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C S S B  295  (HESS) A P R I L  30, 1 9 8 6
R E L A T I N G  TO I N S U R A N C E  C O V E R A G E  F O R  T H E  T R E A T M E N T  OF A M E N T A L  OR 
N E R V O U S  C O N D I T I O N

T h e  f o l l o w i n g  a m e n d m e n t s  h a v e  b e e n  m a d e  to the S e n a t e  L a b o r  and  

C o m m e r c e  C o m m i t t e e  S u b s t i t u t e  c o n s i d e r e d  by the C o m m i t t e e  on 
A p r i l  29, 1986;

p a g e  1, l i n e  19 I n c l u d e s  ''office v i s i t s "  as c o v e r e d  t r e a t m e n t ,  
a l o n g  w i t h  i n p a t i e n t  an d o u t p a t i e n t  t r e a t m e n t .

p a g e  1, l i n e  21 C l a r i f i e s  that  if an i n s u r e d  d e c l i n e s  the 
c o v e r a g e  that m u s t  be o f f e r e d  u n d e r  this  bill,  the i n s u r e r  m a y  

o f f e r  o t h e r  c o v e r a g e  for t r e a t m e n t  of m e n t a l  i l l n e s s .

p a g e  2, l i n e  22 D e f i n e s  " o f f i c e  v i s i t "  as t r e a t m e n t  tha t is not 
i n p a t i e n t  or o u t p a t i e n t ,  an d  is p r o v i d e d  by a l i c e n s e d  p s y c h i a t r i s t ,  
p s y c h o l o g i s t ,  or p s y c h o l o g i c a l  a s s o c i a t e .

p a g e  3, l i n e  6 D e f i n e s  " o u t p a t i e n t  t r e a t m e n t "  as t r e a t m e n t  

p r o v i d e d  in the o u t p a t i e n t  d e p a r t m e n t  of a l i c e n s e d  h o s p i t a l  
( w h e t h e r  in A l a s k a  or O u t s i d e )  or in a c o m m u n i t y  m e n t a l  h e a l t h  
c e n t e r  e s t a b l i s h e d  u n d e r  th e S t a t e ’s c o m m u n i t y  m e n t a l  h e a l t h  

c e n t e r  p r o g r a m .
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W O R K  D R A F T W O R K  D R A F T W O R K  D R A F T

Bannister 
4/30/86 ^

O r i g i n a l  s p o n s o r :  F a i k s

B Y  T H E  H E A L T H ,  E D U C A T I O N  A N D
IN T H E  S E N A T E  S O C I A L  S E R V I C E S  C O M M I T T E E

CS F O R  S E N A T E  B I L L  NO. 295 (HESS)

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  B I L L

Fo?: an A c t  e n t i t l e d :  "An A c t  r e l a t i n g  to i n s u r a n c e  c o v e r a g e  for the treat-

' ' o f  a m e n t a l  or n e r v o u s  c o n d i t i o n . "

BE IT E N A C T E D  B Y  T H E  L E G !  TURE O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. A S  2 1 . 4 2  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

Sec. 2 1 . 4 2 . 3 6 5 .  C O V E R A G E  F O R  T R E A T M E N T  O F  A  M E N T A L  O R  N E R V O U S  

C O N D I T I O N .  (a) A n  i n s u r e r  t h a t  i s s u e s  f o r  d e l i v e r y ,  d e l i v e r s ,  or 

r e n e w s  a h e a l t h  i n s u r a n c e  p o l i c y  in the s t a t e  a f t e r  J a n u a r y  1, 1987, 

s h a l l  o f f e r  the i n s u r e d  an o p t i o n  to r e c e i v e  the f o l l o w i n g ^ . c o v e r a g e

for t r e a t m e n t  of a m e n t a l  or n e r v o u s  c o n d i t i o n  of the i n s u r e d  or o t h e r

personftcovered b y  the i n s u r e d ' s  h e a l t h  i n s u r a n c e  p o l i c y :

(1) 45 days a y e a r  o f  i n p a t i e n t  t r e a t m e n t  f o r  e a c h  c o v e r e d

i n d i v i d u a l ;

(2) a t o t a l  o f  50 h o u r s  a y e a r  o f  o u t p a t i e n t  t r e a t m e n t  or if 

o.ffice v i s i t s  for e a c h  c o v e r e d  i n d i v i d u a l ,  a c c u m u l a t e d  in a n y  i n c r e­

m e n t s  of time.

(b) T h e  h e a l t h  insurance: p o l i c y  m a y  i m p o s e  r e a s o n a b l e  c o n t r a c t  

l i m i t a t i o n s ,  b u t  m a y  n o t  r e q u i r e  t h a t  the i n s u r e d  p a y  a h i g h e r  d e d u c t­

ibl e  or co-payment;; for a c o s t  f o r  t r e a t m e n t  of  a m e n t a l  or..nervous

(c) If an i n s u r e d  d e c l i n e s  t h e  c o v e r a g e  o f f e r e d  by. an i n s u r e r

o th e r  c o v e r a g e

for t

(d) In this s e c t i o n

-1 - CSSB 295(HESS)
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WORK DRAFT WORK DRAFT WORK DRAFT

(1) " c o - p a y m e n t "  m e a n s  the p o r t i o n  o f  the co s t  to be p a i d  

b y  the insured;

(2) " c o s t "  m e a n s  the l e s s e r  of the f o l l o w i n g :

(A) the a c t u a l  c h a r g e  for the t r e a t m e n t  r e c e i v e d  for a 

m e n t a l  or n e r v o u s  c o n d i t i o n ;  or

(B) the us u a l ,  c u s t o m a r y  a n d  r e a s o n a b l e  c h a r g e  for the

t r e a t m e n t ;

(3) " h e a l t h  i n s u r a n c e  p o l i c y "  m e a n s  a h o s p i t a l  o r  m e d i c a l  

e x p e n s e  p o l icy, or a n o n p r o f i t  h e a l t h  ca r e  c o r p o r a t i o n  plan;

(4) " i n p a t i e n t  t r e a t m e n t "  m e a n s  c o n t i n u o u s  t r e a t m e n t  d u r i n g  

a 2 4 - h o u r  p e r i o d  in the p s y c h i a t r i c  u n i t  o f  a g e n e r a l  h o s p i t a l  l i­

c e n s e d  u n d e r  AS 18.20, a p s y c h i a t r i c  h o s p i t a l  th a t  is l i c e n s e d  u n d e r  

AS  18.20, or  a h o s p i t a l  in the s t a t e  that is s p e c i f i c a l l y  e x e m p t  u n d e r  

A S  1 8 . 2 0 . 0 2 0  f r o m  the l i c e n s i n g  r e q u i r e m e n t s  of the state;

(5) " m e n t a l  o r  n e r v o u s  c o n d i t i o n "  m e a n s  a m e n t a l  d i s o r d e r  

i d e n t i f i e d  in

(A) the D i a g n o s t i c  a n d  S t a t i s t i c a l  M a n u a l  o f  M e n t a l  

D i s o r d e r s  (Third E d i t i o n )  p u b l i s h e d  b y  the A m e r i c a n  P s y c h i a t r i c  

A s s o c i a t i o n ;  or

(B) the 1 C D - 9 - C M  (First E d i t i o n )  p u b l i s h e d  b y  the 

C o m m i s s i o n  on P r o f e s s i o n a l  a n d  H o s p i t a l  A c t i v i t i e s ;

t r e a t m e n t  or o u t p a t i e n t  t r e a t m e n t  a n d . t h a t  is p r o v i d e d  b y

(A W a B ^ a f i f e ^ S ^ ^ k o j ^ ^ i c e n s e d . - ^ ^ h y s i c i g ^ B g a  

the s t a t e  a n d  c e r t i f i e d ,  or  e l i g i b l e  for c e r t i f i c a t i o n ,  in psy- 

c h i a t r y  by the A m e r i c a n  B o a r d  o f  P s y c h i a t r y  a n d  N e u r o l o g y ;

A  p h y s i c i a n . w h o  I s - e m p l o y e d  by. the ' f e d e r a l ' g o v e r n­

m e n t  vJ.n_t:;h&,s^^^^ or e l i g i b l e  for c e r t i f i c a t i o n  in

P S y c a n  B o a r d  of P s y c h i a t r y  and; N e u r o l o g y ;  or 

C S S B  2 9 5 (HESS) -2-



WORK DRAFT WORK DRAFT WORK DRAFT

1

2

3

4

5

6

7

8 

9

10

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28 

29

(C) a p s y c h o l o g i s t  o r  p s y c h o l o g i c a l  a s s o c i a t e  l i c e n s e d  

u n d e r  A S  08.86;

(7) " o u t p a t i e n t  t r e a t m e n t "  m e a n s  t r e a t m e n t  that is not

i n p a t i e n t  t r e a t m e n t  a n d  th a t  is p r o v i d e d

(A) in the o u t p a t i e n t  d e p a r t m e n t  of

(i) a h o s p i t a l  th a t  is l i c e n s e d  u n d e r  A S  1 8 .20 or 

th a t  is s p e c i f i c a l l y  e x e m p t  u n d e r  A S  1 8 . 2 0 . 0 2 0  f r o m  the 

l i c e n s i n g  r e q u i r e m e n t s  o f  the state;

(ii) a h o s p i t a l  th a t  is l o c a t e d  in a n o t h e r  s t a t e  

a n d  that is e i t h e r  l i c e n s e d  o r  s p e c i f i c a l l y  e x e m p t  f r o m

11 the l i c e n s i n g  Requirements' 5'f- t h a t  s t a t e ; or

(iii) an  e n t i t y  th a t  is d e s i g n a t e d  b y  the D e p a r t -  

m e x t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  as the o r g a n i z a t i o n a l  

u n i t  in a g e o g r a p h i c a l  a r e a  to r e c e i v e  f u n d s  u n d e r  A S  47.- 

3 0 . 5 2 0  - 4 7 . 3 0 . 6 2 0 ;  and

(B) b y  one or m o r e  of  the f o l l o w i n g ,  or by  a p e r s o n

w h o  is u n d e r  the d i r e c t  s u p e r v i s i o n  of  one or m o r e  of the f o l l o w­

ing, h a s  a m a s t e r ' s  or d o c t o r a t e  d e g r e e  in p s y c h o l o g y ,  n u r s i n g ,  

or s o c i a l  w o rk, a n d  is e m p l o y e d  b y  the same h e a l t h  ca r e  f a c i l i t y  

as th( p e r s o n  o r  p e r s o n s  p r o v i d i n g  the d i r e c t  s u p e r v i s i o n ,

(i) a p s y c h i a t r i s t  w h o  is l i c e n s e d  as a p h y s i c i a n

in the s t a t e  a n d  c e r t i f i e d ,  or e l i g i b l e  f o r  c e r t i f i c a t i o n ,  

in p s y c h i a t r y  b y  t h e  A m e r i c a n  B o a r d  of  P s y c h i a t r y  a n d  N e u­

rology;

(ii) a p h y s i c i a n  w h o  is e m p l o y e d  b y  the f e d e r a l

g o v e r n m e n t  in the s t a t e  a n d  c e r t i f i e d  or e l i g i b l e  for c e r t i­

f i c a t i o n  in p s y c h i a t r y  b y  the A m e r i c a n  B o a r d  o f  P s y c h i a t r y  

a n d  N e u r o T o g y ;  or

(iii) a p s y c h o l o g i s t  l i c e n s e d  u n d e r  A S  08.86.

-3- CSSB 295(HESS)
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W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T  
•

1
* Sec. 2. A S  2 1 . 3 6 . 0 9 0 ( d )  is a m e n d e d  to read:

2
(d) E x c e p t  to the e x t e n t  n e c e s s a r y  to c o m p l y  w i t h  A S  21. 4 2 . 3 6 5 ,

3
a [A] p e r s o n  m a y  n o t  p r a c t i c e  or p e r m i t  u n f a i r  d i s c r i m i n a t i o n  a g a i n s t

f 4
a p e r s o n  w h o  p r o v i d e s  a s e r v i c e  c o v e r e d  u n d e r  a g r o u p  d i s a b i l i t y

5
p o l i c y  t h a t  e x t e n d s  c o v e r a g e  o n  an e x p e n s e  i n c u r r e d  b a s i s ,  or u n d e r  a

I 6 g r o u p  s e r v i c e  or i n d e m n i t y  type c o n t r a c t  i s s u e d  b y  a n o n p r o f i t  c o r p o­

7
r a t i o n ,  i f  the s e r v i c e  is w i t h i n  the s c o p e  o f  the p r o v i d e r ' s  o c c u p a­

[ 8 t i o n a l  l i c e n s e .  In this s u b s e c t i o n ,  " p r o v i d e r "  m e a n s  a s t a t e  l i c e n s e d

9
p h y s i c i a n ,  d e n t i s t ,  o s t e o p a t h ,  o p t o m e t r i s t ,  c h i r o p r a c t o r ,  or n u r s e

10
m i d w i f e .

11
* Sec. 3. A S  2 1 . 8 7 . 3 4 0  is a m e n d e d  to read:

12
Sec. 2 1 . 8 7 . 3 4 0 .  O T H E R  P R O V I S I O N S  A P P L I C A B L E .  I n  a d d i t i o n  to the

13
p r o v i s i o n s  c o n t a i n e d  or r e f e r r e d  to p r e v i o u s l y  in this c h a p t e r ,  the

14
f o l l o w i n g  c h a p t e r s  and p r o v i s i o n s  o f  th i s  t i t l e  a l s o  a p p l y  w i t h  r e ­

15
s p e c t  to s e r v i c e  c o r p o r a t i o n s  to t h e  e r t e n t  a p p l i c a b l e  a n d  n o t  in

16
c o n f l i c t  w i t h  the e x p r e s s  p r o v i s i o n s  o f  this c h a p t e r  a n d  the r e a s o n­

17
a b l e  i m p l i c a t i o n s  o f  the e x p r e s s  p r o v i s i o n s ,  a n d  for the p u r p o s e s  of

18
the a p p l i c a t i o n  the c o r p o r a t i o n s  s h a l l  b e  c o n s i d e r e d  to be m u t u a l

19
" i n s u r e r s " :

20
( 1 ) A S  2 1.03

21
(2) A S  2 1.06

22
(3) A S  21.09, e x c e p t  A S  2 1 . 0 9 . 0 9 0

23
(4) A S  2 1 . 1 8 . 0 1 0

24
(5) A S  2 1 . 1 8 . 0 3 0

25
(6) A S  2 1 . 1 8 . 0 4 0

26
(7) A S  2 1 . 1 8 . 1 2 0

27
(8) AS  21.21 . 3 2 1

28
(9) AS 2 1 .36

29
(10) A S  2 1 . 6 9 . 4 0 0  

C S S B  2 9 5 (HESS) -4-
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w o r k ; d r a f t  w o r k  d r a f t  w o r k  d r a f t

(11) AS 21 . 6 9 . 5 2 0

(12) AS 2 1 . 6 9 . 6 0 0 ,  2 1 . 6 9 . 6 2 0 , a n d  21 . 6 9 . 6 3 0

(13) AS 21 .78

(14) A S 21 .90

(15) A S 2 1 . 4 2 . 3 4 5  - 2 1 . 4 2 . 3 6 5 [AND 21 .42.355]

(16) A S 21 . 8 9 .040

(17) AS 21 .89.060.

8

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28 

29
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Ev F a h r e n k a m p  
A p r i l  29, 1986

A M E N D M E N T

C S S B  295 (L&C) A n  A c t  r e q u i r i n g  i n s u r e r s  to o f f e r  c e r t a i n
c o v e r a g e  for the t r e a t m e n t  of a m e n t a l  or n e r v o u s  
c o n d i t i o n  in c e r t a i n  h e a l t h  i n s u r a n c e  p o l i c i e s ,

p a g e  3, l i n e  4 —  a m e n d  to read:

(C) a p s y c h o l o g i s t  o r  p s y c h o l o g i c a l  a s s o c i a t e  l i c e n s e d  
u n d e r  A S  08.86.

R a t i o n a l e :
A s  c u r r e n t l y  w r i t t e n ,  C S S B  295 (L&C) l i m i t s  t h e  r e q u i r e d  o f f e r i n g  
of m e n t a l  h e a l t h  c o v e r a g e  to s e r v i c e s  p r o v i d e d  in a l i c e n s e d  
h o s p i t a l  or  p r o v i d e d  o n  an o u t p a t i e n t  b a s i s  b y  a l i c e n s e d  
p s y c h i a t r i s t ,  a p h y s i c i a n  e m p l o y e d  b y  the f e d e r a l  g o v e r n m e n t  a n d  
e l i g i b l e  f o r  c e r t i f i c t i o n  in p s y c h i a t r y ,  a l i c e n s e d  p s y c h o l o g i s t ,  
or  p e r s o n s  w h o  h o l d  m a s t e r s  or  d o c t o r a t e  d e g r e e s  in p s y c h o l o g y ,  
n u r s i n g ,  o r  s o c i a l  w o r k  and a r e  s u p e r v i s e d  b y  a p s y c h i a t r i s t  or 
p s y c h o l o g i s t .  T h e  b i l l  s p e c i f i e s  t h a t  t h e  s u p e r v i s o r  m u s t  be 
e m p l o y e d  b y  the sa m e  h e a l t h  c a r e  f a c i l i t y  as t h e  p e r s o n  b e i n g  
s u p e r v i s e d .

T h i s  r a i s e s  t w o  c o n c e r n s .  U n d e r  c u r r e n t  s t a t u t e ,  h o l d e r s  of 
m a s t e r s  d e g r e e s  in p s y c h o l o g y  c a n  be  l i c e n s e d  as p s y c h o l o g i c a l  
a s s o c i a t e s .  S u p e r v i s i o n  b y  a l i c e n s e d  p s y c h o l o g i s t  is r e q u i r e d ,  o n  
a w e e k l y  b a s i s  for 3 y e a r s  p r i o r  to l i c e n s u r e  a n d  on a q u a r t e r l y  
b a s i s  t h e r e a f t e r .  T h e r e  is n o t  a r e q u i r e m e n t  t h a t  the s u p e r v i s o r  
a n d  t h e  p s y c h o l o g i c a l  a s s o c i a t e  be  e m p l o y e d  b y  t h e  sa m e  f a c i l i t y .  
C u r r e n t l y ,  i n d i v i d u a l  i n s u r a n c e  c o m p a n i e s  d e c i d e  w h a t  s e r v i c e s  t h e y  
w i l l  co v e r ,  a n d  s o m e  d o  c o v e r  the s e r v i c e s  o f  p s y c h o l o g i c a l  
a s s o c i a t e s .  T h e  c o n c e r n  is t h a t  e x c l u d i n g  t h e m  f r o m  SB 295 m a y  
r e s u l t  in i n s u r a n c e  c o m p a n i e s  r e f u s i n g  to c o v e r  t h e i r  s e r v i c e s ,  
i n s t e a d  l i m i t i n g  t h e i r  c o v e r a g e  to t h a t  r e q u i r e d  b y  law.

S e c o n d l y ,  S B  251, w h i c h  w a s  a p p r o v e d  b y  t h e  f u l l  S e n a t e  on  A p r i l  2 
a n d  is c u r r e n t l y  u n d e r  c o n s i d e r a t i o n  b y  the H o u s e  H E S S  C o m m i t t e e ,  
w o u l d  a m e n d  the p s y c h o l o g y  l i c e n s i n g  s t a t u t e  to a l l o w  p s y c h o l o g i c a l  
a s s o c i a t e s  t o  p r a c t i c e  w i t h o u t  s u p e r v i s i o n  if, u p o n  s a t i s f a c t i o n  of  
c e r t a i n  c r i t e r i a ,  t h e  l i c e n s i n g  b o a r d  c e r t i f i e s  t h e m  to d o  so. 
T h r o u g h  c o n t a c t s  m a d e  in r e g a r d  to SB 251, s o m e  i n s u r a n c e  c o m p a n i e s  
h a v e  i n d i c a t e d  a w i l l i n g n e s s  to c o v e r  the s e r v i c e s  of p s y c h o l o g i c a l  
a s s o c i a t e s  p r a c t i c i n g  w i t h o u t  s u p e r v i s i o n  s h o u l d  SB 251 b e  s i g n e d  
i n t o  law. A g a i n  the c o n c e r n  is t h a t  b y  e x c l u d i n g  p s y c h o l o g i c a l  
a s s o c i a t e s  f r o m  t h e  m a n d a t o r y  c a t e g o r y  in SB 295, c o v e r a g e  of t h e i r  
s e r v i c e s  m a y  b e  u n a t t a i n a b l e .

T H E  P R O P O S E D  A M E N D M E N T  W O U L D  R E Q U I R E  T H A T  S E R V I C E S  O F  P S Y C H O L O G I C A L  
A S S O C I A T E S  M E E T I N G  S T A T U T O R Y  S U P E R V I S O R Y  R E Q U I R E M E N T S  O R  C E R T I F I E D  
T O  P R A C T I C E  W I T H O U T  S U P E R V I S I O N  B E  C O V E R E D  B Y  T H E  M E N T A L  H E A L T H  
O P T I O N .

S i m i l a r  a r g u m e n t s  c o u l d  k e  m a d e  on  the b e h a l f  o f  s o c i a l  w o r k e r s  w h o  
a r e  s e e k i n g  l i c e n s u r e  t h r o u g h  SB 227.
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General

HB 313 requires that all subscriber contracts and all expense incurred, 
disability insurance contracta contain coverage for treatment of a mental or 
nervous conditions It would appear the intent of this Act is to require 
coverage for mental or nervous conditions in the same manner as for any other
condition, illness, or injury, This proposal would allow the coverage to be
’’capped" by the prescribed number of treatments outlined in A.S, 21.42.365(a). 
However, the existing construction ie not entirely clear as A,S. 21.42.365(b) 
would appear to require the bencfita for a mental or nervous condition be 
provided on a "usual, customary, or reasonable" basis even though a contract 
may provide for analogous benefits on a "scheduled" basis.

It should be noted that HB 313 would be equally applicable to group, as veil 
as individual, contracts* Therefore, a person shopping for an Individual 
contract could not purchase a policy without this coverage, even if it was 
their desire to do so, The proposal would also impact collectively bargained 
group health benefits.

The proposed act, by omission, may bo constitutionally defective, A literal 
reading would suggest the requirements would apply to contracto already in 
force which provides for "impairment of contract", constitutional problems, 
This ran ho corrected by adding a provision that the requirements are for only
new group and individual contracts issued after the effective date of the act 
and that all in-force, group contracts nuet contain the requirements on the 
first policy anniversary following the effective date of the act.
A ddi t iona l ly ,  these  requ i rem en ts  may not  be ab le  to be imposed on group
con t rac ts  issued  in  other states, even though some Alaska residents are
coveted under t h a t  c o n t r a c t .  Also, s e l f - i n 6 u r c r s  and any of the f e d e ra l  
hea l th  b e n e f i t  programs would no t  be oJifocted by t h i s  a c t .

