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Introduction
More than 4.3 million Texans, including 1.2 
million children, live with some form of men-
tal health disorder. Of these, 1.5 million cannot 
function at work, school, or in the community 
because of their illness.1 Few Texans under-
stand how our mental health care infrastruc-
ture works because of a lack of transparency in 
the system. Many advocate for more spending 
on mental health in Texas. Rather than allocat-
ing more resources to mental health financing 
the state should first find more efficient ways 
to spend the current appropriations.

Mental health constitutes a unique area of 
health care, complicated by the fact that there 
are very few “cures” for mental illness. The 
three major mental illnesses—schizophrenia, 
bipolar disorder, and clinically diagnosed de-
pression—often require life-long and costly 
disease management programs. 

Texas could benefit from looking at successes 
in other states where reforms made long-term, 
positive care impacts without increasing costs. 
These reforms include increased privatization, 
increased transparency, and increased provid-
er of last resort restrictions. Providing more 
efficient, accountable care will result in lower 
costs and better care.

Background
Texas began developing its modern health in-
frastructure in earnest in the early 1960’s with 
the development of the Texas Plan initially by 
Dr. Spencer Bayles and later by Dr. Moody 
Bettis. The Texas Plan came about in parallel 

to the national Action for Mental Health. The 
Community Mental Health Act of 1963 was a 
part of President Kennedy’s New Frontier, and 
it provided federal financing for community 
mental health centers. The Texas Plan aimed 
to modernize the state’s mental health care 
infrastructure by developing treatment and 
processes outside of state psychiatric facilities 
and following the national trend of deinstitu-
tionalization. In 1963, the Texas Legislature 
passed House Bill 3 which incorporated much 
of the Texas Plan including the development 
of Comprehensive Community Mental Health 
and Mental Retardation Centers, now called 
Local Mental Health Authorities (LMHA). To 
oversee their development, HB 3 created the 
Texas Department of Mental Health and Men-
tal Retardation (TDMHMR).2 Granted mon-
ey by the federal Community Mental Health 
Act of 1963, LMHAs were locally governed 
authorities that aim to increase community-
based treatment of mental illness. The devel-
opment of local mental health infrastructure 
moved forward reducing the number of clients 
served in psychiatric hospitals. The state men-
tal hospital population declined from 14,921 
in 1964 to 9,477 by August 1973 and to 8,000 
by 1975.3

This move toward community-based services 
was a significant shift in Texas mental health 
care delivery. The LMHAs were the primary 
providers of community-based services along 
with the authority for the purchasing and co-
ordination of local services. Clients not served 
through community-based services were 
served through state mental hospitals. This 
same structure would be expanded statewide 
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Key Points

•	 Since reform began in 
1964 giving preference 
to community care, the 
average daily number 
of people in state 
hospitals has been 
reduced from 14,921 to 
2,822 in 2009. 

•	 17% of Texans live with 
some form of mental 
health disorder.  

•	 Privatize state hospitals 
to lower cost and 
realize successes in 
patient care.
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without major reforms until 2003. House Bill 2292 from the 
78th Legislature, abolished TDMHMR, split the responsi-
bility of mental health care and mental retardation care be-
tween the Department of State Health Services (DSHS) and 
the Department of Aging and Disability Services (DADS), 
and made LMHAs the provider of last resort. HB 2292 au-
thorized significant moves toward privatization of services. 

Today, the Texas mental health infrastructure can be divided 
broadly into two parts: crisis intervention and treatment. Tex-
as has a fairly robust crisis intervention infrastructure, but the 
state’s treatment infrastructure should be improved. 

