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EXECUTIVE SUMMARY

The mental health care system in Milwaukee County has undergone dramatic change in recent
years, as County and community leaders have sought to ease reliance on emergency and inpatient
care while enhancing the range and scope of community-based mental health services. Between
2010 and 2013, adult inpatient capacity at the County's Mental Health Complex decreased by 31%,
while admissions at its emergency room facility (referred to as the Psychiatric Crisis Service, or PCS)
dropped by 15%. In addition, the County recently closed one of its 72-bed long-term care facilities
and plans to complete the closure of its second facility by the end of 2015.
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On the community side, an array of new treatment and recovery-oriented services has been added,
including Comprehensive Community Services (CCS), a new Medicaid benefit that seeks to reduce
inpatient admissions by strengthening early intervention and treatment programs; Community
Recovery Services (CRS), which offers psychosocial services such as employment, housing, and peer
support to eligible Medicaid clients; and a range of new community-based crisis services.

While it is relatively easy to describe these service changes, far less is known about the financial
impacts of ongoing mental health redesign efforts. For example, how much is being saved on an
annual basis from the vastly reduced inpatient/long-term care census? And, perhaps more
important, can continued bed reductions at the Mental Health Complex generate the property tax
levy savings that are likely to be required to achieve desired levels of community-based care?

In this report - commissioned by Milwaukee County and its Mental Health Redesign Task Force - the
Public Policy Forum seeks to answer those questions. We do so first by assessing the fiscal impacts
of the County’s mental health redesign activities that have occurred to date, which we accomplish by
"deconstructing" BHD's budget to isolate direct and indirect cost centers and appropriately
distinguish between hospital and community-based expenditures. Then, we use that knowledge to
consider how the implementation of a fully redesigned system of care will impact the Behavioral
Health Division’s (BHD) financial situation in the next two years.

BHD Fiscal Analysis
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The report begins by examining financial trends from the 2010-2013 timeframe, which was the
period of time in which BHD initiated various mental health redesign strategies aimed at moving
toward a community-based system of care. Our trend analysis revealed the following:

e While direct hospital-related expenditures at the Mental Health Complex decreased by $5.5
million (11%) - an amount that intuitively would appear to correlate with the decline in bed
capacity - indirect costs unexpectedly increased by $2.5 million. To some degree, this was
caused by factors beyond BHD's control, such as the central budget office’s determination of
BHD’s legacy costs from retired employees, facility expenses, and charges from other
departments.

Change in Mental Health Complex Expenditures, 2010-2013
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o Overall staffing levels at the Mental Health Complex remained largely the same despite the
reduced patient volume. We found this was largely attributed to increased staffing levels at PCS,
which may have reflected a need to utilize clinical staff freed up from inpatient and long-term
care downsizing to address previous understaffing at PCS.

o BHD was successful in enhancing patient revenues on a per-patient basis between 2010 and
2013, but the reduced patient census produced an overall net loss of about $3 million in patient
revenue. Because that loss largely offset expenditure reductions, the County was unable to
reduce its allocation of property tax levy to Mental Health Complex services.!

11n this analysis, when we refer to property tax levy we also include the County’s annual Base Community Aids (BCA) allocation from the
State of Wisconsin. Property tax levy and BCA are used interchangeably by the County to fill the gap between the amount spent to provide
mental health services and the revenue that is recovered from patients and other sources.
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o BHD was able to increase its investment in community-based services during the 2010-2013
timeframe, with expenditures growing by $3.9 million (12%). However, BHD’s community
services as a whole became more dependent on property tax resources, which increased by $6
million. Because levy savings did not materialize from Mental Health Complex downsizing, those
additional resources came from other parts of County government and/or general increases in
the tax levy.

Overall, our trend analysis found that a key objective of mental health redesign - to use inpatient
and long-term care downsizing as a means of freeing up property tax resources to invest in
community-based services - had not been achieved as of the end of 2013.

We then turned to the 2014 and 2015 budgets to determine whether any of the trends observed for
the previous four years had reversed, and whether additional savings associated with continued
Mental Health Complex downsizing in those years were being generated for reinvestment in
community-based services. The 2014 and 2015 budgets were characterized by even greater
downsizing than had occurred the previous four years, including the closure of both long-term care
facilities by the end of 2015; and by increased investment in community-based services.

We found that the financial benefits associated with these sharper declines in patient census had
indeed become more pronounced. For example, property tax levy expenditures for Mental Health
Complex service areas were budgeted to fall by about $7 million (14%) in 2015 when compared with
2013 actual amounts. However, the potential for greater savings still was limited by BHD's inability
to substantially reduce indirect costs, which were projected to decline by only 4%; and by substantial
budgeted reductions in patient revenue in conjunction with the reduced census. We also observed
that increased staffing and expenditure levels at PCS continued to partially offset inpatient and long-
term care savings.

Adult Mental Health Tax Levy Expenditures, 2010-2013 Actual and 2014-2015 Budget (millions)
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Finally, we used the information and insights gained from our trend analysis to conduct financial
modeling that allowed us to estimate the financial impacts of 60-, 32-, and 16-bed adult inpatient
scenarios. For each of our models, we took into account both the financial impacts associated with
each bed capacity scenario, plus a calculation of the ongoing savings that would result from the
closure of the Rehab Central long-term care facility in 2015.

Our modeling showed that BHD would need about $3 million of additional property tax levy in 2017
to support the two remaining Mental Health Complex functions (adult inpatient and PCS) than it
budgeted for those functions in 2015. However, because $4.2 million in net savings would be
derived from the closure of Rehab Central, there would be a total of about $1.2 million available for
community reinvestment under that scenario in 2017. We also found that BHD could generate a $5
million property tax levy savings in 2017 (when compared to the 2015 budget) by downsizing from
60 to 32 adult inpatient beds, and an $8.8 million savings by downsizing to 16 adult inpatient beds.
Again, both of those savings amounts include the positive fiscal impact associated with the closure
of Rehab Central.

A key question is whether an investment of the projected savings from the 32- and 16-bed scenarios
in community-based services would be sufficient to appropriately offset the increased need for such
services in light of reduced inpatient bed capacity. We were unable to determine the answer to that
question, but suggested that BHD should ascertain the types and scope of enhanced community-
based services that might be implemented to make such a determination.

Projection of 2017 Mental Health Complex Tax Levy Spending Under Different Bed Scenarios
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* While the Rehab Central long-term care facility will be closed in 2017, we still show a Rehab Central expenditure in 2017
in this figure. This is attributed to $4 million in needed BCA/levy expenditures to support Rehab Central clients in
community settings and to pay remaining legacy costs.
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Our modeling exercise not only revealed the amount of estimated savings that could be achieved
through continued bed reductions, but also highlighted the fundamental constraints that will
continue to impact BHD's financial future:

1. The Mental Health Complex's indirect costs are only loosely linked to its bed capacity, and
this factor will continue to curtail overall savings that can be achieved with future downsizing
initiatives.

2. Because key components of BHD's indirect cost structure are linked to its existing facility and
its treatment as a regular department of Milwaukee County government, there is little it can
do to reduce indirect costs without changes to those two circumstances.

3. While BHD can continue to generate sizable direct cost savings from additional reductions in
adult inpatient bed capacity, the direct cost pressures associated with continued operation of
PCS at its existing capacity will erode those savings and reduce the amounts available for
community reinvestment.

The report concludes with five observations derived from our modeling and trend analysis:

> Milwaukee County leaders should contemplate a new financial structure for the Mental Health
Complex that sets it apart from the rest of Milwaukee County government.

As long as the Mental Health Complex continues to be subject to charges from other County
departments and central service allocations from the central budget office, it is likely to receive
only limited benefit from bed capacity and associated staffing reductions. An argument could be
made - particularly in light of BHD's new governance structure that has it reporting to a new
Mental Health Board - that the additional step of segregating BHD's finances from the rest of
Milwaukee County government should occur, or that it should be placed under a separate mental
health district or authority. Should this approach prove unworkable from an accounting, legal, or
logistical perspective, then the County budget office and BHD at least should consider reforming
internal budgeting and accounting practices to better isolate costs and revenues associated with
BHD's various service areas.

» Milwaukee County and State of Wisconsin leaders need to work jointly to address BHD's facility
needs and questions.

Our analysis confirms what Milwaukee County leaders have known for quite some time: that
facility costs at the existing facility are influenced most prominently not by the amount of square
footage that BHD occupies for its hospital-related operations, but instead by its continued need
to service and maintain the entire sprawling Mental Health Complex regardless of inpatient bed
capacity, and by cost factors associated with its use of County facilities staff to do so.
Furthermore, BHD officials have cited millions of dollars of needed repairs at the existing
Complex, which have been deferred pending consideration of a possible new facility. It is unclear
how those needs will be addressed given that recent state legislation places BHD operations
spending under the purview of the Mental Health Board, but leaves capital and debt service
costs under the purview of the County Board.

BHD Fiscal Analysis
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» The future size, mission, and location of PCS will be central to any decision-making regarding
adult inpatient bed capacity and a potential new facility.

An often overlooked issue in BHD's consideration of its optimal inpatient capacity and the
possible construction of a new facility is the future size, scope, and operation of PCS. Our
analysis shows that as long as PCS maintains its approximate current patient volume and
staffing, then its costs are likely to continue to grow with inflation, thus partially offsetting any
savings accrued from inpatient downsizing. In determining possible downsizing options and the
size and location of a new facility, therefore, County and Mental Health Board leaders also
should be considering how PCS will function in the future.

> BHD should develop effective and transparent ways to measure the impacts of its community
investments on inpatient and PCS demand and to track and project community-based service
costs.

It will be tempting to view an opportunity to generate almost $9 million in annual savings from a
16-bed scenario as too promising to ignore, and to simply assume that by reinvesting those
dollars in community-based services an appropriate balance of services can be created. We
suggest, however, that the ability to safely downsize in such a substantial manner will be
predicated on whether community-based investments truly decrease demand for inpatient care,
and that a performance measurement system be developed to provide insight into that question
before substantial additional downsizing occurs. Similarly, we recommend that BHD develop the
financial data collection and reporting mechanisms that will be required to appropriately model
future year community-based expenditures and revenues and guide decision-making on future
investment options.

» BHD needs more detailed analysis of its revenue structure and revenue opportunities to guide
bed capacity decisions.

While BHD has made great progress in implementing a new electronic medical records system
and improving its revenue collection practices, it would benefit from greater capacity to conduct
sophisticated analysis of revenue trends and its patient mix. BHD also would benefit from
additional expertise on Medicaid and Affordable Care Act issues and opportunities to help it
appropriately gauge the impacts of major changes in its service design and delivery.
Consequently, we suggest that BHD and the Mental Health Board consider options for
developing the capacity to better monitor and analyze BHD's revenue performance, and to
produce the types of revenue profiles and analyses that will be critical to determining the pros
and cons of different bed capacity options.

BHD Fiscal Analysis
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INTRODUCTION

In October 2010, the Human Services Research Institute (HSRI) and Public Policy Forum published a
report that detailed the need to redesign the adult mental health care delivery system in Milwaukee
County. The report suggested a series of carefully-calibrated strategies to transition from a system
that relied primarily on emergency and inpatient care to one that was predicated on services in
community settings. The report stressed, however, that a safe and orderly reduction in bed capacity
would require simultaneous investments in an appropriate and expanded mix of community-based
services.

Since that time, Milwaukee County’s Behavioral Health Division (BHD) has aggressively moved to
implement several elements of the recommended redesigned system. Adult inpatient bed capacity
has been substantially reduced; one of the County’s two long-term care facilities has closed, with the
second slated for closure by the end of 2015; and volume at the County’s psychiatric emergency
room has declined. At the same time, additional investments have been made to enhance
community-based services.

The County’s resolve to reduce its operations at the Mental Health Complex also created a need for
detailed financial planning. Specifically, this initiative created an imperative for the County to
accompany its downsizing initiatives with financial analysis that would reveal the budgetary impacts
associated with a vastly reduced inpatient/long-term care census and the extent to which resulting
savings could offset the cost of enhanced community-based alternatives.

A first step in this financial planning was taken in 2013, with the publication of a report by the Forum
that assessed the fiscal challenges of Milwaukee County’s Behavioral Health Division. The 2013
report sought to provide a baseline fiscal assessment that would be used to inform the mental
health redesign process and ensure that programmatic recommendations were accompanied by a
fundamental understanding of BHD’s financial constraints.

In this report - commissioned again by Milwaukee County at the urging of leaders of its Mental
Health Redesign Task Force - the Forum builds off its 2013 baseline analysis with a new and
detailed fiscal examination. The primary purposes of this report are to 1) assess the fiscal impacts of
the County’s mental health redesign activities that have occurred to date; and 2) use that knowledge
to consider how the full implementation of a redesigned system of care will impact BHD’s financial
situation and the finances of Milwaukee County as a whole.

An overriding research question at the root of this analysis is whether continued bed reductions at
the Mental Health Complex will generate sufficient property tax levy savings to achieve desired
spending levels on community-based services. To some extent, this is a “chicken and egg” problem.
Enhanced community-based services are needed to reduce the Mental Health Complex census, but
the savings derived from bed reductions are needed to provide additional community-based
services.

Our starting point is an examination of actual BHD spending and revenue performance for the 2010-
2013 timeframe in the areas of emergency, inpatient, long-term care, and community-based adult
mental health services. We “de-construct” BHD’s budget, peeling back multiple allocations of
indirect costs to show the real impacts of the downsizing that occurred between 2010 and 2013.
Both Mental Health Complex and community services budgets are reviewed from 2010 to 2013.
After that task is accomplished, we present updated financial information from the 2014 budget and
2015 budgets. Finally, the analysis includes financial projections for 2017 under various adult

BHD Fiscal Analysis
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inpatient bed scenarios to estimate how much additional financial capacity actually would be derived
from additional inpatient reductions to support enhanced investment in community-based services.

As we stated in the Introduction to our March 2013 report, the objective of our work is not to critique
BHD’s fiscal management, but instead to objectively analyze its financial challenges and
opportunities. Our hope is to provide Milwaukee County budget officials and the new Milwaukee
County Mental Health Board with an independent fiscal assessment and forecast with which to
consider important programmatic changes moving forward.

BHD Fiscal Analysis
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BACKGROUND

BHD provides and/or administers a variety of inpatient, emergency, and community-based care and
treatment to children and adults with mental health and substance abuse disorders. The County’s
responsibilities in this area are stipulated in Wisconsin’s State statute 51.15, which assigns to
counties the mandate of providing for “the well-being, treatment and care of the mentally ill,
developmentally disabled, alcoholic and other drug dependent citizens residing within its county and
for ensuring that those individuals in need of such emergency services found within its county
receive immediate emergency services.”

BHD is housed at the Milwaukee County Mental Health Complex on Watertown Plank Road in
Wauwatosa. At the Complex, Milwaukee County owns and runs an inpatient hospital consisting of
four licensed units (one of which is for children and adolescents); two long-term care facilities (one
for individuals with complex needs who require long-term treatment and one for individuals
diagnosed with both developmental disability and serious behavioral health needs);2 and a
Psychiatric Crisis Service (PCS) that serves persons in need of emergency mental health treatment, a
majority of whom are brought in by law enforcement on an Emergency Detention. PCS also
encompasses a mental health outpatient Access Clinic and a Mobile Treatment Team.

