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In recent years, the role of man-
aged behavioral health organiza-
tions (MBHOs) in providing

mental health and substance abuse
services has grown enormously. Since

the mid-1980s, private employers,
public purchasers, and managed care
organizations (MCOs) have increas-
ingly elected to contract directly with
MBHOs, thus “carving out” the pro-

vision of behavioral health services.
About 68 percent of the U.S. popula-
tion with health insurance received
their mental health and substance
abuse services through carve-out
arrangements in 2000, an increase of
12.9 percent from 1999 (1). This pro-
portion included those who received
services both through direct carve-out
arrangements by payers, such as Med-
icaid and employers, and through con-
tracts by MCOs with MBHOs for the
provision of substance abuse and
mental health services.

No nationally representative stud-
ies have examined the precise nature
of carve-out contracts between MCOs
and MBHOs. Nevertheless, the de-
tails buried in the language of such
contracts have the potential to influ-
ence how providers interact with pa-
tients and how patients seek and re-
ceive care. Carve-out contracts can
vary significantly in the functions
transferred by the MCO to the MBHO,
specific financial arrangements, and
standards to which the MBHO is held
accountable. 

We report on the three key dimen-
sions of contracts between MCOs and
MBHOs—the functions that are del-
egated, the financial arrangements
between the MCO and the MBHO,
and performance standards—by type
of managed care product: health
maintenance organization (HMO),
preferred provider organization (PPO),
and point-of-service (POS) plan. We
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Objective: This study examined characteristics of contracts between
managed care organizations (MCOs) and managed behavioral health
organizations (MBHOs) in terms of delegation of functions, financial
arrangements between the MCO and the MBHO, and the use of per-
formance standards. Methods: Nationally representative administrative
and clinical information about the three largest types of commercial
products offered by 434 MCOs in 60 market areas was gathered by tele-
phone survey. These products comprised services provided by health
maintenance organizations, preferred provider organizations, and
point-of-service plans. Chi square tests were performed between pair-
ings of all three types of products to ascertain differences in the degree
to which claims processing, maintenance of provider networks, utiliza-
tion management, case management, and quality improvement were
delegated to MBHOs through specialty contracts among the various
types of products. Contractual specifications about capitation arrange-
ments, risk sharing, the use of performance standards, and final utiliza-
tion review decisions were also compared. Results: For all types of prod-
ucts, almost all the major functions were contracted by the MCO to the
MBHO. Although most contracts assigned some risk for the costs of
services to the MBHO, the degree of this risk varied by product type. Ex-
cept in the case of preferred-provider organizations, a large number of
performance standards were identified in MCOs’ contracts with MBHOs,
although financial incentives were rarely tied to such standards. Con-
clusions: MCOs that contract with MBHOs place major responsibility,
both financial and administrative, on the vendors. (Psychiatric Services
52:1502–1509, 2001)



used data from a nationwide survey
that determined what behavioral
health services were provided by
MCOs in 1999. 

We have previously studied the mo-
tivations of MCOs to carve-out to
MBHOs (2), the prevalence of em-
ployers’ carve-out contracts (3), and
specific aspects of these employer
carve-outs (4–7). The goal of this
study was to determine the extent of
variations in carve-out contracts by
using a nationally representative sam-
ple of MCOs and to examine the im-
plications of such variations.  

Background
Functions included in the contract
There are four functions that MCOs
may delegate to MBHOs: formation
and maintenance of provider net-
works, processing of enrollees’ claims
for payment, utilization and case
management, and operation of quali-
ty improvement programs.

Formation and maintenance of
provider networks. The formation
and maintenance of provider net-
works can entail identifying providers
of mental health and substance abuse
services who will be available to the
health plan’s enrollees, negotiating
payment arrangements, checking the
credentials of providers, profiling pat-
terns of care, and maintaining up-to-
date information for enrollees about
how to gain access to providers.

Processing enrollees’ payment
claims. The administrative function
of processing enrollees’ payment
claims involves payment for services
rendered.

Utilization management and
case management. Utilization man-
agement is an approval process for
patients’ entry into treatment, the
amount of treatment they receive, and
the mode of treatment. Case manage-
ment provides a more intensive clini-
cal review of care and tends to focus
on patients who have a high use of
care.

