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Highlights:

e Ohio’s community mental health system is collapsing due to a lack of investment over
many years

e This lack of investment is leading to higher costs in other systems and poor health
outcomes

e Federal health reform provides an impetus for changing the status quo, but the state
must actively pursue system reform in order to improve treatment and care for
individuals with mental illness

Ohio’s community mental health system is on the brink of failure and collapse. A combination
of factors over time has led to this situation. But, among these factors, the lack of funding is the
most damaging.

Failure to meet the needs of people with mental illness in a community setting has resulted in
increased hospitalization, nursing home placements, and incarceration. Not only are these
alternatives inappropriate — and in many cases inhumane — but they also are significantly more
expensive. Though Ohio faces a crushing state revenue shortfall, more spending is needed now
to stabilize the community mental health system. This would not only improve the care of
individuals with mental illness but would be prudent fiscal policy as it would stave off the need
for future spending in other systems that are ill-equipped to provide long-term treatment and
stabilization for people with mental illness.

Ohio’s health care delivery system will fundamentally change as a result of federal health
reform. The Ohio Medicaid program expects to add 554,000 people to its rolls beginning in 2014
through the expansion of eligibility and expects that one third will need treatment for a mental
illness.! The addition of this many newly eligible individuals, coupled with stringent federal
Medicaid requirements and inadequate funding, will deepen the cracks that already exist in
Ohio’s behavioral health system. Ohio cannot continue down its current path. Federal health
reform provides the impetus to reform our current delivery systems to improve care for people
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with mental illness. Ohio should seize this opportunity by realigning roles and responsibilities
between government entities at the state and local levels and various types of providers.

Ohio’s Community Mental Health System: A Snapshot

Ohio’s 50 county boards of mental health or combined alcohol, drug addiction, and mental
health boards use state subsidies, federal reimbursement, and local levies (where available) to
pay for treatment and supportive services through state hospitals or the community mental
health system. This system, created by the Mental Health Act of 1988, uses a financial incentive
to encourage treatment in the lowest cost and least restrictive setting.? Boards receive state
subsidies based on a formula that factors in population, prevalence of mental illness, and
poverty. Because state psychiatric hospitals are the most expensive care settings, boards can
maximize the dollars available to support community-based services by minimizing inpatient
hospitalization; however, the use of clinical criteria such as pre-admission screening is a more
appropriate way to manage placements in state hospitals than budget limitations.

This funding structure was initially very effective at deinstitutionalization. The average daily
population in state psychiatric hospitals declined by 69 percent from 1988 to 1998, from 3,823 to
1,190. Between 1998 and 2009, the decline in the average daily population in state hospitals was
much smaller — a drop of about 15 percent. Today, the average daily population in Ohio’s seven
state psychiatric hospitals has stabilized at about 1,000 people.*> Under current policy, it is not
reasonable to expect that state psychiatric hospital inpatient hospitalization rates can be
appropriately reduced much more, which means that savings from the deinstitutionalization of
state hospitals has peaked. Now, it is important that funding levels be tied to cost drivers in the
community mental health system — caseload, price, and service utilization.

As the number of people in state psychiatric hospitals has decreased, the number of Ohioans
served by the community mental health system has been increasing steadily: up 34 percent
from fiscal year 2002 to 2009 (see Figure 1). And the number covered by Medicaid grew even
faster — 47 percent. In FY 2009, more than 340,000 people were receiving treatment in the
community mental health system with 68 percent covered by Medicaid.

Figure 1: Number Served in Community Mental Health System Increasing
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The number of children served in the community mental health system has remained steady
over this time period. Though children make up more than one-half of the consumers receiving
coverage through Ohio’s Medicaid program, they only represent 33 percent of all community
mental health system clients.