In addition to being a direct provider of mental health services at the Complex, BHD contracts for a
wide variety of community-based services, including targeted case management (TCM), community
support programs (CSP), community residential services, outpatient treatment, substance abuse
treatment and recovery support, crisis respite, and specialized services for children and adolescents.

The governance, administration, and funding of Milwaukee County’s behavioral health services
changed dramatically in April 2014 with the adoption of Wisconsin Act 203 by the Wisconsin
Legislature and governor. The Act removes jurisdiction of those services from the Milwaukee County
Board of Supervisors and instead places them under the control of a newly created Mental Health
Board (MHB) comprised of 11 individuals with expertise or experience in various facets of mental
health services and administration. Members were appointed in June 2014 and the Board held its
initial meeting in July.

In addition to “oversee(ing) the provision of mental health programs and services in Milwaukee
County,” the MHB has administrative control over BHD’s budget and personnel. That includes both
the programs and services provided by the division at the Mental Health Complex and the services
administered by its community services branch. While the MHB has the power to approve BHD’s
annual budget, the legislation stipulates that the property tax levy contained in the budget must be
between $53 million and $65 million, unless a higher or lower amount is agreed to by the MHB,
county executive, and county board. BHD’s 2015 expenditure budget is $179.6 million, including
$59.1 million in property tax levy. The budget funds 585 full-time equivalent employees (FTES).

The focus of this report is the set of BHD programs and services that have been the subject of
mental health redesign activities. Specifically, those are programs and services that pertain to adult
mental health. Major programs that are excluded from this analysis are BHD’s Wraparound
Milwaukee program, its Family Intervention Support Services, its range of AODA services, and its
Children’s and Adolescent Inpatient Services (CAIS). In addition, the County’s Emergency Medical

2 One of the long-term care facilities, Hilltop, closed in January 2015 but it was in operation during much of the
period of this analysis.

BHD Fiscal Analysis
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Services program has been housed in the BHD budget in recent years but is excluded from this
analysis.

As the redesign process has progressed, BHD has been successful in reducing the patient census at
the Mental Health Complex. Figure 1, which compares total expenditures for inpatient, crisis, and
long-term care services provided at the Mental Health Complex with community-based services over
the past six years, suggests that the redesign has had substantial fiscal effect, at least in recent
budgets. Whereas in 2010, BHD’s expenditures on community-based services were only 44% of its
expenditures on Mental Health Complex services, that ratio rose to 52% in 2013. In the 2015
budget, with Hilltop closed and Rehab Central projected to close by year end, the ratio of community-
based to Mental Health Complex expenditures rises to 73%.

Figure 1: Adult Mental Health Expenditures, 2010-2013 Actual and 2014 and 2015 Budget
(in millions)

B MH Complex
$74.5 #78-1 $75.2 B Comm Based Svcs
: $71.4
$65.5
$58.4
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Source: Data for this and all following tables were provided by BHD.

When we consider the expenditure of discretionary County resources (i.e. property tax levy and Base
Community Aids), as opposed to total expenditures, a different picture emerges. In Figure 2, we see
that despite a decline in Mental Health Complex patient censuses since 2010, the amount of
levy/BCA required to support Mental Health Complex services remained stubbornly close to $50
million until the 2015 budget.

EEI- BHD Fiscal Analysis
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Figure 2: Adult Mental Health Property Tax Levy/BCA Expenditures, 2010-2013 Actual and 2014-

2015 Budget (in millions)
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Figures 1 and 2 raise several questions, including:

B MH Complex
$49.4 B Comm Based Svcs

$42.8

$28.2 $30.5

20148 20158

e Why have total expenses for Mental Health Complex services not declined more given the
closure of long-term care facilities and overall declines in patient census?

o Why has the property tax levy required to support Mental Health Complex services declined
by only 15% even though the patient census has decreased by a much larger margin?

o Are there actions BHD can take in the future to realize greater savings from Mental Health
Complex downsizing that can support increased investment in community-based services?

This analysis attempts to answer these questions and provide a better understanding of BHD

finances as the redesign process continues.

BHD Fiscal Analysis
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INPATIENT, LONG-TERM CARE, AND EMERGENCY SERVICES
— FISCAL TRENDS

The starting point for our exploration of how downsizing has affected BHD’s budget is an analysis of
the budgetary changes between 2010 and 2013, the most recent year of actual budget data. (The
2014 and 2015 budgets are reviewed in a subsequent chapter and are incorporated into the
projections of 2017 expenditure and levy.) Between 2010 and 2013, BHD substantially reduced its
bed capacity at the Mental Health Complex. By teasing out the fiscal changes during that time
period, we can begin to understand some of the dynamics of BHD’s budget that may explain why
greater savings have not been realized from those reductions.

CHANGE IN MENTAL HEALTH COMPLEX
6HD accomplished a substantial \

PATIENT CENSUS BY SERVICE AREA reduction in inpatient and long-term

. . ) ) care bed capacity between 2010 and
Figure 3 illustrates how dramatically bed capacity at 2013 and plans to reduce Mental
the Mental Health Complex has been transformed Health Complex bed capacity even more
since 2006. With the projected closure of both Hilltop by the end of 2015, when both long-
and Rehab Central by the end of 2015, the number of term care facilities are scheduled to be
patient days - which is defined as the number of days closed. At the same time, BHD has seen
a bed in any of the three inpatient areas is occupied - Qdecline in PCS admissions. J
will have declined from more than 84,000 in 2006 to

an estimated 26,413.

Figure 3: Change in Mental Health Complex Patient Days, 2006 through 2015
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In Figure 4, we see that adult acute inpatient bed days declined by 31% from 2010 through 2013.
This reflects a reduction in the number of licensed beds from 96 prior to 2010 (four 24-bed acute
treatment units) to 66 in 2013 (one 24-bed women'’s treatment unit, one 18-bed intensive treatment
unit, and one 24-bed acute treatment unit). The 2015 budget assumes a capacity of 60 inpatient
beds.

SEm BHD Fiscal Analysis
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These inpatient bed reductions have been accomplished - in large measure - by a cooperative effort
between BHD and private health systems to create agreements that stipulate conditions under which
private hospitals with inpatient mental health capacity will accept transfers of patients from BHD.
Those transfers generally have been limited to patients who have insurance coverage and who have
relatively low levels of acuity. The confidence of private hospitals in being able to secure a safe and
appropriate setting for a patient upon discharge from an inpatient unit also impacts their willingness
to accept transfers from BHD.

Figure 4: Adult acute inpatient capacity reduction (measured by patient bed days)
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Rehabilitation Center-Central (“Rehab Central”) is BHD’s long-term care facility for individuals with
complex physical, mental, and behavioral needs. Adjudicated patients, or patients referred by the
court system due to criminal convictions, also are housed at Rehab Central. As shown in Figure 5,
Rehab Central experienced a 16% reduction in patient days between 2010 and 2013, with most of
that reduction occurring in 2013 as BHD moved several individuals into community placements in
preparation for plans to close one of the facility’s three 24-bed units by July 1, 2014 (an initiative
that was successfully completed). BHD plans to continue the transfer of patients throughout 2015
with a goal of closing the facility completely by the end of the year.

Figure 5: Rehab Central capacity reduction (measured by patient bed days)

30,000

24,304 24,301
25,000

20,000

15,000 2010-2013: -16%
10,000

5,000
4,513

2006 2007 2008 2009 2010 2011 2012 2013  2014B 2015B

BHD Fiscal Analysis
Page 15



The Center for Independence and Development (also known as “Rehabilitation Center-Hilltop”)
provided a long-term care setting for individuals with co-occurring mental illness and intellectual
disabilities. In April 2011, BHD notified the State of Wisconsin of its intention to begin a voluntary
downsizing from 72 to 48 beds. That initiative is reflected in Figure 6, which shows a 17% reduction
in patient bed days between 2010 and 2013. In February 2013, BHD announced plans to close the
facility entirely, and that closure took place in January 2015.

Figure 6: Hilltop capacity reduction (measured by patient bed days)
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The other major hospital-related function performed by BHD at the Mental Health Complex is the
operation of Milwaukee County’s only psychiatric hospital emergency room, which serves both the
general public and individuals brought in under “emergency detention (ED)” proceedings by law
enforcement. Referred to as the Psychiatric Crisis Service (PCS), the emergency room operation
provides 24/7 psychiatric emergency services including assessment, crisis intervention, and
medications. PCS also maintains more than a dozen observation beds that are used for client
observation for up to 48 hours as needed.

While PCS generally is not included in BHD’s downsizing planning, BHD administrators have
undertaken a number of initiatives in recent years to establish greater crisis capacity in the
community and to diminish the use of PCS as the “front door” for the mental health system. As
shown in Figure 7, PCS admissions declined by 15% from 2010 to 2013.
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Figure 7: PCS admissions reduction
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One of the central strategies used by BHD to reduce PCS admissions has been an expansion of its
mobile treatment unit, which is desighed to stabilize individuals experiencing mental health crisis in
general hospital emergency rooms or other settings so as to potentially avoid a transfer or visit to
PCS. In addition, BHD has made use of an increased number of crisis respite beds, which are beds
purchased from community-based providers that similarly can be used to stabilize individuals and
preclude a visit to PCS. Figure 8 shows that nearly 1,800 patients were served by BHD crisis teams
and crisis respite beds in 2013, an increase of 39% from 2010.

Figure 8: Increase in patients served by BHD crisis teams and community-based crisis respite beds
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EXPENDITURE TRENDS
While direct expenditures at the Mental

Based on the decline in patient census in all Health Complex decreased during the past
four Mental Health Complex service areas from four years as would have been expected
2010 through 2013, we would expect to see given the decline in the patient census,
sizable decreases in total BHD expenditures for indirect costs unexpectedly increased. To
those services. Somewhat surprisingly, as some degree, this is attributable to factors

that are beyond BHD’s control, such as the
central budget office’s determination of
BHD'’s legacy costs, facility expenses, and
charges from other departments. BHD did
realize savings in direct costs, but those are

shown earlier in Figure 1, total expenditures in
those service areas decreased by only 4%, from
$74.5 million to $71.4 million.

To understand why expenditure decreases did largely attributable to reductions in active
not mirror the decline in patient census, we fringe benefit expenses, and not to reductions
realigned BHD’s Mental Health Complex in overall staffing levels. BHD also

experienced savings in hospital support and
drug expenses that are linked to reduced

madkiandt cialiimnan

expenditures into “direct” and “indirect”
expenditure categories. (See box for further
explanation of direct and indirect expenditures).
As shown in Figure 9, between 2010 and 2013,
direct expenditures decreased by about $5.5 million, or 11.5%, presumably as a result of reduced
patient census. Indirect expenses, on the other hand, increased by about $2.5 million, or 9.3%.

A Note on Budget Methodology

Our analysis separates costs into direct and indirect categories. Direct costs are those that would be
expected to change with patient census. Broadly speaking, indirect costs are overhead expenses that might
be less sensitive to changes in the number of patients seen at BHD.

Direct expenses include the cost of doctors, nurses and other clinical personnel involved in direct patient
care, as well as the cost of prescription drugs and other “commodities,” and contractual services that
directly support hospital operations. BHD organizes these costs into separate service areas for each facility:
PCS, Adult Inpatient, Hilltop, and Rehab Central.

Our analysis makes a few adjustments to these direct budgets: 1) legacy expenses are removed and are
instead considered as indirect costs; and 2) hospital support expenses (which BHD budgets within the
indirect cost category of Operations), such as security, housekeeping, linen, dietary, storeroom, and support
services administration, are added to direct costs. Additional adjustments are made to the PCS budget to
remove expenditures related to the Access Clinic, Mobile Treatment Team, and community-based crisis
service contracts and add those expenditures instead to the community-based services category.
Observation beds in PCS are included in the analysis.

BHD budgets indirect costs in three basic services areas: Management, Operations, and Fiscal. These
budget units include expenses relating to fiscal, human resources, information technology, facilities, and
other overhead functions. They also include a variety of charges from other County departments (referred to
as “crosscharges”) that are applied to BHD’s budget by the central budget office.

In addition to stripping out hospital support and adding it to the direct cost category, this analysis also
reorganizes indirect costs into different categories that are more informative to the overall analysis:
General Administration, Hospital Administration, and Facilities. Appendix A shows the “crosswalk” of budget
units from the BHD budgeted area to the cost categories used throughout this analysis.
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Figure 9: Change in Inpatient, Long-Term Care, and PCS Total Expenditures, 2010-2013
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In Figures 10 and 11, we compare the different categories of direct and indirect expenditures for
2010 and 2013. This detailed breakdown provides additional insight into why the substantial
reduction in patient capacity at BHD did not produce an even larger reduction in expenditures.

Figure 10: Breakdown of Direct Expenditure Categories, 2010 and 2013
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With regard to direct expenditures, personnel costs - which are the largest category of direct
expenditure - declined by about $3.6 million. Personnel costs include direct compensation such as
salary, overtime, premium and other types of pay, as well as health care and pension expenses for
active employees, social security, and assorted other benefits. Interestingly, as shown in Table 1, the
expenditure decrease is not linked as much to a decline in the number of full-time equivalent
employees (FTES) - which decreased by about seven positions during the period - as to reductions
in fringe benefit costs for active employees, which resulted from health care savings experienced
countywide. Other direct expenditure categories that decreased included commodities (primarily
drug costs) and hospital support services.

Table 1: Actual FTEs, 2010 and 20133

Adult Inpatient
Rehab Central

Hilltop
PCS

The savings in direct costs between 2010 and 2013 would have been considerably larger if not for
an increase of about 15 FTEs in PCS over this period. It is unclear why PCS saw an increase in
staffing during a period when admissions declined. One explanation may be linked to data
limitations. BHD managers often shift personnel between service areas, and some psychologists and
psychiatrists are shared between PCS and other Mental Health Complex services. This dynamic may
not be accurately portrayed in BHD's assignment of personnel and costs for budgetary purposes,
making it difficult to reliably compare FTEs between service areas. Another explanation may be that
staffing levels in 2010 were deemed insufficient, and BHD used the opportunity of adult inpatient
and long-term care downsizing to transfer staff from those areas to fill perceived gaps at PCS.

It is also important to note that BHD administrators report the number of patients who require “one-
to-one” supervision has increased, limiting their ability to reduce staffing. The physical layout of
inpatient wards also presents challenges to reducing staffing. With the reduction in census, more
patients can be accommodated in single rooms, so staff is still required to supervise the same
amount of space.

3 Actual FTEs reflect actual expenditures for salaries and overtime (divided by 1.5) and do not necessarily
correspond to budgeted FTE. Also, the FTEs for PCS in Table 1 reflect only the ER and Observation unit.
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Figure 11: Breakdown of Indirect Expenditure Categories, 2010 and 2013
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With regard to indirect expenditures, we see that hospital administration costs declined while
General Administration, Legacy, and Facilities experienced substantial cost increases. The following
provides additional details on those three cost categories.

