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Introufion
Proposals to enroll people with severe

mental illness, particularly Medicaid ben-
eficiaries, in health maintenance orgaimza-
tions (HMOs) have generated concerns on
the part of mental health policy analysts
and providers.1-4 Among these concerns is
that beneficiaries enrolled in HMOs will
use the mental health treatment programs
available in their communities less fre-
quently than do beneficiaries under tradi-
tional Medicaid. It is feared that this re-
duced use, particularly if accompanied by
reduced payments to treatment programs
by HMOs, will have an adverse effect on
the financial viability of these programs. In
this article we analyze use and reimburse-
ment of community-based mental health
treatment pams on the part of Medic-
aid beneficiarieswith severe mental illness.
The experience of beneficiaries randomly
assigned to prepaid plans is contrastedwith
that of beneficiaries in traditional Medic-
aid. Throughout the article, we use the
termcomnuniy-basedtreanentpmgram
to include conmunity mental health cen-
ters, crisis centers, day treatment pro-
grams, and drop-in centers, all ofwhich are
typically major providers of mental health
care to indigent populations.

Concerns about the Inteiface
between HMOs and
Communily-&sed Treatment

The manner inwhich HMOs relate, or
might relate, to community-based mental
health treatment programs has been a mat-
ter of debate.5.6A recent survey ofthe ben-
efits provided by HMOs to their private
sector enrollees reported that 53% exclude
treatment of chronic mental illness from
their standard benefit plan and 64% ex-
clude long-term psychotherapy.7 These fig-
ures suggest that many HMOs may have
limited experience in delivering services to
severely mentally ill persons and have lead
to concerns that HMOs may not take full
advantage of community-based programs

in treating their enrollees. However, HMO
enrollees with severe mental illness may
seek out publicly subsidized community-
based programs to avoid HMO gatekeep-
ers or to circumvent other HMO policies
that restrict access. Such a strategy seems
particularly likely for Medicaid beneficia-
ries, who may be familiar with these pro-
grams through past use. In some cases,
HMOs may encourage the use of commu-
nity-based treatment programs through
contractual and other, less formal, meth-
ods, to reduce their own costs of treating
enrollees with severe mental illness.8.9 An
HMO would realize cost reductions if the
charges of the community programs were
less than the cost ofdelivering similar serv-
ices through HMO providers or if the
HMO did not fully reimburse the charges
billed by these treatment programs.

If the overall use ofcommunity treat-
ment programs drops as a result of enroll-
ing Medicaid beneficiaries in HMOs, pro-
gram supporters fear that public sector
subsidies and Medicaid reimbursements
will be reduced. Such reductions could
force these programs to scale down their
activities or, in the extreme, to discon-
tinue their operations. However, program
supporters also foresee possible negative
consequences, from a public policy stand-
point, ofgreater use of community-based
programs by HMO enrollees. For exam-

ple, the public sector might, in effect, pay
twice for the mental health care ofHMO
enrollees: once through general public sub-
sidies provided to the programs and once

through the capitation payment made by
Medicaid to theHMO, which is intended to
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cover all of the costs of providing care to
HMO enrollees. If the programs were re-
imbursed appropriatelybyHMOs for serv-
ices they provided, then, at least in theory,
public subsidies to these programs could be
reduced so that double paying did not oc-
cur and the programs would not be ad-
versely affected. On the other hand, ifbud-
get subsidies were reduced by amounts
greater than the reimbursements received
by community-based programs for treating
HMO enrollees, these programs would be
faced with the need to provide more serv-
ices but with fewer resources.

We tested two general hypotheses re-
lated to these issues. The first hypothesis
was that the use of community-based
treatment programs by severely mentally
ill Medicaid beneficiaries would differ
from the use observed under traditional
Medicaid. Given the conflicting argu-
ments that can be made, we did not assign
a directional expectation to this hypothe-
sis. Also, we did not address whether re-
ductions in the use of community-based
treatment programs would imply poorer
quality care or result in worse patient out-
comes, even though these are obviously
important research issues. The second hy-
pothesiswas that the proportion ofpatient
charges forwhich payment is not received
by community-based programs (whichwe
define as the "write-off") would be higher
for Medicaid beneficiaries in HMOs than
for beneficiaries in traditional Medicaid.

