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Managed Foster Care: Opportunity or Oxymoron? 
P o t e n t i a l B e n e f i t s & P r o b l e m s o f A p p l y i n g M a n a g e d C a r e P r i n c i p l e s t o t h e F o s t e r C a r e Sys tem? 

^''a"aged care or-nc o'es ina Dr3c:!ces aocear :o otfer rt-- guirg 
Drcsoects anc DOSS.O"''. es 'or sc^enft.-en'r^g : re -ranager^enc of 
'ov.er tare se-^vices Dar c-^ianv f :~.e at rercar t ' SKS can be 
adecuateiv addressed ~~a: :riis ceve'ooment s iikeiy co naopen 
s ;L.§gested ty f e •"ciio-.^'r-g 

"he "eaicn care nouscr/ I'scor'caily -vas. and :̂ ^e 'os:er 
care nduscry currently 'S. reliant on ineffective fee-for-
sen^ice reimbursement models. 

The difficulties experienced by providers and 
policymakers, both nationally and in 'ndividual states, m 
achieving either their fiscal or program policy goals. 

> Rapidly increasing foster care expenditures and eligible 
populations across the country. 

* Cost shifting by managed health care programs to foster 
care. 

A number of provider organizations and managed care programs 
m the behavioral health field are considering diversification 
through modification or expansion of their service lines for other 
payers, such as child welfare/foster care, developmental 
disabilities, and corrections. Each organization must look at both 
opportunit ies for. and risks to. behaviora) health organizations 
entenrig the foster care field. 

T -ere is great potential for positive change by impoamg 
maoaged care principles and praaices into the foster care 
ser^..:e industry. Some potential positive effects include; 

> Removing the incentives under fee-for-service to provide 
the most exp>ensive (i e. highest fee) services and of more 
services than may be clearly needed. 

> Expanding eligibility for and access to foster care services 
and to medical services for foster children. 

*• Increasing management flexibility and creativicy by 
breaking down the often arbitrary categoncaJ program 
funding restrictions (such as the separation of Tit le IV and 
Title X I X funds) which make it difTicult to effectively 
manage service delivery. 

^ The opportunity for foster care service providers to 
participate more directly in the management of their 
environment. 

*' Increasing emphasis on quality of service outcomes 
measures (e.g., through performance-based contracts) in 
contrast to the current emphasis on compliance wi th 
•process "-based regulations which focus on how services 
are delivered. 

Despite these advantages, there are pitfalls. Policymakers, 
service providers, managed care organizations (MCOs), and 
advocates for children and families in need of foster care services 
wil l need to be anentive to potential risks if they are to consider 
applying managed care principles to foster care service 
environments. Some of the nsks include: 

*• Expanded eligibility for services in an era of budget 
balancing, could lead to ' fewer services for more children 
and families'. wi th providers of services having to 'do 
more wi th less" 

• T h e ' o s t e r c a r e ' n d u s t n / o n : r e p r o v i c e r 3 -C 

governmental eveis ^as g'-o^n -P iart t v e ' :~e as: 
decades on categorical funoing 3rd prog^ar^ -eg', a: : - s 
and. therefore, nnay -eed a s.gr.ficanc te'- od ct '.-3-', : •;-
n order to Successfully 'ure:.on n esse'~: a v̂ 
deregulated environrrents ''^•t"out i c c z o r ate 

adaptation periods, c a o s coi-id -esuit 

• The luvenilc/family courts could ac: ve'y 'es^st i r o e-e" 
undermine the efforts of i-r^anaged foster care ser. ces 
Since court officials often regard these s c r ees is . - ce^ 
their sole lunsdiction "shared rnanagement' recce s t^ 
courts and MCOs must be developed in order to 
effectively serve children and fam-lies n foster care 
systems. 

* Current foster care providers will have to develop new 
management skills m order for their organizations to oe as 
'managed care ready ' as possible. In addition 
government agencies and other system managers .vili have 
to create a regulatory environment which is flexible 
enough to encourage planful programmatic 
expenmentatlon. while maintaining outcome tracking and 
analysis, $0 that the results of experimentation can be 
thoroughly evaluated. 

• Unfamiliar partnerships berween pnvate MCOs and 
govemment agencies at the state and local levels may 

- occur, because private MCOs are not familiar with the 
foster care service delivery. Also, most government 
agencies do not have the necessary managed care skills 
and management capabilities (e.g., cost analysis, actuarial 
expertise, information systems, etc.). 

• On the assumption that the consolidation trends 
expenenced in health care will emigrate' to foster care, 
over the next five to 10 years there will be fewer but 
larger, child welfare provider organizations — and those 
that survive will do $0. m part, by developing new and 
different alliances and foster care partnerships. 

It is important, however, to maintain awareness of the potentially 
essential differences between foster care and health care. It 
appears at rhis time that it would be inadvisable to directly 
transport managed care pnnciples and practices into the foster 
care service ndustry. Partnerships of foster care service 
provider organizations, managed care organizations, advocates, 
and governmental policymakers should be developed for pilot 
teso m order to develop a solid foundation for a new set of 
managed care praaices specifically adapted and tailored for 
foster care. 

Future issues of OPEN MINDS will continue to explore the 
expanding honzons in foster care wi th more indepth analyses of 
service utilization and expenditure data, as well as through 
discussions on pioneering initiatives across the country which are 
either already underway or are bemg planned. Readers who are 
either involved in, or are aware of, efforts which involve the 
development and testing of new program models, creative 
funding mechanisms, new management strategics, etc. related to 
foster care services and managed care pnnciples are encouraged 
to contact the author at OPEN MINDS. 2 
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Changes in the Child 
Welfare System and Role 
ofthe Public Sector 
Caseworker Under Child 
Welfare Managed Care 
BII D'ureif Feilii 

The ti.ipic ofdiscus.sion or plan currently 
in mativ states and niunicipaljurisdie-
tions IS child welfare managed care. In a 
i-ecent iurves. the Child Welfare League 
of .Amei'ica found that >i2 percent of 
.-late.s are considering applying managed 
care techniques to child welfare services. 
.Among the reasons for this are: the use 
of managed care in other service systems 
affecting child welfare clients: pressure 
from private child welfare providers de­
veloping managed care models for other 
payers: a conservative trend in the role 
of government vs. the role ofthe private 
sector: and the general perception that 
the child welfare system is "broken" and 
in need of reform. 

.Manv in the field believe that child wel­
fare will inevitably be pushed toward man­
aged care wnthin the next five years. Yet, 
one of the biggest questions to anse is the 
delineation of roles and responsibilities 
lietween the public and pnvate sectors. 

DEFINING CHILD WELFARE 
MANAGED CARE 

(̂ 'hild welfare administrators are defin­
ing managed care in a variety of ways. 
Some are attempting to narrowly define 
child welfare managed care in order to 
protect the current dominant role ofthe 
public agency and its staff In so doing, 
they fulfill the mandale or "ground 
swell" for managed care without under­
taking a total system reform. In olher 
instances, administrators want to test 
the viability ofchild welfare managed 
care, phase it in over lime, or minimize 
immediate change - perhaps hoping il is 
just a passing fad. This all has resulted 

in some interesting child welfare man­
aged care initiatives undertaken within 
the public secti.ir. The following are brief 
descriptions of these efforts: 

Some recent initiatives are essentially 
performance contracting - linking 
payments for services to the contractor's 
performance in achieving predefined 
outcomes. The managed care techniques 
incorporated into this design link the 
payments lo performance and base the 
unit of payment and rate on average 
costs fora particular category of clients. 
These contracts usually tie fiscal incen­
tives lo desired performance. 

Privatization is another term often 
confused or used interchangeably wiih 
managed care. While privatization can 
include managed care techniques, il 
doesn't necessarily equate lo managed 
care. Privatization may simply be 
contracting for ser\'ices or functions 
previously undertaken within the 
public agency. 

Applying managed care techniques to 
contracted services is another model 
being discussed by child welfare admin­
istrators. What this model does not 
include is any change in the role ofthe 
public agency case manager, who is still 
charged with a pnmary case management 
function. This model is oflen discussed 
for children who require residential 
treatmenl services. Generally the pro­
vider would be paid a fiat amount or a 
flat monlhly fee hased on the average 
expecled cost of out-of home care. There 
is some level of financial incentive for 
serving the child in less costly care. 
Variations on paymeni syslems reflect >• 

"How ,svvv/(Y'.s- arc 

delireri'd inidcr 

nunuuied I'lin' 

fundanieiitalli/ .shiff.̂  

J)f)Ui the fisk of 

orer-((tilU(i(ioN 

to fhe nsk of 

uiider-utilimtion." 
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"If public sectur 

niaunged core does 

nothing more than 

shift the reporting 

requi rem en tsfmm 

detailed planning and 

e.rpenditure data to a 

foci I.s on outcomes for 

ch ild ren and fami lies 

.served, it will have 

succeeded in 

advancing the 

adm i nisi rat ion ofthe 

child welfare system." 

individual junsdiclion i.-sue.- and \ alues 
Tlie u.~e ufmanaged caro ieclinii|ue.- fur 
cnlUIMCled st/rviCt.'- ; i l l n u > .-Kite , i f l n i l l l l . > -

iralnrs tn becnme comlimabli.' \i. uh i he 
cnncefK ol man îLi'ed care ^^•llh^lUl neces-
s,iril\- s.icnlicmL' .-taff nr c:isf com ml. 

Public Child Welfare .'Vlana>{ed 
Care: (.'ountN'-adminisU'red .-i.iu.'S .inrl 
lhose with clearlv defined regmnal nr 
district ntficcs ;ii-e exploniiL; I he cnnci.'pt 
of establishing their local child uelfare 
agencies as man.iged care entities, 
requiring the use of managed care tech­
niques to guide resources. Thi.> model 
assumes the techniques can he aoplied 
effectively in the public seclor. \\W\\v it 
certainly could be argued that the cur­
rent public child welfare svstem is a 
"mongrel" managed care system, ii In no 
means embraces the rigor and structure 
typically imposed through managed care. 

The current child welfare svstem 
already has a single intake procedure, 
attempts to coordinate care through a 
ca.se manager, and has a utilization review 
process for children in out-of-home care 

1 0.. .-i.'liu-ailiuial ,idi'i!iii~i r.ii .•.' : • • . . ' . -

.Man.iged Cl re 11 •i.'h ii iq iii - : ' ] : - - : " _ 
Irnm the curi'i.-ni -ii-ni M' 11'.:,ii ;nn 
managc'inem. ipialit v .i.»»ijninci'. • ' i ' 
ciinie nieasuremeiii. pr:ici icr ;irni. ..'iM -
are element.- I h:it nur. b.- difl icii ii • 
de\-elnp .-mco il i - IikeK' lh.it :ii|'.i:i ir.,i 
admini.»irainv iiin>l- ••voulil !>r •,^^^o• 
Secuntig t'undiiiL' in mill,UUT .i i l inii i i- ; 
Iivf .-.y.-iii-m.- h.i.- ncviT limn r 
achie\'ed in child wrlf.irr. 

nespite the ability . . f i l i f piihlir ,ig. :i< •. 
to implement all the nlcmnm.- .ii •I'an-
aged care, man v cnimi v .idniin i.-trivd 
states currentlv placi.' nnn|-ninu~ -nf. 
and financial repiirt mg requirrinnni.-. .n 
their local cotinterpari.-. SL-lilnin 'In i h, -,. 
requirements addi'e>.- qu:il:i\' •:\'.:.ti-'-
issues. If public sectnr !ii;in.i.:rd ^Min 
nothing more lhan - l i i i i ilu- I'l^pni'im^-
requirements from dm,nlcd pl.iiiaai-
and expenditure dat;i m a fniai- nn nia-
comes forchildren ,nid taiiiilirs .-erymi. a 
will have succeeded in aiK-anciiig ilv.' .id-
ministration ofthe child \yelfarn .-y -ii.aii. 

Chi ldwelfare managed care, m ilm 

14 

Managed Care Techniques 

Child welfare managed care applies an array of techniques to manage "-"e •..;.i..:a'c" : •: 
welfare resources. Typically, the array of managed care techniques •.vouta mc :.̂ '.:e : ;v •.:i,r ,-, • 
nine elements: 

1 ,A single intake anci assessment process is used to identify problerrs ,nnrj rieeris 

2 Common protocols are usea to match needs and problems .villi services '.sliir'! .Mil 
authorized for limited periods ot time 

3, Establishment of a simultaneous and ongoing review of the consistent appli.;a;icn o:' 
protocols, and a continuous review ot the value of the authorized se'Vir-:-s m ;,dclres;.'-i:: ::̂ --
identified problems and needs lutilization management) The mtormation obtan-.ed •:c:'"' 
this review is used to continuously adjust the services and authorized -ime '̂ --i-.s 

4, All sen/ices are coordinated through a single point. 

5 E.xpected or desired client outcomes, both systemic and individual, are cieiineri ,-,,ni-i 
measured, 

5, A formal quality assurance process is installed to assure, 
— that clients are receiving services thai correspond to their needs, 
- that appropriate goals and e.xpected outcomes are established and thai ii^e se^vic^s v.^ 

achieving them; 
— Ihat services are provided onlv as long as necessary and at a level of intensiiv ai^d • 

iiveness only as high as required, 
- that clients are treated respectfully and are satisfied wnh the process, and i„n-s)ers;.-v'ci 

their rights and grievance procedures 

7 Systematic review of provider performance is undertaken to assess the reianonsmp bet ' 
the types of problems and needs addressed, the mix of senyices piovided, me cost ot 
services, and the client ouicomes m order to more effectively and eificienilv a:.;,ign c'lC"';! 
to providers, 

8, The unit defining the pavment is a particular category of client, not the se-.'ice piovm-;.'], 
and the paymeni rate is based on average historical or expected uulizaiioi' j t -he n.im-;,:.. •,• 
services across the category of clients, 

9, Payments for clients can be used flexibly, encourage the use of preventive, low r e t ni'a 
least restrictive senyices, and are linked to predefined desired outcomes 
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lirn.idcst -en,-e. micnni|)as,-es I he range n| 
inanaged cai i.' lecliniqiier- ,uitl lund.imen-
lalK' ch.ilium- lhe rule nf till- public sectnr 
\ynrker. In ihi- iiindel. lhe ni.in.iged care 
nll t l iv • .Mf'l:'. ' 1- ii.iid ha,-nd nil ll . i t r;Un,- iif 

l l n mniithlv lees that l eprc-mit lhe avcr-

aL'e cn,-t nt tbe -̂ ers ICi'- !Jl'n\ idi d tn lhe 

particular categor\' n| client- included in 
the |ilan. Till,' .M( 'E is re-|)nnsible lor 
.Kldre.--ing :i predefined range of client 
needs and l^ rewarded for achieving 
desired outcomes. The .MCE al^i assumes 
an as.-essmenl pmeess. ser\ ice authoriza­
tion based on practice protocols, provides 
case management senices. and under­
takes utilization management, quality 
.issurance. and outcome measurement, 

THE ROLE OF THE PUBLIC 
SECTOR CASEWORKER 

L'nder this broadl', defined child welfare 
managed care system, the role ofthe 
public sector wrirker is sigmificantly dif­
ferent; no longer would the worker be 
providing case management sen ices 
typically considered within the public 
domain. The .MCE's case manager would 
assume responsibility for developing the 
case plan, arranging and monitoring the 
services, and establishing in-person 
ciintacts with the child and family This 
transfer rifctise management responsi-
bilit\' does not moan the public sector 
worker is no longer needed.Their role 
will have to he redefined. 

How services are delivered under man­
aged care fundamentally shifts from the 
nsk of over-utilizat ion of resources to the 
risk of under-utilization. In the current 
svstem. there are unintended incentives 
tn iiver-uiilize ser\ ices i payments based 
nn unit of,serv ICC' provided i. Shifting the 
incentives toward under-utilizing ser-
Mces. however, could result in children 
liemgat nsk. Protecting children from 
harm is the fundamental purpose ofthe 
child welfare system. For this reason, the 
public oversight role is more significant 
and cntical to the viability of child wel­
fare managed care. That oversight role 
will be imperative in these four areas; 

1 .The investigation and risk assess­
ment functions tor high risk cases are 
likely to remain within the public seclor. 
The distrust regarding the motivations 

nt the pr i \a te seCtnl' is Inn high to reSllIt 

m ;inv niimediate change, f\irilierninre, 
keeping invm-tigative aiul li,-k ,i,-,-e,---
mein tuiicliiins [itiiilic u bile [iriMitizing 
case planning :ind ,-(,'r\ ice i,li.'liver\ allnu'-
fnr ,1 re;isoiialile and res|)i)n,-ibk' separa-
linn.The public agencv is re^pnn.-ible |n|-
pi'oieciing the child: the private .M(.'E i,-
respnn.-ible for prov iding cn.-t-effective' 
.ind efficient .-ervices. 

2, Once the risk lev'ol has been deter­
mined, the as.-essmeiit process completed 
and the case plan developed, public 
;igenc\' staff may wish to approve the 
ctise plan. 'fhis approval assures the 
child is adequately protected, and that 
protection and permtineiicv goals guide 
sei'Mcc deli\erv The .M(.'E m;iv propose 
thtit the child remtiin at home with ser-
\ ices prov ided in the home. The public 
agency staff will review the plan to 
as.-,ure that the proposed in-home 
service array is adequate to protect the 
child and address the family's needs. 
This involvement should protect against 
the potential for an .MCE to under-serve 
clieni families. 

It is possible lhat. after several vears 
experience refining practice protocols, 
the case plan approval role can be 
reduced. But in the first few years of 
child welfare managed care, while pro­
tocols are still in their developmental 
stages, this role will be essential to the 
protection of children. 

3, The third point at which public 
agency staff may wish to intervene is 
when there is a change in the case plan 
that results in a reduced level of care or 
service to be provided. The role of public 
agency staff is lo assure the child is ad­
equately protected and served, and pro­
posed changes should reflect good case 
practice, as refiected in the protocols, 
rather than cost containment or avoid­
ance. .Again. It is possible that over time 
this role could be reduced, assuming 
practice protocols can be developed that 
can link needs and services to improved 
family functioning and child safety. 

4, The fourth role involves creating a 
function not typically undertaken in the 
current system; a method of quality con­
trol similar to that used w ithin the .Aid 
to Rimilies with Dependent Children 

.XKHi' prngr.iiii Till-nil,m:-. ,• 
prnce-s w nulii - n l ;! l l IM -.• • ; • , • 

and inii.-rvk'w - witii litm-t •:.:< •• -• ; ;' 
c.isr maiui-.'vnii'iu - i . i i l , lh - i :,; :,, : 
C l i m i f , - l a m i K l l \> . -n l . l | ( i p j - n v | , j n : 

- \ - t m i K l l IC. q l l . d l l ,11 l \-n V r V ] , . \ ' . , ,1 • 

mim-', mitmn- pi'n\-jiinii nn hmmi; ..; 
cliildrmi anrl laiiiilim-

Tlln,-c nn'.clv-drl I ni.'d i'tiiu l ;nP- w..:;;.: 

,-m-Vl, ' I n i j [ r \ a l e t i l l . m i , . , , | [ > . ( i , ; , , . 

, -eCln|- W i i r k t T I n ..111 - n f , . \ ' n r , - m i U . , j ; . | 

monitoring ,is nppn^dl in diri 11 -ni •, •, 
[ircivider, Srp,ir:iiiiiu ihi- pulmL ,uia • 
vale sector mim- vcmild Imip th.' -\ 
deal with the riiicnnif'irt,ilile .uu! -nm. -
times disturbing riichnininv Imi nra 
investig.itnr vs, lu'lpen .m<\ ~••v:•••:̂ • nrn. 

\ider vs, ,-erMcc mnnitnr, Tlin " i | [' 
helper .inrl .-c'rv ice prnv idnr . ' . - i i ! ' : :>.• 
lodged wilhin the prn.iti - ,-ncini. .,n.i 
mles rifinvcc-tiualnf anrl -niv lu' aim; j . i r 
would he Indged withm ilie piilifc -rci": 

These fnur function.- lu.iv rn,|U!!'u 
fewer public snctnr ^cnrkei',- th.in -/ur-
i'entlv exist in niiinv -t;,iie- Mn\\ n\ nr, 
the workers needed \\niilii hn I'lc n;n-t 
skilled and expenencL-rl, ,i;i(l mnr,.' hkniv 
tn be at the .-upervisn|-\ it.'\ ,•] 

The shift to a hi'oadlv rleliiierl child 
welfare managed care ,-vsteni wnuhi 
benefit the child welfare svstem in manv 
wavs. First, it would make pivn irlurs an 
integral part r)f the case planning pmci, --
and allow for an independent iiinnitniin.; 
mechanism. Second, it \\iiuld add a 
healthy tension to the svstem th:it \\'nuli| 
result in more elficient and effecti\'e u-e 
of resources. Third, rather than cnniiiiu-
ing to be lost in the curi-ent quaLniiii-e ni' 
transporting clients, fmding placmiimii 
resources and achieving regukitni v vnm-
pliance. it would foetid the public rnli> nn 
protection, permanencv. and outcnmr,-
tbr children and families. 

.As states implement manaLted cai'e 
tools in child welfare nvei' the ne,\t -ev-
eral years, they will begnn mov ing inward 
a broadly defined child wellare managed 
care .system. Within 10 years, the child 
welfare system will have transfn|-mi-d 
into a system that is fundamentally rlif­
ferenl from that which exists tmiav - ,i 
system that better ser\-es the needs nt' 
children and families, while recngni/mL; 
tbe limitations ofthe puhlic rlnlLir * 
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The Amencan Humane Associauon ,s explonng the topic of our ethical obliuations ,n 
protect children under .Managed Care Special emphasis on issues of .safety ^nd 
permanence can help focus this challenge to ftjily e.xplore this topic m a limited time ,t . 
necessai7 'o perhaps overstate and generalize some of our concerns All concerns do nm 
applv to all states, to all svstems or to all agencies Nonetheless, our concerns are hased 
on actual work assisting child welfare and child protection svstems as thev adapt to the 
Managed Care environment 

I. How Did VVe Get Here? 

For decades, child welfare programs have been ftjnded bv vanous federal fundmg streams 
-IV-B, IV-E, Title XX-and others As we looked for additional resources to rehabilitate 
and to fix what was broken" in our families, we tumed to the uncapped Title X I X -
Medicajd. States learned quite rapidly how to get reimbursement for behavioral health 
care services The term behavioral health is used to specify mental health and 
substance abuse treatment services. These behavioral services include impatient, 
outpatient, and residential care. 

In states like Massachusetts, new contracts for child welfare services were given 
preferentially to agencies with third pany licensure because they were able to successt\jlly 
shjft the cost of rehabilitating or "fi.xjng" the family from the more restncted Title XX to 
the seemjngly more plentiful Medicaid. Such cost shifting initially relieved the burden on 
social service programs. Counseling and substance abuse treatment could be charged to 
health insurance, most often Medicaid when the poor were seen, mstead of to the more 
limited social service funding streams. 

At first, state govemments approved of this "intertitie transfer" to Medicaid because it 
provided an uncapped reimbursement resource. However, the state dollars needed to 
match the federal Medicaid reimbursement began to escalate. While pnvate businesses 
publicly decned escalating health insurance costs for employees, govemments staned to 
scrutinize the mcrease in Medicaid costs for the poor 

Increased spending for the elderly Medicare population was also growing substantially but 
containing Medicare was traditionally seen as politically "off limits." Although the growth 
of Medicaid behavioral health costs for poor children and families was minuscule when 
compared with the increases for the elderly, these costs were ones that state govemments 
could more safely try to control without incuning political wrath. 

The failure ofthe Clintons' health care reform was key turning pomt for policy makers and 
tax payers. There was already an appetite to control spending and the federal govemment 
was less likely to intervene to protect the poor A more conseivative Congress was less 
prone to protect aspects of federal entitlements. Waivers of more restnctive health and 
welfare mandates were easily granted to states, supported by Democrats as well as 
Republicans 



Poor families on AFDC were urged and encouraged to sign up for H.MO s Record 
numbers of families did sign up It should be noted that for the poor, managed mcniK-nl 
health care has much to offer Poor people have traditionally obtained heahh care from 
emergency rooms and not t>om coordinated systems of care Thus, we can .see ven,' high 
rates of breast and prostate cancers among poor minorities. One does not uet 
mammography in an emergency room 

"value 
If HMO's have been good for medical health, they have been seen as of questionable ... 
for behavioral health Since they are designed to contain cost, there is little incentive to 
offer what we would thing of as "sufficient" mental health intervention for children and 
families These constraints and limitations affect the poor and also the middle class 
tamilies who get the same insufficient behavioral health care from HMO s All insureds 
are getting less and paying more for it than they were five years ayo 

H. The Prevailing View 

Child welfare and mental health professionals are skeptical about the changing 
environment Child welfare, mental health and service provider personnel urumhle that 
Managed Care is really "Imagined Care" (see cartoon by Wasserman from^the Boston 
GLOBE.) We hear that Managed CARE is really .Managed COST, After all, the word 
"managed" is threatening to a public child welfare bureaucracies that have never been 
known for being particularly well managed. 

Managed Care is not so different from many other trends that have come our way 
Family Preservation was promoted to political leaders not only as a better service 
but as a way to reduce the escalating costs of substitute care. Unlike Managed Care, 
Family Preservation had a wonderftjl, embracing and non threatening name Who, after 
all, could ever be against something as ftjlI of promise as "Family Preserv'ation'̂ " 

HI. Current Ethical Issues in Child Welfare 

Before we look at ethical issues in Managed Care, we need to look at some of our cunent 
ethical problems and be careftjl not to blame new trends for old troubles How ethical, 
after all, is our current child welfare system? Recent research completed by a federal 
grant in which I have participated shows that the public views child protective setvices 
personnel as "lazy, incompetent " J indifferent " Why should they admire uŝ  We do not 
share client infonnation We disagree with one another in public and help erode public 
confidence. We cannot e.xplain what we do in plain English. What are "reasonable 
efforts''" Does the public know what they are'' Not if they listen to us 

We are the ones who took a fine concept and program called Family Preservation 
designed for a small number of specific families and turned it into the 'one size fits all' 



service tor all families, we have staffed public and pnvate ..uencies wi.h the untrained ,nd 
the uncredentialed We have hidden our worst practices behind conHdentialitv 
statutes designed to protect client privacy. Manv public agencies, and some pn'vate 
ones, are mn bv political appointees and people without professional credentials Would 
we tolerate this from our own heallh care provider'̂  

Worst of all, we have not kept children safe Whv did we ever sav we could keep children 
>ate Ue are not the only ones who are responsible for children. Parents and the 

n[lrT,h",Th U p ' ' ' ' P'^'""^ ^^'P ' ' ' ' ' ' ' -^^dia often inters that Child Protection agencies are the onlv ones who have a role and a 

responsibility Social workers who are isolated from the larger community cannot alwavs 
protect children adequately 

Who are we to promise what we have never been able to deliver despite our best 
intentions' We are seen as either removing children from parents too swiftly or 
ailing ,0 remove at all. We promised an enor free svstem by repeating ,o the public 

that Every child deserves ," and "Every child will be protected from " What doctor 
says Every patient will get better^' or "Every sick person will be cnred''" Whathosn,t il 
promises enor free medicine^ Why keep promising what we shall never be able to 
deliver'' 

We triake these promises while children in our 'open' caseloads, children who are 'on our 
watch children residing m placements we have chosen for them to contmue to suff̂ er 
trom abuse and neglect. Sometimes we fail to visit foster homes Often we poorlv 
monitor residential facilities. In some states, we have not even detennined if our ' 
approved substitute caretakers have criminal backgrounds 

Our very definitions of safety and permanence vary. ,No two systems even use the 
same Risk Assessment tools. It was not until the Amencan Humane .<\ssociation began a 
professional study of Risk Assessment that the field began shanng Risk Assessment 
technology^ In some states, a Risk Assessment tool is one or two pages Some states 
have used different tools in different parts ofthe same state 

For all of our social and financial commitment to foster care, residential care parent 
education, individual therapy and family counseling, we have scant reliable outcome 
data on the efficacy of any of them. We have scant outcome data to detennine the 
advisability and eff-ectiveness of the services in which we have invested billions of dollars 
Where is the hard evidence that foster care, residential care, parent education, individual 
therapy and family counseling, build better children and stronger families'? Until the 
Amencan Humane Association began to explore the content and context of Outcome 
Measures, our field had made little effort to document the worthiness ofits eff^orts 

Furthermore, child welfare has no uniform technology. There are no unifonn 
standards or goals for child protection. We have no standards for who can provide child 
protection. There is no parallel to the Center for Disease Control for us There is no 



national MIS system with a centralized data base. There is no New England Journal of 
Medicine or a JAMA (Joumal of the Amencan Medical Association) that practitioners 
read consistently There is no federal help for us to solve our worst problems There is no 
centralized academic commitment to our practice The Schools of Social Work inieresied 
in child welfare have no unifying funding source compelling them lo collaborate 

Our case practice confusion is pervasive. Every state and countv must investigate child 
abuse and neglect one way or another Yet, we have no unitbnn definition of an̂  
Investigation How long should one take'' Who should be interviewed'' What are the 
contents'' Where is the detailed protocol for doing a thorough one' 

What is an Assessment^ Why do so many workers conftjse it with a Risk Assessment 
tooP What is Case Management^ What is a Caseload'' Do we keep our data by counting 
families':' Children^ Both? Even in the six New England states, we are unable to compare 
caseloads because no two states count the same way Some count families, some count 
children and, to add to the coniljsion, states like Connecticut count both at the same time 

Unlike most other professions -law and medicine come to mind-our staff'do very little 
reading of literature in the protessionai journals Many of our offices do not obtain and 
make available books or articles for routine review Continuing education is essenfial 
for intellectual and professional growth as well as for licensure but most state 
employees are exempt from professional licensure requirements. Since most CPS 
systems are public, we have, in effect, removed child abuse and neglect practitioners 
from the requirement of professional licensure. 

I suggest that the medical model holds promise to orgamze and systematize fi-agmented 
practice. For all ofthe disdain expressed about Managed Care, at least it is managed The 
response to acute pancreatitis is the same no matter where a patient lives. Open heart 
surgery follows the same procedures and protocols in Boston as in Houston, Medicine 
has technology, protocols and standards. These should also be the foundation ofchild 
welfare. 

Mental health practice may need some improvement but it offers some benefits. 
The DSM-IV that I use in Boston is the same one used by colleagues in Minnesota and 
Los Angeles. Child welfare has not even begun to organize and standardize itself Yet, it 
IS from child welfare professionals that we hear of enomious resentment to the medical 
model and to Managed Care. Inferences that Managed Care is "unethical" must be viewed 
in the context of our own poor ethical behavior Our assumptions that we are the ethical 
people who promise to protect children and keep them : te is open to dispute 

IV. Current Ethical Issues Purchasing Services for Children and Families 

Pnvate providers and voluntary agencies have a rich history of delivering services to 
children Many pnvate agencies, especially in the East, pre date governmental 



involvement ,n human services The temi "pnvatization" ,s used to define the 
governments' purchase of pnvate services to expand, supplement or replace public 
services .Many ethical issues already exist in the way we purchase services from the 
private sector. 

We have contracted with a patchwork of agencies, most of them not-for-prof]is For 
many pnvate agencies, the expansion of Title .XLX was financially beneficial For 
approximately hve years, it has delivered substantial reimbursement to providers of 
behavioral seivices. Many have been successftil billing Medicaid for social service tuencv 
clients However, some clients did not 'get well' until their benefits ran out There h^ve 
been very tew limitations on these behavioral providers There has been little if mv 
mcent.ve to look at the cost effectiveness and the serv ice effectiveness of government 
subsidized services delivered by private providers. 

The govemment has been a very financial good partner for many private agencies 
somet̂ ^mes better than is programmatically or fiscally advisable Contracts with pnv ne 
providers got 'rolled over' year after year Beds stayed full and providers thnved 
Meanwhile, there was little evidence of outcome data or objective evaluations 
documenting the need or eff-ectiveness of these contracted semces If the state did not 
require data or outcomes, the providers did little to initiate good monitonng or 
evaluation. ^ 

The emergence of Managed Care has cast a large shadow over many pnvate a^enoes who 

perceive It as a threat. Managed Care and Managed Cost feel like a steel door^closmg on 

the livelihood ofthe providers. It is tme that many providers will not survive in their 

d i s a p p L T ' ' " ' ' ' '^""^ '^^^^^Sed and some will simply 

Only those who can deliver services that are both cost effective and hopefully serv ice 
effective will survive. Providers must advocate for quality even ifthe state does'not 
insist upon it. While many providers complain that Managed Care is unethical I ask whv 
It IS unethical that only those agencies who can deliver the best service at a low cost will 
oe the ones to survive? That hardly sounds unethical to me 

Our curren t system of purchasing services for children and families is open to 
criticism Public child welfare systems cunently purchase millions of dollars' worth of 

a r ' t h l T r ' i ' ' ^ ^ ^ ' " ' ° " ' ^ ' ' ' ' ' ' psychological counseling 
and t̂herapy, child care and caseworker training are among the major services that are 

Most states and counties must follow bureaucratic purchase and contracting methods that 
can be archaic and inflexible In communities with few resources, clients often get 
what IS available instead of what they really need. When an agency considers 
purchasing services in a community, there are imponant cautions Many of these 



questions have important ethical implications. These are the same questions ih.it must he 
asked when entering a Managed Care environment 

Is the client getting service that reflects an agency philosophy that is incompatible 
with what the client needs (or wants?) A good example has been the application, 
however well intended, of Family Preservation services for families that did not want them 
or were not ready to participate in the mutual agreements necessary for success Did the 
lamily really need detoxification or dmg treatment but get a parent aide instead ' Did the 
family really need child care and get counseling'' Such scenanos are typical of serv ice 
availability gaps (and of poor case assessment practices ) Is the agency offenne, throuuh 
Its contracts cognitive therapy that requires client insight while not addressing more 
concrete behavioral issues like child safety'' 

Does the service that is purchased meet the needs ofthe client or ofthe provider? 
Many residential care facilities across the country have become powerfiji and eftective 
lobbyist on their own behalf They have a natural investment in keeping their beds 
occupied even when community based services may be better able to implement familv 
reunification The residential provider network is often successftil in perpetuating its own 
survival through its prominence in the community, its citizen board members and its 
political visibility 

Can we really say that our public Requests for Proposal (RFPs) have been based on the 
clinical needs ofthe client and not on the perpetuation of an entrenched system' Have our 
contracted providers delivered quality and do we even have the systems in place to 
measure it̂  .Many contracts are 'rolled over' annually and providers rarely need to 
compete to keep their funding. 

Managed Care need not tolerate entrenched providers. For example, managed behavioral 
health care organizations have been very successftil reducing the number of days of 
hospitalization for children. While it is tme that some children may be discharged too 
soon, it is also evident that many remained in hospital settings longer than was 
therapeutically necessary when hospital budgets depended on extensive patient bed days 
We note that when Managed Care demanded reduced impatient services, providers were 
able to quickly adapt by providing less costly day treatment and other services in less 
restnctive settings. It is doubtful they would have done so just because less intensive 
settings are better for children and families. 

V. Ethical Concems When We Compare the Principles of Purchase of Serv ice 
with the Principles of Managed Care 

Consider the answers to these questions before dismissing Managed Care as an 
opportunity for children and families. Consider the answers before asserting that iManaged 
Care will be less ethically compatible than the current Purchase of Service system 



1 Does your Purchase of Service system require penodic and tightly controlled open 
and competitive bidding'' 

2 Is your Purchase of Service system independently monitored ' For Cost 
Effectiveness'' For Clinical Content'' 

1̂ Does your Purchase of Service system ensure the avoidance of duplication or does 
It simply add new providers while failing to delete existing ones who are no longer 
as relevant'' 

4 Does your Purchase of Semce system insist upon well developed serv ice plan 
outcomes'' Are these outcomes measured' 

5 Does your Purchase of Semce system have a professionally designed data base 
that contnbutes infonmation for improving practice'' Are providers required to be 
self critical'' 

6 Does your Purchase of Semce operate with a continuous Quality 
-Assurance/vuality Improvement Plan'' 

7 Does your Purchase of Semce system require ft-equent Client Satisfaction 
suiveys? How are they used to improve semces'' 

8, Are providers in your Purchase of Service system required to submit a detailed 
conective action plan to resolve unacceptable semce delivery'' 

9 .\re there consequences in your Purchase of Service system for poor performance 
or is the contract usually 'rolled over' again, 

Ifthe answers to all of the above were "yes," Managed Care can be compatible in your 
community. Ifthe answers were "no," there is work to be done. 

