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Executive Summary 
Introduction 

Section 51.42 (8) of Act 203 requires the Milwaukee County Mental Health Board (MCHB) to 

arrange for a study of alternate funding sources for mental health services and programs, including 

fee-for-service models and managed care models that integrate mental health services into 

managed care and other provider contracts.  The Milwaukee County Department of Health and 

Human Services Behavioral Health Division (BHD) engaged Deloitte Consulting to perform this 

study focused on inpatient services. Our results demonstrate the financial impact on BHD over the 

next three years as a result of potential changes in the payer environment and other external 

factors. In addition, opportunities to improve revenue at BHD are included.   

 

Approach 

Deloitte analyzed BHD revenue and costs using three approaches described in the report as 

“elements”:  

 

1. Element 1: Summarizes the analysis of the historical business of BHD from 2013-2015. This 

includes a review of the Gross Billed, Net Revenue, Utilization, and Cost trends over this 

experience period.    

 

2. Element 2: Examines the financial impact of potential changes to the payer mix, reduction 

in costs, and other potential policy changes over a three-year period (2016-2018), 

assuming costs and revenue remain consistent with 2015 experience.  

 
3. Element 3: Examines alternative funding opportunities that may be explored by BHD.   

 
 

Findings 

Historically, BHD has experienced annual increases in Gross Billed and Net Revenue, as well as 

Costs.  As Net Revenue grew at a faster rate than Costs, BHD experienced improvements in its 

gross margin. Yet, there are significant non-recoverable and self-pay dollars—about one-fourth of 

Total Gross Billed in 2014—that have a low Net Revenue as a percentage of Cost.  

 

However, many opportunities exist to limit non-recoverables, increase revenue, improve gross 

margins, and provide a more sustainable business model.  This report analyzes payment policies 

and models multiple financial scenarios to demonstrate the opportunities that exist and what 

potential financial impacts these could have on BHD over the next three years.  In addition, we 
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provide several findings that will assist BHD and the MCMHB in development of a strategy to 

assure financial stability, including exploring partnerships and/or contracts for the provision of 

behavioral health services.  

 

The summary table below highlights, at a high level, how potential shifts in payer mix and other 

funding opportunities could impact BHD Final Revenue and Gross Margin.  The estimated impact 

of each opportunity shown in the table below is independent of the other. 
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Introduction and Project Background 

Introduction 
In 2013, the Wisconsin legislature passed Act 203 that, in part, required the Wisconsin Department 

of Health Services (DHS) to conduct an operational and programmatic audit of the Milwaukee 

County Mental Health system. The objective of the audit was to evaluate the effectiveness of the 

Milwaukee County Mental Health system and make recommendations for transition of oversight 

and operations among the Behavioral Health Division of the Milwaukee County Department of 

Health and Human Services, the psychiatric hospital of the Milwaukee County Mental Health 

Complex, and related community-based behavioral health programs.  Deloitte Consulting was 

engaged by the Wisconsin Department of Health Services to perform the assessment1 and provide 

insights into areas of best practices and areas for improvement. 

Within that report, BHD was recognized for its efforts to reduce costs and improve quality for 

behavioral health consumers in Milwaukee County. For example, BHD downsized inpatient 

psychiatric capacity from nearly 100 beds in 2006 to 60 by 2013. The reduction in beds is 

accompanied by BHD building partnerships with private systems to identify and transfer less acute 

individuals to other hospitals.  

Another critical requirement of Act 203 is Section 51.42 (8). This section mandates the Milwaukee 

County Mental Health Board (MCHB) to arrange for a study of alternate funding sources for 

mental health services and programs, including fee-for-service (FFS) models and managed care 

models that integrate mental health services into managed care and other provider contracts.  

Equally important to BHD and the MCHB’s pursuit of alternative funding sources is the 

consideration of a new delivery system model in which BHD may turn over the operation of 

inpatient psychiatric services to a partner or vendor.  This paradigm shift in service delivery 

requires an understanding of aspects of the current financial standing, as well as analysis of 

alternative operational and management scenarios.  

 

                                                           
1 Wisconsin Department of  Health Services: Assessment of the Milwaukee County Behavioral Health System - SUMMARY OF 
FINDINGS WORKING PAPER: https://www.dhs.wisconsin.gov/library/milwaukee-county-behavioral-health-final.htm 
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Study Purpose and Scope 
In January 2016, BHD and the MCBH engaged Deloitte Consulting to help satisfy the requirements 

of Section 51.42 (8) and to provide insight into opportunities BHD has to realize additional revenue 

in the context of delivery system and payment policy transformation.  

The goal of Deloitte’s assessment is to provide analysis and insights to BHD focused on:  

 

• Understanding the current cost per unit provided by BHD  by type of service and the 

current reimbursement environment (i.e. payer mix and Gross Billed per unit);  

• Analyzing the impact of impending policy changes on the future reimbursement 

environment for care provided at the inpatient psychiatric hospital  (i.e., FFS and capitated 

Medicaid rates for behavioral health services, IMD exclusion, etc.); and  

• Describing the potential future payer and/or patient mix for BHD, its impact on BHD 

financial projections, and whether BHD should target new populations and services to 

provide alternative funding sources.  

The scope of this project includes analysis of three “elements” covering both financial and policy 

considerations.   

• Element 1: Analyzes baseline cost of care for Inpatient, Day Treatment, Observation and 

Psychiatric Emergency Room (PCS) services using three years of historical claims; compares 

current payment to estimated costs; identifies population and services to include in 

analysis.  This section also analyzes the historical trends for Gross Billed, Net Revenue and 

Cost for 2013-2015. 

• Element 2: Details payer mix using multiple models (FFS and managed care) in the context 

of the current market, the BHD evolving operating model, population and service profile; 

assesses current mix of payers and estimates three years ahead to account for impending 

changes in the market, other payment methodologies and policy changes.  

• Element 3: Identifies potential payment methods, changes in services, populations and 

models, and related impacts; identifies funding sources and requirements to meet those 

funding opportunities; and estimates impact on fiscal revenue streams.  

The intent of the analysis is to provide additional perspectives to inform BHD and the MCMHB to 

support development of strategies to assure financial stability, including finding partners and/or 

subcontractors to manage and provide inpatient and emergency department psychiatric services. 
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Analysis Approach  
Data Inputs 

To conduct the analysis, Deloitte used a number of financial data components and reports 

received from both BHD and the State of Wisconsin Department of Health Services Division of 

Health Care Access and Accountability, as well as researched funding opportunities from Federal 

agencies, behavioral health advocates, and non-profit grant organizations.  The data received 

included claims data, cost reports and unit cost by service category, supplemental payments, 

revenue reports, reimbursement methodologies, and utilization methodologies.  

A detailed listing of all information received is in Appendix 1.  In summary:  

 The primary source of financial detail came from the fee-for-service (FFS) and encounter 

data from 1/1/2013 through 11/30/2015 for services provided at the inpatient psychiatric 

hospital (Psychiatric Emergency Room (PCS), Inpatient, Observation, Day Treatment 

services).  The data included amounts paid by each financial class/payer for services 

provided, amounts written off or otherwise unrecognized as revenue, dates of service, 

admit and discharge dates, lengths of stay, service type, and other identifiers. Financial 

Classes/Payers included: Medicare FFS and Medicare managed care; Medicaid FFS and 

Medicaid managed care; Commercial (Commercial managed care and Commercial non-

managed care); Affordable Care Act/Marketplace Exchange Plan, Military, Family Care, 

Non-Recoverable, Self-Pay and Collections.  The dollars associated with each of the 

components may be found in Appendix 1. 

 

 Claims data was provided separately for 2013, 2014 and 2015. De-identified data was 

provided in order to identify distinct members. Age was also provided for each member.  

Service codes, along with the corresponding summarized service category, were provided 

for each claim line. The estimated cost to provide each service, as well as claim line level 

paid amounts, were provided.  Payment codes and descriptions were included. Finally, 

information related to the duration of each service was included in the claims. This 

included length of stay, admit and discharge date, as well as dates of service. 

 

 The data included service detail on the four inpatient units (Intensive Treatment Unit, Adult 

Acute Unit, Women’s Treatment Unit, and the Child and Adolescent Unit) PCS, Day 

Treatment (Dialectical Behavior Therapy and Recovery Teams), and Observation.   
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 Estimated cost information was provided for calendar years 2013-2015 by category of 

service (i.e. Inpatient Adult, Inpatient Child, Emergency Room 1, etc.) and by the number of 

units.   