Operation of quality improve-
ment programs. Quality improve-
ment programs, which vary widely,
may include external accreditation by
organizations such as the National
Committee for Quality Assurance or
may provide in-house monitoring of
adherence to clinical guidelines or

best practices and periodic review of
outcomes. 

Although most contracts contain
these basic building blocks, MCOs
still vary in the functions they choose
to delegate through carve-out con-
tracts and those they choose to re-
tain. Decisions about the contractual
definitions of each function affect the
degree of decision making that is
transferred from the MCO to the
MBHO. Furthermore, payers and
patients have concerns about quality
of care, access to care, and the risk of
undertreatment (8). Therefore, close
scrutiny of the scope of functions
outlined in carve-out contracts is im-
portant, because it can promote ac-
countability of the organization and
of the industry.

Financial arrangements
This is the first national study to doc-
ument the extent of risk outlined in
MCOs’ contracts with MBHOs for
commercial products. Research from
the public and private sectors sug-
gests that the amount of financial risk
assumed by MBHOs has important
implications for the behavior of MB-
HOs, for enrollees’ use of and access
to services, for total costs of behav-
ioral health services, and for spending
per treatment episode. As more pub-
lic payers and private purchasers
adopt carve-out arrangements, it is
increasingly important to assess the
amount of risk that is transferred in
carve-out contracts.  

Types of risk sharing. The shar-
ing of financial risk as outlined in
carve-out contracts can be broken
down into the amount of risk shared
and whether the costs of claims are
included. A contract is often referred
to as a risk-based contract when some
degree of risk for the costs of claims
above a specified target is transferred
to the MBHO. For claim costs that
exceed this target, an MCO’s pay-
ments to an MBHO may reflect a
transfer of all or none of the financial
risk or a shared risk on the basis of the
MBHO’s performance and the extent
of losses incurred. 

When costs of care fall below annu-
al targets, the MCO may opt to allow
the MBHO to keep all, none, or a
portion of any resulting savings. The
MBHO also may bear some risk if the

costs exceed the target, even under
contracts that cover only administra-
tive services. Moreover, some portion
of the MBHO’s payments may be tied
to the attainment of specific perform-
ance standards.    

Implications of risk sharing.
Risk sharing between purchasers and
MBHOs has been the subject of ex-
tensive theoretical discussion and
empirical research, because it has im-
portant implications for providers and
enrollees (9–11). When MBHOs can
keep cost savings for themselves, they
obviously have incentives to reduce
costs by using some combination of
approaches, including improving effi-
ciency, decreasing the quantity of
services they provide, switching to
less expensive providers or service
sites, and reducing payments to
providers. Thus cost-saving incen-
tives in shared-risk contracts have the
potential to affect quality, access, and
utilization. 

Some researchers have maintained
that shared-risk capitation will ulti-
mately promote greater integration of
behavioral health care and primary
care, decrease unnecessary use of
services, improve overall health, en-
courage innovation, and increase ef-
fectiveness of care (10). Others have
underscored the differential effects
of risk sharing and carve-outs on pri-
vate-sector compared with public-
sector enrollees. They have urged
public payers to approach risk con-
tracting for behavioral health services
with caution in the wake of several
unsuccessful managed behavioral
health care experiments at the state
level (12,13).

Evaluations of risk contracting.
Previous research, which has focused
largely on empirical case studies of
specific employers and vendors—
both public and private—has shown
that the nature of payment arrange-
ments to MBHOs can create incen-
tives that have both negative and
positive effects on MBHOs, provi-
ders, and enrollees. Most studies
have compared the situations before
and after a carve-out (14–16). Thus it
may be difficult to attribute effects
to changes in risk-sharing arrange-
ments or other factors, such as dif-
ferences in provider networks, uti-
lization review activities, or ways in
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which patients gain access to care.
However, few studies have isolated
the effects of financial risk sharing
from the overall effects of imple-
mentation of a carve-out. For exam-
ple, in a study of the effect of risk
sharing in an employer carve-out,
Sturm (17) found that total behav-
ioral health care costs were lower for
inpatients but not significantly dif-
ferent for outpatients.