VI. Can Managed Care Offer Potential for a Seamless, Multi Disciplinary 
Network of Services? 

It is acknowledged both in the literature and in conversations with agency staff that 
families known to child protection agencies are too complex for any one agency or 
discipline. Too much of our semce plannip- addresses fragments of family problems. 
Without accurate and comprehensive assessments, service plans are incomplete. 
Incomplete planning results in poor decisions that compromise the very safety ofchildren 
Child protection often looks at symptoms and misses larger concems. It is as if a medical 
doctor treated a patient for fever and a skin rash and without ftjrther detennining that the 
patient was HIV positive. 



In child protection, we may have a semce for one of the familv's svmptoms and niiss ihe 
larger concerns For example, social workers often e.xhaust themselves searching for 
housing when Mom and her kids get evicted for non payment of rent While the problem 
may look like homelessness, Mom was actually evicted for non pavment of rent because 
her money went to buy dmgs. Mom needs dmg treatment services even more than she 
needs housing Most of all, looking for housing and services for iMom mav mnore the 
threats to the safety ofthe kids 

CPS alone cannot evaluate substance abuse, domestic violence, mental illness, tailure to 
thrive and cognitive fijnctiomng However, with the arnval of Managed Care, there is 
potential for access to more expertise and clinical competence via collaborative 
assessments and services The medical model has something to offer the multiple 
problem family. 

VII. The Positive Goals and Principles of Managed Care? 

If we generalize the principles of Managed Care, it should be noted that 

iManaged Care encourages: 

Interagency collaboration 

Efficient record keeping 

Clear semce planning 

Defined outcomes that are continuously measured through Quality .Assurance/Quality 

Improvement 

A potential for multi disciplinary assessment and ser/ice delivery 

A potential for a seamless continuum of care 

A single point of entry 

Competition that keeps providers "on their toes" 

Client satisfaction surveys 

Qualified/certified/experienced staff (required for reimbursement from insurance) 

A for profit roal that can resist the pressures of cronyism and 'old boy' contracting 

v m . .Areas Needing Close Attention: Ethical Concerns for Children and Families 
in a Managed Care System 



After we look at the potential for Managed Care, we must nonetheless be vigilant to 
ensure that there are Protections for our families and children Senous concems exist ,HU1 
must be addressed in Managed Care is to be an enhancement and not another layer of 
bureaucracy. 

To ensure Protections for children and families in a Managed Care environment, 
child welfare professionals must address fhe following concerns: 

• Is the treatment chosen for a client selected because it is bnef and less costly or 
because it is effective^ Is this why. for example, a child is on medication and not in a 
more costly form of treatment'' 

• .Are the Managed Care company's ser/ice outcomes evaluated independently ' 

• Is the Managed Care company aware that certain special populations are likelv to be 
high end users'' Is the company willing and able to provide semce extensions for 
them'' (Traumatized children, dismpted adoptions, etc j 

• Does the service include family members'' In health care, families members are rarely 
part ofa formal medical treatment plan. With behavioral semces to children, family 
members must be included. Who fijnds services for uninsured parents' The absence 
of comprehensive health insurance can only be resolved in the public policy arena and 
is not the responsibility of Managed Care. Nevertheless, Managed Care 
organizations may be better and more successful lobbyists for more inclusion 
than are current human service advocates. 

• Is the family on AFDC and being directed to an HMO'' HMO's are good at delivenn 
health care for poor families because of the benefits ofthe pnmary care physician tor 
clients who usually receive health care in an Emergency Room, However, HMO's 
have a poor record of delivering behavioral health serv ices, 

• Does the Managed Care company understand cultural differences and the needs of 
linguistic minorities'' 

• Is there a mechanism for the Managed Care company to communicate eff'ectively with 
the state/county agency responsible for child protection'' 

• Does the Managed Care organization staff"understand their responsibilities as 
mandated reporters? 

• Does the Managed Care company understand client satisfaction and have in place 
grievance procedures for clients'' 

• Does the Managed Care system understand the need for smooth transitions as clients 
move from service to service^ A seamless system cannot have tears in it. 



Are your pnvate provider agencies on board for change' Or are you allowing them to 
compete and fight for business at the expense of clients'' Service must be connected 
without dismption. 

Is the hospital's discharge planning adequate for clients'' Do nol accept a vaî ue and 
inconclusive hospital recommendation such as "residential care is recommended " 
Such a recommendation is inadequate. Demand more specific plannint; that can be 
implemented in practice 

Do you know how to negotiate for additional services for clients' When ten visits 
will not do, be certain that there are mechanisms in your Managed Care oruanization 
to provide additional services The method should be in writing and known to 
agencies and clients 

Do you know how to appeal a decision with which you disagree'' You must never 
'set up' the client to advocate for more semces. It is unethical and 'bad business' to 
tell the client to complain .A pnvate clinician who tells the client to call the Manaued 
Care company to get more semces is unfairly involving the client in matters that 
should be between the agency/provider/clinician and the Managed Care organization 

No child (or for that matter, adult) should be discharged from a setting (hospital, 
residential care facility) on a Fnday 

Is the discharge plan (hospital, residential) shared with and understood by a 
responsible adult"? By the CPS caseworker ' If not, why not"? Who fills the void':' 

Is there special attention for the "high end users?" The seriously disturbed'' The 
dully diagnosed? The mentally retarded'' The developmentally disabled'' The severely 
traumatized'' I f not, how are you planning to educate the Managed Care organization 
on their behalf? 

If you have capitated models, are they closely monitored for clinical outcomes'? Is 
the service sized smaller to fit the dollars available or are the dollars stretched adjusted 
and expanded to fit the services needed'' 

Are there proper stmctures in place for medication'' Are there altematives to 
medication? Is there a responsible adult trained on the supervision and distribution of 
medication when a child is discharged from a hospital or residential treatment facility ' 
Is the responsible adult suflTiciently proficient in English to understand how to get help 
and whom to call for adverse reactions or overdoses'? If medication is contrary to a 
family's culture, has sufficient attention been paid to education'' 



L\. Concluding Recommendations for Chi ld Welfare Managers 

Stop complaining 

Stan learning 

Build alliances with compatible disciplines and compatible acencies 

Educate Boards of Directors and other concerned advocates 

Be 'at the table' 

Look for opportunity to learn from Managed Care how to improve your 

intake 

service planning 

monitoring and evaluation 

quality assurance/quality improvement 

measurable outcomes 



The goal of \Linaged Care must be to smoothly transfer the responsibility for a client so that 
semce is not intermpted Semce cannot be dismpted when a client moves ftom one ser\ ice to 
another W hen we hand off the baton of care, we cannot allow it to fall in the ro.id as it 
makes its way across the therapeutic road map. We must see that any tiaps that exist are 
filled. 

We ought not judge an organization by its status as a non-profit or a for-profit, Judne it by its 
work product' do not expect people to do the nght thing automatically Childwelfare 
professionals must always advocate for children and families Remember, as Will Rogers said, 
"Even when you are on the nght track, if vou stand still, you will still get mn over," 

This paper may not be edited or reproduced without the express permission ofthe author 
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MANAGED CARE AND CHILD WELFARE: 
ARE THEY COMPATIBLE? 

Design Issues in Managed Care for Child Wdfare 

Institute for Human Services Management 

Over the next several years, the child welfare system is likely to move toward managed care. 
This movement raises two questions: 1) Will managed child welfare subsume all of the flaws 
and weaknesses of managed care as it cvtrrently exists? and 2) Will managed care benefit the 
field of child welfare in any way? This paper examines the forces behind the movement toward 
managed care in child welfare, attempts to identify the unique elements of child welfare that must 
be considered in planning managed care, hypothesizes on how managed care can benefit child 
welfare, and raises important design issues for child welfare managed care. Part n of this paper 
examines operational issues in designing child welfare managed care.' 

Why Managed Care in Child Welfare? 

There is an undeniable stirge of suppon for managed care, which is viewed as the "quick fix" 
solution to a range of public human service problems. Child welfare is one area of human 
services that has been perplexed by its share of problems. It is these problems, that seem to 
ovenvhehn the system, that help put child welfare in a position to become "managed." Managed 
care is inevitably moving toward child welfare due to several factors: 

The child welfare system is seen as "broken," and in need of fixing; 

Federal funding changes/ reductions will force more discipline on the system in 
order to better manage cuts; 

Managed care is becoming widespread for Medicaid clients; 

Managed care is perceived as the solution to "out of control" human service 
budgets; and 

Private child welfare providers are already developing managed care systems for 
other payers. 

^ Pan II of this paper, entitled hfanaged Care and Child Welfare: Issues in Sysum Design is due to 
be completed in February 1996. 
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The child welfare svstem is seen as '^oken." and in need of fixing. The myriad of class action 
lawsuits and services integration/ system reform initiatives in the past ten years anest to the 
"broken" state of child welfare, Lawsiuts in both child welfare and juvenile corrections assen 
a range of problems throughout the system, focusing considerable attention on the quality of care 
provided to and the length of stay for children placed in out-of-home care senings. Remarkably, 
while most of these lawsuits have resulted in significantly increased resources for the system, 
most of the systems are still plagued with problems, in some instances problems that have 
plaintiff attomeys threatening contempt actions at any given moment. 

Services integration and reform initiatives have attempted to address many of the problems 
identified in lawsuits. These initiatives have been developed across systems within local 
jurisdictions and entire states, or have focused on a single system attempting to address the 
continuum of care. Some have been supponed financially and technically with generous 
foundation grants. While some of these initiatives have produced interesting and promismg 
service delivery altematives, to date there is no consensus on the overall value of any of these 
reform initiatives. None has resulted in general consensus that the child welfare system is 
"fixed," or can be fixed through implementation of a particular approach. The fact lhat Time 
Magazine recently devoted three articles to child welfare, one docimienting a recent child death, 
a second succinctly capttiring some of the problems with the system, and the third documenting 
one cotmty's efforts to address some of the problems, shows remarkably more interest in and 
understanding of the child welfare system and its perceived problems than has generally been 
shown by the mass media.̂  

Federal funding changes/ reductions will force more discipline on the svstem in order to better 
manage cuts. It seems inevitable that federal funding used for child welfare will be changed in 
the next couple of years, through the capping or blocking of one of three entitlement programs 
(i.e.. Medicaid, Title IV-A emergency assistance, or Title IV-E). When an entitlement is 
eliminated in favor of a block grant, the impact is a cost shift from the federal goverrunent to the 
state/ local govemment. As states begin to absorb the cuts, child welfare will not be the only 
area affected. The impact on the states of block grants in income maintenance or Medicaid will 
be devastating. The pressure to eliminate program benefits, increase eligibility standards, or fmd 
altemative financing methods will each affect the child welfare system. Cuts in program benefits 
or changes in eligibility standards are likely to increase the number of families relying on the 
child welfare system as their final "safety net." Any efforts to offset federal cuts through state/ 
local revenues will affect funding available for child welfare. 

^ "Abandoned to Her Fate," "Making the Tough Calls, and "Fixing the System," Time Magazine, 
(December 11. 1995): 32-45. 
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As cuts in funding cx̂ cur, managers will be forced to develop ways of rationing services while 
still protecting children. In the past, cuts have been leveled against fainily preservation programs 
in favor of foster and residential care. In spite of the recent backlash against family preservation, 
cuts in these programs are not only short sighted, but the services being cut are relatively 
inexpensive, so little is saved. In lieu of gutting family preservation programs, taking percentage 
cuts across all providers, or cutting investigative or foster care staff, good managers will anempt 
to fmd areas that can be cut without seriously impairing the program. Over-utilization m 
residential care is likely to be an obvious target in most jurisdictions. One of the best wavs to 
control over-utilization is through managed care. 

Managed care is becoming widespread for Medicaid clients. Most states are developing pnmary 
care managed care systems for Medicaid clients; many states also include behavioral health care 
as well. Valid or not, managed care is generally perceived as successful in curtailing the rate of 
growth in Medicaid expenditures. In many states, managed care has been imposed on child 
welfare cUents through other service systems, mostly primary care or behavioral health services. 

Under managed care for both primary health and behavioral health care, the child welfare 
worker's role is analogous to the worker's role in getting appropriate educational services for 
clients. That is, the worker is responsible for making sure the client gets what he/she needs, but 
has little power in the decision making process against a monolithic bureaucracy - the managed 
care organization. No longer can the worker simply take the client to the appropriate provider 
and authorize treatment. The worker serves primarily as an advocate for services, rather than as 
the authorizing agent. Most would agree that advocating for services takes considerably more 
time and energy than authorizing services. 

Under Medicaid managed care for primary care or behavioral health services, one solution to the 
dilemma of conn-ol over service authorization is for the child welfare system itself to pay for the 
services, then no managed care gatekeeper approvals would be required. This altemative, 
however, requires that the child welfare system forgo Medicaid reimbursement on the services 
purchased. While the importance of this decision may change under a Medicaid block grant, it 
is a costly decision under an entitlement program. 

Like it or not, where managed care under Medicaid is being implemented on a large scale basis, 
there is tremendous commitment to its success. Good news about its success will fill press 
releases, thus assuring continued and growing support. Child welfare is likely to be pulled onto 
the managed care bandwagon as legislators and govemors ask: If managed care works in 
Medicaid, why can't it work in child welfare? 
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Managed care is perceived as the solution to "out of control" human service budgets. While 
managed care has become popular, if not mandatory, imder Medicaid, h is becoming the 
"solution of choice" for all seemingly "out of control" human service budgets. Absent Medicaid, 
child welfare is now in the forefront of "out of conttol" budgets. After some gains in connollmg 
the foster care population in the mid-80s (as a result of P.L. 96-272), the costs of out-of-home 
care for children and youlh with special needs have soared. Often, the only other human service 
program wiih similar levels of expenditure growth is juvenile corrections. In conections, 
however, there is still support for removing delinquents from the community, so less attention 
is paid, at least for the present, to cosl connol for juvenile corrections,̂  

Private child welfare providers are developing managed care svstems for other payers. While 
responsibility for children's mental health, child welfare and juvenile conections is often located 
in separate state or local public agencies, the private agencies serving children, youth and families 
often serve all three groups of clients and are paid by all three systems. Many private child 
welfare providers have already begtm planning for or implementing managed care through the 
mental health system. Since it makes sense for them to design a system of care that serves all 
clientele, many private providers are beginning to approach child welfare agencies wiih proposals 
for managed care. Through provider associations and professional organizations, information, 
technical assistance, and actual experience on how to undertake managed care is becoming 
increasingly available. There will be ttemendous pressure from private providers over the next 
several years to privatize segments of the child welfare system. 

How Does Child Welfare Differ from Other Systems that Have Implemented 
Managed Care? 

Child welfare as a field differs from other fields that have implemented managed care. Because 
it is different, managed care models developed for child welfare will have to be different as well. 
In this section, differences in the child welfare field that are fundamental to how services are 
delivered will be discussed. These differences include: 

• Services are involimtary; 

• The goals of the system are child safety and permanency; 

^ Eventually and inevitably, in states where youth are placed in private treatment facilities at high costs, 
the managed care movement will encompass juvenile coneaions as well. 
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• The state's role as parent demands consideration of ethical issues; and 

• The system has limited connol over conditions and interventions. 

Services are involuntary. The primary and most significant difference between child welfare and 
olher systems that have implemented managed care is its involimtary nature. Qients do not 
usually come to the child welfare system looking for help, unlike the mental health and the 
primary health care systems. In those systems, people looking for help want it badly enough to 
advocate on their own behalf: If they are sick, they go to the doctor, they take prescnbed 
medicine; if they don'l gel well, they go back to the doctor. The patient's interest in his own well 
being motivates him to advocate on his own behalf. This is not the case wiih the typical child 
welfare client. Clients do not usually come to the system looking for help, and once in the 
system, are often resistant, if not hostile, to the "help" that is offered. Furthermore, they are not 
given the opportunity to determine when they are "well," and no longer in need of system 
interventions. In fact, child welfare interventions may be imposed on unwilling families by the 
courts or police, 

Youlh involved in the juvenile corrections system are there involimtarily as well. They are the 
youlh who "got caught" in a stams offense or delinquent act. The services provided to these 
youth are not always viewed as "services," but at punishments (e.g., boot camps, day neatment, 
etc). 

The goals of the svstem are protection and permanencv. Anoiher significant difference between 
the child welfare system and other systems that have implemented managed care is the overriding 
goals of protection and permanency, and how these gozds affect the neatment process. Child 
welfare cases are opened because the system assesses a threat to the child's well being. The 
factors that contribute to this assessment include family, household and community 
consideratioiis. The interventions needed to reduce the risk of harm to the child may be 
remarkably minor or incredibly complex. Unlike other systems, the goal of the intervention 
involves more lhan stabilization or improvement in the child's individual level of functioning. 
The child welfare system concems itself with the entire family environment in which the child 
will grow and develop. The impact of this mandate is that the family is critical to the child's 
intervention. Furthermore, the interventions provided to the parents may be critical to, or may 
be the only intervention provided on behalf of the child. In some instances, the intervention 
provided to the child carmol be imdertaken apart from the intervention provided to the parent. 
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While in the child welfare system, a primary goal is proteclion of the child, in the juvenile 
corrections syslem, a primary goal of the intervention may be protection of the community. This 
goal has a different and significant set of implications for managed care. A judge may order the 
placement of a youth into a residential setting for the purpose of protecting the community from 
the behavior of that youth. Managed care systems developed for the juvenile population will 
have to develop services mechanisms that can adequately protect the commumty from the 
possible behavior of delinquent youth. Moreover, these mechanisms will have to be "sold" to 
the judge and the general public as adequately protecting their interests from delmquent youth. 

The goal of permanency, which is fundamental to the child welfare system, results m case 
decisions that might be foreign to the mental heallh system. The child welfare worker will place 
value on leaving the child in the home for neatment (to assure parental involvement and 
"connectedness" with the child) versus removing the child to an altemative setting (even when 
that alternative may be an easier neatment setting for the child) if it is perceived that the parents' 
involvement would otherwise wane. This decision results from the overriding goal of 
permanency for the child. The child welfare worker must look at the long range relationship 
between the parent and child, and decide how best to maintain or snengthen that relationship 
until the age of majority. 

Conversely, the child may have to be removed from his home if the risk of harm to the child is 
deemed to be too high. Furthermore, the child may not rettim home until the risk factors within 
the family/ household are reduced. Under these circumstances, the child's primary needs may 
be interventions provided to the parents. Recalcitrant, hostile or uncooperative parents may 
prolong the intervention required for a seemingly simple problem. 

When parents are not available to the child, the goal of the system is to fmd parents for the child, 
or fmd a suitable and pennanent living arrangement, which will offer appropriate interventions, 
supervision and guidance until the child reaches aduldiood. This responsibility is far broader lhan 
any role defmed in other systems where managed care has been implemented. While both 
primary health care and mental health may require involvement by parents or other family 
members in the neatment process, this involvement is usually adjunct to the intervention provided 
to the child. 

The state's role as parent demands consideration of ethical issues. In both the primary health and 
mental health public systems, professionals maintain the right to refuse an expensive neatment 
if the client is a poor candidate for success. Frail, ill, or aged clients may not be given (or 
prioritized for) organ transplants; resistant clients will not be given substance abuse neatment. 
Each system has procedures for assessing the client's likelihood of successful completion of 
treatmenl, thus allowing the system to undertake a cost/ benefit analysis of providing the 
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neatment to that client: Is the client likely to get better as a result of the intervention, thus 
making the expenditure of scarce resources on that client worthwhile? If the answer is no, the 
intervention may be denied (or placed at such a low level of priority that it will never be 
provided). This procedure represents a peace-time version of the concept of "triage."'' This 
concept is otherwise known as the rationing of scarce resources. This rationing process occurs 
wilhin all human services, including primary health care. Rationing can become conno vers ial 
when it results in withholding neatment from clients in need. 

The mental heallh system has always viewed itself as a voluntary service system, that is, clients 
must ask for services. Because of scarce resources, the mental health system has always been 
able to prioritize the provision of services.̂  Under managed mental health, clinical protocols are 
the guidelines used to determine who qualifies for the various types of services based on 
symptoms. These protocols may include criteria that are used to exclude clients in need as well. 
For example, a child's symptoms could meet all of the clinical criteria for acceptance into the 
service, but fail to meet "other related" mandatory criteria, which would result in his bemg 
rejected for that service. Examples of "other related" criteria include such conditions as: 

• Fainily members or guardian will commit to necessary evaluations/ neatments as 
a condition of admission and continuing stay; 
At the time of admission, the discharge residence is known; 
The client is amenable to neatment and accepts the need for neatment; and 
The child's behavior would fit within the neatment milieu. 

In the child welfare system, the state has custody of a large group of children. The concept of 
"custody" means that the state is acting as the parent on either a temporary or permanent basis. 
The system is swamped with adolescents whose emotional and behavioral problems are severe, 
and for whom the likelihood of successful "recovery," however defined, through costly residential 

* Originally the concept of triage was intended to produce tbe greatest benefit from hmited treatment 
facihties for war casualties, by giving treatment to those who were likely to survive because of it, but 
withholding treatment from those who were not likely to survive even with treatment, and those who would 
survive without it. 

' While the mental health system has traditionaUy prioritized clients based on established criteria, their 
legal ability to do so changed for Medicaid-eligible children under the Omnibus Reconcihation Act of 1989 
(OBRA'89). This law required that all services deemed necessary for Mcdicaid-ehgible children must be 
provided. This eliminated the states' abiUty to refuse to serve cUents or to place them on indefmite waiting hsts 
for services. The requirements of OBRA'89 have not been fuUy recognized and implemented in all states. 
Where it has been implemented, some states have restriaed services by narrowly defining medical necessity. 
The status of these requirements is uncertain under the proposed Medicaid block grants. 
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neatment is either unknown or low. Part of the child's poor prognosis may be due to lhe 
unwillingness of family members to participate, the failure of the child to accept his need for 
neatment, the child's behavior, or the parents' refusal to care for the child after neatment. (Some 
of these problems may be caused by the child's long term involvement in the child welfare 
system.) While the mental health system may refuse to neat these youlh based on a set of 
mandatory conditions, in the child welfare system, it would be unethical to refuse treatment to 
a child because of doubt that the treatment would be effective. The state as parent must seek and 
pay for neatment for a child in need, regardless of lhat child's potential for recovery. There can 
be no rationing of resources that excludes a child because he is "too sick," or doesn't have the 
family characteristics of children who benefit from neatment. The child welfare field does not 
accept the premise that there may be some children who are beyond help. 

The svstem has limited connol over conditions and interventions. Another major difference in 
the child welfare system is that neatment needs are rooted in societal problems, which often are 
not fixable by a single intervention, specialist or system. Child welfare problems are rooted in 
social problems (e.g., poverty, unemployment, poor education, adolescent pregnancy, 
neighborhood drugs and violence, etc.) where the conditions that result in symptoms cannot be 
eliminated, and appropriate interventions can be neither easily determined nor achieved. Nor is 
the solution to the problem always fixable within the expertise of the child welfare system itself 
In medicine, for example, a problem may require a range of medical specialists to resolve; in 
mental heallh, a problem may require a range of mental health professionals. A child welfare 
problem, on the olher hand, may require child welfare expertise, medical specialists, mental 
health specialists, and a range of other professionals, including educators and social service 
workers from housing experts to homemakers. The ability or willingness of the needed range 
of professionals to understand and neat their specialties within the context of a broader set of 
problems and child welfare goals is often limited, as each specialist prioritizes his own 
professional goals. Moreover, the child welfare worker often must deal with a juvenile judge 
whose assessment of the problems and needed interventions may be very different, and who may 
order specific interventions regardless of diagnostic evidence to the connary presented by the 
worker. 

How Could Managed Care Benefit Child Welfare? 

The nature of the child welfare system complicates and changes how managed care must be 
concepuialized and designed to meet the needs of the client population. Child welfare managed 
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care should not simply follow the path of managed care in primary heallh or behavioral health 
care. Certainly the pressure will exist merely to adapt already existing managed care systems 
without concem for the unique elements of the child welfare system. This type of approach is 
not likely to serve the best interests of children and families or the child welfare system itself. 

An understanding of the nuances of the child welfare system will be paramount to undertaking 
this design effort. Managed care companies hoping to expand from primary health or behavioral 
health managed care into child welfare managed care will not be able to rely solely on theu-
behavioral health experience in the development process. 

The child welfare field requires an entirely new concepttialization of managed care, including a 
clear delineation of the goals to be achieved. While policy makers may regard managed care as 
a means to harness spiraling costs, managed care can have a different, more positive set of goals 
within ihe.context of child welfare. The design of managed care for child welfare should begin 
with identification of the weaknesses in the current system that may be addressable through 
managed care. Key among these weaknesses are: 

• The current system is one where major players (private providers) in the service 
delivery system do not have, and therefore will not take responsibility for how the 
system operates; 

• The current system has fiscal incentives for providers to behave counter to the 
system's goals (i.e., incentives to keep kids in placement rather than retum them 
home as quickly as possible); 

• Child welfare diagnostic skills are weak, and there is little ability to empirically 
link symptoms, diagnoses, interventions and outcomes; 

• Utilization data are fragmented or unavailable. 

The cun-ent svstem is one where major plavers fprivate providers) in the service deliverv svstem 
do not have, and therefore wUl not take responsibility for how the svstem operates In most 
states, private child caring agencies provide a substantial portion of the care and services to 
families involved in the child welfare system. Most of these agencies are voluntary agencies that 
raise a portion of the funds used to provide care to public child welfare clients. These providers 
are essential to the system. Yet in most states, the private sector is not viewed as a partner m 
the service delivery process, but as a resource only. In support of the current system, it must be 
recognized, as stated earlier, that there are so few players in the system over which the child 
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welfare worker has any authority (e.g., the schools, the courts, medical and mental health 
professionals, etc.), that one can understand the reluctance a worker may feel in taking on a 
"parmer." Nevertheless when tragedy occurs in the child welfare system, as it occasionally and 
inevitably does, the public child welfare system stands alone, and is often charged with hidmg 
behind confidentiahty to cover incompetence. In faa, during several of the child welfare class 
action lawsuits lhat have been fded around the counny, the private child caring agencies provided 
some of the mosl damaging testimony against the public system. In many areas of the countr,', 
eamed or unearned, there is little confidence in the public system. Partnering with the pnvate 
sector in a reasonable way could serve to restore confidence by creating an oversight function 
in the public sector. In this way, there would be a sharing of responsibility for the system's 
actions. 

The current system has fiscal incentives for providers to behave counter to the system's goals 
(i.e.. incentives to keep kids in placement rather than retum them home as quickly as txjssible). 
Private residential child caring agencies are ttaditionally paid based on a per diem rate provided 
for each child in care. This rate often is lower than the provider's acmal costs. The rate may 
be based on a particular level of supervision and neatment provided within a parucular program; 
based on an average level of cost among programs with similar characteristics; based on the 
characteristics of a particular child requiring care, based on available funding, or based on 
historic pattems. Regardless of the basis of rate determination, there is often little incentive built 
into die rate structure to serve the most difficult children within a defined category. If a difficult 
child requires more care than the average child widiin that program, it will cost die provider more 
to serve diat child. Furthermore, if a child is relatively easy to serve widiin a rate category, die 
provider has an incentive to keep die child in care - die bed is fdled, die costs are low relative 
to what diey might be widi a more difficult child. If die bed remains empty, diere is no 
reimbursement. A reduction in die level of service provided to any child, because his level of 
functioning improves, will mean a reduction in the payment. All of diese factors serve as 
incentives to keep children in care. Added to diese perverse financial incentives, is the tendency 
for workers to focus on emergency situations, thus ignoring stable placements. The resull is a 
system that is likely to have more children in out-of-home care than necessary. 
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Child welfare diagnostic skills are weak and there is little ability to empirically link symptoms, 
diagnoses, interventions and outcomes. In the primary health care system and, to a lesser extent, 
the mental health system, there is at least general agreement regarding symptoms, diagnoses, 
neatment, and expected outcomes.' In child welfare, the relalionship between symptoms, 
diagnoses, interventions and outcomes is murky at best. The intervention needed to "cure" a 
child welfare problem is nol always clear. The system has developed a limited set of 
interventions lhat are offered to address most identified problems. Frequently these interventions 
are offered based on availability more lhan on demonstrated need. 

The diagnostic process in child welfare has not been well developed. Development efforts to 
date have focused on risk assessment and family assessment/ problem identification. Some of 
the instruments developed require highly trained staff to exercise professional judgment m 
completing them. This can be problematic when the neighborhoods and regions with the worst 
child welfare problems are more likely to be staffed with the least experienced and trained 
workers. Furthermore, staff are often not competent to diagnose some of the more serious 
emotional problems common within the child welfare system today. 

Exacerbating, or perhaps underlying, die problem of diagnostic capability in child welfare is the 
lack of evaluative data linking symptoms, diagnoses, interventions and outcomes. Uidike primary 
heallh care (and to some extent the mental health field), child welfare has very limited outcome 
data. Part ofthe reason behind this dearth of outcome data is that there is no general consensus 
within the field regarding outcome indicators or measures. There have been few long term 
studies of the effects of various interventions on family or child functioning or child safety. 
Regardless of the efforts that have been made to neat child abuse and understand what 
interventions lead to successful outcomes, clinical research and evaluation is extremely limited. 
In child welfare, the relationship between symptoms, diagnoses, interventions and outcomes is 
measured anecdotally rather than empirically. The result is a decision making process that relies 
on what interventions are available, since it is not always clear what is needed. 

This problem is one of the biggest impediments to the image of child welfare. Child welfare 
professionals simply do not have systematic evidence that the services they provide do any good. 
Without this evidence, die system is susceptible to attack at every budget hearing and 
unanticipated family tragedy. 

* The term "diagrwsis" is not used to imply a formal DSM-IV or lCD-9 category, but a more general 
social diagnosis of the family's and child's problems. 
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Utilization data are fragmented or unavailable. In the primary care and mental health systems, 
utilization data, essential to developing capitated rates, is usually available and relatively accurate. 
This is due to the uniform and detailed billing requirements of the Medicaid program.̂  In child 
welfare, however, systems development is not uniform across states, and frequently fragmented 
within a state. For example, often client tracking data is kept separately from service payment 
data. Furthermore, it is not unusual for contracts to be paid based on costs versus service units 
provided lo individual clients. Therefore, developing utilization pattems, nends, and costs based 
on per client units of service provided becomes a nearly impossible task. Without these data, it 
is often difficuh for managers to identify how many clients were provided with what services, 
at what cost, and over what period of time. Child welfare is often viewed by legislators as a 
large black box into which millions of dollars flow, but from which only a very general picture 
of what happens to the money emerges. 

Each of these areas can and must be addressed in child welfare if managed care is to be 
implemented. Addressing each of these four areas would well serve the field of child welfare 
regardless of the success of managed care in saving dollars. Each agency designing managed 
care should identify their goals for managed care as diey begin the design process. 

Can Managed Child Welfare Save Money? 

State and local public child welfare administrators studying managed care currendy are doing so 
primarily due to budgetary concems. Their budgets have been cut, dieir budgets are about to be 
cut, they have been wamed of upcoming cuts, or they are anticipating the effect of the recent 
political tide on their budgets. That is to say lhat the primary impetus toward managed care has 
been budgetary. Managed care has been touted as the way to get human service budgets under 
connol. But Olher lhan those portions of child welfare services that have fallen under behavioral 
health managed care, or very limited pdot projects, there is no real evidence lhat managed care 
can save money in child welfare. Furthermore, it must be clear whether the concept of saving 
money means spending less dian is currently spent or curtailing the growth in expendimres. 
Obviously the former is a more formidable goal. 

^ This is also due to federal requirements for the development of Medicaid management information 
systems, and the availabiUty of enhanced federal fimding to pay for their development, which has been available 
in die Medicaid program for over a decade. Similar mandates for child welfare, along with enhanced federal 
funding, has only been made avaUable in the last 2 yeare 
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There are four competing factors within the current system lhat will effect whether managed child 
welfare can save money. Each state (and county within county administered systems) will have 
to weigh their position relative to each factor in order to gauge its pxjtential for savmgs. They 
are: 

Current utilization of high cost residential placements; 

Current level of underserving children and families; 

• Current provider payment levels; and 

• Effecl of screening/ investigations process on caseload size. 

Current utilization of high cost residential placements. The clearest mecharusm in managed care 
that saves money is the reduction in high cost placements. Once diere is fiscal incentive to 
reduce the level of care, children are moved home or to less cosdy placements. In jurisdictions 
where diere are large numbers of children in high cost residential placements, money will be 
saved under managed care. In jurisdictions where significant effort has been made to reduce 
these placemenis already, there will be less savings. 

Current level of underserving children and families. In many jurisdictions, large numbers of 
clients do not get the services needed because of funding limitations. Under managed care, 
service provision would be based on clinical protocols, widiout reliance on waiting lists to ration 
resources. To die extent these protocols define a level of service diat has heretofore not been 
provided, costs will increase under managed care. 

Current provider pavment levels. The donation of a portion of the cost of care, virtually non­
existent in primary health or mental health*, is common in the child welfare system among not-
for-profit, voluntary agencies. If current provider payment levels are so low lhat the cost of care 

' This donation is a true dooatioD to the cost of care, supported by endowment and active fund raising 
efforts, not merely a foregoing of profits, which may occur among medical providers. Nor is this donation a 
Medicaid re-financing scheme, such as the 'provider tax" imposed on medical providers in many states in the 
last several years, but now prohibited by the Medicaid program. In many states, provider donations can be as 
much as 20-50% of the cost of care. Child welfare is one of die few fields where there often is some 
expectation that providers contribute to die cost of the service they provide. 
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is substantially subsidized by the private sector, then there will be less potential for saving public 
money imder managed care. 

Effect of screening/investigations process on caseload size. (Hurrently in most child welfare 
agencies there is an informal relationship between the screening/ investigations process and 
caseload size. During periods where intake increases, screening and investigatory staff connol 
intake informally by applying stricter standards for cases to investigate and cases to open. This 
may be done consciously or imconsciously, without change in the formal intake criteria, just a 
subtle change in how staff may "read" the circumstances of the situation. Nevertheless, this shift 
serves to informally connol the caseload size. The number of phone reports not investigated or 
the number of cases not opened as a result of these informal connols is unknown and likely 
varies from agency to agency and from staff to staff. 

Should a child welfare system privatize its ongoing caseload through managed care, while still 
imdertaking the investigations function, there would be considerably less concem on the pan of 
the public agency screening and investigatory staff for the size of the caseload. Ongoing cases 
would be addressed by private agency staff paid out of someone else's budget. Under this 
scenario, the impact of opening a higher percentage of investigated cases would not be felt by 
co-workers. Hence, it is likely that more cases would be opened. The extent of this phenomenon 
is unknown, and is probably best estimated at the local intake level. 

Additionally, diere are a number of specific managed care design decisions lhat will affect the 
ability of managed care to save money for a system. These will be discussed in Part U of diis 
paper. Until all of these issues are resolved, there is no way to estimate the cost of managed 
care, let alone the potential for savings. 

What Are the Most Significant Development Issues for Managed Child 
Welfare? 

While diere are many design and operational issues lhat must be addressed in order to implement 
managed care in child welfare, a few of these issues will require a major developmental effort 
because their current state is weak and undeveloped. They are: 

• The development and role of practice protocols; 
• The development of new neatment modalities; 
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• Expectations and the definition of outcomes; and 
• Connol, capitation and fmancial risk. 