 

 Supplemental payments (i.e. UPL/Certified Public Expenditures, Disproportionate Share 

Hospital, Pay for Performance) received from the State were provided by both the State 

and BHD for calendar years 2013-2015.  

 

In addition to reviewing existing reports, members of the project team had multiple conversations 

with BHD financial staff. Finally, the Deloitte team reviewed several sources of healthcare policy, 

pending payment policy regulations, and grant funding opportunities. These sources are reflected 

in footnotes throughout the report.  
 

Methodology 
Deloitte based the analysis on data provided by BHD and DHS.  We reviewed the data provided for 

reasonableness and consistency during the course of our work; however, Deloitte did not audit 

any of the data received from BHD or DHS. Absent an audit, all data and information provided was 

assumed to be complete and accurate.  If the underlying data or information provided was 

inaccurate or incomplete, the results of our review may likewise be inaccurate or incomplete.  

The claims data was compared to financial reports to check for reasonableness and completeness 

of the data. For example, “Gross Billed” amounts and “Net Revenue” were calculated from the 

claims and supported by BHD financial reports. The estimated cost to provide each service, as well 

as claim line level paid amounts, were used to calculate the various components of revenue.  

Payment codes and descriptions were included and used to identify specific components of Net 

Revenue. 

Financial Class/Payer Adjustments 

Gross Billed, Net Revenue and Cost information was summarized by Financial Class/Payer level. In 

cases where claims were paid by multiple payers, the claim was assigned to the Financial 

Class/Payer with largest Gross Billed amount. This approach was used in order to understand the 

trends at the Financial Class/Payer level, as well as to make payer-specific observations.  When 

summarizing data by Financial Class/Payer, the report methodology categorizes members who had 

both Medicare and Medicaid FFS or Medicare and Medicaid managed care coverage (Dual 

Eligibles) as “Dual FFS” and “Dual Managed Care”, respectively.  Additionally, the Affordable Care 

Act/Marketplace Exchange Plan, Military, Family Care, and Collections members were grouped as 
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“Other” and are referred to as such throughout the report. Self-pay and non-recoverable Financial 

Classes were analyzed separately. They are defined by BHD as follows: 

 

 Self-Pay: Consists of all consumers lacking third-party payer coverage for some or 

all services who are full cost or who have been determined to have some ability to 

pay for services they receive from BHD. Ability to pay, as per state regulation, is 

determined by income and household size using a state provided sliding fee scale. 

Consumers who do not cooperate with a financial investigation are made full cost.   

 

 Non-Recoverable:  A function of the BHD current electronic medical record and 

billing system, used to separate out claims that will not be paid during the billing 

process as a result of the consumer being verified as indigent, if the consumer is 

classified under the Federal IMD exclusion, or because the consumer’s Medicare 

inpatient mental health bed days have expired. Approximately half of the non-

recoverable claims are classified as “IMD” or “exhausted Medicare bed days.” 

Billing in the BHD EMR system is required to be closed for each month, which 

occurs about 4 months after the date of service.  At this time all non-recoverable 

claims are written off to charity by the system. 

Gross Billed 

Total Gross Billed is the sum of all billable services multiplied by the amount billed for providing 

these services for any given time period. Gross Billed at the Financial Class/Payer level is calculated 

by adding Billed and Unbilled amounts within each Financial Class/Payer level and removing any 

payments that are transferred to a different Financial Class/Payer. Billed amounts indicate that a 

claim was sent to a payer or a statement was sent to a consumer. If the claim does not have a valid 

claim ID, then this amount is categorized as an Unbilled amount.  Claims, at times, saw a transfer 

of payments, meaning the Gross Billed for a particular Financial Class/Payer was reduced because 

that service was transferred to another Financial Class/Payer.  The Total Gross Billed is the amount 

that we will refer to in order to reference what BHD is billing for services it is providing.  
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Chart 1: Methodology to Calculate Gross Billed Amount 

 

Net Revenue 

The claims data also included various components of the BHD revenue recognition process, in 

addition to the Gross Billed components mentioned previously.  Other revenue recognition 

financial components included write-offs, bad debt, recoupment, and bankruptcy losses.  These 

components are defined below.  Each of these components, with exception to recoupment, are 

financial debits that reduce BHD overall revenue.  To determine the Net Revenue, the Gross Billed 

Amount was reduced by write-offs, bad debt, and bankruptcy and the recoupment amounts that 

were credited to the amount received.  It is important to note that this does not include the costs 

to provide care or any supplemental payments BHD receives; is referred to as Net Revenue to be 

consistent with BHD business processes. Note that the Net Revenue was calculated at the claim 

level using claims data through November 2015. The amounts included in this report for 2013 and 

2014 will have additional months of runout and transfer payments than would likely have been 

captured in the BHD general ledger each year. The adjusted 2015 Net Revenue was estimated 

using 11 months of claims without runout and represents an estimated net revenue for the full 

year. 

 

The components of Net Revenue are demonstrated in the chart; a description of the elements that 

compose Net Revenue are described below. The definitions below were provided by BHD. 

 

Chart 2: Methodology to Calculate Net Revenue 

 

 

 Charity Write-Off: Write-off resulting from free or reduced fee care established by a 

consumer’s income and household size.  DHS charity care includes write-off amounts for 

Medicaid beneficiaries classified as under the IMD exclusion. 

 Contractual Write-Off: Write-off resulting from care that is discounted under a billing 

agreement with a third-party payer or established contract rate with DHS (Medicaid) and 

Medicare. 
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 Admin Write-Off: Write-off due to a provider action or lack of action such as timely filing, 

lack of medical necessity, non-credentialed providers, lack of authorization, or a clinical 

decision that a client’s uncovered care should continue (i.e. an insurance company has 

determined that medical necessity is no longer met but the clinician feels care must 

continue). 

 Bad Debt: Uncollectible Medicare debt derived from deductible and co-insurance.  Much of 

the BHD Medicare Bad Debt occurs as a result of Dual Eligibles who meet the IMD 

exclusion. 

 Recoupment: Money taken back by any Financial Class/Payer for a payment they feel was 

made in error. 

 Bankruptcy: Uncollected payments due to bankruptcy. 

Utilization  

The final piece of information estimated using the claims data is utilization, which is summarized 

below for the different Service Categories.   

 For both Inpatient and Observation, the number of days was calculated by taking the 

length of stay (LOS) based on the admission and discharge date on each claim.   

 For PCS, the number of visits/services was determined by the count of unique consumer 

visits or services provided to each consumer.   

 For Day Treatment, the number of treatments was determined by the number of unique 

days of treatment each consumer had.   

 

If a service spanned across multiple calendar years, utilization was attributed to the calendar year 

in which a service was provided. 

Table 1: Service Category and Utilization Summary 
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Data Limitations  
Data provided contained claims incurred and paid through 11/30/2015.  One month of data 

(December) was missing in 2015, as were several the write-offs that do not occur throughout the 

year. Therefore, Deloitte needed to use adjustment factors to estimate the complete 2015 

Utilization, Gross Billed, and Net Revenue. In order to analyze a full year of data for 2015, 

adjustment factors were used, and are explained in detail in Appendix 2.  Additionally, service 

units were not provided in the data, i.e., length of an Observation stay or a Day Treatment session.  

As a result, Utilization for Day Treatment was summarized on a per treatment basis, while 

Observation stays were summarized on a per diem basis. Detail surrounding this may be found in 

the next section. 
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Healthcare Policy Impacts 
  

BHD plays an important role as a safety-net provider for highly complex consumers in Milwaukee 

County with behavioral health diagnoses, histories, socioeconomic factors, and/or care 

coordination needs that may currently make treatment in a private hospital inaccessible or less 

conducive to their care plan and/or recovery. In 2014, nearly 70% of the BHD patient population 

was covered by government-sponsored insurance (Medicaid or Medicare), while 7% was covered 

by commercial insurance and 10% was uninsured (self-pay). This is demonstrated in Graph 1, in 

the Baseline Financial Analysis section. Because of this mix of payers, BHD is unique compared to 

other behavioral health providers in the County.  

There are a few key Federal and State healthcare financing policies anticipated to change that 

have the potential to impact the BHD revenue model.  As part of the Deloitte analysis, we studied 

the policy and financial implications of the Federal exclusion for payment to Institutes for Mental 

Disease (IMD) and inclusion of behavioral health benefits into Wisconsin Medicaid managed care 

program through waivers. A brief background on these policies is below; the financial impact of 

these policies is demonstrated in detail in Elements 1-3.  