Performance standards
In behavioral health contracts, per-
formance standards identify accept-
able levels of performance for various
aspects of service delivery, including
both administrative and clinical re-
sponsibilities (7). These standards
may range from requirements for the
scope and timing of reports on service
use to the achievement of specific
levels of satisfaction as indicated in
patient surveys. Performance stan-
dards formalize purchasers’ expecta-
tions and MBHOs’ accountability.
They also may be used for monitoring
purposes and to counter any incen-
tives to limit access or otherwise con-
tain costs that might emerge from the
contractual risk-sharing arrange-
ments. We examined the extent to
which performance standards are con-
tained in contracts between MCOs
and MBHOs.  

Methods 
Data 
The data source for this study was the
1999 Brandeis survey on alcohol,
drug, and mental health services in
MCOs. We surveyed 434 MCOs in 60
market areas nationwide about their
commercial managed care products
in 1999 and obtained a 92 percent re-
sponse rate. Data were weighted to
provide national estimates of MCOs’
provision of substance abuse and
mental health services. The study was
related to the Community Tracking
Study (18), a major longitudinal study
conducted in the same market areas
by the Center for Studying Health
System Change. The Community
Tracking Study included a household
survey in which respondents were
asked to identify their health plans.
The results of that survey provided
the basis for constructing the sample
frame of MCOs for this study.  

The sampling unit was each MCO
in a specific market area. Thus MCOs
that served multiple market areas
were defined as separate MCOs for
the purposes of this study. We strati-
fied the sampling allocation of MCOs
in each market area as either PPO-
only or HMO-only and multiproduct.
Our sampling strategy allowed us to
make national estimates on the basis
of our results.

The telephone survey, implement-
ed by Mathematica Policy Research,
covered a broad range of domains re-
lated to MCOs’ provision of behav-
ioral health services (19). Typically
the executive director and the med-
ical director from each MCO re-
sponded to the survey. However, for
some large national or regional MCOs,
respondents at the corporate head-
quarters were interviewed about mul-
tiple sites. In some cases we were re-
ferred to the MBHO for more de-
tailed information. 

We elicited information about the
top three types of commercial man-
aged care products in each MCO, re-
sulting in a total of 787 products rep-
resenting 95 percent of all eligible
products offered by the MCOs that
responded to the survey. These repre-
sent 6,367 products on a weighted ba-
sis, of which 39 percent were HMOs,
37 percent were PPOs, and 24 per-
cent were POS products. The 458
products for which there were con-
tracts with MBHOs constituted the
sample for our analysis.

Assessing contracting terms
We assessed specific aspects of
MCOs’ contracts with MBHOs by
asking questions about specific func-
tions, financial risk, and performance
standards.

When respondents indicated that
their MCO had a contract with an
MBHO, we asked whether the con-
tract included any of several functions
specific to substance abuse or mental
health: maintenance of a provider net-
work, claims processing, utilization re-
view, case management, and quality
improvement.

To determine the balance of finan-
cial risk, we asked whether the rate
paid by the MCO to the MBHO cov-
ered both claim costs and administra-
tive costs or covered administrative

costs only, how much the MBHO had
to pay if actual claim costs exceeded
the target, and how much the MBHO
could keep if actual costs were below
the target.   

We also asked about performance
standards that apply to mental health
and substance abuse services: claims
processing, patient satisfaction, main-
tenance of staffing and provider net-
works, the speed of clinical referrals,
quality assurance systems, behavioral
health measures from the Health
Plan Employer Data and Information
Set, patient disenrollment, approach-
es to complaints and appeals, admin-
istrative reporting, provider satisfac-
tion, and telephone responses from
member services.  

Statistical analysis
The results were weighted to be rep-
resentative of MCOs’ commercial
managed care products in the conti-
nental United States. The software
package SUDAAN (20) was used to
allow correction of standard errors for
differences in MCOs’ probabilities of
selection for the survey and for non-
response. Chi square tests were used
to test the significance of differences
across product types.  

Results
For all product types, we found that
almost all the major functions were
contracted by MCOs to MBHOs. Al-
though most contracts assigned
some risk to the MBHO for the costs
of enrollees’ use of services, the de-
gree of risk varied. Except in the
case of PPO products, a large num-
ber of performance standards were
identified in MCOs’ contracts with
MBHOs, although financial incen-
tives were rarely tied to the perform-
ance standards. 

