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o. tihat ~hould a pxo•,ldar or 
p.,itient do if tl:e::-d is a 
question ab.?ut ffhether a claUzi 
tor insurance b~nefits lus 
been properl y lwndled? 

A. He or she should write t.o the 
Ccnsuner Servicas Bureau of the 
Office of the cannissioner of 
Insurance describing the problan 
and i.ncltdi.ng the narr.e of the 
insurance CC""pal\y , the group 
policy nunber , ar..d tr..tS 
subscriber or certificate nrnt>er, 
if appropriate. 

c.onsur.er Servicas Bureau 
Off ice of the 

Cannissianer of Insurance 
123 ~t Washingtc.n Aven'.!f? 

Madison , WI 53702 
(608) 266-0103 

Fcotl'.otes 

632.89 (2) (a) , Wis. St<its. 
1500 .0l (l) (b) 3., Wis. St.a ts. 
'53i . 89 (2) (a) 1. , Wis. Stats. 
c:;:::1. 99 (2) (c!) , Wis. Stats. 
E :l';c 3!) ()) I Wi!J . St.:lts . 
1:;-:- _39 (2) (c) , Wis. Stats. 

r··, • .I (1) (.:\) , His. Stats. 
J 

,, .. 
• Jj {l) !<.!) , Wis. Stets. 





from the National Clearinghouse for Alcohol Information of the National Institute on Alcohol Abuse and Alcoholism •• • · ·a:rd Party Coverage C11ts alcoholism treatment hospitals 
for 21 percent. 

came up with a total cost sav­
ings.of $283.297. Based on the 
ratio or this figure lo total al· 
coholism care costs of 
$690,500 in the program, they 
found that lor each $1 spent by 
the pilot program on alcoholism 
treatment, there was at least " 
42·cent savings to the Insur­
ance carriers In the care of the 
Blcoholic person. 

Nonaleoholism Care ·cost The physician was the most 
frequent provider of outpatient 
care and the paraprofessional 
was the neJCt most frequently 
used. The latter had the lowest 
average cost per vlslt--$15. 

A large-scale study In 
California has demonstrated 
that. when ~mprehenslve ln· 
aurance benefits for the treat· 
ment of alcoholism .,. 
provided, the CO:lt of nonal• 
cohollsm health care may be 
reduced by some 25 peri:snt 
per month for the olcohollc 
person. 

In addition, figures from a 
23·month pilot program for 
Callrornla State employees and 
their h1mllles showed that, 
when the alcoholic patient en· 
ters treatment, the frequency of 
Inpatient care decreases and 
less expensive forms of care 
su~h as outpatient treatment 
are used more frequently. 

The study project, which 
served about 337,000 bent1flcl· 
arlee and was funded by the 

~late, ulso further confirmed 
W'1e feaalblllty of providing a 

uniform and comprehensive 
model of Insurance coverage · 
for Mic.oho II am treatment at a 
:n'Jfier•I• Increase In premium 
-:o!\t. lhe added cost for this 
:l v1trau• during the pilot pro· 
r:ir.1 WU figured at $2.05 per 

~ t. t or t7 cents per month. 
: :ils cost flgu,re WH based 

01 . 1 relatively low ullllzatlon ol 
' h 1lcnhollsm benefits, noted 
· ., . Harold 0. Holder and 
Jllr" •r B. Hallan of H-2, Inc., a 
resr .r ih llrm In Ralelgh, N.C., 
Whlct. was commissioned by 
the ,., 'IGnel Institute on Al· 
cohol >uao and Alcoholism to 
study , 11!1 Impact of the pro· 
gram lJ!,11;11Uon wu especially 
low in 1:11,. 1i:3' 12 montht of the 
23·mor; lh i'::rlod, but Increased 
aubsllo~ lt '· . the last 11 
month!;, lh l:; snld. 

Tho rlfu]<'r .. , •1hlch was under 
the ~u 11 wrv1s on of the Callfor· 
nln Olllco 01 Alcoholism Pro· 
gr11111 Monogl·11ont, provided " 
unll.,rin :iol "f alcoholl:om 

~r,nfmoot be r. 'llllt which In· 

•

luctitd lnpatien: r.nre of up to 
7 doys n yoar ilm;ludlng 8 

d~ys! doloxlllcalir.n), rosldent· 
'1 

tl\l . 1~~~0 of up to ~1 • d:iys a year, 

'" 

and outpatient care of up to 45 
visits • year. 

Total benefits paid for tne 
cost of treating the 766 pa­
tients served In the program 
were about $459,000.' The In­
surance carriers' administrative 
costs of $94,000 brought the 
overall program cost to 
$553,000, or an average bena· 
fit cost of about $600 per pa· 
tlent. · 

The program paid for 422 ln­
patl ent admissions at an 
average cost Jf $1 ,392, repre­
senting about 83 percent of the 
total dollar benefits paid. Out­
patient care services were 
utilized by 542 persons, with an 
average of 9,2 visits per patient 
at an average cost of $17 per 
visit, or 16 percent o' the total 
benellls paid. Recovery home 
care was the least utilized serv· 
Ice with 15 admissions at an 
average cost of $451 . 

General hospitals accountftd 
for about 38 percent of the 422 
admissions, alcohol treatment 
units In a general hospital for 
about 35 percent, and special 

The estimate of a 25 percent 
drop In nonalcohollsm care 
costs for a family after the al­
coholic member began al· 
coholism treatment was based 
largdy on a longitudinal study 
of the general health care ex· 
perlence of 240 families In· 
eluded In the pilot program 
coverage. Care was provided 
by the program to 462 alcoholic 
members of these families. 

The; cost of general health 
care for these 462 persons av- · 
eraged $179.50 per person a 
month before alcoholism 
treatment began, but dropped 
to S133.22 a ff er the star I of 
treatment, Ors. Holder and Hal· 
Ian reported. Thus, the saving 
was about $46 a month in 
nonalcohol related health care 
costs, or a total of about S370 
per person for the tlrne that 
care costs were followed. 

Projecting this figure to em· 
brace all of the 766 persons 
who used alcoholism benellts 
In the program, the researchers 

The lnsur1nce coverage was 
provided through niM 11r;fe1ent 
carriers. Howew.:., more than 
90 percent of the beneficiary 
population was covered l:>y 
three -<:arriers-Kaiser Founda· 
lion Group Plans, Blue Cross/ 
Blue Shield, and Callfomla 
Western Occidental. 

When the project ended In 
May 1978, the Kaiser Plans 
were the only carrier ot the 
nine to continue providing · al­
coholism treatment benefits 
modeled after the p ilot pro·· 
gram, doing so at ~ ':' '!!Ill! :.,. 

c. r.:>::.:..: Ir. :t.o m,,1!:!1iy t1rcmiur.i. ·-· 
This carrier, which provides 
prepaid coverage, had the low· 
est per-visit charges among the 
nine. 

For more !"formation on the 
study, write: Jerome B. Hallan, 
Dr. P.H. , H·2, Inc. , 7334 
Chapel Hiii Ad ••. Raleigh, N.C. 
27007. 

Pamphlet \Varns on' Drinking in Pregnancy 
Th• woman who Is pregnant 

or plans to become pregnant Is 
the target of a new pamphlet 
bolng distributed by the Na­
tional Institute on Alcohol 
AbuM and Alcoholism. 

Th• pamphlet, "Alcohol and 
Your Unborn Baby," states that 
drinking by the • Hpectant 
mother could endanger the 
health of the fetus and 
1uggest1 that, If she chooses 
lo drink. she should llmll her In­
take per day lo no more than 
one ounce of absolute alcohol 
- the approximate equivalent 
or two mlud drinks, each con· 
talnlng one ounco of distilled 
spirits; or two five-ounce glas· 
seis of wine; or two 12·ounctr 
ca1u of beer. 

Publication of the pamphlet 
Is put of a natloMI effort by 

NIAAA to raise public aware· 
11eas about the danoers posed 
to the fetus by drinking during 
pregnancy. The campaign par· 
ticularly emphasizes the risk of 
developing the fotal alcohol 
syndromfl (FAS)-• specific 
pattern of physical, mental and 
behavlor1I abnormalities that 
can occur In the offspring of 
wom~n who drink heavily dur­
ing pregnancy. 

The posslblllty lhat even 
modMate drinking by the prea· 
nant woman can harm the un· 
born baby Is atilt being lnvesli· 
gotod, aa Is the erroct of binge 
drinking, Iha pamphlet notes. 
Also belno studied Is the pos· 
:ilble rote of other risk factors, 
such as s.moklng and poor nu· 
trltlon, In f AS. 

The pamphlot relrs whore to 

get help for drinking problems 
and also touches on the use of 
other drugs during pregnancy, 
alternatives to drinking, and 
ways of coping with 1nxlely 
and depression. 

"Alcohol and Your Unborn 
Baby" Is being distributed 
through the National Clearing­
house for Alcohol Information 
to ob:itetriclan·gynecologlsts' 
offices and for use In super­
market displays. Coplts have 
also been sent to state al· 
cohollsm authorities, preven· 
tlon coordinators, nnd program 
directors. 

Slngle copies of the pam­
phlet are available by writing 
Dept. FAS, National Cllilrlng­
houi;e for Alcohol Information, 
P .O. Box 23'45, Rockvlll•. Md. 
20652. . 

---.-..- ..-...•· ... __ ...... ... -" ..._. ..... . ... ~~·.,.,·----~~ .. -· ----"-:---:;e 





• CHAPTER XI. FiNANCING ALCOHOLISM TREATMENT SERVICES 

The magnitude of the alcohol problem 1n this country and the econom­
ic costs to society of alcohol-related problems have been discussed in 
chapter I of this report. It has been noted that health care costs directly 
attributable to alcohol-related prob-lems are an estimated 12.1 percent of 
U.S. national health expenditures. There is a significant opportunity for 
reducing health care expenditures if effective alcoholism treatment serv­
ices are supported. Recognition of this opportunity has led to funding 
by Federal, State, and local governments, as well as to modifying health 
insurance policies to. cover alcoholism services. This chapter discusses 
thE!Se and other funding sources that currently are being used to finance 
alcoholism treatment services. 

GOVERNMEN 1 1 SUPPORT 

Since its inception in 1970, the National Institute on Alcohol Abuse 
and A 1coho1 ism has been helping to establish a 1 coho, ism programs by fund­
; ng service prvjects directly and by making F edera 1 formula grants ava i 1-
ab le to States. An added source of Federal moneys became available from 
NIAM in 1974 when incentive grants to the States were authorized to en­
courage the adoption of the Uniform Alcoholism Treatment and Intoxica­
tion Act. In addition, Federal support from other agencies (table 1) 
totaled ap~roximately $207 million in 1976. 

e The .financial base at the local level has expanded as States and other 
1oca1 governments either matched Federal funds or appropriated other sou rces 
of support. Federal . State, and local administr·ators consequently hav~ 
sought to determine what ·resources are available for alcoholism programs and 
to identify what services these moneys are buying. This information is 
compiled in NIAAA's State Alcoholism Profile Information System (SAPIS), 
developed to discover the impact of formula grants within the States. Ac­
cording to a 1977 SAPIS report of 43 States providing information, average 
financial sources were formula grants, 13 percent; otherNIAAA funds, 17 per­
cent; local sources, 17 percent; and State and other Federal funds, 53 per­
cent. An average of $7 ,322,000 per State was avanable to the States in 
FY 1976. 