Crisis Intervention
Crisis intervention is important in mental health care because 
without a proper identification of mental illness clients tend 
to circulate through the jail and hospital system repeatedly.4  
HB 2292 required all LMHAs to develop jail diversion pro-
grams for priority mental illnesses (schizophrenia, bipolar 
disorder, and major depression). In 2007 and 2009 the cri-
sis mental health system was appropriated an additional $82 
million and $53 million to enhance crisis intervention pro-
grams. This funding was to reduce utilization of emergency 
rooms or more restrictive settings. Competitive grants with 
local matching dollars allowed for the maximization of funds 
to develop mobile outreach and crisis hotline services. It also 
expanded residential services, stabilization units, and obser-
vation units. These services are primarily provided to local 
authorities by the LMHA. These local authorities are gener-
ally first responders such as police or EMTs. Employing effec-
tive crisis intervention tools is crucial to reducing recidivism 
and providing effective care.

The LMHAs also have many resources devoted to crisis in-
tervention and management. Every LMHA operates a mo-
bile crisis intervention team. Consisting of a range of mental 
health experts, from psychiatrists to nurses to psychologists 
to counselors and social workers, these crisis teams provide 
onsite emergency assistance as part of LMHA services and are 
on-call 24 hours a day, 7 days a week. They respond to calls 
for emergency care from patients themselves, law enforce-
ment officers, families, friends, or anyone who sees a critical 
psychological crisis occurring. Numerous scientific studies 
(as far back as 19935) have been performed regarding the ef-
fectiveness of these types of programs, and the conclusions 
have been very positive: “community-based forms of crisis 
intervention, such as . . . mobile crisis response teams, have 
been found to be highly effective and cost-efficient relative to 
inpatient-based acute treatment.”6 By using trained profes-
sionals to make contact with someone in a mental health cri-
sis, these teams can lower the rates of both emergency room 
use and unnecessary incarceration.

One study of emergency cases found that 55 percent of the 
emergencies handled by the mobile crisis team were man-
aged without psychiatric hospitalization of the person in cri-
sis, compared with 28 percent of the emergencies handled by 
regular police intervention.7 But, the same study discovered 
that the average cost per case was 23 percent less for persons 
served by the mobile crisis team than a trip to the ER.8 The 
study did not address the cost of the mobile team itself, but 
the per diem cost of care is significantly less. DSHS found that 
the “average monthly cost per person receiving mental health 
crisis services” in 2011 was $392, or about $13 per day.9  Com-
pare this with the average daily cost of $401 for treatment in a 
state hospital. Another study found similar results: “when all 
other independent variables were controlled for, a consumer 
in the hospital-based intervention group was 51 percent more 
likely to be hospitalized than a consumer in the community-
based mobile crisis intervention group.”10 Crisis intervention 
times are not intended to eliminate the use of hospitalization 
rather they are used to reduce unnecessary hospitalization. 
It is uncertain whether the costs of mobile crisis interven-
tion teams are offset by reduced jail and hospitalization rates. 
However, the dramatically lower per diem costs combined 
with better, proper care for individuals provide a compelling 
case for utilization of mobile crisis intervention teams.

Today, the Texas mental health 
infrastructure can be divided broadly 
into two parts: crisis intervention and 
treatment. Texas has a fairly robust 
crisis intervention infrastructure, 
but the state’s treatment 
infrastructure should be improved.
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Treatment
After an individual presents for treatment through crisis in-
tervention services they must be stabilized and treated. Men-
tal health treatment is different from traditional health care 
because treatment is ongoing disease management. Treat-
ment services in the state are delivered through a number of 
providers, but government spending is through three main 
entities: state mental hospitals (SMH), community hospitals, 
and LMHAs. 

Texas operates nine different adult psychiatric hospitals in 
Austin, San Antonio, El Paso, Harlingen, Kerrville, Terrell, 
Rusk, Big Spring, and Vernon, along with the Waco Center 
for Youth that focuses on adolescent care. These are residen-
tial facilities designed to accommodate long-term patients, 
both voluntarily and involuntarily admitted. One of the 
modes of admission to a state mental hospital is through the 
patient’s LMHA. The LMHA conducts all relevant psycholog-
ical screening and assessments and refers patients with acute 
needs to hospitals. The hospitals themselves can also conduct 
emergency admission screening for voluntary patients. How-
ever, a large percentage of mental hospital patients are invol-
untarily committed through the criminal justice system. Ac-
cording to the Legislative Budget Board, “in fiscal year 2010, 
the total number of beds at SMHs was 2,461 including 1,558 
civil beds and 903 forensic beds.”11 Thirty-seven percent of 
Texas state hospital space is specifically assigned to criminal 
offenders with mental health issues who have been commit-

