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Executive Summary

Office of Mental Health
Initiatives To Serve Persons With Serious And
Persistent Mental Illness

The Office of Mental Health's (OMH) mission is to develop and support a
public mental health system that is coordinated, comprehensive and
community-based to ensure that services are provided to those who need them.
OMH has identified adults with serious and persistent mental illness(SPMI) as
a group with the highest priority for State-funded mental health treatment and
rehabilitation services.  While persons with SPMI may not require long-term
hospitalization, they do need the services of outpatient and support programs
to live as independently as possible in the community.  When such persons do
not receive adequate treatment in community-based programs, they tend to
have relapses which require costly inpatient care.  OMH officials believe that
the present community-based system is not as effective as it could be in
meeting the needs of these clients.

We reviewed New York's services to persons with SPMI, and alternatives for
funding such services, for the period January 1, 1993 through December 31,
1994.  We also reviewed the results of  pertinent research studies and the
initiatives undertaken by other states in the treatment of persons with SPMI.
The objective of our study was to address the following questions:

! How  successful have OMH's program and fiscal initiatives been in
improving services to persons with SPMI?

! Are  there alternate initiatives that OMH could pursue to improve
community-based services to persons with SPMI?

Our study found that OMH's program and fiscal initiatives have produced
limited improvements in community-based services for SPMI clients.  In their
efforts to arrive at the most effective treatment of persons with SPMI, State
policymakers should examine alternate sources of program funds and consider
the potential benefits of using capitated payment systems.

In the past, persons diagnosed with SPMI lived at State Psychiatric Centers
(Centers) and received treatment services on site.  With the downsizing and
closing of these Centers, OMH has developed various program initiatives to
provide treatment and support services in the community.  For example, OMH
established Intensive Case Management, a program which assigns a small
number of SPMI clients to a Manager who coordinates the services they
receive. OMH's housing initiatives enable clients to live in neighborhoods in
independent or supported housing.  The Comprehensive Psychiatric Emergency
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Program coordinates clients' access to appropriate acute care services without
hospitalization and helps connect them with outpatient programs.  While the
above programs have produced positive results, their impact on persons with
SPMI has been limited for two principal reasons:  persons with SPMI must
share relatively few program resources with the State's remaining mentally ill,
and payment systems do not promote the use of community treatment resources.
(See pp. 4-11)

Research has not identified the most effective program and financing systems
in treating clients with SPMI. However, various states, including New York,
have taken steps to develop new ways of financing community-based services.
For example, New York is passing on the savings from Center downsizing
efforts to local governments to help fund their development of community
resources.  However, we found that certain other states, when compared to New
York, give local governments greater fiscal responsibility for mental health
services, which prompts them to develop community-based alternatives to
costly institutional care.  Further, some states have obtained waivers of
Medicaid eligibility and payment guidelines to pursue community-based
programs.  We also found that eleven other states are paying for treatment
services through capitated systems rather than using fee-for-service reimburse-
ment.  Research indicates that capitated systems, based on a single payment
that entitles a client to receive specific services, have resulted in lower
hospitalization rates for mentally ill clients.  We believe that State
policymakers should consider the issues presented in this report in their efforts
to develop the most effective and financially viable means of treating persons
with SPMI, the State's mentally ill clients most in need of services.  (See pp.
12-22)

OMH officials agree with the observations made in this report.  They indicated
they will give serious consideration to different approaches in financing and
managing mental health services that have been successful in other states.
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Background

Scope, Objectives
and Methodology of
Study

Introduction

The Office of Mental Health's (OMH) stated mission is to develop and support
a public mental health system that is coordinated, comprehensive and
community-based to ensure that effective services are accessible and available
for individuals who need them.  OMH and local government units are also
responsible  for identifying priority populations for publicly funded services
within the mental health system.  One of the groups OMH has identified as
having  the highest priority for State-funded mental health treatment and
rehabilitation services is adults with serious and persistent mental illness
(SPMI).  OMH defines persons with SPMI as those who are diagnosed with
certain mental illnesses, as well as persons who are enrolled in either
Supplemental Security Income or Supplemental Security Disability Income due
to mental illness, an extended impairment in functioning, or reliance on
psychiatric treatment, rehabilitation and supports.  According to OMH officials,
about 227,000 New Yorkers are persons with SPMI.

Research  shows that even though these persons may not require long-term
hospitalization, they do need to be linked with an appropriate mix of
community-based outpatient and support programs if they are to have the best
chance of remaining stable.  Outpatient programs, such as clinics and intensive
psychiatric rehabilitation, help such persons reduce SPMI symptoms and
provide treatment and rehabilitation services without hospitalization.
Community support programs attempt to help mentally ill clients, particularly
those with SPMI, to live as independently as possible in the community.
However, because of the nature and seriousness of their illness, clients with
SPMI are also among the most difficult to treat in community-based programs.
When individuals with SPMI do not obtain adequate services through such
programs, they tend to experience relapses requiring costly hospitalization.
Consequently, they tend to be disproportionately heavy users of mental health
resources.  OMH officials believe that the community-based system is not as
effective as it could be at meeting the needs of persons with SPMI.  Our
analysis of available research indicates one reason persons with SPMI are not
effectively served in the community is that the mental health funding system
creates incentives to states, providers and local governments that are
inconsistent with their needs.  OMH has implemented a number of initiatives
to overcome these obstacles and improve services to persons with SPMI.