Kecommcndnticns "or Technical Amendments

If i t  is the intent to provide  coverage for treatment of a mental or nervous
condi t ion  on the same, b a s i s  as fo r  any o th e r  coverod co n d i t io n ,  i n j u r y ,  or 
i l l n e s s ,  i t  ia  suggested  t h a t  A.S, 21.62.365(a) be amondcd to  read ca follow*:

"(n) An expence in c u r r e d ,  d i s a b i l i t y  insurance  p o l i c y  t h a t  provides  for  
h o a p i t a l  rr.d u c J i c a l  b e n e f i t s  i s sued  by an i n s u r e r ,  or a su b sc r ib e r
c o n t r a c t  t h a t  provided fo r  h o s p i t a l  end medical  b e n e f i t s  i ssued  by a 
h o s p i t a l  or r .cd icn l  s e rv i c e  c o rp o ra t io n ;  nuut provide  coverage for
t rea tm en t  of a menta l  or nervous co n d i t io n  on the 6nmc b a s i s  as for any
othi r  coy  red c o n d i t i o n ,  i n j u r y ,  or i l l n e s s  which may not  be l im i t e d  for
r - r h  .-.flrr.on to  loco ihpn:

v'-
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(1) 60 day® a year for inpatient treatment;
(2) 90 days a year for partial hospitalization;
(3) 30 daya a year for outpatient treatment} and
(6) the option of each covered person to exchange a maximum of 45 daya
of inpatient treatment for additional days of partial hospitaliration; 
for the purpose of computing the exchange, two daya of partial
hospitalization equal one day of inpatient care,11

If the above change is made, then A.S, 21,42,365(b) and A.S, 21.42.365(c)(1),
(2), (3), (5) are not needed and can be deleted.

A.S, 21.42.365(c)(7)(A) may be in conflict with A.S. 21.36.090(d) as this 
section would allow payment of " tpatient treatment to be limited only to a 
psychiatrist licensed as a physician and certified in psychiatry. The reason
for this statement is that a licensed physician, without the certification in
psychiatry, may be able to legal provide outpatient mental or nervous care 
under their Alaska license'. Division of Occupational Licensing staff have 
indicated the physician1 a licensing law is silent on this point. It may be 
thia section needs to be amended to reference only a licensed physician.

A.S. 21.42.365(a) (2) and (4), and A.S. 21.42.365(c)(8) may also need to be 
amended. It Is my understanding that the "partial ho»pitalization" provision 
would be intended for those patients that leave the inpatient facility to go 
to work, but return to spend the night as en inpatient. On a vork-ralease 
basis, it would appear that the typical patient would probably be out of the 
facility for, at most, 10 hours in a 24 hour period, (This assumes one hour 
before and after work, and eight hours on the job.) If thia is the typical

case, then the "partial hospitalization" provision may be of no effect.

Recommended Position
•  * *,

It is my recommendation the division oppose HB 313 in ita current form. I 
could only recommend support if the various, above amendments were made and 
the concept vaa changed from a mandatory benefit inclusion to a mandatory 
offer of the benefit.

/
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Pape o f  2

increased linits of coverage
— , ci.iui iona i, cr nervous disorders under the

Stare's health plans for active employees of the state

and all retirees. The estimated cost to the state
shown on the attached fiscal note is in addition to the
estimated cost of S900.5C0 to other employers
participating in the state's retirement and group health plans.

This bill is estimated to result in a $2.65 per month
increase in Health Insurance costs of an estimated

13,200 state employees. It is also estimated to result
in a .12% increase in the PERS employer contribution
rate and a .075% increase in the TRS employer-
contribution rate and a .075% increase in the TRS State
Hatch contribution rate. The PERS state salaries for
FY 87 are estimated to be $590,176,728 and the TRS
state salaries for FY 87 are estimated to be
$456,833,417. Costs are estimated to increase at a 
rate of 8% each year.

The FY 87 estimated 
calculated as follows:

The increase of $2.65 per month 
health cost times the number of 

' state employees (13,200) times 
12 months equals

The change in the PERS employer 
contribution rate (.12%) times the 
estimated FY 87 State PERS salaries 
($590,176,728) equals

The change In the TRS employer 
contribution rate (.075%) times the 
estimated FY 87 State TRS salan>' 
(S68,569,578) equals

The change in the TRS State Hatch 
contribution rate (.075%) times the 
estimated FY 87 TRS system salaries 
(S456.833.417) equals

TOTAL

state cost of $1,440,000 is

5419,760

5708,212

5 51,427

5342.625

51.522.024

The present value of the cost of this bill in PERS is
$7,411,000 resulting in a .6% decrease in the funding
ratio. The present value of the cost of this bill in
TRS is $3,916,000 resulting in a .4% decrease in the 
fundino ratio.

- 2 -
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the psyclioio;gicai

Am 'io ritv : AS 0S.S6.070(aM 1 
AS 0S.86.0S0 
AS OS.86.130

30. APPLICATION FOR LICEN 
tEDENTIALS. An applicant foi 
'redcntials as a psychologist wil 
tliout examination if the applican

is with 12 AAC 60.010(a): and

5 verification o f his or her valid 
irtifieatc. license, or other evidence 
m issued by another licensing jur- 
yrovides evidence to the hoard that 
e, license, or other evidence ot 
was issued based upon examination 
tions substantially s.milar to the 
's at the time o f application for an 
or

:s verification that he or she is a 
i good standing o f the American 
aminers in Professional Psychology. 

' 78, Reg. 68; am 1/14/82, Reg. 81.)
Authority: AS 08.86.070(a)( 1) 

AS 08.S6.0S0 
AS 08.86.150

0.040. APPLICATIONS REVIEWED 
OARD. (a) An application received 
rtment will be reviewed by the board 
meeting before the applicant will be 
o sit for the examination, approved 
orary license, or approved for licen- 
Jorsemcnt. No application will be re- 
til all the submissions required by 
0.010 or 12 AAC 60.020 have been 
y the department. It is the responsi- 
iie applicant to assure that all submis- 
jceived by the department.

pplication and supporting documents 
received at least 45 days before a 
examination for the applicant to be 
to sit for that exam. I f an application 
mrting documents are received less than 
tefore the next scheduled examination, 
icant will be considered for the

U ^ U U lu iw ,
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BY THE L ABOR AND
1 IN THE SENATE COMMERCE COMMITTEE

2 CS FOR SENATE BILL NO. 295 (L&C)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 FOURTEENTH LEGISLATURE - SECOND SESSION

5 A BILL

6 For an Act entitled: "An Act requiring insurers to offer certain coverage

7 for the treatment of a mental or nervous condition in

8 certain health insurance policies."

9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

10 * Section 1. AS 21.42 is amended by adding a new section to read:

11 Sec. 21.42.365. COVERAGE FOR TREATMENT OF A ME N T A L OR NERVOUS

12 CONDITION. (a) An insurer that issues for delivery, delivers, or

13 renews a health insurance policy in the state after January 1, 1987,

14 shall offer the insured an option to receive the following minimum

15 coverage for treatment of a mental or nervous condition of the insured

16 or other person who would otherwise be covered by the i n s u r e d 's health

17 ,.17 insurance policy:

18 (1) 45 days a year of inpatient treatment for each covered

19 individual;

JO (2) a total of 50 hours a year of outpatient treatment for

21 each covered individual, accumulated in any increments of time.

22 (b) The health insurance policy may impose reasonable contract 

limitations, but may not require that the insured pay a higher d e d u c t­

ible or co-payment for a cost for treatment of a mental or nervous 

condition than for a cost for treatment of/another condition or i l l­

ness.

(c) In this section 

, (1) "co-payment" means the portion of the cost to be paid

by the insured;

lition than for a cost for treatment of,another condition or

. /-mjUuvL-bttO'f ‘/W L „ r 2 J D
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1 (2) "cnst" means the lesser of the f o l l c’ing:

2 (A) the actual charge for the treatment received for a

3 mental or nervous condition; or
O

v/jl'lO the usual, customary and reasonable charge for the

' treatment; (Xj.S^u.ct

6 (3) "health insurance policy" means a hospital or medical

7 expense policy, or a nonprofit health care corporation plan;

8 (4) "inpatient treatment" means continuous treatment/ during
0 y Y L & U I Z f ^ s  X V

9 0  a 24-hour p e riod)in the psychiatric unit of a general hospital li-

10 censed under AS 18.20, a psychiatric hospital that is licensed under

11 AS 18.20, or a hospital in the state that is specifically exempt under

12 AS 18.20.020 from the licensing requirements of the state;

13 (5) "mental or nervous condition" means a mental disorder

14 identified in

( A ) the Diagnostic and Statistical Manual of Mental 

Disorders (Third Edition) published by the A m e rican Psychiatric 

Association; or

(B) the 1CD-9-CM (First Edition) published by the

Commission on Professional and Hospital Activities;

(6) "outpatient treatment" means treatment that is not

treatment and that is provided by one or more of the follow-

, or by a pe r s o n  who is*under the direct supervision of one or more

of the following,^has a master's or doctorate degree in psychology,

24 nursing, or social work, find is ;ployed by the same health care

25 facility as the person or persons providing the direct supervision,

26 (A) a psychiatrist who is licensed as a phy s i c i a n in

27 the state and certified, or eligible for certification, in psych-

28 iatry by the American Board of Psychiatry and Neurology;

29 (B) a physician who is employed by the federal

CSSB 2 9 5 (L&C) -2- ,

CtfYlOAAn.'. c n c e .
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4 o



9
M ^ j .

'* m % *

H  , - s j D & e V ^ '

5 . 5 5 ^

government in the state and certified or eligible for certi­

fication in psychiatry by the A m er i c a n  Board of Psychiatry and

Neurology; or

(C) a psychologist licensed u nder AS 08

2. AS 21 . 3 6 . 0 9 0 ( d ) is amended to read: 
cUse^vwTrux/te- flvwi'dc^.

C < ~  pS>i\cK asfoc. • ?  

lAca c iu l.j . , ' +

.86. at'ur uiM-Wi-
juvaawA -tttn . u v.

b M  f

10

? * . $ ■

tWitA'Cuaoe. fffcin
(d ) Except to the extent necessary to comply w i t h /  AS 21.42.365, 

Si*- p^dA^vu-tvsnof ̂ Wnpo-tuu**" fo 
a [A] person may not practice or permit u n fair'discrimination against

a person who provides a service covered under a group disability 

policy that extends coverage on an expense incurred basis, or under a 

group service or indemnity type contract issued by a nonprofit c o r p o­

ration, if the service is within the scope of the provider's occupa 

tional license. In this subsection, "provider" means a state licensed 

physician, dentist, osteopath, optometrist, chiropractor, or nurse

m i d w i f e . « V K u U & J lS L S & U / U L 4

Sec. 3. y A S I 21^87j340 is amended to read:

Sec. 21.87.340. OTHER PROVISIONS APPLICABLE. In addition to the 

provisions contained or referred to previously in this chapter, the 

following chapters and provisions of this title also apply with r e­

spect to service corporations to the extent applicable and not i 

conflict with the express provisions of this chapter and the reason 

able implications of the express provisions, and for the purposes o 

the application the corporations shall be considered \to be mutual

’in s u r e r s " :!
t

9

(1) AS 21.03

(2) AS 21.06

(3) AS 21.09, except AS 21.09.090

(4) AS 21.18.010

(5) AS 21.18.030

29 \ (6) AS 21.18.040

f f  - A  - f T u r U t U  u h  ^

t v \ c i W j L  ^ M ^ o e s '
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1 (7) AS 21.

2 (8) AS 21.

3 (9) AS 21.

4 (10) AS 21.

5 ( I D AS 21.

6 (12) AS 21.

7 (13) AS 21,

8 (14) AS 21.

9 (15) AS 21.

10 (16) AS 21.

11 (17) AS 21.

.321

.400

.520

.600, 21.69.620, and 21.69.630

.345 - 21.42.365 [AND 21.42.355] 

.040 

.060.

.12018

21

36

69

69

69

78

90

42

89

89
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§ 18.20.020 A la s k a  S ta t u t e s  § 18.20.020

L iab ility  o f h osp ita l for negligence of 
n u rse  assis tin g  o p e ra tin g  surgeon. 29 
ALR3d 1065.

H osp ita l’s liab ility  for in ju ry  o r d ea th  to  
p a tie n t re su ltin g  from  or connected w ith  
a d m in is tra tio n  o f an es th e tic . 31 ALR3d 
1114.

L iab ility  o f h osp ita l for re fu sal to ad m it 
o r t r e a t  p a tie n t. 35 ALR3d 841.

A tten d in g  p h y sic ian ’s lia b ility  for in ju ry  
caused by eq u ip m en t fu rn ish ed  by hos­
p ita l. 35 ALR3d 1068.

H osp ita l’s liab ility  to  p a tie n t in jured  
going to o r u sin g  b a th room  or to ile t 
facilities. 36 ALR3d 1235.

L iab ility  for negligence in  d iagnosing  or 
tre a tin g  a sp irin  poisoning. 36 ALR3d 
1358.

L iab ility  of one re le as in g  in s t i tu ­
tionalized  m en ta l p a tie n t  for h a rm  he 
causes. 38 ALR3d 699.

M edical m alp rac tice  in  connection w ith  
diagnosis, care, o r tre a tm e n t o f d iabetes. 
42 ALR3d 482.

H osp ita l’s liab ility  for in ju ry  allegedly 
caused by im proper d ie t o r feeding of 
p a tien t. 42 ALR3d 736.

L iab ility  for in ju ry  a lleged ly  re su ltin g  
from  negligence in  m ak in g  hypoderm ic 
injection. 45 ALR3d 731.

L iab ility  for in ju ry  o r d e a th  from  blood 
transfusion . 45 ALR3d 1364.

L iab ility  o f h o sp ita l for in ju ry  caused 
th rough  a ssa u lt  by a  p a tie n t. 48 ALR3d 
1288.

H osp ita l's  liab ility  to  p a tie n t  for in ju ry  
allegedly  su s ta in ed  from  absence of p a rtic ­
u la r  eq u ip m en t used  in d iagnosis or 
tre a tm e n t o f p a tie n t. 50 ALR3d 1141.

H osp ita l's  lia b ility  for negligence in

selection or ap p o in tm en t of s ta f f  physic ian  
or surgeon. 51 ALR3d 981.

L iab ility  for in ju rie s  o r d ea th  re su ltin g  
from  physical therap y . 53 ALR3d 1250.

L iab ility  o f hosp ita l, o r m edical p ra c ti­
tio n er, u n d e r doctrine  o f s tr ic t liab ility  in 
to rt, or b reach  o f w a rran ty , for h a rm  
caused by d ru g , m edical in s tru m e n t, or 
s im ila r  device used in  tre a tin g  p a tien ts . 54 
ALR3d 258.

L iab ility  o f physic ian  or hosp ital in  th e  
perform ance of cosm etic su rg e ry  upon the  
face. 54 ALR3d 1255.

L iab ility  o f hosp ital, o th er th a n  m en ta l 
in s titu tio n , for su icide of p a tien t. 60 
ALR3d 880.

V alid ity  an d  construction  of co n trac t be­
tw een  hosp ital and  physician  providing for 
exclusive m edical services. 74 ALR3d 
1268.

T o rt liab ility  o f physic ian  o r h o sp ita l in  
connection w ith  o rgan  or tissue  tra n sp la n t 
procedures. 76 ALR3d 890.

Recovery for m en ta l o r em otional 
d is tress  re su ltin g  from  in jury  to, o r d ea th  
of, m em ber o f p la in tif fs  fam ily  a ris in g  
from  physic ian ’s o r hosp ita l's  w rongful 
conduct. 77 ALR3d 447.

M alpractice  in  connection w ith  d iag ­
nosis of cancer. 79 ALR3d 915.

P a tie n t to r t  liab ility  of rest, 
'  convalescent, o r n u rs in g  hom es. 83 ALR3d 

871.
A rb itra tio n  of m edical m alpractice  

claim . 84 ALR3d 375.
M alprac tice  in  connection w ith  

electroshock trea tm e n t. 94 ALR3d 317.
A pplication  of ru le  o f s tr ic t liab ility  in 

to r t  to  person or e n tity  ren d erin g  m edical 
serv ices. 100 ALR3d 1205.

e r e q u i r e d .  No person or government unit, 
ient, acting severally or jointly with another 
mit m ay"es^H sK , c o n d u c tw  m ain ta in  a 
jtffi^icenGev (§ 40-6-3 A C L A  1949; a m  § 3

jheiederal gove: 
or-goverruhehfc

C ro s s  r e fe re n c e s .  — A s to req u irem en t 
for certificate  o f need to co n stru ct o r a lte r  
a  h e a lth  core facility , see AS 18.07.011 — 
18.07.111.

O p in io n s  o f  a t t o r n e y  g e n e ra l .  —  A 
n u rs in g  hom e is considered a  hosp ital for 
th e  purpose o f th e  licensing  provisions. 
1963 Op. A tt’y  Gen., No. 7.

I f  a  person estab lish es a  h osp ita l w hich 
gives g en era l and m edical t re a tm e n t and  
in add ition  provides n u rs in g  service, both

aspects o f hosp ital operation  are  
nonetheless w ith in  th e  sam e hosp ital, and 
th e re  is no ju stific a tio n  for b reak in g  up  th e  
operations o f one hosp ital in to  separab le  
u n its  for licensing  purposes; therefo re , one 
license should  be req u ired  for th e  en tire  
hosp ital operation . 1963 Op. A tt’y  Gen,, 
No. 7.

C o l la te ra l  re fe re n c e s .  — L icensing  
and  reg u la tio n  o f n u rs in g  or re s t  hom es. 97 
ALR2d 1187.
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Stale Laws Mandating Private Health Insurance Benefits •
for Mental Health, Alcoholism, and Drug Abuse "

Editors Note: This special feature o/STATE HEALTH REPORTS ON MENTAL HEALTH, ALCOHOLISM, 
& DRUG ABUSE examines the current status o f state laws mandating private health insurance benefits fo r  mental 
health, alcoholism, and drug abuse, and the policy context from which they have evolved. •

This REPORT was written by Adrienne Lang, Assistant Director fo r  Government Relations at the American 
Psychiatric Association, from  information provided by the Intergovernmental Health Policy Project. Special 
thanks are also due to Bill Butynski, Executive Director for the National Association o f State Alcohol & Drug 
Abuse Directors, fo r  providing an update on the status o f the laws related to alcohol and drug abuse insurance
benefits. :.....

This REPORT represents an update o f Private Health Insurance Benefits for Alcoholism, Drug Abuse and 
Mental Illness, a monograph published by IHPP in 1979. :.•» . .- .-i-.
. . A regular issue o/STATE HEALTH REPORTS will be mailed to you very shortly. . .. r.

I. INTRODUCTION

T ra d it io n a l ly ,  alcoholism , d ru g  abuse and  
m enta l  hea lth  w ere v iew ed as "d iffe ren t"  f rom  
physical d isorders . Causes were m ysterious, 
cures ra re  and  a social s tigm a was a ttached  
to victim s. F req u en t ly ,  the m edical es tab lish ­
m ent t rea ted  only the  physica l problem s 
re la ted  to these diseases, w hile  neglecting 
the less tangible  u n d e r ly in g  problems.

R ecen t years  have  w itnessed trem endous 
g row th  in  pub lic  e xpend itu re s  fo r  alcoholism, 
drug  abuse an d  m en ta l  illness as well as a 
lessening o f  the stigm a associated w ith  them, 
and  an increase  in  p rac tica l  t rea tm en t  
a l te rn a t iv e s .  N onetheless , m any  p r iv a te  
hea lth  insurers  have  not expanded  their  
coverage to pay fo r  com prehensive t rea tm en t  
of these diseases. Most p r iva te  health  
in su rance  re im bursem en t  fo r  alcoholism, drug

abuse and  m en ta l  hea lth  is lim ited  to 
m edically -orien ted  in p a t ie n t  settings, and 
few  com panies pay fo r  com parab le  benefits  in 
o u tp a t ie n t  settings or those s ta f fe d  by non­
m edical personnel.

Because o f  the  l im ited  coverage ava il­
able in  the  p r iv a te  m arke tp lace , s tate  
governm ents have  exercised th e i r  regu la to ry  
a u th o r i ty  over the  in su rance  in d u stry  to 
requ ire  expansion  o f  such benefits .

Despite  the  opposition  o f  hea lth  in ­
surers, a num ber  o f  s ta te  legislatures 
enacted  laws in  the 1970s requ ir ing  them  to 
provide bene fi ts  fo r  alcoholism, d rug  abuse 
and  m enta l  health . O ther  legisla tures enacted 
less s tr in g en t  versions of these same s ta tu ­
tes, req u ir in g  only th a t  hea lth  insurers  
"offer" such benefits  to the  policyholders  a t  
the ir  option. T he  s ta te  laws, w ere enacted  fo r  
a v a rie ty  o f  reasons: to encourage recogni-



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

. •• This special fea ture  of State Health 
R cjorts  "highlights some - of the problems 
leading . to state legislation in this area,
analyzes specific provisions of a variety of 
state laws on :the subject, and provides
additional .detail on ..costs (where available) 
and other issues surrounding this public
policy question.

C

r, •«. » •» ' 4f* O

II. BACKGROUND

A. Prevalence and Costs ; •• •.
When discussing health  insurance benefits 

for alcoholism, drug abuse and mental illness, 
it is helpful to consider the extent of these 
problems in the United  States and the re ­
sources already devoted to them. A c c o r d in g  
to a recent report prepared for the Alcohol, 
Drug Abuse, and Mental Health Administration 
(ADAMHA) by the Research Triangle Institu te1, 
the economic burden of alcohol abuse, drug 
abuse, and -mental illness in 1980 was an 
estimated $190.7 billion. Alcohol abuse 
contributed to the major portion of these 
costs, estimated a t S89.5 billion. The costs 
of mental illness were ‘ estimated at $54.2 
billion and drug abuse at $46.9 million.
’ -- F o r’ 1983, total costs to society for ADM 

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

The study also indicated that employees 
with ADM problems are likely to be less
productive than otherwise comparable workers. 
The reduced productiv ity  impact due to
alcohol and drug abuse was estimated to be 
$50.6 billion and  $25.7 billion, respective­
ly, or 56 and 55 percent of the total alcohol 
and drug abuse cost. The study said that 
reduced productiv ity  due to mental illness 
was $3.1 billion; tha t figure, however,
represents only people reporting partial work 
disability due to severe emotional or chronic

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

. • In comparison, mental illness costs 
$18.5 billion due to lost employment (com­
plete disability) of its victims, involving 

1 incapacitation either a t home or in hospi­
tals. Alcohol and drug abuse have lower costs 
for lost employment at $4.1 billion and $312 
million respectively.

' The ADAMHA study results also indicated 
tha t the combined costs for ADM treatment 
services in 1980 were $31.6 billion, divided 
among mental illness ($21.0 billion), alcohol 
abuse ($9.5 billion), and drug abuse (S1.2 
billion). This represents direct health 

^-'services provided '•to victims of A D M ,' in-' 
1’. eluding ...long’ and short hospitalizations,
‘ Services from physicians and other sources.