ted by court order. Services include psychological assessment, 
medication management, various therapeutic programs, 
and others. Much like LMHAs, the funding for state hospi-
tals comes largely from Texas’ General Revenue, but Federal 
Funds and other funds (such as grants or private donations) 
do supplement state money (see Figure 1).

Mental health community hospitals are the second, and 
smallest, of the three major parts of our mental health infra-
structure. These are made up of relatively small psychiatric 
hospitals in three regions of the state. The largest of these 
facilities is the 214-bed Harris County Psychiatric Center 
which works in coordination with the UT Health and Science 
Center. These facilities provide a variety of needs based on 
local demand, but generally they are accessed for inpatient 
hospitalization including assessment, crisis stabilization, and 
medication stabilization. Some also serve the role of teaching 
hospitals for psychiatry students. Mental health community 
hospitals are funded entirely through General Revenue (GR), 
and in 2011-12 they received $107 million in appropriations.

LMHAs are the third major portion of the mental health infra-
structure. LMHAs are the nexus of our state’s non-institution-
al mental health care. They were the cornerstone of both the 
federal Community Mental Health Act of 1963 and the state’s 
HB 3 in 1963. The Texas Department for State Health Services 
(DSHS) currently contracts with 39 LMHAs in the state, each 
defined as the “entity designated by the department to direct, 
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Figure 1: State Mental Hospital Funding, 2010-2011 Biennium (millions)

Source: “Managing and Funding State Mental Hospitals in Texas: Legislative Primer,” Legislative Budget Board, Feb. 2011.
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operate, facilitate, or coordinate such services to mentally ill 
persons as are required to be performed at the local level by 
state law and by the department.”12 Adult services primarily 
fall under five categories: Assertive Community Treatment 
(ACT), supported employment, supported housing, Co-oc-
curring Psychiatric and Substance use Disorders (COPSD), 
and homelessness.13 Outside of these five categories LMHAs 
develop a slate of mental health benefits to suit their region’s 
needs. Prior to 2003 the LMHAs were the primary provider of 
these services, among others, for the state’s local mental health 
needs. Since 2003 LMHAs have been under direction to be 
the provider of last resort, meaning in principle that all cases 
must be referred to private providers if at all possible. In 2007, 
LMHAs were given the directive to produce Local Network 
Development Plans—to “develop a local network develop-
ment plan to guide the configuration and development of the 
LMHA’s provider network. The plan shall reflect local needs 

and priorities and shall be designed to maximize consumer 
choice and consumer access to services provided by qualified 
providers.”14 Since 2007 LMHAs have increased their role as 
network coordinator and point of referral for care. However, 
LMHAs still serve the role of provider, especially in areas that 
have few resources in the private market. 

Utilizing local authorities and providers for any health care 
delivery, mental health included, has common issues. Varia-
tion in the quality of care is one issue that occurs in the LMHA 
system, depending on local resources. Also, employing 39 au-
thorities “with multiple funding sources” makes accountability 
more difficult. This structure lacks policies that encourage the 
LMHA to compete against each other.

Because mental health is best served by a disease management 
model, Texas created the Resiliency and Disease Management 
Initiative (RMD) to better utilize the limited resources allocated 
to Texas mental health. The program is aimed at “establishing 
who is eligible to receive services, establishing ways to manage 
the use of services, measuring clinical outcomes or the impact 
of services, and determining how much these services should 
cost.”15 This initiative also encouraged uniform assessment of 
needs, development of packaged services, utilization manage-
ment, quality management, data management, and improved 
funding strategies.16 The RMD has led to an improvement in 
resource allocation, and it has been generally well received by 
stakeholders. However, there is still a problem with capacity 
limitations.17 For instance, the Travis County MHMR had a 
monthly average of 550 individuals on the waiting list in FY 

Figure 2: Total LMHA Funding FY 2008-09
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Source: Public Information Request, Department of State Health Services, Oct. 2011.