Figure 2: Ohio Medicaid and Mental Health Medicaid Participation Rising
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Annual Growth

About 1.9 million people were enrolled in Ohio’s Medicaid program in FY 2009.# About 12
percent of them also received community mental health services.> Figure 2 shows the annual
growth rate in Ohio’s Medicaid program compared to the growth in Medicaid clients being
served in the community mental health system. In all years except one, growth in the number
of mental health clients surpassed growth in the Medicaid program as a whole. From FY 2003
to FY 2009, Ohio's Medicaid program caseload grew by 21 percent, while mental health
Medicaid clients increased more than twice as fast — by 47 percent.

Figure 3 provides perspective over the past few years on changes in funding levels and clients
seen in the community mental health system. Four General Revenue Fund (GRF) line items pay
for the community mental health system. These funds are used for care in state hospitals (both
civil and forensic care), as well as community mental health services including Medicaid
services.® From FY 2005 through FY 2008, GRF support grew slightly, but after the recession hit
and state revenues began falling, GRF funding fell substantially as the community mental
health system was cut more deeply than other programs in the last state budget. During this
time, the number of clients served has increased steadily.
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Figure 3: State Funding Falls as Number of Clients Increases
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The impact of this decline in resources is being felt in various ways: non-Medicaid services and
services to non-Medicaid eligible clients have been reduced or eliminated, many providers are
offering care without compensation, and many clients are waiting longer to see a professional
or are receiving services less frequently. In addition, lack of access to care means that more
people with severe and persistent mental illness are ending up in institutions once their
conditions reach crisis.

The Status Quo is Inadequate and Expensive

Caring for people with severe mental illness can be challenging. They often suffer from
multiple chronic physical and/or behavioral conditions that require complex care from
numerous providers in various health care delivery systems. In addition, they are more likely
to be uninsured, unemployed, and/or homeless — making it difficult to maintain comprehensive
care over the long term. As with physical health conditions, prevention and early intervention
can reduce overall health care costs and lead to better outcomes such as quicker recovery and
greater resiliency.

Compared to the general population, individuals with a severe mental illness die on average 25
years earlier from preventable health conditions. Higher rates of suicide and accidental injury
are some of the reasons. But the leading causes of premature death are heart disease, stroke,
and cancer.”

Ohio’s delivery system is fractured, leading to poor outcomes. It is difficult to gather
information on all of the medical services received by a patient. For example, the county boards
pay for inpatient care in state hospitals and community-based mental health supports, but
physical medical care, prescription drugs, general hospitalization, and nursing home stays are
paid by the state Department of Job and Family Services” budget. This fractured system creates
incentives to shift costs between systems which can lead to inappropriate and more expensive
patient care.
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Many people with severe mental illness are ending up inappropriately institutionalized in
nursing homes or prisons. This problem is not unique to Ohio. From 2002 to 2008, the number
of young and middle-aged mentally ill residents in the nation’s nursing homes increased by 41
percent according to an analysis by the Associated Press.® And 16 percent of the nation’s
prisoners have a serious mental illness, according to a recent analysis by the National Sheriffs
Association and Treatment Advocacy Center. This study also found that states with more
mentally ill inmates in jails and prisons spent less on community mental health services.” The
average cost of a nursing home stay in Ohio is $168 per day, while for incarceration in a state
prison it is $69 per day (although spending is often higher for inmates who require more
intensive care). 0

Clearly, more intensive care is more expensive, and Ohio is spending more than it should
through the budgets of the departments of Job and Family Services and Rehabilitation and
Correction to provide less than ideal care for people with a severe mental illness.

Medicaid: An Imperfect Benefit for Behavioral Health

At the same time state hospitalization rates were falling, the Medicaid program became an
increasingly significant source of funding for mental health services. In fact, Medicaid is now
the largest payer of mental health services in the United States, accounting for more than 50
percent of public spending on mental health services."" While federal funding for Medicaid
services is substantial, federal regulations, limits, and prohibitions present many challenges for
the community mental health system.

Unlike the parts of Ohio’s Medicaid program administered by other agencies, Medicaid services
for mental health leave significant gaps in coverage. First, for the Medicaid-eligible population,
many services that are highly effective and needed in order to remain in the community and
actively participate in society are not covered in Ohio (i.e., family counseling, intensive home-
based services, and supported housing). In fact, there have been very few modifications to
Ohio’s Medicaid mental health benefit in more than a decade.