Although the ADAMHA study did not 
address the issue of public versus private 

•- - expenditures, other groups have made estima­
tes in this regard. According to the American 

■Psychiatric Association,2 in 1980 total
mental health care dollars were divided as 
follows: • • V- • •

o 25 percent federal, -
o 28 percent state and local, 
o 12 percent insurance, . . v .v.

J o 35 percent private. • '

• An interesting comparison is that in the 
same year for total medical care, insurance 
paid .-26 'percen t ,  while state and local
governments paid only 9 percent. Further, the 
insurance slice of the pie for mental health 
showed a decrease from 14 percent in 1971 to 
12 percent in 1980. . *-..•!

According to a report prepared by the 
National Association of State Alcohol and 
Drug Abuse Directors, for FY 1!4, states 
contributed 49.5 percent ($666.9 million) of 
total . fu n d s  fo r  .alcohol and drug abuse
treatm ent and prevention services, while 
federal programs contributed 20.7 percent 
($278.5 million), county or local sources 
9.7 percent ($130.1 million) and other 
sources such as private health insurance and 
client fees 20.1 percent or $271.2 million-3 . • •

2



B. Im pac t  of the  F edera l  E n f  yee R etire -  
'lifent Income Security  Act of 1974 on M andated  
Benefit  S ta tu tes

A central ques tion  to s ta te  m andates  of 
any  type  has been a legal one: do states 
have  the power to requ ire  insurance  com panies 
to provide  a m in im um  level o f  coverage, or 
would  the federa l  Em ployee R e tirem en t  Income 
Security  Act o f  1974 (ERISA) pre-em pt s ta te
laws? . • - . —  • ■

• Follow ing enac tm en t  o f  the  lan d m a rk  
m anda ted  m ental h ea lth  benefits  law  in 
M assachusetts  in (1974), the  M etropo li tan  
L ife  Insurance  a n d  T ravele rs  Insu rance  
Companies sued the Com m onw ealth  o f  M assa- •- 
chusetts ,  contending  th a t  the s ta tu te  v io la ted  
Section 514(a) o f  ER ISA , w hich  provides th a t  
the  fed e ra l  law shall  "supersede any  and  a ll  ' 
s ta te  law s in so fa r  as they  m ay now or h e re ­
a f te r  re la te  to an y  employee b e n e f i t  plan."

However, the  M assachusetts  Supreme 
C ourt held  th a t  the  govern ing  section o f  
ERISA is 514(b), w h ich  .s ta tes  th a t  ERISA 
shall no t "be construed  to exem pt or relieve 
any person f rom  an y  lav/ o f  an y  sta te  w hich  
regulates insurance." In  Ju n e  1985 the U.S. 
Supreme C ourt uphe ld  the  lower court, f in d in g  
tha t  the  M assachusetts  m anda ted  b e n e f i t  law 
Is a "law w hich  regu la tes  insurance" — an d  
tha t  th ere fo re  there  is no p re-em ption /4 < • . •, .

C. Support fo r  M andated  B enefits
An a n tic ip a ted  b e n e f i t  a ccru ing  f rom  

im proved  insurance  coverage  o f  alcoholism, 
d rug  abuse a n d  m en ta l  illness is decreased  
u t il iza tion  o f  m edical  services fo r  o ther  
illnesses and  a vo idance  o f  more costly 
levels o f  care. P a t ien ts  w ith  ch ron ic  illness­
es or those recovering  f ro m  ce rta in  surgeries  
benefi t  f rom  p sy ch ia tr ic  in te rven tion , o f ten  
w ith  a decline in  in p a t ie n t  days and  readm is­
sion rates. Admission costs fo r  pa tien ts  w ith  
alcoholism related  com plica tions  also im prove 
w ith  psych ia tr ic  care. But these outgrow ths, 
called "offset costs," a re  p lausible, bu t  
d i f f ic u l t  to q u a n t i fy  w ith  an y  precision.

T he  d i f f ic u l ty  o f  m easuring  o f fse tt in g  
costs is evidenced by the w idely  rang ing  
f igures  fo u n d  by Jones and  V ischi,5 th a t  is, 
a 5 to 80 percen t red u c t io n  in  m edical u t i l i ­
zation in  cases w i th  psych ia tr ic  in te r ­
vention. M um ford  a n d  Schlesinger6 have

devoted severa l s ^  ies to the  m easurem ent of . 
o f fse t  costs. One research  s tudy  of the 
e f fe c t  o f  m enta l  hea lth  t rea tm en t  as par?, of 
pos t-opera t ive /hosp ita l  ca re  among . heart  
a t tack  a n d  surg ica l  pa tien ts  fo u n d  lower 
long-term  costs o f  care  fo r  such patients  
(few er .. ..complications, ea r l ie r  • discharges, • 
few er  rcadm issions). A new M um ford  and 
Schlesinger re p o r t7 on 58 s tudies  o f  e ffec ts  
o f  .o u tp a t ie n t  .p sy ch o th e rap y  • on -subsequent 
m edical services showed 85 pe rcen t  reporting  • 
a decrease in  such services.. ' - - v; ?*>■ -

• While f in d in g s  such as these do provide 
some percentages an d  m easurem ents , there  are •. 
o ther  o f fse t t in g  fac to rs  ; no t  as easily = 
calculated . M cG uire  an d  M ontgom ery8 say tha t  . 
"each o f  us has a .f inanc ia l  s take  , in  t h e ,- 

. t rea tm en t  o f  . m en ta l  . illness." T h e ir  point is 
th a t  the  tax p a y e r  a n d  the fellow-em ployee are 

. indeed  pay ing  f o r  the  m enta lly  ill, - the •- 
. a lcoholic or d rug  abuser  th rough  the crim inal 
* justice system, s ta te  in sti tu t ions ,  . a b se n te e - : 

ism fro m  the w orkplace , an d  unemployment. 
These ve ry  concerns, a n d  the  associated state -  
and  local p r ice tags , have  been fo rce fu l  in 
m otivating  s ta te  legisla tors - to - support . 
m andated  benefi ts  as a  way to s h if t  some o f  c.- 
these costs to the  p r iv a te  sector. ,,?* r.-.c'-nv r:;{
•, S tate  laws m an d a t in g  hea lth  -insurance »•.

. coverage fo r  a lcoholism , d ru g  - abuse .: and  
m ental illness could  a l te r  no t only benefits  
s truc tu re  b u t  t re a tm e n t  pa tterns . A classic • 
example is the  "revolving door" syndrom e of 
alcoholics w ho  go th ro u g h  de tox if ica tion  • 
time a f t e r  t im e, b u t  receives no follow-up 
t rea tm en t  because th e ir  in su rance  covers, o n l y '  
th e : acu te  ' in p a t ie n t  de tox if ica tion . :Propo- 
nents o f  m an d a ted  benefi ts  o f fe r  th is  example 
to i l lu s tra te  th a t  coverage o f  alcoholism 
trea tm en t  episodes not only prov ides  needed 
therapeu tic  t rea tm en t,  b u t  also prevents  more 
costly m ult ip le  d e to x if ica tio n s  ,a n d  chronic  
absenteeism. \

D. . Opposition to M andated  B enefits
T he  m ajo r  opponen ts  o f  m anda ted  benefit  

laws a rc  in su re rs  a n d  business/em ployer 
groups. In te res ting ly ,  un ions ‘ also tend to 
oppose m an d a ted  benefits .  Insurers  m ain ta in  ; 
t h a t  m anda tes  s t i f le  com petit ion  and  inno ­
vation; lead to a f rag m en ted  hea lth  care 
system; do no t gu a ra n tee  . the  provision of



. accessary a n d  appropria(^ care; a n d  deny 
f lex ib il i ty  to employers.

F u r the rm ore ,  the  e x ten t  to w hich  such 
m andates  d r iv e  up  em ployers’ labor  costs 
is concern ing  a num ber  o f  s ta te  policy 
m akers, who feel m any  com panies m ay become 
discouraged  f ro m  locating  or rem ain ing  in  a 
s ta te  w ith  m an d a ted  m enta l  hea lth  benefi ts  
F o r  example, New Y ork’s comm issioner o f
insu rance  recen tly  observed th a t  "m andated  
benefits  an d  increased  p ro v id e r  •' coverage 
ra ise  the cost o f  conduc ting  business in  New 
Y ork , thus c rea ting  an a d d i t io n a l  incen tive  
f o r  an  em ployer to aban d o n  N ew  Y ork  State. 
T h e  in su rance  d e p a r tm e n t  recognizes th is
forces cost increases on em ployers an d
opposes all such legislation..." In  ad d it io n ,  
s ta tu to ry  m anda tes  obs truc t  f lex ib le  b en e f i t  
plans such -'as "cafe te ria  plans," th a t  have 
become increas ing ly  popu lar  am ong employees 
and  are designed  to perm it  consum er choice o f  
hea lth  care services. . ■ N‘-

< < It should  be noted , how ever, th a t  m any  
employers have  chosen to se lf - in su re  to avoid  
com pliance w ith  m an d a ted  b e n e f i ts  laws. T h e ir  
reason, a t  least in  part ,  is th a t  ERISA
preem pts them  f ro m  state  laws regu la ting  
h ea lth  insurance. I t  has been es tim ated  th a t  
as m uch as 30 pe rcen t  o f  the  m arko t is 
se lfr insuring  a n d  th ey  are  c e r ta in ly  doing  so 
to avo id  increases in  the ir  h ea lth  in su rance  
costs. >

In  sum, in su re rs  and  em ployers o f f e r  a 
m u lt i tu d e  o f  ph ilosophical an d  p rac t ica l  
reasons fo r  opposing com prehensive  hea lth  
in su rance  bene f i ts  fo r  a lcoholism , d rug  
abuse  and  m en ta l  illness. O f ten ,  alcoholism  
a n d  d rug  abuse  .a re  though t  o f  as social 
p roblem s req u ir in g  nonm ed ical  care  w hile  
m en ta l  illness is o f te n  • perce ived  o f  as a 
disease w ithou t  c lear  d e f in i t io n ,  diagnosis  or 
t rea tm en t. In su re rs  c la im  i t  is ac tu a r ia l ly  
d i f f ic u l t  to m easure  risks w i th o u t  a p red ic t ­
able course o f  illness. The reason  underly ing  
all o f  •• these percep tions  is costs, ' because 
hea lth  care follows the  dollar. :

•* * • . ' •s
III .  PRIVATE HEALTH INSURANCE COVER­
AGE FOR MENTAL HEALTH CARE SERVICES

,  i, ... : . . ;

A. Overview ‘ "  "
P r iv a te  in su rers  an d  em ployers h is to ­

r ica lly  havv not covered  m enta l illness. The 
grow th and  deve lopm ent o f  the insurance 
in d u stry  du r ing  the 1930’s and  1940’s d id  not 
encompass e i th e r  in te res t  in  nor coverage of 
m ental illness. • T ra d i t io n a l  views held that 
m ental illness an d  its  t re a tm e n t  were d i f ­
fe re n t  f rom  physica l illness. The stig ma 
a t tach ed  to m en ta lly  ill pa tien ts  and their 
fam ilies  com bined  w ith  in su re rs ’ and em­
ployers’ fea rs  o f  u n p red ic ta b le  (presumed 
runaw ay)  u t i l iz a t io n  a n d  costs to make 
coverage scant. ' Some 'g r o w th  in benefits  
occurred  fo llow ing  advances  in  t rea tm en t of 
the m enta lly  ill, in c lu d in g  the  move ‘away 
fro m  long-term  " hosp ita liza tion , psycho- 
pharm acologic  in te rven tions ,  an d  new programs 
o f  o u tp a t ie n t  ’ therap ies. ■’ P r iva te  'h e a l th  
in su rance  was grow ing  trem endously , and by 
the 1970s, the  p r iv a te  sector was called on 
to share  a portion  o f  the  f in a n c ia l  bu rden  of 
t rea ting  m enta l illness. A t  ’ this time a 
num ber of s ta te  ■ leg is la tures  passed laws 
m anda ting  m ental hea lth  benefi ts  in private 
insurance. *• ■-

F earing  expensive costs fo r  psychiatric  
care  an d  reg a rd in g  m en ta l  illness as a 
subjec tive  disease, h ea lth  ’’ insurers  place 
special l im ita tions  on benefi ts ,  part icu la rly  
on ou tp a t ien t  t rea tm en t.  ‘F o r  example, the 
co insurance  ra te  fo r  o u tp a t ie n t  psychiatric  
care  is generally  50 pe rcen t  com pared  to the 
usual 20 pe rcen t  •’ f o r  o ther  illnesses. 
Several sources a t t r ib u te  the high co insur­
ance  rates  to ea r l ie r  cost experience. When 
insu rance  com panies in i t ia l ly  o f fe red  out- 
patient! m ajor m edical  benefits ,  they made no 
d ist inc t ion  betw een ’ m en ta l  and  physical 
illness. As experience  accum ula ted , they 
fo u n d  th a t  o u tp a t ie n t  p sych ia tr ic  services 
consti tu ted  a large  po r tion  o f  all am bula tory  
care  costs.9 ‘
B. Existing Coverage ••

Coverage today  has im proved , in  pa rt  due 
to s tate  laws m an d a t in g  benefi ts  fo r  the 
t rea tm en t  of m en ta l  illness. The Health  
Insurance  Association o f  A m erica  (HIAA), 
su rveyed  36 o f  its com panies an d  reported 
v ir tu a l ly  all employees in  the  s tudy (99 
percent)  had  coverage fo r  in p a t ie n t  trea tm ent 
o f  m enta l illness; o f  those w ith  coverage, 
nearly  85 percen t had  in p a t ie n t  benefits  
the same as for o ther  covered  cond it ions .10



c . .
A n A m erican  P sy ch ia tric  A ssociation 

(APA) survey  o f 300 p riv a te  p lans fo u n d  th a t 
100 percen t o f them  p ro v id ed  some level of 
in p a tie n t a n d /o r  o u tp a tie n t coverage. The 
b reakdow n of th is coverage shows:

o 6 percen t p ro v id ed  th a t sam e in p a tie n t 
and  o u tp a tie n t coverage as fo r  o ther 
cond itions;

o 59 percen t p ro v id ed  the sam e in p a tie n t 
coverage as fo r  o th e r ••••conditions;
reduced  coverage fo r  o u tp a tie n t; v .  '

o 3 pe rcen t p ro v id ed  the sam e o u tp a tie n t 
coverage as fo r  o th e r conditions;
reduced  coverage fo r  in p a tie n t; :

o 31 percen t p ro v id ed  reduced  coverage fo r 
•. bo th  in p a tie n t an d  o u tp a tie n t care-11 ./v -o C  

. . . . . . .  • 1 ... \  ■■

T he B ureau  o f  L ab o r S ta tis tics  Level of 
B enefit S tudies, w hich  cover a f a r  more 
com prehensive pool o f  em ployees, p roduced
the  fo llow ing  d a ta :12

o 99 pe rcen t h ad  some level o f in p a tie n t 
: coverage;

o 94 p e rcen t had  some level o f o u tp a tien t; .• 
o 53 pe rcen t (a decrease  o f  5 percent 
., s ince 1981) cover in p a tie n t  ca re  on the 

sam e basis as o th e r  illness; 
o 7 pe rcen t cover o u tp a tie n t coverage the 

sam e as fo r  o th e r  illnesses. ;* ♦ * T
. T he  d iffe re n c e s  in  coverage betw een 

m ental and  physica l illness a re  usually
ex p la in ed  by d ed u c tib les , co in su rance , and 
d a y /v is i t  a n d /o r  d o lla r  lim ita tio n s . T he APA
survey  fo u n d  red u ced  in p a tie n t  b en e fits  were 
m ost lik e ly  tc  be associa ted  w ith  sm all 
em ployee groups an d  B lue Cross-Blue Shield 
plans. O n the  o u tp a tie n t  side,, w hile  98 
percen t o f the  su rv ey ed  p lans p rov ided  
coverage fo r  o u tp a tie n t m e jta l  illness care, 
only 10 p e rcen t provided, b e n e fits  on the  same 
basis as o ther illnesses an d  90 pe rcen t on a
reduced  b e n e fit  basis. T he reduced  level
o u tp a tie n t b en e fits  a re  ex p la in ed  by:

o 69 pe rcen t w ith  a h ig h er  co insurance; 
o 35 pe rcen t im pose m axim um  changes per
. . v isit; , -• ............ .
o 29 pe rcen t im pose v is it lim its.

C
T he m a jo rity  o f  p lans p ro v id ed  coverage 

a t a 50 pe rcen t co in su rance  ra te ; the  most 
comm on "generous aggrega te  level o f b en e fit 
coverage, g rea te r  th a n  S I ,500 a t  the 20 
percen t • co in su ran ce  ra te , was generally  
d is tr ib u ted  equally ," excep t fo r  Blue Cross 
Blue Shield  p lans.13 • •

T he  BLS s tu d ies  fo u n d  th a t  the 94 
p ercen t covered  fo r  . o u tp a tie n t services: . 20 
percen t nave  a l im it on days o r v isits, 67 
p ercen t p u t a ce iling  -o n  do lla rs, and  53 
percen t im pose m ajo r m ed ical .co in su ran ce  
lim ited  to 50 percen t. :•-• : _

i’ .. ’i'. V •
C. Model B enefits .

-M odel .b e n e fits  fo r  m en ta l illness are  
m ore d i f f ic u l t  to  design  th a n  fo r  alcoholism  

. or d rug  abuse, because the  la t te r  illnesses 
have spaw ned  m ore u n iv e rsa l tre a tm e n t reg i­
m ents and  protocols. T h e  im precise  n a tu re  of 
m ental illness, .a  key fa c to r  causing  in su rers 
not to cover its  tre a tm e n t, m akes any  m odel 
package elusive. W riters an d  researchers tend  
to propose d esc rip tiv e  m odels, ra th e r  : than  
precise packages. •. i?.- ■
.. . T he  N a tio n a l In s titu te  o f M ental H ealth  
c o n trac ted  -w ith  GLS A ssociates, Inc., to 
develop m odel b e n e fit  packages as p a r t  o f a 
com prehensive ana lysis  o f law s th a t  m andate  
benefits . T he GLS re p o rt describes th ree  
m odel b e n e fit  packages.14 Because the f irs t, 
the "ideal" package o f  n o n d isc rim in a to ry  
coverage : (i.e., th e  sam e ..a s  fo r  o ther 
illness), is no t v iew ed  as v iab le , it also 
o ffe rs  tw o a lte rn a tiv es .

A lte rn a tiv e  one p la c e s . em phasis on o u t­
p a tien t coverage, re s tr ic tin g  , coverage of 
in p a tie n t ca re  to a  set num ber o f days, e.g., 
30 days. E x tended  coverage  w ould  be prov ided  
fo r  serv ices ren d e re d  in  bo th  p riv a te  o ffices  
and  o rgan ized  se ttin g s  o f  care. D iagnoses to 
be covered  u n d e r th is  p lan  w ould  be generous­
ly d e fin e d , w ith  lim its  p laced  on the  num ber 
o f p sych o th erap y  v is its  to be covered per 
year. Those p ro v id ers  conside red  re im bursab le  
w ould be the  sam e as in  the  idea l b en e fit 
package, .i.e., p h y sic ian s  and  : licensed 
psychologists in  p r iv a te  o ffices , a ll c e r ti­
f ie d /lic e n se d  p ro v id ers  in  o rgan ized  settings 
o f care. C opaym ents an d  deductib les w ould be 
im posed a t cu stom ary  lim its , e.g., 50 percent 
copaym ents; ce ilings w ould  be im posed upon



d e te rm in a tio n  o f reasonab le  c(T j .15
T he ad v an tag es  o f th is m odel c ited  in  

the  ’ rep o rt increased  de live ry  s ite s /p ro v i­
ders, u tiliz a tio n  o f o u tp a tie n t ra th e r  th an  
m ore cost'y  in p a tie n t  tre a tm e n t, and  em phasis 
of the  com m unity  m ental h ea lth  m odel. D is­
advan tages m ay in c lude  lack o f coo rd ina tion  of 
a spectrum  o f m en ta l h ea lth  services, and  lack 
o f q u a lity  con tro l a n d /o r  u tiliz a tio n  review .

A lte rn a tiv e  tw o, v iew ed by GLS as hav ing  
suppo rt from  p ro v id e rs ' and  in su rers , em pha­
sizes in p a tie n t ca re  an d  c a ta s tro p h ic  cover­
age. D etails o f th is  p lan  in c lude  "generous 
coverage on in p a tie n t  days, e.g., 60 days, 
w ith  o u tp a tie n t coverage lim ited  to (1) 
serv ices • r e n d e re d  in  o rgan ized  se ttings 
o f care , and  (2) services ren d ered  in  the 
p riv a te  ' o ffices  o f p sy ch ia tris ts  or licensed 
psychologists w hen re fe rre d  by a physician . 
T re a tm en t fo r  d isa b ilitie s  to be reim bursed  
u n d er th is  p lan  w ould  be lim ited  to diagnoses 
lis ted  in  the  ICD A  code th a t a re  am enable  to 
sho rt-te rm  tre a tm e n t. T he p rov iders  to be 
re im bursed  in  o rgan ized  se ttings w ould be the 
sam e as in the  o th e r suggested p lans, bu t 
w ould be re s tr ic te d  in  o ff ic e  se ttings to 
physic ians o r psychologists v ia  re fe rra l from  
o th er physic ians. ' A ll p rov iders  w ould be 
sub jec t to q u a lity  o f care  rev iew  by a 
m u lti-d isc ip lin a ry  team . C opaym ents and  
d educ tib les  w ould  be k ep t to a m inim um  level,
e.g., 80 /20  p e rc e n t copaym ents, due to the 
presence o f 'U tiliza tio n  and  cost x -.'view 
m echanism s."16 ««.,.<*• : '■ --.»•• r -.

D. . Costs and U tiliza tio n
B oth p roponen ts  o f  n o n d isc rim in a to ry  

coverage o f m en ta l illness and  o f m andated  
b en e fits  p rov ide  econom ic argum en ts suppo rting  
th e ir  view s. In su re rs  genera lly  agree th a t  
c laim s fo r  m en ta l illness a re  ab o u t 5 percen t, 
o f  w h a t to ta l c la im s w h ich  is less th an  
expected  w ith  the  p revalence  o f m ental 
illness.17 T he GLS s tu d y  sum m arizes n a tiona l 
u tiliz a tio n  p a tte rn s  u n d e r group con tracts:

• : , :\. : v  ■ i i i .. •» ' .. • ’ .:
o T h e re  a re  be tw een  3 and  8 in p a tie n t 

p sy ch ia tric  adm issions per 1,000 covered 
persons per year. •

o T he average  len g th  o f  s tay  fo r a psy­
c h ia tr ic  in p a tie n t  ’ adm ission is betw een 
10 a n d  22 days.