• 

Information about resources undoubtedly will be improved by the SAPIS 
program, the impact of 1976 legislation requiring an accounting of States' 
public and private alcoholism service facilities in formula grant applica­
tions, and a recent NIAAA initiative to compile an annual report on all 
Federal activities related to alcohol problems. 

Whatever the precise level of public funding of treatment services 
. may be, nonpublic support clearly is required if adequate treatment re­

sources are to be made available. Therefore, the extent of health insur­
ance coverage for alcoholism treatment is of great concern. To illustrate 
the situation, table 2 shcMs the amount of insurance coverage of clients 
of selected NIAAA programs in 1976. The . proportion of individuals with 
health insurance at all and with alcoholism coverage in particular varies 
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widely with the type of program. Hea 1th insurance coverage varies from 
21 to 85 percent and alcoholism coverage from 10 to 45 percent. The pro­
portion of individuals with health insurance who also have alcoholism cov­
erage ranges from 18 percent to 53 percent. 

HEALTH INSURANCE 

Health insurance has been made available specifically for alcoholism 
only within the last decade. In the past, alcoholism was a hidden illness, 
and treatment usually took place in a State-supported institution because 
care in the private sector was either unavailable or prohibitively expen­
sive. Little is known about the nature or extent of insurance coverage 
for a 1coho1 ism before the mi d-1960' s. However, it is safe to assune that 
many a le oho 1 i cs received treatment under the men ta 1 hea 1th benefits of their 
insurance policies. 

By the late 1960's it became clear that insurance carriers and pro­
viders were applying obvious sancti ons to the treatment of alcoholics. 
Hospitals frequently blocked the admi ssion of alcoholics, and health in­
r.urance policies limited coverage in many ways. With the dramatic surge 
of health care costs in this era and the increased recognition of the 
extent of alcoholism and alcohol abuse, the need to establish effective 
private third-party payment mechani sms was clear. NIAAA worked ,.,ith 
representatives of health agencies and insurance carriers to study the · A 
status of alcoholism insurance coverage, to identify barriers to improved W 
coverage, and to develop model benefit provisions. 

PRIVATE SECTOR PLANS 

The private sectorhasthree major components: Blue Cross-Blue Shield 
plans, commercial insuran'ce companies, and independent plans. Blue Cross­
Blue Shield is a confederation of two private nonprofit corporations. Com- . 
mercial companies include life and casualty insurance companies as well 

·as other companies that provide health coverage . Finally, independent 
plans include employer- or employee-sponsored programs, health maintenance 
organizations, private group clinics, and dental service corporations. 

Blue Cross-Blue Shield 

An estimated 84 million subscribers are covered by the approximately 
70 Blue Cross and Blue Shield associations operating in the United States 
and Puerto Rico. In 1976, the Blue Cross Association (BCA) and NIAAA 
initiated a nationwide study to determine the feasibility of offering com­
prehensive benefits for alcoholism treatment throughout the Blue Cross 
hca 1th insurance system. The study has produced a series of technica 1 
ac:sistance documents designed to address the essential components needed 
in comprehensive alcoholism coverage. They were {l) a marketing package, 
1 ncludi ng the benefit structure, a defined target population, rates, and 
a subscr·iber education program; (2) an administrative segment covering con­
tracts with health care providers, legal constraints, and control of benefit 
utilization; (3) a guideline for test-site selection; and (4) a program 
ft\;· evaluating test-site results. 
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• Some individual Blue .Cross plans are offering increasingly comprehen-

·• 

• 

sive alcoholism benefits. In 1974, for instance, Capital Blue Cross in 
Pennsylvania introduced an alcoholism benefit that provided rehabilit~tion 
treatment immediately following detoxification in institutions specializing 
in alcoholism treatment. Premiums were not increased for this benefit be­
cause the p 1 an' s administrators rea 1 i zed that a 1coho1 ism treatment pre­
viously had been paid for under other diagnoses. Current data fndi cate 
that the benefit will reduce the number of claims and the total costs in­
curred by the carrier. 

Blue Cross of Maryland provides alcoholism treatment benefits through 
one program in residential nonhospital settings and through another in out­
patient care. Substance-abuse benefits--including alcohol and other drugs-­
were made available to the approximately 1 million members of the United 
Auto Workers Uni on, their spouses, and dependent chil drerr by Blue Cross 
and Blue Shield of Michigan. 

Commercial Carriers 

The trend amony major commercial carriers is toward offering coverage 
for alcoholism treatment. The percentage of policies specifying exclu­
sions orlimitations on alcoholism coverage dropped from 16.5 percent in 
197 2 to B percent in 1975, acc.ordi ng to one survey. 

Independent Plans 

Health Maintenance Organizations (HMO'sl. HMO's provide basic and 
supplemental heal th care on a prepaid basis to their membership. To qualify 
for Federal subsidies, an HMO must offer medical treatment and referral 
services for alcohol or other drug abuse. The Group Health Association of 
America, a nat.i ona 1 voluntary organization of group hea 1th pl ans, i ni ti ated 
an alcoholism treatntent feasibility project to test the potential of corn­
prehens ive alcoholism treatment services in prepaid group practice plans. 
Although the data are too limited to be conclusive, indications are that 
there is a reduction in total health care use \'Jhen alcoholism is identified 
and treated appropriately. 

The Harvard Community Health Pl an. This plan in Cambridge, Mass., 
which includes both inpatient and outpatient alcoholism benefits, reported 
a monthly cost for alcohol ism treatment of only $0.05 per member. During 
the first year, no client used the inpatient treatment beyond the benefits 
provf ded. 

Employee Benefit Plans. The industries sponsoring occupatfonal alco­
holism programs usually have policies that cover inpatient services, accord­
ing to one survey. Considerably less coverage was provided for outpatient 
treatment. 

Unions and Health Insurance Plans. The Natfon's labor unions have 
participated actively in encouraging health insurance coverage for treati ng 
alcoholism and other drug abuse. Unions affiliated with the AFL-CIO and 
major independent unions sud1 as the United Auto Workers, the Untted Mine 
Workers. and theTeamsters are implementing and expanding alcoholismtreat­
ment benefits. 
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PUBLIC SECTOR PROGRAMS 

Several health insurance assistance programs are provided by law under 
Federal or State auspices and are financed through taxes. Benefits, fi xed 
by law, are available to those who qualify under the plan. These publicly 
supported programs include medicare, medicaid, CHAMPUS (Civilian Health 
and Medical Care Program for the Uniformed Services). the Veterans' Adminis­
tration program, and State temporary workers ' compensation systems. 

Medicare 

Primarily, medicare pays medical expenses to individuals aged 65 or 
older who are entitled to retirement benefits under title II of the Social 
Security Act or under the Railroad Retirement System. Administered by the 
Socia 1 Security Admi ni strati on, me di care 1 s benefits and e 1 i gi bi l i ty re­
quirements are uniform for all participants and include hospital insurance 
and supplementary medical insurance for the aged and disabled. Medicare 
categorizes alcoholism and drug abu se treatment under psychiatric or men­
tal health services, and the coverage is less than that available for physical 
illness. 

Medicaid 

Medicaid provides me di cal assistance to low-income i ndi vi duals. Treat­
ment .cost is shared by the States and the Federa 1 Government. ·A major 
limitation is that persons aged 21 to 64 cannot receive care in a psychia­
tric hospital under medicaid. In several States, however, medicaid plans 
provide reimbursement for treatment of problems associated with drug or . 
alcohol abuse. Because services for alcohol or drug abuse problems are 
not mentioned in the me di cai d statutes, the States determine whether treat­
ment should be excluded or included. 

A 1976 telephone survey revealed a wide range of practices. Most 
States reimburse for inpatient treatment of organic illnesses caused by or 
related to alcoholism, and 85 percent of the States reimburse for outpatient 
care for these i 11 nesses. The propo rt1 on of States that reimburse for di re ct 
treatment of alcoholism is substantially lower. Approximately two-thirds 
reimburse for treatment at a community health center; nearly one-third pay 
for care at an alcoholism treatment center or from an alcoholi sm counselor; 
and about one-tenth absorb treatment costs at a ha 1 fway house or similar 
f aci 1i ty. 

Title XVI 

Under title XVI of thel973 Social Security Act, supplemental security 
income (SSI) is granted by the Federal Government to those eligible for Aid 
to Families with Dependent Chi 1 dren, to the blind, to persons who are other­
wise disabled, and to needy persons over the age of 65 . The present social 
security law requires an alcoholic SSI recipient t o des i gnate athirdparty 
to receive his or her supplementary income. Often, this procedure und~r­
minc:s the self-confidence of recovering alcoholics. Pending legislation 
~1ould enable the attending physician of the facility where an indi'tid~al 
Is undergo"f ng treatment to certify that direct payment of SSI beneft ts 
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to the patient would be beneficial. The costs of alcoholism treatment 
generally are not covered by the SSI · pro.gram. 

Title xx 

Title XX, a 1975 amendment to the Social Security Act, currently con­
tributes $2.7 b.i llion annually to the States for social services. The 
required State comprehensive plans may include alcoholism treatment services 
if they arc defined explicitly. A 1976 analysis of services available for 
treatment of alcoholism and drug abuse under Sta~e title XX plans revealed 
that 10 States provide services specifically concerned with treatment of 
al~ohol abuse; 11 pay for services related to both alcohol and drug abuse, 

·and 16 reimburse for specific mental health services • 

CHAMPUS and CHAMP-VA 

This insurance program for dependents of military personnel covers 
inpatient and outpatient care for alcoholism. However, inpatient rehabili­
tative c~re beyond dE i:oxification is limited to a lifetime maximum of three 
admissions , and outpati ent treatment is limited to psychiatric services. A 
similar program, CHAMP-VA, is available to the dependents and survivors of 
some disabled veterans. 

Disability Insurance 

Public disability programs involving workers' compensation are avail­
able in all 50 States. Compensation is limited by 27 States if alcoholism 
or problem drinking is the cause of injury resulting in a claim. 

OTHER FEDERAL INVOLVEMENT 

National Health Insurance 

In view of the tremendous health, social , and economic costs related 
to alcoholism, benefits for alcoholism and related health problems should 
be considered in the development of health insurance coverage. These should 
include a range of service components to assure a minimum level of continu·1ty 
of care for alcoholism treatment. 

A recent cost-benefit study of alcoholism treatment centers reinforces 
the argument for including coverage for alcoholism care in any health 
insurance package. The study found that the national economy will realize 
10 years of benefits, estimated at close to $22 million. from the oper­
ation of 41 alcoholism treatment centers duriM the last half of 1974. How­
ever. half of the 20 legislative proposals tor national health insurance 
introduced inthe94th Congress did not menti<?n alcoholism specifically. 

Civil Service Plans 

The Federal Government offers 55 health insurance plans to its employees • 
Most of these include some benefits for alcoholism, although the extent 

125 



of the ··coverage; varies widely. Some plans have a specific alcoholism bene- • 
fit, but most alcoholism treatment ·is part of the mental health benefits 
or some other 'ilenefi t categOt""J. 

