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This is the first in a series of policy briefs issued by Ensuring Solutions to Alcohol Problems.

Improving Private Insurance Alcohol
Treatment Benefits Can Save States Money

Problem drinking exacts a $9.2 billion toll on state budgets each year — greater than the
costs of either illicit drugs or tobacco.' Studies in 11 states show that this high fiscal burden
can be substantially reduced by bringing private insurance coverage for alcohol problems in
line with coverage for other illnesses.

Although 80 percent of people who have alcohol use disorders work, and most individuals
who seek treatment for addiction have health insurance through their employers, their
health plans cover treatment for only a few. Parity — health insurance that provides coverage
of treatment for mental illnesses and substance abuse equal to coverage for other illnesses
— could enable many more people to recover from their alcohol problems while resulting in
significant savings to states and businesses.

IMPACT OF PARITY

An extensive Ensuring Solutions analysis of 11 state studies on parity shows that its cost to
insurers is negligible — raising annual premiums just 0.2 percent.

“The cost of parity is comparatively small when compared to overall health expenditures
and when spread out over all enrolled members,” concluded California’s State Legislative
Analyst’s Office after reviewing health insurance coverage of substance abuse treatment.?
Mandating parity would not place an undue burden on businesses® that offer health
insurance to their employees.* The analysis shows that:

B Equitable coverage reduces pressures on financially distressed states’ budgets (and the
tax burden to states’ citizens and businesses). Oregon, for example, found the state saves
$5.62 in tax-supported health, corrections and welfare costs for every state dollar spent
on people who complete treatment.’

B Parity increases the number of people who receive treatment, thereby reducing their
long-term cost to the state. In addition, more get treatment as outpatients and
inpatients, while the length of (more expensive) hospital stays is sharply reduced.

B The benefits of mandatory employment-based insurance parity are substantial. A North
Carolina legislative report concludes: “Studies from several states have consistently
shown that appropriate treatment of chemical dependency results in a significant
reduction in medical claims, absenteeism, and disability; an increase in productivity; and a
healthier and safer environment for all employees."

B According to a PricewaterhouseCoopers actuarial analysis, the cost of parity to individual
businesses goes down sharply when all or most businesses in a state are required to have
equal coverage.
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BURDEN ON STATES

Without parity, states and taxpayers pick up the costs of untreated alcohol
problems. A 2001 study by the National Center on Addiction and Substance Abuse
(CASA) of the impact of substance abuse nationally found that “the brunt of failure
to prevent and treat substance abuse and the cost of coping with the wreckage of
this problem falls most heavily on the backs of governors and state legislatures
across America.” As the New Jersey chapter of the National Council on Alcohol and
Drug Dependence has pointed out, limits on alcohol treatment, “combined with the
fact that drug abuse is a chronic, recurrent condition, cause insurance benefits to be
easily exhausted. The result is that privately insured individuals end up turning to the
public sector for treatment which increases costs to federal, state, and local
governments.” Citizens and businesses pay $9.2 billion in taxes annually to pay for
alcohol-related problems.” This public burden is difficult for states and taxpayers to
bear in these times of distressed state budgets.

THE PARITY STUDIES

In recent years, many states have taken steps to require businesses that offer health
insurance for their employees to cover treatment equitably. Thirty-eight states
require equitable coverage for some or all mental illnesses. Seven states also require
equal coverage for treatment of alcohol-related problems.” To aid their consideration
of substance abuse parity legislation, 11 states conducted studies of the costs and
impact of equitable coverage of treatment for alcohol and other drug problems.™

The parity reports recognize that states have a significant financial, social and political
interest in preventing and treating the disease of alcoholism and other alcohol-related
problems.” Overall, the parity studies recommended including substance abuse in
parity. “A state requirement is the only real option that will accomplish the objective
of improved mental or nervous coverage at a reasonable premium cost,” concluded
Ronald E. Bachman, Principal, PricewaterhouseCoopers." The experts found it is more
cost-efficient and is easy to include with mental health coverage, resulting in
increased productivity, saving tax dollars, fewer hospitalizations, shorter inpatient
stays and the use of less expensive outpatient services.

CREATING BALANCE

CASA reports that each American pays $227 per year in state taxes to deal with the

burden of substance abuse and addiction.” By removing financial barriers to getting
2021 kst nw  treatment, states have found a better balance: improving private insurance alcohol
Suite 800 treatment benefits would even out the public-private distribution of costs incurred
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RIPPLE EFFECT

Minnesota found that almost 80 percent of the costs of substance abuse treatment were offset
in the first year following treatment due to decreased use of hospital, emergency room and
detoxification services and reduced arrests."” California found that criminal activity declined by
66 percent, drug and alcohol use declined by 40 percent, and hospitalizations declined by 33

percent following treatments."
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The Ohio Department of Alcohol and Drug
Addiction Services found that one year after
participants completed treatment, “absenteeism
was reduced by 61 percent, incomplete work by
37 percent, and mistakes in work by 36 percent,”
according to Director Luceille Fleming.”

A HEALTHIER APPROACH

The report by the Alaska task force explicitly
recognizes the connections between mental
illnesses and addictions: “There is a high
incidence of substance abuse among the
mentally ill, and unless both disorders are
treated, positive outcomes for either are
unlikely.” CASA, moreover, reports that only
$10 of the per capita state tax payment funds
alcohol treatment or prevention programs.”
Establishing parity, however, puts greater
emphasis on treatment and prevention. The
graphs on the following page show CASA's
findings indicate that allocations for treatment
and prevention of alcohol problems in
California and New Jersey are a significantly
small portion of overall state alcohol-related
spending. Furthermore, the majority of
substance abuse funding is spent dealing with
the effects of substance abuse, such as the
demands on the legal system, rather than on
treatment and prevention.

As the director of the Ohio Department of
Alcohol and Drug Addiction Services observed,
improving access to treatment effects change
measured by “real numbers, real people, [and]
real benefits to the employer, to the employee,
and to ... taxpayers.”'
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California State Taxes and Substance Abuse = New Jersey State Taxes and Substance Abuse

(State population: 32.2 million) (State population: 8 million)
The Substance Abuse Dollar The Substance Abuse Dollar
Treatment  Regulation/ Treatment  Regulation/
Prevention 4 cents Compliance Prevention 2 cents Compliance
<1 cent 1 cent <1 cent

<1 cent

Burden to Burden to
Public Programs Public Programs
96 cents 97 cents
such as: Justice, such as: Justice,
Public Saftey, Public Saftey,
and Child/Family and Child/Family
Assistance Assistance
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