General administration expenditures charged to Mental Health Complex areas increased by $1.7
million from 2010 to 2013. About two thirds of this cost category is related to BHD
administrative staff such as managers, accountants, human resources personnel, and clerical
personnel. That portion of general administration overhead actually declined by about $400,000
(1.6%). BHD' ability to reduce expenses in this area even further may have been limited given
that the division’s administrative needs do not necessarily decline at the same pace as its
patient capacity (e.g. a budget still needs to be monitored and produced every year regardless of
whether the patient census has declined). In addition, BHD faced substantial pressure during
this period to undertake corrective actions and other responses to federal and state audits,
which required it to develop new quality control and tracking measures.

About 31% of the general administration category is comprised of County crosscharges, which
reflect charges from other County departments over which BHD has little control, and which
increased by about $2 million during the time period.4 Those charges include direct charges
from departments like the Corporation Counsel for representation of persons in commitment
proceedings. The largest single crosscharge is for the Central Services Allocation ($1.3 million in

4 As will be discussed later in this report, while crosscharge amounts are determined by the central budget
office, BHD does have some control over how they affect the Mental Health Complex because it elects how to
allocate such costs among each of its own service areas.
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2013). This charge helps to ensure that users of centralized County services in areas like Audit,
Central Accounting, Human Resources, and Payroll pay for the costs of those services.

e Legacy costs are one of the primary components of indirect costs. In 2013, they accounted for
almost one third of indirect costs, and they increased by $1.5 million between 2010 and 2013.
Legacy costs reflect BHD’s share of overall County pension and retiree health care costs, which
is determined by a formula developed by the central budget office that is largely based on the
division’s share of the County workforce. Legacy expenses are impacted by general health care
inflation in southeast Wisconsin and the performance of the County’s pension fund investments.

It is also worth noting that most of BHD’s legacy costs are allocated to the Mental Health
Complex service areas, as those areas employ the greatest number of personnel in the division
by a wide margin. Figure 12 shows the change in legacy costs for the four Mental Health
Complex service areas during the period.

Figure 12: Mental Health Complex Legacy Costs, 2010 and 20135
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¢ Facilities expenditures charged to Mental Health Complex areas increased by about $500,000
between 2010 and 2013. Because of the physical design of the Complex, reductions in bed
capacity do not always translate into a reduced footprint of usable space. For example, rooms
that were previously occupied by two patients are now generally used as single rooms. In some
cases, units that are no longer in use for patient care have been repurposed as office or storage
space. Another important factor in facilities expenses is that BHD was under a state-imposed
statement of deficiency regarding its facilities and was required to make additional investment in
a variety of facility improvements. About 20% of the division’s facilities expenses are
crosscharges from the Facilities Maintenance division and other County departments that pay for
skilled trades labor.

5 Legacy expenses shown in Figure 11 reflect direct expenditure areas only. This figure does not include legacy
expense tied to employees in indirect cost centers that are allocated to direct service areas (for example,
legacy related to fiscal and general administrative staff) or legacy related to hospital support staff.
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The sprawling nature of the Mental Health Complex over 25 acres of land and the aging
condition of its basic infrastructure have been cited as fiscal and operational problems for years.
As long as BHD programs are located at the Mental Heath Complex, costs associated with
maintaining the Complex will represent a significant source of indirect spending that will be
difficult to control or reduce in conjunction with service levels.

REVENUE TRENDS

While BHD was successful in enhancing
Our examination of Mental Health Complex patient revenues on a per-patient basis
expenditure levels during the 2010-2013 between 2010 and 2013, the reduced
timeframe provides only partial information patient census at the Mental Health Complex
about the financial impacts of downsizing produced an overall net loss of patient
initiatives. Equally important is what happened revenue of about $3 million. That loss -

combined with a decrease of about
$450,000 in other revenue - tracked closely
to expenditure reductions. As a result, the
County was unable to reduce its allocation of

on the revenue side of the ledger, given that a
lower patient census would be expected to
reduce the amount of reimbursement revenues

collected by BHD. tax levy/BCA to Mental Health Complex
services. Thus, a key objective of mental
Net Patient Revenue health redesign - to use inpatient and long-
term care downsizing as a means of freeing
The predominant type of revenue collected by up resources to invest in community-based
BHD for its inpatient services is “Net Patient services - had not been achieved as of the
Revenue” (NPR). This revenue category consists end of 2013.

of revenue collected from the federal Medicaid

and Medicare programs, as well as private

insurance reimbursement, reimbursement collected directly from patients, and other forms of third
party reimbursement. As shown in Table 2, BHD collected $20.3 million in NPR in 2013, which was
about $3 million (13%) less than it collected in 2010, when it was serving considerably more
patients.6 (A smaller revenue source - referred to as “Other Revenues” - consists primarily of
grants. Because it only comprised 2% of total Mental Health Complex revenues of $71.4 million in
2013, that category is not considered in detail here.)

Table 2: Mental Health Complex Patient Revenue, 2010 and 2013

% Change

2010-2013
Net Patient Revenue $22,984,207 $20,030,204 -13%
Other Revenue $2,003,971 $1,558,703 -22%

Figures 13 and 14 break down the different types of NPR in 2010 and 2013. The majority of BHD
clients are enrolled in Medicaid (T-19), which generally covers low-income individuals with limited
assets, or Medicare (T-18), which generally covers individuals age 65 and over.

BHD’s revenue “pie” distinguishes between two types of Medicaid reimbursement: “Straight T-19”
and “T-19 HMO.” In Wisconsin, nearly two thirds of all Medicaid enrollees are enrolled in plans
managed by Health Maintenance Organizations, or HMOs. “T-19 HMO” revenue is related to services

6 This includes revenue from the Wisconsin Medicaid Cost Reporting (WIMCR) program, which provides
reimbursement to counties for patient services that they are unable to claim from Medicaid themselves
because of state Medicaid policies.
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provided to those Medicaid managed care recipients. “Straight T-19” revenue is received directly
from the state Medicaid program to reimburse BHD for care to those patients who are not enrolled in

managed care.

Figure 13: Net Patient Revenue by Payer Source, 2010
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Figure 14: Net Patient Revenue by Payer Source, 20137
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7 Figures 13 and 14 depict cash receipts during each year, which may not correspond to dates of service. Also,
while most of the revenues shown above are related to care provided at the Mental Health Complex, also
included are smaller amounts related to outpatient, case management, and other community-based services.
The data in Figures 13 and 14 do not include WIMCR payments.

=E=. BHD Fiscal Analysis

H Page 24



Most straight T-19 Medicaid reimbursement received for BHD inpatient services is based on a per
diem rate that is negotiated with the state annually and that takes into account both direct and
indirect expenses. The Medicaid per diem rate covers some, but not all, BHD costs. Medicaid also
reimburses for professional services fees, which are fees charged for procedures or specific
treatments.

Taken together, Medicaid and Medicare represent 85% of BHD patient revenue. Consequently, it is
important to note some of the limitations associated with these revenue sources, such as:

e Reimbursement for professional services under straight T-19 is much lower than the per
diem rate relative to costs covered.

e BHD does not receive a per diem reimbursement for inpatient services provided to
individuals between the ages of 18 and 64 who are on straight T-19 because the Mental
Health Complex is classified by the Federal government as an “Institute of Mental Disease”
(IMD).8 Federal law excludes IMDs from receiving reimbursement for those patients through
straight T-19.

e Medicaid HMOs pay per diem rates for their clients between the ages of 18 and 64 who
arrive at the Complex via an emergency detention. The HMOs will not reimburse BHD for care
related to voluntary inpatient admissions for such clients.

e Medicare coverage has a lifetime limit on inpatient days which can limit reimbursement.

o BHD’s management of issues such as eligibility determination, claiming, tracking, and
collecting revenues can affect the amount of revenue that is collected.

It is also important to note that in 2013, 12.5% of patients in acute adult inpatient units had no
insurance, and the entire cost of providing their care was assumed by BHD. Going forward, the
percentage of uninsured patients - as well as the percentages of patients enrolled in Medicaid
HMOs and straight T-19 - likely will change as a result of implementation of the Affordable Care Act.

Figures 13 and 14 show that there has been noticeable growth in BHD’s T-19 HMO revenue, and a
corresponding decline in revenue from patients with Straight T-19. As a percentage of NPR, T-19
HMO revenue has grown from 20% in 2010 to 25% in 201.3. This shift is good news for BHD given
the reimbursement limitations associated with straight T-19. The figures also indicate that the
percentage of NPR collected from commercial insurance did not decline during the period (and
actually increased slightly), which also is good news in light of concerns that the Complex’s “payer
mix” would be negatively impacted by its efforts to transfer more patients with commercial insurance
to private hospitals for care.

Overall, while total NPR declined between 2010 and 2013 (due to the declining patient census),
Table 3 shows that on a per patient (or patient day) basis, reimbursement rates increased between
2010 and 2013 for most service areas.® BHD has made it a priority in recent years to maximize
NPR, most notably through the implementation of electronic medical records and new claims
processing procedures. In addition, BHD has emphasized enrolling as many uninsured patients as
possible in Medicaid, and steering those patients to Medicaid managed care, which is not affected

8An IMD is any institution with more than 16 beds that is primarily engaged in mental health care.

9 Net Patient Revenue/patient day is calculated by dividing total net patient revenue (including WIMCR) by
patient days for Adult Inpatient, Rehab Central and Hilltop. The calculation for PCS divides Net Patient
Revenue by ER admissions.
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by the IMD exclusion. Rehab Central is the one area where revenues per patient day have declined.
This is due to a reduction in Medicaid rates during this period.

Table 3: NPR per Patient Day in Four Mental Health Complex Service Areas

% Change
Adult Inpatient $319.02 $375.83 18%
PCS $335.63 $374.79 12%
Central $133.61 $122.35 -8%
Hilltop $226.91 $261.77 15%
Levy/BCA

As discussed in the introduction to this report, evaluating the fiscal impacts of mental health
redesign activities requires looking at both total expenses and local discretionary funds. In addition
to property tax levy, in this analysis we include the County’s annual Base Community Aids (BCA)
allocation from the State of Wisconsin as a source of discretionary revenue. Property tax levy and
BCA are used interchangeably by the County to fill the gap between the amount spent to provide
mental health services and the revenue that is recovered from patients and other sources.

BCA is a source of general social services funding provided by the State of Wisconsin that can be
used at the County’s discretion to support a variety of social services, including mental health,
substance abuse treatment, disabilities, and delinquency services. In 2015, the County projects that
its state BCA allocation will be about $32 million; about $22 million of that amount will be
earmarked to BHD, with the remainder allocated to the Department of Health and Human Services
(DHHS).

The Forum’s March 2013 report found that as BHD had begun to initiate downsizing activities,
patient revenues were decreasing faster than expenses, requiring a larger subsidy of property tax
levy and BCA. Figure 15 incorporates actual revenue figures for 2013 and shows that situation has
been alleviated somewhat but still remains true. Revenues still are decreasing in line with patient
census, but the overall increases in BHD’s reimbursement rates (as shown in Table 3) have helped
limit revenue losses. In 2013, BHD dedicated slightly more levy/BCA (about $360,000) to Mental
Health Complex services than it had in 2010.
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Figure 15: Change in Major Mental Health Complex Revenue Sources, 2010-2013
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TREND ANALYSIS CONCLUSION

Our analysis of fiscal trends at the Mental Health Complex from 2010 through 2013 indicates that
substantial reductions in the patient census in all four service areas yielded only a 5% reduction in
overall expenditures and necessitated a slight increase in the amount of levy/BCA dedicated to
Mental Health Complex activities. We cite several explanations for these findings.

One explanation is that total FTEs at the Mental Health Complex have stayed relatively constant.
Expenditure savings in direct costs between 2010 and 2013 instead are attributable to fringe
benefit reductions and savings in services and commodities. As noted above, there may be several
causes for the relatively constant staffing levels at the Complex despite reduced patient volumes.

Trends in indirect costs also contribute to BHD’s challenge in reducing overall expenditures. Many of
the indirect charges included in BHD’s budget - such as legacy costs and general County overhead -
are beyond the control of BHD. It is important to note that from a countywide budgetary perspective,
there is logic in the manner in which many of these charges are allocated to BHD. These costs make
up part of BHD’s Medicaid reimbursement rate and are added to other reimbursement claims to
state and federal programs. By including a share of the County’s overall overhead costs in BHD’s
claims to external payer sources, the County can legitimately boost reimbursement for BHD services.

Where logic may be lacking, however, is the expectation that as BHD downsizes it can also absorb a
growing load of indirect costs. This analysis has shown that BHD has been able both to reduce direct
expenditures (to some extent) and to increase revenues on a per patient basis. While both of those
trends have generated levy savings, increases in indirect costs have eaten away at those savings. As
a result, property tax levy was not freed up for reinvestment in community services, and the
community-based investments that were made were derived from countywide sources.

We did a parallel analysis for each of the service areas individually, which found differing trends with
regard to expenditures, revenues, and use of levy/BCA. Detailed descriptions of fiscal trends and
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indicators by service area are contained in Appendix B. Figure 16 summarizes the 2010-2013
changes in levy/BCA by service area.

Figure 16: Change in levy/BCA expenditures in Mental Health Complex service areas, 2010-2013
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Figure 16 suggests that if costs had been maintained at PCS, or even increased at a rate which
corresponded to revenues, overall levy savings at the Mental Health Complex would have been much
greater. While there may be very good clinical reasons for increased expenditures at PCS, from a
fiscal perspective it appears that some of the savings from downsizing are being redirected to PCS

rather than to community-based services.
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COMMUNITY-BASED SERVICES — FISCAL TRENDS

A primary goal of the County’s mental health
redesign is to increase the availability of

community-based services. This objective Examination of financial trend data indicates
recognizes the advantages of community- that BHD was able to increase its investment in
based care from a clinical perspective, as well community-based services during the 2010-

2013 timeframe, with expenditures growing by
$3.9 million, or 12%. We also find that because
many of the services on the community side are
provided by outside vendors, indirect and

as the fact that any efforts to downsize
hospital-related functions must be carefully
calibrated with enhanced services in the

community to allow for a safe and orderly overhead costs were not a significant factor in
reduction in bed capacity. the growth in expenditures. Our analysis also
shows that BHD’s community services as a
In this section, we examine expenditure and whole became more dependent on property tax
revenue trends for the wide array of County- levy/BCA during the period. The levy/BCA
funded community-based mental health allocation increased in total by $6 million, with
services. For the purposes of this report, the about $2 million of that amount needed to make
term “community-based service” refers to any up for losses in other types of revenue.

mental health program funded by the County
other than emergency, inpatient, or long-term
care provided at the County’s Mental Health Complex. The County contracts for most community-
based services with nonprofit social services agencies, but it does provide some types of those
services itself.

This analysis, like the previous analysis of Mental Health Complex fiscal trends, focuses on actual
expenditures and revenues for the 2010 to 2013 timeframe.

