ImproveHealthCare.org

Mental Health Parity: The Case of Diego Garcia

Case Author
Rifaquat Rahman
MD Candidate (2013), Harvard Medical School

Mentor
Niels Rosenquist, MD, PhD
Department of Psychiatry, MGH
Department of Health Care Policy, HMS

August 16, 2010

v B[R 1 @A)




Background

Introduction to Mental Health Care

The National Alliance on Mental Illness (NAMI) defines mental illness as “medical conditions that
disrupt a person’s thinking, feeling, mood, ability to relate to others, and daily functioning.”" Serious
mental illnesses include major depression, bipolar disorder, schizophrenia, obsessive compulsive
disorder, panic disorder, post-traumatic stress disorder, and borderline personality disorder.
Approximately one in four adults in the United States, 57.7 million total, experiences a mental health
disorder in a given year, and mental illness costs society over 100 billion dollars in lost productivity
per year.”” The Bzelon Center for Mental Health Law estimates that fewer than half of those in the
US with mental disorders receive treatment for their ailment.’

Any discussion on mental health care parity must start with a discussion of how mental health care
relates to general medical care as a whole. Most physicians would agree that mental health is just as
important as physical health, and both aspects are very closely integrated and crucial to one’s overall
well-being. There are several characteristics of mental illnesses that support the notion that they
should be considered just as important and urgent as physical ailments: there is a biological basis
underlying the disease, they cause pain and suffering, and there are therapies that can usually treat
the diseases.” According to NAMI, 70%—-90% of individuals can have a significant reduction of
symptoms and improved quality of life with a combination of pharmacological and psychosocial
treatments and support.’

Despite the abovementioned similarities, it is also crucial to understand the key differences that set
mental health apart from conventional medical diseases. There is seemingly always an extra level of
ambiguity in the steps related to diagnosis and treatment of mental illnesses. Furthermore, there is a
long-lasting stigma associated with mental illness that still persists in modern society. This is
compounded by the fact that mental illness is strongly associated with lower socioeconomic status.
These key differences are some of the justifications used and establish a very sharp division between
mental health and physical health. Based upon this division, mental health care has evolved on a very
different path from physical health through the years.’

The End of the Asylum Model of Care

Throughout the history of the United States, there has been a tension between those favoring the
care of the mentally ill through hospitalization (ostensibly for patient safety) and those who support
the rights of the mentally ill to live out in the community. In the early 1900s, the state-funded asylum
system became unfavorable due to harsh conditions and continued ineffectiveness in caring for and
supporting the mentally ill.* In 1965, the Community Mental Health Center Movement was
promoted with the philosophy that mental health care would be best delivered in the
community.”'™"" Deinstitutionalization refers to “the policy of moving severely mentally ill people
out of large, state institutions and then closing part or all of those institutions.”'* Thus, the
deinstitutionalization movement of mentally ill patients coincided with the creation of many
federally funded community mental health centers across the country.” This represented a shift
from long-term care to management of acute episodes, which emphasized outpatient services rather
than inpatient care.'*"

Health Insurance and Mental Health Care



As coverage of general medical and surgical care expanded greatly through the 1960s, the coverage
of mental health care remained very limited.'>'""* Prior to deinstitutionalization, the states covered
most of the costs of mental health care through asylums, and there was little incentive for private
insurers to cover mental health care.” Deinstitutionalization led to a shift of much of the costs away
from the states. Thus, in a relatively short time scale, Medicaid, Medicare and private health
insurance came to be the primary sources of support for the mentally ill.*” Another major change in
health care came from the development of highly effective medications such as Lithium,
Chlorpromazine, and tricyclic antidepressants, all of which served to significantly reduce the
symptoms of the mentally ill.*' The emergence of these new treatments with established scientific
validity brought an added urgency to the need for having mental health services covered by
insurance companies, since effective treatments now existed for many common mental illnesses.

