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In late 1987 community mental
health centers in the Rochester, New
York, area began enrolling persons
with a history of extensive state hos-
pita! care into a comprehensive capi-
tation program. This program in-
volved a prospective quarterly pay-
ment to a lead provider agency to
coordinate care for each enrolled per-
son at one of two levels. At the first
level, the agency assumed total re-
sponsibility ftr comprehensive care
for each enrollee, including all

aspects ofliving. At the second level,
the agency assumed responsibility
for all ambulatory mental health

care, which included psychiatric
medications but not medical cover-
age or residential care. Participation
in the capitation program was volun-
tary for both providers and patients.

The demonstration project that
sponsored the capitation program
ended in January 1993, and the pro-
gram was terminated after a total of
more than 700 persons had been en-
rolled. In this paper we articulate
what we learned in the course of con-
ducting the program, discuss the rea-
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sons for its termination, and assess
the potential value of capitation
models in promoting care for persons
grappling with long-term serious
mental illness.

Several writers have described the

opportunities and risks associated
with capitation programs for serious
mental illness (1-5). A synopsis of
some of the issues raised is presented
here in the context of the Rochester

experience with capitation.

Capitation opportunities
By assigning providers a clear re-
sponsibility for care, attaching
money to individual patients rather
than to units ofservice, and reducing
restrictions about types of care pro-
vided, capitation offers a unique op-

portunity to improve care for persons
with serious mental illness.

Assignment ofclear responsibility
for care promotes continuity of care
outside institutional settings, con-
tinuity that has generally been lack-
ing for persons with serious mental
illness. It also promotes more aggres-
sive outreach to avoid dropout from
treatment or exacerbation of illness
requiring more expensive levels of
care.

When adequate funds are at-
tached to patients with serious men-
tal illness, services that were often

unavailable in the past can be devel-
oped. Removal of restrictions in cov-
erage enables the care plan to address
all aspects of an individual’s life that

may complicate adjustment or re-
covery from illness.

Rochester providers who partici-

pated in the capitation program
greatly appreciated the opportunity

to address the needs of enrolled mdi-
viduals without distraction, rather
than having to design care from the

menu of reimbursable services avail-

able. In fact, systems of care devel-
oped under the capitation program
did not depart significantly from rel-
atively traditional clinical models,
relying most heavily on case manage-

ment, continuing treatment, clinical
care, and social supports.

Providers often mentioned the
benefit of having flexible dollars
available that could be committed
for multiple purposes, such as rent
deposits; purchase of food, medica-
tions, clothing, or household goods;
and telephone installation or month-

ly utility payments.
More aggressive outreach ap-

peared to be the norm under the
capitation program, as most provid-
ers instituted same-day follow-up in
the event of unexpected absences or

difficulties. Systemwide efforts to
improve rehabilitation offerings
were initiated later during the capi-
tation program.

Availability ofcare targeted to the

needs of persons with serious and
persistent mental illness changed

greatly during the five-year demon-
stration project. Each ofthe commu-
nity mental health centers developed
satellite sites dedicated to providing

patients served by the capitation pro-
gram with a full range of services,
including clinical services, case man-

agement, and day programs (con-
tinuing treatment or psychosocial
clubs).

To a degree, these program chan-
ges paralleled changes in service sys-

tems that were occurring throughout
the nation, and thus they cannot be
attributed solely to the capitation
program. However, without the ex-

pectation that such a program would
shift responsibility for care for sig-
nificant numbers ofstate hospital pa-
tients to community centers, and
without the availability of dollars to
initiate programs, services would
certainly not have been developed as
quickly, nor would they have been as

comprehensive.
Armed with the knowledge that

the demonstration involved an in-
fusion of state dollars into the devel-

opment of the long-term-care system

in the community, the New York
State Office of Mental Health vigor-
ously reduced the adult inpatient
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census at the Rochester Psychiatric
Center and closed the center’s out-
patient facilities during this period.

