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Supjoct: Mental Heatth Benefit Estimates for the Uninsured
In esponse to recent discussions with analysts evaluating the cost of mental

ted upwards as fringe benefit and administrative costs are added) and the
inator (up to 50 million are uninsured 3t some time in the year) continue to
as actuaries and health economists attempt to derive a mental health benefit
ium from these data. In addition, the formulee are not vvell established for

(NC§) and from the CMHS National Reporting Program, we are suggesting a
igm shift in how one might approach determining a benefit cost for the

mine relative utilization of the currently insured and uninsured.
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Thelattached analysis draws on two data sources which provide the only knovwn
utilidation data on a8 national basis for the uninsured. The first data set for

tient data is from the récently completed National Comorbidity Survey

}age 15-55) of the University of Michigan as analyzed by Richard Frank,

s Hopkins University. The conclusion of this analysis is that there is currently

to coverage, the currently uninsured would use outpatient mental health
ices at essentially the same rate as the currently insured. {sec attached FAX
fromp Richard Frank)

Singe the Frank analysis only covers the out-patient portion, NIMH staff studied
inpftient service use by insurance status. We 8nalyzed dats from the Center for
Meftal Health Services, National Reporting Program’s 1986 Client/patient sample
surjey (CPSS) of all private and public mental heaith facilities in the U.S. For a
derjominator population, we used the 1987 National Medical Expenditure Survey
(NNIES) data tape to assess service utilization rates. [n order to provide a
comparable analysis to the NCS survey, the data for those age 15-55 were
acted from both the CPS$ and the NMES surveys. Although a logistic
regression analysis comparable to that used by Richard Frank has been performed
on khe inpatient data, the finding that the uninsured were hospitalized at higher
rates than the insured required the more detailed analysis summarized in the
ched Tables.

1. About 1% of the U.S. populstion, aged 15-55 had a psychiatric
hospitaiization in 1986 of which 34.5% were uninsured and 65.5% were
insured. The uninsured used a disproportionate share of total bed days by
accounting for 39% of the bed days in contrast to 61% for the insured.

2 The uninsured were hospitslized at about three times the rate of the insured,
1.9% of the uninsured versus 0.6% for the insured. This rate may be
somewhat inflated because the uninsured aiso include those who may be
insured for physical heaith reasons, but have exceeded their mental health
benefit levels or are ineligible for mental health benefits (eg persons with
medicaid, age 21-64 who are seen in State hospitals).

3. Among the uninsured, 77% used public mental health facilities including
‘State & County Mental Hospitals and other public general haspitals, and
23% used private spaciaity and general hospital facilities.

4. Given the 30 dsy inpatient hospital bencfit of the Health Security Act, the

2
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insured and uninsured were divided into two groups: those who used 30
days or less, and those who used more than thirty days. The attached
length of stoy tables summarize this analysis.

76% of the uninsured and 85% of the insured were hospitalized for

thirty days or less. The average LOS for the uninsured was 9.9 days
and 11.7 days for the insured—showing the expected insurance effect
for the brief hospital stay group. {See Table Section 1 and Section 2)

24% of the uninsured and 15% of the ingured had hospitalizations of
more than 30 days. Thse avergge LOS for the uninsured was 69.9
days and 67.5 days for the insured. These data demonstrate that a
significantly higher percent of the uninsured have extended
hospitalizations and tend to have a longer LOS. As a resuit, those
with a LOS of more than 30 days account for 69% of the bed days
among the uninsured and for 49% of the bed days among the msured
{See Table Section 1 and Section 4)

ed on the analysis performed by Richard Frank, and the NIMH inpatient service
gnalysis, it should be possible make SOmMo estimates of the impact of patient
avior under the Health Security Act.

The uninsured should be estimated 8s raquiring the same benefit cost
as the insured for outpatient care. However, there will also be
ambulatory care needs for the severely mentally ill in excess of those
covered by the Mealth Security Act. These costs would continue t0
be covered by the State Mental Health Authorities until there is a
comprehensive benefit plan.

For determining an inpatient benefit, it would bg usefuyl to separate
both the uninsured and the insured into two groups--those with 30
days or less of hospitalization {short stay) and those with more than
30 days hospitalization (long stay). There are 76% of the uninsured
and 85% of the insured who have a LOS of 30 days or less. If one
estimates that 15% of the population is uninsured. then this
population is hospitalized for brief periods of less than thirty days at
twice the rate as is found for the insured {(calculations not shown).
This is illustrated by the fact that the uninsured, short term
hospitalized group accounts for 0.03 days per capita (33% of the
total days for 15% of the popuiation) versus 0.06 days per capita for
the insured--g total af 0.09 days per capita for the short stay
componant. (See Table Section 2)
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The longer stay uninsured {24%)], contribute roughly the same
propartion of hospital days (0.06 per capita) as the longer stay insured
(15%)--also 0.06 days per capita. For longer s§tay admissions, the
uninsured are hospitalized at about 6 times the rate as the insured.
Although one would expect them to cantribute 15% of the bed days
if they were hospliglized In proportion to population numbers, '
Howaever there were an equal number of bed days actually
experienced by these two groups. {See Table Section 3)

Since a very strict interpretation of the 30 day benefit could place the
long stay group of both insured and uninsured undor the care of
States, that would mean that potentially 57% of total bed days would
be the responsibility of the States (See Table Section 4). MHowever,
one would need to subtract the first 30 days from these longer stay
patients which could be billed 10 the Accountable Heslth Plans. The
attached Table, section 5, provides the calculations for identifying the
number of days per capite covered by the benefit that would be
attributed to those with more than 30 days hospitalization--.02 days
for the uninsured and .03 days for the insured.

