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Abstract

Los Angeles PARTNERS, or “people achieving rehabilitation together need empowering re-
spectful support,”is a treatment program that uses capitation to shift risk for treatment costs of high
utilizers of public mental health services to private community-based treatment organizations. This
analysis reveals two important findings from PARTNERS. First, the economic incentives created by
capitation contributed to the disenrollment of PARTNERS clients; furthermore, factors such as not
speaking English or Spanish or having schizophrenia increased the probability of disenrollment.
Second, analyses of health costs for enrollees in the PARTNERS capitation program suggest that the
program did not result in a change in total costs. However, the program increased the use of
community-based care and increased treatment costs for clients with lower preprogram costs but de-
creased costs for the clients with high preprogram costs. These results suggest that future capitation
programs for this severely ill population would benefit from using detailed clinical information to
determine program eligibility and to set risk-adjusted capitation rates.

Publicly funded mental health programs are increasingly implementing managed care systems,
such as capitation, to control costs. Capitation is a form of managed care that places some or all of the
risk associated with treatment cost with the provider organization. Despite the increase in capitation,
policy makers and researchers have not reached a consensus on the expected impact of capitation on
public mental health costs for people who are severely mentally ill. There are relatively few studies
that estimate the impact of capitation that targets publicly funded individuals with severe mental ill-
ness. While there is a larger literature on the impact of managed care on privately funded individuals
with mental illness, this population is far less costly than publicly funded individuals with severe
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mental illness; hence, the results from this research may not be applicable to publicly funded indi-
viduals with severe mental illness.

The Los Angeles PARTNERS* program was a pilot capitation initiative that shifted costly, pub-
licly funded, severely mentally ill individuals into capitated community provider organizations.
PARTNERS was designed such that individual patients were randomly assigned to capitated pro-
grams. The capitated community-based programs were allowed to disenroll patients who were
unsuitable for community-based treatment. This article addresses two main issues that are the pri-
mary lessons from the PARTNERS program. First, it examines the nature of client disenrollment
during the PARTNERS program. It estimates the extent to which the economic incentives created by
capitation resulted in the systematic disenrollment of mentally ill individuals who incurred high
costs. It also explores the impact of factors such as language skills, health, and functioning on disen-
rollment. By determining the factors that are associated with disenrollment, this article contributes
to the design of future capitation initiatives. Second, this research determines the impact of the
PARTNERS capitation program on health costs for enrollees. It focuses on the impact of
PARTNERS on three types of cost measures: cost sustained by the Los Angeles County Department
of Mental Health (LACDMH); governmental cost of treatment that includes the costs borne by the
LACDMH, the state of California, and the federal government via MediCal expenditures; and last,
service cost that is defined as the cost of treatment to the agency that provides care. This assessment
is necessary to determine the value of capitation as a sustainable cost containment measure for the
Los Angeles PARTNERS program. Furthermore, since the government pays for more than half of all
mental health costs, and state, local, and Medicaid funds pay for approximately 40% of all mental
health costs,' research on the impact of county managed care initiatives has the potential to inform
far-reaching policy on mental health care.

Literature Review

Risk contracts for mental health care vary in the amount of risk placed with the agency contract-
ing for mental health care, the agency coordinating its provision, and the providers of care. In a grow-
ing trend, many private corporations and some public mental health authorities have adopted man-
aged behavioral health care carve-out programs that carve out behavioral health care from existing
comprehensive plans and have these services managed by a different entity. The carve-out vendor
sometimes assumes some degree of risk.”

Massachusetts’s Medicaid program carved out mental health and substance abuse care. The con-
tract included fixed payments for administrative costs to the carve-out agency and some relatively
weak cost-saving incentives. Cost-savings from the carve-out program were about 25%—a substan-
tial savings relative to the incentives provided by the contract.’ Furthermore, carve-out costs in Mas-
sachusetts decreased significantly for both disabled and nondisabled populations.* Largely, reduc-
tions in inpatient care accounted for this decline.

Tennessee also implemented a mental health and substance abuse carve-out plan, called Tenn-
Care Partners, for the Medicaid and uninsured poor population. However, unlike Massachusetts,
Tennessee employed a capitation program and, thus, shifted all the risk to the carve-out agencies.
TennCare Partners faced insurmountable problems during implementation that resulted in a break-
down of the continuity of care for patients and financial problems for the carve-out community men-
tal health centers.’ TennCare Partners’ capitation rate was fixed, not risk adjusted, leading to con-
cerns about adverse selection into the community mental health centers.

The Medicaid carve-out program in Utah also employed capitation. The program resulted in cost
savings with few overall negative effects on outcomes, though some severely ill clients appeared to

*PARTNERS is an acronym for “people achieving rehabilitation together need empowering respectful support.”
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do worse.*” Analyses of Colorado’s capitation plan, also a carve-out plan for mental health services
for the Medicaid population, found cost savings for severely mentally ill clients but no measurable
change in outcomes.”’