NIAAA Activities 

NIAAA ha·s sponsored a range of studies to plan increased health insurance 
coverage for a 1coho1 ism treatment and has deve 1 oped e xperi menta 1 projects 
to demonstrate the feasibility of this type of insurance. The agency helped 
to deve11 op standards for· treatment facilities that, when implemented, lead 
to accrt!dita;:ion. When a facility is accredited by the Joint Corrmission on · - · 
Accredi tat~ o11 of Hospitals (JCAH}, more carriers are willing to insure the 

. care prr>vi Jed there. More than 200 alcoholism programs nationwide have been 
accredited by JCAH. 

On1! of the agency's feasi bi 1i ty studies resulted in a mode 1 alcoholism 
treatme11t package designed to pro vi de insurance companies with a basis for 
project·ing a range of costs in various .alcoholism treatment settings. The 
model b1:mef·it package recommends 6 days of inpatient emergency care, g 
days ·of inpitient care, 30 days of outpatient care, 30 days of short-term 
interlll!diat~ care, and 60 to 90 days of long-term intermediate care. This 
package was tested for2 years in the California State Employees' Insurance 
Alcoholism Program. · 

NlAAA is concerned with State and local service programs in several 
admi ni strati ve areas, including training, cost accounting system~ , and policy 
procedures,, and is working with others in the field to develop certification 
standards for alcoholism counselors. 

STATE INVOLVEMENT 

State R.egulatory Agencies 
. 

. Since Stateinsurance departments are empowered by statute to regulate . 
the exten-: and cost of insurance contracts and the conduct of insurance 
carriers, State 1eg1slat·ive actions have become important in setting minimum 
standards for alcoholism treatment. A mid-1976 survey of State legislative 
activi1eies shewed that insurance coverage for alcoholism treatment had in­
creased cJnsi derably since 1974. Unfortunately, the enacted legislation 
often emphasizes inpatient care and limits outpatient treatment, although 
recent'ly !iOme States have mandated more extensive outpatient benefits. By 
mf d-19n, 20 States had enacted legislation f nto law, and 11 other States 
had i n·troduced legi sl ati on related to hea 1th insurance coverage for alcoholism 
( f i gur1! 1) . 

fa 1i fo:rni.i State Emo 1 oyees' Insurance Al coho 1 ism Proqram 

TM s 2-year pilot a 1 coho l ism program was based on the model benefit 
packa91e described briefly above and more extensively in the Second Special 
Report on Alcohol and Health. It offered benefits for 158,000 State em-
1 oyees and more than 300 .coo family members, through nine insurance car­
riers. The program involved no risk for the various moneys paid for both 
alcoholi sm treatment claims and carrier administrative expenses. 
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Figure 1. State 1 ~gislaf.ive Activities Relating to Health Insurance Coverage for Alcoholism, 1971-77 

fEJ HAWAII 

:N-s· STATES WHICH HAVE ENACTED 
i<Y:~{. LEGISLATION INTO LAW 

~STATES WHICH HAVE INTRODUCED 
~LEGISLATION . 

SOURCE: D.:ita from Jerome H.:illan .:ind B~ky Hayward, Health lnsuranco co11er111e for alcoholism: Current 
status. Unpublished report prepared for National Institute on Alcohol Abuse and Alcoholism under Contract 
No. ADM 281·76·0023. R.:ilei11h: H·2, Inc. 1977 • 
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The alcoholism benefit package provided . . . 

• inpatient care in a hospital or other licensed facili ty, including 
up to 6 days of detoxification services and 21 days of treatment 
a year; · · 

• day or night residential care in a licensed recovery home for a 
maximum of 30 days annually; and . . . 

• outpatient care limited to 45 visits a year to a physician or to a 
licensed or certifiedprofessional or paraprofessional mental health 
worker. 

For each ' of the 766 persons participating in the program, the average 
expenditure was approximately .$600. Some 422 inpatient admissions were 
recorded at an average cost of $1,392. An estimated 540 persons each attended 
an average of nine outpatient sessions at an average cost of $17 a session. 
Outpatient care benefits represented approximately 16 percent of the total 
benefits paid. Recovery-home care was the least used service. . . . . . . 

· For one evaluation, data were collected on nonalcoholism health care 
for 2 years before treatment began and continued during treatment. Pre­
li mi nary findings indicate that average monthly nonalcoholism treatment 
costs were reduced by approximately 25 percent after a person began treat-
ment for alcoholism. · 

If the State of California had not paid for all costs of the pilot 
program, the additional average premium for each family enrol led in the State 
and public employees' program would have been only S2 .05 a year, or S0.17 
per month, to cover the cost of a 1coho1i sm treatment. However, these esti­
mates are based on a relatively low utilization rate for the available· 
services. 

SUMMARY 

a Federal, State, and local 9ilvernment funds constitute a significant 
proportion of the resources for alcoholism treatment. If adequate 
treatment coverage is to be provided to alcoholics,. a major increase 
1 n the share of . this support nu st be provided by heel 1th insurance. 

• lade of third-party reimbursement has 1 imf ted the number of service 
providers. Until recently. insurance carriers were reluctant to 
cover treatment of alcoholism, but the trend is changing. For ex­
ample, in 1972 approximately 25 percent of all Blue Cross plans 
specifically excluded alcoholism. By 1976, only 4 of 60 plans re­
sponding to a survey excluded alcohol ism treatment. 

• Although some private insurance carriers still exclude or l imit 
alcoholism treatment, increasing numbers are providing cover~ge. 

• 
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• Increasingly comprehensive alcoholism benefits are being offered ~Y 
individual Blue Cross plans. Some offer alcoholi sm treatment. 1" e 
special inpatient centers and others provide innovative outpat1ent . , '"-1 ..... -~ . • 
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• 
care. The · United Auto W'3ikers union Blue Cross coverage includes 
both residential and ~~ tpatient- treatment • 

• Many employee health insurance plans specifically include inpatient 
alcoholism treatment; far fewer cover outpatient treutment. 

• St~te legislatures. are concerned about the availability of insur­
ance for alcoholis1·i1 treatment. Twenty States have· enacted legis­
lation either manclating that alcoholism coverage be provided ·or 
requiring that it ~~ available as an option. . . . 

• Prelfminary findings from a California experimental project indicate 
that the average monthly nonalcoholism health care costs for both 
the alcoholic and the immediate family were reduced by 25 percent 
after the individual began tr~atment for alcoholism. 

• Varied benefits are offered in the public sector. Current medicare 
provisions for alcoholism treatment to the aged and disabled are 
restrictive compa'red to benefits available for physical disease. 
Medicaid programs often ignore treatment for alcoholism. The Sup­
plemental Security Income Program (title XVI of the Social Security 
Act) employs sanctions against the alcoholic who fails to stay in 
treatment. Alcoholismtreatment is specifically provided for under 
the Social Services ·for Irdividuals and Families Program (title 
XX of the Social Security Act) inlO States, and specific alcoholism 
services are reimbursed by 11 States. 
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A. INTRODUCTION 

In 1974, the State of California undertook a pilot program to test the 

feasibility of providing model health insi•rance coverage for alcoholism for 

all the employees of the State as well as employees of certain public and ··. 
county m1~.'.licipalities which con~ract with the State for employee health 

benefits (Ref. 1). The program was the result of specific action taken by 

the California Legislature which approved the Program and appropriated money 

from the State's general fund for its operation. About 337,000 beneficiaries 

(employees and .family. members) were covered by these benefits at the time of 

program initiation • 

The California Off ic~ of Alcoholism Program Ma
0

nagement was instrumental 

in the development of the Pilot Program and was responsible for its overall 

management. Another agency, the Public Employees Retirement System (PERS) 

was responsible for d~y-to-day administration. 

The Program was based on provision of a uniform set of alcoholism treat-

ment benefits, as follows: 

1. Inpatient Care: (hospital or other medical or nonmedical fa.cility 
licensed by the State) 

Acute: 6 days of detoxification services/year 
Intermediate: 21 days of treatment/year 

2. Day or Night Controlled Residential Care: (recovery home licensed 
by the State) 

30 days of care/year 

3. Outpatient Care: up to 45 visits per year to be provided by a: 
licensed physician 

- licens~d counselor 
- licensed clinical social worker 
- licensed psychologist 
- licensed or certified paraprofessional 

... . . ~ . ' - . . . , ...... 
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The Program benefits were vendored by nine different insurance c~rriers, 

including four prepaid group practices, two service types, two indemnity type 

carriers, and one individual practic~. Three of the carriers - Kaiser ,° 

Foundation Group Plan (North and South), Blue Cross/Blue Shield, and Califor­

nia Western Occidental (California West) - provided coverage for more than 

90 percent .of the beneficiary population. The Program was established such 

that there was no risk invnlved for the various carriers; i.e., State monies .. 
paid for alcoholism treatment claims and carrier administrative expenses • . The 

Program began in June 1974 and ended in May 1976; At that point the Kaiser 

Ppunoation Plans sought and received approval from the State to continue 

model insurance benefits for alcoholism treatment for t~eir state and public 

employee population for a small increa$e in monthly premi ums. 

This report is the third in a series of evaluation repo·rts concerning 

various aspects of the California Program. The f i~st report was concerned 

with the hist~~~cal development of the program and as a consequence it: (1) 

traced the legislative h~story of the program; (2) documented the efforts 
. . . 

and activities of the several public agencies which were instrumental in 

establishing and operating the program; and (3) made a series of observations 

and conclusions regarding the program, its development and, importantly, how 

those experiences could be useful :f.n other programs which emphasize health 

1 insurance coverage for alcoholism treatment. The second report reported on 

program utilization and costs for the first 12 months of the program. Spe-

cifically it examined: utilization of the various services avail2ble under 

the Program; treatment deviations for the various services and average costs 

associated with these therewith; comparisons of servi~e utilization and costs 

• 

•• 

-) 
•.._./ 1 J. B. Hallan, H. D. Holder, and M. J. Stucker, "Historical Development of • 

the California Pilot Program to Provide Health Insurance Coverage for Alco-
holism," Raleigh, NC: H-2, Inc., November, 1975. 

. . 



among the various carriers; and projections concerning the annual premium 

• 2 
costs nece~sary to underwrite the .costs of treatment provided by the program. 

This report is presented in several chapters and appendices. The 

remainder of this introductory chapter summarizes important findings, 
.-~. 

wb'ile Chapter II provides a detailed ~escription of utilization costs and 

carrier experiences during the lifetime of the program.. Chapter III reports 

on certain characteristics or patterns of care received by the beneficiary 

population. ~ ~ongitudinal study of nonalcoholic health care utilization 

by the alcoholic and his family is repo~ted in Chapter IV. Finally, this 

report also contains several appendices including two (Appendices A and B) 

which present the various data collection instruments used in the utilization 

·and cost study and in the longitudinal study respectively. Appendix C 

documents certain medical care indices used to adjust the variation in year 

~ to year health care costs. 

., 

B. SUMMARY a·F FINDINGS 

The following is a summary of findings and conclusions concerning the 

various studies made of health care utilization and costs derived from the 

California Pilot Program to provide alcoholism treatment insurance benefits 

to State personnel. 