We reviewed New York's services to persons with SPMI, and alternatives for
funding such services, for the period January 1, 1993 through December 31,
1994.  The objectives of our study were to determine whether OMH's fiscal
and program initiatives have been successful in improving services to persons
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with  SPMI and to determine if there are alternative initiatives that could
potentially be used by OMH.

To accomplish our objectives, we gathered information from OMH on its
initiatives to improve community treatment of persons with SPMI.  We
interviewed OMH officials and officials from various advocacy groups.  We
also reviewed relevant program evaluation reports conducted by researchers
from OMH and other organizations, as well as research articles on various
types of reimbursement systems used by other states, and the incentives and
disincentives inherent in these systems.  Some statements in this study are
referenced by numbered notes to a list of sources in Appendix B.  Some
research studies we reviewed were completed prior to the period covered by
this study.

This study raises important issues about the mental health funding systems in
New York and how they impact how effectively persons with SPMI are treated
in community programs.  We believe the issues identified in this report need
to be addressed by State policymakers.

A draft version of this report was provided to OMH officials for their review
and comment.  Their comments were considered in preparing this  report and
are included as Appendix C.
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Treating Persons With Serious and Persistent
Mental Illness

In the past, OMH treated persons with SPMI at State psychiatric centers where
services  were concentrated on site and residents were available to receive
them. In recent years, OMH has begun to downsize or close these facilities and
treat persons with SPMI in the community through a variety of community-
based programs.  The objective of this policy was to achieve better treatment
outcomes and minimize inpatient hospital stays.

OMH has developed various program initiatives to accomplish this objective,
including: intensive case management for persons with SPMI, community
housing, comprehensive emergency services and crisis management, outpatient
links to community services, and provider performance monitoring.  However,
their impact is limited, largely due to cumbersome financing systems whose
reimbursement methods do not promote the expanded use of community-based
treatment resources.  OMH has tried to make changes in the financing systems,
such as introducing provider incentives to stimulate the development and use
of  community-based treatment options.  New York State has also enacted
legislation which forwards most of the savings from downsizing efforts to local
governments to help develop their resources to treat the mentally ill, including
persons with SPMI.

Our review found that other states are also developing financing strategies to
promote treatment consistent with the needs of SPMI clients.  In many states,
local government has been given more responsibility for managing treatment
than in New York.  We also found that eleven states use capitated payment
systems that pay providers a fixed fee for specified services to specified
persons, rather than paying for treatment on a fee-for-service basis.  Data from
two such states revealed that capitation contributed to reduced hospitalization
rates for persons with SPMI; New York's limited experimentation with
capitation also shows a decrease in hospitalization, and an increased use of
community services.  Some research indicates that the most efficient way to
provide community-based services through a capitated system is to combine all
sources of funds (Federal, state, local and third-party) into a single "pot," and
to assign responsibility for managing service provision to a single group.

In the following sections of this study, we examine the above program and
financial initiatives, and present issues for State policymakers to consider in
their  efforts to develop the most effective and financially viable means of
treating those among the State's mentally ill who are most in need of services.
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Program Initiatives

Intensive Case
Management

OMH's program initiatives have resulted in some improvements in services for
persons with SPMI.  Examples of specific areas where improvements have been
achieved include assessment of client needs, discharge planning and linking
existing  services.  However, the results appear to be fairly limited in their
impact on services provided to clients with SPMI.  This is due in part to the
fact that non-SPMI clients are served in some of the initiatives. 
 
Among the new programs OMH has implemented to improve services to
individuals with SPMI are the Intensive Case Management (ICM) program and
the Comprehensive Psychiatric Emergency Program (CPEP).  OMH has also
restructured its outpatient system, and expanded and modified its housing
initiatives.

OMH  implemented the Intensive Case Management program in 1988.  By
1992, there were 600 Intensive Case Managers, each responsible for a small
caseload of clients (on average 10) and expected to be available 24 hours a
day.  The case managers aggressively advocate for their clients through their
efforts to obtain existing services and promote development of unavailable
services.  OMH targets for this program persons who are at high risk for, or are
heavy users of, psychiatric inpatient and emergency services, persons who are
receiving extended care in State psychiatric centers and persons who are both
homeless and mentally ill.  Expected outcomes include increased client
participation in treatment, decreased inappropriate hospitalization of clients,
and progress toward the clients' own goals.

An OMH internal evaluation of the program completed in 1993 concluded
Intensive Case Management has been successful in keeping clients in the
community, helping clients obtain appropriate services and enhancing natural
supports.  OMH researchers noted a decline in inpatient days among these
clients, as well as a significant decrease in problem behaviors, including drug
abuse.  The study also found that there was an increase in meeting client needs
for dental services, community  activities, social supports and education.
Researchers also found that program clients exhibited fewer psychiatric
symptoms and obtained more vocational, housing and medical services. 
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Housing Initiatives

We also found there are some weaknesses that may reduce the effectiveness of
Intensive Case Management.  Program providers and an advocacy group told
us there are long delays between a client's application and actual placement.
Providers find that the delays make it very difficult to locate and start treating
some clients.  Further, providers state that, while it is important to contact
clients before they leave the hospital, it is not possible to do this under the
current system because there are waiting lists for the program. 