 

Exclusion for Institutes for Mental Disease (IMD)  

Section 1905(c) of the Social Security act prohibits any state Medicaid agency from paying for 

services provided to certain Medicaid beneficiaries—those age 21 and over and younger than 65—

while in a public mental health facility or private psychiatric inpatient treatment facility that has 

more than 16 beds. These facilities are categorized as Institutes for Mental Disease (IMD).  BHD 

operates four 24-bed units for short-term inpatient psychiatric stabilization, classifying it as an 

IMD. Because payment for Medicaid beneficiaries who meet the age criteria for the IMD exclusion 

is not covered costs incurred are placed in the BHD non-recoverable financial class.  According to 

BHD, the IMD exclusion represented a loss of around $3 million in potential revenue (nearly 13%) 

due to IMD excluded members still in Medicaid FFS in 2015. 

 

However, there are evolving State and Federal policies that are anticipated to lessen the impact of 

the IMD exclusion on Medicaid payment for inpatient psychiatric services in Milwaukee County.  

These changes may include waivers allowing Medicaid to pay for acute treatment and recovery 

services for Substance Use Disorder for which states historically have not received Federal match.  

This becomes critical as BHD considers partnering with private systems (two of which, Rogers 

Memorial and Aurora Psychiatric, are subject to IMD exclusion) to provide inpatient psychiatric 

care.  
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In addition, CMS’s proposed managed care rules contain a provision allowing states to include 

inpatient stays less than 15 days in their capitation payments and create longer stays by aligning 

stays over two consecutive months (14 days in one month and 14 in the next).  A discussion of 

these policy options and modeling of financial impacts is included in Element 3 of this report. 

 

Integration of Behavioral Health Benefit into Medicaid 
Managed Care 
Wisconsin Act 55 requires DHS to propose changes to the Family Care and IRIS programs that will 

integrate behavioral health, long-term, acute, and primary care services through regional, 

integrated health agencies (IHAs) available in every county across the State2.  A policy paper3 was 

released in March 2016 that details plans to integrate the benefits, divide the State into three 

regions, and contract with three IHAs in each region.  

 

Through this new model, BHD may have opportunity to serve a broader population of Family Care 

beneficiaries with inpatient and outpatient services, day treatment services, crisis intervention, 

Community Support Program (CSP), Comprehensive Community Services (CCS), and Community 

Recovery Services (CRS). Dual Eligible members who qualify for Family Care benefits will have the 

choice of selecting an IHA or receiving benefits (including behavioral health) through a FFS 

structure. 

 

Once DHS receives public comment on the policy paper, it will seek Legislative approval and then 

begin development on a waiver, likely in 2016.   

 

Baseline Financial Analysis  
 

In the section below, Deloitte provides a “baseline” perspective of certain aspects of BHD current 

financials.  These aspects include: Utilization, Cost, Gross Billed, Net Revenue, and Supplemental 

Payments.  

                                                           
2 https://www.dhs.wisconsin.gov/familycareiris2/dhs-publichearing-092015.pdf 

3 https://www.dhs.wisconsin.gov/familycareiris2/familycare-irisconceptpaper.pdf  

https://www.dhs.wisconsin.gov/familycareiris2/dhs-publichearing-092015.pdf
https://www.dhs.wisconsin.gov/familycareiris2/familycare-irisconceptpaper.pdf
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Approach to Baseline Analysis 
The analysis used data from 2013, 2014 and 2015 as a basis for estimates and projections detailed 

in Elements 1 through 3.  Data from 2013 and 2014 was assumed by Deloitte to be complete and 

required no adjustments; data received for 2015 contained services through November 30, 2015.  

As such, adjustment factors were used to estimate December 2015 experience in order to 

estimate a full year of data in 2015 that could then be compared to the potential scenarios in 

2016-2018 shown in Element 2.  

 

Utilization 
The information in Table 3 demonstrates the utilization of different categories of service in 

additional detail.  For the purposes of this analysis, utilization is defined differently for each service 

category: 

 Days - the total number of days consumers received Inpatient, Observation and Day 
Treatment services at the BHD Inpatient psychiatric hospital 

 Services – the total number of services provided in Psychiatric Emergency Room (PCS) and 
is separated into PCS Room and Board and Crisis Professional Services at the request of 
BHD. 

 Bed Days - the total number of days for all consumers provided Inpatient and Observation 

 Average Census—the percentage of bed days used each year, divided by available beds 
(based on 102 beds each day of the year)  

 Average Length of Stay—the average number of days spent in inpatient psychiatric 

hospital, based on admission and discharge (total number of bed days divided by total 

consumers) 

 

Table 3* below details utilization of BHD services at the psychiatric hospital. Unadjusted 2015 

utilization is based on 11 months of data provided; Adjusted 2015 shows estimated 2015 

utilization using adjustment factors.  There was a slight increase in use of child inpatient services 

from 2013 to 2015, while other services remained fairly flat or decreased slightly, likely due to the 

strategic reduction in inpatient beds by BHD.  

 

Table 2: Utilization Summary 
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*Utilization of the Psychiatric Emergency Room (PCS) is separated into PCS Room and Board and 

Crisis Professional Services at the request of BHD. 

Table 3 shows the total Bed Days and Census by Financial Class/Payer for 2013-2015.  Bed Days are 

calculated by totaling adult and child inpatient and observation services and are represented 

below by Financial Class/Payer. Overall, the number of Bed Days and the Average Census has 

remained steady across the three year historical experience data.  

 

Table 3: Bed Days and Census Information  

 

 

Table 4 below shows the Average Length of Stay for Inpatient visits for children and adults.  

Average Length of Stay for Inpatient services varies for each Financial Class/Payer; consumers in 

the Dual MCO financial class/payer group had the longest length of stay.  
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Table 4: Average Inpatient Length of Stay 

 

  

 
Note: LOS was calculated by taking the number of days divided by the number of admissions 

 

Unit Cost 
The Unit Cost (cost per unit) was provided by BHD at the service category level. The costs used 

throughout this report are based on this cost per unit calculation and do not completely reflect the 

total operational costs for BHD.  

 

Based on discussions with BHD, it is our understanding that the cost per unit is consistent across 

Financial Classes/Payers. To achieve the estimated total cost for each claim, Utilization was 

multiplied by the Unit Cost. The following list includes additional information regarding the Unit 

Cost information received: 

 Cost is differentiated between adult and child-related Inpatient services.  

 PCS costs are split among five differentiated ER levels and PCS Room and Board services.   

 Day Treatment services are assumed to be billed at cost, as service units were not provided 
in the data.  

 Costs related to Observation services are the same as those for adult Inpatient services 
each year.  

 

Table 5 shows Unit Cost, Utilization, and Total Cost for 2013-2015. It shows that the average Unit 

Cost increased over 9% each year from 2013-2015. 
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Table 5: Estimate of costs over the three year experience period (based on cost per unit 

provided by BHD) 

 

 

Gross Billed and Net Revenue 
Each year, Inpatient services provided at the BHD acute psychiatric facility account for about 75% 

of all Gross Billed amounts and slightly higher percentages each year in Net Revenue. As seen in 

Table 6 below, the distribution of Gross Billed among different aggregated service categories 

remained about the same from 2013 to 2015.  The distribution of Net Revenue has changed since 

2013, driven by increases in Inpatient Net Revenue and decreases in Net Revenue for PCS. 

 

Table 6: Gross Billed and Net Revenue by Service Category4 

 

 

  

                                                           
4 2015 data was based on 11 months of data with a singular month of runout 
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Consumers of Inpatient Services by Financial Class/Payer  
To further understand the distribution of BHD business by Financial Class/Payer, we analyzed 

consumers served by Financial Class/Payer. As seen in the following graph, the highest percentage 

of consumers served by BHD in 2014 were covered by Medicaid MCO.  

Graph 1: 2014 Distribution of Consumers Receiving Services by Financial Class/Payer    

 
 

The distribution of number of consumers by Financial Class/Payer has changed fairly significantly 

over the past three years. The payer mix (as measured by the number of consumers) has shifted 

towards Medicaid MCO managed care. In 2013, about 40% of all Gross Billed Amounts was 

attributed to Self-Pay, Non-Recoverables, and “Other” Financial Classes/Payers. A majority of 

these fell under Non-Recoverable and Self-Pay, driven by IMD exclusion, Medicare expired bed 

days, and inability for indigent consumers to pay.  As shown in Table 7 below, this trend decline 

over the past two years as the market shifted from Medicaid FFS towards Medicaid managed care, 

and BHD realized revenue previously lost due to the IMD exclusion. 