The development and role of practice protocols. Clinical or practice protocols must be develop>ed 
by child welfare experts in the public and private sectors within a state. The protocols are the 
key instrument that links symptoms, diagnoses, interventions and outcomes. They are the tool 
used to link the assessed problems (or diagnoses) wiih the interventions, to guide the length of 
time an intervention is to be provided, and to determine what outcomes are needed to reduce or 
terminate service provision. The protocols will be adjusted over time, based on systematically 
measured outcomes. 

Curtently, there is no single tool lhat links symptoms, diagnoses, interventions and outcomes. 
The child welfare field typically uses tools to link symptoms to diagnoses, and to link diagnoses 
to general .categories of service (e.g., level of risk determining in-home versus out-of-home care, 
level of symptoms determining service/ payment levels for out-of-home care, etc.). But there are 
very few tools in use that link an assessment of problems with specific interventions and 
expected ouicomes. Child welfare workers rely on risk assessment tools to determine in-home 
versus out-of-home services, family assessments to determine level of needs within the family, 
level of care assessments and service and placement availability to determine interventions to be 
provided, and their own experience to determine expected outcomes. The length of time an 
intervention is provided is dependent on many factors (e.g., the worker's caseload, die 
intervention being provided, the court system, the cooperativeness of the client/ family, 
administrative case reviews, the experience and training of the worker, demands for services, 
etc.). 

The reliance on worker discretion in determining the services provided based on the identified 
needs represents bodi the strength and weakness of the child welfare system. The level of 
exp)erience and training of child welfare workers varies considerably. Highly skilled and 
experienced workers often are able to craft an individualized service plan specific to each client/ 
family. However, the child welfare system in many slates and larger urban areas is plagued by 
high caseloads, pooriy trained staff, and inexperienced staff due to high tumover rates. Under 
these circumstances, reliance on worker discretion in determining and overseeing the service plan 
should not be considered a system snength. 

Managed care in child welfare would result in a standardized assessment and decision making 
process, a relatively flexible range of interventions, a standardized set of conditions under which 
the interventions would be offered, clearly defmed and measurable expected outcomes of die 
interventions, and pre-determined time frames for achieving those outcomes. In spite of the fact 
that this standardization would reduce worker discretion, ifthe tools used were well crafied and 
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continuously updated, they could in fact improve the decision making process, and still represent 
an individualized service plan based on the needs of each particular family. But a well crafted 
tool can only be developed widi input from bodi die public child welfare system and die pnvate 
child care providers, each of whose point of view and experience is critical and necessary to die 
process. 

The public child welfare agency dial delegates die development of dus tool to a private managed 
care company virtually ensures that die bottom line wUl be primary. Conversely, the public 
agency that actively controls the development ofthis tool can protect the child welfare system, 
as well as the children and families served from many ofthe expected and dreaded predilections 
of managed care - under-serving the client population. This tool wdl be the key to die success 
of managed care widi respect to die ehddren and families served. 

While standardization is required under managed care, chdd welfare practitioners must understand 
diat protocols structure die decision making process, but still allow for justifiable exceptions. A 
justifiable exception would require a reasoned argument based on convincing evidence. 

The snucturing of die decision making process would allow for a more systematic and rigorous 
comparison of die relationship between symptoms, diagnoses, interventions and outcomes. This 
in tum, should resuh in a system diat can benefit from experience, a nail lacking in die current 
system. Currently, it is only die individual workers who benefit from experience. 

The development of new neannent modalities. The child welfare system has successfully 
developed and widely implemented only limited new neannent mediods in die past 20 years (e.g., 
intensive, in-home family preservation services, day neannent, and specialized/ dierapeutic foster 
care). Managed care, widi unlimited flexibility of ftmds, should aUow for die development of 
new neannent modalities. For example, it is not uncommon for emotionally dismrbed 
adolescents in bodi the chdd welfare and juvenile corrections systems to be placed in residential 
neannent programs for 12-24 mondis. Yet in die commercial sector, die lengdi of placement in 
a residential program is more likely to be 30-90 days. This difference is, no doubt, related to 
plan coverage, typically 30-90 days in die commercial healdi insurance sector While 30-90 days 
may be too short a period to address adolescent emotional problems, diere may be a level of 
useful neannent dial could be completed in less dian 12-24 mondis. In many cases we do not 
know if dus is possible because dicre has never been a frue incentive to minimize die lengdi of 
stay in residential settings. 

While die child welfare system has given lip service to "step down" services, diey are not 
typically available. When a child enters a level of care, he stays at diat level until die case 
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worker reduces his level, which may require fmding a new placement for the child, which 
requires an affuTiiative action by the caseworker (for which there is a snong disincentive). 

The chdd welfare system has been remarkably uncreative in developing and implemenling new 
levels of care. For example, diere may be youdi who need episodic strucnired residential 
placements, but who can otherwise live at home. Or youth who need day neatment lasting until 
bedtime. While creative experiments exist, they are nol disseminated nor replicated on a wide 
scale basis. No one ever leams from these iimovative experiments, hence they are never tned 
elsewhere. 

Managed care will not oidy offer the forum for irmovation, it wdl assure lhat data documentmg 
the successes and fadures, advantages and disadvantages of these experiments is kept. 
Furthermore, it wdl assure dial the data are used to refme and reinvent the system on an ongomg 
basis. 

Expectations and the definition of outcomes. Managed care does not promise lhat it will cure 
all who enroll. It does not promise that diose who enroll wUl be healdiier. It is designed to 
provide fmancial incentives to practitioners to find and neat problems early, to provide quick and 
efficient services to enroilees, to insure that die client gets only those services clinically 
justifiable and only for as long as necessary, and still provide professionally competent care. It 
is a process of managing and allocating resources efficiendy. It recogruzes dial some clients will 
not be cured, some will not improve, some may require long term expensive neannent, aldiough 
most wdl not. 

Doctors are not expected to prevent cancer, mental healdi practitioners are not expected to 
prevent mental ilbiess. While both fields may know and understand many risk factors that are 
associated widi ilbess, diey cannot force people to avoid diose risk factors. The same is nue in 
the child welfare field. Professionals know many risk factors associated widi child abuse, but 
they cannol assure that all ehddren will live in households without those risk factors. 

Bodi die medical and mental healdi fields have generally reasonable expectations placed on diem. 
Unfortunately, expectations of die child welfare system are higher: The system is expected to 
prevent child abuse, prevent die murder of ehddren at die hands of dieir caretakers, heal all 
ehddren who are abused, and find parents for all children widiout diem. While diese 
expectations are outrageously unrealistic to diose who understand die system, they are not 
unrealistic to the general public. 

The process of defming outcome measures for die child welfare system should not begin widi 
unrealistic expectations (i.e., a reduction in incidents of child abuse). Outcome measures should 
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include those indicators over which the system has reasonable control. They should address the 
impact of the interventions directed by the system ilself. 

Widiin medical and mental healdi managed care, one of die primary outcome measures is client 
satisfaction. Managed care organizations are quite adept at measuring client satisfaction widi 
sophisticated surveys geared toward die educational level of die client. Anodier set of outcomes 
measured include process measures such as die number of rings before die phone is answered, 
die time required to get an appointtneni, die time spent in die waiting room, etc. The quality of 
die service actually provided is measured du-ough quality assurance procedures and adherence 
to professional credentialing. 

In bodi die medical and mental healdi fields, diere is a general assumption of professional 
competence by die acmal practitioners. Managed care is merely an organizational overiay diat 
changes incentives and procedures. Therefore, die measures used to evaluate managed care are 
procedural and perceptual in nature. 

Child welfare is different in two ways. First, acknowledging some exceptions, diere is not a 
general assumption of competence widiin die current system. In most areas, diere is considerable 
suspicion and skepticism about die competence of die child welfare system. Second, managed 
care in chdd welfare is not just an organizational overlay. Managed care has built-in incentives 
that undermine die single most important purpose of die chdd welfare syslem - to protect 
children - by failing to remove children at risk or remming diem home premamrely. For diese 
reasons, while child welfare should not over-promise on outcome measures, the measures 
developed for managed care in chdd welfare musl be more substantive and extensive dian diose 
used in the medical and mental health fields. 

Connol, Capitation and Financial Risk. Due to issues raised in earlier sections of dus paper, the 
child welfare system is not a particularly good candidate for capitation. The first issue is that 
of limited connol over die conditions and interventions. Assuming fmancial risk requires some 
degree of connol, it has akeady been argued dial connol is more limited in child welfare dian 
in other fields dial have implememed managed care. One of die biggest problems in dial regard 
is die role of die courts. Whde most judges agree widi and respect the advice of die child 
welfare worker, many do not. In diese instances, many make dieir own decisions regarding die 
neannent type or even individual facility, widiout regard to die recommendations of chdd welfare 
professionals. This phenomenon means dial die managed care provider would not have connol 
over the neatment plan. 

Anodier court related problem occuning in some areas is that die backlog is such dial changes 
in custody status are not processed timely. This can resuh in children remaining at a level of 
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care longer dian is clinically necessary. Again diis would represent an expendimre outside die 
connol of a managed care provider. These court issues represent some of die most noublesome 
issues for child welfare managed care. Some believe dial over time die issue wdl resolve itself 
on die assumption diat, rightly or wrongly, judges wdl become more comfortable widi die clinical 
expertise and competence of die managed care provider dian diey have been widi die typical 
public sector worker. 

The second problem child welfare faces in developing a capitated system is die lack of reliable 
utilization data. The lack of a single infomiation system, die reliance on manual record keeping 
changes in die way data are kept, etc. will all affect die abdity to develop reliable historical 
utilization data, which will be needed to develop a reliable capitation rate. 

The durd problem is die lack of information regarding how die basic capitation rate should be 
adjusted given assumed, but relatively unknown levels of over-utilization of currem services and 
under-serving of current clients. These unknowns nanslate into unpredictable fmancial risk for 
a managed care provider. 

The fact is diat diere may be too many unknown or unconnollable risk factors for a managed 
care provider to be wdling to assume fmancial risk under capitation. In die initial stages of 
Medicaid managed care, providers were given "no risk" confracts. One could argue diat diere 
are sigmficantly more unknowns and unconnollables in chdd welfare dian diere were in Medicaid 
at diat time. Capitation and fmancial risk issues must be considered very careftiUy in die initial 
plannmg for managed care. Compiling die necessary data and evaluating its completeness and 
reliability will affect the willingness of a provider to assume fmancial risk. Even with a level 
of fmancial nsk assumed, there may have to be "stop-loss" protections offered to ameliorate some 
of the risk.' 

Conclusions 

In answer to the question raised by die title of dus paper, child welfare and managed care can 
be compatible if die concepts of managed care are adapted to die unique qualities and 
responsibilities of child welfare. The developmem of chUd welfare managed care cannot simply 
be an extension of Medicaid or behavioral healdi managed care. The chdd welfare system 
requires a re-conceptualization and re-design of managed care to meet its needs and 

A- A • """" '̂ '̂̂ '̂  '° "̂ "̂  protections and die types of capiurion mediods are discussed m Pan II of diis paper. 
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responsibdities. This effort wdl require die coUective dunking of chdd welfare management and 
line staff in bodi die public and private sectors. The complexity of die issues will require more 
time and energy dian most govemors and legislators may be wdling to allow. Therefore it is 
crucial dial dus planning begin immediately. Whedier chdd welfare managed care will produce 
any savings is unknown, but any effort to significantiy change die system for die purpose of cost 
savings should be accompanied by an effort to improve die system as well. If die only purpose 
of implementing managed care is to cut costs, diere are easier ways for die system to accomplish 
diat goal (diough few cuts wdl be painless to die children and famdies served). Managed care 
is a significant enough system change diat it should not be undertaken unless its underlying goal 
is to achieve an overall improvement in the child welfare system. 

This paper was written by Tracey Feild. Part 2 ofthe paper, still incomplete, wiU address specific design 
and operational issues in managed care for child welfare. If you would like to receive a copy of Part 2, 
please contact: 

Institute for Human Services Management 
7307 MacArthur Blvd., Suite 214 
Bethesda, MD 20816 

(301) 229-9455 
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I, .Managing Behavioral Healthcare: Core Methods and Predominant Models 

The mental healdi and substance abuse benefit packages dial cover most privately insured 
Americans in 1994 mvolve some form of managed care. The approaches to managing carc 
for patients widi diese disorders ofum require specialized knowledge and skills different 
from diosc needed U5 manage general medical care. For diis reason, and in response to 
cost escalation in indemnity behavioral benefits, separate companies began forming m the 
1980's diat focus exclusively on managing behavioral healdicare. Many independent 
companies and insurers began offering separate "carve-ouf behavioral healdicare insurance 
products to dieir customer accounts in addition to dieir regular insurance offermgs. An 
increasing number of healdicare purchasers began and continue to buy behavioral heahhcarc 
carve-out benefits for dieir employees. The market response to behavioral carve-out 
vendors among self-insured employers has been strong and positive, resulting m rapid 
growdi for die managed behavioral healdicare carve-out industry. 

A. Core Methods of Managing Behavioral Healthcare 

Managed behavioral healdicare is evolving from initial attempts to contain and 
manage direct expenditures and costs by managing benefits, dirough a stage 
characterized by innovative mediods to improve value and quality by managing care, 
towards a new model based upon mediods to reduce die demand for expensive 
services by improving die healdi status of defined populations. Each approach to 
managed care contains its own set of core technologies, some of which will be 
briefly summarized below. 

1. Managing Benefits 

During die 1970s and early 1980s, die primary mediods used for cost-
containment were actuarial manipulations use in managing benefils. There 
were, and continue to be, diousands of different benefit designs, each widi 
buUt-in design elements diat are used to contiol utilization and resulting 
expenditures, widiout regard to die impact of diese benefit design 
manipulations on displacement of care into die general medical sector or 
upon die consequences of diese restrictions, limitations and exclusions on 
indirect costs incurred by die employer, die community, and die benetlciary. 

Traditional benefit design elemenis long in use include annual and lifetime 
maximums, deductibles, outpatient co-payments, and inpatient co-insurances. 
Certain specified forms of treatment and types of disorders may be excluded 
from coverage. Certain procedures, such as requiring die use of a 
specialized gatekeeping and obtaining prior audiorization, serve as addmonal 
benefit design vehicles diat restrict reimbursement. Taken togedier, 



productivity, and reduce hcaJih care costs. The antecedcnis of many 
contemporary behavioral demand management iniuauves can be lound m 

EA? efforts. 

Mediods to manage healdi include providing healdi advisors, individual 
healdi nsk assessments, hcalUi education programs, financial mccnnves for 
meeting personal healdi management goals, self-help groups, cnsis debncfir.g 
services, outreach programs to high utilizers of healdicare services, and 
medical'offset programs. Wellness programs employ measures to 
periodically assess die healdi status of die defined population dicy target. 

Managed competition and related models of reformed healdi care systems 
include capitated financing mechanisms diat have die potential to encourage 
managing for population-based healdi. We expect to sec diis focus mcrease 
in die managed behavioral healdicare of die future. 

B. Contemporary Models of Managed Behavioral Healthcare 

Managed behavioral healdicare organizations arc structured and approach die task of 
managing care in many different ways. However, several predominant models exist 
by which most managed care organizations can be categorized. 

I. Managed Behavioral Carve-Out Programs 

Managed behavioral healdicare programs are characterized by: 1) 
management teams devoted exclusively to mental health and chemical 
dependency issues, 2) case management personnel who arc specialty 
credentialed under die supervision of board-certified psychiatrists, 3) use of 
specifically developed mental healdi and chemical dependency level of care 
assignment and case management criteria diat address medical necessity 
medical appropriateness, and levels of care determinauon; and 4) specialty 
behavioral group, staff model, and PPO networks widi a contiriuum of care, 
access to a full range of disciplines, and negotiated discounts (1). Other 
distinguishing featiires include continuous quality improvement programs, 
specialized behavioral infonnation systems, outcomes management systems. 
cHnical practice guidelines, and provider network management systems. 

a. Delivery System Characteristics 

The most common type of managed behavioral delivery system in 
1994 is a contracted network of independent providers, aldiough this 
is rapidly changing. The network providers are multidisciplmary 
specialists and generalists in behavioral healdicare services and ait 



organization to properly balance dcccniraJizauon widi some ongoing 
centralized funcuons, especially in the areas of infomiauon 
management and quality control. 

b. Product Lines 

The basic managed behavioral carve-out product offerings include 
telephonic utilization review, network-based managed care, and 
employee assistance programs. These products arc structured around 
die provision and care managemeni of any one or combination of 
mental healdi and/or substance abuse benefits. The benefit design can 
vary widely at die discretion of die purchaser, and can be based on 
eidicr HMO, specialized behavioral, or managed indemnity benefits. 
At die request of a purchaser, managed care organizations can require 
dial services be rendered only by providers widiin a predefined 
network, or diey can offer point of service plans in which die 
reimbursement rate depends upon die provider's network status. 

These products may be offered for customer accounts on an 
administrative services only (ASO), a risk-sharing, or on a fully at-
risk basis. ASO offerings involve all aspects of care management 
except for final payment of provider bills; die latter remains die 
responsibility of die insurer. At risk offerings also include payment 
to providers. 

Several odier product lines may be offered by diese companies. An 
employee assistance program offering is not uncommon. The 
elements of such a program arc described on die foUowing page of 
diis report. Utilization review services, as described earlier in dus 
report, may be a product offering separate from care management. 
An emerging product line is workers compensation stress claim 
prevention and management. There is an increasing need for such a 
pnxluct, and managed behavioral carve-out companies are well-
positioned to offer it. The most commonly offered product is an 
integrated behavioral carve-out dut includes EAP, psychiamc, and 
substance abuse treatment services pnjvided dirough a structured 
network. 

2. EAP-Driven Managed Behavioral Healthcare Programs 

Managed behavioral healdicare has some historical roots in die EAP 
movement. Employee assistance programs are worksite-based, and are 
designed to assist in die early identification and resolution of pnxluctivity 
problems associated widi employees impaired by personal concems (3). EA? 



behavioral healdicare product. Entities such as Bedicsda Behavioral Hia.L-. 
Systems in Cincinnati are able to contract direcdy widi employers, coiiec: 
premium, deUver and manage care du-ough EAP plus stmctured network 
programs, and manage post-ti-eatment workplace integration. 

Health Maintenance Organization (HMO) Managed Behavioral 
Healthcare Initiatives 

HMOs are characterized by certain features which have also been borrowed 
by managed behavioral healdi plans. These features include: 

a. pre-payment financing on a per member per mondi basis 
b. flexible service programs in which all levels of audiorized care are 

reimbursed, and formulae for substitution of inpatient benefits are 
used to cover altematives to hospitalization; 

c. physician or behavioral heallh specialist gatekeepers, who manage the 
initial tiiage as well as decisions about step-down or step-up to 
different levels of care widiin die same course of u-eatment; 

d. population-based healdicare measures dial assess die overall 
behavioral healdi of the covered members at different time periods to 
detennine die effectiveness of wellness programs as well as of dlness 
treatment services. 

The primary care gatekeeper model is die most common method used by 
HMOs to control utilization. Patients must first be evaluated and refened by 
their primary care physician before seeing a specialist, such as a mental 
health clinician. This model has been criticized for making access to mental 
health care more difficult, and for using physician gatekeepers who may lack 
sufficient tiaining in diagnosing psychiatric and substance abuse disorders. 

Some altemative models dial allow multiple entry points into treatment do 
exist, die most well-known of which is Kaiser Permanente. Most of die 
contemporary non-HMO managed care behavioral healdi plans utilize some 
type of specialized mental health gatekeeper, rather than primary care 
physicians. 

HMOs have suffered dramatic market share losses as managed behavioral 
carve-out vendors grew. Some employers, such as Digital Equipment 
Corporation, are now using formal quality and performance standards in their 
contracting process as a way of pressuring HMOs to offer expanded benefus, 
easier access, case management seivices and odier managed behavioral carve-
out feamres. 



n. 
A Brief History of the .Managed Behavioral Car>e-Out Industry 

The managed behavioral carve-out industry was probably started m 1981 by the onginaJ 
MetropoliL Clinic of Counseling (MCC - now a subsidiary of Cigna) in Minneapolis. T>.e 
bnef history of diis industry has been eventful and characu:nzed by mnovauon and rapid 
growth. 

A. Historical Roots 

The widespread adoption of managed behaviond healdicare is a recent, rapidly-
evolving phenomenon. This model of care gained significant momenmm between 
1986-1993 primardy in response to cost-containment pressures and venture-capital 
financing of start-up companies diat were created to take advantage of dus business 
opportunity. However, die policies and mediods upon which managed »>ehavioral 
heaJdicare is grounded have much older historical roots. It will be helpful to bnefly 
review diese roots to better understand die industry's cunent approaches to 
financing, authorizing, and managing clinical care. 

1. Community Mental Health 

The national community mental healdi centers (CMHC) program that was 
initiated in 1963 encouraged die establishment of hundreds of CMHCs 
nationwide. A primary focus of die program was to shift die locus of care 
from sute mental hospitals to community-based altematives to 
hospitalization. Its strategy for accomplishing diis was to develop well-
coordinated, easily-accessed continuums of care in each community. 
Individual case managemeni programs were implemented. Communities 
became catchment areas widi defined populations for whose care diey were 
responsible. 

It is not surprising dial many leaders of die CMHC "movement" went on to 
become executives of private sector managed behavioral healdicare 
companies. Perhaps as a consequence, die parallels between community 
mental health and managed behavioral healdicare are striking (5). They both 
place a high value on: 

a. facilitating easy access to carc 
b taking responsibility for a defined population of patients 
c' triaging patients into die least restrictive care dial is effecuve for the 

patient , , 
d. providing care widiin a well-coordinated and complete conunuum of 

care system. 



inaccessible and too restnctive. Some HMOs provide care :-or this bene::-, 
dirough dicir cunent delivery system models, while others contract out L-,e 
care management of such services lo a specialized behavioral care 
management vendor. For example. Humana Healdi Plans purchased a 30% 
equity interest in CMC Healdi in die second quarter of 1994. CMC is a 
specialized managed behavioral carve-out vendor. 

(. Employee Assistance Programs (EAPs) 

EAP programs began as occupational healdi services for alcoholism ser/ices 
in die 1950's. They initially focused on early intervention for alcohol and 
drtig abuse, but gradually expanded dieir service offerings. One of die 
su-ongest aspects of dieir programs is facditating easy access and appK̂ priate 
referral into a sometimes daunting behavioral healdicare system. TTiey 
created an informal network of trusted providers, and developed criteria and 
procedures for triaging clients to die most appropriate care. These fcamrcs 
have been incorporated by contemporary managed behavioral healdicare 
programs. 

Managed care is now filling many of diesc rapid access, evaluation and tnage 
functions It is also going further to intensively manage die care after miiial 
refenals are made. Consequendy, EAPs are re-evaluating dieir role, which 
bridges between the intemal human resources function in die workplace, and 
die "front end" of an integrated managed behavioral healdicare system. 
Some external EAP vendors have decided to expand dieir services and evolve 
into managed behavioral healthcare companies. Others have opted to focus 
exclusively on services unique to EAPs. The latter group of companies leam 
to effectively interface widi managed behavioral healdicare companies for 
coordination of patient care. They are confident diat EAP benefils will 
continue lo be valued and prt)vided by many corporations as an add-on to 
basic healdicare benefit packages. 

4. Telephonic Psychiatric and Substance Abuse UtUization Review (UR) 

Telephonic utilization review for psychiatî c and substance abuse disorders is 
anodier precursor to managed behavioral healdicare which began and rapidly 
grew in die early 1980s. These benefit audiorization programs used 
telephone-based preadmission and concuncnl reviews for hospital admissions 
and inpatient stays. TTie UR company typically did not have contractual 
agreements with die hospitals, but made audiorizations a requirement for 
reimbursement. 

Seventeen UR companies were operating in 1979 (9) with diis approach. 
Their focus was almost exclusively on disabdity and medical-surgical cases. 

11 



1. The Emergence of a New .Market 

During the early I980's, a fledgling industry was created from demands Lha: 
diird party reviewers manage behavioral heaJdicare to assure cost̂ ffccuvc 
treatment. The managed behavioral healdicare approaches diat grew from 
dial beginning are essentiaUy a system of checks and balances placed on a 
multi-bdlion doUar behavioral healdicare industry for which ft^ market 
principles were not working. Price consciousness had ceased to be a 
functioning force regulating die market, since benefits were expansive and 
die consumers (patients) of services were no longer die payors. Neither was 
quality a strong market force, since Uide or no organized infomiation was 
available about die comparative quality of behavioral healdicare providers 
and die services diey provided. 

a. Expanded Coverage and Uck of Diagnostic Related Groupings 
(DRGs) for Behavioral Healthcare 

TTie Tax Equity and Fiscal Responsibdity Act of 1982 (TEFRA) led to 
several new methods to control Medicare costs, die most well-known 
being diagnostic-reUted nonns for reimbursement. These nonns had 
tremendous impact diroughout die healdicare industry, includmg for 
treatment of non-Medicaid patients. Widi die end of cost-plus 
reimbursement, hospital profits began to suffer and private investors 
became disenchanted with diem. 

The behavioral healdicare industry was relatively untouched by DRGs. 
because psychiatric diagnoses were regarded as unreliable, inaccurate, 
and lacking in predictive power for course of treatment. Venture 
capitalists, die pubUc capital markets, and odier entrepreneurs saw 
tremendous opportunities available in diis still relatively unregulated 
market. Consequendy, large, for-profit "chains" of specialty 
psychiatric and chemical dependency hospitals began to proliferate. 
Between 1979 and 1986, inpatient psychiatric treatment faciliues grew 
by 40% (10). 

b. Inadequacy and ExploiUtion of Indemnity Behavioral Healthcare 
Benefits 

Indemnity mental healdi and substance abuse insurance benefits 
reflected existing prejudices and practices regarding behavioral health 
care disorders and services. Traditional benefits generously 
reimbursed inpatient services, since purchasers regarded 
hospitalization as a "real" treatment for such "genuine" illness 
symptoms as psychoses and suicide attempts. In contrast, purchasers 
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review companies to at least control unnecessary inpaucnt unlizanon. 

d. Inadequacy of HMO, PPO, and UR Behavioral Healthcare 

HMO mental healdi and substance abuse benefits were much less 
genenjus dian diose offered in indemnity insurance packages. In 
addition, access to care was not as easy. Eidier an appointment with 
a physician gatekeeper was necessary, or an appointment was required 
in an HMO-staffed mental healdi clinic diat might involve a long wait. 
Criticisms were raised diat HMOs contained costs dirough access 
barriers and undcnreaiment. 

Preferred Provider Organizations (PPOs) began to develop in die early 
1980s. These organizations were based upon groups of clinicians who 
contracted to serve a defined population on a discounted fee-for-
service basis. The discounts sometimes lost dieir value to contracting 
organizations when die usual and customary rates began to rise more 
quickly widi inflation. Also, during die early 1980s, die PPOs 
provided Uttie or no case management. They were for all diese 
reasons unable to effectively control costs. 

The telephonic UR companies worked widi treatment facUities after 
die patient had already arrived for admission. Because diese 
companies did nol refer business to die facilities, had no fonnal 
contracts widi diem, and reviewed cases after admission, die 
negotiations for number of audiorized inpatient days were often 
adversarial. The UR companies' review process might shorten length 
of stay, but it would seldom entirely avert unnecessary 
hospitalizations. Because early UR companies had no contracted 
network of prov-iders, diey were not in a position to recommend and 
direct patients to hospital alternatives. They consequendy were in a 
policing radier dian a faciliuring role, had only limited effectiveness 
in cost containment, and had Umited control over enhancing die 
quaUty of care. 

2. Entrepreneurial Managed Behavioral Healthcare SUrt-ups 

Many companies in die managed behavioral healdicare industry had dicir 
beginnings in die early 1980s. They frequendy began as an entrepreneunai 
cUnic or an infonnal network of local providers in a nanowly-defined 
geographic community, widi a few contracts to provide services to b̂ si'icsscs 
and/or insurers. Some were EAP companies dial graduaUy expanded dieir 
business into managed behavioral healdicare. Some were utilizauon review 
companies diat gradually became more comprehensive, budding a contracted 
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while simultaneously building a sound operational infrastnjcture very quiciv. 
to handle rapid growdi. The infrastructure had to include expensive 
mfonnation systems, elaborate case management policies and procedures, a 
Uiorough provider credentialing syslem widi an extensive network of 
contracted providers, and a highly qualified staff of well-trained professiona:s 
who could work well as a team to integrate dieir different functions. 

This kind of development was expensive, and die deadlines were too short to 
allow for a gradual process fed by marginal profits. Instead, many 
companies sought large infusions of capital from venture capital firms which 
viewed diese companies as part of a major growdi industi7. While dus 
solved immediate problems of how to finance growdi, it created new 
problems for many of diese fledgling managed care companies. The 
corporate cultiire shifted from a relatively informal cUnical orientation to a 
more efficient, botlom-line-oriented business enterprise. Many companies 
went dirough major shake-ups widi reorganization and new leadership. 
Those providers, customer account representatives, and odiers regularly in 
contact widi managed care companies during diis time period frequendy had 
the impression of instability. 

2. Aggressive Marketing to ERISA Exempt Self-Insured Employers 

Union-management labor negotiations in major corporations typically revolve 
around diree-year contracts. During die Ute 1980s, die negotiating cycle 
diroughout the United States focused bodi on enhancement of salary and on 
employee benefits. Namrally, healdi care was cenu^ in diese negotiations. 
The promise from managed behavioral healdicare companies to improve 
access, assure quaUty and reduce costs enabled many self-insured companies 
to offer enriched behavioral healdicare benefits widiin a carve-out managed 
behavioral healdicare package at a fixed and often reduced price. These 
employers consequendy became a prime market for managed behavioral 
healdicare companies. 

Corporate purchasers of healdi care benefits, especially in die larger 
corporations, were stixjngly influenced by consultants from die major benefit 
consulting firms, who explained die value of managed care and helped with 
vendor selection. Ventiire-capitalized behavioral MCO's also invested 
heavily in marketing during diis period. 

In die late 1980s, most companies were still undecided about switching to 
caived-out managed behavioral healdicare, especially die small and mid-sized 
corporations diat did not retain speciaUzed benefit consultants. Managed care 
companies saw dieir marketing efforts at dial time as primarily to educate the 
market about die value of dieir services. In die early 1990s, diey shifted to a 
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a crossroad in strategic planning. They could suy a small to medium-sizr̂  
regional player bidding only on local contracts and hope to suy viable or be 
acquired eventually. They could merge widi or acquire similar companies 
and expand dieir coverage and market potential. They could be acquired by 
a larger company, especially a major insurance company, and guarantee their 
survival in some unpredictably altered form. 

3. Insurance Carrier Acquisitions and Build-Outs 

Managed behavioral healdicare companies must be creative, flexible, 
dynamic, innovative, and able to make rapid adjustments to die marketplace. 
They must wdUngly and readily respond to conflictual situations diat arise 
between dieir payor-supported managed care policies and die demands of 
some patients and providers. They righdy regard diese conflicts as an 
unavoidable part of dieir everyday business. 

Insurance companies, on die odier hand, tend to be older, more bureaucratic, 
very large and slow-moving organizations dial resist change and attempt UJ 
avoid conflict. Whereas MCO's conceived of diemselves as being in die care 
management business, insurance companies were essentially in die claims 
payment business during die 1980'$. Manying diese two cultures has not 
been easy in any situation. 

The very characteristics dial make it so difficult for diese two types of 
organizations to work well togedier are also die quaUties dial make diem 
need each odier to succeed. Because of dieir size and longstanding corporate 
culture, insurance companies could not buUd a fast-moving, dynamic 
managed behavioral healdicare enterprise widiout great difficulty. Most 
consequendy found it easier to acquire one, and help grow it fijrther. On die 
odier hand, smaUer managed care companies do not have die financial 
backing or infrastructure to keep up widi die gnjwing market opportunities 
on a national scale. Furdiermore, acquisition by an insurance earner 
provided a buUt-in market for die managed behavioral carve-oui vendor to 
pursue. 

a. MCC/CIgna 

MetropoUtan Clinics of Counseling is headquartered in Minneapolis, 
Minnesota and was founded in 1981. It is a national managed 
behavioral healdicare company widi a mixed model of clinic sites and 
a network of providers dinjughout die United States. It was 
purchased by Cigna in 1988. Currendy, MCC Behavioral Carc 
covers appnjximately 5,000,000 lives. Ils product lines include bodi 
die HMO and die managed indemnity (employer) markets, including 
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a. ABI Acquisitions-Medco Behavioral Care-.Merck 

American Biodyne. Inc. was founded in 1986 and grew through 
substantial contracts widi Blue Cross/Blue Shield Plans and HMO's in 
many states across die counU7. ABI was profitable, and further 
expanded its reach by acquiring Assured Healdi Syslems, 
Achievement and Guidance Centers, Inc., and Personal Perfonr,ance 
Consultants. This multi-part entity was acquired by Medco 
containment services in 1992 and renamed as Medco Behavioral Care. 
It cunendy covers approximately 9,740,000 Uves. In 1993, Medco 
Behavioral Care was acquired by Merck Pharmaceuticals as pan of 
Merck's acquisition of Medco. 

b. Prcferred-APM-Value Behavioral Health 

The largest merger in die managed behavioral healthcare industry 
occuned in September-December, 1993 when Prefened Healthcare 
and American PsychManagement formed Value Behavioral Healdi. 
Prefened Healdicare was a pubUcly traded managed behavioral 
healthcare company headquartered in Wilton, Connecticut. It focused 
on die managed indemnity market, and contracted almosi exclusively 
widi large self-insured employers. American PsychManagement was 
headquartered in Ariington, Virginia and also contracted widi several 
large self-insured corporations. Togedier, diey now cover 12.530,000 
individuals and represent die largest of die managed behavioral 
healdicare specialty companies. 

5. Relationships with Pharmaceutical Manufacturers 

A recent development in die consolidation of die managed behavioral 
healdicare industry has been die formalizing of relationships between 
managed behavioral healdicare companies, pharmaceutical manufacturers, 
and mail-order prescription management companies. These relationships 
have emerged first between independent managed care firms and 
pharmaceutical manufacturers, radier dian widi die carrier-owned firms. 

a. Medco ConUinment Services/Merck Pharmaceuticals 

Medco Containment services is a highly successful mail order 
prescription management company. In 1992, it purchased American 
Biodyne, Inc. to fonn Medco Behavioral Care. The company is now 
headquartered in St. Louis, Missouri. MBC was purchased by Merck 
Pharmaceuticals in 1993 as part of Merck's drive for vertical 
integration across die pharmaceutical marketplace. 
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note is Johnson k Johnson Advanced Behavioral Technologies, A.--
is convening its employer-based wellness programs into health p.̂ n 
based disease management programs at dus ume. 
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and promouon initiatives are fmancially incenuvised, and diat access to acute ĉ -e :s 
imtially easy at die milder, beginning stages of Ulness when less intensive care is 
needed. For some plans widi underfunded mental healdi and substance abuse 
benefits, making services more easily accessible may mean expending more 
resources, in cost-effective ways, for mental healdi and chemical dependency 
treatiTtnt! However, die end rcsuit will be to reduce overaU medical uuUzation 
(13). 

In addition to using medical expense dollars to improve access and reimburse 
medically necessary and appoDpriate care, dierc arc many odicr mediods diat may be 
used to allow delivery systems to expand access, reduce demand, and benefit from 
die medical offset effecl. A review of diese mediods, and dieir poUcy implications, 
is beyond die scope of diis paper. 

B. Innovation 

One oveniding lesson of die managed behavioral carve-out phenomenon is dial 
properiy aligned markel forces can pnxiuce behavioral healdicare service innovations 
diat result in rapid and significant social gain. Widiin die last 10 years many 
organizations in die (de-politicized) private sector have taken advantage of dieir 
access to capital to innovate effectively in onler to gain competitive advanuge by 
increasing dieir levels of service integration and efficiency. Some recent data 
suggest diey arc also increasing levels of quality and customer sansfaction (14). 