Functions included 
in the contract
Delegation of functions. Delega-
tion of functions from the MCO to
the MBHO was common across the
entire spectrum of clinical and ad-
ministrative functions. More than
three-quarters of all contracts cov-
ered each of the five key functions, al-
though claims processing and quality
improvement were less often includ-
ed than maintenance of a provider
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network, utilization management, or
case management. 

As can be seen in Table 1, more
than 95 percent of contracts across
HMO, PPO, and POS products dele-
gated utilization management and
case management—core functions of
behavioral health carve-out con-
tracts—to MBHOs. Similarly, the
maintenance of a provider network
was included in 94.3 percent of carve-
out contracts overall but was found
significantly less often (88.4 percent)
among PPOs’ contracts. MCOs more

often retained the function of claims
processing than any other function.
Only 84.9 percent of products overall
and 73.9 percent of PPOs transferred
that function to the MBHO. Similar-
ly, across all products, quality im-
provement was significantly less often
delegated to MBHOs. Only 72.2 per-
cent of HMOs, 82.1 percent of PPOs,
and 89.3 percent of POS plans dele-
gated this function.

Decision making and dispute res-
olution. Not all authority for making
decisions and resolving disputes was

delegated to MBHOs, although al-
most all MCO contracts specified uti-
lization management as an MBHO
activity. Table 2 outlines the alloca-
tion of responsibility for the second-
level review in the event that initial
requests for services are denied and
for the final decision in the case of
continued disputes. Although MCOs
transferred to MBHOs 96.7 percent
of the routine utilization review that
most patients and providers en-
counter on a day-to-day basis, as
shown in Table 1, they were less like-
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Delegation of functions by managed care organizations to managed behavioral health organizations through contracts, by
product type

Health maintenance Preferred-provider Point-of-ser-
organization organization vice plan All products
(weighted N=2,040) (weighted N=712) (weighted N=939) (weighted N=3,691)

Function Mean % SE Mean % SE Mean % SE Mean % SE

Utilization management 96.7 2.3 96.3 3.3 96.9 2.5 96.7 2.5
Case management 96.6 2.3 96.3 3.3 95.7 2.7 96.3 2.5
Maintenance of a 

provider network 97.7 1.4 88.4 3.8 91.2 5.0 94.3 2.1
Claims processing 88.9 3.7 73.9 4.5∗∗ 84.5 5.4 84.3 3.6
Quality improvement 72.2 3.3 82.1 5.2 89.3 3.5∗∗ 78.5 3.7

∗∗ Significantly different from health maintenance organizations, p<.01 

TTaabbllee  22

Responsibility for resolving disputes about use of behavioral health services by enrollees of managed care organizations, by
product type1

Health maintenance Preferred-provider Point-of-ser-
organization organization vice plan All products
(weighted N=2,035) (weighted N=644) (weighted N=946) (weighted N=3,625)

Responsibility and responsible
organization Mean % SE Mean % SE Mean % SE Mean % SE

Second-level review when initial
requests are denied

Managed care organization 33.2 1.6 8.6 3.1∗∗ 6.9 2.6∗∗ 22.0 1.9
Managed behavioral health

organization 56.3 2.6 76.8 4.9∗∗ 67.5 4.7∗∗ 62.9 3.2
External organization 7.8 2.9 14.1 4.5 15.4 5.2 10.9 3.7
Missing data or no response 2.7 1.1 .5 .2 10.2 2.7∗∗ 4.2 1.3
Total 100 100 100 100

Final decision-making authority
in a continued dispute 

Managed care organization 70.6 3.0 96.7 1.0∗∗ 85.1 3.5∗∗ 79.0 2.6
Managed behavioral health

organization 1.4 .8 1.2 .6 2.5 1.8 1.7 1.0
External organization 24.4 2.6 .3 .2∗∗ 2.3 1.1∗∗ 14.4 1.7
Missing data or no response 3.6 1.2 1.8 .9 10.2 2.7∗∗ 5.0 1.4
Total 100 100 100 100

1 Ns are slightly lower than in the other tables because the information comes from the medical directors’ portion of the survey, for which the response
rate was 87 percent.  