Since 2007 LMHAs have increased 
their role as network coordinator and 
point of referral for care. However, 
LMHAs still serve the role of provider, 
especially in areas that have little 
resources in the private market.
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2007.18 This can amount to 13 months that an individual stays 
on the waiting list.19 LMHA financing is broken down in Fig-
ures 2, 3, and 4.

NorthSTAR
The NorthSTAR behavioral health waiver was established in 
1999 to replicate the success found in Medicaid managed care 
(STAR/STAR+) in the behavioral health arena. North Star 
is different from other providers around the state because it 
“utilizes at-risk model, behavioral health care services carved 
out of the physical health service delivery system, integration 
of mental health and substance abuse services, blended local, 
state, and federal funding, and authority provider separa-

tion (i.e., the entity responsible for authorization is not the 
provider of services).”20 NorthSTAR contracts with private 
behavioral health organization ValueOptions for program 
management. However, NorthSTAR has not found the level 
of success that STAR and STAR+ have.

NorthSTAR has only contracted with one behavioral health 
organization (BHO), which is the behavioral health equiva-
lent of a managed care organization, that being ValueOptions. 
In STAR and STAR+, at least two providers are required in 
each service area. NorthSTAR has not exhibited the ability to 
attract new providers. Currently, ValueOptions is required to 
spend 88 percent of state funds on direct services. The eligibil-

Figure 3: Breakdown of LMHA Funding, FY 2008-09
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Figure 4: Total State LMHA Funding, FY 2008-09
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ity for this program was also expanded beyond the traditional 
level to all indigent behavioral health needs, and it was re-
quired that all eligible individuals be served without a waiting 
list. Spending per adult in NorthSTAR was $2,303 compared 
with a range of $1,872 to $4,410 elsewhere in the state. While 
NorthSTAR is generally lower in costs their clients are more 
likely to be underserved and receive fewer core services.21 One 
criticism of NorthSTAR is that outcome data is incomplete.22 
NorthSTAR outcome data does not include emergency room 
visits or inpatient LMHA services. The NorthSTAR concept 
has promise for the future, but with limited care success and 
without adequate outcome data, it should not be considered 
for statewide expansion at this time. 

Key Issues
Financing and Transparency
Texas currently spends less per capita on mental health than 
all other 49 states.23 Spectators have argued that this is evi-
dence of a failing, underfunded system, but that does not tell 
the entire story. Texas has developed a remarkably robust 
mental health system for the amount of money that has been 
appropriated over the years. Historical financing for mental 
health in Texas can be seen in Figure 3.

Since 1988 mental health financing has climbed 274 percent in 
the state of Texas. This amounted to $38.38 per capita for state 
sponsored mental health care in Texas in FY 2009. Compare 
that to the highest spending state per capita, Maine, at $345.97, 
and the national average of $122.90. However, Maine’s men-
tal health system is very similar to Texas. Maine’s adult mental 
health services utilize telephone and mobile outreach services 
paired with psychiatric consultations as means of crisis in-
tervention. Their crisis intervention services coordinate with 
multiple authorities and systems to maximize effectiveness. 
These are all practices employed in the Texas mental health 
system. However, Texas mental health care financing falls 
short on transparency, particularly at the LMHA level.

LMHAs must be supported by a local tax structure in order 
to have access to state and federal matching dollars. They are 
also supported by private monetary and in-kind donations. 
This means there are at least three, and often more than three, 
funding streams to each LMHA. This leaves it difficult for tax 
payers and stakeholders to see and understand how money is 
being spent. 