(See Table Section 5)

By combining the total per capita length of stay for the short term and
longer term hospitalizations that would be covered under a 30 day
plan, it is possible to estimate that 35.7% of the per capita days
vwould be attributable to the uninsured and 64.3% 10 the insured.
{See Table Section 6)

A weighting factor which contrasts the bed days used by the
uninsured to those used by the insured can be derived by cumparing
the relative percentage of per capita bed days accounted for by the
uninsured to their percent of the population (35.7%/15% = 2.38)
{See Table Section 7)

Finally, a benefit cost for the uninsured can be estimated by keying
the relative use and cost of outpatient and inpatient services to those
estimated for the insured. Given an inpatient benefit of $§94 for the
insured, the uninsured would be expected to use 2.38 times that
amount for a total of $224. When the equivalent autpatient benefit
cost of 347 is added, the total benefit for the uninsured would be
$271. (See Table Section 8)

A weighted mental health benefit for the entire population would

include estimates that 85% of the population would cost $141, and
15% of tho population would cost $271 for a total premium of

4
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160.50--adding a8 15% administrative cost would increase the overali
premium to0 $184.50. Hence, it would be possible 1o cover the
uninsured at the level of benefit anticipated in the Health Security Act
for an additional $20 per capita.

(See Table Section 8)

ith the sbove paradigm approach, it should be possible to subtract the aggraegate
fit coste for the uninsured from the total cost expenditures now in the public
or. The remaining funds would be used by the States to cover the costs of

thope severely mentally ill who exceed benefit limits whether they are now in
gitler the insured or uninsured sectors.

tt

ould be notad that these are praliminary estimates which were developed by

Aghes Rupp, Grayson Norquist, Michael Feil, and myself and still can benefit from
revjew within the Department. We would appreciate your review of the approach
ang the data analyses before they are elaborated and formally submitted to the

va
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Or. Kirschstein
Dr. Arons

Mr. Ferguson
Ms. Stephens

Dr. Manderscheid

achments

Richard Frank memo
Length of stay tables

ous Congressional and Administration users of this information.

Sincerely,

Darrel A. Regier, M.D., M.P.H.



Length of atay/inaured user °
Length of stay/all users

ﬁ. Total bed days
Uainsuzred = 3.546.777 ( 28%}
Insured = 8,991.626 {( Ta&)
Total « 12.538.403 (100%)

h of gtay for more ihan 30 days

Insurance gtatus - per Capica

8,991,636/767,868 = 11.71 days

e 12,538,403/1,127.476 = 11.12 days

Uninsured: length of atay/capita = 7,806,764/138,.882,262 = 0.08 days

Insurcd: leagth wf otay/=apita = B.689.519/138,882.282 = ©.06 davs

Total: length of stay/capita = 16.450,38Y/138,882.202 = 0.12 days
3. User insurance status

Length of stay/uninsured user = 9,800,764/111,648 = 69.9 days

Yenwlh ¢f stay/insurcd upcr - 0,649.619/139,711 » &7 £ Aays

Length of atay/all ugera v 16,450.383/239.959 = 6€8.6 days

§. Total ded days
Uninaured = 7,800,764 ! 47%)
Tasured - 0.G49.C32 ! 53V)
Total = 16.450.383 {100¥%)
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Lengtn ©f Stay
1. Lueng of mstay divhotcmized inte 30 ox fevor days and move than 30 dave dy insurance status
insurance status (eplzodea)
Length off stay Uninsured insuzred Total Perecnec
30 or fewer days 389,608 ([ 76%) 767,868 ( 85%) 1.127.476 82.5%
More tharf 30 cays 111,648 ( 24Y) 128,211 { 1SW) 239.959 17.5%
Total 471,256 (100%) 696.07% (100%) 1.367,335 100.0%
{34.5%) (65.35¥) (100%)
2. Lengvh of stay for 30 or fewer days
L Tnpurance status - per capits
Uninsured: length of stay/eapite = 3.546,777/138,882,282 = 0.03 days
Insured: length of atay/capita = 8,991,€26/138,882,282 = 0.0¢ daye
Total: length of gtay/capita = 12,539,403/336,882,282 ~ 0.09 days
. User insurance status
Length of atay/uninsured user « 3.546,777/159,608 = $.8€ days



6. Numbe

03/23/94 | 18:00  T202 690 5432 HHS 0ASH

B o do17/021

] ang percent of bed days for users having episcdes with durations of 30 or fewer days and more

than 30 djys by insurance statue

Ingurance statue (bed days)

Length off otay Uninsured Inguzred Total Percert
30 or fewer days 3.546,777 ( 31W) 8,991,62¢ ( 314) 12,3J0,403 13¢
more thani 30 days 3,900.768 ( 69%) $.649,619 { 49%) 16,450.383 57%
Total 11.367,511  (200%) 17,6471 .245 (100¥) 28,988,786 100¥%
(39%%) {61%) {(300¢)

5. per dupita contribution of the firast 30 days for those with more than 30 days Luypitelication

insured - Length of stay/capita = (111,648 X 30) /138,882,282 = 0.02 days

gured - Length of stay/capita = (129,211 X 30) /138,882,282 - 0.0) days

Thtal - Length of atay/cspita = (239,859 X 30)/138,882,283 = 0.08 days

§. comdfned length of stay per capita for benefit coverage of 30 day hospitalization (2a = %)

Oninsured « 0.03 & v.Vg = 0,05 days ( 35.7\%)

msuzred =~ 0.06 « 0.03 = 0,09 days { 64.3%)

Total -~ 0.00 » 0.05 = A 14 daym (100.0%!

7. SstiLated'veighting factor for uninsured compased with insured

8. Bene

35 v of per capita days

R DL cemv——a-meess = 2.38

15 v of population
fit cost estimate for uninsured
Total insured benefit cost = §141 per capita of which 2/3 (§9e¢) attribured (o inpatient

costs and $47 ke out-patient cosats

Uninsured in-patient = 359¢ X 2.38 = §5224
vningured oute-patielil - a7

) -

Total $271

Weighted mental health benefit for entire population

$ 2141 x .85 = $ 119.85

$ 271 x .15 40.8S
160.50
e 18 t administrative costs 24.00

Total $ R4 .50
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February 8, 1954

Jo: Deamrell A. Regier
From: Richard G. Frank
E- Estimates if the Impact of Insurance on Utization

This memo summarizes some analyses of utilization data obtsined from the
tional Comorbidity Survay (NCS). Utilization data are ali derivea from Part Z of
survey. The implication of this is that nat all perticipants in the survey
ompieted Part 2 and the sub-cample of subject for whom utllization data ase
vailable is smaller than for the overall survey (sbout 5900 people). in order to
ess the impact on utiiization of mental heaith services of the populations of
ividuals who are currently uninsured we dofine the "impact™ of insurance The
with which we are concemed s the amoum of utilization that wilt occur for
ths uninsured ebove that observed in the currently ingured population.

