously, coverage was mandated for only the most expensive setting for
care—inpatient services. 3y providing coverage for less expensive
services, and allowing insurance v.ompanies to screen claims to determine
whether a less intensive setting would have been appropriate, it was
hoped that Chapter 601 would result in more people receiving mental
health and chemical dependency services, while at the same time containin
costs.

This report finds that the statute seems to have achieved its intended
effects. The service delivery system has undergone a restructuring
that involves less emphasis on inpatient care and greater emphasis on
outpatient and residential settings. The benefit levels created by the
statute have resulted in many more people receiving treatment, while
increasing costs to insurers by only about one percent.

AN EQUAL OPPORTUNITY EMPLOYER

Tol™ Free 1-800-255-7007
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There have been some problems associated with the implementation of
Chapter 601. Over the past 15 months, the SHPDA has sponsored a series
of meetings which have involved over one hundred persons representing
all groups with an interest in this statute. These work groups have
identified issues associated with Chapter 601, and in many cases have
reached agreement on solutions. The SHPDA is grateful to all of the
work group participants for the many hours that they have contributed
to this evaluation process and for their efforts to provide us with
data on the impact of Chapter 601. As a result of this process, the
SHPDA is making a number of recommendations for changes in the statute.
Our recommendations are detailed in this report and are incorporated
into three bills which have been pre-session filed for consideration by
the 1987 Legislature: S3 30 , SB 31, and SB 32.

The most significant rf our recommendations are that the sunset on Chapter
601 be removed; that minimum benefit levels for children and adolescents
be improved; and that the statute no longer allow lower benefit levels

for persons with both a mental illness and a chemical dependency problem
than it provides for persons with a mental illness alone.

This agency believes that this report represents a balanced presentation
of all the issues related to mental health and chemical dependency insur-
ance benefits in Oregon. He believe that Oregon's experiment with achiev-
ing cost containment in mental health and chemical dependency services
through reimbursement incentives has proven successful.

We hope that Oregon's Legislative Assembly will continue this program,

but at the same time consider adjrttments to some existing provisions
as proposed in this report's recommendations.

Richard H. Grant
Director
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INTRODUCTION

This is the second report developed by the State Health Planning and
Development Agency (SHPDA) to comply with Section 8 of Chapter 601,
Oregon Laws 1983. A report was also prepared for the 1985 legislative
session. The current report represents an update of the 1985 report.
The statute was created bj the 1983 legislative session through enactment
of Senate Bill 522 of that session. It is still generally referred to
as "SB 522"; however, in order to avoid confusion with the current ses-
sion's bill numbers, the 1983 statute will be referred to in this report
as "Chapter 601." Section 8 of this statute reads:

"SECTION 8. The State Health Planning and Development Agency shall
consult with the Insurance Commissioner and with all insurers, public
and private providers and state agencies which implement policies
under the authority of this Act, in order to prepare reports to

the 1985 and 1987 sessions of the Legislative Assembly. The purpose
of the reports shall be to:

"(1) Describe the extent to which the options under this Act have
been exercised.

"(2) Identify savings and expenses attributable to the exercise of
the options.

"(3) Identify problems which interfere with, or arise from, exercises
of the options, and evaluate alternative solutions to such
problems.

"(4) Recommend whether or not the approaches to cost containment,
authorized as options under this Act, should be eliminated,
continued or made mandatory; and whether or not they should
be extended, on an optional or a mandatory basis, to other
coverages under insurance policies written in Oregon.

"(5) Recommend and describe desirable characteristics of other
approaches to cost concainment which may be appropriate for
legislative action."”

This report is also intended to fulfill the requirements of ORS 171.875
and 171.880, which require that any legislative measure proposing mandated
health insurance coverage be accompanied by a report assessing the social
and financial effects of that coverage.

Provisions of Chapter 601

Chapter 601 took effect on July 1, 1984. This statute made major changes
in the requirements for coverage of mental illness and chemical dependency
treatment by insurance companies.

The purpose of the law is to provide reimbursement incentives so that,

"to the greatest extent possible, the least costly settings for treatment,
outpatient services and residential facilities, shall be widely available
and utilized except when contraindicated because of individual health
care needs" (Chapter 601, Sections 3 and 4).



The provisions of the bill were expected to result in more people receiv-
ing treatment for mental illness and chemical dependency, while containing

costs to insurers.
The entire text of the statute is included as Appendix A of this report.

The statute for the first time mandated that insurance companies cover
residential and outpatient settings for mental health and chemical de-
pendency. For mental health, policies are required to provide at least
$2,000 in coverage for outpatient services over a 24-month period; and
$3,000 for care in "residential™ settings (which can include services
such as intensive outpatient and day hospitalization, which are not
strictly "residential™). Section 6 of Chapter 601 (which revised ORS
743.558) specifies the mental health coverages.

For chemical dependency, policies must include at least $1,500 in out-
patient :overage and $3,000 in residential coverage over a 24-month
period. The statute ~Iso for the first time mandated coverage of treat-
ment for drug addiction, as well as alcoholism. Such coverage is spe-
cified in Section 5 of the statute (which amends ORS 743.557).

At the same time, coverage for inpatient mental health services was
slashed from around $24,000 for 24 months (actually, 30 days treatment
every 12 months) to only $7,500. Chemical dependency inpatient coverage
remained the same (except that drug treatment was now included)—$4,500
in any 24-montb period.

Maximums for overall reimbursement for all settings in a 24-month period
were set at $9,000 for mental health and $6,000 for chemical dependency
and combined mental health/chemical dependency problems.

The statute also allowed, but did not require, insurance companies to
implement either of two "cost containment methods™ (outlined in ORS
743.557(10) and 743.558(8), Sections 5 and 6 of the statute). One option,
through which insurers could provide for a lower copayment for residential
and outpatient services than for inpatient care, has not been widely
implemented.

The other option, however, has been implemented by several insurers,
including Blue Cross/Blue Shield. It involves review of claims for pay-
ment, by the insurer or a contractor, of the appropriateness of both
the level of care provided and the length of treatment. An insurer who
finds that treatment could have been provided in a residential setting,
for example, rather tnan on an inpatient basis, may reimburse at the
rate that applies to the lower cost setting.

The benefit levels and cost containing options established under Chapter
601 are summarized in Table 1, and contrasted with the situation prior
to this statute's enactment.

Background

In developing this report, the SHPDA has relied on several reports that
it issued in previous years.



MANDATED HEALTH INSURANCE BENEFITS IN OREGON FOR CHEMICAL DEPENDENCY
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In May 1982, the SHPDA issued a report called "The Growth of Hospital-
Based Alcohol Treatment Programs: Overview and Implications.” This report
found that, at the time of its writing, "The treatment of alcoholism in
general hospitals and specialized alcoholism treatment program': is sharply
increasing in Oregon in particular, and the United States in general.

At the same time, providers have shown little interest in non-hospital
treatment, such as day treatment, outpatient cat’ md residential care.”

The report also found that clinical research has not indicated that
inpatient care is any more effective, for most patients, than less re-
strictive and less expensive settings. "It is clear that some treatment
IS superior to no treatment, and differences in treatment methods ap-
parently do not significantly affect long-term outcome. The implications
for allocating our scarce human and financial resources should oe to
emphasize simpler and less expensive alcohol treatment programs that
de-emphasize hospital care.”

The report concluded with the following recommendations: "Oregon's
mandated insurance law should be rewritten to require the use of less
costly treatment modes such as outpatient and day treatment, except

where inpatient care is cleariy medically necessary... Health care
professionals, problem drinkers, alcoholics and the public at large

must be made aware that treatment in a residential setting and outpatient
care is much less expensive than traditional hospital inpatient treatment,
and ju3t as effective."

Through the enactment of Chapter 601, the 1983 legislature in effect
adopted these recommendations.

In March 1983, the SHPDA issued a report called "Mandated Health Insurance
Benefits in Oregon,” which analyzed the 14 health delivery mandates in
Oregon statute in an attempt to determine the costs and savings to in-
surers and health care consumers.

The report concluded: "The results of this analysis indicate that the
mandated health insurance benefits that have the largest fiscal impact
are those related to coverage of four large-scale services: obstetrical
care, newborn care, mental and nervous disorders, and the treatment of
alcoholism™ (emphasis added).

The report noted that research studies indicate that coverage of mental
illness can create an offsetting of other medical expenditures. Recent
studies have indicated that this is true of coverage for alcoholism
treatment as well. Alcoholics and persons with mental illness who receive
treatment for these problems use fewer medical services overall Chan
chose who do not.

The report also found that much of the costs related to alcohol treatment
resulted because only coverage of inpatient care—the most expensive
setting—was mandated. "A full continuum of care is optimal to meet

the needs for alcoholism treatment in Oregon. The current system of
reimbursement has not supported the development and maintenance of a
wide range of effective treatment settings."”
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Chapter 601 creates reimbursement for a full continuum of care for both
chemical dependency and mental illness. In addition to allowing people
to receive treatment in the r.ost appropriate setting for their own prob-
lem, this reimbursement system saves money over the old model, in which
only the most expensivesettings hadto be reimbursed.

The SHPDA also issued two previous reports on Chapter 601. The first
was entitled "Oregon Senate Bill 522, 1983, Implementation: Quarterly
Progress Report #1." This report was published on October 1, 1983, and
reissued June 28, 1984. Its primary purpose was to fulfill the require-
ments ofSection 7 of the statute by presenting "an advisory or model
set of criteria™ for possible use by insurance companies in screening
claims for appropriateness of setting and length of stay under the major
cost containment option of the statute.

The SHPDA also issued a report to the 1985 legislature on "Oregon’s
Experience with Remodeling Insurance Benefits for Mental Health and
Chemical Dependency,” which was the fir.'t report required by Section 8
of Chapter 601. The current report is the second report required by
Section 8. The 1985 report found that thestatute appeared to be having
its intended effects. Costs to insurers resulting from mental health
and chemical dependency claims had gone down. More programs fcr resi-
dential and outpatient treatment had opened, and there was some evidence
that more people were receiving treatment.

The report made several recommendations for changes to the legislation,
however, in order to clarify the statute's intent and to correct inequi-
ties. These changes were incorporated into SB 10 and HB 2051 in the
1985 session.

HB 2051 simply extended the sunset date on outpatient mental health
coverage from July 1, 1985, to July 1, 1987, so as to conform to the
sunset date f r the rest of the statute. This bill passed by wide margins
in both the House and the Senate, and is included as Appendix B of this
report.

SB 10 proposed some changes to statutory language and adjustments to the
minimum benefit levels. It passed in the Senate by a vote of 22 to 6,
but did not reach the House until the last week of the session and was
still in committee upon adjournment.

The current report updates our previous report to the 1985 legislature,
and makes a number of recommendations for changes to the statute. These
recommendations have been incorporated into three bills: SB30 , SB 31,
and SB 32. The most important of our recommendations is that ORS 743.557
and 743.558 should be continued, and that the current sunset date of

July 1, 1987, should be repealed.

The development of this report

Section 8 of Chapter 601 requires the SHPDA to "consult with the Insurance
Commissioner and with all insurers, public and private providers and
state agencies which implement policies under the authority of this

Act,” in order to develop this report to the legislature.



In order to meet this requirement, the SHPDA developed work groups on
child and adolescent and general issues; and on chemical dependency and
mental health treatment. All parties with a known interest in the legis-
lation were invited to participate, and as the work groups progressed,

a number of other organizations and individuals expressed an interest
and became involved. The mailing list for these work groups now includes
107 persons and groups, representing a number of insurance companies,
mental health and chemical dependency treatment providers, professional
associations, state agencies, and the business community.

The work groups began meeting in October, 1985, and mat nine times through
December, 1986. The groups were intended to;

1. Help the SHPDA collect data on Chapter 601, in terms of its cost
and its impact on providers, insurers, and patients.

2. Help the SHPDA to search the professional literature for data on
optimum program design, staffing levels, and costs.

3. ldentify problems or concerns related to the implementation of
Chapter 601.

4. Discuss these problems and. to the extent possible, develop a con-
sensus on solutions.

The work groups accomplished all of these tasks. Of particular importance
is the fact that the work groups acted as a forum for discussion between
providers of care and insurers. Both sides gained an understand!. # of
the other's perspective, and as a result consensus was reached on most
issues.

It should be emphasized that the recommendations in this report are
SHPDA's recommendations—not the work groups'. When the work groups
were able to reach a consensus, the SHPDA adopted that position. But
when a consensus was not reached, the SHPDA is responsible for the recom-
mendations which are incorporated in this report. W attempted to make
a recommendation that balanced the different viewpoints represented in
the work groups. Individual woTk group members may disagree with some
individual recommendations; but all work group members support most of
the recommendations, and all support the idea that mental health and
chemical dependency benefits should not be allowed to sunset.



IMPACT OF CHAPTER 601

When Chapter 601 was enacted, it was expected to have these principal
results:

1.  The development of a continuum of care for the treatment of mental
health and chemical dependency services. By mandating insurance
coverage for all settings, rather than just the more expensive
inpatient setting, it was anticipated that patients would have
more access to less restrictive settings; that more residential,
day treatment and outpatient programs would be created; and that
some inpatient programs might close.

2. Shifting of patients (where appropriate) from inpatient to outpatient
or residential levels. In addition to the development of a full
spectrum of services, it was expected that Chapter 601 would cause
a shift in the service system, so that proportionately less services
were provided at the inpatient level and more services were provided
in less expensive residential and outpatient settings.

3. As a result of thisshift in the service system, it was anticipated
that an overall reductionin the costs of mental health and chemical
dependency treatment would be achieved, enabling more people to
obtain services. During the 1983 legislative session, the SHPDA
estimated that this statute would save $371,520 per biennium in
state employee health care costs alone.

In our 1985 report, we stated that it appeared that these results were
being achieved, but that the statute had been in effect for too short a
time to enable any firm conclusions. The statute has now been in effect
for 2 1/2 years, and our data now largely confirm the conclusion of our
earlier report. The statute has had its intended effects of enabling
more people to receive care and of increasing the availability of alter-
natives to inpatient care. The costs to insurers of inpatient care

have gone down, althoughcosts of mental health outpatient services

have increased somewhat, as a result of many more people receiving treat-
ment. The data to support these findings are outlined below.

Impact on the service system

Since Chapter 601 took effect, a number of new outpatient and residential
programs have opened. Nine new outpatient mental health programs (includ-
ing two hospital-based programs) have opened or have received approval
from the Mental Health Division. One new hospital-based mental health
day treatment program has opened. Thirty-five new outpatient chemical
dependency programs have been approved by the Office of Alcohol and

Drug Abuse Programs (including eight hospital-based programs). Ten
residential chemical dependency programs (including five in hospitals)
have opened. It should be noted that not all of these programs represent
new providers; some are already existing programs which simply received
approval for a new type of service, or received approval in order to
qualify for insurance reimbursement. When a provider received approval
for more than one type of service, they have been counted twice in the
statistics above.



Utilization of inpatient mental health and chemical dependency programs
hcs not changed greatly since Chapter 601 took effect. Table 2 indicates
that use rates (patient days per 1,000 population) for psychiatric in-
patient units has declined slightly since the statute took effect, but
that inpatient chemical dependency unit use rates have continued to
increase. It appears that inpatient chemical dependency use has not
increased as quickly since Chapter 601 p-issed as it did in previous
years, however.

Use rates for inpatient chemical dependency units increased by 32 percent
from 1980-81 to 1982-83 (when the new statute was passed). Use rates

for inpatient mental health units increased by four percent during this
time period. In the tn0 years following enactment of the new statutory
provisions, however, the inpatient chemical dependency use rate increased
by only 12 percent; and the inpatient mental health use rate declined

by seven percent. Please note that these statistics represent only the
use of dedicated inpatient mental health and chemical dependency units.
Some peoplo will have received inpatient treatment for mental health

and chemical dependency problems outside of established specialty pro-
grams.

This agency has data only on the utilization of inpatient and hospital-
based services. We have no statistics on the use uf outpatient and
residential programs. However, it is reasonable to assume that the
substantial growth that has occurred in the number of approved programs
has also meant growth in the number of people receiving treatment.

Data from the Bankers Life Company support this assumption. In the
year and a half before Chapter 601 took effect, 7.7 percent of Bankers
Lite's total claims were for mental health treatment and 1.6 percent
were for chemical dependency. In the year and a half after Chapter 601
took effect, these figures rose to 9.0 percent and 1.9 percent, respec-
tively. Claims for outpatient treatment increased substantially more
than claims for inpatient treatment. On a proportionate basis, claims
for outpatient mental health treatment increased by 23 percent and claims
for outpatient chemical depe. ency treatment increased by 100 percent.

Obviously, utilization patterns for mental health and chemical dependency
services are influenced by more than just the insurance reimbursement
mandates. Some hospitals have been anxious to get into such services
because they see an unmet need; because such services are not yet subject
to DRG-based payment by Medicare; and because "unbundling™ and diversi-
fying services is a currently popular marketing strategy. Some of the
new outpatient and residential programs were started because of county
RFP's or for other reasons. Some of these new programs are targeted at
the indigent and not at those with insurance coverage. Nevertheless,
this agency believes that the growth in outpatient and residential pro-
grams is motivated, at least in part, by the increased availability of
insurance reimbursement for these services.

The available data therefore indicate that Chapter 601 achieved its
intended effects in terms of increasing the availability of less expensive
alternatives to inpatient care; and of bringing more people into treat-
ment .



Table 2

Use of Dedicated Inpatient Mental Health and Chemical Dependency Units in Oregon, 1981 - 1985

% % % %
1984-85 Change 1983-84  Change 1982-83  Change 1981-82 Change  1980-81
Oregon population 2,675,800 0.6 2,660,000 0.9 2,635,000 (0.8) 2,656,185 (0.2) 2,660,735

Mental health units:

Beds 412 1.2 407 (0.2 408 0.0 408 (0.7 411
Patient days 86,219 4. 89,880 (1.7) 91,426 0.8 90,723 2.4 88,601
Patient days/1,000 pop. 32.2 @.7) 33.8 (2-6) 4.7 1.5 4.2 2.7 33.3

Chemical dependency units:

Beds 352 13.2 311 5.8 294 374 214 13.8 188
Patient days 66,776 9.2 61,152 4.3 58,641 19.9 48,914 8.9 44,904
Patient days/1,000 pop. 25.0 8.7 23.0 3.1 2.3 21.2 18.4 8.9 16.9

SOURCE:  SHPDA, Annual Reports for Oregon Hopitals and Special Inpatient Care Facilities. Most data are reported for
years starting October 1 and ending September 30, although some facilities report statistics for a different
time period. Population estimates from Center for Population Research and Census, Portland State University.



Impact on costs

As noted in the "Introduction™ section of this report. Chapter 601 estab-
lished two "cost containment methods” which could be used by any insurer.
These were first, establishment of a lower percentage copayment for
residential ai outpatient services than for inpatient services; and
second, review of claims for payment to determine whether the level of
care and length of treatment were appropriate. Based on the agency's
survey of insurers two years ago and SHPDA's contacts with insurers

over recent months as part of our work groups on this issue, it appears
that few (if any) insurers have set copayments lower for residential or
outpatient care than for inpatient treatment. However, most of the major
health insurers in the state are now conducting utilization review on
mental health and chemical dependency claims, a3 allowed by Chapter 601.

Insurers have achieved substantial savings as a result of this utilization
review. Blue Cross/Blue Shield of Oregon (BCBSO) has carefully tracked
its costs under Chapter 601. In calendar year 1985, BCBSO reduced pay-
ments for 26 percent of the claims it received for mental health and
chemical dependency treatment, because utilization review indicated

that the level of care received was inappropriate. In nearly all of
these cases, payment was reduced from the inpatient level to the resi-
dential level. BCBSO reports that it saved $246,430 as a result of

these level of care reductions, or about $ .48 per group policy member

($ .04 per member per month).

BCBSO is the only insurance carrier which has provided data which can

be used to compare insurance company costs per member per month for
mental health and chemical dependency treatment before and after Chapter
601 took effect. In this agency's survey of insurers two years ago,
BCBSO reported that before Chapter 601, it paid an average of $1.34 per
member per month for mental health and chemical dependency treatment.

Of this total, $1.18, or 88 percent, was for inpatient treatment. Mental
health treatment accounted for $ .89 per member per month and chemical
dependency treatment accounted for the remaining $ .45.

BCBSO now reports that from July 1984 through June 1985 (the first year
of implementation of Chapter 601), its total costs for mental health
and chemical dependency payments for group policies was $1.85 per member
per month. This is a 38 percent increase over the amount reported prior
to Chapter 601 taking effect. This compares to a 3.8 percent increase
in overall medical care costs during this time period. Only $ .94 out
o the $1.85 total (51 percent) was for inpatient treatment. This rep-
resents a 20 percent decline in the cost of inpatient treatment per
member per month to BCBSO, since Chapter 601 took effect. Payment for
outpatient and residential treatment, which was only $ .16 per member
per month before Chapter 601 took effect, has risen to $ .91 per member
per month.

Mental health treatment accounted for $1.37 per member per month; while
chemical dependency treatment accounted for the remaining $ .48 per
member per month. The chemical dependency figure is only a slight in-
crease over the $ .45 per member per month reported prior to Chapter
601 taking effect.
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Thus, BCBSO's costs for mental health and chemical dependency benefits
increased by $ .51 per member per month in the year aftor Chapter 601
took effect. Because the average monthly payment to BCBSO group policy
members was about $42 in 1984-85, this time, this amounts to about a
one percent increase in total CO3ts. BCBSO appears to be purchasing
substantially more services for its money, however, because its costs
of inpatient treatment have gone down. A slight increase in overall
costs appears to have allowed many more people to receive treatment in
outpatient and residential settings which are substantially less expensive
than the inpatient care which had previously been covered. BCBSO says
that it has not had to raise its premiums as a result of Chapter 601.

To summarize, the "cost saving" effects of Chapter 601 appear to be
mixed. Overall, BCBSO costs for mental health and chemical dependency
services increased by $ .51 per member per month after Chapter 601 took
effect. Nearly all of this increase appears to be attributable to mental
health outpatient coverage. Costs of inpatient treatment for BCBSO

have decreased under Chapter 601, and costs of chemicaldependency treat-
ment have remained about the same.

Although comprehensive data from before and after Chapter 601 took effect
are not available from any other insurer, we have no reason to believe

that the BCBSO data are atypical, and according to the Insurance Division,
BCBSO accounts for 37 percent of all health insurance premiums statewide.

Summary

It is the SHPDA’s conclusion that in general. Chapter 601 did what is
was supposed to do: get more people into treatment ir. a more cost effect-
ive manner. Costs to insurers appear to have increased, but not dra-
matically. The increase appears to be largely attributable to increased
payments for outpatient mental health services. The costs of other

types of services has remained stable or declined. The number of people
receiving insurance reimbursement for mental health and chemical depend-
ency services appears to have increased; and a shift in the service
system has occurred so that more outpatient and residential services

have become available. The rate of growth in the use of inpatient serv-
ices has declined.
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ISSUES AND PROBLEMS RELATED TO IMPLEMENTATION

Although Chapter 601 is generally accomplishing what it was intended to
do, there have been problems and controversy associated with certain
aspects of its implementation. In some cases, fine tuning of the statute
appears to be necessary to correct problems.

Areas of concern that have been discussed in meetings of SHPDA's work
groups include:

Sunset of the legislation

Section 10 of Chapter 601 suusetted the legislation as of July 1, 1987.
It is our understanding that this was done because the legislature wanted
to evaluate how the legislation had worked and what impact it had. As
noted earlier, it is our conclusion that the legislation has had its
intended effects of making mental health and chemical dependency services
more accessible, while at the same time containing costs. Those attending
our work groups meetings, including insurance company representatives,
providers of care, other state agencies, and representatives of the
business community, unanimously agree that this legislation should be
continued. It is therefore SHPDA's recommendation that this sunset

date be removed.

Coverage of children and adolescents

When Chapter 601 was enacted in 1983, the required minimum benefit levels
for mental health and chemical dependency were set at what was considered
to be the minimum necessary level for adult care. The people involved

in drafting the bill did not consider the needs of children and adoles-
cents. Members of the SHPDA study groups agree that children and adoles-
cents have significantly different needs from adults. They need longer
lengths of stay, and higher ratios of staff to patients.

A search of the scientific literature revealed few studies on appropriate
program design for child and adolescent treatment. Studies that were
available, however, seemed to indicate that effective programs could
have as low as 28 to 35 day lengths of stay for both mental health and
chemical dependency. Some studies reported far longer lengths of stay,
but none reported shorter stays.

In Oregon, however, lengths of stay for all types of hospital care are
lower than the national average. Our overall average length of stay

for all inpatient psychiatric services was only 10 days in 1985, compared
to the 59 day national average reported by the National Association of
Private Psychiatric Hospitals for 1984.

According to the Oregon Psychiatric Association, the average length of
stay currently in Oregon for children and adolescents is 22 days for
inpatient psychiatric care, compared to 10 days for adults (based on a
survey of six hospitals in January and April, 1986). BCBSO reports

that claims it received for inpatient mental health care from July 1984
through June 1985 had average lengths of stay of 13 days for adolescents,
compared to only eight days for adults. Aetna reported 21 days for



adolescents, versus nine for adults, based on its 1985 inpatient mental
health claims. Thus, lengths of stay for children and adolescents appear
to be over twice as long as for adults for inpatient mental health serv-
ices .

Charges reported by insurance companies for inpatient mental health
services are also substantially higher for children and adolescents

than for adults. BCBSO reports an average charge for inpatient and
residential or day mental health treatment of $4,800 for adolescents
from July 1984 through June 1985, 53 percent higher than the $2,949
reported for adults. Bankers Life reported an average charge of $18,672
for inpatient mental health treatment of adolescents in 1985 (including
physician fees), compared to $7,379 for adults (or a 153 percent differ-
ence) . Aetna reported inpatient mental health treatment charges of
$10,775 for adolescents, compared to $3,952 for adults in 1985, a dif-
ference of 172 percent.

For inpatient chemical dependency treatment, a difference also exists
between adolescents and adults, although it is not as great as for mental
health care.

On SHPDA's "Annual Reports for Oregon Hospitals and Special Inpatient
Care Facilities™ for October 1984 through September 1985, three facilities
reporting inpatient chemical dependency services for children and adoles-
cents had an average length of stay of 27 days for such services. This
was 50 percent higher than the 18-day overall average for all inpatient
chemical dependency units in the state. Insurance companies reported
similar length of stay differences for inpatient chemical dependency
based on their claims data. BCBSO reported average stays of 17 days

for adolescents versus 13 days for adults from July 1984 through June
1985. Aetna reported 26-day average stays for adolescents and 15 days
for adults in 1985.

CareUnit Hospital of Portland, which does over one-fourth of all inpatient
chemical dependency treatment in the state, has reported that in May
1986, its adolescent program had over two clinical and nursing staff

for each patient, compared to a one-to-one staffing ratio in its adult
program.

CareUnit reported costs per stay of $5,314 for its adolescent inpatient
program in May, 1986; 50 percent higher than the $3,543 reported for
adults. BCBSO reported average inpatient and residential program claims
from hospitals of $3,213 for adolescents and $2,537 from adults from

July 1984 through June 1985, a 27 percent difference. Bankers Life
reported average charges in 1985 of $5,689 for adolescents versus $4,759
for adults for inpatient chemical dependency services. Adolescent charges
were 20 percent higher than adult charges. Aetna reported average in-
patient chemical dependency charges of $6,318 for adolescents and $3,460
for adults in 1985—an 83 percent difference.

Because there are no specific minimum coverage levels for children and
adolescents in state statute, and no insurers (to our knowledge) provide
higher benefits for children and adolescents than for adults, it may be
that the cost and length of stay differences cited above are artificially
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low. Some child and adolescent patients may be discharged earlier than
they otherwise would have been * cause of the lack of a payment source,
and some may not receive treatment at all.

We conclude that there is a substantial amount of documentation that

the costs of providing mental health and chemical dependency treatment
to children and adolescents are substantially greater than the costs of
adult treatment. Costs for treating children and adolescents appear to
be 63 to 172 percent greater for mental health and 20 to 83 percent
higher for chemical dependency. This difference was not considered

when the benefit levels in Chapter 601 were set originally. These levels
were set so as to be minimally adequate for adults. They are wholly
inadequate for children and adolescents.

The SHPDA recommends that separate minimum benefit levels for children
and adolescents be provided for in the statute. Based on discussions

at our study group meetings, we recommend that benefit levels for children
ar.d adolescents for mental health treatment be as follows:

Inpatient and day or partial $10,500 of which only
hospitalization $3,000 could be used
for day or partial
hospitalization

Outpatient $ 2,000
Overall $12,500

The total available coverage of at least $12,500 in coverage for children
and adolescents, compares to $9,000 for adults. The $10,500 in inpatient
and day treatment coverage would allow for a 20 to 25-day inpatient

stay, if it were all used for inpatient care. As noted above, this is
about the current average length of stay for inpatient mental health
care of children and adolescents in Oregon. Many providers think this
average should be considerably higher; and of course there will be chil-
dren and adolescents who need longer-than-average stays. This inpatient
coverage level is therefore considered to be barely adequate, even as a
minimum, but it represents a substantial improvement over what is avail-
able new.

The proposed benefit level also allows for up to $3,000 of the $10,500
inpatient benefit to be used for day or partial hospitalization. It is
hoped that this will provide an incentive for providers to move children
and adolescents into this lower level of care, whenever this is feasible.

The minimum outpatient mental health benefit for children and adolescents
is set at $2,000, the same as for adults. The difference, however, is
that all of this $2,000 would be available for outpatient treatment of
children and adolescents, no matter how much inpatient or day treatment
is provided. For adults, this benefit is subject to the $9,000 overall
cap. If the S9.000 is exhausted by adult inpatient and day treatment,
the $2,000 outpatient benefit would not be available.
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The proposed $10,500 inpatient level for mental health treatment of
children and adolescents is AO percent higher than the current $7,500
level for adults.

For chemical dependency treatment of children and adolescents, the SHPDA
recommends the following benefit levels:

Inpatient $ 5,000

Residential/day or partial
hospitalization A,500

Combined total for inpatient,
residential, and day or partial

hospitalization $ 9,000
Outpatient 1,500
Overall $10,500

The inpatient level is a third higher than the current adult level of
$A,50Q. The residential/day treatment level is 50 percent higher than
the current adult level. The outpatient Linefit level is the same as

the current adult level, but, as with the benefits for mental health,
thisoutpatient benefit will bereserved for childrenandadolescents,

and could not be reduced onthe basis of the amount ofinpatient  or
residential care delivered. The recommended minimum overall benefit level
of $10,500 compares to $6,000 overall currently for adults.

Using data from DCBSO, the SHPDA has estimated the overall cost impact
of these benefit level changes. BCBSO reports that adolescents repre-
sented 35 percent of all group payments for hospital inpatient or resi-
dential care for mental health; and 19 percent of all hospital inpatient
and residential chemical dependency treatment. Statistics for outpatient
and freestanding residential treatment were not available, but we will
assume that the percentage is the same. (Actually, the percentage is
likely to be less, because there is likely to be less difference between
adults and adolescents for length of time in treatment for outpatien':
care.)

Under SHPDA's proposal, the total exposure of insurance companies for
child and adolescent coverage would increase by 39 percent for mental
health care (from $9,000 to $12,500) and by 75 percent for chemical
dependency (from $6,000 to $10,500). The inpatient benefit levels would
increase by A0 percent for mental health care (from $7,500 to $10,500);
and by 33 percent for chemical dependency (from $A,500 to $6,000).

From July 198A through June 1985, BCBSO paid $8,535,221 in group coverage
for mental health care and $2,965,576 in group coverage for chemical
dependency. According to the state Insurance Division, BCBSO accounted
for $A66 million out of a statewide total of $1,256 million in insurance
premiums in 1985, or 37 percent of the total. Because BCBSO had 517,235
group plan members in 198A-85, we estimate that there are about |.A
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million people statewide with group health insurance coverage (assuming
that BCBSO represents 37 percent of the total).

From these statistics, we estimate that about $8.1 million annually is
currently being spent in Oregon on mental health care for children and
adolescents, and $1.5 million for chemical dependency.

We have no way of predicting what the mix of treatment settings would
be under the new coverage levels; i.e., the percent that would go for
inpatient care as opposed to residential or outpatient treatment. If
the increased benefit levels for children and adolescents were to result
in increased payments by insurance companies in proportion to the in-
creases in the overall benefit caps, then total statewide payments for
child and adolescent mental health services could increase by as much
as $3.2 million, or $ .19 per group policy member per month. Chemical
dependency payments could increase by as much as $1.1 million, or $ .07
per member per month. As noted earlier, total reimbursement by BCBSO
for mental health and chemical dependency services was $1.85 per member
per month from July 1984 through June 1985. This would therefore rep-
resent a 14 percent increase in mental health and chemical dependency
payments.

Costs may not increase in proportion to the increases in the overall
benefit caps, however. We believe thei are likely to increase at least
as much as the increases in the inpatient portion of the benefit levels.
As noted above, this would be a 40 percent increase for mental health and
a 33 percent increase for chemical dependency. Under this scenario,
payments for child and adolescent mental health services Trould increase
by $3.2 million, or $ .19 per member per month—the same as in the above
calculations. Chemical dependency reimbursement, however, would increase
by only about $500,000, or $ .03 per group policy member per month.
Overall, this would represent an increase of 12 percent in insurance
company payments for mental health and chemical dependency services.

In summary, it is well documented that the cost of treating children

and adolescents for mental health and chemical dependency is considerably
higher than the cost of treating adults. This was not considered when
Chapter 601 was originally drafted. Therefore, the SHPDA is recommending
separate,, higher minimum benefit levels be set in the statute for children
and adolescents. We estimate that this will increase the cost to insurers
for cental health and chemical dependency benefits by 12 to 14 percent,

or about $ .22 to $ .26 per group policy member per month. The purpose

:f these increased benefit levels is that more treatment be delivered

to children and adolescents than to adults. Providers should not use

jhe higher benefit levels merely as a oasis for charging higher per

diem rates. This principle should be included in the statute as a policy
statement.

Dual diagnosis
Current provisions of ORS 743.557(2) and 743.558(2) (Chapter 601, Sections
6 and 7) allow insurance companies to limit benefits for all settings

to $6,000 over 24 months for persons who need both mental health and
chemical dependency treatment (so-called "dual diagnosis™ patients).
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People with only mental health needs can be reimbursed up to $9,000.

The $6,000 level for multiproblem patients seems overly restrictive and
gives providers an incentive for "gaming" the patient's diagnosis.
However, insurers have pointed out that most chemical dependency patients
can be said to have an associated psychiatric diagnosis; and that there-
fore de’eting this requirement might merely result in raising the overall
benefit level to $9,000 for both mental health and chemical dependency.

Rationally, dual diagnosis patients have needs which are at least as
great as those of mental health patients. The SHPDA therefore recommends
that the dual diagnosis benefit levels be increased so that they conform
to the mental health benefit levels. This would mean an overall cap of
$9,000 instead of $6,000 for adult dual diagnosis treatment; and an
overall cap of $12,500 instead of the current $6,000 for children and
adolescents wila dual diagnoses.

The SHPDA shares the concerns of insurers that an increase in the dual
diagnosis levels may cause some chemical dependency treatment programs
to find dual diagnoses in increasing numbers of patients. For this
reason, the SHPDA also recommends that dual diagnosis treatment be recog-
nized in the statute as a separate type of treatment from either chemical
dependency or mental health treatment, with separate utilization review
and program approval criteria and standards.

It is difficult to estimate the cost impact of increased benefit levels
for dual diagnosis treatment, because we do not have good statistics on
the proportion of all mental health and chemical dependency patients
who are dual diagnosis patients. A reasonable guess would be that 20
percent of all chemical dependency patients could have dual diagnoses.
We also assume that all persons in mental health programs will be billed
on the basis of mental health benefit levels, even though some of these
people may also have dual diagnoses. Last, we will assume that payments
for dual diagnosis patients will increase in proportion to the increase
in the overall benefit levels; that is, a 50 percent increase for adults
($9,000 v $6,000) and a 108 percent increase for children and adolescents
($12,500 t $6,000). Because 16 percent of BCBSO's group coverage claims
for chemical dependency were for adolescent treatment, we can weight the
above the above figures and estimate that payments for dual diagnosis
treatment will increase by 59 percent overall.

BCBSO spent $2,965,576 on chemical dependency payments to group policy
members from July 1984 through June 1985. As noted earlier, BCBSO rep-
resented 37 percent of all group insurance business in the state. It can
therefore be estimated that about $ million is spent annually by insurers
for chemical dependency treatment for group policy holders. [If 20 percent
of these payments are for dual diagnosis patients, then approximately
$1.6 million is currently spent by insurers annually on dual diagnosis
patients with group policy coverage.

With the above statistics, we can estimate that the proposed increase

in dual diagnosis benefit levels will cost insurers statewide about
$900,000, or $ .05 per member per month. This represents a three percent
increase in insurance company payments for mental health and chemical
dependency, based on RCBSO statistics.



Other benefit level issues

The SHPDA is proposing major changes in the mandated benefit levels

only in the two areas described above—coverage for children and adoles-
cents; and coverage for dual diagnosis patients. Other issues related
to benefit levels have been raised at our work, group meetings, however.

Some mental health service providers have advocated an increase in the
benefit level for inpatient mental health services. Benefits for this
setting were cut substantially by Chapter 601, on the assumption that
the new $7,500 benefit for a 24-month period would be adequate for most
patients. At current hospital and physician charges, this amounts to
payment for about a 15-day stay. Data collected by the Oregon Psychiatric
Association from six hospitals in January and April, 1986, indicate

that patient lengths of stay exceeded the inpatient benefit levels in
24 percent of the cases. Because the existing benefit level is adequate
for 76 percent of patients, we do not consider this to be as high a
priority as changing the child/adolescent and dual diagnosis benefits.
The fact that 24 percent of all patients need more inpatient mental
health services than the benefit levels cover is significant, however,
and will eventually need to be addressed by the legislature.

The SHPDA is proposing a slight change in the residential chemical de-
pendency level for adults. Data provided by residential treatment pro-
grams indicates that costs are generally somewhat higher than the $3,000
minimum benefit currently provided for in the statute. Laarelhurst
Manor, a residential program in Portland, estimated its costs for adults
at $3,750 per case. The Addiction Treatment Association recommended
that the residential benefit level be increased to $3,500. The SHPDA
concurs with the ATA recommendation, because it is supported by data on
actual program costs and because it will increase the incentive for
residential as apposed to inpatient care. |It's also a relatively minor
change in the benefit levels. The SHPDA estimates that even if all
adult patients in residential chemical dependency programs were to be
reimbursed for the full $500 increase in the benefit level,, this would
add only $ .04 per member per month to insurance company costs. Of
course, not all patients will receive the maximum reimbursement level.
Many will have lesser treatment needs, or will leave treatment before
completion of the program, or will have their reimbursement reduced as
a result of utilization review. The actual cost impact of this change
is therefore likely to be considerably less than $ .04 per member per
month.

Utilization review

One of the ™"cost containment methods™ established by ORS 743.557 (10)
and 743.558(8) (Sections 5 and 6 of Chapter 601) is utilization review
by insurers to determine whether or not the level of care provided was
appropriate. The statute does not mandate that such utilization review
be done, but gives insurers explicit authorization to do such reviews
if they wish. As noted earlier, most of the larger health insurers in
the state now conduct such reviews. BCBSO has stated that its mental
health and chemical dependency utilization review program resulted in



direct savings of $246,430 due to level of care reductions in calendar
year,1985.

Sectior 7 of Chapter 601 required the SHPDA to prepare an advisory,
non-binding set of criteria for use by insurance companies for screening
claims in terms of level of care and length of treatment. The SHPDA
issued these model criteria on October 1, 1983; and also presented a
detailed, specific example of these criteria for alcohol problems. In
the fall of 1984, SHPDA participated, with BCBSO and a number of treatment
providers, in two utilization review work groups organized by the Oregon
Medical Association and the Oregon Association of Hospitals. These
groups developed a simpler and less restrictive set of utilization review
criteria, which were endorsed by SHPDA and BCBSO. The SHPDA is currently
working with groups of providers and insurers to develop utilization
review criteria for children and adolescents, and we plan to begin de-
velopment soon of criteria for dual diagnosis patients.

Since Chapter 601 was enacted, providers have had a number of concerns
regarding the utilization review process. Currently, the primary concern
is that the statute requires that "Review shall be on a post-admission
basis rather than by mandatory prior approval— "™ Although not all
providers favor mandatory prior approval, they would like to be able to
find out in advance whether an insurer would consider a particular admis-
sion to be appropriate.

SHPDA's work groups reached a consensus on recommendations regarding

the utilization review process, which would address the above issue and
several other concerns, and would give insurers more freedom of choice
in the method of utilization review. Our recommendations are as follows:

1. Continue to allow insurers to do utilization review if they wish.

2. Continue the requirement that SHPDA issue model utilization review
criteria, but require that SHPDA revise these criteria every two
years, and strengthen existing language in the statute requiring
that SHPDA consult with all affected parties.

3. Require that reviewers have experience and expertise in the parti-
cular area that they are reviewing (i.e., mental health or chemical
dependency treatment).

4. Allow providers or patients to request prior approval or concurrent
review for particular cases, and state that they are entitled to a
timely response to such requests.

5. Give insurers the option of which type of review they wish to pro-
vide, so long as the review criteria are defined and made available
to providers. Insurers who elect to require prior approval should
make allowances for the admission of emergency cases.

Licensure and approval of programs

When Chapter 601 went into effect, coverage was mandated for certain

settings of care that were not previously licensable in the state of
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Oregon: residential and outpatient mental health and chemical dependency
services; and inpatient drug abuse services. The statute requires that
inpatient facilities, in order to be eligible for reimbursement, must

be licensed by the Health Division, but individual programs within hos-
pitals, such as mental health or substance abuse programs, need no specia-
approval or certification beyond the hospital license. Outpatient and
residential services must be "licensed, approved, established, maintained,
contracted with or operated by the Mental Health Division"™ in order to

be eligible for reimbursement (ORS 430.010(3) and (4); Chapter 601,
Section 1).

Thus, there is an apparent inequity, in that freestanding outpatient
and residential programs require the approval of the Mental Health
Division or Office of Alcohol and Drug Abuse Programs in order to be
reimbursed while hospital-based outpatient and residential programs do
not.

Section 2 of Chapter 601 mentions woint Commission on Accreditation

of Hospitals (JCAH) accreditation as an alternative to licensure or
approval for hospital-based programs, but does not require JCAH accredi-
tation. Work group members have pointed out that other nationally-recog-
nized standards are available, in addition to JCAH standards. These
include the standards of the America Association of Partial Hospitali-
zation (AAPH) and the Commission on Accreditation of Rehabilitation
Facilities (CARF).

The SHPDA is therefore recommending that all outpatient, residential,
and day or partial hospitalization programs, whether or not they are
hospital-based, be required to have approval from either the appropriate
state agency (Mental Health Division or Office of Alcohol and Drug Abuse
Programs) or from one of the nationally-recognized accreditation bodies
(JCAH, AAPH, or CARF) in order to be eligible for insurance reimburse-
ment. For inpatient programs, health facility licensure by the Health
Divisicn would continue to be the only program certification required,
as it is now.

The definitions of the various treatment settings in ORS 430.010 (Chapter
601, Section 1) currently define which programs are eligible for insurance
reimbursement. These definitions were primarily intended to apply to
state supported mental health and chemical dependency programs, however
(county mental health programs and subcontractors). The multiple purposes
of ORS 430.010 has caused some problems. Because the statute related

to county mental health programs is referenced, in ORS 430.010, the

Mental Health Division (MHD) has taken the position that outpatient
programs must be recognized by the local county mental health program
before they can receive approval for insurance reimbursement purposes.

It is our understanding that this was not the intent of Chapter 601,

and the SHPDA therefore recommends that the statute give the Mental

Health Division and the Office of Alcohol and Drug Abuse Programs the
authority to approve treatment programs for insurance reimbursement:
purposes, without requiring that they be a part of a county mental health
program.
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Two issues have also arisen in regards to inpatient health facility
license requirements. First, the definitions of various types of health
facilities in ORS 442.015(16) establish what the licensure categories
will be. ORS 442.015(16)(a) defines the licensure category "hospital.”
ORS 442.015(16)(d) defines another licensure category called '"special
inpatient care facility,” which includes facilities for the treatment

of alcoholism. Medicare will reimburse only for a facility that is

licensed as a "hospital." Therefore, facilities for the treatment of
alcoholism are not eligible for Medicare reimbursement, because of the
way that health f-cilities are defined in Oregon statute. It doesn't

seem fair that a j.ospital-based alcoholism unit should be eligible for
Medicare reimbursement while a freestanding "facility for the treatment
of alcoholism™ performing the same service should not. Therefore, the
SHPDA is recommending that ORS 442.015(16) be revised so that "special
inpatient care facility" becomes a subcategory of "hospital."

The second licensure issue relates to drug treatment facilities. As
noted earlier, Chapter 601 for the first time mandated reimbursement
for drug abuse services. For inpatient drug abuse services to be reim-
burseable. Chapter faO requires that they be licensed by the Health
Division. However, ORS 441.017 states that, "For purposes of licensing
health care facilities, 'health care facility,' as defined in ORS 442.015,
does not include...facilities established for treatment of drug abuse.”
Thus, the Health Division is prohibited by statute from licensing inpa-
tient drug facilities. Alcohol treatment facilities are subject to
licensure, and most such facilities also treat drug abuse. Technically,
however, they are not licensed to treat drug abuse. ORS 441.017(3),
which establishes the licensure exemption for drug abuse, should be
repealed. There is no reason why inpatient alcohol treatment facilities
should be subject to licensure, while drug facilities are not. Also,
by allowing the Health Division to license drug facilities, the reim-
bursability of such facilities would be clarified.

Definition of "residential mental health"

Chapter 601 states that, "'Residential facility' means a program or
facility providing an organized full-day or part-day program of treatment,
but not licensed to admit persons requiring 24-hour nursing care" (ORS
430.010(3); Chapter 601, Section 1). The statute goes on to state that
payment at the "residential™ benefit level "...shall be made for either
full-day, supervised, residential treatment and care, or for part-day
treatment on an organized, formal, regularly scheduled basis consisting
of at least four hours of structured treatment per day,.for at least

four days each week" (ORS 743.558(5); Chapter 501, Section 6).

The term "residential facility”™ implies a freestanding, halfway house
sort of program. In fact, this sort of residential facility is an ac-
cepted model for chemical dependency service delivery. However, no
such facilities exist for mental health services. Providers believe
that the most appropriate model for delivery of mental health services
that are more than outpatient and less than inpatient is probably a day
or partial hospitalization program. In such programs, patients do not
stay overnight; and programs are likely to be associated with hospitals
or other providers, rather than being freestanding.
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Many providers and insurers have not realized that under Chapter 601,
"residential" also means '"day treatment." The standard meaning of the
word "residential" implies to many people that it does not include day
treatment. It is therefore advisable for the statute to clarify that
the "residential™ benefit level really applies to more types of services
that just residential facilities. In order to clarify that this setting
can involve more models of treatment than simply residential facilities,
the SHPDA recommends that references to "residential facilities”™ in the
statute be changed to "residential facilities and day or partial hos-
pitalization programs.™

Members of SHPDA’s work groups have also advised us that the requirement
that "residential™ programs provide treatment at least four hours per
day, four days per week, may be too restrictive. Apparently, day treat-
ment programs sometimes provide fewer hours of care, or concentrate
services over less than r~ur days a week. It is therefore recommended
that day or partial hospitalization be defined so that program approval
or accreditation is required, but no specific hour-based standard is
applied. Providers appear to agree, however, that genuinely residential
programs should be defined as those in which patients stay overnight
and participat*in a structured program at least eight hours per day.

Services and providers covered

Providers have frequently raised questions about whether pa.-ticular
diagnoses or types of programs are covered under Chapter 601. Oregon
statute does not define or mandate any particular policy on these issues.
Insurance companies therefore have discretion. The SHPDA understands
that insurance companies have generally refused to reimburse for Diag-
nostic and Statistical Manual (DSM-IIl) V code diagnoses, and it appears
that they are allowed to do this under Chapter 601. It was the intent
of the statute, however, that insurers should still cover the diagnoses
they covered prior to Chapter 601 taking effect.

An issue raised in SHPDA's work groups is whether medical treatment
should be charged toward the benefit levels in Chapter 601. It is our
opinion that because reimbursement for mental health and chemical de-
pendency is limited, treatment or diagnostic procedures primarily related
to medical problems should not be charged to these benefits, even when
the patient's primary diagnosis is mental illness or chemical dependency.

Detoxification services should continue to be covered under the substance
abuse inpatient benefit levels. However, the statute should be revised
to state that for both mental health and substance abuse services, an-
cillary medical or neurological diagnostic or treatment services that
are concurrent "ith, but not directly related to a mental health problem
or normal detox protocol will not be charged to the mental health or
substance abuse benefit levels.

There have also been questions raised as to whether conditions which
apply to private practitioners also apply to treatment programs approved
under Chapter 601. Specifically, ORS 743.135 requires reimbursement
for registered clinical social worker (RCSW) services, but only when
the patient has been referred by a physician. It is our understanding
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that this restriction was not intended to apply to organized programs
which had been approved by the Mental Health Division or Office of Alcohol
and Drug Abuse Problems. In such cases, it is the program which is

being reimbursed, not the individual practitioner; and the program has
had to meet various requirements in order to receive certification.

However, ORS 743.557(3) and 743.558(3) (Sections 5 and 6 of Chapter

601) start out by saying "Subject to the provisions of ORS 743.123,
743.128 and 743.135...," before going on to say that programs are eligible
to receive payment for treatment. This could be interpreted as meaning
that physician referral is required for RCSW services per ORS 743.135,
even in an approved program. Although the SHPDA believes that this was
not the intent, the issue should be clarified. W therefore recommend
that these cross-references be deleted from ORS 743.557(3) and 743.558(3).

Groups covered under the mandates

Currently, Chapter 601 applies only to group health insurance policies
written in the state of Oregon. Thus, many people have insurance coverage
that is not subject to these mandates. Types of coverage which are not
subject to Chapter 601 include self-insured groups, individual policies,
blanket policies, policies written out of state, group or staff model
health maintenance organizations (HMOs), Medicare and Medicaid.

As a general principal, the SHPDA believes that insurance mandates should
apply as broadly as possible, so that everyone is playing by the same
rules, and no one is put at a competitive disadvantage as a result of
having to comply with the mandates. There are a number of practical

and legal problems that prevent this, however.

The largest group which is currently not subject to insurance mandates
is the self-insured. Businesses have increasingly been setting up their
own insurance plans in order to gain better control over costs and uti’
zation. A federal strtute, the Employee Retirement Income Security

Act of 1974 (ERISA), has been interpreted as preempting state regulation
of self-insured groups. Unless future federal court decisions change
this interpretation, or Congress amends ERISA, it does not appear that
states can apply insurance mandates to self-insured groups.

Likewise, federal requirements govern what is covered under Medicare
and Medicaid.

In some areas, however, it appears that action can be taken to make
Chapter 601 more broadly applicable. ORS 750.055(1)(j) (Section 9,
Chapter 601) states that 'group practice or staff health maintenance
organizations which are federally qualified pursuant to Title XIIlI of
the Public Health Service Act shall be deemed to comply with the require-
ments of ORS 743.557 and 743.558." Thus, the Kaiser and Eugene Clinic
HVs are exempted from the Chapter 601 mandates, although all other

HVs are not. Although Kaiser does provide treatment to its members

for mental illness and chemical dependency, its coverage of mental health
and chemical dependency services does not.fully conform to the provisions
of Chapter 601, particularly in regard to residential and inpatient
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care. The SHPDA recommends that all HVOs be brought under Chapter 601°s
requirements.

The SHPDA is not recommending at this time that any other groups be
brought under the Chapter 601 mandates. It may be advisable at some
future time to include individual policies, blanket policies, or policies
wrir’~u out of state, but the SHPDA believes that more study is needed
before any of these types of policies are made subject to Chapter 601.

Blanket policies are often of a limited or short term nature, although
some groups such as university students are also sometimes covered under
blanket policies. Research would have to be done on whether Chapter

601 should apply to all blanket policies or oniy certain types of blanket
policies.

Practical problems would have to be resolved in order to bring out-of-
state policies covering Oregon residents under the requirements of Chapter
601. Fundamental changes to the insurance code would be required to
attempt covering all state residents regardless of group policy status.
The insurance code currently covers policies—that is the group contracts-
issued to employers—issued in Oregon, it is not a straightforward
matter to claim Oregon jurisdiction over a contract issued to a multi-
state employer headquartered in another state, possibly even issued by

a company not licensed to do business in Oregon; and potential conflicts
would occur if the state in which the group policy was issued had laws
which applied to all coverage under the policy (as most states do) regard-
less of residence of the employees. In addition to the legal problems,
practical difficulties and resulting costs of compliance would be intro-
duced for multi-state employers and their insurers from the necessity

of varying benefit plans by state. These difficulties would provide an
added incentive for such employers to self-insure the health benefits,
which would remove them from any state jurisdiction. *
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STATUTORILY REQUIRED REPORT

ORS 171.875 requires that: "Every proposed legislative measure that
mandates a health insurance coverage, whether by requiring payment for
certain providers or by requiring an offering of a health insurance
coverage by an insurer or health care service contractor as a component
of individual or group health insurance policies, shall be accompanied
by a report that assesses both the social and financial effects of the
coverage in the manner provided in ORS 171.880, including the efficacy
of the treatment or service proposed. The report may be prepared either
by the chief sponsor or by any other proponent of the proposed measure.
The report shall be submitted with the proposed measure when the proposed
measure is submitted for filing, and shall be in writing and be a public
record.”

ORS 171.880 lists a number of questions which must be addressed as a

part of this report. We will attempt to answer these questions here,

as they relate to the continuation of Chapter 601 and SHPDA's proposed
revisions to that statute. ORS 171.880(1) asks five questions related
to the social effect of the proposed measure, including:

To what extent is the treatment or service used by the general population
of Oregon?

Statistics on the utilization of mental health and chemical dependency
services were presented and discussed earlier in this report. It is
impossible to estimate the tr”al number of Oregonians who use mental
health and chemical dependency services, because statistics are not
reported for private practitioners and for many outpatient and residential

programs. In 1985, 12,328 people were discharged from inpatient mental
health and chemical dependency programs in Oregon, not including state
or VA hospitals. Inpatient care represents only a small fraction of

the total care delivered. BCBSO reported that from July 1984 through
June 1985, it processed 18,398 claims for mental health and chemical
dependency services. |If BCBSO represents 37 percent of the private
health insurance business in the state, then this would imply approxi-
mately 50,000 insurance claims statewide.

The President's Commission on Mental Health estimated in 1978 that ap-
proximately 15 percent of the United States population could benefit
from mental health services. This would mean that in 1985, over 400,000
Oregonians were in need of mental health services. SHPDA's need deter-
mination rules, which are based on national studies of the prevalence

of chemical dependency, estimate that 7 percent of the adult population
and 19 percent of the adolescent population are problem drinkers. This
would mean that in Oregon in 1985, about 135,000 adults and 53,000 adoles-
cents were problem drinkers. The Governor's Council on Alcohol and
Drug Abuse Programs has estimated that 12,000 adolescents in Oregon
suffer from drug abuse.

In other words, mental illness and chemical dependency are serious prob-

lems in Oregon, affecting hundreds of thousands of Oregonians. Tens of
thousands of Oregonians use treatment services each year.

25



To what extent is the insurance coverage already generally available in
Oregon?

Chapter 601 has beer in effect since Jitl7 1, 1984. This report seeks

to justify the continuation and revision of already-existing coverage
mandates. As noted earlier, prior to the enactment of Chapter 601,
insurance coverage wa3 generally available only for inpatient mental
health and alcoholism services. Currently, coverage for children and
adolescent and for dual diagnosis patients, although generally available,
is believed to be inadequate. Most group policies cover mental health
and chemical dependency services only up to the minimum levels required
by Chapter 601.

What proportion of the population already has such coverage?

All individuals covered under group policies issued in Oregon are cur-
rently covered under Chapter 601. See answer above.

To what extent does the lack of coverage result in financial hardship
in Oregon?

Because this report seeks to revise, rather than create, an existing
insurance mandate, this question is not entirely relevant. However,
children and adolescents and dual diagnosis patients are believed to
currently have inadequate coverage for mental health and chemical de-
pendency services. Some members of these groups may in fact experience
financial hardship resulting from the inadequacy of their coverage.
The Oregon Psychiatric Association estimated, based on a survey of six
hospitals in January and April, 1986 that 43 percent of all children
and adolescents receiving inpatient mental health services required
more treatment than is covered under the existing benefit levels in
Chapter 601. (As mentioned earlier, this is the case for only 24 percent
of adult patients.)

In addition, if Chapter 601 were allowed to sunset, many Oregonians
would either experience financial hardship in order tc obtain needed
mental health and chemical dependency services, or would forego such
services. It is impossible to estimate how many persons would be af-
fected, because we have no data on the financial status of mental health
and chemical dependency patients, and we don’t know what sort of insurance
coverage would continue to be provided, if the mandates were no longer
in effect. Outpatient; residential. and day or partial hospitalization
services would be the most likely targets for reductions in coverage,
so patients needing these services would be most affected.

What evidence exists to document the medical need in Oregon for the
proposed treatment or services'?

As detailed in the answer to the first question, above, it appears that
hundreds of thousands of Oregonians are in need of mental health and
chemical dependency services. This estimate is based on a number of
authoritative studies on the incidence of mental illness and chemical
dependency. Chapter 601 allows insurers to review claims to determine
whether the level of care delivered was medically necessary. BCBSO has
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been reviewing all claims for reimbursement since Chapter 601 took effect,
and determined that some reimbursement was justified in all claims re-
viewed in 1985, although the amount of reimbursement was reduced in

some instances.