Second, Medicaid eligibility is limited to two main categories — covered children and families
(CFC) and aged, blind, and disabled (ABD) - leaving many without coverage, particularly
childless adults. Individuals with severe and persistent mental illnesses are more likely to be
uninsured. Often, the onset of mental illness occurs in young adulthood, which often coincides
with the period when people are less likely to be insured. For individuals with severe and
persistent mental illness, access to health care through public or private insurance is limited.
While severe mental illness would often qualify one for Medicaid coverage through the Social
Security Disability process, this can take up to two years during which time a person’s health
status might further deteriorate — ultimately requiring more intensive care in a more expensive
setting.”? For an individual with a severe mental illness, this frequently means a hospital, jail or
prison, or nursing home.
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Complicated Further by Reductions in State Funding

While state funding for community mental health has not kept pace with increased demand, the
FY 2010-2011 state budget dealt a further blow to the system as subsidies for the community
mental health system were reduced to a level sufficient to only maintain the Medicaid benefit in
most counties. In FY 2009, more than 22,000 people receiving treatment services in Ohio's
community mental health system were not covered by Medicaid. Services to this non-Medicaid
population continue to be reduced or eliminated to maintain services for the Medicaid
population. Local levy dollars are available in many (but not all) counties, but because of the
design of the community mental health financing system in Ohio — where the county bears the
financial responsibility for Medicaid — local governments increasingly have been using local
levy dollars to cover Medicaid services. County boards also have difficulty managing the
financial risk for an entitlement program as they have a limited portfolio of services and few
flexible funds. Unlike home- and community-based waiver services in the Aging and
Developmental Disabilities programs, where wait lists are maintained when demand for
services exceeds available funding, community mental health services are state plan services,
which means that the state cannot limit access to these Medicaid services for those with a
medical need.

Federal Health Reform Provides an Opportunity for Improvement

One tangible benefit of federal health reform is the elimination of the Medicaid coverage gap for
low-income childless adults with mental illness. Currently, the Medicaid program covers
pregnant women, parents, children, senior citizens, and individuals with a disabling condition.
All must have incomes below a certain amount that varies for each group, and disabled
individuals must also meet strict criteria as to their disabling condition. These requirements
leave many who have severe and persistent mental disorders ineligible for Medicaid. Federal
health reform closes this gap by expanding Medicaid coverage to additional low-income people
under the age of 65, regardless of health or family status. The Medicaid expansion offers the
most significant improvement for those with chronic mental illness by providing funding for
their health care services; however, this change presents a significant challenge to Ohio’s
decentralized behavioral health financing system and elevates the question of whether the state
should take over responsibility of the behavioral health Medicaid benefit.

Pilot Projects Offer the Chance to Test New Models of Care

Federal health reform offers a number of pilot and demonstration projects to test new ways to
improve quality of care and reduce costs. Individuals with multiple chronic illnesses often
receive fragmented and poorly coordinated care, which leads to worse health outcomes and
increased costs. Federal health reform improves care for these people, many of whom suffer
from severe mental illness as well, by strengthening the primary health care system, including
increasing the use of medical homes. One demonstration project that appears especially
promising provides grants to co-locate primary care alongside behavioral health care in
community-based mental health settings. For those with severe mental illness, such integration
of physical and behavioral health care is critical for managing co-occurring disorders and
improving health outcomes.
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Recommendations

Additional investment is critical — FY 2011 funding levels for the community mental health
system will be insufficient to meet Medicaid expenses in some boards. During this biennium,
Medicaid caseloads have continued to rise. Also, enhanced funding for Medicaid that was
provided through federal stimulus is scheduled to expire soon, which will reduce federal
funding for Medicaid.

Using projected federal matching rates, Figure 4 shows two estimates of the cost of the
Medicaid mental health program in the next biennium. The first scenario assumes a low rate of
growth of 3.5 percent per year, while the moderate growth scenario assumes 6 percent growth
per year. Even with modest growth, the state share of the Medicaid mental health program will
exceed FY 2011 funding levels.