In order 1o assess the impsect of coverage above that for the insurance on
thosa currently uningurad we dofine ths impact in the following way:

excess impact = [(uninsured baseline use x insurance impact)-(baseline
insured use))/(insured bascline usn)

This approach to calculating the pnipact of nsurance allows one to Incorporste the
impact of (nsurance holding other tactore constant as well as taking account thet at
basefine the uningured may have 8 different prapensity to use services than the
insured population. In order to celculate the impsact one needs to: 1) obtain an
estimate of the insurance impact and 2) mske use of baselne dats.

. This approach was implemented in such a menner as to include separate
mpacts for specialty mentsal health sesvices ang all meutal hosith services delivered

by hesaith care providers.
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in order to estimate the insurance kmpact we estimated two lagistic
jression models where the dependent varisbles wers equal to one if: a) any
} health services were used and zero otherwise Or b} sny specialty mental
edith services were used. The independant variables in both regressions included:
come, age, gonder, marital status. race, educations! attainment, diagnoses other
an severe mental iliness and the insurence status. Insurance status was specified
a dummy variabie that takes 8 vaiue of one if the indlvidual has no coverege for
reatment of mental probiems and 2ore vtherwise.

The regression results are atteched to thig memo. Note thet the insursnce
oefficient marcares an Msurance impacl {VJdds atio) of 1.64 in the regroastion for
memtal health services and was estimated to be 1.893 in the regression for
aity services both are statisticly significant. Using the formula above we
sicidated the impact of MBWaNCe coverage. The ostimetes suggest that overali the
fation that is currently uninsured would wuse all mental health cere ar a rate of
t 1% more than the currently insired populstion [11.64 x 5.95%) -
P.76%)/(8.75%). (Note that they would use 64% more than they are curreatly
ing). The eztimatee {or specialty sactor use suggest that the populstion thet is
urrently uninsured would vse services at 3 rate roughly 5% grester than tha
ntly insured population {{1,993 x 3.66%) - 6.96%]/(6.96%!. This represents
lose to 8 doubiing of the rate 0f use of speciaity services 10 the uninsured.

These estimates suggest that the projections made by both the Tesk Force
orking Group and the HCFA Actusriss were based on sssumptions that geriously
astimate induced utization among alt groupe of unfvsured dividuals. It is
rtant to note thet the uninsured include beth individuals with no mental
roblermns., those with non-severe disorders and those with severs mental ilinesses
e.g. schizopihvrenia and manic depressive iliness). Recall for exampie that the
ctuaries used estimates that had the uninsured non-severety mentafly Hil using at a
rata that was 33% higher than the insured population.
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e National Institutes of Health
National institute of Mental Heaith
. ' 5600 Fishers Lane
Date: December 20, 1993 Rockviflc, Marylond 20857
To: Kenneth Thorpe, Ph.D.
Deputy Assistant Secretary for Planning and Evaluation
DHHS
From: Dtrectof, Division ot Epidemiology and Services Resefrch, NIMH, NIH,
‘ PHS, DHHS

Subject:  Sen. Wellstone's request--Severe Mentally Ill/uninsured

In response Senator Wellstone’s requast, we have provided an angiysis of existing

cost gstimates and newly compiled data to assist in your presentation to the
Sen:% staff. These analyses are contained in Appendix A. Appehdix B contains
the major conceptual issues which need to be addressed in response to his

information requests. Appendix C contains 3 set of preliminary assumptions and
calculptions which may be useful in estimating the cost of coverage for the
uninsyred severe mentally ill under the Administration plan.

Thesa data have been compiled by NIMH staff and we will be pledsed to work
further with you and Dr. Arons in refining this response for the Congressional
review of these cost estimates.

Sincerely,

Darrel A. Regier, M.D., M.P|H.

cC Or. Arons

Dr. Gaus

Dr. Kirschstein
Dr. Goodwin
Dr. Leshner
Or. Norquist
Dr. Rupp
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the Mental Health Workgroup report, costs for the 35 millior
(cepita) were alloceted from the State and local government,
expenditures. This population was then divided into-two g

was recognized that the State and local expenditures provided cs
coverage for sl the other insured groups.

B.
Natior
Refor

In response 10 the request of the Senate Committee on Appro

for Americans wilh Severe Mental llinesses.” This Februa

912024817321

b

P.03

§ uninsured

VA, and other
oups--16% (5.6

-$3,206/capita) considered at higher risk for mental health gervice use from

ot lower risk.
r aithough it
strophic

1ations, the

3| Advisory Mental Health Councll prepared a report entitied{ "Health Care

. 1993 report

focuses on the cost of insurance coverage of medical treatment fof severs mental

iliness commensurate with the coverage of other illnesses. It was
on anrual cost of 6.5 billion, representing ebout a 10% invrease
total diroct costs of mental health care- commensurate benefit for
child SMI population can bo pravided. If the additional cost of 66.5
divided by the 250 million popuiation, there would be a per capita
$26 p+r person. It was also estimated that the economic benefits
covarage will partially offset the cost of the commensurate benefit

ccording to a nationally representative sample, the distribut
illion SMI population (using the Senate Appropriations Com

efinition} by insurance status is appruximately the following:

nsurance Number of psople
rivate 3.3 million people
edicaid and VA and
ther fed gov. 1.0 million peopic
ninsured: 0.8 million people
Total 8 1 million people

Sourca: Data derived from the National Comorbidity Survey, Univer
Michigon, Ronald Kessler--principal Investigator. The propartion ot §

between 16-18% and the proportion of the total popuiation uninsu

stimated that
bver currently
the adult and
billion is
cost incroase of
of such
packagse.

lion of the 5.1
mitiee

sity of
yninsured SMI is
Fad is 15.6%.
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2. Annually, $20 billion are being spent on treating the severely mentally ill.
The distribution of this $20 billion by payer source is the toljowing:

Annual treatment cost

Private health ins. ¢ 8.4 billion

Mediceid, VA other

fed.gov. ¢3.6 billion

State and local gov. $8.0 biliion
Total: $20.0 billion

Source: Data compiled by Dorothy Rice of the Univ. of California—ﬂan Francisco.
These data exclude nursing home costs.