∗∗ Significantly different from health maintenance organizations, p<.01



ly to transfer the authority for second-
level decisions and seldom delegated
authority for making final decisions.  

The responsibility for the second
level of review after an initial request
is denied was reported to remain with
the MBHO in the case of 62.9 per-
cent of the contracts, to revert back to

the MCO in 22.0 of the contracts, and
to be delegated to an external organi-
zation in 10.9 percent of the con-
tracts. PPOs were more likely than ei-
ther HMOs or POS plans to delegate
this level of authority to the MBHO.
MCOs were more likely to remove
decision-making authority from the

MBHO if cases continued to be dis-
puted. HMOs reported turning over
responsibility for final decisions to ex-
ternal organizations more often than
PPOs or POS plans. By contrast,
PPOs and POS plans reported almost
always taking responsibility for the fi-
nal decision. 
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Payment arrangements in contracts between managed care organizations and managed behavioral health organizations, by
product type 

Health maintenance Preferred-provider Point-of-ser-
organization organization vice plan All products
(weighted N=2,040) (weighted N=712) (weighted N=939) (weighted N=3,691)

Payment arrangement Mean % SE Mean % SE Mean % SE Mean % SE

Claims and administration 94.6 1.4 73.4 5.0∗∗ 85.9 4.7 88.3 2.3
Administrative costs only 2.7 .8 15.0 4.5∗ 9.6 4.0 6.8 1.8
Don’t know 2.6 1.2 11.6 4.6 4.5 2.8 4.8 2.0

∗ Significantly different from health maintenance organizations, p<.05
∗∗ Significantly different from health maintenance organizations, p<.01

TTaabbllee  44

Risk sharing between managed care organizations and managed behavioral health organizations (MBHOs) as outlined in con-
tracts for claim costs and administrative services, by product type 

Health maintenance Preferred-provider Point-of-ser-
organization organization vice plan All products
(weighted N=1,930) (weighted N=523) (weighted N=806) (weighted N=3,259)

Risk-sharing arrangement Mean % SE Mean % SE Mean % SE Mean % SE

Risk-sharing category
No risk to MBHO .1 .1 6.5 4.8 0 0 1.1 .8
Partial risk 13.3 3.3 7.6 3.5 15.0 4.9 12.8 3.2
Full risk with limits 46.0 2.7 77.1 5.1∗∗ 53.4 4.3 52.8 2.9
Full risk with no limits 18.6 2.7 7.7 2.5∗∗ 23.9 3.4∗ 18.2 2.6
Don’t know 22.0 1.8 1.1 .6∗∗ 7.8 3.0∗∗ 15.2 1.3

Payment by MBHO if claim costs
exceed a set target

All of the cost with no limit
to MBHO’s risk 40.4 2.5 84.5 5.1∗∗ 74.5 5.5∗∗ 55.9 2.6

All of the cost with limit
to MBHO’s risk 26.2 2.3 .8 .5∗∗ 3.8 3.0∗∗ 16.6 1.8

Part of the cost 5.6 1.7 7.1 3.4 7.2 2.8 6.2 2.0
None of the cost 6.7 2.9 6.5 4.8 6.8 2.5 6.7 1.9
Don’t know 21.1 1.8 1.1 .6∗∗ 7.8 3.0∗∗ 14.6 1.3

Portion of savings kept by MBHO 
if claim costs fall below a target

All, with no cap 63.6 2.6 10.6 2.7∗∗ 32.1 4.8∗∗ 47.3 2.6
All, with a cap 21.9 1.7 77.1 5.1∗∗ 50.0 5.1∗∗ 37.7 2.8
Some 9.3 3.1 4.7 3.4 9.6 4.6 8.6 3.0
None .85 .3 6.5 4.8 .5 .3 1.7 .8
Don’t know 4.4 1.5 1.1 7.8 3.0 4.7 1.6

Reduction in payment if perfor-
mance standards are not met1 16.1 3.1 11.9 3.9 18.3 3.5 15.9 2.6

1 Reported only for products with any performance standards (1,798 for health maintenance organizations, 523 for preferred-provider organizations, and
3,053 for total products). Responses were not provided for less than .5 percent of products.