One advocacy group, the Coalition for the Homeless (Coalition), has studied
services for homeless mentally ill persons. The Coalition concluded that
Intensive Case Management has apparently succeeded in serving some housed
people with psychiatric disabilities, as well as homeless persons living in
upstate New York.  However, it found that the program was less successful in
working with homeless and formerly homeless people in New York City,
particularly in terms of finding them housing.  The Coalition reports that some
case managers provide less intensive services to homeless persons than they do
to those with housing, and that some case managers do not adequately
coordinate service delivery with other providers.

Mental health researchers have identified housing as an integral part of  a
coherent community care approach.  OMH programs therefore offer a range of
housing options and services designed to provide a choice of living
arrangements in community settings.  Currently, there are about 26,000
community housing slots available statewide for SPMI clients, leaving an
unmet need estimated at 20,000 slots.  Provider and advocacy groups that we
contacted consistently identified this lack of housing as the most significant
barrier to serving persons with SPMI in the community.

Housing for persons with mental illness is a particularly difficult problem for
a number of reasons.  Most significant is the high cost of housing, particularly
in an era of limited resources.  Since housing for persons with mental illness
is generally not Medicaid eligible, housing costs must be funded by the State.
The high cost factor may make housing expansion less attractive to mental
health policymakers, since other less costly programs can serve more persons
with the same amount of funding.  Furthermore, the mentally ill are only a
subgroup of the homeless population and must compete with other homeless
individuals  for the limited housing that is available.  In addition, attempts to
locate housing for persons with mental illness often face resistance from
neighborhood residents.  These issues, combined with the fact that housing
takes a long time to develop, mean that the lack of adequate housing for
persons with mental illness will likely persist for years to come.

OMH has created an alternative to community-based residential programs
called Supported Housing.  Supported Housing is intended to create  a
permanent home that reflects the client's choice, while providing the necessary
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Psychiatric
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level of support.  The objective is to secure decent, affordable housing from
open-market residential housing in ordinary neighborhoods for people with
SPMI.  A 1993 OMH evaluation of the Supported Housing program showed
positive results.  Further, a consumer satisfaction survey found that a large
percentage of clients were highly satisfied with the housing and the support
services they received.  However, a significant number of persons receiving
services (approximately one-third) were from outside the target groups.  In fact,
OMH found that persons actually selected for Supported Housing had higher
functioning levels than many persons with SPMI.  Some advocacy groups told
us that supported housing does not have enough support services for persons
with SPMI.

OMH created the Comprehensive Psychiatric Emergency Program (Emergency
Program) to address problems associated with emergency room overcrowding
and the lack of access to acute inpatient care for mentally ill clients.  Before
this initiative, comprehensive services were generally not available outside the
major hospital setting.  As a result, people experiencing psychiatric crises
relied on  emergency rooms and were often admitted to acute care beds,
especially in urban areas like New York City.

Under the Emergency Program, services are located so that one provider
coordinates the delivery of a full range of crisis and emergency care in a
defined geographic area.  Required services include mobile crisis outreach
capability, triage and evaluation services, extended observation beds in
emergency rooms, and access to crisis residential services.  The program's goals
are to provide comprehensive, community-based crisis services and to link
clients with community service providers who will continue services once the
crisis is addressed.  OMH records indicate over 38,000 persons were seen at
10 Emergency Program sites in 1993.  During 1994, OMH licensed an
additional three urban program sites. 

In OMH's initial program evaluation in January 1992, staff stated that they
were able to provide more comprehensive assessments and discharge plans for
clients because the Emergency Program provided for higher staff levels and
keeping clients in extended observation beds for a longer period.  Reported
Emergency Program statistics also indicate that it provided connections with
outpatient programs and may make hospitalization unnecessary for some
clients.  Only about 36 percent of Emergency Program clients were admitted
to inpatient care (7 percent to State hospital beds, 29 percent to non-State
hospital  beds).  Most of the remaining clients were sent to a variety of
community outpatient and residential programs.  Many Emergency Program
staff believe that connections with community programs help avert the
unnecessary hospitalization of certain substance abusers and decrease the
number of clients who return to the emergency room.  Their impression is
consistent  with service statistics that show the percentage of Emergency
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Program clients discharged to drug and alcohol programs increased by half,
from 7 percent in 1992 to 11 percent in 1993. 

Although the program appears to be generally successful, it is not without its
problems.  For example, OMH found that a crisis residence (a residence with
support services for clients who are at risk for, or have just experienced, a
psychiatric crisis) was either weak or entirely lacking in four of the five
programs reviewed.  OMH officials tell us that each program site now has an
available crisis residence.  Further, OMH records show that in 1992, only 61
percent of program clients had a diagnosis of major mental illness or
psychoactive substance use.  As a result, it appears that a sizable group of
individuals served by the program (39 percent) were not persons with SPMI,
the mentally ill clients diagnosed with the greatest need for services.  Finally,
program sites are limited to only a few urban areas of the state; accordingly
many persons, especially in rural areas, do not have access to these services.
Legislation was enacted in 1994 to authorize the creation of suburban/rural
Emergency Program sites, the first of which was opened in July 1995.

In 1991, OMH issued new regulations as part of what it refers to as  a
comprehensive approach to restructuring outpatient programs.  The regulations
clarified program and service definitions, defined target groups, and stated
treatment expectations.  OMH created two new outpatient programs:  Partial
Hospitalization, an acute care alternative to inpatient care, and Intensive
Psychiatric Rehabilitative Treatment, a program to assist clients in making and
achieving goals.