nnually. About half of It is spant on inpatient care and the ather half ie

3. Community based programs: States spend about $8 billion gan the SMI
pent on other programs including case management servic}s' and Programs
in Assertive Communily treatnrnt (PACT).
beveral states introduced targeted case management for high mental health

users. According to a study on a targeted case management program for the
high cost 8MI in NY State, the distribution of the people in the program
(including adults and childron) by payment source is the follgwing:

Ingurance Percentage of
people
Medicaid only 59%
Medicare only 8%
Medicare and Medicaid 10%
VA 2%
Privaie insurance 3%
No insurance 18%
Total; 100%

These deata also indicate that the public system serves a praportion of the
uninsurod in various ways. In this population, the cost/person/year|is approximately
$26,000 and the typical client is young, unemployed single male. ‘i'he reason for
the introduction of tho targoted 0aoc managemont is to reduce the (high ennual
utilization costs through case management.

4.  Dutpatient unlization ot the SMI and the average mental heglith user:

Data from the ECA study indicate that there is no signiticant diffargnce betweon

3
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the EMI and the avarage mental health user population concerning| outpatient
utilization (see Table 1.) About 24% of all people who had contagt with the

mental health system used 50 visits or mora in 3 given year. For the SMI
populdtion the corresponding figure Is 25%. only slightly higher. There is no reason
to belipve that those who are currently uninsured will use more vigits then the SMi

in gogral, however from these duta wo do not know.

Date from the NMES 1387 survey (See Table 3) makes it possible {tv compare the
SMI with the non-8Mi population. These data indicate that the SM] use more visits
then the non-SMi population. A relatively small proportion of the SMI uses a ot of
vigits. |It is posgible that the SMi-uninsurad will show the same utiljzation pettern: a
relatively small proportion of the people will be high users. Their caro can be
managed as it will be described below.

5. lnp}tient utilization: Data are available from the National Reporting Program on
inpatiant days by paymant gource. (spe Tabia 7). Arearding to these data about
60% aqf the SMI people who cannot pay for their care have at ieas} 30 days
hospitalizations which Is 8 lower percentage than for any other payment source.
Their average LOS Is aiso higher, This indicates that among the mgntally Hl
uninsured a large proportion of people is being counted who are very sick, require
hospitalizations, and aiready treated by the public system. There is{ no reason to
believe that a large proportion of the SMI uninsured will need hospjtalizations. It is
most likely that the most severely ill who need hospitalizations are|already using
the styte system, Mowcver, ompirical date 10 address this issue are availabie from
the National Co-morbidity Survey of Ronald Kessler. We expect to| have additional
analyses of SMI by insurance and sorvico use status in the next feyv weeks.




TABLE 1: AMBULATORY CARE

VISITS TO SPECIALTY MENTAL HEALTH
OR GENERAL MEDICAL SETTINGS FOR MENTAL HEALTH REASONS

39 VESITS OR LESS PER VB. $1-50 VISITS PER YR MORE THAN S0 VISITS PER YR.
8 OF YISITS % # OF VISITS % A OF VISITS : »
SeverdyMeatally 00 15.05344;_——4 ..... 473 o a?sz.m L 271 017,50 251
T ——:u‘r:;:—* - 31,613,337 8.0 29,084.34) . 18.4 : ,-,;;—;4, i --! 3
i

Somce: ECA Dat - 198)-1984
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TABLF 2: INPATIENT CARE

P.@7

OF STAY IN DAYS PER PERSON AT S0TH AND 920TH PERCENTILE OF

CUMULATIVE PERCENT OF PERSONS
AMONG ADULTS WITH SEVERE MENTAL DISC

BY PAYMENT TYPE, IN ONE YEAR

JRDERS

PERCENT

FAYMEN]
MECHANISM

SOTH PLRCENINE WiH PERCENTILYE

PERCENIILE fURSVDAYS

NOFEL
PAVMENT

PERSONAL
PAYMINI

86.)

PAYMENT

15 4“

81.7

MEIDICARE
PAYMENT

16 47

MEDICAID
PAYMENT

10 k)

%9

893

VA/CLAMPUS
PAYMRNY

673

PAYMENT

11 60

8.7

Sourve. Nutionsl Flupuﬂixg Puugan




Table >

Visizs to Ambulatory Care Set:tirgs - NMES 19€7

30 visits or les3s py 3L tc 50 visits py More than €0 vimits py
# of s.cita L1 # of visits % # of vigits %
SNT 3,265,113 40.0 1,101,1L) 13.5 3,791,856 4€.5 II
All other mental disordere 76,109,318 63.9 22,041,857 18.5 20,959,691 _7.6 lI
30 visits or less py 31 to S5) visits py More thaa 50 visits py
# of persons ¥ # of persoms i) 8 of perasons *
SMI 276,302 82.4 25,33¢ 7.5 33,014 1¢.0
All other mental disordexs 15,021,121 94 .7 $79,86) 3.7 262,3C0 1.6

£661-02-03d
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Appendix B
Issues relating to Sen. Wellstong's request:
1. Who are the uninsured Severely Mentally Hil ?
The definition of uningured in the case of mental iliness has to be handled with
caution given the large public sector in mental health. The role of the public sector

in terms of fingncing ot care and provision of care is twice as ler:

as that in the

genersl medical sector. Those who are uninsured aro aligible for uging stete

tina

mantal health services. During the last fow years duo to budgetary

constraints several states introduced new eligibility critetia for using publicly

financpd mental health services and gave priority to the severely
uninsured o be eligible 10 use State tinanced mental health sarvic

A large proportion of the severely mentaliy ill is actually nat withn
menta) health services, bul they are using state financed mental h

The public sector provides services for peopie with various health
coverage and also provides services for the SMi uninsured.

Who i¢ served by the public gector who is considered uninsured S

There pre about 72,000 people in forensic care and annually 81 b
their care. There is no reason to assume that health care reform in
have an impact on the cost of care of this population.

Some people who run out of private health cara coverage are aiso
agencies. There Is no reason to bolicve thet the proportion of thes
increase. '

is no reason to believe that this subpopulation segment will increas

2. an the cost of care for the uninsured SMI be managed?