 

  

Medicare FFS
7% Medicare MCO

4%

Medicaid FFS
21%

Medicaid MCO
27%

Commercial
7%

Non-Recoverable
14%

Self-Pay
10%

Other
2%

Dual FFS
6%

Dual MCO
2%



Analysis of Funding Alternatives for Milwaukee County Department of Health Services Behavioral Health Division  

SUMMARY OF FINDINGS  
 

                                                                20 

 

Table 7: Consumer and Gross Biller per Consumer by Financial Class/Payer (2013 – 2015) 

 

 

 

Supplemental Payments  
Deloitte was provided with supplemental payments made to BHD for 2013-2015.  Payments listed 

below are those BHD received from 2013-2015. According to BHD, supplemental payments 

account for all additional payments received outside of the claims derived revenue/data.   

Supplemental payments are not included in Gross Billed Amounts or Net Revenue, but are added 

to Net Revenue to create the Final Revenue. Table 8 outlines all supplemental payments received.   

 

Table 8: Supplemental Payments 
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Financial Summary   
As seen in the Table 9, in 2014, Cost exceeded Final 

Revenue by $30M in 2014.  While Cost is currently 

higher than Gross Billed, the primary driver of the negative 

Gross Margin is due to the large amount charity care and 

contractual write-offs.  

 

Financial Classes/Payers with the highest Net Revenue as a 

percentage of cost—in other words, the largest return on 

cost—in 2014 were Commercial, Medicare MCO, and 

managed care for Medicaid-Medicare Dual Eligibles (Dual 

MCO).  The managed care Financial Classes/Payers have a 

higher Net Revenue as a percentage of cost than FFS 

Medicaid, Medicare, and Duals. 

 

Table 10 below summarizes the 2014 Detailed Financial Summary by Financial Class/Payer.  Charity 
write-offs were not allocated at the payer level, but were allocated to the total net revenue. 

 

Table 10 – 2014 Detailed Financial Summary (in millions)   

  
 

Table 9: 2014 Financial Summary (in millions) 
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Table 11 and Graph 2 below provide a snapshot of BHD financials based on historical information 

from 2013-2015.  The snapshot reflects assumptions outlined throughout this section.  

 

Gross Payments represent the profit realized by BHD after taking into account costs and 

supplemental payments each year.  Because many BHD services are billed at or below cost and 

there are large write-offs and other expenses, there is a large negative margin each year.  

However, the margin has improved each year as Net Revenue has increased at a faster rate than 

Cost.    

 

Table 11 – Current Financial Snapshot with Adjusted 2015 Data 

 

 

 

 

 

 

Dollars % of Total Dollars % of Total Dollars % of Total

$47,985,185 100% $49,895,177 100% $52,122,784 100%

Inpatient $35,738,190 74% $37,147,445 74% $40,047,963 77%

Psychiatric Emergency Room (PCS) $7,322,089 15% $6,881,784 14% $6,899,908 13%

Observation $3,449,976 7% $4,089,057 8% $3,519,177 7%

Day Treatment $1,474,930 3% $1,776,891 4% $1,655,736 3%

$17,313,803 100% $20,486,539 100% $24,014,720 100%

Inpatient $13,545,976 78% $17,070,241 83% $20,017,320 83%

Psychiatric Emergency Room (PCS) $2,924,712 17% $2,302,993 11% $2,625,570 11%

Observation $859,303 5% $949,183 5% $1,021,521 4%

Day Treatment -$16,188 0% $164,123 1% $350,309 1%

$47,705,178 100% $52,737,986 100% $54,312,895 100%

Inpatient $35,830,037 75% $39,007,773 74% $42,777,896 79%

Psychiatric Emergency Room (PCS) $7,140,228 15% $7,861,725 15% $6,842,244 13%

Observation $3,259,983 7% $4,091,597 8% $3,074,305 6%

Day Treatment $1,474,930 3% $1,776,891 3% $1,618,450 3%

$877,222 100% $2,014,466 100% $2,610,137 100%

UPL/CPE $0 0% $319,000 16% $957,000 37%

P4P $0 0% $0 0% $81,085 3%

DSH $0 0% $1,169,655 58% $1,103,421 42%

WIMCR Day Treatment $473,604 54% $149,305 7% $237,923 9%

Medicare Bad Debt $56,128 6% $51,677 3% $64,690 2%

GME $213,001 24% $219,890 11% $76,586 3%

Inpatient Cost Report $134,489 15% $104,939 5% $89,432 3%

Gross Payment ($29,514,153) ($30,236,980) ($27,688,038)

Gross Billed

Net Revenue

Services Summary
2013 2014 2015 Adjusted

Supplemental Payments

Cost

Gross Margin -162% -134% -104%
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Graph 2: Current Financial Snapshot 
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Funding Alternatives Available to 
Behavioral Health Division 
 

Element 1 
 

Element 1 is an analysis of the current business, analyzing historical Gross Billed, Final Revenue, 

Cost, and Utilization.  

Below are key findings from our analysis in Element 1: 

Key Findings 

 Net Revenue as a percent of Cost is increasing.  In 2013, Net Revenue as a 
percentage of Cost was 36%. In 2015, Net Revenue as a percentage of Cost was 
estimated to be 44%.  

 The historical cost from 2013-2015 is trending at a higher rate than Gross Billed. 

Cost is trending at 6.7% while Gross Billed is trending at 4.2% from 2013-2015.  This is 

causing the difference between Cost and Gross Billed, where Cost is now higher in 

2015, to continue to increase. 

 

 Net Revenue as a percentage of Gross Billed is increasing.  The gap between Gross 

Billed and Net Revenue (i.e. amount of Non-Recoverables, Write-Offs, etc.) has 

decreased over the past three years.  Therefore, the amount of Net Revenue as a 

percent of Gross Billed has increased and has improved the financial performance 

over the past few years. 

 

 Profitability by Financial Class/Payer varies significantly.  Medicaid and Medicare FFS 

have the lowest Net Revenue as a percentage of cost across all Financial 

Classes/Payers. On the other end, Commercial is one of the smallest payers based on 

Gross Billed for BHD, but has the highest Net Revenue as a percentage of cost 

excluding the “Other”, Self-Pay and Non-Recoverable Financial Classes, which include 

the majority of charity write-offs. 

 

 Shift from FFS to managed care has occurred from 2013-2015.  The BHD Medicare 

and Medicaid business has shifted from services provided under FFS arrangements to 
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Key Findings 

managed care. It is our understanding that this shift has been largely driven by 

expansion of BadgerCare to include childless adults who, as of April 2014, are enrolled 

in Medicaid MCOs.  

 

 The level of charity care is historically reducing Net Revenue by over 40%.  In 2014, 

charity care accounted for over $14,000,000 in lost revenue. BHD estimates that 

$3,000,000 is lost due to the IMD exclusion.  The impact of recognizing revenue on 

these dollars is analyzed in Element 2. 
 

 Commercial business has been the most profitable.  While commercial business is a 

small percentage of the BHD overall book of business based on Gross Billed, the 

profitability of that business is the highest amongst all payer categories.  

 

 Inpatient, Observations and Day Treatment utilization has been stable while the 

Utilization of the other services has decreased.  From 2013-2015, Inpatient, 

Observations and Day treatment utilization increased 0.7% annually. While utilization 

of these services has been flat, there was a decrease of 7% annually in the utilization 

of other services (i.e., PCS Room and Board and Crisis Professional Services). 

 

Historical 2013-2015 

The table below demonstrates historical Gross Billed, Cost and Net Revenue and calculation of the 

annualized trend for each.  Although Cost has increased at a faster rate than Gross Billed each 

year, Net Revenue has increased at a faster rate than both.  This creates a decreasing gap between 

Gross Billed and Net Revenue seen below, causing an improvement in Gross Margin each year. 
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Table 12 – Gross Billed, Cost, and Net Revenue by year (in millions)  

  

Table 13 below provides a snapshot of financial data provided. As Final Revenue increases at a 

faster rate than Cost each year, and additional supplemental payments are received, Gross Margin 

improves each year analyzed. BHD staff reported to Deloitte that four factors were primarily 

responsible for this trend in Gross Margin  

These adjustments include, but are not limited to: 

1. Enrollment of the previously uninsured childless adult population into Medicaid MCOs 
beginning in April 2014, thus increasing net revenue. 

2. The BHD strategy to encourage enrollment of SSI beneficiaries covered under FFS 
Medicaid into SSI managed care plans, thus increasing net revenue. 