In Hennepin County, Minnesota, Medicaid beneficiaries were randomly assigned to capitated
plans for all health care. The capitated plans could choose to subcontract for mental health care.
Implementation problems resulted in a termination of the capitation program for disabled individu-
als. However, there was no strong evidence that Medicaid beneficiaries with severe mental illness
who were enrolled in capitated plans used community-based mental health treatment programs dif-
ferently than did other Medicaid beneficiaries.™"

Research on privately funded mental health managed care has also focused on case studies. The
Health Insurance Experiment showed that families assigned to prepaid care utilized three times as
much mental health care as did families assigned to the fee-for-service sector." Recent literature has
documented substantial mental health cost savings due to carve-out plans.”" It appears that the
degree of risk sharing placed with carve-out plans has little effect on access to care; however, the
degree of risk sharing does have a significant impact on inpatient users."

This literature review shows that there is little research on the impact of managed care on publicly
funded individuals with severe mental illness. Previous research has primarily evaluated carve-out
managed care initiatives for the Medicaid population. While people with severe mental illness are
part of the Medicaid population, it is useful to study managed care initiatives specifically targeted at
those with severe mental illness. Managed care may have different, and potentially deleterious, out-
comes for individuals with severe mental illness compared to the rest of the Medicaid population.'*"”

Design of the Los Angeles
PARTNERS Program

In the fiscal year (FY) ending in 1993, LACDMH implemented the PARTNERS program.* The
PARTNERS program was a pilot initiative with a budget of $9 million out of a total LACDMH
budget of about $275 million. This program shifted funds from the support of 200 hospital beds to a
new, intensive, capitated community-based treatment program for 500 high-cost clients. The coun-
ty’s budget process and LACDMH's concerns regarding political opposition meant that the program
had to be implemented quickly. Because of the speed of implementation and resource limitations,
LACDMH was not able to clinically evaluate each client before assignment to PARTNERS.

Six private, not-for-profit community-based provider organizations were selected to participate
in the program. Each was to provide care to either 50 or 100 selected clients. The organizations were
paid on a per client basis at rates of between $14,000 and $21,000 per client per year, depending on
their bids. These new programs were called integrated service agencies (ISAs) since they agreed to
either facilitate, directly provide, or contract for mental health care, housing, social and vocational
rehabilitation, medical care, and dental care.t The ISAs were to be held financially responsible for
treatment across all LACDMH institutional, crisis, and outpatient settings, with the exception of
pharmaceutical costs and acute hospitalizations, which were paid for by fee-for-service MediCal.
Any revenue to the ISAs in excess of expenses was to be reinvested in treatment.

The first clients were enrolled in June 1993. They were chosen using LACDMH computerized
administrative records and were restricted to a pool of individuals between 18 and 64 years old who
had received treatment from LACDMH for at least three of the past five fiscal years and who had
been high utilizers of LACDMH fiscal resources. To be selected, a client’s cost over the past five

*For a thorough description of the program, see Young, Sullivan, Murata, et al."
tAvailable services were to include 24-hour crisis response, transportation, substance abuse treatment, and active family

participation.
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years had to average more than $30,000 per year and lic in the top 15% of all utilizers of mental
health funds. This average cost was based on those ycars when the client used LACDMH services.
The costs used to determine eligibility were computed from billing rates for services provided at
facilities operated or contracted for by LACDMH (these included outpatient facilitics and acute and
chronic hospitals operated by LACDMH). Cost data were not yet available for FY 1993, so assign-
ment was based on services used between FY 1987 and FY 1992.

This selection process resulted in a pool of 3,086 eligible individuals. These individuals were
stratified into three cost bands based on their utilization of services during the most recent year for
which data were available. Clients were identified as “very high cost” if utilization over the past year
was equal to or greater than $50,000, “high cost” if utilization was between $30,000 and $50,000,
and “moderate cost” if utilization was less than $30,000.

Each ISA was assigned an equivalent proportion of clients from each of the three cost bands, and
no other contractual provision was made to protect ISAs from expenses that might result from a
small number of very expensive clients. Enrollment in the ISAs was voluntary on the part of clients.
If a client refused to be enrolled, or the ISA believed the client was not appropriate for the program,
the ISA could petition the mental health authority to have the individual disenrolled. The mental
health authority had limited opportunity to collect data or any additional information to judge the
request; therefore, petitions that appeared valid were approved. Disenrolled clients were returned to
the usual LACDMH treatment system. Early in the program, LACDMH developed a set of criteria to
determine eligibility for disenrollment. For example, one of the criteria was that a client who had a
history of hospitalization of more than 300 days per year for the past four years could be disen-
rolled.* As ISAs disenrolled clients, replacement clients were selected from the same cost band as
the disenrolled client to minimize financial incentives for disenrollment. However, disenrollment
rates were so high that three quarters of the assigned clients were disenrolled in the first year of the

program.