ORS 171.880(2) asks five questions concerning the financial effect of
the proposed measure, including:

To what extent is the coverage expected to increase or decrease the
cost of treatment or services?

Changes in the minimum required benefit levels for mental health and
chemical dependency services are proposed in only three areas: services
to children and adolescents; services to dual diagnosis patients; and
residential chemical dependency services. The costs of increasing

these benefits was fully discussed earlier in this report. Overall,

the increased benefit levels are expected to cost, insurers no more than
$ .35 per member per month. This is equivalent to a 19 percent increase
in insurance company payments for mental health and chemical dependency
services; and a 0.8 percent increase in insurance company costs for all
health services.

To what extent is the coverage expected to increase the use of the treat-
ment or services?

The proposed revisions to Chapter 601 ?t* expected to have little if

any effect on the utilization of services. The groups effected by the
proposed benefit level changes already have coverage for mental health
and chemical dependency services—the proposal is simply to increase

the coverage to more adequate levels. The creation of insurance coverage
for a particular type of service might be expected to result in the
idcreased use of that service. As noted earlier in this report, the

use of outpatient and residential programs for mental health and chemical
dependency appears to have increased dramatically since Chapter 601

took effect. We do not expect any similar effect to result from the
improvement of an existing benefit, however.

To what extent is the mandatedtreatment or service expected tobe a
substitute for more expensive treatment or services?

As detailed earlier in this report, Chapter 601 was originally enacted

in order to provide coverage for lower-cost alternatives to inpatient
mental health and chemical dependency services (i.e., outpatient and
residential care). Costs to insurers of inpatient care appear to have

in fact decreased since Chapter 601 took effect. The revisions to Chapter
601 which are currently being proposed do not change this situation,

and do not create coverage forany new less costly alternative.

To what extent is the coverageexpected to increase or decrease the
administrative expenses of insurance companies and the premium and admin-
istrative expenses of policyholders?

There are no new areas of coverage being created by the proposed revisions
to Chapter 601, so administrative expenses resulting from the proposed
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revisions should not be substantial. However, all group policies issued
in Oregon will need to be amended if the proposed changes are made.
Insurance company claim personnel must also become familiar with the
changes. Changes in levels of treatment for adolescents, eligible program
definitions, and maximum benefit c¢' provisions will raise many technical
guestions that must be analyzed. The associated costs of insurers will

no doubt be passed on directly or indirectly to policyholders, but we
have no way of estimating the magnitude of these expenses.

As noted earlier, the proposed improvement in the benefit levels for
services to children and adolescents, dual diagnosis patients, and resi-
dential chemical dependency programs is expected to have an overall
impact on insurance company costs of less than $ .35 per member per
month. Insurance companies would need to increase premiums to policy-
holders by less than one percent, if at all, in order to cover these
increased costs.

What will be the effect of this coverage on the total cost of health care?

The SHPDA believes that Chapter 601 has had the effect of reducing the
total cost of health care to Oregonians. There is a substantial amount
of documentation in the scientific literature of the fact tha~ people
who receive mental health and chemical dependency services subsequently
experience large reductions in their overall medical care expenditures.
Chapter 601 has allowed more people to gain access to such treatment.

In addition, Chapter 601, when it was originally enacted, incorporated
several provisions aimed at reducing or controlling the cost of mental
health and chemical dependency services. As discussed earlier, the
utilization review provisions of Chapter 601 have resulted in direct
cost savings to insurers. The fact that outpatient and residential
services are new covered, instead of just inpatient services, has resulted
in some extra costs to insurers for outpatient and residential services;
but has also helped to ensure that services are delivered in the lowest
cost setting appropriate to the patient. Costs have gone up only mar-
ginally, while many more people have been reimbursed for services they
received. Costs to insurers for inpatient care have decreased as a
result of Chapter 601; and costs of chemical dependency services have
remained stable.

As mentioned earlier, the proposed increases in benefit levels for chil-
dren and adolescents, dual diagnosis patients, and residential chemical
dependency are expected to add slightly to insurance company expenses.
In many cases, however, treatment is currently being received, but the
patient is paying the portion cf the bill which is not covered by in-
surance. In such cases, the proposed revisions will simpiy cause a
shift in the payment source, from the patient to the insurer, rather
than adding to the overall costs of health care.

In summary, Chapter 601 is designed to ensure that Oregonians have at
least the minimum necessary insurance coverage for mental health and
chemical dependency problems. While ensuring access to such services,
it is also designed to ensure that such services are delivered only
when medically necessary, and in the lowest cost setting which is appro-
priate.
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SUMMARY OF RECOMMENDATIONS

As a result of its analysis and the advice of its work groups, the SHPDA
is recommending a number of revisions to Chapter 601. These revisions
have been explained and analyzed in detail in the section of this report
titled "lIssues and Problems Related to Implementation."

These recommendations have been incorporated into three bills: SB 30,

SB 31 and SB 32 . The first bill simply eliminates the current July 1,
1987, sunset date on Chapter 601. The second bill incorporates most of
the substantive revisions to Chapter 601. The third bill incorporate.;,
our two recommendations relating to inpatient health facility licensure
(recommendations number 9 and 10, below).

The SHPDA's recommendations concerning revisions to Chapter 601 are as
follows:

1. The sunset on Chapter 601, currently July 1, 1987, should be re-
pealed.

2. Because children and adole. cents need longer lengths of stay and
higher staffing ratios, they should have higher minimum benefit
levels than adults. Minimum required benefit levels for mental
health treatment of children and adolescents should be:

Inpatient and day or partial $10,500 ofwhich only
hospitalization $3,000 could be used for
day or partial
hospitalization

Outpatient $ 2,000
Overall $12,500
3. For chemical dependency, the minimum benefit levels for children

and adolescents should be:

Inpatient $ 6,000

Residential/day or partial
hospitalization $ 4,500

Combined total for inpatient,
residential, and day or partial

hospitalization S 9,000
Outpatient $ 1,500
Overall $10,500

4. The overall cap for dual diagnosis patients should be $9,000 for
adults and $12,500 for children and adolescents, rather than $6,000
as it is now. It should be clarified, for utilization review and
program approval purposes, that dual diagnosis is a separate type
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of mental health service from either chemical dependency treatment

or mental illness treatment.
5. The minimum required coverage level for adult residential chemical
dependency services should be increased from $3,000 to $3,500.
6. Recommendations related co utilization review by insurers are to:
a. Continue to allow insurers to do utilization review if they
wish.
t. Continue the requirement that SHPDA issue model utilization

review criteria, but require that SHPDA revise these criteria
every two years, and strengthen existing language in the statute
requiring that SHPDA consult with all affected parties.

C. Require that reviewers have experience and expertise in the
particular area that they are reviewing (i.e., mental health
or chemical dependency treatment).

d. Allow providers or patients to request prior approval or con-
current review for particular cases, and state that they are
entitled to a timely response to such requests.

e. Give insurers the option of which type of review they wish to
provide, so long as the review criteria are defined and made
available to providers. Insurers who elect to require prior
approval should make allowances for the admission of emergency
cases.

7. Residential, day or partial hospitalization, and outpatient programs
should be required to have approval from either the appropriate
state agency (Mental Health Division or Office of Alcohol and Drug
Abuse Programs) or from one of the nationally-recognized accredita-
tion bodies (JCAH, AAPH, or CARF) in order to be eligible for in-
surance reimbursement. These requirements would apply whether or
not the program is based in a hospital, but for inpatient programs,
health facility licensure by the Health Division would continue to
be the only program certification required, as it is now.

8. The statute should give the Mental Health Division and the Office
of Alcohol and Drug Abuse Programs the authority to approve treatment
programs for insurance reimbursement purposes, without requiring
that they be a part of a county mental health program.

9. In ORS 442.015(16), '"special inpatient care facility" should be a
subcategory of "hospital," rather than a separate type of health
care facility.

10. Drug abuse facilities should no longer be exempted from licensure

requirements. ORS 441.017 should be revised so as to delete this
exemption.
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11.

12.

13.

14.

The definition of day or partial hospitalization should be re-defined
to eliminate the current xequirement that at least four hours per
day, four days per week of care be provided. Program certification
standards, rather than any hour-based standard, would be relied
upon for such programs. Residential facilities, however, would be
required to keep patients overnight and provide at least eight
hours of structured programs per day in order to be eligible for
reimbursement. Also, it should be clarified that day treatment,
partial hospitalization and residential care are all included under
the same benefit level. The statute should list each of these
three types of care.

Detoxification services should continue to be covered under the
substance abuse inpatient benefit levels. However, the bill should
state that for both mental health and substance abuse services,
auxiliary medical or neurological diagnostic or treatment services
that are concurrent with, but not directly related to a mental
health problem or a normal detox protocol will not be charged to
the mental health or substance abuse benefit levels.

The cross-reference at the beginning of ORS 743.557(3) and 743.558(3)
should be deleted. The intent of this change is to clarify that
when reimbursement is paid to an approved program, conditions that
would apply to private practitioners (such as physician referral

to RCSWs) will not apply to the program.

The exemption of group and staff model HM> in ORS 750.055 should
be deleted.
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Appendix A

62nd OREGON LEGISLATIVE ASSEMBLY -1983 Regular Session

Enrolled

Senate Bill 522
Sponsored by Senator KITZHABER (at the requestof Vemice Paterson)

CHAPTER.......cooiiteieeeecee

AN ACT

Relating to health; creating new provisions; amending ORS 430.010, 430.021, 430.315, 743.557, 743.558 and
750.055; and prescribing an effective date.

Be It Enacted by the People ol the State of Oregon:

SECTION 1. ORS 430.010 is amended to read:

430.010. As used in ORS 430.010 to 430.050, 430.100 to 430.170, 430.260 to 430.270 and 430.610 to 430.700,
unless the context requires otherwise: [,]

(1) “Division” means the Mental Health Division.

(2) “ Health facility” means a facility licensed as required by ORS 441.015 or a facility accredited by the Joint
Commission on Accreditation of Hospitals, either of which provides fuli-day or part-day acute treatment for
alcoholism, drug addiction or mental or emotional disturbance, and is licensed to admit persons requiring 24-hour
nursing care.

(3)g“ Residential facility” means a program or facility providing an organized full-day or part-day program of
treatment, but not licensed to admit persons requiring 24-hour nursing care. Such a program or facility shall be:

(a) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041,430.260 t0 430.380 and 430.610 to 430.880 for alcoholism;

(b) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041, 430.260 to 430-380, 430.405 to 430-565 and 430.610 to 430.880 for drug addiction; or

(c) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041 and 430.610 to 430.880 for mental or emotional disturbance.

(4) * Qutpatient service” means a program or service providing treatment by appointment. Such a program
or service shall be:

(a) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041, 430.260 to 430.380 and 430.610 to 430.880 for alcoholism;

(b) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041, 430.260 to 430-380, 430.405 to 430.565 and 430.610 to 430.880 for drug addiction;

(c) Licensed, approved, established, maintained, contracted with or operated by the Mental Health Division
under ORS 430.041 and 430.610 to 430.880 » " mental or emotional disturbance; or

(d) Provided by medical or osteopathic physicians licensed by the Board of Medical Examiners for the State of
Oregon as provided under ORS 677.010 to 677.450; psychologists licensed by the State Board of Psychologist
Examiners as provided under ORS 675.010 to 675.150; nurse practitioners registered by the Oregon State Board of
Nursing as provided under ORS 678.010 to 678.410; or clinical social workers regt-“fe d by the State Board of
Clinical Social Workers as provided under ORS 675.510 to 675.610.
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SECTION 2. (1) If a residential program is offered by or through a health facility, it must he either
approved by the Mental Health Division or accredited by the Joint Commission on Accreditation of Hospitals.

(2) If an outpatient program is offered by or through a health facility, it must be either approved by the
Mental Health Division or accredited by the Joint Commission on Accreditation of Hospitals.

SECTION 3. ORS 430.313 is amended to read:

430.313. The Legislative Asscn bly finds alcoholism or drug dependence is an illness. The alcoholic or
drug-dependent person is ill and should be afforded treatment for [Air] that illness. To tlie greatest extent
possible, the least costly settings for treatment, outpatient services and residential facilities shad be widely available
and ulfflxed except when contraindicated because of individual health care needs. State agencies that purchase
treatment for alcohotism or drug dependence shad develop criteria consistent with this policy in consultation with
the Mental Health Division and thz State Health Planning and Development Agency. In reviewing applications for
certificate o need, the State Health Planning and Development Agency shad take this policy into account.

SECTION 4. ORS 430.021 isamended to read:

430.021. (1) The Mental Health Division is responsible for the administration of the state mental health
programs and the mental health laws of the state.

(2) The division shall direct, promote, correlate and coordinate all the activities, duties and direct services
for the mentally or emotionally disturbed, mentally retarded and developmentally disabled, alcoholic and
drug-dependent persons; and promote, correlate and coordinate the mental health activities of all governmental
organizations throughout the state in which there is any direct contact with mental health programs.

(3) The division shall develop cooperative programs with interested private groups throughout the state to
effect better community awareness and action in the field of mental health, and encourage and assist in all
necessary ways community general hospitals to establish psychiatric services.

(4) To the greatest extent possible, the least costly settings for treatment, outpatient services and residential
facilities shall be widely available and utilized except when contraindicated because of Individual health care needs.
State agencies that purchase treatment for mental or emotional disturbances shall develop criteria consistent with
this policy in consultation with the Mental Health Division and the State Health Planning and Development
Agency. In reviewing applications for certificates of need, the State Health Manning and Development Agency
shall take this policy into account.

IftA (5) The division shall establish, coordinate, assist and direct a community mental health program in
cooperation with local government units and integrate such a program with the total state mental health

rogram.
i g[(J% (6) The division shall promote public education in the state concerning mental health and act as the
liaison center for work "™ith ?'l interested public and private groups and agencies in the field of mental health.
(7) The division shall accept the custody of persons committed to its care by the courts of this state.

SECTIONS. ORS 743.537 isamended to read: r

743557, A group health insurance policy providing coverage for hospital or medical expenses shall provide
coverage for expenses arising from treatment for chemical dependency Including alcoholism. The following
conditions apply to the requirement for such coverage:

(1) The coverage may be made subject to provisions of the policy that apply to other benefits under the
policy, including but not limited to provisions relating to deductibles and coinsurance. Deductibles and
coinsurance for treatment in health faculties or residential facilities shall be no greater than those under the policy
for expenses of hospitalization in the treatment of DBnest. Deductibles and coinsurance for outpatient treatment
shall be no greater than those under the policy for expenses of outpatient treatment of Iliness.

(2) [The policy may limit hospital expense coverage to treatment provided by the following facilitiessm
Treatment shall include treatment provided In health facilities, residential facilities or outpatient services, ss
defined In ORS 430.010, within the limits specified In this section. Notwithstanding the limits for particular types
of services specified in subsections (6) to (8) of this section, a policy may limit the total of pa' Tnents for a0 treatment
of any kind under this section for chemical dependency including alcoholism, together with payments for all
treatment of any kind under ORS 743.558 for mental or nervous conditions, to $6,000 In any 24-comecutive month
period, except as otherwise provided In ORS 743.558. For persons requesting, In any 24-consecutive month period,
payments for treatment of any kind for chemical dependency including alcoholism, but not requesting payments
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(or treatment of any kind of mental or nervous conditions, a policy may limit the total of payments for ell treatment
to $6,000 In that 24-consecutivt month period.

[(a)A health cartfacility Scentedas required by ORS441.0JS

[(b)A health carefacility accredited by thefaint Commission on Accreditation o fH ospitals.]

[(c)A rehabilitation cffnic and agency established, maintained, contracted with or operated by the M ental
Health Division underO R S430.260.]

(3) Subject to the provisions of ORS 743.123, 743.128 and 743.135, programs In which staff are directly
supervised by a medical or osteopathic physician licensed by the Board of Medical Examiners for the State of
Oregon as provided under ORS 677.010 to 677.450; a psychologist licensed by the State Board of Psychologist
Exam iners as provided under ORS 675.010 to 675.150; a nurse practitioner registered by the Oregon State Board
of Nursing as provided under ORS 678.010 to 678.410; cr a dinicai social worker registered by the State Board of
Clinical Social Workers as provided under ORS 675.510 to 675.610, and programs in which Individual client
treatm ent plans are approved by a medical or osteopathic physician licensed by the Board of Medical Examiners
for the State of Oregon as provided under ORS 677.010 to 677.450; a psychologist licensed by the State Board of
Psychologist Examiners as provided under ORS 675.010 to 675.150; a nurse practitioner registered by the Oregon
State Board of Nursing as provided under ORS 678.010 to 678.410; or a ciinkai social worker registered by the
State Board of Clinical Soda] Workers as provided under ORS 675.510 to 675.610, shall be eligible to receive
payments lor treatment. In addition, an Insurer or insurers and the Mental Health Division may mutually develop
agreements, standards and procedures through which Mental Health Division apprcved programs with alternative
arrangements for supervision or for review of treatment plans may become qualified to receive payments for
treatment.

(4) Chemical dependency, for purposes of this section, refers to the addictive relationship an individual may
have with any drug or alcohol agent. This dependency may be characterized by either a physical or psychological
relationship, or both, to tlie extent that it Interferes with the Individual's social, psychological or physical
adjustment to common problems on a daily basis. For purposes of this section, chemical dependency does not
include addiction to, or dependency on, tobacco, tobacco products or foods.

(5) Payments shall not be made under this section for educational programs to which drinking drivers are
referred by the judicial system, nor for volunteer mutual support groups.

I(3h (6) Except as permitted by [subsection (1P subsections (1) and (2) of this section, the policy shall not
limit payments for Inpatient care and treatment in hospitals and other health facilities thereunder for chemical
dependency Including alcoholism to an amount less than $4,500 in any 24-consecutive month period [and the
policy shallprovide coverage, within the limits o fthis subsection, o fnotlessthan 90 percento fthe hospitaland
medicalexpensesfo r treatmentfo ralcoholism].

(7) Except as permitted by subsections (1) and (2) of this section, In the case of benefits for care and treatment
in residential facilities for chemical dependency including alcoholism, the policy shall not limit payments to an
amount less than $3,000 in any 24-consecutive month period. Within this dollar Emit, payments shall be made for
either full-day, supervised, residential treatment and care, or for part-day treatment on an organized, formal,
regularly scheduled basis consisting of at least four hours of structured treatment per day, for at least four days
each .vcek. Payments for part-day treatment on a less Intensive schedule shall be made within the dollar limit for
outpatic.it payments.

(8) Except as permitted by subsections (1) and (2) of this section, in the case of benefits for outpatient services,
the policy shall not limit payments to an amount less than $1,500 in any 24-consecutive month period. If so
specified in the policy, outpatient coverage may include follow-up in-home service associated with any health
facility, residential or outpatient services. The policy may limit coverage for such service to persons who have
properly completed their initial health facility, residential or outpatient treatment and did not terminate that Initial
treatment against advice. The policy may also limit coverage for In-home service by defining the circumstances of
need under which payment will or will not be made.

(9) Under ORS 430.315, the Legislative Assembly has found that health care cost containment ts necessary and
intends to encourage insurance policies designed to achieve cost containment by assuring that reimbursement is
limited to appropriate utilization under criteria incorporated into such policies, either directly or by reference.

(L0) A group health insurance policy may provide, with respect to treatment for chemical dependency
including alcoholism, that any one or more of the following cost containment methods shall be in effect and the
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method or methods used by an insurer In one part of the stale may be different from the method or methods used
by that insurer Inanother past of the state:

(a) Proportion of coinsurance required for treatment in residential facilities, outpatient services, or both, less
than the proportion of coinsurance required for treatment in health facilities.

(b) Subject to the padcni or client confidentiality provisions of ORS 40.235 relating to physicians, ORS 40.240
relating to nurse practitioners, ORS 40.230 relating to psychologists and ORS 40.250 and 675.580 relating to social
workers, review, for level of treatment, of admissions and continued stays for treatment in health facilities or in
both health facilities and residential facilities or in health facilities, residential facilities and outpatient services by
either insurer staff, personnel under contract to the insurer, or by a utilization review contractor, who shall have
the power to certify for or deny Wvcl of payment. This review shall be made according to criteria made available to
providers in advance. Review shall be performed by a medical or osteopathic physician licensed by the Board of
Medical Examiners for the State of Oregon as provided under ORS 677.010 to 677.450; a psychologist licensed by
the State Board of Psychologist Examiners as provided under ORS 675.010 to 675.150; a nurse practitioner
registered by the Oregon State Board of Nursing as provided under ORS 678.010 to 678.410; or a clinical social
worker registered by the State Board of Clinical Social Workers as provided under ORS 675.510 to 675.610, with
physician consultation readily available. Review shaO be on a post-admission basis rather than by mandatory prior
approval, although policy holders or persons acting on their behalf shall be encouraged to make advance inquiries
when feasible. An appeals process shall be provided. An insurer may choose to review ail providers on a sampling
or audit basis only; or to review, on a less frequent bash, those providers who consistently supply full
documentation, consistent with confidentiality statutes, on each case, in a timely fashion, to the insurer.

(11) For purposes of paragraph (b) of subsection (10) of this section, a utilization review contractor is a
professional standards review organization, foundation for medical care or similar entity which, under contract
with an Insurance carrier, performs certification of reimbursability of level of treatment for admissions and
maintained stays in treatment programs, facilities or services.

(12) For purpose of paragraph (b) of subsection (10) of this section, when implemented through an insurance
contract, reimbursabflity of treatment at the health facility level of treatment, as defined LaORS 430.010, requires
demonstration that medical clrcumstancr* require 24-hour nursing care, or physician or nurse assessment,
treatment or supervision that cannot be readily made available on an outpatient basis, or in:

(a) The current living situation;

(b) An alternative, nontreatment living situation; or

(c) An alternative residential facility.

(L3) For purposes of paragraph (b) of subsection (10) of this section, when implemented through an insurance
contract, reimbursabflity of treatment at the residential facility level of treatment, as defined In ORS 430.010 and
under subsection (7) of this section, shall require oemonstration that outpatient services, as defined in ORS 430.010
and under subsection (7) of this section, if appropriate and less costly than residential facility services:

(a) Are not presently appropriate and available;

(b) Cannot be readily and timely made available; and

(c) Cannot meet documented needs for nonmedical supervision, protection, assistance and treatment, either in
the current living situation or in a readily and timely available alternative, nontreatment living situation, taking
into account the extent of both the available positive support and existing negative influences in the occupational,
social and living situations; risks to self or others; and readiness to participate consistently in treatment.

(14) For purposes of paragraph (b) of subsection (10) of this section, reimbursabflity of treatment at the level
for outpatient facility, service or program, as defined in ORS 430.010 and under subsections (7) and (8) of this
section, shall require demonstration that treatment is justified, considering the imfividuai's history, and the
current medical, occupational, social and psychological situation, and the overall prognosis.

SECTION 6. ORS 743.558 is amended to read:

743.558. Every insurer offering group health insurance benefits shall \offer\ provide benefits for expense
arising from mental or nervous conditions that meet the following requirements:

(1) The coverage may be made subject to provisions of the policy that apply to other benefits under the policy,
including but not limited to provisions relating to deductibles and coinsurance. Deductibles and coinsurance for
treatment in health facilities or residential facilities shall be no greater than those under the policy for expenses of
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hospitalization in the treatment at lliness. Deductibles and coinsurance for outpatient treatment shall be no greater
than those under the policy for expenses of outpatient treatment of IDness.

(2) Treitment shall Include treatment provided In health facilities, residential facilities or outpatient services,
as defined a ORS 430.010 within the limits specified In this section. Notwithstanding the limits for particular types
of services specified In subsections (4) to (6) of this section, a poUcy may limit the total of payments for ail treatment
of any kind under ORS 743.557 for chemical dependency including akohottan, together with payments for all
treatment of any kind under this section for mental or nervous conditions, to $6,000 In any 24-conscrative month
period, except as otherwise provided In this section. However, for person requesting, In any 24-consecutive month
period, payments for treatment of any kind for mental or nervous conditions, but not requesting payments for
treatment of any kind for chemical dependency Including alcoholism, a policy may not limit the total of payments
for all treatment to less than $9,000 in that 24-consecirti--  Tionlh period.

(3) Subject to the provisions of ORS 743.123, 74. 23 and 743.135, programs In which staff are directly
supervised by a medical or osteopathic physician lken. J by the Board of Medical Examiners for the State of
Oregon as provided under ORS 677.010 to 677.450; a psychologist licensed by the State Board of Psychologist
Examiners as provided under ORS 675.010 to 675.150; a nurse practitioner registered by fly Oregon State Board
of Nursing as provided under,ORS 678.010 to 678.410; or a clinical soda] worker register.  y the State Board of
Clinical Social Workers as provided under ORS 675-510 to 675.610, and programs in t Jch individual client
treatment plans are approved by a medical or osteopathic physician licensed by the Board of Medical Examiners
for the State of Oregon as provided under ORS 677.010 to 677.450; a psychologist licensed by the State Board of
Psychologist Examiners as provided under ORS 675.010 to 675.150; a nurse practitioner registered by the Oregon
State Board of Nursing as provided under ORS 678.010 to 678.410; or a clinical social worker registered by the
State Board of Clinical Social Workers as provided under ORS 675.510 to 675.610, shall be eligible to receive
payments for treatment.

(4) Except as permitted by subsections (1) and (2) of this section, the policy shall not limit payments for
inpatient care and treatment in hospitals and other health facilities thereunder for mental or nervous conditions to
an amount less than $7-500 in any 24-consecudve month period, subject to tire provisions of subsection (5) of this
section.

(5) Except as permitted by subsections (1) and (2) of this section, In the case of benefits Tor treatment in
residential facilities, the policy shall not limit payments to an amount less than $3,000 In any 24-consecutive month
period. A policy may specify that any payments made under this subsection shall directly reduce, dollar for dollar,
amounts available for payments under subsection (4) of this section. Within the dollar limit in this subsection,
payments shall be made for either full day, supervised, residential treatment and care, or for part-day treatment
on an organized, formal, reqularly scheduled basis consisting of at least four hours of structured treatment per
day, for at least four days each week. Payments for part-day treatment on a less intensive schedule shall be made
within the dollar limit for outpatient payments.

(6) Except as permitted by subsections (1) and (2) of this section, in the case of benefits for outpatient
treatment, the policy shall not limit payments to an amount less than $2,000 in any 24-consecutive month period. If
so specified in the policy, outpatient coverage may Include follow-up in-home service associated with any health
facility, residential or outpatient services. The policy may limit coverage for in-home service to persons who have
properly completed their initial health facility, residential or outpatient treatment and did not terminate that initial
treatment against advice. The policy may also limit coverage for in-home service by defining the circumstances of
need under which payment will or will not be made.

(7) Under ORS 430.021, the Legislative Assembly has found that health care cost containment is necessary and
intends to encourage insurance policies designed to achieve cost containment by assuring that reimbursement is
limited to appropriate utilization under criteria incorporated into such policies, either directly or by reference.

(8) A group health insurance policy may provide, with respect to treatment for mental or nervous conditions,
that any one or more of the following cost containment methods shall be in effect and the method or methods used
by an insurer in ooe part of the state may be different from the method or methods used by that insurer in another
part of the state:

(a) Proportion of coinsurance required for treatment in residential facilities, outpatient services, or both, less
than the proportion of coinsurance required for treatment in health facilities.
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(b) Subject to the p«dent or client coa/kknttaHty provisions of ORS 40.235 relating to physicians, ORS 40-240
relating to nurse practitioners, ORS 40.230 relating to psychologists and ORS 40.250 and 675.580 relating to soda!
workers, review, for level of treatment, of admissions and continued stays for treat-neat in health fadhties or la
both health facilities and residential facilities or in health faculties, reslder-titi fadUtka and outpatient services by
either Insurer staff, personnel under contract to the insurer, or by a utilization review contractor, who shall have
the power to certify for or lieny level of payment. This review shad be made according to criteria made available to
providers in advance. Review shall be performed by a mecBcai or osteopathic physidan licensed by the Board of
Medical Examiners for the State of Oregon as provided under ORS 677.010 to 677.450? a psychologist Bcensed by
the Slate Board of Psychologist Examiners as provided under ORS 675.010 to 675.150; a nurse practitioner
registered by the Oregon State Board of Nursing as provided under ORS 678.010 to 678.410; or a dbticai sodai
worker registered by the State Board of CUnicai Sodai Workess as provided under ORS 675.510 to 675.610, with
physidan consultation readily available. Review shall be on a post-admission basis rather than by mandatory prior
approval, although policy hoHers or persons acting on their behalf shall be encouraged to make advance inquiries
when feasible. An appeals p ocess shall be provided. An insurer may choose to review all providers on a sampling
or audit hasis only; or to review, on a Jess frequent bads, those providers who consistently supply full
documentation, consistent with confidentiality statutes, on each case, In a timely fashion, to the insurer.

(9) For purposes of paragraph (b) of subsection (8) of this section, a utilization review contractor is a
professional standards review organization, foundation for medical care or similar entity which, under contract
with an insurance carrier, performs certification of reimbursabllity of level of treatment for admissions and
maintained stays in treatment programs, facilities or services.

(10) For purposes of paragraph (b) of subsection (8) of this section, when implemented through an insurance
contract, reimbursabflity of treatment at the health facility level of treatment as defined in ORS 430.010, requires
demonstration that medical circumstances require 24-hour nursing ere, or physidan or nurse assessment,
treatment or supervision that cannot be readily made available on an outpatient basis, or b

(a) The current living situation;

(b) An alternative, nontreatment living situation; or

(c) An alternative residential fadUty.

(11) For purposes of paragraph (b) of subsection (8) of this section, when implemented th /ough an insurance
contract, reimbursabflity of treatment at the residential facility level of treatment, as defined in ORS 430.010 and
under subsection (5) of this section, shall require demonstration that outpatient services, as defined in ORS 430.010
and under subsection (5) of this section if appropriate, and less costly than residential facility services:

(a) Are not presently appropriate and available;

(b) Cannot be readily and timely made available; and

(c) Cannot meet documented needs for nonmedical supervision, pt otection, assistance and treatment, either in
the current living situation or In a readfly and timely available alternative, nontreatment living situation, talcing
Into account the extent of both the available positive support and existing negative influences in the occupational,
sodai and living situation; risks to self or others; and readiness to participate consistently in treatment,

(12) For purposes of paragraph (b) of subsection (8) of this section, reimbursabflity of treatment at the level
for outpatient facility, service or program, as defined In ORS 430.310 and under subsections (5) and (6) of this
section, shall require demonstration that treatment is justified, considering the individual's history and the current
medical, occupational, sodai and psychological situation, and the overall prognosis.

[(1) In the case o fbenefits based upon confinementas an inpatient in a hospital, the period o fconfinement
for which benefitsarepayable shallbe atkcu 130 daysin any calendaryear.]

[(2)In the case o fm ajormedicalexpense coverage, henefits, afterthe applicable deductible, shallbeata 50
percentratefor coveredexpensesincurred by the insured while otherthan an inpatientin a hospital, and benefits
shallbeavailableforsuch expenses during any calendaryearup to a maximum o f5500.]

SECTION 7. To facilitate implementation 0f the amendments to ORS 743.557 and 743.558 by sections 5
and 6 of this Act, the State Health Planning and Development Agency, with technical advice from the
Insmance Commissioner, Health Division and the Mental Health Division, and with consultation from affected
parties, shall draft, offer for public review, and revise for public distribution, no later than October 1, 1983, an
advisory or model set of criteria for appropriate utilization of care in health facilities, residential facilities and
outpatient services. These criteria shall be consistent with this Act, and shall not be binding on any insurer or
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other party. However, any insurer may, at the une of contract negotiation or amendment, with tile agreement
of the parties to the contract, adopt the criteria, o: similar criteria, with or without modification. In preparing
criteria with regard to mental or nervous conctfaons, appropriate cross-referencing shall be made to the third
edition of the Diagnostic and Statistical Manual.

SECTION 8. The State Health Planning and Development Agency shall consult with the Insurance
Commissioner and with all insurers, public and private providers and state agencies which implement policies
under the authority of this Act, in order to prepare reports to the 1985 and 1987 sessions of the Legisladve
Assembly. The purpose of the reports shall be to:

(1) Describe the extent to which the options under this Act have been exercised.

(2) Identify savings and expenses attributable to the exercise cf the options.

(3) Identify problems which interfere with, or arise from, exercise of the options, and evaluate alternative
solutions to such problems.

(4) Recommend whether or not the approaches to cost containment, authorized as options under this Act,
should be eliminated, condnued ¢+ made mandatory; and whether or not they should be extended, on an
opdonal or a mandatory basis, to other coverages under insurance policies written in Oregon.

(5) Recommend and dcsc. ioc desirable characteristics of other approaches to cost containment which may
be appropriate for legisladve acuon.

SECTION 9. ORS 750.055, as amended by secdon 22, chapter 649, Oregon Laws 1981, is further amended
to read:

750.055. (1) The following provisions of the Insurance Code shall apply to health care service contractors
to the extent so applicable and not inconsistent with tne express provisions of this chapter:

(a) ORS 731.004 to 731.150, 731.162, 731.204 to 731.362, 731.382, 731.386, 731.390, 731.398 to 731.430,
731.450, 731.454, 731.504, 731.508, 731,512, 731.574 to 731.620, 731.640 to 731.652, 731.804 and 731.844 to
731.992,

(b) ORS 732.230,732.245,732.250,732.315 t0 732.325 and 732.505 to 732.570.

(c) ORS 733.010 to 733.050, 733.080, 733.140 to 733.170, 733.210, 733.510 to 733.680 and 733.700 to
733.780.

(d) ORS chapter 734.

(e) ORS 743.003 to 743.012, 743.018 to 743.030, 743.037 to 743.108, 743.114, 743.116, 743.119 to 743.128,
743.350 to 743.370, 743.402, 743.412, 743.492, 743.495, 743.498, 743.527, 743.529, 743-549 t0 <743558] 743-555,
743.800t0 743.833 and 743.850 to 743.890.

(f) ORS 743.522 and 743.528, except that individual policies may be issued to the persons or families
insured in lieu of issuance of a single group policy as referred to in ORS 743.522. An individual policy issued
under this paragraph shall be considered the statement of the essendal features of the insurance coverage
required under ORS 743.528 (2). ,

g) ORS 744.005 to 744.205,

(h) ORS 746.005 to 746.140,746.160,746.180,746.220 to 746.370 and 746.600 to 746.690.

(0 ORS 743.135, except in the case of group pracdce health maintenance organizations that are federally
qualified pursuant to Title X [li of the Public Health Service Act unless the patient is referred by a physician
associated with a group pracdce health maintenance organization.

0 ORS 743.557 and 743.558, except that group practice or start health maintenance organizations which are
federally qualified pursuant to Thk XHI of the Public Health Service Act shall be deemed to comply with the
requirements of ORS 743.557 and 743.558.

(2) Forthe purposes of this section anly, health care service contractors shall be deemed insurers.

SECTION 10. Sections 7, 8 and 11 of this Act and ORS 743.557, 743.558 and 750.055 as amended by
sections 5, 6 and 9 of this Act are repealed on July 1, 1987, except that the amendment to ORS 743.558 (6) by
section 6 of this Act is repealed July 1, 1985.

SECTION 11. This Act does not affect a policy issued before the effective date of this Act. However, this
Act applies to a renewal or extension of an existing policy on or after the effective date of this Act as well as to
anew policy issued on or after the effective date of this Act.

SECTION 12. Nothing in this Act applies to disability policies.

SECTION 13. This Act takes effect July 1, 1984.

Approved by the Governor July 29, 1983.
Filed in the office of Secretary of State August 1, 1983.
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Appendix B

CHAPTER 124
Oregon Laws 1985
AN ACT HB 2051

Relating to health pIanning; amending section 10, chap.er
601, Oregon Laws 1983; and declaring an emergency.
Be It Enacted by the People of the State of Oregon:

SECTION 1. Section 10, chapter 601, Oregon Laws
1983, is amended to reach

Sec. 10. Sections 7, 8 and 11, chapter 601, Oregon
Laws 1983, [ofthis Act]and ORS 743.557,743.558 and
$0.055 as amended by sections 5, 6and 9, chapter 601,
Oregon Laws 1983, [of this Act] are repealed on July 1,
1987], except that the amendment to ORS 743.558 (6) by
section 6 of this Act is repealed July 1,1985],

~ SECTION 2. This Act being necessary for the
immediate preservation of the public peace, health and
safety, an eme{?ency Is declared to exist, and this Act

takes effect on ifs passage.
Approved by the Governor May 22,1985
Filed in the office of Secretary of State May 23.1985
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Legislation Passed

California (chap. 295) - Requires insurance policies that include
coverage for inpatient care for nervous or mental conditions to provide
coverage at general acute care hospitals, acute psychiatric hospitals,
and psychiatric health facilities.

Indiana (p.l. 258) - Requires all insurance policies that provide
coverage for inpatient mental illness or substance abuse treatment to
include coverage for such services provided by a community mental health
center or by any licensed psychiatric hospital.

Kentucky (chap. 482) - Requires all health insurance policies to offer
coverage for inpatient and outpatient treatment of mental illness to at
least the same extent as physical illness coverage.

Maryland (chap. 843) - Mandates that policies covering outpatient mental
health benefits provide such coverage at 65% of the cost for the first
20 visits per calendar year or benefit period.

Tennessee (SJR 310) - Creates a study committee on group insurance
benefits for expenses arising from treatment for mental illness,
alcoholism, and drug abuse.

Texas (chap. 805) - Requires group health insurance policies to provide
benefits for the necessary care and treatment of alcohol dependency that
are not less favorable than for physical illness.

Texas (SCR 62) - Authorized development of a plan for reimbursement of
rehabilitative residential programs in lieu of more costly programs, as
private insurers tend to favor hospitalization rather than
community-based rehabilitative programs.

Wyoming (chap. 45) - Provides for freedom of choice of practitioners in
private health insurance policies.
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MANDATED MENTAL HEALTH INSURANCE
UMVARY CF LEGISLATION

During the past several years, a number of states have passed legisla-
tion relating to insurance coverage for mental health. At least two states,
KENTUCKY (chap. 482) and TEXAS (chap. 805), passed legislation that requires
mental health insurance coverage to be available under present law. Three
states, INDIANA (p.l. 260), KENTUXKY (chap. 482), and MSSOURI (chap. 376),
expanded the number of eligible service providers who could provide mental
health services if an insurance policy offers mental health coverage. At
least four states passed legislation to expand the minimum mental health
benefits that are presently required by law, including ARKANSAS (act 236),
MAINE (chap. 843 and chap. 633), MARYLAND (chap. 843) and WISCONSIN (chap.
29). CALIFORNIA (chap. 295), INDIANA (p.l. 258), MASSACHUSETTS (chap. 380),
SOUTH DAKOTA (chap. 419), and WYOMNG (chap. 45) expanded insurance mandates
to include more mental health service providers or to include more insurance
providers. Moreover, at least two states, ILLINOIS (p.a. 84-382) and TEN-
NESSEE (SJR 310), are studying various aspects of mental health insurance
during 1985 and 1986.



MANDATED MENTAL HEALTH INSURANCE
LEGISLATIVE SUIMVIRY

Arkansas
1985 Arkansas Acts, Act 236

Increases minimum coverage for psychiatric care under private health in-
surance group contracts of disability insurance from $4,000 to $7,000 per
calendar year.

California
1985 California statutes, Chap. 295

Requires insurance policies that include coverage for inpatient care for
nervous or mental conditions to provide coverage at general acute care
hospitals, acute psychiatric hospitals, and psychiatric health facilities.
This does not prohibit insurers from entering into alternate payment ar-
rangements with providers or from restricting or modifying the choice of
providers.

Illinois
1985 Illinois Laws, P.A. 84-382

Creates a Task Force for the study of Long-Term Care Insurance within the
Department of Insurance to examine a private market approach to the provi-
sion of long-term care insurance. Findings and recommendations of the task
force will be reported to the legislature and governor no later than Decem-
ber 31, 1986.

Indiana
1985 Indiana Acts, P.L. 258

Requires all insurance policies that provide coverage for inpatient mental
illness or substance abuse treatment to include coverage for such services
provided by a community r.:ental health center or by any licensed psychiatric
hospital.

1985 Indiana Acts, P.L. 260

Amends individual or group policy of accident and health insurance to en-
title a health service provider in psychology for reimbursement of services.



Kansas
1986 Kansas Session Laws, Chap. 174

Amends the coinsurance and deductible provisions of previous mandated bene-
fits. Limits payment to $1640 in any year and lifetime maximum of $7500 and
makes HMOs subject to mandated benefits, while exempting medigap policies.
Also redefines the conditions for which coverage must be provided.

Kentucky
1986 Kentucky Acts, Chap. 482

Requires all health insurance policies to offer coverage for inpatient and
outpatient treatment of mental illness for at least the same extent and de-
gree as coverage provided for the treatment of physical illness. Coverage
provision also applies to health maintenance organizations.

Maine
1986 Maine laws, Chap. 633

Requires nonprofit health service plans and health insurers to offer the
option of providing benefits for the victims of Alzheimer's disease.

1986 Maine Laws, Chap. 843

Alters the rate at which certain health insurance policies are required to
provide benefits for the treatment of acute mental illnesses.

Maryland
1986 Maryland Laws, Chap. 843

Amended mandated nealth insurance benefits for outpatient mental health
care. Mandates that policies covering outpatient mental health benefits
provide such coverage at 65% of the cost for the first 20 visits per calen-
dar year or benefit period. Thereafter, coverage reverts back to the 50% of
the cost of benefits which the policy provides for other types of illness.

Massachusetts

1986 Massachusetts Acts, Chap. 380

Provides for reimbursement by insurance companies and others for services
performed by certified clinical specialists in psychiatric and mental health

nursing if the specialist is licensed and is providing services within the
scope of the license.
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His >ouri
1985 Missouri Laws, Chap. 376

Provides extensive regulatory provisions relative to group and ividual
insurance. In part, measure mandates that group health insurance policies
which provide coverage for treatment of alcoholism shall provide coverage
whether the insured is in a hospital or in a residential or nonresidential
facility certified by the Department of Mental Health.

South Dakota
1986 South Dakota Session Laws, Chap. 419

Revises certain insurance reimbursement provisions and provides peer review
for psychologists. Adds psychology to the listing of professions eligible
for reimbursement under any insurance policies.

Tennessee
Tennessee SIR 310, passed 1986

Creates a special joint study committee on group insurance benefits for ex-
penses arising from treatment for mental illness, alcoholism, and drug
abuse. The findings of the committee will be submitted to the legislature
by January 1987.

Texas
S.C.R. 62 - 1985 Legislative Session - passed

Directs the Texas Department of Mental Health and Mental Retardation andthe
state Board of Insurance to develop a plan for reimbursement of rehabilita-
tive residential programs inlieu of more costly programs, as the lack of
adequate funding is a severe barrier to the expansion of community-based
services and private insurers tend to favor hospitalization rathe* than
community-based rehabilitative programs.

1985 Texas General Laws, Chap. 805

Requir'*,', all group health insurance policies or contracts, including all

self-funded or self-insured plans, to provide benefits for the necessary
care and treatment of alcohol dependency that are not less favorable than
for physical illness generally. Does not apply to those self-funded or

self-insured plans with 250 or less employees or members.

Wisconsin
1985 Wisconsin Laws, Chap. 29

In part, changes the mandated coverage of group insurance policies for ner-
vous and mental disorders, alcoholism, and other drug abuse problems. Group



policies must now include the following coverage: total inpatient and out-
patient treatment coverage up to $7000; outpatient coverage up to $1000 mi-
nus a copayment of up to 10% and inpatient coverage must provide not less
than the lesser of either the expenses of the first 3 days as an inpatient
in a hospital, or the first $7000 minus a copayment of up to 10%

Wyoming
1985 Wyoming Session Laws, Chap. 45
Provides for freedom of choice of practitioners in private health insurance

policies. Requires reimbursement for psychologists on the same basis as
physici ans.
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|. INTRODUCTION

Traditionally, alcoholism, dru? abuse and
mental health were viewed as 'different” from
physical disorders. Causes were mysterious
cutes rare and a social stigma was attached
to victims. Frequently, the "medical establish-
ment treated only " the physical problems
related to these “diseases, wWhile neglecting
the less tanglble underlying problems

Recent years have witnessed tremendous
growth in public expenditures for alcoholism,
rug abuse and mental illness as well as a

lessening of the stigma associated with them,
and an increase ~ in  practical treatment
alternatives.  Nonetheless,  many  private

health insurers have not expanded their
coveraﬁe to pay for comprehensive treatment
of these diseases. Most private  health
insurance reimbursement for alcoholism, drug

%Insurance Benefits for Alcoholism, Drug Abuse and
be mailed to you very shortly.

abuse and mental  health is limited to
medically-oriented minpatient  settings, and
few companies pay for comparable bénefits in
outpatient settln?s or those staffed by non-
medical personne

Because of the limited coverage avail-
able in the private  marketplace, state
governments have exercised their regulatory

authority over the insurance industry to
require expansion of such henefits.

Despite the opposition of health in-
surers, & number  of state  legislatures

enacted laws in the 1970s requiring” them to
provide benefits for alcoholism, drug abuse
and mental health. Other legislatures “enacted
less stringent ver5|ons of these same statu-
tes requmngb ony that health insurets
voffer" such benefits to the policyholders at
their option. The state laws were enacted for
a variety of reasons: to encourage recogni-



tion and treatment of these diseases to the
same degree as physical illnesses; to lessen
the burden on publis programs; to reduce
utilization of other medical services because
of  pseudo-diagnoses or related  physical
diseases; and to improve the structure of
treatment benefits,

This _sRe_uaI feature of State Health
Reports highlights some of the problems
leading to state legislation in this area
analyzes specific Rrovmon_s of a variety of
staté laws on the subject, and provides
additional detail on costs (where available)
and other issues surrounding this public
policy question.

LL. BACKOEOW P.

A. Prevalence and Costs . )

When discussing health insurance benefits
for alcoholism, drug abuse and mental illness,
it is helpful to consider the extent of these
problems in the United States and the re-
sources already devoted to them, Accordln?
to a recent report prePared for the Alcohol,
Drug Abuse, and Mental Health Administration
(ADAMHA) by the Resea .ch Triangle Institutel*
the economic™ burden of alcohol abuse, drug
abuse, and mental illness in 1980 was an
estimated  S190.7  billion.  Alcohol  abuse
contributed to the major portion of these
costs, estimated at S89.5 billion. The costs
of mental illness were estimated at S54.2
billion and drug abuse at $46.9 million.

For 1983, total costs to society for ADM
of that total, disorders were estimated at
$249.2  billion; alcohol abuse contributed
$116.6 billion, drug abuse accounted for $59.7
billion and the costs associated with mental
illness were $72.7 billion.

_The study also indicated that employees
with ADM problems are likely to be "less
?roductlve than otherwise comparable workers.
he reduced productivity impact due to
alcohol and drug abuse was estimated to he
$50.6 hillion and $25.7 billion, respective-
ly, or 56 and 55 percent of the total alcohol
and drug abuse cost. The study said that
reduced “productivity due to mental illness
was  $3.1 billion;” that figure, however,
represents only people reporting 'oartlal work
disability due” to severe emotional or chronic

disorders, and does not reflect the costs of
the true prevalence of mental illness.

In ~ comparison, mental illness  costs
$18.5 billion 'due to lost employment (com-
plete disability) of its victims, involving
Incapacitation "either at home or in hospi-
tals. Alcohol and drug abuse have lower costs
for lost employment at $4.1 billion and $312
million respectively. o

The ADAMHA study results also indicated
that the combined costs for ADM treatment
services in 1980 were $31.6 billion, divided
among mental illness ($21.0 billion), alcohol
abuse” ($9.5 bhillion), and drug_ abuse ($1.2
billion).  This  represents  direct  health
services provided to victims of ADM, in-
cluding ‘long and short hospitalizations,
services from ph?/SICIanS and other sources.

Although the ADAMHA study did not
address the issue of public versus private
expenditures, other groups have made estima-
tes in this regard. According to the American
Psychiatric  "Association,2 ~in 1980  total
mental health care dollars were divided as
follows:

0 25 percent federal,

0 28 percent state and local,
0 12 percent insurance,

0 35 percent private.

An mterestln% comparison is that in the
same year for total medical care, insurance
paid 26 percent, whilestate and local
governments paid only 9 percent. Further, the
Insurance slice of the piefor mental health
showed a decrease from 14 percent in 3971 to
12 percent in 1980.

According to a report prepared by the
National Association ot State Alcohol” and
Dru?. Abus*- Directors, for FY 84, states
contributed 49.5 percent (5666.9 million) of
alcoholand drug  abuse
treatment and prevention services, while
federal pr_oPrams contributed  20.7  percent
g$278.5 milllon), county or local Sources
.1 percent ($130.1  million) and  other
sources such as private health “insurance and
client fees 20.1 percent or $271.2 million 3

total funds for



B. Impact of the Federal Employee Retire-
ment Income Security Act of 1974 on Mandated
Benefit Statutes ]

A central question to state mandates of
any type has been a legal one: do states
have the power to require Insurance companies
to provide a minr.oum level of coverage, or
would the federal Emplogee Retirement Income
|Secuorlty Act of 1974 (ERISA) pre-empt state
aws?

Following enactment of the landmark
mandated mental health benefits law in
Massachusetts in  (1974), the Metropolitan
Life  Insurance and Travelers Insurance
Companies sued the Commonwealth of Massa-
chusetts, contendlng that the statute violated
Section 514(a) of ERISA, which provides that
the federal law shall ‘supersede any and all
state laws insofar as they may now or here-
after relate to any employee benefit plan.*

However, ‘the = Massachusetts  Supreme
Court held that the governing section of
ERISA is 514(b), which states that ERISA
shall not "be construed to exempt or relieve
any person from any law of anly state which
requlates insurance." In June 1985 the U.S.
Supreme Court upheld the lower court, finding
that the Massachusetts mandated benefit law
IS a "law which regulates insurance" - and
that therefore there is no pre-emption.4

C. Support for Mandated Benefits
~An anticipated benefit accruing from
improved insurance cover_aPe of alcoholism
drug abuse and mental illness is decreased
utilization of medical services for other
ilinesses and avoidance of more  costly
levels of care. Patients with chronic illness-
jes or those recovering from certain surgeries
benefit from psychiatric intervention, often
with a decline in" inpatient days and readmis-
sion rates. Admission costs for patients with
alcoholismrelated complications also improve
with psychiatric care. But these outgrowths,
called = “offset  costs," are plausible, but
difficult to quantify with any precision. _
The difficulty of measuring offsetting
‘0sts is evidenced by the widely ran%;m_g
‘igures  found by Jones and Vischi,* that is,
15 to 80 percent reduction in medical utili-
ation  in - cases  with  psychiatric inter-
vention.  Mumford and Schlcsinger8 have

devoted several studies to the measurement of
offset costs. One research study of the
effect of mental health treatment as part of
post-operative/hospital care among  heart
attack’ and surgical patients found lower
long-term costs of care for such patients
fewer  complications, earlier  discharges,
ewer readmissions). A new Mumford and
Schlesinger report7 on 58 studies of effects
of outpatient psychotherapy on subsequent
medical services showed 85 "percent reporting
a decrease in such services. _

While findings such as these do provide
some percentages and measurements, there are
other  offsetting  factors not as easily
calculated. McGuire and Mon_t%omer¥8 say that
"each of us has a financial stake in the
treatment of mental illness." Their point s
that the taxpayer and the fellow-employee are
indeed paying for the mentaIIK I, the
alcoholic or drug abuser through the criminal
justice system, ~state institutions, absentee-
Ism from" the workplace, and unemploa/ment.
These very concerns, and the associated state
and local” pricetags, have heen forceful in
motivating = state” legislators to  support
mandated benefits as a way to shift some of
these costs to the private sector. _

State laws mandating health insurance
coverage for alcoholism,” drug abuse and
mental illness could alter not only benefits
structure but treatment patterns. "A classic
example is the "revolving door" syndrome of
alcoholics  who go through detoxification
time after time, but receives no follow-up
treatment because their insurance covers only
the acute inpatient detoxification. Propo-
nents of mandated benefits offer this example
to illustrate that coverage of alcoholism
treatment episodes not only provides needed
therapeutic treatment, but also prevents more
costly multiple detoxifications ~and chronic
ahsenteeism.

D. Opposition to Mandated Benefits )

The major opponents of mandated benefit
laws are insurers and  business/employer
groups. Interestingly, unions also tend " to
oppose mandated benefits. Insurers maintain
that mandates stifle competition and inno-
vation; lead to a fragmented health care
system; do not guarantee the provision of



necessary and appropriate care;
erX|b|I|t}/ to employers. _

Furthermore, "the extent to which such
mandates drive up employers' labor costs
IS concernmt}; a number "of state policy
makers, who feel many companies may become
discouraged from locating or remaining in a
state with mandated mental health benefits,
For example, New York's commissioner of
insurance recently observed that “"mandated
benefits and increased provider coverage
Taise the cost of_conductlng business in New
York, thus creating an additional incentive
for an employer to abandon New York State.
The insurance department reconl:]nlzes this
forces cost increases on employers and
opposes all such legislation..." "In" addition,
statutory mandates obstruct flexible benefit
Blans such as, "cafeteria plans,n that have
ecome increasingly popular among employees
and are designed t0 permit consumer choice of
health care services.

It should be noted, however, that many
employers have chosen to self-insure to avoid
compliance with mandated benefits laws. Their
reason, at least in part, is that ERISA
ﬁreempts_ them from ‘state laws regulating
ealth insurance, It has been estimated that
as much as 30 Rercent of the market is
self-insuring and they are certainly doing so
to avoid increases in their health insurance
costs.

In sum, insurers and employers offer a

and deny

multitude of philosophical "and practical
reasons for opP_osmg comprehensive health
insurance  benefits " for alcoholism,  drug

abuse and mental illness. Often, alcoholism
and drug abuse arc thought of as social
problems  requiring nonmcdical care while
mental illness is “often perceived of as a
disease without clear definition, diagnosis or
treatment. Insurers claim it is actuariall
difficult to measure risks without a predict-
able course of illness. The reason underlying
all of these perceptions is costs, because
health care follows the dollar.

IIl, PRIVATE HEALTH INSURANCE COVER-

AGE FOR MENTAL HEALTH CARE SERVICES

A. Overview .
Private insurers and employers histo-

rically have not covered mental illness. The
growth and development of the insurance
Industry during the 1930's and 1940's did not
encompass either_interest in nor coverage of
mental illness. Traditional views held" that
mental illness and its treatment were dif-
ferent from physical illness. The stigma
attached to mentally ill patients and their
families combined ‘with Insurers’ and em-
ployers’ fears of unpredictable (presumed
runaway) utilization ‘and costs to make
coverage scant. Some growth in benefits
occurred following advances in treatment of
the mentally ill, including the move away
from  long-term  hospitalization,  psycho-
pharmacologic interventions, and new programs
of outpatient therapies. Private  health
insurance was growing tremendously, and by
the 1970s, the private sector was “called on
to share a portion of the financial burden of
treating mental illness. At this time a
number. of state qulslatures, passed laws
mandating mental health benefits in private
insurance. _ o
Fearing expensive costs for psychiatric
care and ‘regarding mental illness as a
subjective disease, ~ health insurers place
special limitations on benefits, particularly
on_ outpatient treatment. For example, the
coinsurance rate for outpatient psychiatric
care is generally 50 percent compared to the
usual 20 percent  for other illnesses.
Several sources attribute (he high coinsur-
ance rates to earlier cost experience. When
insurance companies initially offered out-
patient major medical benefits, they made no
distinction = between mental and physical
illness. ~ As ex?erlence accumulated, ~ they
found that outpatient psychiatric services
constituted a large portion of all ambulatory
care €osts.9
B. Existing Coverage _
Coverage tod?" has improved, in part due
to state laws mandatln_? benefits for the
treatment of mental illness. The Health
Insurance Association of America (HIAA),
surveyed 36 of its companies and reported
virtually —all employees " in the study (99
percenty had coverage for inpatient treatment
of mental illness; of those with coverage,
nearly 85 percent had inpatient benefits
the same as for other covered conditions.10



An  American  Psychiatric ~ Association
(lAPA) survey of 300 private plans found that
100 percent “of them provided some level of
inpatient and/or outpatient coverage. The
breakdown of this coverage shows:

0 6J)ercent provided that same inpatient
and outpatient coverage as for other
conditions; , o

0 59 percent provided the same inpatient
coverage  as for  other  conditions;
reduced coverage for outpatient; .

0 3 percent provided the same outpatient
coverage  as for _ other  conditions;
reduced coverage for inpatient;

0 31 percent provided reduced coverage for
both inpatient and outpatient care-1

The Bureau of Labor Statistics Level of
Benefit Studies, which cover a far more

comprehensive  pool of employees, produced
the Pollowing data?:lZ Poy d
0 99 percent had some level of inpatient
coverage;

0 94 percent had some level of outpatient;

0 53 percent (a decrease of 5 percent
since 1981) cover .inpatient care on the
same Dbasis as other illness;

0 7 percent cover outpatient coverage the
same as for other illnesses.

The differences in_ coverage between
mental and physical illness are usually
explained by deductibles, = coinsurance, and

day/visit and/or dollar_ limitations. The APA
sufvey found reduced inpatient benefits were
most ~ likely to be associated with small
employee groups and Blue Cross-Blue Shield
plans.” On  the outpatient side, while 98
percent of the surveyed plans provided
coveraige for outpatient™ mental illness care,
only 10 percent_Prowded benefits on the same
basis as other illnesses and 90 percent on a
reduced benefit basis.  The reduced level
outpatient benefits are explained by:

0 69 percent with a higher coinsurance;

0 3 _tpercent impose maximum changes per
VISIL, : o

0 29 percent impose visit limits.