3. A reduction of overhead by approximately $1 million in 2015, thus reducing cost. 
 

BHD indicates that because these were one-time efforts or included time-limited factors, the trend 

observed from 2013-2015 is expected to carry forward.   
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Table 13: Financial Snapshot for Experience Period (2013-2015)  

 

 

Graph 3: Estimated Financial Snapshot for Experience Period (2013-2015)  

  

 

Table 14 below shows the Medicaid managed care net revenue estimates for Inpatient children 

and (age < 18) adults, as well as the other categories of service that made up a small percentage of 

net revenue in 2014.   
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Table 14: Medicaid MCO Net Revenue by Service Category 

 

Appendix 3 contains more detail on the trends observed for Gross Billed, Net Revenue, Utilization 

and Cost for 2013-2015.  Further shifts in payer mix as the result of policy changes and other 

external factors are described in Element 2. 

 

Element 2  
 

This section analyzes scenarios that could impact BHD financials such as changes in the payer mix 

and reduction in cost.  Element 2 models these potential impacts on the 2015 adjusted experience 

to Gross Billed, Net Revenue, Utilization and Cost. The estimated impact through 2018 assumes 

that costs and revenue remain consistent with 2015 experience. Therefore, no trend was applied 

to the 2015 adjusted financial data. 

Potential market changes and shifts are analyzed in five separate scenarios as described below.  

Specific cases were chosen for each of the five scenarios to analyze the market impact and give a 

range of the potential financial impacts within each scenario.   The five scenarios we explore are: 

1. Shift in business from Medicaid FFS to Medicaid managed care 

2. Increase in Commercial Non-MCO and Commercial MCO business 

3. Decrease in Unit Costs for all services 

4. Total coverage of IMD excluded members 

5. Shift of Non-Recoverable and Self-Pay Financial Classes/Payers to other Financial 

Classes/Payers 

From 2013 to 2015, BHD experienced annual increases in Gross Billed, Net Revenue, and Costs.  As 

Net Revenue increased at a faster rate than Cost, BHD experienced improvements in Gross 
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Margin.  Still, revenue is negatively impacted each year by the large amount of write-offs 

associated with non-recoverable self-pay clients.  BHD Commercial payer business, which is the 

most profitable, only comprises about 5% of the business.  

However, there are opportunities to grow Net Revenue, improve Gross Margin, and provide a 

more sustainable business revenue model.  The scenarios analyzed within this section outline 

some of the opportunities that exist, and what potential financial impacts they could have on BHD 

over the next three years.  

The key findings from analysis of the scenarios described above are highlighted in the following 

table. 

 

Key Findings 

 Medicaid Institutions for Mental Diseases (IMD) opportunity.  BHD estimated a loss 

of approximately $3,000,000 in potential revenue due to IMD excluded members in 

2015.  If BHD is able to make efforts to continue to encourage enrollment of Medicaid 

SSI beneficiaries into Medicaid MCOs or there are DHS policy changes that result in 

mandatory MCO enrollment, BHD Gross Margin could increase up to 21 percentage 

points each year. 

 

 Cost reduction opportunities.  Through discussions with BHD it is our understanding 

that some of the costs (e.g. facility rent) may be higher than the market standard.  We 

would recommend a further assessment of current costs for each category (i.e. staff, 

facility, meals, security, etc.) and compare to behavioral health providers in the 

Wisconsin and Milwaukee County area. For example, a 5% reduction in cost each year 

would improve the gross margin by 30 percentage points by 2018. 

 

 Increased revenue opportunities.  With the cost beginning to exceed most payer 

gross billed amounts in 2015, there may be opportunity to increase fee schedules or 

contracted rates under a managed care program.  There are dependencies that would 

need to be addressed in order to increase rates, such as, Wisconsin DHS payment 

policy for Medicaid including actuarial soundness requirements, availability of State 

and/or local matching Medicaid funds, BHD/County resources to negotiate managed 

care rates, etc.  Each percentage increase in total revenue is a direct percentage 

increase in gross margin.  

 

Table 15 demonstrates the additional revenue opportunity of increasing Medicaid managed care 

net revenue (i.e. gross billed and write-offs) to 85% and 100% of the associated cost.  Medicaid 

managed care business is the largest payer, making up more than 35% of estimated 2015 net 
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revenue across all payers.  The table below summarizes the opportunity to bring revenue closer to 

cost through increasing Medicaid managed care rates, which would require additional state 

funding.  Additional opportunities to increase revenue, as well as opportunities to reduce costs 

and improve the overall profitability of BHD, were examined in the five scenarios detailed later in 

this section.   

Table 15: Medicaid Managed Care Estimated 2015 Financial Scenarios 

 

Scenario 1 

Overview 

This scenario explores the impact of the market shifting from Medicaid FFS to Medicaid managed 

care. We analyze the financial impact of accelerated shifts in the BHD Medicaid payer mix using 

two models. 

 Scenario 1.1: 10% of the Medicaid FFS business shifts to Medicaid managed care in 

2016, 20% of the Medicaid FFS business shifts to Medicaid MCOs in 2017, and 30% of 

the Medicaid FFS business shifts to Medicaid MCOs in 2018. 

 Scenario 1.2: 25% of the Medicaid FFS business shifts to Medicaid managed care in 

2016, 50% of the Medicaid FFS business shifts to Medicaid MCOs in 2017, and 75% of 

the Medicaid FFS business shifts to Medicaid MCOs in 2018. 

Assumptions 

Modeling in Scenario 1 used the adjusted 2015 experience without trend applied to the 2016 to 

2018 estimates. The impacts were applied to the utilization of Medicaid FFS and Medicaid 

managed care days and services.  Unit cost and Gross Billed per unit were assumed to remain 

constant within Medicaid FFS and Medicaid managed care.  No additional adjustments were made 

and no revenue was realized as a result of IMD excluded members shifting from Medicaid FFS to 

Medicaid MCOs.  For purposes of estimating this scenario impact, supplemental payments in 2016-

2018 were assumed to be equal to those received in 2015. 
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The graph and table below demonstrates the impact in Gross Billed and other financial indicators 

when Scenarios 1.1 and 1.2 were applied. 

Graph 4: Gross Billed Comparison 

 

Table 16: Scenario 1 Financial Snapshot1 

   

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 
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Additional Findings 

 Under both scenarios, there is a small impact to the Gross Margin, which improves 2016-

2018. 

 While the modeling does not show a significant impact on Gross Revenue, Cost, or Gross 

Margin, there are other factors that could impact the BHD Medicaid FFS and managed care 

payer mix. For example, the cost of care and utilization of consumers covered by managed 

care plans may be less compared to those in FFS.  

 Since Cost has grown at a quicker rate than Net Revenue, there would be a positive impact 

on the Gross Margin.  

 

Additional information regarding the managed care rate setting process for both Medicaid and 

Medicare may be found in Appendix Element 4. 

 

Scenario 2 

Overview 

This scenario assesses the impact of growing BHD Commercial Non-MCO and Commercial MCO 

businesses.  While the total Commercial business makes up about 5% of the total business, it is the 

most profitable.  If BHD is able to increase this revenue category, there is a potential to improve 

the overall margin. 

This scenario looks at the estimated financial impacts associated with growing Commercial Non-

MCO and Commercial MCO businesses using two models:  

 Scenario 2.1: Commercial and Commercial MCO businesses increase by 5% in 2016, 

10% in 2017, and 15% in 2018. 

 Scenario 2.2: Commercial and Commercial MCO businesses increase by 10% in 2016, 

20% in 2017, and 30% in 2018. 

Assumptions 

Modeling in Scenario 2 is applied to the adjusted 2015 experience without trend applied to the 

2016 to 2018 estimates. Increases in Commercial business were applied by increasing the 

utilization estimates. Unit Cost and Gross Billed per unit were assumed to remain constant within 

the respective Commercial businesses (i.e. Non-MCO and MCO).  No additional adjustments were 

made. For purposes of estimating impact, supplemental payments in 2016-2018 were assumed to 

be equal to those received in 2015. 
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Graph 5 and Table 17 below show impacts on BHD Commercial business based on Scenarios 2.1 

and 2.1. 

Graph 5: Gross Billed Comparison 

 

Table 17: Scenario 2 Financial Snapshot1 

    

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 
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Additional Findings 

 Since the Commercial business is not a significant portion of the total Net Revenue, an 

increase in the number of consumers covered by Commercial insurers would be necessary 

to see material improvement in the overall profit margin.   

 When assuming a 5% increase in Commercial business, there was an improvement in 

margin but it was minimal. Even with a 25% increase in Commercial business, the margin 

only improved approximately three percentage points by 2018. 

 

Scenario 3 

Overview 

This scenario analyzes the impact of reducing the Cost per unit across the BHD book of business.  