Summary of 23 Month Operational Data 

A summary of data on inpatient, outpatient and recovery home care 

provided under the Pilot Program during its 23 months of operation is presented 

in Table I-1. The total benefits paid to claimants under the Pilot Program 

excluding administrative costs were about $459,000; total carrier administrative 

2J. B. Hallan. 'it. D. Holder• M. J. Stucker• "Alcoholism Care U::tlization 
and Costs California Pilot Health Insurance Program First Twelve Month•." 
Raleigh, NC: H-2, Inc., March, 1976. 
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TABLE I-1 __ J • 

SUMMARY OF COSTS, BENEFIT PLANS AND CARE UTILIZATION UNDER THE CALIFORNIA 
PILOT PROGRAM . 

July 1, 1974 - May 31, 1976 

Total Average Total 
T.otal Admissions 1 

Charge Per Tota:! 2,3 Benef2t~ 
Persons or Visits Admission/Visit Charges Paid ' 

L Inpatient Care 339 422 $ 1,392 $587,341 $382,475 

2. Out pati ent Care 542 5,028 17 83,,316 71,164 

3. Recovery Home 15 15 461 ~920 52478 

Total 7664 . N/A . $677 ,577 $459,117 

(:') N/A • Not Applicable • 
1 

2 

3 

4 

G 

Source: Anal~si~ of claims submitted by carriers and prepaid programs to PERS. 

Source: California Public Employees ..Retirement System 
I -- - ·-·-- - - ·-·~~ - . 

Does not include benefits paid by Cal-West under ·its basic plan before the 
Pilot Program. Inpatient care benefits paid by Cal-West were $133,484 and 
outpatient care benefits were $3 ,844. .. 

-. 
Adjusted for double counting in care utilization. 

: 

• 
.. . . ...... . 
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• costs amount to some $94,000. Overall costs of the program amounted to about 
\ ) ,_,, 

• 

• 

$553,000 or an average benefit cost of about $600 for each of the 766 persons . 

who participat~d in the · program. 

The Program incurred 422 inpatient admissions at an average cost per 

admission of . $1,392·. Consequently inpatient benefits represented about 83 

percent of the total dollar benefits paid. Allowing for readmissions by 

the same person, a ~~tal of 339 people utilized inpatient services 'dur~ng 

'· 
the Pilot Program. There were 542 persons who utilized outpatient c.:ire. in 

the Program. Each of these incurred about 9.2 outpatient visits at an average 

cost 'per visit of $17. Outpatient care benefit payments represented about 

16 percent of total benef ~ts paid by the ProgralD. Recovery home care uas the 

least utilized service vith 15 admissions at an average cos t per admis:don of 

$451. 

Details of inpatient and outpatient care provided under the Program . 
are presented in Tables I-2 and I-3 respectively. General hospitals accounted 

for about 38 percent of the 422 Pilot Program admissions; a slightly sma.ller 

proportion (35 percent) of admis:dons was ruade to alcohol treatment unit~.; in 

<a general hospital. Special alcoholism treatment hospitals accounted for only. 

21 percent of admissions. There was considerable variation in treatment 

facility charges varying crom a low of about $600 per admission in ~ general 

hospital to a high of $1965 in a hospital with an alcohol treatment unit. 

Table I-3 reveals that the majority of persons received outpatient care from a 

physician. Parapr~f essionals were used the next most frequently and had 

the least average cost per visit. $15. Psychologists and social workers were 

used at about the same frequency (i.e., each group incurred some 360 visits) 

by Pilot Program beneficiaries. Psychologists vith average charge of $31 

per visit were the most expensive form of outpatient providers • 

. , ........ ·& ' .. . , . ..... . '. . ... .... . ___ .._. .... _ 
c.-~ - --- --~ - .. 
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TABLE I-2 

SUMMARY OF INPATIENT ADMISSIONS AND CHARGES: CALIFORNIA PILOT PROGRAM 

. 1 
Facility 'ryee 

Gener al hospital 

Alcohol unit in a hospital 

Alcoholism hosp~tal 

Other 

Number of 
Admissions 

159 

147 

87 

~ 
TOTAL 422 

Average Charge 
per .Admission 

~· 598 

1965 

1823 

1008 

.1 Def initiotts of facilities used in the California Pilot Program will 
be found in Chapter • 

S~urce : California Public Employees Retirement System 

---- --·-·------------------------
'rABLE I-3 

SUMMARY OF OUTPATIENT UTILIZATION AND CHARGES : . CALIFORNIA PILOT PROGRAM 

Number of Average Charge 
Provider Visits ner Visit 

Physician 2,216 $25 

P~raprof essional 1,972 15 

Social worker 362 24 

?sychologiat 357 31 

Counselor 121 · 15 

TOTAL 5,028 Overall $17 Avera&e 

. . . .... , '' . .. .. . ~ .. -·- ..... .. 
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Examination ~as also made of tbe patterns of care incurred by the 

Pilot. Program beneficiarie~. Fir st, it .was found that a majority of persons 

utilizing hospital inpatient care incurred only a si?gle visit during the~r 

course of treatment. Nearly equal . proportions of all. admissions incurred a 

stay of 20 days or ~ore (40 . ~ercent) or less than 6 dars (35 percent). 

Secon~, though the average · person utilizing outpatient care incurred some 

9 visits during the course of treatment, fully one ~bird of all clients · .. 
using this form of care incurred no more than 1-2 visits. Third, ~~amination 

of uses of inpatient an~ · outpatient care by a single client revealed that 

outpatient care is 'more fr .equently used amoi:ig clients who have multiple 

inpatient admissions. Extreme users of inpatient care :however (i.e., 4 or · 

more admissions), tend not to use outpatient ca~e. Finally, examination of 

treatment durations revealed that the majority of clients tend to complete 

their treatment within 3 months with only a small fraction (about 10 percent) 

still in treatment after one year. 

While the Pilot Program benefits were available through nine different 

carriers, the majority {over 90 percent) of beneficiaries were covered by 

Cal-West (a State-wide indemnity plan), l<aiser Foundation Health Plan - North. 

and South (a prepaid group practice Plan), and Blue Cross/Blue Shield · (a non-

profit service plan) . · Table I-4 shows selected comparative information about , 

health care utilization, charges and benefit:1 paid by the major carriers 

operating under the. Program. The average cost per inpatient admission varied 

' 
from $905 for Blue_ Cross/Blue Shield subscriber s up to $1,567 for Cal-West 

subscribers. Together these two carri~rs incurred the majority (63 percent) 

of Pilot Program inpatient admissions. CorT~spondingly, Xaiser-North ' and 

Kaiser-South incurred the majority of outpatient visits with an average cost 

per outpatie~t visit of $20 for Kaiser-North and $7 for Kais~r-South. Out­

patient costs reported by the other carriers were .·more. expensive, i.e., t~e 

-- ..... 



TABLE .. I-4 · 

UTILIZATION AND COSTS BY CARRIER - CALIFORNIA- PILOT PROGRAM 

: -• .. July 1, 1974 - May 31, 1976 

I -
Inpatient _ . ~--~~----~~~~--'--~-

carrier l Average Paid 2 Admissions Per Admissi on 

Cal-Weit 139 $1,567 

Kaiser-North . 91 . i. ~19 

Kaiser-South 49 1,278 

• 127 . . 905 
"'·· .. . . -·-·-~ .. 

Blue Cross/Blue Shield 

Outpatient 

1 Average Pa2d 
Visits " Per Visit 

659 $24 

1,338 20 

2,139 7 

87.4 29 

.,~ .: · _j'-

. ~- ----· .. 

!' 

. ' . 
( .. 

I . ' ( 

'-- --·-· __ , 
(' .. 

1 Source: .Analysis o~ claims submitted by carriers and prepaid programs to PERS • 

. • . i •'... • . 

2 
Source: : California Public 

I 
I 
i . 

•• 

Employees Retirement System 

.. 
·Recovery Home 

Admi ssion 1 Average laid 
Per Day 

7 $10 

2 24 

1 17 

4 18 
" 

• 



• Cal-West average was $24, Blue Cross/Blue Shield was the most expensive at 
( ! _,. . 

• 

$29. While recovery. home visits were reported by all four carriers or plans, 

nearly one-half of all such visits were reported by Cal~West--which had the 

lowest average daily recovery hom~ costs .of $10. Kaiser-North .recovery .home. 

costs were the most expensive at $24 per day. 

The projected annua! premium addition to pay for the total program 
I 

was $2.05. annually or 17¢ per month additional to the average cost for .a 

policy under the PERS system. This projection is· based on full 23 months 

of experience for the Pilot Program which had a low utilization. of provisions 

for alcoholism treatment during the first 12 months but subs~antially increased 

utilization the . last 11 months. 

Finally, projections were made of the annual premium addition which 

would have been necessary to cover the costs of alcoholism treatment expt~ri-

enced by the program. · Based on the full 23 months experience, average pre-
, 

mium increases of $2.05 annually (17¢ per month) per policy would have covered 

all costs of care~ Note, however, that these premium beneficiary addition 

estiJUates are based on· a relatively low program utilization, i.e., only a 

small proportion of the target population utilized availabl~ . benefits. 

Summary of Longitudinal Study Findings 

The longitudinal study consisted of analysis of utilization and costs 

for the alcoholic and his family during the 12 month period prior to the 

first treatment contact under the Program (the "pre" ' period) :and during the · 

period following the first treatment contact (the post period). The study 

examined the health care experiences of 240 families which had at least one 

member participating in the Pilot Program. As such, at least one family 

• member was diagnosed an alcoholic and received treatment under provisions of 

· ~ . 
. . . . . ... . •.. ;., .. 
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the Pi:ogram. The study examined the utilization of general health care and 

its cost (not including any alcoholism treatment provided under the Pilot 

Program). 

(1) Inpatient Care· 

Survey data revealed that · the frequency of inpatient care for 

the totai faidly and its alcoholic member decreases foliowing i~itial treat­

ment of the J>rob~em ~r~king member for alcoholism• The average length of 
c 

inpatient stay decreases for the family primarily ~s a result of decreased 

length of stay for the nonalcoholic family roembers. On the average the alco-

' holic member's stay iD the hospital increased by one day and, as a result, 

average cost:s per admission are higher. Whi;te the leng~hs of stay and 

average cost s per inpatient admission are higher, the overall average monthly 

costs for inpatient care of the alcoholic ar e less. Average mont~ly costs 

for the family · increase as a result in increased costs for nonalcoholic 

family members. 
I .,. 

•. 