The Hennepin Count
Demonstrtion

In 1982, the Health Care Financing
Administration authorized six states to en-
roll Medicaid beneficiaries in prepaid
health plans on a demonstration basis. As
part of this demonstration, in Hennepin
County (Minneapolis), Minnesota, 35% of
all Medicaid beneficiaries were randomly
assigned to receive services from prepaid
plans. They were then provided with as-
sistance in selecting a plan; those who did
not make a choice ultimately were as-
signed to a plan. Enrollment ofindividuals
whowere disabled owing to mental illness
occurred between November 1986 and
April 1987; service delivery for early en-
rollees began on January 1, 1987.10

The four prepaid plans that enrolled
beneficiaries in the disabled categorywere
all individual practice association plans.
Their sponsoring organizations were Blue
Cross/Blue Shield, Hennepin County, the
University of Minnesota, and an indepen-
dent organization affiliated with a local

hospital corporation. The Hennepin
County plan subcontracted with the
county hospital (a major provider of men-
tal health services) and county-subsidized
community-based treatment programs for
the delivery of mental health care. Blue
Cross/Blue Shield also offered access to a
broad array of mental health providers,
including many community-based pro-
grams.

The prepaid plans were reimbursed
at 95% of estimated Medicaid costs (pro-
jected on the basis of historical trends),
with different rates established on the ba-
sis of age, sex, Medicare participation, in-
stitutional vs noninstitutional residence,
and eligibility status. The plans were re-
quired to deliver all services covered un-
der traditional Medicaid, including all nec-
essary mental health care; were screened
to ensure that they had the ability to pro-
vide the required range of mental health
services; and were subsequently moni-
tored by the state to ensure that they de-
livered these services effectively.11 As
part of their participation in the demon-
stration, they were expected to refer en-
rollees, as needed, to community-based
treatment programs and to reimburse
these programs for their services.

In implementing the demonstration,
several steps were taken to address the
concerns expressed by mental health ad-
vocates and providers that the prepaid
plans would not be able to develop effec-
tive linkages with community-based treat-
ment programs and therefore that the con-
tinuity of treatment for patients would be
interrupted.12 For instance, the demonstra-
tion administrator in Hennepin County had
experience in mental health care, as did
staff members in the state demonstration
office. Also, the availability of a county-
sponsored plan gave beneficiaries an op-
tion that provided access to most commu-
nity-based treatment programs. In
addition, enrollees were permitted to
switch plans within 60 days of their initial
choice, giving them a second chance to se-
lect plans that allowed them to maintain
their relationships with mental health treat-
ment providers. To minimize transition-
related problems, an informal grievance
procedure was developed that, in most
cases, resulted in the prepaid plan's agree-
ing to pay for completion of treatment by
the original provider or completion of the
recommended course of treatment by plan
providers. A demonstration advisory
groupwas formed to develop standards for
monitoring quality of care, for conducting
medical records review, and for managing
the special needs of mentally ill beneficia-

ries. At the end of the first demonstration
year, plan contracts were amended to en-
able enrollees to self-refer to mental health
providers without authorization from a

family practice physician or a psychia-
trist.13

At the end of the second program
year, which was the first year in which
disabled beneficiaries were enrolled in
prepaid plans, the Blue Cross/Blue Shield
plan withdrew from the demonstration,
citing unexpectedly high use of services
by plan enrollees. Because of Medicaid
administrators' concern about the capac-
ity and willingness of the remaining three
plans to assimilate all of Blue Cross' dis-
abled enrollees, these individuals were
transferred back to traditional Medicaid,
although the overall demonstration con-
tinued.