DESCRIPTION OF COMMUNITY-BASED PROGRAMS

BHD funds a broad array of community-based services ranging from case management to outpatient
psychiatric care to community-based crisis respite. The “front door” to many of the County’s
community mental health services is Service Access to Independent Living (SAIL), a County-funded
and County-staffed unit that conducts needs assessments and refers clients to appropriate services.

The following provides a brief description of the major community-based mental health services that
are funded and/or provided by BHD. In describing those services, we place them into four categories:
treatment, recovery, crisis, and residential.

Treatment Services

e Outpatient services are clinic-based services, such as medication management and one-on-one
or group therapy. The County contracts with two providers for outpatient services: the Medical
College of Wisconsin and Outreach Community Health Centers. In addition, the County runs a
drop-in Access Clinic at the Mental Health Complex that is staffed by County personnel. The
County Access Clinic is not strictly comparable to the other two outpatient settings in that it
provides assessment and referral services, in addition to outpatient treatment. The Access Clinic
has been described as an Urgent Care setting for individuals with ongoing mental health
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concerns. It serves uninsured indigent individuals, while clients with some form of insurance
(including Medicaid) are referred to the contracted outpatient providers.

o Day Treatment, also known as partial hospitalization, provides clients a regular daily array of
therapeutic services in both group and individual settings. Clients attend treatment for a
minimum of five hours each day, over a term of weeks or months. Day Treatment is provided
exclusively by County personnel at the Mental Health Complex. We classify it as a community-
based service because it could be provided at other community locations and does not require
support from a hospital or long-term care setting.

o Targeted Case Management (TCM) provides case management to individuals with severe and
persistent mental iliness. This form of case management does not directly involve licensed
clinicians; instead, it offers support and monitoring, and it helps coordinate resources available
in the community such as housing, medical, and social services. Medication management can be
a major component of TCM as well. In 2010, the County operated its own TCM programming and
also outsourced some TCM services to community agencies, but it began outsourcing all TCM
services in 2013. Currently, the County uses nine TCM providers.

e Community Support Program (CSP) offers more comprehensive case management than TCM that
also involves intense clinical treatment. The County staffed two CSPs in 2013 and contracted for
additional CSP services with six community providers. The 2015 budget eliminates the remaining
County CSPs and contracts for all CSP services.

Recovery Services

o Community Recovery Services (CRS) is a mental health benefit created in the 2009-11 state
budget that offers psychosocial services such as employment, housing, and peer support to
eligible Medicaid clients. CRS focuses on assessment, development of an individualized plan of
care, and supporting the consumer in their plan of care. Individuals can participate in CRS and
other programs such as CSP or TCM at the same time, maximizing their opportunity for recovery
and independence. The program began at the start of 2014 with a capacity of 63 clients and was
expected to grow to 140 by the end of the year.

o Comprehensive Community Services (CCS) is a new Medicaid benefit that, according to the
State, seeks to reduce inpatient admissions by strengthening the array of county resources in
early intervention and treatment. CCS also is viewed as a “step down” benefit for individuals with
mental health needs who are transitioning away from a CSP but require more service intensity
than outpatient care. BHD believes this program will address the wide “clinical gap” between
CSP and TCM by offering clients access to a flexible array of individualized services that will help
them meet their recovery potential. CCS funds a wide array of services, including medication
management, psychotherapy, employment training, and life skills training. In its initial
implementation, CCS expenses will be fully funded by the federal and state governments. BHD
began its CCS program in August 2014, with an anticipated enroliment of 92 clients through
December.

o Community Linkages and Stabilization Program (CLASP) supports recovery and independence
through post-hospitalization extended support and treatment, making use of Certified Peer
Specialists who are overseen by a clinical coordinator. In 2013, BHD served 248 individuals in
CLASP.
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Crisis Services

e Crisis Resource Center (CRC) is a 24-hour walk-in resource facility that offers short-term
stabilization to people experiencing a psychiatric crisis. BHD contracts for the operation of two
such centers in the community. The centers provide clients with a comprehensive crisis
stabilization plan and links to community-based resources. They also provide a range of services
themselves, including nursing, psychotherapy, group therapy, and peer support.

e The Mobile Treatment Team (MTT) responds to behavioral health crises in the community, with
the goal of reducing PCS admissions, in particular those involving law enforcement. BHD’s MTT is
comprised of nurses, emergency service clinicians, and a psychologist, all of whom are County
employees. In a review of 2011 data, BHD found that the MTT was able to significantly reduce
the need for Emergency Detentions. For example, of 102 referrals from law enforcement, 88% of
those EDs were dropped and clients were able to find a voluntary alternative to an ED.10
According to BHD data, the MTT responded 1,413 times in 2013, an increase of 52% from 2010
levels.

o Crisis stabilization homes (crisis respite beds) are provided by contract agencies and serve
adults who need additional stabilization following inpatient treatment or observation.
Stabilization beds also are used to serve individuals awaiting a residential placement who could
benefit from a short-term stay to provide structure and support before the intended placement.
These beds also can be used to provide temporary support for individuals who are in crisis and
who need respite from their present living environment.

Residential Services

o Community-Based Residential Facilities (CBRF) are contracted residential units (typically eight
beds) that provide a structured group residential setting for clients with substantial clinical
needs. Clients are supervised 24 hours each day, with staff and other members of the client’s
support network helping in the transition to more independent living. Services include individual
counseling, support groups, medication education and monitoring, financial management, and
crisis prevention.

o Adult Family Homes are four- to six-bed residential units that offer less intensive supervision and
support than CBRFs. They are often used by clients transitioning out of a long-term care setting.
BHD does not contract for adult family home services, but instead refers clients to such homes
from a State directory and reimburses the homes as utilized on a fee-for-service basis.
Reimbursement does not involve levy/BCA or other revenue sources discussed in this report, but
instead typically involves Community Options Program (COP) funding, which is a form of Medicaid
funding available to elderly people and people with long-term disabilities. Because of the
specialized use of these residential services, their unique funding arrangement, and BHD’s
limited and sporadic use of these homes, they are not part of the analysis in this section.

Figure 17 summarizes the number of clients served by BHD community-based treatment and
recovery programs in 2013.

10 Informational Report by DHHS Director Hector Colon dated October 10, 2013.
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Figure 17: Number of clients served in major community-based programs, 2013
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Note: These are not exclusive categories, in other words the same patient may have been served by two or
more programs.

It is important to note that the County’s Department of Health and Human Services has a Housing
Division that works closely with BHD to provide various forms of housing to individuals who receive
services from BHD or who have recently been discharged from the Mental Health Complex. Those
include Pathways to Permanent Housing, a 27-bed transitional housing program serving individuals
who require a lower level of residential care than that provided by a CBRF; supported apartments
that transition clients to independent living; and various supportive housing units that provide
independent living in conjunction with on-site case management and peer support.

Because these programs are not included in BHD’s budget and are not under the purview of the
Mental Health Board, we do not consider them in detail in this report. However, enhancing capacity
in these housing programs likely will be critical to achieving broader redesign goals of downsizing
inpatient and long-term care services.

EXPENDITURE TRENDS

Table 4 breaks down the division’s expenditures in 2013 by the major program components
described above, and also distinguishes between expenditures on County-operated versus
contracted community-based services. It should be noted that CRS and CCS are not included in this
table, as both programs began enrolling clients in 2014.
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Table 4: Community services expenditures, 2013

Community County
Provider ~ Programs
TCM $3,623,237 $169,571 $3,792,808
CSP $3,737,749 $6,114,160 $9,851,909
CLASP $404,714 $404,714
Outpatient $2,829,423 $2,829,423
Crisis Services $2,279,435 $2,279,435
Day Treatment SO $2,567,655 $2,567,655
Other $576,945 $576,945
SAIL — Contracted Services $1,442,219 $2,248,975 $3,691,194
PCS — Crisis Services, MTT, Access Clinic $2,484,073 $3,783,978 $6,268,051
CBRF - Vendor Pymts $4,647,385 $4,647,385
Total $22,025,179 $14,884,339 | $36,909,518

Source: Total purchase of service costs taken from data sent by BHD’s budget staff: program costs provided by BHD’s
Community Services and Reinvestment Division. Due to differences in data sources, expenditures for community-provided
services do not add up exactly to the total shown in Figure 20.

It is important to note that the costs reflected in BHD’s budget for contracts with community
providers are indicative only of the net expense to the provider. In other words, because the
providers submit their own claims to Medicaid and other sources of insurance, BHD’s contract cost
does not reflect the full cost of services, but only the net cost (or levy/BCA contribution) after
Medicaid and insurance reimbursement is taken into account. In addition, in some cases, providers
serve more individuals than specified in their contract with the County, and those additional
expenditures are not accounted for here.11

Notwithstanding that important caveat, Figure 18 shows that from 2010 to 2013, BHD’s budget for
mental health community services increased by $3.9 million, with expenses totaling $37 million in
2013. Figure 18 also shows that expenditures on programs administered by County staff declined
during this period, which is largely attributed to the phasing out of County-provided TCM.

11 Reimbursement for that care, however, is part of the WIMCR claim submitted by the County to Medicaid on
an annual basis.
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Figure 18: Mental health community-based services expenditures, 2010-20132
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Indirect costs, which proved to be a major factor in cost trends of inpatient service areas, are far less
significant for community-based services. That is because those costs are applied only to County-
operated programs, which made up only one third of total community-based services expenditures in
2013. As a result, indirect costs comprise only about 14% of BHD’s community services budget.

REVENUE TRENDS

While the primary source of revenue support for inpatient services is patient revenue, community-
based services are financed through a wider variety of revenue sources. In fact, net patient revenue
made up less than one tenth of BHD’s total community-based services revenue in 2013 and was
related solely to CSP and Day Treatment. It is important to recognize, however, that Medicaid and
other insurance reimbursement for contracted services do play a larger role in financing community-
based services than is reflected in BHD’s budget; as discussed above, those forms of reimbursement
typically are collected by the vendors and are not shown in BHD’s budget.

Significantly, undesignated revenues make up about one quarter of revenues in the community-
based services budget. Those include State grants such as the Mental Health Block grant and IMD
regular relocation revenue, both of which are general sources of State funding for mental health

12 Expenditures for Community Providers includes all of CBS Administration (6402) and provider payments budgeted in
SAIL and in the PCS Budget. County-Operated Programs include County-run CSP, TCM, SAIL, Day Treatment, and estimated
expenditures in PCS for the Mobile Treatment Team and Access Clinic.
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services that are not tied to specific services or clients. Because undesignated revenues are not
connected to a specific expense, BHD has some discretion in how they are budgeted.

Between 2010 and 2013, the proportion of BCA/levy dedicated to community-based services
increased, as shown in Figure 19. This was caused, in part, by the outsourcing of TCM, which
reduced patient revenue. IMD relocation revenue also dropped by $622,000 between 2010 and
2013.

Figure 19: Mental health community-based services revenues, 2010-201313
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A key question that cannot be answered by fiscal analysis, but instead must involve evaluation of
specific services and service populations, is how much of the increase in new levy/BCA investment
funded additional capacity to serve people who had previously been unable to access care, as
opposed to enhanced services for individuals already receiving support from BHD. That question is
important because a redesigned system of care that relies less heavily on inpatient and emergency
services should provide better access to community-based services for individuals who have not
already become part of the BHD “system” through hospitalization.

13 Community-based services total expenditures includes $3.7 million in 2010 and $3.8 million in 2013
related to MTT and Access Clinic. This analysis assumes that these expenditures are entirely funded with levy.
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2014 AND 2015 BUDGETS

This section briefly reviews the 2014 and
2015 BHD budgets in the context of the
trends described in the previous sections. In BHD’s 2014 and 2015 budgets, we see more
Analysis of these budgets - which show clegrly the effect of recent.sharp declines in
continued progress in the redesign of the patient census, as e>.<pend|tures for Mental
mental health system - also sets the stage Health Complex service areas fall by about $13

for the fi ial deli d dinth million (18%) by 2015 when compared with
or the financial modeling conducted in the 2013 actual amounts. We also see a $7 million

next section of this report. (14%) decline in the amount of levy/BCA
dedicated to the Mental Health Complex.

It is important to note our analysis is However, reductions in levy/BCA expenditures

somewhat limited in these sections at the Mental Health Complex still do not come

because budgeted amounts can differ close to the 75% reduction in bed capacity that

substantially from actual budgets, has occurred since 2010. This demonstrates

particularly with regard to patient the financial challenges that policymakers will

face in attempting to finance a fully redesigned
system, assuming that BHD continues to be a
provider of inpatient and emergency services.

expenditures and revenues. Budgeted
amounts in those areas represent a “best
guess” based on anticipated bed capacity
and trends in revenue collections. The
actual expenditures, posted after the year-
end close, reflect changes in patient volume or payer mix, policy changes that are enacted during the
budget year, and changes in Medicaid reimbursement that may not have been anticipated in the
budget. In addition, certain indirect costs - including legacy - are not finalized until late in the
budget year and can differ substantially from budgeted projections.

2014 BUDGET — OVERVIEW

BHD’s 2014 budget significantly accelerated inpatient and long-term care downsizing initiatives
while also piloting new community-based treatment models and introducing new recovery and
rehabilitation benefit programs. The following is a summary of major new or expanded redesign
initiatives contained in the 2014 budget:

e Adult Hospital Programs

o Adult Acute Inpatient - A total of 57 acute adult inpatient beds were anticipated (one 21-bed
women’s treatment unit, one 15-bed intensive treatment unit, and one 21-bed acute
treatment unit).14

o Rehab Central - The number of licensed beds were reduced from 72 to 48 (and from three
to two units) by July 1, 2014. To accommodate this reduction, $793,000 was invested in
community-based services intended to directly serve those discharged from the facility,
including 20 additional CSP slots and additional group home and adult family home beds.

14 The County’s 2014 adopted budget narrative describes the 57-bed alignment noted above, but the budget
contained sufficient funding for BHD to accommodate 66 beds if deemed necessary.
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o Hilltop - Full closure of Hilltop was projected to occur by November 1 and actually occurred
early in 2015. Net savings of $759,000 were budgeted for the phased closure, with the full
financial impact being recognized in 2015.

o PCS - No major changes.

e Community-Based Services. Overall, the 2014 budget cited $4.9 million in new and enhanced
community investments, including:

o An additional $417,000 for existing CSP programs to pilot Assertive Community Treatment
(ACT) and Integrated Dual Disorder Treatment (IDDT) models.

o Funding for a peer-run drop-in center evening and weekend operation.
o $275,000 for CRS implementation.

o Inthe PCS budget, $365,000 was added to increase Mobile Treatment Team staffing and to
expand its capacity to 24 hours per day.

o CCS was projected to begin enrolling participants in July. No County funding was allocated, as
the State has agreed to reimburse the County for both the federal and non-federal shares of
Medicaid-allowable costs.