Generali~ing from this study, as the alcoholic family member enters 

treatment for alcoh<?lism, his/her. fr:equency of !~patient care and total costs for ,, 

such care c:ould be expected to decrease. n1e alcoholic will enter the hospital 

less often ·but stay longer. He will' utilize hospital care less often than other 

family members who also use such care. n1is suggests that either previous 

inpatient treatment was increased by a result of undiagnosed and untreated 

alcoholism or apecif ic treatment for alcoholism replaces previous inpatient 

care under secondary diagnoses • 

. . - -- -- ---- - .. - .. .... _ .... . - ·'" 
· c:~)' Outpat1.ent · care· · 

While.· the: alcoholic. mmber. i utilizes. hospital care · leas often for 

general health care · !~_Eer . ~t~~iJtS-tr~~ent- for ·alcoholism, outpatient. ca~e 
- .. ·--- · - - -- · - - t • • • • -

.tends to:...incr~e. ~ .. .Coa.t:a~ .outpatient: cara· wera found, .however, .to renaain.-

• 
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about the same or slightly higher. This increase in outpatient care, with 

' a corresponding decrease in hospital care, sugges ts that the alcoholic's ill-

nesses are less a1:ute and can be more frequently handled on an outpatient 

basis. The alcohc•lic member's frequency of outpat~ent care is comparable 

with other members who .use such care~ 

(3) Care Patterns for Health Insurance Carriers and Prepaid Programs 

The families in the longitudinal study were grouped according 
I 

to the program or health insura·)ce company with which they were enr_o~!_~~ ~-

Blue Cross/Blue Shield, which before the Pilot Program provi ded no coverage . 

for treatment of alcoholism when diagnosed as sucy, of all carri ers and 

providers experienced the most marked changes in general health uti l i zation 

and cos ts as alcohoiic family member s received alcohol ism treatment. Families 

with Blue Cros s/Blue Shield had a marked drop in inpatient care frequency 

• and cos ts. Costs alone decreased 50 percent. While the outpatient care . of 

the alcoholic member decreased, other family members' utilization of outpatient 

' care increased. In like manner, the average lengths of s tay andi average costs 

per admission· decreased. 
. .. 

Cal-West; ·. as · a . carrier wJlich .Provided coverage for some··alcoholism 

treatment "before the Pilot ·Program, had an overall increased incidence ·of. care . . . 

{inpatient and outpatient). Cal-West experienced higher inpatient coats for 

I 
alcoholic family members than for other family members; _ this . result~d from a 

fev exc~ptionally high claims during the period of the longitudinal study. 

While' incidents !'_f care were increasing, the leng~h of inpatient stay decreased 

•• a result of an aye1:.age · dr~p of •ii;qost two days per stay . for the · alcoh~l~c. _ . . -
family member: 

Kaiser-South, the only prepaid program participating in the 

longitudinal s~udy, experience~ a marked (around 50 percen~) decrease in the 

.· 

. . . ' 
" """ . • • t .... ~ 
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monthly incidence of care (inpatient and outpatient). However, average 
. 

inpatient costs per ~dmission . increased, primarily as a result . of a three-

fold increase in the length of inpatient ~dmission for alcoholic family 

members. Outpatient care frequency decreased with costs varying only slightly. · 

. . .. : . . Overall; f~milies . grouped by. the . carriers . and : the p~epaid progi;am 
-· - ·-7·. ----·--·- ··------- - ·- ··- - -----· ·- - ·-- - - - -----.. -·- · .... . 

·follow the . tren~s :shpwri. for the total populat~on .with some ·exceptions~ The more 

• 

restrictive the coverage .. for alcoholism treatment provided under health insurance , 

policies or a prepaid program, the more dramatic the decreases in general health 

care ·costs and utilization will be when alcoholism treatment as such is covered 

or expanded. 

. (.4} Dia~nosis and Care 
--· .. ; · - ·-- · ..... ··-·. 

An examination was made of the various diagnoses used while 

treating the families in the survey before alcoholism treatment and following 

its initiation. A clear decr~ase was observed in .the number of diagnoses which 

are identified as surrogate or substitute for a primary diagnosis of alcoholism , 
i 

following initiation of treatment. This would be expected to result when a 

diagnosis of alcoholism entitles a patient to a comprehensive treatment program 

for the condition. The diagnoses most affected were in "mental disorder" 

categories and the utilization rates and costs for care with these diagnoses 

decreased when the Pilot Program began. 

(S) Cost Reduction • 
For the months that he&lth care costs for the alcoholic were 

tracked, there w&s an average monthly cost of $179.50 for inpatient, outpatient 

and other care before beginning treatment for alcoholism and $133.22 after 

treatment began . This produces an estimated savings of $369.84 per person 

for the time that care costs were followed or a total estimat~d savings of 

• 

• 
. .. ~ 



~ $283,297 for the 7u6 persons receiving car~ during the period of the Pilot 

Program. See details in Appendix D. In short, for each $1.00 spent on alcoholism 

• 
.. 

treatmen~ by the Pilot Program, ~here . was at leas~ a 42¢ projected . ~avings to 

the insurance carriers and prepaid plans in health care costs of the alcoholic, 

i.e., the ratio of the total alcoholism care · costs of $690,500 (Pilot Program, 

$553,173, plus Cal-Wes~ Basic .Plan, $137,327) to the total estimated savings 

in health care (othe~.than alcoholism) of $283,297. 

C. CONCLUSIONS 

Conclusions which may be drawn from the study include the following: 

(1) The California Pilot Program expe~ienced ~ relatively 

(2) 

low utilization of health insurance benefits for alcoholism 
treatment relative to the accepted estimatc.\s of treatment 
needs in the worker population. 

The program demonstrated the feasibility of providing a 
uniform and comprehensive set of ~insurance benefi t s for 
treatment of alcoholism. Utilization' was well within the 
limits established by the Program benefit provisions and 
projections of insurance premiums necessary t'.o finan.ce 
such a program indicate only moderate increases above usual 
insurance costs. 

(3) Some variation found :ln utilization and costs b.e~wee~ ~h!! : ' 
types of carriers involved in the program were not signi­
ficant. · Part of the variation may be explained by the 
existence of alcoholism treatment ~enef its in place before 
the Pilot Program began. 

' . 
(4) When alcoholism is treated under an explicit diagnosis, 

utilization and costs for health care (other than alcoholism) 
decrease. · This decrease is a result of (a) direct treatment 
of alcoholism and (b) the use of a primary diagnosis of 
alcoholism instead ' of a proxy or substitute diagnosis which 
has- historically been acceptable for claims purposes. 

(5) . Inpatient treatment utilization and costs decreased when the 
alcoholic began participation in the Pilot Program. Other 
less expensive ·forms of care such as outpatient treatment 
were used ·more frequently • 

. . 
. ' -
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() (6) 
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The Program demonstrated that following implementation 
of the comprehensive benefit program other health care 
costs were substantially reduced for the alcoholic popu­
lation. Though the data. are preliminary indeed there 
is indication that nonalcobolism treatment costs may be 
reduced by some 30 percent per month upon ini tiation of 
treatment for alcopolism. · 

.: 

: 
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I. THE SURVEY 

This survey of health insurance coverage of alcoholism and drug 

abuse treatment available in Alaska , was conducted to establish 

the current ''::,.-:tte of affairs" of such coverage. In addition, 

a short history of health insurance coverage and a discussion 

of the attitudes and philosophy of "third-party" payors (both 

public and private) are presented and examined. 

Since the health insurance "industry" is subject to state 

regulation, we have included pertinent aspects of law and regu­

lation applyinc to the state's regulating entity, the Depart -. 
ment Jf Commerce and Economic Development, Divis ion of Insurance. 

The Division of Insurance also was reviewed for its general 

philosophy regarding health insurance regulation. 

In summary, we feel that the report shows: 

1. Thnt private carriers and quasi privat~ (e .g., Blue 

Cross) carriers are providing more nnd better coverage 

than ever before. 

2. That "public'' carriers, such as Med icnid , General 

Relief-Medical, etc., provide little or no coverage . 



( 

( 

( 
' 

3. That alcoholism and drug abuse treatment programs 

can increasingly qualify for third-party payment and 

make the transition from grant to private funding. 

4. Finally, that treatment programs need to pursue: 

a . funding by "public" carriers 

b. additional coverage and benefits from the 

private sector; perhaps through insurance 

regulation. 

-2-
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. II. THE HEALTH INSURANCE "INDUSTRY" 

A. Definitions 

The Health insurance "industry" is the collection of economic 

entities, public and private, which offer to reduce or remove 

the cost of treatment for physical or mental illnesses (with 

important exceptions) for covered individuals . 

Fu.rther definitions of 11 illnesses 11 and "covered individuals" 

are in order. 

For practical reasons, '.'illnesses" are those disorders of the !I body or mind that are accepted by the medica l community as 

such. Where the medical community has wavered, insurance 

interests have often reduced or removed coverage. Even where 

the medical community has defined a specific illness, insurance 

interests have often reduced or removed cov~~age to suit their 

experience factors or profit motives. 

"Covered individuals" are those subscribers to health insurance 

who meet criteria set by the insurance company. Being a policy­

ho l der is not enough. Certa i n illnesses may be subject to 

limited coverage . The coverage may be subject to conditions: 

treatment approval by the insurer; who treats the illness; 

where it's treated, the length of treatment, etc. 

-3-
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The "covered individuals" clause in insurance policies can 

dramatically affect the actual coverage ava ilable to the 

insured. It is also the major conce~n to those who feel that 

the generally accepted definition of health illness should 

include alcoholism and drug abuse treatment. 

B. A Short History 

Insurance against illness can take many forms, perhaps even 

dramatic ones. The Chinese (Circa 2,000 B.C.) are often given 

the credit for the first "insurance" against illness . It was 

perhaps the simplest of coverages. Wealthy Chinese employed 

physicians to keep them well. If the person paying got i ll , 

payments stopped. If the patient died, the physician was 

summarily killed. Perhaps society has never gone further from 

that model than today, where physicians are often criticized 

(and sued) for doubtful treatment, patients do die, and the 

major process of paying for physicians' services is still 

controlled by the physician. 

The ancient Greeks had benevolent societies, some of which 

provided medical coverage (such as it was) in return for 

regular payment to the society. 

The English added limited physician and general health coverage 

to its marine and life insurance coverages. This occurred in 
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the middle of the 17th century, but the philosophy remains the 

same as today's coverage. Health insurance was then and is 

still today considered a h~rd to manage, unprofitable business 

by the private insurance companies. It is generally carried as 

an added inducement to attract buyers of life and casualty 

coverage. 

C. Private Carriers 

Recent years have seen a change in attitude among commercial 

insurance carriers. That change, toward more coverage for 

ambulatory care, appears closely paralleled to the rise in 

demand for national health insurance. While the interests of 

private-sector insurers have never been high in regards to 

health insurance, as stated previously, one can see that 

nationalization of the health i nsurance industry could lead to 

nationalization of the more profitable lines of coverage 

offered by insurance carriers. This appears to be sufficient 

motivation for the increasingly flexible coverage of health 

services, particularly alcoholism treatment. Moreover, such 

coverage, while available, can still be controlled by specified 

limits set at arbitr!TY levels that may, in effect, give littl e 

or no practical coverage. This is the case of private insurance 

coverage of alcoholism and drug abuse treatments . Part IV to 

this report , and Attachment A, expand on this further . 
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D. Quas i -Private Carriers 

The most substantial insurance carriers in the quasi- private 

(non-profi~) sector of the health insurance field are the Blue 

Cross/Blue Shield plans. With a nationwide subscr i ption of 

approximately 85 million, Blue Cross has .50% of all institu­

tional health care coverage. 

Blue Cross is a loose confederation of individual plans of 

health insurance coverage which provide coverage of institu­

tional charges for services. Several features are requi red of 

member plans to the national association . The mos t prominent 

are: 

1. That each plan be a non-profit community organi­

zation with governing boards composed of both the 

general public and providers of service . 

2. That each plan "substantially" cover hospitalization 

costs. 

3. That each plan pay out at least 85 percent of sub-

scribers ' premiums as benefits. 

