MEMORANDUM 

To: Interested Parties

From: Rob Tester

Date: July 30, 2004

Subject: Incremental costs of mental health parity in 2002 and 2003


Section 1-1-760 of the South Carolina Code of Laws, enacted in 2000, mandated mental health parity in State employee health plans sponsored by the Budget & Control Board. This mandate became effective with the 2002 Plan Year and ends with the completion of the 2004 Plan Year. Subsection (F)(2) of the parity statute gives the health plans the right to opt out of mental health parity if “as the result of the application of this section, the total health insurance costs of the state health insurance plan increase by more than 3.39 percent at any time beginning January 1, 2002, and ending December 31, 2004.” As the State Health Plan operates on an annual, calendar year, cycle, this office has opted to evaluate the incremental costs of mental health parity on the same annual basis. With six months of runout claims processed from 2003 at the close of June 2004, claims incurred in 2003 are substantially complete, and claims incurred in 2002 are complete, and therefore this office is in a position to assess the differences attributable to increases in mental health coverage from 2001 (the final year with inside limits on mental health coverage) and 2002 and 2003 (years one and two under mental health parity). The following lists State Health Plan expenditures for 2001, 2002, and 2003:

BASELINE YEAR: 2001










Per Insured Person

Total Plan claims expenditures:



$797,130,078

$2156.42


Medical payout (BCBSSC):


$607,975,573

$1644.71


Prescription drug payout (Medco):

$189,154,505

$  511.71

Total Plan administrative fees:



$ 18,059,634

$    48.86

Medical (BCBSSC):



$ 17,131,190

$    46.34


Prescription drug (Medco):


$     928,444

$      2.51

Total Plan expenses:




$815,189,712

$2205.27
Plan expenses directly related to mental health:  

$ 31,468,796

$   85.13

Medical (BCBSSC)



$    7,576,137

$   20.50


Prescription drugs (Medco)


$  23,892,659

$   64.64

MENTAL HEALTH PARITY YEAR ONE: 2002










Per Insured Person

Total Plan claims expenditures:



$887,703,668

$2328.66


Medical payout (BCBSSC):


$651,155,518

$1708.14


Prescription drug payout (Medco):

$226,741,771

$  594.80


Behavioral health payout (APS):


$    9,806,379

$    25.72

Total Plan administrative fees:



$ 31,306,952

$    82.13

Medical (BCBSSC):



$ 25,890,167

$    67.92


Prescription drug (Medco):


$   1,134,655

$      2.98


Behavioral health (APS):


$   4,282,130

$    11.23



Total Plan expenses:




$919,010,620

$2410.79
Plan expenses directly related to mental health:  

$ 41,776,400

$  109.59

Medical (BCBSSC):



$     1,305,837

$       3.43


Prescription drug (Medco):


$   26,382,054

$     69.21


Behavioral health claims (APS):


$     9,806,379

$     25.72


Behavioral health administration (APS):

$     4,282,130

$     11.23

Growth in overall Plan expenses per person:

 

2001:
$2205.27










2002:
$2410.79










9.32% growth

Growth in overall Plan expenses per person less mental health:   

2001:  
 $2120.14










2002:
 $2301.20










8.54% growth  

Difference: 2002 growth attributable to application of mental health parity: 0.78% (9.32% - 8.54%)

Annual dollar value attributable to application of mental health parity (2002): $17.19/insured person   

MENTAL HEALTH PARITY YEAR TWO: 2003










Per Insured Person

Total Plan claims expenditures:



$968,009,444

$2604.24


Medical payout (BCBSSC):


$686,397,885

$1846.62


Prescription drug payout (Medco):

$270,500,331

$  727.73


Behavioral health payout (APS):


$  11,111,228

$    29.89

Total Plan administrative fees:



$ 29,487,479

$    79.33

Medical (BCBSSC):



$  25,162,969

$    67.70


Prescription drug (Medco):


$      187,960

$      0.51


Behavioral health (APS):


$    4,136,550

$    11.13



Total Plan expenses:




$997,496,923

$2683.57
Plan expenses directly related to mental health:  

$ 47,296,141

$  127.24

Medical (BCBSSC):



$     1,163,182

$       3.13


Prescription drug (Medco):


$   30,885,181

$     83.09


Behavioral health claims (APS):


$   11,111,228

$     29.89


Behavioral health administration (APS):

$     4,136,550

$     11.13

Growth in overall Plan expenses per person (2 years):

2001:
$2205.27









2003:
$2683.57 









21.69% growth









10.31% avg. annual rate 

Growth in overall Plan expenses per person less mental health:  
2001:   
$2120.14









2003:
$2556.33









20.57% growth  









9.81%
avg. annual rate

Difference: 2001-2003 average annual growth attributable to application of mental health parity: 0.50% (10.31% - 9.81%)

Average annual dollar value attributable to application of mental health parity: $12.30/insured person  

DISCUSSION

The 0.50% annual average Plan expenditure growth attributable to mental health parity during the two years of parity is well below the level of growth estimated when the parity statute was under consideration during the 2000 legislative session. The performance of the Plan’s behavioral health management firm, APS Healthcare (APS), and the design of the Plan to require all mental health services obtained by Plan participants through mental health professionals and through hospitals with mental health departments to be authorized through APS, are clearly instrumental in the successful and affordable implementation of parity. The parity statute expires at the end of 2004, but with the relatively low incremental cost attributable to the expansion of mental health benefits at the present time, parity would be judged objectively as a cost effective benefit within the State Health Plan. As always, the cost of mental health parity merits continued close examination in years three and beyond.   
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