∗ Significantly different from health maintenance organizations, p<.05
∗∗ Significantly different from health maintenance organizations, p<.01



Payment arrangements 
and risk sharing 
Several features of the contracts must
be examined to provide an understand-
ing of the overall financial relation-
ship between MCOs and MBHOs, in-
cluding whether the payment ar-
rangement included the enrollees’
claim costs for behavioral health serv-
ices in accordance with a capitated
rate, how the MCO and the MBHO
shared financial risk, and the amount
of the payment, typically on a per-
member-per-month basis. Although
MCOs provided information about the
first two aspects, pilot testing of the
survey instrument confirmed that the
payment rate was proprietary; thus it
was not requested in the survey.

Payment arrangements. In con-
tracts that covered only administra-
tive services, MCOs retained respon-
sibility for the costs of behavioral
health claims. However, the MCOs
paid administrative fees to MBHOs
for the costs associated with member

services, utilization review, claims
processing, database management,
maintenance of provider networks, and
any other functions specified in the
contract.

Alternatively, MCOs often paid a
capitated rate that covered both the
costs of claims for enrollees’ behav-
ioral health services and administra-
tive costs. As Table 3 shows, MCOs’
contracts with MBHOs typically cov-
ered both claim payments and admin-
istrative costs, although almost 15
percent of PPOs’ contracts were for
administrative services only.  

Risk sharing. In their contract ne-
gotiations, MCOs set a payment rate
and also specified how risk or profits
are shared if actual costs differ from
the target amount, calculated as the
sum of the per-member-per-month
rate across the total covered en-
rollees. Table 4 summarizes risk shar-
ing as outlined in contracts that cov-
ered both claim costs and administra-
tive services. There was an insuffi-

cient number of products with ad-
ministrative-services-only contracts
to enable us to show further details
for those contracts.

Risk sharing can be broken down
into several categories according to
potential financial losses and profits.
The first category is no risk to the
MBHO. Virtually no HMOs or POS
plans and only 6.5 percent of the
PPOs had contract terms that had no
financial risk to the MBHO—that is,
terms under which the MBHO nei-
ther bears the risk for claim costs
above a target nor garners profits for
claim costs below that target. One
possible arrangement under a system
of partial risk is shared risk that spec-
ifies the distribution of excess costs or
savings on a percentage basis (12.8
percent of all contracts). 

The most common arrangement
was full risk, but with a limit on the
MBHO’s liability or profits (52.8
percent of contracts). Finally, the
MBHO can have full risk with no
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Performance standards written into contracts between managed care organizations and managed behavioral health organi-
zations for claims and administration1

Health maintenance Preferred-provider Point-of-ser-
organization organization vice plan All products
(weighted N=1,930) (weighted N=523) (weighted N=806) (weighted N=3,259)

Standard Mean % SE Mean % SE Mean % SE Mean % SE

Administrative standards 
Claims processing function 50.9 3.2 12.5 2.7∗∗ 32.5 4.8∗∗ 40.4 3.3
Staffing or network function 71.7 2.5 16.6 3.2∗∗ 84.3 3.4∗∗ 66.4 2.1
Administrative reporting 91.9 2.8 22.8 5.1∗∗ 90.9 3.3 80.5 2.1
Telephone responses from

member services 87.6 3.4 15.3 3.1∗∗ 85.8 5.0 75.6 2.9
Any administrative standard 93.2 1.9 24.5 5.1∗∗ 90.9 3.3 81.6 1.9

Quality-related standards 
Quality assurance system 73.3 3.2 15.8 4.1∗∗ 87.4 3.5∗∗ 67.6 2.4
HEDIS2 behavioral health

measures 66.9 2.6 12.6 3.8∗∗ 78.9 3.3∗∗ 61.2 1.8
Patient satisfaction 85.4 3.1 14.3 3.1∗∗ 78.8 4.5 72.4 2.8
Provider satisfaction 81.1 2.8 8.3 2.0∗∗ 74.9 4.5 67.8 2.8
Any quality-related standard 92.6 1.9 18.0 4.3∗∗ 90.6 3.3 80.1 1.6