The familiar concepts of moral hazard and adverse selection have been very important in shaping
coverage of mental health care, especially in relation to physical health issues.”” Moral hazard refers
to how our behavior changes when we are protected from the consequences of our actions by
insurance.”*** The RAND Health Insurance Experiment (HIE) in the 1970s demonstrated how
cost sharing can dramatically decrease one’s utilization of health services (i.e., supporting the notion
of moral hazard).””’ One of the key findings of the RAND study is that different services respond
to cost sharing differently. Another way to describe this phenomenon is to think of the situation in
terms of elasticity. For a service that is relatively elastic, an increase in cost sharing can dramatically
lower demand for the service. For an inelastic service, an increase in cost sharing does not
dramatically lower demand for the service.”” The RAND HIE and similar work discovered that
ambulatory mental health services are particularly elastic and therefore quite responsive to cost
sharing.”*"*! The coverage of psychotherapy was patticularly scrutinized because it was considered
to be a relatively discretionary treatment with only a few objective endpoints.” If the patient did not
share in the costs associated with receiving psychotherapy, the RAND HIE indicated that
overutilization would occur.” Furthermore, the RAND study suggested that individuals decrease
their use of psychotherapy services at approximately double the rate of other medical services when
faced with extensive cost sharing; the implication of this finding is that the relative value of
psychotherapy sessions was significantly less than that of other health-related services.”*>*

The second important concept behind the economics of insurance that must be examined with
regard to coverage of mental health services is adverse selection. Studies have repeatedly shown that
insurance plans with slightly better benefits have significantly higher overall utilization of services.”
Incentives related to adverse selection are particularly strong with regard to mental health care. Many
mental health and addictive disorders are chronic in nature, and insurance companies have
historically tried to reduce the chance that the mentally ill will choose their health plans. Evidence
indicates that people with mental illness seek plans with better benefits. Further supporting the logic
used by health insurers, evidence suggests that people with a history of mental illness tend to have
higher overall health spending.”” Thus, insurance companies have a financial incentive to try to
limit benefits for mental health care and discourage people suffering from mental illnesses to join
their risk pools.*"*"

As already alluded to, the problems of moral hazard and adverse selection were supported by many
research studies in the 1970s. Five independent studies after the RAND HIE again reinforced the
justification of using higher cost sharing for psychiatric services such as psychotherapy.” Another
piece of evidence came from the study of two nationally available Federal Employee Health Benefits
Program health plans in the 1960s that offered generous mental health care benefits. These plans



quickly lost significant of amounts of money as “needier” populations enrolled into the generous
benefit plans (i.e., adverse selection).” These federal employee health plans with generous mental
health care benefits were briskly scaled back within a decade due to the large financial losses.**

Based on this large body of evidence, insurance companies reacted by placing increasingly stringent
limits on mental health care that were not placed on physical health illnesses. Coverage of outpatient
mental health services has often included extra copayments, higher deductibles, and limits of usage.

Carve-out contracts represent a key strategy that emerged to improve the cost effectiveness of
mental health care. A carve-out “allows a unique set of managed care techniques to be applied to a
subset of particularly costly or complex benefits.”*” Carve-out companies are contracted by health
insurance companies as a way to become more efficient in a particular subset of care (i.e., mental
health). The carve-out firm can become very specialized and use its expertise to create networks of
providers at lower reimbursement rates while remaining as cost efficient as possible.*** Several
observational studies have shown that there can be substantial reductions in mental health care costs
while improving access to care via the usage of carve-out contracts.” The effects of the use of carve-
out contracts on the quality of care delivered, however, are not fully understood.”” The most
commonly cited problem with carve-outs is that they promote fragmentation of care due to their
inherent specialized nature.”* Nonetheless, the use of carve-outs has continued to grow, as the
enrollment in a managed behavioral health program went from 70 million in 1993 to 164 million in
2002.%

Achieving Parity in the Insurance Coverage of Mental Health Care

Since the 1950s, advocates for the mentally ill have espoused the need to eliminate the differences in
the health care coverage of mental health and physical health.”® The argument for parity primarily
focused around the concept of fairness; advocates argued that a lack of parity in coverage of mental
health amounted to discrimination against the mentally il],7758:2%60

By 1995, 89% of health insurance plans had inpatient mental health limits, while 96% had outpatient
mental health limits.”' In a largely symbolic gesture, the Mental Health Parity Act of 1996 was
enacted to prohibit insurers from placing annual or lifetime dollar limits on the coverage for mental
illnesses.”” While it was a step in the direction of true parity, the law did not apply to other benefit
limits such as special annual inpatient day limits, outpatient visit limitations, or higher cost sharing.”*
These left glaring loopholes that allowed for continued disparities in the coverage of mental health
in relation to general health coverage.”* The following table compares the coverage of mental
health services relative to other health services for a typical employer-sponsored plan in 2000:

Table 1: Limitations of Mental Health Coverage after 1996 Mental Health Parity Act”

Feature Mental Health Medical and Surgical

Lifetime dollar limit $1 million combined with $1 million combined with
medical and surgical mental health

Hospital day limit 30 days Unlimited

Outpatient office visit limit 20 visits Unlimited

Outpatient office visit 50% 20%

coinsurance

Source: Mental Health Parity Act: Despite New Federal Standards, Mental Health Benefits Remain
Limited. General Accounting Oftice, 2000.




As advocates of the mentally ill made stronger efforts to bring parity in coverage, opponents
continued to cite previous research as evidence that such parity would be unsustainable. The cited
research, however, represented work in the 1970s and early 1980s, before managed care evolved into
a dominant force in the US health care system. Managed care reduces inpatient admissions, inpatient
lengths of stay, and total spending in the health sector, so there was reason to believe that it could
blunt the issues thought to be promoted by parity in coverage of mental health services.”® A second
generation of research was done in the late 1990s to study mental health care coverage in the context
of managed care. This new wave of research aimed to examine the effects of implementing parity on
total mental health spending and consumers’ out-of-pocket spending.” Unlike the previous
generation of research, this new work concluded that there would not be a large increase in mental
health spending in response to parity."”""” Furthermore, the studies speculated that there should
also be significant decreases in the out-of-pocket spending by consumers.” In essence, the growing
tide of evidence suggested that bringing parity to the coverage of mental health care would “not
break the bank. 777777

In response to the new wave of research, there were several new initiatives experimenting with
mental health parity. A new federal initiative towards parity was instilled in 2001 for federal
employees, and it constituted the most comprehensive parity policy enacted up until that time.” The
policy for federal employees resulted in a significant reduction in out-of-pocket spending for mental
health care, but there was neither change in inpatient admissions nor significant increase in total
costs.”"" While there is still much debate as to how different managed care tools are effective in
reducing costs, the use of carve-out contracts are thought to be an important factor.”” And while
there have been many different estimates on the change in premiums that would occur due to parity,
the Congressional Budget Office estimated an average increase of 0.9% of premiums.” In response
to the growing tide of sentiment in favor of parity for the coverage of mental health services, many
states adopted parity laws for the coverage of mental health care. Study of the mental health
coverage in these states, such as California, indicated that there could indeed be small improvements
in the access to mental health services without dramatic cost increases when parity was implemented
in the context of managed care.***>® Further bolstering the conclusions of the newer generation of
research, momentum built up for a federal law to instill parity in mental health coverage on a federal
level.

In the fall of 2008, the Paul Wellstone and Pete Domenici Mental Health Parity and Addiction
Equity Act was enacted into law.”"** To comply with this law, health insurers will be required to
provide comparable levels of coverage for mental health and physical health; this will end the
longstanding practice of charging disproportionately high co-pays and stringent restrictions on
mental health care services.”””' This law has brought parity in the coverage of mental health benefits
for over 113 million people, 82 million of whom are self-insured individuals who were not covered
by many of the state parity laws already in place.”” The federal parity law also extends to Medicaid
managed care plans and Medicare, which gives many of the poor and elderly parity in mental health
coverage.” It is important to realize that not much is known about the effects of parity on the
quality of mental health care provided, but preliminary research results show higher performance on
important measures of quality.”

There are, however, a few shortcomings of the law, which should be noted. If an insurer provides
coverage for mental health services, they must do so at an equal level to medical and surgical
coverage, but they may still choose simply not to offer coverage for mental health care in the first
place.””*”™” Also, the federal law applies only to insurance plans for employers with over 50



employees, and it does not mandate the coverage of any specific diseases. Thus, the diseases covered
by a given health plan remain at the discretion of the insurer.””'""'""1 Nonetheless, the law
represents a momentous achievement for everyone involved in mental health care.