The majority of services are Inpatient services (~77% in 2015). BHD Cost include salaries and 

wages, building costs, prescription costs, meal costs, security costs, transportation and other 

services, information technology, and fiscal and admin costs.  BHD noted that the building costs, 

such as rent, are higher compared to other facilities in the Milwaukee market.   

To understand the potential impact of reducing direct and indirect costs, this scenario tests the 

impact of a reduction of 5-30%.  The two sub-scenarios listed below were analyzed in order to get 

this range of potential financial impact. 

 Scenario 3.1: Unit Costs across all businesses decreases by 5% in 2016, 10% in 2017, 

and 15% in 2018. 

 Scenario 3.2: Unit Costs across all businesses decreases by 10% in 2016, 20% in 2017, 

and 30% in 2018. 

 

Assumptions 

Modeling in Scenario 3 is applied to the adjusted 2015 experience without trend applied to the 

2016 to 2018 estimates. Decreases in costs were applied by reducing the Cost per unit across all 

Financial Classes/Payers. Utilization and Gross Billed per unit were assumed to remain constant 

within the respective payers. No additional adjustments were made.  For purposes of estimating 

impact, supplemental payments in 2016-2018 were assumed to be equal to those received in 

2015. 
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The graph and table below demonstrate the impact of reducing Cost. 

  

Graph 6: Total Cost Comparison 

  

 

Table 18: Scenario 3 Financial Snapshot1 

    

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 
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Additional Findings 

 A reduction in Cost has a significant impact on the profit margin. For every percentage 

point reduction in Cost there is nearly a two percentage point improvement in Gross 

Margin. 

 The ability to mitigate the increasing costs will have a significant impact on the profit 

margin over the next several years. 

 While the scenarios show a simplistic view of reducing costs, further assessment is required 

to understand what is driving costs to increase at the current pace. 

 We understand BHD performed assessment of indirect costs (i.e. building/facility 

costs/rent, etc.) that indicates opportunities to significantly reduce these costs.  BHD may 

also consider new opportunities to reduce direct costs through new or modified operating 

models. 

 

 

Scenario 4 

Overview 

This scenario assesses the impact of changes related to the IMD exclusion. As described earlier in 

this report, section 1905(a)(b) of the Social Security Act prohibits Medicaid agencies to pay for care 

or services for Medicaid FFS beneficiaries 21 and older and younger than 65 while they are 

hospitalized in an IMD facility, such as the BHD inpatient psychiatric hospital. BHD estimated a loss 

of approximately $3,000,000 in revenue in 2015 due to this exclusion. Coverage for these 

members has steadily increased due to the market shift from Medicaid FFS to Medicaid managed 

care, where these services are generally reimbursed.  

This scenario looks at the estimated financial impacts associated with BHD ability to obtain full 

coverage for currently IMD excluded members.  

 Scenario 4.1: $1 million in revenue lost due to IMD exclusion is recognized in 2016, $2 

million in 2017, and $3 million in 2018. 

Assumptions 

Modeling in this scenario used adjusted 2015 experience without trend and applied that to 2016 

to 2018 estimates. It was assumed that the additional revenue captured would directly impact Net 

Revenue.  It’s our understanding that the Gross Billed amount and Utilization currently include the 

services and amounts for this population. No additional adjustments were made. For purposes of 
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estimating impact, supplemental payments in 2016-2018 were assumed to be equal to those 

received in 2015. 

The graph and table below demonstrate the impact of capturing revenue previously lost due to 

the IMD exclusion. 

  

Graph 7: Total Revenue Comparison

 

    

Table 19: Scenario 4 Financial Snapshot1 

   

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 
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Additional Findings 

 The additional revenue, assuming the IMD population is reimbursable, has the potential to 

improve the Gross Margin approximately 20 percentage points by 2018. 

 The results would be most representative of a policy shift or some other external factor that 

removes the IMD exclusion. 
 It is estimated that BHD Gross Margins will range from -104.0% and -83.3% as shown in Table 

19 as more revenue is realized. 

 

Scenario 5 

Overview 

This scenario assesses the impact of reducing Non-Recoverable and Self-Pay revenue. Because the 

self-pay population is primarily uninsured, indigent consumers, and as previously explained 

operates under the IMD exclusion for many Medicaid beneficiaries, BHD writes off nearly all Non-

Recoverable and Self-Pay revenue. Through various means, including Medicaid targeted payments, 

waivers, grants or additional funding sources, there may exist opportunities to shift some of this to 

a reimbursable Financial Classes/Payers.  

To understand the impact of shifting Non-Recoverable and Self-Pay revenue to other Financial 

Classes/Payers, we modeled two scenario, listed below, to understand the range of potential 

financial impact.  

 Scenario 5.1: 10% of Self-Pay and Non-Recoverable revenue moved to other Financial 

Classes/Payers in 2016, 20% in 2017, and 30% in 2018 

 Scenario 5.2: 25% of Self-Pay and Non-Recoverable revenue moved to other Financial 

Classes/Payers in 2016, 50% in 2017, and 75% in 2018 

Assumptions 

Modeling used adjusted 2015 experience without trend applied to the 2016 to 2018 estimates.  To 

estimate the impact of reducing these amounts and moving them to a reimbursable financial class, 

the shift impacts were applied to the Utilization of the different Financial Classes/Payers.  

Utilization of Self-Pay and Non-Recoverables was reduced by Scenario 5.1 and 5.2 assumption (e.g. 

10% in 2016 for Scenario 5.1) and distributed proportionately to the other Financial 

Classes/Payers.  The Unit Cost and Gross Billed per unit by Financial Class/Payer were assumed to 

remain constant. For purposes of estimating this scenario impact, supplemental payments in 2016-

2018 were assumed to be equal to those received in 2015. 
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The graph and table below demonstrate the impact of shifting Non-Recoverable and Self-Pay 

revenue. 

 

Graph 8: Total Revenue Comparison 

 

Table 20: Scenario 5 Financial Snapshot1 

   

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 
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Additional Findings 

 Table 20 illustrates Gross Margin is significantly improved by shifting Non-Recoverable and 

Self-Pay revenue to a reimbursable Financial Class/Payer.  

 Since Non-Recoverable and Self-Pay Financial Classes typically contribute little to no 

revenue, the shift has a direct impact on the revenue received. 

 While policy changes will be the biggest driver behind the shift modeled in this scenario, 

there may continue to be opportunities for BHD to assist in the eligibility and enrollment 

process for coverage through Medicaid, Medicare and the Exchange/Marketplace plans. 

 

Element 3 
 

This section examines revenue and funding opportunities potentially available to BHD in context of 

an evolving payer and policy environment in the State and County.  The increasing gap between 

BHD cost and gross billed was discussed in Elements 1 and 2.  While the limitations of the BHD 

current payer mix—such as the Federal IMD exclusion and a steadily declining FFS population and 

associated supplemental payment allotment—are one cause of the gap, the analysis indicates 

opportunities in which BHD may be able to increase revenue. Deloitte’s financial and policy 

analysis discussed earlier in the report provide the basis for the following discussion relating to 

enhanced funding for BHD. 

 

Funding Opportunity 

Policy changes to the IMD exclusion at the Federal level, potential inclusion of Medicaid 

Institutions for Mental Diseases (IMD) opportunity.   

 

The Federally-mandated IMD exclusion is a critical variable in the payment of behavioral health 

services for Medicaid beneficiaries.  BHD estimated a loss of approximately $3,000,000 in potential 

revenue due to IMD excluded members in 2015.  However, given the changes in coverage of 

inpatient behavioral managed care and the opportunity to encourage enrollment in Medicaid SSI 

MCOs that provide integrated physical and behavioral health services, the impact on the County 

and its partners is shifting.  
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Opportunities to recognize additional revenue exist through shifts in State and Federal policy are 

discussed below: 

  

 CMS anticipates revision to the current restrictions on Medicaid financing for inpatient 

psychiatric stays, specifically those 14 days or fewer.  Proponents believe the change will 

help address shortages in short-term inpatient mental health and substance use disorder 

treatment through better financing options.  Covered stays would be limited to fewer than 

15 days in any month, with flexibility to create longer stays by aligning stays over two 

consecutive months (i.e., 14 days in one month and 14 in the next).  Currently, 

approximately 58% of total Medicaid FFS Inpatient bed days for 21-64 year olds are spent 

in the first 14 days of an individual visit based on 2013-2015 claims data.  Assuming these 

days would be covered under the loosening of restrictions by CMS, it is estimated that 

approximately $1.75 million dollars in revenue could be realized each year. 