While final 2014 fiscal results are not yet available, BHD's most recent projection is for a property tax
levy surplus of $9.0 million for the year. Mental Health Complex services tracked closely to budgeted
property tax levy amounts. On the community-based services side (which includes AODA and other
service not considered in this analysis), expenses were substantially lower than budgeted at $94
million, compared with a budget of $102 million. Revenues also were lower, but to a much lesser
extent, generating a levy savings of $4.9 million.

According to fiscal staff, some of the surplus is attributed to changes in billing practices. By bringing
billing closer to dates of service, BHD was able to increase collections on a one-time basis for
Wraparound and crisis services. BHD also has been able to increase rates of collection for adult
inpatient services, which will have an ongoing positive effect.

An additional positive note is that BHD’s new status under Wisconsin Act 203 allows it to retain any
2014 surplus in a reserve for use in future years. In prior years, this surplus would have gone to the
County General Fund.

2015 BUDGET — OVERVIEW

BHD’s 2015 requested budget was the first to be considered by the new Mental Health Board, and
the first that was subject to Wisconsin statutory provisions capping the property tax levy amount at
$65 million unless agreed to by the Mental Health Board, County Executive, and County Board. The
following summarizes major redesign initiatives.
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Mental Health Complex Programs

Adult Acute Inpatient - The budget assumes a total of 60 adult inpatient beds. Higher acuity
levels of patients at the Mental Health Complex necessitated an increase of 19 FTEs to
implement a new nursing staffing model.

Rehab Central - Two units at Rehab Central will close in 2015: one by July 1 and the second
by November 1. An expenditure reduction of $1.5 million related to closure is offset by a loss
of revenue of $1.7 million (the full impact of savings from the closure will be recognized in
2016). Also, to accommodate the closure, $2.3 million is invested in services needed to
serve eight high-acuity Rehab Central clients in the community or at State institutions.

Hilltop - With the closure of Hilltop in 2014, the 2015 budget includes only clean-up
expenses and revenues.

PCS - A new nursing model for PCS adds 11 FTEs (while also eliminating 4.7 FTEs of
overtime).

Overhead -More than 20 FTEs are abolished from indirect organizations during the course of
the year. In addition, the budget reflects more than $1 million in savings from reduced
dietary, security, housekeeping, maintenance, and utilities savings linked to downsizing.

¢ Community-Based Services

@)

O

O

The two remaining County-provided CSPs are outsourced in the 2015 budget.

CRS is not expanded beyond the 140 participants anticipated in 2014. The service array is
enhanced via the addition of two eight-bed CBRFs to house CRS participants. This produces
an increased property tax levy cost of $315,000.

The 2015 budget reflects full implementation of CCS, serving 245 clients. The budget
indicates that some TCM and CSP clients will be transferred to the CCS benefit if clinically
appropriate. No additional tax levy is budgeted given the State’s ongoing commitment to
cover all Medicaid-reimbursable costs with federal and state revenues.

2014 AND 2015 BUDGETS IN CONTEXT OF 2010-2013 FiIsCAL TRENDS

The 2014 and 2015 budgets both show accelerating progress toward the goal of redirecting
resources from inpatient to community-based services. Indeed, as shown in Figure 20, expenditures
on community-based services jump by almost $6 million (15%) between 2013 actual spending levels
and 2015 budgeted amounts, while Mental Health Complex expenditures fall by nearly $13 million
(18%). Figure 21 focuses on levy/BCA and shows a similar pattern.
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Figure 20: Total adult mental health expenditures, 2013 actual through 2015 budgeted (in millions)
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Figure 21: Mental health BCA/property tax levy expenditures, 2013 actual through 2015 budgeted
(in millions)
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A couple of important caveats are in order regarding these findings, however. First, comparisons
between prior year actual expenditure amounts and current or future year budgeted amounts are not
always accurate given the volatility of BHD’s budget, as noted at the beginning of this section.

In addition, increased expenditures on community-based services do not necessarily reflect an
expansion of such services to serve new clients or to enhance the array of available services
available to the broad spectrum of existing clients. Instead, those increases may reflect increases in
the rates paid to contracted service providers, or the shift of dollars to serve specific individuals in
the community who previously were housed at the Mental Health Complex. For example, as noted
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above, BHD’s 2015 budget contains an additional $2.3 million in community-based services
specifically to serve eight former Rehab Central clients in the community. While accomplishing that
goal for these eight individuals is consistent with the principles of redesign, the $2.3 million should
not be viewed as an enhancement of general community-based mental health services.

With regard to Mental Health Complex expenditures, Figure 22 shows that direct expenditures
continue to fall substantially as Hilltop and Rehab Central are closed. Yet, remarkably, indirect
expenditures decline by only 4% despite the vastly reduced census.

Figure 22: Mental Health Complex expenditures, 2013 actual through 2015 budgeted (in millions)
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As explained earlier, a significant component of BHD's indirect costs is crosscharges from other
County departments. It can be difficult to analyze annual fluctuations in County crosscharges
because expenses can shift between cost categories. For example, in the 2015 budget, the
Information Management Services Division transferred software contracts from BHD'’s budget (where
they were shown as a direct cost) to its own budget, and then increased its crosscharge to BHD. If we
deduct the $900,000 relating to software expenses from total County crosscharges, there is still an
increase of about $450,000 in County crosscharges between 2013 and 2015. BHD's charges from
Risk Management and the Cost Allocation Plan both increased substantially, although some other
charges declined. The portion of indirect costs attributable to BHD's own overhead declined during
this time period by a more substantial $2.5 million, or 10%.

Drilling down further into direct costs, we see in Table 5 that FTEs decreased by about 27% between
2013 and the 2015 budget. The bulk of those reductions are attributed to the downsizing and
eventual closures of Hilltop and Rehab Central. Staffing of adult inpatient units and PCS has
increased over the past two budgets.

Table 5: Mental Health Complex FTEs, 2013-2015

. 2013 Actual 2014 B 2015 B

Adult Inpatient 171.60 168.64 175.18

Rehab Central 89.84 82.34 51.26

Hilltop 86.96 43.47 0.00

PCS 73.65 75.52 82.21

Total 422.05 369.98 308.65
aw BHD Fiscal Analysis
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Finally, with regard to the legacy component of indirect expenditures at the Mental Health Complex,
Figure 23 shows that those expenditures have declined only slightly since 2013, dropping by 4.5%
despite the sharp reduction in FTEs. One reason for the consistency of legacy expenses is that the
central budget office allocates legacy costs to departments based on a three-year average.
Consequently, BHD’s projected allocations in 2014 and 2015 lag the declines in FTEs.

Figure 23: Mental Health Complex legacy expenditures, 2013 actual through 2015 budgeted
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FINANCIAL MODELING: PROJECTION OF BHD'S 2017
FINANCIAL STATUS

In this section, we report on the results of a financial model that projects BHD's budgetary outlook in
2017 based on three different adult inpatient bed capacity scenarios. We selected 2017 - only two
years from now - based on input from BHD officials, who see that as the year in which key
community-based enhancements will have fully taken hold and in which BHD might be able to move
to a different and potentially much smaller inpatient model.

Some of the variables in our 2017 funding model were relatively easy to determine, such as
anticipated salary and fringe benefit increases, which are based on assumptions in the County’s five-
year projections for County government as a whole. Other variables are more subjective, such as
staffing levels for various inpatient bed scenarios and allocation of indirect costs among service
areas. For both of those variables, we relied on BHD fiscal and clinical staff to supply us with
information to plug into our model. In fact, all major modeling assumptions - if not developed by
BHD staff - at least were reviewed by BHD.

Overall, the projections in this section should be recognized as only a general indicator of change
over the next two to three years. Its value is as a starting point for consideration of the fiscal impacts
associated with different system redesign scenarios, and for deliberation over how fiscal impacts
should influence eventual decision-making.

The primary objective of our modeling is first to determine how much local property tax levy may be
needed in 2017 to support Mental Health Complex operations under different bed capacity
scenarios, and then to compare that amount with 2015 budgeted levy/BCA to determine whether
"savings" would be available for reinvestment in community-based services. These are critical
questions given both the property tax limitations contained in Wisconsin Act 203, and the fact that
additional property tax levy savings achieved through Mental Health Complex downsizing are likely to
continue to be required to enhance investment in the community.

To calculate 2017 property tax levy/BCA amounts, we needed to project Mental Health Complex
expenditures, and then "net out" projected revenue. Assumptions regarding inpatient staffing levels
are a primary component of our expenditure projections. As noted above, because of our lack of
clinical knowledge regarding the staffing required to maintain appropriate levels of patient care, we
turned to BHD to supply those assumptions. Other important assumptions are that admissions and
FTEs at PCS do not change regardless of inpatient bed capacity, and that BHD remains in its current
facilities at the Mental Health Complex in Wauwatosa.

Upon determining the projected amounts of property tax levy/BCA required for each bed capacity
scenario in 2017 for the two remaining Mental Health Complex service areas (adult inpatient and
PCS), we then compare those amounts with 2015 budgeted levy/BCA allocations for the two service
areas to come up with a net fiscal impact. However, to estimate the total amount of levy/BCA
"savings" available for reinvestment, we also need to take into account the impacts associated with
the closure of Rehab Central, which is scheduled to occur at the end of 2015.

BHD's 2015 budget includes $8.2 million of levy/BCA to support the operation of Rehab Central until
it closes at year end. After the facility closes, some of that levy/BCA will be needed to directly support
Rehab Central clients in community settings. While it is impossible to predict that cost, in
consultation with BHD we roughly estimate it to be $3.6 million. When we combine that cost with
$400,000 in legacy charges to Rehab Central that will not be fully phased out until 2018, we arrive
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at a total estimated levy/BCA savings of $4.2 million in 2017. Consequently, $4.2 million of net

Rehab Central "savings" are taken into account in each of our inpatient bed capacity models.

It is important to recognize that while our modeling shows that $4.2 million theoretically will be freed
up in future budgets from the closure of Rehab Central, there are several other factors - including
the need to reallocate certain Rehab Central costs to other areas of BHD's budget - that also must
be taken into account by decision-makers when they determine the amount of resources available

for community reinvestment in the 2016 budget.

The Three Models

The financial modeling exercise conducted in this section explores fiscal impacts
associated with 60-, 32-, and 16-bed adult inpatient capacity scenarios in 2017. These
three scenarios were selected after consultation with BHD officials.

For each of the scenarios, it is assumed that BHD operates the beds at the existing
Mental Health Complex in Wauwatosa and that it does so alongside a Psychiatric Crisis
Service (PCS) that continues to see the same volume of patients. Each of the
scenarios also assumes the closure of the Rehab Central long-term care facility by the
end of 2015 (as currently anticipated), leaving adult inpatient and PCS as the only two
Mental Health Complex functions serving adults.

The 60-bed scenario represents the "status quo" and is seen as the maximum number
of inpatient beds that BHD will continue to operate going forward. Conversely, the 16-
bed scenario is seen as the minimum number of beds that BHD would operate without
getting out of the inpatient business entirely. The 32-bed scenario is seen as a
possible middle ground, though 40- and 48-bed scenarios also could have been
explored for that purpose.

The following summarizes each model in terms of beds, FTE requirements, and
levy/BCA savings (when compared to the 2015 budget).

Model 1 Model 2 Model 3
60 beds 32 beds 16 beds
385 FTEs 312 FTEs 249 FTEs
$1.2 million savings $5.0 million savings  $8.8 million savings
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MODEL #1: 60 ACUTE ADULT INPATIENT BEDS

Model 1 assumes that BHD's adult inpatient bed
capacity stays at its current capacity of 60 beds.
This is essentially the “status quo” scenario.

Staffing Projection

Direct FTEs, or workers directly involved in
patient care in the four adult inpatient areas,
have declined since 2010 largely because of
reductions in the number of beds and patient
days. Table 6 shows the trend in direct FTES
among the four Mental Health Complex service
areas and our projection of direct FTEs in 2017
under a 60-bed scenario. The 267 FTES is a
reduction of about 53 positions, or 16%, from
the 2015 budget. This reduction is almost
entirely attributable to the anticipated closure of
Rehab Central by the end of 2015, as well as a
slight reduction in hospital support personnel.

Table 6: Model 1 Direct Staffing FTEs

2010 2013

Actual Actual
Adult Inpatient 190.09 171.60
Rehab Central 82.32 89.84
Hilltop 97.60 86.96
PCS 58.87 73.65
Hospital Support 19.22 17.37

Model 1 shows only $1.2 million in net
savings for Mental Health Complex services
in the 2017 budget, despite the full closure
of Rehab Central. This reflects BHD's inability
to substantially reduce facilities and internal
overhead costs, and its need to
accommodate inflationary increases in
employee compensation, commodities, and
other hospital-related costs. This model
shows that if BHD's current bed capacity
stays the same, annual cost increases
associated with operating those beds and
PCS will eliminate the net savings accrued
from the closure of Rehab Central within a

vaears. /

2015 2017
Budget Projected
175.18 175.18
51.26 -
0.00 -
82.21 82.21
11.12 9.80

Total Direct

As we have seen in our previous analysis, indirect staffing does not decline at the same rate as
direct staffing. In Table 7, we show recent trends and a 2017 projection for staffing for indirect cost
areas of the Mental Health Complex budget under the 60-bed scenario (e.g. administration, human
resources). As with direct FTEs, this staffing projection also was provided directly by BHD. It should
be noted that for this calculation, we first had to determine indirect staffing levels for all of BHD, and
then project the allocation of indirect staff to the Mental Health Complex functions. Both totals are

shown in the table.
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Table 7: Model 1 Indirect Staffing FTEs

2010 Actual | 2013 Actual 2017 Projected

General Admin

Hospital Admin

Facilities
Total

Total Allocated to MH Complex

Expenditure Projection

Using the staffing projections outlined above - as well as assumptions contained in the County’s
five-year modeling regarding countywide salary and fringe benefit cost increases over the next two
years - we can estimate 2017 personnel-related expenditures. We also project expenditures for
other parts of the Mental Health Complex budget, including contracted services, commodities (e.g.
food and prescription drugs), and crosscharges from other County departments. In general, these
budgetary accounts are assumed to increase 2.5% between 2015 and 2017.

These projections allow us to calculate an overall estimate of Mental Health Complex expenditures
for 2017. As in our budget and trend analyses in previous sections, we break down our estimates by
both direct and indirect costs, using the same allocation methodology we employed earlier.15

Figure 24 shows that direct expenditures to support the two remaining Mental Health Complex
service areas (adult inpatient and PCS) would grow by about $1.7 million (6.1%), from $28.3 million
in 2015 to $30.1 million. This increase relates primarily to rising salary and fringe benefit costs, as
well as inflationary increases in services, commodities, crosscharges, etc. As noted above, staffing
levels for these two service areas would remain largely the same.

15 See page 13 for a description of our budget methodology. Essentially, this methodology is designed to
appropriately segregate Mental Health Complex costs from community-based service costs and distinguish
costs that are directly related to hospital-based services from other categories of overhead costs.
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Figure 24: Model 1 Projection of Direct Expenditures1é
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In Table 8, we show our projection of total indirect expenditures for the Mental Health Complex,
again broken down between adult inpatient and PCS. We also distinguish between traditional
indirect costs - which include the Mental Health Complex's share of general BHD management and
administration, general County overhead charges, hospital administration, and facilities - and legacy
costs charged to the Mental Health Complex functions. Here, we see an increase of about $2.6
million, or 13.1%.