Preliminary findings from a randomizod targeted cese management
California indicate that the introduction of case management for th
population (the top 5% of the people concumo about 60% of the t
expenditliras) can control costs. After the introduction of case man
cost of $29,000/patiant/year was reduced to $18,000/patient/year
vust igduction has been realized by regucing the utiltzation of hosp|
care with approximiately 50% and reducing the use of skilled nursir
with about 50% (Data are frum Teh-wel Hu.)

'F

!

Mentjly il people who are in jail are also get services frum the state system. There

ntally ill
S.

t any kind a
alth services.

nsurance

1?

iTion is spent on

any way will

erved by state
paopls will

program from
g high user
btal

agement, the

. that is a 40%
tal inpatient

vg facilities also
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These data indicate that thore are cost-containment mechanisms

successful in reducing the cost of care for the severely mentally ill

currently uninsured and use public mental heailth services.

The coordination type case management costs about 30-80 centsJ

more {ntensive clinical type case management costs about $3.60

Managed care in private insurance became the key cost-containm
tor
rangi
expected 10 be between 14-22% annually in the private sector.
service of managed care companies is not restricted to private ins

912021017321

P.10

hich are
who are

capita while the

1 $7.16 per

nt mechanism

ntal hegith care. Individual studies indicate various levols of lcost reduction
trom 4.5% to 30% per year. On the sverage the cogt redhiction can be

wever, the
rance

cuinpdites ur simployers. Several s1ates, 6.¢.(state ot Massachusetts) under

budgetary pressures have contracted managed care companies to
menta) health cost of their SMi Medicuid and also non-Medicaid p

duce the
pulation. In

Mass.|the goal of the managed care program is nol vrly to reduce|Costs but also 10

improve outcome for the SMI population. In the State of Nurth Ca

managed care company only manages the cere of high cost sever
digturbed children (according to some information sources).

There

public‘j:rograms or cannot be applied to the non-insured SMI who
utilizing any kind af services.

3.

Please
SMI uninsured under the Administration Plan.

is no reason to believe that cost-containment mechanisms eie

How does the cost af the Administration’s plan differ from t
described previous estimates concerning the uninsured SMI?,

not in place in
16 currently not

he above

se@ Appundix C. Assumptions and Calculations for astimatl\g costs for the
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@; for the SM! uninsured under the Administration
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The lagic of these calculations is the following:
Assumption |:

None
commensurate plan lmore generous than current proposals) s intr

Plan

bt the .8 million uninsured SMI use any services currently. If{the

duced for them

and they start t0 use services, the annual cost will be about §7,482/year/person

(data
wnlliv

X 47,462 = %6 viilion.
Assumption |l

Assuming thet only 80% will use eny kind of services regardless o
the hameless mentally ill and semo othor subpopuletions are not v
kind o‘ mentsl health services), then the total cost will be
O.Bst billion = 4.8 billion.

Assumption il

used in the Appropriations Commirttee report). The total annyal cost will be .8

f benefits {e.g.
illing to use any

According to Dorothy Rice, approximately halt ot the $8 billion is ipent on

inpatient care and the other haif is on community care. Therefore
be divided and we assume that 2.4 blllion wiil be spent on inpatien
billion jon outpatient care. In the calculations to follow we will see
reductions both in the inpatient and outpatiunt care costs.

“Assumption IV,

The commaensurate coverago assumed no limits on inpatient care, 1
propo
approximately 40% since approximately 40% of the peoplc will ha
30 days LOS. (See table 2}. Therefore the $2.4 billion inpationt ¢q
ragucad by $.9 billion to 81.5 billion. (The $.9 billion will have to b
the State mental heaith agency.)

Assumption V.

I includas only 30 days. Thorofore, the $2.4 billion has to ia

4.8 billion will
tand §2.4
further

he current
reduced by
e longer than
sts will be

e picked up by

As farias cutpetienl vore is cuinerned the ECA datg (Table 1) indi
roughly 50% of the SMI has more than 30 visits. in current propo:
visits are allowed. Therefore, the outpatient costs of $2.4 billion

-7

gte that b2.5%,
als only 30
ill be reduced hy




DEC-20-1993 12:@2 FROM DIl EP] £ SERU RES TO 912821217321  P.12

about 50% to $1.2 billlon. (Again, if current lovels ot outpatient use are supported,
as psychotherapy, the $1.2 billion would have to be picked up by fthe state mental
health egency.. If some part of this oulpatient use Is medication management,

So far|it is calculated that Heatth Plans will spond $1.5 billion on i patient care and
31.2 pillian for outpatient care for the uningured SM!, a total of $2.7 billion.

r. If we assume that halt of the need of the non-insured SM{ is being served
by the public mental haaith system currently, (or half of the peopid in noed are
being surved), then the $2.7 billion total can be reduced by 50% tp a total of $1.4
billion; That is approximately §1.4 billion would be spent by the Health Plans on
the uninsured 3MI, aid U cusL per caplta wlli be $1.4 billion/1 7Y million

adults|= $7.8 per capita premium costs. This much additional costs £an be
expected once the currently uninsured SMI obtain Insurance under{the new
syster.
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MENTAL HEALTH | SUBSTANCE ABUSE ESTIMATES

Establishing the Baseline

A. Baseline Data

The baseline for the estimates was derived from the Rice et al. (1990)' estimates of the costs
of alcohol, drug abuse, and mental (ADM) disorders. These estimates are based on utilization and
expenditure data and as such exclude administrative costs. Using the estimates prepared by Rice
et al which update the 1985 estimates of direct costs to 1990, the following components were
subtracted:

Research/Support Costs
Nursing Home Costs - 90% (which are those accounted for by people 65 years

and older)

0 ADM costs that stem from comorbid physical conditions (e.qg., a portion of liver
transplant can be linked to alcohol abuse). This amounted to $4.3 billion.

0 Prevention and data development set asides in the federal ADM Block grant.

These deductions were $20.9 million for mental health and $225.6 million for
substance abuse.?