4. That each plan provide for its continued financial 

solvency, and provide reasonable accounting and 

statistical records. 
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s. That each plan cooperate with other member plans. 

In return for agreeing to the terms of the association, the 

following are the significant benefits of national membership: 

1. National advertising 

2. Use of the Blue Cross emblem, and the general franchise 

for the sale of Blue Cross benefits within a designated 

territory 

3. Use of association facilities for coordinating 

4 . 

s. 

accounts involving treatment and payment where such 

activity involves two or more Blue Cross plans 

Easy provision for the transfer of subscribers 

Use of the extensive lobbying efforts of Blue Cross 

in Washington, D.C. 

Blue Cross plans have been subject to considerable criticism in 

recent years for affiliations with the various hospital asso­

ciations. More pointed has been the criticism of the national 

Blue Cross Association's affiliation with the Amer ican Hospital 

Association. While private health carriers have always main-
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tained a natural "arm's-length" relationship with the institu­

tional providers of paid health care, Blue Cross (BCA) was 

formed by the American Hospital Association (AHA) in the 1930-

40 period. Those close ties have lately made BCA and the AHA 

the objects of much public concern. In a period of exponen­

tially rising health costs (and compensating rises in health 

insurance premiums), it is only natural that public attitudes 

about control of the rise in the cost of health treatment would 

focus on a group of organizations which both provide health 

care and control the payment for the same care. In response 

t o this criticism , BCA and the AHA have moved farther apart · 

organizationally since 1972, when they split the joint t ard of 

directors of BCA and AHA into separate directorships. 

The 1940's saw the American Medical Association sponsor Blue 

Shield's predecessor organizations to both provide insurance 

coverage for physician's fees and to certify and control 

physicians eligible to receive payment. Blue Shield has member 

plans, a national association (National Association of Blue 

Shield Plans (NABSP)), and is subject to the same criticisms 

made of Blue Cross: that the provider-insurer relationship is 

too close to be cost-effective; that NABSP, like BCA, is too 

pr 0vider-dominated to play a leading role in containing the 

rapid escalation of health care costs; and that neither BCA nor 

NABSP offer any real incentive for preventive medicine. 
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Health Maintenance Organizations (HMO's) are an alternative to 

traditional third party payors . They date back to the late 

1920's where they began achieving a slow but steady following 

on both the West Coast (Ross-Loos, Kaiser-Permanente, etc.) and 

East Co~st (Health Insurance Plan of Greater New York, etc.). 

The passage of Public Law 93-222, the Health Maintenance 

Organizati~n Act of 1973, has served as an impetus to the growth 

of HMO's by providing funding and other benefits. That impetus 

has been somewhat blunted by a requirement that HMO's obta i ning 

federal development funds under P.L. 93-222 have open enrollment 

periods in which all applicants desiring coverage be admitted 

both in order of application and i rrespective of previous 

medical conditions. Since all insurance relies on the spread 

of 1·isk across a large enough base of subscribers to be cos!.: - ··--------=----=--------------
effective, this may prove to be a permanent hindrance to anx_ 

but the largest of HNO plans. 

E. Publlc Carriers 

The only "public carrier" of health benefits are the federal/ 

state agencies involved with the Medicare or Medicaid programs. 

Medicare is a program for people 65 and older, and certain 

disabled peopl e under 65, which provides somE covera ge for 

traditional hospital treatment under Part A of Medicare and 

some coverage of physician treatment under Part B. of Medicare . 
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Medicare is provided by the federal government and administered 

by the Social Security Administration. 

Medicaid is a program, for certain eligible people, where the 

federal and state governments share the cost of medical treat­

ment. Eligibility generally means "needy," as defined by Aid 

to Families with Dependent Children (AFDC) requirements and 

other programs of a welfare nature. Each state has a consider­

able number of options in choosing under which programs they 

wish to elect coverage. 

General-Relief Medical is a State of Alaska program where the 

State agency administering the Medicaid program also can pay 

for health benefits to certain persons not otherwise eligible 

for Medicaid coverage. This is frequently used to pay for 

drugs used in treatment. 

F. Other Possible Coverages 

Since basic charges for institutional care often have a custbdial 

element, e.g., a portion of a daily charge for inpatient 

hospital care would include a "room and board" charge, it is 

possible to charge non-medical agencies for that portion of 

institutional care. · Examples in Alaska include the Veteran's 

A.dministration and the Bureau of Indian Affairs. 
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Another potential source for health treatment coverage would be 

the State of Alaska's program of vocational rehabilitation. 

That program, administered by the Department of Education's 

Division of Vocational Rehabilitation, can provide reimburse-

ment of the cost of ldalth benefits given to clients of that 

division. If the disabled person can be rehabilitated from a 

certified disability, and other minor requirements are .met, 

benefits are generally available . Alcoholism abuse and drug 

abuse, however, are administratively excluded ''due to poor 

results.'' Only after a certain abuse-free period has been 

attained are clients accepted for r ehabilitation . 
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III. STATE REGULATION OF HEALTH INSURANCE IN ALASKA 

The State of Alaska's Department of Commerce and Economic 

Development is the state agericy responsible for applying the 

State laws on the insurance industry. Within that Department, 

the Division of Insurance administers the State 's mandates on 

insurance. Within the Division of Insurance, there is no sub­

entity to handle health insurance separate from any other line 

of insurance. 

A revi~w of Alaska Statutes (A.S.) showed that Title 21 governed 

insurance per se. A few chapters under A. S. 21 applied to 

health insurance. Important chapters are: 

1. Chapter 6 -- The commissioner has certain duties, 

powers, etc. These do not include the power to 

prescribe coverage, limits of coverage, or other 

benefits to be paid. 

2. Chapter 36 -- States that certain trade practices in 

marketing must be followed. This chapter also 

protects against frauds . 

3. Chapter 42 -- Prescribes that annual reports be filed 

and provides for the timing of such filings. 
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4. Chapter 51 -- Disability coverage (including health) 

is described . This chapter only ·notes the State's 

approval of a cl~use ~n policies to preclude coverage 

of health ailments in existence before the date of 

coverage. 

5. Chapter 54 -- describes group disability coverage. 

No specifics on health. 

There are. no regulations based on the statutes . Further, 

discussions with officials of the division disclose a policy of 

not interfering wi~h the free-enterprise process of ''caveat 

emptor,'' let the buyer beware. This has its roots in the 

division's belief that since most coverage is via group policies, 

and since most group policies affecting are negotiated, 

those negotiations permit the buyers of group plans to protect 

their own interests in regard to what services are covered, 

limits of coverage, covered individuals, etc. 

In summary, the State of Alaska's agency involved in insurance 

company regulation, the Division of Insurance, does not feel 

that it should regulate health insurance beyond basic pro­

hibitions against fraud and some miscellaneous requirements for 

filing annual reports of financial condition and economic 

stability . 
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IV. THE RESULTS OF A SELECTED SAMPLE OF THE 

ALASKAN HEALTH INSURANCE INDUSTRY 

A. Overview 

The health insurance industry, as mentioned in previous sections 

of this report , is an assortment of diverse entities . Those 

entities range from private, for-profit carr~ers to purely 

"public" carriers such as Medicare and Medicaid . All are 

different in degrees of coverage of health benefits in general, 

and alcoholism and drug abuse treatments in particular . Thls 

section deals with alcoholism or drug abuse treatment benefits 

exclusively. 

This survey of available coverage began with an added dimen­

sion. Originally , it was hoped that negotiations could be 

started with the major carriers to produce an agreement on 

method s of cost-finding and rate-setting. This proved 

impossible, since none had detailed requirements for cost­

finding and rate-setting nor had any ever prescribed any to 

their health providers . This at tempt was abandoned in favor of 

surveying the current provisions and coverages available to the 

majority of Alaskans. 
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B. The Sample 

As seen on Attachment A to this report, the major carriers are 

listed, along with the general provisions of coverage of 

alcoholism and drug abuse treatments. It was felt that the 

sample was broad in terms of effect on alcoholism and drug 

abuse benefits since the estimated number of Alaskans covered 

(225, 239) equals 53~6~ of the current estimated populat ion of 

420,000. Possible reduction of the above figures for duplica-

tion of coverage (where a spouse might also be employed and 

therefore double-counted), is offset by the Aetna survey. Since 

no fi gure s were available for Aetna, that company's total 

~ coverage isn't l isted. Since Aetna has major employers, as 

shown on Attachment A, their coverage should neutralize any 

reduction for double - counting of the other carriers. Also note 

that no coverage for state/federal programs was counted. 

In reviewing the coverage note that all information was 

obtained from the companies themselves and should be quite 

current. Excerpts of limits of coverage, the narrative of 

coverage and requirements for coverage, all were taken from 

summaries of current policies in force during 1978. 

C. The Re sults 

• The results were both impressive and sober ing . The impressive 

portion was the private insurance industry. Having often been 
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cast as totally non-responsive to the non-hospital model of 

care, the results instead show that basic coverage is offered 

by the private insurance carriers in non-hospital settings . 

This fact, along with a trend toward ambulatory care coverage, 

presents bright prospects for reimbursement where free-standing 

programs can present the following credentials : 

1. Community .viability (acceptance) 

2. An organization composed of dedicated professionals 

and paraprofessionals who are results-oriented. 

3. An adequate financial organization, geared to collect, 

assimilate, and analyze cost-finding and rate-setting 

data. 

The sobering thoughts are two-fold: 

1 . While the coverage is there, treatment is generally 

limited in dollar amount of benefits and days of 

treatment allowed. In the future, with greater 

acceptance of viable treatment programs, health 

benefits for alcoholism and drug abuse programs 

should equal those offered hospitals for basic and 

major medical coverages . 
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2. A second sobering thou.ght involves the rather dismal 

record of the federal and state governments in 

providing non-gra11t funds f or alcoholism and drug 

abuse treatment. With federal Medicare of little 

con~equence due to the minimal number of alcoholics/ 

dr ug abusers over age 65, we see the following for 

other federal/state programs: 

a. 

b. 

Medicaid-alcoholism/drug abuse services would 

covered if the state had elected coverage of 

"clinic services" as a Medicaid opt ion. The 

State, even with federal shared funding avail-

able, has not opted for such coverage for 

Medicaid-eligible Alaskans. 

State Genera l Relief-Medical: alcoholism/drug 

abuse treatments are specifically excluded by 

7 AAC 47 . 210, under authority of AS 47 . 05.010 

and AS 47 . 25. 120. 

be 

c. Federal Social Security (excluding Medicare): 

as described above, the Social Security Admini­

stration can provide disability benefits for 

those under age 65. Those disability benefits 

only appl y to the disabled individual, not t he 

institution which may provide rehabilitation 
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through treatment. Surprisingly, Social Security 

regulations (Regulations No. 16, Subpart Q, 

Section 416.1710) require treatment as a condition 

of Supplemental Security Income (SSI) payments 

to the disabled, but provide no benefits toward 

payment for such treatment . 

d . State Department of Education, Division of 

Vocational Rehabilitation (DVR), has the state 

authority and responsibility for evaluating, 

planning, and implement i ng rehabilitation 

services for those who can benefit from them. 

That authority includes paying for medical 

treatment of a rehabilitative nature for clients. 