Data Source

LACDMH maintains a computerized client database that contains longitudinal data for all mental
health service users on demographics, clinical status, utilization in public and private settings, and
cost. Demographic information includes date of birth, ethnicity, sex, type of residence, educational
level, marital status, language, and living arrangements. Clinical information consists of variables
such as type of treatment rendered (e.g., acute hospital, state hospital, day treatment, etc.); length of
treatment; global assessment of functioning (GAF); DSM-IV codes; diagnoses, including secondary
and dual diagnoses; number of visits to county mental health providers; insurance and payment
information; and Medicaid hospital and outpatient service use.

This analysis used this LACDMH database to obtain information on LACDMH clients who were
eligible for the PARTNERS program for the years 1988 through 1997. The LACDMH database also
contained data, when applicable, on the date of enrollment, disenrollment, reason for disenrollment,
and the ISA to which PARTNERS clients were assigned. Table 1 displays means for the sample of
eligible LACDMH PARTNERS clients on a selected number of items. All costs are in 1997 dol-
lars—the costs were adjusted using the medical consumer price index. The sample in Table 1 has
1,917 clients.t The preassignment average annual costs for the subsample of clients who were
enrolled but not disenrolled were $17,510, whereas the costs for the subsample of clients who were
disenrolled were $24,509. Clearly, the costs for clients who were not disenrolled were substantially
lower than the costs for the clients who were enrolled and subsequently disenrolled. The two groups
were similar in terms of psychiatric diagnoses.

*For a detailed list and descriptive statistics of the disenrollment criteria, see Young, Sullivan, Murata, et al."
1We dropped some observations due to inconsistent data on the year of assignment to the program.
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Table 1
Descriptive Means for Clients Eligible for PARTNERS

Subsamples Continuously Enrolled Disenrolled
Cost factors
Average cost in dollars (1988-1992) 17,510.50 24,509.57
MediCal 0.85 0.71
Medicare 0.27 0.23
Private insurance 0.04 0.03
Psychiatric conditions
Schizophrenic 0.49 0.47
Bipolar disorder 0.27 0.25
Major depression 0.11 0.10
Any psychoses 0.84 0.86
Alcohol or drug abuse 0.36 0.36
Demographic characteristics
Age (in years) 41.31 42.07
Black 0.38 0.33
Hispanic 0.20 0.16
Native language is not English or Spanish 0.03 0.06
Native language is Spanish 0.07 0.06
Married 0.28 0.25
Male 0.58 0.60
Number of clients 649 1,268

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Unless
otherwise noted, all numbers in this table are expressed as fractions of the sample.

Determinants of
Disenrollment from PARTNERS

This section explores the factors that are associated with disenrollment. Understanding the
process of disenrollment and the factors that may cause disenrollment is extremely important for the
design of future public mental health capitation programs. While the PARTNERS agencies were
nonprofit organizations, they may still respond to the economic incentives imposed by capitation.
PARTNERS agencies faced a budget constraint that dictated that they break even; furthermore, any
savings from the PARTNERS program could be invested in improvements to their programs. These
economic incentives implied that since the PARTNERS agencies received a fixed payment for the
treatment of a client, the ISAs may have had an incentive to select clients who were, a priori, likely to
have had the lowest costs. The ISAs may also have had an incentive to disenroll clients who subse-
quently revealed themselves to have high costs. While it would be desirable to address the impact of
organizational form (for-profit, nonprofit, or public) on disenrollment and other outcomes variables,
LACDMH PARTNERS data include only nonprofit organizations. Thus, it is not possible to study
the differences in behavior due to institutional form. However, it is important to note that for-profit
providers may have behaved differently from the nonprofit ISAs studied here.

After the first year of the PARTNERS program, 1,188 out of 1,563 assigned clients were disen-
rolled. This section determines if these clients were disenrolled as a result of the economic incentive
of the ISAs to disenroll clients who may potentially lead to high costs.* The analysis focuses on two

*We have data on the reason for disenrollment that are described in more detail in Young, Sullivan, Murata, et al." A for-
mal analysis of these reasons is problematic since the criteria for disenrollment were developed during the implementation of
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sets of expected cost measures: direct treatment cost and other costs. First, a set of variables are con-
structed that are direct measures of a client’s expected cost in the PARTNERS program. These
include measures of each client’s prior average cost. Even though the ISA may not have had perfect
information about clients’ prior costs, it may have formed reasonably accurate expectations of costs
by communicating with patients about their cost histories. Measures of eligibility for MediCal and
private insurance are also constructed. Eligibility for MediCal and private insurance was likely to
substantially reduce an ISA’s incentive to disenroll a client. Hospitalizations for clients with Medi-
Cal, Medicare, or private insurance were paid for directly by the insurance entity and were not the
fiscal responsibility of the ISA. Therefore, a client’s eligibility for these types of insurance increases
an ISA’s fiscal incentive to keep that client enrolled in the program.