Table 8: Model 1 Projection of Indirect Expenditures

2015 2017 Percent
Budget Projected Change

Adult Inpatient

Indirect Orgs $9,634,061 $11,028,534

Legacy $3,372,550 $3,717,635

Total Indirect $13,006,611 $14,746,169 13.4%
PCS

Indirect Orgs $4,679,697 $5,332,534

Legacy $1,925,382 $2,110,876

Total Indirect $6,605,079 $7,443,410 12.7%

Total Mental Health Complex $19,611,690 | $22,189,579 13.1%

16 2015 direct expenditures in Figure 24 are lower than the total amount shown in Figure 22 in the previous
section because they do not include 2015 expenditures for Rehab Central.
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A few notes are in order regarding the development of these indirect cost projections:

Facilities expenses increase (from $6.3 million in the 2015 budget to $6.5 million in our
projection) even though the number of FTEs associated with facilities is projected to decline by
one FTE. This is because salaries are a relatively small proportion of the total facility expense.
Crosscharges for DAS - Facilities Maintenance are projected to increase by 2.5%, as are utilities
and other building-related services. Essentially, the model suggests that as long as BHD remains
in its current facility, this source of indirect cost will not change substantially.

In order to project indirect costs for adult inpatient and PCS in 2017, we estimated total costs for
certain indirect cost categories within BHD's budget, and then made assumptions regarding how
those costs would be allocated across all of BHD'’s direct service areas. Our methodology for
doing so was reviewed by BHD fiscal staff. While total indirect costs for BHD are not projected to
change significantly by 2017, our model assumes that the percentage allocated to adult
inpatient and PCS each will increase (in part because the closure of Rehab Central and Hilltop
leaves fewer service areas), resulting in an increase in indirect costs to both areas. It is
important to recognize that these projections do rest on somewhat speculative assumptions. If
actual indirect cost allocations differ substantially from our assumptions, then our overall fiscal
projections would be materially impacted.

Indirect costs include County crosscharges that are allocated to BHD by the County Comptroller’s
office and the Department of Administrative Services. These costs were described in detail in
previous sections of this report. The model assumes that County crosscharges in their entirety
will increase by 2.5%, but that because of decreasing FTEs at BHD, the overall allocation of
County crosscharges to BHD will offset that increase.

Revenue Projection

In order to calculate the total property tax levy/BCA required to support Mental Health Complex
operations in 2017, we also need to take into account the amount of revenue that will be generated
from those operations. BHD provided revenue projections for adult inpatient for 2017, which take
into account recent changes in Medicaid reimbursement rates and assumptions regarding patient
acuity and insurance coverage. For PCS, we assume a revenue increase of 5%. As shown in Figure
25, total revenues for the two service areas are projected to increase by about $1.3 million, or 9.3%.
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Figure 25 - Model 1 Projection of Mental Health Complex Revenues
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To determine levy/BCA impacts in the two Mental Health Complex service areas in 2017, we
subtract projected revenues from projected expenses and compare those totals to 2015 budgeted
amounts. Table 9 shows that BHD would need about $3 million of additional tax levy/BCA in 2017 to
support remaining Mental Health Complex operations, although staffing levels for those operations
essentially are unchanged.

Table 9: Model 1 Projection of Mental Health Complex Levy/BCA

2015 2017 Percent
Budget Projected Change

Adult Inpatient
Direct Expense $17,621,326  $18,795,149 6.7%
Indirect Expense $13,006,611 $14,746,169 13.4%
Total Expense $30,627,937 $33,541,318 9.5%
Revenue $10,029,584 $11,133,670 11.0%
Levy/BCA $20,598,353 $22,407,648 8.8%

PCS

Direct Expense $10,704,871 $11,262,154 5.2%
Indirect Expense $6,605,079  $7,443,410 12.7%
Total Expense $17,309,950 $18,705,564 8.1%
Revenue $3,822,627 $4,002,661 4.7%
Levy/BCA $13,487,323 $14,702,903 9.0%

Total Mental Health Complex | $34,085,676 | $37,110,551 8.9%
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The projected $3 million increase in levy/BCA requirements for remaining Mental Health Complex
operations does not take into account the $4.2 million in net levy/BCA savings related to the closure
of Rehab Central. Consequently, as shown in Figure 26, when we factor in those savings, our
modeling suggests that about $1.2 million in levy "savings" would be available to BHD in 2017 for
reinvestment in community-based services under our Model 1 scenario of 60 adult inpatient beds.

Figure 26: Model 1 Projection of Net Mental Health Complex Levy/BCA Savings

845 B Adult inpatient/PCS  m Rehab Central*

S40 $1.2 million

savings

Millions

$35
$30
$25
$20
$15
$10

$5

S0

2015 2017
Budget Projected

* While Rehab Central will be closed in 2017, we still show a Rehab Central expenditure in this figure. This is attributed to
$4 million in needed BCA/levy expenditures to support Rehab Central clients in community settings and to pay remaining
legacy costs.

Summary of Model 1

Given the trends described earlier in this report, it is not surprising that Model 1 shows only $1.2
million in net savings for Mental Health Complex services in the 2017 budget, despite the full
closure of Rehab Central. Model 1 maintains existing adult inpatient bed capacity and assumes that
PCS activity and staffing remains the same, which requires a projected $3 million increase in the
amount of BCA/levy required to operate the two service areas in 2017. This reflects the fiscal
pressure exerted on BHD by its inability to substantially reduce facilities costs and other forms of
internal indirect costs, and its need to accommodate assumed inflationary increases in employee
compensation, commodities, etc. Hence, the $4.2 million in net savings associated with the final
stage of the Rehab Central closure are largely offset n 2017 by the projected increased cost of
maintaining the adult inpatient and PCS service areas at existing capacity.
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MODEL #2 — 32 ACUTE ADULT INPATIENT BEDS

Model 2 explores the fiscal impacts of a
scenario in which BHD's acute adult inpatient
beds are reduced from 60 to 32. As with Model
1, Model 2 assumes that PCS utilization and
staffing remain at 2015 levels.

Staffing Projection

Tables 10 and 11 show FTE projections for
direct and indirect cost areas. These projections
were developed by BHD based on their estimate
of staffing needs for a 32-bed facility. The
number of beds declines by 47% as compared
to Model 1, but BHD projects more modest
decreases in direct and indirect staffing. We see
a decrease of 57 FTEs (22%) in direct cost
areas and a decrease of 14 FTEs (18%) in
indirect cost areas.

Table 10: Model 2 Direct Staffing FTEs

Model 2 yields $5 million in net savings
when the closure of Rehab Central is taken
into account. A key consideration is whether
the potential availability of $5 million to
reinvest in community-based services would
be sufficient to offset the impacts of a 28-
bed reduction in the county's overall system
of care.

Savings related to the reduction of 28 adult
inpatient beds total only $1.6 million. The
relatively insignificant nature of the inpatient
savings stems from several factors, including
BHD's assumption that hospital staffing only
could be reduced by 21%, an inability to
produce substantial savings in indirect cost
areas, and a projected decline in annual
patient revenues of more than $5 million.

2017 2017
Projected Projected

(Model 1) | (Model 2)

Total Direct

Adult Inpatient 175.20 175.20 119.10
Rehab Central 51.30 - -
Hilltop 0.00 - -
PCS 82.20 82.20 82.20
Hospital Support 11.10 9.80 8.50

Table 11: Model 2 Indirect Staffing FTES

2015 Budget
Facilities

Hosp Admin
Genl Admin

Total Indirect
Total Allocated to MH Complex

2017 Projected 2017 Projected
(Model 1) (Model 2)

BHD Fiscal Analysis
Page 50



Expenditure Projection

Using these staffing projections and the assumptions described in Model 1 regarding salaries and
benefits, contractual services, commodities, and other direct and indirect costs associated with
Mental Health Complex operations, we can calculate projected direct and indirect expenditures
under the 32-bed scenario. Figure 27 shows that direct expenditures would be reduced by $3.9
million from 2015 expenditure levels.

Figure 27: Model 2 Projection of Direct Expenditures

o 935 B Adult Inpatient m PCS
S
= $30
s $
$25
$20
$15
$10
S5
S0
2015 2017 2017
Budget Projected Projected
(Model 1) (Model 2)

Indirect expenses under this model decline by only $866,000 in comparison with 2015, as shown in
Table 12. The fact that indirect expenditures decrease by such a small amount when compared to
the 2015 budget - despite the reduction of 28 beds - again shows the difficulty BHD will face in
achieving substantial savings from downsizing because of its inability to reduce indirect staffing and
costs.

Table 12: Model 2 Projection of Indirect Expenditures

2017 2017
Projected Projected
(Model 1) (Model 2)
Adult Inpatient
Indirect Orgs $9,634,061 $11,028,534 $9,181,110
Legacy $3,372,550 $3,717,635 $3,122,890
Total Indirect $13,006,611 $14,746,169 $12,304,000
PCS
Indirect Orgs $4,679,697 $5,332,534 $4,330,559
Legacy $1,925,382 $2,110,876 $2,110,876
Total Indirect $6,605,079 $7,443,410 $6,441,435

Total Mental Health Complex $19,611,690 $22,189,579 $18,745,435
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Revenue Projection

Our revenue projection for a 32-bed adult inpatient facility again was developed by BHD staff, taking
into account projected Medicaid reimbursement rates and assumptions regarding patient acuity and
insurance coverage. For PCS, we again assume a revenue increase of 5%. As shown in Figure 28,
total revenues for the two service areas are projected to decrease by $3.9 million when compared to
the 2015 budget and $5 million when compared to the 2017 60-bed scenario.

Figure 28: Model 2 Projection of Mental Health Complex Revenues
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Projection of 2017 Property Tax Levy/BCA and Savings Available for Reinvestment

In Table 13, we combine our expenditure and revenue projections to develop an estimate of total
property tax levy/BCA required to support the Mental Health Complex for the 32-bed adult inpatient
scenario. We find that for the two remaining service areas combined, there is a $3.9 million levy/BCA
savings when compared to Model 1, and an $828,000 levy/BCA savings when compared to the
2015 budget.

BHD Fiscal Analysis
Page 52



Table 13: Model 2 Projection of Mental Health Complex Levy/BCA

Adult Inpatient
Direct Expense
Indirect Expense

Total Expense

Revenue

Levy/BCA

PCS
Direct Expense
Indirect Expense
Total Expense

Revenue

Levy/BCA

Total Mental Health Complex | $34,085,676 | $37,110,551 | $33,257,911

$17,621,326
$13,006,611
$30,627,937
$10,029,584
$20,598,353
$10,704,871

$6,605,079
$17,309,950

$3,822,627

$13,487,323

2017

Projected
(Model 1)

$18,795,149
$14,746,169
$33,541,318
$11,133,670
$22,407,648
$11,262,154

$7,443,410
$18,705,564

$4,002,661

$14,702,903

2017
Projected
(Model 2)

$12,653,047
$12,304,000
$24,957,048

$5,937,957
$19,019,090
$11,800,047

$6,441,435
$18,241,482

$4,002,661

$14,238,821

The projected $828,000 savings in levy/BCA requirements for remaining Mental Health Complex
operations does not take into account the net estimated levy/BCA savings of $4.2 million in the
2017 budget from the closure of Rehab Central. As shown in Figure 29, when we factor in those
savings, our modeling suggests that about $5 million in levy "savings" would be available to BHD in
2017 for reinvestment in community-based services under our Model 2 scenario of 32 adult

inpatient beds.
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Figure 29: Model 2 Projection of Net Mental Health Complex Levy/BCA Savings
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* While Rehab Central will be closed in 2017, we still show a Rehab Central expenditure in this figure. This is attributed to
$4 million in needed BCA/levy expenditures to support Rehab Central clients in community settings and to pay remaining
legacy costs.

Summary of Model 2 Fiscal Impact

Looking only at the adult inpatient service area, our modeling indicates that a reduction of beds from
60 to 32 would produce a savings of only $1.6 million in levy/BCA expenditures when compared to
budgeted expenditures in 2015. Given that PCS would require an additional expenditure of
$750,000, this means that BHD would save less than $1 million in levy/BCA in 2017 from its
combined operation of adult inpatient and PCS services if it were to reduce its capacity to 32 beds.

When we factor the closure of Rehab Central into our analysis, we arrive at an overall projection of
$5 million in net savings. A key consideration for policymakers is whether the potential availability of
$5 million to reinvest in community-based services is sufficient to offset the growth in community-
based services that would be needed to accommodate the elimination of 28 inpatient beds in the
county's overall system of care.

The relatively modest nature of the levy/BCA savings that would be generated from a 47% reduction
adult inpatient bed capacity stems from several factors. First, a key component of our estimate is the
direct and indirect staffing that would be required for a 32-bed facility, which according to BHD could
be reduced substantially (by about 21% when compared to our Model 1 staffing estimate), but not by
a percentage that is equivalent to the reduction in bed capacity. In addition, we see that important
indirect cost areas would not see substantial reductions, and that annual patient revenues would
decline substantially, reducing expenditure savings.
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MODEL #3 — 16 ACUTE ADULT
INPATIENT BEDS

This scenario explores the fiscal impacts of a
scenario in which BHD's acute adult inpatient
beds are reduced from 60 to 16. Again, we
assume that PCS remains at status quo (i.e.
utilization and staffing at PCS remain at 2015
levels).

Staffing Projection

Tables 14 and 15 show FTE projections for direct
and indirect cost areas under the 16-bed model.
These projections again were developed by BHD
based on their estimate of staffing needs for a
16-bed facility. Here, we see a decline of an
additional 56.5 direct FTEs (27%) from Model 2,
and a reduction of about seven indirect FTEs
(7%). The relatively small reduction in indirect
FTEs reflects the fact that a certain level of
administrative staffing is required to support PCS
operations irrespective of the Mental Health
Complex's bed capacity.

Table 14: Model 3 Direct Staffing FTEs

Model 3 would produce a net savings of
$8.8 million for community reinvestment
when compared to the 2015 budget.
Whether this amount is sufficient to offset
the impacts of a 44-bed reduction in adult
inpatient capacity would hinge on factors
such as the willingness of private health
systems to enhance their inpatient bed
capacity and the effectiveness of
community-based services in decreasing
demand for inpatient care. Meanwhile, the
cost per bed under this scenario is almost
$1 million on an annual basis. Hence, if BHD
wishes to pursue this alternative, then it
would appear to make sense to explore
whether there are other providers that could
operate a 16-bed facility less expensively, or
whether BHD could reduce its costs at a
different location or under a different
administrative structure.