Enrollee-focused standards
Disenrollment 33.0 2.8 2.5 .8∗∗ 5.3 2.2∗∗ 21.3 2.4
Approach to complaints

and appeals 87.6 2.9 94.9 4.8 82.2 3.3 87.4 2.7
Any enrollee-focused

standard 87.6 2.9 94.9 4.8 82.2 3.3 87.4 2.7
Any performance standard 93.2 1.9 100 0∗∗ 90.9 3.3 93.7 1.8

1 The category “don’t know” accounted for less than 2 percent of responses, with the exceptions of claims processing for health maintenance organiza-
tions (14.6 percent); claims processing for all products (8.3 percent); staffing for health maintenance organizations (3.6 percent), point-of-service plans
(7.2 percent), and all products (3.8 percent); provider satisfaction for preferred-provider organizations (2.6 percent); and disenrollment for health
maintenance organizations (3.6 percent).

2 Health Plan Employer Data and Information Set
∗∗ Significantly different from health maintenance organizations, p<.01



limits. The MBHO bears all the risk
for costs above the target but can
keep all the profits. This type of
arrangement was used in 18.2 per-
cent of contracts. 

Liability and profit issues. Dis-
entangling the liability and profit as-
pects of shared risk also is critical to
understanding the MBHO’s incen-
tives, because the categories we
have discussed can mask the details.
MBHOs often risk financial loss if
claim costs exceed the capitated
amount that has been negotiated
with the MCO.  

Overall, 55.9 percent of the con-
tracts that covered both claim pay-
ments and administrative costs re-
quired vendors to bear the entire loss
without limit. PPOs and POS plans
were significantly more likely than
HMOs to have this stringent require-
ment, but 21.1 percent of the HMOs
were not able to provide information
on the liability aspect of risk sharing,
which could have biased the results.
At the other end of the spectrum,
only 6.7 percent of the contracts did
not require vendors to bear any of the
risk for claim costs above the target.     

The claim costs throughout a year
can fall below the annual target,
which in almost all contracts allowed
the MBHO to keep some of the prof-
it. HMOs were significantly more
likely than PPOs or POS plans to al-
low MBHOs to retain all of the sav-
ings without any limits on their prof-
its. Allowance of full retention of
profits was reported by 63.6 percent
of HMOs and 32.1 percent of POS
plans but only 10.6 percent of PPOs.

Performance standards
We found that it was common for
MCOs to write specific performance
standards into their contracts in an
effort to make the MBHO account-
able to the MCO: at least one such
standard was reported for 93.7 per-
cent of the products. However, as can
be seen in Table 5, there were sys-
tematic variations, both by the type
of performance standard and across
products. 

In the case of administrative per-
formance standards, only 40.4 per-
cent of the products for which claims
processing was delegated to the
MBHO also held the MBHO ac-

countable by including a claims-pro-
cessing performance standard in their
contract. Two-thirds of the products
required staffing standards, 80.5 per-
cent required administrative report-
ing standards, and 75.6 percent re-
quired standards in the area of tele-
phone responses from member serv-
ices. Across all of these administrative
performance measures, PPOs were
significantly less likely to include per-
formance standards in their contracts
with MBHOs.  

In the case of quality-related per-
formance standards, more than 80
percent of the products included in
their contracts at least one of the

quality standards we asked about
(Table 5). Again, PPOs were signifi-
cantly less likely to report quality-re-
lated performance standards.  

MBHOs were required to meet
disenrollment standards in contracts
for only 21.3 percent of the products.
However, for 87.4 percent of prod-
ucts overall and 94.9 percent of the
PPO products, MBHOs were re-
quired to achieve a contract-specified
performance level for responding to
enrollees’ complaints and appeals.  

Discussion
When MCOs carve-out behavioral
health services to MBHOs, the con-
tracting terms specify the balance of
responsibility for managing care, ac-
countability for patients’ experiences,
and liability for costs. These contract
specifications, in turn, can have im-
portant implications for enrollees’ ex-
periences in obtaining care.  