The second set of cost measures are those that may have an indirect impact on treatment costs.
Patients may have been disenrolled because they were perceived to be more difficult to manage clini-
cally and, therefore, to cost more in terms of provider time. Other problems such as language barriers
may have necessitated additional translators or increased communication time and therefore
increased costs. During the implementation of the program, there were reports that some ISAs did
not have the experience or clinical resources needed to effectively manage some clients with very
severe illnesses. Reorganizing service delivery mechanisms to deal with these severely ill clients
could have led to high costs. To capture these variables, which may have an indirect impact on cost,
psychiatric condition indicator variables, substance abuse indicators, and GAF scores are included
as independent variables in the model.t Demographic variables such as age, sex, marital status, lan-
guage capabilities, and race indicators may also have had an impact on potential cost and, hence, on
disenrollment. For example, marital status is likely to be correlated with the length of the mental ill-
ness; individuals who have never been married tend to have longer histories of mental illness.

To examine these hypotheses, this section presents results from a probit model of the probability
of a client being disenrolled from the PARTNERS program on the sample of individuals assigned to
the program. While, in theory, a more complex model of the time process of disenrollment may have
been interesting, the data showed that 70% of disenrollments occurred in the first month after assign-
ment to the program, and 95% occurred in the first year. Therefore, it seemed that a simple binary
variable that captured whether or not a client was disenrolled was sufficient. The primary independent
variable of interest is average preassignment cost. Measures of aggregated and disaggregated preas-
signment cost are constructed. The disaggregated measure divided preassignment costs into four
mutually exclusive cost categories: state hospital, skilled nursing facility, institute for mental dis-
ease, and other costs.{ The impact of disaggregated costs is analyzed to determine the specific types
of costs that have the largest impact on disenrollment, possibly due to the fact that they are associated
with hard-to-treat clients. The model included other independent variables that were likely to affect
the probability that a client was disenrolled, such as the indirect proxies for cost discussed above. It
also included a full set of dummy variables for ISA assignment to capture ISA-specific disenroll-

ment effects.§

the program, and the lack of a thorough review of the compatibility of each disenrollment with the disenrollment criteria sug-
gests that the process may have been somewhat malleable. Despite these problems, a multinomial logit model of disenroll-
ment criteria is estimated. The results show that the impact of costs and other key factors on the relative risks of being disenrolled
are quite similar between the disenrollment categories. This supports the conjecture that these categories were malleable.

+While these measures are crude proxies for true psychiatric severity, they are the only measures available to us in these
data.

tInstitutes for mental diseases are 24-hour locked psychiatric health care facilities that are lower cost than state hospitals.
Other costs comprise other residential facility costs, public guardian costs, forensic costs, day service costs, case management
costs, outpatient costs, emergency room costs, and administrative costs.

§We do not report the coefficients from the ISA dummies in the tables. However, they do have a large and significant effect
on the probability of disenrollment. The ISAs Kedren, Portals, Hillview, and Pacific Clinics were all between 12 and 16 per-
centage points more likely to disenroll clients than Barbour and Floyd and Step-Up.
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Table 2
Probability of Disenrollment from PARTNERS Program

Model 1: Model 2:
Independent Variables Aggregated Costs Disaggregated Costs
Average Preassignment cost in $1,000s 0.005**
(0.001)
Average skilled nursing facility costs in $1,000s 015%*
(.007)
Average state hospital costs in $1,000s .006**
(.001)
Average other costs in $1,000s 002
(-001)
MediCal —.165%* —.162%*
(.036) (.036)
Private insurance —.193** —.190**
(.083) (.084)
Schizophrenia .064* .068**
(.033) (.033)
Bipolar disorder 056 057
(.036) (.037)
Major depression .021 .023
(.053) (.052)
Other psychoses -.002 -.007
(.054) (.054)
Alcohol and/or drug abuse .244%x* .239%x
(.037) (.037)
Age .009 .007
(.012) (.012)
Other language J187%% J7T**
(.067) (.067)
Married —.096** —.092**
(.036) (.037)
Male -.026 -.024
(.032) (.031)

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Standard
errors are reported in parentheses. Number of clients is 1,206. Variables included in the estimation but not re-
ported here are age squared, Black, Hispanic, Spanish language, Medicare, global assessment of functioning
score, integrated service agency dummies, and institute for mental disease costs in model 2. The category “other
costs” includes other residential facility costs, public guardian costs, forensic costs, day service costs, case
management costs, outpatient costs, emergency room costs, and administrative costs.