Dat and Methds
Study Sample

First, Medicaid recipients aged 18 to
65 years who were classified as disabled
were identified from Medicaid records.
Then an algorithm based on ICD-9 diag-
nosis codes and the number and frequency
of claims was developed to identify ben-
eficiaries in this group with severe mental
illness.10 Applying this algorithm to Med-
icaid claims tapes for the 2 years before
November 1986 yielded 500 individuals
who had been randomly assigned to the
prepaid group. However, 104 were ex-
cluded from the study for a variety of rea-
sons (e.g., spoke a language other than
English, were deceased, had moved out of
area). Completed in-person baseline inter-
views were obtained for 93% of the po-
tential interviewees (369 individuals) in
the prepaid group. In a similar fashion, 510
individuals remaining in traditional Med-
icaid were identified as severely mentally
ill, 90 were excluded from the interview
sample, and 93% (370) of the remainder
were interviewed at baseline.

Follow-up interviews were planned
for 1 year after the baseline interview, but
when the state discontinued participation
on the part of the disabled group effective
January 1988, modification of the inter-
view schedule was necessary. For indi-
viduals enrolled in prepaid plans, fol-
low-up interviews were administered
during the period between notification of
the state's intent to transfer them back to
traditional Medicaid and 2 weeks follow-
ing the transfer. Because intake dates for
enrollment, and therefore entry into the
study, varied, the period between baseline
and follow-up interview ranged from 7 to
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12 months, with an average length of ap-
proximately 11 months. Follow-up data
for the comparison group were collected
according to the same schedule, with in-
dividuals randomly assigned interview
dates from 7 to 12 months after their base-
line interviews, matching the prepaid
group on a one-to-one basis. Follow-up
interviews were completed with 354 indi-
viduals in the prepaid group and 366 in the
traditional Medicaid group, resulting in
complete baseline and follow-up data for
about 96% of the individuals who com-
pleted the baseline survey. As the com-
parisons in Table 1 indicate, there were no
significant differences in demographic
characteristics or general use of health
services between the two groups.

A second data source was used to
supplement the self-report data collected
in the in-person interviews. At the fol-
low-up interview, respondents were
asked to identify community-based treat-
ment programs they had used since the
date of the baseline interview. Record ab-
stractors then visited these programs, be-
ginning approximately 6 months after the
date of the follow-up interview to ensure
completeness of billing records, and re-
corded all charges and reimbursements for
sample members during the demonstra-
tion. Interviews with program administra-
tors suggested that receipt of additional
reimbursements for services to sample

memberswas highly unlikely. No baseline
data on charges and reimbursements were
collected.

Statistical Methods
Both "unadjusted" and "adjusted"

differences in mean values of measures of
service use and reimbursement were cal-
culated for the prepaid and traditional
Medicaid groups. Unadjusted differences
are differences in average values for the
two groups when no statistical controls
are applied for differences in baseline
characteristics. The groups were similar at
baseline with respect to observable char-
acteristics; this similarity supports the use
of unadjusted means in making compari-
sons with the entire sample. Adjusted dif-
ferences are the differences that remain
after a statistical relationship between the
service use or reimbursement variable and
the set of covariates listed in Table 2 has
been estimated. Adjusted comparisons
control for remaining baseline differences
in beneficiary characteristics. The use of
adjusted differences reduces the variance
in the estimate of the difference between
the experience of beneficiaries in prepaid
plans and that of beneficiaries in tradi-
tional Medicaid. When estimating ad-
justed differences in the use and nonuse of
community-based programs, we em-
ployed logit analysis and calculated differ-
ences by setting independent variables

equal to their mean values. When estimat-
ing differences in number of visits, we
used multiple regression analysis in which
the dependent variable was the number of
visits reported at the follow-up interview
minus the number reported at baseline. By
using the change in number of visits to a
community mental health program as the
dependent variable, we avoided estima-
tion problems that can occurwhen the dis-
tribution ofthe dependentvariable is char-
acterized by a high proportion of zero
values, as is the case for visits to some

types of treatment programs. The coeffi-
cient on the prepaid vs traditional Medic-
aid variable was interpreted as the differ-
ence in the change in the measure for the
two groups.