JCT here  a r t  betw een 30 and  90 in p a tien t 
days per 1,000 covered  persons per year. 
T here  are  betw een 4 an d  20 persons per 
1,000 elig ib les u tiliz in g  ou tp a tien t 
services per y ea r." '18

T hese num bers a re  a re flec tio n  o f a v a il­
a b ility  o f services an d  the  stigm a still 
a ttach ed  to m enta l illness. T he u tiliza tio n  
of benefits  can n o t occur absen t the b en efit 
or u n d e r lim ita tions . . - - • i  ' '  .

Blue Cross and  Blue Shield  o f M assachu­
setts ^s tud ied  - the  ‘ im p ac t o f ; th a t  s ta te ’s 
s ta tu te  and  fo u n d  a sh a rp  increase in 
paym ents fo r  o u tp a tie n t m enta l h ea lth  claim s 
in  1976, w hen the  m andate  w as im plem ented. 
D uring  the period  1977 th ro u g h  1982, paym ents 
generally  peaked  in  the second q u a rte r, 
in d ica tin g  - ’ g rea te r  u til iz a tio n  '  p rio r to 
m eeting the m axim um  b e n e fit  a llow ance .- 
P sycho therapy  serv ices accoun ted  fo r the
m ajor category  o f  paym ents (abou t 75%) fo r 
g roup and  non-group  p lans.
• •• T he num ber o f p sy ch ia tris ts  reim bursed  
u nder Blue C ross/B lue Shield  plans has also 
grow n s tead ily  fro m  1974-1983. In  ad d itio n , 
the num ber - o f  psychologists and  social 
w orkers p rac tic in g  in the  s ta te  has increased  
even more d ram a tic a lly  due to inclusion  of 
th e ir  services u n d e r  the  m andate , so th a t by 
1983, psychologists and  social w orkers
p rov id ing  serv ices u n d e r Blue Cross Blue 
Shield p lans in M assachusetts ou tnum bered  
p sy ch ia tris ts .19 ' - -  '■ ^
• T he C en ter fo r  H ea lth  Policy Studies 

irep o rts  I the fo llow ing  p rim ary  find ings
regard ing  1984 m an d a ted  b e n e fit costs fo r 
M ary land  Blue Cross and  Blue Shield:

• •.* . • . x - . • . * * , » •• /  ‘• ' .    •* ‘ • —  • *

o M andated  b e n e fits  per m em ber m onth  cost 
$5.35, or 11.2 pe rcen t o f to ta l b en e fit 
costs o f  $47.96 (fo r  a s ta tis tica lly  
typ ica l fam ily  c o n tra c t o f  3.3 ' persons 
an n u a l m an d a ted  b e n e fit  cost is $212 

•' *' o u t o f to ta l b e n e fit  cost o f $1,899). 
o M andated  m en ta l an d  alcohol reh a b ili­

ta tio n  b e n e fits  a re  $4.12 -per m em ber
m onth , or ' 8.6 pe rcen t o f to ta l b en efit

• costs. r •'    • • •*
o M andated  o u tp a tie n t m ental benefits  are  

$2.09 per m em ber m onth , or 4.4 percent 
o f  to ta l b e n e fit  costs and  27.2 percent



•of to ta l m ajor m edical b e n e fit cost, 
o T he m ajor com ponents o f  m andated  b en e fit 

costs a re  o u tp a tie n t m en ta l, in p a tie n t 
‘ m ental, p o d ia tr is t an d  psychologist 

serv ices.10

Blue Cross-Blue S hield , in  testim ony 
:fo re  the  M aine leg is la tu re , sa id  prem ium  
>r m andated  m ental illness coverage in ­
eased by S 5 /m on th . to  th e  average  fam ily  
m trac t in K ansas, $2 to S 3 /m on th  in  M ary- 
nd, and  S 6 /m on th  in  M assachusetts.21

O ffse t costs d iscussed in  the  in tro - 
iction  a re  an  im p o rtan t com ponent to consider 
hen discussing the costs an d  u tiliz a tio n  o f 
ental illness b en e fits  as a re  re la ted  costs, 
so discussed ea rlie r. T he N a tio n a l In s titu te  

O ccupational S afe ty  an d  H ea lth  cites a 
jn serva tive"  estim ate  o f  the  costs o f 
ecu tive stress a t m ore th an  S19 b illion ; 
en its "u ltraconserva tive"  f ig u re  is m ore 
an S l l  b illio n .22

In a fu tu re  book on o ccupationa l stress, 
e co rpo ra te  \ iew  o f the  need  fo r a con tinuum  

m ental h ea lth  care  o f fe rs  the  fo llow ing  
attorn line": "The design ing  o f hea lth
nefits  is the  m ost c r i t ic a l  com ponent o f 
rporate m enta l h ea lth  policy. I t is th rough  
: a v a ila b ility  o f these b en e fits  th a t
rkers an d  . th e ir  fam ilie s  ga in  access 
m ental h ea lth  services in  the com m unity ."23 ,.

i . ,  , . . . .  . . .  *. t • •.)•’ \
% m 1 * r ' •* i f •

C u rren t S ta tu s  of S ta te  Laws M andating  
vate H e a lth  In su ran ce  B en efits  fo r  M ental 
a lth  Services "■ ’

O f the  : ‘ tw en ty -six  , s ta tes  reg u la tin g  
n ta l h ea lth  b en efits  in  p r iv a te  h ea lth  
u ran cc ' policies, fo u rte e n  have "m andatory  
erage". s ta tu te s , w h ich  req u ire  in su rers  
pay fo r  m enta l h e a lth  care  in  ce rta in  

es o f in su ran ce  policies. "M andatory  
erage" law s ex ist in  A rkansas, C olorado, 
inecticu t, M aryland , M aine, M assachusetts, 
inesota, M ontana, New H am psh ire , N orth  
vota, O hio , O regon, V irg in ia , and  Wis- 
sin. T he rem ain in g  th ir te e n  s ta tes  (C ali- 
iia ,' F lo rid a , G eorg ia , Illino is , K ansas, 
isiana , M assachusetts, M issouri, New Y ork, 
nessee, V erm ont, W ashington, an d  West 
?inia) req u ire  only  th a t  in su ran ce  policies 
er" such coverage a t  the  p o licyho lder’s

option. C onnecticu t, M aryland , and  Vi. un ia , 
have law s w ith  both  m an d a to ry  and o; ional 
provisions.

O f the  fo u rte en  s ta tes  w ith  "m andatory" 
law s, A rkansas , C onnecticu t, M aryland, M assa­
chusetts, and  V irg in ia  m ake the  "m andatory  
coverage" app licab le  to in d iv id u a l as well 
as group con tracts . T he o th er n ine  laws 
a f fe c t  g roup policies on ly .

. P rovisions in  "m andato ry  coverage" laws 
p e rta in in g  .to tre a tm e n t se ttin g  a re  quite  
s ig n if ic a n t because th is is an  a rea  w here 
in su re rs  ty p ica lly  > have p rov ided  less 
coverage o f m en ta l illness, especially  fo r 
o u tp a tie n t care. O f the fo u rte e n  law s w ith  
m an d a to ry  coverage, the  m ajo rity  requ ire  
trea tm en t b e n e fits  fo r  “ m en ta l d iso rders  be 
p rov ided  in  both  in p a tie n t  an d  o u tp a tien t 
settings. .?  '

T h ree  s ta tes  (A rkansas, O hio, Tennessee) 
’'•m andate coverage only fo r  o u tp a tie n t care. 

W ith regard  to in p a tie n t care , most states 
w ith  m an d a to ry  b en efits  s ta tu te s  req u ire  a 
m inim um  of 30 days in a genera l hosp ita l or 
an o th er approved  fa c ili ty  such as a public- 
p riv a te  m ental hosp ita l or com m unity  m ental 
h ea lth  cen ter. F o u r s ta tes  (M aryland, 
M ontana, V irg in ia  and  W isconsin) req u ire  a t 
least 30 days o f fu ll  h o sp ita liza tio n , w hile 
o thers  such as M aine a n d  M assachusetts 
req u ire  a m inim um  60 days, an d  N orth  D akota , 
70 days. .O hio’s s ta tu te  does not specify  any 
in p a tie n t b e n e fit  lim its, -w hile  fo u r  states 
(New H am psh ire , M innesota, G eorg ia  and 
L ouisiana) m anda te  th a t m enta l health  
coverage1 be on a p a r  (of eq u iv a len t value) 
w ith  coverage fo r  physical illness generally .

P a r tia l h o sp ita liza tio n  b en efits  are  
inc luded  u n d e r the prov isions o f 10 sta te  
s ta tu tes. In  genera l, the num ber o f days 
covered is u sua lly  tw ice the num ber o f 
in p a tie n t days allow ed. Some states* such 
as C onnecticu t, have an exchange provision: 
i f  a p a rtia l  h o sp ita liza tio n  . session costs 
less th an  50 p e rcen t o f one p a tie n t v isit, 
then  two sessions o f p a rtia l  h osp ita liza tion  
m ay be exchanged  fo r .one in p a tie n t day; i f  
the  cost is g rea te r  th an  50 percen t, then 
one session o f p a rtia l  .h o sp ita liz a tio n  may 
be exchanged fo r  one in p a tie n t day . N orth  
D ak o ta  and  C olorado have s im ila r exchange 
provisions. P a r tia l  h o sp ita liza tio n  is only



ava ilab le  as an  op tion  C  M aryland, and  
p a rtia l h o sp ita liza tio n  is included  under 
o u tp a tie n t b en e fits  in  W isconsin.

B enefits fo r  o u tp a tie n t care  also vary  
s ig n if ic a n tly  fro m  s ta te  to state . F earing  
excessive costs associated  w ith  coverage fo r
o u tp a tie n t p sy c h ia tric  care, most states have 
included  sp ec ific  lim ita tio n s  on such cover­
age, resu ltin g  in  b e n e fits  th a t  a re  fa r
below those p rov ided  fo r  physical illness. 
T h irteen  sta tes p lace a m axim um  do lla r lim it 
on o u tp a tie n t b en efits . F o r exam ple, the
M assachusetts law  sets a m axim um  b en e fit a t 
S500 per year, w h ile  in  New Y ork it is $700 
per year. In 1985, W isconsin increased  its  
S500 to $1000 per y ea r m inus a copaym ent o f 
up to ten  percen t. O th er s ta te  law s m andate  
coverage fo r reasonab le  charges w ith  co­
paym ents o f up  to 50 percen t (M ontana, 
Colorado) and  a m axim um  d o lla r lim it o f not 
less th an  $1000 per b e n e fit period. M ary­
lan d ’s law  m andates copaym ents o f up to 50 
percen t o f  the  ' b e n e fits  p rov ided  fo r o ther 
types o f illnesses.

M eanw hile, coverage in  New H am pshire  
(fo r m ajor m edical policies only) m ust con ta in  
deductib les and  copaym ents on a par w ith  
ihose fo r  o th er illnesses, w ith  lim its o f no t 
less th an  $3,000 per person in  any conse­
cu tive  12-m onth period , up  to a life tim e  
m axim um  of .$10,000. O regon’s new s ta tu te  
provides an  o v era ll b e n e fit th a t applies to 
both in p a tie n t a n d  o u tp a tie n t m ental hea lth  
care  o f up  to  $9,000 in  any  consecutive 
24-m onth period , w ith  d if fe re n t  b en e fit lim its 
fo r  o th er services such as chem ical depen­
dency. ' • • • •

In  term s o f  p ro v id e r e lig ib ility , m ore 
sta tes across th e  n a tio n  have passed law s 
d e fin in g  th e  term s fo r  m ental h ea lth  p rov ider 
re im bursem en t th a n  have approved  m andato ry  
m ental h ea lth  b e n e f its24, A to ta l of fo rty  
sta tes have  enacted  law s d e fin in g  under w hat 
c ircu m stan ces , c e r ta in  h e a lth  p rov iders  
(e.g., physic ian , * p sy ch ia tris t, psychologist, 
c lin ica l social w o rk er, p sy ch ia tric  nurse) 
are  e lig ib le  fo r  p aym en t fo r  services p rov ided  
w ith in  the  scope o f  th e ir  license, tra in in g  
and  experience. O f the  tw enty-six  sta tes 
m andating  m en ia l h ea lth  benefits , tw en ty -fo u r 
have such re im b u rsem en t provisions. Wisconsin 
and  N o rth  D ak o ta  do not have  th is  type o f

s ta tu te . T he (M ajority  o f sta tes lim it p riv a te  
p rac tice  coverage to licensed or c e rtif ie d  1v 
physic ians, p sych ia tris ts , a n d /o r  psycho- i \  
logists. A ll o f the  sta tes include  physicians v ’ 
and  p sych ia tris ts , w hile  all b u t two w ith  i-' 
m andated  b en e fit law s inc lude  reim bursem ent s.. 
p rov isions fo r psychologists.

F u rth e rm o re , non-d iscrim ina tion  in  re- . r ’ 
im bursem en t has also been ex tended  to a ^  
v a rie ty  o f o ther m ental h ea lth  professionals, sh  
For exam ple, eleven s ta tes  reim burse certi-  . L- 
fied  c lin ica l social w orkers, while M aine £; 
c o v e rs  l i c e n s e d /a c c r e d i t e d  p s y c h ia t r ic  ?••. 
nurses, and  M assachusetts  and  West V irg in ia  f t  
in c lu d e  licensed  psychotherapists. New 
H am psh ire ’s law  includes paym ent fo r licensed 
pasto ra l ' c o u n s e lo rs ,’ .and  O regon extends 
paym en t to  nurse  p rac titio n e rs ,25 ..

■vf-I
IV. P R I V A T E  H E A L T H  I N S U R A N C E  BENEFITS 
F O R  A L C O H O L I S M  A N D  D R U G  A B U S E  TREAT- 
M E N T

ii I'
I..A. Overview

A lcoholism  is a w idespread  disease 
a ffe c tin g  m illions o f  A m ericans. A ccording to 
the N a tio n a l In s titu te  on Alcohol A buse and  
A lcoholism  (N IA A A ), roughly  tw o-th ird s o f 
the  a d u lt  p o pu la tion  uses alcohol, w ith  ju st 
o n e-th ird  o f th a t  group accoun ting  fo r 95 
percen t o f consum ption. M ore th an  10 m illion 
A m ericans are  serious p ro b le m . d rin k ers  or 
fu ll-b lo w n  alcoholics and  . . th re e  .m illio n
ch ild ren , 13 to .17  years o^d, have sign i­
f ic a n t a lcoho l-re la ted  problem s. An a d d itio n ­
al 30! to 40 m illion  people a re  a ffec ted  
because o f a fam ily  re la tio n sh ip  w ith  an 
alcoholic  or o thers in ju re d  by alcoholics.26 
F in a lly , estim ates ..suggest th a t each year 
some 2,400 babies born in  th e  U.S. s u ffe r
fro m  the  fe ta l a lcohol syndrom e (FAS), a 
co n d itio n  now  c lea rly  . associated  w ith
m ate rn a l d r in k in g  d u rin g  pregnancy. FAS is 
c h a rac te rized  by a v a rie ty  o f severe physical 
ab n o rm alitie s  and  is a s ig n if ic a n t cause o f 
m ental re ta rd a tio n . M aternal alcohol consum p­
tion  a ffe c ts  an  a d d itio n a l 36,000 pregnancies 
an n u a lly , though to a degree less devasta ting  
th an  th e  fu lly -deve loped  . fe ta l alcohol
syndrom e.27 ; y  \ \ . .  „

.D ru g  abuse is also costly to  both health  
care  an d  business. D ata  from  the  N ational

!
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o f f e r  c o v e r a g e  f o r  t h e  t r e a t m e n t  o f  a m e n t a l  o r  n e r v o u s  
c o n d i t i o n  in c e r t a i n  h e a l t h  i n s u r a n c e  p o l i c i e s .

I a m  e n c l o s i n g  t w o  m e m o s  a n d  s e v e r a l  p u b l i c a t i o n s  w h i c h  
g i v e  b a c k g r o u n d  i n f o r m a t i o n  o n  t h i s  bill. S h o u l d  y o u  o r  
t h e  c o m m i t t e e  m e m b e r s  n e e d  a d d i t i o n a l  i n f o r m a t i o n ,  p l e a s e  
l e t  m e  know.

T h a n k  you.

OUT OF SESSION

1024 WEST SIXTH AVENUE, SUITE 3 0 2  ANCHORAGE, ALASKA 99501  907 -274-6611
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glatfka H>tate leg islature

f  l l  v / jU N E A U ,  A LA 5

B E T T Y E  F A H R E N K A M P . C h a irm a n  _  J  P. O. B O X  V
A R L IS S S T U R G U L E W S K I.  V ic e  C h a irm a n  „  ft"  S TA TE  C A P IT O L
/O E J O S E P H S O N  f  a  1 1 % / jU N E A U ,  A L A S K A  99811
P A U L  F IS C H E R  ( " E — I f *  (9 0 7 )4 6 5 -3 8 3 4
E D N A  A R M S T R O N G -D E  V R IE S  (9 0 7 )4 6 5 -3 7 6 2

Senate Committee on 
Health, Education and Social Services

M E M O R A N D U M

TO: M e m b e r s ,  S e n a t e  C o m m i t t e e  on H e a l t h ,  E d u c a t i o n  a n d  S o c i a l
S e r v i c e s

F R OM: C o m m i t t e e  S t a f f

RE: C o m m i t t e e  M e e t i n g ,  A p r i l  29, 1986

D A TE: A p r i l  28, 1986

O n  T u e s d a y ,  A p r i l  29, 1986 f r o m  1 : 3 0 - 3 : 3 0  p.m. in t h e  B e l t z  
Room, t h e  S e n a t e  C o m m i t t e e  on  H e a l t h ,  E d u c a t i o n  a n d  S o c i a l  S e r v i c e s  
w i l l  h e a r  the f o l l o w i n g  bills:

SB 295 R e q u i r i n g  i n s u r e r s  to o f f e r  c o v e r a g e  for the treat: t of a
m e n t a l  o r  n e r v o u s  c o n d i t i o n  in c e r t a i n  h e a l t h  i n s u r a n c e  pol , x e s .

C S S B  295 (L&C) w i l l  r e q u i r e  i n s u r e r s  to o f f e r  t h e i r  c u s t o m e r s  
the o p p o r t u n i t y  to p u r c h a s e  m e n t a l  h e a l t h  c o v e r a g e  o n  all h e a l t h  
i n s u r a n c e  p o l i c i e s  so l d  in A l a s k a .  T h e  b i l l  e s t a b l i s h e s  a m i n i m u m  
l e v e l  o f  c o v e r a g e  w h i c h  m u s t  b e  o f f e r e d  a n d  r e q u i r e s  t h a t  the 
d e d u c t i b l e  for m e n t a l  h e a l t h  c o v e r a g e  b e  no  h i g h e r  t h a n  t h a t  for 
o t h e r  m e d i c a l  c o v e r a g e .  E l i g i b l e  t r e a t m e n t  is l i m i t e d  to 1) t h a t  
p r o v i d e d  in n h o s p i t a l  l i c e n s e d  b y  t h e  s t a t e  or  s p e c i f i c a l l y  e x e m p t  
f r o m  l i c e n s u r e ,  o r  2) p r o v i d e d  in an o u t p a t i e n t  s e t t i n g  b y  *2 
l i c e n s e d  p s y c h i a t r i s t  or p s y c h o l o g i s t ,  o r  u n d e r  t h e  s u p e r v i s i o n  of 
a p s y c h i a t r i s t  o r  p s y c h o l o g i s t .  A  d e f i n i t i o n  of  " m e n t a l  o r  n e r v o u s  
c o n d i t i o n "  is p r o v i d e d .

SB 295 is i n t e n d e d  to e n h a n c e  t h e  a c c e s s i b i l i t y  a n d  
a f f o r d a b i l i t y  o f  m e n t a l  h e a l t h  s e r v i c e s  in t h e  state. L e g i s l a t i o n  
(HB 313) is u n d e r  c o n s i d e r a t i o n  b y  t h e  H o u s e  L a b o r  a n d  C o m m e r c e  
C o m m i t t e e  t h a t  w o u l d  r e q u i r e  t h a t  all h e a l t h  i n s u r a n c e  p o l i c i e s  
i n c l u d e  m e n t a l  h e a l t h  b e n e f i t s .



C S H B  255 (HESS) A u t h o r i z i n g  t h e  D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  
S e r v i c e s  to e n t e r  i n t o  a g r e e m e n t s  c o n c e r n i n g  the c a r e  and c u s t o d y  
of N a t i v e  c h i l d r e n .

U n d e r  t h e  f e d e r a l  I n d i a n  C h i l d  W e l f a r e  A c t  ( I C W A ) , the s t a t e  
is a u t h o r i z e d  to e n t e r  i n t o  a g r e e m e n t s  w i t h  " I n d i a n  t r i b e s , "  w h i c h  
is d e f i n e d  in I C W A  to i n c l u d e  " A l a s k a  N a t i v e  v i l l a g e s . "  (As 
b a c k g r o u n d ,  it  s h o u l d  b e  n o t e d  t h a t  I C W A  is o n e  of the f e w  f e d e r a l  
s t a t u t e s  w h i c h  a u t h o r i z e s  N a t i v e  e n t i t i e s  to e x e r c i s e  t r i b a l  p o w e r s  
w h e t h e r  o r  n o t  t h e y  e x i s t  on  r e s e r v a t i o n s ) . A c c o r d i n g  to the 
D e p a r t m e n t  of  H e a l t h  a n d  S o c i a l  S e r v i c e s ,  HB  255 d o e s  n o t  a d d  to 
the D e p a r t m e n t ' s  a u t h o r i t y  as it e x i s t s  u n d e r  f e d e r a l  law, a n d  t h e  
D e p a r t m e n t  is in fa c t  c u r r e n t l y  i n v o l v e d  \n a g r e e m e n t s  w i t h  N a t i v e  
o r g a n i z a t i o n s .

T h e  H o u s e  L e t t e r  o f  I n t e n t  c l a r i f i e s  t h a t  the b i l l  w o u l d  n o t  
e m p o w e r  the D e p a r t m e n t  to r e c o g n i z e  the j u r i s d i c t i o n  o f  t r i b a l  
c o u r t s  w h o s e  a u t h o r i t y  has n o t  b e e n  e s t a b l i s h e d  by the l e g i s l a t u r e .
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Passage o f  t h i s  b i l l  would r e q u i r e  in su r e r s  to  o f f e r  an 
op t i on  t o  r e c e iv e  c e r t a i n  minimum coverage f o r  
t r ea tment  o f  a mental o r  nervous c o n d i t i o n .

I t  i s  our  unders tanding t h a t  an employer ,  as p o l i c y  
h o ld e r  o f  a group p l a n ,  c o u ld  e l e c t  t h i s  op t i on  f o r  
covered employees . Employees in a group plan cou ld  not  
make t h i s  e l e c t i o n  on an in d iv i d u a l  b a s i s .