*statistical significance at the 5% level. **statistical significance at the 10% level.

Results

Table 2 reports marginal effects from the probit estimation of the impact of cost and the other fac-
tors discussed above on the probability of disenrollment. In model 1, aggregated cost is the only
independent cost variable. The model 1 estimates show that an additional $1,000 in costs increased
the probability of being disenrolled by approximately half a percentage point. While this effect is
statistically significant, it does not appear to be as large in magnitude as expected. Note that since the
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ISAs did not necessarily know a patient’s cost history from the administrative databases, it may not
be surprising that this variable does not have a large effect. However, other variables related to the
cost the ISA bore—MediCal and private insurance—had large and statistically significant effects.
Eligibility for reimbursement from insurance reduced the probability of being disenrolled by almost
20 percentage points. Clearly, information about insurance coverage is provided to the ISA, and this
information may contribute to the relatively large impact of insurance on disenrollment. The results
also showed that clients with schizophrenia were 6 percentage points more likely to be disen-
rolled—this result may indicate that more severe illness associated with schizophrenia was hard for
ISAs to treat. Individuals with alcohol and/or drug abuse problems were almost 25 percentage points
more likely to be disenrolled, suggesting that this population was more difficult to engage and keep
enrolled in the program.* Another interesting finding is that clients whose primary language is nei-
ther English nor Spanish were 18 percentage points more likely to be disenrolled, indicating that
communication barriers may have been important determinants of disenrollment.

In model 2, the probit equation was reestimated with disaggregated preassignment costs as
explanatory variables. The estimates show that state hospital and skilled nursing facility costs were
the strongest determinants of disenrollment. Institute for mental disease or other cost sources did not
have large or statistically significant impacts. The other independent variables had similar effects in
model 2 as in model 1. These results suggest that clients in state hospitals and nursing facilities were
chronically and severely functionally impaired, requiring long-term institutionalization that the
community-based providers could neither provide nor afford. While institutes for mental diseases
also treat patients who are severely ill, patients in these institutes are less likely to have comorbid ill-
nesses; therefore, these patients may be more suitable for PARTNERS.

The Impact of PARTNERS
Assignment on Costs

This section studies the impact of the PARTNERS capitation program on costs. Clearly, deter-
mining whether the program changed costs, and if so, for whom, is of paramount importance in
evaluating the overall impact of the program and in designing future capitation initiatives. As dis-
cussed in the previous section, individuals with high costs were significantly more likely to be disen-
rolled; however, despite the disenrollment of high-cost individuals, the remaining enrolled
PARTNERS clients continued to be an extremely high-cost, severely ill group. As shown by the
means in Table 1, the enrollees had annual costs of more than $17,000. This analysis focuses on three
types of cost measures. First, it examines the impact of the program on costs borne by LACDMH.
Second, it examines the impact of the program on government costs that are defined to include costs
borne by LACDMH and by the state and federal government via MediCal reimbursements. Third, it
quantifies service costs as the costs of treatment borne by the providing agency. Service costs are
equal to government costs before the implementation of PARTNERS, and they are equal to the costs
reported by the ISAs to the LACDMH after the implementation of PARTNERS. County and govern-
ment costs are defined as those costs that are borne by the government agencies that are responsible
for providing or contracting for care to those with severe mental illness. Costs faced by these govern-
ment agencies are important since they tend to determine if the program is likely to be continued in
the future. This analysis does not attempt to quantify the impact of the program on indirect costs and
benefits, such as the value of social functioning, law enforcement and incarceration costs (other than
medical costs while incarcerated), and the implicit costs of care provided by family and friends.

The analysis quantifies the longitudinal effect of the PARTNERS program based on the change in
costs after enrollment in the program for clients who were enrolled but who never disenrolled. Since

*In results not reported here, the model included an indicator variable that captures whether the client was ever in jail. This
variable has a positive, but statistically insignificant, impact on disenrollment.
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all of the highest cost individuals with severe mental illness were assigned to PARTNERS, there
were no remaining high-cost individuals with severe mental illness that were eligible but not
assigned. For this reason, the analysis cannot use this group. The analysis is conducted separately for
MediCal-eligible clients and for MediCal-ineligible clients due to differences in the cost accounting
for these two groups.