In essence, the demonstration pro-
ject effected the transfer of care for
persons with serious and persistent
mental illness from the state hospital
to community mental health centers.
Most other localities have suffered
greatly because dollars have not been
available to create an infrastructure of
appropriate services for seriously ill
patients discharged from state hospi-
tals. The return to regular methods
of mental health care financing fol-
lowing discontinuation ofthe capita-
tion program has heightened the
awareness of providers and commu-
nity planners about the lack of flexi-
bility or positive incentives attached
to these funding approaches.

In sum, the capitation program
offered important opportunities to
improve care by assigning clear re-
sponsibility to providers and by al-
lowing them flexibility in selecting
and providing services.

Capitation risks
With one important exception, the
problems associated with capitation

involve financing methodology rath-
er than patient care. The risk associ-
ated with patient care in any type of
capitation program is that it may
provide incentives to underserve en-
rollees in order to obtain short-term
profits. Minimizing the risk of un-
derservice requires an aggressive and
vigilant quality assurance program
linked to measurable outcome expec-
tations. In fact, providers who choose
to underserve enrollees run even
greater risks of promoting fragile pa-
tients to higher, more expensive
levels of care or of incurring liability
for visible community tragedies that
reveal inadequate care.

In Rochester, the quality assur-
ance program attached to the capita-
tion program was relatively weak. It
involved quarterly reporting of pa-
tient incidents, ratings of patient
functioning, and indexes of hazard to
patient or community (for example,
arrests or victimizations). A provider
quality assurance group reviewed in-
formation and cases to attempt to
address systemic problems or dis-
turbing patterns. Providers were
acutely aware that this capitation ex-

periment was being followed by

others in the state and in the nation
and thus may have been more cau-
tious than would be expected under
other circumstances.

The risk of underservice is most
pronounced when capitation rates
are reduced to the point that they fail
to cover the provider’s costs. In the
first two years of the program, the
capitation rates were based on pro-
jected costs. These rates were more
than sufficient to cover the cost of
care and resulted in a surplus to be

used by the community for develop-
ment of new services. Even after ad-

justment to more closely approxi-
mate costs, rates did not challenge
providers to seek out less costly
methods of meeting enrollee needs.

Other risks attached to capitation
relate to problems in developing
and maintaining seamless funding
streams that can cover the compre-
hensive needs of persons with long-
term mental illness. Financing for
care of a population with disabling
mental illness currently derives from
several sources: federal entitlements
forliving expenses (Supplemental Se-
curity Income or Social Security Dis-
ability Insurance), Medicaid, Medi-

care, and state and county allocations
for mental health services.

Federal funding streams (SSI,
SSDI, and Medicare)are very difficult
to manipulate into a single consoli-
dated stream. Inasmuch as 551 and
SSDI already go to the recipient in a

capitated amount, they are available
to address the person’s needs. The
negotiated capitation rate was dis-
counted for recipients of 551 pay-
ments, which continued as before.

Medicare is a major health care
payer for persons with disabling

mental illness. It encourages provid-
ers to use reimbursable service mo-
dalities regardless of whether those
modalities best address the patient’s
needs. In any event, the interplay

between Medicaid and Medicare,
along with other government and
voluntary financing, presents serious

obstacles to the development of a
capitation funding stream. Our es-
timates suggest that the consolida-
tion of all of these payment streams
still leaves a significant gap in cover-
age of comprehensive costs. These

uncovered costs are probably as-
sumed in part by families and other
social systems but also may reflect a
pattern ofsubsistence living by many
persons with disabling mental ill-
ness.

Because it was difficult to bring
all funding streams into the capita-
tion program, the Rochester capita-
tion contracts encouraged providers
to continue to collect all revenues

available to them and to submit them
to the local management corporation
for redistribution. The corporation
returned all state portions of reim-

bursements to the State Office of
Mental Health to avoid double pay-
ment, inasmuch as the state was the
sole source offunding for the capita-
tion program. County portions of re-
imbursements were returned to the
county for those persons who had
been institutionalized and might

otherwise not be in the community.
All other revenues were distributed

to the providers and the local man-
agement corporation.