In behaviond healdicare, much innovation is still required to improve delivery 
systems. Widi proper access to capital and financial incentives. cUnicians and 
clinician executives in a variety of private sector settings continue to develop 
creative new ways of delivering care more cost-effectively, impnjving access and 
accountability, measuring and improving outcomes, implementing guidelines, and 
improving die healdi stiitus of defined populations. These innovations are made 
possible by including new dierapeutic approaches, new treatment settings, 
computerized medical nscords and odier new technologies, as well as new ways of 
bringing treatinent to people in need, in rapidly evolving service delivery systems. 

Healdi planners will benefit from being mindful of die forces diat have pemitted 
innovation to unfold in die private sector, and die forces diat have slowed 
innovation and efficiency in many public sector settings. 

It is important diat healdi care refonns preserve and create additional incentives for 
innovation. Widi proper incentives and die right direction set, die private and public 
sectors can continue to innovate many socially beneficial advances diat can promote 
die healdi and welfare of individuals widi behavioral disorders, and their families. 
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costs by undersuffing, lhe rcsuit is long waits and undenitilization. TTiis is a 
common source of subscnbcr complaints in some clinic-model managed behavioral 
healdicare organizations diat operate widiin a HMO environment. Similar problems 
exist in countŷ wned mental healdi centers treating people covered by Medicaid a.-d 
odicr non-pnv2te insurance benefits. Paradoxically, when die treatment used is 
appropnate and cost-effective, savings are significant despius mcnased numbers of 
people accessing carc (16). 

Many HMOs use a physician gatekeeper to triage people who need mental health or 
substance abuse treatment. This can facilitate easier access when a pnjspecuve 
patient has a trusting relationship widi his/her physician and docs not odierwise 
know how to access treatmenl. However, for odier prtjspcctive behavioral 
healdicare patients die extia step of seeing a physician can impede access. Also, 
most physicians anj not well-trained in die identification of psychiatric disorders, 
and may not make an appropriate referral. 

Controversies regarding managed care abound among bodi providers and patients. 
One of the most common concems is whedier patients are granted sufficient access 
to die appropriate type of care diey need. Economic incenuves to undertreat may 
rcsuit in denial of care at die appropriate level of intensity and/or die appropnate 
amount. Poor clinical judgment by care managers may also occur, resulting in 
inappropriate denial of care. There arc numerous anecdotes regarding such 
circumstances. 

Managed care companies also relate many examples of inappropriate care demanded 
by patients and delivered by providers. It is difficult to detennme how many of 
diese complaints from cidier side reflect actual mistakes in clinical judgment and 
how many are simply differences of opinion. Data are not available. Nevertheless, 
it is clear diat managed care company staff do make mistakes from time to nme in 
their clinical decision-making, and dial overzealous attempts to contiol costs may 
cause harm to individual patients. 

Providers in organized systems of care diat are reimbursed on a capitated basis have 
an economic incentive to undertreat. Since dieir mondily receivables are constant, 
dicy can only improve profits dirough cost controls. It is critical dial the healdi care 
system build in checks and balances so dus incentive does not overwhelm longer-
tenn incentives to buUd quality seivices and population healdi stams improvement 
programs. Otherwise, bamers to access will arise and morbidity will increase as a 
consequence of understaffing or overiy strict criteria for treatment audionzations. 
Twô mportant balances widiin die system to offset diis trend would be to adequately 
fund behavioral healdicare benefits and services, and to find ways to measure and 
reinforce standards for die accessibility, appropriateness, quality, and effectiveness 
of ticatment such as dirough "report card" delivery system perfonnance indicators. 
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quality of caie might be compromised. One of die most compelling 
detenninanis of quality is die cUnical outcome of die treatments prescribed 
for specific patients. Some purchasers of behavioral healdicare benefits are 
beginning to requin: dieir contracting managed care organizations and 
delivery systems to develop ouicomes management programs and to 
periodically provide data from diem in order to demonstrate cUnical 
effectiveness and value. 

A quality control mediod related to outcomes management is die development 
and use of practice guideUnes. Delivery systems diat use research-based 
practice guidelines, and continually improve upon diese guideUnes dirough 
ongoing ouicomes research, may be more Ukely to deliver consistent and 
high quality caic, and dius have a competitive advantage in some markets. 
As outcomes management and practice guidcUne programs become more 
widespread, diey wiU grow in sophistication and contribute to quality 
improvement by reducing practice pattem variation. 

Outcome research in behavioral healdicare services has been conducted for 
many decades, often widi highly sophisticated experimental designs. This 
research has considerably advanced our knowledge about die comparaave 
effectiveness of different treatinent interventions for a wide range of mental 
healdi and substance abuse disorders. However, as is also tnjc m die 
medical field, dierc exists a wide gap between research findings and common 
cUnical practices. The entire healdicare field confronts die dilemma of 
effectively disseminating best practices infonnation in ways dial busy 
clinicians can easUy and quickly access and integrate into dieir work. 

Efficacy research in behavioral healdicare services uses highly sophisticated 
experimental designs in controlled cUnical ttials. This research has 
considerably advanced our knowledge of what specific treatmenl intervenuons 
are most efficacious widi which types of patients and disorders, and over 
whal time frame, under experimental conditions. However, efficacy rcsearc.-i 
has been notoriously unable to provide busy cUnicians widi die research 
findings dial might add value to dicir practice by indicating which treatments 
are actuaUy effective under naturalistic, rcal-worid conditions. 

In diis time of dramatically increased accountability, organizations at every 
level from small group practices to large managed care companies are being 
asked to demonstrate dieir effectiveness widi outcome data. This challenge 
to develop outcomes management programs widiin a busy cUnical setting 
requires somewhat different mediods dian an academic researcher might use 
in a controUed treatinent efficacy experiment. Behavioral healdicare 
organizations are cunendy stiuggling widi how to balance sound effecuve 
research mediods widi die demands of a fast-paced market-dnven business. 

29 



There is indication in die psychodierapy research literature ot a posiuve 
relauonship between dicrapcuuc aJliance and psychodierapy cr.ecu-.er.ess. 
The data suggests a high conelation between patient sausiaction and clinical 
outcome, aldiough diere are also important differences between diese two 
dimensions (18). 

A challenge for die behavioral healdicare enterprise rests in integrating input 
from -consumers" and "customers." Several patient advocacy groups 
representing die inurrests of die severely mentally ill have worked widi. and 
have been supported by public seclor agencies in onier to make services 
more responsive. 

Input from diese organized "consumers" (advocacy groups) is quite different 
from die "customer" input derived from healdi plan beneficianes using 
standard market needs assessment techniques. For example, die Nauonal 
Committee on Quality Assurance has used customer uiput to guide its 
development of quality-onented perfonnance standards for HMOs. This 
customer input was derived from focus groups, survey research, and needs 
assessment Ldiods dial included many categories of healdi plan beneficiaries 
and end users. 

American industry, including die healdicare industry, is more atloitive than 
ever before to gadiering dau on customer satisfaction. We have 
from our competitors around die world and from die works of such quahty 
leaders as W. Edwards Demming about die power of die compeuuye 
advanuge diat accnies when we leam from our customers and develop 
products and services diat respond to customer needs. The behavioral 
healdicare industry is no exception to diis growing trend of increasing die 
customer focus in healdicare. 

E. Accountability to the Marketplace, to Accrediting Organizations, and to 
Government Regulatory Agencies 

1. Market Forces 

Healdi system planners are faced widi die challenge of creating safeguards 
diat WiU rcsuit in die accounubility of behavioral healdi systems widiout 
creatine unnecessary regulations diat tend to stifle innovation and 
ĉ rpetitivê ^ private sector model for accompUshmg diis objecuve is 
mS-nav^ nnrrhasing. drawn from die supplier improvement mediods o 
S S J j f J S ^ (CQD.and toul quality - - ^ - - ; ^ C r Q M ) . 
Some sophisticated purchasers arc beginning to require CQl programs and 
oul̂ m?data as evidence of quality service from dieir prospecuve managed 

31 



regulations, government regulation will be able to provide only limr.ed 
incenuves for managed behavioral healdicare quality. 

Special Issues with Capitation 

As our healdicare system continues to reform and evolve, integrated deliver, 
systems are forming in a manner diat wdl allow diem to bid for 
comprehensive business and receive global payment on a capiuted radier 
than fee-for-service basis. Under capiution, autonomy for providers is 
increased, if not entirely restored, because utilization review and case 
management functions are internalized radier dian imposed from external 
organizations. However, diis type of autonomy within capiuted and 
integrated delivery systems requires a new level of responsibiUty. 

Providers arc increasingly aware of dieir responsibility to provide cost-
effective care widiin die context of limited resources to pay for dial care. 
Capiution contracting re-enforces diat awareness. As infonnation technology 
improves, and as providers become part of organized systems of care radier 
dian remain solo practitioners, it becomes easier for behavioral healthcare 
organizations and die providers widiin diem to measure and be held 
accounuble for die kind of care diey deliver. This is initially experienced by 
many providers as an uncomforuble development widi many potential 
pitfalls. However, it can also become a very positive trend leading to die 
overall improvement of behavioral healdicare services (20). 

Capiution financing forces plans to assume accounubility for direct 
expenditures, but not for indirect costs or for quaUty. To accomplish diesc 
latter objectives, private sector initiatives focus on esublishing pgrfgrmancc 
criteria and indicators in the areas of accessibiUty. quality, customer 
satisfaction, treatment appropriateness. cUnical outcomes at die individual 
patient level, and healdi outcomes at die patient population level, and perhaps 
prevention and promotion as well.. By measuring perfonnance in accordance 
widi standardized "report card' performance indicators and standardized dau 
sets, capiuted delivery syslems wiU be incentivised to suy focused on results 
radier dian process, healdi systems planners can avoid unnecessary 
regulation, harness die power of healdicare purchasers to require 
accounubility for quality and to reward positive results. Additionally, long 
term (five year) radier dian short terni (one year) capiution contracts are 
more likely to allow integrated delivery systems to bodi invest in prevention 
programs, and realize die value of dial investment. 

Two odier concems should be addressed in regard to capiution; namely 
capiution rates and sub-capiution anangements. Many capiuted dehvery 
syslems limil behavioral healdicare services to about direc percenl of 
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S5 to employees for each dollar invested (21). 

G. Behavioral Healthcare in Primary Carc Medicine 

Much of die uraiment for psychiauic disorders is provided by primary care 
physicians, upon whom patients tend to rely for care of many of dieir healdicare 
problems (22). During office visils, physicians may provide very bnef counseling 
and may provide medication for psychological problems. Unfortunau;ly, few 
primary carc physicians are adequately trained in die diagnosis and treatment of 
psychiatric and substance abuse disorders. From a systems perspecuve. we know 
that undetected and untreated behavioral healdicare pnjblcms can eventually lead to 
adverse outcomes and high cosl medical utilization diat might have been prevented 
(23-. 24). 

An ideal comprehensive healdicare system would provide multiple entry points for 
treatment, including direct access dirough self-refenals as is offered by managed 
behaviond health plans. If a patient had behavioral healdicare problems, it might be 
more efficient and effective to offer direct self-refenal to psychiatnsts and 
psychologists as primary care providers for diese types of prt>blems. These 
specialized behavioral healdicare providers would be expected to have adequate 
training in die detection and ticatment of more medically-based problems, and know 
when to refer to medical speciaUsts. They would be responsible for behavioral 
healdicare promotion, as weU as for treatment of mental dlness. 

In organizations where dus is not possible, and when: physicians are gatekeepers, 
diCY should be weU-ttained in die diagnosis and treatment of behavioral healthcare 
disorders. They should also be well-infonned regarding when and to whom to refer 
patients with diese types of disorders. 

H. Population-Based Behavioral Health Status Improvement 

Behavioral healdi syslems planners face die challenge of creating incentives and 
policies diat redirect providers from treating menul illness to producing mental 
healdi If long-tenn capiution anangements become die primary mechanism for 
fimding healdicare services, dien organizations may have economic incentives to 
improve die behavioral healdi sutus of die populations diey cover. As mentioned 
earUer in diis report, an effective way to contiol costs and improve population 
behavioral healdi sutiis is to reduce die demand for services by reducmg die 
incidence of acute episodes of iUness. 

As the behavioral healdicare industry consolidates, and die populations diat plans 
cover grow in size, die importance of behavioral healdi promotion may grow. 
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heaJdicare disorders. These are important policy issues that are not insurmounUDlc, 
but must be addressed. 

J. Computerization and other Technologies to Enhance Patient-Focused Care 

Computer modeling and interactive software arc enabUng corporations in many 
industries to mass produce reliable, high-quaUty pnxlucis and services Uiat arc ai» 
ĝ l5tnmi7î  on reoiiĉ t and available almost instandv at die customer's lotation-
The implications for behavioral healdicare services arc extraordinary, and are only 
beginning to be explored. 

Patients in mral areas or who odierwise have difficulty going to a treatinent facility 
wdl be able to access treatment from highly qualified experts hundreds of miles 
away dirough videophone. Prospective patients needing preliminary advice for 
minor medical problems or illness prevention wiU first consult die medical advice 
software program in dicir home computer. Those patients needing reminders for 
when to perfonn specific daily tasks, such as Uking medications, will have die 
assistance of pocket-sized computers widi voice technology. Direct mail 
communications and interactive computer buUetin boards arc helping patients 
manage Ufe with behavioral healdi conditions. 

Providers will have vasdy improved access to expert information for clinical 
decision-making. They wiU have instance access to treatment recommendations for 
specific disorders based on die most updated research findings, simply by clicking 
dieir computer's mouse. They will be able to consult when necessary widi 
intemational experts dirough videophone, and will share relevant patient dau 
dirough electroruc transmission. 

All managed care ftinctions, including die integration of criteria-based decision­
making, win involve sophisticated computer models. This wiU enable delivery 
systems and odicr companies widi managed carc ftinctions to efficiendy sundardize 
dieir basic service lines and quality controls, and also to inexpensively customize 
diem in response to specific account requests. Computerization of many managed 
care functions will also enable tiimkey operations to be more quickly and easily 
established in diverse mral and urban areas, widi the expecution dial local presence 
wiU heighten customer responsiveness. Furthermore, die replacement of paper widi 
electronic dau interchange will make distances between managed care companies, 
providers, and behavioral healdi care purchasers less important. 

The potential of diis "virtual" managed care and delivery system is immense. 
Private sector managed behavioral healdicare finns and delivery systems arc 
implementing many of die above-mentioned pnxlucis and services at diis time. 
Healdi systems planners need to anticipate die implications of computcnzauon for 
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rv. Potential Short-Term Alternative Future Scenarios 

Dunng its brief history, die managed behavioral carve-out industry has emerged from 
humble origins to become a multi-bdlion dollar multi-national industi7 that has been 
characterized by dnmiatic imiovations which have resulted in improved accessibility, 
quality, and cost effectiveness of menul healdi and addiction treatment benefils and 
services. 

This impressive growdi trajectory has been largely attribuuble to die interest of sclfinsured 
employers in enriched but managed EAP-behavioral-subsunce abuse benefit programs. 
Due to dieir ERISA exemption, diese large employers were able to carve out dieir 
behaviond benefit packages and channel all employees to die program provided by dieir 
selecled carve out vendor. These employers also provided adequate ftmdmg for die cane-
out vendors to innovate and evaluate - often up to $15 per employee per mondi - a 
significant savings over previous unmanaged behavioral benefit costs. 

This situation has changed, and managed behavioral healdi plans must now presenl 
diemselves to a different customer base dial includes sute Medicaid programs, health 
purchasing cooperatives, regional business coalitions, canier-owned healdi plans, regional 
and national HMOs, and regional integrated delivery systems. This changmg customer base 
is driven in part by a renewed interest by employers in comprehensive healdi carc 
programs, which may result in more employee freedom of choice between a limited 
number of plans, radier dian die behavioral carve-out and channeUng model of die last 
decade It is also driven by refonn in die smaU group market, by die pnvauzation of 
Medicaid behavioral healdi services, and by die entiy of insurers into die provider segment 
of die healdicare enterprise. Capiution and intense price pressure is resulting m a free fall 
in ftmding for managed behavioral healdicare, to die point diat some low-end plans are 
being sold for $2.50 per member per mondi. 

As a consequence of dicse dramatic changes, and in Ught of sulled healdicare refonn 
efforts at die Fedend level, die short-tenn ftitiirc of die managed behavioral healdicare 
industry is uncertain. This short tenn ftiture is contingent to a certain extent upon die 
evolution of healdicare reform initiatives at die sute and federal level, as well as market 
refonns now under way around die eountiy. This concluding sccuon oudines possible 
altemative future scenarios for the industry. 

A. Industry Consolidation and Domination 

Downward price pressure confers competitive advanuge on larger organizations thai 
can benefit from economies of scale. As a rcsuit, diere has been significant 
consolidation of die managed behavioral healdicare industiy in die last diice years. 
Some analysis beUevc diat die managed behavioral healdicare industry will continue 

39 



healthcare indusU7 is, in effect, owned and operated by die Amencan 
msurance indusu7. 

Large insurers arc increasingly moving away from dieir origins in 
underwriting risk and paying claims, and into die business of direct 
healdicare deUvery. As a rcsuit, insurers arc budding or purchasmg deliver, 
system capacity in most major metropoUtan markets. As diis trend 
continues, behavioral MCOs arc "backwanis integrating" into dieir parent 
healdi plans. This new "carve-in" model is resulting in new roles for 
behavioral MCOs to manage die behavioral services for proto-Accounuble 
Healdi Plans (AHPs) and comprehensive organized systems of care. 

Consequendy, behavioral MCO domination by die insurance industry is a 
likely short-term industry evolution padiway which is Ukely to grow rapidly, 
resulting in a shift from a "carve out" focus to a "carve in" model in which 
the managed behavioral subsidiaries serve die healdi plans and delivery 
systems owned and operated by dieir parent companies. The evolution of 
diis scenario which wdl be influenced by die role dial diesc insurers have n 
reformed healdicare systems. 

D. Managed Behavioral Healthcare Relations with Health Purchasing Alliances 

Healdi purchasing alUances continue to emerge in many sutes, eidier in die fonn of 
employer purchasing coalitions or sute-mandated agencies. These purchasing 
cooperatives, coaUtions or alliances may have a significant impact on managed 
behaviond healdicare services in die short tenn lo die extent dut diey conunue to 
grow Healdi purchasing alliances or cooperatives tend to specify a basic benefit 
package (or perhaps a basic and enriched package), and purchase ft^m a limited set 
of audiorized or certified healdi plans. While dierc ii significant vananon between 
alliances, diese core functions are shared. 

Behavioral healdicare policy analysts can benefit from smdying how healdi 
purchasing cooperatives have viewed menul healdi benefits and services to date. 
Some healdi purchasing alliances (i.e. Florida) have initially tiimed to managed 
behavioral caivessut vendors, and have purchased "carved ouf behavioral programs 
direcdy as would any large self-insured employer. Odier purchasmg cooperatives 
(i e Minnesou business healdi action group) have specified a basic behavioral 
healdicare benefit package to be covered and provided by integrated delivery 
systems antegrated Seivice Networks, ISNs) diat provide behavioral as well as 
general medical/surgical care. 

Some healdi purchasing coalitions are stnicmrcd as an independent, sute mandated 
or supported agency (i.e. Tennessee, Califomia). In diesc environments, behav.oral 
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The interest in purchasing comprehensive radier dian carvcd-out heallh benefiti, and 
die conespondmg growdi of AHP-l.ke enuties, poses certain strategic chaJlcngê  .0: 
die managed behavioral carve-out industry. In order to remain viable widiin this 
environment, some behavioral MCOs may "carve in" and begin to ftmcdon as the 
menul healdi departments of integrated delivery systems. This type of funcuonal 
uitegration is most Ukely to happen widi carve out finns diat are owned by insurance 
earners dut are entering die integraujd service delivery business. For example, 
HAI is becoming die behavioral healdi services provider for Aetna; MCC 
increasingly serves Cigna Healdi Plans, U.S. Behavioral Healdi increasingly serves 
Travelers/Met Life plans, and so forth. 

In odier insunces, diese integrated delivery syslems may internalize die ftincti^ons 
perfonned by managed behavioral carve-out vcndon and leant how to provide 
managed behavioral benefits and services independent of managed behavioral 
healdicare entities. Aliematively. some managed behavioral healdi plans are 
cunendy discussing cooperative, joint venture, or acquisition arrangements widi 
direct seivice providers as an avenue towards integration. 

Public-Private Collaboration and Integration 

Virtually all federal and sute healdicare refonn initiatives envision increasing 
public/private collaboration, widi die integration of public and private behavioral 
healdicare systems as a possible long-tenn objective. As behavioral healdicare 
funding streams from Medicaid. Medicare, die Veterans' Adminismiuon 
CHAMPUS, and odier public payors arc redirected to purchase pnvauzed behavioral 
healdicare services on a capiuted or discounted fee-for-service basis managed 
behavioral healdicare finns are nishing to enter diis new market niche. 

The results of public-private integration efforts should significantiy impact die short 
tenn future of die managed behavioral healdicare industry, resulting in die growth of 
privatized service capacity for die severely menuUy ill and odier publicly financed 
populations. Sutes are looking at a variety of avenues towards pnvatizauon. 
hanging from reliance upon managed behavioral carve-out vendors reliance on 
HMOs and integrated deUvery systems diat now care for odier Medicare and 
Medicaid beneficiaries, and die development of inienialized capiuted managed 
behavioral healdicare systems at die county level. 

In diis regard, healdi systems planners must grapple widi die need to create 
safeeuâ s required by die severely menuUy ill. and must detennine methods to 
SureTitSleragc for -non-medical- social and rehabiliutivc wraparound services 
is included and provided widiin diesc privatized systems. 
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note how cffccuvely properly aligned marketplace incenuves have produced the 
social gains atinbuuble to managed behavioral healthcare, and how much nsk ma;, 
accme to our society from incentives diat reward price at die expense of quality, 
efficiency at die expense of effectiveness, responsiveness to consumers at die 
expense of responsiveness to customers, and regulation at die expense of 
innovation. 
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IMPLEMENTATION OF 
MANAGED CARE 

IN 
CHILD WELFARE: 

THE LEGAL PERSPECTIVE 

SIGNIFICANT LEGAL ISSUES ON 
THE FEDERAL LEVEL RELATED 

TO CHILD WELFARE: 

• PERMANENCY PLANNING 

• CATEGORICAL FUNDING 

• TITLE IV-E. SOCL\L SECURITY 
ACT 

PF.RMANF.NCY PLANNHNJCT 

PUBLIC LAW 96-272 
ADOPTION ASSISTANCE 

AND 

CHILD WELFARE ACT of 1980 

UNDERSCORES THREE IMPORTANT PRINCIPLES: 

• THE PREVENTION" OF tJNNECESSARY 
FOSTER CARE PLACEMENT 

• THE REL"MFICATION OF CHILDREN IK 
FOSTER CARE WITH THEIR FAMILIES OF 
ORIGIN, WHEN POSSIBLE 

• THE TIMELY ADOPTION OF CHILDREN 
tJNABLE TO RETURN HOME 

PERMANENCY PLANNING 
AND 

MANAGED CARE PRINCIPLES 

It is noteworthy dial diese priorities are 
consistent with the principles of managed care 
in that they require the use of die most 
appropriate least restiictive setting for die 
shortest period of time possible. 

Child welfare defines die desired outcome of 
diis mediod of management of out-of-home 
placement as "permanence" for children m a 
family. Permanence implies a lifetime 
commitment between diat child and famdy to 
stick by one another 



C A T E G O R T C A T . FTTNnrMrx 

TO CARRY OUT ITS CHARGE UNDER .PUBLIC 
LAW 96-272. 

CfHLD WELFARE RELIES HEAVILY ON A 
NUMBER OF DIFFERENT FEDERAL FUNDING 
STREAMS, EACH WITH THEIR OWN SET OF 
REQUIREMENTS. 

THESE FUNDING STREAMS ARE: 

• TITLE rV-E (foster care and adoprion) 

• TITLE IV-B (child welfare direct services, family 
preservation and support) 

• TITLE XX (social services block grant) 

• TITLE IV-A (emergency assistance) 

• TITLE XIX (medicaid) 

I' 

m n 

m 

1 2 I 5 V 1 

•55! 

POOLED FTJNDTNG STRATFGTF.S-
A SOT.ir;TON TO rATF.nORTr.AT. 

TO CREATE FLEXIBLE FUNDING AT THE 
SERVICE DELFVERY LEVEL, SOME 
STATES HAVE LOOKED TO INNOVATIVE 
APPROACHES TO POOL FUNDING. 

TTTT.Fn/ .R 

OF ALL OF THE FEDERAL FUNDING 
STREAMS. TFTLE IV-E POSES THE MOST 
SIGNIFICANT ISSUES FOR THE 
IMPLEMENTATION OF MANAGED CARE 
IN CHILD WELFARE. 

THESE REASONS INCLUDE: 

• THE ROLE OF THE JUDICIARY 

• CLASS ACTION LITIGATION 

• LEGAL CUSTODY AND CASE 
MANAGEMENT 



ROT.F O F T H F n i n T r i A P v -
irNDFR FFPFRAI.T AW 

THE JUDICIARY ACT AS THE 
GATEKEEPER TO THE FOSTER CARE 
SYSTEM. 

IN ORDER TO ACCESS TTTLE IV-E FUNDS, 
THERE MUST BE: 

• A JUDICL^LL DETERMINATION. OR 

* A VOLUNTARY PLACEMENT 
AGREEMENT (APPROVED BY THE 
COURT DEPENDING ON THE 
CHILD'S LENGTH OF STAY) 

R O L F O F T R F . n i D T r T A I ^ V 
UNDER STATE LAWS 

STATE LAW DETERMINES THE FULL 
EXTENT OF THE COURT'S AUTHORITY. 

THIS AUTHORTFY MAY INCLUDE 
APPROVAL OF: 

PLACEMENT; 

TREATMENT PLANS; 

MOVEMENT OF CHILDREN WITHIN 
FOSTER CARE; 

DISCHARGE FROM FOSTER CARE. 

T R E R E F O R F , 

THE COURT'S AUTHORITY MUSI BE 

CONSIDERED WHEN DESIGNING THE 

MANAGED CARE PLAN, ESPECL\LLY IN 

TERMS OF AT RISK FTNANrTAT. 

ARRANGFMENTS. WHERE THE COURT'S 

AUTHORITY SI IPF.R.SF.nFS THE CONTROL 

OF THE FNTTTY AfjSTTMTNn THF RTSTg 

m i J ARORATTnN WTTH THE JUDICIARY 
IS ESSENHTAL. 

C L A S S ACTION T TTTnATTOM 

CLTIRENTLY, A LITTLE LESS THAN HALF 
THE STATES IN THIS COUNTRY ARE 
INVOLVED IN CLASS ACTION 
LITIGATION REGARDING THE CHILD 
WELFARE SYSTEM. 

THE MAJORITY OF THESE LAWSUITS 
HAVE BEEN RESOLVED THROUGH 
CONSENT DECREES THAT SPECIFY THE 
REFORMS THAT THE PUBLIC AGENCY 
WILL MAKE. 

THE COURT GENERALLY RETAINS 
JURISDICTION OF THE CASE WHILE THE 
PUBLIC AGENCY IS IMPLEMENTING THE 
DECREE. 



THF.T.FCTAT.PAS;!^ O F 
C H I L D W E L F A R E LTTTGATTON 

THESE LAWSUITS HAVE BEEN BROUGHT 
FOR VIOLATIONS OF: 

• FEDERAL STATUTORY LAW, MOST 
NOTABLY TTTLE FV-E 

• CONSTITUTIONAL LAW VIOLATIONS. 
SUCH AS DUE PROCESS AND RIGHT 
TO SAFETY WHILE IN STATE 
CUSTODY 

• STATE LAW CLAIMS 

iiCO^ELQEXrnGAHQN 

CLASS ACTION LITIGATION HAS 
FOCUSED ON ALL ASPECTS OF CHILD 
WELFARE, INCLUDING: 

* CHILD PROTECTTVE SERVICES 

* PREVENTION SERVICES 

• FOSTER CARE SERVICES 

• ADOPTION SERVICES 

T H F R F F O R F , 

THE PUBLIC AGENCY MUST CONSIDER 
THE TERMS OF THE CONSENT DECREE 
OR OTHER COURT ORDER IN DESIGNING 
ITS MANAGED CARE DELIVERY SYSTEM 

THE TERMS OF SUCH AN ORDER MAY 
IMPACT OR INTERFERE WTTH THE 
PUBLIC AGENCY'S ABILITY TO 
IMPLEMENT MANAGED CARE. 

IF SO, THE PUBLIC AGENCY MAY NEED 
TO EITHER CHANGE ITS SYSTEM'S 
DESIGN TO REFLECT THE TERMS OF THE 
ORDER OR SEEK A MODIFICATION OF 
THEM. 

LFGAT,r.TT<;TOnV 
AND 

r A S F . M A N A G F M T N T 

THE TRANSITION TO A MANAGED CARE 
SERVICE DELIVERY SYSTEM REQUIRES 
PUBLIC AGENCIES TO REASSESS THE 
VIABILITY OF THEIR TRADITIONAL 
ROLES AND AREAS OF RESPONSIBILITY 
UNDER THE NEW SYSTEM. 

T H E S E N E W R O L E S AND 
RESPONSmiLmES MUST BE CLEARLY 
DELINEATED IN THE MANAGED CARE 
PLAN. 

A PARTICULAR ISSUE THAT STATES 
HAVE STRUGGLED WITH IS THEIR ROLE 
AS CASE MANAGER FOR CHILDREN IN 
THEIR CARE AND CUSTODY. 
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STATES ARE RESPONSIBLE FOR THE 
PLACEMENT AND CARE OF CHILDREN IN 
THE LEGAL CUSTODY OF THE PUBLIC 
AGENCY. 

THIS PROVISION, AS WELL AS STATE 
LAW, HAS CAUSED SOME STATES TO 
QUESTION THE EXTENT TO WHICH THEY 
MUST RETAIN CASE MANAGEMENT 
RESPONSIBILITY. 

EVEN IF A STATE WERE TO DECIDE 
THAT IT WAS APPROPRIATE TO 
CONTRACT OUT THIS FUNCTION, UNDER 
FEDERAL LAW THE STATE WOULD STILL 
BE HELD ACCOUNTABLE FOR THE 
CONTRACT AGENT'S ACTS. 

HOW DOES THIS RF.T.ATF TO AT 
RISK CONTRACTING-? 

THIS SCENARIO MAYSIinOFST THAT IT 
IS ONXY LEGALLY POSSIBLE FOR 
STATES TO CONSTRUCT SHARED RISK 
RATHER THAN FULLY AT-RISK 
ARRANGEMENTS WITH MANAGED CARE 
ENTITIES. 

SO WHAT DOES THIS ALL MEAN? 

IT MEANS THAT: 

PUBLIC AGENCIES MUST CAREFULLY 
CONSIDER AND ADDRESS EACH OF 
THESE ISSUES IN THEIR MANAGED CARE 
PLAN AS WELL AS OTHERS NOT 
DISCUSSED HERE TODAY. 

ALTHOUGH THESE LEGAL ISSUES 
GENERALLY DO NOT POSE AN 
ABSOLUTE BARRIER TO THE 
IMPLEMENTATION OF MANAGED CARE 
IN CHILD WELFARE, THEY WILL SURELY 
IMPACT THE SYSTEM'S DESIGN. 
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INTRODUCTION 

Risk provokes anxiety but it also provides 
opportunity. Policy officials will find it 
challenging to design and implement practical 
and effective nsk-sharing arrangements within 
publicly-funded, integrated systems of care for 
children and families. However, this is an 
opportunity to build administrative and service-
delivery structures that can have a positive effect 
on both the process of delivering services and on 
the outcome of the services ihat are provided. 
This may be accomplished if and only if all 
stakeholders have incentives to take reasonable 
risks and mechanisms are in place to prevent 
unreasonable loss. In successful systems, risk is 
shared, rather than shifted from one stakeholder 
to another. 

This paper reviews risk and risk-sharing as they 
apply to managed care approaches and systems. 
Examples have been drawn from the arena of 
physical and mental health, since ihat has been 
the major testing ground for managed care. As 
other human service systems begin to incorpo­
rate the techniques of managed care, risk 
becomes an im(K)rtant issue for the design of 
their policies and programs. Therefore, risk-
sharing mechanisms, techniques for risk 
evaluation, and risk-reduction strategies are 
discussed in relation to their applicability to 
systems serving children and families. 

While risk-sharing has the potential to improve 
the flexibility and efficiency of services to 
families and children, it can aiso be tbe source of 
major problems if undertaken by naive payers 
or providers. If a payer passes on too much risk 
to providers who are not managerially prepared 
to handle it, the providers could fail financially, 
leaving the system in disarray. For a risk-
sharing arrangement to be successful there must 
be a sufficiently large population of eligible 
lives, a well integrated service delivery nenvork, 
and a considerable investment in clinical and 
administrative syslems for managing the 
necessary care. 

The appropriate allocation of risk requires that 
we understand it and determine how we can best 
minimize the uncertainty involved in estimating 
or projecting risk levels. This paper is intended 
to provide policy officials with a common 
framework of language and concepts on which 
to base their deliberations. 

The paper is divided into several sections. The 
first, entitled Fraining tbe Discussion: Terms 
and Concepts, provides some basic definitions 

and descriptions of the technical material. The 
reader should be able to use this section lo 
answer certain questions: Who has a stake in 
sharing risk? What do we mean by risk, and 
what inceniives can be used to encourage the 
sharing of risk? What mechanisms have been 
used in allocating risk among the various 
stakeholders in health and mental health 
systems? How can these and other mechanisms 
be applied to broader human service systems? 

A brief overview of Some Determinants of Risk 
makes up the next section. Risk estimates are 
calculated by considering a variety of factors. 
The more precisely each factor can be 
delineated, the more likely it is that the risk 
estimate will be correct Client factors, service 
cost factors, and plan factors are discussed. We 
would want to know some specific characteristics 
of the people who are potential users of service. 
Once we have delermined who might become a 
client, we must try to determine which services 
(and how much of each service) the client is 
likely to use. It is also imponant to identify the 
cost of providing each unit of service, and that 
issue is discussed. Then we turn lo the services 
and service systems themselves. Risk estimates 
require that we look at benefit plans in lerms of 
what Ihey will provide and who will be allowed 
or required to receive the benefits. Factors 
related to membership and enrollment are also 
included in this section. 

This is followed by a section that looks at Some 
Methods for Estimating Risk. The actuarial 
method and the prospective modeling method 
are presented and discussed. 

Some Contractual Provisions that Influence 
Risk are outiined next. These include various 
contractual features that can be used to mitigate 
risks. Rate adjustments, time limits, and the use 
of various loss-limiting conditions are discussed. 
Statistical techniques laiown as risk-adjustment 
mechanisms are beyond the scope of this paper, 
although planners will want to understand those 
mechanisms, also. 

Finally, Three Methods for Reducing Costs are 
presented. Not all factors that have an impact on 
risk are easily amenable to change. However, 
many can be moved in a positive direction. For 
example, a prevention program may reduce the 
number of members with need for a more costly 
treatment program, a community-based 
treatment may be substituted for an institutional 
placement, and managers can take steps to 
reduce the direct and indirect expenses that 
make up the cost of a unit of care. 
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FRAMING THE DISCUSSION: 
TERMS AND CONCEPTS 

Stakeholders 

When risk-sharing systems are designed in the 
heallh arena, il is often assumed that financial 
risks or cost-sharing may be distributed in some 
fashion among five stakeholders: 

the employee/dependents, or eligible user of 
services, (e.g., sharing costs through payroll 
deductions to help pay the premium); 

• the employer or govemment (taxpayer) lhat 
pays all or most of the premium; 

• the insurer, or in recent years the managed 
care organization (MCO), that sets up and 
runs the system of services and accepts some 
or all of the risk if use and costs exceed the 
premium; 

• the patient or actual user of services (e.g., 
sharing costs ihrough copayments and 
deductibles; at risk for needing services not 
covered by plan); 

• the provider of services (e.g., discounted 
fees, global fees, case rates). 