The majority of plans provided coverage
at a 50 percent coinsurance rate; the most
common 'generous aggregate level of benefit
covera?e, greater than $1500 at the 20
percent  coinsurance rate, was generally
distributed equalg," except for Blue Cross
Blue Shield plans.13

The BLS studies found that the 94
percent covered for outpatient services: 20
percent have a limit on daysor visits, 67
percent put a ceilingon dollars,  and 53
Ferpent impose major medical coinsurance
imited to 50 percent.

C.  Model Benefits _

Model benefits for mental illness are
more difficult to design than for alcoholism
or drug abuse, because the latter illnesses
have spawned more universal treatment regi-
ments and protocols. The imprecise nature of
mental illness, a key factor causing insurers
not to cover its treatment, makes any model
Package elusive. Writers and researchers tend
0 propose descriptive models, rather than
precise packa?_es. .

The National Institute of Mental Health
contracted with GLS Associates, Inc., to
develop model benefit packages as part of a
comprehensive analgsw of laws that mandate
benefits, The GLS report describes three
model benefit packages.l4 Because the first,
the “ideal" package of nondiscriminatory
coverage (i.e, the same as for other
illness), is not viewed as viable, it also
offers two alternatives. .

_ Alternative one places, emphasis on out-
patient covera?e, restricting -~ coverage  of
Inpatient care fo a set number of days, eg,
30 days. Extended coverage would be provided
for services rendered in both private offices
and organized settings of care. Diagnoses to
be coveted under this plan would be generous-
ly defined, with limits placed on the number
of ps]ychotherapy visits to be covered Ber
year. Those providers considered reimbursable
would be the same as in the ideal benefit
package, ie, physicians and  licensed
P_sych,ologlsts inprivate offices, all certi-
ied/licensed providers in organized settings
of care. Copayments and deductibles would be
imposed at customary limits, e.g., 50 percent
copayments; ceilings ‘would be Tmposed upon



determination of reasonable costs.15 , _

The advantages of this model cited in
the ReP_o_rt iincreased delivery aitcs/provi*
ders, utilization of outpatient” rather = than
more costly inpatient treatment, and emphasis

of the community mental health model, Dis-

advantages may include lack of coordination of

a spectrum of ‘mental health services, and lack

of quality control and/or utilization review.
Alternative two, viewed by GLS as having

support from providers and insurers, empha-
sizes mPatlent care and catastrophic cover-

age. Details of this plan include %enerous
coverage on _ inpatient days,,e.,(t;., 60 days,
with “outpatient = coverage™ limited to_{l)
services rendered in organized s_ettlnﬁs
of care, and (2) services trendered in the
private offices of psychiatrists or licensed
gsychologlsts when referred by a physician,
reatment for disabilities to "be reimbursed
under this plan would be limited to diagnoses
listed in the ICDA code that are amenable to
short-term  treatment. The providers to he
reimbursed in organized settings would be the
same as in the other sug%e,sted plans, but
would be restricted in office settings to
physicians or_psychologists via referral " from
other physicians, All" providers would be
subject * t0 quality of care review by a
mutl-dlscmllnarly team.  Copayments “and
deductibles would be kept to a minimum level,
e.g, 80/20 percent copayments, due to the
presence ofutilization ~and cost review
mechanisms."16

D. Costs and Utilization L

Both  proponents of nondiscriminatory
coverage of mental illness and of mandated
benefits provide economic arguments supportln(_z
their views. Insurers generally a%ree tha
claims for mental illness are about 5 percent,
of what total claims which is less than
expected with the prevalence of mental
ilingss.17 The GLS study summarizes national
utilization patterns under group contracts:

0 There are between 3 and 8 inpatient
psychiatric admissions per 1,000 covered
[?ersons per year,

0 The average _Ien?th of stay for a psy-
chiatric inpatient admission is between
10 and 22 days.

0 There are between 30 and 90 inpatient
days per 1,000 covered persons per year,

0 There are between 4 and 20 persons per
1,000  eligibles utilizing ~ outpatient
services per year.1l

~These numbers are a reflection of avail-
ability of services and the stigma still
attached to mental illness. The utilization
of benefits cannot occur absent the benefit
or under limitations. _

Blue Cross and Blue Shield of Massachu-
setts studied the impact of that state’s
statute and found a sharp increase in
payments for outpatient mental health claims
In" 1976, when the mandate was implemented.
During the period 1977 through 1982, payments
generally peaked in the “second  quarter,
Indicating ~ greater  utilization ~ prior  to
meetln% the  maximum benefit allowance.
Psychotherapy services accounted for the
major category of parments (about 75%) for
group and non-group plans. .

The number of ps%/chlatrlsts reimbursed
under Blue Cross/Blue Shield plans has. also
tthown steadily from 1974-1983. In addition

e number ~ of psycholo%lsts and  social
workers practicing in"the state has increased
even more dramatically due to inclusion of
their services under the mandate, so that by
1983,  psychologists and _ social ~ workers
grqwdmg services under Blue Cross Blue
hield plans in Massachusetts outnumbered
psychiatrists.18 _ _

The Center for Health Policy Studies

reports  the following prlmar_¥ findings
regardlng 1984 mandated benefit costs for
Maryland Blue Cross and Blue Shield:

0 Mandated benefits per member month cost
$5.35, or 11.2 percent of total benefit
costs of 547.96 (for a statistically
typical family contract of 3.3 persons
annual mandated benefit cost is $212
out of total benefit cost of $1,899).

0 Mandated mental and alcohol rehabili-
tation benefits are $4.12 -per member
mo?th, or 8.6 percent of total benefit
COStS.

0 Mandated outpatient mental benefits arc

.09 per member month, or 4.4 percent
of total benefit costs and 27.2 percent



of total major medical benefit cost, ,

0 The major comPonents of mandated benefit
costs are outpatient mental, inpatient
mental,  podiatrist —and  psychologist
services.2

Blue Cross-Blue Shield, in testimony
before the Maine Ieglslature, said premium
for mandated mental illness coverage in-
creased Dby $5/month to the average family
contract in Kansas, S2 to S3/month "in Mary-
land, and S6/month in Massachusetts.1l

Offset costs discussed in the intro-

duction are an important component to consider .

when discussing the costs and utilization of
mental illness “benefits as are related costs,
also discussed earlier. The National Institute
of Occupational Safety and Health cites a
"conservative"  estimate of the costs of
executive stress at more than $19 billion;
even its "ultraconservative" figure is more
than $11 billion.22 .

In a future book on occupational stress,
one corporate view of the need for a continuum
of mental health care offers the foIIowm%
"bottom  line";  "The designing of healt
benefits is the most critical component of
corporate _mental health policy. It 1s through
the availability —of these = benefits that
workers and “their families gain  access

to mental health services in the community.*23

E.  Current Status of State Laws Mandatin%
Private Health Insurance Benefits for Menta
Health Services

Of the twent¥,-3|x_states, regulatlng
mental health benefits in private ~ healt
insurance policies, fourteen have “"mandatory
coverage" statutes, which require insurers
to pay for mental health care in certain
types © of  insurance policies.  "Mandatory
coverage" laws exist in Arkansas, Colorado,
Connecticut, Maryland, Maine, Massachusetts,
Minnesota, Montana, New Hampshire, North

Dakota, Ohio, Oregon, Virginia, and Wis-
consin.  The remaining thirteen states (Cali-
fornia, Florida, GeorPla,lllllnpls, Kansas,
Louisiana, Maatfrefarertfrr Missouri, New York,
Tennessee, Vermont, Washington, and West
Virginia) require only that insurance policies
"offer" “such coverage at the policyholder’s

option. Connecticut, Maryland, and Vlr?.mla
have laws with both mandatory and op ional
provisions. ,

Of the* fourteen states with "mandatory"
laws, Arkansas, Connecticut, Maryland, Massa-
chusetts, and Vlrglnla make the "mandatory
coverage" applicable to individual as well
as group contracts. The other nine laws
affect group policies only.

Provisions in "mandatory coverage" laws
pertaining to treatment setting are quite
significant because this is an area where
insurers  typically ~ have  provided  less
coverage of mental illness, “especially for
outpatient care. Of the fourteen laws with
mandatory coverage, the majority require
treatment  benefits _for mental disorders be
provided in both inpatient and outpatient
settings. ,

hree states (Arkansas, Ohio, Tennessee)
mandate coverage only for outpatient care.
With regard to inratient care, most states
with mandatory benefits statutes require a
minimum of 30 da)(s in a general hospital or
another approved Ttacility such as_a public-
ﬁrlvate mental hosgltal or community mental
ealth  center.  Four states (Maryland,
Montana, Virginia and Wisconsin) require at
least 30 days of full hospitalization, while
others such™ as Maine and Massachusetts
require a minimum 60 days, and North Dakota,
70 days. Ohio’'s statute does not specify any
inpatient benefit limits, while four “states
S_Nev_v_ Hampshire, Minnesota, Georgia and
ouisiana) mandate that mental” health
coverage be on a par ﬁo_f equivalent value)
with cove.raPe for. physical illness generally.
~ Partia hosw alization  benefits = are
included under the provisions of 10 state
statutes. In general, the number of days
covered s usuallr twice the number of
inpatient days allowed. Some states, such
as Connecticut, have an exchange provision:
if a partial hospitalization  Session  costs
less than 50 percent of one patient visit,
then two sessions of partial hospitalization
may bhe exchanged for one inpatient day; if
the” cost is greater than 50, percent, “then
one session of partial hospitalization ma
be exchanged for one inpatient day. Nort
Dakota and Colorado have similar e_xchan%e
provisions. Partial hospitalization is only



available as an option  in Maryland,and
partial  hospitalization is included under
outpatient benefits in Wisconsin.
~ Benefits for outpatient care also vary
significantly from state to state. Fearing
excessive costs associated  with coverage for
outPatlent psychiatric care, most states have
included specific limitations on such cover*
age, resulting in_ benefits that are far
below those ~provided for physical illness.
Thirteen states place a maximum dollar limit
on outpatient benefits.  For example, the
Massachusetts law sets a maximum benefit at
$500 per year, while in New York it is $700
ger year,” In 1985, Wisconsin increased its
500 to $1000 per year minus a copayment of
up to ten percent.” Other state laws mandate
coverage for reasonable
8a¥ments of up to 50 percent (Montana,
olorado) and a maximum dollar limit of not
less than$1000  per benefit period. Mary-
land’s law mandates copayments of up to 50
Percent of the benefits “provided for other
ypes of illnesses. _ _
Meanwhile, coverage in New Hampshire
(for major medical policies only) must contain
deductibles and copayments on a par with
those for other illnesses, with limits of not
less  than$3,000 per person in any conse-
cutive  12-month 8erlod, up to a lifetime
maximum of $10,000. Ore.(t;on’s new statute
Browdes an overall benefit that applies to
oth inpatient and outpatient mental health
careof up t0$9,000 in any consecutive
24-month period, with different benefit limits

for  other services such as chemical depen-

dency, . .

In terms of provider eligibility, more
states across the nation have passed laws
defining the terms for mental health provider
reimbursement than have approved mandatory
mental health benefits24- A total of forty
states have enacted laws deflnln% under what
circumstances,  certain  healt providers
(e.g, physician,  psychiatrist,  psychologist,
clinical  Social waorker, psychiatric  nurse
are eligible for payment for Services provide
within = the scope “of their license, training
and experience. Of the twenty-six states
mandatlnﬁ mental health benefits, "twenty-four
have such reimbursement provisions. Wisconsin
and North Dakota do not have this type of

charges with co-

statute. The maJOFI'[Y of states limit private
practice coverage fo licensed or certified
Physmlans psychiatrists, and/or  psycho-
0gists. All of ‘the states include thsmlans
and psychiatrists, while all but two with
mandated benefit laws include reimbursement
provisions for psychologists.

~ Furthermore, non-discrimination in re-
imbursement has also been extended to a
variety of other mental health professionals.
For example, eleven states reimburse certi-
fied clinical social workers, while Maine
covers  licensed/accredited  psychiatric
nurses, and Massachusetts and West™ Virginia
include  licensed  psychotherapists. — "New
Hampshire's law includes payment for licensed
pastoral counselors, and " QOregon  extends
payment to nurse practitioners.
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1986 Pa. Laws, Act 89 (SB 293) establishes the Health Care Cost
Containment Council aid authorizes 1t to contract with a Mandated
Benefits Review panel to review legislative proposals for mandated health

Insurance coverage or health benefits. The panel is to report to the
council about the social and financial impact and medical efficacy of
each proposal. The council must report its recommendations about the

proposals to specified legislative and executive branch officials.

1986 Pa. Laws, Act 64 (SB 935) requires that insurance policies,
excluding Medigap policies, and HMOs provide coverage for alcohol abuse

and dependency and specifies that deductibles or copayments for the first
instance or course of treatment ran ho nn mnra than thapa 4irnAead



M andated M ental Health Benefits in

Private Health Insurance

Thomas G. McGuire, Boston University, and John T.
Montgomery, Department of the Attorney General,
Commonwealth of Massachusetts

Adrat Eleven slates mandate coverage of inpatient and outpatient mental
health care in private health insurance. Health insurers have objected to these laws
on the grounds that they interfere with consumer choice of health insurance
benefits and arc too costly. This paper analyzes the benefits and costs of mandates
for psychotherapy. The potential benefits considered have to do with advene
selection in insurance markets and the offset effects of psychotherapy. Arguments
based on economic efficiency are presented tojustify the possible appropriateness
of overriding individuals' choice of health insurance benefits. Mandates are esti-
mated econometrically to increase the cost of psychotherapy in a state by about
10-20 percent. We conclude that mandates for menial health benefits in private

health insurance may be reasonable state policy.

. Introduction

Many states require insurers to include specified benefits in health
insurance policies issued to their residents. Most common are mandated
coverage for newborn care (37 states) and for physically handicapped anJ
mentally retarded children (13 states).1 Eleven states mandate coverage
for inpatient and outpatient mental health care.JIn general, state specifica-
tion of the contents of health insurance policies has met some resistance

This research grew out of the authors’ work in Commonwealth o f Massachusetts v. Tv
Travelers Insurance Co. and Metropolitan Lie Insurance Co. (Suffolk Superior Court
Action No. 355 98, 22 October 1980). The authors were expert witness and lead counsel-
respectively, for the Commonwealth of Massachusetts. McGuire's work was partially sup
ported by a grant from the Foundations' Fund for Research in Psychiatry (79-638). This
article represents the opinions and legal conclusions of its authors and not necessarily the**
ofthe Department of the Attorney General of Massachusetts or of the Foundations' Fund foj
Research in Psychiatry. Opinions of the Attorney Genera) are formal documents renders
pursuant to specific statutory authority.

We are grateful to A) Klevorick and two referees for many helpful comments on an earlier
draft.

JournalofHealth Politics, Policy and Law. vol. 7, No. 2, Summer 1962. Copyright® 1/
by the Dept, of Health Administration. Duke University.
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McGuire and Montgomery e Mandated Insurance Benefits 381

from insurers, fims, and organized labor; but among the specific cate—
gories of benefits, mandates for mental health care have generated by far
e most controversy.

Massachusetts isa case inpoint. Since January 1976, Massachusetts has
required insurers: (1) topay for 60 days of inpatient care per year inmental
hospitals; (2) to cover inpatient care in a general hospital for mental
conditions at the same lewel as physical illress; and (3) to pay for out—
patient benefits of $500 per year when provided by a licensed fecility, a
licensed psychologist, or a physician who “tevotes a substantial portion
of his time to the practice of psychiatry."3 In a campaign to change the
(av, Blue Cross and Blue Shield of Massachusetts issued a series of
special reports on the cost of coverage under the mandates/ The Blues
s norted that their payments under group contracts for outpatient mental
disorders rose from $.5 million per quarter in 1975 (before the mandate),
«157.0 million per guarter in 1979/ (This is a highly misleading estimate
of the “tost" of the mandate, as we will discuss in more detail below).
Oiher insurers in Massachusetts simply refused to offer the coverage.
Metropolitan Life Insurance Company, and Travelers Insurance Com —
pany have only recently begun compliance with the statute under an
injunction issued ina lawsuit filed by the Massachusetts Attorney General
nJune 199.®

Mandates for mental healli. coverage have been subject to legal chal—
lee in Maryland and New Hampshire. Other slates are considering
whether to implement or to remove mandates for mental health services.
Given the emerging importance of state mandates in health policy, and
gecial concerns about mandates for mental health care, itseems appro—
priate to consider whether mandates formental health care represent good
lav and good policy.7

A state is constitutionally permitted to interfere with insurance con—
tracts only ifthe regulation serves a legitinate state interest in the health
and welfare of its citizens. (For a summary and evaluation of legal chal—
leges to mandated mental health berefits, see Appendix A.) In the jargon
of policy analysis, this might be cast as a question of the benefits- or
perhaps of the relative costs and benefits- of the mandates. Courts are,
of course, ill-equipped to make these comparisons; and indeed, in the
lbsence of convincing evidence to the contrary, courts generally presume
tret legislative bodies have acted in the public interest. It ison the besis
of this presumption that legal challenges to state mandates have failed/

This paper discusses the benefits and costs of mandated mental health
berefits independent of the presumption that the current policy in a state
hes special status. Section 1l presents the arguments why adverse selec—
i in insurance markets, and extermal or offset effects of psychotherapy
may justify mandates. Section 111, based upon the experience of states
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with mandates, estimates the cost of mandated coverage for psycho-
therapy. Conclusions are drawn in Section IV,

U. The Benefits of Mandated Mental Health Insurance

The obvious effect of a mandate is toforce people to bux insurance for
mental health coverage. W,h%/ should the stale force purchase of mental
health coverage, when, without a mandate, an individual or group of
individuals is Tree to negotiate its Purch_ase with an insurer? If markets for
mental health insurance coverage function well— in particular, if sellers of
insurance price at cost, and if buyers of insurance are well-informed and
accurately take into account the benefits to themselves and others in
their decisions to purchase— then the policy of state interference with
exercise of individual choice in insurance markets has little appeal. There
are reasons to think, however, that markets for mental health insurance do
not fully meet these exactm% standards. Consideration of shortcomings in
the market for mental health insurance, and how these relate to the case
for mandated _coverage, Is the task of this section.

Two potential problems with markets for such insurance— hoth cor-
rectible by mandates— readily come lo mind. The first is that individuals,
or groups acting on behalf of individuals, may e ignorant of or unwilling
to recognize the benefits of mental health services and insurance cover-
age. Prejudice against treatment for mental conditions has been widely
noted.9 Mandates counter any tendency to undervalue mental health ser-
vices. In a state with a mandate, the health insurance plan automaticall
"subsidizes” an individual's purchase of mental health services. Secon
many citizens may be concerned that everyone have access to mental
health care. Mandates may reflect a general belief in a state that all should
have the abllltY to pay for a minimum level of mental health services
(whether or not they would choose to do s0). o

Although these two issues may be quite important for Follcy, little more
can be said about them. Their Tmportance Is difficult to assess without
evidence, first on the extent to which individuals are |%norant of or deny
the benefits of mental health services, and second on the degree of cor-
cern for others’ access to mental health care. For the rest of this section,
therefore, we discuss in detail two additional arguments for mandates for
which more evidence is available. These arguments are hased on the
problem of adverse selection in insurance markets, and on the offset
effects of psychotherapy.l

Adverse selection

Insurance is priced according to the average behavior of groups. Prices
or premiums will be the same for all members of a union, residents of*
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slate, or some other group in which an individual is classified. Often, the
nicmbcrs of a large group will be sub-classified for pricing purposes into
smaller groups by age, sex, and health at the time they select a policy. But
the fact remains that among, say, all Massachusetts males a g ~0-50 in
good health, there will still exist significant differences in the deg. . ofrisk
(hat the insurer incurs with each individual policy, even though the insur-
ance premium for each member of this group must be identical.

The premium charged to the good risks in a pool is thus "too high" in
the sense that it exceeds the premium the insurer must charge to cover
costs, including administrative cost and return on investment. For the bad
risks in the group, the premium is similarly "too low." Coverage at this
premium, then, is a bad buy for the good risks, and a good buy for the bad
risks. As a consequence, in a voluntary system the good risks will decline
to buy coverage more frequently than the bad risks. This gives "adverse
selection"” its name: in a voluntary system, when premiums must be set
according to the behavior of groups, an insurer draws not the typical or
average range of group members, but an “adverse selection” of the risks

Note that the good risks may not be declining coverage because they are
unwilling to pay a premium equal to the expected costs an insurer would
incur by covering them. They are declining coverage at a premium that is
too high because of the insurer's inability to discriminate fully among
degrees of risk. The preferences of the good risks are frustrated by a
voluntary system that presents them with inappropriate prices

Adverse selection can severely limit the amount of insurance coverage
provided in a market. The insurer drawing an adverse selection of risks
will be led to raise premiums to cover costs, a pricing strategy that is likely
to be self-defeating. As premiums are raised in a voluntary system, some
policyholders will drop their coverage. Those who do so will tend to be
among the better risks of the group that chose coverage in the first place.
Raising the premium thus leads lo a further deterioration in the risk pool
and to higher cost per insured. In the extreme, there may be no premium
the insurer can set to cover costs for those who would choose coverage
at that premium. This may be true even when all consumers are suffi-
ciently risk-averse that they would buy coverage at expected cost, which
equals acluarially fair premiums plus the usual industry loading charge."

Competition among carriers can further darken the picture in the pres-
cnce of adverse selection. Suppose a carrier has been able to sell insur-
ance to some part of a population. A competitor may adopt the strategy
of trying to attract the good risks from among those who chose the first
carrier's policy. This can be done by offering slightly less coverage at a
lower premium. The good risks are more likely to find this attractive, and
as they desert the original carrier they undermine the viability of the
original insurance package. The first carrier may be forced to react by
cutting coverage in order to avoid be-T.g stuck v ith the poorest risks in the
pool, starting a new cycle of coverage reductions.”
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Adverse selection is present lo some degree in all markets for insurance.
It is more serious in some situations than in others. The essential ingre-
dients for adverse selection are two. First, premiums must be set for a
group, a condition which is virtually always met. Second, members of the
group must differ in their degree of risk, they must Know that they differ,
and they must be prepared to act on their knowledge. This second ingre-
dient is present in many of the categories of mandated coverage. Consider
the most commonly mandated coverage, services to newborns. These
expenses can be a significant financial risk, against which policyholders
would presumably be willing to insure. The problem is that many people
who are going lo have children plan for it in time "o select the most
favorable coverage. Suppose one insurance company ofTers coverage for
newborn care and a competitor does not. All those subscribers planning
families (the "bad risks") will choose the first policy, while those who do
not anticipate having children (the "good risks") will choose the competi-
tor’s policy. Any insurer venturing unilaterally into covering newborn
care will attract a disproportionate share of the bad risks. The crucial
second ingredient is present in coverage for mental health services as well:
people differ widely in the likelihood that they will use mental health
services, and many seem to have a good idea of the likelihood that they
will use the benefit.

The problem of adverse selection presents itself in another way when
the individual does not make a direct choice of health insurance coverage,
but is included automatically ina group plan offered through employment.
When employees know they differ in risk and pay the premium appro-
priate for the average group member, there is likely to be a substantial
majority of members of the employee group opposed to mental health
benefits, even if all employees would be in favor of coverage if the benefit
were priced according to each individual’s risk. Riders for mental health
benefits may be rejected by representatives of the "good risk" majority
asked to pay prices above their actuarial cost.

Evidence of adverse selection may appear when individuals are ob-
served making choices among options for insurance coverage. Federal
employees are served by the widest choice among health insurance op-
tions of any major group of employees in the U.S., and their behavior is
one of the few sources of evidence for adve rse selection. Federal em-
ployees choose among two Blue Cross/Blue Shield plans and an Aetna
plan that are offered nationally, and, within any region, among local plans
including health maintenance organizations. During the early 1970s both
Aetna and Blue Cross/Blue Shield featured very generous coverage for
outpatient psychotherapy, equal lo coverage for ambulatory medical
treatments. Aetna’s plan, not confined to "usual, customary and reason-
able" reimbursement levels, offered the most generous coverage. In a
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review of its claims experience for mental and nervous conditions for
1973, Aetna attributed its high costs to drawing an adverse selection of
federal employees.13 Aetna’s response lo this was to impose a limit of
twenty visits per year on its outpatient coverage for mental and nervous
disorders. Many of the "bad risks” among federal employees apparently
responded by leaving the Aetna plan and migrating to Blue Cross. In the
year after Aetna’s cut in benefits, Blue Cross saw the percentage of total
benefits going for psychiatric care jump significantly for the first lime in
four years.4 More recently, Blue Cross has reduced its coverage for
outpatient psychotherapy by increasing the coinsurance rate for this bene-
fit. There can be no doubt that adverse selection led to a reduction in the
insurance coverage for psychotherapy for federal employees.

Adverse selection presents an opportunity for constructive intervention
by the state. It may well be that everyone would buy reasonable insurance
for the service in question— for examnle. mental health care— but cannot
s”rause no insurance company rnn|d offer such insurance without being
victimized by adverse selection. The government can improve tne situa-
tion by forcing all insurers to offer a minimum level of coverage, and thus
prfventing them from ramppiing to attract only the good risks by reducing
mvrrage below this amount. Adverse selection changes the perspective

mandate. Far from violating consumer sovereignty, the state may be
taking steps to implement it.13 The Slate mandate mex nore clatelx
approximete the result thal Mbuldhave occurredina market had insurers
beenable to price their product inaccordance with the annmprimr degrpp
ofrisk of enmllee. Everyone may be “forced" to buy coverage more
closely approximating that which they would have bought had markets
been working well.

The mandate "solution" to the problem of adverse selection is not
without its problems, however. First, how does one know, in the absence
ofa market test, that the state has mandated the correct level of heneilts?
Second, although mandated benefits may give people the coverage they
would have purchased had markets been pricing efficiently, the mandated
coverage must be financed by the usual system of pricing, where some
people pay more than isjustified by their likely costs and some pay less.
Thus some people (the good risks) will feel imposed upon by this mandate:
they would rather have the money than the coverage. This does not negate
the fact that they are still getting the efficient coverage (that which they
would have bought had prices been correctly set): blit il inHiroi* jhat
ihe mandate distributes the financing of thal coverage in favor of the bad
risks. This redistribution from the "healthy" to the “sick” cannot be
judged on efficiency grounds, but only on political grounds: it is a redistri-
bution that may not be objectionable. Finally, the intention of the man-
dates will be frustrated if people decline to buy health insurance after arise
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in premiums caused by mandates. Although it seems highly doubtful tht
the added cost imposed by a mandate would lead many individuals to
forego Insurance against health costs, mandates may be contributing to a
trend toward self-insurance among large firms, since employer self-
insurance Plans are sheltered from direct Stote regulation by the Employee
Retirement Income Security Act of 1974,

“Ofset effects™ of psychotherapy

For a market to work well, a consumer should take into account all of
the benefits from purchase. It the consumer receives directly only part of
the total benefits accruing to society, then he or she underestimates the
social value of the purchase and may not buy “enough.” In these cir-
cumstances, society may want lo step in to encourage the individual to
_bu(Y_ more, either by 'subsidizing purchase of the service or by requiring the
individual to buy a certain amount.

There can be little doubt that the benefits and costs of treatment for
mental illness extend beyond the individual * consumer" of mental health
services— beyond the patient and his or her family. One obvious wa¥ in
which some benefits of treatment for mental conditions are external to a
patient is when others care about his or her well-being. But although
compassion may play a large role in mental health policy, we will stress
here another external benefit of mental treatment, the so-called * offset
effect” resulting from mental health treatment and (anrtlcularly from psy-
chotherapy. Our society's system for funding medical and other social
services means thal every individual's decision about treatment has finan-
cial implications for many other people. _

Vle pay collectively for treatment of mental illness. In 1975, 800,000
mentally 1ll were treated in mental hospitals. 900,000 in general hosgltals,
350,000" in VA hospitals, 200,000 in nursm? homes, and 13,000,000 b

hysicians other than psrchl_atrlsts, at a total cost of about SL5 billion.

ental illness is also dealt with by various social agents other than health
personnel, including police and welfare agencies. Taxes supﬂort social
services and VA hospitals; taxes and insurance premiums together pay for
90 percent of hospital expenses and 70 percent of physicians' char(k]es.
Even productivity lost due to mental illness is borne in ﬁart bﬁ all workers
in the form of lower wages. It is simply incorrect to think thal anP/ indi-
vidual can avoid paying part of the cost of mental illness. Our collective
method of payment for most of health and social services builds in inter-
dependencies. Each of us has a financial stake in treatment of others'
mental illness. ,

An “ offset effect" occurs when use of mental health services leads to
areduction inuse of other health or social services. The existence of offset
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effects can be anticipated based on the weII-reco%nized interrelationships
between mental health and general health, and between mental health and
other social problems. Mechanic, for example, has observed: “(Mental
health] problems are common and are often associated with physical
sympfoms and discomforts. . . . The distress associated with these pa-
tients' problems triggers a demand for medical services, and such patients
are often remglenItS of intensive medical and surgical care that achieves
little value." 7 Epidemiological data reﬂorted by the President's Commis-
sion on Mental Health (PCMH) show that al least 6 percent of the peaple
who see a doctor other than a psychiatrist have a primarily psychological
Fro_blem,_and many more have psychological problems confributing to
heir feeling of ill health.l' Sometimes these people are treated appro-
priately by their E{hysmlans, but sometimes the treatment is not appro-
Pn_ate. The PCMH ‘concludes that most physicians are not adequately
rained to be able to recognize and treat psychological problems. Direct
treatment of the psychological problems and the psychological component
of illness ma?/ lead" to fewer demands on the rest of the health system. In
discussion of mandates for coverage of ssoo-s1000 0f services, it is the
possible offset effects of short-term ps*cho.therapy.that are relevant.
Although offset effects seem highly plausible, their quantitative magni-
tudes have not been established. Indéed, in spite of the established clinical
interrelation between health and mental health, the research literature has
failed even to establish unambiguously the existence of an offset on other
medical costs. In a thorough discussion of the literature, Jones and Vischi
found evidence for offset éffects in 24 of 25 studies of alcohol, drug-abusc,
and mental health treatment, with magnitudes rangm%from 510 80 percent
reduction in medical utilization."™ Virtually all of those studies were of
short-term psychotherapy. Near unanimity is rare in a research literature.
But for the deficiencies in the research designs of these studies,0 the
existence of an offset effect of short-term therapy would be regarded as
well-established. In addition, the research mvestlga_tm?. offsets has, pri-
marily, been confined to health maintenance or%anlza lons, community
mental health centers, or clinics in industry. The response of medical
utilization to psychotherapy provided in the fee-for-service sector, where
most treatment ‘occurs, may be differents’ o
In interpreting this evidence for offsets, il is important to keep in mind
the different perspectives the scientist and the policymaker or legislator
must brln% to the_guestlon of evidence. Science Is very conservative. For
evidence to provide convincing support for a new idea, such as the idea
thet treatment for mental conditions reduces other health costs, the re-
searcher is required to exclude other possible explanations_ for the effect
b%the use of “ controls” in the study, and to reduce the possibility that the
effect could have been the result of chance variation in the sample to less



388  Journal of Health Politics, Policy and Law

than 5percent. If these criteria are not met, scientists remain skeptical of
the hypothesis. This is appropriate when the activity in question is “ hy-
pothesis testing.”

Legislatures, for their part, have less interest in hypothesis testing.
They need to know if an idea is |Ik€|y to be correct, rather than whether
an hypothesis can be accepted within standards of scientific evidence. It
would be a far too conservative approach to legislative action to require
that all policies be demonstrated lo be effective to the usual standards of
scientific proof.

Adopting the perspective of the lawmaker, how likely is it that offset
effects exist? First, before any explicit empirical tests of offset are con-
sidered, there are powerful reasons, related to the nature of physical and
mental illness and the reasons people seek medical care, to expect offsets
to exist. Second, although no one study fully meets scientific standards for
research design, as a body of work the offset studies should probably be
given considerable weight. Although design flaws generally had the effect
of biasing findings in favor of finding an effect, other problems in these
studies— notably problems associated with measurement error—tend to
bias the results against a finding of offset.- Efforts to improve research
methodology should certainly proceed; but. in the meantime, it is reason-
able to expect that psychotherapy leads to some reduction on other
medical costs.

To sum up the discussion in this section, adverse selection and offset
effects of psychotherapy may mean that too little insurance for mental
health services would be purchased when choice of insurance is volun-
tary. In the case of adverse selection, this is because insurers are inca-
pable of pricing insurance for mental health to reflect an individual’s true
expected cost. Premiums are “too high" for many people, inappropriately
discouraging purchase. In the case of offset effects, the mandate, by
providing insurance, serves to subsidize an individual's purchase of a
service which yields financial benefits to others.

I1l1. Costs of Mandated Mental Health Benefits

The most frequent argument against mandates for mental health bene-
fits is that they would be costly. Of particular concern is the cost for
coverage of outpatient psychotherapy. Research on the influence of insur-
ance on demand for psychotherapy supports the fear that introduction of
insurance coverage would lead to large increases in use of psychotherapy-
In a review of the limited literature on financing and demand for mental
health services, McGuire concluded that the price-elasticity of demand for
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psychotherapy is probably between one and two.13 Research on the
elasticity of demand for psychotherapy is of little direct help in estimating
the costs of mandates, however, since a central feature of all mandates is
. limit on the total coverage—usually. S-500. A study of the outpatient
m nental health utilization orenrollees in the Blue Cross and Blue Shield
plan for Federal Employees found that cutting off coverage at 10 visits
(corresponding roughly to $500 of coverage) was a very pfTeetivp r|r fu™
x~mand. eliminating 74 NEICENt of the covered visits.3 Strict limits on
coverage were probably made part of mandate legislation because of fear
of large cost increases. In addition, strict limitations on coverage can be
justified by reference lo the literature on the effectiveness of psycho-
therapy, which provides stronger support for short-term therapy.2l

Specific estimates of the cost of mandates for mental health have, to
date, been derived from the experience of insurance carriers. In 1979,
Blue Cross and Blue Shield of Massachusetts covered about 3,000.000
persons and paid out about $79.800,000 ner year for outpatient psycho-
therapy. An estimate of the gross cost of the outpatient portion of the
"mandate to Blue Cross and Blue Shield, based on those figures, would be
about $10 per person ner year. It has been difficult to pul together compar-
able estimates for costs to lhird-party"payers in other states. GLS Asso-
ciates have recently completed a study of mandates for the National
Institute of Mental Health, but they were unsuccessful in attempts to
extract data on costs from insurers.%

There are numerous reasons why it can be misleading to focus on costs
to an insurer when evaluating the cost of a mandate. First, costs of psy-
chotherapy are rising everywhere, with or without mandates, both be-
cause of increases in demand for psychotherapy and because of increases
in the price of care. Some part of the cost increases seen in Massachusetts
before and after the mandate would have occurred anyway, even if the
mandate had not been imposed. General trends cannot be separated from
impact of the mandate in data reported by a single insurer. Second, in
addition to increasing costs, a mandate shifts the locus of the final pay-
ment for costs. There is a shift from out-of-pocket payments to payments
by insurers, and a shift from the state (which may support mental health
services in community agencies) to insurers. Although these shifts may be
significant, they do not represent net increases in costs due to the man-
dates, only shifts in the way these costs are finally paid. Finally, focusing
on a single insurer ignores any impact on cost of switches in contracts
from one insurer to another after a mandate.

The true cost of the mandalejs the INCrease in resources being usedin
aslate because of the mandate. in the remainder of this section, we
compare the experience of stales' with and without mandates in order lo
estimate the net increases in use of outpatient psychotherapy due to the
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mandates. Our method takes advantage of the following relationship: if
passage of ;Pm3ndaie haS Hidtoa large increase in the amount of psycho—
therapy cunsunica by a population, then there must have been a corr?"
spondtngly large increase in the amount of psychotherapy supplied by
mental healtTTprolessionals, primarily psychiatrists and psychologists.
fable 1 Compares (he rates ot growin in the numbers of psychiatrists *
and child psychiatrists in office-based practice between 1976 and 1978 n
states that did and did not pass a mandate between 1974 and 1976. Al—
though changes in the stock of providers will not be identical to changes
in the flow of services, the two changes ought t be closely related. The
purpose of the comparison is t see whether recent passage of a mandate
isassociated with unusual ly large increases in the number of psychiatrists.
As the table shows, in states recently passing a mandateihe rate of growth
Of psychiatrists Was about 7 percenf” fiiflner tfpn in nfhrr statpfi This
estimated difference issmall, however, in relationJn ihe pmeral variance
in growm"'rates.so itcannot be concluded with ronfirfppce that the pes-
sage of mandates had any effect on the growth innumbers of psychiatrists.

Table 1. Percentage Growth in Numbers of Psychiatrists and Child
Psychiatrists in Office-Based Practice, 1976 to 1978

Mean Percent Standard

Growth6 Deviation
Group I States (7) putting mandates into
effect between 1974 and 196+ 3.1 R85
Group Z Other states (43) 23.6 3L.9
Al slates 2.7 2.5

|-siaiislic testing difference of means betw een group I and group 2:
t = .56, insigiificat at 10¢ leel ina oe-tailed et

a. Colorado (1976), Maryland (1974), Massachusetts (1976), Minnesota (1975), New
Hampshire (1975), North Dakota (1975) and Wisconsin (1975). Connecticut passed a mandate

in 1971, and is included in Group 2,
b. Differences in growth were reduced when states in each group were weighted by 1978

population. The results for this comparison were:

Mean Percent Standard

Growth Deviation
Group 1 20.0 19.9
Group 2 15.7 15.0
Al states 16.) 15.7

Source: AMA, Physician Distribution and Medical Licensure in the U.S.
1
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Table 2 makes a similar comparison for psychologists (actually,
members of the American Psychological Association who identify them-
selves as health service providers).” Recent passage of a mandate is
associated with a much higher growth in the, nnmher-nfpsvrhnlofist health.

"TdrViCe proviaers—  percent vs. 19percent— and this difference is sta-
tistically significant. It is not surprising that supply of psychologists is
more responsive to a mandate than supply of psychiatrists.2* It is much
more common for psychiatrists* services to be covered in health insurance
pnljn~s m lhc oflmandafe?; thus a mandate requiring coverage far
Tervices of both professionals will increase the amount of insurance cover-
ace much more dramatically for the services of psychologists in the slate.
~Also, the supply of psychologists as health service providers may be more
responsive in the short run than is the supply of psychiatrists. Although

Tae 2 Percentage Growth in Numbers of American Psychological
Association Health Service Providers, 1976 to 1978, in Slates With Popu-
lation 2,000,000 or Greater as of 1976

Mean Percent Standard
Growthh Deviation
Group 1 States (5) puttingmandates into i
effect 1974 and 1976* \/>-8 8.8
Group 2. Other states (27) 194 255
s rr
Groups land 2 24.3 26.3

I-statistic testing difference of means between group | andgraup 2

r = 2.44, significant at the 5/C level in a one-tailed test.

a. Colorado (1976), Maryland (1974), Massachusetts (1976), Minnesota (19751, and
Wisconsin (1975).
b. When states were weighted by 1978 population, the results changed little:

Mean Percent Standard
Growth Deviation
Group | 49.9 8.0
Group 2 20.5 181
All states 23.7 19.6
Source: American Psyr* Association. Human Resource Surveys for 1976 and
1978. The Human Resou' is a weighted sample of 10,000 psychologists. Weights
*nd sample  sponse are , jount of in our estimates of percent growth. Growih in
small slates cannot be reli.. , . jiimated from this information so they are dropped from the

comparison. In addition, there is no data on psychologists in Florida for 1976 so this state
*av also not included.
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most psychologists who provide health services have training in clinical or
counseling psychology, such specialization s not required to obtain a

license or certification. Psychologists with other backgrounds and experi—

ence may shift into clinical practice as the opportunities there are widened
by increased insurance coverage. iFUnfortunately, data are unavailable lo
make this comparison for other mental health professionals who may
provide psychotherapy under supervision of a psychiatrist, especially
psychiatric social workers.

Mandates, are, of course, only one of the factors that influence tre

utilization and cost of psychotherapy within a stale. In principle, one
would want to estimate a system of equations for the demand and supply
of psychotherapy, with the presence of a mandate in a state being one of
the variables affectingdemand. Estimation of such a system isbeyond the
scope of this paper.10We have, however, estimated reduced form equa—
tions for services of psychiatrists and psychologists, reported in Table 3.
The dependent variable is the logarithm of hours of fee-for-service prac—
tice by psychiatrists and psychologists per 1000 (non-HMO) population in
1978. The logarithm form was chosen so that independent variables would
have the same estimated percentage effect inevery state. The independent
variables are expected to influence the demand for psychotherapy, or the
attractiveness of a state to providers (or insome cases both). There s, of
course, no price variable in the reduced form.

Regression equations (2) and (4) were estimated with data for the 38
states with 1,000,000 or more people in 1978 (to eliminate states with
unreliable estimates of psychologists %ervices). We will be primarily con—
cerned with equations (1) for psychiatrists and (4) for psychologists. Equa—
tions (2) and () are presented for purposes of comparison.

The first thing to notice about the results in Table 3 is the high explana—
tory power of the regression equations, one important indication that the
relationship specified between the dependent and the explanatory varia—
bles isa reasonable one. Percentage of the population living in metropoli—
tan areas, percentage of the population with at lesst four years of college,
per capita income, and the log of the number of psychiatric beds per
thousand population are intended to control for the demand characteris—
tics of individuals ina state and for the attractiveness of the state to mental
health professionals. No specific interpretation s attached to the esti—
mated coefficients for these variables. Notable, however, are the powerful
impacts of high lewels of education and unemployment on use of psychia—
trists “services. 11

Three reimbursement and regulation variables were included in the
equations. They are the percentage of state population in the Federal
Employees Health Benefits Plan (FEHB) or in the Civilian Health and
Medical Plan for the Uniformed Services (CHAMPUS), whether the state
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had a frccdom-of*choice (FOC) law ineffect in 1978, and whether the state
had a mandate in effect in 1978.

The FEHB and CHAMPUS plans together enrolled about 15 million
individuals and featured (with the exception of some of the smaller car—
riers in the FEHB) generous coverage for outpatient psychotherapy in
1978. In the case of psychiatrists the estimated effect of this variable
near zero.

An FOC law requires an insurer offering coverage for mental health
services to pay licensed or certified psychologists directly and indepen—
dently of a physician for services psychologists are qualified to provide
under state law. One might have predicted that an FOC law would lead to
more psychologists® services ina stale, and, because of potential compe —
titicn between psychologists and psychiatrists, to fewer psychiatrists®
services. This hypothesis is not borne out by the regression results shown
inTable 3: the presence ofan FOC law has a positive estimated effect on
services of psychiatrists.2

Our major interest is in the estimated effect of mandates. According lo
equation (1) of Table 3, mandates are associated with a 12 percent higher
use of services of psychiatrists in foe-for-service practice. The tstatistic
of 1.33 on this estimate is, however, not statistically significant by the
usual standards. In the smaller sample of 38 states, the estimated impact
of mandates is about 10 percent.

All three regulation and reimbursement variables- percent of popula—
timinFEHB or CHAMPUS, the existence of FOC law, and mandates—
are estimated to have a positive effect on the use of psychologists® ser—
vices in fee-for-service practice. The tstatistics are largest for the man —
date variable, but even these indicate inaccuracy in the point estimates
and only justify low levels of confidence in the hypothesis of positive
effect of mandates. According to the estimated coefficients, the presence
of a mandate increases the use of psychologists services by 18-25
percent.

These results suggest two generalizations about the effects of mandates
on Lre use of psychotherapy in fee-for-service practice. First, the impact
of the mandates s greater on the practice of psychologists than on Ie~"
practice of psychiatrists. The point estimates of the etlect ol mandates in
equations 3 and (@) are roughly twice the point estimates in equations
(D and Q. This saswe would expect, since a mandate typically changes
insurance coverage for psychologists much more than for psychiatrists. (it
should be kept inmind, however, that these coefficients are not estimated
precisely; the difference between the two estimates would not pass stan—
dard tests of significance.) Second, the mandate appears to increase the
use of psychotherapy in fee-for-service practice about 10-26 percent
(although this estimate, too, iIs not precise).2
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Table 3. Determinants of Use of Psychiatrists' and Psychologists' Ser-

vices in Fce-for-Service Practice, 1978* (t-statistics in parentheses)

Psychiatrists Psychologists
50 3 50 38
Independent Variables States States" States States"
M o) ©) O
Percent of population .00623 .0283 .00309 -.000165
in SMSAs, 1976 4.24) (1-21) (0.92) (0.05)
Percent of adult population 110 112 .0600 .0683
with 4 yrs. college, 1976 (6.78) (5.31) (1.62) (2.37)
Log of per capita income -.423 438 112 158
(in thousands), 1978 (1-36) (0.89) (1.56) (2.36)
Percent unemployed, 1976 .0806 .0660 .0614 .060
(4.13) (3.06) (1-37) (2.03)
Percent of population in -.00516  -.00129 0175 .0137
FEHB or CHAMPUS, 1978 (0.58) (0.19) (0.85) (0.78)
FOC law (0,1), 1978 147 .0648 174 123
(2.08) 0.77) (1.07) (1-07)
Mandate (0,1), 1978 123 .0918 .249 180
(133 (0.88) 1-18) (1-26)
Log of psychiatric beds 105 154 104 A71
per thousand, 1976 (1-44) (1.72) (0.62) (1-40)
Constant 154 143 -1.11 -1.78
RJ 853 866 .500 756
F 20.84 23.38 5.13 11.23

a. The dependent variables are log of fee-for-service hours of psychologists and psychia-
trists per 1000 non-HMO population, 1978. Sources for dependent and regulatory variables
are given in Appendix B. More slates can be used here than in Table 2 since the regressions
did not use data from 1976.

b. Slates with 1,000,000 or more people, 1978.
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On average. Americans spent about S9-10 per person per year on fee;

for-scrvicc psychotherapy. The Alcohol, Drug Abuse and Mental Health)

Administration estimates that about SI.8 billion was spent in 1980 for

services of office-based psychiatrists and psychologists.” In addition, al

small part of the SI.6 billion spent for services at Community Mental!

Health Centers and other outpatient clinics was purchased on a fee-for-\

service basis.” Taking total expenditures on fee-for-service psycho-
therapy at about S2.0 billion, and a U.S. population of about 220 million,
we get roughly $9-10 per capita. In absolute terms, then, a 10-20 percent
increase in ensi nf PSychotherapy doe to a mandate correspoTTds lu abuut
S 1-2 Iapila . ’ “

This $1-2 is an estimate of the total net increase in use of resources due
to the mandate. A number of points can be made about this estimate to
darify its meaning. From the point of view of an insurer, it OVEIStates the
new cost due to a mandate to the extent that some of the new cost is borne
by individuals in the form of deductibles, copayments, or payments after
limits have been exceeded. But probably more importantly, it UNCerstmps
the new cost to insurers to the extent that old-r-osts are.shifted by the

“mandate—either from existinp ikpi-s of service npwlv covered or from.

Estate budgets. The $1-2 per person per year is thus not put forward as an
estimate oTTfie increase in premiums an insurer must charge.

It should also be noted that this estimate applies to the effect of a
mandate on the resource use in a single state enacting a mandate. For this
eemarginal’ calculation, the supply of services is properly regarded as
being highly elastic. (This is confirmed by the estimation of a price equa-
tion reported in footnote 33.) If either many slates simultaneously or the
federal government enacted a mandate law, it could be expected that due
to a somewhat inelastic national supply curve, the impact of a demand
increase after a mandate would be divided between more services and a
higher price.

IV. Conclusions

The benefits and costs of mandates for mental health services are rele-
vant to both the legality and the general advisability of the regulations.
Mandates for mental health services may be beneficial by (1) overcoming
ignorance and prejudice against treatment for mental conditions. (21in -

juring that everyone has an ability to pay for at least a minimum amount
of mental health care, (3) correcting inefficiencies in insurance markets
Aue to adverj.5 selection, and (4) promoting offset effect r>f psyrw
therapy. There is evidence, reviewed here, that adverse selection inhibits
the marketability of mental health coverage. We have also reviewed evi-
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dence that supports the existence of ofTsct effects of psychotherapy. Our
m?ior finding with respect to costs is that mandates increase the net social
cost of psychotherapy hy a*Tniu 10-*0 percent, or about S1-2 per capita
Jn_absoln|r terms. Notable, however, is that this small change in net
cost may be associated with large changes in the burden of payment of
final costs.

While a definitive comparison of costs and benefits is impossible at this
time, it is clear nevertheless that mandated mental health benefits should
be immune from legal attack. Mandates are not preempted by federal law
(see Appendix A). And consideration of the costs and benefits of the
mandates leads to the conclusion that insurers can not bear the burden of
proof necessary to establish that no legitimate slate interest is served by
the mandates, or that the social costs outweigh the social benefits.

As a matter of public policy, the question of the advisability of state
mandates for mental health services can not be answered so easily. The
costs of the mandates seem "small” ; bpt are the benefits great enough to
outweigh these costs? We do not propose a final answer to this question.
But, in light of our research, mandating a minimum level of coverage for
mental health services in private health insurance does appear to be
reasonable state policy.

State regulation of health insurance will take on increased importance
as federal influence is reduced. Policy research, in service to public
decision-making, should seek to clarify the nature of the favorable and
unfavorable effects of state policies and, where possible, measure the
importance of these effects. Our detailed consideration of one type of state
regulation, mandated coverage for mental health benefits* illustrates that
although progress can be made on both fronts, further work is needed.
Estimates of the net costs and benefits should obviously be refined. In
addition, our work has made clear that mandates may powerfully influ-
ence the distribution of the cost of mental health services. The shift in cost
from state budgets (taxpayers) to third-party payers (insurers) is only one
of the several transfers resulting from mandates. Distributional issues are
clearly worthy of further attention.
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Journal of Economic Literature 17 (December 1979): 1375-1421. N
This "comparative statics" discussion avoids the problem of existence and stability of
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fect Information," Quarterly Journal of Economics 90 (November 1976): 629-649: an
C. Wilson. * A Model of Insurance Markets with Incomplete Information." Journal of
Economics Theory 16 (December 1977): 167-207. . '
"Mental and nervous expenditures are seemln.%ly quite easy to predict (by the insured)
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and nervous benefits." Aetna Life and Casualty, "Stu.d% of 1973 Mental and Nervous
Claims Under the Government-Wide Indemnity Benefit Ran" (Hartford. Conn.: 1974).
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tration. Office of Program Planning and Evaluation. "Alcohal. Drug Abuse, and Menul

Health Services Under National ealthglnsurance: Alternative Levels of Benefits and

Estimated Costs" (Rockville. Md.: 1979)., . .

17. D. Mechanic. "Considerations in the Design of Mental Health Benefits Under National
Health Insurance," American Journal of Public Health 68 (May 1978): 486.

18. President's Commission on Menial Health. Report (IWashmgton. D.C- 19782.

19. K. R. Jones and T. R. Vischi. "Impact of AFcoho, Drug Abuse and Mental Health
Treatment on Medical Care Utilization," Medical care 17 (December 1979): 1-82.

20. The most serious problem had to do with the nature of the control group, as Jones and
Vischi emphasize %b|d.). Some studies used a "before-and-after" design, companng
medical utilization %the same pcoole before and after psychotherapy. This design can
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21. Jones and Vischi (ibid.) do discuss one study in wl ich treatment occurred in the fee-for-
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iterature.
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Care: A Survey of Their Practices," in Psychology and Hational Health Insurance.

. 134,
For development of such a full model in the case of psychiatrists see Richard Frank.

"Pricing and Location of Physician's Services in Mental Health” (Ph.D. dissertation.
Boston University. 1961). o o

It is inleresting that the coefficient on the unemployment rate is positive and significant,
suggesting a kind of Brenner-effect on utilization— see Brenner. Mental Iliness and the
Economy (Cambridge, Mass.: Harvard Urv'-ersity Press, 1973). A causal interpretation
of an estimated partial correlation between unemployment and use of mental health
services is much more plausible in a time-series analysis (as in Brenner's work) than in
a cross-sectional analysis, | , _

One explanation for a'positive estimated efTect ofan FOC law is that the presence of the
law is endogenous to a model of use of psychotherapy and is positively correlated with
unmeasured influences on demand or supply for psychotherapy. =~ .
The effect of mandates on the price of psychqloqlsts' services was investigated using
price as the dependent variable in equations similar to those reported in Table 3. The
estimated impact of mandates was only about S.0 on hourly fees for ?s chologists.
See McGuire, "Financing and Demand for Mental Health Services." Table 3.

In 1976. Community Mental Health Centers received about 1) percent of their funds
from patient fees or private insurance plans. See T. McGuire,
th_erapg,"_m Psychotherapy: Practice. Research. Policy, ed. G. VandenBos (Beverly
Hills, Calif. Sage Publishing. 1980), pp. 187-246.
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Appendix A: Legality of Mandated Mental Health Benefits

State legislation of mandated mental health benefits has been challenged on a
number of constitutional grounds: (1) that enforcement of mandates violates the
Commerce Clause of the U.S. Constitution: (2) that mandates violate the Due
Process Clause of the Constitution; and (3) that mandates are preempted by federal
legislation under the Supremacy Clause of the Constitution. This appendix will
briefly outline the major underpinnings of these legal theories, and attempt to
identify the policy considerations underlying the judicial treatment of the various
constitutional arguments.1

Commerce clause

Where insurance policies have been issued outside a state, as is frequently the
case with group contracts providing benefits to residents of a number of stales,
insurers have asserted that the application of mandated benefit statutes vio-
lates the Commerce Clause of the U.S. Constitution. The Commerce Clause
establishes the primacy of the Congress in the regulation of interstate commerce.
Thus, where Congress completely occupies the field of matter in interstate com-
merce. there is often no room for any parallel stale regulation. However, as early
as 1869, in Paul v. Virginia,*the Supreme Court held that the business of insurance
was not interstate commerce subject to federal regulation. In the wake ofPaul and
subsequent cases, a diverse network of state regulation developed. But the Su-
preme Court reversed itself in 1944, holding in United States V. South-Eastern
Underwriters Association5that the insurance business was subject lo regulation by
Congress under the Commerce Clause. In response to that decision, Congress
enacted the McCarran-Ferguson Act in 1945,4which expressly provides that regu-
lation and taxation of the business of insurance shall be subject to the laws of the
several states.

Subsequent to the enactment of the McCarran-Ferguson Act, the Supreme
Court made it clear that the statute effectively operates to “sustain [state insur-
ance legislation) from any attack under the Commerce Clause."4 The Court rec-
ognized that, as a result of the Congressional abdication in favor of the states,
"uniformity of regulation . . . [is] not required in reference to the business of
insurance.” *

Despite the McCarran-Ferguson Act, insurance companies in recent cases chal-
lenging mandated-bcnefits legislation have sought to revitalize the Commerce
Clause as a ground for attack on state insurance laws. In each of these cases,
however, the courts have upheld the validity of the mandated-bcnefits statutes.?7

Due process

Although the McCarran-Ferguson Act validated state regulation with respect to
the Commerce Clause, it did not pur >ort to define slate authority in light of the Due
Process Clause of the Fourteenth Amendment. The Due Process Clause is the
touchstone of constitutional analysis of state insurance legislation which applies
extraterritorially. Within the context of the due process considerations, it is well
settled that a state may subject out-of-state insurance transactions to its laws
where the star- has a legitimate interest in regulation.*
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With respect to state insurance statutes that apply exlraicrritorially to out-of-
jtate insurance companies and policies, the Supreme Coun has said:’

A state has a legitimate interest in all insurance policies protecting its resi-
dents against risks, an interest which the state can protect even though the
state action may have repercussion beyond state lines. ... we [have] ac-
corded great weight to the consequences of the contractual obligations in the
state where the insured resided and the degree of interest that the state had
in seeing that those obligations were faithfully carried out.

Under the due process principles enunciated by the Supreme Court, most state
insurance legislation survives attack. Recent challenges to statutes mandating
mental health coverage have not seriously pressed the due process argument. The
courts in these cases have supported state mandates on the basis of the strong
interest demonstrated by the states in providing treatment for mental and nervous
conditions for their citizens.10

Federal preemption

The doctrine of federal preemption of state law under the Supremacy Clause of
die U. S. Constitution has had a protracted history, marked by shifting attitudes
toward the proper balance between state and federal authority." Decisions of the
United States Supreme Coun in the last two decades suggest a narrow frame of
reference. Federal iav. will preempt a state statute only where there is a dearly
discernible Congressional intent to occupy the field for exclusive regulation by <he
federal government, or v here the state act is in actual conflict with the applicable
federal law," preemption will also occur where Congress has expressly dictated
Ihat result.”

The first prong of the preemption test requires analysis of Congressional intent
tooccupy the field of regulation. Where the analysis involves an area of traditional
state regulation, such as insurance, the courts are directed to “[assume) that the
historic police powers of the stales were not to be superseded by the Federal Act
unless that was the clear and manifest purpose of Congress."" Local regulation
is not to be "disturbed unintentionally by Congress or unnecessarily by the
courts.""

If Congress has not occupied the field, the second step of the preemption
analysis looks to a conflict with federal law. A conflict between state and federal
law requires preemption where the state regulation is an "obstacle to the accom-
plishment and execu’-'m of the full purpose and objective of Congress."" A
conflict will arise n . clearly where state and federal laws require mutually
exclusive conduct, “owever, there is no preemption where both statutes are
enforceable without impairment of federal dominance of the field." In fact, the
Supreme Coun has displayed a marked tendency in recent yeart to preserve local
regulation in the face of a potential conflict with federal law."