2017 2017 2017

Projected Projected Projected
(Model 1) | (Model 2) (Model 3)

Total Direct

Adult Inpatient 175.20 175.20 119.10 63.90
Rehab Central 51.30 - - -
Hilltop 0.00 - - -
PCS 82.20 82.20 82.20 82.20
Hospital Support 11.10 9.80 8.50 7.20

Table 15: Model 3 Indirect Staffing FTEs

2017 Projected 2017 Projected 2017 Projected

Facilities
Hosp Admin
Genl Admin

Total Indirect
Total Allocated to MH Complex

(Model 1) (Model 2) (Model 3)
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Expenditure Projection

Using these staffing projections and the assumptions used in earlier models regarding salaries and
benefits and other costs, we can calculate projected direct and indirect expenditures under the 16-
bed scenario. Figure 30 shows that direct expenditures would be reduced by $9.7 million, and Table
16 shows that indirect expenses would decline by $3.1.million, when compared to 2015 budgeted
amounts.

Figure 30: Model 3 Projection of Direct Expenditures
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Table 16: Model 3 Projection of Indirect Expenditures

2017 2017 2017
Projected Projected Projected
(Model 1) (Model 2) (Model 3)
Adult Inpatient
Indirect Orgs $9,634,061  $11,028,534 $9,181,110  $8,034,368
Legacy $3,372,550 $3,717,635 $3,122,890 $2,563,788
Total Indirect $13,006,611 $14,746,169 $12,304,000 $10,571,155
PCS
Indirect Orgs $4,679,697 $5,332,534 $4,330,559 $3,847,711
Legacy $1,925,382 $2,110,876 $2,110,876 $2,110,876
Total Indirect $6,605,079 $7,443,410 $6,441,435 $5,958,587

Total Mental Health Complex $19,611,690 $22,189,579 $18,745,435 | $16,529,742
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Revenue Projection

Our revenue projection for a 16-bed adult inpatient facility again was developed by BHD staff, while
we again assume a revenue increase of 5% for PCS. As shown in Figure 31, total revenues for the
two service areas are projected to decrease by about $8.2 million in comparison with the 2015
budget. The substantial (82%) decrease in adult inpatient revenues - which are projected to total
only $1.7 million in 2017 for a 16-bed facility - stems from BHD's analysis of its current patient mix
and its assumption that a 16-bed publicly administered facility would need to be largely reserved for
patients with no insurance coverage. This, of course, is an important assumption that will
significantly impact decision-making on the viability of a 16-bed facility.1?

Figure 31 - Model 3 Projection of Mental Health Complex Revenues
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Projection of 2017 Property Tax Levy/BCA and Savings Available for Reinvestment

In Table 17, we combine our expenditure and revenue projections to develop an estimate of total
property tax levy/BCA required to support the Mental Health Complex for the 16-bed adult inpatient
scenario. We find that for the two remaining service areas combined, there is a $4.6 million savings
when compared to the 2015 budget. This represents a savings of 13% from a 73% reduction in adult
inpatient bed capacity.

17 The so-called "IMD exclusion" that prevents BHD from receiving Medicaid reimbursement for inpatient
services provided to certain Medicaid-eligible individuals between the ages of 21 and 64 likely would be lifted
under this model, as it only applies to facilities with more than 16 beds. However, because it is assumed that
the facility largely would serve uninsured individuals, BHD would not benefit significantly from this
circumstance.
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Table 17: Model 3 Projection of Mental Health Complex Levy/BCA

2017

Projected

2017
Projected

2017
Projected

Adult Inpatient
Direct Expense
Indirect Expense
Total Expense

Revenue
Levy

PCS
Direct Expense
Indirect Expense
Total Expense

Revenue

Levy

$17,621,326
$13,006,611
$30,627,937
$10,029,584
$20,598,353
$10,704,871

$6,605,079
$17,309,950

$3,822,627

$13,487,323

(Model 1)

$18,795,149
$14,746,169
$33,541,318
$11,133,670
$22,407,648
$11,262,154

$7,443,410
$18,705,564

$4,002,661

$14,702,903

(Model 2)
$12,653,047
$12,304,000
$24,957,048

$5,937,957
$19,019,090
$11,800,047

$6,441,435
$18,241,482

$4,002,661

$14,238,821

(Model 3)
$6,809,298
$10,571,155
$17,380,453
$1,717,233
$15,663,220
$11,837,940
$5,958,587
$17,796,527

$4,002,661

$13,793,866

$34,085,676

Total Mental Health Complex $37,110,551 | $33,257,911 | $29,457,086

The projected $4.6 million savings in levy/BCA requirements for remaining Mental Health Complex
operations does not take into account the net estimated levy/BCA savings of $4.2 million in the
2017 budget from the closure of Rehab Central. As shown in Figure 32, when we factor in that
savings, our modeling suggests that about $8.8 million in levy "savings" would be available to BHD in
2017 for reinvestment in community-based services under our Model 3 scenario of 16 adult
inpatient beds.

Figure 32: Model 3 Projection of Net Mental Health Complex Levy/BCA Savings
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* While Rehab Central will be closed in 2017, we still show a Rehab Central expenditure in this figure. This is attributed to
$4 million in needed BCA/levy expenditures to support Rehab Central clients in community settings and to pay remaining
legacy costs.
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Summary of Model 3 Fiscal Impact

Our modeling indicates that a reduction of adult inpatient beds from 60 to 16 - combined with the
impacts of PCS’ cost to continue existing levels of service and the closure of Rehab Central - would
produce a net savings of $8.8 million for community reinvestment when compared to the 2015
budget. Whether this amount is sufficient to justify a bed reduction of that magnitude is difficult to
determine.

We are not in a position to comment on the efficacy of such a scenario from the standpoint of
countywide inpatient bed capacity, as that analysis would hinge on factors such as the willingness of
private health systems to enhance their inpatient bed capacity and the effectiveness of community-
based services in decreasing demand for inpatient care. Similarly, because we are unable to
determine whether the County would be able to reinvest most or all of the $8.8 million in community-
based mental health services (as opposed to using some of these savings for other countywide
needs), and precisely how it would do so, we cannot speculate on the programmatic and clinical
impacts that would be associated with such a decision.

From a financial standpoint, while Model 3 at first glance seems like an attractive option, it is

important to recognize that the levy/BCA cost under this option is almost $1 million per bed on an

annual basis, as shown in Figure 33.

Figure 33: Levy/BCA Cost per Adult Inpatient Bed Under Different Bed Capacity Scenarios
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Figure 33 brings up an important set of questions for BHD, the Mental Health Board, and other
providers of inpatient mental health services in Milwaukee County. For example, if there is a
determination that BHD can and should reduce its inpatient bed capacity, then it would appear to
make sense to explore whether there are other providers that could make available 32 beds at less
than $575,000 per bed in local subsidy, or operate a 16-bed facility for less than $975,000 per
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bed.18 On the other hand, these numbers could lead some to argue that if BHD plans to retain an
adult inpatient facility, then economies of scale might dictate that it pursue a larger facility that can
spread indirect costs across a larger number of revenue-producing beds and hold down per-bed
costs.

An additional set of questions revolves around the current Mental Health Complex facility, and
whether the approximately $6.5 million in annual facility costs could be dramatically reduced at a
different location. If that is the case, then the reduced bed capacity scenarios may produce greater
financial benefits. It is also important to note, however, that capital expenditures have not been
considered in our analysis, and that the fiscal impacts associated with building a new facility,
demolishing the existing facility and selling the land on which it is located, and repairing and
improving the existing facility if BHD should remain there would need to be thoroughly explored
under any of our models.

Again, we cannot answer these questions. Our modeling suggests, however, that if the County is
interested in exploring a scenario in which it operates only a small number of adult inpatient beds for
highly acute and uninsured patients, then those beds may turn out to be very expensive to operate
on a per-bed basis. Consequently, if that is the path it takes, then it may wish to consider a different
governance and administrative structure for doing so.

18 |t should be noted that if BHD contracts with a private provider for inpatient services, then certain indirect
costs (e.g. legacy costs and central service allotments) that are currently allocated to adult inpatient would be
reallocated to PCS and other County departments, thus increasing expenditures in those areas.
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CONCLUSION

This report was designed to provide Milwaukee County and its Mental Health Board with a detailed
analysis of Mental Health Complex finances that would 1) shed light on the true fiscal impacts of
recent and potential future bed reductions; and 2) provide insight into the resources that might be
available as a result of such reductions for reinvestment in community-based services. Annual
County budget documents have provided limited perspective on those questions by showing property
tax levy trend information for the different BHD functional areas. Our analysis provides a far more
complete and accurate picture by disaggregating direct and indirect cost centers and more
accurately distinguishing between hospital-based elements of BHD's budget and those that are
community-based.

We began by examining financial trends from the 2010-2013 timeframe, which was the period of
time in which BHD initiated various mental health redesign strategies aimed at moving toward a
community-based system of care. During this period, patient bed days at the Mental Health Complex
declined from 79,000 in 2010 to 62,000 in 2013. Our trend analysis revealed the following:

e While direct hospital-related expenditures at the Mental Health Complex decreased by $5.5
million (11%) - an amount that intuitively would appear to correlate with the decline in bed
capacity - indirect costs unexpectedly increased by $2.5 million. To some degree, the increase in
indirect costs was attributable to factors beyond BHD’s control, such as the central budget
office’s determination of BHD’s legacy costs, facility expenses, and charges from other
departments. With regard to direct expenditures, we found that the decrease was linked largely
to reduced fringe benefit costs associated with countywide health care and pension savings.
Overall staffing levels remained largely the same despite the reduced patient volume, in part
because of increased staffing levels at PCS.

o BHD was successful in enhancing patient revenues on a per-patient basis between 2010 and
2013, but the reduced patient census produced an overall net loss of about $3 million in patient
revenue. Because that loss largely offset expenditure reductions, the County was unable to
reduce its allocation of property tax levy/BCA to Mental Health Complex services.

e BHD was able to increase its investment in community-based services during the 2010-2013
timeframe, with expenditures growing by $3.9 million (12%). However, our analysis also showed
that BHD’s community services as a whole became more dependent on property tax levy/BCA,
which increased by $6 million. Because levy/BCA savings did not materialize from Mental Health
Complex downsizing, those additional resources came from other parts of county government
and/or general increases in the tax levy.

Overall, our trend analysis found that a key objective of mental health redesign - to use inpatient
and long-term care downsizing as a means of freeing up property tax resources to invest in
community-based services - had not been achieved as of the end of 2013.

We then turned to the 2014 and 2015 budgets to determine whether any of the trends observed for
the previous four years had reversed, and whether additional savings associated with continued
Mental Health Complex downsizing in those years were being generated for reinvestment in
community-based services. The 2014 and 2015 budgets were characterized by even greater
downsizing than had occurred the previous four years, as Hilltop was projected to close by the end of
2014 and Rehab Central by the end of 2015.
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We found that the financial benefits associated with these sharper declines in patient census had
indeed become more pronounced. For example, levy/BCA expenditures for Mental Health Complex
service areas were budgeted to fall by about $7 million (14%) when compared with 2013 actual
amounts. However, these levy savings still were restrained by BHD's inability to substantially reduce
indirect costs, which were projected to decline by only 4%; and by substantial budgeted reductions in
patient revenue in conjunction with the reduced census. We also observed that increased staffing
and expenditure levels at PCS continued to partially offset inpatient and long-term care savings.

Finally, when we conducted financial modeling to estimate the financial impacts of three adult
inpatient bed scenarios, we again observed the following dynamics first revealed by our trend
analysis:

o The Mental Health Complex's indirect costs are only loosely linked to its bed capacity, and
this factor will continue to curtail overall savings amounts that can be achieved with future
downsizing initiatives.

e Because key components of BHD's indirect cost structure are linked to its existing facility and
its treatment as a regular department of Milwaukee County government, there is little it can
do to reduce indirect costs without changes to those two circumstances.

o While BHD can continue to generate sizable direct cost savings from additional reductions in
adult inpatient bed capacity, the direct cost pressures associated with continued operation of
PCS at its existing capacity will erode those savings and reduce the amounts available for
community reinvestment.

Despite these obstacles, our modeling showed that BHD could generate a $5 million levy/BCA
savings in 2017 (when compared to the 2015 budget) by downsizing to 32 adult inpatient beds, and
an $8.8 million savings by downsizing to 16 adult inpatient beds, when cost savings from the closure
of Rehab Central also are included. Should BHD and Mental Health Board leaders wish to pursue
either of those alternatives, an important next step would be to determine the types and scope of
enhanced community-based services that might be implemented with those savings amounts. Such
an exercise would allow those with programmatic and clinical expertise to determine whether such
enhancements would be sufficient to appropriately mitigate the impacts of reduced inpatient bed
capacity, and to create the robust set of community-based services envisioned as part of the mental
health redesign planning process.

From a narrower fiscal lens, the findings of our modeling and trend analysis lead us to the following
concluding observations:

» Milwaukee County leaders should contemplate a new financial structure for the Mental Health
Complex that sets it apart from the rest of Milwaukee County government.

As long as the Mental Health Complex continues to be subject to crosscharges from other County
departments and central service allocations and legacy charges from the central budget office, it
is likely to receive only limited benefit from bed capacity and associated staffing reductions. This
problem is partially attributed to the fact that these allocations and charges do not directly reflect
the changes that are occurring at the Complex, though it also is attributed to the complicated
manner in which BHD must allocate such centralized charges across its various functions.
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An argument could be made that in light of BHD's new governance structure created by
Wisconsin Act 203, additional steps should be taken to segregate its finances from the rest of
Milwaukee County government, or to remove it entirely from the auspices of Milwaukee County
and place it under a separate mental health district or authority. This approach could be pursued
for all of BHD, or solely for the Mental Health Complex, with other functions remaining under the
County's health and human services department.

Under such an approach, BHD could purchase administrative, legal, facilities, and other
overhead services from the County or outside entities, and be billed for such services based on
their actual cost. Similarly, legacy costs could be allocated based on actual BHD retirees, as
opposed to a general allocation based on the size of its active workforce.

It is unclear whether these steps would produce savings for BHD or its Mental Health Complex
functions, and it is likely that they would produce negative fiscal impacts for the rest of county
government. However, forming a new financial structure for the Mental Health Complex that
segregates its actual cost of doing business at least would ensure that decision-making
regarding bed capacity is not skewed by an indirect cost structure that has limited linkage with
actual activity.

Should this approach prove unworkable from an accounting, legal, or logistical perspective, then
the Milwaukee County budget office and BHD at least should consider reforming internal
budgeting and accounting practices to better isolate costs and revenues associated with BHD's
various service areas. The new Mental Health Board needs accurate, service-level fiscal data to
gauge bed capacity and community investment options going forward. Unfortunately, the current
fiscal framework does not lend itself to that type of information gathering and sharing.

Milwaukee County and State of Wisconsin leaders need to work jointly to address BHD's facility
needs and questions.

Our analysis confirms what Milwaukee County leaders have known for quite some time: that
facility costs at the existing facility are influenced most prominently not by the amount of square
footage that BHD occupies for its hospital-related operations, but instead by the continued need
to service and maintain the entire sprawling Mental Health Complex, and by cost factors
associated with its use of County facilities staff to do so.