Government costs before the implementation of the PARTNERS program are calculated by
aggregating the following categories of costs: administrative costs, acute hospital non-fee-for-
service costs, case management costs, day service costs, emergency room costs, forensic costs, insti-
tute for mental disease costs, outpatient costs, public guardian costs, other residential costs, supple-
mental rate residential costs, skilled nursing facility costs, and state hospital costs.* After the
PARTNERS program is in effect, government costs are defined as the capitation rate negotiated with
the ISAs. For MediCal patients, the portion of ISA costs that were MediCal reimbursable were paid
for the MediCal program, and that reimbursed payment was deducted from the capitation rate paid
directly by LACDMH to the ISA. Hence, despite MediCal reimbursement, the capitation feature of
PARTNERS was preserved.

The costs borne by LACDMH for clients who are not MediCal eligible are equal to the govern-
ment costs described in the previous paragraph, since MediCal does not reimburse the ISA or the
county for these clients. However, for clients who are MediCal eligible, LACDMH’s costs prior to
the implementation of PARTNERS equals the non-MediCal reimbursable share of government
costs.t After the implementation of PARTNERS, LACDMH bears the difference between the capi-
tation amount and the MediCal-reimbursable share of costs.

It is also desirable to measure the service costs, that is, the cost of treatment to the provider
agency, for PARTNERS clients. Service costs are measured by government costs, described above,
before the implementation of PARTNERS. After the implementation of PARTNERS, service costs
are measured by the costs reported by the ISAs as recorded in LACDMH records. Since ISAs must
record MediCal utilization for reimbursement, it is possible that non-MediCal costs reported by
ISAs are biased toward zero. However, these costs are the best available proxy for service costs.

There are two problems with inference from the simple descriptive statistics—regression to the
mean and confounding unobservable variables. First, since the selection of clients eligible for
PARTNERS was based on high costs during the period from FY 1988 to FY 1992, regression to the
mean is likely to exert a downward bias on an estimate that is based on the change in costs after
enrollment. To directly address this potential problem, the estimate of the change in costs is con-
structed after restricting the sample to the years FY 1993 and on. Since FY 1993 costs were not used
to determine program eligibility, some regression to the mean would have occurred in FY 1993.
Therefore, the estimate on the sample of costs after FY 1993 is less likely to be biased as a result of a
regression to the mean.}

The second problem with a simple longitudinal estimate is that is it not possible to control for
unobservable exogenous influences on enrollees that may be correlated with program enrollment.
For example, sicker patients, who may be more costly to treat in acommunity-based setting, may be
more difficult to locate and keep enrolled in the program. This would result in adownward bias on an
estimate of the impact of program on costs. However, under the assumption that the unobservable
variables are correlated with observable exogenous variables, the sensitivity of the estimates to
observable exogenous control variables is likely to indicate the robustness of the estimates to unob-

servable influences.

*Note that there is no data on acute hospital fee-for-service costs before 1994; therefore, this category of costs is excluded

from the calculation.
tThese include forensic costs, institute of mental disease costs, state hospital costs, supplemental rate residential costs,

and public guardian costs.
iSince the population used in this estimation is severely and persistently mentally ill, it is unlikely that regression to the

mean will exert a large bias on the estimates.
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Table 3
Costs before and after Program Assignment
(sample of MediCal-eligible clients)

Costs before Costs after
PARTNERS PARTNERS
County Government County Government Service
Sample Costs Costs Costs Costs Costs®
Full sample period (1988-1996)
Mean costs 14,470 18,790 8,738 20,093 15,173
50th percentile costs 0 5,883 9,190 20,569 11,085
95th percentile costs 79,439 82,128 18,385 22,860 36,484
Restricted sample period (1993-1996)
Mean costs 16,584 22,049 8,738 20,093 15,173
50th percentile costs 279 12,731 9,190 20,569 11,085
95th percentile costs 80,908 87,367 18,385 22,860 36,484

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Number

of clients is 549.
a. Service costs are defined as costs to the integrated service agencies after PARTNERS.

Results

The descriptive statistics in Table 3 show how the annual costs for clients who are MediCal eligi-
ble change after PARTNERS program assignment. Average annual costs borne by LACDMH (col-
umns 1 and 3 of row 1) fall dramatically from $14,470 to $8,738—a fall of approximately 39%.
However, government costs rise somewhat—although this change is not statistically significant.
This suggests that the MediCal-reimbursable share rises after the PARTNERS program is in place;
however, this increase is not statistically significant. PARTNERS results in a striking change on the
distribution of costs, as shown in rows 2 and 3, by the change in the 50th and 95th percentile of the
distribution. While capitation increases the median of LACDMH and government costs, it dramati-
cally reduces the 95th percentile of costs. It is also interesting to study the costs borne by the ISAs
(the capitated community-based providers). The last column in Table 3, labeled service costs, shows
these costs. A comparison of service costs after PARTNERS to government costs before
PARTNERS (columns 2 and 5) shows the impact of PARTNERS on the cost of treatment to the pro-
viding agency. This comparison shows the same, but somewhat less pronounced, pattern of an
increase in costs for previously lower cost clients and a large decrease in costs for previously high-
cost clients. Essentially, capitation truncates the costs of previously high-cost clients but increases
the costs of previously lower cost clients. Note that these numbers are merely suggestive since they
are based on ISA reports to the LACDMH that may be incomplete, especially for non-MediCal-
reimbursable expenditures. Therefore, it is useful to focus on the distribution of these costs rather
than the numeric costs.