State mandates for health insurance have been alleged to be in conflict with two
federal statutes: the Employee Retirement Income Security Act of 1974 (ERISA),
2U.S.C. 110Let seq.; and the National Labor Relations Act (NLRA). 29 U.S.C.
} 141 et seq. Virtually all employee health benefit plans are subject to ERISA,
while the NLRA applies to plans that arc the subject or collective bargaining.
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The Employee Retirement Income Security Act. The Employee Retirement Income
Security Act of 1974, was enacted to correct widespread abuses in administration
of employee pension and welfare plans.” ERJSA imposes on such plans mini-
mum federal standards for reporting, disclosure, vesting, funding, and fiduciary
duties.® Although all of the provisions of the act apply to pension plans, wel-
fare plans arc required only to observe the reporting, disclosure, and fiduciary
standards. 1

In establishing a new and detailed regulatory structure governing employee
benefit plans, Congress decided to displace direct state regulation of such plans.
The extent of federal preemption is delineated by Section 514 of ERJSA, which
creates a dichotomy between state laws that “relate to™ an employee benefit plan

and state laws that regulate insurance. Section 5J4<a) provides for general preemp-
tion of state law as follows:

Except as provided in subsection (b) of this section, the provision of this title
and title IV shall supersede any and all State laws insofar as they may now or
hereafter relate to any employee benefit plan described in section 4<a) and not
exempt under section 4(b). This section shall take effect on January 1, 1975.

The broad preemption language of this section has generally led courts to preempt
state laws that directly regulate employee benefit plans.3

ERISA, however, does not appear to preempt mandated insurance benefit
statutes that do not apply directly to employee benefit plans, despite the indirect
regulatory effect of the statutes on plans that purchase insurance coverage on
behalf of their members. The "savings clause” of tRISA expressly provides that
state "insurance, banking, and securities” laws are preserved from the broad
preemptive effect of S. 514(a). In construing this section, federal and state courts
have uniformly upheld the state statutes.13

In the leading decision on this issue, Wadsworth v. Whaland. the U. S. First
Circuit Court of Appeals found that New Hampshire's mandated mental health
benefit statute was not preempted by ERISA, even though the statute subjected
plans that purchase insurance to indirect regulation. The court registered its

strong support for the traditional national policy of state primacy in the regulation
of insurance: 4

The plaintiffs interpretation would greatly diminish the state’s primacy in
regulating insurance. It would nullify all state insurance laws concerning
group insurance when the group policy is issued to an employee benefit plan.
We do not find, absent a clear statement of intent, that CongTcss meant lo so
restrict a state’s authority to regulate insurance.

The Wadsworth Court directly acknowledged the anomaly created by ERISA,
since the statute clearly preempts any state law that requires employers to provide
mental health insurance or treatment services. However, the court correctly
concluded that any policy conflict was best resolved by Congress. Indeed,
some commentators believe a case such as Wadsworth demonstrates that

Congress neither understood nor considered the broader implications of
ERISA preemption.3
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The National Labor Relationi Act. The NLRA requires employees, employers,
and labor unions to discuss wages and conditions of employment, and provides a
"protected” climate for the bargaining process. It is clear that states may not
interfere with this "protected” climate.* The NLRA, however, does not regulate
the substance of the contract, nor does it undertake to regulate wages, hours,
working conditions, or employee benefits.” Moreover, the act neither contains an
express preemption provision, nor docs it expressly or by implication supersede
the dictates of the McCarran-Ferguson Act.

Although the NLRA represents a comprehensive federal scheme, the Supreme
Court has recognized numerous limitations to its preemptive effect, slating that
"(we) cannot declare preempted all local regulation which touches or concerns in
any way the complex interrelationships between employees, employers, and
unions; obviously much of this is left to the states."2 The larger context of state
laws of general applicability takes precedence over the NLRA.”

Thus a number of specific exceptions to preemption by the NLRA have de-
veloped, including state action which is of peripheral concern to the NLRA*"
or which touches interests deeply rooted in local feeling and responsibility,”1or
local health and safety regulations which conflict with a collective bargaining
agreement.” Mandated mental health statutes are of general applicability, and are
not directed specifically at the collective-bargaining process. Therefore, the state
and federal courts have rejected the claim that the NLRA preempts these
state statutes.”

Appendix B; Sources of Data

Psychiatrists' hours were computed as the product ofthe number of psychiatrists
and child psychiatrists in office-based practice in 1978 times the average number
of hours worked by psychiatrists in 1978, reported on a regional basis. Source:
AMA Physician Distribution and Medical Licensure in the U.S., 1978,

Psychologists” hours were defined as the sum of the number of psychologists in
individual private practice times the mean hours per week providing health ser-
vices for that group; plus the number of psychologists (not in individual private
practice) providing fee-for-service psychotherapy less than 20 hours a week times
10 hours per week; plus the number of psychologists (not in individual private
practice) providing fee-for-service psychotherapy more than 20 hours a week
limes 30. Number of psychologists in all categories are estimates. Source: Ameri-
can Psychological Association Human Resource Sun'ey, 1978,

Percent ofpopulation in FEHB or CHAMPUS is estimated as follows. The distri-
bution of FEHB coverage was assumed to be similar to the distribution of federal
employment, taken from U.S. Bureau of the Census, Employment and Earnings
in States and Areas (6744-5). Family size of federal employees was assumed to be
the average for the state. The distribution of the total of 9,123,000 CHAMPUS
eligible individuals was made according to the distribution of the number of claims
received by CHAMPUS for November 1980. Source: American Psychological
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Association, CHAMPUS project, directed by William L. Gaibom. We are grateful

to Will Gaibom for information and advice for computing these estimates.

FOC taws were not in efTect in the following states in January 1978: Alabama,
Alaska, Arizona, Delaware, Florida, Georgia, ldaho, Indiana. lowa, Kentucky,
Missouri. Nevada, New Hampshire. Pennsylvania, Rhode Island, South Carolina,
South Dakota, Vermont, West Virginia. Wisconsin, Wyoming. Source: Personal

communication from Herbert Dorken.

Mandates were in effect in 1978 in the following states: Colorado, Connecticut,
Maryland, Massachusetts, Minnesota, New Hampshire, North Dakota, Ohio.
Wisconsin. Source: Mary Lou Cooper. “‘Private Health Insurance Benefits for
Alcoholism, Drug Abuse and Mental Hlness," (Washington, D.C.: Intergovern-

mental Health Policy Project, The George Washington University, July 1979),
pp 25-27.

Notes to Appendices

L It should be emphasized that these are (he arguments that have been advanced in
opposition to mandates. They do not nec_essarllkf represent our judgment about the best
possible set of arguments to he made. It is not the Intention of the authors to provide a

fomﬁ)rf_hensive analysis of the constitutional issues implicated by mandated benefits
egislation,

2. 8 Wall 168. 19L. Ed 357 (1869).
3.322U.8. 533 81944).
lé. 15. U.S.C. 810 el seq.

Prudential Insurance Co. V. Benjamin. 328 U.S. 408 (1946); Croup Life & Health
Insurance v. Roval Drug Co. 435 U.S. 903 (1979).

6. 1d. at 431

7. Contrast Insurer's Action Council V. Markham. 490 F. Supp 921 (D.C. Minn.. 1980)—
where the coun correctly holds that the Minnesota Comprehensive Health Insurance
Actisimmune from Commerce Gause attack— with Meiropolitai. Life Insurance Com-
pany v. Wayland, New Hampshire Supreme Court, 28 December 1979, in which the
court holds that New Hampshire's mandated mental health benefits statute does not
impose an impermissible burden on interstate commerce. Even assuming, as the New
Hampshire Court did. that the Commerce Gause is applicable to insurance regulation,
it is clear that, absent conflicting federal legislation, the states may exercise their general
police powers to requlate matters oflocal concern, even though interstate commerce is
affected. Such legislation will be struck down only where the burden on commerce is

clearly excessive In relation to the purported local benefits. A A P Tea Co. v. Cottrell,
424 U.S. 366 (1976). See also wadsworth v. Wayland. 562 F.2d 70 (1st Cir 1977), cert,
denied. 434 U.S. 1044 (1978).

8. Oshorn V. Ozlin. 310 U.S. 53 (1940); Hoopeston Canning Co. v. Cullen. 318 U.S, 313
(1943); watson V. Employer's Liability Assurance Corporation. 348 U.S. 66 (19542‘. In
addition to a legitimate state interest, these cases re(iuwe that the state must also have
sufficient contacts with the transaction tOjUStID/ state action.

9. Travelers Health Association V. Virginia, 339 U.S. 643. 647-48 (1950).

10. wadsworth V. Wayland. 562 F.2d 70 (Ist Gr. 1977), cert, denied. 434 U.S. 10-4 (1978%;
Metropolitan Life Insurance Company V. Wavland, New Hampshire Supreme Court,
29 December 1979; commonwealth of Massachusetts V. Travelers Insurance Company
and Metropolitan Life Insurance Company, Suffolk Superior Court (No. 35598) 22
October 1980 (currently on appeal); Insurer's Action Council v. Markham. 490 F. supp.
921 (D.C. Minn.. 1960).

11, See “The Preemption Doctrine; Shifting Perspectives on Federalism and the Burger
Court." columbia Law Review 75 (1975%' 623.
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Florida Lime and Avocado Growers v. Paul. 373 U.S. 132 (1963). .
Vlhere Congress has explicitly indicated that a statute should hast some preemptive
efTect. the Supreme Court has carefully examined the statutory scheme and required that
the intent to preempt a particular concurrent stale re%ulatlon be "clear and manifest.”
See Jones V. Rath Paeling Co., 430 U.S. 519, 525 (1977),
wire f. Santa Fe Elevator Corp., 331 U.S. 218, 230 (1947).
Jones «. Rath Parking Co.
Hines v. Davidawiti. 312 U.S. 52. 67 (1941).
Florida l.ime and Avocado Growers, Inc. v. Paul.
For example, in Goldstein v. California. 412 U.S. 546 (1973), the Court held that the
stales' right to regulate unauthorized phonographic reFroducnon was not preempted by
federal coPynght statutes which do not expressly regulate such reproduction. The Court
found that exclusive federal power arose over matters “necessarily national in import,"
id at 544, but that no preemption by federal copyright law would occur except where the
statutes "are absolutely contradictory and repugnant. See also we v fork State Depart-
ment of Social Services v. Dublino. 413 U.S. 405 (1973): Kargman ». Sullivan. 552 F.2d
2, reconsideration denied. 558 F.2d 612 (Ist Cir. 1977 _
ERISA was the culmination of twelve years of investigation into pension and welfare
plan abuses which had deprived m.anY workers of their earned henefits. ERISA replaced
the Welfare and Pension Plans Disclosure Act, 29 U.S.C. 51001 et seq. 5_1958). Fora
discussion of the history of federal legislation gqvernm? emp|o¥ee benefit plans, see
Chadwick and Foster. "Federal Re%ulanon of Retirement Plans: The Quest for Panty,"
vanderbilt Law Re\iew 28 (1975): 611; Snyder, "Emplogyee Retirement Income Secufity
Act of 1974" wake Forest Law Review 11 (1975): 219. o
ERJSA is analogous to the Securities Act of 1933, 15 U.S.C. 577 (a)et seq,. Since it
relies, to a great extent, on disclosure requirements to police the activities it was de-
signed to requlate. The Securities Act imposes no substantive regulation on the kind or
quality of securities traded on the exchanges. ERISA likewise does not contain any
regulation of the kind or quality of benefits.
An employee welfare benefit plan is defined ns "any plan, fund, or program which was
heretofore or is hereafter established or maintained by an employer orby an empI_oKee
organization, or by hoth, to the extent that such plan, fund, or program was established
or maintained for the purpose of providing for its participants or their beneficiaries,
through the gurch.ase_ of insurance or otherwise, medical, sur%lcal, or hospital care or
benefits, or benefits in the event of sickness, accident, disability, death or unemploy-
ment. or vacation benefits, apprenticeship, or other trainin Fyro%rams, or day care
%?86%{?) scholarship funds, or prepaid legal services . . * ERJSA 53(1). 29 U.S.C.
E.g.. Hewlett Packard Co. v. Barnes. 425 F. Supp. 1294}£N .D. Ca).. \7n).affd. 527 F.2d
502 (9th Cir., 1978)— preempting the California Knox-Keene Health Care Service Plan
Act which directly regulated the terms of emploxee benefit plans: standard il Co. v.
Agsalud. 442 F. Supp. 695 %N.D. Calif. 1977), affd. 633 F.2d. 760 (9th Cir., 1960), affd.
50 U.S.L.W. 3212 (6 October 1981)— preempting the Hawaii Comprehensive Health
Care Act requiring employers to provide employees with a prepaid health care plan. See
also Sr. Paul Electrical Workers Welfare Fund V. Markham, 490 F. Supp. 931 (D.C.
Minn., 1930]. The statutes in these cases did not mandate the terms ofinsurance policies.
Rather employers were required to provide enumerated benefits whether through the
insurance mechanism or self-insured employee benefits. ,
See cases cited at note 10 supra. The wadsworth Court recognized the anomaly of
preemptmg direct requlation of employers and benefit plans while permitting the state to
mandate the terms of insurance policies purchased by employers or benefit Elans, The
gggrllz%%ncltu%ed thal this was a policy issue best addréssed by Congress. 566 F.2d at 78.
2d at 70.
"Note. ERISA Preemption and Indirect Regulation of Emplogee Welfare Plans Through
State Insurance Laws." Columbia Law Review. 78 (1978): 1536; Okin, “ Preemption of
State Insurance Regulation by ERISA," Forum 13 (1978): 652-679.
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26. Lodge 76. International Assoc, of Machinists and Aerospace Workers v. Wisconsin

21.

28.
29.

30.

31,
33.

Employment Relations Comm.. 427 U.S. 132 (1976).
Terminal Railroad Association ofSt. Louis v. Brolherhttod of Railroad Trainmen. 311

U.S. I 6(1942).

Motor CozE\ch E)r_nployee v. Lockridge. 403 U.S. 274, 289 (1971). '
This is so even if one part of a stale's protective Ie%lslatlon ‘0ight become "the subject
ofademand" so affecting interstate commerce that federal agencies would have to be
invoked to deal with it. Ter.uinal Railroad Association of St. Louis v. Brotherhood of
Railroad Trainmen. 318 U.S. 1.7 (1942)

Massachusetts Electric Company V. Massachusetts Commission Against Discrimina-
tion. 375 Mass 160, 375 N.E. 2d 1192 (1978)— upholding a regulation requmng em-

Ployers to Provide benefits for pregnancy-related djsabilities. The court recognize that
hese benefits were a mandatory subject of collective bargammg, but nevertheless con-
cluded that the regulation was a peripheral concern of the NLRA

Farmer v. United Brotherhood of Carpenters, 430 U.S. 290 (1977j.

. Local 2d. International Brotherhood of Teamsters v. Oliver, 358 U.S. 283 (1958).

See note 10 supra.
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Dispelling Myths
About Mental Health Benefits

The case
coverage

nsurance coverage for menial health
care always has lagged behind that
of coverage for oiher medical care,
and today, private insurance cov- H
erage for psychiatric illness is only
half} as available as coverage for
othe] medical problems.
The American Psychiatric Association, in 1983, sur-
veyed health insurance benefits provided by a cross section
of major private sector employers. The 300 plans in the
study sample covered 33 million workers and dependents
employed in such corporations as IBM, General Motors

and Exxon plus numerous mid-sized and smaller companies..

The survey showed all of the plans provided some level
of inpatient coverage for mental illness, but only 49
percent of the insured were protected for mental illness
expenses on the same basis as any other illness. The
remaining 51 percent of insured individuals were covered
at a reduced level. Ninety-eight percent of the plans had
some coverage for outpatient expenses for mental illness
treatment. But, again, only 10 percent of the plans provided
these benefits on the same basis as outpatient coverage
for other medical conditions.1

An earlier study of 455 major insurance programs,
conducted in 1980 by Hewitt Associates, a benefits con-
sulting firm, also found equal outpatient coverage for
mental disorders in only 10 percent of the plans.

This discrimination is bad for patients, for business,
for mental health providers and, ultimately, for the com-
munity and taxpayers. Unequal coverage of psychiatric
treatment has evolved primarily because of several prevalent
myths about mental health benefits and care.. In business’
role as a formulator of health care policy, accurate in-

Soen S Sarfstein is deputy medical direct;.- and Sam

_ 1 is director of the Office of Eoconamic Affairs
with the Arerican Psychiatric Association. Grace-Merie
Arr«a is former executive director of the Weshington
Psychiatric Society and a professional journalist.
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iIs made that mental
Is cost-effective and controllable.

rrrrr

health

formation is essential to assure that em-

ployers make wise economic decisions

about health care coverage for employees

© o while providing for quality health care.

The 1960s and 1970s were decades

of tremendous growth for mental health

services, fueled by ever expanding public and private

third party financial resources. From 1955 to 1977, the

number of patients treated in inpatient and outpatient

mental health facilities almost quadrupled, from 1.7 million
to 6.4 million.

There also was a major shift in the type of care
delivered, with inpatient care declining sharply while out-
patient care increased tenfold, primarily because of federal
funding of community mental health centers.

The emergence of an accessible mental health treatment
system in the U.S. depended upon joint private and public
financing. Through these investments, the private and the
public sectors have demonstrated over the last two decades
the importance of mental health care. But concerns over
the costs of this care have arisen in tandem with alarm
over the nation's soaring total health care bill. As a result,
a last in-first out policy is being adopted by health insurers
with regard to psychiatric coverage, whose growth tra-
ditionally has lagged behind that of other medical coverage.

Urtiricii.ig P.envTl!..

Today, psychiatrists have approximately tuice the
number of patients with no health insurance as other
physicians, and those patients with insurance have greater
limits on their psychiatric benefits ti:an for medical care.
Mental health coverage has been cua:iled in a number
of plans, including those under the Federal Employees
Health Benefits Program (FEHBP). Some carriers, be-
ginning in 198!. m.- «-ed strict limitations on the amo..rt
Of mental health care federal employees and their de-
pendents may receive under the plans. The Blue Cross-
Blue Shield federal employees plan, for example, in 19S2
imposed a 50-visit limit on outpatient mental health treat-

rAGE *
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e .V .n. a»"ev.i> limit on inpatient carc annuallx, whereas
;i u- pyM triV.ment wj' limned ‘ly hv medical necessity.
D.-.adi’s of victual c\f*crii* ¢ and research hal\r
cn. however. ’ha: niciiul and physical illness cannot
cparated withmi: impvlinr effective treatment. Psy-
ch.—trie problems often are presented as physical complaints
while somatic diseases initiJly may be expe.ienced as
emotional symptoms. Restrictions on mental care coverage
cannot present individuals from obtaining some kind of
care. allh-uyh that care may not be the most appropriate
for their illness. There is good evidence that attempting
to establish a false dichotomy between mental and physical
illness leads to a false economy in insurance coverage.

"Restrictions on mental care coverage
cannot prevent individuals from

obtaining some kind of care, although

that care may not be the most

appropriate for their illness. There is

good evidence that attempting to

establish a false dichotomy between

mental and physical illness leads to

false economy ininsurance coverage
B1 1gss

For example, an executive under great stress may
experience headaches, abdominal pain, fatigue and depres-
sion. Unless accessible psychiatric diagnosis and care are
available, this executive might have to undergo costly
medical and diagnostic testing and specialty consultations.
It is cost-effective to treat this person with psychiatric
interventions.

In addition, because of the essentially cognitive nature
of psychiatry, especially as it involves psychotherapy,
because psychiatrists can treat only a limited number of
patients each day, and because fewer of their patients are
insured, psychiatrists’ earnings are near the bottom of the
income scale compared with other physicians. So while
psychiatrists contribute little to soaring health care costs,
insurance coverage for their patients, nonetheless, is often
the first to be cut.3

The Uncontrollable Costs Myth

Psychiatric care will not be reimbursed equally along
with other medical treatments, however, until some of
the myths considered unique to psychiatry are addressed.
There are four commonly held myths that may account
for discriminatory treatment of psychiatric coverage.

The first such myth is that costs of psychiatric trcatmem
are uncontrollable and unpredictable. Opponents of com-
prehensive psychiatric coverage suggest thal providing
benefits with no limits on the number of days for inpatient
treatment or the number of visits for outpatient care would
bankrupt an insurance carrier because of the influx of
new patients who would seek these services. Actual ex-

PAGE. 8

perience shows ihcw concern' to b; invalid

Data from the Biue Cro" Bluc Shield lederj! employee
health plan, for example, which had no artificial limits
on mental health coverage from 196“ 10 1981, asdc fiom
the same deductibles and copayments for gcn.-r.ii medical
care, indicate that menial health costs arc stable over
lime. After an initial jump in costs immediately following
the introduction of broader psychiatric benefits between
1967 and 1969. mental health care accounted for 7.2
percent to 7.7 percent of the total benefits paid from 1970
to 19S1.

In 1971. the Rand Corporation began a health insurance
study that enrolled 7.500 persons at six sites across the
country in 14 different insurance plans having patient
copayments ranging up to 95 percent, with a maximum
dollar expenditure of S1.000 per family. The Rand study
found that expenditures for mental health care constituted
only about 5 percent of the total health care costs for all
insurance plan er.rollees.

It was further determined that when insurance pays
more of the bill and the patient less, people use extra
psychiatric care at about the same rate as they use extra
care from other medical specialists. The researchers found
that between 7.1 and 9.6 percent of the population studied
used mental benefits; this calculation embraces visits to
general practitioners and internists whenever a psychotropic
medication or a mental health reason was involved in the
visit. Only a small percentage of the individuals (0.4)
saw clinicians more than 40 times a year. The Rand study
underscores the stability over time of costs for mental
health care under insurance.*

Health economist John Krizay has done studies that
also suggest that costs level out over time or show a
plateau effect. In a 1982 study, for instance, he analyzed
the experiences of the two insurers participating j- the
FEHBP — Blue Cross-Blue Shield and Aetha — on a
siaie-by-r:te basis ard translated these data into per capita
utilization rates and costs in constant dollars. He noted
that in almost all states the total percentage of enrollees
who received psychiatric benefits under these plans was
around 1.5 percent of total enrollment, indicating that the
availability of insurance financing does not cause excessive
utilization.4

Many of the restrictions on insurance coverage for
psychiatric care appear to stem largely from concern about
the costs of long-term custodial care or intensive psy-
chotherapy. The standard treatment regimen for intensive
psychotherapies involves a minimum of three therapy
sessions a week. Experience with the FEHBP. which
placed no annual restrictions on the number of outpatient
visits »or more than a decade, has shown that the number
of persons receiving intensive psychotherapeutic treatment
ranged from 0.9 percent of all psychiatric outpatients
treated in 1971 to 1.1 percent in 1973. The cost for
treatment for this population during the same lime period
ranged from 8.7 percent to 10.3 percent of the total cost
of physicians’ treatment of mental disorders.3

The a.ailability of coverage limited only by medical
necessity for intensive psychotherapy during the early
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IV'Ps Jid not seem ip cause any appreciable increase in
ihe number of people using this form of ircaimeni. tl is
clear that in this sysiem, which offered a comprehensive
benefit — the full range of mental health services — that
the number of people utilizing intensive psychotherapy
remained consisiently low. This seems a self-stabilizing
factor mitigating against threats of exorbitant ovcrutilization
of the benefit.

Still, misconceptions about the excessive duration and
costs for all psychiatric care have prevailed, and unwar-
ranted discriminations against both inpatient and outpatient
psychiatric care in genera] have persisted. The growing
body of data and coverage experience suggests that these
concerns and resultant discriminations need lo be reviewed.
A look at the larger picture of utilization of mental health
benefits in comparison to use of other medical services
indicates, too, that even with unlimited access to psychiatric
carc, use is predictable and the portion of the total health
dollar consumed is modest.

The “Moral Hazard” Myth

A.tother myth is that mental health care costs are
unstable because of the “moral hazard" which is especially
applicable to psychiatric coverage. “Moral hazard” de-
scribes the case in which the services demanded for
treatment of an illness depend, in pan, on the price of
these services. Since insurance lowers the price to con-
sumers, more services may be used than if the consumer
were required to pay the entire medical bill.

Arguments for restricting mental health benefits focus
on the assumption that libera] coverage encourages un-
necessary and excessive use. Supporters of this view cite
data such as this: Among outpatient users of mental health
care in the federal employees Blue Cross-Blue Shield
plan, 9 percent accounted for 45 percent of the total cost.
Likewise, in the Michigan Blue Cross plans, the highest
utilization group of persons, consisting of 10 percent of
the users with mental disorders, accounted for over 60
percent of the charges.

But that someone with insurance may be more likely
to initiate medical care, and once under carc. be likelier
to opt for more extensive treatment is not a phenomenon
exclusively found in the mental health area. General medical
literature also has documented the fact that insurance
encourages utilization of physician services. The 1981
Rand study, for example, reported that 1 percent of
utilizers of medical care in the 7.500 sample accounted
for 28 percent of the total expenditures.

Another study, "Insurance Effects on Employer Group
Dental Expenditures,” published in the June 1984 issue
of Medical Chr(; further illustrates this point. The study
found consumers spend more on dental care when they
have dental insurance, and 81 million Americans have
this type of coverage. Specifically, th. study’s findings
indicate that total outlays for covered dental service are
36 percent higher for employees whose group insurance
requires no cost sharing than for workers whose croup
insurance covers only 80 percent of the costs of basic
dental services.

Ot"TUHER I>m

There is no cstjbli-hed consensus about the extent of
the impact of insurance on use of psychiatric services.
Nonetheless, it is unwarranted lo assume that this is a
phenomenon unique to mental health carc and, therefore,
that specific benefit limitations to control for moral hazard
are justified. The distribution of higher users of menial
health benefits seems, if anything, to be less extreme.

According to a National Center for Health Statistics
survey of ambulatory care conducted between May 1973
and April 1974, less than 20 percent of all physician
visits are for problems considered “serious" or “very
serious” by physicians. Nonetheless, 61 percent of all
visits concerned problems for which the same patient had
been seen by the same physician before, and, in roughly
the same percentage of cases, the patient was instructed
to return for yet another visit.

The demand for medical services, in other words,
has little to do with “seriousness” in terms of clinical
judgment. Relief from discomfort or anxiety is the most
common motive for seeking ‘'.edical advice. Thus il is
both impossible to design a health insurance program
around a concept of "seriousness,” and illogical to apply
a "seriousness" doctrine to covera ge of psychiatric services
alone. In that same vein, it is inappropriate for carriers
to provide open-ended coverage for variousmonpsychiatric
conditions while restricting coverage for mental disorders.
Yet, a recent study by Roche Products, Inc. showed more
than 90 percent of psychiatrists stated they seldom or
never see patients who primarily are seeking self-
improvement.*

KZT. ijmgew g

"There, is no established consensus
about the extent of the impact of

insurance on the use of psychiatric.

services. Nonetheless, it is

unwarranted to assume that this is a

phenomenon unique to mentalhealth
care The distribution of higher

users of mental health benefits seems,

if anything, to be less extreme”

Lengthy inpatient care and intensive outpatient treat-
ments are important and valid approaches in psychiatric
care, just as open heart surgery is an important and valid
method of treatment for cardiac patients.

The Cnst-ElTectivencs.s Debate

A third myth is th3t mental health care is not cost-
effective. When benefits for menial health care are expanded
and the stigma associated with receiving treatment ;cr
mental conditions decreases, an initial increase in insurers'
costs attributable to psychiatric care is likely to occur.
However, with psychiatric problems no longer masked
under other diagnoses, and wi Il earlv detection and up-
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pr**pr;jtc ir.Mtment  thviv+ .onoitions. Il al-n is prob.ibic
thr such costs will be r.|T>ct partly by Tcou.cii expenditures
for carc of other illnesses.

Over the past few years in.re has emerged a b\i>
of evidence that spending for r choihcrapy proda.es
savings elsewhere through increased employee produciivity,
reduced absenteeism and lower costs for other mtdical
care. There is wide and growing acceptance in private
industry that it is worthw hile to invest in providing mental
health services to employees as corporations can recoup
some of the costs of this coverage in other areas.

Increasing medical care expenditures has made evi-
dence of cost-effectivcness essential. In psychiatric treat-
ment, however, results arc not as quantifiable as in other
medical disciplines. What is the dollar value of relief
from incapacitating depression or anxiety, for instance?
How can one measure the benefits to a child who is no
longer beaten by an alcoholic father or calculate the
advantages of a patient’s increased capacity for intimate
relationships?

Yet some notable studies have been done which doc-
ument the ccst-effectiveness of psychiatric care in quan-
tifiable terms. Among these was an extensive, three-part
study reported in 1980 which found that the use of
community based programs for the chronically disabled
psychiatric patients greatly reduced the need for hospi-
talization, lengthened community tenure and enhanced
community adjustment. A rigorous cost-benefit analysis
determined that benefits outweighed t "ssu. by about $400
per individual.7

".. .As companies look for areas to

trim costs, psychiatric benefits often
are the first to go, further eroding the

real insurance provisions of their
coverage. This is especially true
where psychiatric benefits for
catastrophic illness are eliminated
to provide for more predictable
routine dental care, for example

A 1980 study looked at the issue of costs and benefits
from a broad societal perspective. The focus was on the
impac! of the psychoactive medication lithium on the costs
generated by manic depressive psychoses. Their conserv-
ative estimate of the 10-vear savings was $4.2 billion,
that is, 52.9 billion in unexpended treatment costs plus

.3 billion in productivity gains.1

Further, a 1983 study involving the Blue Cross-Blue
Shield federal employees health plan showed a group of
patients who began outpatient psychotherapy following
diagnosis of chronic medical disease used 56 percent fewer
medical services during the third year after diagnosis than
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These Mudics clearly show that treatment for mental
illness is r'»<i.cffcci: -c end can b: measured cbrectly in
terms of >ev:;gs iti>n. nonuliliza'ion of other medical
services.

28%
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Medical

Conditions

12%
Mental
lliness
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The Accountability Issue

A final myth is that psychiatric treatment is not
accountable to insurance carriers. Utilization review in
the form of peer review has become the cornerstone of
organized psychiatry’s accountability to payers and con-
sumers. The goal of utilization review is to monitor the
necessity and appropriateness of care, while peer review
is intended to improve the quality of care. Psychiatric
peer review is carried out by psychiatrists and it is
concerned with utilization review, quality review, contin-
uing education, advocacy with third party payers for
improved care and cost control.

Unfortunately, many insurance carriers have chosen
lo put strict limits on psychiatric care rather than implement
peer review procedures.

The American Psychiatric Association has developed
peer review services to give employers the option of
providing psychiatric care limited only by medical necessity,
thereby enhancing their opportunity to achieve savings
through cost avoidance in other areas of medical care.
The APA’s peer review program was established in the
early 1970s and expanded in 1976 at the behest of the
Civilian Health and Medical Program of the Uniform-.d
Services (CHAMFUS). the health insurance program for
military families. Panels of psychiatrists are organized in
each of the APA’s district branches or chapters.

More than 400 psychiatrists nationwide now review
mental health benefits claims for a total of 24 national
and local insurers. Three psychiatrists review each case,
basing their evaluations on guidelines in the Menual of
Psychiatric Peer Review, which is regularly revised by
the APA. In 1982, the APA conducted 5,000 reviews for
CHAMPUS and 965 reviews for other third party payers.

The reported cost savings resulting from use of the
APA program are impressive. Aetna Life and Casualty’s
peer review costs in 1981 were about $20,000, and its
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«dir...uwcrc Sl.4 mlliun. Mutual of Om;iha
IrKjrin.-s Company estimated a savings of about S300.000
during its first year of participation in the program.
CHAMPLS reports thal peer review has led to “outright
savings" of S5 million a year since il began participating
three >ears ago. In addition, savings in costs of medical
care avoided as a result of peer review may be three to
four times greater than the direct savings. Peer review
has been effective in assuring that necessary and appropriate
care is delivered.

The APA program is recognized by many third party
payers as a responsible effort by the psychiatric community
to deal with significant issues of accountability. Mental
health benefits require special attention by claims reviewers
because of the essentia] task of protecting patient confi-
dentiality in order for the treatment process to work. The
APA’s peer review program makes this service available
by utilizing careful, professional reviewers in a system
that assures accountability and confidentiality.

Business Leadership Needed

It has been predicted that 90 percent of health care
services in 1990 will be delivered through contract ar-
rangements between providers and third party payers and
their intermediaries. Already systems are evolving to change-
the economics of health care delivery. There is increased
cost sharing to heighten consumers’ awareness of cost,
and there is more competition between plans for premium
dollars. Diagnosis related groups (DRGs) are altering
dramatically medical services paid through Medicare and
are being adopted rapidly by numerous other all-payer
systems.

The extent to which business takes the lead in making
choices and helping the medical and other health professions
to set the course for health care delivery may well determine
the success or failure of the evolving systems to provide
quality care at reasonable prices to employers and em-
ployees. Some crucial issues must be addressed in this
process. One is that as more and more people are covered
by insurance the original definition of insurance is weak-
ening. Increasing limits on psychiatric coverage mean that
employees are less likely to be protected against the onset
of a catastrophic mental illness. Also, as companies look
for areas to trim costs, psychiatric benefits often are the
first to go, further eroding the real insurance provisions
of their coverage. This is especially true when psychiatric
benefits for catastrophic illness are eliminated to provide
for more predictable routine dental care, for example.

A second issue is that because of prevalent myths
about mental health benefits, access to private psychiatric
insurance coverage is limited and. consequently, more of
the burden for this care falls to the public sector, especially
state mental health programs. Only 12 percent of the
payment for treatment of mental illness comes from private
insurance dollars. compared with 28 percent of the payment
for treatment of general medical conditions. States pay
almost 50 percent of the cost of mental health care while
paying less than 15 percent of the cost of other medical
treatments.

OCTOBER 1%1

This shift in the financial burden of menul healtn
care to the public sector creates especially serious problems
for the mentally il) in times of budget cutbacks by all
levels of government. Patients receive less care and some-
times no care at all. The untreated sh”w up on the streets
as the homeless and in the jails and courts.

The public sector has a rcsponsiblity to care for the
28 million Americans who reported in a 1982 Robert
Wood Johnson Foundation survey that they had serious
trouble obtaining medical treatment. An estimated one
million of these people were refused treatment for financial
reasons and had no where else lo tum but to public
facilities. If these facilities are crowded with employees
and their dependents whose employers have eliminated
catastrophic psychiatric care from their health insurance
packages, then the poor and near-poor are left with no
place to go for mental health care.

It is imperative that business stand up to this challenge
to provide insurance coverage in its truest sense for its
employees to obtain private psychiatric treatment so that
the state can provide adequate care to those with no other
alternatives. * m

With accurate information to dispel myths about
whether psychiatric costs are controllable, the need for
psychiatric treatment, the cost-effecliveness of such care
and accountability to carriers, business should be prepared
to lead the revolution into the next century to assure
employees receive full, affordable and high quality health
care. m

Tre opinios in this article are those of the
authors and do naot refledt the dfficial position of the
Anerican Psychiatric Assodaion
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State Mandates for Mental Health
Insurance: W hat Is Their Cost?

Bette Runck

Reductions in public financing of
mental health services have forced
policy makers at all levels Ofgov-
ernment to turn their attention ro
private insurance plans. O f particu-
lar interest are state mandates re-
quiring minima] inpatient and out-
patient mental health benefits in
private health insurance policies.

Connecticut was the first state to
pass such a law, in 1971 (1). Since
then, ten other states have fol-
lowed suit, and several more are
considering similar mandatc-s. In-
surance companies, citing large
cost increases, have vigorously op-
posed such measures. Some even
refused- to offer the coverage until
court orders forced their compli-
ance.

Now a Boston economist has
demonstrated that such mandates
cost society little. Other evidence
suggests that the mandates may
provide indirect benefits to offset
their cost.

In a study comparing the experi-

" of sta»rs with and without

-:ates, .thomas G. McGuire
<) of Br,ion University found a
K) to 20 percent increase in the
use and cost of outpatient mental
health services as a result of the

Ms. Runck is a writer in the
science reports branch of the
National Institute of Mental
Health, Room 15-99, 5600 Fish-
ers Lane, Rockville, Maryland
20857. For further information
»bout these studies, write to
Thomas G. McGuire, Ph.D., De-
partment of Economics, Boston
University, Boston, Massachu-
setts 00215.

Hiepital and Community Psychiatry

mandates. McGuire’s findings con-
trast sharply with insurance com-
pany reports of the cost of cover-
age under the mandates. In Massa-
chusetts, Blue Cross and Blue
Shield reported that they paid out
14 times more for outpatient men-
tal health care in 1979 than they
did in 1975, before the state's
mandate went into effect—a 1,300
percent increase.

While not refuting the insurers’
claims of greater cost, McGuire
provides a different perspective on
them. Insurers consider only the
increased cost to them, but
McGuire looks at the cost to socie-
ty as a whole. The insurance com-
pany figures reflect the fact that,
with mental health benefits, insur-
ers pick up the tab that was once
paid by the public and users them-
selves.

Figuring the costs

Although legislated benefit pack-
ages differ from state to state, most
cover at least 30 days of inpatient
care in a private mental hospital, a
general hospital, or a state hospital
(1). Outpatient benefits in most
states have deductibles comparable
to those for other major medical
benefits, copayments no greater
than 50 percent, and a minimum
coverage of S500 worth of ex-
penses per year after deductibles
and copayments.

The argument over the cost of
mandates focuses on the provision
of outpatient benefits because
most private health insurance plans
already have at least limited inpa-
tient mental health coverage (2).
Before the McGuire study, the
only available data on the addition-
al cost of such benefits came from
insurers, but even that was sparse.
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. _In a recent article in thtJtumsl
If Health Rdlilia, Rdicy, and Law,
McGuire and John T. Montgom-
ery, an attorney formerly with the
Massachusetts Department of the
Attorney Gecneril, argue that it is
misleading to focus on the cost to
insurers when evaluating the cost
of a mandate (2). First, they point
out, the cost of outpatient care has
risen with or without ¢ mandate.
When looking at costs before and
after a mandate, it is difficult to
senarate out that inflationary
trend. Second, a mandate shifts
some out-of-pocket and state costs
to insurers. “Although these shifts
may be significant,” note McGuire
and Montgomery,.“they do not
represent net increases in costs
due to the mandates, only shifts in
the way these CO3ts are finally
paid." A further reason wny the
cost reported by one insurer may
be misleading is that it does not
account for the possibility that
contracts may have been shifted
from one insurer to another.

To arrive at what he believes to
be a truer cost of a mandate for
mental health benefits, McGuire
compared the rates of growth in
numbers of mental health practi-
tioners in states with and without
mandates. He assumed that if the
passage of a mandate leads to an
increase in the amount of psycho-
therapy consumed, then there
must be a corresponding increase
in the amount supplied. McGuire
further assumed that the flow of
services would be closely related
to the number of service provid-
ers.

He found that while the growth
in the number of psychiatrists was
about 7 percent higher in states
with mandates than in those with-
out, the corresponding figure for
psychologists was much higher—
32 percent. McGuire does not find
this difference surprising. In the
absence of mandates, psychiatrists’
services are more commonly cov-
ered in health insurance policies
than are psychologists’; under the
mandates, psychologists’ services
are typically covered.

After calculating the growth
rates Of mental health practition-
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er», McGuire factored our the pro-
portion of growth that could be
attributed to the mandates. The
use of the services of psychiatrists
in fee-for-service practice in-
creased by about 10 to 12 percent.
For psychologists identified as
health service providers, the in-
crease was 18 to 25percent. Forall
fee-for-service practice, the in-
crease was about 10 to 20 percent.
Translated into dollars, the in-
crease comes to $1 to 12 a person
in the general population.

The mandates’ advantages
Providing affordable mental health
care to alarge number of people is,
of course, the principal benefit of
the mandates. But why is it neces-
sary for the state to step in and
force people to buy such coverage?
McGuire and Montgomery pre-
sent four answers to that question.

First, they note that there is
widespread prejudice against treat-
ment for mental disorders, which
causes mental health benefits to be
undervalued. Second, states may
choose to use the mandate mecha-
nism to assure that most state resi-
dents have the ability to pay for at
least a minimum amount of mental
health care.

Third, and perhaps most impor-
tant, mandates do away with the
problem of so-called adverse selec-
tion. This term refers to the ten-
dency of high-risk policyholders to
choose insurance plans with cover-
age they are likely to use. As the
cost of those plans goes up, low-
risk policyholders often choose
other plans. Then the plan that
offered the coverage may drop it to
remain competitive.

"Adverse selection changes the
perspective on a mandate,” write
McGuire and Montgomery. "Far
from violating consumer sover-
eignty, the state may be taking
steps to implement it.” Neverthe-
less, they note, the effect of man-
dates is to distribute the cost of
mental health care to all policy-
holders, with good risks paying too
much and poor risks paying too
little. “This redistribution from the
’healthy’ to the ’sick’ cannot be
judged on efficiency grounds, but
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only on political grounds; it it a

redistribution that may not be ob-

jecdonable,” according to McGuire
. and Montgomery.

The intention of the mandates
may still be frustrated, however, if
they contribute to a trend toward
Urge firms offering their own in-
surance; employer self-insurance
plans are not subject to direct state
regulation.

Offset effects

“Offset effects” of mental health
care are the fourth argument
McGuire and Montgomery offer in
favor of mandates. The use of
mental health services may reduce
-the costs to society of health and
social services, police, and reduced
productivity.

McGuire and Montgomery cite
an analysis by Jones and Vischi (4),
who found evidence fjr offset ef-
fects in 24 of 25 studies of alcohol,
drug abuse, and mental health
treatment; in these 24, reductions
in medical use ranged from 5 to 80
percent.

As Jones and Vischi caution,
problems in the design of these
studies make the evidence tenu-
ous. However, McGuire and
Montgomery point out that legisla-
tors often cannot wait for impecca-
ble scientific proof but must act on
available evidence. The existence
of offset effects is intuitively sound
,and also supported by the evidence
at hand.

McGuire and Montgomery’s
analysis of the mandates, which
includes a discussion of unsuccess-
ful challenges to their legality, falls
short of definitive conclusions
about whether the mandates are
good social policy in the long run.
Their research does lead them to
conclude, however, that mandating
a minimum level of coverage for
mental health services in private
health insurance appears to be
"reasonable state policy."

Not the perfect solution

Steven Sharfstein, M.D. (3), depu-
ty medical director/assistant to the
medical director of the American
Psychiatric Association and a long-
time student of insurance trends,
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believes that although manda”j
offer important public health i&4
economic advantages, they hay*
their limitations. Most serious ts
that minimum levels of coverage
tend to become the maximum coyf
erage available—"“floors become
ceilings.”

Fifteen states have chosen to w-
courage mental health coveragt
without actually requiring it. They
havc passed laws mandating insur-
ance companies to at least offer
such coverage; the decision to buy
it is left up to policyholders or-
their group representatives. In
those states, actual purchase of
benefits has been low. According
to the Philadelphia firm of GLS
Associates, Inc., which did a study
of all the mandates for NIMH in
1979, there are several reasons for
this low number of purchases (1).
Among them are that mental
health benefits are expensive, deci-
sions axe often made by group
purchasers who opt for more pop-
ular benefits (such as dental care),
and insurers do not actively sell
this coverage.

Research such as McGuire’s may
help to change public perceptions
about the ultimate cost of buying
mental health coverage. "It is im-
portant to have creative econo-
mists like McGuire look at the
objective facts in controversial is-
sues such as the cost of psychiatric
care under insurance,” says Sharf-
stein. “We no longer have to rely
on the statements of the insurance
companies themselves."
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Paying for Mental Health Care
In the Private Sector

Employers are looking to cut costs through
benefit redesign and alternative providers.

enial health benefit, serv-

ice, and delivery issues A
M

have become increasingly

important to benefit man- H

N agefs of large corporations.

Although few employers

have developed a sophisticated data system that allows

them to fully comprehend the nuances of this field, many

have identified real concerns through increased sciutiny

of benefit payments. This new sensitivity to costs is

matched by heightened awareness of the need for benefit

redesign which also is responsive to the expanding emo-
tional support requirements of today’s workers.

The Washington Business Group on Health (WBGH).
in a recent survey, documented current corporate thinking
on the use of alternative providers and settings as a strategy
for containing costs and improving mental health care
delivery. The survey also looked at what limits are being
placed on menial health coverage and why.

There are a number of reasons why employers have
become concerned about mental health issues. The federal
government as overseer of Medicare has focused attention
on mental health benefits with its emphasis on financing
this care in a cost-effective fashion. Likewise, the Federal
Employees Health Benefit Program (FEHBP), in concen-
trating on use of psychiatric benefits, has alerted private
sector companies to economic ptoblems created by mental
health care coverage. States also have stirred attention
with limitations imposed on Medicaid and state employee
mental health benefits. Company benefit managers have
extended considerable time analyzing the value of providing
incentives for outpatient care, including mental health
treatment, in lieu of inpatient care. In examining ways
of reducing employer health costs, benefit managers also

R
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have become conscious of the merit of

promoting mental wellness. A cultural

change has occurred whereby employees
Co are not nearly as covert about their need

for and use of mental health services.

This trend, in tum, has prompted ex-
pansion of worksite mental health programs including
counseling, employee assistance programs (EAPs) and
stress reduction classes.

Lastly, as employers have become better watchdogs
of their benefit programs through the collection of utilization
and charge data, they realize that considerable resources
are being consumed by mental health episodes of care or
inattention to psychiatric problems. In analyzing annual
claims, benefit managers often discover that incidents of
inpatient psychiatric care represent several of their top
10 most costly benefit payments.

Surveying the Trend Setters

For all these reasons, employers have increased their
concern about the use of mental health services by em-
ployees. Through its survey, WBGH has tracked the
efforts of member companies which have changed or
contemplate revising their mental health benefits and in-
house services. The survey of 64 large, mostly Fortune
500 corporations, asked about their overall approach to
mental health coverage, including trends in services pro-
vided. benefits offered, changes implemented and costs
accrued for a beneficiary population of 19 million.

The survey results depict the moves made by the
employers who are trend setters in health care cost man-
agement and who. in the years ahead, are likely to be
emulated by thousands of other large and small companies.

Data collected on these companies’ general health
carc expenditures for 1982 and 1983 revealed that re-
spondents spent an average of 51,312 per capita in 1982
vs. 51,422 in 1983, reflecting an average per capita
increase of 12 percent. Fifty-seven percent of the companies
experienced an increase of between 10 and ”O percent.
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Companies that reported per capita cost increases of more

titan 15 percent do not necessarily differ from those which
have experienced smaller increases.

All (he companies sampled are major employers in
various types of industry including heavy manufacturing,
pharmaceuticals, insurance, automobile, energy, hotelj,
financial services, computers and retail operations. These
companies employ a variety of cost management strategies
that include efforts to moderate mental health costl. It is
clear from analysis of the survey data that the escalating
coses of health care are not typical of just one or a few
industries.

Wide Spectrum of Modifications

Companies selected for this survey have adopted an
interesting range of changes in mental health coverage
that reflects their efforts to cope with use of services.
Some of the changes represent nothing more than an effort
to stay even with cost of living and inflation factors. For
example, 19 percent of the companies, including Boeing
and Warner Lambert, increased either their annual or
lifetime dollar maximum for mental health benefits. Eight
percent of the corporations cut their lifetime maximum,
however, on the premise that their responsibility of pro-
viding for care of an employee or dependent who may
be chronically ill should only go so far. Twenty-one
percent of the companies have increased employee cost
sharing, requiring greater deductibles or coinsurance. But
6 percent of those surveyed reduced the cost sharing
burden on employees and, more importantly, 22 percent
of the companies enhanced their reimbursement for out-
patient mental health services.

Some of the more innovative changes reported included
the expansion of mental health benefits by 3 percent of
the companies to cover day treatment hospitals, the offering
of EAP services to employees who enrolled in a health
maintenance organization (HMO), the extension of coverage
by 3 percent of the companies for outpatient alcohol and
drug programs (like Proctor & Gamble and ALCOA),
and the use of flexible benefit programs to isolate employees
requiring more extensive mental health coverage.

Three percent of the compani' i resorted to a defined
compensation policy for outpatient care, setting an annual
dollar limit with no restriction on the charge per visit or
selection of provider. Five percent of the employers limited
the number of visits per year on an outpatient basis and
5 percent required preadmission certification before in-
patient psychiatric admission. Sixteen percent limited the
number of inpatient days covered. For example. 3 percent
of the employers set an inpatient limit of 120 days, 8
percent had a 60-day limit. 2 percent, a 45-day limit and
3 percent, a 30-day limit. One company. Chevron, altered
both the number of outpatient visits and the rate of
coinsurance at the same time. Now this company’s em-
ployees will receive an 80 percent copayment (up fr'in
5u percenti. but the limit on outpatient mental hcjltii c.re
visits annually has been reduceJ from 40 to 20.

Employers and other purchasers of health care are
exploring the use of alternative health care providers who

(KTOUIR 195t

may provide care more cost-elfcctivcl). This is especially
true in mental health because of the diversity and sheer
numbers of alternative providers. Corporations have begun
to directly reimburse a variety of mental health profes-
sionals. The majority of employers sampled have always
reimbursed psychiatrists and psychologists. Currently. 92
percent of employers reimburse for psychologists. In ad-
dition, 41 percent reimburse for social workers. Fur-
thermore, corporations have almost doubled (to 34 percent)
their use of psychiatric nurses since surveyed by WBGH
in 1982.

Corporations employ psychologists more often than
psychiatrists, although the tasks these providers perform
are comparable regardless of their training. Twenty percent
of the companies surveyed have full-time psychologists
and 10 percent employ psychologists as part-time
consultants.

"Many companies have begun to
restructure benefit plans to

incorporate alternatives to inpatient
psychiatric coverage. Despite this

trend, there is little available data
substantiate associated costsavin
Twenty percent of the survey

to
gs.

respondents. . .said they have begun
reimbursing for day treatment centers

and 14 percent are reimbursing for

night [hospitalization]

The WBGH survey also examined whether companies
use specific individuals as “gatekeepers" to steer employees
into appropriate mental health treatment settings. Twenty-
seven percent of the respondents reported having a staff
person responsible for identifying individuals in need of
mental health treatment, 39 percent had someone referring
patients to other providers. 25 percent had an employee
monitoring ongoing treatment, and 27 percent had an
individual overseeing psychiatric long-term disability cases.
In most cases, these various tasks are being perfo’med
by the same individual. Triage duties were shared by the
following: nurse, medical or counseling department staff
member, physician, psychiatrist. EAP coo:dinator. p ant
personnel director, benefit manager, administrator or psy-
chologist. In two cases, these functioro were filled by a
manager of disability services and a long-term disability
coordinator.

Many companies have begun to restructure benefit
pi ms to incorporate alternatives to inpatient psychiaftc
coverage. Despite this trend, there is littie available data
to substantiate associated cost savings. Twenty percent of
the survey respondents, such as Aetnj. -aid they have
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begun ictiiitnirting; I'm J»\ licaniicoi centers and 14 percent
arc reimbursing for nichi hospitals which allow patients
to work Jurinp regular employment hours A few companies
hj'c jNo added eMcnded care f.i.ilitics to their plans.

I . V.. , eered

Coverage for inpatient psychiatric carc remains, how-
ever. the most generous mental health benefit offered by
employers. There has been some benefit redesign in this
area, with 33 percent of companies reporting that »hey
have set a lifetime maximum on dollar outlays for psy-
chiatric inpatient carc. Of these companies. 29 percent
have set the level at S20.000 to $25,000. Otherwise, no
real trend m redesign of inpatient psychiatric coverage
has become apparent. No company yet has introduced a
maximum dollar limit per episode of care, and only 8
percent of the surveyed corporations imposes a maximum
daily reimbursement for inpatient care. None of the com-
panies with a daily cap has established dollar limits.
Instead, the employers stipulate reasonable and customary
or semiprivate room restrictions. One employer, The Con-
tinental Group, Inc., did introduce a limit for inpatient
days in excess of 60. committing to a reimbursement rate
of SI00 per day or 50 percent of the hospital charge,
whichever is less.

Seventy percent of the companies have stop-loss cov-
erage built into their plans. More than two-thirds of
employers with a stop-loss provision have a specific in-
patient psychiatric clause. The average recorded inpatient
psychiatric stop-loss was $1,590. But limits ranged from
$500 to $5,000.

bbgag B P n

"A number of medium and large sized

companies have developed EAPs.
The impetus for this movement has
been employer recognition of the
costs, absenteeism and loss of
productivity associated with
emotional problems, alcoholism,
drug abuse and mental illness____

Some employers are finding EAPs to

be a viable, cost-effective option."

Employers also relied on coinsurance as a cost man-
agement strategy to control inpatient psychiatric benefits
use. Fifty-five percent of the employers had an 80-20
cost sharing provision; one-fourth still had first dollar
coverage.

Outpatient coverage, as noted earlier, remains an area
of concern for employers. Respondents to the WBGH
survey have implemented some conventional limitations
to protect against induced demand. Although research has
yet to indicate the most appropriate benefit design for
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checking unnecessary outpatient use. the thicv most com-
monly employed strategics have been: placing a maximum
limit on annual payment per employee for outpatient
services; restricting the number of reimbursable outpatient
Gms per year; and imposing a dollar limit on reimburxe-
nuiu per visit Fifty-six percent of the companies surveyed
limit yearly reimbursement for outpatient mental health
services to between $1,500 and $2,000 per employee,
with the average limit being $1,723.

Eight percent of the companies rely on a separate
deductible for mental health services, but the bulk of the
respondents choose to offer coinsurance restraints. Thirty-
two percent of the employers pay less than 50 percent
coinsurance, another 51 percent pay exactly half of the
copayment, and 6 percent pay more than half of the
provider's charge. The remaining 11 percent have adopted
a graduated cost sharing strategy in which employee coin-
surance requirements increase with the number of outpatient
visits. For example, at Ford Motor Company the employee
pays 20 percent of the cost of the first five visits, on up
to 100 percent for more than 15 visits per year. One
company even has adopted a graduated copayment level
based on the diagnosis, an intervention many other com-
panies may view as too controversial to attempt, because
it inteijects benefits managers into medical practice de-
cisions. Only 21 percent of the employers have limited
the number of annual outpatient visits. Of this group,
five percent have set restrictions of 100 and 140 days
per year. 5 percent have constrained use to an average
of 23 days, and 11 percent selected either 50 or 52 days
as the maximum reimbursable limit.

Utilization Review Limited

Many of the companies surveyed have adopted uti-
lization review programs for general medical care, but
the provision of separate mental health care review is less
common. Thirty-seven percent of employers polled said
they cany out concurrent inpatient psychiatric review.
The firEt program of this kind among respondents was
established in 1982. Only 11 percent of the corporations,
including Armco, Goodyear and IBM, perform concurrent
review of outpatient mental health carc utilization. The
same number of employers, among them LTV and Digital,
reported implementing preadmission review as a gate-
keeping function for potential inpatient psychiatric episodes.

One example from the survey demonstrates how the
business community has collaborated with providers to
make needed mental health care available while maintaining
control over cosily, inappropriate use of resources. The
St. Louis Area Business Health Coalition has joined with
a local, federally sponsored peer review group and the
Eastern Missouri Psychiatric Society to create a concurrent
inpatient psychiatric review program which begins this
month. The program took 16 months to develop and relies
on certain established criteria in determining appropriateness
of care.

Reviews of care will be charted and the aggregate
data analyzed. The program will charge $2.50 per ad-
mission. A conservative estimate by the business coalition
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is thal the program will reduce inpatient psychiatric care
by 5.38 days per stay which could result in a S1.614
savings per admission. Despite the importance of this
effort, the lime spent developing this program underscores
the fact that sucft proposals cannot be drawn up and
implemented overnight.

Variations in EAPs
A number of medium and large sized companies have
developed EAPs. The impetus for this movement has been

reviewed. Psychologists make this judgment in over one-
fifth of the EAPj (22 percent). Licensed certified social
workers do the initial screening in almost a third (29
percent) of EAPs, while counselors screen EAP clients
in 18 percent of the programs. In the remaining companies,
the designation is made by some member of the medical
department, a registered nurse, or the EAP manager.

treneigw— hampumn.i.l mimhuwih— ]

k

9

"Employers...[also] pay for mental
health problems through.. .psychiatric
disabilities For 30 percent of the

employer recognition of the costs, absenteeism and loss
of productiviry associated with emotional problems, al-
coholism, drug abuse and mental illness. More recently,

corporations have realized that long-term psychotherapy
is not the only option for employees with mental health
problems. Some employers are finding EAPs to be a
viable, cost-effective option.

Seventy-three percent of the companies surveyed by
WBGH have EAPs, most of which were developed in
the last eight years. The majority of EAPs employ a
combination of health care professionals, and other types
of staff. There were no significant patterns to these com-
binations. The following table gives a breakdown of the
different professionals and paraprofessionals used in the
EAPs of the survey respondents.

Ptrcent of EAPs in
which professional/
paraprofessional is

Type of profeisiotul/paraprofessioiul represented.
Counselors 21%
Volunteers 2
Licensed Clinical Social Workers 26
Nurse 14
Master of Counseling 5
Psychologist 14
Pyschiatrist 7
Master of Soda! Work 4
Physician (other than Psychiatrist) 4
Lawyer 2
Management Representative 5
Others 20

Over the past several years, EAPs have broadened
their focus beyond their initial emphasis on alcohol and
drug abuse. A number of EAPs have ii.corporated assistance
in coping skills, family counseling and financial planning.
Of the EAPs surveyed, 68 percent have comprehensive
missions, while 30 percent are oriented solely around
alcohol and drug abuse intervention and treatment.

The majority (67 percent) of employers house EAPs
in their corporate medical departments, 24 percent pet
EAPs under their personnel departments, and the remaining
9 percent of employers have established independent EAPs
or put that responsibility under the health and safety
divisions.

Companies have dealt differently with the issue of
who on an EAP's staff should initially identify employees
to determine appropriateness of care. WBGH's analysis
shows that psychiatrists are rarely involved in making this
determination: they do so in on!*- 4 percent of the EAPs
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companies surveyed, psychiatric

disabilities comprised more than 11

percent of their caseload. These
employees frequently have severe

mental health problems which make it

difficult for them to work full-time.”