The objective of the new outpatient system is to provide better access to
services for persons with SPMI and to focus on rehabilitation.  OMH is
currently evaluating the effects of outpatient restructuring to determine whether
the new regulations have produced desired program changes and
achieved this objective.  Because results are not yet available, we cannot
speculate about the impact of these program changes on services to persons
with SPMI.

Research has shown that both a quality assurance function to monitor provider
performance and program evaluations to assess client outcomes are necessary
components of the community care system.(1)  OMH has made significant
progress over the years in expanding and improving its program evaluation
process.  For example, OMH's Bureau of Evaluation and Services Research
(Bureau) has done studies of Intensive Case Management, Comprehensive
Psychiatric Emergency Programs and Supported Housing Programs.
Additionally, the Bureau has been selected by the National Institute of Mental
Health to be one of eight research centers nationwide to receive grants to study
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Financing Initiatives

Initiatives Directed at
Providers

issues related to adults with SPMI.  We believe that this is indicative of
OMH's increased emphasis on program evaluation.

In addition to the need for evaluations of program-wide results, there is also a
need to monitor the performance of individual providers.  Such monitoring is
necessary to ensure resource allocation is based upon the provider's
demonstrated programs success.  OMH's monitoring system focuses on
reviewing the most important elements of outpatient regulations for clinics,
Continuing Day Treatment, Partial Hospitalization and Intensive Psychiatric
Rehabilitative Treatment programs.  However, this system does not cover other
services of the community-based mental health system.

While the existing community-based service system provides appropriate
services for many individuals, OMH officials believe that it does not serve
individuals with SPMI as effectively as it could.  One reason is that
reimbursement policies contain certain disincentives for providing community-
based treatment.  OMH officials recognize the shortcomings of the current
financing system.  However, as is the case with many health and social
problems, an off-the-shelf solution to the system's problems does not exist.
Research has not identified the mental health program and financing system
that is most effective in serving persons with SPMI.(2)  Furthermore, Federal
funding requirements limit the changes states can make unilaterally.
Therefore, major structural changes to the financing system will likely have to
be national in nature. 

Still, various states (including New York) have taken steps to develop new
ways of financing community-based services for persons with SPMI.  The focus
of these financing initiatives has been on using, or combining, the following
strategies:  creating provider incentives, seeking alternate funding sources and
using a flat fee system (capitated payment) to pay for a client's comprehensive
care.

OMH implemented two fiscal initiatives designed to decrease inpatient stays
for persons with SPMI by paying providers higher reimbursement rates for
treating these clients through improved and expanded community-based service
programs.  However, neither initiative appears to have been effective in
changing provider practices.

Alternative Reimbursements Methodology System

In October 1989, OMH implemented a fiscal initiative called the Alternative
Reimbursement Methodology System (Alternate Reimbursement).  OMH
believed  that selectively higher reimbursement rates available through this
method would create incentive to change provider practices and reach these
goals: 
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! increase SPMI clients' access to inpatient and outpatient psychiatric
care;

! shorten excessive lengths of stay in acute psychiatric hospitals;

! ensure that discharged patients are linked with outpatient mental health
programs and continue to receive necessary outpatient services; and,

! reduce the rate of rehospitalization for discharged SPMI clients.

Alternate Reimbursement sought to promote connections with community-based
and aftercare services by establishing higher Medicaid reimbursement rates for
persons with SPMI.  Under this payment system, hospitals received a $65
"bridging fee" if workers prepared a discharge plan and the individual made
contact with an outpatient mental health program within ten days of discharge
from a psychiatric unit.  OMH estimates that Alternate Reimbursement
payments total about $53 million during the period July 1, 1990 through
December 31, 1994.  The State's share totals about $16 million.

In April 1993, the Commission on the Quality of Care for the Mentally
Disabled (Commission) reported on its review of Alternate Reimbursement and
concluded that it had a minimal effect on improving provider practices as
intended.  In fact, the Commission reported that hospitals not participating in
Alternate Reimbursement usually performed better than those that did.  This
report identified the following deficiencies:

! patients with SPMI had not gained greater access to inpatient
hospitalization at participating hospitals;

! the number of discharged patients linked to outpatient services
remained unchanged;

! the number of patients who remained in contact with the outpatient
service system six months after discharge was also unchanged; and

! rehospitalization rates had actually increased among SPMI clients.

The  Commission concluded that Alternate Reimbursement paid too little
money  to individual providers to produce the desired change in treatment
practices.  An OMH official told us that the incentive (i.e., the bridging fees)
amounted to only  1.5 percent of the total payments received by Alternate
Reimbursement providers.  Moreover, the providers were uncertain what their
financial rewards were because the payments were buried in adjustments to the
overall rates.  The Commission also found that OMH did not aggressively
reinforce Alternate Reimbursement performance expectations through quality
assurance oversight, perhaps contributing to the lack of provider change.  OMH
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officials generally agreed with the Commission's findings.  OMH managers told
us Alternate Reimbursement was too difficult to administer, and was
discontinued as of December 1994.