The last three rows of Table 3 report results from the restricted sample (FY 1993 and on) to reduce
the problem of regression to the mean. This specification uses the same sample of clients, but the
sample is restricted to observations on these clients after FY 1993. There is strong evidence that
regression to the mean is not a problem with these data since all the costs from FY 1993 are higher
than the costs from the period FY 1988 to FY 1993. The post 1993 subsample of data shows a similar
pattern of results as the full sample.

The descriptive statistics show that PARTNERS dramatically changes the distribution of
costs—the distribution of costs is highly skewed before PARTNERS and quite flat after
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Table 4
Impact of Program Assignment on Costs: Estimates Obtained
from a Quantile Regression Model (sample of MediCal-eligible clients)

Impact of PARTNERS on Costs

Sample County Costs  Government Costs  Service Costs*

Full sample period (1988-1996)

50th percentile costs 6,829.51** 13,701.13** 5,547.67**
(37.54) (122.56) (677.07)

95th percentile costs —54,988.00** -54,170.50*%*  -39,767.17**
(3481.91) (2525.16) (4932.78)

Restricted sample period (1993-1996)
50th percentile costs 5,177.22** 6,247.60** -345.61

(389.52) (481.00) (1079.68)

95th percentile costs —63,352.63** —68,259.80%*  —42,337.26**
(2397.38) (1439.55) (3424.21)

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Standard
errors are reported in parentheses. Number of clients is 549. Variables included in the estimation but not re-
ported here are age squared, Black, Hispanic, Spanish language, Medicare, global assessment of functioning

score, and integrated service agency (ISA) dummies.
a. Service costs are defined as county costs before PARTNERS and as ISA costs after PARTNERS.

*statistical significance at the 5% level. **statistical significance at the 10% level.

PARTNERS. Therefore, a model of PARTNERS’s impact on costs that focuses on the mean of the
distribution is likely to be uninformative and possibly misleading. Since the most interesting impli-
cations of the program are discovered by examining the impact of the program on the tails of the dis-
tribution, this section presents results from a multivariate quantile regression model of costs. The
results from median and 95th percentile regressions, with the same set of control variables used in
the disenrollment analysis, are reported in Table 4.* The results show the same pattern as the descrip-
tive statistics in Table 3. In general, PARTNERS increases median costs for all three cost measures
and decreases 95th percentile costs for all measures.

Table 5 reports the changes in cost for MediCal ineligible clients.t As with the MediCal-eligible
clients’ government costs, there is no large change in county costs for MediCal-ineligible clients as a
result of assignment to PARTNERS. However, the dramatic shift in the distribution of costs is again
evident—the median client’s costs increase after PARTNERS, but costs for high-cost clients are
truncated by capitation. The last three rows show that the specification check for regression to the
mean does not change the cost estimates by much.

The estimates in Table 6 are obtained from quantile (median and 95th percentile) regression for
MediCal-ineligible clients. It is apparent that while there are similarities in the pattern of the results,
the small sample size of MediCal-ineligible clients leads to imprecise estimates.

It is important to interpret these results cautiously. Since the estimates are based on two years of
postimplementation costs, they measure the short-run response to the PARTNERS program. As the
ISAs adjust to the new program, it is possible that they may continue to develop better mechanisms to
control utilization and costs. However, the data analyzed as of FY 1997 suggest that total costs of

*The standard errors for the quantile regression estimates may be understated since they have not been adjusted for clus-

tering by person.
1Since the administrative databases of LACDMH are maintained primarily to bill MediCal for MediCal reimbursable

costs, it is possible that costs are relatively underreported for MediCal-ineligible clients.

426 The Journal of Behavioral Health Services & Research  26:4 November 1999



Table 5
Costs before and after Program Assignment
(sample Of MediCal-ineligible clients)

County Costs County Costs Service Costs

Sample before PARTNERS after PARTNERS after PARTNERS*®
Full sample period (1988-1996)

Mean costs 18,827 19,910 13,682

50th percentile costs 5,924 20,569 10,402

95th percentile costs 91,489 22,860 32,974
Restricted sample period (1993-1996)

Mean costs 21,512 19,910 13,682

50th percentile costs 14,586 20,569 10,402

95th percentile costs 100,803 22,860 32,974

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Number of

clients is 98.
a. Service costs are defined as costs to the integrated service agencies after PARTNERS.

treatment have not changed much as a result of the PARTNERS program. LACDMH costs for
MediCal-eligible clients have fallen, with the MediCal cost rising to compensate for this fall.
PARTNERS resulted in a dramatic change in the distribution of costs with a large decrease in the
costs for high-cost clients but an increase in the cost for low- to moderate-cost clients.