The process of resolving the
amount of revenues due each entity
was labor intensive at all levels, but
it had the one positive feature of pro-
moting a better understanding of the
revenues available to support the
population with severe mental ill-
ness. Incentives attached to reim-
bursement encouraged providers to
offer more services that were reim-
bursable in order to receive a share of
reimbursements. Upon removal of
reimbursement incentives through
capitation, a clear pattern was ob-
served in which higher levels of non-
reimbursable services were provided
to persons enrolled in the capitation
program compared with other pa-

tients.
Capitation rates are a concern of

most persons who contact us about
our experiences with capitation.
How should rates be structured to
allow high-quality care, yet not pre-
vent stretching limited dollars to
cover the full population in need of
long-term care? The natural tenden-
cy of government is to ratchet capita-
tion rates down to the lowest toler-
able level to avoid accumulation of
dollars within a provider agency or
group. Unfortunately, if knowledge

of the lowest tolerable level is deter-



Hospital and Community Psychiatry August 1994 Vol.45 No.8 763

mined by the point at which provid-

ers begin losing money, the capita-
tion system itselfis likely to collapse.

In the 1980s we witnessed such a
collapse in aMedicaid capitation pro-
gram for general health care, an event
that left area providers very nervous
about the stability of capitation
funding. In the case ofour long-term
comprehensive mental health capita-
iion program, providers were most
concerned about assuming respon-
sibility for a fragile group of pre-
viously institutionalized patients;
they wondered what would happen if
the system collapsed and funds were
no longer available. Parallel situa-
tions have occurred in many areas as
state hospital beds have been reduced
and no additional funds have been

� made available to develop needed
community services. The principal
difference between such situations
and the Rochester capitation pro-
gram is that in Rochester the corn-
munity provider clearly had claimed
responsibility for care.

Our experience with capitation
rates indicates that they may vary
according to availability and corn-
position of services, previous service
utilization and expectations, and
other factors related to costs of ser-
vices in specific areas, such as living
costs of staff members and enrollees
in the program. We gained much
knowledge about what it costs to care
for a severely mentally ill population
using a relatively traditional ap-
proach to care. We were not forced to
learn how to promote optimum out-
comes using highly creative cost-ef-
ficient approaches, but we have
learned a good deal about the nature
and composition of the costs needed
to support this group in community
settings.

Reasons for termination
We have often been asked why a
seemingly successful capitation pro-
gram was terminated. There is no
single simple answer, but several ob-
servations shed some light. The most
compelling reason is that the New
York State Office of Mental Health
did not view a comprehensive capita-
tion program as being affordable by
or broadly applicable to all regions of
the state. Instead, the state continued
to expand its intensive case manage-

ment programs, targeted to a high-
risk group, and capitation enrollees
considered at highest risk were trans-
ferred to that program at the end of
the demonstration project.

Several features ofthe demonstra-
tion program served to aggravate the
governmental bodies involved. Pri-
mary among them was the fact that
the local management corporation
providing oversight of the demon-
stration was a not-for-profit mem-
bership corporation that included
payers, providers, and (later) con-
sumers. This format promoted dif-
ficulties between the competing in-
terests and also raised issues of pro-
vider control. At the end ofthe dem-

onstration, the corporation was con-
verted to a community corporation
that administers contracts, facilitates
coordination and planning of care,
and monitors and evaluates programs
under a service contract with the
county.

Inasmuch as the capitation rates
were higher than needed in the first
two years, the capitation program

allowed profits to accumulate at the
provider agencies, a situation viewed
as intolerable by state personnel.

Community plans to deploy these
funds proceeded slowly.

A basic problem was the consider-
able time and effort required to de-

velop and maintain contracts to sup-
port a unique pathway of funding
and services oversight. In addition, it
was difficult to maintain financing
parity among state regions and pro-
grams with varying fiscal structures.

Another complication was the
lack ofclarity about the county’s role
in the planning and oversight of
mental health services. Given com-
plete freedom to determine its own
fate, the community would have
chosen to continue with a compre-
hensive capitation program, albeit in

altered form. As one provider aptly
put it following the end of the dem-
onstration project, “We have won a
great defeat.”