The results of our nationwide sur-
vey of MCOs offer a picture of cost-
saving incentives that may be tem-
pered by protection for enrollees. Al-
though differences exist according to
product type, MCOs usually delegate
a broad range of functions to MBHOs
and structure the contracts such that
MBHOs have at least some financial
incentives—often strong ones—to
achieve cost savings. 

There may also be differences in
incentives according to whether the
risk lies below or above the target.
For example, the assumption of full
risk for costs above the target gives
the MBHO a strong incentive to
keep costs at or slightly below the
target. The assumption of full risk on
the savings side—that is, allowing
the MBHO to keep all savings when
costs are below target—means there
is no “floor” beneath which the cost-
reduction incentives stop operating.
If these were the only terms of the
contract, policy makers would have
serious concerns about the risk of
undertreatment of enrollees and of
abrogation by MCOs of their respon-
sibility for their enrollees’ health
services.

However, most MCOs appear to
provide counterbalances in their con-
tracts with MBHOs. For almost all
products, final decision making in the
event of disputes about treatment au-
thorization is retained at the MCO
level. However, decision making at
this level is required in only rare cas-
es, depending on how often request-
ed services are denied and on the en-
ergy that enrollees and providers are
able to devote to trying to overturn
such denials.

A broad range of performance stan-
dards were specified in the contracts
for most products, with the exception
of PPO products. Such standards are
designed to ensure that MBHOs do
not pursue efficiency or cost savings

PSYCHIATRIC SERVICES ♦ November 2001   Vol. 52   No. 1111550088

MCOs 

usually 

delegate a 

broad range of 

functions to MBHOs and

structure the contracts 

such that MBHOs have 

at least some financial 

incentives to 

achieve cost 

savings.



at the expense of providing adequate
services. 

However, the failure of more than
80 percent of products to tie these
performance standards to any finan-
cial incentives for the MBHO raises
questions about the stringency with
which the standards are enforced. In
some cases, the performance stan-
dard applies to a limited number of
consumers. For example, although
most MCOs track complaints and ap-
peals, the vast majority of problems
that consumers experience do not re-
sult in a formal complaint. Moreover,
even in the absence of performance
standards, MBHOs are well aware
that MCOs can choose not to renew
their contracts. 

This threat may have less impact
than one might expect, because
MCOs may be reluctant to change
contractors. Changing contractors is
associated with the high cost to the
MCO of finding a new MBHO, often
through a competitive bidding pro-
cess; developing a new contract; and
establishing new lines of communica-
tion. Moreover, such a change would
disrupt enrollees’ relationships with
providers and affect enrollees’ knowl-
edge of how to gain access to services.

Of course, our broad review of
contract terms must be considered in
the context of work that plumbs more
deeply into the details of specific
contractual relationships between
MCOs and MBHOs. For example,
our data do not fully reveal the
strength of risk-sharing incentives, be-
cause we did not determine the dol-
lar amount of the capitated rate or
the demographic composition of the
enrollees. In terms of an MBHO’s
bearing the full risk for claim costs
above the negotiated target, the
stringency of the term “full risk” de-
pends on the level of capitation as
well as on the relative needs of the
enrollee population. A requirement
that an MBHO pay the full claim
costs above a generous target creates
fewer cost-saving incentives for the
MBHO than a requirement that the
MBHO pay only part of the costs that
exceed a much more stringent target.
Similarly, the knowledge that per-
formance measures are written into a
contract does not ensure that these
measures are strictly monitored or

enforced through the application of
serious financial consequences for
breaches. 

The managed behavioral health
care field continues to be volatile as
large MBHOs deal with consolidation
of the industry and respond to new
demands for performance accounta-
bility. Report cards for MBHOs were
recently unveiled by the National
Committee for Quality Assurance
(21), which also has an accreditation
program for MBHOs. In addition,
new survey instruments are being de-
veloped for evaluating enrollees’ ex-
periences of behavioral health care
(22). These changes could affect the
specific terms of MCOs’ carve-out
contracts with MBHOs, especially if
external organizations take a more ac-
tive role in monitoring the quality of
services provided by MBHOs. In this
context, our detailed examination of
contract terms provides a baseline for
evaluating changes over the next few
years and provides a context for stud-
ies of specific contracts between
MCOs and MBHOs. ♦
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