Conclusion

This article analyzed the experience of the Los Angeles PARTNERS program—a pilot capitation
program with the goal of shifting the care of severely ill individuals from intensive levels of care to
community-based services. Results from a model of client disenrollment during the PARTNERS
program show that the economic incentives created by capitation and clinical challenges posed by
clients both appeared to result in the disenrollment of mentally ill individuals with high prior costs.
While the direct impact of prior costs on disenrollment was smaller than that expected, factors
directly related to costs, such as eligibility for MediCal and private insurance, had large impacts on
disenrollment. Factors that may indirectly affect cost, such as fluency in English or Spanish, sub-
stance abuse, and marital status, also affected the probability of disenrollment.

The findings also suggest that total health costs for enrollees in the PARTNERS capitation pro-
gram did not change substantially in response to the shift into capitated community care centers.
However, LACDMH costs for MediCal-eligible clients have fallen, with their MediCal costs rising
simultaneously. PARTNERS also resulted in a dramatic change in the distribution of costs, with
large decreases in the costs for high-cost clients but increases in the costs for low- to moderate-cost

clients.

Discussion and Implications for
Behavioral Health Services
There are several implications of the PARTNERS program analysis. Clearly, capitation is a pow-
erful managed care technique, as evidenced by the large changes in the distribution of costs. As

emphasized by prior research on contracting, contracts with entities such as ISAs should include
performance contracting, especially for high-cost, hard-to-treat clients, in addition to cost
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Impact of Program Assignment on Costs: Estimates Obtained
from a Quantile Regression Model (sample of MediCal-ineligible clients)

Impact of PARTNERS on Costs
Sample County Costs Service Costs*
Full sample period (1988-1996)
50th percentile costs 11,760.29%* 1,824.97
(1101.64) (2358.33)
95th percentile costs -37,799.22** -27,376.47
(11,142.77) (18,265.43)
Restricted sample period (1993-1996)
50th percentile costs 2,708.55%* -5,617.35
(39.72) (3262.99)
95th percentile costs -20,365.43 -27,346.92
(37,506.88) (28,007.97)

NOTE: PARTNERS= people achieving rehabilitation together need empowering respectful support. Standard
errors are reported in parentheses. Number of clients is 98. Variables included in the estimation but not reported
here are age squared, Black, Hispanic, Spanish language, Medicare, global assessment of functioning score,

and integrated service agency (ISA) dummies.
a. Service costs are defined as county costs before PARTNERS and as ISA costs after PARTNERS.

*statistical significance at the 5% level. **statistical significance at the 10% level.

contracting.” Contracts should also include detailed enrollment criteria, based on clinical informa-
tion, so that only clients that are suitable for community-based care are placed in the program. Fur-
thermore, disenrollments are likely to occur, even in the best designed programs; therefore, to pre-
vent unsuitable disenrollments, it is important that the program, at the onset, have a clear set of
disenrollment criteria..

Another implication of PARTNERS analysis is that future capitation incentives may gain from
developing risk-adjusted reimbursement criteria that minimize providers’ incentives to disenroll
high-cost, uninsured, and severely ill clients. This implication is reinforced by the findings from
prior managed care initiatives in Minnesota and Tennessee that also suffered from implementation
problems associated with their contract design.”'*** Furthermore, additional adequate program plan-
ning and implementation time most likely would have reduced the challenging start-up periods
experienced by these programs. Studies of the experiences of Medicaid reform programs in Tennes-
see, Hawaii, and Rhode Island all indicate that the programs could have been improved if more time
was allowed for planning and implementation. Furthermore, states may need to support
community-based programs with information and expertise to expedite the transition to managed
care.”

In summary, the results of the PARTNERS program are mixed. The findings are limited by the
fact that there is no control group. Therefore, the estimates presented on the impact of PARTNERS
on costs must be interpreted cautiously. The findings of high disenrollments and lack of change in
the cost of treating individuals who are severely mentally ill suggest that the PARTNERS program,
as it stands, did not substantially reduce treatment costs. The implementation of this project was tur-
bulent, and future managed care initiatives for high utilizers in the public sector may wish to moder-
ate the effect of capitation through the use of risk sharing or mixed capitated and fee-for-service
reimbursement. However, this program has successfully transitioned many clients from unstable
clinical situations that involved frequent use of hospital and institutional treatment to ongoing care in
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the community. While community care may be preferable to institutional care, for the majority of
this severely ill group, community-based care may require a high level of service provision and may
be expensive.
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