In establishing EAPs, employers make an investment
in their work force and assume new responsibility for
their employees’ mental health. But critical policy questions
have to be resolved prior to implementation: Which em-
ployees should be eligible? What types of problems should
be considered? Should EAP resources be limited to em-
ployees? Should they be broadened to include employees,
dependents and retirees? Fifty-two percent of the companies
surveyed offer their EAP services to their employees,
dependents and retirees; 32 percent of the companies
exclude retirees from EAPs, but make their programs
available to employees and dependents; and 16 percent
of employers make their EAP programs available only to
employees. Whete an EAP is restricted to employees, the
company clearly views its responsibility as limited to cases
where job performance is affected by mental health
problems.

Of the total number of persons seen by EAPs, the
majority (58 percent) were seen for screening and referral
only, while the remainder actually were treated by EAP
staff. The overwhelming majority (over 90 percent) of
cases were self-referred, while the remainder were referred
by supervisors or management, union representatives, fel-
low employees, or the medical department. Once an em-
ployee visited an EAP he or she most often was referred
to in-house staff. Alcohol treatment centers and drug abuse
programs were the other common referral sites.

Forty-one percent of the companies surveyed have a
stress management program. Sixty-five percent of these
employers house their stress management program within
the EAP and the remaining 35 percent have pm -
management under the corporate medical department, hca...”
and safety division, or employee services. Sixty-rwo percent
of respondents stated their EAPs also work with disabled
employees.
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Employers not only pay for mental health problems
through inereu'CJ ubu-nlccism anj he.ilth care costs, hut
jim< truough psychiatric disiht! reouire provision
of short- and long-term disability a .. i.ke's compensation
benefits. The added financial burden of these income
maintenance payments can be enormous.

The following chan shows the percentage of long-
term disability (LTD) claims due to psychiatric conditions
among survey respondents.

LTD Cases

(Percent with Psychiatric Causes)

For 30 percent of the companies surveyed, psychiatric
disabilities comprised more than 11 percent of their case-
load. These employees frequently have severe mental
health problems which make it difficult for them to work
full-time.

One-third of the survey respondents said they have
a program to bring psychologically disabled workers back
to work. Often times, these programs are also open to
physically disabled workers. The most common employer
sponsored retum-to-work program is an incentive arrange-
ment whereby the disabled individual can work part-time
and continue to receive disability benefits while he or she
readjusts to employment. During this trial work period,
the disabled employee does not run the risk of losing his
or her disability benefits and Medicare coverage until he
or she is fairly certain about being able to remain on the
job. In most instances, individuals are selected on a case-
by-case basis for such a program.

In addition, two companies surveyed have identified
an individual who is solely responsible for disability ben-
efits. One company, Owens-Illinois, employs a “long-
term disability coordinator,” while Xerox has a physician
"disability manager.”

Independent medical examiners frequently are called
upon to assess the status of disabled workers. Internal
rehabilitation committees comprised cf representatives from
company benefits and corporate medical departments also
have merged as oversight groups that deliberate on the
potential for rehabilitation of specific employees.

niNr al

As corporations become more aware of the high cost
of disability. cost management techniques will he ad\unccd
thal echo the efforts employed by business over the last
decade to red ice overall health care costs.

Shape of Changes to Conte

The benefit changes recorded by participants in this
survey give some indication of what revisions can be
expected from employers who have yet to act. A number
of these companies, however, are waiting until there are
more data available on the impact of changes in mental
health coverage. The most common alteration planned for
1985 will deal with outpatient care: 8 percent of the
companies surveyed intend to enhance incentives for out-
patient use by decreasing employee coinsurance levels
from the usual 50 percent to 20 percent.

Concerns about excessive use of mental health benefits
have motivated 4 percent of the companies to reduce the
lifetime maximum, and another 4 percent to propose a
limitation on the number of outpatient visits. Goodyear,
Deere and Company, and Bethlehem Steel are examples
of comp>. -;:c surveyed that are working on development
of a preferred provider organization, HMO or other type
of prepaid, risk sharing program with mental health
providers.

Such interest indicates corporate leaders are scrutinizing
closely mental health costs. Many employers now realize
that they are paying dearly for expenses associated with
mental illness, and yet they have little understanding of
what they have been purchasing. The recent employer
movement towards collet'ng. analyzing and monitoring
data has made this more apparent. In addition, corporations
are recognizing that mental health services can be provided
through a wide range of alternatives and are beginning
to reflect these options in the design of employee benefits.

The WBGH mental health survey reveals several
trends in mental health care coverage including:

 That corporations are becoming extremely concerned
about high health care costs, absenteeism, disability costs,
and lost productivity associated with mental health;

e That benefit managers are grappling with how to
redesign reimbursement for mental health coverage to
reflect new options in service delivery and alternative
providers;

» That employers also have recognized utilization
review is an imperative component of benefit design;

e That employers are continuing to broaden their
EAPs to include more areas such as counseling for disabled
employees and that EAPs will become more diffused as
the movement gains momentum;

e That as companies invest more in their employees
as human resources, they will continue to develop new
mental wellness programs.

In short, corporate awareness of mental health costs
is likely to culminate in the restructuring of reimbursement
and the delivery of mental health services. B
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Changes In Health Care Costs
and Utilization Associated
With Mental Health Treatment

Harold D. Holder, Ph.D.
James O. Blose, M.P.P.

Health insurance claims offam-
ilies covered by Aetna's Federal
Employees Health Benefit Pro-
gram from 1980 through 1983
were analyzed to determine if
any changes in total health care
utilization and costs were associ-
ated with the iirtiation of men-
tal health treatment. A total of
26,913 families in which at least
one member received mental
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health treatment were compared
with a randomly selectedgroup of
16,468 families in which no
member had received mental
health treatment. Total health
care costsfor those receiving men-
tal health treatment were signifi-
cantly higher than costs for the
comparison group. However,
those costs dropped significantly
after initiation of mental health
treatment and continued to de-
cline over the study period. The
biggest declines occurred among
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persons age 43 and older, afind-
ing that may have important pol-
icy considerations.

While mental health care could be
seen as adding to the overall cost
of general health care, there is
growing evidence that mental
health care actually results in lower
total heath care utilization and
costs for treated persons. This can
be the result even when the cost of
mental health care itself is includ-
ed. Follette and Cummings (1), in
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one of (he first major American
studies of this question, found that
the use of nonpsychiatric medical
services dropped following the ini-
tiation of psychotherapy. Jones
and Vischi (2) reviewed 13 studies
and found that 12 showed reduc-
tions in medical care utilization
ranging from 5 to 85 percent fol-
lowing mental health intervention.

Mumford, Schlesingcr, and
Glass (3), in a meta-analysis of 15
controlled cost-offset studies pub-
lished before 1978, estimated the
cost-reduction effect for mental
hea'th treatment at between 0 and
14 percent.

Mumford, Schlesinger, and
Glass (4), following a review of
research on the impact of psycho-
logical intervention on recovery
from surgery and heart attacks,
found that on the average psycho-
logical intervention reduced hospi-
talization by approximately two
days below the control group's av-
erage of 9 92 days.

Another study by Mumford and
associates (5), which utilized a
meta-analysis of published cost-
offset research, found that the
range in outcomes varied from a
72.4 percent increase in the use of
medical services following psycho-
therapy to a 181.6 percent de-
crease. The study found that the
offset effect is likely to be greater
for inpatient medical care utiliza-
tion than for outpatient utilization.
It also found that older people had
greater offset effects following
mental health treatment than did
younger people.

Dr. Holder is director of the
Prevention Kesearch Center in
Berkeley, California, and lectur-
er in the School of Public
Health at the University of Cali-
fornia. Mr. Blose is a senior ana-
lyst at the Human Ecology Insti-
tute in Chapel Hill, North Caro-
lina. Dr. Holder’s address is
2532 Durant Avenue, Berkeley,
California 94704. This research
was conducted under contract
no. ADM 281-83-0011 with the
National Institute of Mental
Health.
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The same research team has also
conducted d five-year longitudinal
analysis of medical care utilized by
persons enrolled with the Blue
Cross/Blue Shield Federal Em-
ployees Benefit Program from
1974 through 1978. They found
that persons with from seven to 20
mental health outpatient visits had
medical care changes that were
5309 lower than those of the com-
parison group, and those with
more than 21 vijits had charges
5284 lower than the comparison
group (6).

Two studies have been conduct-
ed involving patients from the Co-
lumbia Medical Plan. Kessler and
associates (7) found a 7.6 percent
reduction in medical visits for
adults in the year following the
beginning of the psychiatric epi-
sode compared with the year be-
fore, and a 9.3 percent reduction
for children. Hankin and associates
(8) found that the receipt of spe-
cialty mental health care was fol-
lowed by a short-term reduction in
nc ‘isychiatric utilization.

Emotional problems could be as-
sociated with either underutiliza-
tion or overutilization of medical
care (3). Underutilization as a re-
sult cf self-abuse or neglect can
contribute to excess morbidity and
untreated physical disability or dis-
ease. Thus higher medical care
costs could follow mental health
treatment as a consequence of an
improved emotional state and in-
creased self-awareness (9,10).

On the other hand, overutiliza-
tion prior to initiation of mental
health treatment could result in
substantially higher general medi-
cal care costs. The above studies
suggest that overutilization of
health care prior to initiation of
mental health treatment is mr ’
likely than underuiili2»v' *
average.

Research design

This paper describes the results of
a research project to further inves-
tigate the question of over- or un-
derutilization of health care and to
document the nature of changes in
health care costs and utilization
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following initiation of mcniaj
health care, The findings described
are from a study of federal employ-
ees and their family members en-
rolled with the Aetna Life and Ca-
sualty Company under the Federal
Employees Health Benefit Pro-
gram (FEHBP) during the calendar
years 1980 through 1983. To doc-
ument changes in total health care
utilization and costs, the study ana-
lyzed all health insurance claims
filed by covered individuals who
began mental health treatment.

During the years covered by this
study, Aetna FEHBP was the sec-
ond largest cf more than 100
health plans available to federal
employees. Two benefit options
were available under the plr.n: the
high-option plan, which set limits
of 520,000 annually for inpatient
mental health care and 51,000 an-
nually for outpatie, t mental health
care; and the low-option plan,
which had limits of 515,000 and
5750, respectiveiy.

Both options included coverage
for treatment services rendered by
a wide range of practitioners and
facilities, as long as overall care of
the patient was evaluated and con-
trolled by a physician. There were
no changes in mental health cover-
age during the study period.

In this study, persons receiving
mental health treatment were de-
fined as those who had received
medical treatment under a primary
diagnosis of mental illness. All
health care claims were reviewed
to locate all families with one O
more members who had filed at
least one claim for mental health
treatment and who were continu-
ously enrolled with Aetna during
.he study period. The number of
such families totaled 26,915, and
33,009 individuals in these fam-
ilies received mental health treat-
ment.

In addition, a random sample
from the total continuously en-
rolled population of families who
did not file claims for mental
health treatment was selected as a
comparison group. This random
sample was composed of 16,468
fanvlies and included 41,829 indi-

1071



viduals who were stratified by age
to match the age distribution of the
mental hedlth study group. Fam
ilies with any member receiving
treatment for alcoholism or drug
abuse were excluded from baoth
the comparison group ad the
mental health study group.

The ideal research design for
determining statistically significant
changes in total hedlth care pet-
terns would use experimental
treatment and no-treatment con
trol groups randomly assigned
from the sare population. Howev-
er, the identification of a dag
nosed but untreated group is iIm-
possible in alarge field study utiliz-
ing hedlth insurance dains & a
mears to identify the treatment
population.

An alternative is a quasi-experi-
mental design that utilizes a non
equivalent comparison group &
well as multiple pretests and post-
tests (11,12). A pre-post design
was used to compare pre-mental-
health-treatment averages over
various time periods with averages
after initiation of treatment.

Since the comparison group is a
nonequivalent one, it can be used
only for baseline comparisons with
the mental health treatment group.

In addition, alongitudinal analy-
sis thet pooled available data from
all individuals wes used to describe
longterm patterns. The pre-post
analysis permits reliable testing for
statistically significant changes in
cost and utilization. The longitudi-
rd analysis permits use of all the
avallable data to document long
term trends and tendencies.

Comparison of the groups

The mental health study group ad
the comparison group were quite
similar in average family age, fam
ily size, ad type of hedth insur-
ance plan option. The average fam
ily size for those with a least one
member receiving mental hedth
care wes 257 persons, compared
with 251 persons in families in the
random sanple. The average fam
ily age (es of January 1981) wss
188 years for the mental health
treatment group and 19 2 years for
the comparison group. The same
percentage of both groups (79 per-
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cent) were enrolled under high
option cover.

The monthly per-person costs
(in January 1980 dollars) for all
heglth care for families with a least
one member receiving mental
hedth treatment were $158.82,
conpared with $91.85 for the ran
dom sarmple. Most of this differ-
ence Wss the result of inpatient
treatment costs ($101.85 a nmonth
for the mental hedlth treatment
group versus $60.12 a nonth for
the random sanple). However,
MWYe were aso differences be-
tween the two groups in ambula:
tory care ad other costs over the
four-year study period

The families with at least one
member receiving mental health
treatment averaged .39 inpatient
days per person per month com
pared with .18 days for the random
sample. Mental hedlth treatment
costs amounted to $22 per nonth,
or 11 percent of the $159 average
monthly costs for al hedth care
for persors in the mental heelth
study group, thus indicating thet
these cost differences are not due
primarily to the cost of mental
hedlth treatment. All of these com
parisons were statistically signifi-
cat a p<.001. In pant of fact,
given the relatively large treatrment
group and conparison group sizes
utilized in this study, most differ-
ences Were statistically significant.

Mental health treatment
costs and utilization

During the 1980-83 period, those
in the continuously enrolled popu-
lation who filed mental health
treatment claims were largely fe-
mele (60.6 percent). The mean age
wss 45.3 years but varied widely.
More then 16 percent of the group
were under 21 years dd ad 23
percent were 65 ad over. Forty-
five percent of the group were
enrollees (federal employees or
annuitants), 33 percent were
spouses, ad 22 percent were de-
pendent children. Less then 1 per-
cent were other dependents.

The cost of mental health care
per person receiving care during
the study period wes 52,079 (Janu-
ary 1980 dollars), of which 63 i
percent wes pad by Aetna &
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health insurance benefits. Inpa-
tient care, though utilized Ly only
20 percent of the mental hedlth
patients, accounted for 60 percent
of mental health treatment costs.
The avwerage length of inpatient
mental health treatment wes 322
days. More than half of the inpa:
tient stays were 21 days or less,
ad amost a fourth were seven
days or less. The average cost per
admission wes $3,887 (January
1980 ddllars), ad the average
numbc. of admissions per person
utilizing inpatient care waes 157.
No data were available on whether
the inpatient stays were in special-
ty fac;'ities or general hospitals.

Ambulatory care wes used by
83 7 percent of those receiving
mental health treatment, and they
hed an estimated 22 mental health
ambulatory visits per person dur-
ing the study period. The number
of estimated visits is besed on
claims data from institutional pro-
viders only; whether a similar
number of visits were made to
private practitioners is unknoan
The primary providers of ambula
tory mental heslth care were physi-
cians, wWho accounted for 71 per-
cent of total visits (Aetna’s codes
did nat distinguish between types
of physicians); psychologists, who
accounted for 20 percent; and psy-
chiatric social workers, who ac
counted for slightly nore than 3
percent.

Pre-post patterns
of medical care
Total medical care costs and utili-
zation for individuals receiving
mental health treatment were ana:
lyzed using the first such treatrment
event as areference point. Individ-
uals began treatment during each
month of the study period, ad
there were varying amounts of data
available for analysis before ad
after initiation of treatment. For
example, persons begnning treat-
ment in early 1980 woud have
only afew months of pretreatment
data but more then three years of
posttreatment data. For those
whose initial treatment was in mick
1983 the opposite situation ap-
plied.

The primary research question
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was wh' tlV. r there was a reduction
in total >%iith care utilization and
cost following initiation of mental
health treatment. Thus the study
tested for statistically significant
changes in medical care costs and
utilization using three groups com-
posed of individuals having similar
pre- and posttreatment periods.
The first group contained persons
for whom 12 months of pretreat-
ment data and 12 months of post-
treatment data were available
(N =12,699). Analysis found a sta-
tistically significant decrease in to-
tal monthly health care costs per
person (t=6.44, df=25.396,
pC.001). The costs dropped from
S$263-28 before treatment to
$208.79 after initiation of treat-
ment (January 1980 dollars).

Longer and more meaningful pe-
riods of comparison were provided
by group 2, persons for whom a
full 24 months of pretreatment
data and 12 months of posttreat-
ment data were available
(N =5,213). In general, cost and
utilization levt's in group 2 in-
creased from the 13- to 24-month
pretreatment period to the 12
months preceding initial mental
health treatment; they then de-
clined during the first 12 months
after initiation of treatment. Total
health care costs per month per
person increased from $121 to
$278 and then fell to $202 after
initiation of treatment (F= 102.14,
df= 15,638, p<.001). This pattern
is primarily due to changes in inpa-
tient costs, which went from
$74.91 during the 13- to 24-month
pretreatment period to $201.33 af-
ter initiation of treatment. Inpa-
tient costs in the 12-month period
after initiation of mental health
treatment dropped to $127.70.
The differences were statistically
significant (F=82.02, df= 15,638,
p<.001). Ambulatory costs and
utilization remained essentially the
same during the first year after
initiation of treatment.

These results are confirmed in
the analysis of group 3, those with
at least 12 months pre- and 24
months posttreatment data. This
group provides clear evidence that
the decline in cost and utilization
continues in the second year fol-
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lowing the initiation of mental
health treatment. Total health care
costs per month per person fell
from $242 in the year before treat-
ment to $214 in the first year after
treatment began to $162 in the
following year. These differences
were statistically significant
<F=21.88, df= 17,642, p<.001).
As with group 2, this drop was

These results provide
considerable evidence
that total health care
costs and utilization
gradually increased
before mental health
treatment was initiated
and decreased afterward.

primarily the result of decreases in
inpatient days per month per per-
son from .63 to .52 to .39 days
(F= 19.02, df= 17.642, p<.001)
and inpatient costs per month per
person from $167 to $133 and
5106 (F= 13-95, df= 17,642,
p<.001). Ambulatory care costs
actually increased in the year fol-
lowing initiation of treatment
(from $59.15 in the year be.'ore to
$64.15 in the year after) due to the
u:e of ambulatory mental health
services, but they fell below the
pretreamunt level in the second
posttreatmenc year ($42.29).
These differences were also statis-
tically significant (F=60.59,
df= 17,642, p<.001).

These results provide consider-
able evidence that the total health
care cost and utilization for treated
persons gradually increased prior
to the initiation of mental health
treatment and then decreased af-
terward. This is true even when all
mental health treatment costs and
utilization are included in the anal-
ysis. Ambulatory care often did
not follow this pattern, likely due
to extensive use of ambulatory
mental health care during the peri-
od after initiation of treatment.

The health care patterns of the
family members of persons receiv-
ing mental health treatment were
October 1987
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also analyzed. Total monthly
health care costs for the family
members of mental health patients
showed a downward trend, begin-
ning before the point of initiation
of mental health treatment of the
family member or members. For
example, untreated individuals
with data for at least 24 months
before and after initiation of treat-
ment for a member of their family
(N =3,074 families) had total
health care costs per month per
person of $101.71 in the 13- to 24-
month pretreatment period,
$93.13 in the 12-month prctreat-
ment period, and $74.03 in the 12-
month period after initiation of
treatment (F=5.05, df=9,221,
p<.01).

While in general the health care
patterns of the family members of
mental health patients follows that
of the treated group, that is, costs
are higher before treatment and
lower after initiation of treatment,
the peak in costs occurred in the
second year prior to treatment and
declined after that point. This
could suggest that family members
anticipated the start of mental
health treatment, or that they put
more personal energy into support
and less into utilization of health
care as the family member with
mental health problems became in-
creasingly disabled just prior to
treatment. It is also possible that
the increasing disability of the fam-
ily member with emotional prob-
lems in some ways deterred other
members from utilizing health
care.

Longitudinal analysis of
total health care costs

The pre-post analysis confirms that
statistically significant changes in
health care patterns are associated
with the initiation of mental health
treatment. However, the patterns
of average monthly total health
care costs can also be examined
longitudinally by pooling the data
for all mental health patients (more
than 33,000). This yields a distri-
bution of average cost per individ-
ual over a six-year period—36
months before and 36 months af-
ter the initiation of mental health
treatment. The pretreatment val-
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ucs were S108 (31 to 36 months),
5128(23 to 30 months), 5124 (19
to 24 months), 5126 (13 to 18
months), 5147 (seven to 12
months), and 5493 (one to six
months). Posttreatment initiation
values were U239 (one to six
months), 5183 (seven to 12
months), 5167 (13 to 18 months),
5158 (19 to 24 months), 5144 (25
to 30 months), and 5137 (31 to 36
months).

These data illustrate the gradual
rise in total health care costs over
the 36-month period before the
start of mental health care and a
sharp climb in such costs in the six-
month period immediately prior to
treatment. After treatment began,
total costs dropped continuously
ever the following 36 months.

The longitudinal patterns of age
and gender subgroups were similar
to that of the overall study popula-
tion. However, important differ-
ences between subgroups did ex-
ist. One way of examining these
differences is to evaluate the ex-
tent to which the health care costs
of persons receiving mental health
treatment converge with the cost
levels of individuals of similar age
or sex from the random sample of
families in which no members re-
ceived mental health treatment.

For each six-month interval de-
fined above, monthly total health
care costs of treated individuals
were transformed into a propor-
tion of the average monthly per-
perso.i health care costs of the
corresponding age or sex cohort
from the random sample. The age
and sex cohort provides a baseline
for the expected level of cost on
the average. For each month of the
study period, average total health
care costs for the mental health
patients (defined by age group or
gender) were divided by the
monthly average for the corre-
sponding age or sex cohort to de-
velop an index or ratio. Thus a
value of 1 indicates that the
monthly average for any interval
was equal to the monthly four-year
average of the baseline group. A
value less than 1 means the mental
health treatment group experi-
enced costs less than the baseline,
and a value greater than 1 indicat-
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ed costs higher tlrn baseline.

All of the three youngest treat-
ment subgroups (under 14, 14 to
19, and 20 to 24) incurred initial
costs (in the 31- to 36-month pre-
treatment period) that were higher
than their age cohorts, with values
of 1.47, 1.19, and 1.61, respective-
ly. By the end of the follow-up
period (31 to 36 months after initi-
ation of treatment), health care
costs for all groups remained con-
siderably higher than for their age
cohorts (2.49 for those under age
14, 3.17 for ages 14 through 19,
and 2.44 for ages 20 through 24).
The 14 to 19 age group had the
highest costs relative to their non-
treatment age cohort at the time of
initiation of treatment. Their costs
peaked at a level 23 times higher
than their general age cohort.

Compared with their younger
counterparts, mental health pa-
tients in the three older subgroups
(25 to 44, 45 to 64, and 65 and
older) incurred costs that con-
verged more closely with those of
their age cohort by the final post-
treatment interval (31 to 36
months). This is illustrated by the
values of 2.12 for those between
age 2, and 44, 1.73 for those
between age 45 and 64, and 1.37
for those age 65 and older.

Cost ratios for males and fe-
males were also analyzed. Females
in the treatment group initially (31
to 36 months prior to treatment)
had total health care costs per
month that were significantly high-
er than costs for females in the
random sample (a proportional val-
ue of i.77). Males receiving men-
tal health treatment, however, had
costs comparable to males from
the random sample baseline at this
point (1.01). By the final posttreat-
mcnt period, males were closer to
the levels of the random sample
(1.66) than were females (1.99),
although the costs for treated fe-
males were closer to their actual
pretreatment costs.

Conclusions

The results of this study provide
confirmation of the findings of
previous studies as well as provide
new findings, previously unreport-
ed, concerning the question of the
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potential for mental health treat-
ment to reduce other health care
costs.

In this study, the total health
care utilization and costs of Aetna
FEHBP-enrolled families receiv-
ing mental health treatment were
holier than those of a demographi-
cally similar comparison group of
enrolled families not receiving
mental health treatment.

The longitudinal pattern of total
health care costs illustrates that a
marked increase in such costs
among individuals with mental
health problems can be expected
over the 36-month period prior to
initiation of treatment. A decrease
in total health care costs can be
expected following the start of
mental health treatment—even
when the costs of this treatment
are included. This is in contrast to
Borus and associates’ finding (13)
that offset savings in general ambu-
latory medical care were overshad-
owed by charges for the specialty
mental health care itself.

Our analysis of specific age sub-
groups indicates that subpopula-
tions are differentially contributing
most to the overall drop in total
health care utilization. The best
convergence with the baseline lev-
el of their general age group co-
horts occurred for patients who
were age 65 and older, followed by
those in the 45 to 64 age group.
Tne two youngest groups, ages 14
to 19 and under age 14, had the
least convergence with their gener-
al age group cohorts. It is possible
that these differential cost patterns
are due in part to age-related varia-
tions in specific diagnoses or in
severity of mental illness. This is-
sue could not be addressed with
the data available for this study but
merits further investigation.

It is not possible to estimate
exactly how much of the decline in
health care utilization after initia-
tion of treatment is due to treat-
ment per se versus other factors
such as self-selection and motiva-
tion, regression toward the mean,
and so forth. The relatively long
periods before and after initiation
of treatment used in our analyzes,
however, provide a valuable per-
spective for evaluating this issue.

Hospital and Community Psychiatry



Some previous studies thet have
utilized relatively short pretreat-
ment periods (usually 12 nmonths)
have been open to the criticism
thet the reductions in health care
costs immediately folloning treat-
ment initiation mght ke explained
by “regression to the mean’ (35).
Following an extraordinary level
of stress and discomfort (one
expression of which is increased
health care utilization), a sulbse-
quent droo in hedth care utiliza-
tion could be expected (at least
temporarily) simply because of the
termination of the crisis a hand
Some of the observed decreases
in costs and utilization in this study
are likely related to this natural
adjustment. However, we found
thet the health care costs of treated
individuals continued to drop in
relation to their prior costs as well
& in relation to the costs of un
treated persons of similar 3ge ad
sex for up to three years after
initiation of treatment. \We believe
it is rather unlikely thet this de-
cline is totally explained by anend
ing of a persond crisis (ad the
resulting statistical regression).
This study, like the others cited
earlier, supports a conclusion thet
the initiation of mental health
treatment by self-motivated pa
tients can yield positive reductions
in hedlth care utilization and costs
for alarge insured population even
r hen there is no direct control
over the variety ad quality of
care. Such afinding hes i
policy implications for prepaid
medical groups as Well as insurance

companies.

No study of the health care costs
and utilization of treated persons
based on a single enrolled hedlth
insurance population is readily
generalizable beyond thet popula
tion. Given the heterogeneity of
enrolled populations, the variety
of hedth insurance benefit plars
across the country, ad the mix of
available general hedth care ad
mental hedlth treatment services,
no single study is likely to be ne
tionally representative.

This study is nat a subject to
biases due to regiona variations in
general hedth or mental hedth
care & is much other research,

Hospital and Community Psychiatry

since the population of persors
filing mental health treatment
claims with Aetna is anationd one,
draning on all S0 states. However,
it is not necessarily geographically
representative of either the U.S.
population or the population of
federal employees, since mary fac-
tors influence the choice of hedth
plars by government workers.

Roughly 60 percent ' Aetra
claimants rcceivng me' i hedth
treatment are agg 45 J dlder.
The study finding thet older age
groups have greater opportunity
for cost reductions then younger
groups is an important policy con
sideration. Older people ted to
e nmore medical care senvices
then those in younger age grougs,
specifically more expensive hospi-
td cae As the Aetnaenrolled
population is older than many en
rolled populatiors, studies of ano
ticeably younger enrolled popula
tion mey find smaller treatrrent
effects.

This study mekes an inportant
contriburon to an ever-enlarging
research bese concerming the pat-
terns of health care before ad
after mental health treatment. The
study documents the potential of
reductions in total health care costs
following initiation of mental
heglth treatment. The longitudinal
pooled data show thet total health
care costs a tre end of e 36
nmonth period following initiation
of treatment are higher then the
costs a the equivalent point 36
nmonths before treatment. Howev-
er, given the six-year soan repre-
sented and the general tendency of
hedlth care oosts to increase & a
population ages, this result is not
surprising.

Since the cost trend followi
treatent initiation is downwar
it may not be unrealistic to expect
even lower total health care costs
over a longer followup period
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care, the report said, adding:

"With women accounting for two-thirds
of the expected labor force growth, a more
concerted effort by industry and the public
sector is needed to assure quality child
care.

"Child care is important for worker
morale and productivity. It is also essential
for the employment of welfare recipients.
Child care facilities can provide a
stimulating environment for younger chil-
dren. This can be particularly beneficial for
children from more disadvantaged sur-
roundings."”

Mr. Ong. who also is chairman and CEO
of B. F. Goodrich Company, said the study
was designed onlv to suggest what prob-
lems would arise in the next 15 years, "not
to spell out our silver bullets to lake care of
the problems."

However, in a section on guidance for

action toward the future challenge in labor
market policy, the report did call for a na-
tional policy on child care - (; identify the
most appropriate responsibilities for the
different levels of government.”

No One Can Do All

It said that care of children during work
hours has become a national issue, impor-
tant to both men and women workers, with
increases in single headsof households and
two-wagc-earner families.

The Alliance report said:

"No one sector can assume full respon-
sibility and costs. Because many busi-
nesses already realize that worker atten-
dance and productivity can be affected,

hey are providing information on available
child care or assisting in expenses through
benefit packages."”

businesses also need increasingly to
consider flexible work schedules or greater
part-time opportunities to meet needs of
parents, stated the report.

"Since many needing child care, such as
single heads of families, have lower in-
comes, governments must also respond.
Options include tax incentives for business
investment and income-based voucher
programs for purents." O

Dropping Mental Health

Coverage Can Be Costly

The cost of mental health benefits is high
but the cost of not providing them may be
even higher, according to the Washington
Business Group on Health.

Speakers at the spring meeting of the
National Association of Private Psychiatric
Hospitals quoted the statistics on costs lo
employers of mental illnesses of employees
and noted that those treating mental illness
are responding to employer's cost concerns
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associated with mental health benefits.
Dr. Howard Hoffman, of the Psychiatric
Institute of Washington. D.C., referred to
the study by the Washington Business
Group on Health which reported that:

» Weirton Steel reports that 61% of its
absenteeism is due to psychiatric prob-
lems.

» Kennecott Copper Company's "In-
sight” counseling program reports a 53%
reduction in absenteeism and 55%
hospital/surgical/medical reduction.

» The California Psychological Health
Plan, a benefit plan added to some insur-
ance policies, reports that users have a
20%-24% reduction in hospital/surgical/
medical utilization.

» Blue Cross of Western Pennsylvania
reports that for 136 persons who used in-
sured outpatient psychiatric benefits,
medical costs dropped from $16.47 to $7.06
per month.

* Group Health Association reports that
users of mental health counseling benefits
reduced their nonpsychiatric physician
visits by 30.7% and lab/X-ray services by
29.8%.

* General Motors' alcoholism program
reports a 49% reduction in lost work hours
and a 29% reduction in disability costs.

« Bethlehem Steel has a 60% rehabilita-
tion rate in its alcoholism program.

« Kimberly Clark's employee assistance
program showed a 70% reduction in acci-
dents for the year after participation com-
pared with the year before.

Alternative Treatments

Speakers described psychiatric hospital
responses to health care cost containment
measures currently being taken by em-
ployers. insurers and other providers.
Hospitals arc developing alternative treat-
ments such as outpatient treatment, day
treatment and partiul hospitalization as
well as inpatient treatment. In addition,

'W r
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some hospitals wr/k with local business
health care coalitions and provide profes-
sional consultation, education programs
and EAP resource services.

Flexibility Is Key

Dr. Hoffman said hospitals are develop-
ing flexible and creative approaches to
meeting the needs and concerns of payors
and employers shopping for services
should be prudent buyers. When reviewing
mental health benefits packages, em-
ployers should keep four points in mind:

* Substance abuse is not a single entity
but encompasses many different problems
and diagnoses.

 Caps on services arc not all bad ifthere
is an outlier appeal method.

« Acreative exchange of benefits for less
intensive services provides for flexibility.

« Child and adolescent illness is different
from adult mental illness and needs differ-
ent services. O

Stress A ffects AIl Workers

The results of a recent nationwide sur-
vey shows that executives are not the only
group of employees who are adversely af-
fected by stress. The Panasonic Industrial
Company and the professional Secretaries
International (PSI) polled 1,000 members
and found that the stress faced by
secretaries can contribute to absenteeism,
diminished productivity, and any number
of health problems.

The survey evaluated the impact of en-
vironmental conditions, such as job func-
tions, work atmosphere, professional re-
lationships, executive work habits, and
office equipment.

Lack of communication is a major cause
of secretarial stress. Of the 70% who re-
ported too little communication with their
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P arity for M

Should (here be "parity"” or equality
in coverage for mental illness in health
insurance? Clear divisions have existed
on this issue for some time. To providers
and patient advocates, parity has sym-
bolic as well as practical significance. In
addition to enhancing patients' ability to
pay for carc and providers' ability to col-
lect revenue for carc, parity symbolizes
acceptance by the medical profession
and society at large of the legitimacy of
mental illness and the value of mental
health treatment. The American
Psychiatric Association, for example,
has drawn an analogy between
stigmatizing the mentally ill and what
they refer to as the "historical
discrimination against the mentally ill in
insurance plans.”

Policy makers and most researchers,
however, have rejected the call for parity
on the grounds that equal insurance
coverage would encourage excessive
utilization. The research evidence has
consistently shown, where health and
mental health arc compared, that the de-
mand response for mental health carc is
greater than for most other health care.
Principles of insurance design justify less
coverage for services for which the
"moral hazard” problem is more
severe.

Parity: The Retreating Goal

Virtually all private and public in-
surance plans place special limits on
coverage for mental health care. Less
than ten percent of individuals covered
by employment-related group health in-
surance have identical coverage for out-
patient mental and physical health care.
Medicare presently places strict limits
on outpatient care and has special inpa-
tient day limits in psychiatric facilities.
Medicaid programs vary state to state;
in many slates mental health care is not
a covered service or is subject to special
restrictions.

In the past decade, the disparity be-
tween coverage for physical and mental
illness has increased. Health cost infla-
tion has eroded the real value of
coverage denominated in dollars.
Medicare pays $250 in total for outpa-
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tient mental health benefits (with *0 per-
cent coinsurance). This can buy only
about one-quarter of the care it could
buy in 1965. Many states have man-
dated $500 or $1000 of insurance
coverage. In 1976, Massachusetts man-
dated coverage of S500, which could
purchase more than 14 visits to an ofTicc-
bascd psychiatrist. Today the coverage
is worth less than seven visits. Further-
more, cost-control efforts have led to
benefit reductions specific to mental
health in prominent health plans, in-
cluding the nationally available plans for
federal employees available from Blue
Cross and Aetna.

Time of Reconsideration

Although the trend may appear to be
moving away from parity in coverage,
other changes in health carc payment
systems are giving cause for serious
reconsideration of the perceived wisdom
on the parity issue. Effective alternatives
to patient cost sharing arc being im-
plemented and evaluated. As these in-
novative cost-control mechanisms
become more effective, the need to im-
pose cost sharing on patients to restrain
utilization is diminished, and the case
for using insurance primarily to protect
patients against the financial risk of ill-
ness is strengthened.

Opportunities for significant restruc-
turing of insurance coverage are greatest
in the area of hospital care, because of
recent changes in methods of reimburse-
ment. °owerful supply-side incentives to
limit utilization obviate the need for pa-
tient cost-sharing. In Medicare, all
psychiatric discharges arc paid by some
form of prospective payment, fully pro-
spectivcly in (he case of noncxempi
facilities on the basis of DRGs, and par-
tially (roughly half) prospectively for ex-
empt facilities paid under TEFRA. Ail
but a handful of states use some form of
prospective payment for psychiatric
discharges in Medicaid. Contracting by
private insurers is becoming the rule
rather than the exception. In this en-
vironment, special limits on psychiatric
discharges in these plans should be
reconsidered.
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Should Parity be the Goal?

Is it parity that should be sought? It is
interesting that the mental health com-
munity has generally opposed parity on
the reimbursement side in Medicare.
The argument that mental health care
should be treated like the rest of medical
care was not persuasive when the rest of
medical care was being paid prospec-
tivcly on the basis of DRGs.

Health maintenance organizations
(HMOs) arc an example of near-parity
for mental health. Although most
HMOs cxplicily limit mental health
visits to 20 per year, in fact, the real
limit on use is what the clinicians at the
plan decide the patient needs—very few
patients reach 20 visits, In this sense, the
limit on mental health care is the same
as it is for other areas of health carc. It is
not at all clear that this instance of full
parity is what we should want. When the
provider is paid prospectively, mental
health services seem to be one of the
areas of heaviest management pressure
to limit use.

In the case of payment system rules,

equality with other medica ire should
not be the goal perse. The r  should be
coverage that appropriate mccs ac-
cess to carc and cos' ..ust ask,

therefore, parity wit"

Health seivice researchers are likely
to continue to argue that on the basis of
distinct patterns of demand (and now
supply) behavior, the reimbursement
and financing system for mental health
carc should be different than for other
medical carc. Introduction of supply-
side cost control policies makes the case
for parity in payment systems stronger,
to be sure. But leaving aside the ques-
tion of parity, it is certainly true that
changes in reimbursement methods put
us in danger of cost overkill. It is time to
lighten up on the dtmand-side controls
on mental health carc—particularly for
hospital care—to provide more financial
protection for the catastrophic expenses
due to mental illness.

Thomas G. McGuire, Ph.D.
Projessor of Economics
Boston University
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EXECUTIVE SUMMARY

MANDATED HEALTH BENEFITS IN MARYLAND:
A RESEARCH REPORT ON RELEVANT PUBLIC POLICY ISSUES

ntroduction

The issue of the appropriateness and need for specific
mandated health insurance benefits is a critical one in Maryland.
It is likely that the Maryland legislature will be confronted
with mandated benefit issues this year. |t is the express desire
of the Maryland General Assembly that decisions as to whether to
expand, contract or change the structure of mandated benefits

be made on the basis of re||ab|e accurate information on cost
and benefit implications of spe0|f|c mandate decisions. To this

end, the House Economic Matters Committee has requesmd that Blue
Cross and Blue Shield of Maryland, and Blue Cross and Blue Shield
of the National Capital Area address a number of important
questions concerning mandated health insurance benefits. This
report is in response to those questions.

This report has been prepared by the Center for Health
Policy Studies under the direction of Zachary Dyckman, Ph.D., for
Blue Cross and Blue Shield of MaryMnd and Blue Cross and Blue
Shield of the National Capital Area. The mehodologms used to
respond to the issues raised by the Committee include analyses
based on existing published and %qpub ished research studies,

U

computer runs of Blue Cross and hield claims cost files,
Division of Insurance and
special mandated benefit
a

ns.

e
nformation obtained from the Maryla
other insurance industry sources and
survey of Blue Cross and Blue Shield pl
The report focuses on those benefits specifically mandated
to be included in health insurance p0||C|es Excluded from
consideration in this report are benefits which are mandated to

be offered to health insurance purchasers. Also excluded are
mandated benefits for ma ernity coverage (mandated for Mrger
groups by Federal statute), mandates for convemlon rights andg
recently mandat ed benef|ts for in-vitro fertilization (no claims

ost experience available).
Mandated Benefit Research lIssues
Selected issues are discussed briefly here

Issue: o What is the cost of health benefits mandated in
Maryland?

1984 claims expendl ure data (claims cost and administra-
tive expenses combined) for Maryland Blue Cross and Blue Shield
and Nalonﬂ Capital Area Blue Cross and Blue Shield (Maryland
contracts) were extracted from claims files and combined to
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develop data for all Blue Cross and Blue Shield members in
Maryland, excludrno Federal Employee Benefit Plan and Medicare
supplemen al enrollees. The mandated benefit cost data are
summarized below.

BLUE CROSS AND BLUE SHIELD MANDATED BENEFIT
COST IN MARYLAND, 1984

Amount Per Amount Per i Percent of
Member Contract Family Contract Total Benefit
Month Year Costs
Mandated Benefits
All Mandated Benefits $ 5.61 $ 222.16 11.5Z
Mental and Alcohol
Rehabilitation 4.25 168.30 8.7
Outpatient Mental 2.19 86.74 4.5
Total Benefit Cost $48.67 $1,927.33 100.0

*

Assumes statistically average family of 3.3 persons.

Issue: o which benefits mandated in Maryland are offered in
states in which these benefits are not mandated?

The Center for Health Policy Studies conducted a survey
other Blue Cross and Blue Shield Plans. The primary purpose of
the survey was to determine what benefits are commonly provrded
by Blue Cross and Blue Shield Plans for the benefits which are
not mandated in merrstam but which are mandated in Maryland.
Because the survey attempts to measure benefit levels which are
determined by purchaser preferences rather than by state
regulatory decisions, i.e., state mandates, Plans were surveyed
|

in states which have relat rvely few (or no) mandated health
insurance benefits,

Forty-two Blue Cross and/or Blue Shield Plans were
selected for the survey from 34 states which were known to have
few mandated benefit based upon prior studies. A total of 34
Plans in 29 states responded to the survey questronnarre for a
response rate of 81 percent. Most surveyed Plans routrnely

The cost of Maryland mandated benefits, excluding
maternity benefits and other selected mandat es identified in the
report, is 11.5 percent of total benefit cost. The aggregate
cost of mandated benefits for 1,317,000 Blue Cross and Blue
Shield members in Maryland is approxrma tely $89 million, out of
total benefit cost of $769 million.

0f
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BrOVIde inpatient mental health, alcoholism and drug abuse
enefits, with 30 days coverage the r.iost common level of
benefits., Similarly, most Plans routinely provide benefits for
hosp|ce care, prosthetic devices and home health care. These
benefit arecomfaab to Maryland mandated benefits for these
serV|ces Few Plans provide benefits for in-vitro fertilization

a recently mandated service in Maryland.

Most of the Plans
mental health benefits re
which is comparabm to th

which routinely prOV|de outpatient
quire 50 percent, patient coinsurance,
;

Maryland mandate. However, most Plans
had dollar limits on outpat|ent mental health benefits and/or
limits on number of visits per year covered in addition to
coinsurance requirements. The Maryland mandate pr ecludes use of
an annual [imit on dollar benefits or number of visits unless

: mp?rable annual limits are used for other major medical
enefit

Issue: o Are mandated benefits hastening the trend toward
self-insurance?

State mandated benefit laws requlate benefits provided
under health insurance programs. HMO programs and employer
self-insured health benefit programs are exempt from state
mandated benefit laws. In 1982 more than one-third of all
persons in the United St covered under health benefit .
ﬁrograms were covered under programs exempt from mandates. This

as increased to about 50 percent in 1985. It is estimated that
health benefit programs covering 35 to 50 percent of Maryland
residents are exempt from mandated benefits., Interviews with
employers and administrators of self-insured programs indicat

e
that the desire to avoid some or all Maryland mandated benefits
is one of several primary factors inducing employers to move to
self-insurance.

lssue: » What is the cost of health insurance in Maryland
relative to other states?

_ Data are not available which would allow meaningful health
insurance cost comparisons across states. Also, differences
among states in health insurance costs are related primarily to
factors other than mandated benefits. These include:

o historical utilization patterns

e historical provider prices

e existence of state rate requlatory programs

e competitiveness of the medi cI care market,
p055|b|y related to HMO market penetration

CENTER FOR HEALTH POLICY *TUOIES



e number of persons covered under union agreements
and specific benefits provided under these
agreements

e relative number of large (costly) teaching
hospitals in states

As a result of these considerations, health insurance cost
comparisons are not made across states.

It is useful, however, to compare provider supply across
states, for those providers primarily affected by mandated
benefits. Relative supply of mental health providers has been
found to be highly correlated with mental health utilization and
costs. Comparisons are made for practicing psychiatrists,

f
psychologists and registered clinical social workers. Maryland
ranks 4th, 3rd and 5th among all 50 s .

psychiatrists, psychologists and clinical social workers per
100,000 p0$ulat|on, respectively. Maryland has between 52
percent and 120 percent more mental health providers, adjusted

for population, than the United States as a whole.

Il 50 states, in number of
? ¢

- These data indicate Maryland has a relatively abundant and
possibly excess supply of mental health providers. The data also
suggest that mental health care utilization and costs are higher
in Maryland than in most other states.

Issue: o What are the

. estimated premium costs of selected
benefits recen
l
t

i
y considered but not mandated in
Imer's disease and increased bhenefit

st
tl
;
mental health from 50 to 80 percent?

h

Maryland - Al
for outpatien

Alzheimer's Disease

Alzheimer's disease is a type of dementia primarily

affecting the elderly which results in progressive loss of memory
and other cognitive functions. There is no known method to halt
or reverse the process. It is estimated that five percent of
those over age 65 have Alzheimer's disease or related conditions,

or approximately 20,000 persons in Maryland. Treatment often
requires a mix of medical care and long-term care services

Several important factors need to be evaluated, if
mandated benefits are to be considered for Alzheimer's disease.

o Alzheimer's is diagnosed by an analrﬁis of patient
uymptoms and through a process of elimination. It
can be diagnosed definitively only after death.

e There are other chronic mental and physical
debilitating conditions that re%U|re institutional
care or extensive home care. Should Alzheimer's

disease be singled out for mandated insurance
coverage?

CeNTtA FOP HCALYH POLICY tTUOIM



e Long-term custodial care is not covered under
private health insurance programs. There has been,
as of yet, no demonstration as to the feasibility
of providing benefits for long-term care under
private health insurance.

~ It is estimated that it would cost about $270 million to
provide for the long-term care needs of Alzheimer's patients,
assuming one-third require institutionalization and two-thirds
require varying degrees of home care. This figure includes funds
already being spent by Medicaid, self-pay and other sources for
long-term care for Alzheimer's patients.

0§
f

Increase in OQutpatient Mental Health Benefits from 50 to
80 Percent
- Outpatient mental health care, defined as mental health
services provided in a non-inEatient setting by psychiatrists,
psychologists, clinical social workers and others who may be
licensed to perform such services in Maryland, is by far the
largest expenditure category among all mandated benefits. It
accounts for 4.5 percent of total benefit cost in Maryland, or
gppr%xgmate!y $35 million of total Blue Cross and Blue Shield
enefit cost.

. A number of factors are considered in developing a cost
estimate for increased mandated benefits.

ity of
ween one

t
g increase
e
e

o Econometric studies indicate an elastic
demand for mental health services of be
and two; i.e., a more than proportionat
in utilization for a given decrease in
price due to an increase in insurance b

ffective
nefits.

e It is well established in the research literature
that claims cost and utilization experience un'\*r
managed care HMO settings are irrelevant for
projections of claims cost for mandated benefits in

a fee-for-service environment. An offset factor,
observed for selected types of patients in mana?ed
care settlnis, such as for patients recovering from
heart attacks, has no relevance roprojecting

claims cost in a primarily fee-for-service setting.

a
nt
fo
r

dant and possibly

« Maryland has a relatively abundant a
alth providers

excess supply of mental he

« Mental health and substance abuse treatment
providers of all types are actively marketing in
the electronic and print media. Utilization of
services will be greater where providers have
excess capacity than where supply-demand imbalances
do not exist,
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o Mental health claims cost can increase because: (1)
a greater proportion of'claims for services beinyg
used now will be covered under expanded benefits;
(2) existin% users will receive a greater quant|ty
of services Dbecause of expanded benefits, due
partly to provider induced demand;, and  (3)
expanded benefits combined with increased provider
marketing efforts will cause additional persons to
use mental health services. Each of these is
expected to occur as a result of an expansion of
benefits from 50 to 80 percent, with factors (2)
and (3? assuming greater importance after the
initial year,

. The following increases in claims cost are projected
within two years after implementation of a change In mandated
benefits from 50 to 80 percent:

claims will increase 60 percent from $2.19
,. 5|mp|y as a result of ?reat_er benefits
id for the same volume of claims.

bstantial increases in utilization will occur for
h existing and new wusers of mental health
efits. T ; prOJec ted combined effect is an
ase in visits by approximately 100 percent
in two years. As a result the $3.50 per member
\1V|||f||ncrease to $7.00, in addition to

ation

e For a typical f
annual premiums
are prOJec ted t
approximately t
percent.

sider
th

amil
f y

0 incre )
Wo years, an i

In ¢
stand

0nsi| ing these projections, it is important to
under that the proposed increase in mandated bhenefits for
outpa |ent menta I health care is fundamentally different from
previous mandated benefit It sub

for an already costly benef it, fo

be highly responsive to reduced ¢
serve as a major impetus to move

exempt from afll mandates.

d
£

stant |a||Y increases coverage
which utilization is known to
st osharing. It could also

f
U
r
0§
to self-insurance and thus be
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MANDATED HEALTH BENEFITS IN MARYLAND:
A RESEARCH REPORT ON RELEVANT PUBLIC POLICY ISSUES

INTRODUCTION

The issue of the appropriateness and need for specific
mandated health benefits (mandated benefits) is a critical one in
Maryland. It is likely that the Maryland legislature will be
confronted with mandated benefit issues this year. It is the
express desire of the Maryland General Assembly that decisions as
to whether to expand, contract or change the structure of
mandated benefits be made on the basis of reliable, accurate
information as to cost and benefit implications of specific
mandate decisions. To this end, the House Economic Matters
Committee of the Maryland General Assembly has requested that
B'lue Cross and Blue Shield of Maryland, Blue Cross and Blue
Shield of the National Capital Area and health insurance
companies operating in Maryland address a number of important
questions concerning mandated health insurance benefits. These
questions, restated and simplified somewhat from those expressed
verbally at the Committee meeting on May 7, 1985, are [listed in
Exhibit 1 on the following page.

This report has been prepared by the Center for Health
Policy Studies, under the direction of Zachary Dyckman, Ph.D.

for Blue Cross and Blue Shield of Maryland and Blue Cross and

CFNTCA FOH HEALTH KXJC/ STUOIE# -



EXHIBIT 1
MARYLAND MANDATED BENEFITS RESEARCH ISSUES

Are mandated benefits necessary? Are mandated benefits
desirable from a public policy perspective?

What is the cost of Maryland mandated bhenefits?

Are mandated benefits hastening the trend toward
self-insurance?

What @ the cost of health insurance in Maryland relative
to other states?

Which benefits mandated in Maryland are offered in states
in which these benefits are not mandated?

What would be the imfam on individual purchasers and on
individual members o ?roups of changing from mandated
benefits to mandated offerings?

isions made? What 1is

dec
determine which benefits

How are employer health benefit
the P{ocess used by companies to
0

to er?

What are the estimated benefit costs of selected benefits
recently considered but not mandated in Maryland _
Alzheimer's disease and increased benefit for outpatient
mental health from 50 to 80 percent?

How are decisions made concerning Blue Cross and Blue
Shield coverage of new services and for determining
whether a procedure is no longer "experimental™?

what is the imPact of mandated benefits on the
availability of health insurance in Maryland?

MCENTER ron HCALTH POOCY STUOIE*



Blue Shield of the National Capital Area. The commercial health
insurance companies, in cooperation with the Health Insurance
Association of America, have produced an independent report. The
Center is a health policy research firm that conducts studies
relating to health finance for the Health Care Financing
Administration (administers Medicare), other Federal and state
agencies, private health insurers and other purchasers of health
care services. Dr. Dyckman served as project director for a
recently completed study by the Center for the National Institute
of Mental Health on the impact of mandated mental health benefits

on the cost and utilization of health care services.

The methodologies used to prepare this report include
analyses based on existing published and unpublished research
studies, computer runs of Blue Cross and Blue Shield claims cost
files, information obtained from the Maryland Division of
Insurance and other insurance industry sources and a special
mandated benefit survey of Blue Cross and Blue Shield plans. The
specific research sources are identified in the discussion of

each of the research issues.
Specific Mandated Benefits Examined
This report considers a wide range of health services for

which benefits have been mandated in Maryland over the past

decade. It focuses on those benefits specifically mandated to be

CENTER FOR HEALTH POLICY STUDIES -



included in health insurance policies. Excluded from
consideration in this report are existing benefits which are
mandated to be offered to health insurance purchasers. Also
excluded are mandated benefits for maternity coverage (mandated
for larger groups by Federal statute)? mandates for conversion
rights; and the mandated benefit for in-vitro fertilization
services (legislation was enacted earlier this year and no actual
claims cost experience is available). The mandated benefits

considered in this report are listed bhelow.

STATUTE BENEFIT EFFECTIVE
Article 48A Nervous & Mental Before 1978
5354D & 470E Mandates at least 30 days of Amended 1981

inpatient care per calendar
year or benefit period under
all. group and direct-billing
contracts.

Mandates a rate of payment
for nervous and mental
disorders under major
medical of not less than 50Z
of the rate provided for
other types of illnesses.

Amended with the intent of
adding extraterritorial ap-
plications for these

benefits.
Article 48A Alcoholism Rehabilitation 1980
8490F Mandates that all group con- Amended 1981

tracts include benefits for
alcoholism rehabilitation
(7 days emergency care or
detoxification, 30 days in-
patient care (Type Cor D
facility) and 30 outpatient

CENTER FOR HEALTH POOCV STUDIES



STATUTE

Article 48A
5354L, 470K
and 4770

Article 48A
83540

Article 48A
8354E & 470G

Article 48A
8470J

BENEFIT

Alcoholism Rehabilitation
visits that can be limited
to not less than $1,000
during any calendar year).
Basic benefits may be
limited to 120 days and

EFFECTIVE

(Cont.)

visits combined in a covered

person's lifetime.

Social Worker

Mandates coverage for
services provided by a
licensed, certified social
worker. Applies to group
and direct-billing sub-

1978

scribers who reside or work

in Maryland.

Prosthetic Devices/Orthopedic 1978

Braces

Requires payment of benefits
under both group and direct-

billing contracts for
prosthetic devices and
orthopedic braces.

Blood Products
Prohibits the practice of

Before 1978

excluding payment for blood
products which would other-

wise be covered under the

group or non-group contract

(does not apply to whole
blood or concentrated red
blood cells).

Home Health Care
Mandates benefits for at
least 40 home care visits

Before 1978
Amended 1982

per calendar year or twelve

month period. Home care

providers include registered
nurses, physical therapists,

dieticians, etc. Applies
group and direct-billing
contracts.

to

CEWTEA FOR HCALTH POUCY »TUOIE*



STATUTE

Article 48A
8354 4 489

Article 48A
8354 4 490

Article 48A
8354 4 477F

Article 48A
8354 4 490A

Article 48A
5354Y, 470T,
47772

i 'm

L BENEFIT

i1 -V
Chiropractors
Mandates that benefits for
contractually included
services be provided when
rendered by a chiropractor
licensed to render such
services. Applies to group
and direct-billing contracts.

Podiatrisrs

Mandates that benefits for
contractually included
services be provided when
rendered by a podiatrist
licensed to render such
services. Applies to group
and direct-billing contracts.

Optometrists

Mandates that benefits for
contractually included
services be provided when
rendered by an optometrist
licensed to render such
services. Applies to group
and direct-billing contracts.

Psychologists

Mandates that benefits for
contractually included
services be provided when
rendered by a psychologist
licensed to render such
services. Applies to group
and direct-billing contracts.

Coverage for Nurse
Anesthetists

Requires that insurers and
nonprofit health service
plans provide benefits when-
ever a covered service is
rendered by a certified
nurse anesthetist acting
within the scope of a nurse
anesthetist's license. Pay-
ment cannot be contingent on
A nurse anesthetist's being
employed by a physician.
Defines a nurse anesthetist
within the Health Occupation
Article.

CENTIA FOR HCALTH ROLIC* ITUOIEI
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Before

Before

Before
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1978

1978

1978
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STATUTE BENEFIT EFFECTIVE

Article 48A Coverage of Licensed Health 1979
83547, 470U, Cara Providers
477TAA, 490A-1 Requires that group and non-

group contracts of a non-
profit health service plan
or commercial insurer pro-
vide benefits for covered
services regardless of which
provider renders the service,
so long as the provider is
licensed under the Health
Occupation Article.

Article 48A Cleft Lip and Cleft Palate 1982
8354X, 470R Mandates benefits for in-
and 477X patient and outpatient

expenses arising from the
management of cleft lip and
cleft palate. Applies to
group and direct-billing
contracts.

Outline Of The Report

The report is structured to be both relatively brief, yet
comprehensive. Each issue forms a separate section of the
report. Background material, technical discussions and

supporting data are provided as appendixes to the report,

<CENTER FOfl HCALTH POUCV STUDIES



Research Issue: Are mandated benefits necessary? Are mandated
benefits desirable from a public policy

perspective?

This is a critical issue discussed briefly here to provide
an appropriate framework for consideration of the specific issues

discussed in this report.

As with most public policy issues confronting state
governments/ there are legitimate pros and cons to specific
mandated health benefit proposals. By definition, mandated
benefit laws force at least some health insurance purchasers to
buy certain benefits that they would prefer to decline if this
option were available. The market for health insurance has grown
increasingly competitive, with Blue Cross and Blue Shield Plans
commercial health insurers, health maintenance organizations
(HMOs), preferred provider organizations (PPOs), and third-party
administrators offering a wide variety of health plans. A
competitive economic market is an efficient mechanism to allocate
resources: it works well to provide the products that purchasers
want at a reasonable cost. Competitive forces will, within a
short period, force out of the market those sellers which provide
services that are not wanted or are inferior, or which sell their
products at higher than competitive prices. Interference in the
health insurance market should be considered only if there are
overwhelming public policy arguments supported by objective,

reliable data to support mandating specific benefits

------------------------------------------------ CENTER FOR HEALTH IKXfCY ETUOIE* —



Some of the most important issues raised by both sides of
the policy debate on mandated benefits are su ,rized below.
Many of these issues are considered more fully flater in this

report.

Primary arguments raised by providers and other proponents

of specific mandated benefits are

are needed by the
roare inadequately
h insurance programs.