The allocation between alcohol and drug abuse was made according to the distributions reported
in the Rice et al study. Costs associated with forensic hospital care in state mental hospitals.
were also deducted from the state mental health system expenditures. This amounted to $0.7
billion in 1990.°

'Rice D.P. et al, "The Economic Costs of Alcohol and Drug Abuse and Mental lliness 1985,"
Final Report ADAMHA Contract Number 283-87-0007 1990. Rice et al have updated the 1985
estimates to 1990.

2 These totals were the 1990 actual allocations under the Block grant.

% These data were obtained from the National Association of State Mental Health
Program Directors.
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This yielded an estimate of $54 billion in 1990 for total ADM costs. A reconciliation with
National Health Accounts yielded a similar estimate of approximately $54 billion dollars in direct
costs. (Table 1)

Total expenditures were then divided among sources of payment. Table 2 summarizes the
distribution of baseline costs by payer source. Privats insurance expenses consists of total
spending from private sources estimated by Rice including out-of-pocket payments and
philanthropy. Some adjustment was made to the private insurance expenses reported by Rice
et al based on more recent data provided to SAMHSA from the Department of Defense.’
Medicaid dollars were based on the high estimate of the range identified by Wright and Buck®
trended forward to 1990 dollars. The high end was chosen because since 1984 the advent of
disproportionate share rules has increased Medicaid payments associated with ADM disorders.
The Medicaid total was estimated at $9.5 billion in 1990. The Medicaid dollars were allocated
to Alcohol, Drug Abuse and Mental Health according to the aggregate proportions found by Rice
et al. State and local data are based on data from the Center for Mental Health Services
(CMHS) Inventory and National Drug and Alcohol Treatment Utilization Survey (NDATUS). Using
data from the CMHS Inventory and NDATUS $2.2 billien was allocated to Medicare. The
Veterans Administration share was based on 1990 data from the CMHS' Inventory data and from
data on substance abuse care from the VA. An "other” federal category is defined as a residual
of federal funds.

B. Population Groups

The total population in 1990 was 248.7 million.
0 22.1 million Medicaid eligibles in 1990 (CBO calculations 1993)

0 31.2 million people 65 years and older {Census of Population).

* These data were reported in a memorandum dated April 16, 1993. (copy attached)

® Wright G.E., and Buck J.A.,"Medicaid Support of Aicohol, Drug Abuse and Mental
Health Services" Health Care Financing Review 13 (1) 117-128 1991




0 35 million uninsured persons, 16% of whom (or 5.6 miilion) had a serious mental
problem.®’
0 160.4 million privately insured population constitutes the remainder

The estimates discussed in this paper focus on three population groups: the privately insured,
the uninsured, and a high user population currently served through the public mental health and
substance abuse sectors populations. The population figures were used as follows to weight the
three components of an estimated premium:

0 Insured 82.0%
0 Uninsured 15.1%
0 High Users 2.9%

C. Baseline Per Capita Estimates

The population groups defined above were used to develop baseline per capita costs for each
group. For the privately insured we divided the expenditures estimated from Rice by the size
of that group. Costs from the VA, state and local governments and other federal costs were
allocated to the uninsured and high users.”

® Norquist G., and Wells K., "Mental Health Needs of the Uninsured”" Archives of General
Psychiatry 48: 476 1991

" This number is consistent with data from the National Comorbidity survey which
reports that approximately 23% of those without insurance report any mental disorder. These
data were obtained via personal correspondence with Ron Kessler and are available in a draft
manuscript by Kessler et al.

® This allocation procedure represents a substantial simplification of the complex
relationships between insurance coverage and the use of public programs.




D. Estimating Premium for Privately Insured

The above set of calculations yields a privately insured per capita estimate of $138. This figure
is then further adjusted by $12 to remove estimated cost of philanthropy®, yielding a
starting baseline insured premium of $126.

Starting with the $126 baseline estimate, the following was done:
$126 * 0.96 * 1.51 * 0.67 * 1.135'° = $138.90 insured
o 0.96 to remove 4% of the costs that are associated with
prescription drugs. The prescription drug costs were included in
the estimates of the drug portion of the benefit package
0 1.51 aging data to get 1994 number

0 0.67 to remove 33% effective coinsurance rate."

0 1.135 load for administrative costs

*Mental health philanthropy calculation - Data from the 1992 | 1993 "Dimensions of the
Independent Sector” reports $1.86 billion in 1988 for public support (gifts, grants, and
contributions) to mental health. The report also indicates that in the health area private
philanthropy is approximately 62% of public support. Taking 62% of $1.86 billion yielded $1.15
billion in 1988 dollars; aging the data to 1994 dollars yields $12 per capita for philanthropy.
Subsequent to the estimating process it was realized that a 1990 estimate rather than a 1994
estimate should have been used, since the $138 per capita is for 1990.

"% For purposes of these estimates the earlier adopted administrative load of 13.5% was
used. This will be adjusted to 15% during the re-estimating process.

"The 33% effective coinsurance is derived based on the following factors: (1) the inpatient
coinsurance rate is 0.26 because 6 - 7% of inpatient days are for first days which have a
deductible, and the coinsurance rate for the remaining days is 20%; (2) The effective
coinsurance rate for outpatient services is 0.47, which is derived because 90% of outpatient
visits are for psychotherapy which has a 50% coinsurance, and 10% of outpatient visits are for
medication monitoring. The inpatient and outpatient coinsurance figures are then weighted based
on the distribution of costs: 0.65 for inpatient and 0.35 for outpatient (0.65 * 0.26 + 0.35
* 0.47) yielding a 33% effective coinsurance rate overall.



E. Estimating Premium for the Uninsured

For purposes of estimating the costs associated with the 35 million uninsured
population, the group was divided into the seriously ill/high user category (16 %)
and the remaining uninsured. Epidemiological data (Norquist) suggest that 33%
more uninsured than insured have serious psychiatric disorders {(roughly 16%
of the uninsured have a serious mental illness while about 12% of the insured
have a serious disorder).'* To explain Norquist’s results it was assumed that
the mental morbidity curve of the insured would have to be shifted rightward
for the uninsured population to give a 33% higher morbidity at the tail; that is
utilization for the entire uninsured population, and not just the high users, was
assumed to be higher.