The S t a t e  o f  A laska now prov id es  mental h e a l t h  coverage  
f o r  a l l  e l i g i b l e  employees.  The lev e l  o f  t h i s  coverage  
i s  somewhat l e s s  than t h a t  p rov ided  f o r  in the b i l l  in 
an e f f o r t  o f  c o s t  conta inment in the P lan . Hea l th  
in surance  b e n e f i t s  a re  determined a t  the ba rga in ing  
t a b l e .  Th i s  b i l l  would not a f f e c t  our  p re sen t  l ev e l  o f  
coverage o r  c o s t .

S h ou l - d - th e -  higher- -  l e v e l " o f  coverage d e s c r ib ed  in the

Th is  c o s t  i s  c a l c u l a t e d  as f o l l o w s :
The in c re a s e  o f  $ 2 . 6 5  pe r  month h e a l th  
c o s t  t imes th e  number o f  s t a t e  employees 
( 1 3 , 2 0 0 )  t imes 12 months equa ls

The change in the PERS employer  
c o n t r i b u t i o n  r a t e  ( . 1 2% )  t imes the  
e s t ima ted  FY 87 s t a . e  PERS s a l a r i e s  
( $ 5 9 0 , 1 7 6 , 7 2 8 )  equa ls
The change in the TRS employer  
c o n t r i b u t i o n  r a t e  ( . 0 7 5% )  t imes the  
es t ima ted  FY 87 s t a t e  TRS s a l a r i e s  
( $ 6 8 , 5 6 9 , 5 7 8 )  equa ls

The changes in the TRS s t a t e  match 
c o n t r i b u t i o n  r a t e  ( . 0 7 5% )  t imes the  
es t ima ted  FY 87 TRS system s a l a r i e s  
( $ 4 5 6 , 8 3 3 , 4 1 7 )  equa ls  
To ta l

$ 4 1 9 , 7 6 0

$ 7 0 8 , 2 1 2

* 5 1 , 4 2 7

$ 3 4 2 , 6 2 5
$ 1 , 5 2 2 , 0 2 4



COMMITTEE REPORT 
SENATE

FUR T H E R :

4/24/86

D a t e

Mr. P r e s i d e n t  

The C o m m i t t e e  on H E S S c o n s i d e r e d  S B  295

r e q u i r i n g  i n s u r e r s  to o f f e r  c o v e r a g e  f o r  the t r e a t m e n t  of a m e n t a l  
or n e r v o u s  c o n d i t i o n  in c e r t a i n  h e a l t h  i n s u r a n c e  policies.

and fa m a j o r i t y  of the c o m m i t t e e )  (the c o m m i t t e e )  r e p o r t s  it b a c k  w i t h  
the f o l l o w i n g  r e c o m m e n d a t i o n s :

do pass

do p a s s  w i t h  a t t a c h e d  a m c n d m e n t ( s )

r e p l a c e  w i t h / o r  a d opt CS f o r  S __________________________
n e w  t itle
same t itle and r e c o m m e n d s  ____

and a t t a c h e d  a " L E T T E R  O F  I N T ENT" 

r e p o r t s  it b a c k  w i t h o u t  r e c o m m e n d a t i o n  

r e c o m m e n d s  r e f e r r a l  to

M E M B E R S  S I G N I N G  
D O  PASS

[ ] N E W  F I S C A L  N O T E

C o m m i t t e e

M E M B E R S  H A V I N G  
O T H E R  R E C O M M E N D A T I O N S

\:
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A p r i l  24, 1986

M E M O R A N D U M

TO: S e n a t o r  F a h r e n k a m p ,  C h a i r m a n
S e n a t e  H e a l t h ,  E d u c a t i o n ,  and S o c i a l  S e r v i c e s  
C o m m i t t e e

FROM: S e n a t o r  J a n  F a i k s

SUBJECT: B a c k g r o u n d  o n  S e n a t e  B i l l  295

T h i s  b i l l  w i l l  r e q u i r e  i n s u r e r s  to o f f e r  t h e i r  c u s t o m e r s  the 
o p p o r t u n i t y  to p u r c h a s e  m i n i m u m  m e n t a l  h e a l t h  c o v e r a g e  in all 
h e a l t h  i n s u r a n c e  p o l i c i e s  so l d  in Alas k a .

C u r r e n t l y ,  t w e l v e  s t a t e s  h a v e  p a s s e d  s i m i l a r  laws w h i c h  
r e q u i r e  th a t  p o l i c y  h o l d e r s  b e  g i v e n  the o p p o r t u n i t y  to 
p u r c h a s e  m e n t a l  h e a l t h  i n s u r a n c e .  F o u r t e e n  o t h e r  s t a t e s  take 
a s t r o n g e r  p o s i t i o n ;  t h e y  d o  n o t  g i v e  the p o l i c y  h o l d e r s  an 
opti o n ,  b u t  r a t h e r  r e q u i r e  t h a t  m i n i m u m  m e n t a l  h e a l t h  c o v e r­
age b e  i n c l u d e d  in e v e r y  h e a l t h  i n s u r a n c e  policy.

Th i s  b i l l  a d o p t s  the a p p r o a c h  b e c a u s e  it
a l l o w s  s u b s c r i b e r s  to d e c i d e  w h e t h e r  the b e n e f i t s  o f  m e n t a l  
h e a l t h  c o v e r a g e  a r e  w o r t h  the a d d e d  p r e m i u m  costs, a n d  it 
p r e s e r v e s  t h i s  o p t i o n  for the c o l l e c t i v e  b a r g a i n i n g  p r ocess.

M o s t  s t a t e s  t h a t  r e q u i r e  m e n t a l  h e a l t h  c o v e r a g e  a l s o  d e f i n e  
the m i n i m u m  (ffiW elcS qg t h a t  m u s t  be of f e r e d .  S e n a t e  B i l l  295 
r e q u i r e s  a m i n i m u m  o f  45 d a y s  of i n p a t i e n t  t r e a t m e n t  a n d  50 
e q u i v a l e n t  h o u r s  o f  o u t p a t i e n t  t r e a t m e n t  p e r  year.



T h e s e  r e q u i r e m e n t s  are c o n s i s t e n t  w i t h  the r e q u i r e m e n t s  o f  
o t h e r  states. F o r  i n p a t i e n t  s e r v i c e s ,  fo u r  s t a t e s  r e q u i r e  a 
m i n i m u m  o f  30 days, w h i l e  t w o  o t h e r  s t a t e s  r e q u i r e  45 days. 
F o r  o u t p a t i e n t  s e r v i c e s ,  m i n i m u m  r e q u i r e m e n t s  are e x p r e s s e d  
in e i t h e r  v i s i t s  (one o t h e r  s t a t e  c a l l s  for t h i r t y  per year) 
o r  d o l l a r  li m i t s  (six s t a t e  h a v e  m i n i m u m s  r a n g i n g  f r o m  $500 
to $1000 p e r  y e a r ) . T h e  r e m a i n i n g  s t a t e s  r e q u i r e  o n l y  t h a t  
m e n t a l  h e a l t h  b e n e f i t s  b e  on p a r  w i t h  t h o s e  o f f e r e d  for o t h e r  
i l l n e s s e s .

' ^ S Q Q 2 j H B B E 9 S 8 S 3 I B S B S S 3 B & H B B c r  • - "l r t  ^  1  *** ^  A w  *  *  * Lr *  r — * *~Lr ^  " ,i  *  *  ***~ ® -

I n s u r e r s  w i l l  o f t e n  r e q u i r e  t h a t  t h e i r  c u s t o m e r s  p a y  a h i g h e r  
d e d u c t i b l e  o r  a g r e a t e r  p o r t i o n  of  t h e  c o s t  o f  m e n t a l  h e a l t h  
s e r v i c e s .

I n ' a l-980> Purvey. :bf- h e a l t h  i n s u r a n c e  p l a n s  in A l a s k a , 87% • 
oJjj£§£g$3ii6»p.atient-coverage and 74% o f f e r e d  .outpatient cover-* 
age. for m e n t a l  i llness. - I f  t h e s e  p l a n s  f o l l o w  a n a t i o n a l  
p a t t e r n  w h i c h  w a s  i d e n t i f i e d  in a 1983 study, o n l y  h a l f  of  
o u r  p l a n s  w i l l  o f f e r  i n p a t i e n t  a n d  l e s s  t h a n , :10% w i l l  o f f e r  
o u t p a t i e n t  b e n e f i t s  t h a t  are e q u a l  to c o v e r a g e  t h a t  is 
o f f e r e d  for o t h e r  ill n e s s e s .

In o r d e r  t h a t  m e n t a l  h e a l t h  c o v e r a g e  b e  g i v e n  p a t & t y O w i t h  
o t h e r  c o v e r a g e s ,  then, t h i s  b i l l  r e q u i r e s  t h a t  the f o r m e r  be 
o f f e r e d  u n d e r  the same t e r m s  as the latter.

T h e r e  are s e v e r a l  m y t h s  t h a t  h a v e  i m p e d e d  the r e q u i r i n g  o f  
m e n t a l  h e a l t h  c o v e r a g e  in h e a l t h  i n s u r a n c e  p o l i c i e s .
A c c o r d i n g  to o n e  b e l ief, the c o s t s  o f  p s y c h i a t r i c  t r e a t m e n t  
are u n p r e d i c t a b l e  and u n c o n t r o l l a b l e .

T h i s  b e l i e f  s t e m s  in p a r t  f r o m  the c o m m o n  p e r c e p t i o n  o f  
m e n t a l  i l l n e s s  in t e r m s  o f  o n l y  its m o r e  s e r i o u s  forms, l i k e  
s c h i z o p h r e n i a .  H o w e v e r ,  o n l y  15% of  p e r s o n s  w h o  are t r e a t e d  
in p r i v a t e  m e n t a l  h o s p i t a l s  s u f f e r  f r o m  th i s  a c u t e  dis e a s e .  
F o r  m o s t  f o r m s  of  m e n t a l  i l lness, o n l y  o n e  h o s p i t a l  s t a y  w i t h  
s e v e r a l  f o l l o w - u p  v i s i t s  are a l l  t h a t  is n e e d e d  f o r  
s u c c e s s f u l  t r e a t m e n t .

F r o m  s e v e n  to t e n  p e r c e n t  o f  s u b s c r i b e r s  u s e  m e n t a l  h e a l t h  
b e n e f i t s  w h e n  t h e s e  are a v a i l a b l e  in t h e i r  p o l i c i e s .  T h i s  is 
a p p r o x i m a t e l y  the same r a t e  t h a t  s u b s c r i b e r s  u s e  e x t r a  c a r e  
f r o m  o t h e r  m e d i c a l  s p e c i a l i s t s .

There is no  e v i d e n c e  t h a t  m e n t a l  h e a l t h  b e n e f i t s  a r e  a b u s e d  
at a r a t e  t h a t  d i f f e r s  f r o m  o t h e r  h e a l t h  b e n e f i t s .  If 
i n s u r e r s  are c o n c e r n e d  a b o u t  a c c o u n t a b i l i t y ,  t h e y  can 
s u b s c r i b e  to p e e r  r e v i e w  s e r v i c e s  t h a t  w i l l  r e v i e w  the 
v a l i d i t y  o f  i n d i v i d u a l  c l a ims. T h e s e  s e r v i c e s  h a v e  s h o w n  a 
c o s t s - t o - s a v i n g s  r a t i o  o f  1:100.



It Is t r u e  t h a t  m e n t a l  h e a l t h  c o v e r a g e  w i l l  m e a n  h i g h e r  
p r e m i u m  c o s t  t o  s u b s c r i b e r s /  H o w e v e r ,  t h i s  c o s t  is n o t  
s u b s t a n t i a l .  A  n a t i o n a l  s u r v e y  o f  79 m a j o r  c o r p o r a t e  p l a n s  
r e v e a l e d  t h a t  the average.;annual p r e m i u m  i n c r e a s e  for e a c h  
s u b s c r i b e r  w a s  ? 2 9 . 4 7 ; &

On  t h e  o t h e r  hand, p s y c h o t h e r a p y  p r o d u c e s  s a v i n g s  in t h e  fo r m  
of  i n c r e a s e d  e m p l o y e e  p r o d u c t i v i t y  a n d  r e d u c e d  a b s e n t e e i s m .  
The E q u i t a b l e  L i f e  A s s u r a n c e  S o c i e t y  has v e r i f i e d  t h a t  e v e r y  
d o l l a r  i n v e s t e d  in m e n t a l  h e a l t h  t r e a t m e n t  r e s u l t s  in a t h r e e  
d o l l a r  i n c r e a s e  in p r o d u c t i v i t y .

M e d i c a l  s c i e n c e  has l o n g  r e c o g n i z e d  the c o r r e l a t i o n  b e t w e e n  
p h y s i c a l  d i s e a s e  a n d  m e n t a l  h e a l t h .  M a n y  "dollars t h a t  are 
n o w  p a i d  for o t h e r  m e d i c a l  s e r v i c e s  a r e  a c t u a l l y  p a i d  for the 
i n d i r e c t  t r e a t m e n t  o f  m e n t a l  i m p a i r m e n t s .  In a d d i t i o n ,  
s t u d i e s  h a v e  p r o v e n  t h a t  d i r e c t  t r e a t m e n t  o f  m e n t a l  p r o b l e m s  
r e s u l t s  i n  l o w e r  c o s t s  for o t h e r  m e d i c a l  care.

In a 1983 study, a m o d e r a t e  a m o u n t  o f  p s y c h o t h e r a p y  w a s  s h o w n  
to s i g n i f i c a n t l y  r e d u c e  h o s p i t a l  c o s t s  for p e r s o n s  s u f f e r i n g  
f r o m  four d i f f e r e n t  t y p e s  o f  c h r o n i c  d i s e a s e .  A n o t h e r  s t u d y  
th a t  same y e a r  s h o w e d  t h a t  p a t i e n t s  w h o  r e c e i v e d  o u t p a t i e n t  
p s y c h o t h e r a p y  t r e a t m e n t  u s e d  56% f e w e r  m e d i c a l  s e r v i c e s  t h a n  
t h o s e  w h o  h a d  n o t  b e e n  t r eated.

F i n a l l y ,  t h e r e  is a c o s t  s a v i n g s  t h a t  w i l l  be e n j o y e d  b y  the 
S t a t e  of A l a s k a .  N a t i o n w i d e ,  t h e  state, g o v e r n m e n t s  p a y  a b o u t  
5:Q.%^oih^bhegtota 1 co s t  o f  o u r  m e n t a l  h e a l t h  bill, when 
s u b s c r i b e r s  a r e  g i v e n  a c c e s s  to m e n t a l  h e a l t h  c o v e r a g e  o n  the 
same b a s i s  as o t h e r  m e d i c a l  b e n e f i t s ,  m o r e  of  th i s  b u r d e n  
w i l l  be shifted, .from-i.the..State to 'the p r i v a t e  sector. -̂

Thank you.
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April 24, 1986

M E M O R A N D U M

TO: Senator Fahrenkamp, Chairman
Senate Health, Education, and Social Services 
Committee

FROM: Senator Jan Faiks

SUBJECT: Additional Background Materials on SB 295

In order to assist your committee with its deliberations on 
Senate Bill 295, I am enclosing two publications. One is a 
special feature article of "State Health Reports on Mental 
Health, Alcoholism, and Drug Abuse" and the other is a 
booklet entitled Mental Health Services: The Case for 
Insurance Coverage.

I know that your Committee has many important issues before 
it, and that your members may have difficulty finding time 
to review these materials. Therefore, I would like to 
offer the following brief summary of them. My comments 
deal with the issues which I believe are most important 
when considering this bill.

1. Prevalence of Mental Illness in Our Society

About one-fifth of our population suffers some degree of 
mental imparity, ranging from mild anxiety to chronic 
schizophrenia. For our young people, aged thirteen to 
twenty four, the leading cause of death is not injury, 
disease, or accident, but is suicide.

In the year of 1984, mental illness is estimated to have 
cost our society 67.6 billion dollars. This figure in­
cludes not only the direct cost of treating mental illness 
($12 billion), but also the greater cost of lost



productivity and employment ($44.6 billion) and of mental 
health related crimes, vehicle accidents, and other social 
burdens ($11 billion).

Physicians have estimated that up to one-half of all 
ailments which they treat have symptoms of mental or 
emotional disorder.

2. Effectiveness of Mental Health Treatment

Studies show that treatment is effective for 80% of all 
patients who have mental disorders.

3. Control of Overuse and Misuse of Mental Health Benefits

Studies show that mental health benefits are not used any 
more than are other medical benefits. In one plan which 
required no deductible or co-payment by the patient, about 
9% of the persons who had this coverage used it.

Where there is fear of abuse, this can be controlled 
through rigorous utilization management and peer review of 
the health providers.

4. Social Benefits of Mental Health Care

When mental health treatment becomes more affordable and 
available to employees, employers report a significant 
increase in job attendance and productivity and a signifi­
cant reduction in on-the-job accidents.

Mental health treatment also reduces drug and 
alcohol-related crime.

3. Cost Savings through Reduced Utilization of Other Health 
Coverage

Researchers studied thirteen health plans to determine the 
effect of mental health coverage on the utilization of 
other medical benefits. Because of the many variable 
factors - the types of plans, the populations covered, etc. 
- the results varied widely.

In twelve of the thirteen, however, the availability of 
mental health coverage caused a reduction in use of other 
health treatment. This ranged between 5% and 80%, with a 
median reduction of 20%.



Apparently, the health insurers do not identify this 
reduction in terms of dollars saved. It is clear, however, 
that there are fewer claims filed for general medical 
treatment when subscribers have mental health coverage. 
According to Montana authorities, after the passage of a 
1983 law that mandated mental health coverage in all 
policies, most insurers did not even need to adjust their 
premium rates.

5. Saving Public Funds by Shifting Costs to Third-party 
Payers.

Currently, public funds pay a proportionately higher burden 
of mental health treatment costs than do insurance plans.

Public funds pay more, by a factor of 10%, for mental 
health costs than they do for other health care (52% of 
total MH treatment v. 42% of treatment costs for other 
health care). Insurers pay less, by a factor of 10%, for 
mental health care than they do for other illness treatment 
(12%-15% of total MH treatment cost v. 25% of total costs 
for all other care).

By increasing the availability of mental health coverage, 
treatment costs will be shifted from the public sector to 
the private one. The lesson in New Hampshire illustrates 
this point. This state mandated MH coverage in 1977. By 
1980, the private fees collected by state mental health 
facilities had risen by 100%.

I have asked our Division of Mental Health to provide me 
with information concerning how the bill will impact the 
state's funding of the Alaska Psychiatric Institute and the 
community mental health centers.

For the centers, SB 295 may indirectly reduce their depen­
dency on state funds. These facilities receive matching 
grants from the state and charge their patients a sliding 
fee based upon their ability to pay. After the grant is 
matched, all additional fees are devoted to enhance the 
programs and expand their facilities.

Division personnel say that because of a lack of dollars, 
these centers can provide only 25-30% of the communities' 
mental health needs. They predict that the passage of a 
mental health insurance bill will allow them to serve up to 
one-half of this need.



6. D i s c r i m i n a t i o n  a g a i n s t  M e n t a l  H e a l t h  B e n e f i t s

T h e  m a i n  p u r p o s e  o f  S B  295 is t o  o u t l a w  d i s c r i m i n a t i o n  
b e t w e e n  m e n t a l  h e a l t h  a n d  o t h e r  m e d i c a l  i n s u r a n c e  b e n e f i t s .

I h a v e  c o n d u c t e d  a n  i n f o r m a l  s u r v e y  of t h e  f i v e  m a j o r  
h e a l t h  i n s u r e r s  in  t h e  state. W h a t  I d i s c o v e r e d  is t h a t  
t h e  c o - p a y m e n t  r e q u i r e d  o f  p a t i e n t s  f o r  o u t p a t i e n t  m e n t a l  
h e a l t h  s e r v i c e s  is u n i f o r m l y  h i g h e r  t h a n  t h a t  r e q u i r e d  for 
t r e a t m e n t  o f  o t h e r  c o n d i t i o n s  - 50% f o r  m e n t a l  c o n d i t i o n s  
v e r s u s  20% f o r  o t h e r  i l l n e s s e s .

In  m o s t  cases, t h e  i n s u r e r s  p l a c e  a l o w  t o t a l  c a p  o n  t h e  
a m o u n t  o f  b e n e f i t s  w h i c h  c a n  b e  paid. F o r  e x a m p l e ,  A e t n a  
p l a c e s  a $ 1 0 0 0  c a p  o n  p a y m e n t s  f o r  o u t p a t i e n t  s e r v i c e s .

U n f o r t u n a t e l y ,  t h i s  is c h a r a c t e r i s t i c  o f  h e a l t h  i n s u r a n c e  
p l a n s  a c r o s s  t h e  n a t ion. A  r e c e n t  s t u d y  r e v e a l ^ t h a t  o n l y  
51% o f  t h e s e  p l a n s  g i v e  i n p a t i e n t  m e n t a l  h e a l t h  c o v e r a g e  
p a r i t y  w i t h  o t h e r  i n p a t i e n t  c o v e r a g e .  F o r  o u t p a t i e n t  
c o v e r a g e ,  o n l y  10% o f  t h e  p l a n s  s h o w  p a r i t y .

In  t o d a y ' s  w o r l d ,  o n e  m u s t  a c c e p t  t h e  f a c t  t h a t  m e n t a l  
i m p a i r m e n t s  a r e  p r e v a l e n t  in o u r  s o c i e t y  a n d  t h a t  t h e y  a r e  
as real, as i d e n t i f i a b l e ,  a n d  as t r e a t a b l e  a s  a r e  a n y  o t h e r  
i l l n e s s e s .  I f  o n e  a c c e p t s  t h e  p r o o f  that, w i t h  i n s t i t u­
ti o n a l  i n t e r n a l  m o n i t o r i n g  of  c l a i m s  a n d  s e r v i c e s ,  m e n t a l  
h e a l t h  c o v e r a g e  is io m o r e  m i s u s e d  o r  a b u s e d  t h a n  is o t h e r  
c o v e r a g e ,  t h e n  t h i s  d i s c r i m i n a t i o n  is n o t  j u s t i f i e d .

D i s c r i m i n a t i o n  m a k e s  m e n t a l  h e a l t h  t r e a t m e n t  l e s s  a f f o r d­
ab l e  a n d  l e s s  a c c e s s i b l e ,  a n d  f o r  this, w e  a l l  pay.

T h a n k  you.



Blue Cross
Of Washington and Alaska

3111 C Street. Suite 100 •> r' J
RO. Box 10-2480 ‘
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(907) 561-5065

M a r c h  11, 1986
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T h e  H o n o r a b l e  S e n a t o r  B e t t y e  F a h r e n k a m p  
A l a s k a  S t a t e  S e n a t e  
P o u c h  V
Juneau, A K  99811 

D e a r  S e n a t o r  F a h r e n k a m p :

I a m  w r i t i n g  a n d  a s k i n g  y o u r  s u p p o r t  f o r  S B  295, a b i l l  
r e q u i r i n g  w r i t e r s  of d i s a b i l i t y  i n s u r a n c e  to o f f e r  b e n e f i t s  for 
n e r v o u s  a n d  m e n t a l  c o n d i t i o n s  a s  a p a r t  o f  a n y  h e a l t h  c a r e  
c o v e r a g e  package.