By administrative directive, however, DVR will 

not deal with an alcol1olic or drug abuser until 

six months after the applicant is drug or 

alcohol-free. 
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I. INTRODUCTION 

The methods and means used to generate third-party payments are 

often as diverse as the institutions which use them. In this 

report we wil l outline and discus s general ly accepted processes 

that the average program (or institut~on) shou ld find adaptable 

to their administrative capacity , necessary for management 

reporting, as well as acceptabl e to third-party payers' reporting 

needs . 

In undertaking to make their program flexible enough to meet 

the demands f or information posed by t hird-party payers , each 

provider wi l l need· to asses s their or ganization's strengths and 

wea knes ses i11 respect to this defin i tion of a health provid~r: 

An organization, practicing the healing arts, 

wh i ch recognizes the constraints of cost 

ve1•sus benefits in rendering the maximum 

se1·vi ce to the greates t number of people. 

This def i nit i on, well recognized by the private sector, wi j_ l 

need special attention by provider organi zat i ons which often 

began operations with a general statement that "help i s 

ncecl ed ... we should provide services" rather than the qunstion 

"help i s needecl ... can we prov i cle eff ective se r vices at a 

reasonable co s t?" 
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With the above in mind, here is an outli11e of a viable provid~r 

organization; from Board of Directors and Management, on down 

to the cost-finding and rate-setting which support the organi­

zation. 
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II. OUTLINE OF THE UNIFORM ACCOUNTING AND 

FINANCIAL REPORTING SYSTEMS (UAFRS) 

A. The Board of Directors, Management and the Budgetin~ 

Process . · 

In its corporate form (profit or non-profit), each provider 

must have a viable Board of Directors. Without going into 

great detail, each Board should: 

1. Be representative of the community b eing served. 

2 . Provide guidance and direction to Management in: 

a . set ting priorities for the delivery of new 

services or programs, 

b. setting the philosophy for rate-setting, 

c. setting the philosophy for bad-debt and 

indigent write-off po l icies , 

d. setting the standards for r eduction of exi sting 

ser vices , where necessary, 

e. review and approve the annual budget offered by 

Management. 
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Of the above, no item represents more time, effort, and impor­

tance to both Management and the Board than the budget i ng 

process. "The Budget" is · not only a way to make concrete the 

goals and objectives for the organization, but also the 

financial plan supporting the attainment of those goals and 

objectives . 

Through the planning pro~ess, an organization states what it 

would like to achieve . Through budgeting, it states realis­

tically what it ~ achieve. In effect, the budget takes the 

planning process and fits it to the artificial time-frame of 

single (fiscal) year and multiple periods (e.g . , 3-year plan) 

that present goals and objectives reasonable for the organi­

zation to achieve within the given time. While multiple year 

budgets are not discussed further in this report, they can be 

used with an extension of the principles discussed herein. 

A system~tic process of budgeting should provide 1) a means to 

both define and quantify expected output toward meeting goals 

and objectives; 2) a means of recording, summarizing, and 

accumulating data to evaluate the results of operations; and 

3) a means of controlling the expenditure of resources toward 

meeting the goals and object i ves . 
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Since a budget provides a means to both state and quantify 

expected output toward meeting goals and objectives, what 

should it consist of? In general, a budget should include: 

1. Statistical information that measures intake, 

treatment (including fol l ow-up), discharge, and 

recidivism figures. 

Statistical information should begin with the client 

encounter, duly recorded, and a track through the 

treatment system. It should include: 

a. Admission data for inpatient/outpatient · 

treatrnen~ such as (a) name and identifying 

number (e . g., social security number); 

(b) specific sympt0ms of illness stated; · 

(c) day, date, and by whom admitted; 

(d) third-party insurance coverage, if any . 

b. Treatmen t given (including follow-up) with 

(a) physician named; (b) type of treatment 

(by incidence-coded); (c) length of treat­

ment; (d) third-party carrier index; 

(e) self-pay ind~ x, if any; and (f) r eferral, 

i f made. 
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c. Discharge data, to include (a) carrier 

billing status; (b) self - pay billing 

status; (c) follow-up for recidivism 

review. 

While the above are important examples of statistical 

information, each provider organitation should 

develop its own statistical base, not only to enable 

the billing cf third-parties and others, but to 

provide internal reports to management on the cost/ 

efficiency of provider departments. 

The budget should also consist of information 

expressed as a measure of the cost of oper.ations of 

each discrete service category . These service 

categories represent cost centers. They can include 

and be expressed as follows: 

For Alcoholism Treatment Programs: 

a. Emergency care 

b. Inpatient care 

c. Intermediate care 

d. Outpatient care 

e . Outreach 

£. Aftercare 
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g. Consultation and education 

h. General administration/support services. 

For Drug Abuse Programs : 

a . Outpatient drug-free care 

b. Residential drug-free care 

c. Outpatient Methadone Treatment 

d. General administration/support ser··ices. 

3 . The budget should also have a narrative combining 

statements of goals and objectives with the necessary 

statistical and cost information (including projections) 

that represent a sound plan of action fo r the budget 

period. 
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B. The Accounting Structure. 

It should be emphasized that one of the most significant 

aspects of designing a successful financial reporting system 

(to include budgeting), is the design of the accounting classi­

fication system. This system begins with the following basic 

categories: 

1 . Assets 

2. Liabilities 

3. Surplus or Reserves 

4. Revenues 

s. Expenses 

The cateogries of accounting we will be dealing with are 

expenses and revenues. These 'are where cost finding and rate 

setting impact the financial reporting system. Cost finding is 

a discipline of the expense classification system, while 

adequate revenues are a result of rate setting policies, 

including the results of cost finding. 

Classification of Expenses 

Since the accounting classification of expenses are of para-

mount importance to any program, they should be designed with 

special care. Most organizations can design (or already have 

available) a "chart of accounts" that displays the natural 
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classification of expenses such as "personal services, " 

"supplies," "equipment," etc. Most programs also include a 

numeric designator as an "account number," e.g. "713" is 

" supplies" displayed as follows: 

Chart of Accounts 

xxx Telephone Expenses 

xxx Utilities Expenses 

713 Supplies Expenses 

xxx Interest Expenses 

With the above already in place, one can easily add sub-account 

numbers by cost ~enter, e.g . : 

713 . 00 

713.01 

713.02 

713.03 

:'13.04 

Chart of Accounts 

Supplies Expense-Control Total 

Supplies Expense-Outpatient Drug-Free 

Supplies Expense-Residential Drug-Free 

Supplies Eipense-Outpatient Methadone Treatment 

Supplies Expense-Administration/Support Services 

The above will enable not only the recording, summarizing and 

classifying of the natural expense elements, but also t he same 

treatment for cost centers. By breaking the natural expenses 

up into predetermined cost centers, according to usage or other 

good service measure, we can accumulate tl1e normal categories 

-9-



of expenses one step further. This treat ment provides for 

1) a way to accumulate direct costs on both cost centered and 

traditional methods of accumulation, so as to not disturb the 

traditional reporting of agencies, and 2) a way to maintain 

cost - center expenses for control purposes and as a base for 

rat e-setting. 

Havi ng identified and recorded traditional expense categories 

into cost centers, the agency should maintain subsidiary 

ledgers of each expense category . By adding all sub-account 

(cost-center) transac~ions together, the total of the subsidiary 

postings should always equal the postings total of the account 

entitled, as in our example, "Account 713.00 Supplies Expense­

Control Total." By maintaining the separate but related 

elements of general accounting and cost-finding, we can gather 

the cost-finding data as a supplement to the existing accounting 

system. This should ease the transition from a "general" to a 

"general and cost-finding" accounting structure. 
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c. The Cost-Finding System 

The common accounting treatment, used to analyze and schedule 

costs of operations, is to define direct and indirect costs of 

operations, accumulate costs on a direct and indirect basis, 

and allocate such costs to the cost center~ on a reasonable 

basis. As' is well-known, the proper cost of any activity 

includes all goods and services utilized during a period, 

whether received from sources outside or from within. Cost 

centers, in turn, should correspond to the services rendered 

(e.g . , "Intermediate Care Department") rather than to a physical 

facility (e . g., "Building A") . 

• ( Total costs may be accumulated for any aepartment. Each 

department will have its own total costs, parts of which have 

been received from other departments. As n result, the total 

cost of operating can be determined by listing the direct costs 

of each department along with some general costs, such as 

interest and depreciation. When all indirect costs have been 

allocated, and the program has completed its cost-finding pro­

cedure, the total cost of operating may be established by 

summing the total costs of the various department s . 

Some Departments may not receive their total cos ts because of 

methods used in a cost allocation procedure. Since the method 

of allocation used is basically a managerial deci s ion governed 
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by the economy of gathering the data, and the purposes for 

which it is gathered, such factors may make total all0cation 

impractical. It is possible to make a special study t o obtain 

the total cost of a department not receiving its total costs 

under the cost finding method used by the management. 

It can be seen that, where possible, the total cost of operating 

a department should properly include costs of all assets and 

services used in a period. The basic chart of accounts, 

however, provides fer the accumulation of only the direct costs 

of the responsibility centers . In order to arrive at the total 

cost , it is necessary to use a cost allocation proced· re, or a 

• 

special cost study which assigns indirect costs to an activity. • 

Even in these cases, total costs would be specially defined for 

the cases where contractual agreement, custom, or tradi~ion 

make it necessary to exclude certain c0sts in reports. In some 

cases, . other cost analyses may be more appropriate. 

Allocating Costs 

In general cost finding, the direct costs recorded in the 

accounts are entered on a worksheet. The unassigned expenses 

(depreciation and interest, for example) then are allocated to 
' the various departments. Then, the adjusted costs of the non-

revenue producing departments are allocated to each other and 

to the revenue producing centers. The occurrence of the 

results produced depends to a great degree on the bases of 

allocations used and the order of their distribution. 
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The costs attributable to various departments are allocated to 

other departments and cost centers on a basis related to the 

amount of services rendered to each . When a department's costs 

are being allocated among the departments and cost centers 

which have received its services, the basis for appo rtion ing 
,. 

costs should be determined by whether the use of that basis 

will effect an equitable cost allocation. The bases generally 

used to distribute costs are: Quantity of seTvice and actual 

dollar amount of servic~ . On Attachment A, examples of allo-

cation bases are presented fv '!" the reader's review . 

Quantity of service bases are those that make use of actual 

counts, or reasonably reliable estimates, of the amount of 

service rendered by a department or cost cent er . Some of thes e 

arc costs that measuTe the main service of a department, such 

as patients served . Others are counts that may be used to 

represen t a measure of the relative provision of service that 

muy be applied when the real measure of service is difficult to 

define. An example is the number of adm i nistTative hours S{Jent 

nnd the allocation of administrative staff cost to other cost 

centers. The possibilities of using weight ing factors for t he 

quantitative estimates should always be examined. 

Tho actual dollar amount of service is often used where the 

services rendered by a department or activity involve distribu­

tion of supplies or other items for which either the purchase 
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price or the amount charged to clients is known or can be 

determined. The cost of items purchased can be kept and, as 

the items are drawn by departments, the costs of the supplies 

requisitioned can be tabulated by each cost center, or a charge 

basis can be used. General supplies and expenses are familiar 

examples. Here, certain supplies are distributed to other 

departments and cost centers, usually by requisitions. The 

cost of supplies requisitioned may be used or, as discussed 

later, a price schedule may be established that will permit the 

determination of a dollar amount for the items sent to each 

department or cost center served. These ~mounts may then be 

used as the basis for distributing the co ~ ts of general supplies 

and expenses. 