Moving Forward

Moving beyond parity in coverage, mental health care in the United States still has much room for
improvement. Parity does not represent a panacea to the many issues related to mental health
care.'”'" The persistent stigma and nonscientific distinction between mental and physical illness
must continue to erode.'” The care for lower-income people with mental illness continues to be a
low-priority social activity, and this will need to change if there is to be further improvement in the
conditions of the chronically mentally ill.'"*'""'*® Furthermore, educational efforts must be promoted
to ensure that mental health is valued as a critical component of general overall health and well-
being."” Alarmingly, individuals living with serious mental illness face a much increased risk of
having chronic medical conditions; adults living with serious mental illness die 25 years earlier than
other Americans, mostly as a result of treatable medical conditions.'"” Such a statistic only further
emphasizes the need to continue efforts to increase health care access for the mentally ill. Finally, it
is also important to remember that one of the managed care techniques used to reduce admissions
and costs is setting stringent criteria for what constitutes a “medical necessity.” While there is a
reasonable economic rationale for this approach, it will be important to gauge the use of this
criterion to make sure it is not too stringent so that those in need of help are not discouraged from
seeking it.'"'"?



Part Ia

Originally from Colombia, Diego Garcia had moved to New York City with his family when he was
15 years old. Diego’s first couple of years in a tough neighborhood in the Bronx were very difficult,
made worse by his mother’s “mental problems” and subsequent drug use. Diego did not adapt well,
and he dropped out of high school within two years of enrollment. Exhibiting increasingly aberrant
behavior, he was diagnosed with schizophrenia and a seizure disorder in his later teenage years.
Despite having a translator present, the psychiatrist, who originally made the diagnosis, found it
difficult to explain the disease to Diego’s Spanish-speaking family. Although the family recognized
the term “esquizofrenia” (the Spanish translation of schizophrenia), the medical team struggled to
explain the disease, since it was a complex condition with variability in presentation, duration, and

outcome.

Following diagnosis, Diego did not immediately seek care. The culture in his mother’s native
Colombia traditionally relied on family support to treat mental illnesses. Coming from the Caqueta

Department, a Colombian province wrought with persistent armed conflict and governmental
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neglect, mental illness was stigmatized, and most people did not seek professional help.
According to Doctors Without Borders, Caqueta had only one mental health program and one
psychiatrist serving a population of hundreds of thousands of residents.'” In this setting, it was not
surprising that Diego’s family did not seek out care and kept him at home. The mother’s own illness,
however, made it impossible to care for Diego, and he quickly fell through the cracks of the system,
alternating between living on the street, in homeless shelters, and in hospitals for short visits when
his symptoms worsened.

Approximately a year ago, one of the homeless shelters that Diego often visited had set him up with
a psychiatrist, Dr. Rafael Ibanez, a few blocks away from the shelter. Although Dr. Ibanez had
trouble eliciting much of a response from Diego during the first few visits, he built a rapport with
Diego over time, and Diego would regularly attend his appointments. Initially, Dr. Ibanez was
hesitant to prescribe an antipsychotic. Dr. Ibanez had recently read about the CATIE trial examining
the effectiveness of antipsychotics; the study had found that the majority of patients interrupted or
discontinued taking their antipsychotic medications within 18 months of initiation."" This did not
surprise Dr. Ibanez, because he had witnessed many patients over the years stopping their
medications for a host of reasons, including numerous uncomfortable side effects, disorganized
behavior, and harsh living situations that interrupted their daily routine. He also considered
potentially trying Risperidone's depot formulation, which could last up to two weeks a dose (and is
the standard of care in many parts of Europe), but it wasn't covered by Diego's health insurance.
Encouraged by Diego’s dedication to their appointments, Dr. Ibanez eventually decided to prescribe
Clozapine to reduce his severe psychotic episodes.

As per the FDA-mandated black box labeling on Clozapine, there was a significant chance of
agrunulocytosis, especially during the patient’s first year of therapy. To monitor for this, Diego



regularly went to the local clinic to have his Clozapine levels and white blood cell count checked.'"”
Diego finally seemed to be getting better control of his illness with less episodes of psychosis after
having the drug prescribed by Dr. Ibanez, who he continued to see regularly in conjunction with his
medication.

Discussion Questions
*  Why do cultural differences seem to be especially important to consider when treating the
mentally ill?
* What are some of the added complexities in the treatment of psychiatric patients? Consider
the patient population and the types of medications used to treat them.