Figure 4: Medicaid Mental Health Costs: Two Scenarios ($ in millions)

Low Growth Scenario (3.5% per year) Moderate Growth Scenario (6% per year)
Total Medicaid Federal Share  State Share Total Federal State Share
Costs Medicaid Share
Costs

FY 2010 $551.9 $405.5 $146.4 $551.9 $405.5 $146.4

FY 2011 $571.2 $388.4 $182.8 $571.2 $388.4 $182.8

FY 2012 $591.2 $377.3 $214.0 $605.5 $386.4 $219.1

FY 2013 $611.9 $390.5 $221.5 $641.9 $409.6 $232.3

Source: The Center for Community Solutions analysis using MACSIS data

Going into the next biennium, state support must be sufficient to fund the Medicaid benefit and
ensure that uninsured and indigent individuals with severe mental illness and those in crisis
situations receive the care that they need in the least restrictive and most appropriate setting.

Create a Stand-alone Medicaid Agency t Parts of Ohio’s Medicaid program are administered by
five state agencies. Consolidating all into a single stand-alone agency would help to reduce
siloed decision making, increase budget and spending transparency across the whole program,
and improve the coordination of health care policy and administration. In advance of when the
provisions of federal health care reform take effect, this merger would strengthen Ohio’s ability
to effectively manage its largest and fastest growing program.

Create a bipartisan commission to reform behavioral health care in Ohio — In our recent paper,
Thinking the UnthinkablgThe Center for Community Solutions called for empanelling a
multidisciplinary bipartisan commission to reform behavioral health care in Ohio, similar to the
successful Commission to Reform Medicaid in 2004-2005. Federal health reform presents both
opportunities and challenges for Ohio, which warrant a careful evaluation of all options. Issues
that this panel of experts should consider include:
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V  Determining how behavioral health should be integrated with the primary care delivery
system, including how, where, and what types of care should be provided and by
whom;

V  Redefining the roles and responsibilities of the state and local governments in light of
federal health reform;

V  Developing ways to reduce inappropriate institutionalization by maintaining the health
of those with severe mental illness in the community;

V  Developing financing structures that support integrated care across all payers; and

V  Improving coordination across entities for non-health care services.

Provide additional long-term care options for individuals with severe mental illnesses —
Individuals under the age of 60 are the fastest growing population in nursing homes. Ohio
offers few home- and community-based alternatives to institutional care for this younger,
disabled population. Accessible and affordable housing is a significant barrier. The state
should (1) develop appropriate home- and community-based alternatives, and (2) actively
deinstitutionalize inappropriately housed individuals.

Conclusion

Around the country, care for people with severe mental illness is reverting to something that
resembles the system that existed when Dorothea Dix began her raids on jails and almshouses
in the 1840s. Ohio has the chance to reverse its current course, in part because the state’s health
care delivery system will fundamentally change as a result of federal health reform. Ohio has
an opportunity to leverage these changes and actively design a system that will improve the
health of our citizens. Nowhere else is it more important to seize this opportunity right now
than in the behavioral health system.

! Presentation by Maureen Corcoran before the Medicaid Pharmacy Quality Forum, June 7, 2010.

Note that this is not fundamentally different than the
a nursing home to the PASSPORT program, which provides home and community based Medicaid services for

elderly individuals. Through Home First, state funding for nursing homes, paid by the Department of Job and

Family Services, may be transferred to the Department of Aging to pay PASSPORT expenses. The key difference

between this and the MH funding structure is that nursing home utilization is forecasted and funded.

® State Hospital Census Information, Ohio Department of Mental Health.

* Ohio Department of Job and Family Services, Projected Medicaid Expenditures SFY 2010-2011, Budget as
Passed, August 2009.

> Ohio Department of Mental Health, MACSIS data.

® The four line items are Community & Hospital Mental Health Services (334-408), Local Mental Health Systems of
Care (335-505), Community Medication Subsidy (335-419), and Behavioral Health Services i Children (335-404).
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