The uninsured premium estimate was calculated by adjusting the insured
premium number by 33%:

$138.90 * 1.33 = $184.73 uninsured

F. Estimating the Baseline for the High User Premium

For purposes of estimating a high user premium, the baseline starting point used
was current public sector spending which is discussed in A. above. Specifically
the state and local spending ($15.9 billion) and the Federal sources spending
($4.2 billion) were used for an estimated total public sector spending of $20.1
billion in 1990. For purposes of these calculations Medicare and Medicaid
sources were excluded.

Public sector spending was divided into inpatient and community based care.

"Norquist G., and Wells K., "Mental Health Needs of the Uninsured,” Archives of General
Psychiatry, 48: 476, 1991.




Inpatient

Mental Health U.S. 1992 reports that 58% of state funds are for state mental
hospitals. Using the $20.1 base gives a figure of $11.66 billion for inpatient
care. Calculation of the portion of the public sector dollars for inpatient care
that should be excluded from the premium was done as follows:

o) National Association of State Mental Health Directors (NASMHD)
March 15, 1993 memorandum indicates that 21.4% of state
inpatient expenditures are for 60 or fewer days. (copy attached)

0 11.66 x .786 = $9.2 billion should be excluded for stays over 60
days

Community-based services

Community based care is estimated to account for $8.44 billion in costs. The
estimate assumed that 30% of the community-based resources would need to
be excluded from the premium estimate. The following information contributed
to this assumption:

-- Ohio reported that 12 % of community based expenditures were for
Forensic related care which will remain with the public sector (e.g.,
halfway houses, counseling, residential).

-- Ohio reports 7% administrative costs

-- NASMHD data report 7% of dollars are associated with case
management. The State of Ohio reports 4% associated with
rehabilitation and 12% with case management. This is similar to
the Medicaid experience of 9% for these two types of services.

-- Partial hospitalization (120 days) and residential treatment (30/60)
services both have limits, with the assumption being that public
sector resources will continue to fund services beyond the limits.
NASMHD reports that 12% of expenditures are associated with
partial and 17% with residential. Mental Health U.S. reports the
median days of stay in partial care as 115, with individuals with
schizophrenia having a median of 153 and accounting for 32% of
admissions to partial programs.
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Assuming a total of 30% for non-covered community-based services and
activities:

$8.44 B (community based care) x .30 = $ 2.5B to be excluded

Combining the inpatient and community-based services exclusions yielded the
following estimate:

$2.5 + 9.2 = $11.7 to be excluded or 58% of public spending

Erring on the conservative side a 55% figure for portion of public dollars to be
excluded was picked.

Portion of Public Funds Devoted to High Users

Diagnostic data from U.S. Mental Health 1992 indicates that 80% of inpatient
admissions to state and county mental hospitals are for serious mental
disorders. However, use of an 80% factor would yield a dollar allocation to the
uninsured population that would be counter intuitive (i.e., spending that is
higher than when covered by insurance). While high users constitute only 80%
of public sector users, they likely constitute much more than 80% of public
spending. Thus, 90% of public sector resources were assumed to be
associated with high users.

Calculation of High User Premium
The calculation of the high user premium was as follows:

$20,100 * 0.9 * 0.96 * 1.45 * /5.6 = 4496.66
4496.66 * 1.51 * 1.135 * 0.45 * 0.67 = $2,323.54 high user

o 20,100 total public sector spending, excluding Medicare and
Medicaid
0 0.9 assume 90% goes to high users

o} 0.96 excluding 4% for drugs

i,g



o) 1.45 assume 45% increase as a result of plan'®
0 5.6 million uninsured are seriously ill

0 1.51 aging data to get 1994 number

0 1.135 loading by 13.5% for administrative cost'*

o} 0.45 since 55 % of public spending estimated to be excluded under
plan

0 0.67 to remove 33 % effective coinsurance rate

G. Philanthropy

It was assumed that health reform would reduce philanthropy by half. It was
also assumed that philanthropy would increase by 5% annually so in 1994 the
$6 would grow to $7.29. However, the rate of growth for services is more
than twice that of philanthropy. Thus, it would take $18.12 in 1994 to cover
the same amount of services covered by the $12 of philanthropy in 1990. The
difference of $10.83 per currently insured (or $8.88 per enrollee) would need
to be made up by the plan. Loading by 13.5% and removing 33% coinsurance
gives:

8.88 * 1.135 * 0.67 = $6.75

"“The 45% is based on the assumption that with health reform the cost of the covered
services which the public sector will provide would increase to roughly the average of the top
10 states. Since the cost will no longer be limited by the local tax base but would have the
entire nation to draw from, poorer states would be able to increase their spending on services
covered under health reform. This would result in a 60% increase in national per capita state
and local spending. This figure was discounted to 45% to take into account geographical
variations other than higher utilization that might partially explain the top 10 states higher
mental health spending.

"For purposes of these estimates the earlier adopted administrative load of 13.5% was
used. This will be adjusted to 15% during the re-estimating process.



H. Calculation of Overall Premium

The various population group premiums are then weighted and combined with
the philanthropy calculation to yield a total premium estimate:

Population Group Premium Weights Weighted Premium
Insured 138.90 82.0% 113.90
Uninsured 184.73 15.1% 27.89
High User 2323.54 2.9% 67.38
Subtotal 209.17
Philanthropy 6.75% 100.0% 6.75
TOTAL: $215.92

Estimated change when moving from 30 to 60 day benefit is $50. We used
50% of this difference for the estimate assuming aggressive utilization review.

$215.92 + $25 = $240.92 rounding to $241 per capita'®

The methodology we are using for the estimates under the Health Security Act
risk rates premiums by health insurance policy type. Under this approach there
is a difference between per capita costs across the nation, and the costs for
risk pools within different types of insurance policies.

In order to move to an estimated premium, we pooled singles and couples with
no children and calculated a per person premium based on the characteristics
of individuals in this risk pool. Single parent families define their own risk pool,
as do dual parent families. Under this methodology, a single policy is estimated
to have $285 in mental health and substance abuse costs, a couples policy

'* Approximately 20% of per capita is for substance abuse.
(20% of $241 = $48, or approximately $50).
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$570, a single parent policy $567, and a dual parent policy is estimated to
include $636 for those same benefits. In the context of the overall premium
estimates, mental health and substance abuse accounts for approximately 15%
of the total premium.