Comprehensive Outpatient Program

In April 1991, OMH introduced a second fiscal initiative called the
Comprehensive Outpatient Services program.  This payment program enabled
certain freestanding and hospital-based clinics and continuing day treatment
programs to receive supplemental payments by meeting requirements intended
to improve treatment of the SPMI.  OMH obtained Medicaid eligibility for
these programs, which had previously been funded with State and local monies.
OMH officials estimate that Comprehensive Outpatient Program supplements
paid through April 1, 1994 totaled about $243 million.
OMH officials told us that the main intent of the Comprehensive Outpatient
Program was to increase referrals of SPMI clients from emergency and
inpatient programs to community-based programs, and to ensure their
assessment by a provider within five days of referral.  A second goal was to
provide broader services to SPMI clients in emergencies.  Specific program
requirements include:

! serving a certain percentage of individuals who are eligible for
Medicaid;

 ! clearly identifying responsibility for coordinating treatment and
accepting  responsibility for both treatment and after care from the
referring hospital; 

! developing formal agreements with all levels of inpatient care; 

! ensuring that home visits, case management or other necessary services
are available to all patients in service; and,

! reviewing the treatment services, support services and recovery status
of each patient.

OMH commissioned Rutgers University to conduct a review of the links to
community mental health care that were achieved through the Alternate
Reimbursement and Comprehensive Outpatient Services.  A draft report of the
review found results similar to the Commission's findings, stating that neither
financing initiative resulted in more than a small to modest increase in timely
linkage to aftercare.  Further, for the majority of psychiatric patients, contact
with specialty mental health care does not occur after their hospital stay.

The Rutgers review did not address either the timeliness of client assessments
upon contact with aftercare providers or compliance with the other require-
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Alternate Funding
Sources

ments of Comprehensive Outpatient Services.  OMH officials told us that the
other requirements are subjective and have not been converted to measurable
objectives.  OMH does not gather data to show progress on these requirements,
but relies on local governments and OMH regional offices to monitor
compliance.  OMH assumes that providers are in compliance with such
requirements unless counties decertify them.  Further, some providers were
already in compliance with some program requirements because they
considered them to be good practices.  These conditions prevent OMH from
measuring the impact of the Comprehensive Outpatient Services program in
improving services to the SPMI.

Another strategy for dealing with the fiscal problems related to treating SPMI
clients focuses on using alternate funding sources for services.  In New York,
OMH has established the Reinvestment Act to use savings from facility
closings to increase community-based services.  Several other states have
programs that shift more program decisions, as well as funding responsibilities,
to  the local level.  Finally, several states have used a Medicaid waiver to
obtain Federal dollars for programs the states have designed to meet the needs
of their own SPMI clients.

Reinvestment Act

New York has committed significant funding to psychiatric centers (Centers).
According to one researcher, it is inherently more difficult to get resources into
the community in states such as New York with well-established hospital
systems because of the influence wielded by the employee unions and localities
that are economically dependent on State hospitals.(3)  Although New York
has had significant census declines in its State Centers in recent years, Center
funding has increased, as shown in Table 1.  This is partially because OMH
has only closed two centers so far.  New York's ability to allocate additional
State funds for expansion of community services has also been limited by
various fiscal crises.

Table 1

State Psychiatric Centers
Expenditure and Census Trends

1988-89 1991-92 Percent Change

Expenditures (millions) $1,320 $1,454  10.2%

Average Census 19,991 14,818 -25.9%
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In more recent years, State officials decided that more coordinated and fairly
distributed community-based services were needed.  In 1993, OMH commis-
sioned the New York State Conference of Local Mental Hygiene Directors
(Conference) to assess the State's community-based service delivery system.
The Conference surveyed more than 50 local governments and service
providers about the strengths of current programs and funding priorities for the
future.  The Conference concluded that any major expansion or reform of the
Community Support Program should be as part of a comprehensive system with
dedicated State, Federal and local funding. 

In December 1993, State lawmakers approved the Community Mental Health
Reinvestment Act (Reinvestment Act) creating a mechanism to redirect savings
from the downsizing and closing of psychiatric centers into expanded
community mental health services.  Under the Reinvestment Act, funding for
community program expansion will be based on reductions in the number of
inpatients in State facilities and closure of five State Centers.  If downsizing
meets planned levels, the expansion will total about $210 million over the five
year period ending March 30, 1999.  In the first year (1994-95), $48.6 million
was to be made available for reinvestment:  of this amount, $38.6 million
would be available from downsizing savings, and $10 million from a special
appropriation for the homeless.

Under the Act, community-based services receive 85 percent of the amount
reinvested, while 15 percent goes to enhance inpatient staffing in State
Centers.  Most of the funding for community-based services will be distributed
to counties based on their respective number of persons with SPMI and their
location in or near the service areas of psychiatric centers that close.  Up to 25
percent  of the funds are awarded at the discretion of the Commissioner of
OMH.  Local mental health subcommittees are responsible for reviewing local
plans for the balance of reinvestment services to ensure that they meet the
needs of SPMI clients.  OMH officials told us that counties are in the process
of establishing controls to ensure that such programs function effectively.

State policymakers intended that reinvestment savings be used to fund State
programs, not Medicaid-eligible programs.  Therefore, if a county has used
reinvestment monies to fund its 25 percent share of a Medicaid program's cost,
the State will not pay its 25 percent share of the program's costs.  We reviewed
the first  year of Reinvestment funds allocation and found that OMH had
adhered to the approved formula and that the distribution of the discretionary
allocation appeared reasonable based upon census reduction goals.  We also
found that the counties selected programs that appear to be consistent with both
the intent of the Reinvestment Act and the types of services which appear to
be in short supply.