In broader human service systems, the eligible 
recipients and actual users often have low 
incomes and are not in a position to pay 
premiums, make copayments and deductibles, or 
purchase services beyond those offered by the 
"Plan. " Thus, they would not fit into this model 
of financial risk-sharing, although they might be 
at risk for underservice. 

Financial vs. Nonflnancial Risks 

This review is primarily concemed with Onancial 
forms of risk, although other, nonflnancial 
forms of risk can and do occur. 

Nonflnancial risks (the risk of a good or bad 
outcome for a client receiving educational or 
juvenile justice services, for example) are not 
easy to describe in measurable terms. Those that 
can be measured often occur over a longer time 
frame than ihat of the relevant payers and 
providers, who commonly deal with single-year 
budgets and contracts. In addition, good or 
poor outcomes tend to be multicausal and derive 
from a mix of services larger than those within 
the purview of any single categorical agency or 
contract Therefore, nonflnancial risk is rarely 
taken into account in any explicit fashion during 

the design or implementation of risk-sharing 
mechanisms. 

Nonetheless, note that nonflnancial risks can be 
converted to financial measures. The risk of a 
good or bad outcome for a patient can be 
subsumed under the broad definition of 
financial risk if the risk for the cost of care is 
spread out over a sufficiently long time period 
and a sufficiently broad set of services. With a 
long time frame and responsibility for a wide 
range of services, a bad outcome will translate 
into the need to provide still more services. 
Good outcomes will translate into a lower 
percenUge of eligible persons showing up to 
demand needed services. 

Financial Risks are somewhat easier to 
conceptualize and measure. Financial risk may 
be defined as the total cost of providing a 
defined scope of services to a defined population 
of potential users over a defined time period. 
We wUl utilize the term "total risk" and define it 
as equivalent to "total cost" (over population, 
time, and scope of services), arriving at the 
following very useful formulation: 

Total Risk a (Number of Users/1000) x 
(Units per User) x (Price per Unit) 

It is a challenge to measure these three 
components of risk, but they can indeed be 
measured. That assumption should be kept in 
mind when reviewing the concept of distributing 
or sharing Total Risk among various 
stakeholders. It is also a challenge when the 
population in need may be at high risk for poor 
heaiih yet low utilizers of healthcare services in 
the past. In these cases the historical data used 
to estimate future risks could provide mislead-
ingly low estimates unless previous underservice 
is explicitly considered. 

Incentives 

Incentives are powerful determinants of 
behavior. Behavior may change in response to 
the fear of a penalty or the hope of a reward. As 
the state distributes risks, it must also distribute 
rewards in some approximately proportional 
measure or the systems will not stay in balance. 
When the total amount is finite, the more ihat is 
held by one group of stakeholders, the less will 
be held by others. If one group has all the risks 
and the other group has all the rewards, tbe 
system will be marked by gaming, over-control, 
and higher-than-necessary costs. Therefore, in 
order to maintain proportionality, as we 
distribute more risks to one set of stakeholders. 

The Role of Risk-Sharing Arrangemenu 12 
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we must be willing also to reallocate the possible 
share of total rewards. 

Financial Rewards: If we measure financial risk 
as equivalent to cost, we must also keep in mind 
ils inverse, namely financial reward. While many 
stakeholders in heaith and human service 
syslems have incentives that transcend financial 
rewards, we wouid be naive to assume that 
financial savings and financial rewards are not 
important motivators for behavior change. 

Control over Resources: To tbe extent lhat the 
stale wishes to have nongovernment agencies 
assume greater risk for costs, it must consider 
relinquishing some degree of control over the 
management of available resources. Assumption 
of control over resource managemeni is 
generally correlated with assumption of risk and 
the concomitant oppwrtunily for reward. 

Utilization Risks and Price Risks 

At least two distinctive types of risks are shared 
or spread around. One can be called the risk for 
UtUization, while the other is the risk for cost or 
price. Each must be addressed separately. Their 
interactions must also be examined, since the 
combined effects may be larger than the effects 
of the individual factors. Levels of risk are 
estimated based on the probability that certain 
things will or will not happen. Actual service use 
and actual costs will vary, and the greater the 
variation, the greater the risks. 

Risk for utilization: This includes two distinct 
kinds of uncertainties or unknowns. The first 
asks how many persons will use care (i.e., how 
many "eligibles" will become "clients") The 
second asks how much care each client will use. 

Estimates of the probability of a person using at 
least one service (i.e., becoming a client) are 
calculated on the basis of a carefully defined 
population of persons. The number and 
amount of services each person will use must 
also be estimated. The broader the scope of 
services, the more difficult it becomes to estimate 
the probabilities of the many different service 
utilization patterns, or combinations. Even 
services that providers want all eiigible 
beneficiaries lo use will rarely reach 100 percent 
usage. For example, despite efforts of HMOs to 
assure that ail children receive full immunization 
by age two, many factors can intervene, 
including poor family compliance, to hold the 
level to 80-90 percent at best Treatment 
compliance is a major challenge in all service 
delivery systems, but emerges as a greater 
concem for providers who share risk and have 

gre-iter potential for losses arising from poor 
compliance. 

Risk for cost or price: This speaks to 
unceruinty about what a unit of service will cost 
It is often easier to estimate cost or price than 
utilization, since providers usually have better 
records about and more control over costs. Note 
that cost and price are not the same thing. The 
provider's cost descnbes actual cost (e.g., salary 
+ phone + rent). The provider's charge (price) is 
likely to exceed the provider's cost That price 
becomes the payer's cost 

Any plan to undertake risk-sharing arrange­
ments must be based on a sound unit-costing 
accounting process based on standardized 
definitions of services and methods of counting 
service units. It should not come as a surprise 
lhal many providers do not undertake rigorous 
unit-cost accounting and therefore have little 
idea of what it really costs to provide different 
types of services. For years many providers may 
have shifted revenues and expenses among a 
wide range of alternative funding sources in 
order to comply with multiple and conflicting 
payment rules and regulations. For example, 
charitable donations may be used lo offset losses 
due to public sector payments that are far below 
real costs. 

Furthermore, in accounting for the cost of a 
service unit, seldom are all costs recognized 
(e.g., depreciation, volunteer time). Further 
distortions may be introduced by reimbursement 
schemes that pay for only some types of services 
but not others, leading providers to allocate 
more overhead lhan appropriate lo programs 
providing reimbursable services. Or, deficil-
reimbursement-based contracts may have 
weakened the incentives and abilities of 
providers to bill for some services that may be 
reimbursable from other sources. In the final 
analysis, payers and providers must agree on a 
level of realistic and measurable costs, based on 
sound methods of accounting for all revenues 
and expenses and for allocating all overhead and 
administrative expenses to direct service units. 

Variation: The variation that occurs in both 
cost and utilization in health and human service 
systems must not be forgotten in allocating risk. 
An important source of variation results from 
standards that require unique or customized 
services for individual users. Tbe more 
customized features that are required and 
provided, the higher the cost of the overall 
system. This fact has been addressed in health 
care systems by trying to reduce treatment 
variations that are based on providers' or 
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patients' preferences rather than their demon­
strated effects on treatment outcomes. Increased 
sensitivity lo subpopulation characteristics also 
means increased variation and its consequences, 
increased service costs. For example, if direct 
service providers must be multi-lingual, or if 
they must support multiple access points in a 
neighborhood, then costs will be greater. 

Slandards for defining services and programs 
are essential lo estimating risks, since risk implies 
potential variation from an expected average and 
is inherently based on the ability to count, and 
measure service events and service costs. 
Slandards for treating different types of 
problems are also essential for the provider to 
manage risk successfully. The fact lhat each 
family and child is unique does not mean that 
each intervention must be idiosyncratic. Inilial 
resislance to treatment guidelines in managed 
health care systems has largely given way to 
widespread acceptance as a method for 
improving the quality of care and reducing 
unnecessary costs. 

In a competitive environment a provider hopes 
lhat responding to customer concems will lead 
lo retention of the customer. Further, more 
responsive customer service may increase 
treatment compliance, perhaps yielding better 
outcomes in the long run. This argument breaks 
down in the public seclor if consumer choice 
and provider competition are limited, and if 
customer-responsiveness does not show results 
wilhin a short time frame. 

Provider Reimbursement Mechanisms 

Managed care does not imply any particular 
method of reimbursing providers for their 
services, and a considerable variety of methods is 
used. Overall, payers use reimbursement 
mechanisms to encourage providers to consider 
effective alternatives to costly forms of care, and 
lo encourage them to use innovative and cost-
effective clinical practices. These are expected 
to reduce utilization by improving treatment 
planning and implementation. Access to care, 
quality of care, and member satisfaction should 
be maintained or improved. In other words, 
distributing risk goes beyond cost control to 
serve as a mechanism for promoting quality. Wc 
will discuss the types of provider reimbursement 
and show how the degree or extent of risk 
(whether for utilization, price, or both) can be 
adjusted by modifying the tmit on which the risk 
is based. 

If the time frame is suitably long, risk does have 
great potential to promote quality. For example. 

cuiting back on service content to offer a 
'*discount''(e.g., providing special education 
without comprehensive health education) may 
lead to increased problems and service costs 
(e.g., teen pregnancy, HIV, STD episodes). A 
provider who is responsible over time for all 
outcomes under a case or capitation rate will 
think carefully how and where to cut back on 
services. However, risk-based reimbursement 
methods disrupt the traditional alignment of 
provider with client Therefore, as we design 
risk-sharing methods for providers, we must 
invent countervailing mechanisms to maintain 
and strengthen an alignment between the client 
and the provider. 

Rungs of the Risk Ladder 

Figure 1 illustrates the "risjfc ladder,' the 
continuum of payer and provider risk-sharing. 
The provider's risk increases with each step up 
the ladder; the state's increases with each step 
down. Both parties stand to gain when they find 
a point on this continuum where both feel 
comfortable with the balance of risk. In heallh 
care, olher sukeholders would also participate in 
assuming risk (e.g., eligible employees or 
patients and their families). State officials may 
want to consider identifying ways in which 
families using broad ser/ice systems might share 
the risk of utilizing care. 

We will look at the reimbursement mechanisms 
as rungs of a risk ladder on which the provider's 
risk goes up as the payer's risk goes down. On 
the ground at the foot of the ladder, providers 
would have been reimbursed either for the full 
amount of the fees they set (i.e., fee for service, 
or FFS) or for their cost of providing the service 
plus an amount representing profit (i.e., cost 
plus). The rungs of the risk ladder address 
methods for allocating risk that range from 
negotiating discounted fees per unit of service or 
for a "globally defined package of services," to 
paying case rates on a per patient basis, to 
prepaying monthly capitation rates, to paying a 
percentage of the collected premium. 

• Discounts Off Normal Charges 

On the lowest rung of the ladder, providers are 
asked to give the state a discount off their 
normal fees for a given service unit Tbe unit 
may be a day of inpatient care or an hour of 
Iherapy. In exchange, the provider expects an 
increased flow of client referrals. The provider 
is at risk only for the cost incurred in the process 
of providing the unit of service. Success will 
depend on how much of the unit cost is made up 
of fixed vs. variable components (discussed 

The Role of Risk-Sharing Arrangemenu 14 



Policv Resource Center 

Figure 1 
Progression of Provider's Risks 

Degree of Provider's 
Risk 

Type of Reimburse­
ment 

Unit of Risk Nature of Risk; 
Uncertainty 

Lowest Risk Fee-For-Scrvice: paid at 
"usual and customary" rate 
(e.g.. Up IO 80 percem of 
U&Q 

The service unit; 
procedure; visit; day, etc. 

The cosl of producing the 
unit of service is above 
the Xth percentile paid by 
most insurers 

£>iscounicd Fbccd Fee per 
discrete Unit of Service 

Each discrete type of 
service unit 

The above risk plus -
variation in the variable 
component of the cost of 
producing each unit 

Discounted Global Fee Global package of discrete 
services bundled into one 
price 

All of tbe above rislcs plus 
- variation in the number 
and types of discrete units 
consumed by each patiem 
given the global package. 

Case Rate Each patient identified as 
an instance of that case 

All of the above risks plus 
- vanation in the number 
and types of services 
consumed by each patiem 

Capiution Each enrolled member All of the above risks plus 
- variation in the number 
of members who become 
patients 

Highest Risk Percem of Premium Each contraa sold All of the above plus all 
operating expenses 

below as determij. >nis of risk) and how well the 
provider manages costs so that they do not 
exceed the negotiated fee. 

While the provider's level of risk is low, the state 
is at greatest risk here because it pays more when 
numbers of eligible persons, numbers of persons 
who utilize service, or amounts of service used 
by each person go up. The state may seek 
deeper discounts from providers or may own 
and operate its own programs. However, the 
state remains at risk for utilization and price and, 
often, the state's unit costs may exceed those of 
the private sector. 

• Fixed Fees per Service Unit and 
Global Fees 

When payers leamed that providers might 
increase their "normal charges" to minimize 
the cost-savings from discounts, they began to 
ask providers to take the next step up the risk 

ladder. This type of reimbursement is called 
fixed fee per specific service unit, and the fee is 
set at a level below the prevailing average fee 
and fixed over all the payer's clients who are 
provided that unit 

A variation is to "bundle" formeriy small, 
discrete service units into larger "global service 
units." For example, a hospital may have bOled 
at a discounted fee for each service received by a 
patient each day in the hospital (e.g., group 
therapy, medication, laboratory and diagnostic 
tests). Each day's charges would vary directly in 
proportion to each individual patient's 
consimiption of specific services. The payer 
might then negotiate a global per diem rate, 
based on the average of all individual services 
billed on a daily basis for a large number of 
patients. This arrangement puts the ho.spital at 
risk for variations among patients in the number 
and type of services they need each day, as well 
as variations across days in the services needed 
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by any single patient However, the hospital is 
not at risk for additional days of care, the 
patient's total length of slay. 

The provider's risk, of course, is slill limited to 
managing the cost of services at a level below the 
negotiated fee, and negotiating a fixed fee that 
takes into account any increase in variable costs 
due lo the increase in patient volume. With 
global fixed fees, the provider is at risk for 
variations within and among patients on any 
given day, but not at risk for the underlying rate 
of patienls/1000 in the population. The state as 
a payer still bears the risk for the underlying use 
rate and the average units per user. 

In child welfare some providers have compensat­
ed for "discounts" by diversifying funding for 
a unil of service, e.g. recouping for educational 
Iherapy separately from board and maintenance 
during a residential treatment center episode. 
Additionally they may "rob Peter to pay Paul" 
and charge managed care commercial 
companies higher rates for a bed lhan they 
charge a state. 

* Case Rates 

A case rate is a fixed fee per patient, per 
treatment episode, usually based on some 
diagnosis or the assignment of the patient to a 
given type of treatment For example, a 
provider may be paid $900 for every depressed 
patient referred for an episode of treatment (i.e., 
outpatient psychotherapy). The provider then 
determines the number and type of therapy 
sessions provided to each patient 

When a case rate is paid for conditions that have 
time-limited, acute episodes, the provider 
assumes no risk for the underlying rate of 
patients/1000 lives in the populations, nor for 
the number of treatment episodes a patient may 
need within a year. Tbe provider is at risk, 
however, for the variation across patients in the 
average level of service needs per treatment 
episode, as well as for the underlying cost of the 
services provided. In other words, the case rate 
carries with it all the risks (and potential rewards) 
of fixed fees and global fees, plus risks (and 
possible rewards) for differences across 
individuals (i.e., cases) in total service units (e.g., 
days, visits, medications) each case receives 
during an episode of treatment 

One variation on case rate reimbursement is to 
define the treatment episode as a fixed time 
period, usually a year for individuals with a 
chronic condition. An example of an annual­
ized case rate is $20,000 per child with serious 

emotional disturbance (SED) who is referred 
into a comprehensive service network. The 
network provider is paid a fixed amount per 
defined service user per defined time penod. In 
addition lo all the risks noted earlier (such as 
variations in need per day or per active treatment 
episode), the network is at risk for variations in 
the number of times during the defined time 
period when the child's condition may become 
exacerbated, requiring more intensive and 
expensive interventions. In other words, the 
network is at risk for variations in the type of 
services needed by each defined case. For 
example, the Massachusetts Comonworks RFP 
proposed $4,000 per month or $48,000 annually 
for a child in care. The going rate is $40-
80,000/year for a residential treatment center. 
There are many case rate experiments in child 
welfare, such as Commonworks, Home 
Rebuilders, and Connections. 

The Slate as payer can reduce its risk for the 
high degree of variation resulting from the use 
of many high cosl services provided to children 
if it can establish a reasonable case rale over a 
sufficiently large number of children. A 
provider with a case rate, a sufficient volume, 
and a multi-year contract has an incentive to 
find tbe lowest cost service that will achieve the 
desired outcomes. 

Capitation 

Capitation rates are based on tbe total number of 
persons who are eligible to receive services, but 
may or may not use a service. The provider 
receives a fixed payment in advance for all 
persons covered by the arrangement These 
people are usually referred lo as "members" of 
the "Plan" who are "eligible" to receive that 
provider's services and who choose lo enroll 
with that particular provider, whether or not they 
ever become active patients or clients. Usually, 
members enroll with a given provider for a 
month. Tbe provider usually competes with 
other providers for the share or percentage of 
total members enrolled. 

In capitation, the state has its lowest level of risk. 
The provider is at risk for the cost per service 
unit, the number of services used per patient per 
episode, and the total number of persons who 
become active patients (i.e., the rate of 
patienis/1000 members or per the underlying 
level of illness in the population). The 
provider's increased level of risk is accompanied 
by an increased potential for reward. The 
provider will be paid for many persons who 
never use services, presumably because they are 
healthy. Over a long term lime period, the smart 
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provider wouid try to increase the percentage of 
healthy enroilees who will never seek care. 

Tbe extent of capitation may vary, ranging from 
partial to full. In full capitalion, the provider is 
at risk for all services defined by the Benefit 
Plan or scope of contracted services. Partial 
capitation refers to instances where the provider 
is al risk for only some services, such as 
outpatient, and is not liable for others, such as 
inpatient or residential. Sometimes, partial 
capitation refers to circumstances where only 
some special subset of a population is the 
responsibility of the provider. These arrange­
ments are also referred to as "carveout" 
models. 

• Percent of Premium 

At the highest rung of the risk ladder, the 
provider accepts as payment a percentage of the 
premium collected for each member. "Hie 
premium revenue would be expected to cover 
both administrative and treatment expenses, with 
the remainder serving as the provider's "profit" 

Tbe provider's revenues would respond directly 
to changes in membership and premiums. In 
some ways, it is as if the provider were a 
shareholder in the Plan, with incentives directly 
related to growth and profitability. The provider 
has incentive to increase the Plan's healthy 
membership so that utilization rates do not grow 
proportionately to membership growth. If price 
competition leads to premium reductions, the 
provider would experience a direct reduction in 
revenues, but this would likely occur under other 
reimbursement schema, also. 

Percent of premium payment schemes are 
relatively rare and are unlikely to be an option 
for children's service systems. The equivalent to 
percent of premium in a state-funded system 
would be a circumstance where the provider 
receives a percent of tax dollars collected. 

* Additional Rungs 

The risk ladder was developed with health care 
in mind. Levels of risk have additional 
implications when recipients of service have 
high-cost, low-incident disorders such as those 
experienced by children and adolescents with 
serious emotional disturbances or severe 
problems in their family enviromnent In going 
at risk for such conditions, the provider can be 
100 percent certain lhat the identified "mem­
ber" (every eligible person) will indeed be a 
user of services. In other words, there is no 
potential reward for the provider in case rate 

reimbursement which is based on the number of 
"users per 1000 covered lives." Tbe provider's 
only opportunities for financial improvement 
when accepting risks for chronic conditions are 
in changing the mix of services and the volume 
of each service type. Therefore, state officials 
will wish to consider using a number of 
additional mechanisms for adjusting lhe balance 
of risk between the sute and the provider. 

One such mechanism is the pooling and 
redistribution of risk. Various types of 
riskpools can be created lo spread risk for low-
incident, high-cost conditions, or to buffer a 
risk-bearing provider from a single, catastrophic 
cost that is outside the provider's control. 
Figure 2 illustrates bow an integrated Child-
Adolescent Service organization might distnbute 
tbe total amount of available funds. Tbe figures 
in tbe various boxes are illustrations, not 
recommendaiions. Not all systems will use all 
features of this design, which are as follows: 

• All payer funds are pooled. 

• Some funds are set aside as an aggregate 
risk pool for use if the total cost of all care 
exceeds some targeted amount 

A catastrophic risk pool is established for 
use when an individual child's care exceeds 
a given amount (Rules must ensure that 
these funds are not used to bail out poorly 
performing providers, but are used to pay 
for extraordinary care that was beyond a 
provider's control.) 

• A provider's bonus fund sets money aside to 
reward providers who achieve certain 
performance goals established at the 
beginnmg of a stated period (usually a 
year). Tbe goals might be different for 
different providers, but the bonus should be 
in proportion lo a provider's contribution to 
overall system performance. The bonus 
fund may also serve as reserve money to be 
tapped if both the other risk pools are 
depleted. 

Bonus pools should be set at a fairly narrow 
range of 3-5 percent of total service dollars. 
The design of the bonus system must carefully 
consider and balance incentives against the risk 
that providers will engage in behaviors that are 
not in tbe best interests of clients, in order to 
maximize the bonus. For example, incentives 
tied lo a reduction in the volume of services 
required per episode of care could be tied also 
to penalties if there is an increase in the number 
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Figure 2 

An Illustration of a Premium Allocation Formula 
and Risk Distribution System 
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of clients who reappear for services (i.e., 
increased recidivism). 

Figure 2 does nol illustrate how the dollars 
might be paid, but there are many possible 
combinations that might be considered, based on 
a system's particular characteristics. For 
example, a Community Systems Board could 
accept risk on a capitalion basis (per member 
per month for a large population of children 
and adolescents). It could use negotiated fees or 
case rales lo pay some providers who only serve 
children who are the most seriously disturbed. 
Subcapiution could be used for services to 
children who are classified as less severely 
disturbed. Case rates could aiso be established 
for certain children who are eligible on the basis 
of a categorical need (e.g., child welfare). 

Another variation on risk distribution within a 
service delivery organization is tbe high-risk 
client carveout, which is based on the lype of 
service (or type of disease) and the severity of 
need of a class of clients with a particular disease 
or disorder. Specialized service systems that 
treat children wilh SED are an instance of this 
design. Under such designs, the capitation rate 
would be high, in lhat it would be almost certain 
that all, or most enroilees would frequently use 
intensive services. 

From a strictly statistical perspective, a single 
capitalion rate may appeal lo the primary risk 
holder, but it may carry significant downside 
risks for the specialty provider who accepts a 
subcapilalion and the responsibility for tbe high-
cost patients. For one thing, a risk is always 
greater when there is a smaller number of 
patients. Smaller groups have greater "variabili­
ty" associated with them, so changes in any one 
client can have a significant impact on the 
"average" for the group of clients. Conversely, 
the larger the group, the lower the variability and 
the lower the chances a single patient can 
influence the average. 

Secondly, in a high-risk carveout, it is highly 
likely that most "eligible members" will use 
services. Tbe provider cannot hope that 
preveniion or other strategies will lower the rate 
of uscrs/1000. However, the provider can try to 
control the intensity and frequency of each 
patient's service utilization, as well as the cost per 
service unit 

For example, if govemment wishes to plan and 
implement a capitated, population-based system 
for a "population" defined in terms of known 
prior users (e.g. only for known cases of 
children and families already using services), 

knowledgeabii; providers would insist on very 
high capitation rates lo cover the higher 
expected rale of use among a small number of 
"enroUees." Better yet, the provider would try 
lo negotiate an adequate case rate, since there is 
littie chance of influencing the rate of users 
/lOOO. 

SOME DETERMINANTS OF RISK 

Estimating risk requires that a variety of factors 
be explored and considered. Any of these 
factors might be expecled to influence the 
provision or utilization of care. 

Client Factors 

Population Characteristics: .Many characteris­
tics of a population of potential service users 
may affect their service use paitems. Examples 
include: the ratio of males to females; poor 
housing conditions; race/ethnicity; the number 
of each who fall into various age groupings; and 
the number who live in single-parent homes, 
have low income or education, or lack jobs or 
other social supports. When these characteristics 
are known, reimbursement systems can be 
tailored to ensure that risk levels are addressed 
adequately. For example, the capitation rale or 
fee might be the same for serving younger 
children of either gender, but different fees or 
rates might be warranted for serving "high risk" 
male and female adolescents. Absence of 
research on risk clusters and causal relationships 
between risk attributes and emotional and social 
supports make these ratios difficult lo explore. 

Pattems of Use Among Members in the 
Population: Tbe term pattems is meant to 
convey a combination of factors that directly 
affect financial risks. How many persons will 
seek treatment? What kind of treatment will they 
seek? Will the treatment be effective or will they 
have to repeal treatment? If given a choice, will 
they go to high-cost or lower-cost providers? 
Historical utilization data or data from 
secondary sources usually answer these 
questions. 

The more you know about the pattems of 
utilization, lhe better you can assess and measure 
the risks in a given payment scheme (i.e., 
discounted fees, case rates, or capitation). A few 
examples of utilization pattems are: 

• famUies who use a lot of episodic emergency 
care but nothing else; 
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• families and children who overuse 
emergency room and inpatient or out-of-
home treatment; 

• families with multiple inpatieniyout-of-home 
episodes but few completed outpatient 
treatment episodes, wraparound services, or 
intensive case management meetings; 

• families who use multiple programs across 
systems (e.g., education, courts, mental 
heallh), simultaneously and repeatedly; 

• families who receive and comply with 
treatment or service plans, and are not seen 
again lhal year; and 

• families who require linguistically tailored 
services. 

Service Cost Factors 

Payers and providers alike have a stake in 
ensuring that appropriate attention is paid to the 
"cost per unit" of service when risk-sharing 
arrangements are negotiated. Accounting 
syslems use various methods for measuring the 
elements that are used in determining the unit 
cost for a service within the scope of services 
covered by a particular system. 

Direct vs. Indirect Costs: Direct costs are the 
expenses associated with the time and materials 
directly used or consumed in the process of 
providing a service (e.g., staff salaries, medica­
tion costs, and food or laundry service provided 
to a patient on an inpatient unit). Indirect costs 
are the expenses associated with items that have 
to be in place but are not necessarily directly 
used or consumed by the patient or therapist at 
the time the service is provided (e.g., administra­
tive overhead units such as medical records or 
business office). Cost allocation is the process 
of allocating a fair share of the indirect 
"overhead" expenses (cost centers) to the 
various direct service programs (revenue 
centers). 

Fixed vs. Variable Costs: Fixed costs, such as 
office rent, do not vary with patient volume. 
Variable costs are expenses directly associated 
with patient volume, such as food. (A third 
category sometimes used, "step-variable" costs, 
refers to costs that are fixed up to a certain 
point If you expect 1,000 patients and 
purchase the minimum lot of 1,000 intake forms 
for $300, you will need to purchase another lot 
of 1,000 for another $300 if patient volume rises 
above your expectation.) The distinction 
between fixed and variable costs is critical when 

a provider negotiates a discoimted fixed fee in 
exchange for more referrals (volume). If a large 
percentage of the provider's expenses proves to 
be variable, the provider may suffer significant 
losses. 

Tbe cost of delivering a unit of service has 
important implications for program design. For 
example, programs that require considerable 
capital outlays and have relatively high fixed 
costs (e.g., inpatient programs) probably would 
be unsuitable in full risk systems. There would 
be too much temptation to keep them filled up 
and too much pressure to cover those fixed 
costs, even when the service offered did not meet 
the client's need. 

Pian Factors 

BeneQt Plans: Benefit Plans are traditional risk 
"management" mechanisms, used by insurers 
long before utilization review, case management 
and provider risk-sharing were ever considered. 
Indeed, a BeneQt Plan may be designed to attract 
or repel persons who have particular diseases or 
sociaJ service needs or pattems of service use. 
Benefit Plans control risks by setting various 
types of "limiUlions" on such factors as: 

• the persons lo be covered by the benefit, 

• the number and type of services to be 
covered, 

the types of authorized providers (patients 
could choose any "eligible" provider), and 

• the amount of money to be paid out by the 
insurer and the patient 

In some cases, the eligible recipient may view a 
Benefit Plan as entitling him or her to the upper 
limits of care, ralher than as services ihat are 
only available if deemed necessary. However, 
coinsurance and co-payments create financial 
disincentives for patients to seek care or 
consume many units of care. Providers who 
accept a case rate or a capitation payment to 
assume risk for a population may use the Benefit 
Plan as a tool for limiting their risk of having to 
provide services that are wanted but not needed 
by the patient Note, though, that when service 
recipients are not expected to contribute 
financially through deductibles and copayments, 
it is particularly important that dinical service 
decisions be made ihrough a case management 
system that is built on objective treatment 
guidelines. 
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The Benefit Plan is important, but its relative 
importance in evaluating risk, as compared with 
such factors as population served and service 
continuum, is generally overestimated. In fact, 
as one moves up the risk ladder to full 
capitation, and moves toward full systems of 
care, the role of "covered services" or "levels 
of coinsurance" becomes less meaningful. 
Most importandy. Benefit Plans can never 
anticipate ail the idiosyncratic aspects of every 
family's circumstances. In some circumstances, 
in fact, a traditional Benefit Plan that limits units 
and types of service would make no sense. For 
example, every child in a population of children 
with SED that is covered under a capitation 
contract should be expected to use a consider­
able amount of service. The appropriate 
mechanism for addressing the provider's risk is a 
"stop-loss" provision, as discussed below under 
the heading. Some Contractual Provisions that 
Influence Risk. 

One advantage of managed care arrangements is 
that they can cover services not specifically 
identified as covered benefits. Self-insured 
employers often pennit the MCO that adminis­
ters its heallh plan lo "flex the benefit" for an 
individual patient under special circumstances. 
To avoid creating new "entitlements," such 
exceptions would be granted informally rather 
than written into the Benefit Plan. For providers 
who accept full risk through capitation, 
flexibility might permit paying for benefits that 
were not specifically addressed in the Plan (for 
example, child care) but that would promote a 
more cost-effeciive outcome. 

The effects of copayments and deductibles are 
lypically considered in calculating utilization, 
cost and revenue expected under various Benefit 
Plan scenarios. Patient out-of-pocket payments 
can increase the provider's revenue under a 
negotiated fee-for-service agreement and, as 
noted earlier, patients are less likely to use 
services when they must pay a portion of the 
cost However, after the maximum out-of-
pocket payment level is reached, the individual 
patient has no further financial disincentives to 
demanding more service. This tends to mean 
that Plans with lower out-of-pocket payment 
requirements charge higher premiums in 
anticipation of greater medical costs. Note that 
copayments and deductibles may not be relevant 
for impoverished clients in public service 
systems. State officials may want to address this 
population by considering other ways to 
encourage them to use less service. For 
example, in an analagous approach to the recent 
change in welfare policy, clients might be 
required to "pay" for a unit of service received 

with a certain number of hours of volunteer 
work. 

Risk levels in partial capitation arrangements, or 
benefit carveouts, should be evaluated in 
relation lo the potential effects of the set of 
benefits and reimbursement systems at work 
within the larger syslem. For example, if 
specialized mental health services are carved out 
from a larger system of medical services, 
physicians who arc capitated for primary care 
may increase their rate of referrals to the mental 
health provider. This may have a positive effect 
on patients needing specialty mental health care, 
but il may have a negative effect on mental 
heallh providers if increased referrals were not 
considered in calculating the partial capitation 
rate they receive. 

An additional concem about partial capitalion 
programs is that they can provide incentives for 
shifting the risk of high cost clients through 
inappropriate referrals. For example, a specialty 
provider who is capitated only for outpatient 
services might be inclined to increase referrals to 
hospitals. If correctional services are not 
included in the scope of services, there may be 
inceniives to have children classified as 
delinquents. In general, the more the overall 
premium dollar and benefit package is "carved 
up and split up" among separate provider 
organizations within the same community 
serving the same covered population, the more 
likely it is that some providers will try to shift 
risks to other providers. 

Enrollment: Predicting the level of risk in any 
service system is heavily dependent on 
determining who is to be served in the syslem. 
We have already discussed the importance of 
looking at client factors. It is also important to 
consider the number of clients who will enroll, 
and the process by which enrollment is 
accomplished. 

Tbe overall size of the membership is the 
number of persons in the group whose care is to 
be managed, which includes those persons who 
are likely to become enrolled as members and 
utilize care. Tbe greater the size of the 
membership, the more predictable the statistical 
averages on which case rates and capitation are 
based and, therefore, the more reliable the 
estimate of risk. Although it may seem 
counterintuitive, public sector systems should try 
to include as many children and families as 
possible in the risk group. The more restricted 
the size of the risk population, the more difficult 
it will be to implement reasonable risk-reward 
arrangements with providers. 
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Slate officials also must pay close attention to 
the rules they will set to govern tbe process by 
which eligible population members are 
identified and enrolled. The most important of 
these is whether enrollment in the managed care 
syslem will be voluntary or mandatory. In 
either case, enrollment is complicated by the 
discontinuous nature of Medicaid eligibility. 
Voluntary enrollment allows continuity of care 
by permitting patients to maintain existing 
relationships with out-of-network providers. It 
elimmates the need for state Medicaid projects to 
seek a waiver from federal freedom of choice 
laws. And by allowing disenrollment, it 
increases providers' sensitivity to the wishes of 
the membership. Unfortunately, voluntary 
enrollment may also offer opportunities for 
"creaming," which means attracting or selecting 
the "best" or "healthiest" or "most desirable" 
members. This strategy may reduce the 
individual provider's nsk, but il does a disservice 
to the people who arc not selected and to the 
lotal syslem. 

Voluntary enrollment can also create some 
significant risks for providers. For example, it 
increases the chance of having only a small 
group of enroUees over which to spread the 
risks. If a provider must participate in recruiting 
and enroUing the members, administrative costs 
and time will increase. Administrative 
complexity may also increase, in relation to 
records management and bUling processes, if tbe 
provider sees some persons who maintain 
traditional coverage along with those who 
elected managed care. However, the biggest 
concem is that voiuntary enrollment processes 
can increase the risk of a higher per-person cost 
than was estimated when the capitation rate was 
set using historical averages. While voiuntary 
enroilees in an HMO may be seen as less likely 
to have illnesses because they have no strong 
loyalty to a non-HMO provider, just the opposite 
may be tme of persons who volunteer to enroU 
in a behavioral health carveout plan. A mental 
health/substance abuse (MH/SA) carveout might 
appeal to persons with serious preexisting 
problems who have had difficulty in accessing 
services, are dissatisfied with existing services, or 
have reached their maximum limits of service 
under a traditional plan. 

The effect of mandatory versus voluntary 
enrollment on risk is grounded in the concept of 
adverse selection. Adverse selection refers to 
any process or circumstance that would result in 
a "sicker than usual" number of persons 
enrolling in your system. For example, when 
potential members can choose among several 

Benefit Plans, the HMO that advertises the best 
MH/SA services (all other things being equai) is 
likely to attract more members with MH/SA 
problems than will an HMO that downplays 
these types of services. 

Once the system designers and payers decide 
that enrollment is mandatory or voluntary, they 
must further decide whether to give enroilees a 
choice among provider systems. The enrollment 
process is exclusive when limited to a smgle 
provider system or competitive when there is a 
choice of two or more provider systems. An 
initial "fair share of the relative risks" spread 
among competing systems may be enforced by 
assigning members to a given provider network, 
as has been done in some state-sponsored 
Medicaid programs. The assignment process 
can be random or based on an algorithm to 
ensure initially a balanced enrollment of the 
various levels of severity among all competing 
provider networks. 