TABLE 1: NATIONAL HEALTH ACCOUNTS

DIRECT COST OF ADM DISORDERS
UPDATED TO 1990 (IN MILLION $)

(5/10/93 rev.)

ALCOHOL DRUG MENTAL TOTAL
| ABUSE ABUSE ILLNESS

TOTAL DIRECT COST $10,142 $3,156 $64,201 $77,499*
ADM ORGANIZATIONS $ 3,656 $1,291 $19,516 $24,463
SHORT STAY HOSPITAL $ 4,032 $1.,424 $10,593 $16,049
OFFICE BASED
PHYSICIANS $ 240 $ 88 $ 3,655 $ 3,983
OTHER PROFESSIONAL
SERVICES $ 329 $ 32 $ 6,599 $ 6,960
NURSING HOMES $ 1,095 $16,478 $17,573**
DRUGS $ 2,191 $ 2,191
SUPPORT COST $ 790 $ 321 $5,169 $ 6,280"* |

*Excludes $4.3 billion direct cost for treatment of co-morbid physical disorders.

**Excluding 90 percent of nursing home costs for those 65+ years, Research/Support Costs, $0.7 billion for continued State
g p g
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Foresnic Psychiatric Services. and $0.4 hillion for prevention and data
collection portions of the SAMHSA block grant (25 percent). leaves a total base of $54.3 billion Direct Treatment Costs for Mental Health and Addictive Disorders (1990).
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TABLE 2
AGGREGATE DISTRIBUTION OF BASELINE FUNDS FOR SUPPORTING
THE COMPREHENSIVE MENTAL HEALTH AND
SUBSTANCE ABUSE BENEFIT

(IN BILLIONS)
1990 1994
Private Insurance $§22.2 $28.0
Medicaid'[ S 9.5 $12.0
Federal $ 5.3 S 6.7
State $ 4.2 $ 5.3
Federal Sources S 4.2 $ 5.3
VA $ 2.3 $ 2.9
Block Grant $ 1.0 S 1.2
Other $ 1.0 $ 1.3
Medicare (excluded) $ 2.2 $ 2.8
State and Local $15.9 $20.1
State $13.0 $16.5
Local $ 2.9 $ 3.6

Total $54.0 $68.2
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APRIL 16, 1993
SUGGESTED CORRECTIONS TO SUBSTANCE ABUSE (S.A.)
EXPENDITURE DATA FROM MODEL
the following data were presented:
HOSPITALS S.A. TREATMENT ALL OTHER
ORGANIZATIONS PROVIDERS TOTALS

CATEGORY S$SMIL % SMIL % SMIL % SMIL %
PRIV HI $1,632 37.1% $1,113 22.5% $301 43.7% $ 3,047 30.4%
MEDICAID $§ 814 18.5% S 411 8.3% $139 20.2% $ 1,364 13.6%
ST & LCL $ 977 22.2% $3,037 61.4% $151 21.8% $ 4,165 41.5%
VA $ 35 0.8% $ 20 0.4% $ 0 0.0% § 55 0.5%
MISCELL $ 330 7.5% $ 317 6.4% $ 75 10.9% § 722 7.2%
MEDICARE $§ 612 13.9% S 49 1.0% S 23 3.4% §$ 684 6.8%
TOTAL $4,400 100.0% $4,947 100.0% $689 100.0% $10,036 100.0%
The corrected data should be: ‘ '

HOSPITALS S.A. TREATMENT ALL OTHER

ORGANIZATIONS PROVIDERS TOTALS

CATEGORY SMIL % SMIL % SMIL % SMIL %
PRIV HI $1,976 36.2% $1,113 22.5% $301 43.7% $ 3,390 30.6%
MEDICAID $ 814 14.9% $ 411 8.3% $139 20.2% $ 1,364 12.3%
ST & LCL $ 975 17.9% $3,037 61.4% $151 21.8% $ 4,163 37.5%
VA $ 751 13.7% $ 20 0.4% $ 0 0.0% § 771 6.9%
MISCELL $ 330 6.1% $ 317 6.4% $ 75 10.9% $ 722 6.5%
MEDICARE $ 610 11.2% $ 49 1.0% $ 23 3.4% S 683 6.2%
TOTAL $5,456 100.0% $4,947 100.0% $689 100.0% $11,092 100.0%
Documentation:
1. PRIV HI/HOSPITALS includes $344 million for inpatient treatment of

substance abuse of military personnel in military hospitals (this was
not captured in the NCHS National Hospital Discharge Survey); source -
the Department of Defense (Health Affairs).

The VA/HOSPITALS has been corrected (this was not captured in the NCHS
National Hospital Discharge Survey; the dollar amount 1is for the
substance abuse treatment only in VA hospitals); source the Veterans
Affairs (Mental Health).

CMHS, has said that there should be almost no overlap in dollar amounts
between its data source inventory and the DoD and the VA.
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Establishing the Baseline

A. Baseline Data

The baseline for the estimates was derived from the Rice et al. (1990)' estimates of the costs
of alcohol, drug abuse, and mental (ADM) disorders. These estimates are based on utilization and
expenditure data and as such exclude administrative costs. Using the estimates prepared by Rice
et al which update the 1985 estimates of direct costs to 1990, the following components were
subtracted: b ' ' '

Research/Support Costs
Nursing Home Costs - 90% (which are those accounted for by people 65 years

and older)

0 ADM costs that stem from comorbid physical conditions (e.g., a portion of liver
transplant can be linked to alcohol abuse). This amounted to $4.3 billion.

0 Prevention and data development set asides in the federal ADM Block grant.

These deductions were $20.9 million for mental heaith and $225.6 million for
substance abuse.?

The allocation between alcohol and drug abuse was made according to the distributions reported
in the Rice et al study. Costs associated with forensic hospital care in state mental hospitals
were also deducted from the state mental health system expenditures. This amounted to $0.7
bittion in 1990.°

'Rice D.P. et al, "The Economic Costs of Alcohol and Drug Abuse and Mental lliness 1985,"
Final Report ADAMHA Contract Number 283-87-0007 1930. Rice et al have updated the 1985

estimates to 1990.
2 These totals were the 1990 actual allocations under the Block grant.

* These data were obtained from the National Association of State Mental Health
Program Directors.