. Sp ecific health care services
public and are not covered, o
covered, under existing healt

. Employers (and insurers) have biases aeainst

certain types of beneflts (e.g., mental health
services) , hecause they are un|nformed or for other
reasons.

« Benefits for specif serV|ces (defined by types of
service or provWer£ now enerally provided
would result in uce use other health care
services and would reduce overall health care
Costs

o Some employers may not wish to purchase certain
benefits, but the b nefits are desirable from an
overall public po ||cy perspective,

Primary arguments often made by employers, unions, Blue
Cross and Blue Shield Plans and commercial health insurers
against specific mandated benefits are:
mplo
phi
nefit they have access to the most reliable

0
;
nformatlon on the cost and performance of benefits
or specific services.

. y rs, unions, and insurers are informed and
sticated buyers and sellers of health
it

Em
S
b
|
f

e« Employers can and to an in¢ ea5|ng extent do exempt
themselves from mandated benefits by using
"self-insurance” programs. Costly mandates hasten

this process.
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o The primary forces behind specific mandated
benefits are often providers who will economically
benefit from mandates, rather than the public
Arguments as to cost effectiveness are often self
3erV|ng and are not based on reliable, objective

at

al h care benefits included in employer and

mployer sponsored benefit programs reflect

ference of those covered under the program.

untfair to force groups to purchase unwanted
s instead of benefits preferred by group

o Employer sponsored health benefit programs cannot
cover all services. Some services are best
financed through consumer self-pay, government
sponsored programs, or other mechanisms,

e Multi-state emplog rs and/or employers with union
contracts face tantial administrative and
employee relations problems in complying with state
mandates. Some times, Dbenefits are reduced in order
to comply with spec ific provisions of state
mandated benefit Iaws

o Mandated benefits add to the cost of health benefit

programs. The increased cost often results in

reduced coverage for other, preferred medlcal care

benefits. In extreme cases, increased cost results

in higher labor costs which provide incentives to

reduce the size of he work force, or to locate

R!ants in other stat part mularly for low-wage,
igh labor cost |ndustr|es

The relevance and importance of specific arguments for or
against mandates varies with the nature of the mandated benefit
under consideration. In general, mandated benefits have greater
effects on cost to the extent that they affect costly or
potentially widely used services, and they differ substantially

from health care benefits currently offered by most employers.
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Research Issue: What is the Cost of Maryland Mandated Benefits?

This is a basic but important question regarding mandated
benefits in Maryland. While conceptually simple, the measurement
of the cost to Blue Cross and Blue Shield of mandated benefits
(claims cost and administrative expenses) is a complex
undertaking, primarily because data are not easily retrievable by
mandate categories. This is particularly true for outpatient
mental health benefits and other benefits provided under major
medical portions of health benefit programs, for which claims are
often submitted directly by Blue Cross and Blue Shield members,
rather than providers. The terminology included in many major
medical claims for procedure descriptions, diagnoses and codinyg
are often imprecise, causing difficulties¥in accurately

classifying diagnostic and type of service information,

Blue Cross and Blue Shield Plans serving Maryland were
able to develop 1984 claims expenditure data (includes claims
cost plus administrative expense) for the following categories of
mandated benefits:

Mental illness, inpatient

Mental illness, outpatient (home & office)
Prosthetic Devices

Alcohol Rehabilitation

Cleft Lip and Palate

Podiatrist

Social Worker
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Chiropractor
Psychologist
Optometrist

Licensed Practitioner
Home Health Care

Nurse Anesthetist

Not included in the data are mandated benefits for
maternity, for which Federal statutes in effect mandate benefits
under most group contracts; for benefits which are mandated to be
offered rather than provided; and mandated conversion type
benefits. Claims expenditure data for each Plan include adminis-
trative costs, sometimes called retention, of approximately 10
percent, with administrative costs being higher relative to
claims cost for medical-surgical and major medical benefits than
hospital benefits (larger dollar cost per claim). Administrative
costs are computed at a common rate for both group and individua
coverage accounts. The study focuses on claims expenditures
sometimes referred to as benefit cost in this report, because
subscription charges are set each year so that they are approxi-

mately equal to projected claims expenditures

Approximately 1,317,000 persons are covered under Blue
Cross and Blue Shield contracts in Maryland, excluding those
covered under Federal Employee Benefit Programs and Medicare
supplemental programs. O0f these, 85 percent are covered by

Maryland Blue Cross and Blue Shield and 15 percent by Blue
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Cross and Blue Shield of the National Capital Area. Federal
Employee Benefit Programs and Medicare supplemental health

insurance programs are exempt from mandated benefit legislation,

Maryland Blue Cross and Blue Shield claims expenditures
(not including National Capital Area Blue Cross and Blue Shield
data for Maryland - shown in Appendix A) are shown on a per
member month basis in Exhibit 2. Most Blue Cross and Blue Shield
health benefit programs include three interrelated benefit
programs: hospital benefits, whicn cover primarily inpatient
hospital expenses; medical/surgical benefits, which cover primarily
surgical expenses and physician medical services provided in the
hospital, and major medical benefits, which cover primarily
medical services provided in the home and office setting and
medical services not completely reimbursed under the hospital and
medical/surgical benefit programs., Expenditures are shown for
each mandated benefit category separately for hospital, medical/
surgical and for major medical benefits, and for all bhenefits
combined. In computing total claims expenditures, it is assumed,
as is most often the case, that Blue Cross and Blue Shield
accounts have all three benefits: hospital, medical/surgical and
major medical benefits. Some accounts have hospital benefits
from Blue Cross and Blue Shield and medical/surgical and/or major
medical benefits from another carrier. In addition to claims
expenditures for each mandate category, expenditure data are also
shown for three summary categories of mandated benefits: mental

health and alcohol rehabilitation, outpatient mental health, and

» CENTER FOR HEALTH POUCY ITUOIES -
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MARYLAND BLUE CROSS AND BLUE SHIELD

EXPENDITURES PER VEVBER MONTH

COVBINED GROUP AND INDIVIDUAL CONTRACTS,

1984
EXPENDITURE CATEGORY HOSPITAL
Mental* $ 1.47
Prosthetic Device 0.04
Alcohol Rehab 0.34
Cleft Lip/Palate 0.01
Podiatrist 0.00
Social Worker 0.00
Chiropractor 0.00
Psychologist 0.00
Optometrist 0.00
Licensed Practitioner 0.00
Home Health 0.13
Nurse Anesthetist 0.00
Summary Categories
Total Mandated Benefits*** 1.99
Mental & Alcohol Rehab 1.81
Outpatient Mental**** 0.00
TOTAL ALL CLAIMS
(Mandated and Non-Mandated) $26.99

MED/SURG

$

21
.01
.00
.00
44
.00
.00
.01

00
01
.00
.00

O OO O OO0 OO0 O oo

$13.29

EXHIBIT 2

MAJOR MED TOTAL

$ 1.53 $ 3.21 4
0.35 0.41
0.00 0.34
0.00 0.01
0.04 0.48
0.16 0.16
0.17 0.18
0.40 0.42
0.00 0.00**
0.00 0.01
0.01 0.14
0.00 0.00**
2.67 5.35
2.09 4.12
2.09 2.09

$ 7.68 $ 47.96

*Includes both inpatient and outpatient mental health benefits.

**Less than $.01 per member month.

***Matemity benefits excluded. If maternity benefits were included, total

mandated benefit cost would be $6.33 per member month.

****Includes outpatient benefits for services provided by psychologists

and social workers.

14
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all mandated benefits combined. Mental health benefits include
benefits for services provided by psychologists and social

workers. Excluded from mandated benefit expenditures are maternity
benefits and the other mandate categories excluded from our
analysis, which were noted above. Exhibit 3 shows the same

claims expenditure data, as a percentage of all claims,

The following are the primary findings regarding 1984

mandated benefit costs for Maryland Blue Cross and Blue Shield:

« Mandated benefits per member month cost $5.35, or
11.2 percent of total benefit costs of $47.96 (for
a statistically typical family contract of 3.3
persons annual mandated benefit cost is $212 out of
total benefit cost of $1,899)

o Mandated mental and alcohol rehabilitation benefits
are $4.12 per member month, or 8.6 percent of total
benefit cost.

« Mandated outpatient mental benefits are $2.09 per
member month, or 4.4 percent of total benefit cost
and 27.2 percent of total majormedical benefit
cost,

e The major componens of mandated benefit cost are
benefits for outpatient mental, inpatient mental,
podiatrist and psychologist SETVICEs.

The data shown in Exhibits 2 and 3 are for group and
individual contracts combined. Approximately 10 percent of
Maryland Blue Cross and Blue Shield members, excluding those
covered under Federal government and Medicare supplemental
contracts, are covered under individual (non-group) contracts.
Mandated benefit claims expenditures for group and individual
contracts are shown separately for group and individual contracts

in Appendix A.  Mandated benefit costs as a percentage of total
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EXHIBIT 3

MARYLAND BLUE CROSS AND BLUE SHIELD
EXPENDITURES AS A PERCENTAGE OF ALL CLAIMS,
COVBINED GROUP AND INDIVIDUAL CONTRACTS,

1984

EXPENDITURE CATEGORY HOSPITAL MED/SURG MAJOR MVED TOTAL
Mental* 5.45 X 1.56 X 19.87 X 6.68 X
Prosthetic Device 0.17 0.07 4.64 0.85
Alcohol Rehab 1.25 0.00 0.00 0.70
Cleft Lip/Palate 0.03 0.02 0.00 0.02
Podiatrist 0.00 3.31 0.57 1.01
Social Worker 0.00 0.04 2.02 0.33
Chiropractor 0.00 0.01 2.26 0.37
Psychologist 0.00 0.09 5.26 0.87
Optometrist 0.00 0.00 0.00 0.00**
Licensed Practitioner 0.00 0.05 0.02 0.02
Home Health 0.48 0.00 0.12 0.29
Nurse Anesthetist 0.00 0.00 0.00 0.00*~*
Summary Categories

Total Mandated Benefits*** 7.38 5.16 34.75 11.15
Mental & Alcohol Rehab 6.70 1.70 27.16 8,59
Outpatient Mental**** 0.00 0.00 27.16 4.35

*Includes both inpatient and outpatient mental health benefits.
**|_ess than .001 percent of total benefit costs.

***Matemity benefits excluded. If maternity benefits were included, total
mandated benefit cost would be 13.1% of all claims.

****Includes outpatient benefits for services provided by psychologists
a d social workers.
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benefit costs are higher for individual contracts than for group
contracts. However, data for individual contracts are not
strictly comparable to data for group contracts, as benefit
designs, levels of coverage, and proportions of members covered
under all three benefit programs (hospital, medical/surgical and

major medical) differ between group and individual contracts.

As noted above, approximately 15 percent of Blue Cross and
Blue Shield enrollees in Maryland are covered by Blue Cross and
Blue Shield of the National Capital Area. Mandated benefit cost
data for Maryland group accounts of National Capital Area Blue
Cross and Blue Shield, comparable to data shown in Exhibits 2 and
3 for Maryland Blue Cross and Blue Shield, are shown in Appendix
Al Data for National Capital Area Plan®s individual Maryland
contracts are not available. Summary mandated benefit cost data
for the National Capital Area Plan are shown in Exhibit 4, along

with Maryland Plan data and combined Plans serving Maryland data.

Mandated benefit costs for the National Capital Area
Plan®s Maryland enrollees are higher than for the Maryland Plan
enrollees, both in terms of dollars and as a percentage of total
benefit cost. Mandated benefit cost per member month for Blue
Cross and Blue Shield of the National Capital Area is $6.83, or
13.0 percent of total benefit cost. Mental and alcohol rehabili—
tation benefits, and outpatient mental health, respectively, are

9.4 percent and 5.2 percent of total claims cost.

CENTER FOR HEALTH POLfCY ETUOIE*
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The last two columns of Exhibit 4 show the combined
Maryland mandated benefit cost experience for Blue Cross and Blue
Shield Plans serving Maryland. The cost of mandated benefits
represents 11.5 percent of the total benefit cost of Blue Cross
and Blue Shield enrollees iIn Maryland. For the total estimated
1/317,000 Blue Cross and Blue Shield enrollees in Maryland,
excluding those enrolled under Federal government and Medicare
supplemental contracts, total cost of mandated benefits in 1984
is estimated at $88.7 million out of total benefit cost of
$769.2 million. Mental and alcohol rehabilitation mandated
benefits represent 8.7 percent of total benefit cost, while
outpatient mental benefits represent 4.5 percent of total

benefit cost.

An additional cost often overlooked in the discussion of
cost of mandated benefits is implementation cost. Discussions
with administrative staff of the Blue Cross and Blue Shield Plans
serving Maryland indicate that the process of implementing a
mandated benefit is a complex, costly task, involving many
different operations. Attached as Appendix C is a description of
the various tasks and associated costs required to implement the
most recent mandate enacted in Maryland, benefits for in-vitro
fertilization. Thirty-two discrete tasks are identified with a
combined first year implementation cost of $108,000. This is the
direct cost to a single carrier of implementing a single mandated
benefit. There are additional indirect costs that are not

included in this estimate, such as cost of responding to
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EXHIBIT 4

BLUE CROSS AND BLUE SHIELD PLANS SERVING MARYLAND
CLAIMS EXPENDITURES PER NMEVBER MONTH
COVBINED GROUP AND INDIVIDUAL CONTRACTS

1984
Nat. Cap. Area BC-CS Combined BC-BS
A Maryland Maryland
Maryland BC-BS Experience Experience
Amount Percent Amount Percent Amount Perce.n!
All Mandated
Benefits $ 5.35 11.2% $ 6.83 13.0% $ 5.61 11.5%
Mental and
Alcohol Rehab. 4.12 8.6 4.97 9.4 4.25 8.7
Outpatient
Mental 2.09 4.4 2.74 5.2 2.19 4.5
Total Benefit Cost $47.96 100.0 $52.66 100.0 $48.67 100.0

Maryland Blue Cross & Blue Shield data includes group and individual cost experience.
Blue Cross and Blue Shield of the National Capital Area data Includes only Maryland group expert 'nee.

Combined experience computed by using .85 and .15 weights, respectively for Maryland and National
Capital Area Plan claims expenditures.
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subscriber and provider inquiries related to benefit provisions
and restrictions. In addition to implementation costs experienced
by Blue Cross and Blue Shield, large employers operating in
multiple states may experience additional costs and administrative
and provider relations problems. These relate to required
preparation of revised benefit brochures, and problems relating

to lack of uniformity of benefits for employees in different
states and of confusion about the new benefit provisions and

limitations.
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APPENDIX D

ANALYSIS OF MENTAL HEALTH PROVIDERS FY STATE
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ANALYSIS OF MENTAL HEALTH PROVIDERS BY STATE

This section compares the supply of mental health providers
in Maryland with all other states and with geographically adjacent
states. The information provided is relevant to the question
about the cost of health insurance in Maryland relative to other
comparable states. A comparison of health insurance costs among
states would be more dependent upon factors such as the competi—
tiveness of the medical care market (including HMO market penetra—
tion) , the existence of state rate regulatory programs/ and the
relative number of large, costly teaching hospitals in the state
than upon the effects of mandated benefits, however. Conse —
quently, the impact of mandated benefits 1is more appropriately
addressed in terms of mandated provider supply and effects upon

actual cost of mandates.

The impact of mandated benefits in relation to provider
supply is examined here for several reasons. First, existence of
ah adequate supply of providers assures accessibility of mental
health services to those in need of treatment. IT no shortage of
providers exists, the iImportance of mandates for assuring
accessibility to services is decreased. Second, the impact of a
mandate increasing coverage levels for mental heal-h services
will be more dramatic if the state has relatively more numerous
providers. IT an excess supply of providers exists, the impact
of a mandate Tfor 80 percent coverage of outpatient services will

lead to greatly increased utilization and costs. Finally, the
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existence of mandates for mental health insurance can affect the
growth of provider supply iIn states. Knesper et al. (1984) found
that the distribution of psychiatrists, psychologists, and social
workers across U.S. counties was significantly and positively
associated with the availability of liberal mental health
insurance benefits (including insurance laws). It was estimated
that the elasticity of psychiatrists with respect to insurance
availability was 0.42, or a 10 percent increase in insurance
availability was associated with a 4.2 percent increase in
psychiatrists per 100,000 population. Continued growth 1in
provider supply in areas with existing adequate supply would be
less desirable from a policy perspective than encouraging

providers to locate in less well-served areas.

Exhibit 1 illustrates the numbers of patient care
psychiatrists by state and per 100,000 population in 1983.
Maryland was found to have 18.6 patient care psychiatrists per
100,000 residents, a level 72 percent higher than the national
average of 10.8 per 100,000. Only Connecticut, Massachusetts and
New York had higher psychiatrist/population ratios than Maryland.
These data were obtained from the American Medical Association®s
annual publication Physician Characteristics and Distribution in
the U.S., 1983 Edition, a source widely used by the Federal

government and others in research projects.

Numbers of doctoral psychologists providing health/mental

health services by state and per 100,000 population in 1983 are
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EXHIBIT 1

NUMBERS OF PSYCHIATRISTS PROVIDINC
PATIENT CARE BY STATE AND
PER 100,000 POPULATION

1983
PSYCHIATRISTS/
100,000 STATE
STATE PSYCHIATRISTS* POPULATION RANK
Alabama 140 3.5 46
Alaska 25 5.2 38
Arizona 234 7.9 23
Arkansas 111 4.8 41
California 3,762 14.9 5
Colorado 425 13.5 7
Connecticut 724 23.0 3
Delaware 70 11.6 9
Florida 833 8.0 22
Georgia 411 7.2 27
Hawaii 129 12.7 8
Idaho 25 0.3 50
Illinois 1,087 9.5 16
Indiana 265 4.8 42
lowa 158 5.4 37
Kansas 236 9.7 15
Kentucky 227 6.1 32
Louisiana 308 6.9 29
Maine 101 8.8 20
Maryland 801 18.6 4
Massachusetts 1,332 23.1 2
Michigan 850 9.4 17
Minnesota 296 7.1 28
Mississippi 92 3.6 45
Missouri 374 7.5 26
Montana 30 3.7 44
Nebraska 87 5.5 36
Nevada 47 5.2 39
New Hampshire 98 10.2 14
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STATE

New Jersey

New Mexico
New York

North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah

Verraont
Virginia
Washington
West Virginia
Wisconsin

Wyoming

ALL U.S.

EXHIBIT | (Cont.)

PSYCHIATRISTS/

100,000 STAT1
PSYCHIATRISTS* POPULATION RANK
845 11.3 10
121 8.6 21
4,158 23.5 1
107 1.8 49
33 4.8 43
827 7.7 25
172 5.2 40
243 9.1 18
1,325 11.1 1
98 10.3 13
194 6.0 33
19 2.7 47
266 5.7 34
1,068 6.8 30
103 6.4 31
75 14.3 6
571 10.3 12
384 8.9 1?
111 5.7 35
376 7.9 24
12 2.4 48
25,287 10.8

*Psychiatrists engaged primarily in patient care

Source: American Medical Association, Physician Characteristics and

Distribution in the U.S.,

1983 Edition, Chicago.
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presented in Exhibit 2. Maryland had 28.9 doctoral psychologists
per 100,000 population, compared to the national average of 19.0
per 100,000. Maryland ranked third among all 50 states in
psychologist supply, after Massachusetts and New York. Psycholo—
gists providing health/mental health services deliver physical

and mental health care, or provide services adjunct to educa—
tional, rehabilitation, and vocational services, as opposed to
those whose primary activity consists of education or research.
The relatively high number in Maryland may be partially due to

the large number of psychologists employed in federal agencies,
such as the National Institute of Mental Health. Data are based
on the 1983 American Psychological Association Census of Psycholo—
gical Personnel, the most extensive attempt in over a decade to

enumerate psychologists.

Exhibit 3 presents information on numbers of registered
clinical social workers for 1985. Maryland has a level of 7.7
clinical social workers per 100,000, which is 120 percent higher
than the national average of 3.5 per 100,000. Connecticut,
Massachusetts, New Hampshire, and New York had higher social
worker/population ratios than Maryland. Clinical social workers
provide assessment, diagnosis, treatment (including psychotherapy
and counseling), client-centered advocacy, consultation and
evaluation. Registered clinical social workers must be members

of the Academy of Certified Social Workers (ACSW), or be licensed
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EXHIBIT 2 EXHIBIT 2 (Cone.)
DOCTORAL PSYCHOLOGISTS PROVIDINC
iL HEALTH SERVICES BY STATE YCHOLOGISTS/
i PER 100,000 POPULATION 100,000 STATE
1983 POPULATION RANK
PSYCHOLOGISTS/ 20.1 17
DOCTORAL 100,000 STATE .
"SYCHOLOGISTS* POPULATION RANK 17.8 24
30.7 2
. 44
404 10.2 14.4 2
21.4 12
103 11.2 43
664 22.3 10
15.9 29
216 9.3 48
14.0 38
6,371 25.3 7
20.9 15
852 27.1 6
18.8 20
864 27.5 4
20.7 16
90 14.9 34
9.6 46
1,47 14.1 36
478 15.9 30
807 14.1 37
16.3 27
214 21.0 14
13.8 40
137 13.9 39
21.9 11
1,892 . 26
.89 16.5 27 2 .
673 12.3 42
17.9 23
2 10.0 45
89 18.7 21
478 19.7 19
9.1 47
1 8.9 49
33 15.1 31
397 . 50
8.9 >4.2 8
228 19.9 18
1,24 28. 3
243 8.9 9.0
876 44.6 1
1,358 15.0 32
881 21.3 13
er health/mental health
291 11.3 41
746 15.0 33 )
sus of Psychological
133 16.6 25 Association.
258 16.1 28
165 18.4 22
231 24.1 9
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EXHIBIT

NUMBERS OF REGISTERED CLINICAL SOCIAL
WORKERS BY STATE AND PER
100,000 POPULATION

1985
SOCIAL WWORKERS
CLINICAL 100,000 STATE
STATE SOCIAL WORKERS POPULATION RANK
Alabama 23 0.6 48
Alaska 29 6.0 8
Arizona 66 2.2 26
Arkansas 23 1.0 44
California 704 2.8 18
Colorado 72 2.3 21
Connecticut 244 7.8 4
Delaware 11 1,8 31
Florida 236 2.3 29
Georgia 85 1.5 34
Hawaii 22 2.2 27
Idaho 9 0.9 47
Illinois 749 6.5 6
Indiana 122 2.2 28
lowa 85 2.9 16
Kansas 82 3.4 14
Kentucky 37 1.0 45
Louisiana 181 4.1 11
Maine 18 1.6 33
Maryland 333 7.7 5
Massachusetts 483 8.4 3
Michigan 340 3.8 12
Minnesota 137 3,3 15
Mississippi 12 0.5 49
Missouri 86 1.7 32
Montana 12 1.5 35
Nebraska 37 2.3 23
Nevada 1 1,2 40
New Hampshire 82 8.6 2
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EXHIBIT 3 (Cont.)

SOCIAL WORKERS

CLINICAL 100,000 STATI
STATE SOCIAL WORKERS POPULATION RANK
New Jersey 430 5.8 9
New Mexico 20 1.4 36
New York 1,525 8.6 1
North Carolina 88 1.4 37
North Dakota 8 1.2 41
Ohio 275 2.6 20
Oklahoma 75 2.3 24
Oregon 77 2.9 17
Pennsylvania 239 2.0 29
Rhode Island 53 5.6 10
South Carolina 37 1.2 42
South Dakota 9 1.3 39
Tennessee 56 1.2 43
Texas 316 2.0 30
Utah 22 1.4 38
Vermont 32 6.1 7
Virginia 155 2.8 19
Washington 100 2.3 25
West Virginia 19 1.0 46
Wisconsin 178 3.8 13
Wyoming 2 0.4 50

ALL U.S. 8,201 3.5

*Clinical Social Workers registered with National Association of Social Workers
(NASW).  Membership in NASW is a prerequisite to becoming a certified social
worker.

Source: NASW Register of Clinical Social Workers, 1985, and unpublished
summaries of NASW statistics.
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or certified in a state at a level at least equivalent to ACSW
standards. Data presented were obtained from the National
Association of Social Workers, based on those who apply for

listing in their register.

Numbers of mental health providers (including psychia—
trists, psychologists, and social workers) are summarized 1in
Exhibit 4 for Maryland, adjacent states and all U.S. Maryland
ranks i1n the top five states for numbers of psychiatrists,
psychologists, and social workers per 100,000 population, while
only one adjacent state, Delaware, ranks in the top ten for any
of these providers (ninth in psychiatrists). The District of
Columbia was excluded from all tables iIn this section, because
its small size and central city environment make its provider
supply incomparable to other states. It should be noted, however,
that some Maryland residents in the Washington metropolitan area
are likely to use providers within the District of Columbia,
further 1increasing the effective supply of providers accessible

to Maryland residents.

The primary conclusions supported by this information

include the following:

e Maryland ranks very high in mental health provider
supply, among the top five states in psychiatrists,

psychologists, and clinical social workers.
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EXHIBIT A

SUMVARY OF MENTAL HEALTH PROVIDERS IN MARYLAND,
ADJACENT STATES AND ALL UNITED STATES

STATE PSYCHIATRISTS PSYCHOLOGISTS SOCIAL WORKERS

Per 100,000 Per 100,000 Per 100,000

Population U.S., Rank* Population U.S. Rank* Population U.S. Rank*
Maryland 18.6 A 28.9 3 7.7 5
Virginia 10.3 12 17.9 23 2.8 19
Pennsylvania 11.1 11 18.8 20 2.0 29
Delaware 11.6 9 1A.9 3A 1.8 31
West Virginia 5.7 35 9.1 AT 1.0 A6

ALL U.S. 10.8 19.0 . 3.5

Ratio of Maryland to
All U.S. 1.72 1.52 2.20

*Ranking of state in number of providers per 100,000 population in comparison to
all 50 states.

Sources: American Medical Association, Physician Characteristics and Distribution in the U.S.,
1983 Edition, Chicago;

J. Stapp, A. M Tucker, G. R. VandenBos, Census of Psychological Personnel: 1983, Draft 1985,

American Psychological Association: S

NASW Register of Clinical Social Workers, 1985, and unpublished summaries of NASW statistics.
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®Accessibility to mental health providers is
substantially greater for residents of Maryland
relative to adjoining states and to the U.S. as a
whole. It is likely that geographic accessibility
problems are relatively minor too, given the
relatively small s. and urban nature of the

state.

e An increase in mandated mental health benefits
would cause the alreadysadequate provider supply to.
grow further, by a factor of about 3 to 5 percent

for each 10 percent increase in benefits.

®From a policy-making perspective, encouragement of
continued growth in mental health provider supply
in Maryland is a less than desirable goal, given
that the state already has among the highest levels

of these providers in the nation.
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one of the first major American
studies of this questign, found that
the use of nonps¥ch|atnc medical
Services dropped oIIowrng the inl-
tiation of psychotherapy
and Vrschr& ) Teviewed 13 studies
- and found that 12 showed reduc-
tions in medical care utilizatjon,
ranging from 5 to 85 percent fol-
lowing mental health intervention,

Mumford, Schlesinger, and
Glass (‘3) in a meta-analysis of 15
controlled cost-offset studies pu
lished before 1978, estimate the
cost-reduction effect for mental
health treatment at between 0 and

14 percent.

Mumford, Schlesinger, and
Glass (4 %) following a review of
research on the impact of psycho-
logical mterventron on recovery
from sur(t;ery heart attacks,
found that on the average psycho-
logical intervention reduced hospi-
talization by approximately two
days below the control group'’s av-
erdge 0f 9.92 days.

nother study by Mumford and
associates (5), “which utilized a
meta-analysis of published cost-
offset reSearch, found that the
range in outcomes varied from a
12.1 percent increase In the use of
medical services following psk/cho
therapy _to a 181.6 pefcent de
crease. The study found that the
offset effect is likely to be greater
for inpatient medical care Utiliza-
tion than for outpatrent utilization,
It also found that older people had
greater offset effects folowrng
mental health treatment than di
younger people.

Jones
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The same research team has also
conducted a five- ){ear longitudinal
analysis of medical care ufilized b

ersons enrolled with the Blue

ross/Blue Shield Federal Em-
ployees Benetrt ro_r[rram from
19 4 through 1978 found
that persons wrth from seven to 20
men al health outpatienc visits had
medical care charges that were
5309 lower than those of the com-
parison group, and those with
more than 2 vrsrts had charges
$284 lower than the comparison
group (6).

Two s udies have been conduct
e mvo vrng patrents rom the Co-
lumbia Medical Plan. Kessler and
associates (7) found a 7.6, percent
reduction "in medrcal visits for
adults in the ear following the
beginning of psychratrrc epi-
sode compare with"the year be-
fore, and a 9.3 percent réduction
for children. Hankin and assocrates
8) found that the receipt of spe
clalty menta| health care was oI
lowed by a short-term reduction in
nonpsychiatric utilization.

Emotional problems could be as-
sociated with gither underutiliza-
tion or overutilizacion of medical
care (3). Underutilization as a re-
sult of self-abuse or neglect can
contribute to excess morhidity and
untreated physical disability ot dis-
ease. Thus hrpher medical care
costs could folfow mental health
freatment as a consequence of an
improved emotional state and in-
creased sel-awareness (9,10),

n the other hand, overutiliza-
tion prror t0 initiation of mental
health treatment could result in
substantrally hrgrher general medr
ca care costs. The above studies

gﬁest that overutilization of
ealth care Rrror to iniuwdon of
mental health treatment is more
likely than underutilization, on the
average.

Research design

This paper describes the results of
a research project to further inves-
tigate the guestion of over- or un-
dérutilization of health care an 110
document the nature of changes in
health care costs and utilization
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following initiation of mental
health care. The frndrngs described
are from astudy offedéral employ-
ees and their family members en-
rolled with the Aetna Life and Ca-
suaItY Company under the Federal
Emp Eees Heéalth enetrt Pro-
gram (FEHBP) durm% the calendar
years 1980 through 1983. To doc-
ument changes in total health care
utilization ahd costs, the study ana-
lyzed all health insurance claims
filed by covered individuals who
began mental health treatment.
uring the ¥ears covered by this
stud Aetna FEHBP was the sec-
1ar(_1est of more than 100
heaIth plans_available to federal
employees. Two benefit options
were avarIabIe under the plan; the
hrg -option plan, which set limits
°$20,000 annually for inpatient
mental health care and $1,000 an-
nually for outpatient mental heaIth
care; and the low-0 tron plan
which had limits of $15,000" and
$750, respectively.

Both options included coverag
for treatmenc servrces rendered by
a wide range of practitioners and
facilities, as long as overall care of
the patient was evaluated, and con-
trolled by a.physician. There were
no changes in mental health cover-
age during the study period.

In this Study, persons receiving
mental health treatment were, de-
fined as those who had received
medical treatment under a pnmarY
dradnosrs of mental illness. All
hedlth care claims were reviewed
to locate all families with one or
more members who had filed ar
least one claim for mental health
treatment and who were continu-
ously enrolled with Aetna durin
the Study period. The number 0
such families totaled 26,915, and
33,009 individuals |n these fam-
llies received mental health treat-

ment.

In addition, a random sample
from the totaI continuously en-
rolled population of families who
did not file claims for mental
health treatment was_Selected as a
comparison group. This random
sample was composed of 16,468
families and included 41,829 indi-
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viduaJs who were stratified by aﬁe
to match th? ﬁge dlétrlbutlon of the
mental health”study group. Fam-
llies with any member receiving
treatment for” alcoholism or druH
abuse were excluded from bot
the comparison group and the
mental health study group..

The .ideal research design for
determining statistically significant
changes in” total health care pat-
terns would use exPerlmentaI
treatment and no-treatment. con-
trol groups randomly assigned
from esame_Populatlon. Howev-
er, the identification of a_diag-
nosed but untreated group is im-
possible in a large field study utiliz-
Ing health instrance claims as a
méans fo identify the treatment
population. - _ ,

An alternative is a quasi-experi-
mental design that utilizes a non-
equivalent Comparison group as
well as multiple pretests and post-
tests (11,12). A pre-post design
was ysed to' compare pre-mental-
health-treatmenc averages over
various time periods with' averages
after initiation of treatment.

Since_the comparison group is a
nonequivalent one, it can be used
only for baseline comparisons with
the'mental health treatment group.
_In addition, a longitudinalanaly-
sis that pooled avadable data from
all individuals was used to describe
Ion? term pattemns, The pre-post
analysis permirs reliable testing for
statistically. significant changes In
cost and utilization. The longitudi-
nal analysis permits use of all the
availablé data to document long-
term trends and tendencies.

Comparison of the groups

The mental health study group and
che comparison group, Were quite
similar in averagé family aﬁet am-
ily size, and type of héalth insur-
ance. plan option. The average fam-
lly size Tor those with at least one
member receiving mental health
care was 2.57 persons, compared
with 2.54 persons in families in the
random sample, The average fam-
||¥ age (as of January 1984) was
48.8 "years for the mental health
treatment group and 49.2 Kears for
the comparison group. The same
percentage of both groups (79 per-
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cen_tg were enrolled under high-
option coveraqe.
_The month 0oer-person COSts
ﬂn January 198 _QIoIIar_s?1 for all
ealth care for families with at least
one member receiving_ mental
health treatment were ~S58.82,
compared with $91.85 for the, ran-
dom sample. Most of this differ-
ence was the result of inpatient
treatment costs (S104.85 a month
for the mental health treatment
ft;roup versus $60.12 a month for
he ‘random sampl_e)[. However,
there were also differences, he-
tween the two groups in ambula-
tory care and other costs over the
four-year study period.

The familieS with at least one
member receiving mental health
treatment averaged .39 inpatient
days per person” per month com-
pared with .18 days for the random
sample. Mental health treatment
costs amounted to S22 per month,
ot 14 percent of the $159 average
monthly costs for all health care
for persons in the mental health
study group, thus indicating that
these cost differences are not due
ﬁrlmarlly to the cost of mental
ealth treatment. All of these com-
parisons were statlstlcallk/ signifi-
cant at p<.00l. In point of Tact
given the relatively large treatment
group and comparison group sizes
utilized in this stydy, most differ-
ences were statistically significant.

Mental health treatment
costs and utilization .

During the, 1980-83 period, those
In the Continugusly enrolled popu-
lation who filed” mental health
treatment claims were largely fe-
male (60.6 percent). The miean aPe
was 45.3 years but varied widely.
More thari 16 ?ercent of the groug
were under 21 years old and 2
Percent were 65°and over. Forty-
ive percent of the group were
enrollees (federal eniployees or
annuitants), 33 percert were
spouses, and 22 percent were de-
pendent children, Less than 1 per-
cent were other dependents,

The cost of mental health care
?er ?erson r_ecelvmgS care during
hes udg period was'52.079 Uanu-
ary 1980 ‘dollars), of which 63.4
pércent was paid by Aetna as
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health insurance hepefits, InRF-
fient care, thquh utilized b% 0 %
20 gercent of The {nental ealt
gad nts, accounted for 60 Percent
I mental health treatment costs.
The averaqe length of inpatient
mental hedlth treatment was 32.2
days. More than half of the inpa-
tient stays were 21 days or less,
and almpst a fourth were seven
days.or less. The avera%]e cost per
admission was $3,887 (January
1980 doIIarsg, and the average
number of admissions per person
utilizing inpatient care was 1.57.
No data were available on whether
the inpatient stays were in special-
ty facilities or general hospitals.

Ambulatory “care was used by
83.7 Percen of those receiving
mental health treatment, and the%
had an estimated 22 mental healt
ambulatory visits_ per person dur-
Ing the study period. The number
of estimated visits js based on
claims data from institutional pro-
viders only: whether a similar
number of visits were made to
%)rlvate_ practitioners is unknown.
he primary providers of ambula-
tory mentalhealth care were physi-
cians, who accounted for 71 per-
cent of total visits (Aetna's codes
did not distinguish between types
of physicians); sychologlsts, who
accounted for 20 percent; and psy-
chiatric social workers, who " ac-
counted for slightly more than 3
percent.

Pre-pose patterns

of medical care N
Total medical care costs and utili-
zation for individuals receiving
mental health treatment were ana-
lyzed using the first such treatment
évent as aTeference point. Individ-
uals began treatment during each
month 0f the study period, and
there were varylngf amounts of data
availahle for analysis before and
after Initiation of treatment. For
example, persons heginning treat-
ment in early 1980 would have
only afew manths of pretreatment
data but more than three years of
posttreatment data. For those
whose initial treatment was in mid-
1|98d3, the opposite situation ap-

le

The primary research question
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was whether there was a reduction
In total health care utilization and
cost following initiation of mental
health treatment. Thus the study
tested for statistically significant
changes in medical care costs and
utilization using three groups.com-
posed of individuals having similar
re- and posttreatmenc ‘periods.
he first group contained persons
for whom' 12 months of pretreat-
ment data and 12 months of post
treatment data were available
N=12,699). Anal sis found a sta-
istically significant decrease In to-
tal monthly health care costs goer
person (r=6.44,
§< 00123 he costs dropped from

263.28 Dbefore treatment to
5208.79 after initiation of treat-
ment (January 1980 doIIars)

Longeran more meaning uI(p
riods of comparrson were rovr ed
by group 2, ersons orw om a
full™24 months of pretreatment
data and 12 months of postreat-
ment data were available

N=5,213). In general, cost and
utilization' levels’ in ?rou 2 In-
creased from the 13- to 24-month

pretreatment (perrod to the 12
months preceding initial mental
health treatment;” they then de-
clined during the first™ 12 months
after initiation of treatment, Total
health care costs per month per
gerson increased from S12L to

278 and then fell to 5202 after
initiation of treatment 1(
df=15,638, COOlP] his attern
IS prrmarrh( ue to changes rn Inpa-
tient costs, which wenc from
S74.91 during the 13- to 24-month
pretreatment period to S201.33 af-
er initiation of treatment. Inpa-
tient costs in the 12-month period
after initiation of mental health
treatment dropped to S127.70.
The. drtferences were statisticall
srgnr ficant (F=82.02, df=15,63

<,00). Ambulatory costs and
Utilization remained_ essentially the
same during the first year ‘after
initiation of treatment.

These results are confirmed _in
the analysis of group 3, those with
at least” 12 manths pre- and_24
months posttreatment data. This
%roup provides clear evidence that
he decling in cost and utilization
continues in the second year fol-
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lowing the initiation of mental
health treatment. Total health care
costs per month per person fell
from S242 in the year before treat-
ment to S214 in the first year after
treatment began to S162 in the
following year, These drfferences
were statistically srgnrrcant
<F=2188, df= 1764 C.001).
As with group 2, this drop was

These results provide
considerable evidence
that total health care
costs and utilization
gradually increased
before mental health
treatment was initiated
and decreased afterward.

prrmarrl¥ the result of decreases in
Inpatient days per month ger per-
son from .63 to .52 to .39 daY
(F=19.02, df=17,642, p<.00 )
and inpatient costs per month per
Eerson from S167 to S133 and
13-95, df= 17,642,
<.001). Ambulatory care  costs
ctually increased in the year fol-
owrngS rnrtratron of treatment
from 559,15 in th e¥ear before to

64.15 In the year after) due to the
use of ambulatory mental health
services, but they fell below the
pretreatment level in the second

osttreatment year (S42.29).

hese differences were also statis-
trcally significant <F=60.59,
df= 17,642, pC.001).

These results provide consider-
able evidence that the total health
care cost and utilization for treated
persons gradually increased prior
0 the initiation "of mental health
treatment and then decreased af-
terward, This is true even when all
mental_ health treatment costs and
utilization are included in the anal-
ysis. Ambulatory care often did
not follow this pattern, Irkeh( due
to extensive use of ambulatory
mental health care during the peri-
od_after initiation of treatment.

The health care patterns of the
family members of persons receiv-
ing mental health treatment were
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also analyzed. Total monthly
health care costs for the family
members of mental health patients
showed a downward trend, hegin-
ning before the point of initiation
of mental health treatment of the
family member or members; For
example,- untreated individuals
with data for at_least 24" months
before and after initiation of treat-
ment for a membger of their family
;]N 3,074 families) had totdl
ealth care costs per month per
person of $101.71 in the 13- to 24

month pretreatment period,
§93.13 in the 12-month pretreat-
ment period, and 574.03 in the 12-
month period after initiation of
treatment (F=5.05, df=9.221,

C.0l).
While in general the heaIth care
patterns of the family members of
mentaI health patients oIIows that
of the, treated ?roup that is, costs
are higher before treatment and
lower atter Initiation of treatment,
the peak in costs occurred in the
second gear prror to treatment and
declined after that point.
could suggest that amrIy members
anticipated the start of mental
health treatment, or that they put
more personal energy into support
and less into utilization of health
care as the famrhf member with
mental health problems became in-
creasrngh( disabled iust prior to
treatment. It is also possible that
the increasing disability of the fam-
ily member With emotional prob-
léms in some ways deterred other
members from “utilizing health
care,

LonPrtudrnal analysis of
total health c,re costs

The pre- post analysis confirms that
statjstically src{nrfrcant changes in
health care patterns are associated
with the initiation of mental health
treatment. However, the patterns
of average monthly total health
care cosfS can also be examined
|ongrtudrnaII?/ by pooling the data
forall mental health patiénts (more
than 33,000). This yields a distri-
bution of average cast per individ-
ual over a six-year period— 36
months before and 36 months af-
ter the initiation of mental health
treatment. The pretreatment val-
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monchs),
months)
S158 (19 to 24 months)], $144 (2
to 30 months), and $137 (31 to 36

months). .
~These data illustrate the %radual
rise in total health care costs over
the 36-month period before the
start of mental health care and a
sharp climb in such cgsts in the six-
month period immediately prior to
treatment. After treatment began,
total costs dropped continuolsly
over the following 36 months,
The longitudinal patterns of age
and gender subgroups were simifar
to that of the overall study popula-
tion. However, important differ-
ences between subgroups did ex-
ist. One way of examlnln% these
differences is to evaluate the ex-
tent to which the_health care costs
of persons receiving mental health
freatment converge with the cost
levels of individuals of similar age
or sex from the random sample 0f
families in which no members re-
ceived mental health treatment,
. For each six-month interval de-
fined above, monthly total health
care costs of treated individuals
were transformed into a propor-
tion of the average monthly per-
person health care costs of the
corres ondlng age or sex_cohort
from the random sample. The age
and sex cohort provides a baseline
for the expected level of cost on
the average. For each month of the
study pefiod, average total health
care” costs for éh% mental health
patients (defined by age group or
gender) were divided "by the
monthly average for the ‘Corre-
spondifig age of sex cohort to de-
velop an index or ratio. Thus a
value of 1 indicates that the
monthly average for any interval
was equal fo the monthly four-year
averaqe of the baseliné group. A
value Tess than 1 means the mental
health treatment group experi-
enced costs less than the baseline,
and a value greacer than 1 indicat-
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ed cqsts hhgher than haseline.

All'of cfie three youngest treat-
ment subgroups (under~14. 14 to
19, and 20 to 24) incurred initial
costs (in the 31- to 36-month pre-
treatment perlod%rhat were hlgher
than their age conorts, with values
of 1.47, 1.19, and 1.61, respective-
ly. By the end of the follow-up
Period (31 to 36 months after initi-
ation of treatment), health care
costs for all rouPs remained. con-
siderably hl% er than for their age
cohorts_(2.49 for those under age
14, 3.17 for ages 14 throu%h 19,
and 2.44 for ages 20 through 24).
The 14 to 197age group had the
highest costs reldtivé to their non-
tréatment age cohort at the fime of
initiation of'treatment, Their costs
?eaked at a level 23 times higher
han their general age cohort..

Comparéd with Their younger
counterparts, mental health pa-
tients in the three older subgroups
(25 to 44, 45 to 64, and 65 and
older) incurred costs. that con-
verged more closely with those of
their age cohort by the final post-
treatment interval (31 to 36
months). This IS illustrated by the
values 0f 2.12 for those betiveen
age 25 and 44, 173 for those
between age 45 and 64, and 1.37
for_those age 65 and older.

Cost ratios for males and fe-
males were also analyzed, Females
In the treatmentgrouP initially (31
to 36 months pfior to treatment)
had fotal health care costs per
month that were significantly hl%?-
er than costs for ‘females ‘in the
random sample (a proportional val-
ue of 1.77). Males receiving men-
tal health treatment, however, had
costs comparable to males from
the random sample baseline at this
point (1.01). By the final posttreat-
ment period, males were closer to
the levels of the random samBIe
(1.66) than were females (1.99),
although the costs for treated fe-
males Were closer to their actual
pretreatment costs.

Conclusjons . .

The results of this study provide
confirmation of the findings of
previgus,studies as well as provide
new findings, previously unreporr-
ed, concerning the queStion of the
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potential for mental health tteat-
g&g{lst to reduce other health care

In this study, che total healch
care utilization“and costs of Aetna
FEHBP-enrolled families receiv-
ing mental health treatment were
hlﬂher_than those of a demographi-
cally similar comparison group, of
enrolled families not receiving
mental health treatment.

The longicudinal pattern of total
healch care costs illustrates that a
marked _increase in such costs
among individuals wich mental
health” problems can be expecced
over the 36-month period prior to
Initiation of treatment. A decrease
in total healch care costs can he
expected following the start of
mental healch treatment—even
when che costs of this treatment
are included. This is in_contrast to
Borus and associates' finding (13)
that offset savings in general ambuy-
latory medical care were overshad-
owe bx charges for the specialty
mental healch care itself,

Our analysis of sRecmc age sub-
(I;_roups indicates that subpopula-
lons are differentially contr_lbutmq
most to the overall “drop in cocdl
health care utilization. The best
convergence with che baseline lev-
el of their general age group co-
horts occurred for patients’ who
were age 65 and older, followed by
those in the 45 to 64 age group.
The two oungescgrou S, ages 14
to 19 and under age 14, had the
least convergence with their gener-
al age group cohorts. Ic is passible
chac these aifferencial cosc patterns
are due in part to age-related varia-
tions _In specific diagnoses or In
severity of mental illness. This is-
sue could not be addressed with
the data available for chis study but
merits further investigation. |

Ic is not possible” to estimate
exactly how mych of the decling in
health care utilizatjon after inida-
don of treatment Is due co treat-
ment per se versus other factors
such as self-selecdon and mouva-
don, regression coward the mean,
and. so Torth. The relatively long
periods before and after inidadon
of creatmenc used in our analyzes,
however, provide a, valuable per-
spective for evaluating this issue.
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Some previous studies that have
utilized relatively short pretreat-
ment Berrods (usually 12 ‘months)
have been open to the criticism
thac the reductions in health care
costs immediately foI owrng treat
ment initiation mrght be exp arne
by "regression to the mean

Following an extraordinary IeveI

of stress and discomfort (one
expression of which is increased
health care utilization), a subse-
quent drop in health care utiliza-
tion could be expected (at least
temporarily) simply because of the
termination of the“crisis at hand.

Some of the observed decreases
in costs and utilization in this study
are likely related to this naturdl
adjustment. However, we found
that the health care costs of treated
individuals continyed to drop in
relation to their prior costs as well
& In relation to the costs of un-
treated persons of similar age and
sex.for up to three years after
Initiation of treatment, We believe
It is rather unlikely that this de-
cline is totally explained by an end-
ing of a personal crisis {and the
reSulting statistical regression).

This Study, like the others cited
earlier, suPports a conclusion that
the Initiation of mental health
treatment b){ self-motivated . pa-
tients can yield posrtrve reductions
in health care util rzatron and costs
fora ar%e Insured po oPu lation even
when there is no direct contro
over the variety and quality of
care. Such a findi ng has Important
policy implications for_ prepaid
medical groups as well as insurance
com

Ng study of the health care costs
and utilization of treated persons
based on a srngle enrolled health
Insurance gulatron IS readily
%eneralrzabe eyond that popula-
jon. Given the” heterogeneity of
enrolled populations, the varrety
of health  insurance benefit plans
across the country, and the mix of
available ge[nera heat h care and
mental health treatment services,
no single study is likely to be na-
tionally representative.

This study is not as subject to
biases due t0 regional variations in
general health "or mental health
Care as IS much other research,
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since the poPulatron cf persons
filing mental health .garment
claims with Aetna is a national one,
drawrno on all 50_states. However
It is no necessanly ?eographrca sy
representative of ‘either the U
P uIatron or the population of
era em loyees, since many fac-
tors inf uence the choice of Health
plans b Povernment workers.
Roughly 60 percent of Aetna
claimants “receiving mental health
treatme it are age 45 and older.
The stud finding that older a?
?roups ave %reater opportunity
0r cost redyctions than younger
groups. is an important poIrcy con
Sideration. Older People ténd to
use more medical care Services
than those in younger age groups,
Speci |caIIy mare expensive hospi-
tal care. "As the Aetna-enrolled
po oulatron I older than many en-
rolled populations, studies ofa no-
ticeably younger enrolled popula-
tron may find smaller treatment

Thrs study makes an |m5)ortant
contribution’ to an ever-enlargin
research base conceming the “paf-
terns of health care before and
after mental health treatment, The
study documents the potential of
reductions in total health care costs
following initiation of mental
health tréatment. The longitudinal
pooled data show that total health
care costs at the end of the 36-
month period following initiation
of treatment are hroher than the
costs at the equivalent point 36
months before treatment. Howev-
er, given the six-year span repre-
sented and the general tendency of
health care costs to Increase & a
population ages, this result is not
sursonsr r%

Ince the cost trend followin
treatment initiation Is. downwar
it may not be unrealistic to expect
even lower total health care costs
over a longer follow-up period.
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NEW YORK — The cost of
providing health care benefits to
employees jumped to an average
of $1,985 per worker last year as
employers hunted for ways to curb
costs, a survey said yesterday.

A poll of 2,016 corporate and
government employers found that
their costs rose 7.9 percent last
year, or an average $128 per
employee, said A. Foster Higgins
& Co., which conducted the sur-
vey. The average cost had risen 7.7
percent in 1986.

Nearly one-fifth of the employ-
ers surveyed said their health
costs soared 20 percent or more,
according to Higgins, a New York-
based benefits consultant. Six per-
cent of the employers said they
were hit with costjumps exceeding
30 percent. .

“Increases in the actual price
of medical care supplied by doc-
tors, hospitals and other providers
is the fundamental reason for the
plan cost hikes,” said David Ra-
hill, who directed the study, which
looked at employers with a total
of 13 million employees.

Higgins, a subsidiary of John-
son & Higgins, surveyed employers
ranging from American Telephone

c are

ployers

CO0Sts

S 0 ar

& Telegraph Co. to the village
government of Winnetka, 111

For public sector employers,
health care benefit costs averaged
$2,071 per worker, while the cost
averaged $2,364 per worker for
benefits in work places that are at
least 50 percent unionized.

The economy-of-scale theory
seemed not to apply. For employ-
ers with 5,000 or more workers,
benefits averaged $2,100 per work-
er last year, compared with $1,962
for employers with fewer than
5,000 workers.

Overall, health benefit costs
made up 9.7 percent of the payroll
pie, up from 8.9 percent in 1986,

an increase that Rahill called
“disturbing.”
“Continued increase could

hamper the ability of American
business to compete with lower-
cost labor markets,” he said, add-
ing that higher costs could even
spur companies to consider mov-
ing their operations.

Rahill said the study under-
scored the need for more stringent
cost-control efforts. Only 30 per-
cent of employers surveyed man-
aged either to hold costs constant
or reduce them last year, the
survey found.

Higgins’ survey found that 61-

(HEALTH

Average cost per worker:
paid by 2,016 corporate
and government employers

MBENEIITS;

$27-00

$1,645

1984 1985 1986 1987 1988*
(*PROJECTED)

Source: A. Foster Higgins <4 Co.
The Associated Priess

percent of the employers did not
require employees to help foot the
bill on individual coverage. But 88
percent did require their employ-
ees to pay a deductible. A third of
the employers said they raised
deductibles in the last two years.
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AVERAGE LENGTH OF STAY [1TA A
FOR PHYSICAL CONDITIONS AND

FOR PSYCHIATRIC CONDITIONS OR DIAGNOSES

Average length of stay for physical conditions, obtained from the American

Hospital Association for 1934, is 7.3 days.

| have two sources for average length of stay for psychiatric diagnoses. The
first source is from the Commission on Professional and Hospital Activities.
This is data which is received from general,non-Federal, short-term

hospitals. This is defined as a medium stay less than 30 days. Thisexcludes

data from psychiatric hospitals.

The length of stay for these diagnoses are;

paranoid schizophrenia - 15.1 days
acute schizophrenic episode - 15.4 days
childhood psychoses - 24.2 days

major depressive psychoses - 17.2 days
other effective psychoses - 15.4 days
miscellaneous psychoses - 11.6 days
anxiety states - 5.9 days

neurotic depr’ on - 12.6 days

mls‘“llanec, roses - 10.3 days
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miscellaneous mental disorders - 13.6 days

The next figures | am going to quote were given to me over the phone by Bertie
Firestone from the National Institute of Mental Health. These are average
length of stay figures obtained from private psychiatric hospitals. These

again are given by certain diagnoses.

Average length of stay for:

any alcohol related admission - 20 days
any drug related admission - 19 days
organic disease - 17 days

effective disorders - 20 days
schizophrenia - 18 days

other psychoses - 20 days

anxiety disassociative - 14 days

personality disorder - 17 days

This concludes the information that | was able to obtain about average length
of stay. | did attempt to get data from the American Psychiatric Association,

but they declined to give me any information about length of stay figures.
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Company Practices In Mental Health Coverage; 325.3.-9
Plan Design Limits Reflect Increases in Cost, Use 4-87
Employees are using mental health benefits more often,

according to "Company Practices In Mental Health Coverage,"” a
study by Hewitt Associates. About half of the 293 companies
surveyed experienced an Increase In mental health claims since
1903, while only 8% experienced a decrease. Although the number
of companies that were able to track claims costs was small (28),

$169 In 1987 per employee.

costs Increased each year from $118 In 1904 to a projected costs of

The complete study Includes company practices in mental health
and employee assistance programs and may be purchased from
Hewitt Associates, 100 Half Day Road, Lincolnshire IL 60015. Attn:

Cathy Schmidt.

ealth care benefits have been subject to
dramatic changes during the past live years.
H  An increasing number of employers arc
concerned with one area of benefits that has
been  considered uncontrollable-mental  health
coverage. . .
Hewitt Associates surveyed 293 companies of
various sizes and industry types to find specific
prevalence patterns for mental hcaltdi benefits and
company-sponsored emPloyee assistance programs.
This report hlghllghts he  survey findings for the
mental health benefits. o
Surveyed companies were almost evenly disu ibutcd
between manufacturing &49%) and nonmanufacturing
(51%) industry classifications. In terms of the number
of employees, 15% employed less titan 1,000, 46%
covered from 1,000 up t05,000,16% covered between
5,000 and 10,000, 19% between 10.000 and 50,000,
and only 470 employed more than 50,000 employees..
Companies were almost evenly divided also in their
reasons for offering mental health coverage. Moral
obligation and competitive practice wore the two most
common responses as cited by 37% and 35%
respectively. - Cost management for overall med!ca|
plan (15%]), employee demand (6%%, art of medical
plan (47c), employee productivity (1 cg), and all others
(2%).

Design And Usage

More than three-founhs of the companies have made
no major design changes to mpatlentoroutgatlcnt limits
within' the gast two years. For the 288 companies
surveyed, 80% did not chan%e inpatient limits and 7670
made no changes in the outpatient limits. However,

223 W eil Adnnif Sin>n nnH K «I(

11% reported thal they arc planning changes within the
next 12 months. Anticipated changes include ||m|t|nq
the number of inpatient days, adding or limiting annua
and/or lifetime dollar limits, and overall evaluation of
mental health coverage due to mcreasm% claims costs.

In terms of utilization, 33% of the 197 companies
said they have not been able to track use of the mental
health benefit. Of those able to compare changes in use
since 1983, just over half have seen an increase.

Design Features
~Employers have ranked use of mental health benefits
high on the list of health plan services that arc difficult
to control. Tlic most common method used to control
use places some type of special limit on plan benefits.
Ninety-three percent of companies combined inpatient
and outpatient limits (lifetime and/or annual) formcntal
health and substance abuse coverage. Of those ﬁlans,
7) % had specific coverage limits for both mental health
and substance abuse under the medical plan. _
Specific limits for outpatient mental health benefits
only was reported by 19% of the surveyed plans, and
inpatient benefits were treated as tiny othcrillncss under
the medical plan. Seven Bercent reported specific limits
for inpatient substance abuse only and inpatient mental
health was covered as anK other illness. Becmc limits
for inpatient menLal hcalLh was reported by 370 of the
companies surveyed and inpatient substance abuse is
covered as any other illness. . _
~ More than half (54%) of the companies combined
inpatient/outpatient limits expressed cither as an annual
or lifetime maximum; some companies had both.
Annual dollar maximums were included in the plans of
22% of those companies with limits that ranged from

FM-onem pramTnnii



ALASKA STATE LEGISLATURE
HOUSE OE REPRESENTATIVES
RESEARCH AGENCY

110 llov V. Siaio c'ipitol
Juneau. AlisX.i 9981 1..JUKI
Mail Stop 11(H
(907) 465-3991

June 3, 1987
MEMORANDUM
T0: Representative Niilo Koponen
ATTN: Lisa Mclaren
FROM: Jay Livey
Legislative Analyst
RE: Mental Health Insurance Laws in Other States

Research Request 87.307

You asked that we: 1) determine the extent to which other states

the coverage of mental health services under health insurance policies
within the state; 2) identify the types of mental health providers that are
eligible to be reimbursed under the mental health coverage in other states;
and 3) discuss the impact to mental health services in Alaska associated

with designating specific mental health providers to be eligible
bursement from insurance claims.