Multiple regression techniques were
also used to test hypotheses relating to
HMO write-offs. However, because no
baseline data on reimbursements were
collected, the adjusted difference relates
to the average write-off during the period
covered, rather than to the change from a
baseline to a follow-upvalue. Because this
analysis relates only to beneficiaries with
some service use, and there is no concen-
tration of dependent variable values at
zero, impacts are not measured in terms of
changes from baseline measures.

A drawback to the use of adjusted
differences (whether calculated by logit or
multiple regression analysis) is that fewer
observations are available for analysis be-
cause of the cumulative impact of missing
values for variables. To minimize the loss
of data, mean sample values for indepen-
dent variables were substituted for miss-
ing values; this was done for five or fewer
observations for each variable. Where
data were missing for dependent vari-
ables, observations were dropped from
the analysis. Consequently, the sample
sizes used in estimating adjusted effects
vary; sample sizes are reported in the ta-
bles, along with significance levels.

Results
Use of Community-Based Mental
Health Treaftent Programs

Use of community-based treatment
programs was measured on the basis of
interview responses at baseline and follow-
up; each measure covered the 3-month pe-
riod prior to the interview. At the baseline
interview, a significantly larger percentage
of the traditional Medicaid group than of
the prepaid group reported visiting a day
treatment center (12.90%o vs 7.07%), and
the difference in average number of visits
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approached statistical si nce as well
(3.47 vs 2.07, respectively). The groups
were similar at baseline for other measures
of use (Table 3).

A comparison of the unadjusted
means for percentage of beneficiaries re-
porting a visit and average number of vis-
its during the demonstration (Table 3, col-
umns 4 and 5) indicates that prepaid group
members used the services less often, but
none ofthese differenceswere statistically
significant (column 6). Two differences
approached statistical significance: bene-
ficiaries in prepaid plans reported fewer
visits, on average, to community mental
health centers (.29 vs .53) and a smaller
percentage reported visits to crisis centers
(4.18% vs 7.10%).

The number of visits generally de-
clined over the course of the demonstra-
tion for the prepaid group, except for
drop-in centers, where self-reported use
increased (Table 3, columns 7 and 8).
Therewas a reduction of .26 in the average
number of community mental health cen-
ter visits by the prepaid group, compared
with an increase of .11 for the traditional
Medicaid group; the difference in these
changes reached statistical significance at
the .07 level (column 9). Changes in the
use ofday treatmentwere significantly dif-
ferent at the .08 level, owing to a large
decline in the number of visits by the tra-
ditional Medicaid group.

Column 10 of Table 3 shows esti-
mates of the difference between the two
groups in the probability of using each
treatment program during the demonstra-
tion, after baseline characteristics of the
respondents were controlled for. None of
the estimated differences approach statis-
tical significance (column 12). Column 11
presents estimates of differences (prepaid
groupvs traditional Medicaid group) in the
changes in number of visits from baseline
to follow-up period when respondent
characteristics were controlled for. Again,
these estimated differences are not statis-
tically significant.

In summary, these results suggest
that the enrollment ofMedicaid beneficia-
ries in prepaid plans had a limited impact
on the beneficiaries' propensity to use
community-based mental health treat-
ment programs and very little impact on
the average number of visits to these pro-
grams. A consistent, statistically signifi-
cant pattern of less use by prepaid group
members was not evidentwhenwe exam-
ined changes from baseline values or
when we controlled for the baseline char-
acteristics of respondents in estimating
differences.

Chaiges and Write-offs for
Community-Based Mental Health
Treatment Programs

Drop-in and crisis centers were omit-
ted from this analysis because billing rec-
ords did not exist, were incomplete, or
were of questionable reliability. The data
on the remaining two programs cover the
entire period in which the sample member
was a participant in the demonstration,
rather than the 3-month recall period used
in the analysis of data on service use. The
analysis has several limitations. Because
comparisons of mean values are reported
only for users of services whose records
were accessible, the sample sizes are small.
Also, the protection provided by random-
ization does not apply to these compari-
sons (columns 3 and 4) because they rely
onlyon self-selected samples ofindividuals
who reported some service utilization.
Therefore, it is possible that observed dif-
ferences (column 5) could reflect respon-
dent characteristics as well as demonstra-
tion impacts. To address this possibility,
we also estimated differences using regres-
sion analysis (column 7) to control for se-
lected baseline characteristics (indicated in
Table 2), where sample size permitted.