S B  2 9 5  w i l l  k e e p  t h e  d e c i s i o n s  a s  t o  t h e  c o v e r a g e  n e e d s  i n  t h e  
h a n d s  of  t h o s e  t h a t  p a y  f o r  t h e  c o v e r a g e  a n d  t h o s e  t h a t  w i l l  u s e  
it. It is i m p o r t a n t  to r e c o g n i z e  t h e r e  is a d i f f e r e n c e  b e t w e e n  
t h e  m a n d a t e d  o f f e r i n g  and t h e  m a n d a t e d  benefit. T h e  o f f e r i n g  is 
a r e q u i r e m e n t  that we, as a c arrier, m u s t  o f f e r  c e r t a i n  lev e l s  
of a s p e c i f i c  b e n e f i t  to a p u r c h a s e r  of o u r  product. The.

M a n d a t e d  b e n e f i t s  
i n c l u s i o n  in a n y  h e a l t h  c a r e  c o n t r a c t  m a y  w e l l  r e d u c e  the 
c a p a c i t y  o f  a g r o u p  t o  p u r c h a s e  e v e n  b a s i c  s e g m e n t s  o f  a h e a l t h  
c a r e  p rogram.

So, I a s k  t h a t  you g i v e  c o n s i d e r a t i o n  to SB 295 in t h a t  it do e s  
p r o v i d e  for a m a n d a t e d  o f f e r i n g  of  b e n e f i t s  for n e r v o u s  and 
m e n t a l  c o n d i t i o n s  to p u r c h a s e r s  of h e a l t h  c a r e  c o v e r a g e  in the 
S t a t e  of Alaska.

S i n c e r e l y ,

lartin E. T i r a d o r ,  
S e n i o r  R e p r e s e n t a t i v e  
C o r p o r a t e  R e l a t i o n s



SB 295 I N S U R A N C E  C O V E R A G E  F O R  M E N T A L  HEALTH. ( F A I K S )

M O V E  THE H.E . S . S ,  C O M M I T T E E  S U B S T I T U T E  W I T H  A T I T L E  C H A N G E .

1. R E Q U I R E S  I N S U R E R S  TO O F F E R  T H E I R  C U S T O M E R S  THE O P P O R T U N I T Y  TO 

P U R C H A S E  M E N T A L  H E A L T H  C O V E R A G E  ON A L L  H E A L T H  I N S U R A N C E  P O L I C I E S  SOLD

IN ALAS K A ;  E S T A B L I S H E S  A M I N I M U M  L E V E L  OF C O V E R A G E  W H I C H  M U S T  BE OFFERED.

2. IF THE I N S U R E D  D E C L I N E S  THE O F F E R I N G ,  THE I N S U R E R  MAY O F F E R  

O T H E R  M E N T A L  H E A L T H  COVER A G E .  (i.e. TH A T  P R O V I D E D  BY BLUE C R OSS AS 

PA R T  OF T H E I R  G E N E R A L  M E D I C A L  POLICY)

3. THE M A N D A T O R Y  O F F E R I N G  W O U L D  COVER:

O U T P A T I E N T  V I S I T S  ( L I C E N S E D  H O S P I T A L  IN A L A S K A  OR OUTSIDE,

C O M M U N I T Y  M E N T A L  H E A L T H  CENTER)

I N P A T I E N T  V I S I T S  ( L I C E N S E D  H O S P I T A L  IN A L A SKA)

O F F I C E  V I S I T S  ( L I C E N S E D  P S Y C H I A T R I S T ,  P S Y C H O L O G I S T ,  PSYCH. A S S O C  ,

OR A N U R S E  OR S O C I A L  W O R K E R  S U P E R V I S E D  BY A P S Y C H I A T R I S T  OF P S Y C H O L O G I S T ) .

mmnmm ' . .ilT—r—• ■   i ■ ■iiwhmWI 1
S E i A T T A C H E D  F O R  A C T U A L  C H A N G E S  M A D E  IN H .E.S.S. CVS.

S O M E O N E  (FAIKS?) MAY P R O P O S E  AN A M E N D M E N T  FiOR J.P. T A N G E N  T H A T  W O U L D  

D E F I N E  " I N S U R E R "  (SEE A T T A C H E D ) .
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Re f e r r e d :  F i n a n c e

O r i g i n a l  sponsors: Sund, M . M . M i l l e r ,
H u r l e y ,  et al
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B Y  T H E  J U D I C I A R Y  C O M M I T T E E  

CS F O R  HefUSE B I L L  NO. 589 ( J y d i c i a r y )

IN T H E  LEG! T U R E  OF  TH F. P .T A T JL - n v  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N  

A  B I L L

F o r  an A ct e n t i tled: " A n  A c t  r e l a t i n g  to d i s a b i l i t y  i n s u r a n c e ;  a nd p r o v i d­

ing f o r  a n  e f f e c t i v e  d a t e . "

8 B E  IT E N A C T E D  BY T H E  L E G I S L A T U R E  OF  T H E  S T A T E  OF A L A SKA:

9 * S e c t i o n  1. AS  21 is a m e n d e d  by a d d i n g  a n e w  c h a p t e r  to read:

C H A P T E R  55. S T A T E  D I S A B I L I T Y  I N S U R A N C E .

A R T I C L E  1. C O M P R E H E N S I V E  D I S A B I L I T Y  I N S U R A N C E  A S S O C I A T I O N .

Sec. 2 1 . 5 5 . 0 1 0 .  C R E A T I O N ;  M E M B E R S H I P .  T h e r e  is e s t a b l i s h e d  a 

n o n p r o f i t  i n c o r p o r a t e d  l e gal e n t i t y  to be k n o w n  as the C o m p r e h e n s i v e  

D i s a b i l i t y  I n s u r a n c e  A s s o c i a t i o n .  M e m b e r s h i p  c o n s i s t s  of all l i c e n s e d  

h o s p i t a l  o r  m e d i c a l  s e r v i c e  c o r p o r a t i o n s  in the s t a t e  that o f f e r

s u b s c r i b e r  c o n t r a c t s f o r  m a j or m e d i c a l  c o v e r a g e  and all i n s u r e r s
i n  the s t a t e s  that-: 

• ■
ge  on  a n  e x p e n s e  i n c u r r e d  basis./ A l l  

'members s h all m a i n t a i n  m e m b e r s h i p  in the a s s o c i a t i o n  as a c o n d i t i o n  of 

d o i n g  d i s a b i l i t y  i n s u r a n c e  b u s i n e s s ,  o r  b e i n g  abl e  to o f f e r  s u b s c r i b e r  

c o n t r a c t s ,  in t he state.

Sec. 2 1 . 5 5 . 0 2 0 .  B O A R D  O F  D I R E C T O R S ;  O R G A N I Z A T I O N .  T h e  b o a r d  of 

d i r e c t o r s  of the a s s o c i a t i o n  s h a l l  be m a d e  up  of s e v e n  i n d i v i d u a l s  

s e l e c t e d  by p a r t i c i p a t i n g  m e m b e r s ,  s u b j e c t  to a p p r o v a l  by the d i r e c t o r  

of the d i v i s i o n  of i n s u r a n c e .  T h e  d i r e c t o r  or  t he d i r e c t o r ' s  d e s i g n e e  

s h a l l  s e r v e  as a n o n v o t i n g  ex  o f f i c i o  m e m b e r  of the board. I n  d e t e r­

m i n i n g  v o t i n g  r i g h t s  at m e m b e r s '  m e e t i n g s ,  a m e m b e r  is e n t i t l e d  to 

v o t e  in  p e r s o n  o r  prox y .  T h e  v o t e  s h a l l  be a w e i g h t e d  v o t e  b a s e d  u p o n  

the m e m b e r ' s  p r e m i u m s  for d i s a b i l i t y  i n s u r a n c e  f o r  m a j o r  m e d i c a l
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1

Executive Summary

nlike many other health services, mental health care has
been studied extensively. In general, it has been found to  

be n o t only safe but also effective. Few question the need for 
intensive care o f people with acute o r chronic medical problems 
— even if the prospects for improvement are dim.

Yet, beer use the evidence o f  the effects o f intervention is 
not widely re cognized, the ability o f  mental health service p ro ­
viders to  gei.erate improvements is sometimes suspect. There 
also seems to be lack o f recognition o f  the burden to  society o f 
alcoholism, drug abuse, and mental illness. In some quarters, in 
fact, there remains an unwillingness to acknowledge the reality 
o f these disorders.

Review o f  the existing scientific literature reveals a reality 
very much at odds with prevailing myths.

T he problem s o f behavior-related illnesses are n o t serious.

• A t any given time, about 29 million Americans (19%  o f 
the population over age 18) suffer from  psychiatric disorders.

• Suicide is the leading cause o f  death for people age 13 to

* The estimated total economic cost to  society o f  alcohol

M yth  tth

R eality

24.

9



and drug abuse and mental illness in 1934 alone v'as $237.6 
billion.

The public tends to underestim ate the costs of mental 
illness because direct treatm ent costs are low (only 18.6% o f 
the total). The remaining costs are indirect, e.g., reduced pro­
ductivity, lost employment, costs o f crime, etc.

The potential payoff from m ere mental health care is large. 
Increasing such services should, o f course, result in higher 
direct expenditures, bu t these costs will be more than offset by 
the disproportionate reduction in indirect costs as well as in the 
costs of other kinds o f medical care.

M yth #2:

M ental h ea lth  services have n o t generally  been  show n 
to be effective.

R eality
There have been literally hundreds o f studies in to  the 

efficacy o f a wide variety o f psychiatric services, and several 
in-depth reviews o f  the literature Scholars consistently have 
found that:

• patients receiving mental health care show significant 
improvement in m ood, personality, and behavior.

• in experimental studies, the average therapy recipient 
tends to  be better o ff  than 80%  o f  those who do  not receive 
treatment. There also have been num erous studies comparing 
different types o f treatm ent to determine which produce the 
desired outcom e at least cost. Alternatives to traditional inpa­
tient settings, such as partial hospitalization com bined with 
outpatient care, are cost-effective alternatives to inpatient care 
for some patients. T o be effective, however, community-based 
programs m ust include intensive institutional support. There is 
unanim ity among mental health professionals that for a signifi­
cant percentage o f patients, outpatient care can never replace 
inpatient care.

M yth #3:

T he costs of m ental hea lth  care usually exceed th e  benefits.

10



Reality
The m er ;al het ith cost-benefit literature is still in an early 

stage o f  devek p n e n t. As such, findings to  da 2 are necessarily 
tentative. Beca \si' of the difficulties in defining costs and bene­
fits and in measuring them, no m ethodology will be immune 
from criticism.

Nonetheless, tin.* cumulative weight o f evidence that the 
benefits o f  mental health services exceed the costs is sufficiently 
impressive to shift the burden o f p ro o f to  skeptics. Specifically:

• the maj or studies o f substance abuse programs uniformly 
show a benefit to  cost ratio greater than one;

• in experimental studies, people receiving psychotherapy 
show a significant reduction in the use o f  other medical services;

• according to an analysis o f  Blue Cross/B lue Shield 
claims files, total charges increased at a slower rate for benefi­
ciaries receiving outpatient psychotherapy than for a compara­
ble group with no outpatient visits. Furthermore, inpatient 
m edical/surgical charges for people 55 and over with at least 
seven outpatient psychotherapy visits were actually less than 
charges for the comparison group.

• in hospital settings, surgical or medical patients p ro ­
vided with modest, psychologically informed support had 
shorter stays and recovered more comfortably from surgery 
than those who did not receive such care.

M yth #4:

M ental h ea lth  services are substantially  
overused an d  m isused.

R eality
• The proportion o f people with a particular mental afflic­

tion who are treated is as follows: schizophrenia, 53%; alcohol 
and drug abuse, 18%; depression, 32% ; and anxiety, 23%.

• According to the comprehensive Rand Health Insur­
ance Study, people with the greatest need spend over three 
times as much per year for mental health services as people in 
good mental health. They are m ore likely to  receive care and 
their care is more intensive.

11



Sum m ary
In sum, psychiatric disorders are a major social and finan­

cial problem ; mental health care works; the initial evidence is 
that benefits are greater than costs; and rather than overuse and 
misuse o f mental health services in our society, there is 
underuse.

Indeed, were insurers to base coverage decisions on the 
unm et need for a service, its therapeutic effectiveness, and its 
ability to  deter use o f other medical expenditures, mental 
health services should be near the top o f  the list.

12



2
Insurer Concerns

M ajor private sector employers have long accepted the need 
to  provide some health insurance coverage for mental 

illness. According to a 1983 survey by the American Psychiatric 
Association o f  300 plans covering 33 million workers and 
dependents, all o f  the plans provided inpatient coverage for 
mental illness. Virtually all (98% ) also provided coverage for 
outpatient treatm ent for mental illness.1

Only 51 % o f  the 300 plans surveyed, however, provided 
inpatient coverage for mental illness on the same basis as for 
any other illness. And, only 10% o f  the plans provided outpa­
tient mental health coverage on the same terms as for outpatient 
coverage o f other medical conditions.

Paralleling the rise in coverage for mental health benefits 
has been a rising concern among some employers and insurers 
about the value o f mental health services relative to the dollars 
spent. Third-party payers have questioned whether generous 
coverage o f  mental health benefits is worth the extra premium 
cost. Many insured workers also have doubts that the risk o f 
alcoholism, drug abuse, and mental illness is high enough or 
serious enough in either medical or economic terms to warrant 
the cost o f obtaining protection.

Insurers are taking more o f a "show  m e” attitude toward 
such issues as the effectiveness o f psychotherapy; the relative 
cost o f different treatm ent settings in obtaining a desired ou t­
come; and the benefits o f psychiatric care relative to cost.

Finally, insurers are concerned that there is vast misuse

1. S. Muszynsky, J, Brady, S. Sharfstein, Coverage for Mental and Nervous Disorders: 
Summaries of 300 Private Sector Health Plans, (Washington, D.C., American Psychiatric 
Press, Inc. 1983).

13



and overuse o f mental health services by those who are psy- 
chiatrically oriented but who do not really need treatm ent in 
order to remain productive members o f society.

This report presents an overview o f  data and analysis 
pertinent to  these issues.

14



3
Prevalence and Cost 

of Mental Illness

ccording to  a major study sponsored by the National
Institute o f Mental Health (NIM H), at any given time 

about 29 million A m ericans— 19% o f  the population over age 
18 — suffer from psychiatric disorders. These disorders range 
from  anxiety to  schizophrenia. Anxiety disorders such as pho­
bias, panic disorders, and obsessive-compulsive behavior afflict 
13.1 million Americans; alcohol and drug abuse, 10.1 million; 
depression, 9.4 million; and schizophrenia, 1.5 million (Ex­
hibit 1).

Treatm ent rates are low. According to this NIMH survey 
of 10,000 people, slightly over half o f those with schizophrenia 
are treated; and only about 1 in 5 o f  those suffering from 
substance abuse or anxiety receive treatm ent (Exhibit 1). M ood 
disorders such as major depression and manic depression affect 
6 percent o f the population over 18, bu t only about a th ird  o f 
these seek care (Exhibit 1),

Mental disorders are about twice as prevalent among the 
under-45 population. Alcohol and drug abuse drop sharply 
after age 44. Antisocial behavior also seems to  be primarily a 
problem o f the young.

The NIM H survey criteria for establishing diagnoses were 
derived from  the American Psychiatric Association’s latest 
diagnostic and statistical manual o f mental disorders. The crite­
ria were translated into a detailed questionnaire that could be 
conducted by a lay interviewer.

Mental illness is extremely costly to society. The estimated 
total economic cost to  society o f alcohol abuse, drug abuse, and

★ ★ ★ ★
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mental illness (ADM ) in 19842 was $237-6 billion (Exhibit 2). 
Alcohol abuse accounted for 47 percent o f the total ($111.5 
billion); drug abuse, 25 percent ($58.5 billion); and mental 
illness, 28 percent ($67.6 billion).

Direct treatm ent costs are a relatively small portion o f the 
total — slightly more than 18%. Indirect costs, e.g., reduced 
productivity and lost employment resulting from prem ature 
death and avoidable illness, account for the majority o f eco­
nomic costs to society of these afflictions (66% ). O ther related 
costs such as ADM -related crime and m otor vehicle crashes 
comprise the remaining 16%.

EXHIBIT ONE 
PREVALENCE OF MENTAL ILLNESS 

WITHIN A SIX-MONTH PERIOD

Number % of U.S. % Who Are
Disease Affected Adults Affected Treated*

Anxiety 13.1 million 8.3% 23%

Alcohol and
Drug Abuse 10.1 million 6.4% 18%

Depression 9.4  million 6.0% 32%

Schizophrenia 1.5 million 1.0% 53%

'highest rate of treatment

Source: National Institute o f Mental Health

2. The estimated 1984 total economic cost o f ADM was obtained by multiplying the 
percent change in the consumer price index (CP1-U) 1980 through 1984 by the 1980 
estimates developed for ADAMHA (Alcohol, Drug Abuse, and Mental Health Admin­
istration) by the Research Triangle Institute.
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Hospitals account for about 53% o f  the direct treatm ent 
costs by setting ($20.6  billion, Exhibit 3). Facilities established 
specifically to care for people suffering from alcoholism, drug 
abuse, and mental illness account for 37%  o f the total.

Since direct treatm ent costs are a small proportion  o f the 
total economic cost o f ADM , the potential payoff from higher 
direct costs is high. An increase in direct costs resulting from 
wider application o f treatments proven to be effective should 
result in a far greater associated reduction in the indirect cost of 
illness.

The key is to  im prove the rate a t which those who need 
help seek it — a major problem since awareness o f need in many 
cases may be inversely related to intensity o f need.

Besides reducing unnecessary suffering, greater awareness 
among the public and employers o f the surprisingly widespread 
prevalence o f  mental illness and the huge economic burden o f 
ADM is in everyone's economic interest. Greater awareness of 
the magnitude of the problem  should stim ulate greater demand 
for coverage o f treatm ent, provided it can be shown that ADM 
treatm ent works.

17



EXHIBIT TW O
COSTS TO SOCIETY OF ALCOHOL ABUSE, 

DRUG ABUSE, AND MENTAL ILLNESS, (ADM), 1984* 
($ MILLION)

Alcohol
Abuse

Drug
Abuse

Mental
Illness Total

C ore C osts $99,172 $36,689 $65,301 $201,161

D irect
T reatm ent 11,819 1,495 26,113 39,425
Support 1,226 303 3,235 4.793

Indirect
Mortality* 18,009 2,467 8,965 29,440
Morbidity*1 68,118 32,425 26,988 127.532

Reduced Productivity (63 0 0 5 ) ' (32 ,036)' (3 ,889)' (98,930)
Lost em ploym ent (5.114) (389) (2 ’ 099) (28,602)

O ther Related Costs 12,357 21.782 2,265 36,404

Direct 
M otor vehicle crashes
(Property loss) 2,722 j — 2,722

C rim eb 2,924 7.362 1,084 11,370

Public (2.569) (5,549) (791) (8,908)
Private (325) (1,676) (293) (2.293)
Property loss/damage (30) (138) ( - ) (168)

Social welfare program 47 2 250 300
O ther 3,628 669 821 5,118

Indirect
Victims o f  Crim e 214 1,053 — 1,267
Crim e careers — 10,869 — 10,869
Incarceration 2,244 1,826 siO 4,181
M otor vehicle crashes

(tim e loss) 578 d — 578

Total $111,528 ' $58,471 ' $67,565 ' $237,565

Totals may not add due to rounding.
a. At 6 percent discount rate. As suggested by the PHS Guidelines document, the 

present value o f lost future productivity due to premature mortality was also 
calculated using discount rates of 10 and 4 percent. The use o f a 10 percent rate 
decreases indirect costs by the following amounts: alcohol abuse — $4,881 million; 
drug abuse — $704 million; and mental illness — $2,444 million. The use o f a 4 
percent rate increases indirect costs by the following amounts: alcohol abuse — 
$4,455 million; drug abuse — $638 million; and mental illness — $2,177 million.

b. Components are indicated in parentheses.
c. The total costs to society for each o f the three ADM disorders are not comparable, 

since the completeness o f data available for each cost category varied significantly. 
For example, the estimate o f reduced productivity is relatively complete for alcohol 
abuse, only partially complete for drug abuse, and incomplete for mental illness.

d. Although costs arc hypothesized to  occur in this category, sufficient data are not 
available to develop a reliable estimate.

Source: Research Triangle Institute (RTI), "Economic Costs to Society of Alcohol 
and Drug Abuse: 1980," June, 1984, R T1/2734/00-01FR.

‘ The data developed by the Research Triangle Institute were for 1980. Estimates for 
1984 ADM costs were obtained by increasing the RTI 1980 data by the percent increase 
in the CPI-U, 1980-84 (October to October).



EXHIBIT THREE
DIRECT ADM COSTS BY SETTING, 1984* 

($ MILLION)

A LC O H O L DRUG M E ffTA L A LL
SETTINGS ABUSE ABUSE ILLNESS ADM

ADM Facilities $1,318 $563 $12,483 514,365
Hospital-based 425 106 7.057 7.587
State and county psychiatric

hospitals 270 67 4,491 4,829Private psychiatric hospitals 54 14 888 956
VA neuropsychiatric hospitals 41 10 676 728
Non-Federal general hospitals

with separate psychiatric
units 60 15 1,002 1,076

Other ADM facilities and
services 893 457 5.428 6,777

Federally funded 275 62 1,242 1,530Residential treatment centers
for children 0 0 603 603Freestanding facilities 472 330 704 1,505

Other facilities 61 41 223 325ADM units in correctional
facilities 2 10 __■ 12Private practice psychiatrists 72 7 1,433 1,511Private practice psychologists 61 6 1,223 1,291

General health facilities $9,630 931 13,629 24,189
Hospital-based 5,980 657 6,338 12,975
Non-Federal community

hospitals (Excluding
psychiatric units) 4,957 524 4,900 10,380

VA general hospitals and
other facilities 678 57 1,073 1,808

Other Federal facilities b 346 75 366 786
Other general health

facilities and services 3,650 275 7.290 11,214
Nursing homes 208 I 3,467 3,676
Private practice physicians 904 35 1,084 2,023Dentists 774 74 835 1.682
Other health professionals 213 20 229 ■162
Drug and drug sundries 934 88 1,009 2,032
Other health services 447 42 483 973
Volunteer services 169 16 182 368

Total $10,947 $1,495 $26,113 $38,553
Totals may not add due to rounding.

a. Less than $.5 million. *
b. A small portion o f these were in non-hospital-based facilities.