Mental Health Insurance in Other States

The attached chart identifies the states which regulate mental health bene-
fits in private health insurance policies. Thirteen states (Colorado,
Connecticut, Maryland, Maine, Massachusetts, Minnesota, Montana,

Hampshire, North Dakota, Ohio, Oregon, Virginia and Wisconsin)

which require insurers to include mental health services as part of certain
insurance policies sold inthe state. Thirteen states  (Arkansas,

fornia, Florida, Georgia, Illinois, Kansas, Louisiana, Missouri,
Tennessee, Vermont, Washington and West Virginia) require only that

New York,

ance policies "offer” mental health coverage at the policy holder's option.

Mandated Coverage. 0f the states which mandate mental health
four states (Connecticut, Maryland, Massachusetts and Virginia)

coverage,

coverage for individual as well as group policies. The type of mandated

coverage specified in state insurance laws variesconsiderably.

Colorado,

Connecticut, Maine, Maryland, New Hampshire and Oregon specify coverage of

inpatient services, opartial hospitalization and outpatient

Services.

Massachusetts, Montana, Virginia and Wisconsin specify inpatient and
patient coverage only while Ohio and Minnesota specify only outpatient
coverage. North Dakota specifies ~coverage for inpatient services

partial hospitalization but not for outpatient services.
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Mental health providers eligible to receive insurance reimbursement under
mandated coverage include psychiatrists in all thirteen states, psycholo-

gists in 12 states and social workers in six states. It should be noted,
however, that the licensing requirements vary among states with regard to
the qualifications required of these mental health providers. In virtually

all of these states, mental health services offered in a licensed hospital
or community mental health center are covered under mandated insurance
policies.

Mandated Availability. 0f the thirteen states which mandate availability
of mental health coverage as a policy option, nine states specify that only

inpatient and outpatient coverage be offered. Two states, Florida and
Vermont, specify that in addition to inpatient and outpatient coverage,
partial hospitalization should also be offered. Tennessee offers only

outpatient coverage while Washington statutes do not specify services to be
offered.

In twelve of these thirteen states--Georgia does not specify the types of
providers eligible for insurance reimbursement--psychiatrists and psycholo-
gists are designated as professionals eligible for insurance
reimbursement. In addition, five states specify social workers or other
counseling professionals as eligible providers.

Provision of Mental Health Services in Alaska

Under Alaska law, three types of mental health professionals are licensed
by the State: psychiatrists (AS 08.64), psychologists and psychological
associates (AS 08.86). [t is unlawful for an individual who is not so
licensed to practice psychiatry or psychology or to generally advertise his
or her services as relating to psychiatry or psychology. However, this
does not preclude other types of health professionals from providing
counseling services, e.g., drug and alcohol ~counsellors and family
counselors.

Any hospital other than federal hospitals must be licensed by the State. A
hospital is defined as any "institution or establishment, public or pri-
vate, devoted primarily to providing diagnosis, treatment, or care over a
continuous period of 24 hours each day for two or more unrelated indi-

viduals suffering from illness, physical or mental disease, injury or
deformity, or any other condition for which medical or surgical services
would be appropriate.” Alaskahas two hospitals licensed as psychiatric

hospitals, Alaska Psychiatric Institute (API) and Charter North, In addi-
tion, Fairbanks Memorial, Providence and Mt. Edgecumbe are licensed to
provide psychiatric services.

Community mental health centers established under AS 47.30 do not require a
State license, but their operations must conform to State law and depart-
ment regulations. Currently, there are 27 community mental health centers
in Alaska. (See Table 1 for a summary of the community mental health
centers in the state.)
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Table 1 also includes the staffing characteristics of the community mental

health centers as of October 1986. As the table indicates,

M.D., eight have a PhD psychologist on staff (although

an individual with a Masters degree. Within this latter group

one

gight menta

health centers have medical doctors on staff. 0f the centers without an

these
individuals were not licensed by the State) and 11 centers were staffed by

vidual with a Masters degree was licensed as a psychological associate

TABLE 1
COMMUNITY MENTAL HEALTH CENTERS IN ALASKA

................................ STAFFING INFORMATION

NUMBER OF MEDICAL
LOCATION COMMUNITIES SERVED DOCTOR PSYCHOLOGIST
Anchorage 3 yes yes
Fairbanks 8 yes no
Wasilla 6 yes yes
Juneau 7 no yes
Kenai 4 yes yes
Ketchikan 6 no yes
Bethel 35 yes no
Kodiak 6 no yes
Nome 16 no no
Homer 8 yes yes
Sitka 2 no yes
Barrow 7 no no
Dill ingham 26 yes no
Kotzebue 12 no no
Dutch Harbor 11 no yes
Valdez ! no no
Seward 5 yes yes
Prince of Wales 4 no no
Galena 7 no yes
Cordova 2 no yes
Tok 7 no no
Haines 3 no no
Copper Center 10 no no
McGrath U no yes
Aniak 9 no no
Fort Yukon 7 no no
Tanana 8 no no

Notes: Staff information provided as of October 1986
Source: Alaska Department of Health and Social Services,
Mental Health.

Prepared by the House Research Agency, June 1987
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Table 2 provides a geographical distribution of licensed mental health
providers in the stats. As the table indicates, the licensed mental health
providers are located predominantly in the larger communities in the state
although Homer, Dutch Harbor, Seward, Petersburg and Glenallen all have a
licensed provider.

TABLE 2
GEOGRAPHIC DISTRIBUTION OF LICENSED MENTAL HEALTH PROVIDERS IN ALASKA

PSYCHOLOGICAL
COMMUNITY PSYCHIATRISTS PSYCHOLOGISTS ASSOCIATES

44
19

Anchorage 3

Fairbanks

Wasill a

Homer

Cordova

Kodiak

Juneau

Ketchikan

Kenai/Soldotna

Sitka

Dutch Harbor

Seward

Kodiak

Petershurg

Glenallen

Out of State 13
Total 102

N
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Source: Psychiatrist information from personal communication with the
Alaska State Medical Association. Other data from Department of
Commerce and Economic Development, Division of Occupational
Licensing.

Prepared by the House Research Agency, June 1987
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Mental Health Insurance in Alaska

As Tables 1 and 2 indicate, there are areas of the state in which no pro-
viders could be vreimbursed by insurance companies if reimbursement were
restricted to licensed psychiatrists and psychologists. (Although psycho-
logical associates are licensed by the State, they must work under the
direct supervision of a psychologist or psychiatrist.) Based on staffing
patterns present in October of 1986, nine community mental health centers
serving 84 rural communities do not have a licensed mental health provider
on staff. As Table 2 indicates, these same communities have no private
practitioners who could provide reimbursable services.

Expanding the definition of reimbursable providers to include master level
practitioners would allow all community mental health centers to provide
reimbursable services. According to the Division of Mental Health, as of
October of 1986, all community mental health centers were staffed by an
individual with at least a Master in Social Work (MSW) degree or Master of
Arts (MA) degree in psychology.

One suggestion that has been made with regard to expanding the scope of
reimbursable services in the state is to license mental health programs
rather than mental health providers. Under this licensing format, com-
munity mental health centers which provide the required standards of
service would be licensed by the State and be eligible for insurance
reimbursement. Depending upon the licensing standards adopted, a community
mental health center could be eligible for reimbursement even if the staff
did not include a provider eligible to offer reimbursable services. The
Division of Mental Health is currently investigating this approach.

It has also been suggested that although many rural areas do not currently
have eligible providers, the market incentives created by mental health
insurance legislation would cause providers to move into the wunderserved
areas. This scenario assumes that there are a significant number of indi-
viduals in the wunderserved areas who would be covered by insurance policies
and who would seek mental health services. Stove Caverly, acting director
of the mental program at the Yukon-Kuskokwim Health Corporation (YKHC),
noted that in the Bethel area, this assumption was not necessarily
accurate.

Mr. Caverly noted that, in Bethel, there are a significant number of indi-
viduals who are covered under group insurance plans. However, this is not
true in the villages that are within the YKHC service unit. He doubts that
the YKHC program could collect sufficient revenue from insurance companies
to offset the expense of hiring a psychiatrist or psychologist if the
employment of these providers were necessary to Dbill insurance companies.
However, he did note that the program currently bills for medicaid and some
private insurance so that a billing procedure already exists.
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Mr. Caverly identified two technical problems with regard to the types of
practitioners eligible for insurance company reimbursement. First, he
noted that it is very difficult for the mental health programs in the rural
areas to attract and retain psychiatrists and psychologists, even if suffi-
cient funds are available to pay them. Turnover of these professionals is
high in the rural areas and recruitment is a time-consuming process. Conse-
quently, it is likely that for significant periods of time a community
mental health center may not have either a psychiatrist or psychologist on
staff even if this were the desired staffing level. If insurance coverage
is discontinued during the time that one of these providers is not on
staff, clients may choose to discontinue services rather than make higher
cut-of-pocket payments.

A second problem is associated with determining the appropriate level of
service for the client. Mr. Caverly noted that, in some cases, clients are
hetter served within their home communities. Many community services can
bhe most efficiently provided by practitioners other than psychiatrists and
psychologists. However, if these services are not reimbursable because
they are not offered by an eligible provider, a client may choose an
inappropriate level of service (such as inpatient treatment in Anchorage)
hecause it is covered by his or her insurance policy.

If you have any questions or want additional information, please contact
this agency.

Attachments



STATE

Arkansas

Califcrnia

Colorado

Connection

Florida

MA: Mandated Availability

TYPE OF
MANDATE

MA

MA

MBP

MA

DATE

197)

1976

1971

1976

Amended

1913

INPATIENT

Psychological evaluation,
counseling psychotherapy
or related mental health
services are entitled to
payment or reimbursed on
an equal basis.

Terms of all coverage
agreed upon betveen the
group policy-holder and
instaer.

Under basic coverage bene-
fits, 65 days for full
hospitalization in one 2
month benefit period. Each
day of confinement as an
inpatient shall reduce by

1 day the total days avail-
able for all other illness-
es during the 12 month
benefit period. Each day
of inpatient care shall
reduce by 2 days the 90
days available lor partial
hospitalization care.

60 days per year In
any hospital.

30 days per year.

MBPi Mandated Minimum Benelit Package

iIUMMARY of state mandates of
MENTAL HEALTH INSURANCE COYERACE

PARTIAL
HOSPITALIZATION

Not specilied

Not specilied

?Odays fee partial hosp-
italization in one 12
month benelit period.
Each 2 days of partial
hospitalization shall
reduce by 1 day the total
days available lor other
ilinesses during the 12
month period. Each 2
days of partial hospital-
ization care shall reducd
by 1 day ol the 65 days
available.

120 days. An exchange
exists vith inpatient
benefits under the
folloving () if the
cost does not exceed
50* ol th: cost of 1
inpatient day at the
average semi-private
rate at the hospital,

2 sessions ol partial
equal 1 inpatient dayt
(a il the cost/ses-
sion exceed 50%of the
cost ol an inpatient
day each session shall
equal 1 inpatient day.

U partial hospital-
ization services or a
combination oi inpatient
and partial hospital-
ization are utiliz.:d,
total benefits paid
should not exceed the
cost ol 30 days ol

inpatient hospitaiizat'x.

POLICIES
OUTPATIENT COVERED
Reimbursed provided
service is provided
by facilities
licensed as outpatient
psychiatric center.

Group, individual

Terms ol all coverage Group
to be agreed upon be-

tveen the group polk.7—

holdrr and the Insurer.

Under major medial Group

coverage benefits cover
outpatient services
furnished by a compre-
hensive health care
service corporation,
CMHCs. Copayment
should not exceed
50*. up to $1,000
Deductibles shall not
differ from the
deductible amount for
any other condition

or illness.

After major medical Group, individual
deductible, copayment

of JO* up to $1,000.

Additional benefits up

to $2,(XD shall be

provided at the option

ol the group policy-

holder.

$1,(D0 per year

Group

Produced lor the APA National Edu « ion Program by GLS Associates, Inc., Philadelphia, PA, September 191J.

ELIGIBLE
PROVIDERS

Psychiatrist, psychologist,
licensed outpatient
psychiatric centers.

Psychiatrist, psychologist,
licensed marriage, family
and counselor, registered
registered nurse vith a
masters In peyehlitric
mental ntxilng and 2
years' experience in
psychiatric mental henhh
nursing, licensed

clinlal social worker.

Psychiatrist, psychologist,
hospital or psychiatric
hospital) comprehensive
health care service corpo-
ration, a community mental
health center or other
mtntal health clinics under
the supervision ol a licensed
psychiatrist or psychologist.

Psychiatrist, psychologist,
MSV, (under the supervision
of a licensed physician

or psychologist) In a child
guidance clinic, non-profit
community mental health
center, noo-profll licensed
iduh psychiatric clinic
operated by in accredited
hospital

Psychiatrist, psychologist,
licensed mental health
professional



STATE

Georgia

Diimii

Kansas

loulsana

Maine

Maryland

Massachusetts

Minnesota

Missouri

MA:

TYPE OP

mandate date
UA 1966
MA 1973
Effective

1977

MA 1971
MA 1973
MBP 196)
MBP/MA 1976
MBP 1973
MBP 1973
MA 1960

Mandated Availability

WPATIENT

30 dayt per year under
an individual policy
and 60 days per year
rnder agroup policy.

Coverage for Inpatient
on par with physical
benelits, but not more
than 30% deductible lor
all expenses vith an
annual limit ol the

lesser ol $10,(U) or

23% ol the lifetime
policy.

30 days per calendar
year.

Benefits on par vith
those offered for other
illnesses.

At least 30 days per
year vith a % co-
pa) ment and a lifetime
limit oi $23,000.

MBPi 30 days per year
In any hospital

60 uays in any hospital;
on par vith other
ilinesses.

Not specified

30 days per year;

on par with other
llinesses.

MBP: Mandated Minimum Benefit Package

Produced lor the APA National Education Program by GLS Associates, inc., Philadelphia, PA, September 1965.

PARTIAL
HOSPITALIZATION

Not specilied

Not specilied

Nor specilied

Not specilied

$100 deductible, 30%
copayment vith an
annual limit ol
$1,000. Lifetime
limit of $23,000.

MA: 30 partial hosp-
italization treatment
days per year.

Not specilied

Not specilied

Not specilied

OUTPATIENT

G vialts per year
mnder an Individual
policy and 30 visits
per year under a
group policy.

Cover for outpatient

on par with physical
benefits, but not more
than 30% deductible (or
all expenses vith an
annual limit of the
lesser ol $10,(XD or

23% of the lifetime
policy.

Coverage for the
first $100 and 60%
of the next $300
per year.

Benefits on par vith
those oflered let other
llinesses.

$100 deductible, 30%
copayment vith an
annual limit of $1,(x0.
LUetime limit ol
$23,000.

MBP: after major
deductible copayment can
be no less than 30%.

$300 per year

All group policies
providing benelht for
i ental or nervous dis-
ocuer treatment in a
hospital shall also pro-
vide coverage to at
least < of the first
$730 per year while the
injured person is not
abed patient in a
hospital.

Copaym-nt no greater
than 50% up to $1,500

or 20 sessions. Frequency
ol psychotherapy sessions
may be limited but bene-
fits shall be available

lor at least one session
during any 7 consecutive
days.

POLICIES
COVERED

Group, individual

Group, individual

Group

Group

Group

medical Group (MBP 4 MA)
Individual(MBP).

Group, individual

Group

Group, Individual

ELIGIBLE
PROVIDERS

Not specified

Psychiatrist, psychologist.

Psychiatrist, psychologist,
community mental heahh
center cr ei'mic, psychia-
tric hospital

Psychiatrist, psychologist,
board certified soda*,
social vorker In consul-
tation with a physician.

Psychiatrist, licensed
psychologist, an accredited
public or psychiatric
hospital and commmlty
agency under the super-
vision oi a psychiatrist

or licensed psychologist.

Psychiatrist, psychologist,
social worker,

Psychiatrist, psychologist,
licensed clinical social
social worker, compre-
hensiv* health service
organization, licensed
-or accredited hospital,
community mental health
center or clinic.

Psychiatrist, psychologist,
licensed or accredited
hospital, community mental
center or mental health
clinic approved or

licensed by t thorized
state agency.

Psychiatrist, psychologist.



TYPE OF

STATE MANDATE  PATE INPATIENT

Montana MBP 1913 Under basic Inpatient
expense policies,
beneliti are no less
than 50 days per year.
Under major medial
policies, no ley than
30 days per year and
1 inpatient beneliti
are provided beyond
30 days, the durational
limits, dollar limits,
deductibles and copay-
ments need not be the
same as applicable to
physical illness
generally.

UBP

New 1975

Hampshire

Benefits on par vith
benelits lor other IlI-
nesses lor service in a
licensed or general
hospital. Major medial
coverage may be limited
to $3,000 per Individual
and a lifetime maximum of
of $10,(ID, per individual.
Allowable days not
specilied.

New York MA 1977 30 days per year in a
general or mental
hospital.

MBP

North 1975

Dakota

70 days per year lor

a licensed hospital.
Each day ol inpatient
treatment shall be
equivalent to 2days of
partial hospitalization.

Ohio uBP 1971 Not specified

Oregoi MBP 1916 No more than $7,300

In any 26 consecutive
month period for in-
patient are and treat-
ment in hospitals. No
more than $3,000 in any
2+ consecutive month
Period in residential
facilities. Within this
$3,000 limit, payment
shall be made for either
full-day supei vised
residential or part-
mday treatment.

MAi  Mandated Availability
MBPj Mandated Minimum Benelit Package

PARTIAL
HOSPITALIZATION

POLICIES
COVERD

OUTPATIENT
Not specilied Copayment no greater
than 30% or the coln-
jurince factor applic-
able lor physial IlI-
ness generally, which-
ever is greater and the
maximum benefit for
mental lliness, alco-
holism and drug addiction
in the aggregate during
the benefit period

may be limited to not
less than $l,(IIJ

Group

Benefits should be at

least as favorable as

those which apply to the
benefits for the treat-

ment of other llinesses.
Non-major medical policies
must cover 13 hours of care
after the first 2 visits.
Allowable days not specified.

(Vital hospital-
ization Is covered
under major medial
expenses but the
extent of coverage
Is not specified.
Allowable days not
specilied.

Group

$700 per year deductibles
and coinsurance on par
with other benefits.

Group

160 days partial
hospitalization per
year. Benelits may
also be provided

for a combination of
inpatient and par-
tial hospitalization

Not specilied Group (more than 30
persons with 70% ol

group participating).

treatment.

Not specified $330 per year subject to Group
reasonable deductibles
and copays.

Part-day treatment on No more than $2,000 in Group

in organized, formal,
regularly scheduled

basis consisting of

at least Bhours of
structured treatment

per day, for at Mast
6days each week. Shall
be no more than $3,000

in any 26 consecutive
period. Within this

$3,000 limit, payments
shall be made for either
part-day or full-day
residential treatment.
Part-day treatment less
than Bhours ol treatment
per day (or at least 6day5
each veek, is covered u
outpatient treatment.

any 26 consecutive month
period.

Produced lor the APA National Education Program by GLS Associates, he., Ruladelphia, PA, September 1965.

ELIGIBLE
PROVIDERS5

Psychiatrist, psychologist,
social worker, mental
health treatment center.

Psychiatrist, psychologist,
licensed pastoral counselor,
mental hospitals, licensed
licensed or general
hospitals, community
mental health center,
psychiatric residential
p.ugram.

Psychiatrist, psychologist,
social worker.

Psychiatrist

Psychiatrist, psychologist,
accredited hospital a
community mental health
facility.

Psychiatrist, psychologist,
nurse practitioner,
clinlal social worker,
health facilities,
residential facilities or
inpatient services.



STATE

Tennessee

Yermont

Virginia

Washington

Virginia

W isconsin

MAs  Mandated Availabili
Mandated Minimum

MBPi

TYPE OF

MANDATE  DATE
MA 1976
MA 1975
MBP/MA 1975
MA 1983
MA 1577
MBP 1975

INPATIENT

Not mandated

65 days per year
in a general or
mental hospital

MBPi 30 days per year
in a mental or general
general hospital includes
benelits for drug and
alcohol rehabilitation
and treatment vith res-
pect to drug and alcohol
rehabilitation only.
There is an $80 per day
Indemnity benelit and a
lifetime coverage of

90 days.

*3 days par yair In

a mental or general
hospital) on par with
[llnesses In a general
hospital

ot kst then tix Jow' Of
’elnher §ne expenses o*, l}% first
30 dayt u an inpatient in A
hotpiul, or ihe first S7000
m&us a copaymeni of up to
10.

PARTIAL
HOSPTTALEADON

Not mandated

63 day et ivalents
of active care per
year.

Not specified

Not specified

Not specified

POLICIES

OUTPATIENT COVERED

30 visits per year
copays and deductibles
on par vith physical
ilinesses.

Croup, Individual

100% of the first 3
visits and 80% there-
after up to $500 per
year.

Group

MA: $500 per year vith
reasonable deductibles
and coinsurance that
are not less favorable
than physical llinesses,
except that the r opay-
ment not exceed 50% up
to $1,(X)0 per benefit
period.

Group, Individual

50% copayment up to 5500 Croup, Individual
per year, tesxlona canro«
exceed 50 per year.

Up to J1000 minus a copay*
ment of up to 10**.

. . N . >{o S$7000. The Department of Health and Human Services is re*
Total inpatient and outpatient treatment coveraie up .nv,mnr
quircd to re..cw covcraye imounu every three years snd may recommend increases to the jovemor.

t
genefit Package

Produced for the APA National Education Program by GLS Associates, Ire., Philadelphia, PA, September 1963.

1Source:

State Health Reports,
Feature),

(Special

Intergovernmental
January

1986.

ELICIBLE
PROVIDERS

Psychiatrist, psychologist,
community health center -
vith an approved plan

lor qualhy risuranct,
accredited hospitals.

Psychiatrist, psychologist,
licensed mental health
professional, licensed
general or mental
hospital or community
mental health ceniers.

Psychiatrist, psychologist,
licensed clinical social
worker, mental health
treatment center.

Psychiatrist, psychologist,
licensed or accredited
general manial hos[mtal,
comprehensive health
servlet grganization,
community canter or

Psychiatrist, psychologist,
hospital, residential
facility, outpatient
treatment facility.

Health Policy Project, No. 20



STATE MANDATES OF PSYCHIATRIC
INSURANCE COVERAGE

Mental health benefits are required in insurance mandates in
27 states. Mandated benefit packages (MBP) are.re%uued in 14
states; mandated availability (MA) is required in 13 states,
?ebtelul of the insurance mandates are presented in the following
ables.



TYPE OF

STATE MANDATE DATE
Arkansas UA I_] I I
CoUlcrnia MA 197}
Colorado MBP 1976
Connecticut MBP 1971
Florida MA 1976

Amended

1983

MA: Mandated Availability
MBPi

INPATIENT

Psychological evaluation,
counseling psychotherapy
or related mental health
services are entitled to
payment cr reimbursed on
an equal basis.

Terms ol all coverage
agreed upon between the
group policy-holder and
insurer.

Under basic coverage bene-
tits, 65 days (or lull
hospitalization in one 1
month benelit period. Each
day ol ccniinement as an
inpatient shall reduce by

1 day the total days avail-
able lor all other illness-
es during the 12 month
benefit period. Each (lay

ol inpatient care shall
reduce by 2 days the 50
days available lor partial
hospitalization care.

60 days per year in
any hospital.

30 days per year.

Mandated Minimum Benelit Package

summary of state mandates op

mental health insurance coverage

PARTIAL
HOSPITALIZATION

Not specilied

Not specilied

SOdays lor partial hosp-
italization in one 12
month benelit period.
Each 2 days o( partial
hospitalization shall
reduce by lday the total
days available for other
illnesses dicing the 12
month period. Each 2
days of partial hospital-
ization care shall reduce’
by 1day ol the 65 days
available.

120 days. An exchange
exists with inpatient
benelits under the
following (1) il the
cost does not exceed
50% ol the cost ol 1
inpatient day at the
average semi-private
rate at the hospital,

2 sessions of partial
equal 1 inpatient davj
(3 if the cost/ses-
sion exceed 50% ol the
cost of an inpatient
day each session shall
equal 1 inpatient day.

U partial hospital-
ization services or a
combination ol inpatient
and partial hospital-
ization are utilized,
total benefits paid
should not exceed the
cost Or 33 days of
inpatient hospitalization.

POLICIES
OUTPATIENT COVERED
Reimbursed provided
service is provided
by facilities
licensed as outpatient
psychiatric center.

Group, Individual

Terms ol all coverage Group
to be agreed upcct be-

tveen the group policy-

holder and tie Insurer.

Under major medical Group

coverage benelits cover
outpatient services
furnished by a compre-
hensive health care
service corporation,
CMHCs. Copayment
should not exceed
50%, up to $1,000.
Deductibles shall not
differ from the
deductible amount for
any other condition

or iliness.

Alter majoc medical Group, Individual
deductible, copayment

ol 50% up to 51,000.

Additional benefits 141

to $2,(ID shall be

provided at the option

ol the *rog> policy-

‘tolder.

$1,(XD per year Group

Produced for the APA National Education Program by GLS Associates, Inc., Philadelphia, PA, September 1985.

ELIGIBLE
PROVIDERS

Psychiatrist, psychologist,
licensed outpatient
psychiatric centers.

Psychiatrist, psychologist,
licensed marriage, family
and counselor, registered
registered nine with a
musters in psychiatric
mental nursing and

years' experience in
psychiatric menul health
nursing, licensed

clinical social worker.

Psychiatrist, psychologist,
hospital or psychiatric
hospital) comprehensive
health care service corpo-
ration, a community mental
health antor or other
mental heahh clinics under
the supervision ol a licensed
psychiatrist or psychologist.

Psychiatrist, psychologist,
M5T, (uvder the supervision
0 alicensed physician

cr psychologist) in a child
guidance clinic, non-profit
community mental health
center, noo-prolit licensed
sduit psychiatric clinic
operated by an accredited
hosprtiL

Psychiatrist, psychologist,
Licensed mental heahh
prolesiicniL



TYPE OP
STATE MANDATE
CeorgLa UA
Qlinolt UA
Kansas MA
Loulsana UA
Maine UBP
Maryland UBP/UA
Massachusetts HBP
Minnesota UBP
Missouri HA
MA: Mandated Availability

BATE

1914

1973

Effective
1977

1971

1973

1913

1979

1973

1973

1980

PARTIAL

INPATIENT HOSPITALIZATION

30 days per year uvler
an individual policy
and 60 day, per year
under a group policy.

Not specified

Coverage tor inpatient
on par with physical
beneliti, but not more
than 30% deductible tor
all expense! vith an
annual limit ol the
leaser ol $10,000 or

23% ol the lifetime
policy.

Not specilied

30 days per calendar
year.

Not specilied

Benelits on par vith
those ollered lor oilier
illnesses.

Not specified

At least 30 days per
year vith a % co-
payment and a lifetime
limit ol $23,000.

$100 deductible, 30%
copayment vith an
annual limit ol
$1,000. Lifetime
limit of $23,000.

MBPi 30 days per year
In any hospital.

MA: 30 partial hosp-
italization treatment
days per year.

60 days in any hospital;
on par vith other
ilinesses.

Not specilied

Not specified Not specified

30 (Jays per year] Not specilied
01 par vith other

illnesses.

MBP: Mandated Minimum Benefit Package

OUTPATIENT

91 visits [«r year
urder an individual
policy and 30 visits
per year tnder a
group policy.

Cover lor outpatient

cn par vith physical
benelits, but not mere
than 30% deductib’* lor
all expenses vith an
annual Emit ol the
lesser ol $10,(KX) or
23% ol the lifetime
policy.

Coverage for the
tint $00 and 10%
ol the next $500
per year.

Benefits on par vith
those ollered fee other
illnesses

$100 deductible, 30%
copayment vith an
annual limit ol $1,000
Lifetime limit ol
$25,001

MBP: filer major medial
deductible copayment can
be no less than 30%.

$300 per yea;

Ail group policies
providing benelits tor
mental or nervous dis-
order treatment in a
hospital shall also pro-
vide coverage to at
least 80% ol the first
$730 per year vtuile the
insured person is not
abed patient in a
hospital

Copayment no greater
than 33% up to $1,500

or 20 sessions. Frequency
ol psychotherapy sessions
may be Emited but bene-
lits shall be available

lor at least one session
during any 7 consecutive
days.

Produced for the APA National Education Program by GLS Associates, inc., Philadelphia, PA, September 19J3.

SSH

POLICIES
COVERED

Group, Individual

Group, hdivKhsa]

Group

Group

Group

Group (MBP 4 UA)
Individual (MBP).

Group, individual

Group

Group, Individual

ELIGIBLE
PROYIDERI

Not specified

Psychiatrist, psydolcgist.

Psychiatrist, psychologist,
community mental health
center or clinic, psychia-
tric hospital

Psychiatrist, psychologist,
board certified social
social vorker In consul-
tation vith a physician.

Psychiatrist, licensed
psychologist, an accredited
public or psychiatric
hospital and community
agency under the super-
vision of a psychiatrist

or licensed psychologist.

Psychiatrist, psychologist,
social vorker.

Psychiatrist, psychologist,
licensed clinical social
social vorker, compre-
hensive health service
organization, licensed
«or accredited hospitaL
community mental heahh
center or clinic.

Psychiatrist, psychologist,
licensed or accredited
hospital, community mental
center or mental heahh
clinic approved or

licensed by authorized
state agency.

Psychiatrist, psychokgist.



STATE

Mruna

New
Hampshire

New York

Noah
Dakota

Ohio

Oregon

TYPE OF
MANDATE ~ DATE
MBP  191)
HBP 1973
MA 1977
VBP 1975
VBP 1971
UBP 1919

MA:  Mandated Availability
MBP: Mandated Minimum Benelit Package

INPATIENT

Ureter basic inpatient
expense policies,
benefits are no less
than 30 days per year.
Under major medial
policies, no less than
30days per year and
If inpatient benefits
are provided tayond
30days, the durational
limits, dollar limits,
deductibles and copay-
ments need rest be the
same as applicable to
physical illness
generally.

Benefits on pair vith
benelits for other ill-
nesses lor service ina
licensed or general
hospital. Major medial
coverage may be limited
to $3,000 per individual
and a lifetime maximum of
of $10,000, per individual
Aiiovabie days not
specified.

30 days per year ina
general or mental
hospital.

70 days per year lor

a licensed hospital.
Eadi day of inpatient
treatment shall be
equivalent to 2 days of
partial hospitalization.

Not specilied

No more than $7,300
Inany 29 consecutive
month period for in-
patient are andtreat-
ment in hospitals. No
more than $3,000 in any
29 consecutive month
period in residential
facilities. Vithin this
$3,000 limit, payment
shall be made or either
full-day supervised
residential or part-
-day treatment.

PARTIAL
HOSPITALIZATION

Not specified

Partial hospital-
ization is covered
under major medical
expenses but the
extent oi coverage
is not specified.
Allowable days not
specilied.

190 days pertial
hospitalization per
year. Benelits may
also be provided

for a combination ol
inpatient and par-
tial hospitalization
treatment.

Not specified

Part-day treatment on
an organized, formal,
regularly scheduled
basis consisting of

at least 9hours of
structured treatment
per day, for at least
9days each week. Shall
be no more than $3,000
in any 29 consecutive
period. Yithin this
$3,000 limit, payments

shall be made for either

part-day or lull-day
residential treatment.

POLICIES

OUTPATIENT COVERED
Copayment no greater
than 30% or the coin-
surance factor applic-
able (or physial ill-

ness generally, which-
ever is greater and the
maximum benefit for
menul illness, alco-
holism and drug addla ion
in the aggregate Axing
the benelit period

may be limited to not
less than $1,000.

Croup

Benelits should be at

least as favorable as

those vhich apply to the
benefits for the treat-
ment of other illnesses.
Non-major medical policies
must cover 13 hours ol care
after the first 2 visits.
AL'ovable days not specified.

Group

$700 per year deductibles
and coinsurance on par
vith other benefits.

Group

Not specilitd Group (more than 30
persons with 70% ol

group participating).

$330 per year subject to
reasonable deductibles
and copays.

Group

No more than $2,000 in
any 29 consecutive month
period.

Group

Part-day treatment less
than 9hours of treatment
per day for at least 9 days
each veek, is covered as
outpatient treatment.

Products lor the APA Nat.-nal Education Program by GLS Associates.. Inc., Fhiladelphia, PA, September 19S5.

ELIGIBLE
PROVIDERS

Psychiatrist, psychologist,
social vorker, mental
health treatment center.

Psychiatrist, psychologist,
Horsed pastoral counselor,
mental hospitals, licensed
licensed or general
hospitals, community
mental health center,
psychiatric residential
program.

Psychiatrist, psychologist,
social vorker.

Psychiatrist

Psychiatrist, psychologist,
accredited hospital or
community menul heahh
facility.

Psychiatrist, psychologist,
nurse practitioner,

clmkal social worker,
heahh facilities,
residential facilities cr
Inpatient services.



STATE

Temeuee

Vermont

Virginia

Végfirgn

v«t

Virginia

W isconsin

TYPE OF
MANDATE  DATE
MA 1979
MA 1973
HBP/UA 1973

M s

MA 1177

UBP 1973

MAr  Mandated Availabilit i
MBP, Mandated Minimum Benefit Package

PARTIAL
INPATIENT

Not mandated Not mandated

9) l'ayi per year 95 day equivalents
in a general or of active care per
memal hospital. year.

MBPi 30 days per year Not specilied

ina mental or general
general hospital includes
benefits lor drug and
alcohol rehabilitation
and treatment vith res-
pect to drug and alcohol
rehabilitation only.
There is an $30 per day
indemnity benelit and a
lifetime coverage ol

90 days.

9J days Fer year In Not specified

a memal or general
hospital) on par vith
[llnesses In a general
hospital.

Not less than the lesser of
either the cspenses of the first
JO days as an inpatient in s
hospital, or the first S7000
mmui a copayment of up to
10*V

Total inpatient and outpsfcnt treatment coversge up
quired to renev coverage

KQIPFTALCATTON

Not specified

POLICIES

OUTPATIENT COVERED

30 visits per year
copays and deductibles
on par with physical
illnesses.

Group, Individual

100%o0l the lirst 3
visits and S0% there-
after up to $300 per
year.

Group

MA: $300 per ytar vith
reasonable deductibles
and coinsurance that
are not less favorable
than physical illnesses,
except that the copay-
ment not exceed 30% up
*0$1,000 per benefit
period.

Group, Individual

30% copayment up to $300 Group, Individual
per yeas( sessions cannot
cacéed ) per year.

L'’p to SICOO mir.us a copay-
mem of up to 10S

to JTO0OO The Depanmem of Heath and Human Services is re-
imounts every three years and may recommend increases to the governor.

Produced for the APA National Education Program by CIS Associates, Inc., fhiladelphla, PA, September 191J.

mSource:

State Health Reports,
feature),

(Scecial

January 1936.

Intergovernmental

ELIGIBLE
PROVIDERS

Psychiatrist, psychologist,
community health center -
vith an approved plan

lot quality assurance,
accredited hospitals.

Psychiatrist, psychologist,
licensed mental health
professknaj, licensed
general or mental
hospitaler community
mental health centers.

Psychiatrist, psychologist,
licensed clinical social
vorker, mental heahh
treatment center.

Psychiatrist, psychologist,
licensed or accredited
general mental hos'mtal,
omprehensive health
service organisation,
community center or

Psychiatrist, psychologist,
hoSpital, residential
facility, outpatient
treatment facility.

Health Policy Project, Mo. 20
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WATKINS, SALLIE A>, DR* PIPML ACSW
Private Pntdlw

FO Box 2167, University of Alabama, Tuscaloou AL 35486

PH: (205) 752-4377TH

REGNO: 024904 CERT: LCSW, AL

PRAC; FAM; Is QR; CP

EDVC,' DSW81 U Alabama ttmwr.lly AT, M6W 2> U AUVWW,
university AL

SPEC: AD; C; GER; Gen Prac

EXPER: ?3- Ant Prof University of Alabama Birmingham; 80-83
Bryce HoiDital Social Work Supervisor; 74-77 Br«w«r-Porch
Children! Center Social Worker

Tuakcgcee luAiUutc

SMITH, ELSIE M *

Tiukegee University

808 Neal St, Tuikegee Institute AL 36088 PH: (303) 727-0214
REGNO: 006181 7
PRAC: OR: |

EDVC: MSW S7 Atlanta U, Atlanta GA

SPEC: AD; A: MIN

EXPER; 74- Dir Spec Prgm Tuskegee University; 72-74 Dir Campus
Inldliw\/igtual Development Ctr; 61-72 Outpt Soc Wkr Tuskegee Mtl
Hitl r

LCSW/AL ACSW

Waterloo

CRAVEN, DOROTHY S.*
Veterans Admir. Med Ctr
Rt 1Box 110, Waterloo AL 3J677 PH: (203) 766-5683
REGNO: 024870
FRAC: I; FAM; CP; OR
EDVC: MSW 70 U Alabama, University AL
SPEC: AD; Gen Prac
EXPER: 82- Veterans Admin Med Ctr

LCSW/AL ACSW

ALASKA

Anchorage

ANDERSEN, ELLEN M.*
US Public Health Service
2953 Drake Dr, Anchorage AK 99308 PH: (907) 26M557B
REONO: 001201
PRAC: FAM; OR
EDVC; MSW 72 U Michigan, Ann Arbor Mi
SPEC: C
EXPER; 78- Sr Soc Wkt US Public Health Service; 77-76 Soc Wkr jj*
Bureau of Indian Affairs; 75*77 Pottawattamie Child Guidance Ctr ~

ANDRELNI, MILDRED J.
Ctr for Chdn & Parinti
3J54 Stanford Drivn, An<hcm|o Alt MIOQ  Pit. (>07) 4TG-W4B
Counseling Ctr
101 E Ninth Avenue if7A, Anchorage AK 99501
PH: (967) 279-5441B
REGNO: 024144 CERT: RN. AK; RN, CA
PRAC: I; FAM; CP; OR
EDVC: MSW 82 U Houston, Houston TX
SPEC: AD; Eat Dir, Mar/Dvc; Med Con; Gun Prac
EXPER: 84- Executive Director Ctr for Chdn & PEtents; 82- Clinical
Social Worker Private Practice

BLAKE, DANIEL A *
Private Practice

1709 Bragan Suite B, Anchorage AK 99508 PH: (907) 279-3822B

REGNO: 012861

PRAC: FAM; I; OR

CDVCr Mb6\W/7J Woahtfn U/CW DrjWhn, 31 Luuio MO

E?(PE(F;: 78- Private Practice; 76-78 Ped SW Yale-NH Hosp Yale Sch

of Me

ACSW

ACSW

ACSW

NASW Register of Clinical Social W orkers— 1987

ALASKA

CAHRAHER, BARBARA SHARP*
Hamm Hospital
7231 Kiska Circle, Anchorage AK 99504 PH: (307) 338-1167
Social Service! Dept, 2801 DcBut, Anchorage AK 99308
PH: (907) 276-1131

REGNQ: 001202
PMC: is UR; FAM

EDUC: MSW 69 U Noith Carolina, Chapel Hill NC

SPEC: AD; Med Con; Dth/Dyg; Sub Ab

EXPER: 82- Soc Svc Director Humsr.a Hosp; 73-80 Clinical Soc Wkr
NC Mem Hosp; 71*72 Sr Soc WKr Queen Ella Il Hosp

CRAIG, HELEN S.
L-ugaon rsyctiauic Cundc
2303 Sprueewood, Anchorage AK 59504 PH: (907) 56M361B
REGNO: 017326
PRAC: FAM; 1
EDVC: MSW 74 U lllinois, Urtana IL
SPEC: A
EXPER: TJ- Langdon Psychiatric Clinic; 74-77 Involvement Centers
of Wisconsin; 74-74 Mattoon Community Menial Health Center

DOHRMAN, marcLE M * ACSW
DHEW.PIIS-mS
PO Box 6377, Anchorni*'. AK 99502
REGNO: 011872
PRAC: |
EDVC: MSW 68 U Denver, Denver CO
SFEC: AD
EXPER: 68- Clinical Social Worker Alaska Native Med Ctr

DUKE, VERONICA M *
Slate of Alaska
State of Alaska, 2900 Providence Drive, Anchorage aK 99508
PH; ($07) 561-1633
REGNO: 000842
PRAC: |
EDVC: MS 59 U Missouri, Columbia MO
EXPER: 72- Chf Soc Wkr Alaska Psych Inst Program Manager;
70-72 Psych Soc Wkr Alaska Psych Inst; 56-60 Psych Soc V/kr State
of MO

ECKRICH, SHERRY*
Dlv of Fam 8 Youth Svc
6301-A Donnn Drive, Aneborage AK 99504 PH: (907) 337-0879
REGNO: 027288
PRAC: !: CP; OR; FAM
EDVC: MSW 76 Washgtn U/OW Brown, Si Louis MO
SPEC: AD; Fam Vio; Gen Prac; Mar/Dvc; Med Con
EXPER: 85 Social Worker Div of Fam & Youth Svc; 83-85 Psych
Providence Hospital; 78-82 Psych Malcolm Bliss Mtl Hith Ctr

CARVIN JOHNf DR
Good (;oimiClI'ng
2008 East 38th Avenue, Anchorage AK 99508
REGNO: 020429
PRAC: I; TPt fiB; PAM
EDVC: PhD 76 U Pittsburgh, Pittsburgh PA; MPH 73 U Pittsburgh,
Pittsburgh PA; MSW 71 U Pittsburgh, Pitmburph-PA
SPEC: A; AD; Chd/ Sex Ab; Dth/Dyg; Oen Prac
EXPER: 86* Director GooJ News Counseling of Alaska; 84-06
Director Samaritan Counseling of Alaska; 75-84 Director Alaska
Childrens Services Executive

GIN, ROBERT G.*
Alaska Slate Sch for the Deaf
Alaska State Prgm for Deaf, 1729 Sunrise Dr, Anchorage AK 9950S
PH; (907) 277-9810
LSGNO: 001006
PRAC: I; GR; FAM
EDVC: MSW 62 U Michigan. Ann Arbor MI

SPEC; C; A; AD; Gen Prac; Med Con .
WAIT./5; rs*'sec 3vg spec Aiasxa o.tate ocf) tor tne Dealij *,'0-73 .soc

WKk. Alaska Chdns Svc Ctr for Chdn & Parents; 66*70 Dir
Therapeutic Svc Jesse Lee Home

ACSW

ACSW

PH: (907) 694-2207

ACSW

ACSW

ACSW

PH: (967) 561-47998

ACSW

©)
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Eagle River
A/ JONES, DOROTHY M,, DR* LCSW /CA* ] r

JL
I\

"k

V-

/-

Private Practice

Star Rt Box 5203. Eagle River AK 99577

Private Practice

2221 £ Northern Lights Blvd, #204. Anchorage AK 99508

PH: (907) 277-0201

REONO: 018302

PRAC: I’ FAM

BDUC: DSW 69 U California, Berkeley CA; MSW 61 UCLA, Los

Angeles CA

SPEC.- A

EXPER: 83- Private Practice; 80-83 The Collective A Feminist

gherapy Center; 77-80 Alaska Womens Resource Center Therapy
rgm

LEMERY, EUGENE F,
Dept of Amy
Box 3020, Loveland Circle, Eagle River AK 99577
PH; (907) 862-9190
REGNO: 009371
PRAC: FAM
EDUC: MSW 63 U Utah. Salt Lake City UT
SPEC: C; AD
EXPER: 82* ADCO CPC Fort Richardson AK; 75-81 So: Wkr VA
Center Hot Springs SD; 67-75 Psych Soc Wkr MO Div Mtl Hith

PUGH, RICHARD G.* CCSW/UT*
USAF
3366 Kantlshna Dr, Eagle River AK 99577  PH: (907) 552-4732
REGNO: 023821
PRACIi I* CP* FAM
EDIIC: MSW 76 Castleton St Col. Castleton VT
SPEC: AD; A; Mar/Dvc; Fam Vio; Chd/ Sex Ab
EXPER; 85- Elmendorf USAF Regional Hospital

PH: (907) 694-205SH

ACSW

Fairbanks

LUNDQUI1ST, BEVERLY A *
Private Practice
1510 Jennifer Drive, Fairbanks AK 99709 PH: (907) 45546302
REGNO: 019799
PRAC: I; FAM; OR; CP
EDUC: MSW 80 Smith Col, Northampton MA
SPEC: AD; A; C; Gen Prac; Chd' Sex Ab
EXPER: 85- Supervisor Resource Ctr for Parents & Children; 84-
Private Practice; 81-84 Clinician Fairbanks Comm Mil Hith Cir

MATTALNI, MARK A.*
Private Practice
1737 University Ave G43, Fairbanks AK 99709
PH: (907) 479-4168B
REONO: 021753
PRAC: GR; I; FAM; CP
EDUC: MSW 78 U Utah, Salt Lake City UT
SPEC: MIN; A; AD; Oen Prac; Sub Ab
EArex: 54- consultant Applied bghavioral Ecology; 83-85 Director
Memat Health lanana uuets; so-62 Director Autism Teaching

Center

PATRICK-RILEY, COLLEEN C.*
Fairbanks Counseling & Adon, PO 3ox 1544 222 Front St,
Fairbanks AK 99707 PH: (907) 456-4729B
REGNO: 019153
PRAC: FAM; I; CP; GR
EDUC: MSW 79 U Washington, Seattle WA
SPEC: C; AD; Chd/ Sex Ab; Mar/Dvc; Gen Prac
EXPER: 83- Director Fairbanks Counseling & Adoption; 79-83 Social
Worker Jesse Lee Home AK Chdns Svcs

8COLLAN, ELIZABETH L.*
Fairbanks CMUC/Prlv Prac
PO Box 82326, Fairbanks AK 99703  PH: (907) 452-1375B
REGNO: 022393
PRAC: I; FAM; CP; GR
EDUC: MSW 80 Tulane U, New Orleans LA

WI«@%@H& rﬂ%ifé*f‘& %‘Hl’l%rm Abuse Specialist

Fairbanks CMHC; 81-84 Director Treatment Hospitality House

ACSW

*7>

AGSwW

NASW Register of Clinical Social W orkers— 1987

*L$APP, CAROLYND.*

ACSWV/BRONSTON, SHIRLEY N.*

u~7C~MCMILLAN, PAMELA A,

ACSWYFOYOUROW, MARVIN S.*

ALASKA

STORTZ, LIBBY FINESMTTH* CSWINY ACSW
Private Practice
PC Box 83003 College, Fairbanks AK 99708 PH: (907) 4S5-6675B
REGNO: 019391)
PRa C: I; CP; FAM; OR
EDUC: MSW 77 Columbia U, New York NY
SPEC: A; C; Mar/Dvc; Gen Prac; Chd/ Sex Ab
EXPER: 84- Clinical Social Worker Private Practice; 80-84 Counselor
Resource Ctr Parents & Children; 77-80 Organizer NYC Commission
Human Rights
WOODS, PAMELA W. ACSW
Palrbanka Counseling & Adop
PO Box 734H. Fairbanks AK 59707
REGNO: 027859
PRAC: FAM; I; CP; GR
EDUC: MSW 82 U Washington, Seattle WA
SPEC: AD; A: Chd/ Sex Ab; Mar/Dvc; Gen Prac
EXPER: 36- Clinician Fairbanks Counseling & Adoption; 82-83
Clinician Fairbanks Community Mental Health; 82-82 Lecturer Dept
of Psych Unlv of .Alaska

Kodiak

PH: (907) 488-3948B

FIELDS, DONALD K.* ACSW
Kodiak Is Mental Health Ctr
K) Box 2593, Kodiak AK 596)5 PH: (907) 486-5742B
REGNO: 022566
PRAC: I; CP; FAM; GR
EDUC: MSSW 75 U Missouri. Columbia MO
SPEC: AD; A; Gen Prac, Mar/Dvc; DIh/Dyg
EXPER: 75- Clinician 11l Kodiak Is Mental Health Ctr
ACSW

Kodiak Island MI1C

1515 Lynden. Kodiak AK 99615 PH; (907) 486-3386H

316 Mission Rd *P119. Kodiak AK 99615 PH: »9G7) *86-57423
REGNO: 022251

ERAC: L_ EAMuGB4XE

EDUC; MSW 70 Va Commonwealth U, Richmond Va

SPEC: C; A; AD; MIN; Sub Ab

EXPER; 83- Psych Soc Wkr Kodiak island MHC; 78-83 Forensic
Soc Wkr St Elizabeth Hospital

Nome

LSCSW/KS* ACSW
Private Practice

490 Front Street, Nome AK 99762
REGNO: 002734

PRAC: I; FAM; GR

EDUC: MSW 6a U Kamas, Lawrence KS

EXPER: 81- Clinician Norton Sound Family Svcs; 75- Private
hiauiee wtih Psychiatric cnsii: 7:-70 Private practice shawm

Mission X3

PH: (907) .*43-2133

\ ) ACSW
Private Practice

Dox 1165, Norr.C AK 99762  PH: (907.) 413-28553

REGNO: 017001

PR1C; I; GR

EDUC: MSW 69 U Utah, Salt Lake City UT

SPEC: AD; Ale Ab

EXPER: 79- Private Practice; 76-78 Director Wrangell Offlca
Oateway Mil Hiltis; 72-78 Therapist Alaska Psychiatric Institute

ACSW
352 E Third St Cox 699, Nome AK 99762 PH; t907) 443-5206
REGNO: 024538

PRAC: FAM; GR; CPU
EDUC: MSSW 57 Columbia U, New York NY

.Bf; AD:; Gen Prac; MarDvc; Sub Ab .
- " Clinician I1tI"Morton Sound CM HC Jl.ime AK: BS-
rilvatc Tiouliwe Ovconvlfw ctllilu Wume a K, 52-54 LUriCtOr
Extended Cure SE CO Fam/MHC
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I. INTRODUCTION

This It the latent In & series of reports ftora the National
Association of Social Worken (NASW )on our coatlnu-
Ing effort* to achieve recognition of the profeieiontl
social worker as an Independent heehh-ttrt provider
who«e charge* for treatment sendees are relrabwxable
by all private and public health-care Insu:«?j, This 1987
Vendorshlp Report seeks to pmvtd™* «jrt«iur« of ti* *tu-
rent status of these efforts and an overview of the com*

plexities of third-party payment as It pertains to aodal
workers.

Reducing costs while enhancing Quality of care isa ma-
jor Issue now affecting every component of the health/
mental health delivery system, including social work ser-
vices. Social workers must be more conscious of and
knowledgeable about the actual service delivery costs of
their Interventions as well as more alert to the cost-
benefit Implications of the provision of sodai wort ser-

vices In the larger context of overall expenses for health/
mental health <-«e.

As more health Insurance policies Include mental health
benefits, and as budgets for agencies decrease, cfinical
social workers In all settings are steadily exploring with
clients the use of health insurance to help defray the cost

Introduction

of clinical social work services, The use of insurance

payment! (also called "ihlrd-party payments”) is thus
of vital Interest to all clinical social workers.

A further issue Is societal recognition of social workers
&a fully Himlifud prof*«3ionftl» who yiuviUc the out* ot

mental health services in the United States, hut who too
frequently are devalued or are seen as legitimately prac-
ticing only when under a physician's supervision. This
misapprehension Is fostered by other professionals who
perceive clinical social workers as competitors for clients
and dollars. Thus, the struggle for professional recogni-
tion is tied to the struggle for independent mental health
provider status,

The Information contained in this report will be useful
to socicl work practitioners, agency administrators,

JOcial Work Students, and NASW mecmbceri currently
WOfkine to nchleue full recognition of profciiluiiud

social workers. Efforts are being rewarded through suc-
cessful legislation and regulation at the federal and state
levels, through more knowledgeable consumers, and
through successful negotiatlons-with representatives of
the insurance Industry to recognl2c social workers.



FEB 08 '88 11:06 LIO - FAIRBANKS

. GENERAL PERSPECTIVES

A. On Third-Party Reimbursement

flhnrging fa>t for =ntc*> it common practice In tociflj
work asencies. The contract for payment, whether ver-
bal or written, li usually between (he agency and the
client recipient of the service. With the advent of major
medical insurance protection in the 1950s and the emer-
gence of federal health-care programs such as Medicare
In the 1960s, many persons receiving treatment for emo-
tional and mental illnesses became eligible for reim-
bursement of alt or part of the cost of treatment received
from approved health-care providers. Some states have
recenly enacted legislation requiring health Insurance
contre-ts to Include coverage for mental health, This is
usually for a specific amount and is called "mandated”
mental health coverage (see section D below). Some
employers, consumers, and unions also Insist on cover-
age for emotional and mental iliness and substance
abuse in insurance contracts. In spite of this progress, by
1987 most health insurance contracts and many federal
health-care programs do not provide benefits for the
treatment of emotional or mental illnesses or substance
abuse. Moreover, few of the contracts and programs
that do provide such benefits recognize clinical social
workers as qualified providers of treatment whose fees
for service can be reimbursed,

When a client has insurance coverage for mental Iliness,
the policy usually requires that the client pay a certain
amount before the insurance is activated. This Iscalled a
"deductible™ and may vary from f30 to S500, depend-
ing upon the polky. After the deductible has been met,
the insurance pob'cy will reimburse the client for a pro-
portion of the fees charged. This proportion varies from
policy to policy but usually is JO percent to 80 percent of
the fees charged, Sometimes there is a maximum allow-
able amount for a particular service. For extunple, if the

policy pays 50 percent of an allowable fee of 540 per visit
after the deductible has been met, then the company will

reimburse the client S20 for each visit. If the charge Is
5J0 per hour, the client must pay $30 per hour to make
up the total of $50. The amount the client pays is re-
ferred to as a "copayment.”

Insurance companies issue policies which specify the ser-
vices and service providers they will cover. They may
also specify an upper limit to the total amount they will
pay, and restrict the number of therapist visits for which

thev will oav wr week or per vear. It Is therefore impor-
tant to encourage the client to scrutinize the Insurance

policy In order lo clearly understand entitlements and
limitations. It Isalso important to remember that the in-
surance reimbursement is to the client, and only if bene-
fits can be and are assigned, will reimbursement checks
go directly to the social worker or agency.

Three factor* need to be considered in attempting to
determine if adiem laeligible {or reimbursement. They
are; IT) Is the cheat Incur™H 10l the Ir»atm»m of tho
diagnosed lliness? (2) Are social workers recognized S
qualified provider* under the state's insurance laws, the
specific Insurance contract, or the regulations pertaining
to the federal program? (3) Does the provider meet the
criteria established by the state, or social work profes-
sional association, or Insurance contract for recognition
as a clinical sodai worker? The answer to all three ques-

tions must be affirmative for the insured person to
quailiy for reimbursement in accordance with the condi-

tions of the contract or program.

3. On Securing Recognition

There are four bask methods for securing recognition of
clinical social workers as approved providers fjr reim-
bursement under health insurance contracts. They are:
(1) mandated recognition of the profession by slate or
federal legislation; (2) voluntary tecognilion by the in-
surer; (3) demand for inclusion by the purchaser of the
contract; and (4) a negotiated demand by consumer
representatives (sach 3J labor unions).

Each of these methods requires that supportive informa-
tion be amassed by the clinical social work advocute(s)
and that appropriate decision makers be convinced that
recognition of clinical social workers is a decision that
will benefit their constituents.

The process will be much the same whichever population
is selected as the immediate target. Success will require
fact-finding, the designing of an effective presentation,
and the building of an appropriate political support
base, flecosnitlon via slate cr federal lesidatlon is mn«r
effective since it affects all of the people under that enti-
ty's specific jurisdiction. State licensing at the independ-
ent clinical practice level is considered a prerequisite for
effecting an amendment to the state's insurance code to
Include social workers as qualified mental health pro-
viders (a vendorship law). Social work licensing and ven-
dorship aws al the state level are more effective than in-
dividual negotiation with hundreds of insurers, employ-
ers, and consumer groups. Successful vendorship efforts
depend upon building a broad political support base;
»haf to, rI*v.»li->png Acoalition of social work and oon
sumer groups.

The NASW national office provides basic background
information, d»tt, and resources to assist in the design-
ing of an affective strategy. Ongoing consultation is
available to NASW members and state chapters.

Professional Social Work Recognition
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ey Legsion

"Freedom-of*choi« " legislation requires that if health

insurance provides mental health coverage, the behefi*-

elary hu <h« freedom lo choo* <uiy qutttmed mental
health provider, "Vendorship” refers to the status of a
group, in this caw clinical social workers, to be eligible
for insurance reimbursement as a qualified provider of
mental health sendees. This legislation Is usually an
amendment to the state's insurance laws and refers to
qualified providers as those who are duly certified or
licensed for mental health practice in that state. Thus,
legal regulation of social workers Is almost always a pre-
requisite to a stale vendorship law. Some states do not
have freedom-of'cholce legislation but rather specifi-
cally mandate that beneficiaries be reimbursed for ser-
vices provided by appropriately licensed or certifijv
social workers. Vendorship efforts are important to en-
sure that all citizens are free to choose their mental
health provider and arc not limited to only one profes-
sion.

Fifteen states and the District of Columbia currently
have some form of such vendorship legislation: Califor-
nia, Florida, Kansas, Louisiana, Maine, Maryland,
Massachusetts, Montana, New Hampshire, New York,
Oklahoma, Oregon, Tennessee, Utah, and Virginia, as
well as the District of Columbia. TaW™* | ror runher
details of state vendorship laws.

General Perspectives

A number of NASW chapteri are currently working on

vendorship or freedom-of-ehoice legislation in their

states, and the NASW 1984 Delegate Assembly voted

vendorship activities os one ¢ f the top priorities for the*
“Asiocialion.