Auto-assignment must take into consideration 
client access, by requiring providers to have al 
least minimal services relative to population 
locations. It is generally a mechanism to start 
out the enrollment process; members can then 
transfer tp other providers based on perfor­
mance or satisfaction. Competition in this sense 
does not relate necessarily to high or low 
bidders, but simply implies choice. For 
example, in Tennessee multiple carve-out 
vendors may be competing for membership, but 
all vendors are paid the same rate per member 
per monlh. The most competitive provider may 
not be the lowest cost provider but one with a 
smaller profit margin, which chooses to compete 
on quality and make money by getting a larger 
market share. 

When members can choose among competing 
provider systems, they will be influenced by 
factors such as ease of access, the providers 
repuution, perceptions of quality, or past 
experience with the particular system. Those 
who choose a particular provider system may be 
healthier or sicker than the total population of 
potential members. The direction of this bias 
toward adverse or favorable selection cannot be 
specified in advance for all conditions. Being 
selected may be a good or a bad outcome for a 
provider, depending on the nature of the risk 
arrangement State planners should weigh the 
benefits of competition (e.g., providers who are 
more responsive to clients) against the 
complexities introduced in estimating a fair 
share of the risk among competing providers. 
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SOME METHODS FOR ESTIMATING 
RISK 

Actuarial Approach 

One of two basic approaches to developing 
estimates of risk, the actuarial approach uses 
historical data to predict what wUl happen in the 
future. It relies on retrospective analysis of such 
factors as pattems of service utilization and cost 
of units of service. The approach is flawed to 
the extent that a) the historical data may not be 
complete and aedible and b) the future service 
system is almost certain to differ from the one 
used in the past 

Insurance companies use the term "credibility" 
to refer to the degree of reliance that can be 
based on past claims experience in making 
forecasts of future experience. Credibility is a 
direct function of the size of the group (data set) 
from which a sample of data is drawn. The 
larger the group's size, the less variation one 
would expect from the overall historical average. 
However, if the past system used a style of 
payment and service delivery that is very 
different from what is being planned for the new 
system, the data from the past may have ZERO 
credibility regardless of the size of the database. 
For example, if past paid claims are used, one 
does not know the tme unit cost if payments 
were based on arbitrary rates or providers billed 
for only ceruin services in order to "game" the 
system. 

Prospective Risk Simulation 

Because of the limitations of historical data, or 
because significant changes in the delivery 
system or reimbursement method are being 
ploimed, stale payers and providers should 
consider using prospective simulation techniques 
to estimate risk. 

Statistical modeling, or simulation, is a method 
of planning and forecasting that allows the 
syslem designers to be explicit with regard to the 
probabilities of given values that can influence 
various outcomes. Using computer software, 
decision makers can enter any number of critical 
"input" variables, "output" variables, and 
formulas that define the relationships among 
and between inputs and outputs. The program 
will provide a model of possible outcomes and 
the probability that each will occur. By 
changing the size or content of a variable or 
formula, the decision-maker can simulate the 
probable effects of making such a change. 

State officials should note the many benefits of 
modeling and simulation. For example, models 
can: 

Make explicit the assumptions underlying 
the system design for providing existing 
services or new services, or dropping existing 
services, estimating cost-savings, or accepting 
financial risks. 

Support contract negotiations between 
payers and providers around altemative risk-
sharing arrangements. 

Estimate savings and reserves that might be 
realized through altemative use of resources 
or use of alternative treatment paths for 
different service consumer groups. 

Create a shared vision among designers, 
leaders, managers and staff with respect to 
ongoing expectations for administrative and 
clinical performance and productivity. 

Reinforce a comprehensive view of the entire 
product or service organization, by aUowing 
explicit display and analysis of interdepen-
dencies and continuity across staff, teams, or 
work units. 

Free program planning and financial 
forecasting from the constraints of "the 
average patient", "the average stafr mode 
of thinking and incorporate a more realistic 
assumption lhat "variation happens." 

Support a philosophy of Continuous Quality 
Improvement lhat suggests that quality is 
reflected in the reduction of controllable 
variation and matching consumer variations 
to individualized treatment protocols. 

Support the planning and analysis of new 
programs or services needed in order to 
better accept and manage fmancial risks, by 
helping to estimate the Retum on Investment 
in new programs, services, or patient/popula­
tion interventions. 

Permit conversion of a forecasting or 
prediction model into a tracking and 
trending model that supports an ongoing 
comparison of the assumptions and 
predictions made when the system was 
planned and implemented, with the actual 
results shown in utilization and cost reports. 
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SOME CONTRACTUAL PROVISIONS 
THA T INFL UENCE RISK 

Various methods, called "risk-adjustment 
mechanisms," can be used lo level the playing 
field prospectively or retrospectively for at-risk 
provider systems under situations where 
voluntary or mandatory enroilees may choose 
among competing providers. However, 
mathematics alone cannot solve all the potential 
problems of risk-sharing and olher contractual 
features may be useful in apportioning risk. 

Adjustments in Rates: Historical informaiion 
about utilization and financing is often flawed, 
and capitation or case rates must be prospective­
ly adjusted prior to negotiating a contract. 
However, if the adjustments seem inadequate, the 
provider may wish to negotiate contractual 
clauses that allow for retrospective adjustments 
under certain conditions. For example, children 
may have been underserved in the past, or past 
services may have been inadequately document­
ed. Large numbers of people wiUi mental illness 
and substance abuse disorders may have gone 
unrecognized or been misdiagnosed because of 
poor benefits for MH/SA services. Risk 
estimates should incorporate adjustments for the 
cost of caring for the people who might come 
"out of tbe woodwork" to use a system ihat 
provides the services they need. The mecha­
nisms for such adjustments are generally agreed 
upon in the contract and then made retrospec­
tively, based upon acmal evidence that such 
utilization pattems did in fact change from what 
history would have led one lo expect 

Rate adjustments may also be based on inflation 
and tied to some formula for inflation of the 
cost of services (e.g., the Consumer Price Index 
or the Medical Cost Index). Changes in laws 
and regulations that occur after the initial 
contract is signed may also lead to rate 
adjustments. 

Risk-Limiting Mechanisms: Payers are 
concemed that the good providers will lose 
money and drop out of the market They also 
fear that the risk-bearing provider will make 
excessive profits at the client's or payer's 
expense. Therefore, contracts may have a range 
of reimbursement rules, known as risk-reward 
corridors, that limit the provider's downside 
risks as well as any upside profits. For example, 
a fixed limit may be placed on the percentage of 
revenues that a provider can use for administra­
tion and profit, and documentation may be 
required to show that the balance was spent on 
patient care. (Some would argue that this is not 

really risk-reward sharing but a disguised fonn 
of old-fashioned contracting and budgeting, 
wiUi only downside risks for the provider.) A 
downside risk for the govemment, taxpayers, 
and patients is that money is taken out of the 
system and therefore out of patient care. A 
variation of this allows payer and provider to 
share in both savings and risks. Generally, the 
more that providers are protected against loss, 
the more limited will be their potential for profit 

Risk-reward corridors limit providers' losses to a 
percentage of total losses, but do not necessarily 
proiect providers against catastrophic losses. A 
primary function of govemment is lo serve as 
the ultimate bearer (and distributor, through tax 
policies) of risk when catastrophic events occur 
or poorly insured systems fail to operate 
properiy. Examples include govemmenlal 
responses to wide-scale floods and fire, to local 
govemment defaults, and to collapse of savings 
and loans institutions. In the arena of human 
services, too, the federai and state govenmients 
bear ultimate risk when other risk-sharing 
arrangements have failed. Therefore, the sute 
has a stake in ensuring the success of provider 
organizations. 

Stop-loss protection is used to protect providers 
against catastrophic losses. Oue type of sxop-
loss mechanism, the use of risk-sharing pools, 
was discussed in conjunction with Figure 2. 
These are important for enhancing the providers' 
willingness to accept risk and his or ber potential 
ability to continue to participate in a risk-based 
system. A risk pool may be in order when 
multiple providers serve a limited number of 
enroilees, so that no one provider may have a 
sufficiently large pool of covered lives. Payer 
and providers may agree to spread some of the 
risk for excessive and unpredictable expenses 
over all the providers. Funds for the pool are 
withheld from each provider's monthly payment 
and set aside. They arc used in accordance with 
rules established for their use. If funds are left 
over at the end of the year, they are distributed 
to the providers according to an allocation 
formula, such as in proportion to each 
provider's average monthly membership. 

Other stop-loss mechanisms may include 
negotiated agreements between an individual 
provider and the payer that place limits on the 
provider's level of risk, as weU as the indepen­
dent purchase of insurance against catastrophic 
loss by an individual provider. 

Note that arrangements must consider how to 
balance the interests of the payer and provider 
and the client Since any substantial savings are 
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likely lo come from reduced care as well as 
reductions in customer service and/or adminis­
trative overhead, it is imponant to ask whether 
the reductions in cost will come at the expense 
of necessary care and/or quality of care. Instead, 
savings should be realized through provider 
efficiency, improved treatment effectiveness, 
greater patient compliance, and the elimination 
of unnecessary or harmful patient care. 

Duration of Contract: Most risk calculations 
arc based on annual utUization and cost 
information. However, relatively greater stabUity 
resiUts from using a longer time frame. It is 
both intuitively and statistically tme ihat pattems 
of random fluctuations will average out over 
longer time periods. 

If we think of a contraci as a series of monthly 
bets, the provider is betting lhal the average cost 
of care each month will be less than the average 
monlhly payments. If payments were calciUated 
realistically, it is likely, but not 100 percent 
certain, that the average of 12 months of 
expenses will not exceed the average of 12 
months of payments. However, the provider's 
chances of winning are improved if averages are 
laken over 24 months, or betler yet over 48 
months. As the lime period is extended, the 
provider wUl gain the experience and skUls 
needed for consistently profitable operation. 

The state as payer may see some advantages to 
holding an annual competition among providers 
to secure a new contract. But the payer also 
incurs risks and costs in an aiuiual rebidding 
process, and if the provider is reasonably 
successful in providing quality care within 
reasonable costs, there is little advantage lo either 
provider or payer in costly annual competition. 
In addition, a longer-term contract reduces the 
risk that a provider will terminate services 
unUaierally. Especially in chUd-serving systems, 
it is important to encourage preventive services 
and foster long-term treatment relationships 
between patient and provider. This requires 
consistent investment and long-term commit­
ment by all players. 

Covered Populations: Even payers and 
providers who are relatively new to risk-sharing 
payment agreements understand that risk-
sharing involves uncertainty, and a major source 
of uncertainty is directly related to the size of 
the population on which risks are being shared. 
Public payers (perhaps a group of agencies that 
fund services for children) may be starting the 
new program with a relatively few identified 
lives. Although they may expect to expand the 
size of this group, ihey would like to have 

providers accept some degree of risk. Tbe 
provider organizations may be fairly small and 
have limited capacity to accept risks over a very 
large group of lives or across tbe full continuum 
of services. 

When the covered group size is small and very 
lUcely to need considerable service, capitation 
efforts raise two concerns: the total level of 
revenue is certain to be low, since "per member 
per month" revenue is directly related to size; 
however, the level of uncertainty about 
UtUization is very high. Under such circum­
stances the provider may seek a mmimum 
guarantee of income. If the minimum number 
of lives is expecled to be fewer than 1,000-2,000, 
consideration should be given to avoiding 
capitation and negotiating a sufficient case rate. 

Even when a large number of lives is covered, a 
given provider may be assigned relatively few of 
them. This small panel could result from many 
factors, sucb as members' choice of olher 
providers, or the provider's location in a mral or 
sparsely populated area. Contracts may 
be adjusted to deal with such circumstances, but 
the payer wiU want to be sure that the low pauei 
size is not related lo mismanaeement facusrs. 

THREE METHODS FOR REDUCING 
COSTS 

A well-designed risk-sharing system with the 
potential to reward all stakeholders must be 
designed with an understanding of various 
factors lhat may influence risk. Some of these 
factors, such as the underlying level of Ulness in 
a specified population, are difficult to measure 
or control. Others, such as the services that will 
be included in a Benefit Plan or the enrollment 
procedures ihat must be followed, can be 
influenced at the policy or program design level. 
Tbe single, most important set of factoid that can 
affect the total level of risk is the provider's 
ability to influence and change the historical 
pattem of utUization and adtninistrative 
processes that have produced the current high 
level of costs. However, no one provider is 
likely to have sufficient resources to manage a 
full continuum of care. Therefore, state officials 
should focus on developing systems wherein 
multiple providers are included in an integrated 
delivery system, sharing risks over multiple 
levels of members and services. 

Risk-sharing payment mechanisms alone wUl not 
be sufficient to change existing pattems of 
UtUization and treatment costs, to say nothing of 
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administrative practices and waste related to 
service system fragmentation. Therefore, once a 
provider has assumed a certain level of risk, cost-
control measures can be implemented lo limit 
the potential for loss or to increase the potential 
for reward. 

Three main straiegies for reducing costs are 
addressed in this section. By carefully reviewing 
the specific risk factors that go into total cost 
and that can be measured and influenced to 
change, one can begin to think about the 
strategies lhat would alter historical pattems of 
care or improve efficiency. Goals would be to 
reduce the rate of users/1000 among members, 
to reduce the rate of inappropriate use per user, 
and lo reduce the cost of providing a unit of 
service. 

The trick of course, is lo achieve Uiese goals 
without reducing access when it is needed, and 
without reducing quality and other positive 
outcomes. First and foremost, it must be stressed 
lhat an integrated, risk-sharing service delivery 
system cannot responsibly explore strategies for 
reducing risks without concurrently monitoring 
quality and outcomes. It is no longer credible to 
argue that all steps laken to reduce utUization 
wiil necessarily and inevitably reduce quality. 
At the same lime, it caimot be assumed that 
activities undertaken to cut utUization wUl not 
have an impact on quality and outcomes. 
Therefore, measurement of quality and outcome 
must go band-in-hand with efforts to reduce 
costs by reducing utUization. 

Reducing the Rate of Users per 1000 
Members 

Leaving aside for the moment the many 
inappropriate ways to reduce the user rates, the 
best strategy is primary and secondary 
prevention. Prevention programs can improve 
the health status of many members, thus 
reducing or eliminating their need to receive 
other services. Of course, we may not know how 
lo prevent certain disorders (such as some 
mental illnesses), so there will always be a 
minimum number of individuals whose service 
needs will not be reduced through prevention 
efforts. 

Barriers to effective use of prevention can be 
related to a variety of factors: 

* Funds must be avaUable to implement 
prevention programs; 

It is often bard to demonstrate that 
preventive interventions are effective; 

• Results may nol be achieved within the time 
frame of the contract; 

• Providers may not benefit from their efforts 
to prevent Ulness if voluntary members laler 
choose to enroll wiUi a different set of 
providers. 

Only when there is near universal coverage wUl il 
be in the interests of all risk-bearing providers in 
the community to invest (collectively or 
independenUy) in a range of preveniion 
programs. Membership disenrollment and 
migration would not be as critical since all the 
providers would be more lUcely to share equally 
over time in the positive and negative effects of 
such membership migration. 

Reducing Inappropriate Use per User 

These strategies include: activities designed to 
divert patients from unnecessary and expensive 
levels of care into positive altematives; 
continuous review of service utUization by 
patients within a given level of care to assess 
their need for ongoing treatment in that 
particular program; and development of 
treatment guidelines that offer recommended 
treatment protocols and their associated units 
and volume of services for specific condilions. 

Other actions that wUI reduce units of service 
include those that are designed to prevent reuse, 
or repeated use. For example, a case manager 
might follow chUdren leaving an inpatient 
psychiatric unit to ensure they receive the 
outpatient therapy they need to avoid 
rehospitalization. Similariy, community-based 
relapse-prevention programs may reduce the 
need for substance abusers to receive additional 
detoxification services. When they choose to 
focus on the small group of patients who use the 
most services, providers have found that 
intensive and assertive case management 
programs, coupled writh incentives for patient 
compliance, can be very effective in reducing 
the overuse or inappropriate use of services. 

Note that all efforts to change historical patterns 
of use depend on the availability or eCTective 
additional or alternative services that are 
accessible to clients and their families. 
Providers relate that utUization of "covered" 
services by chUdren with serious or chronic 
conditions in the past was greatly influenced by 
the presence or absence of additional supportive 
or enabling services (such as transportation or 
home health assistance). Unfortunately, there is 
little statistical information about these out-of-
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system services, in terms of either cost and usage 
or quality and outcome. 

Risk reduction efforts must address the total 
array of services that are likely lo be needed. 
An example drawn from the concept of 
behaviorJil heaiUi "carveouts" in Medicaid 
programs shows that people who are seriously 
mentally ill and eligible for SSI payments may 
have a relatively low historical treatment cost 
pattem. This reflects their receipt of out-of-
system benefits, such as subsidized bousing and 
psycho-social rehabilitation, that made it 
possible for them to minimize mental health 
treatment If mental health treatment costs are 
shifted lo a capitation rate and outside funding 
for their housing and support is diminished, Uie 
at-risk provider would certainly be faced with a 
much greater financial risk lhan anticipated. 
The provider might address this risk by 
requiring a very high capiution or case rate. The 
payer might address this by allowing contractual 
adjustments when critical systems are altered by 
changes in laws or other policies that are outside 
the control of Uie provider. 

To avoid some of the potential for increased 
risk, state officials might consider the significant 
cost-saving potential inherent in providing for a 
larger set of comprehensive altemative services. 
This may require the investment of funds for 
developing or purchasing services not already 
avaUable. Many factors must be considered in 
making such decisions, and a few are substantial­
ly related to the nature of the risk-sharing 
arrangement 

* Do the terms of the risk-sharing contract 
offer inceniives or disincentives for the 
investment of capital in new programs (e.g., 
length of contract terms, limits on level of 
potential reward through savings)? 

* Do the potential savings to be realized in a 
given time period offset the cost of the 
investment? Are subsequent savings and 
profits lÛ ely to be realized if the contract is 
renewed or wUl the payer attempt to recoup 
all the savings from the provider's 
investment? 

* Is Uie new altemative one that has a high 
ratio of variable costs to fixed costs, so it can 
be used only on an as-needed basis? 

* Can the development of a new, but high cost, 
altemative immediately allow the total 
elimination of a more expensive program? 

• Are Uiere alternatives wiUi low capital start­
up costs and low fixed-operating costs (e.g., 
in-home crisis intervention) which, even if 
not 100 percent effective (e.g., reducing 
hospital costs), are sufficienUy effective to 
offset Iheir low investment need? 

Reducing Cost per Unit of Care 

Tbe provider must be able to measure or 
estimate the cost of delivering a unit of service. 
The calculations will include Uie direct expenses 
associated with delivering the particular service 
and the indirect costs that have been allocated to 
delivering that service. Policy officials are well 
advised to be very famUiar with how the total 
costs were calculated, and what percentage of 
those costs were allocated as compared to direct 

When a unit cosl is loo high to be competitive, 
managers may take steps vo reduce costs and 
make a risk-sharing arrangement more 
acceptable for both the payer and the provider. 
For example, if food is considered to be a direa 
expense, Uie provider can seek a food supplier 
who charges less for Uie food that must be 
purchased. If Uie salary of a night nurse in a 
residential treatment program is considered a 
direct expense, Uiat cost might be eliminated by 
substituting community-based day treatment 
services for the same client 

Indirect expenses, such as administrative 
overhead, can also be reduced (e.g., limiting 
travel or long distance phone calls; reducing Uie 
number of administrative staff). In addition, 
there are a variety of accounting methods that 
may be used to allocate costs among Uie service 
programs (revenue centers) wiUiin a provider 
organization. Different allocauon formulas can 
lead to quite different results in Uie calculation 
of a revenue center's "cost per unit" However, 
simply revising tbe formula to change die 
percentage of allocation wiU not help unless 
there is another revenue center within the 
organization ihat can absorb the reallocated 
overhead expenses and continue to offer services 
at a competitive price. 

IN CONCLUSION 

This paper has addressed a variety of issues 
related to risk in a chUd- and famUy-serving 
system of care that uses managed care 
techniques. A strong emphasis has been placed 
on sharing raUier Uian shifting risk. It is 
difficult to achieve an appropriate balance of 
incenuves for payers, populations of potential 
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clients, actual clients, and various types of 
providers. However, success is reached only 
when all stakeholders are given incentives lo 
create and mainuin efficient and effective 
systems Uiat offer high quality care. At Uie heart 
of this discussion of risk lie Uie following pomts: 

• There is a range of reimbursement methods 
that may be used lo apportion risk between 
payer and provider. These mechanisms were 
iUustrated as Uie mngs of a ladder on which 
one party's risk rises whUe the oUier's falls. 
Some of the mechanisms often utUized in 
managed care approaches to health and 
behavioral health care are: negotiated 
discounts on the fee for providing a unit of 
service or for providing a "globally defined 
package of services;" payment of a case rale 
for serving an individual client; prepayment 
of a monUUy capitation rate; and payment of 
a percentage of the collected premium. 
Additional mechanisms, such as the use of 
risk pools or high-risk carveouts, may prove 
useful in aligning risk properly among 
payers and providers in the broader arena of 
human services. 

• Risk is affected by a variety of factors. 
Client factors include characteristics and 
service usage pattems of Uie population. 
Direct versus indirect costs and fixed versus 

variable costs are service cost factors that 
have an impact on risk. Plan factors relate 
to Uie benefits Uiat are offered and to Uie 
enroUment of members. 

• Contractual provisions can be used to 
influence risk. Examples mciude rate 
adjustments, risk-limiting mechanisms, 
longer or shorter duration contracts, and 
smaUer or larger numbers of enroUees. 

• Providers use three main methods for 
reducing costs, thereby avoiding losses or 
reaping profits. These include reducing the 
rate of users per 1000 members, reducing 
inappropriate use per user, and reducing Uie 
cosl of delivering a unit of service. 

For the service system lo meet its objectives, 
there must be balance among Uie interrelated 
factors of access, quality, satisfaction, and cost 
How to optimize or balance competing interests 
is stUl an imprecise art, but most would agree 
Uiat successful implementation of a comprehen­
sive service system for chUdren and famUies wUl 
depend in large part on identifying potenuaUy 
competing interests and realigning Uiem so Uiat 
all parties share Uie same interests. Too much 
risk can paralyze; too litUe risk can limit 
creaUvity, resourcefulness, and indusU7. 
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85 DEFINITIONS 

AlternativeAraditional Healers (folk healers): 

• Community people who are culturally respected and have knowledge to cure people of their 

physical and emotional afflictions within their cultural beliefs sometimes using spirituality herbs 

as a fonn of healing. Healing may be done in absences of or in combination with the medical 

90 system. 

• Individuals designated by a cultural group or tradition with the authority and power to perform 

rituals, ceremonies, or utilize medicinal substances for physical and spiritual healing. 

Comparability of Benefits: 

• That benefits afforded different cultural/ethnic or socioeconomic groups be equally comparable 

95 to each other and to the majority populations, including any adaptations necessary to reach 

equal access and utilization. 

Cultural Competence: 

• The ability to demonstrate skills and knowledge which enables a person to work effeaively 

across cultures; the ability to provide mental health treatment within the cultural understanding 

100 ofthe consumer (reality conditions). 

• The ability to provide effective services to people of different cultural background, including 

different from the provider(s). 

Health Plan/Plan 

• Managed care plan or network; equally applies to public agencies delivering managed services 

105 interpreter 

• Individual trained and certified in facilitating communication between two people of different 

cultures and languages using in-depth knowledge not only ofthe language but also cultural 

values, beliefs and expressions. 
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Latino Mental Health Specialist: 

110* A mental health professional who either through his/her Latino heritage and language fluency or 

formal training in the Latino culture, is able to integrate cultural knowledge and competency 

into the clinical/service interaaion with Latino consumers. 

(Laf/no)/Minority Mentai Heaith Specialist: 

• A professional with demonstrated skills and knowledge of all dimensions of mental health needs 

115 of ethnic minority consumers/family. This knowledge can be expanded to the specific clinical 

dimension of how ethnic minorities experience mental health needs. 

Minimum Representation Criteria 

• A mimmum percentage of representation in the covered population of an ethnic or cultural 

minority group necessary before a plan can invest in more intensive or extensive services 

120 specific to that group. 

Personalismo: 

• The ability to relate to consumers in such a way that consumers feel at home and among people 

who value them, are concemed about their problems, and are determined to assist them with 

finding solutions within their own reality conditions. 

125 • A Latino cultural value which prescribes warmth, individual attention, other orientation and a 

certain level of informality and openness in human interactions. 

Respeto 

• A Latino cultural value which prescribes respect and deference in human interactions, but 

particularly in interactions with Elders, professionals, and people in positions of authority. 

130 Translator 

• Individual trained to translate information from one language to another often literally 
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Value - Added: 

• Greater clinical or cost-effectiveness in a service when it is provided in a different on or 

modified manner (different technique vs more experienced practitioners, etc.) 

135 • A person with skills to perfonn more than one task, i.e. professionally serve the English 

speaking consumer and a Spanish speaking consumer. 
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U CUIDINC PRINCIPLES 

160 1. Principle of Cultural Competence 

• includes the attainment of knowledge, skills, and attitudes to enable praaitioners and 

systems of care to provide care for diverse populations, i.e. to work within the person's 

reality conditions, in particular minority populations; acknowledges and incorporates 

variance in normative acceptable behaviors, beliefs and values in determining an 

165 individual's mental wellness/illness and incorporates those variables into assessment and 

treatment. 

2. Principle of Consumer-Driven Systems of Care 

• includes the promotion of consumer and family advocacy, 

170 • includes the fitting of self-help concepts and models for minority cultures, and 

• includes making the family an important part of the treatment efforts, when possible. 

3. Principle of Community-Based Systems of Care 

• includes a full continuum of care with a focus and heavy investment in basic, up-front, less 

175 restrictive services, 

• includes community resources which are recognized and valued by Latino consumers, and 

• includes using the home or the extended home as a base for system of care whenever 

possible. 

180 4. Principle of Managed Care 

y includes cost-effectiveness, 

° individualized and tailored services, 

y outcome-driven systems, 

y the importance of added-value for ethnic/cultural groups as treatment partners, and 

185 y comparability of benefits/added-value across ethnic/cultural groups. 
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• includes an emphasis on managing care, not costs/dollars; it assumes that costs/dollars will 

manage themselves if overall care is well managed, and 

• includes recognition of Latino/group specific variables which have significant implications 

for individualized assessment and treatment. 

190 

5. Principle of Natural Support 

• natural community support and culturally syntonic practices are viewed as an integral part 

ofa system of care which contribute to desired outcomes in a managed care environment, 

and 

195 • the use of traditional healing practice, i.e. naturalists, curanderos, espiritistas, when 

relevant or possible. 

10 
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II* OVERALL SYSTEM STANDARDS 

II 
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II A* CULTURAL COMPETENCE PLANNING 

200 

• The Cultural Competence Plan should designate an individual responsible at the top 

management level (at what level? state, county, division^) to be accountable for cultural 

competence planning. That individual should have demonstrated training and experience which 

renders him/her culturally competent. 

205 • Goveming and advisory bodies, as well as plan adntinistration, must be demographically 

representative of those they serve. 

• Cultural competence planning should be conducted by a team involving representation from top 

and middle management, front-line staff", consumers, families and community stakeholders. 

210 The Cultural Competence Plan shouid include: 

1. A criteria/process for describing (using criteria of cultural guidance principles) and 

understanding the communities served through Management Information System-based 

population profiling (age, gender, language, ethnicity, SES). (Is this information in place 

215 anywhere?) 

2. A process for determining (using criteria of cultural guidance principles) unique 

regionally-based needs and ecological variables within the communities served. 

220 3. Stipulation of staffing panems/skills (including licensing, certification, credentialing, 

privileging) for all staff clerical through top management. 

4. Identification (using criteria of cultural guidance principles) of service modalities and 

models appropriate to the communities served e.g., rural vs. non-rural, migrant workers, 

225 minority subcultures, population densities. 

12 
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5. Identification of community resources, strategic alliances and other providers e.g., public 

health workers for coordination. 

6. Identification of natural supports, e.g., family members, altemative healers, churches, civic 

230 clubs, community organizations. 

7. Proactive collaboration/partnerships with Juvenile Probation, Education, Social Services, 

and Health agencies to follow consumers across systems. 

235 8. Identification of key issues and approaches to address them to assure cultural competence 

at each level of care within the system e.g., inpatient, outpatient, residential, home-based. 

9. Assurance that equal access will be provided to all services available through the Plan. 

240 10. An incremental/ (increments in proportion to need and resources of Latino consumers) 

strategic approach to implement elements of cultural competency the overall organization 

or provider network. 

11. Stipulation of rewards/incentives/sanctions, e.g., salary, promotion, bonuses, for cultural 

245 competence performance. 

12. The use of formal cultural competence assessment tools for individuals and systems, 

adapted for minority cultural values and beliefs in developing, implementing and monitoring 

the Cultural Competence Plan. 

250 

13. Ongoing Plan maintenance and review (by state and/or MH Division or county?). 

14. Specific outcomes relevant to served populations, including data on utilization pattems, 

levels of care, regional variation in utilization/services, consumer functioning, indicators of 

255 successful rehabilitation (decreased hospitalization, increased employment), consumer-

13 
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driven/consumer-specific goals, quality oflife, consumer satisfaction, use of less restriaive 

interventions /modalities. 

15. Specific planning for implementation in the following areas: 

260 • Staff development, recruitment, retention, particulariy as it pertains to the availability of 

culturally competent practitioners and administrators. 

• Development of policies and procedures which promote and support culturally 

appropriate services 

• Management praaices, support, leadership. 

265 • Staff supervision either directly or in consultation with Minority Mental Health Specialists 

• Training and support for govenung and advisory board members. 

• Needs assessment ofthe Latino population served to determine levels of need and 

equitable distribution of resources. 

' Strategic planning re: political climate, timing of aaions, being proactive vs reactive, beine 

270 inclusive vs exclusive, and acknowledging all accomplishments. 

• Culturally-informed eligibility criteria, benefit design, individualized assessment and 

treatment. 

• Resource allocation, including clear definitions of resources, e.g., staff, budget, for use in 

implementation of Plan. 

14 
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275 II B« GOVERNANCE 

A goveming board should be representative of the consumer population served and the communitv 
at large, including age and ethnicity. In this manner, 

280 • The community served will have active involvement and decision making responsibility in RfP 

development and vendor seleaion. (Some consideration should be given to representation in 

direct proportion to the population's needs.) 

• The Plan should include a formal grievance procedure with minority community and 

professional input, participation, and involvement. Consumers should be informed ofthis 

285 procedure in their own language and dialect at intake and at the time of any appeal i.e. 

confidentiality, privacy of services. Information about this should be publicized in Spanish and 

other languages. 

• The Plan should appoint an ombudsperson from the community served. The ombudsperson 

should not have a conflia of interest that might interfere with the performance of his/her 

290 responsibilities. The ombudsperson should have independence from the plan, and there should 

be formalized procedures for resolving differences of opinion between the ombudsperson and 

the plan administration's govemance. A Latino or minority ombudsperson should be involved in 

all appeals by Latino clients. 

• The goveming and contracting board should have final authority over all appeals and 

295 grievances. 

• The Plan should maintain a record and report annually on all appeals, grievances, and law suits 

differentiated by specific provider and ethnicity of complainants and report these to the 

goveming board on a regular basis. Trends in disproportionate access must be addressed by 

incorporating measurable, incremental coneaive actions within reasonably accomplished dates. 

300 • The Purchaser should determine, as part of the RFP, an equitable percentage of profit to be 

reinvested in minority community-based services and preventive programs on an ongoing basis 

and a disproportionate percentage when inequities to access exist. 

15 
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• The Plan should address the needs of both sponsored and unsponsored Latino populations and 

should provide for unsponsored access in proportion to general industry practice. 

305 • The Plan should develop interagency agreements or pool funding to coordinate its services with 

other agencies, e.g., public health, social services, conections, youth services. [This should 

focus on practice rather than formal written agreements]. 

• Liability coverage for the Plan should be plan-wide rather than provider or practitioner specific 

so as to ensure a team approach and continuity of care. 

310* The Plan should define a process of praaitioner and provider credentialing and privileging 

incorporating cultural competence standards which will determine participation in the plan and 

the use of intrusive, specialized or restriaive interventions and specific treatment modalities. 

• Policies goveming practitioner ethics and behavior should take into account and provide for 

differences relevant to the context of Latino cultural values, e.g., gift giving by consumers, 

315 interaaions with consumers outside the service setting (such as accepting invitations to special 

family events), confidentiality, etc., governed by such values as "respeto" and "personalismo". 

• Contraa continuation and renewal should be contingent upon successful compliance with 

perfonnance standards specifically defined for Latino and other undeserved populations. 

• The Plan should make de-listing criteria for providers and practitioners open for review and 

320 accountable for differing service needs of diverse populations, including Latino populations. 

• The Plan should report justifications for de-listed providers and praaitioners, identifying them 

by ethnicity for public review to the goveming board. ^ 
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II BENEFIT DESICN 

325 

• The Plan should not make arbitrary restrictions in benefit level. Cost-effectiveness should be 

accomplished through care management and utilization review mechanisms rather than arbitran,' 

cut-ofFs and limitation of benefits. 

• The Plan should ensure comparability of benefits across populations and age groups. 

330 • Coverage should incorporate and integrate altemative treatment modalities, particularly 

altemative healers, in order to enhance the acceptability and cost-effeaiveness of care. 

• Coverage should incorporate services by a qualified Minority Mental Health Specialist and 

supervision by MMHS's for praaitioners who do not qualify but are serving minorities. 

• Coverage should incorporate the coordination of services across service agencies and systems 

335 impaaing on the client in order to ensure seamless care. 

• Coverage should provide for access to a full continuum of care, from most to least restrictive in 

ways which are comparable, though not identical, acknowledging that culturally competent 

praaice provides for variance in individualized care. 

• The Plan should provide information, education and written education materials to consumers 

340 and families regarding covered services and procedures for accessing and utilizing services in 

their primary language(s) and dialect(s). Such irtformation should be made available through 

partnership with community organizations in addition to conventional means of dissemination. 

• Eligibility criteria {for service provision and/or receiving services?) should be defined primarily 

by the assessment of behavior and fijnaioning and secondarily by diagnosis, given the 

345 limitations of diagnostic systems in cross cultural applications. 

• Eligibility detenninations should be performed by culturally and linguistically competent staff". 

Utilization review and eligibility determinations must include minority mental health specialists. 

• Written conespondence regarding eligibility should be in consumers' and families' primary 

language(s) and dialect(s). 
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350 • The plan should provide consumer choice of provider. 

• The Plan should make provisions in the benefit design for unsponsored lives in the covered 

Latino population and in proportion to industry standards and praaice e.g. 75% to 25% ratio. 

• The Plan should make provisions in the benefit design for people who leave the plan, including 

service plarming and a transition process to new plans. 

355 • Benefits should include a subcapitation approach or other adequate risk-adjustment strategy 

specifically for consumers at-risk for serious persistent mental illness/emotional disturbance 

and/or with actual multiple, long-term service needs, in order to ensure adequate funding for 

more intensive services. [Is this consistent with managed care benefits?] 

18 
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II D« QUALITY MONITORINC AND IMPROVEMENT 
360 

• The Plan should have a regular quality monitoring and improvement program with defined 

indicators applicable to evaluating services to Latino and other minority populations (e.g., 

culturally competent interviews by bilingual and bicultural staff̂  peer reviews by Latino and 

365 Minority Mental Health Specialists, review of service pattems and drop-out rates, evaluation of 

service intervention strategies for effeaiveness). 

• The overall quality monitoring and improvement program should include sampling approaches 

which yield results representative of the covered Latino population. 

• For plans with limited Latino workforces. Latino Mental Health Specialists extemal to the Plan 

370 should be brought in as consultants in the quality monitoring and improvement plan 

development until the workforce is no longer limited. 