However, we also identified several potential problem areas that could work
to undermine the impact of the reinvestment program.  Mental health experts
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agree that states need to make long-term commitments to provide services that
are not readily reimbursed by third-party payers.(4)  However, at this time
there is no assurance that the State will continue reinvesting the savings from
downsizing Centers beyond the five-year period specified in the Act.  Further,
there is no assurance that services that are expanded with reinvestment monies
during the five year period will remain a priority.  It is important to note that,
in times of fiscal crisis, State officials may decide to reconsider distribution
formulas that ultimately affect the extent of program development.
 
Another  concern of local mental health administrators is that community
programs are not available for persons before they are discharged from the
Centers.  Creating these programs in advance of downsizing is difficult because
the savings needed to fund the programs are not available until after the
downsizing takes place.  When services do not exist in advance of downsizing,
there is a greater reliance on acute care in general hospitals.  Therefore, some
of the savings from the Centers may be offset by the higher cost of general
hospital care.  Ultimately, the State pays for a share of this care which is
covered by Medicaid.
 
We recognize that reinvestment is still in its early stages and that, in total, it
does not represent a major funding shift.  In fact, OMH officials believe that
reinvestment funds are very small compared to the need for additional
community services and represent a relatively small decrease in State inpatient
expenditures.  Nonetheless, reinvestment does create a mechanism to address
the need for additional services.  

With the Reinvestment Act, New York is actively involving local governments
in decisions about how to provide community-based services for the mentally
ill.  However, when we reviewed the roles and responsibilities of state mental
health agencies and local governments in New York and in several other states,
we found that localities in some states were given significantly more
responsibility for planning and funding such services.

States such as Ohio, Wisconsin, Michigan, and Minnesota have shifted
responsibilities for planning, funding, monitoring, and oversight of the service
system to local levels.  In turn, local governments assume financial risk for
state operated inpatient hospital use.  Because they bear the fiscal responsibil-
ity, there is a natural incentive for the localities to develop community-based
alternatives to more costly institutional care.  Some states that have imple-
mented community-based systems which pass greater responsibility for mental
health services and funding down to local levels have also been able to
significantly reduce their levels of inpatient care.  While other factors may also
contribute to declines in hospital days, it is likely that the local responsibility
played a significant role. 
 



14

In contrast, OMH still retains significant control over the mental health system
in New York.  OMH's statewide comprehensive plan notes that state and local
roles and responsibilities are often ambiguous.  While counties have responsi-
bility for planning local mental health services, they do not have the authority
to allocate or coordinate all available resources.  Counties have little control,
for instance, over services available through State Centers.  This makes it
difficult for local governments to coordinate State and locally operated
services or to plan and implement a comprehensive system of care.

Medicaid Waiver
 
OMH estimates Medicaid expenditures (State, local and Federal combined)
will account for over 50 percent of the $4.1 billion spent on mental health in
New York in 1994.  In its present form, Medicaid imposes restrictive billing
and eligibility requirements on both recipients and services that can inhibit
individualized and flexible treatment for persons with SPMI.  Medicaid was
originally designed to provide medical care for certain classes of individuals
deemed to be "categorically needy."  However, this definition can exclude
many needy persons among the working poor.  Furthermore, some services are
not covered by Medicaid at all, regardless of whether the recipient meets
eligibility requirements.  Finally, Medicaid's fee-for-service payment method
can create incentives for providers to overtreat patients to obtain reimburse-
ments.

One option that offers states additional flexibility is Section 1115 of the Social
Security Act which enables states to waive certain requirements of the
Medicaid statute for experimental pilot projects designed to expand eligibility
and service accessibility or to explore alternative payment methods that could
be more effective.  The basic requirement for a waiver is that the project
should "demonstrate" something that has not been tried before on a widespread
basis in the state initiating the project. 

Many states have applied for or have received Section 1115 waivers to change
Medicaid's definition of categorically needy.  These states plan to, or have
already, limited Medicaid's categorical eligibility requirements to a simple
income test.  Under these waivers, income limits range from the current
standard level of 133 percent of the poverty line up to as much as 400 percent
of this threshold.  These changes seek to streamline the eligibility process as
well as to expand coverage to a larger segment of the population.  Some states
with waiver programs pay for mental health services by means of a capitated
payment method.  As discussed more fully in the next section of this report, a
provider in a capitated system receives a single amount for each person
enrolled in the program, regardless of the level of services actually used.
However, there is limited information about the success of other states' Section
1115 waiver programs.
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Capitated Payment
Systems

OMH officials believe New York needs a new mechanism to make a full
continuum of community support services available to persons with SPMI.
They believe this mechanism should not create fiscal incentives to either reject
difficult clients or withhold needed services, and are now studying alternative
approaches for Medicaid funding, including a waiver program.  However, plans
for a Medicaid waiver program are not definitive at this time.