> o

A number of states have passed legislation mandating
that all Insurance companies that write health coverage
in that state must Include, as a covered service, reim-
bursement for mental health claims. Other states have
passed legislation that requires insurance companies to
offer these mental health benefits but permits the sub-
scriber lo reject the benefits. This latter law is called
"mandatory availability.” Laws mandating benefits for
alcohol and drug tteatment or requiringmandated avail-
ability have also been passed in many states. Mandated
mental health benefits laws frequently provide for reim-
bursement for licensed social workers and thus .he law
becomes a vendorship law,

.Mandated mental health laws do not usually apply to-
jeir-tnsurv: *plans, which now cover a major portion of

employees.
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tina*r o vguioty of henlth insurance and benefit pro-
grams the federal government provides health protec-
tion for millions of citizens, including federal employ-
ees, military personnel and their families, and depend-
ents and wards of the government. This complex array
of services and enabling legislation makes It unlikely that
a single piece of federal legislation could order that clini-
cal social workers be approved as reimbursable pro-
viders under all of these programs. Therefore, NASW
advocates and works for the Introduction and enact-
ment of many different pieces of-federal health and
mental health legislation.

The programs presented below represent the major seg-
ments of the federal responsibility for health care, and
serve as models for the private health insurance indus-
try.

A Gl e
Services ?CHAI\/IPUSS)

The Office of the Civilian Heahh and Medical Program
of the Uniformed Services (OCHAMPUS) is adminis-
tered directly by the Secretary of Defense through the
Office of the Assistant Secretary for Health Affairs. It is
the civilian compo-mt of the Military Health Services
Systems with appropriately 6.2 million eligible benefi-
ciaries. It is charged with the responsibility for provid-
ing, through fee-for-service arrangements, medical care
for military retirees; dependents of military personnel
and retirees; members of the Commissioned Corps of
the United States Public Health Service; the CHAM -
PUS/Veterans Administration Program; handicapped
dependents of active military personnel; and employees
of the Nationah-dceanographic jwd Atmospheric Ad-
ministration.

Benefits covered under CHAMPUS roughly parallel
those available under other public and major private
health care plans. These include most inpatient and out-
patient health services, a portion of physician and hospi-
tal charges, medical supplies and mental health services.
Determination of benefits is made by tha Department of
Defense, often in response to Congressional action.

CHAMPUS conducted a demonstration project on the
reimbursement of clinical social workers as independent
mental health care providers between Decern’
1980 and September 30, 1982. Results inc.
treatment services provided by clinical soc "'mrs
were cost-effective, and, In 1983, Congress dire,icu the
Department of Defense to continue the recognition of
clinical social worker* u ind~~ciillent menial health
treatment providers. Accordingly, regulations to that ef-
fect were published as a final rule In the March 1. 1984

Federal Register. The following excer ars on p,
T80 12 ol e S SHREAE o P

Ctttiftd Clinical Social Workers. A dinlcal social
worker may provide covered services Independent of
phyik'm referral and supervision, provided the clinical
social worker meets Ihefollowing Criteria:

1) Is licensed or certified as a clinical social worker by
he Jurisdiction where prsctking; or, if theJurisdiction
does not providefor licensure or certification of clinlcai
social workers, is certified by a national professional
organisation offering certification of clinical social
workers; end

(2) has at least a master's degnt in social work from a
graduate school o fsocial work accradiled by the Council
on Social Work Education; and

F3) has had a minimum of two years or three thousand
ours of post-master's degree supervised clinical social
work practice mi.ier the supervision ofa master's level
social worker in an appropriate clinical settlng, as deter-
mined by the Director, OCHAMPUS, or a Gesignee.

NOTE: Pat nti' organic medical problems must recei- €
appropriate concurrent management by a physician.

In order to be reimbursed by CHAMPUS, a qualified
clinical social worker must have a provider number. To
obtain this, call or write the fiscal intermediary for your
slate:

CHAMPUS Flacal intermacliarlda
Claims Promalng Jurisdictions

BLUE CROSS OF RHODE ISLAND
North Ceatttd (E) ~ Northeast (E)

lllinois Connecticut
Indiana Maine
lowa Massachusei *
Kentucky Michigan
Minnesota New Hampshire
Ohio New Jersey
West Virginia New York
Wisconsin Rhode Island
Vermont

Blue Cross of Rhode Island

CHAMPUS Program
1 »ke*e*t tIU|

Providence, HI 02903
(401) 272-8500 X2562 (Comir.utdj

\i
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BLUE CROSS OF WASHINGTON/ALASKA
Northwest (E)

Alaska Oregon

Colorado South Dakota
|daho Utah

Monana Washington
Nebraska Wyoming

Blue Crow /Blue Shield of Washington/Alaska
CHAMPUS Program

7001 » 22CK. Street, S.W .

Mt. Lake Terrace, WA 98C43

(206) 771-0203

BLUE CROSS/BLUE SHIELD OF
SOUTH CAROLINA

Southeast (E) Southwest (1)

Alabama Arizona
Florida California
Oeorgia New Mexico
Mississippi Nevada
Tennessee

Blue Cross/Blue Shield of South Carolina
CHAMPUS rVnnrtmenf
1800 St. Julian Place

Columbia, SC 29204
(803) 799-0777 X 4131

HAWAIl MEDICAL SERVICE
Haw aii (E)
Haw aii Medical Service

CHAMPUS Program
818 KeeAiimnlru Stnrat

Honolulu, HI 96814
(808) 944-2353

WISCONSIN PHYSICIAN'S SERVICE
South Central (E) Mid-Atlantic (J)

Arkansas Delaware
Kansas D.C.
Louisiana Maryland
Missouri North Carolina
Oklahoma Pennsylvania
Texas South Carolina

Virginia
Wisconsin Physicians Service
CHAMPUS Program
1617 Sherman Avenue
Madison, Wisconsin 33707
(608) 221-4711 X654 (833)

8&%@Emoe%me
Bene

The Federal Employees Health Benefits Act (FEHBA)
mandate* that the U.S. Civil Service Commission nego-
tiate with the private Insurance industry for health in-
surance benefits packages for federal employees, re-
tirees, and tbrir dependents, The Office of Personnel
Management (OPM ) oversees the program. Many com-
panies who provide Insunnce for federal employees
under FKHBA have for many years voluntarily included
social workert tS reimbursable providers of mental
health services. In February 1936, the President signed
into law an amendment to FEHB A which requires that
such coverage be included in health plans provided for
some 10 million federalemployees, retirees, and depend-
ents. It further provides that Insurance carriers mny not
require that social workers b? supervised by any other
health professional, but may require psychiatric referral.
The amendments regarding clinical social workers shall
he effective with respect to contracts entered Into or re-
newed for calendar years beginning after December 31,
1986.

C. Medicaid

Medicaid, authorized by Title X IX of the Social Security
Act, is administered by the stales, who have the option
of authorizing reimbursement of social workers as
health-care providers, A number of states will reimburse
for clinical social work services if they are provided in an
organized medical treatment setting such as a hospital or
Outpatient clinic. A number of states will also reimburse
for clinical social work services if the social worker is an
employee of a psychiatrist.

The state Medicaid agency can provide information on
each state’s policy. Title X IX offers an area In which
NASW chapters can advocate for changes in the state
law or for regulations to include social workers as eligi-
ble for Medicaid reimbursement,

D. Medicare

Medicare, is authorized by Title XVUI of the Social
Security Act. At this time, clinical social work services
are sometimes reimbursed for home health care, al-
though the reimbursement patterns vary from region to
region.

NASW sponsored legislation that directed the Health
Curt Financing Administration (HCFA) of the Depart-
ment of Heaith and Human Services to conduct a clini-
cal social woik Medicare demonstration project. HCFA

Professional Social Work Recognition
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swarded d contract to SRI International (formerly the
Stanford Research Institute) and approved California as
the demonstration site. The demonstration project end-
ed December, 1985. Analysis of the data U being com-
pleted and afinal report will be reviewed by HCFA and
given to Congress in April, 1987. Because of complica-
tions in the development of an evaluation of this proj-
ect, it Is anticipated that the results will be Inconclusive.

© SRRy o

In 1974 Congress passed the Employee Retirement In-
come Security Act (ERISA). Although its primary pur-
pose was pension reform and protection, It also covers
employee welfare benefit plans. In a somewhat confus-
ing fashion, ERISA preempts all state laws that "relate
to" employee benefit plans, but does not preempt state
laws regulating Insurance. This general standard thus af-
fects mandated mental health coverage and vendorship
laws In a critical fashion.

For example, some larae firms such as IBM. a ico a,
JC. Penney Co., Xerox, and others have taken the

position that their self-insured plans are employee bene-
fits and are thus subject to ERISA and exempt from
state regulation. Their argument concludes that a state

Insurance and the Government

vendorship law requiring reimbursement of clinical
sodai workers does not apply to them.

In a 1982 Maryland case, Metropolitan Life Insurance
Company/General Electric v» Maryland Insurance
Commissioner, the ?-laryland Court of Special Appeals
ruled that to impose the Maryland Vendorship L*w
(which requires reimbursement of oljniul social
workers) on the 6 E employee health insurance contract
would preempt ERISA, and that the insurance carrier
therefore does not have to recognize clinical social
workers for this contract.

A number of state legislatures have passed resolutions
urging Congress to revise the ERISA low so that It can-
not undermine state's rights,

in the meantime, there have been O number of cases
challenging this ERISA preemption. The Supreme
Court agreed to hear on its 158-1/35 docket the latest
case of Metropolitan Life Insurance Co. v, Massachu-
setts. The Insurance company claimed that ERISA ex-

empted then rom complying with the law mandating
mental health rnvi-Mg* (c<m flhnv*) In Inn#, 108C, P

Supreme Court upheld the powers of the state to regu-
late insurance companies. The state's power to require
insurance plans to cover mental disorders, said the
court, were not preempted by ERISA.
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IV. NONGOVERNMENT INSURANCE COMPANIES

» \

The question U frequently asked: "'‘What Insurance
companies reimburse for social work services?" To
answer this question, clients must be put Into two
groups! those who work for the federal government and
those who da not. Federal employees are covered by
private Insurance companies that must adhere to federal
policies (see federal Employees Health Benefits Act on
pa$° 6). The dependents 0! miindry personnel are cov-
ered by CHAMPUS (see page J).

People who are not federal employee* h*v* in»uran««
policies written by private companies for individual em-
ployers who may be state or county governments, social
agencies, Industries, or any of a host of others. Each
policy is for the benefit of specific employees and will
vary according tc the agreement negotiated between the
employer and the employees and between the employer
and the Insurance company. Sometimes the health pro-
visions are a part of union-employer negotiations. Even
when a large firm with many work sites negotiates a
health package that seems to Include or at least not to
exclude, social workers as qualified mental health pro-
viders, the local claims offices mav interpret the mmraet
aitterently. Thus, unless you arc talking about federal
employe**, It it net possible to list liiilumuvc companies
that "cover clinical social workers" as qualified pro-
viders of mental health services. Many insurance com-
panies have done so In specific contracts, but it must be
remembered that those same firms have also written
neaith-benefit plans that exclude social work services,

The following is a partial list of companies that cither
currently issue, or at one time hove issued, policies that
reimburse for clinical social work.

Aetna Life & Casualty In;uran« Co.
Albute

American General

Bankers Life Casualty Insurance Co.

Blue Cross/Blue Shield (in many localities)
c»atrot MatJorud insurance Company or OTitana
Concordl* U/»ifan« PUUt

Continental Assurance Co.

Connecticut General

Employers of Wausau

Equitable Insurance S ute insurance Co.
The Hartford Group

John Hancock Insurance Co.

Liberty Mutual Insurance

Lincoln National Life Insurance Co.
Massachusetts Mutual Insurance Co.
Metropolitan Insurance Co.

Mlisouri State Medical Plan

Mutual Benefil Life Insurance Co,
Mutual of Omaha

New England Mutuai Life Insurance Co.

New York Life Insurance Co,
Northwvilrrn National Life Insurance Co.

Occidental
pacific Mutual Insurance Co.

Provident Insurance Co.
Prudential Insurance Co.

Republic National Insurance Co.
State Farm

Travelers Insurance Co.

Union Pilot Life Insurance Co.
United of Omaha

Western and Southern Insurance Co.

Nongovernment Insurance Coverage
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V. ROLEOF THE PROFESSIONAL ASSOCIATION

The following describe* »omc of NASW 'i effort* to
define clinical social work and the qualification! of
practitioner!, to set standards for ethical practice, and
to citabllsh quality assurance mechanisms,

A. Clinical Social Work Section

The NASW Clinical Social Work Section ne national
unit responsible for identifying tl« prop-  matic needs
of clinical social workers and mak. m appropriate
recommendations to the NASW Board of Directors.
The Section collaborates with other national units con-
cerned with health end mental health, occupational
social work'and families and coordinates activities of
peer review, tnd the NASW Register of Clinical Social
Workers. In addition to its work In developing the
NASW definition of clinics! social work, the Section
and its predecessor Council has planned three national
conferences on clinical social work, NASW publications
on clinical social work, and institutes on clinical social
work and on private practice at national conferences. A
fourth national clinical conference is being planned for
the fall of 1988.

In January 1984, the NASW Bo~rd of Directors adopted
the following definition of clinical social work:

Clinical $oc'at work shares with all social work practice
the goal of enhancement and maintenance of psycho-
social functioning of individuals>families, and small
groups. Clinical social work Rractlce Is the professional
application of social work theory and methods to_the
treatment and prevention of psychosocial dysfunction,
disability, or Impairment, IncIudm? emotional and men-
tal disorders, It is based on know e_d%,e of cm. or more
the(irlels of human development within a psychosocial
conlexl.

The pe[sPectlve of person-in-situatlon is central to clini-
col social work practice. Clinicalsocial work Includes In-
terventions directed to Interpersonal Interactions, Intra-
psychic dynamics, life support end management Issues,

'tfClInical social work services consist of assessment; dlaq-
| nosis; treatment, Including psychotherapy and counsel-
| Ing; ailent.eentered udvovacr, ‘consultation; and evalua-
J/ tlon. The process of clinical social work is undertaken
within the objectives of social work and the grmuples
and values contained In the NASW Code of Ethics.

u his definition was Incorporated In the Standards for
the Practice of Clinical Social Work that were approved
by the NASW Board of Directors in June 1984. Single
copies are available free of charge from NASW chapters
or from the notional office.

Role o f the Professional Association

NASW believes the credcntlaling of clinical social
workers U the responsibility of the social work profes-
sion. It Is the profession'*criteria that provide the basis
for definitions enacted by state and federal legislative
and regulatory bodlea « well as those approved or ac-
cepted by Insurers. The Association’s standards for the
Independent practice of dinted social work include the -

Toilow Ing criteria:

" f

1. A degree from a graduate program In socialork ac-
credited by the Council on Social Work Educaion* ankt

2.A minimum of two years (full-time) or three thou-
sand hours (part-time) of post-MSW clinicai social work
practice under the supervision of a master'sdegree-level
social worker; and

3. Certification as a clinical social worker by a profes-
sional organization offering such accreditation; or

4. Lieer.'Sure or certification as a clinical social worker
by the state In wnich care is provided, If the state offers
such accreditation. Forty-one jurisdictions currently
license or certify social workers (sec NASW's State
Comparison of Laws Regulating Social Work).

B. Th» N Reqister of Clinical
o&aleﬁo\% J

The NASW Register of Clinical Social Workers was Ini-
tiated in 1976 as a mechanism for identifying qualified
clinical social work prartltipoers. The, Register lists clini-
cal practitioners who meet the following criteria for the
independent practice of clinical social work:

Education!

Has a master'sor doctoral degree in social work from a
graduate school accredited or recognized by the Council
on Social Work Education.

Supervision:

Has 2 years of full-time experience, or 3,C00 hours ac-
cumulated over a period not less than. 24 months (for
part-time experience), of post-master’'s clinical social
work practice that was supervised by a social worker
holding at least a master's degree.

Currency:

Has at least 2 years of full-time experience or 3,000
hours accumulated over a period of not less than 24
months (for part-time experience) of direct practice
within the last 10 years.
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ACSM

Isacurrent member of the Academy of Certified Social
Workers, or Is licensed or certified In a state at the
appropriate level.

The 1987 edition of the Register will list over 16,500
clinicians across the United States end Trust Territories.
The Register Is divided Into two major sections: an
atphabetlcal listing within city and state, and an alpha-
betical Index of total listings.

Revised editions are planned on a biennial basis. The
Register Board decided that the needs of both clients
and social workers demanded an approach for reviewing
and accepting applications on a continuing basis. Con-
tinuing registration was started following the public#-
.on of the 1982 Register and will continue following the
publication of the 1987 edition.

Some private insurance carriers accept listing in the
NASW Register of Clinical Social Workers as evidence
that a practitioner meets the minimum requirements for
recognition as an Independent mental health provider..
Copies of new editions of the NASW Register are sent to
major insurance companies for their use In identifying
qualified clinical social workers. The Register is also
used for referral purposes by corporations that have
their own self-insured health programs. In addition it is
used by Aging Network Services as a referral source and
by large corporations with Employee Assistance Pro-
grams.

Listing in the NASW Register of Clinical Social
Workers was one of thejtjteria for recognition of social
workers who would be eligible to participate in'the
Department of Defense 1980*82 Experimental Study on
the Reimbursement of Clinical Social Workers and the
Department of Health and Human Services' Direct
Reimbursement of Clinical Social Workers Demonstra-
tion Project. Listing In the current NASW Register
meets one of the eligibility criteria currently accepted by
CHAMPUS for direct reimbursement and for approved
peer reviewers.

Listing in the NASW Register of Clinical Social
Workers may also be used to qualify for membership in
specialized treatment associations such as the Society for
Clinical and Experimental Hypnosis, Inc. It is used by
some NASW state chapters and practitioners as a refer-
ral source, and may be used by state social work regula-
tory boards to identify qualified clinical social workers.

C. Diplomato in Clinical Social Work

Established by the Board of Directors In June, 1 86, the

Diplomats irt Clinical Social Work ii an ad-dincd

10

specialization certification. To qualify, a social worker
must fulfill the requirements for listing in the NASW
Register of Clinical Social Workers, and have completed
an additional 3 years of clinical social work experience
and an advanced clinical social work examination. Until
September 30, )937, there who are otherwise qualified
will be admitted without cxacinatlon.

D. Posr Ravlew

Peer review is a system whereby clinical social workers
assess quality of services and analyze professional clini-
cal social work practice. Quality assurance through peer
review provides protection of clients. An imivortant test
of the quality of work of a clinical social worker is
whether the services are. upon tcview, found to e clini-
cally necessary and of Rn acceptable level, i.e., In respect
to the result* obtained, the amount of time required to
achieve acceptable *rsuiis and the method of interven-
tion employed.

In October 1983, NASW established the National Peer
Review Advisory Committee to develop guidelines and
criteria for n national social work peer review program
to work with the CHAM PUS Professional Peer Review
System and to provide peer review of individual cases
for private insurance carriers,

As of October 1984, approximately three hundred ex-
perienced social workers had been selected, and approx-
imately one hundred fifty have completed the NASW
peer review training programs, Full integration of social
work reviewersinto the* CHAM PUS peer review system
had occurred by January 1935- Peer review is also avail-
able for private Insurance companies and NASW cur-
rently has contracts to provide peer review for Aetna,
Metropolitan Life and Prudential of Florida.

E. NASW Insurance Program

Since 1967, thc naSW insurance Trust has been offer-
ing an expanding array of health, life and disability in-
surance programs designed exclusively for NASW mem-
ber?. Clinical social workers are recognized as independ-
ent memal health treatment providers under the
NASW /Principal Financial Group Insurance Plan. The
Insurance Trust sponsors a variety of programs at
NASW conferences designed to educate members on in-
surance Issues.

Under the NASW-jponsorcd professional and office
liability insurance program. NASW members can

receive professional and premises liability coverage for
as liulc its 140.00 annually. The program It alto avail.

Professional Social Work Recognition
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able to agencies, social work students, and their schools.
The Importance of liability Insurance cannot be over*
stated. Social workers we Increasingly involved in mal-
practice actions, Even if an employer or agency provides
some coverage, it is usually In the social worker's best
interest to have additional individual coverage. Rates
for liability Insurance offered to NASW members are
the lowest currently available.

F, Occupational Social Work

Occupational social work Iran excellent opportunity for
clinical social workers who wish to be on the leading
edge of a new employment trend and who have knowI-
edge and experience in chemical dependency treatment,
to'any employers are developing employe* assistance
programs to address problems of dysfunction that affect
Job performance and lower productivity. Whether inter-
ned or external to the worksite, these programs help
workers and their families cope with such dIffieulticras
alcoholism, drug abuse, mental dysfunction, AIDS,
stress and burnout In addition to- concerns about child
care and elder care. Employee assistance progroms arc
found in a variety of settings: corporations, unions,
hospitals, military, small business, government, family
service agencies, universities, and private practice.

Social workers wishing to enter this Held will find they
need specialized training. In most instances, it will be
necessary to take courses In employee assistance pro-
grams, addiction counseling, labor-managemem rela-
tions, working with unions or coping with the corporate
system. Several schools of sociiil work offer a specializa-
tion in occupational social work, while numerous
schools offer course work and supervised field practice
or continuing education in chemical dependency, Other
resources include a myriad of institutes, individual en-
trepreneurs, workshops and conferences that focus on a
wide range of topics such as alcohol and drug abuse in
the workplace, work and family stresses, arug testing in

Role ofthe Professional Association

the workplace and social worker's role In employee
assistance programs other:,

In 1986, NASW established a National Commission on
Employment and Economic Support to be responsive to
the nreds of occupational social workers and to rssist
the Association In developing programs and policies that
meet the challenges of the workplace. We have an Oc-
cupational Social Work Information Service and Clear-
inghouse. Approximately '0 NASW chapters have ac-
tive programs or interest groups in this practice area. A
National Survey of Occupational Social Workers, con-
ducted in 1985, provides a profile of workers, work set-
tings and job tasks. The second National Conference on
Occupational Social Work, "Beyond The Leading
Edge: The World of Work in the Year 2000,” will take
piece September 9-12» 1987 In New O'eans as part of
the NASW Annual Conference.

° §(C)?:?a7 Wor fe(r:é"1 rilad

The Academy of Certified 5k>dal Workers (ACSW ) was
founded In 1960 by W 5w as the first major step
toward scientific standard setting for social work prac-
tice. The ACSW strives to publicly recognize those
social workers who have achieved a level of skill and
knowledge beyond that acquired in a graduate program
of social work education. Certification is achieved
through:

1) membership in NASW and adherence to a strict pro-
fessional code of ethics,

2) evaluation of a significant amount of work experi-
ence by three professional colleagues,

3) an objective written examination.

Academy members have reached a level of practice
which qualifies them for independent, self-directed
practice.

11
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OTHER NASW PROFESSIONAL STANDARDS
Code of Ethics
Standards for Social Work Personnel 1.ictices

Standar?s for the Classification of
Social Work Practice

Standards fc, the Regulation of Social Work Practice
Standards for Continuing Professional Education
Standards for Social Work hi Health Care Settings
Standards for Social Work Services in Schools

Standards for Social Work Practice in
Child Protection

Standards for Social Work Services in
Long Term Care Facilities

For information on obtaining copies, write
Publication Sales _
National Association of Social Workers, Inc.
1981 Eastern Avenue
Sitvor Spring, MD 20910

NASW
standards
for the
ractace of
dncal
scaal work

Prepared by the NASW Provisional Council on
Clinical Social Work

Approved by the NASW Board of Directors
June 1984

National Association of Social Workers, Inc,
/sen tastern Avonua

Silver Spring. MD 20910
(301) 565-0333



FEB 09 "38 11*13 LI0 - FAIRBANKS

Contents

Introduction
Definitions
Goals and Objectives of the Standards

Standards for the Practice of

Clinical Social Work

Standard 1# Clinical social worker* «no.i
ruuuion in accordance with the ethitj and
the stated standards of the prof««<on,
inciudinffitt accountability procedures.

Standard 1, Clinical social workers shall
have and continue to develop specialized
knowledge and understanding of individuals,
families, ai.J groups and of therapeutic and
preventive interventions.

Standard 3. Clinical social workers shall
respond in a professional manner to all
persons who seek their assistance.

Standard 4. Oil' 1 social workers shall be
knowledgeable the services available
In the comr -<d make appropriate
referrals tC* clients.

Standard S. Clinical soda) workers shall
maintain their accessibility to clients,

Standard 6, Clinical social workers shall
safeguard the confidential nature of the
treatment relationship and of the
information obtained within that relationship.

Standard 7. Clinical social workers shall
maintain access to professional case
consultation.

Standard S. Clinical social workers shall

subiUh and maintain professional offices
md procedures.

Standard 9, Clinical social workers shall

eprcsent themselves to the public with
.ecuracy,

taodard 10. Social workers shall engage In
ie independent private practice of clinical
scial work only when qualified to do so.

landard 11. Clinical todal workers shall

ave the right to establish an independent
rivaie practice.
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Introduction

Historically, the social work profession has focused on
both people and their social environment. Clinical social
work, whose focus is on individuals, families, and groups,
has its roots in social casework, which always has been
a primary method for the delivery of sodai work services.
The number of clinical social workers has grown continu-
An«i}; and juvisU wortt continues to contribute
significantly to the development of knowledoe and skill*
for the yiuoslon. in 1978, the National Association of
Social Workers (NASW) formally recognized clinical social
work as part of a process of organizational differentiation.
At that time, NASW established the Task Force on Clinical
Social Work, which became the Provisional Council on
Clinical Social Work in 1982,

Clinical social workers have practiced in governmental
and voluntary agencies and, since th; time of pioneer social
worker Mary Richmond, In private practice. In 1961,
NASW defined private practice as a setting for the debvery
of clinical social work services and published its first Hand-
book an the Private Pradtice of Sodial Work in 1967,

Clinical practice continues to be an integral part of the
services delivered in agency settings. At the same time, an
increasing number of clinical practitioners have been mov-
ing into independent privnte practice, which further attests
to the commitment cf (rained and experienced professionals
to the direct treatment of individuals, families, and groups,
This development, encompassing solo and group practice
as well as other arrangements, is In addition to the prac-
tice of clinical social work In traditional voluntary and
governmental agency settings.

Many states requite the legal regulation cf social work
practice; some states require a special license For practi-
tioners Ol clinical social work as well as those In indepen-
dent private practice. Generally, certification for clinical
sodai work requires a maker's degree in social work plus
at least two years' experience as well as an examination.

Given the variations among the states regarding legal
regulation and the needs of clinical social work practi-
tioners, NASW has taken appropriate responsibility for
establishing standards of practice for all clinical sodai
workers in all settings. These standards are lo be considered
desirable for all clinical social workers and are designed
to do the following:

e Guide clinical social work practice.

* Guide state resniotfw
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which td! members arc bound. A summary of the Code
of Ethics will be found following these standards.

Definitions

The following definition of cllnkal wdtl work was
accepted by the NASW Board of Directors at its January
1984 meeting:

Clinical social work shares with all sodai work prac*
tice the goal of enhancement and maintenance of psy-
chosodal functioning of Individuals, fiunilks, and small
groups. Clinical social work practice is the professional
application of social work theory and methods to the
treatment and prevention of psychosocial dysfunction,
disability, or impairment, including emotional and men-
tal disorders. It Is based on knowledge of one or more
theories of human development within a psychosocial
context.

The perspective of person-in-situation is central to
clinical social work practice. Clinical social work in-
cludes interventions directed to interpersonal interac-
tions, intrapsychic dynamics, and life-support and
management issues. Clinical social work services con-
sist of assessment; diagnosis; treatment, including
psychotheraDV and <VMincAlinfl! olivnt <wnler*d adn”vawjr,
consultation* and evaluation. The process of clinical
social work is undertaken within the objectives of social
work and the principles and values contained in the
NASW Code of Ethics.

In May 1961, the NASW Board of Directors endorsed the
following definition of private practitioners cf social work:

Private practitioners are social workers who, wholly o r.

in part, practice social work outside a governmental
or duly incorporated voluntary agency who have respon-
sibility for their own practice and set up conditions
of exchange with their clients, and identify themselves
as social work practitioners in offering services.

.\ w me standards are P.22

¢ Tb maintain and improw the quality of services pro-
vided by clinical social weaken,

¢ Ib establish professional expectations so social woricerc
can monitor and evaluate their clinical practice.

¢ Tb provide a framework for clinical social worken
to assess responsible professional behavior.

¢ Ib inform consumers, gweramenu] regulatory bodies,
and others, such as insurance carriers, about the profes-
sion’s standards for clinical sodai work practice.

Toward the achievement cf these goals, the standards

¢ Define and delineate dinlcal social work and the
private practice of clinical social work.

¢ Establish specific ethical guidelines for the practice
of clinical social work In agency cr private practice settings.

¢ Provide documentation tf professional expectations
for agencies, peer review committees, state regulatory
bodies, Insurance carriers, and ethers.
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Standards for the Practice of
Clinical Social Work

Standard 1. Clinical sodai workore shall function in
accordance with the ethics and the slated standards of
the profession, Including its accountability' procedures.
Interpretation

All social workers have a fourfold responsibility: to cli-
ents, to the profession, to self, and to society. Social work-
ers shall identify themselves as members of the sodai work
profession. NASW members shall be familiar with and
adhere to the NASW Code of Ethics and shall cooperate
fully and in a timely fashion with the adjudication pro-
cedures of the Committee of Inquiry, peer review, and
appropriate state boards. They shall be aware of and
adhere to relevant stated professional standards for social
work practice.

All clinical social workers shall be willing to have
judgments and decisions reviewed by knowledgeable peers
in a formal process. When requested by a client, the clin-
ical social worker will provide information about how to
file a complaint charging unethical behavior.

Standard 2. Clinical social workers shall have and con-
tinue to develop specialized knowledge and understanding
of Individuals, families, and groups and of therapeutic
end preventive Interventions.
Interpretation

Areas of knowledge about Individuals, families, and
groups required for effective clinical Intervention encom-
pass the following:

1 Social, psychological, and health factors and their
interplay on psychosocial functioning, such as these:

« theories of personality and behavior,

« social-cultural influences,

« environmental Influences,

« physical health, and

e impairment and disability, Including mental and emo*
eonal conditions.

2. Community resources

« available social resources in the community and their
peratlon and how to use them in the client's behalf and

» how to ldentify appropriate services and negotiate a
ferral.

S. specific practice skills, including the abilltv fr.
. i

P.S3

» obtain, analyze, classify and Interpret social and per-
sonal data, including assessment and diagnosis,

« establish compatible goals cf service with the client,

« bring about changes in behavior (thinking, feeling,
or doing) or in the situation in accordance with the goals
of service.

4. Knowledge about and skills in using research to eval-
uate the effectiveness of a service.

The clinical social worker shall hove available a variety
of appropriate social work therapeutic intervention tech-
niques that he or she uses selectively, depending on the
client's needs and capacity for change.

When knowledge and skills are acquired, other than
those specific to social work, the practitioner is respon-
sible for obtaining the appropriate training and certifica-
tion. Clinical social workers shall maintain end enhance
their skills through appropriate forms of professional
development and continuing education (see NASW Star+
dardsfor Continuing Prdfesaoret ELicatian) and are per-
sonally accountable for all aspects of their professional
behavior and decisions.

Standard 3. Clinical social workers shall respond In a pro-
fessional manner to all persons who seek their assistance.

Interpretation

Clinical social workers shall respond to each client
regardless of the client’s lifestyle, origin, race, sex, religion,
or sexual orientation.

Clinical social workers shall limit their practice to those
clients whom they have the skills and resources to serve.
However, they shall be aware of and sock to ameliorate
any of their attitudes and practices that may interfere with
their ability to offer competent and equitable service. They
have a professional responsibility to help a client establish
contact with other appropriate resources when they can-
not meet the needs for service of ft particular client.

If the clinical social ‘worker Is unable to schedule a
timely appointment for an initial assessment, he or she
may screen the client by telephone to determine the urgency
of the client's situation. The well-being of the client is
the key factor in all decisions. In emergency situations
in which the clinical social worker cannot be available
to ft new client, every effort should be made to find an
appropriate source of Immediate heln
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premature but the client persists Ir. his or her decision,
it is the clinician’s responsibility to refer the client to
another appropriate treatment resource or, failing that,
to help the client terminate treatment as constructively
as possible, leaving the door open for the client to reapply
for service at another time.

Standard 4. CUnkal social workers shall be knowledgeable
about the services available In the community and make
appropriate referrals for their clients.

Interpretation .*

In accordance with the definition of clinical social work
(see “Definitions”), the perspective of the person-in-
situation is central to clinical practice. Therefore, clinical
social workers must be alert to the clients’ situations,
especially those that affect the clients' behavior and func-
tioning, and must be able to modify the environment,
when possible, by referrals to other community services.
There will also be occasions when advocacy on behalf
of a client will be necessary to obtain needed services.

When a client is being served by other agencies, the
clinical social worker shall maintain collaborative contacts
as necessary with the other providers to ensure the coor-
dination of services and the client's receipt of optimal
benefits from the various services.

When the client is involved with more than one clini-
cian, collaborative consultation shall be maintained as
necessaiy to ensure delineation of the specific areas of
responsibility. The clinician shall not share Information
about a client without the client's informed consent. (See
Standard 6 for an elaboration of confidentiality.)

Standard 5. Clinical social workers shall nHntaln their
accessibility to clients.

Interpretation

In the process of managing a therapeutic relationship,
various factors or events may create problems of accessibil-
ity. The clinician shall be able to respond to the unanticl-
pired needs of a client by, for example, having telephones
answered, cither by a person or machine, and messages
relayed promptly and accurately. When the clinical sodai
worker Is unavailable because of vacation, illness, or any
other reason, he or she should make arrangements for

coverage by competent peers. These details should be dis-
cussed with the client at th* .

v\

In establishing an office, the clinical social worker shall
be aware that some clients may have or develop physical
handicaps. Thus, the clinical social worker shall make
every attempt to ensure that offices are free cf impedi-
ments to mobility and that helping devices are available
for sensorially impaired clients. The office’s accessibility
by public transportation, when it is available, also should
be a consideration.

Standard 5, Clinical social workers shall safeguard the
confidential nature of the treatment relationship and of
the Information obtained within that relationship.
Interpretation

Respect for the client as a person and for the client's
right to privacy underlies the maintenance of confidential-
ity in the client-clinician relationship. Although assurance
of this confidentiality enhances the therapeutic interac-
tion, the client should be advised that there are drcum-
stances in which confidentiality cannot be maintained.
These circumstances‘would include but not necessarily be
limited to the legally mandated requirement to report to
appropriate authorities a suspicion of child abuse, includ-
ing the sexual abuse of children, or a suspicion of bodily
haim or violence to some other person.lln some circum-
stances, a clinician may need to advise the parents of a
child client's self-destructive behavior to ensure adequate
protection for the child. In all such situations, the clini-
cian shall advise the client of the exceptions to confiden-
tiality and privilege, be prepared to share with the client
the information that is being reported, and handle the
feelings evoked. Except for such explicit, overriding require-
ments, the clinical social worker shares information only
with the written and informed consent ct the client.

Standard 7, Clinical sodai workers shall maintain access
to professional case consultallou.

Irterpretatlm
In an agency setting, professional sodai work super-
vision or consultation should be available to all social work

staff, ritheT in the agency or through a contractual arrange-
ment. If clinical social workers are net available, case con-

‘ThrASOff v, ?*genu Ol the University of 5M p
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mitation may be obtained from qualified Drr.fr.«><?nnit
J othci disciplines.

The beginning clinical social worker requires regular
ase-consultatlon supervision. Fbr the first two years of
professional experience, at least one hour of supervision
thould be provided for every fifteen hours of face-to-face
xintact with clients, After the first two years, the ratio
nay be reduced to a minimum of one hour ot case-
:onsultaiion supervision for every thirty hours of face-
o-face contact with clients, In some situations, additional
consultation will be sought by the clinician, because of
omplex issues Involving a client or «nu«t*d \>y’the «m-
uiiam, Decause of difficulties the consultant perceives in
he clinician's handling of a situation.

Clinicians with five years or mere of expedience should
rilize consultation on an as-needed, self-determined basis.
Jthough clinicians who are in independent practice shall
tilize more case consultation when they first begin prac*
ring, they should maintain consultative arrangements
roughout the time they ore in practice. Clinical social
orkers shall be knowledgeable about how and when to

ilize the expertise of other professional disciplines in the

ea of medical problems, including pharmacology, and
alert to the effects of prescription drugs on a clitn
they can provide feedback to the client's physician.

indard 8. Clinical social workers shall establish and
«Jntaln professional offices and procedures,

srpretatlon

rhe clinical social worker keeps records of clients that
stantlate service in a secure place. He or she main*
s the records accurately and in a manner that is free
n bias or prejudicial content. The social worker makes
e records available to clients at their request,
he clinical social worker should ensure that appro-
:e insurance Is maintained: agency liability, personal
essional liability, premises protection, and other pro-
ve policies.
‘inical social workers shall establish a fee structure
i In independent private practice or utilize the fee
lure of the agency In which they are working. All
md procedures for payment shall be discussed with
:lient at the beginning of treatment: to minimize
nderstanding, it is useful to present these policies in
ig as well. This discussion should include the use

rurance reimbursement and how it will be handM 1
cs (nr —.—-3

PE

And «ollatejal contacts; ana any other financial issues.

Clinical social workers shall not refuse service to clients
solely because the clients are not covered by insurance.
They shall not engage in fee splitting: a practice by which
a client's payments we divided between the service pro-
vider and a non-service provider, such as a referral source,

Billing procedures shall be included in the original
discussion and clients' accounts shall be maintained accord-
ing to acceptable accounting methods, with ail bills and
receipts provided on a regular and timely schedule. Clin-

ical social workers shall discuss overdue account* wirh
vticres ana maxe every effort to avoid accrual of debt.

When It is clear to a client and clinician that, For what-
ever reason, the client can no longer afford to pay for
treatment, a mutually acceptable alternative plan for com-
pensation or an orderly and appropriate termination or
referral shall be instituted, Nothing in this standard shall
be construed to rule out an individual clinician’s decision
to provide services on a IO o0 basis.

When all efforts to collect an overdue account from
a client have failed, the client should be informed that
unpaid accounts may be turned over to a collection agency
or small claims coun or that other types of legal action
will be taken. If there is a dispute over charges, the clinical
social worker should make every effort to resolve it
without damaging the therapeutic relationship.

Waiting rooms and offices should be kept clean, and
the environment should be properly maii.tained to ensure
a reasonable degree cf comfort, Interviewing rooms should
ensure privacy and be free of distractions. Steps should
be taken to assure the client's and the social worker’s per-
sonal security.

Standard 9. CUnlexI social workera sbfill represent them-
selves to the public vdlh accuracy.

Interpretation

The public needs to know how to find help from
qualified clinical social workers. Both agencies and inde-
pendent private practitioners should ensure that their
therapeutic services are made known to the public. In this
regard, it is important that telephone listings be main-
tained ill both the classified and alphabetical sections of
the telephone directory describing the clinical social work
services available.

Although advertising in various media was thought to
k* -ui. -k
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have made such advertising acceptable. The advertisement
must be factual. It should be worded to avoid false prom-
ises of cures and should not include testimonials or any
other hint of enticement.

The content of the advertisement shall include (1) the
private practitioner’s or agency’ name and professional
credentials and (2) the address and telephone number or
other contact information. It may also include the type
of services provided (e.g., individual, family, or group
therapy; alcoholism cov seling; divorce mediation; and
so forth) and the type of problems that are dealt with
(e.g., marital distress, parent-child conflicts, eating dis*
' tiers).

Standard 10. Social workers shall engage In the indepen*

dent private practice of clinical social work- only when
qualified to do so.

Interpretation

Many states have legai“regulations for social workers
at a clinical or indcpendent-practice level. If practitioners
work in such a stale, they must be licensed or certified
at this level to engage in independent private practice.

The NASW standards for the independent practice of
clinical social work are those required for inclusion in the
NASW Res'ter of linical Social Workers:

1. A graduate degree from a social work program ac*
credited by the Council on Social Work Education.

2. Two years of full*time (or equivalent part-time) clin-
ical social work experience supervised Dy a clinical social
worker.

3. Current membership in the Academy of Certified
Social Workers or a license or certification in a stale at
the appropriate level.

Standard 11. Clinical soclrl workers shall hove (be right
to establish an Independent private practice.

Interpretation

Clinical social workers shall have the right to establish
a separate independent practice as a form of secondary
employment or after leaving a place of employment. When
they establish such a practice, either alone or as pan of
a group, they are responsible for assuring that the diag-

nostic and treatment services meet professional standards.
If such a practitioner hires clinical social wnrki*™  «»>—

P.2q

the services provided, for maintaining all these standards,
and for upholding all applicable local, state, or federal
regulations.

Clinical social workers who are employed by agencies
and have an independent private practice should not refer
agency clients to themselvis unless they have made a spe-
cific agreement with the agency and have offered alter-
native options to the clients. Agencies have the respon-
sibility to establish written, reasonable guidelines or
policies about secondary employment (sec
darck for Social Work Pradices). when an
agency does not have clem: written policies, the clinical
social worker may cite the relevant NASW standards.

When a clinical social worker leaves cur agency to estab-
lish an independent private practice, he or she must take
great care not to coerce or entice agency clients to the
private practice. Clients in treatment may be offered
various options after consultation with the agency. These
options include (1) transferring to another staff member
in the agency, (2) continuing with the same clinician in
an Independent setting, (3) transferring to another agency
or to a different private practitioner, or (4) terminating
treatment. The overriding principle is the client's right to
self-determination and freedom of choice. That is, the
client's best interests must always be paramount in these
decisions.



FEB 08 '88 IIY W TI1O ;- FAIRBANKS' *) -
B> Ve eeCRj 'V v r .
“ -I-a<r\/"!l * ne ?/, -« ;_.!'(i;\,/-/l.‘i/”‘kﬁv.' a #;O»/'.g. oyl
L] [ ] ° L]
» ‘| .
Af : » ».F

Code of Ethic*

SUMMARY OF MAJOR PRINCIPLES

I. The Social Worker's Conduct and Compnrtm«m m a
Social worker

A. Pf'qupfy Th* cociul workci »huulO maintain high
standards of personal conduct in the capacity or identity
as social worker.

B. Competence and Professional Developnent. The
social worker should strive to become and remain profi*
clent In professional practice and {lre performance of pro-
fessional functions.

C. SENI(E, The social worker should regard as primary
the service obligation of the social work profession.

D. INegty. The social worker should act in accordance
with the highest standards of professional Integrity.

E. Sdnlarshpaﬂlmm The social worker engaged
in study and research should be guided by the conven-
tions of scholarly inquiry.

II. The Social Worker's Ethical Responsibility to Clients

F. Primecy of Clients' Interests. The social worker's

primary responsibility is to clients.

0. Rights and Prerogatives of diets. The social

worker should make every effort to foster maximum self-
determination on the part of clients.

H.  Confidentiality and Privacy The social worker

should respect the privacy of clients and hold in con-
fidence all information obtained in the course of profes-
sional service.

I. 6. When setting fees, the social worker should
ensure that they Are fair, reasonable, considerate, and
commensurate with the service performed and with due
regard for the clients' ability to pay.

1. The Social Worker’s Ethical Responsibility to
Colleagues

J. Respedt, Faimess; and Gourtesy The social worker

should treat colleagues with respect, courtesy, fairness, and
good faith.

K. Daallrg With Gﬂ@,ES' Aigs. The social worker
has the responsibility to relate to the clients of colleagues
with full professional consideration.

IV. The Social Worker’s Ethical Responsibility to
Employers and Employing Organization*

L. Commitents to enploying Qrganisdtians. The
sodai worker should adhere to commitments made to the
employing organisations.

V. The Sodai Worker’s Ethkal Responsibility to the Soda!
Work Profession

M. Maintaining the Integrity of the Profession. The
social worker should uphold and advance the values,
ethics, knowledge, and mission cf the profession.

N. Community SSMG2 The sodai worker should assist
the profession in making social services available to the
general public

. 0. Development ofKnoaledge The social worker should
lake responsibility for identifying, developing, and fully
utilizing knowledge for professional practice.

VL The Social Worker’s Ethical Responsibility to Society
p. Promoting the Gererd WMifare The social worker

should promote the general welfare of society.

This summary Isofth* NASW Cod! o/Dhks, t/fiCllvc July J, 1930,
as adopted by the 1979 NASW Pelegat* Assembly The complete text,
including the prcombU cod expanded diftntiiens ofprinciple, is available
on navel.

CAIN F
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POSITION PAPER

Cor.rr.ittee Substitute
for
Senate Bill 67 (HESS)

"An Act relating to insurance coverage for the treatment of
a mental or nervous condition."

This bill expands group health insurance coverage to include a:
option for 45 days per year of in-patient treatment and 50 hours
total per year of out-patient treatment cr office visits for each
covered individual.

The department supports the progressive approach of this

legislation. However, we suggest several amendments which we
believe facilitate access to a cost-effective continuum c¢f mental
health services by rural and urban Aiaskans. The amendments allow
mental health services to be provided in the least restrictive
environment and help to reduce the per client cost c¢cf care. This
continuum includes: comprehensive diagnostic ana evaluation
services; professional services given in the office, home and
extended home; case management; day treatment; various levels of
residential care (group homes and other residential facilities;; and

general or psychiatric hospital services.

1} The definition c¢f "inpatient treatment," Sec. 21.42.365(d)(4),
should be excar.ded to include coverage for appropriat€ treatment
received ir, residential child care facilities which are licensed byv

the Divis lor. of Family and Youth Services under AS 47_._25_.

Acute psychiatric care facilities are an essential part of a
complete continuum <c¢f psychiatric services, however, many persons
who suffer from a mental c¢cr nervous condition may receive
appropriate inpatient treatment in the less restrictive and less
costly environment of a licensed group home cr residential care
center. The only private acute psychiatric care hospital in Alaska
listed an FY 1S86 cost cf S551.00 per day. By comparison, per day
costs for group homes range from $25.25 to $210.00.

2) The definition of "outpatient treatment." Section 21.42.355
di (S), should bi expanded to include any mental health care
provider who has a master's c¢cr doctoral degree in psychole gy_,
nursing, sr social wcrk and works in conjunction with one or more
licensed mental health care providers.

As presently written CSSB 67 allows reimbursement for
outpatient treatment only if the provider:

(1) has a master's or doctoral decree in psychology,
nursing, or social wecrk, and

(2) is employed by a community mental health care facility
which provides the treatment, and

(3) works in conjunction with a licensed provider.
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The department believes chat expanding the scope cf reimbursable
providers would allow access to qualified providers by clients i.:

areas without community mental health centers. Some rural areas do
not have easy access to a mental health center, but have
professional services available through licensed facilities or
professionals working in conjunction with licensed professionals.

This may be accomplished by adding or to the end of
subsection |B) and aaiing another subsection to read:

C; a person who works in conjunction with one cr more oi
the professionals identified in subsection (B,Mi), (3:.0i
end I5) (iii) above, and has a master's or doctoral deer =e or.
psychology, nursing, c¢r social work.

The legislature has already supported Medicaid reimbursement

inpatient psychiatric facility care, outpatient treatment in a
psychiatrist's office, and the services of the various levels cf
professionals in state supported community mental health centers
JAS 47.07.030). CSS3 67 provides an opportunity for persons not

eligible for the Medicaid program to gain similar insurance
coverage.

The Department of Health and Social Services endorses the

concept of insurance reimbursement for a full continuum of mental
health services provided through licensed facilities or when
provided by professionals working in conjunction with licensed
professionals. The need for increased accessibility is highlighted
in mar.y recent reports (e.g. 19S5 Resource Committee Report for S.B.

520, 1985 API Children's Facility Study, and 1935 Banergee Study on
Child and Adolescent Grants and Contracts;.

CSSB 57 is a significant step forward in the delivery of mental
health services in Alaska and is supported by the department. The
department supports this legislation and urges consideration of
these amendments prior to passage.

REC pMMENDEP BY:

7 -2-Y -PT7P
Dr. Mel Hepry, Lireci Kim Busch, Director
D~/sior. 0] Mental He: Division of Medical Assistance
Developmental Disabilities

Y\;6r.ne Chase, Director
vision of Family and Youth Services

Date: £m |

1
Approveo cy® 7 w
t-lyra *h Munson, Com.missior.er
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FISCAL NOTE

More Alaskans would be able to obtain needed mental health services as a result
of passage of tnis bill. These services could be provided by the public or
private sector. The Department of Health & Social Services is unable to
estimate how much revenue would be generated by the public sector (Alaska
Psychiatric Institute and grantee community mental health centers) because
consumption patterns might shift if people could access the private sector.



Alaska ilatc legislature

PRESIDENT JAN PAIRS
POST OFFICE BOX V
907-465-3755 N JUNEAU. ALASKA 99811
Senate
May 11, 1987
MEMORANDUM
TO: Representatives Johnny E Illis and Niilo Koponen,
Co-Chairmen,
House Health, Education and Social Services
Committee
FROM: Senator Jan Faiks
President of the Senate
SUBJECT: Background on Senate Bill 67
An Act relating to insurance coverage for the
treatment of a mental or nervous condition
The Senate HESS Committee Substitute to Senate Bill 67 has
been referred to your committee for consideration. This bill
will require insurers to offer their customers the opportunity
to purcha”'i minimum mental health coverage in all health
insurance policies sold in Alaska, and will eliminate the
discrimination which currently exists between mental health
and other medical insurance benefits.

Currently, twelve states have passed similar laws which
require that policy holders be given the opportunity to
purchase mental health insurance. Fourteen other states take
a stronger position; they do not give the policy holders an
option, but rather require that minimum mental health coverage
be included in every health insurance policy.

The Senate HESS Committee Substitute adopts the
"mandatory/option" approach because it allows subscribers to
decide whether the benefits of mental health coverage are
worth the added premium costs. | would like the committee to
consider the adoption of the "mandatory benefit" approach,
thus requiring the inclusion of mental health care in group
insurance policies.

OUT OF SESSION

6060 YUKON DRIVE ~ ANCHORAGE. ALASKA 99516 907-274-66U
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Most states that require mental health coverage also define
the minimum coverage that must be offered. Senate Bill 67
requires a minimum of 45 days of inpatient treatment and 50
equivalent hours of outpatient treatment per year.

The Senate HESS Committee Substitute has changed this
‘equirement from 50 hours to 50 visits. I would like to
maintain the original language of 50 hours, as it would
provide greater benefits to the patients and would not cr ite
administrative problems for the insurers, since the medicc.
profession already keeps detailed time records of patient
visits.

These requirements are consistent with the requirements of
other states. For inpatient services, four states require a
minimum of 30 days, while two other states require 45 days.
For outpatient services, minimum requirements are expressed in
either visits (one other state calls for thirty per year) or

dollar limits (six states have minimums ranging from $500 to
$1000 per year). The remaining states require only that
mental health benefits be on par with those offered for other
illnesses.

When mental health coverage is offered, wusually the benefits
are much less than those available for other treatment.
Insurers will often require that their customers pay a higher
deductible or a greater portion of the cost of mental health
services.

In order that mental health covei .ge be given parity with
other coverages, then, this bill requires that the former be
offered under the same terms as the latter.

There are several myths that have impeded the requiring of
mental health coverage in health insurance policies. According
to one belief, the costs of psychiatric treatment are unpre-
dictable and uncontrollable.

This belief stems in part from the common perception of mental

illness in terms of only its more serious forms, like
schizophrenia. However, only 15% of persons who are treated
in private mental hospitals suffer from this acute disease.
For most forms of mental illness, only one hospital stay with
several follow-up visits are all that is needed for successful

treatment,

About one-fifth of our population suffers some degree of
mental impairment, ranging from mild anxiety to chronic
schizophrenia. For our young people, aged thirteen to twenty
four, the leading cause of death is not injury, disease, or
accident.., but is suicide.



In 1984, mental illness was estimated to have cost our nation

67.6 billion dollars. This figure includes not only the
direct cost of treating mental illness ($12 billion), but also
the greater cost of lost productivity and employment ($44.6
billion) and of mental health related crimes, vehicle acci-
dents, and other social burdens ($ll billion).

Studies show that treatment is effective for 80% of all
patients who have mental disorders.

From seven to ten percent of subrcribers use mental health
benefits when these are available in their policies. This is
approximately the rnme rate that subscribers use extra care
from other medical specialists.

There is no evidence that mental health benefits are abused at

a rate that differs from other health benefits. If insurers
are concerned about accountability, they can subscribe to peer
review services that will review the validity of individual
claims. These services have shown a costs-to-savings ratio cf
1:100.

It is true that mental health coverage will mean higher
premium cost to subscribers. However, this cost is not
substantial. A national survey of 79 major corporate plans

revealed that the average annual premium increase for each
subscriber was $29.47.

On the other hand, psychotherapy produces savings in the form
of increased employee productivity and reduced absenteeism.

As mental health treatment becomes more affordable and available
to employees, employers report a significant increase in job
attendance and productivity and a significant reduction in
cn-the-job accidents. The Equitable Life Assurance Society

has verified that every dollar invested in mental health
treatment results in a three dollar increase in productivity.
Mental health treatment also reduces drug and alcohol-related
crime.

Medical science has long recognized the correlation between

physical disease and mental health. Physicians have estimated
that up to one-half of all ailments which they treat have
symptoms of mental or emotional disorder. Many dollars that
are now paid for other medical services are actually paid for
the indirect treatment of mental impairments. In addition,

studies have proven that direct treatment of mental problems
results in lower costs for other medical care.

In a 1983 study, a moderate amount of psychotherapy was shown
to significantly reduce hospital costs for persons suffering
from four different types of chronic disease. Another study



that same year showed that patients who received outpatient
psychotherapy treatment used 56% fewer medical services than
those who had not been treated.

Finally, there is a cost savings that will be enjoyed by the
State of Alaska. Nationwide, the state governments pay about
50% of the total cost of our mental health bill. When sub-

scribers are given access to mental health coverage on the
same basis as other medical benefits, more of this burden will
be shifted from the State to the private sector.

Senate Bill 67 may indirectly reduce the dependency of the
community mental health centers in Alaska on State funds.
These facilities currently receive matching grants from the
State and charge their patients a sliding fee base upon their
ability to pay. A fter the grant is matched, all additional
fees are devoted to enhance the programs and expand their
facilities. Division of Mental Health personnel report that
because of a lack of funds, these centers can only provide
25-30% of the communities' mental health needs. They predict
that the passage of a mental health insurance bill will allow

them to serve up to one-half of this need.
Specifically, this Dbill proposes the following:

Section 1. COVERAGE FOR TREATMENT OF A MENTAL OR NERVOUS

CONDITION. AS 21.42 is amended to add a new section (21.42.365)

which will require coverage for treatment of a mental or
nervous condition.

(a) All insurers who are authorized under AS 21.09 to provide
major medical coverage in Alaska must offer the insured or
subscriber or other person covered by the policy minimum
benefits of 45 days a year of inpatient treatment for each
covered individual, and a total of 50 hours a year of outpa-
tient treatment or patient visits of mental or nervous condi-
tions .

The committee substitute from the Senate HESS Committee
changed this coverage from 50 hours to 50 visits, as the
insurers felt that it would be too difficult to record office
visits which last fractions of an hour.

I request that the House HESS Committee change this back to
the original language specifying hours, rather than visits, as
it is to the greater benefit of the patient. The record-
keeping of these visits would not place a burden on the
insurers, as doctors already keep detailed time accounts of
patients' visits.



(b) The insurer or service corporation cannot charge more for

this coverage than for the cost of treating any other condition

or illness. Contract limitations must be reasonable.

(c) The Senate HESS CS to this bill provides that if an

insured or a subscriber does not opt for the coverage under
this section, the insurer or service corporation may offer
other coverage for treating a mental or nervous condition.

I ask that the committee consider changing this language to
adopt the mandatory benefit approach, whereby mental health

care benefits must be included in group insurance policies.

(d) This portion contains a definition of terms used in this
section.

I would request that the committee consider changing the

definition of "office visit"™ in section (7) to reflect that
treatment which is provided through the professional offices
of the listed classes of mental health care providers.
Section 2. AS 21.36.090(d) is amended to prohibit unfair
discrimination against a person who provides a state-licensed
medical service covered under a group disability policy that

extends coverage on an expense incurred basis, or under a
group service or indemnity type contract issued by a nonprofit
corporation, if that service is within the scope of the
provider's occupational license.

Section 3. AS 21.87.340 is amended to add additional chapters
and provisions which apply to service corporations.

Section 4. Provides an effective date for this act for
policies entered into on or after January 1, 1988.

A similar bill was introduced last year. It passed the
Senate, and made it through the House, but died in the Rules
Committee during the final hours of last year's session.

Passage of this legislation is vital to provide Alaskans
access to mental health coverage on the same basis as other
medical benefits, which, in turn, will shift more of this
burden from the State to the private sector.

I am enclosing an amendment and a marked-up copy of SB 67

which reflect the requested changes to this bill. I would
appreciate the committee's consideration of the legislation at
its earliest convenience. Should you need any additional

information, please let me know.

Thank you.



Sitka Mental Health Clinic

P.O0. Box 1763
Sitka, Alaska 99835
(907) 747-8994

Michael Boyd, Ph.D.
Psychologist

12-9-87
Honorable Nilo Koponen
Co-Chairman House, Health Ed. and Soc. Svcs. Comm.
Rra. 106
Capital Building
P.O. Box V
Juneau, Alaska 99811
Dear Representative Koponen:
I am writing concerning CSSB 67 which is scheduled to come before
your committee during the upcoming session of the legisalture.
CSSB provides for insurance coverage for treatment of mental or
nervous conditions. I would like to encourage you to speedily
act on CSSB 67 and refer it on with a recommendation of approval
by the house.
State funded mental health programs depend on insurance payments
for much of their revenue. At this time, many insurance companys
will not pay for treatment provided by someone who is not a
psychiatrist or licensed psychologist. W hile many clinics
are directed by psychologists or psychistrists, few can afford to
have professionals of that level as primary care givers. CSSB 67
provides that state funded mental health clinics would be
eligible for insurance payments as long as a therapist i3
supervised by a physician or a psychologist. With the provisions
of CSSB 67, state funded mental health clinics would be more able
to collect needed revenue from third party payors.

Respectfully,

Michael J.t"Boyd,"Ph .D.
Psychologist
MB/irar
cc: Albert P. Adams
John Sund
Albert Adams