In 1992 the state legislature
passed legislation requiring that
Medicaid patients be enrolled in
managed care programs. Evolving
legislation will likely permit devel-
opment of special care programs tar-
geted to persons designated by the

Office of Mental Health or other
agencies as exempt populations. Area
planners see in this legislation an
opportunity to once again apply
comprehensive capitation or alterna-
tive financing of services for persons
with disabling mental illnesses. The
Office of Mental Health does not
choose to promote a specialty man-
aged care package, but the commu-
nity continues to explore ways to
implement mental health managed
care.

In planning for such a program,
we would consider extensive changes
in the earlier capitation system. Some
changes are clearly needed. For ex-
ample, it was a mistake to let pro-
vider agencies bear the full financial
risk of the capitation. A single catas-
trophic case, especially one that in-
cluded medical care, could break a
community mental health center.
On the other hand, the potential for
accumulation of profits within a
provider agency creates difficulties
and may exacerbate incentives for
underservice.

Ope rating under a broader, more
central administration, future capi-
tation models might allocate total
dollars among the various service sec-
tors in an effort to foster consistent
outcome expectations for enrollees
and to pool the risk among all parti-
cipating providers. It follows that the
absorption of most risk at the corn-
munity level would eliminate the
need for a stop-loss mechanism,
which in the original program per-
mitted patients who returned to
long-term care to be dropped from
the capitation program. General
health care coverage would be pro-
vided by the health maintenance or-
ganizations that are currently avail-
able to Medicaid patients in Roch-
ester, but coordination between
health and mental health services
would be the responsibility of the
mental health provider.

Conclusions
Rochester mental health providers
and planners are convinced that
capitation is an effective financing
mechanism that allows care to be
tailored to the needs of the individual
and that can drive development of
needed services. Some of the prob-
lems encountered involved the
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stability ofthe financing mechanism,
new assumption of costs not pre-
viously borne by mental health do!-
lars, the appropriateness of stop-loss
mechanisms, methods of incorporat-

ing Medicaid and Medicare funds,
and definition of capitation rate
groups as well as parameters for
movement in and out of groups.

Many of the contractual and ad-
ministrative obstacles would be
ameliorated if mechanisms were

available at higher levels of govern-
ment to allow for capitation financ-
ing and incorporation of other
financing and reimbursement sourc-
es. The clinical benefits of capitation
in Rochester were most demon-
strable in the development of systems

of care targeted to persons with
serious and persistent mental illness
and the transfer of care to the corn-
munity for most of these persons.
Whether capitation programs pro-
vide incentives for underserving en-
rollees was not really adequately
tested in this demonstration project,

as the capitation rates were generally
adequate to support the needed care.

The question has been asked
whether we would implement anoth-
er capitation program if given the
opportunity. The answer is a re-
sounding “You bet!”
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Social Work Update
(Continued from page 751)

liest social work aftercare practice.
This practice and the ideas that

shaped it occurred decades before de-
institutionalization and case man-
agement became policy passwords,
and policies and programs are still

evolving to adequately recognize and
appropriately channel the effort and
resources required.

In looking back at the early pro-

fessional collaboration between so-
cialwork and psychiatry, we confront
the vision that infused it. We recog-
nize the need for continued shared

struggle to conceive and to imple-
ment an integrated and collaborative
vision of treatment, care, and rehabil-
itation for persons with serious men-

tal illness: a vision that fundamental-
ly recognizes the moral necessity for
treatment that is caring, the thera-
peutic potential of care that is proper,
and the value of comprehensive reha-

bilitation that is medical, psycholog-
ical, and social.
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treatment slots leave tens of thou-
sands ofpeople who desperately need
treatment without access to treat-
ment services. Increased funding to
expand methadone maintenance pro-
grams and improvement ofthe qua!-
ity of medical and psychiatric ser-
vices in those programs are urgently
needed.
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