Researchers have identified evidence suggesting that the type of reimbursement
can affect the behaviors of recipients, plan administrators and service providers
in ways that are inconsistent with the needs of persons with SPMI.(5)  For
example, because fee-for-service pays providers for each service delivered, it
encourages them to overtreat clients and to seek compliant clients in order to
maintain a constant flow of revenue.  Further, the degree to which patients
participate in cost sharing efforts also affects their incentive to use services.
Recipients who do not pay for care, or pay a fixed premium independent of
service usage, have no incentive to minimize use of services.(6)

Some states are using, or are beginning to use, capitated payment systems in
an attempt to correct these funding problems.  Compared to fee-for-service,
capitated payment systems are designed to create new incentives that are
consistent with better, more efficient treatment.  Capitated systems do this by
offering a fixed advance payment to providers to deliver certain services to
specific persons.  Under a capitated system, the managing organization, such
as a Health Maintenance Organization (HMO) assumes financial risk for
treatment; thus there should not be an incentive to "over-prescribe" services,
as is the case under a fee-for-service system.  Instead, providers have an
incentive to deliver less costly care and treatment.  Advance payments that
guarantee  a consistent revenue flow for providers along with flexibility in
determining the services to be delivered, also reduce providers' need to seek
"ideal consumers."  This flexibility enables providers to focus more attention
on meeting the needs of persons with SPMI.

Some studies show that capitated plans can successfully reduce hospitaliza-
tion.(7)  In New York, for example, OMH conducted a demonstration project
of capitated systems in Monroe and Livingston Counties (Monroe-Livingston)
using an HMO model.  Project results indicated that two classes of clients
enrolled in the HMO had significantly fewer inpatient days than similar clients
in control groups that received treatment on a fee-for-service basis.(8)  



16

The first client class for which the HMO coordinated and provided care was
composed of people who had spent more than 270 days in a State psychiatric
hospital in the three years prior to enrollment (chronic users).  For this class of
clients, the study found that outcomes achieved by both the capitated group
and the control group were similar.  However, the costs associated with the
capitated group were 14 percent lower in the first year and 15 percent lower
in the second, as follows:

Table 2

Monroe-Livingston Demonstration Project
Chronic Inpatient Users

Average Annual Program Costs (per person)

Treatment
Costs

First Year Second Year

Control Capitated Control Group Capitated
Group Group Group

State
Psychiatric Center $ 87,071 $ 70,561 $ 64,080 $ 48,428

Community
Inpatient Setting $    438 $  1,304 $  1,467 $  2,988

Community
Outpatient Setting $ 18,264 $ 19,318 $ 20,643 $ 22,239

Total 
Program Costs $105,773 $ 91,183 $ 86,190 $ 73,655

The table also shows that the overall cost savings can be largely attributed to
a  lower rate of hospitalization for the capitated group, even though their
community program costs were higher.

The study also included a second client class composed of people who had
spent between 45 and 270 days in a State hospital (intermittent users).  For this
class, the HMO was only responsible for providing outpatient services and
medications to the capitated group.  The costs incurred to care for this class of
clients was significantly less than the first class, primarily because they used
fewer inpatient services as shown in the following table.
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Table 3

Monroe-Livingston Demonstration Project
Intermittent Inpatient Users

Average Annual Program Costs (per person)

Treatment Costs
First Year Second Year

Control Capitated Group Control Capitated Group
Group Group

State
Psychiatric Cen-
ter 

$ 16,265 $ 15,047 $  6,416 $  9,361

Community In-
patient Setting $    466 $  1,183 $  2,356 $  2,084

Community Out-
patient Setting $ 23,298 $ 23,166 $ 21,695 $ 21,786

Total
Program
Costs

$ 40,029 $ 39,396 $ 30,467 $ 33,231

As indicated in Tables 2 and 3, on a per patient average, overall costs were
reduced between the first and second years of the initiative.  Despite these cost
savings however, the researchers cautioned that it was unclear whether  a
capitation approach such as this could be used effectively to serve all persons
who might be discharged from inpatient facilities.

Although the potential benefits of capitated plans are apparent from the above
example, there are also potential disadvantages that must be considered.  One
potential problem is the risk of underservice to clients because the plan
operator has an incentive to limit expenditures.  Providers who assume
financial risk have a particular incentive to limit services if those additional
services will lower their profits.  Providers can limit services relatively easily
by delivering minimal care  by using paraprofessionals in place of higher paid
professionals, or by placing a greater emphasis on patient maintenance rather
than more aggressive treatment.  In addition, researchers argue that capitated
systems with rates that vary according to the severity of the diagnosis could
create an undesirable incentive to the provider to misclassify clients or
undertreat them to continue receiving higher reimbursement rates.

The Monroe-Livingston HMO was designed specifically for the chronically
mentally ill, rather than as a general health care HMO.  Instead of using a
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competitive approach to maintain costs, as is the case in many general health
HMOs, Monroe-Livingston based its rate and service projections on known
costs of services needed by seriously ill people and a "sickest patient" scenario.
As a result, this rate setting process reduced incentives to limit services or
enroll only the healthiest clients.

Researchers studying the effect of capitation have compared some clients
assigned to HMOs with others in conventional insurance plans that use
traditional fee-for-service payment systems.  They found a reduction in the
intensity of service per user in the HMO, but not a reduction in the number of
persons treated.  When an HMO changed its payments to providers from a
salary to a fee-for-service basis researchers found that psychotherapists
provided 18 percent more visits per month after the reimbursement change.(9)
This result could support one of two conclusions:  either patients might not
have received adequate services under the capitated system or providers simply
scheduled more visits under the fee-for-service system to obtain the additional
revenue.