As Table 4 indicates (under the head-
ing "Total"), charges per person were

higher, but not significantly higher, for
prepaid enrollees than for traditional Med-
icaid beneficiaries. However, the propor-
tion of the bill not paid (the write-oft) was
significantly larger for prepaid enrollees
(.58) than for traditional Medicaid benefi-
ciaries (.30). As a result, the average re-
imbursement received for prepaid enroll-
ees was less. The estimated difference in
write-off remains approximately the same
after adjustments are made for respondent
characteristics, and is still significant.

To investigate whether HMOs were
hesitant to reimburse for particular treat-
ment modalities or types of providers, we
analyzed the data after disaggregation by
these variables. Although the sample sizes
after disaggregation are small for some

categories, all results are reported to fa-
cilitate comparisons. When data were dis-
aggregated by type of treatment, prepaid
enrollees had higher charges and higher
write-offs for psychotherapy, drug ther-
apy, and day treatment. Despite small
sample sizes, the difference in write-offs is
significant at the .01 level for drug therapy
and at the .06 level forpsychotherapy after
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adjustments are made for differences in
respondent characteristics.

When data were disaggregated by
provider type, write-offs were consis-
tently higher for prepaid enrollees across
all provider types; significant differences
occurred for physician and "other clini-
cian" write-offs. For these providertpes,
charges were also higher for prepaid en-
rollees, but not significantly so. There
were enough observations in these two
categories to permit estimation of regres-
sion-adjusted means as well. The adjusted
differences were comparable to the unad-
justed differences; the difference for phy-
sician write-offs remained statistically sig-
nificant.

In summary, community-based men-
tal health treatment programs had higher
write-offs for Medicaid beneficiaries en-
rolled in prepaid plans. When data were
disaggregated by provider, significant
write-offs occurred for treatment by phy-
sicians. One possible explanation for this
pattern ofhigher write-offs is that commu-
nity-based treatment programs attempted
to bill prepaid plans at higher rates than
are allowed for traditional Medicaid ben-
eficiaries. Charges for prepaid beneficia-
ries are higher, but the differences in
charges are not statistically significant,
whereas differences in write-offs are sig-
nificant. It is important to reiterate, how-
ever, that small sample sizes, together
with the large variance that exists in av-

erage charges, reduce the likelihood that
statisticaly significant differences in the
charge data will be observed.

Bis~wuion
With respect to our first general hy-

pothesis, we found no strong evidence
that Medicaid beneficiaries with severe
mental illness who were enrolled in pre-
paid health plans used community-based
mental health treatment programs any dif-
ferently than did other Medicaid benefi-
ciaries. There are a number of possible
explanations for this finding. First, bene-
ficiaries were enrolled in prepaid plans for
less than a year, and this may have limited
the ability of the plans to alter the utiliza-
tion behavior of enrolled beneficiaries.
Our interviews with demonstration ad-
ministrative staff and the staff of the pre-
paid plans indicate that plan enrollees con-
tinued to receive treatment from their
predemonstration providers until the end
of an illness episode or until transfer to a
plan provider was arranged by mutual
agreement. Thus at least some beneficia-
ries were able to continue as clients of
community-based programs with little or
no interruption even after their enrollment
in prepaid plans.

A second explanation relates to the
networks of providers available under the
different prepaid plans and the freedom
that beneficiaries had tochoose amongthe

available plans. As noted previously, the
Hennepin County plan provided access to
most community-based treatment pro-
grams, and Blue Cross/Blue Shield's pro-
vider network also included many com-

munity-based programs. Furthermore,
the plans were not allowed to require that
enrollees seek a physician referral to ac-
cess the services of these programs.