Special analyses of cost or time could also be used to deter­

mine the proportions of service that a department normally 

renders to oth~r cost centers. From the studies, percentages 

or proportions could be established to be applied to costs 

when a cost apportionment procedure is used. As long as the 

routine services to departments are fairly consistent from 

period to period, this method would be reasonable. If special 

studies are used, care should be taken to review the situation 

periodically, particularly when there has been a change in 

procedure or a relatively significant change in costs. 
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Outline of the Cost-Finding Procedure 

An outline of the general cost-finding procedure is given 

below. 

The setting up of the procedure, which will be designed for 

management purposes and needs, can be outlined as follows: 

1. Select the cost centers from which and to which costs 

will be distributed. 

2. Determine the basis for distributing the costs. 

3. Establish the mechanics for obtaining the necessary 

periodic accounting and statistical data. 

4 . Select the method to be used in the cost apportion -

ment. 

Mechan i cs of the Procedure 

1. Collect the necessary accounting and statistical data 

from the general ledger and statistical reports, and 

put them in appropriate columns of schedules and 

worksheets, by cost center. 

2. Adjust and reclassify the accounting data for certain 

direct costs that were not treated as departmental 

costs in th~ routine process of accounting . 
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3. Allocate the costs according to the bases estab­

lished. (This will require computations on separate 

worksheets and allocations on a master schedule. In 

addition, deductions often, must be made for cost 

recovery items.) 

4. Report the data by cost centers and/or depJ~tments. 

The first step in cost finding is to collect the necessary 

accounting and statistical data from departmental statistical 

reports, and put them in the appropriate columns of schedules 

and worksheets. The cost-finding protedure begins with the 

placement of the summarized statistical data for the period in 

the Statistical Data column of a schedule supporting the lead 

schedule (see Attachment D). In addition, cost and other data 

taken from the accounts in the general ledger are listed in the 

same schedule. 

The second step in general cost finding is to make preliminary 

reclassifications and adjustments, if necessary, to direct· 

expenses (this is a "fail-safe" review to catch those .direct 

costs which may have slipped through the original procedure 

described above). 

Step three in the cost finding procedure is to allocate general 

service cost centers to revenue producing centers (see 
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. Att ~chment E). In cost finding, the principle is to first 

allocate the accumulated costs of those departments or cost 

centers that render the most service to others and receive the 

least service in return (Attachments B & C). Where t his 

determination cannot be made, first allocate the indirect costs 

to the department having the greatest amount o f accumulated 

costs. 

Step four, it is now necessary to summarize the cost data in a 

formal report for use by management . The form of such a report 

will vary depending on the type and amo\1nt of information 

desired. It is this report that combint~ the non-cost statistics 

with the aforement ioned costs. The comb J na tion should produce 

unit costing . Such unit costs then become the basis for rate 

setting, discussed in the next section of this repo r t. 

Unit Costing 

Generally , cost centers record only one type of service, e.g.; 

counseling. Where the program deter mines that cost centers 

include several separate sub - cos~ components (or services) , 

then unit costing becomes refined to: 

1. Unit cost per direct labor hour 

2 . Unit cost per other direct costs 

3 . Unit cost per ancillary and other indirect costs. 
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Where such refinement is needed, the worksheets merely separate 

dir~ct labor (time rendered directly to or on behalf of a 

patient) from indirect labor (the remainder of patient time) 

and direct non-labor costs from ancillary an~ other indirect 

costs. 

This analysis (displayed at Attachment F) can be valuable in 

measuring efficiency and effectiveness of services delivered 

and is recommended for inclusion in the Uniform System . The 

time sheet displayed at Attachment G provides for the accumu­

lation of time by: 

1. Day and date of treatment/service 

2. The person rendering treatment/ service 

3. The type of treatment/service rendered 

4. Whether the service was direct or indirect, to the 

patient. 

The final feature of cost finding is the summarizing of patient 

encounter data into the cost-finding system. The application 

of cost-finding with the patient encounter figures will produce 

unit costs showing: 

1. Total units of service by cost center 

2. Unit costs of such units of service 

See Attachment H for a sample unit cost report. 
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The utility of unit cost analysis, one should remember, serves 

as 1) an efficiency and effectiveness evaluation; 2) a means to 

measure budgeted units of service vs. planned; and 3) other 

management uses such as cost control, as well as the basis for 

rate-setting. 

ft final series of uses for unit costing involve: 

1. Permitting management a review of the allocation 

bases used in the ·cost-finding technique 

2. Permitting management to analyze the need for special 

cost studies, where needed . 

( Questions on Allocation Bases 

• ( 

Since cost finding utilizes statistics in making the distribu-

tion of indirect costs to revenue producing departments, the 

quality of the allocations and, in fact, the entire cost 

finding process is dependent on the quality of the statistics. 

In considering the allocation bases suggested in the cost 

finding procedures, it is important that the statistics used 

are appropriate for each individual situation. If they are 

not, more appropriate bases should be used. The basis chosen 

in each situation should be the one that most accurately 

measures the proportionate amount of benefits received by 

departments to which allocations are to be made . 
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After having made decisions as to the propriety of the various 

allocation bases, there are severa~ questions that must be 

considered in connection with the gathering of statistics: 

1. Is the effort expended in gathering the statistics 

commensurate with the magnitude of thJ cost to be 

distributed? 

2. Is there some way to simplify the process of accumu­

lating statistics, such as by testing, sampling, or 

estimating? 

3. How frequently must the data be accumulated? 

Special Costs Studies 

A special cost study may be defined as a cost analysis supple­

mental to the routine accounting process and to the general 

cost-finding procedure. Its purpose is to provide information 

for specific managerial uses. 

The most important application of the results of such studies 

is in t he solution of financial management problems; however, 

studies may als9 be used for public relations purposes. 

The major use of special cost studies~ however, is in providing 

information that will aid management i n mak ing decisions and in 

establishing policies concerning certain phases of the depart-

ment ' s operations. Studies of particular activities are valuable 
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because they may provide detailed information ordinarily not 

reported, yet necessary for full analysis of an administrative 

problem. It is possible to obtain cost and s tatistical figures 

for almost any purpose desired by management. The administrator 

should consider the need for studies of cost and statistics, as 

well as studies of other relevant factors, when seeking a 

solution to a management problem. 

Another general use to be made of the data from a special cost 

study is the presentation of information to the publi~. The 

results of a general cost finding procedure can be used for the 

same purposes, but frequently there is a need for presenting 

total costs information on general service activities, informa-

tion not provided by the cost finding procedure. 

Some of t~e areas of administrative action in which these 

studies would be most appropr iate are: 

1. Judging the operational efficiency of an ac tivity in 

terms of total cost , 

2. Determining the cost of adopting new technical 

procedures, 

3. Determining whether equipment s hou ld be replaced, 

4. Evaluating the cost of al ternativc choices in: 

purchasing equipment, utilizing technical or non­

t echnical personnel, utilizing equipment or personnel, 
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conducting an activity or contracting with outsiders 

for the service, and utilizing equipment centrally or 

in departments. 

5. Determining costs for allocation purposes, and 

6. Determining costs of specific activities within a 

department. 

Special studies may be prepared whenever management desires 

information for specific situations. 
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D. The Rate Setting System 

The discuss ions in this report are based on a rate philosophy 

of equity among patients. Equity dictates that rates should 

reflect the cost of the specific services rendered .to each 

individual patient, plus an appropriate provision for such 

additional amounts as are needed for capital purposes, con-

tingencies, and so on. 

Despite the objective of relating rates to cost, rates do not 

usually reflect a ll of the differences in cost that can apply 

to each service the patient receives. A practical alternative 

~ is to evaluate the average cost of specific medical services 

{ and calculate rates based on such averages. This is what has 

been outlined in the previous sections of this report. 

Basic Policy Decisions 

Before specific rates can be calculated, there are certain broad 

policy decisions which each provider must make. These policy 

decisions relate to the level of income the provider requires 

in order to meet its financia l needs. 

The first of these considerations deals with the problems of 

inflation and technological improvements. Because of inflation, 

the purchasing power of today's dollar received from a patient 

• is not the equivalent of the purchasing power of a dollar spent 

( 
' 
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twenty years, or even two years ago. Bec~,1se depreciation 

provisions today are computed on the basis of the original 

cost, an institution that includes only amounts equivalent to 

depreciation provisions in its rate structure is permitting the 

purchasing power of its capital to be eroded. Dep~eciation 

provisions (and, consequently, rates) which are based on 

historical cost are almost certain to be inadequate when the 

institution faces the problem of replacement of obsolete or 

worn - out facilities · at a later date . In addition, the factors 

of innovative and technological change can influence the amount 

of working capital needed to finance current operations. 

Therefore, consideration must be given to these factors in 

setting the rates of the institution. 

Another significant rate consideration, which must be dealt 

with at the policy level, is the cost of free services, including 

charity service and bad debts. One of the considerations that 

clouds all discussion of the rate implications of free care is 

the question of whether it is a cost or merely a reduction of 

income. From a bookkeeping standpoint, it is generally recom­

mended that free care be shown as a reduction of income. 

However, from a rate-making standpoint, and in order to cover 

the subsequent or concurrent reduction of income, the cost of 

free care must either be included in rates charged to paying 

patients or be recovered in some other way. For example, if 
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bad debts and charity represent 10% of amounts billed to 

patients, then rates must be set at about 111% of cost in order 

to collect 100% of cost. 0 

The ~olicy consi~eration with respect to free care relates to 

the question of how free care should be financed. For example, 

should the charity element of free care be paid for by philan­

thropy, by government (using gov'ernment as a broad term to 

indicate all kinds of government agencies), by the paying 

patients, or by some combination of these sources? This issue 

is extremely complex and will not be discussed in detail. 

However, certain of the factors pertinent to a policy re~olu-

tion of these questions are: 

1. Is the free service a result of a legal (and moral) 

responsibility of the institution, such as emergency 

admittances? 

2. Is the free service attributable to the community 

service respons ibilities volunt,rily assumed by the 

institution? 

3 . Are acceptable alternative facilities available for 

the medically indigent? What is considered acceptable? 
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Policy decisions with respect to other types of free service 

are less complex. Bad debts, for example, pose no complex 

problems, and there is almost universal acceptance of the 

inclusion of the cost of bad debts in the rates charged to 

paying patients. 

· Policy cons ideration also must be given to the necessity for 

the retirement of loans and reserve funds. Certainly loans 

must be retired, and funds must be made available for this 

purpose. Also , it is nearly impossible to operate at an exact, 

break-even level, ahd it would appear prudent to provide some 

margin over and above debt and other requirements to ensure 

that operations will continue on a sound financial basis. 

To summarize, in addition to regular operating expenses, rates 

must be set to cover : 

1. Replacement of f~cilities, taking into account 

inflation and other change factors, 

2. Working capital requirements, 

3. All service and other costs (e . g., free care) 

not otherwise re i mbursed, 

4 . Deb t. ·equirements, 

S. As much excess as necessary to provide for sound 

financial operations, and 

6. New or expanded plant facilities. 
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