Source: Research Triangle Institute (RTI), "Economic Costs to Society o f  Alcohol 
and Drug Abuse: 1980," June, 1984, R TI/2734/00-01FR .

‘ The data developed by the Research Triangle Institute were for 1980. Estimates for 
1984 ADM costs were obtained by increasing the RTI 1980data by the percent increase 
in the CPI-U, 1980-84 (October to  October).





4
What is Mental Health Care?

ccording to a study done by the Office o f Technology
Assessment (O T A )3, mental health care (which O TA  

refers to as "psychotherapy” ) is a m ansion with many rooms. 
There are at least forty definitions in the literature. Here we use 
the term  "psychotherapy” interchangeably with mental health 
services or psychiatric care. No attem pt will be made to present 
a detailed taxonomy. Suffice it to say that when scholars inter­
ested in assessing effectiveness analyze mental health care or 
psychotherapy, they usually limit their scope o f  inquiry to 
techniques which:

• have an established conceptual/scientific base;
• are applied by trained and experienced professionals in a 

purposeful manner; and,
• are intended to  help individuals change various personal 

characteristics (feelings, behavior, attitude) that cause unneces­
sary, avoidable distress.

The techniques meeting these broad criteria vary widely in 
terms o f  theoretic underpinnings, setting, type o f  counseling, 
training, etc. Insurers and other observers have been puzzled by 
the finding o f effectiveness for a wide variety o f treatm ents. 
There seems to  be a lingering suspicion that if studies show that 
many psychiatric treatm ents apparently work, then perhaps the 
reality is that none o f  them work and the measurem ents are 
flawed.

There are two main responses to  this concern. First, liter-

3. Office o f Technology Assessment, The Implications o f Cost-Effeaismess Analysts of 
Medical Technology, Background Paper No. 3: The Efficacy and Cost Effcctiveness of 
Psychotherapy (Washington, D.C., U.S. Government Printing Office, Stock No. 052- 
003-00783-5, October 1980).
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ally hundreds o f measures o f effectiveness have been subjected 
to  tests o f  statistical validity, and the great m ajority o f them  
have passed. The odds o f this happening if mental health ser­
vices were not effective are vanishingly small. Second, as the 
O T A  report noced, there are indeed com m on threads running 
through the bewildering variety o f different approaches:

" . . .  A num ber o f im portant similarities exist across dif­
ferent theoretical persuasions. Some theorists . . .  in fact, 
argue that psychotherapeutic change is predom inately a 
function o f factors com m on to  all therapeutic approaches. 
The primary ingredients o f such comm on, nonspecific 
factors are the therapist’s understanding, respect, interest, 
encouragement, and acceptance. Thus, while the contents 
and procedures of psychotherapy may differ . . . all forms 
o f  psychotherapy share comm on 'healing’ functions. All 
therapists com bat the patient’s demoralization and sense 
o f hopelessness by the relationship they establish with the 
patient and by providing an explanation for previously 
inexplicable feeling and behavior. According to  those who 
m aintain that such nonspecific factors are responsible for 
psychotherapy’s effects, one reason for the success of 
therapy is because it removes the mystery from  the 
patient’s suffering and supplants it with hope.” 4

i

4. OTA, p. 13.
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5
Is Mental Health Care Effective?

ccording co the Office o f  Technology Assessment, the
literature reviews all report that under certain conditions 

mental health services are effective. 1 he more recent the litera­
ture surveyed, the stronger the evidence o f effectiveness. In fact, 
there is little evidence that mental health care does not work. A 
variety o f treatm ents are effective for a variety o f diagnoses.

Just like aspirin, however, there is a lack o f understanding 
o f the way psychotherapy works, i.e., the conditions required 
for it to be effective. Accordingly, no one research design and 
no one set o f measures will provide a definitive conclusion. 
Rather, it is necessary to  look at the weight o f evidence.

It is impossible to separate the therapist from the therapy 
and to control entirely for variations among patients. Outcom e 
measures can be quantified but often they are based on subjec­
tive evaluations. If, however, a large num ber and variety of 
evaluative studies have produced the same general finding, it is 
fair and reasonable to infer that such a finding is valid.

Fortunately, there have been literally hundreds o f  studies 
on the effectiveness o f psychotherapy and a num ber o f  exhaus­
tive scholarly reviews o f  the literature. Perhaps the two m ost 
comprehensive literature searches are the NIMH synthesis and 
Smith, Glass, and M iller’s meta-analysis.

The NIM H synthesis was conducted by Parloff et al. for 
the Institute o f M edicine5 as part o f IO M ’s work for the Presi­
d en t’s Commission on Mental Health. The OTA  report sums 
up Parloff’s finding as follows:

5. Parloff, M.B., et al., "Assessment o f Psychosocial Treatment o f Mental Health 
Disorders: C urrent Status and Prospects,"(W ashington, D.C., Report to the National 
Academy of Sciences, Institute o f Medicine, 1978).
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"Parloff et al.’s . . . general finding . . . was that'pa tien ts 
treated by psychosocial therapies show significantly more 
improvement in thought, mood, personality, and behavior 
than do comparable samples o f untreated patients.’ These 
reviewers found that spontaneous remission rates devel­
oped from separate samples provide evidence that psycho­
social treatm ent seems to result in greater improvement 
than would be expected w ithout psychotherapeutic treat­
ment. Their finding is supported most clearly for disorders 
such as anxiety states, fears and phobias.
"The central aspect o f Parloff et al.’s . .  . review was a 
summary, by each psychopathological condition, o f the 
available treatm ent research evidence. To appreciate the 
complexity o f this task, consider their discussion o f  severe 
mental disorders such as schizophrenia . . . P a rlo ff . . . 
found that individual and group psychotherapies provide 
an ambiguous am ount o f improvement for institutional­
ized patients; however, in conjuction with drug therapies 
and other psychological treatments, they appear to have 
im portant effects . . . For such hospitalized populations 
. . . Parloff e ta l. found considerable evidence that a speci­
fic type of therapy (behavior-based) improved social 
adjustm ent . . . They also found that the return  o f the 
severely disturbed patients to their community had posi­
tive effects on treatm ent outcomes, although this finding 
was limited to  patients with certain interaction skills, and 
under the condition that the patient returns to a 'good' 
family situation.” 6
Smith, Glass and Miller’s magisterial review7 covered 475 

controlled studies o f psychotherapy. A controlled study was 
defined as one where one group received psychotherapy and 
another comparable group did not. A controlled study was 
included for review if it covered treatments that:

• were psychological or behavioral
• were conducted by professionals
• were for patients identified as having a behavioral or 

emotional problem.
The technique Smith, Glass, and Miller used to  review and

6 . OTA, p. 44.

7. Smith, M.L., and Glass, G.V., The Benefit} of Psychotherapy, (Baltimore: Johns 
Hopkins University Press, 1980).

24



assess the literature is called meta-analysis — a quantitative 
procedure for integrating and summarizing research findings 
across studies. Once those studies to be reviewed have been 
selected and classified according to various criteria for m ethod­
ological rigor, they are then coded on a set o f  variables thought 
to be associated with outcomes. These measures, e.g., patient 
characteristics, therapist experience, study design quality, 
treatm ent setting, etc., are then correlated with outcom es.

Smith et al. developed a standardized measure for the size 
o f the effect o f psychotherapy for each o f  the 475 studies 
selected for review. By standardizing the measure o f effect, 
Smith et al. were able to compare results across studies. The 
findings o f Smith, Glass and Miller offer impressive scientific 
support that, unlike many medical treatments, psychotherapy 
does mt ;e people better:

"Sm ith et al.’s . . . principal finding was that, on the aver­
age, the difference between average scores in groups receiv­
ing psychotherapy and untreated control groups was 0.85 
standard deviation units (i.e., the effect size difference was
0.85). According to Smith et al., this average effect size can 
be translated to indicate that the average person who 
receives therapy is better off than 80% o f  the persons who 
do not. They found little evidence for the existence o f 
harmful effect o f psychotherapy (i.e., very few cases where 
the mean o f the control group was higher than the treat­
ment group). Smith et al. found some significant differ­
ences across the types o f  therapies whose effects were 
studied (the range was 0.14 to 2.38) but these effects are 
confounded by variables such as patient and therapist 
characteristics which were distributed unequally among 
the therapies. Finally, their methodological categories 
proved not to correlate with effect sizes; thus, for example, 
the better designed studies did not yield less positive 
findings.” 8

W h en  is m en tal h ea lth  care effective?
According to at least four independent literature reviews, 

all the mental health services tested proved effective for the 
following kinds o f disorders: "am bulatory nonpsychotic de­

8. OTA, p. 46.
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pressions; mild to m oderate anxieties, fears, and simple pho­
bias; compulsions; sexual dysfunctions; reactions to  develop­
mental crises o f  adolescence, mid-life, and aging; and problem s 
o f  everyday life such as vocational and m arital ad ju st­
ments . . ”9

A review of the literature on the effectiveness o f psychia­
tric care also shows that, in com bination with drug therapy, it is 
useful in the treatm ent o f such disorders as "the schizophre­
nias, manic-depressive disorders, psychosomatic disorders, 
antisocial disorders, alcoholism, drug abuse, and childhood 
hyperactivity and severe learning disabilities."10 Luborsky and 
his associates, for example, reported that "a com bination o f 
treatm ents may represent m ore than an added effect o f two 
treatm ents; there may also be some mutually facilitative inter­
active benefits for combined treatm ents."11

9. Morris B. Parloff, Ph.D., in National Institute o f Mental Health Series EN No. 2, Cost 
Considerations in Mental Health Treatment: Settings, Modalities, and Providers, Taintor, Z., 
W ldem, P., and Barrett, S,A., Editors, DHHS Publication (A D M )84-1295 (W ashing­
ton, D.C.: Superintendent o f Documents, U.S. Government Printing Office, 1984) p. 
42,

10. Parloff, p. 43.

11. Luborsky, L.; Singer, B.; and Luborsky, L.; "Comparative Studies of Psychother­
apies," Archives o f General Psychiatry 32 (8 ): 995-1008 1975, p. 1004.
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6
Comparison of the Costs and 

Outcomes of Different 
Treatment Settings

M ental health care works. But, which treatm ent settings 
show better clinical outcomes; and, for a given outcome, 

which setting is less costly?
A. Ancona Berk, Ph.D., reviewing 33 studies using con­

trols (comparison groups) summarized her findings in tables 
four through seven.

The main finding o f Berk’s literature review was that alter­
natives to traditional inpatient settings, such as partial hospital­
ization combined with intensive community-based care, appear 
more cost-effective for certain patients.

Perhaps the m ost highly regarded study comparing treat­
m ent settings published to date is by W eisbrod, Test and Stein. 
It is special in that it used a far more comprehensive set o f  cost 
and benefit measurements than anything done previously. 
Also, it comes closest to  meeting the requirem ent o f  a rigorous 
controlled clinical trial.

The aim o f the W eisbrod et al. study was to  com pare the 
traditional m ethods o f treating the chronically mentally ill with 
a community-based treatm ent program called "Training in 
Com m unity Living” (TCL). The essential difference was that 
an interdisciplinary staff was moved from the W isconsin State 
Hospital into the comm unity. The focus, then, was on working 
with patients no t in the hospital bu t in the comm unity itself. 

Key findings from  the 28-m onth study period were:
1. the cost per patient in the TCL program were slightly higher, 
but
2. the benefits, mainly in the form  o f  patient earnings, also were 
higher;
3. the net result was that benefits valued in m onetary terms for 
the TCL program were still less than valued costs, b u t the
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shortfall was less than for the traditional program (Exhibit 8).
Although treatm ent programs which place greater em pha­

sis on outpatient care can be more cost-effective for some 
patients, inpatient treatm ent nonetheless remains the only real­
istic option for a significant percentage o f mentally ill patients. 
W eisbrod, for example, did no t in any way argue that all 
disorders could be treated in an outpatient setting. For those 
patients who can be harmful to themselves or others, who 
cannot respond to treatm ent while remaining in their hom es or 
work environm ents, or who require resocialization, stabiliza­
tion or a highly controlled course o f medication, there exists no 
alternative to hospitalization. Examples o f these kinds o f 
patients, taken from  the case records o f  an adolescent care 
facility, are presented in Exhibit 9.

There is, however, no escaping the fact that there is a "gray 
area” problem  with psychiatric hospitalization. How much 
inpatient care is enough to assure a favorable outcom e but no 
m ore than enough?

The state o f  the art o f  diagnosis is no t sufficiently devel­
oped to support widely accepted objective criteria for measur­
ing quality and cost-effectiveness o f care. The appropriate 
action under these circumstances is no t to curtail inpatient 
coverage b u t rather to redesign coverage so that providers have 
an incentive to choose that mix o f  care that produces the best 
possible medical outcom e per available dollar. W hen paired 
with careful utilization management, this approach should go a 
long way toward improving the cost-effectiveness o f care while 
still making sure it is not denied to those who really need it.
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EXHIBIT FOUR
CLINIC iL OUTCOMES OF REVIEWED STUDIES WHERE 

CONTROLS WERE NOT RANDOMLY SELECTED-

Setting Setting results
Number

Experimental Control No of
Experimental Control Better Better Difference Studies

Partial Traditional 3 2 2 7
Hospital­ Inpatient
ization

Community Traditional
Inpatient

2 1 4 7

Brief Traditional 1 1 2
Inpatient Inpatient
Stay

Brief Traditional 1 1
Inpatienc Inpatient
Stay and
Partial
Hospital­
ization

n A. Ancona Berk, Ph.D., in National Institute o f Mental Health, Series EN No. 2, Con Ctm- 
ruicrarionj in Mental Health Treatment Setrmgj, Modalities, and Providers, Taintor, Z.; W ldem , P.; 
and Barren, S.A., eds. DHHS Pub. No. (ADM ) 84-1295, W ashington, D.C.; Supt. o f 
Documents, U.S. Government Printing Office, 1984, p. 20.

29



EXHIBIT FIVE
CLINICAL OUTCOMES OF REVIEWED RANDOMIZED 

CONTROL TRIALS3

Setting Setting results
N um ber

Experim ental C ontro l N ot o f
Experimental C ontrol Better Better Determinate Studies

Partial
H ospital­
ization

Traditional
Inpatient

3 1 4

C om m unity Traditional
Inpatient

2 4 6

Brief
Inpatient
Stay

Traditional
Inpatient

2 1 1 4

Brief 
Inpatient 
Stay and 
Partial 
H ospital­
ization

Traditional
Inpatient

1 1

Home care — 
W ith  Drugs 
o r W ith  
Placebos

Traditional
Inpatient

1 1

a. B e rk , p . 21 .
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EXHIBIT SIX
ECONOMIC OUTCOMES OF REVIEWED 
SIMULTANEOUS CONTROL STUDIES"

Setting

Experimental C ontro l

Setting results

Experim ental C on tro l No 
Cheaper Better Difference

No
Econorr ;  N um ber 
O urrot e o f 
!>•..uf; .d Studies

Partial 
Hospital- 
i ration

Com munity

Brief
Inpatient
Stay

Brief
Inpatient
Stay and
Partial
Hospital-
iiation

Traditional
Inpatient

Traditional
Inpatient

Traditional
Inpatient

Traditional
Inpatient

a. Be rk , p. 22.
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EXHIBIT SEVEN
ECONOMIC OUTCOMES OF REVIEWED 

RANDOMIZED CONTROL STUDIES3

Setting Setting results No
Econom ic Number 

Experim ental C ontro l N o Outcom e ot
Experimental Control C heaper Better Difference Discussed Studies

Partial
H ospital­
ization

Traditional
Inpatient

2 2 4

C om m unity Traditional
Inpatient

3 3 6

Brief
Inpatient
Stay

Traditional
Inpatient

1 2 1 4

Brief 
Inpatient 
Stay and 
Partial 
H ospital­
ization

Traditional
Inpatient

1 1

Hom e care — 
W ith  Drugs 
o r  W ith  
Placebo

Traditional
Inpatient

1 1

a. Berk, p. 23.
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EXHIBIT EIGHT 
COSTS AND BENEFITS PER PATIENT, CONTROL ( C)  
AND EXPERIMENTAL (E ) GROUPS, FOR TWELVE 

MONTHS FOLLOWING ADMISS _>N TO EXPERIMENT

_________________________________________ C__________ E E - C

COSTS
Costs for which monetary estimates have been made 
1. D irect treatm ent costs

M endota M ental Health Institute (M M H I)
Inpatient 
O u tpa tien t 

Experim ental center program
Total

2. Indirect treatm ent costs 
Social service agencies

O th e r hospitals (non-M M H I) 
Sheltered w orkshops’
O th e r com m unity agencies: 

Dane C ounty  M ental Health 
C enter

Dane C ounty  Social Services 
S tate D ept, o f  Voc. Rehab. 
V isiting Nurse Service 
S tate Em ploym ent Service 

Private medical p roviders'
Total

3. Law enforcem ent costs
O vernights in jail 
C o u rt contacts 
P robation  and parole 
Police contacts 

Total
4. M aintenance costs
5. Family burden  costs:

Lost earnings due to  the patient 
Total costs for which m onetary 

estim ates have been made 
Other costs
6. O ther family burden costs 

Percentage o f  families reporting
physical illness due to  the patient 

Percentage o f  family members 
experiencing em otional strain 
due to  the patient

7. Burden on o ther people (e.g.,
neighbors, co-w orkers)

$3096 $ 94 $■-3002**
42 0 -42**
0 4704 4704t

$3138 $4798 $ I660f

$1744 $ 646 $■■1098**
91 870 779**

55 50 -5
41 25 -16**

185 209 24h
0 23 23**
4 3 -1*

22 12 -10*
$2142 $1838 $ -304f

$ 159 $ 152 $ -7*
17 12 -5*

189 143 -46
44 43 - r

$ 409 $ 350 $ -59f
$1487 $1035 $ -452

$ 120 $ 72 $ -48'f

$7296 $8093 $ 797t

25% 14% -11%'

48% 25% -23%'-f

? t 7
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C E E - C

8. Illegal activity costs: Total 1.0 0.8 -0.2*
No. o f  arrests for felony 0 .2 0.2 0.0*

9. Patient m ortality  costs
(percentage dying during the year) 

Suicide 1.5% 1.5% 0%
Natural causes 0% 4.6% 4.6%

B E N E F IT S
Benefits for which monetary estimates hair been made 
1. Earnings*1

From com petitive em ploym ent $1136 $2169 $ 1033**d
From sheltered w orkshops 32 195 163**d
Total $1168 $2364 $ 1 196f

Other benefits
2. Labor m arket behavior

Days o f  com petitive em ploym ent 
per year 77 127 50J

Days o f  sheltered em ploym ent 
per year 10 89 79d

Percentage o f  days missed 
from job 3% 7% 4% d

No. beneficial job  changes 2 3 1'
No. detrim ental job  changes 2 2 0*

3. Improved consum er 
decision-m aking 

Insurance expenditures $ 33 $ 56 $ 23d
Percentage o f  group having 

savings accounts 27% 34% 7%

S U M M A R Y
Valued benefits $1168 $2364 $ 1196
V alueJ costs 7296 8093 797

Net (Benefits - Costs) $-6128 $-5729 $ 3 9 9 t

‘Significant a t the .10 level.
“ Significant a t the .05 level.
tSignifcance no t tested, as the number is a sum of means.

‘These data were derived from ager. / or patient reports on the number c ' contacts, 
patient reports being used only when it was not possible (o r was excessively costly) to 
obtain the relevant information from the agency. Estimates o f the costs per contact 
were obtained from  the agency.

bData from the Department o f Vocational Rehabilitation (DVR) were available only 
for the 28-m onth study period as a whole, which included the follow-up period after 
the experiment. The per patient costs presented in Exhibit Eight ate 12/28, or 43 
percent of the 28-m onth data, reflecting average cost for one year. The figures reflect 
double counting because much o f the DVR expenditures go for payments to other 
agencies that are included in cost section 2 o f the exhibit. W e have been able to  account 
for, and to exclude, DVR payments to  the sheltered workshops bu t not, for example, to 
hospitals. The $24  difference is biased upward by the omission o f  counselling expenses
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attributable only to C-eroup members.
“These figures include fees for physicians, psychologists, and nurses but exclude any 

associated laboratory fees.
dThese data were derived from patient reports and as such subject to misreporting. 

Patient reports were used only when it was not possible (o r was excessively costly) to 
obtain the relevant information from an independent source. In some cases, when an 
interviewer suspected faultv reporting, individual spot-checks were made with the 
agency in question; agenc-.es that were not able to provide us with information on all 
patients were sometimes able to provide it on this spot-check basis.

'T hese figures rre  derived from interviews conducted four months after admission 
with 22 families o f E group patients and 18 families of C group patients (34% of the E 
group. 27% o f the C group). The other families were not interviewed because: (1) they 
lived outside o f Dane County (23% o f each group); (2) the subject o t the family refused 
to cooperate (12% of the E group, 22%  o f the C  group); or (3) the relative could not be 
contacted (: 1% of the E grov a, 28% of the C group). The questionnaire examined the 
families’ experience in the iwo weeks preceding the interview only, and, with some 
trepidation, these figures have been inflated to an annual average. The reduced sample 
sire and the single interview yielded data which must be interpreted with caution.

'These figures were derived by multiplying the number of days o f work the family 
members missed because o f the patient by a daily wage o f  $24 ($3 an hour).

‘O ur judgments, based on examination of patient reports. 
hEarnings do not include value of fringe benefits, if there were any,
'Interviewers' assessments.
'Includes Madison O pportunity Center, Inc., and Goodwill Industries.

Source: W eisbrod, Burton A., Ph.D., "A  Guide to Benefit-Cost Analysis as seen 
through a Controlled Experiment in Treating the Mentally III," Journal of 
Health Politics, Policy, and Law, Vol. 7, No. 4, W inter 1983, pp. 808-845.



EX H IBIT  NINE

EXAM PLES OF PATIENTS FOR WHOM 
PSYCHIATRIC HOSPITALIZATION 

IS ESSENTIAL (ADO LESCENTS)

N .N . — Patient is a 17-year-old male who made a suicidal 
gesture while under the influence o f alcohol. Though the chief 
complaint at presentation in the Emergency Room  was the 
suicidal gesture, ingestion o f  sleeping pills, this patient’s dis­
order was alcoholism. In elementary school, learning disability 
had been diagnosed. He was never successful at school and 
became a dropout. He began to abuse alcohol. W hen under the 
influence he was quick to lose his tem per, often getting into 
physical fights, even with his father. Though the patient had the 
support o f his family, he was unable to find employment. In a 
fit of alcoholic despair, while intoxicated, he made a suicidal 
gesture. This 17-year-old male was in need o f treatm ent on an 
adolescent substance abuse unit.

C .N . — Patient is a 14-year-old male who became depressed 
during the year-long term inal illness o f his m other. During that 
time, his grades fell and rebellious behavior increased. Follow­
ing the sudden, unexpected death o f one o f  his good friends, a 
clinical depression became m ore and m ore evident. W ith  the 
developm ent o f suicide ideation, this patient was in need o f 
hospicalization on an early adolescent psychiatric unit where his 
psychiatric and developmental needs could be appropriately 
met.