We are unable to determine whether the more than $6 million charged annually to the Mental
Health Complex service areas for facilities costs is a reasonable amount and how that might
compare to similar costs at a different facility. That question should be analyzed as part of the
County's ongoing space planning activities and/or by BHD staff. What is crystal clear, however, is
that the facilities savings that ostensibly should be available from a substantial reduction in bed
capacity will not materialize at the existing Mental Health Complex location.

An equally important question emerges regarding the future capital needs of the Mental Health
Complex and how those will be treated under the budget framework created by Wisconsin Act
203. BHD officials have cited millions of dollars of needed repairs at the existing Complex, which
have been deferred pending consideration of a possible new facility. If BHD stays put, then those
needs will need to be addressed, but it is unclear how that would occur.
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Capital and debt service costs are not included in BHD's budget and are not subject to the fiscal
parameters created by Wisconsin Act 203. Furthermore, the Mental Health Board does not have
any direct bonding authority. Consequently, any major capital repairs or improvements at the
Mental Health Complex that involve County bonding would need to be approved by the County
Board, and would need to compete with other daunting capital needs faced by the County. The
same holds true for any capital investment in a new facility that would involve County bonding.

This paradigm poses several questions, including the following;:

e What if County Board leaders disagree with BHD or the Mental Health Board in terms of a
facility plan, or if the County is otherwise unable or unwilling to dedicate bond proceeds for
capital repairs or a new facility?

e Would BHD have the capacity to "cash finance" its capital needs, either through its regular
operating budget or reserves, and how would that play into other budget considerations and
the tax levy restrictions contained in Act 203?

e Would a facility lease be a better option than owning a building in light of these questions?

e Are there other ways to finance capital repairs or a new facility outside of the use of County
borrowing (e.g. state or private sector financing that would be repaid by BHD as part of its
operating budget)?

e Might the cost of constructing a new facility be accommodated in any financial arrangement
involving the sale of the existing property?

Given that these questions are linked to state legislation as well as County concerns, it would be
logical for policymakers from both governments to be engaged in identifying answers.

The future size, mission, and location of PCS will be central to any decision-making regarding
adult inpatient bed capacity and a potential new facility.

An often overlooked issue in BHD's consideration of its optimal inpatient capacity and the
possible construction of a new facility is the future size, scope, and operation of PCS. Our
analysis has shown that as long as PCS maintains its approximate current patient volume and
staffing, then its costs are likely to continue to grow with inflation, thus partially offsetting any
savings accrued from inpatient downsizing. In addition, it will continue to demand substantial
physical space, administrative overhead, and other indirect components that comprise a
significant portion of the Mental Health Complex's financial and physical structure.

In determining possible downsizing options and the size and location of a new facility, therefore,
County and Mental Health Board leaders also should be considering how PCS will function in the
future. While county government is statutorily mandated to ensure the provision of emergency
mental health services in Milwaukee County, it is not required to provide those services itself, nor
to provide them at one location or as part of a larger inpatient facility. It is possible, for example,
that the County could consider the development of multiple smaller mental health
emergency/crisis services within the community, or that it could contract with a private provider
to provide those services at new or existing facilities. A consideration that would relate to either
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of those options is whether 18 observation beds currently housed at PCS would need to be
retained at the site of inpatient units.

Conversely, if a determination is made that the existing PCS service model should be continued,
then that needs to be factored into the fiscal analysis of various inpatient bed capacity
scenarios. It is possible, for example, that a decision to maintain PCS in its current form will steer
policymakers toward consideration of a larger inpatient bed capacity scenario given that certain
direct and indirect costs associated with additional beds could be shared and spread across a
larger emergency room facility.

> BHD should develop effective and transparent ways to measure the impacts of its community
investments on inpatient and PCS demand and to track and project community-based service
costs.

In an analysis of mental health inpatient bed capacity released by the Forum and Human
Services Research Institute in September 2014,1° we recommended that BHD should "identify
performance metrics to evaluate whether the (community-based) services that individuals are
receiving are having a desired impact on hospitalizations and other recovery-oriented outcomes."
We reiterate that recommendation here in light of the findings of our fiscal modeling.

It will be tempting, for example, to view an opportunity to generate almost $9 million in annual
savings from a reduction to 16 beds as too promising to ignore, and to simply assume that by
reinvesting those dollars in community-based services an appropriate balance of services can be
created. We would caution, however, that the ability to safely downsize in such a substantial
manner will be predicated on whether community-based investments truly decrease demand for
inpatient care, and that a performance measurement system must be developed to provide
insight into that question before such downsizing can occur.

We would make a similar point on the fiscal side of the community-based services equation. The
expansion of CCS and CRS and the implementation of other community-based service
enhancements still are in their early stages. Yet, BHD still does not possess (at least to our
knowledge) the financial data collection and reporting mechanisms that will be needed to
appropriately model future year community-based expenditures and revenues and guide
decision-making on future investment options. Developing such mechanisms should be an
immediate priority for BHD staff.

» BHD needs more detailed analysis of its revenue structure and revenue opportunities to guide
bed capacity decisions.

While BHD has made great progress in implementing a new electronic medical records system
and improving its revenue collection practices, we observe that it would benefit from greater
capacity to analyze and respond to revenue trends on a timely basis, and to develop the type of
sophisticated revenue profiles and projections that should be a central part of decision-making
on bed capacity options. BHD also would benefit from additional expertise on Medicaid and

19 This report can be accessed at
http://publicpolicyforum.org/sites/default/files/MilwaukeelnpatientCapacity.pdf.
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Affordable Care Act issues and opportunities to help it appropriately gauge the impacts of major
changes in its service design and delivery.

As shown in our modeling, the mix of insured and uninsured patients under different bed
capacity scenarios - as well as the types of insurance coverage these patients possess and
anticipated reimbursement rates - will have a huge financial impact and must be carefully
examined during upcoming discussions about the future size and location of the Mental Health
Complex. While our modeling used recent revenue trends to broadly estimate projected revenues
under the various scenarios, the fact that BHD only recently converted to an electronic medical
records system precluded our ability to access the types of information that would have allowed
for more sophisticated analysis. Furthermore, we were unable to ascertain where future
opportunities might exist to grow revenue streams under different capacity scenarios.

Consequently, we would suggest that BHD and the Mental Health Board consider options for
developing the capacity to better monitor and analyze BHD's revenue performance, and to
produce the types of revenue profiles and analyses that will be critical to determining the pros
and cons of different bed capacity options. While outside consulting expertise may be required
for such a task, it is also possible that this type of expertise could be built within BHD, or that it
exists within organizations affiliated with current Mental Health Board members and could be
secured on an in-kind basis.
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APPENDIX A — CROSSWALK FROM BHD INDIRECT AREAS
TO PPF ANALYSIS INDIRECT CATEGORIES

Functional Indirect Cost Categories

General Hospital Hospital
Admin Admin Support  Facilities
6312 CENTRAL ADMINISTRATION MANAGEMENT 6312 0
6313 CLINICAL COMPLIANCE MANAGEMENT 6313
6323 PSYCHIATRY ADMINISTRATION MANAGEMENT 6323
6324 PSYCHOLOGY ADMINISTRATION MANAGEMENT 6324
6325 NURSING ADMINISTRATION MANAGEMENT 6325
6326 SOCIAL SERVICES ADMINISTRATION MANAGEMENT 6326
6328 PROFESSIONAL EDUC-PSYCHCHIATRY | MANAGEMENT 6328
6332 ORGANIZATIONAL DEV ADMIN MANAGEMENT 6332
6333 PERSONNAL AND PAYROLL MANAGEMENT 6333
6334 QUALITY MANAGEMENT MANAGEMENT 6334
6336 EDUCATION MANAGEMENT 6336
6503 SECURITY OPERATIONS 6503
6504 LEGAL SERVICES OPERATIONS 6504
6512 SUPPORT SERV ADMIN OPERATIONS 6512
6513 DIETARY OPERATIONS 6513
6514 STOREROOM OPERATIONS 6514
6515 PHARMACY OPERATIONS 6515
6516 CLERICAL POOL OPERATIONS 6516
6532 FACILITIES MAIN ADMIN OPERATIONS 6532
6533 FACLT MAINT-MAIN BLD OPERATIONS 6533
6535 HOUSEKEEPING OPERATIONS 6535
6536 LINEN OPERATIONS 6536
6537 FACILITY MAINT--DAY HOSP OPERATIONS 6537
6552 FISCAL ADMIN FISCAL 6552
6553  FISCAL SERVICES FISCAL 6553
6554 ACCOUNTS RECEIVABLE FISCAL 6554
6555 ADMISSIONS FISCAL 6555
6556 MANAGEMENT INFORMATION FISCAL 6556
6557 MEDICAL RECORDS FISCAL 6557
6558 STAFFING OFFICE FISCAL 6558
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APPENDIX B — FISCAL TRENDS BY SERVICE AREA

To provide further insight into the fiscal performance of Milwaukee County’s Mental Health Complex
during the 2010-2013 timeframe, we examined the four service areas independently.

In the first set of figures below, we show percentage changes in total expenditures, direct
expenditures, and indirect expenditures for each of the service areas, and also compare those to the
percentage change in patient census. It is notable that while each of the service areas experienced a
decline in patient activity, direct expenditures declined for only three of the four service areas; at
PCS, they increased by 7%. It is also notable that indirect expenditures increased for each of the four
service areas despite the decrease in patient census.

Figure B1: Percentage change in census and total expenditures for Mental Health Complex Service
areas, 2010-2013
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Figure B2: Percentage change in census and direct expenditures for Mental Health Complex Service
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Figure B3: Percentage change in census and indirect expenditures for Mental Health Complex
Service areas, 2010-2013
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Adult Inpatient

Adult inpatient had the largest decline in patient census of the four areas. We see in Table B1 that
direct expenditures declined by 26%, which tracked pretty closely to the decline in patient census,
although indirect expenditures grew by 6%. The number of FTEs2° allocated to adult inpatient
decreased by 18, from 190 to 172. Other areas of savings included commodities accounts (primarily
drug expenses), which decreased by $1.3 million, and hospital support, which fell by almost
$600,000.

Table B1: General Financial Data, Adult Inpatient

2010 2013 % Change
Patient Days 30,805 21,363 -31%
Direct FTE 190 172 -10%
Total Expense $32,549,926 $28,278,567 -15%
Direct Expense $21,183,365 $16,251,914 -26%
Indirect Expense $11,366,561 $12,026,653 6%
Net Pt Revenue ($9,827,383) ($8,028,890) -18%
BCA/Levy ($22,721,695) ($20,249,677) -14%

On the revenue side, as shown in Table B2, NPR per patient day increased from $319 to $376, thus
softening the impact of the decline in patient census. In fact, shrinking costs exceeded the decline in
net patient revenue, allowing for levy/BCA savings of $3.4 million in this service area.

Table B2: Financial Indicators, Adult Inpatient

Expense/Patient Day $1,056.64 $1,323.72

NPR/Patient Day ($319.02) ($375.83)

Recovery Rate 30% 28%
Rehab Central

Table B3 shows that although census declined at Rehab Central, total operating expenses increased
slightly. This was caused, at least in part, by an increase in the number of FTEs during the study
period from 82 to 90. Rehab Central did experience reduced costs for drugs and hospital support,
but increasing indirect costs overrode those savings.

20 FTEs were determined by dividing the average budgeted salary into actual salary and overtime expenses for
the year. Actual expenses take into account labor transfers, vacancies and overtime and are a better indicator
of labor costs than budgeted salary amounts.
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Table B3: General Financial Data, Rehab Central

2010 2013 % Change
Patient Days 24,301 20,497 -16%
Direct FTE 82 90 9%
Total Expense $13,297,803 $13,570,590 2%
Direct Expense $8,985,333 $8,709,330 -3%
Indirect Expense $4,312,470 $4,861,260 13%
Net Pt Revenue ($3,246,863) |  ($2,507,776) -23%
BCA/Levy ($9,399,738) | ($10,321,873) 13%

On the revenue side, we see in Table B3 and Table B4 that total NPR declined by 23%, while on a per
patient basis it also declined by 9%. As a result, levy/BCA increased by 13% to compensate for the
slight increase in total expenses and a reduction in NPR. The reduction in revenue is also quite
noticeable in terms of the recovery rate, or the percentage of expense offset by NPR. This declined
from 24% to 18% between 2010 and 2013.

Table B4: Financial Indicators, Rehab Central

Expense/Patient Day $547.21 $662.08

NPR/Patient Day ($133.61) ($122.35)

Recovery Rate 24% 18%
Hilltop

While the patient census at Hilltop declined by roughly the same amount as that of Rehab Central
during the 2010-2013 timeframe, BHD reduced actual FTEs at Hilltop, generating a decrease in
direct expenditures, as shown in Table B5. Hospital support expenditures also decreased by almost
$500,000. Even with an increase in indirect expenditures, total expenditures at Hilltop declined by
4%.

Table B5: General Financial Data, Hilltop

‘ 2010 ‘ 2013 % Change ‘
Change in Census 23,797 19,853 -17%
Direct FTE 98 87 -11%
Total Expense $15,414,912 $14,757,769 -4%
Direct Expense $10,585,414 $9,289,878 -12%
Indirect Expense $4,829,498 $5,467,891 13%
Net Pt Revenue ($5,399,802) ($5,196,950) -4%
BCA/Levy ($9,469,790) ($8,972,607) -5%
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Net patient revenue on a per patient basis also increased by 15% at Hilltop, as shown in Table B6,
from $227 in 2010 to $262 in 2013. The combination of a decrease in total expenditures and an
increase in per capita revenues generated a 5% savings in levy/BCA.

Table B6: Financial Indicators, Hilltop

Expense/Pt Day $647.77 $743.35

NPR/Pt Day (5226.91) (5261.77)

Recovery Rate 35% 35%
PCS21

Although admissions dropped during the study period, FTEs at PCS increased by 15 positions, from
59 to 74. As shown in Table B7, this led to a 10% increase in direct expenditures, coupled with the
overall increasing trend in indirect costs.

Table B7: General Financial Data, Crisis Services

2010 2013 % Change

ER Admissions 13,438 11,464 -15%
ER/Obs only 59 74 31%
Total Expense $13,206,590 $14,823,123 12%
Direct Expense $9,367,509 $10,333,414 10%
Indirect Expense $3,839,081 $4,489,709 17%
Net Pt Revenue ($4,510,159) ($4,296,588) -5%
BCA/Levy ($7,885,963) ($10,270,986) 30%

Net patient revenue also declined by 5% at, PCS during the period. Consequently, levy/BCA invested
in PCS grew by 30%, offsetting the savings experienced in other areas.

Table B8: Financial Indicators, Crisis Services

Expense/Pt Day 982.78 1,293.01
NPR/Pt Day ($335.63) ($374.79)
Recovery Rate 34% 29%

21 For purposes of this analysis, between 23% and 27% of total PCS expense was determined to be properly
categorized as community-based services, rather than inpatient services. These include purchase of service
contracts that are budgeted in PCS and expenses relating to the Mobile Treatment Team and Outpatient Clinic.
BHD reported that these services are entirely funded with levy.
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