 

 In Wisconsin, it appears that IMD facilities contract with the Medicaid MCOs for the 

payment of psychiatric hospitalizations for members’ age 21-64 that would have 

normally been uncompensated due to the IMD exclusion. The annualized growth trend 

from 2013-2015 for Medicaid MCOs was 14% while Medicaid FFS was -4%. The Gross Billed 

per consumer for Medicaid MCOs was nearly 40% higher than that of Medicaid FFS, 

indicating that managed care is a growing market with improved reimbursement levels for 

BHD and thus BHD may further invest in efforts to continue to contract with its partner 

MCOs. 

 

 Support SSI member enrollment in Medicaid MCOs providing integrated physical and 

behavioral health services.  Beneficiaries between the ages of 21-64 eligible for Medicaid 

due to age, blindness or a disability, whose benefits are reimbursed through FFS payments, 

remain subject to the IMD exclusion. However if individuals in Southeast Wisconsin elect to 

participate in an SSI MCO, BHD has the opportunity to receive a capitated payment for 

these individuals.  Therefore, BHD should continue to support efforts to enroll eligible SSI 

members (currently covered under FFS Medicaid) into SSI managed care plans. 

Additionally, if DHS supports policies to increase enrollment of SSI beneficiaries into 

managed care plans across Wisconsin, there is greater potential for capitated revenue and 

enhanced coordination of inpatient and outpatient behavioral health services.  

 

The additional revenue, assuming 100% of the IMD population becomes reimbursable, has the 

potential to improve the Gross Margin approximately 21 percentage points by 2018. It is 
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estimated that the BHD Gross Margin will range from -104.0% and -83.3% as fewer consumers are 

excluded on the IMD basis and BHD is able to recoup payment. 

 
 

Funding Opportunity 
 

BHD should explore opportunities to negotiate improved rates with Medicaid MCOs. 

 

As Cost exceeds most payer Gross billed amounts in 2015, there may be opportunities to increase 

fee schedules or contracted rates under and Medicaid managed care program. Table 21 below 

depicts scenarios where BHD is paid at 85% and 100% of cost, respectively.  Note that each 

percentage increase in Total Revenue is a direct percentage increase in Gross Margin. 

Table 21: Impact of 85% and 100% cost coverage by Medicaid MCOs 

 
  

 

There are dependencies that would need to be addressed in order to increase rates, such as, 

payment policies for Medicaid, availability of State and/or local matching funds, BHD/County 

resources to negotiate managed care rates, etc.   

In addition, in order for Wisconsin DHS to consider increased capitation payments to MCOs for 

provision of behavioral health services under the Federal ‘actuarial soundness requirement’, BHD 

may need to further analyze its current cost structure as well as conduct a comparable service and 

cost analysis in the Milwaukee County market. Further, in order to increase net revenue to 

approximately 85% of the cost by 2018, we estimate that net revenue must increase by 

approximately $2.91 million dollars, of which $1.21 million would need to come from state or local 

funding in order to leverage additional federal Medicaid funds for increased payments for 

psychiatric inpatient services provided by BHD.  
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Funding Opportunity 

BHD may consider County intergovernmental transfer of funds as potential source of State 
share which would generate new Federal matching funds to support new or increased 
supplemental payments and/or targeted managed care rates increases for critical IP and 
OP psychiatric safety net services.  

 

Based on the Medicare upper payment limit (MUPL) calculations from the State, both BHD and the 

peer group (non-state public providers) appear to be paid at the calculated UPL cap.  However, 

there is currently a gap between the allocated amount of UPL and the actual supplemental 

payments for the private acute care hospital peer group.  An acute care hospital (potentially 

contracted to operate inpatient psychiatric beds in a unit) could in theory use the room under the 

acute UPL to justify additional UPL payments.  Additionally, it’s our understanding that there may 

be a gap between the disproportionate share hospital (DSH) limit, total current DSH payments 

statewide, and the DSH payment to BHD.  Through intergovernmental transfers (IGT)5 BHD may be 

able to increase the federal payments for these programs, similar to payment methodologies 

previously utilized to support the former Milwaukee County General Assistance Medical Program 

(GAMP).  

  Table 22: Federal Funding at FY 2017 FMAP 

The tables below illustrates how each $1M in State matching generates Federal funding at current 

WI FMAP. 

 

 

                                                           
5 IGTs require statutory authority, as well as State Medicaid and CMS approval 

FMAP Enhanced FMAP 
Enhanced FMAP w/ 

ACA 23 pt Increase 

58.51% 70.96% 93.96%

State Share
Federal Match at 

58.51% FMAP
Generated All Funds

$1,000,000 $1,410,219 $2,410,219

$10,000,000 $14,102,193 $24,102,193
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Funding Opportunity 

Support Legislative efforts and partner with DHS in development of new CMS section 1115 

demonstration waiver.  

Over the last three years, BHD has experienced the shift from in the payer landscape from FFS to 

managed care payments for Medicare and Medicaid beneficiaries. Additionally, because of 

changes to BadgerCare, BHD provided services to more individuals, who were previously 

uninsured/self-pay. There may exist addition opportunities within the Wisconsin managed care 

delivery systems for the Department of Health Services to consider additional changes to 

populations covered, targeted payments and benefits offered by MCOs. We assume such changes 

would be required to be “budget neutral” under Federal expenditure guidelines. 

In addition, we anticipate these policy changes may occur through the integration of behavioral 

and physical benefits for individuals receiving long-term-care benefits within the Family Care or 

Medicaid SSI program. Note, DHS may continue to support managed care coverage for most 

Medicaid populations throughout Wisconsin, which includes SSI beneficiaries in Southeast 

Wisconsin who, for those age 21-64, are currently included in the IMD exclusion criteria. 

Finally in 2015, CMS launched an effort to test new delivery system, benefit, and payment designs 

in order to better coordinate care and reduce the impact of Substance Use Disorder (SUD). CMS is 

offering state Medicaid agencies an opportunity to use Section 1115 waiver authority to design 

service delivery systems that may cover services such as short-term acute treatment, including 

detoxification, intensive outpatient programs, residential treatment service, screening and 

intervention services in a broad range of settings, integration with primary care, medication 

assisted treatment and recovery supports services such as peer recovery supports and recovery 

coaches. Coverage and behavioral health benefits (including inpatient and outpatient services) for 

individuals that may not have access currently could provide BHD additional revenue as well as 

allow BHD to participate in innovative quality/value-based purchasing models if DHS were to 

develop a waiver program. Additional sources of State/Local funds would be required to 

implement such a waiver. 

Element 2 models the impact of increasing managed care coverage on Gross Margin against the 

decline in Medicaid FFS funding.  The estimated financial results are shown below in Table 23 and 

additional detail regarding this scenario may be found in Scenario 1 of Element 2. 
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Table 23: Scenario 1 Financial Snapshot1 

   

1Revenue refers to Total Revenue (Net Revenue + Supplemental Payments) 

 
 

Funding Opportunity 

Grant opportunities to support county behavioral health operations and programs—even 

with a broader service offering—are few and far between.  However, BHD should monitor 

funding through organizations such as SAMSHA to assess opportunities and willingness to 

make investment of staff time in completed applications.  

 
In addition to inpatient psychiatric care, BHD provides community-based services directly and 

through contracts with community-based service providers.  The services that are currently 

provided include Community Support Program, Targeted Case Management, Community 

Residential Treatment, Outpatient Treatment, Comprehensive Community Services (CCS), and Day 

Treatment Program. BHD also provides a large network of crisis services including PCS, a crisis 

observation unit, toll-free crisis line, and mobile crisis teams, a Crisis Assessment Response Team, 

Crisis Stabilization Houses, and Crisis Resource Centers. 

 

It is understood that BHD will continue to provide and contract these services and that there may 

be grant opportunities provided through the Federal government, advocacy groups, philanthropic 

organizations, as well as local philanthropic organization found through a web-based grant 

locating site. 
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Deloitte queried the following organizations for grant opportunities: 

 Federal government (SAMSHA, CMS, gov.org, Office of Health and Human Services, 

National Institute of Health and National Institute of Mental Health) 

 Advocacy groups (National Association for Mental Illness, National Council, American 

Psychiatric Association, American Psychological Association, National Association for State 

Mental Health Directors, and National Association for States United for Aging and 

Disabilities)  

 Philanthropic organizations (Bill and Melinda Gates Foundation, McCormick Foundation, 

Buffett Foundation, Exxon Foundation); and  

 Local philanthropic organization found through a web-based grant locating site 

 

Our analysis of revealed that SAMSHA and CMS are the largest sources for funding; however, 

many philanthropic organizations will not grant to governmental agencies and many government 

funding sites such as NIH and NIMH will fund research but not operations.  