N .D . — Patient is a 14-year-old female who developed bizarre 
behavior during her second year at a residential facility for 
mentally retarded children and adolescents. Her behavior 
included attacking residents, making inappropriate sounds and 
gestures, e.g., cat noises and gestures with her fingernails. The 
patient’s functioning deteriorated. She was in need o f a neuro- 
psychiatric unit for treatm ent o f her psychosis. To treat this 
severely mentally retarded girl’s psychosis on a typical adoles­
cent psychiatric unit is significantly disruptive to the treatm ent 
structure o f the typical psychiatric unit.
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B.D . — Patient is an 18-year-old female with a history of 
restricted peer and adult relationships. Following a church 
retreat, she began to report receiving commands from God. Her 
affect was quite bizarre. The personnel at the church retreat sent 
her to  the Vanderbilt Emergency Room. She was in need o f 
psychiatric hospitalization on a late adolescent psychiatric unit.

B .M . — Patient is an 1 1-year-old youngster from  the Cum ber­
land Plateau who was admitted with life-threatening obesity. At 
age 11, she weighed 198 pounds following a 2-year history o f 
compulsive eating. Excessive weight had not only fostered her 
poor self-image and poor peer relationships, but had disrupted 
normal family functioning as well. Additionally, her size had 
interfered with a young girl’s natural physical development as 
well . . . she had never skipped, sat in a school desk, bought a 
dress in a store.

J.R . — Patient is a nine-year-old boy referred from  the 
Departm ent o f Human Services in upper Middle Tennessee. He 
had been denied educational opportunities because he failed to 
fit into any educational program  in the county. Abandoned at 
birth by his m other, and passed through a succession o f five 
foster homes, he had internalized an image o f despair and 
worthlessness only to be confirmed by his environm ent’s 
response to him.

L.A . — Patient is a 15-year-old female from  far W estern 
Tennessee whose dram atic weight loss had just been associated 
with "fad dieting,” later thought to  be associated with depres­
sion and finally diagnosed as anorexia nervosa, a life-threatening 
psychological disturbance in which youngsters literally starve 
themselves to death. Prior to admission,' her weight had 
dropped from 138 pounds to  a dangerous low o f 72 pounds. 
Associated with this complicated physical concern was her 
self-imposed isolation from friends and loss o f  interest in every­
thing typical to that normally expected o f a youngster her age.

B.B. — Patient is a five-year-old child from Middle Tennessee 
who had been raped and continuously sexually abused by her 
father and uncle. An already confused image o f parents was 
complicated by witnessing her father’s suicide for which she 
assumed immediate responsibility. Guilt, abandonm ent and
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loss created chaos in her life and had interfered with the typical 
developm ent o f a preschool child.

S .K . — Patient is a 12-year-old with seizures who had become 
isolated and sad over her awareness that she was different from 
her peers. Her seizures had been ou t o f control over the two 
m onths prior to  admission, secondary to, or at least concurrent 
with, the developm ent o f deepening depression. During hospi­
talization, her depression and seizure disorder were tr eated and 
brought under control.

J .A . — Patient is a seven-year-old with continuous enuresis in 
addition to encopresis whose relationships at home had deteri­
orated due to family reactions to his symptoms. A therapeutic 
program, necessitating hospitalization, was designed for the 
patient and the family. Basic im provem ent occurred during the 
hospitalization phase o f  the treatm ent program. Follow-up 
treatm ent was provided on an out-patient basis. The patient is 
no longer enuretic or encopretic (treatm ent has been termi­
nated).

R .J. — Patient is an 11-year-old transferred from another part 
o f  Vanderbilt University Hospital where he had been admitted 
for medical treatm ent. During the work-up, bizarre behavior, 
including hallucinations, became apparent. Following a neu­
rology w ork-up, he was transferred to  Child Psychiatry for 
evaluation and treatm ent o f an acute psychotic process.
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The Benefits of Psychiatric 
Care Relative to Cost

T he literature on mental health care seems settled on three 
points:
• It works.
• Effective treatm ents can be provided at very different 

costs for those patients who are not so severely ill that inpatient 
care is medically essential. The main factor affecting cost differ­
ences seems to be setting (inpatient vs. reduced hospitalization 
and outpatient services with intensive institutional support).

• For a significant portion of patients, inpatient care is the 
only therapeutically acceptable alternative.

The literature is much less developed and therefore much 
m ore tentative about the issue o f benefits relative to costs. To 
some extent, this tentativeness is the result o f limitations inher­
ent in the whole idea o f cost-benefit analysis. In many cases, 
especially in the area o f  mental health care, the value society 
puts on certain outcom es depends m ost fundamentally on 
widely shared values rather than on the elegance o f a baroque 
new quantitative technique. For example, in strictly m onetary 
terms, the benefits to  society o f treating people who obviously 
suffer from severe mental illness through no apparent fault of 
their own may not exceed the costs. However, since Americans 
have decided that society exists for the betterm ent o f individu­
als rather than the other way around, the question o f whether to 
treat such people is assumed to be settled in the affirmative. The 
only issue is how to treat them.

Unaware o f the growing evidence o f a strong genetically 
based susceptibility to  substance abuse, some segments of 
society are not so sympathetic toward people with substance 
abuse problems. But fortunately for them, the studies o f the 
benefits o f substance abuse programs relative to  their costs —
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though not without research design flaws — suggest that such 
programs are well worth the money.

Some o f the major cost-benefit studies are summarized 
herein:

(1) R u fe n e r , B.L., e t  al., Management Effectiveness Mea­
sures for PJIDA Drug Abuse Treatment Programs, Vol. i: 
Cost-Benefit Analysis, G PO  Stock N um ber 017-024- 
00577-1 (W ashington, D.C.: National Institute o f Drug 
Abuse, 1977).

S tu d y  D esc rip tio n
Rufener et al. perform ed a cost-benefit analysis o f five 

different therapies for heroin addiction. Benefits were calcu­
lated by estimating foregone direct and indirect costs to  society 
resulting from  the rehabilitation o f a heroin abuser. Costs were 
based on the accounting records o f  providing therapy. Benefits 
were calculated under three different assumptions regarding 
the size o f the heroin abuser population and three different 
discount rates for determ ining the present value o f costs and 
benefits.

R esu lts
Regardless o f the discount rate and assum ptions as to  the 

num ber o f heroin abusers, the ratios o f benefits to  cost were all 
greater than one; outpatient drug therapy proved to  be the most 
cost-beneficial.

C o m m e n t
The study failed to use random  assignment o f patients to 

different treatm ent techniques.

(2 ) H a ll, S.M ., e t  a l., "Contingency Management and 
Inform ation Feedback in O utpatient Detoxification,” 
Behavioral Therapy 10:443, 1979.

S tu d y  D esc rip tio n
Hall, Bass, Hargreaves, and Loeb randomly assigned par­

ticipants in outpatient opiate and barbituate detoxification 
programs to  behavior therapy and no behavior therapy treat­
ments. The group receiving behavior therapy was paid up to 
$10  per day for drug-free urine specimens.
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Results
There was a 20 percent reduction in the use o f opiates and 

barbituates for outpatient detoxification patients. Patients 
apparently did not use their payments to  buy illegal drugs.

(3) Sirotnik, K.A., and Bailey, R.C., "A  Cost Benefit 
Analysis for a M ulti-M odality Heroin Treatm ent Project,” 
International Journal of Addiction 10:443, 1975.

Study Description
Sirotnik and Bailey did a cost-benefit analysis o f  heroin 

addiction therapies. Their study followed 285 patients over a 
one and one-half year period.

Results
Benefits exceeded costs by a 2.5 to 1 margin.

Comment
There was no control group limit and the patients were not 

random ly assigned to therapy.

(4 ) Aron, W.S., and Daily, D., "Short and Long Term 
Therapeutic Communities: A Follow-up and Cost-effec­
tiveness Com parison,” International Journal of Addiction 
9:619, 1974.

Study Description
A ron and Daily investigated the comparative cost-effective­

ness o f  the long and short term  therapies.

Results
Long term  drug abuse therapy proved more cost-effective 

than short term  therapy.

(5) Goldschmidt, P.G., "A  Cost-effectiveness Model for 
Evaluating Health C rre Programs: Application to  Drug 
Abuse T reatm ent,” Inquiry 13:29, 1976.

Study Description 
G oldschm idt sampled 1,640 patients over a 6-m onth 

period, finding 1,241 who could be interviewed. The data he 
obtained were used to compare the cost-effectiveness o f  drug
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su b stitu tio n  (m ethadone) to  the therapeutic  com m unity  ap­
proach.

R e su lts
D rug su b stitu tio n , i.e., m ethadone, p roved  m ore cost- 

effective for the  period  studied .

C o m m e n t
T he lifetim e costs o f  m ethadone were n o t considered ; this 

oversight m ight change the  d irection  o f  findings.

(6 )  M c C le lla n , A .T .; L u b o rs k y , L .; O ’B r ie n , C .T .;
W o o d y , G .E . a n d  D ru x le y ,  K .A ., "Is T rea tm en t for
S ubstance A buse Effective?" J o u m a lo f  the American M ed i­
ca l Association 247 (10): 1423-1428, 1982.

S tu d y  D e sc r ip tio n
742  patien ts in six alcohol and drug abuse trea tm en t p ro ­

grams were studied .

R e su lts
T h e  study  found  im provem ents in alcohol and  drug  use, 

em ploym ent, crim inal behavior, and  psychological function. 
T he longer the length o f  trea tm ent and the greater the patien t 
com m itm en t to  th a t trea tm ent, the m ore positive the findings.

T h e  e v id e n c e  a b o u t  th e  co s t o f  m e d ic a l  t r e a tm  e n t  fo llo w ­
in g  m e n ta l  h e a l th  t r e a tm e n t .

H ow  cost beneficial is psycho therapy  for people w ho are:
• n o t obviously self-destructive?
• n o t obviously potentially  dangerous to  others?
• n o t clearly unab le  to  cope w ith the  usual p rob lem s o f  

everyday living w ith o u t help?
A recent article by M um ford , Schlesinger, Glass, Patrick 

and C uerd o n  addressed this question  b o th  by em ploying a 
m eta-analysis o f  the  cost offset literature  and by analyzing the 
claim s files for the Blue C ross and Blue Shield Federal 
Em ployees Program , 1 9 7 4-1978 .12

12. Emily Mumford, Ph.D., Herbert J. Schlesinger, Ph.D., Gene V. Glass, Ph.D., 
Cathleen Patrick, Ph.D., Timothy Cuerdon, B.A., "A  New Look at Evidence about 
Reduced Cost o f Medical Utilization Following Mental Health Treatm ent," American 
Journal o f Psychiatry 141:10, October 1984, pp. 1145-1158.
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M ajor findings o f the m eta-analysis were:
1. "E ighty-five percen t o f  all these stud ies repo rted  a 

decrease in m edical utilization following psychotherapy ” 13
2. Tw enty-six o f  the 58  studies, com paring  medical care 

utilization before and after psychotherapy, show ed an average 
"effect size" o f  m inus 33 .1% . (T he effect size is the difference 
between people receiving treatm ent and people no t receiving 
trea tm ent as m easured by som e variable such as cost per year 
per patien t.)

These 26  studies are open to  challenge on  tw o grounds. 
First, the experim ental and  com parison groups were selected 
differently. Specifically, the  use o f  medical services by subjects 
in psychotherapy during the  period before and after psycho­
therapy was com pared to  the medical use o f  con tro ls before and 
after an arb itrary  date. Since the use o f  m edical care services 
may have driven  the experim ental g roup to  seek m ental health  
services, the observed decline in use after psychotherapeutic  
trea tm ent may have represented nothing o th er th an  the norm al 
tendency for measures o f  subgroup behavior to  converge 
tow ard  the average for the larger group. (S tatisticians call this 
process "regression to  the m ean.” )

T he second problem  is self selection. U sers o f  psycho ther­
apy in these 26  experim ents might no t be typical o f  the general 
population .

A lthough these studies have all the flaws inheren t in 
bcfore-and-after com parisons, they should  no t be rejected o u t 
o f  hand. T he fact th a t so m any studies by d ifferen t researchers 
show ed a cost-effective outcom e suggests (b u t does no t m ove) 
that the benefits being observed are n o t m erely statistical 
artifacts.

3. O f the rem aining 32 studies analyzed, 22 (using ran ­
dom  assignm ent o f  patien ts to  an experim ental o r co n tro l 
g roup) show ed an average percen t reduction  o f  10.4%  in use o f 
m edical services. These 22 studies evaluated th e  effect o f  psy­
chiatric in tervention  on people hospitalized for a medical crisis. 
They were based on  a procedure generally accepted as yielding 
m ore statistically reliable results; namely, patien ts were assigned 
random ly to  a con tro l or an experim ental group.

4. M ental health services reduced inpatien t medical ser­
vices m ore than  o u tpatien t services.

5. People over 65 received p roportionate ly  less m ental

13. Mumfard ct al., p. 1152.



health trea tm en t th an  the rest o f  the  popu la tion , even though 
psychotherapy  fo r them  yields an especially large reduction  o f  
inpatien t services. For example, as no ted  by M um ford et al., 
Levitan and C o rn fe ld 14 rep o rt that length o f  stay for 24 elderly 
pa tien ts t eceiving psychiatric  consu ltation  was sho rter than  the 
mean for the co n tro l group. Both the experim ental g roup and 
the co n tro l g roup  had been hospitalized for the same reason and 
had n o t received psychiatric  care over the sam e m onths o f  the 
p rev ious year in the sam e hospital. A lso, tw ice as m any o f  the 
pa tien ts receiving consu lta tion  w ent hom e ra ther than being 
discharged to  a nursing hom e or som e o ther institu tion.

Analysis o f  the  claim  files o f  Blue C ross and Blue Shield 
Federal Em ployees program  for the period  1974 th rough 1978 
strongly su p p o rts  the conclusion that the benefits o f  providing 
m ental health  services to  the  u pper age groups will generate 
savings significantly greater than the costs:

"T h e  o ldest g roup  am ong the m ental health treatm ent 
persons, those over 55, clearly show ed the m ost dram atic 
decrease in hospital charges; in 1974 they had an average 
in -patien t medical charge m ore than $ 1 6 0  higher than 
those o f  the com parison  group. In 1978 they were spend­
ing $ 7 0  less. This finding cannot be explained by selective 
d ro p o u t, since all persons in the o ldest age groups were 
required  to  have at least one claim  in 1978 .” 15 
A n o th er key finding from  analysis o f  Blue C ross and Blue 

Shield Federal Em ployee p rogram  files was tha t people receiv­
ing m ental health  trea tm en t had  a low er ra te o f  increase in to tal 
medical charges than people with n o  m ental health  claims: 

"Follow ing m ental hea ltn  trea tm ent, the medical care 
charges o f  the trea tm ent group increased m ore slowly than 
the  average inflation ra te  o f 13.6%  per year. In contrast, 
the  charges o f  the  com parison  group increased frste r than 
the inflation ra te ." 16

In sum , the evidence appears com pelling th a t m ental 
health care is effective and o ften  has the  incidental effect o f  
being cost-containing, not cost-increasing.

14. Levitan, S.J., Kornfeld, D.S.: "Clinical and Cost Benefits o f Liaison Psychiatry," 
American Journal o f Psychiatry 139:790-793, 1983.

15. Mumford et a!., p. 1156.

16. Mumford et al., p. 1154.
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8
Is There Overuse and Misuse 

of Psychiatric Services and If So, 
What Should Be Done?

ike anything else, psychiatric services will be overused  if
the effective cost to  the  user is m inim al. C onversely, how ­

ever, as the R and H ealth  Insurance S tudy has show n, the p o ten ­
tial fo r overuse can be con tro lled  by app ro p ria te  cost sharing, 
rigorous utilization m anagem ent, and peer review. As M anning 
and his colleagues at the R and C orp o ra tio n  repo rted  in the 
O ctober 1984 issue o f  Am ericar Psychologist:

"Insu rance p lans w ith low er co-insurance rates (sm aller 
o u t-o f-pocket paym ents) significantly increased the use o f  
am bulato ry  m ental health  services. For example, partic i­
pan ts facing n o  o u t-o f-pocket cost were tw ice as likely to  
seek m ental health  services as those on  a plan in w hich the 
partic ipan ts paid  95%  co-insurance until they reached an 
upper lim it on  ou t-o f-pocket expenses. T he free care 
group had 73%  higher expenditures on  am bulatory m ental 
health  services than the 95%  plan g ro u p .” 17 
T he R and study  is generally considered the m ost com pre­

hensive, best designed study on the effects o f  insurance on  the 
use o f  health  care services. It is unique in tha t it perm its analysts 
to  separate the  influence o f  health  s tatus from  the influence o f  
health  insurance on  the use o f  services.

A n o th er im p o rtan t finding from  th e  R and study  is th a t 
generous coverage o f  m ental health  services over a m ulti-year 
period  does not lead to  exo rb itan t use o r expense relative to  
health  care expenditures as a whole:

"A  plan w ith no  o u t-o f-pocket cost (i.e., free care) show s

17. Manning, W .G., Jr., Ph.D.; Wells, K.B., Ph.D.; Duan, N„ Ph.D.; Newhouse, J.P., 
Ph.D.; and W are, J.E., Ph.D., "Cost Sharing and the Use o f Ambulatory Mental Health 
Services.” American Psychologist 39: 1077-1089, October 1984.
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lim ited am bu lato ry  use o f  m ental health  care. O nly  8 .8%  
o f  enrollees received annually  any m ental health  care. 
O nly 5 %  visited annually any form ally trained m ental 
health  prov ider. T he average am bulatory  m ental health  
expense was $ 2 4  per enrollee per year.
"P lans w ith sm all deductib les follow ed by free care, such 
as the $ 1 5 0  person  per year individual deductib le, d o  n o t 
significantly reduce expenditures below  the free care 
lev J . ’’18
A m ong som e insurers, there  is a strongly held conviction  

th a t the  people w ho use o u t-p a tien t m ental health  services are 
n o t "really  s ick ” b u t ra ther are young upw ardly m obile p ro fes­
sional people seeking better living th rough  psychiatry.

T he evidence from  the R and Health S tudy show s tha t this 
is a m yth. Jo h n  E. W are  et al. rep o rted  in the same issue o f  
American Psi'chologist tha t spending for m ental health  services 
was concentrated  o n  people with the greatest need:

"M en ta l health  status, as m easured by the R and H ealth  
Insurance S tudy M ental H ealth  Inven to ry  (M H I), is a 
m ajor p red ic to r o f  the use o f  o u t-p a tien t m ental health  
services. T he average person  scoring in the  low est tertile  o f  
the M H I score d istrib u tio n  spen t over th ree tim es m ore 
per year fo r m ental health  care than  the average person  in 
the highest tertile; the effect o f  the M H I on use is su b stan ­
tial w hether o r  n o t o th er health  status and socio -dem o­
graphic variables are con tro lled  for . . . T hose scoring 
low er o n  the M H I are m ore  likely to  receive m ental health  
care and their care is m ore in ten se ."19 
W are  also repo rted  the d istu rb ing  finding th a t th e  large 

m ajority  o f  those in  need o f  psychotherapy  are n o t trea ted  at 
all. For exam ple, only  one in eight o f  those in the low est tertile  
o f  the  M H I d is trib u tio n  used m ental hea lth  services in  a given 
year. T his low  use ra te was n o t the  resu lt o f  p o o r insurance 
coverage. Even those w ith free m ental health  care have only a 
one in five chance o f  receiving ou t-patien t m ental health  care.

In sum , n o t on ly  do  the data nor su p p o rt th e  general 
assum ption  o f  w idespread overuse and m isuse, b u t ra ther they 
provide strong  evidence th a t there  exists underuse.

18. Manning e ta l.

19. W are, J.E.. Jr., Ph.D.; Manning, W .G., Jr., Ph.D.; Duan, N., Ph.D.; Wells, K.B., 
Ph.D.; and Newhouse, J.P., Ph.D., "Health Status and the Use of Outpatient Mental 
Health Services," American Psychologist 39; 1090-1100, October 1984.

46



Psychiatric Committee
Federation of American Hospitals

R ichard  L. C on te , chairman 
Executive Vice President,
Outpatient Division 
Community Psychiatric Centers 
George Koisoy, tire chairman 
General Counsel 
Gracic Square Hospital 
S tu a r t  A shm an , M.D.
President and Medical Director
Tidewater Psychiatric Institute
Sy B an n er
Administrator
Four W inds Hospital
Gav y Bell
Director, Hospital Acquisitions 
Charter Medical Corporation 
W esley B ilson 
President
Delano Regional Medical Center 
A. Joyce Bossett 
Administrator
Houston International Hospital 
P au l A. B row n 
Executive Director 
Meadows Recovery Center 
E dw ard  J. C arets, Ph .D .
Executive Vice President, 

Communications 
Comprehensive Care Corporation 
D ale C raig 
Executive Director 
Glen Eden Hospital 
Jam es K . D on 
Vice President, Operations 
HCA Psychiatric Company 
Jam es L. Fariss, Jr.
Chairman of the Board 
Healthcare International 
A r th u r  H eim bo ld  
Executive Vice Prcsident- 

Development 
Psychiatric Institutes o f America 
D avid  R. H ill 
Senior Vice President- 
Affiliated Hospital Division 
Republic Health Corporation 
D avid A. H u ff
President and Chief Operating Officer 
American Healthcare Management 
E dw ard  A . Jo h n so n  
Executive Vice President-Operations 
Comprehensive Care Corporation

T om  M ilica
Senior Vice President,

Chemical Dependency 
Healthcare Services o f America 
Veronica O jd an a  
Coordinating Administrator 
Schick Shadel Hospitals 
R o b e rt O sb u rn
Director o f Program Development 
Charter Medical Cotporation 
Jam es C. O tt  
Director,

Quality Assurance Programs 
Charter Medical Corporation 
M ichael S. P in k e rt 
President
Mental Health Management 
B ruce A. Shear 
President
American International Health 

Services 
Je a n  P. S m ith  
Senior Vice President- 

Psychiatric Group 
Healthcare International, Inc. 
C h arles A. Spcir 
Chairman of the Board 

and Chief Executive Officer 
Healthcare Services o f America 
J. M . S trib ling  
Executive Director 
Charter Broad Oaks Hospital 
K erry  G . Teel
Senior Executive Vice President 

and Chief Operating Officer 
Healthcare Services o f America 
L. S tan to n  T u ttle  
President
HCA Psychiatric Company 
Sidney  F. T y ler, Jr.
Senior Vice President- 

Corporate Planning 
National Medical Enterprises 
R a lp h  J. W atts  
Senior Vice President- 

Southern Division 
Community Psychiatric Centers 
N o rm an  A . Zobcr 
President and Chief Executive Officer 
Psychiatric Institutes o f America

47