• The Plan should implement quality improvement teams focused on indicators related to 

culturally competent care, composed of a representative team of Latino and Minority Mental 

Health Specialists, [what is the difference between this one and the one above? HB] 

375 • If irtegularities or deficiencies in care are found in quality indicators in Latino and other 

minority populations, special quality studies should be undertaken to identify causes and 

address root causes/processes. 

• The absence and/or sigiuficantly lower levels of complaints by Latino consumers and families 

should be interpreted as an inadequacy of the Plan (including the quality monitoring and 

380 improvement program) unless demonstrated to be otherwise. This would indicate that the Plan 

has not engendered sufficient trust from the Latino community to overcome tendencies to 

non-response engendered by "respeto" and hopelessness about positive results. 

• Consumer satisfaaion surveys should be translated into local languages and dialeas, 

implemented by members ofthe community independent from the Plan, and available in various 

385 formats to facilitate the participation of lower SES and non-reading populations and to facilitate 
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validity of responses. Sampling should include outreach to plan drop-outs and facilitate, when 

possible, altemative services. 

• The Plan should have periodic assessment of ftinctional outcomes which are valid and applicable 

to Latino populations for consumers and families receiving services, as well as for the entire 

390 covered population. 

• Quality and outcome monitoring data should be able to separate out data for Latino consumers 

and families by provider and should be reported on a regular basis to the goveming and 

contraaing authority, especially prior to contraa renewal. 

• Credentialing and privileging standards, specific to different disciplines, should include 

395 culturally and linguistically competent clinical skills, knowledge and attitudes relevant to the 

Latino population. These should include a continuing education process with specific 

Latino-oriented content as part of the overall re-credentialing and re-privileging process. 

• Quality monitoring and improvement should include rewards and/or sanctions specifically for 

the incorporation of Latino and Minority Mental Health Specialists in the gatekeeping and 

400 treatment process. 

• The Plan should incorporate sufficient numbers of Latino and Minority Mental Health 

Specialists to accomplish its quality goals and objeaives. 

• The Plan should incorporate sufficient Latinos who are clinically, linguistically and culturally 

able to provide services in direa proportion to the needs ofthe Latino community. 

20 
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405 11 E. DECISION SUPPORT AND MANAGEMENT 
INFORMATION SYSTEMS 

• Consumer data should include accurate and desegregated coding for gender, ethnicity, SES, 

410 linguistic proficiency and sexual orientation (at the consumer's option). 

• A unified clinical record should be maintained for each client across all levels and the entire 

system of care. 

• The Plan should develop and maintain a database which can track Latino consumers across all 

levels of care, including the above-mentioned demographic elements. 

415 • The Latino ethnicity category should be broad and inclusive, including a capacity to code all and 

multiple Latino subgroups and those of mixed race/ethnicity. The Latino category should be 

distinct and monitored separately even when consistent with US Census Bureau practice. 

• The Plan should track diagnostic and assessment information, service utilization trends, drop 

outs and utilization pattems across modalities, as well as, behavioral and funaional outcomes. 

420 • Individual consumer data should be kept confidential with data sets coded in a de-identified 

manner. 

• The Plan should track geographically-coded data to allow monitoring of differential service 

utilization and planning across various locales. 

• Data findings should be used to continuously assess, improve and inform strategic planning for 

425 services to Latino and other consumers and families. 

• The Plan should require the tracking and reporting of performance data, specific to Latino 

consumers and families, to the goveming and contraaing authority for purposes of 

accountability. 

• Information tracked should be used for improvement of services to Latinos based on their 

430 needs, not only on the number of Latinos in the community, but the number in the communiry 

that need help. 
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II STAFF TRAINING AND DEVELOPMENT 

• Staff training and development should be implemented at all levels, across disciplines and for 

435 management and support staff as well as for goveming and advisory bodies. 

• Specific continuing education requirements should be established for the development, 

maintenance and continuance of clinical competence as a Latino or other Minority Mental 

Health Specialist. 

• Career ladders for the development and advancement of Latino and other minority staff should 

440 be developed, particulariy to advance Latino and other minority staff to administrative and 

supervisory positions. 

• The Plan's clinical workforce should include and make special effort to recniit and retain a 

representative percentage of Latino and other minority mental health professionals. 

• The Plan should develop performance evaluations and promotion opportunities which remove 

445 the glass ceiling for Latino and other minority staff"and managers and which reward cultural 

competence among all staff". 

• Language fluency exams must be perfonned to daennine the ability of clinicians to provide 

comprehensive clinical care services. Bilingual deferential pay to be contingent on passing the 

fluency exam. 

450 • Diff"erential pay rates should be developed and implemented for specialized skills in cultural and 

linguistic competence in general and for Latino and Minority Mental Health Specialists in 

particular. 

• Incentives should be established to get cunent Latino and minority staff to use their linguistic, 

cultural, and clinical skills. 

22 
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455 • The following areas of knowledge, skills and attitudes should be essentia] components of 

continuing education for cultural competence among all staflf: 

• Training in the d>'namics of monocultural ("traditional"), acculturating ("transitional"), 

bicultural and biracial consumers and families. 

• Training to understand culturally-based folk healing systems and traditions across different 

460 Latino subcultures and communities. 

• Training in specialized engagement and therapeutic alliance building techniques, as well as 

culturally acceptable and therapeutic boundary setting. 

• Training in interdisciplinary team interaction and fijnctioning to promote effective care. 

• Specialized training for the treatment of Latino sexual minorities, particularly the stress of 

465 "triple stigma" (mental illness, ethnic and sexual minority status). 

• The use of language in the treatment process. 

• Knowledge of 

• Diff"erences in symptom expression and symptomatic pattems in Latinos with mental 

illness/emotional disturbance. 

470 • Differences in thresholds of distress and help-seeking behaviors in Latino clients. 

• Differences in the attribution of mental illness (religious, supematural, etc) and issues 

around stigma specific to Latino cultures. 

• Diff"erences in the acceptability and effeaiveness of different treatment modalities in Latino 

populations. 

475 • Culture-bound syndromes associated with Latino populations and subcultures. 

• Understanding of the historical faaors which impaa the mental health of rninority 

populations, such as racism and immigration pattems. 

• Understanding and skills addressing cultural differences between different Latino 

subgroups, including differences related to history, traditions, values, belief systems, 

480 acculturation and immigration history, reasons for immigration, language fluency and 

differing dialects. 

• Understanding ofthe particular psychosocial stressors relevant for minority patients. These 

include war, trauma, migration/acculturation stress and socioeconomic status. 
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• Understanding of cultural differences with the minority groups. 

485 . Understanding of the minority patient within a family life cycle and intergeneraltional 

conceptual framework in addition to a personal development framework, which includes 

the acculturation levels within the individual. 

• Understanding ofthe difference between "culturally acceptable" behavior or 

psychopathological characteristics of different minority groups. 

490 . Understanding of indigenous healing praaices and the role of religion in the treatment of 

the minority clients. 

• Understanding of a community mental health service continuum of care for minority 

clients. 

• Understanding ofthe public administrative issues in developing, implementing and 

495 evaluating programs for minority populations. 

• Understanding ofthe dynamics of language use in monolingual and bilingual clients. 

• Knowledge ofthe limitations of clinicians if they are not bilingual and being creative to 

compensate for this. 

• Understanding the process and the eff"ects ofthe acculturation process on ethnic majority 

500 clients. 

• Knowledge ofthe culture (history, traditions, values, family systems, artistic expressions) 

of ethruc minority clients. 

• Knowledge ofthe impaa of class and ethnicity on behavior, attitudes, and values. 

• Knowledge ofthe helpseeking behaviors of ethnic minority clients. 

505 . Knowledge ofthe role of language, speech pattems, and communication styles in 

ethnically distina communities. 

• Knowledge of the impact of social service policies on ethnic minority clients. 

• Knowledge ofthe resources (agencies, persons, infonnal helping networks, research) that 

can be utilized on behalf of ethnic minority clients and communities. 

• Recognition ofthe ways that professional values may conflia with or accommodate the 

needs of ethnic minority clients. 

510 
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• Knowledge of power relationships within the community, agency, or institution and their 

impaa on ethnic minority clients. 

515* Skills to: 

• Interview and assess minority clients and families based on psych/social/bio/cultural/ 

political/spiritual model 

• Communicate and listen effeaively across cultures. 

• Diagnose minority clients with an understanding of cultural differences in 

520 psychopathology. Ability to avoid under-diagnosis, misdiagnosis or over-diagnosis. 

• Fonnulate culturally sensitive treatment plans that are appropriate for the client and the 

family's concept of mental illness. 

• Create multidimensional treatment plans which include, culture, family and community. 

• Utilize culturally appropriate community resources (i.e. church, self-help group, etc.) 

525 • Provide psychotherapeutic and psychophamiacological interventions, with an 

understanding ofthe cultural differences in treatment expectations and biological response 

to medication. 

• Knowing when to recommend culturally sensitive psychological assessment for minority 

clients. (Also to know when not to use tests which are biased towards minority clients). 

530 • Condua culturally sensitive community research. 

• Provide psychoeducational interventions which empower families and communities. 

• Use client's language to elicit the range and nuances of emotions, feelings, dynamic, etc. 

• Know when and how to use interpreters and understand the limitations of these. 

• Leam the particulars ofthe engaging protocols within specific cultures. 

535 • Know when you don't know! 

• Be humble and a student of your clients: cultural competence is a process not a product. 

• Use techniques for leaming the cultures of ethnic minority client groups. 

• Ability to communicate accurate information on behalf of ethnic minority clients and their 

communities. 

540 • Ability to openly discuss racial and ethnic differences and issues and to respond to 

culturally-based cues. 
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• Ability to assess the meaning ethnicity has for individual clients. 

• Ability to differentiate between the symptoms of intrapsychic stress and stress arising from 

the social struaure. 

545 • Interviewing techniques reflective of the worker's understanding ofthe role of language in 

the client's culture. 

• Ability to utilize the concepts of empowerment on behalf of ethnic minority clients and 

communities. 

• Capability of using resources on behalf of ethnic minority clients and their communities. 

550 • Ability to recognize and combat racism, racial stereotypes, and myths in individuals and in 

institutions. 

• Ability to evaluate new techniques, research and knowledge as to their validity and 

applicability in working with ethnic minorities. 
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III« CLINICAL STANDARDS 
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555 IIIA« ACCESS 

• Gatekeeping and service determinations to Latinos should be performed by culturally and 

linguistically competent clinicians. 

• Comparable 24 hour and 1-800 access (with needed language capabilities) to programs and 

services should be provided for all covered populations meeting minimal representation criteria. 

560 • More restriaive placements for minority consumers should be made only with involvement of 

culturally competent or Minority Mental Health Specialists prior to placement, particularly prior 

to initiation of involuntary treatment and placement in locked settings. 

• Access criteria for different levels of care should be based primarily upon behavior and 

functioning and secondarily upon diagnosis. {This is a good point, but will need further 

565 elaboration to get acceptance) 

• Access should be facilitated through various outreach approaches, including strategic 

co-location with Latino community agencies and social service agencies, neighborhood locales 

accessible to public transit, and in-home / in-community / mobile assessments. A single point of 

entry will not be acceptable and/or effective. {Keep in mmd ihat this is not a way to pay an 

570 agency to do the work of the vender-or avoidance of ihe job to he done) 

• Legal documentation should not be a requirement for service and should not serve as a barrier 

to service access. 

• Specific procedures should be developed to ensure comparability of access acwss populations. 

• Access to services should not be individually-oriented only, but also family-oriented in the 

575 context of Latino and other minority cultural values. 

• Confidentiality requirements should be adapted to incorporate cultural values, particularly the 

inclusion of families in care access decisions, so as not to serve as a barrier to care. 

• Access to interpreter services should be available at the point of entry or access and assessment 

at no additional expense to the consumer or family, given that Latino and other groups for 

580 which English is not their primary language, often use the primary language when in crisis and 
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given the importance of non-verbal communication. Interpreter should be used only as the last 

resort. Developing a workforce with bilingual skills should be the first pnonty to manage care 

and cost. 

• Interpretive services should not be a substitute for Latino staff, competent and able to use the 

585 language and the cultural knowledge in their clinical work. 

• The Plan should institute regular reviews of policies and procedures to assess for discriminatoiy 

effeas on access to services. 

29 



^'^2.0 02/22/1996 

III B* TRIAGE AND ASSESSMENT 

590 

• Latino Mental Health Specialists should be involved in triage and assessment processes, 

especially at the time of care detennination and prior to more restriaive placements, especially 

involuntary placement and treatment. 

• All consumers should receive a comprehensive assessment which includes a multi-dimensional 

595 focus, a fimaional assessment, health, psychiatrist and social and family supports to an addition 

to evaluation of cultural and stressors of socioeconomic faaors affeaing their presenting 

problem. 

• Assessments should include evaluation of individual, family and community strengths, assets 

and resources. 

600 • Cultural and ethnic factors that might contribute to misdiagnosis should be incorporated within 

the assessment (e.g., linguistic barriers, differences in symptom expression, culture-bound 

syndromes, etc). 

• Culture issues in the assessment process relating to age, gender, sexual orientation and 

relational roles should be addressed in the assessment, e.g., gender of clinician vs gender of 

605 consumer, such as a younger man interviewing an older woman and not being told about a 

serious gynecological problems, because of her discomfort with a younger man as clinician, or 

inquiring about parental behavior through children who because of family loyalty may not 

openly share this kind of information. 

• The assessment should contain a cultural component which identifies the beliefs and praaices of 

610 the culture which the client adheres to, culturally prescribed family organization and relational 

roles, history of immigration and assimilation/acculturation, impact of ethnically related 

stressors such as poverty and discrimination, beliefs around health-mental health, attribution of 

their condition (spiritual, supematural, etc) and previous attempts at help-seeking. 

• The assessment should be family-oriented, incorporating key members ofthe nuclear and 

615 extended family, especially family decision makers and power brokers. 
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• Clinical rating scales utilized in assessments should be culturally appropriate and validated for 

Latino populations. All assessment tools (tests-psychosocial or psychological) need to be 

validated by the testing of similar populations or its reliability could be questioned. 

• Treatment procedures should be developed and utilized, including ethnographic techniques and 

620 culturally appropriate informants (e.g , altemative healers). 

31 



Draft 2.0 02/22/1996 

III C« CARE PLANNING 

• Consumers and family members should be equal participants in care planning. Care plans 

625 should involve culturally indicated family leaders and decision makers. Informed consent should 

be explained in detail. 

• Care plans should be consistent with the conceptual framework and community environment of 

consumers and family members {Within ihe patient's own reality conditions is an old, sacred 

principle in psychotherapy) 

630 • Care plans should address culturally-defined needs (e.g., religious / spiritual, level of 

acculturation, use of altematives healers / therapies, interdependence among family members, 

use of language familiar to the consumer and family, nutritional practices, subcultural 

differences, locus of control beliefs) and socioeconomic needs, relevant to the client's condition 

and stressors. 

635 • Care plans should incorporate consumer-driven goals and objeaives that are fijnaionally 

defined and oriented toward rehabilitative outcomes. 

• Care plans should include consumer and family education about problems/conditions being 

treated and treatment modalities, particulariy addressing cultural beliefs and attitudes about 

health and mental health, as well as education about preventive approaches, thus empowering 

640 families through education and information for maintaining their own mental health. 

• Care planning should be supervised direaly or in consultation with a Latino Mental Health 

Specialist. 

• Care plans should address and coordinate the mental health needs ofthe entire family, including 

coordination among multiple providers with a single point of clinical accountability for the 

645 entire family. 

• Care plans should incorporate the use of natural support systems, community organizations and 

interagency resources. 
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• Care plans for Latino consumers and families should include involvement in Latino-oriented 

self-help organizations, giving consideration to the degree of acculturation and the cultural 

650 identification ofthe consumer. First and second generation would react differently to this issue 

than third and fourth generations of Latinos. 

• Care plans should address coordination of mental and physical health according to the health 

beliefs and praaices ofthe individual consumer and family for both integrated and carved-out 

plans. 

655 • Care plans should include provisions for the inclusion of altemative healers and therapy as 

available services. 
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III D* TREATMENT SERVICES 

660 • Treatment should be performed by culturally competent, clinically qualified Latino mental health 

professionals. The absence of sufficient Latino workforce, unqualified staff should receive 

supervision from Latino Menta] Health Specialists. 

• Treatment seleaion and implementation for Latino consumers and families should be su pervised 

directly or in consultation with a Latino Mental Health Specialist or should be part ofa system 

665 of care that promotes and nurtures the Latino staffs growth in clinical and cultural 

effeaiveness. 

• .The Plan should include, contract with, and utilize community-based Latino and other minority 

service providers in its nenvork; seen that such services can deliver services by competent and 

qualified Latino staff. 

670 • The Plan should include a fijll array of available treatment modalities, particularly modalities 

which are culturally acceptable and eflfective with Latino populations e.g., family therapy, 

specialized group therapy, behavioral approaches, use of altemate healers and outreach 

• Medical and mental health services for Latino consumers and families should be coordinated 

with a focus on the most prevalent health needs in the Latino community, e.g., hypertension, 

675 diabetes, substance abuse, cancer. 

• Psychotherapeutic modalities should be conduaed within a context of Latino cultural values 

(e.g., proactive treatment, family-oriented approaches) and should address psychological issues 

specific to Latino communities (e.g., acculturation, intergenerational and gender role conflias 

and transitions). 

680 • The Plan should include mental health promotion of early intervention and prevention strategies, 

including consumer and family education, community education with an emphasis on 

destigmatization and early treatment utilization. 

• The Plan should recognize, legitimize, facilitate and compensate the utilization of altemative 

healers and therapies. 
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685 • PsychopharmacologicaJ interventions should be conducted by psychiatrists trained in culturally 

and ethnically based biological differences, differential medication response and culturally 

competent approaches to treatment consent and family education. 

• The principle of least restrictive level of care should govern treatment and placement decisions 

v-ith family placement preferable unless otherwise indicated. Level of care decisions should be 

690 governed by protocols to ensure timely and expeditious decision making and should be carried 

out, under the supervision of Latino Mental Health Specialist. 

• The Plan should provide for Latino and other minority centered, treatment based research. 

• The Plan should develop specialized approaches to maintain continuity of care and prevent 

recidivism to more restrictive and expensive services, e.g., medication compliance, treatment 

695 drop-out, lack of regular preventive care, differential hospital rates. 
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III E« CASE MANAGEMENT 

• Case managers should be central to the operation of the interdisciplinary treatment team with 

700 equal status to other team members. 

• Case managers should have training in cultural competence as part of their privileging and 

credentialing standards within the Plan. 

• Case managers should preferably be from the local community and knowledgeable about local 

resources and natural support for local minority communities, including Latino communities. 

705 • Case managers for Latino consumers and families should be supervised direaly or in 

consultation with a Latino Mental Health Specialist. 

• Case managers should involve family members in case management activities and decisions. 

• Case managers should have access to ongoing continuing education and opportunities for 

advancement. 

710 • Case management should be continuous and case managers should aa as a single point of 

contact across all levels of the system of care. 

• Case managers should have access to flexible funds for the provision of wrap-around services. 

• Praaice privileges should be afforded to case managers across the entire system of care, 

including more restriaive settings such as inpatient facilities. 

715 • Case managers should have special skills in advocacy, access of community-based services and 

systems, and interagency coordination. 

• Case managers should have a career ladder that promotes growth, knowledge, skill 

development and rewards them accordingly. 
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II F« LINGUISTIC SUPPORT 
720 

• Linguistic support should be provided at the option of consumers and families at no additional 

cost. 

• Interpretation services should include both verbal and non-verbal communication in the context 

725 of the individual consumer's and family's culture, preferably by an individual from their own 

geographic and subcultural group who is conversant in the local dialea. 

• Interpreters and translators should be utilized only in the absence of culturally, linguistically 

competent Latino mental health staff and/or specialists, who should supervise assessment and 

treatment. 

730 • The use of a certified interpreter should not be treated as a substitute for treatment supervision 

by a Latino Mental Health Specialist. 

• A threshold for the mandated availability of linguistic interpretation and translation should be 

established based upon population size, e.g., 2% or 500 people in a given. 

• The use of family members as interpreters (especially children) should be strialy prohibited and 

735 the use of tertiary telephonic interpreters, e.g., AT&T telephone interpretation should be 

discouraged. In areas where there are limited linguistic support resources, qualified telephonic 

interpreters with training in mental health may be utilized as long as they receive access to 

immediate backup from qualified staflf. 

• State and court certification standards, in addition to mental health, cultural competency and 

740 confidentiality standards, should be used to certify interpreters in the system. 

• All pertinent consumer and family materials and forms, especially informed consent and 

statements of rights, should be translated for all linguistic groups. Materials should be 

pre-published for groups which meet the threshold requirements. 

• Bilingual skills for ail linguistic groups meeting the threshold requirement should be treated as 

745 value-adding for clinical staff and should be compensated equitably as such. 
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» Training should be provided to monolingual clinicians in the use of interpreters, so they can also 

provide more effective, relevant, and culturally competent services in the absence ofa Latino 

provider. 
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Managed Care 

Managed care for health ser\ ices. while not new. is fast becoming the primaiy method for 
the delivery of all health care. The salient components ofa managed care system are: 
strict utilization review, preauthorization of certain services, and negotiated rates for 
defmed levels of serv ice. Managed care also espouses a health delivery system that is 
based on the principle of preventive care and coordination of the consumer's total health 
program. 

.Although the concept of managed care is good, the process by which it is delivered is 
problematic. The primary source of these problems are the rules by which the managed 
care health delivery system, Health Maintenance Organizations (HMO), operate. HMOs 
are a hybrid of a for profit business entity and a health service delivery system. In order 
for HMOs to deliver service at the most efficient level, a . elected group of medical 
providers are either contracted with for a defmed salary and/or paid a predetermined per 
patient fee(capitated rate) for all medical services. All persons enrolled in a managed 
care program must adapt to some restrictions: choice of physicians, access to specialist 
services and length and type of medical services. 

Economics 

African Americans: Currently the Afncan American medical and business community 
have been slow to accept the inevitability of the coming of managed care and its 
economical impact. African American physicians failing to either become participating 
physicians with some managed care system or form medical networks among themselves 
will ultimately fmd themselves as physicians without any one to heal. The greater 
proportion of the patient load of the average African American physician has medical 
insurance from either a group medical plan provided by their employer or by Medicaid, 
entities that are the leaders in the move towards managed health care. Equally absent in 
the groups forming managed care systems is the African American business communit>'. 
In spite of the fact that, for now, HMOs are among the high profit business ventures. 

Human Services System: The human services provider, particularly those providing 
services to the at-risk client population, will have to make some significant adjustments. 
The degree of control over services, inclusive of type, length, and provider, and the 
questionable level of payment for services rendered may cause some agencies to fold. 
This fate is even more likely for agencies with limited resources that serve children and 
families with high social and medical risk factors. 



Services 

.African Americans: For the African American patient there are some major concems as 
to the quality of service they will receive and its degree of accessibility. These two 
concems are particularly troublesome for those in the low income category. Because 
most HMO physicians receive fiscal incentives for controlling the rate of specialist 
referrals, there is the possiblity that their patients, covered by more restrictive insurance 
programs, will be least likely to receive specialized services. Most of these types of 
insurers are among those providing coverage for indigent individuals. In addition to the 
poorer African American patient having a greater probability of not receiving the more 
complete level and type of medical services, they also will find fewer medical services in 
their communities. As the individual community doctor is squeezed out of the medical 
network and HMOs move more to centralized medical centers or as the commimity 
based enrolled HMO physicians move out of certain urban area communities, medical 
services will be further removed from the residents residing in the poorer neighborhoods. 

Human Services System: While a major impact of managed care falls on the individual 
consumer, it also has some significant impact for the human services provider, 
particularly those involved in the provision of mental health, drug and alcohol, child 
welfare, disabilities and the indigent elderly services. Many of the services provided to 
these populations are provided under Title XlX(medicaid). The type and length of 
service is driven currently more by assessments made by members of the human services 
profession. However, this is fast changing and soon most treatment services wall be 
defmed and approved more by an uninvolved HMO representative. This requires service 
agencies to leam the tools and process for effectively presenting their client's service 
needs which would allow a more defensible appeal process when HMOs deny services. 
Even with the acquisition of this body of knowledge, social agencies will have to leam a 
new way of doing business. Duration of services will be much more limited, the level of 
staff approved for the provision of certain services will change and what will be 
allowable reimbursable services and rates of reimbursement will be greatly altered. In 
addition, the human service provider must move more towards a medical model with less 
emphasis placed on the social elements. This transition will be even more exacting for 
programs such as wrap around services and services to children in their own home. 

Because a great percentage of the population receiving services from the public agencies 
is African American, the above changes will have a significant impact upon this 
community. It, therefore, behooves the African American professionals involved in the 
delivery of these services to become more visible participants on the issue of managed 
care. While there may be many ways in which this involvement can occur, the arena of 
Education and Advocacy are most critical. 



Education 

.African .Americans: It is critical that African .American health and human services 
community begin to form groups who can start educating the African American consumer 
about the economic and service issues of managed care. There needs to be education 
about how to select a provider, how the process tmly works, what are some key questions 
to ask any HMO entity actively soliciting their membership, and to be clear on what, if 
any, service limitations may exist. There is also the need to find some method for 
educating the African American professional about the economic opportunities as well as 
difficulties inherent in the managed care system. 

Human Services Systems: As to the human services provider, there is clearly a need for 
this body to begin to form training groups for developing the knowledge and expertise in 
the development of treatment plans and medical services request that are explicit in: 
diagnosis, service objectives, outcomes and service time frames. Attention must be given 
to staff qualifications and the justification of specific personnel for all service functions. 

Advocacy/Activism 

The African American community and particularly the human services providers must 
become involved in knowing what are the plans for managed care in their community. .A 
primary area of focus must be their legislative body, because it is in this body where 
many of the mles of the game are established. This is particularly tme for systems 
involved with the medical assistance program. While there is little to no possibility of 
stopping the move to managed care, there is the ability to ensure that certain safe guards 
are put in place. Specifically, there can be the requirement that all managed care systems 
have medical providers that reflect the racial composition of the area and population 
served. Standards of availability and accessibility can be required, as well as establishing 
of clear and fair appeal procedures. There is also the ability to have certain in-patient 
services, particularly child welfare services, excluded from the set capitation payment 
process. This exception probably will have, however, more restrictions placed upon it as 
the managed care system matures and govemment moves for fiirther cost controls and 
savings. 

Options 

Services Consortiums 
In the managed care environment it will be increasingly more difficult for the lone human 
services agency to survive. Moreover, the fact that the authorization for psycho/social 
services will be more in the hands of the managed care organization, places the quality 
and quantity of services in jeopardy. As a means of minimizing the impact, there is the 
need for diverse human service agencies to come together and form service consortiums. 
Such a move has the ability to provide clients with a comprehensive continuimi of care. 



and allow the agencies to be more cost efficient by defming a set rate for services. Greater 
efficiencies can be realized if there is a coordinated continuum of care and a sharing and 
consideration of certain administrative functions. 

Managed care provider 
A daring but creative approach is to join in the managed care environment by becoming a 
primary provider for a managed care system. This option is especially viable for our service 
agencies that provide behavioral health services. As a provider, the agency becomes an 
approved service group and receives a monthly capitalion rate for all enrolled members or 
some other set fiscal arrangement. The capitation payment is attached to each enrolled user 
and is not related to level of usage but by mere enrollment of the consumer. The 
advantages to the provider option are: guarantee of customers, control over qualitv and 
quantity of services, and a guaranteed level of funding. This set level of funding also has 
the potential for being a high risk factor. Should a provider have a preponderance of 
customers with illnesses that require frequent and protracted treatment, then there is 
the potential for the cost to exceed the monthly capitation rate. There are, however, 
means by which a provider could design its methods of service delivery and administrative 
oversight to mimmize these risk. In fact in some ways it may move agencies to be willing to 
move away from the traditional one on one service modality or the more conservative 
treatment methods, to increasing their willingness to take risk, experiment and be more 
creative. It will also move agencies to begin to evaluate cost factors and create more 
effective oversight and quality assurance within their programs. 

In an analysis of the issue associate with managed care and its relationship to the human 
services community, it is clear that the group must become more proactive in their 
involvement. 

Whether a National Organization such as BACW, CWLA or FSA becomes an HMO, or 
another route is taken, it is clear that agencies must begin to map out strategies for ensuring 
their survival in this new envirotunent. 



ssLies in 
ChildWeJfare 

Managed Care and 
Child Welfare 

Will it work? 
By Tracey Feild 

There is an undenk ib l e >urt;e o i suppo r t for 
managed care a i a qu i ck fi.x tor a range ot 
p i ibhc h u m a n service prob lems. C h i l d wel fare 
IS one area or h u m a n ser\ ices that has had its 

. ha re ot p r o b l e m s - p r o b l e m s that seem to o v e r w h e l m 
the >vstem and that help pu t ch i l d wel fare in a pos i t ion 
to become managed. ' C h i l d wei tare is m o v m g inev i ta ­
b lv tovsard managed care for se\ eral rea'^ons ' 

T h e c h i l d w e l f a r e system is seen as b r o k e n and in 
need o f f i x i n g . The m v r i a d of class-action lawsu i ts and 
>erMce in tegra t ion and svstem re fo rm in i t ia t i ves in the 
past 10 ^•ears attest to the ' b r o k e n ' state o f c h i l d wel fare 
Lawsu i t s m both ch i l d we l fa re and i uvemle correct ions 
assert a range of p rob lems t h r o u g h o u t the svstem focus-

considerable a t ten t ion on the qua l i t v of care and the 
length Of . tav tor ch i ld ren placed in ou t -o f -home care 
Remarkab l v a l t h o u g h most of these lawsu i ts have re-
Mi l ted m s.gni t icant lv increased resources for ch i l d w e l ­
fare^ most ot the af fected s\ stems are st i l l p l agued w i t h 
p r o b l e m . - m . o m e instances, p rob lems that have p la in ­
t i f fs at tornevs th rea ten ing con temp t act ions 

Service in tegrat ion and re forms have been deve loped 
.Kro.< sv . tems w i t h i n local lu r isd ic t ions and w i t h i n en-
nre . fates, or thev have focu.ed on single svstems w h i l e 
^^ttempting to addre .s the c o n t i n u u m ot care. Some have 
been suppor ted fmanc ia l l v and technical lv w i t h eener-
- u s f ounaa t i on grants. But a l t h o u g h a few of these i n i -
tiatiNes have p roduced in teres t ing and p r o m i s i n g 
^erx ice deliv erv a l ternat ives, none have resul ted in con 
^ensu . that the ch i ld wel fare svstem is - f i x e d " or can be 
f ixed th rough anv par t i cu la r approach 

Changes in federa l f u n d i n g w i l l force m o r e d i sc i ­
p l i n e on the sys tem. Inev i tab lv , tederal f u n d i n g for 
ch. d wel fare w i l l change in the next couple of vears and 
. ates u^l l under take a greater share of the costs. .And 
a l t h o u g h the federal g o v e r n m e n t mav reduce federal 
requ i rements , most states have cod i f i ed federal ch i l d 
- .Amenc.in Public Welfare .A^^ocldt,on 

wel fare . ta tutes and w i l l have d i t t i cu l tx r e m , " u-..-
requ i rements , es'en it thev shou ld '.vant :o ^o V, ' 
states b e - m to adiust to federal f u n d m - ch.-.n.-^s h, ' 
'•velfare w i l l not be the on l v area affected ^^,l^•s~,. ; i | ' i i . ^ 
teel the impact on income maintenance ,-,nJ Me^^i.V,,i 
A n v ef for ts to of fset federal f u n d i n - fh roL i -h ^ r u e 'r.r 
local re \enues u n d o u b t e d l v w i l l affect f und i n - , u i , l - .M, 
for ch i ld we l fare . " - • - • 

.A. f u n d i n g changes, ch i ld we l fa re manager . - h -
t o d e v e l o p wavs of ra t i on ing services whi le -^ t i l i 
ing ch i l d ren . In the past, f am i l v p reserva t ion r r o . . - - - V , 
hax'e been cut in favor or foster and res idennai carV - . r 
the services being cut are relat i vel v inexpen^iv e s,, rhere 
are few savings. In l ieu ot cu t t in t ; famiK" p r e . e r - i t . o n 
p rog rams , tak ing percentage cuts across al l prov iders 
or cu t t i ng inx est igat ive or foster care staff, ..;ood m i n u--
ers w i l l a t tempt to f i nd areas that can be cut w i t h o u t s.^-
r i ous l v i m p a i r i n g the p r o g r a m . Overuse ot res ident ia l 
care is an obv ious target in most | u r i sd i c t i onv One of fhe 
best wavs to con t ro l overuse is t h rough mana.^ed care 

M a n a g e d care is b e c o m i n g w i d e s p r e a d fo r .Medica id 
c l i e n t s .Most s ta tes are d e v e l o p i n g p r i m a r v - c i r e 
managed-care svstems for .Medicaid c l ients, m a n v ot 
these managed-care svstems inc lude behav iora l h e i l t h 
care as we l l , .Managed care is genera l lv perceiv ed as 
cesst^ul in cu r t a i l i ng the rate ot g r o w t h in Med ica id ex­
pend i tu res . In m a n v states, managed care has been 
i m p l e m e n t e d tor ch i l d we l fa re cl ients t h rough other ser­
vice svstems, mos t l v p r i m a r v care or behav iora l health 
services. 

In a managed-care svstem, the ch i ld wel fare wo rke r is 
responsib le for m a k i n g sure that c l ients ^et w h a t thev 
need but has l i t t le p o w e r in the dec i s i on -mak ing proc­
ess, . \ o longer can the w o r k e r s .mp lv take the cl ient to 
the app rop r i a te p r o v i d e r and au thor i ze t rea tment The 
w o r k e r serves p n m a r i i v as an advocate for serv ices 
rather than as the a u t h o r i z i n g agent. 
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One -oiution to the dilemma i-f control c>\er serv ice 
.uithorization is for the child vs'elfare svstem itself to pa\-
ror the -erv ices: then no approval trom manaeed-care 
•gatekeeper, would be required. This alternative, hovv-
ever, require^ that the child vveltare sv-tem forgo Med-
iLJid rein-'OLir-enH-nt on the -erv ices purchased 
Although the inip.-rt.m.e ot thi~ deu. ion mav .han-e 
unoc-ra Medicj id block CM.nt, it i . a cOstlv decision un­
der the current entitlciT-ent progr.im, 

Uhere managed ...ifc i;:vier Me-dic.iiO i . being imple­
mented on .1 large .caie there i . tremendous c'om.rnit-
ment to i t . .ucce... Cc>od news about its >ucces. nils 
pre.s releases, thus en.urmg continued and grovv inc 
support. Child welfare is likeh to be pulled in"to man'̂  
aged care as legi.lators and governors ask- If managed 
care v%orks in .Medicaid, whv can t it work in c.hild 
wel fa re 

Managed care is seen as the so lu t i on to out -of -
control human service budgets. Uh i l e managed care 
ha. become popular, if not mandatorv. under Medicaid, 
it IS becoming the .olution of choice for controlling hu­
man service budgets. .After .Medicaid, child welfare is 
considered one or the most out-of-control item in manv 
state human ser\'ice budgets, .After some gains in con­
trolling the roster care population in the mTd-1980s—as 
a result of the .Adoption Assistance and Child Uelfare 
Act Of luso—the costs of out-of-home care for chiidren 
and vouth with special needs have soared,-

Private c h i l d we l f a r e p rov ide r s are d e v e l o p i n g 
managed-care systems for other pavers. Although 
children's mental health, child welfare, and juvenile cor­
rections otten are located in separate state or local pub­
lic agencies, the private agencies servmg children, 
vouth. and families often serv eall three groups of clients 
and are paid bv all three svstems, .Manv private child 
weitare prov iders alreadv have begun planning for or 
implementing managed care through the mental health 
sv stem. Since it makes sense tor them to design a system 
ot care that serves all clientele, manv private providers 
are beginning to approach child welfare agencies with 
proposals for managed care. Through provider associa­
tions and professional organizations, information, tech­
nical assistance, and actual experience on how to 
undertake managed care are becoming increasinglv 
available. There wi l l be tremendous pressure f rom pri­
vate prov iders ov er the next several vears to privatize 
segments ot the child welfare svstem. 