Part Ib: November 15, 2005

Diego came to the Sunnyside Falls Adult Home with high hopes. Sunnyside Falls had been around
for some time by the time Diego was sent there. Adult homes for the mentally ill were founded after
the deinstitutionalization of state psychiatric hospitals in the mid 1900s. They are mostly for-profit
residencies that were proposed as a “decent alternative” to the misery found in state psychiatric
hospitals after deinstitutionalization.'”® The state paid the adult homes to feed, shelter, and supervise
the residents via daily sums taken from each resident’s monthly Social Security disability check. By
offering the support needed to obtain jobs, receive better care, and join society as productive
contributors, these adults homes were intended to serve as bridges for the mentally ill to start new,
independent lives.'"”

While he had initially hoped that moving into Sunnyside Falls would provide some much-needed
stability in his living situation after years of moving between hospitals and shelters, Diego quickly
discovered a different reality upon entering the home. Unfortunately, at the time many of New York
City’s adult homes repeatedly failed inspections and had been noted to provide wretched living
situations for the mentally ill.**"*"'** Chronically understaffed and poorly maintained, it was
apparent that this was not an ideal place for rehabilitation.'”'* The most shocking aspect of the
adult home was the prevalence of loan-sharking, prostitution, and unchecked violence among
residents.'” Despite the fact that the home was for the mentally ill, most of the workers did not have
any mental health training. Furthermore, most of the staff was not bilingual and, since budget cuts
had decimated the professional translator services, Diego had trouble communicating with them in
his broken English.

Without any better alternative, Diego stayed in the home with an optimistic attitude, eager to make
the best of the situation. With the involvement of Dr. Ibanez, he took his medications and regularly
went to the clinic to have his blood count carefully monitored. At Sunnyside Falls, Diego learned to
stay mostly in his room to avoid dangerous residents who would prey on the frail ones. The most
chaotic days would occur once a month when all the residents would receive a monthly allowance
from the adult home administration; pandemonium would ensue as in-house loan sharks would
attempt to collect debts, and new funds were used to buy contraband.'*

Discussion Questions
* What motivated the movement known as deinstitutionalization?
* What are the advantages and disadvantages to having privately owned adult homes to take care
of the mentally ill?



Part IIa: July 16, 2006

Diego was one of the few people at the adult home who attempted to gain employment, although he
had been incapable of keeping a job in the past due to his struggles with mental illness. He was
doing well with the help of Dr. Ibanez, who he continued to see on a regular basis. Despite Diego’s
positive progress, Dr. Ibanez had recently learned of a change in the coverage provided by Diego’s
insurance company. According to the guidelines, Diego had nearly reached the limit on the amount
of outpatient visits for the year. Knowing his family would not be able to pay for the services
without insurance coverage, Diego stopped seeing Dr. Ibanez in the hopes that he would be able to
maintain his stable condition on his own.

Soon thereafter, Diego became more and more inconsistent in taking his Clozapine. Although
Clozapine was an antipsychotic drug that could be used to treat very severely mentally ill patients, it
had very dangerous side effects, including agranulocytosis, increased seizures, and myocarditis.
Vigilant monitoring was required for anyone taking such a powerful medication. Soon after he
became less adherent, Diego began to suffer more seizures, and his fluctuating intake of Clozapine
led to a mild dystonia.

Discussion Questions
*  Why were such strict limits placed on usage of mental health care by insurance companies
relative to other forms of care?
* Why are moral hazard and adverse selection thought to be a greater issue with people who
are mentally ill?
*  What role should the physician play in helping a patient understand his or her insurance
coverage?
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Part IIb: August 27, 2006

Diego’s mental health deteriorated rapidly through August. There were warning signs, as he lost his
appetite and his mood and temperament shifted for the worst, but there was no support staff to
identify and correct these issues. Diego tried to stay in his bed to avoid injury during the seizures he
increasingly suffered from, but his intake of Clozapine became even more sporadic during this time.
After weeks of gradual worsening, Diego had a severe psychotic episode on a Saturday night that
could not be ignored by the staff. He was immediately sent to the emergency room.

In the ER, Diego could be seen mumbling incoherently, and he reacted angrily to any approach. The
hospital staff was unable to get much of a story out of him. Diego repeatedly screamed out violent
intentions in Spanish with a startling hostility. Terrified by seemingly unprovoked rage, hospital
security was called, and the nurses avoided any engagement with Diego. It did not help that Diego
had struck a nurse in the same hospital many years ago; such episodes were rarely forgotten by the
older nurses who were still in the ER.