The evidence supports the second
general hypothesis: write-offs (based on

unadjusted means) were significantly
higher for prepaid plan enrollees than for
other Medicaid beneficiaries across virtu-
ally all categories ofprovider and service.
At least some of these differences re-
mained significant after individual charac-
teristics were controlled for, where sam-

ple size permitted. However, this
conclusion must be interpreted with cau-
tion because there may be differences in
the baseline characteristics of sample
members that were not adequately con-
trolled for in the regression analysis. Also,
there is some evidence suggesting that
charges were higher for prepaid plan en-
rollees, as well.

There is a plausible scenario that
would explain our finding of no difference
between the two groups in the use ofcom-
munity-based programs, alongwith higher
write-offs for prepaid beneficiaries. Pro-
gram policies encouraged the prepaid
plans not to disrupt treatment that was

ongoing at the time the demonstration was
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initiated. Policies also did not allow pre-
paid plans to require prior authorization
by a physician for referral to community-
based mental health treatment programs;
such a requirement is a typical utilization
management technique employed by
HMOs. The fact that they were not al-
lowed to require such authorization may
have caused the prepaid plans to rely
heavily on retrospective denial of pay-
ment for services rendered by communi-
ty-based programs as a means of control-
ling expenditures. Some programs may
have accepted higher write-offs for pre-
paid enrollees because the subsidy they
received from the public sectorwas based
in part on thevolume ofservices they pro-
vided. In fact, two prepaid plans at-
tempted unsuccessfully to negotiate reim-
bursement rates with community-based
programs, leading these plans to conclude

June 1992, Vol. 82, No. 6

that the programs had little incentive to
aggressively pursue private reimburse-
ment for the services they provided.13 C
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Commientary: Caring for the Indigent
Mentally Ill-New Strategies and Old
Problems
Eme,sto Femin, Jr., MD

Dr Christianson and his colleagues
analyze two important aspects of mental
health care delivery for those who have
serious mental disorders and are indigent.1
They want to know whether Medicaid
beneficiaries, once enrolled in prepaid
medical plans, will utilize mental health
services to the same degree as do non-
enrolled Medicaid beneficiaries, and
whether the plans will pay the mental
health providers the amounts requested of
them. Advocates for the indigent mentally
ill populationwould define these questions
as questions of access to mental health
services and protection offunding for pro-
viders traditionally vulnerable to new fi-
nancing schemes. The issues are not only
complex, but also mysterious, and they
lend themselves to contentiousness and
partisanship.

What I want to address are the fac-
tors that make these issues complex: the
fact that psychiatric standards of care are
difficult to quantify; that mental health
care providers, in the absence of conclu-
sive outcome studies for traditional serv-
ices, are promoting new strategies for pro-
viding services to the seriously mentally
ill; and that agreement on reimbursement
for these strategies will continue to be elu-
sive.

By addressing their first question
without a directional hypothesis, the au-
thors avoid being drawn into the argument
that relates utilization ofoutpatient mental
health care to outcome. It makes sense
that they do so: our fascinationwith health

care expenditures as an object of study or
control becomes problematic for dis-
orders of behavior, emotion, or thought,
and the relevant standards of care con-
tinue to be poorly understood. Consider
the near decade-long effort to create ade-
quate diagnosis-related groups for psychi-
atric disorders. Witness the relatively re-
cent controversies surrounding for-profit
psychiatric hospitals, and the accompany-
ing arguments on appropriate inpatient
care vs expected or egregious pricing
strategies. Have you not wondered, at
some point, what it is that the most vul-
nerable segment of America's homeless
really needs-housing, employment, or
long-term psychiatric inpatient care? In
other words, the quest to quantify robust
standards of care for psychiatric disorders
continues to generate more controversy
than consensus.

The second hypothesis ahmost speaks
for itself: Write-offs will be higher because
prepaid plans will not pay the full costs of
care. Why wouldn't they? Why even con-
sider that they wouldn't? If outcome data
for outpatient mental health services are so
scant, and if "mrranaged-care" pricing strat-
egies (e.g., using diagnosticcategories to de-
termine allowable units of service) are de-
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