How Does Child Welfare Differ from 
Other Systems with Managed Care? 

~ " * ^ h i l d welfare differs in several fundamental 
wavs from other fields that have implemented 
managed care. Because of this, managed-care 
models developed for child welfare wi l l have 

to be different as well. 

The nature of child welfare. The primarv and most 
significant difference is the involuntarv nature of child 
weitare. Clients do not usuallv come to the child welfare 
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Child welfare differs 
in several fundamental 
ways from other fields 
that have implemented 
managed care. 

.v.te.m looking tor help, unlike :nc- iTciv.ii f-.c -.'-'̂  
primarv he.ilth care -x'^tem.. In those -v-tei^i-. 
looking for help u\ int it badlv enough to .lo'v o,' •;-. ' 
their own behalf- It thev are .ick thev g..̂  to T C • 
thev take prescribed medicine, it thev Jo> ,'iot ce: 
thev go back to the doctor Patient.- ' mtiTo-t-":';- ;:-c'' 
ov\ n well-being motiv ate them to adv ocite on the:; , • 
behalf. 

Child welfare clients do not u.uallv .ome to :•••.• -
tem looking ror help. Once in the-v-teni tnev , . t - , -
resistant, it not hostile, to the help that i - ..tterc-ci', 
ther, thev do not have the opportunitv ô .jer--': 'i 
when thev are -well- and no longer m ;ieed ot -v- r , - -
interventions. In tact, child welfare interv ention- ,-i,u b. 
imposed on unvs i l lmg families bv the court, or ooi^ce 

Thegoalsof chi ld welfare. Another significant ditr,"-
ence between the child v\elfare .vstem .ind ofhcr -v -• 
tems that have implemented managed care i - -.o. 
overriding goals of protection and perm.anencv i ^ - , - . 
these goals affect the treatment p'roces.. Child v. eo -,-. 
cases are opened because the .v stem as.es.e. a thre.ir^, ' 
the child's well-being. The factors that contribute -o :hi-
assessment include familv, household, and commumt-
considerations. Unlike other sv-^tems. the goal ot the in­
tervention involv es more than stabilization or improv e-
ment in the child's indiv idual level ot functioning. The 
child welfare svstem concerns itself with the entire tam­
iiv environment in which the child wi l l grow and de­
velop. The impact of this mandate is that the familv is 
critical to the intervention prov ided to the child. Further 
the interventions provided to the parents mav be criti­
cal to. or mav be the orilv intervention prov ided on be­
half of. the child. In some instances, the mterv ention 
provided to fhe child cannot be undertaken apart from 
the intervention provided to the parent. 

The goal of permanencv, which is fundamental to the 
child welfare svstem. results in case decisions that might 
be foreign to the mental health svstem. The child weitare 
worker must look at the long-range relationship be­
tween the parent and child and decide how best to main­
tain or strengthen that relationship until fhe age or 
maiontv, Forexample, a child welfare worker w i l l place 
value on leaving the child in the home for treatment to 
ensure parental involvement and "connectedness ' w ith 
the child, versus removing the child to an alternative 
setting—even when that alternative mav be an easier 
treatment setting for the child—if the worker believ es 
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virtner, tne . 
factors v\ ith:n 

'circumstances ;r-e 
V entions provided 

tiiat the parents involvement v\(.Hild i i therwi.e ivane 
Mich a Jeci.k>n results from the overriciing goal or per­
manencv rc-r tile ciuld, 

C^>nver-ei^ r:H' . i i i l d mav have tci be remcn ed tnim 
:i,c ' ; -k ot iiarm i . deemed to be tOc> 
mid mav ni>t retLirn hcime until the 
tile iiome .ire reduced, Liider the.e 
-•:i:lJ - primarv neeci. mav be inter-
to the parent.. Recalcitrant, hostile, 

or uncooperative parents mav prolong the interv enticin 
required tcir a -eeminglv . imple problem, 

V\ lien parent, are not available to the child, the goal 
of the sVstem i . to find parents or an othervv ise suitable 
and permanent living arrangement that wi l l offer appro­
priate interventions, superv ision, and guidance until the 
child reaches adulthood. This responsibilitv is tar 
broader than anv role defined in other svstems where 
managed care has been implemented. .Although both 
primarv health care and mental health mav require in­
volvement bv parents or other familv members in the 
treatment process, this involvement is usuallv ad|unct to 
the intervention provided to the child. 

The state's role. Another major difference betvseen 
the child welfare .vstem and others that have imple­
mented managed care is the impact,ot the state s role as 
parent, which demands consideration of ethical issues. 
In both the primarv health and mental health public svs­
tems, professionals maintain the right to refuse an ex-
pensiv e treatment if the client is a poor candidate tor 
success. Frail, i l l . or aged clients mav not be given or pri­
oritized for organ transplants: resistant clients w i l l not 
be giv en substance abuse treatment. 

Each .vstem has procedures tor assessing a client s 
likelihocid ot successful completion of treatment, thus 
alio wing the svstem to Lindertake a cost-benefit analvsis 
of prov iding the treatment to that client: Is the client 
likelv to get better as a result of the intervention, thus 
making the expenditure of scarce resources on that cli­
ent worthw hile^ If the answer is no, the intervention 
mav be denied or placed at such a low priontv that it 
never wi l l be prov ided. This procedure is a kind of triage 
and is othervv ise known as the rationing of scarce re­
source.. This rationing process occurs wi thin all human 
.erv ices, mcluding primary health care. Rationing can 
become controv ersial, however, when it results in wi th­
holding treatment from clients in need. 

The mental health svstem alwavs has viewed itself as 
a V c>luntarv .erv ice sv stem—that is, clients must ask for 
.ervices. Because of scarce resources, the mental health 
sv stem alw av s has been able to prioritize services. L'n­
der managed mental health, clinical protocols are the 
guidelines used to determine who qualifies for the vari­
ous tvpes of services based on svmptoms. These proto­
cols mav include criteria that exclude clients in need as 
w ell. For example, a child's svmptoms could meet all of 
the clinical criteria for acceptance into the serv ice but fail 
to meet other related mandatorv criteria, which would 
result in the child being reiected for that service, Ex-

Rationing can become 
controversial when it 
results in withholding 
treatment from clients 
in need. 

amples of cuher related criteria .omiPonr-. c 
havicirai health managed carc iiiciucie 

• ramilv members or a gLiardian wil l ,o!iim:t :,' 
necessarv evaluations and tre.itnicnt. .1- .i 
ccMidition ot admission and continuii^g -MV 

• the discharge residence i . knovvn at liie -i t-c- •; 
admissic^n, 

• the client 1. amenable to treatment •.•iici .K . c r t -
the need tor treatment, and 

• the child's behavior wi l l tit v\ itlim tiie tre.u-
ment milieu. 

In the child welfare .v . tem, the concept ot cu-iojo. 
means that the state is acting as the parent on eitiic ' .; 
temporarv or a permanent ba.is. The -v-[c ; i i 
swamped with adolescents whose emotic^n-ii ,i;i J b-e:-.;-, -
loral problems are severe and fi^r whom tiie ! 1 kc •::••, ••'O 
ot successful "recoverv," however defined :;ir.'L:c:i 
costiv residential treatment is either unknov\n ,>r io.-. 
Part of the child's poor prognosis mav be due to ti^e '.in-
willingness of familv members to particip.ue in ;'-~e 
treatment process, the failure or the child to .KCept tiie 
need tor treatment, the child's behavior, or the pare:^,i-
refusal to care tor the child after treatment ^onie or 
these problems also mav be caused bv the child . ioiig-
term involvement in the child welfare .v -tem, 

.Although the mental health svstem mav retu.se to rre.!; 
these vouth based on a set ot mandatorv CcHiditicMi-, :t 
would be unethical in the child w elfare .v ^tem to retu-c' 
treatment to a child because of doubt that the treatm,e:it 
would be effective. The state as parent mu.t -eek .inJ 
pav ror treatment tor a child in need, regardless v>r th.u 
child's potential for recov erv, There can be no r.itioniiig 
of resources that excludes a child becau.e he or -he :-
"too sick" or does not have the familv characteristic, or 

children who benefit from treatment. The child w elf.ire 
field does not accept the premise that .ome chiidren 
mav be bevond help. 

Control over conditions and inter\entions. A twwl 
difference between child welfare and other .v stems th.'.t 
have implemented managed care is the degree ot control 
over conditions and interventions. Child v\ eltare prob­
lems are rooted in social problems—pov ertv, uiiemclov -
ment. poor education, adolescent pregnancv, drugs . H I J 
neighborhood violence. The conditions that resuit m 
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-V mptom- cinnot be c-liminated ,md a f^oroon,: te Mitc-
ler i t ior i . cinnot be e.t-iiv determined or .iciiieved 

Nor doe- tile -oiution to ,i child '.velt.ire L-roblf" i | 
• ^ expet-ti-e ot rhe child e'Vlre -v-rem 

:^-elt, Liiili^e in niediciiV' or mentai liealtn. In medicine 
^ " - i - - - ' -aui re .1 range ot medi..i! -peci.iii-t- to 

^'"~"''^' •''^'•^'"•-^'^'^''•!^-'^^roblc-n-ii.ivrec|UMV,iran.-e 
or mental ne.iirii o.-ote-ional-. A J i i l d weitare problem 
'•'" ^^-";nvr h . i n j , :.vu reo u; ;v c:i 1 Id w el r.i re ex L̂ er 11-e' 
"''•'"^•^', ^'^^'^''''--t^' - 'ont , i i i-cMth -oeciaii-t-,'.1,10 1 
'ange or ,.riier prore- ional- , including ccUicator, -.,10 

->-'r' 'CO '.-.orkers rrom hou-ing exLV'rt- ro iionie-
m.wc-r-, rne abiiitv or wiMmgne- ot the needed ran-e 
or prore-sional. to under-tand and treat their -isecrilfes 
- ' t h i n rhe context Ota broader set Of problem, and child 
'•'"•^''•'^ ^'ff^n IS limited, a. each specialist pne^ri-

tizes 111, or her own protes.ional goal.,' Moreover the 
child welfare -.corker often mi i . t deal with a iuvemle 
ILidge whose a.se.^ment ot the tvoblems and needed 
mterv ention- mav be verv ditrerent and who mav order 
-pecific interventions regardle^. or diagno-tic ev idence 
pre-ented bv the w orker. 

Can Managed Care 
Benefit Child Welfare? rhe nature or the child weitare -vstem compli­

cates and changes how managed care must be 
conceptualized and designed to meet the 
needs ot the client population. Child welfare 

managed care .hould not simplv follow the path of man­
aged care in primarv or behavioral health care, Certainlv 
.here w i l l be pressure merelv to adapt e x i ^ t i n -
managed-care sv.fems without concem tor the unioue 
elennents of child welfare. This approach, however' is 
not likelv to serve the best interests of children and fami­
lies or the child welfare .vstem itself, 

L nderstanding the nuances ot the child welfare svs­
tem wil l be paramount to undertaking this design ettort 
Mariaged-care companies hoping to expand into child 
•ve tare wil l not be able to relv solelv on their primarv 
and behavioral health experience in the development 
proce.s, r" 

The rield ot child welfare requires an entirelv new 
conceptualizanon ot managed care, includmg a clear 
delineation ot goal.. Policvmakers mav regard managed 
care as a mean, to harness spiraling costs, but managed 
care can have different, more programmaticallv positive 
,^oal. within the context of child welfare. Designing 
managed care for child welfare should begin wi th iden 
t. v.ng weaknesses in the current svstem that can be 
addressed through managed care 

Responsibilitv. In the current svstem, the ma|or plav-
ers-pr ivate service providers—do not have and there­
fore do not take responsibilitv tor how the svstem 
operates. In most states, private child-canng agencies 
provide a substantial portion of the care and serv ices to 
amihes involved in the child welfare svstem. .Most of 

these are v oluntarv agencies that raise some of the funds 
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thev use to provide care to puoi i , J i , !J ., ,,ir 
These providers .ire essential to the -v -tem • • •• 
-rates, the pnv ate sector 1. V levxed not a-a p.),---, -
-erv ice deliverv proce^-, but as .1 res,, ai ree o,. 1 • ••• , 
portorthecLirrentsv-,tem,there ;re-ore'- - •• 
-Vstem over which the child w eitare v̂ •. .rkc'r i - ' •• 
r h o n t v - t h e schcX^Ls. the coLirt., and nn-oici, •;• ' 
tal health prote.s,onaIs. tor examnie-t '-. u •-. 
Linder-tand a worker's reluctance to Mke on ^ -

Nevertheless, when tragedv occurs m rhe • 'o:'/ ' 
rare .vstem, as it occasionallv and inev.tablv :,^e- •• 
.v . tem .tands alone and otten i - Jiar^-ed wr,-
behind contidentialitv to cover mcomrJtence •: 
several child welfare class-action lavvsu^s rh,- , - V . 
the countrv, private child-caring agencie- i - ~ ' -
vided .ome Ofthe most damaging te-timi^nv • 
public .v . tem justified or not. in manv are~s -
countrv there is little confidence in the - u h i , , ... J,,,-, 
Partnering with the private .ector m a reasonaoie 
could serve to build or re.tore conndence in th.. n,ici''-
.vstem bv separating direct service rrom over-ioiit !• 
this wav, responsibilitv tor the .v . tem' - actions „ u , i j 
shared, 

Fiscal incentives. The current .vstem has r u i m . M 
mcentives to keep children in placement rather rh in Re­
turn them home as quicklv as possible, Pnv ate residen­
tial child-caring agencies traditionallv are paid per dicn^ 
rates tor each child in care. Regardless ot how the mre's 
are determined, there is often little incentive buiit n - f 
the rate structure to serve the most diff icult children 1. 
a di f f icul t child requires more care than the avem.-. 
child within that program, it u i l l cost the prov ider m>.re 
to serve that child, .And it a child is relativelv ei-v to 
.erve w ithin a rate categorv, the provider has an incen-
hve to keep the child in care- the bed is filled ind rli,-
costs are low relativ e to what thev might be with i more 
dimcult ch.ld. If the bedisemptv. there is no reimbur-e-
ment. Reducing the level of service provided to anv 
child because his or her level ot functioning improv e-
means a reduction in the pavment, 

.All of these factors serve as incentives to keep childre n 
m high levels or care, .Added to these perv erse tmancnl 
incentives is the tendencv tor public agencv worker- .-o 
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gciicv -i t i i . i t ior,- , tnu . Ignoring -t.io 
rile '"c.ult is a .v-tem that i - likelv to iiav 

I're e •!: io •"o!T in out-iif-iiome c.ire tiian !iece--arv 
ngcr oer o'Ci- ot nnie cnan [iece--arv. 
Diagnostic cjpabil i t \ - . Cli i ld w eirare diagnostic - k i l i -
c •••-'-ik, ,::'„: t 'ff '-c i - iittie . icil i tv ro empirici i lv link 

gi^i'-e-, mterv-...ntion. .iiid outcome-. In 
.11 

-V : i U " t o n i . , 

rno o-"imar 
:• tile' n iont . i ! :ie,::r:i - ' 

. •g 'ecmeni r-egardiiig -v 
-lilci e^.pec ted . >LitcOnie-
- i i i p - iinH'Pig -V m p t o m . 

••.•-rL^m, .l ivi to a ie.-er extent, 
••em -iicTe i . at ie.i.t gei^eral 
iptom-, di.igiio-e.. treatment-. 
In elllld welfare, tiie relation-
iiagnose. — Li-ed in tlie general 

-eii.e. not ; : i reterenee io -pecific mental health ê r medi­
cal eiiagi^. -nc ceKle-: intervention.: and outccmie- are 
nuiricv , i i be-t. The intervention needed to 'cure " a child 
w eirare pre'blem i . not alvv av - clear. The .vstem iias de-
. eloped a limited .et e'f interv"entic">n. that are iifrered ti') 
.iddress niost identified problems, Frequentlv. the.e in­
tervention, are entered ba.ed more on availabilitv than 
v'li eiemon.trated need 

The diagnc'stic process in child vxelfare ha. not been 
well developed and has focused on r i .k as-essment— 
tile risk or future iiarm—and ramilv a.se.snient or prob­
lem identification. Sĉ me of the instruments develiiped 
require iiighlv trained statf to exerci.e professional iLidg-
meiit in completing them. This can be problematic when 
the neigliborhocids and regions vsith the highest 
caseloads and the most senous child welfare problems 
are more likelv to be staffed vx'ith the least-experienced, 
leasr-tramed workers. Further, staff often are not com­
petent to diagnose some of the more serious emotional 
problems common wi th in the child welfare svstem 
todav. 

Exacerbating or perhaps underlving the problem of 
diagncistic capabilitv in child w elfare is the lack of evalu-
ativ e data linking svmptoms. diagno.es, interventions, 
and outcomes. L nlike primarv health care, and to some 
extent the mental health field, child welfare has verv 
limited. It anv. outcome data. Part of the reason for this 
dearth e'f OLitcome data is a lack of consensus v% ithin the 
tield regarding outcome indicators or measures. There 
iiave been tew long-term stLidies of the effects of various 
incerv ention. on familv or child functioning or on child 
-atetv, Regardless of efforts to treat child abuse and un­
derstand v\hat mterventions lead to successful out-
ccMTies, clinical research and evaluation is extremelv 
limited. In chiid w elfare. the relationships among svmp­
toms, diagno.es. interventions, and outcomes are mea­
sured anecdotallv rather than empiricallv. The result is 
.1 decision-making process that relies on what interv en­
tions are available, since it is not alwavs clear what is 
needeci 

This problem is one of the biggest impediments to the 
image of child welfare. Child welfare professionals sim­
plv do not have svstematic evidence that the services 
thev prov ide do any good. Without this ev idence, the 
sv.tem IS susceptible to attack at every budget hearing 
and'unanticipated familv tragedv. 

Those considering 
managed child wel fare 
must clarify whether 
"saving money" means 
spending less than is 
currentlv spent or 
curtailing the growth 
in expenditures. 

Util izat ion data are rr.ignienteei l l i l , ; . ; 
primarv-care and mental i i c i i r i i -v--e rr- .,: 
data e.sential to deveicipmg c.iP'r.ueet r.-.te- :-..,: 
available and relativ elv accurate Fin-•,-ei i ,e : • :••. 
form and detailed billing reeiLiiremenr- or :'-e " '• : 
prcigram," In child welf.ire, iiow ev ê 'c -v-re 'V,- ,:•. 
ment is not Linitorm aero-- -t.ite ,::vd . 
fragmented v\ithin a -rate. For ex.; ivle^ . i ê -'r̂ --, 
data otten are kept separatelv -CTVI.C^ : 
data. Further, it i . no: unu.ual tor eontr,ier- : • Ce' 
based on cê sts rather than -erv icc' u:-;;- LTO- ••Je'O 
dividual clients. Developing Litil!Z.ir:on L .̂itte'r-rr- -r 
and costs ba.ed on per-client unit- or .^^.i-.,, •_-;•, •. 
therefore becomes neariv impii--ibie V, olo'.:: 
data, managers otten find it dirricuit [o : . : e : , 
manv clients received vvhat .ervices .u .•,:'.:: ., -• 
over what period of time, Legi.lator- orte:' , 
weitare as a large black bvix intei w Inch mil l i i ' :> 
lars flow bLit trom which emerges onlv .i VCTV ce 
picture of what happens tei the monev 

Each Of these areas can and must be addre--e e: ':• 
welfare it managed care i . to be impiemented, Veto, 
ing each of these four areas vx oLild .erv e the neiei or 
welfare v\-ell. regardle.s of fhe succe.. or man.igcoi 
in sav ing dollars. 

:>ave 
Can Managed Child Welfare 
Save Money? 

f fate and local public child w eirare .idnnni-ri .; 
studving managed care are dk>ing -o pr:in.i 

I due to budgetarv concerns Their budget- o 
been cut or are aboLit to be cut, en thev .ire' .m 

pating the effect ot federal changes on their bvuic 
Managed care has been touted as the vsav to bring 
man service budgets under control. But otiier than 
portions of child w elfare services that hav e fallen L;:-
behavioral-health managed care, or verv limited p 
proiects. there is no real ev idence that managed e.nê  
save monev in child welfare. Further, those eon-iei-o:-
managed child welfare must claritv v\ hether -.iv 
monev " means spending less than is currentlv -pe ii 
curtailing the growth in expenditures. Obv lovi-iv 
former is a more formidable goal. 
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Four competmg factors wi th in the current -vstem 
w i l l affect whether managed child weitare can .ave 
monev. Each -fate—and each CvHintv wi thin countv-
.idmini.tered s\ , tems—will have to weigh its position 
r-elative to each r.ictor to gauge the potential tor -a-'ings. 

Current ut i l izat ion of high-cost residential place­
ments. The cleare-t eo.t-saving mechanism in managed 
care i . reducing higii-eosf placement dav. Once child 
wc-lrare agencie. race .1 ti-ca! incentive te> reduce tlie 
level of care or the length ot stav, thev move children 
iiome or to less-costlv placements jur isdic t ion, with 
large numbers or children m high-cost re.identiai place­
ments could .ave monev under managed care, Iun.dic­
tions that alreadv have made significant efforts to 
reduce these placements v\ ill see fewer, if anv. savings. 

Current level of underserving children and families. 
In manv lurisdictions, large numbers ot clients do ncu 
get needed services because of funding limitations. 
Ca.evsorkers do not bother to assess the need ror ser­
vices that thev know are not av ailable L'nder managed 
care, service provision would be based on clinical pro­
tocols without reliance on vsaiting lists to ration re-
.ources. To the extent that these protocols define a lev el 
of serv ice that heretofore has not been provided, costs 
VN ill increase uncier managed care. 

Level of current provider payments. The donation ot 
a portion of the cost ot care, virtuallv nonexistent in pri­
marv or mental health, is common in the child welfare 
sv stem among voluntarv, not-for-profit agencies.' If cur­
rent prov ider pavment levels are so low that the cost of 
care is .ubstantially subsidized bv the private sector, 
there w i l l be less potential for saving monev under man­
aged care. 

Effect of the screening and investigation process on 
caseload size. Currentlv in most child vvelfare agencies, 
there is an informal relationship between the screening 
and investigation process and caseload size. When in"-
take increases, screening and investigatorv staff "con­
trol " intake mformallv bv applving stri^cter standards for 
ea.e. to inv estigate and cases to open. This mav be done 
consciouslv or unconsciouslv, without a change in the 
formal intake criteria—|ust a subtle change in how staff 
mav "read" the situation, \ev ertheless, this shift serves 
iiitormallv to control the caseload size. The number of 
phone reports not inv estigated or the number of cases 
not opened as a result ot these informal controls is un-
kiiow n and likelv varies from agencv to agencv and 
from staff to staft," 

should a child welfare system privatize its ongoing 
caseload through managed care while still undertaking 
the investigation function, the public agencv screening 
and investigatorv statf would have considerablv less 
concern about the size ot the caseload. Private agencv 
.taff, paid out of someone else s budget, would address 
ongoing cases. L nder this scenario, coworkers would 
not feel the impact of opening a higher percentage of 
investigated cases. Hence, more cases likelv would be 

The development of 
child welfare managed 
care cannot be simplv an 
extension of Medicaid or 
behavioral-health 
managed care. 

c'pened Tiie extent or this piienopierion I - kno . , •- ,.. 
I . probablv best estimated at the U-ci! nit.ike 'ev e : 

,Additionallv, there are a number or -peeirie :v.:[- o j . 
care design decisieMi., including tiie' imp.iet m-L- • 
mentatiem on the -ize and respori-ibilitv ,-r •.-•.,•• • 
agencv statf. that wi l l affect the abilitv or n\;n.i.,je^.: 
to save monev tor a .v stem, 

C hild ^^•elfare and managed care cm be :• • 
ible if the concept, and techneMO'g'e- :-
aged care are configured to .leijre-- •• •. 
unique qualities and re.pon-ibiiitie- , r . ' :, : 

welfare. The development of child •.-.elt.ire i".v,;ce.: 
care cannot be .implv an exten.ion or Meeiic.iie: .-•,-
havioral-health managed care. The child '.-. elfare -•, --c --
requires a reconceptualization and redc-ign ot m iiMge,: 
care to meet its needs and responsibiiitic-. Tin- e-r,T-
w ill require the collective thinking of child v-. eb.ire ••• ,::•-
jgement and line staff in both the public and t:~e p: 
.ectors. The complexitv ot the is.ues 1. likelv :o ••••,:•;, 
more time and energv than mo.t .tate. mav be^ o, _ 
to allow Since it is quite pos.ible that the deci-ii'ii :o 
implement child weitare managed care mav .veur o. :•:•• 
out the input, support, or concurrence of public eooo 
welfare administrators, it is crucial that this plannn-c 
begin immediatelv, V\hether child welfare managce: 
care vx ill produce savings is unknow n, but anv ertort t,, 
significantlv change the .vstem throLigh managed e.ir-e 
for the purpose of cost savings .hould be accompanie ,1 
by an effort to improve the svstem. If the onlv PLirp>.->, 
of implementing managed care is to cut co.t., there .ue 
easier wavs for the svstem to accomplish that goal .M.in-
aged care is a significant enough svstem change tiiat 1: 
should not be undertaken unless its underlving goal .irvi 
intent is to achieve an overall improvement m the cin id 
welfare svstem, p\\ 

Traccu Fci'hi ,'s avmtncr at the b\:.titiit,.- *cr Hu'n.ii 
,M.?rMyc.'//t'Jif, Bctlic>iia. .W.ni/Lvhi. .1 Ci')i-;(/f;i;o 
that :rork< :ntl i .fyc'ic/cs o>t child ivd'-arc •iia);ri<:c"!t 
nance i<<uc:̂ . She i< a termer exec:itii-e director ĉr 
>cr:'(ccs .ALiniiniytration. Wan/land Pernrfnent c 
Re<oiirce<. Baltimore, and a termer depiitu direc'or 
.t'rr/ccs and income niaintenance. Ohio bei'art'na 
man Ser:-icef. Ci.'/i///;i'i(s. 

'•'•tl-' 

It 
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NOTES AND REFERENCES 
Feild 

:, I .ne Lor.er 
:-i'd •.^ejr.-e 
L-re-<t?^J re^ 
Mjnj^emeni •?: 

• y. tne --are e"̂r ^re^^\rri in 
re,^'e.[t'jre; reen e-̂ -
t i r j re ror Hum.m .er'.^;ces 
'ilel '.^eirare Jetm::ii?tr.iror5 

rnroucr-e'ur rne eourrr', :•. no -ore mcrc iMnc 
'ei isLir iee Jnd iunern.'.rori.i i nre;.-;'jre :o con­
trol i;ro^sr:n 

- For a discussion or cost j r d s^ri. 
trends in roster c j re over time, -ee House 
Commit tee on W j vs j n d .Means. . ' G - e t " ! 
s..i,̂ i: I VV ashinston, D,C, l^s>2; •^uci_o;2 

3, ,Alttiouijn th.e m.ental neaith sv-tem tra­
di t ional lv has pr ior i t ized clients based on es­
tablishea criteria, rhe sv stem s legal abil i tv ro 
do so chan^ged ror .Medicaid-elittible chi ldren 
under the Omnibus Reconciliation Actor Î S<? 
lOBR.A 19S91, This law required that ail ser-
V ices deemed necessarv for .Medicaid-eligible 
chi ldren must be i?rovided. This el iminated 
states abil i tv to retuse to serve clients or to 
place rhem on mderinite vcaiting lists ror ser­
vices The requirements ot OBR.A !9Sci have 
not been rullv recognized and implemented 
in all states Where thev have been imple­
mented, some states have restricted services 
bv narrou lv def ining medical necessitv, The [ 
status ot these requirements is uncertain un­
der the proposed Medicaid block grants ! 

4 This IS also due to tederal requirements 
tor rhe development of Medicaid manage­
ment inrorm.ation svstems and to the avai l­
abi l i tv ot enhanced tederal funding to pav ror i 
rheir development, '.vhich has been available 
in rhe Medicaid program tor over a decade, I 
s imi lar mandates tor chi ld weitare. along I 
'.Mth enhanced tederal tunding, have onlv ' 
been made available w i th in rhe last three j 
•.ears 

1, This IS a true donation to the cost ot care, 
supported bv endowment and active rund-
raising ettorts, not merelv a rorgolng of prof­
its that mav occur among medical providers, 
\ ' o r IS this donation a Medicaid refinancing 
scheme, such as the provider tax imposed on 
meoical providers in manv -rates in the last 
several vears but now rorbidden bv the .Med­
icaid program. In manv states, provider dona­
tions can be as much as 20 to ?0 percent or thie 
cost of care. Chi ld i\elfare is one of the few 
rields in i\ h!ch rhere orten is some expectation 
:har providers contribute to the cost of the ser-
'. ice thev provide, 

f. This observation is based on the 
,iuthor s conversations w i th administrators 
and supervisors over the vears. 

I o r I d J 
e J.itJ 

Goerge, Wulczyn, & 

^ 1 , This ar t ic lV is adapted rrom Robert .M. 
Cjoerge, Fred H VVulczvn. and .Allen Harden, 
Fy<;er Cirr- Dun jn t i ! \ 19S} -1991 .-\ Revort of 
r'le .Mrc'tisfiire Foster Cnre Data .Archiz-e (Chi­
cago Chapin Hall CenteKfor Chi ldren. 1994) 

- The ciatabases ot Missouri . i rd 
,'.!redd'.^ hav e oeen a j o c d Com.p.ir.ir 
on J M ies^en urates wi i l be -c i rurea :r rorrh-
•--^imini; archive pjbi icar ions 

In, Jelclition :o rhe c i r ub les rhat rorm rhe 
.>.rchi\ eV core Jara, rhe ,!rcr-n e rerains al! rhe 
orher Jata ei.^nrr'bure'j bv rhe ,-rares, •,^h;cn 
c.;n ĉ e '.iseo m a •. .;rictv of research - ruces 

^ E^^-^pt ror Cahrornia and Tevas, J j ra m 
•his recrion ..n rhe article are r jKen jirecrh.^ 
rrom rhe archive ror each '.ear rrom i ^ . l ro 
.'-•^2. Data from Te \a ; -pan the vears i^S.'-
19«;, •.\ hereas the Calirorma dara co'. er 19,s,s_ 
'i'^'^Z. fo r Texas and Cal irorma .s e orew 
vear-end census counts rrom internal agenc.^ 
rallies ror rhe years preceding archive dara 
availabi l i tv Thtese extended sources present 
one complete rive-state time series ror rhe .-'ull 
iO-vear period, bi subsequent rabies and rig-
ures, onlv those data maintained as part of the 
archive are presented. 

r Our - tudv probablv underestim.ates rhe 
total errect ot urban caseload grow th because 
some urbanized areas—-uch as -an Anronio, 
Texas, and Cal i to rn ia ' ; ^an F-ancisco Bav 
area—are classified m the balance or the 
state," VVe selected rhe chosen counties in 
consultation wi th our state collaborators to 
enable us to examine the issue or hether ros­
ter care trends are dominated bv large cities 
and the counties in •.% hich thev are located, 
Onlv in Texas was it clear rhat we had to 
choose two because'of rhe impact thev both ' 
had on the Texas toster e-are caseload, 

0. In Texas, kinship placements are coded 
in the same manner as other licensed roster i 
home placements. In ,Michigan, kinship place­
ments often are identi f ied, but no dist inct ion 
IS made between such placements arranged 
through the state chi ld '.seftare svstem and 
others arranged through prmate agencies, 

r. In part, the increase IS attr ibutable to rhe 
large number of chi ldren alreadv l iv ing wi th 
relatives as foster chi ldren, *-ho were not i 
counted as part of \ ' ew York Ci lv s toster care 
populat ion, ,As a result ot a le^al challenge, 
the "preexist ing" kinship caseload was for- i 
mallv recognized in 19,S7 

S, See Robert .M, Goerge, "The Reunirica- i 
t ion Process in Substitute Care." s jc r j i iervice- • 
t^evieic .•ii4 (September I'̂ '̂ i.l) 4;2'-4.S7 and 
Paul D, .Allison, Event Hi i tcn/ .•l/u/uJjj. Rc'C-ei-
<wn tor LongituJi tM E-.^nt D a u ' t k e w b u t v 
Park. Calif,: Sage Publications, 10S4i:'',, ' | 

9, See Goerge et al.. Fibrt-r C-ire Oi\n.:ni:ci. , 
39-44, for a discussion of the results of an | 
analysis using proport ional hazards models, | 

Sullivan 
1 ,According to the .Administration tor Chil­

dren. Youth, and Families. L,S, Department 
of Health and Human Serv ices. Mav 9, 199b \ 

2. .According to the Indiana Familv and So­
cial Services .Administration (FSS.A), Bureau 
of Program Evaluation, lanuarv ,S, 199^, 

-rare, unuar^.^ 1 ' 1 
Acc'r j ; n c ro F~s v, Br, :e.^ 

FS-A i"'rr,:;e Med:,,v.: L, 

^ Indi.ir.a r^..o:,^ L.i',̂ , I l--^^ 

" C - Dep.irrme-r ••r c •-•-: 
• V Labor Sr a r i.-ric?,, •: • • :, „ •' •• 
ron, D C , i - ^s , 

s Ir.eJjana Puirhc Uw : -v , -• 

^ Induna P^jbiic LJ^.-. — 
'0 Cenrer ror LJ'.% .-.:-d 

• AFDC__Caseload O^.^-i-n,., i..,.. 
Block tyrant Planning r.ic: - -
Cenrer ror , i rd -Oe:.:, T.̂ : _ 
ron. D C , c'lctoper 2 1 '̂- = • 

1 • According ro =-.v, 3.:-e.:'. 
E'. aluarion. : 

i I . FSSA, Bureau ,.r P-.^..;:ar-
Srarewide '.Velr.ire .'^t-r.T- '.-i 

v idual Statistics " W.y.- . - . '-'-r. 
13, FSS,A, N u m r e r Chi ld t: 

cilities " lune 
14 The Chi ld Care ,Aer;on C,i 

national, nonprcMit .•."'jiitiv'^n -.ir-
and based in , \ew V>r,v C f , l :-
part, 13 to " increase rhe a'. .•:::.lb : • 
affordable child care, tor •.-••-
dren, rheir ramiiies .?jid r,-e •.•.•, 
being or rhe na t i on ' Chi ld c 
Campaign and rheCenter ror P. • 
nV es, /•;;•:•-rrirc .'i r:•;• r^:.;L 'c _'•:,,,: 
.'ix Or-r;;"rs -.T ;•:;• P [ , r i \ 
, \ew > ork: 19̂ 1 .li, 
1? Indiana Human Rt tou r .e 

Counci l , .-\ sr.irc:i:,;t' .J.-.^ci.- •,•;•••; 
Rc ;iO".il! tW/.'-jre- Ri-V-'! ,~ 
napolis^ Februarv 2", IVJm,': 

16, FSSA, "Ev erv Famiih. C.. j r 
ana" iStep .Ahead brochure 

Pearson & TJtoennes 
This article •.̂ as develored . . ider .: c 

from thec^fticeof Chi ld Support S.-,:,'r.•.••: 
'OCSEi, ,Administration tor C l - i id - :-
Families, L,S, Department or Hc-.i:i:-, v-,: 
man Services, ro rhe Colorado DepAr-,~e^ 
•.ocial Services, The v iev\ s e \pre- -c ' j -er,^ 
those Of the authors and do not 
represent the position or pii l icies.'t e"'C--
Colorado Department of Social - e r , i . ^ -
the Denver Division or Chi ld Supp.vr 

1 .Amara Bachii. •Ferti l i tv or A c i : 
Women: lune 1<W2. ' Cii.-^c-.' p ••-, , 
rc r t ; P:0-47(,1 (VVashington, D C, L - '. •(-
Bureau. 19>13) 
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