OMH  also experimented with a partially capitated payment system for its
Intensive Case Management program.  OMH considers this payment system
"partially capitated" because payments entitled clients to receive only Intensive
Case Management services.  With this service approach, a monthly case
payment was made by Medicaid only if providers had at least four face-to-face
meetings with clients.  OMH set a minimum of four face-to-face meetings per
month as a guard against undertreatment.  Because the payment was capped,
providers did not have an incentive to schedule more meetings than necessary
just to increase billings.  Case managers therefore had the flexibility to spend
time with clients as needed.  OMH chose this payment system because  a
typical fee-for-service system that reimburses only for face-to-face meetings
with clients does not reward important indirect activities that case managers
do on behalf of their clients, such as advocacy with another agency.

OMH researchers hypothesized that if the incentive for face-to-face contacts
was removed, ICM managers would increase their indirect activities.  These
activities would in turn help to promote the clients' integration into the
community.  The researchers tested their hypotheses through an experiment
with two ICM providers (Providers A and B) that used the partially capitated
system.  After a three month test period, the researchers switched Provider A
to a fee-for-service method and tracked changes in both case manager behavior
and client reported outcomes for one year.  Researchers compared the levels
of direct and indirect contacts to assess changes in case manager practices.
The researchers found results that were consistent with their hypotheses.
Among their findings are:
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! Case managers at Provider A delivered a consistent level of direct
contacts over time but fewer indirect contacts after the switch to fee-
for-service payment;

! Case managers at Provider B sharply decreased their direct contacts
but maintained a consistent level of indirect contacts; and

! Clients at Provider B showed greater reduction in unmet need and
generally experienced better outcomes than clients served in the fee-
for-service site.

These findings show that OMH has had positive results with this payment
system.
 
When we reviewed payment methods in other states, we found that other states
are using capitated payment methods extensively.  In Michigan, for example,
the number of inpatient hospital days fell by more than 70 percent in the first
year of a capitated program, and more than 90 percent after the third year.
State  officials in Ohio report that, between 1988 and 1992, a capitation
payment system contributed to a 40 percent decline in the state hospital
population, and a decline of about 15 percent in hospital admissions.
Localities in Michigan and Ohio also bear significant responsibility for
planning and funding their respective community-based mental health services.

We identified eleven other states that had Medicaid waivers to use capitated
payment methods, rather than the standard Medicaid fee-for-service method.
For example, Ohio is implementing a demonstration project that will group
capitated Medicaid funds on a per client basis at the department or statewide
level.  Ohio plans to combine these funds with state funds and all other sources
to create a single funds pool from which to finance the program budget.

The research report on the results of New York's Monroe-Livingston project
concluded that combining funds from separate sources to establish a stable
capitation fund, as Ohio is planning to do, is essential for capitation to work.
The researchers also noted that an appropriate group must assume responsibility
and accountability for total care. 

There are many variations in capitated plans that can limit the results achieved,
such as differences in the types of services organizations provide, the financial
risks plans are willing to assume, and the characteristics of the clients who
enroll in the plans.   Mental health services may also be covered under
separate capitated plans, or may be part of plans that include general health
care.  New York officials responsible for implementing changes to mental
health financing and service systems should consider other states' experience
with capitated payment systems, as well as the results of research studies on
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capitated programs, in their efforts to achieve the most effective and
financially viable way of treating people with SPMI.

Issues for Further Consideration

1. Issue:  OMH's  fiscal initiatives to encourage providers to better serve
persons with SPMI have had limited success.  Should OMH use the
findings from the reviews of the Alternative Reimbursement
Methodology System and the Comprehensive Outpatient Programs
and COPS programs to develop new, more focused fiscal initiatives
aimed at modifying providers behavior towards treating persons with
SPMI?

2. Issue:  New York's efforts to improve services to persons with SPMI
include fiscal initiatives directed at providers and program
initiatives.  Should New York also consider initiatives, fiscal or
other,  aimed at consumers in an attempt to give them greater
incentive to participate in programs?  If so, should these initiatives be
used instead of, or in conjunction with, fiscal initiatives directed at
providers?

3. Issue:   OMH's experiment with a "partially-capitated" payment
system for Intensive Case Management has shown some positive
results.  Should the "partially-capitated" Intensive Case Management
case  payment experiment be further tested on other outpatient
services, such as clinics?

4. Issue:  The multiple fund sources for mental health services can
create incentives to providers and governments that are inconsistent
with the needs of persons with SPMI.  Should New York State
consider  working with Federal and local officials to develop  a
funding system that would combine all available mental health funds
to provide greater flexibility both in funding mental health services
and in overcoming the cost shifting inherent under multiple payer
systems?
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Issues for Further Consideration (cont.) 

5. Issue:   The significant resources devoted to New York's State
psychiatric centers are controlled solely by OMH.  Are the mental
health  financing systems in some states that vest localities with
greater  authority over inpatient care a better way of decreasing
inpatient usage and developing community services?  If so, would
this type of approach be feasible in New York State and would it be
equitable to the counties?

6. Issue:  The capitated funding systems that states are increasingly
using for mental health services also have downsides, such as the risk
of underservice to clients.  Are there compensating procedures or
controls that can be implemented as part of capitated systems to limit
the disincentives that could produce undesirable results?
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