The psychiatrist on call was summoned to deal with the behavioral emergency. Dr. Martinez had
been on call for 20 hours and had an unusually busy night with more of a patient load than usual.
Yawning and having trouble keeping his eyes fully open, he slowly walked to the emergency room to
answer the call. Luckily, he was one of the few psychiatrists on the hospital staff that could fully
communicate to his patients in English or Spanish.

Observing Diego in his psychotic state, Dr. Martinez realized that Diego was a danger to himself
and others. He needed to be admitted to the hospital for observation. Dr. Martinez grumbled to
himself as he pondered his plan of action. He was almost done with his day’s shift, but his concern
for Diego was undoubtedly going to disrupt his plans for leaving the hospital in a timely manner.

As Dr. Martinez knew all too well, there were several obstacles to getting Diego admitted for the
care that he desperately needed. First, he would need to obtain precertification through Diego’s
insurance company. Dr. Martinez had come to abhor this aspect of his work: He would have to wait
on the phone and then explain his rationale for wanting to admit Diego.'””'*® A cold, emotionless
voice on the other end of the line would then listen and render a decision. Far too often, Dr.
Martinez had to resort to arguing his case vehemently to an insurance company representative who
would not readily agree that there was a “medical necessity” to hospitalize a patient.

The second obstacle would be to find a hospital bed for Diego. Beds for psychiatric patients were
often in short supply, especially on the weekends. The hospital attempted to avoid “giving away” too
many beds for psychiatric patients, especially considering the low reimbursement rates for
psychiatry.'” Dr. Martinez was well trained on this issue, and he figured he would be able to find a
bed for Diego. Dr. Martinez took a deep breath and picked up the phone to start the potentially
long process of getting Diego’s insurance company to comply with his recommendation for
hospitalization.

11



Discussion Questions

*  What steps can the emergency department take to better prepare itself for behavioral
emergencies?

* For what purpose does an insurance company employ a precertification process for
admitting psychiatric patients?

* What are important things to consider in defining “medical necessity” for psychiatric cases?

* What are possible solutions to the general lack of beds for psychiatric patients in many areas
of the country?
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Part Ilc: September 1, 2006

Diego was stabilized and kept under observation, to be released a few days later. Dr. Martinez was
hoping to recommend Diego for psychotherapy sessions, but he noted that Diego had already used
up his allotment of outpatient services. Diego would not have any additional outpatient mental
health services covered for the rest of the year, and it was unlikely that his family would be able to
cover the costs without help from insurance. Dr. Martinez made sure to tell Diego and the
Sunnyside Falls administration that they should bring him back to the emergency room if his
behavior ever became aberrant in any fashion.

Discussion Questions
* What are the consequences of having the emergency room serve as a stopgap in this
manner?

*  What steps could be taken to alleviate this burden on the emergency room?

Part II1: February 8, 2007

In the following months, Diego had fewer psychotic episodes. Due to the poor maintenance of the
stairway in his residence, however, he suffered a painful fall that caused several broken bones,
including a few broken ribs, a dislocated shoulder, and a sore neck.

Taking spinal precautions, EMS personnel carefully transported Diego to the same hospital
emergency department. This time, however, there was minimal delay in getting admitted to the
hospital. The emergency department physician assessed Diego, and he was briskly admitted in order
to obtain the appropriate care. He was soon discharged and assigned physical therapy sessions at a
nearby rehabilitation center.

Discussion Questions
*  Why is the care of Diego so drastically different when he has a medical/surgical problem as
opposed to a mental issue?
* Are the differences justifiable?
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Epilogue

Since the enactment of the 2008 mental health parity law, Diego has had much greater coverage for
outpatient care, and he quickly reconnected with Dr. Ibanez. This allowed him to regularly undergo
counseling sessions, which he found to be very helpful. Dr. Ibanez also worked with him to find the
prescription antipsychotic that gave him the best effect. Given his improved access to outpatient
care and improved medication adherence, Diego suffered much fewer severe psychotic episodes.
His family also started to have some financial relief, since the coinsurance for these helpful

outpatient visits for Diego are on track to be lowered to match the coinsurance of other services by
the year 2014.
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