 

In summary, the grants for which BHD could be eligible expired in February. Furthermore, there is 

not significant volume of grant opportunities available to governmental behavioral health entities.  

However, BHD should monitor organizations, specifically SAMSHA, to assess opportunities and its 

willingness to make investment of staff time to complete applications.  
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Appendices  
Appendix 1: Data Sources 

The following table summarizes all the data received by Deloitte from BHD.  

 

 
The following table summarizes all the 2014 Gross Billed amounts by the payers in the Milwaukee 

County data.  The amounts shown in the table below are based on a report provided by BHD in the 

2014_Summary_Deloitte.xlsx file.  The first column shows how the data was aggregated by 

Deloitte.  Amounts shown below do not match exactly to data shown throughout report due to 

how Financial Classes/Payers are assigned.  This is explained in more detail in the Financial 

Class/Payer Adjustments section of the report. 
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Appendix 2: Adjustment Factors 

The adjustment factors for gross billed, utilization, and cost were developed by taking the average 

of the 2013 and 2014 December gross billed, utilization, and cost as a percentage of the total year. 

Additionally, further adjustments needed to be made for the transfer amounts.  Based on 2013 

and 2014, a large portion of transfer payments came through towards the end of the year.  In 

order to estimate the transfer amount for 2015, we developed adjustment factors at the Financial 

Class/Payer level based on 2014 data to account for the transfer of gross billed. 

 

Finally, because a large portion of write-offs and other components of net revenue do not happen 

until the end of the year, in order to adjust the net revenue for 2015, we looked at gross billed as a 

percentage of net revenue in 2014 and applied that to the adjusted gross billed amount in 2015 

for each individual Financial Class/Payer.  Table A below shows the adjustment factors applied to 

estimate 2015 data. 

 

Table A: Adjustment Factors 
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Appendix 3: Detailed Trending Analysis for Element 1 

The below provides further explanation of the utilization and per unit trends developed and 

analyzed in the Element 1 analysis. 

Financial Class/Payer and Service Trends (Utilization and per Unit) 

To further analyze the trend impact by category of service and financial class we looked at the 

trend by Financial Class/Payer and service category.   

 Utilization Trend: The utilization trend was calculated using 2013-2015 experience data 

aggregated to the Financial Class/Payer and service type level (i.e., based on how utilization 

is counted, number of days or number of services).  The following table shows the 

annualized utilization trend by service category and utilization type over the three-year 

experience period. 

Table A: Historical (2013-2015) Utilization and Annualized Trend 

    

 Per Unit Trend (Gross Billed and Cost): Similarly to utilization, in order to understand the 

trend in cost and gross billed by category of service and financial class, we calculated the 

trend in these financial components per unit.  This trend allows us to estimate the change 
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in the financial components by service category and financial class.  To be consistent with 

the calculation of the utilization trend, the per unit trend was calculated using 2013-2015 

experience data aggregated to the Financial Class/Payer and service type level (i.e., based 

on how utilization is counted, number of days or number of services).  The following table 

shows the annualized per unit trend by service category and utilization type over the 3 year 

experience period. 

Table B: Historical (2013-2015) Gross Billed and Cost per Unit and Annualized Trend 

       

 Combined Utilization and per Unit Trend: In order to get the total trends by Financial 

Class/Payer and category of services, the annualized utilization and per unit trends were 

combined.  The combined trends are compared the aggregate trends developed at the 

beginning of this section.  An adjustment was applied to both the per unit and utilization 

trends so the more detailed trends in total equal the aggregate trends.  The following 

tables show the trended per unit and utilization by Financial Class/Payer and service 

category.   
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Supplemental Payments 

As noted in the Data Sources section of the report, Deloitte was provided with supplemental 

payments related to Upper Payment Limit/Certified Public Expenditure (UPL/CPE), Pay for 

Performance Payments (P4P), Disproportionate Share Hospital (DSH), WIMCR Day Treatment, 

Medicare Bad Debt, GME, and the Inpatient Cost Report.  All supplemental payments were 

recorded in the calendar year in which they were paid to Milwaukee County BHD.  NOTE: No DSH 

payments were made in 2013 and any DSH limits for 2014 will not be known until late 2017. 

Table E: Supplemental Payments for 2013-2015 
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Appendix 4: Detailed Analysis for Element 2 

The below provides further explanation regarding the managed care rate setting guidelines for 

both Medicaid and Medicare as it relates to Scenario 1. 

The following highlights the managed care rate setting guidelines for both Medicaid and Medicare. 

As noted previously, in addition to these guidelines there are other dependencies such as 

Wisconsin DHS’ payment policy for Medicaid, availability of State and/or local matching funds, 

BHD/County resources to negotiate managed care rates, etc. that would need to be addressed to 

increase the contractual rate under both FFS and managed care arrangements.  

Medicaid rate setting guideline: In accordance with CMS regulations (42 CFR 438.6(c)), Medicaid 

capitation rates must be actuarial sound and developed by a credentialed actuary appropriate for 

covered populations and benefit package and in accordance with generally accepted actuarial 

principles and practices.  In setting actuarial sound rates, states must apply defined elements or 

explain why they are not applicable.  These elements include using (i) Base utilization and cost data 

from the Medicaid population, (ii) adjustments made to smooth the data including medical 

inflation, incomplete data, administration and utilization, and (iii) rate cells specific to the enrolled 

population by multiple categories.  Similarly, the Actuarial Standards of Practice 49, “Medicaid 

Managed Care Capitation Rate and Development and Certification”, gave the following definition 

for actuarial soundness: “Medicaid capitation rates are “actuarially sound” if, for business for 

which the certification is being prepared and for the period covered by the certification, projected 

capitation rates and other revenue sources provide for all reasonable, appropriate, and attainable 

costs.”  As indicated above, this process of developing “actuarially sound” rates usually begins 

using either historical FFS data, managed care data or a blend between the two if appropriate. 

From that baseline data, adjustments of medical trend, program changes, managed care savings, 

administrative assumptions and others are applied to project the data forward to the appropriate 

period.  The data projected forward is used to create the Medicaid MCO capitation rates.  If 

additional funds are present to the state, higher Medicaid reimbursement rates may be targeted 

for certain services at facilities with a high percentage of Medicaid residents assuming that the 

rates do not exceed cap set by the state.  

Medicare rate development guidelines: Medicare Advantage plans are paid by Medicare on a per 

member per month (PMPM) capitated payment arrangement based on membership, regardless of 

the services provided.  As of 2006, in order to offer Medicare Advantage plans, plans must submit 

“bids” that meet the necessary requirements determined by CMS.  The bids are then compared to 

benchmark amounts that are set by a formula established in statute and vary by county or region.  

The benchmarks are the maximum amount Medicare will pay a plan in a given area.  If a plan’s bid 
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is higher than the benchmark, enrollees pay the difference between the benchmark and the bid in 

the form of a monthly premium, in addition to the Medicare Part B premium.  If the bid is lower 

than the benchmark, the plan and Medicare split the difference between the bid and the 

benchmark; the plan’s share is known as a “rebate,” which must be used to provide supplemental 

benefits to enrollees.  Medicare payments to plans are then adjusted based on enrollees’ risk 

profiles.  These bids are then reviewed by actuaries to determine actuarial soundness before being 

accepted.  Similar to the Medicaid actuarial soundness description, it is reasonable to assume that 

the revenue received for Medicare payments should cover reasonable, appropriate and attainable 

costs. 
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Appendix 5: Grant Opportunities 

Grant opportunities are reflected in an Excel file that will accompany this report. 

The file has three tabs.  The first lists funding for state government initiatives.  There were only 

two opportunities currently open, both to support outpatient services.   The second tab lists 

county government initiatives (some of which could also support state initiatives).  One 

opportunity is from a local foundation with a track record of providing small target grants to 

government entities as well as other non-profits.  The final tab provides a few opportunities for 

service providers.  This is not an exhaustive list but suggests that one means for the county to 

support a robust continuum of care is to offer technical support to service providers applying for 

such grants.    
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Behavioral Health Division
2015 Surplus Drivers

Community Services - $0.7
• AODA
• Community MH

• CCS
• CRS
• CBRF Delays

• Wrap

Hospital - $6.0
• Patient Revenue
• Expenses – Personnel, Dietary,

Pharmacy
• State Plan Amendment
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2015 Budget Surplus Allocation ($millions)
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Behavioral Health Division
2015 Results – Actual/Budget

($ Millions)
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Behavioral Health Division
2015 Results – Budget Variances
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