Efficiency
While the Texas mental health system is a developed, robust 
system there are still areas where efficiencies can be found. 
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In particular Texas could increase the efficiency of our state 
hospitals through privatization. According to the most recent 
performance indicators published by DSHS, six out of the 
nine Texas state hospitals are operating at 95 percent capacity 
or above, with Kerrville State Hospital completely full at 100 
percent capacity.24 As of February 2011, the average daily cen-
sus was 2,326 patients and the average length of stay of these 
patients is 65 days, but many more patients are being denied 
access to care. Health Management Associates determined 
that during FY 2010 in Texas, the state hospital system was 
on “diversion,” meaning at least one of the facilities was too 
full to accept any admissions 40 percent of the time.25 Once a 
patient is finally admitted, the quality of the care they receive 
is often lacking. In 2010, there were 279 confirmed cases of 
abuse and neglect in Texas State Hospitals, and 2,347 formal 
investigations of abuse were filed and completed. In just the 
first two quarters of FY 2011, there have been 1,808 incidenc-
es of mechanical restraint (170 of which led directly to client 
injuries) and 196 incidences of seclusion. Finally, DSHS re-
corded 2,380 cases of “medication error” in the state hospital 
system in FY 2010 alone.26 DSHS lists demonstrating “efforts 
to reduce” these various qualities of care lapses “with a goal of 
zero” under their explicit state hospital performance objec-
tives, but the situation does not show signs of improvement.  
Figure 4 shows a quarterly breakdown of restraint instances 
across all Texas mental hospitals, displaying the relatively stat-
ic nature of the data.

Recommendations
Privatize State Hospitals
Florida has seen the clearest, most successful results from  
privatizing a state facility. Advocacy groups demanded 
change, and the Florida Legislature chose privatization as the 
best solution. In 1998, the Florida Legislature awarded a con-
tract to Atlantic Shores Healthcare Inc. (now GeoCare Inc.) to 
take over operations of the South Florida Psychiatric Hospi-
tal. The results were as follows:27

•	 Patients’ average length of stay dropped from eight years 
to less than one year.  

•	 Use of seclusion and restraint dropped from more than 
15 incidents each month to less than one.  

•	 The waiting list for beds disappeared completely, mean-
ing the new administration served far more patients. 

•	 Because of its greatly increased efficiency, Atlantic Shores 
was able to construct a new multimillion-dollar, state-of-
the-art facility without receiving any additional money 
from the Florida Legislature.

•	 At the time of the transition, no state hospital had been 
accredited by the Joint Commission on Accreditation 
of Healthcare Organizations (JCAHO), but within 10 

Figure 6: Restraint Incidents per 1,000 Bed Days

Source: Department of State Health Services
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months of privatization, Atlantic Shores had earned 
JCAHO’s certification.

In 2002, the Florida Statewide Advocacy Council sent a for-
mal recommendation letter to Governor Jeb Bush, stating 
that they “support[ed] the privatization of additional state fa-
cilities in Florida and passed a motion unanimously to that ef-
fect.”28 Now, the state of Florida has let several more contracts 
and privatization has rapidly expanding across the country as 
other states follow suit.

Why hasn’t Texas already privatized state hospitals? In 2003, 
the 78th Legislature added Section 533.050 to the Texas 
Health and Safety Code, allowing for contracts that would 
bring about this solution. No private company signed a con-
tract in pursuance of the law. While the Legislature had the 
right intentions in requiring a number of qualifications to 
win a state contract, some were too stringent. Subsection (a)
(4) stated that “the private service provider is required under 
the contract to operate the hospital at a quality level at least 
equal to the quality level achieved by the department when 
the department operated the hospital.”29 But, too stringent 
was the cost-saving measure found in Subsection (a)(1), re-
quiring that a private contractor run the hospital “at a cost 
that is at least 25 percent less than the cost to  the department 
to operate the hospital,” make corporations unlikely to invest 
resources into this kind of market.30 

Florida’s system prior to privatization was significantly dif-
ferent from Texas’ today. For instance, the average length of 
stay was eight years prior to 1998 in Florida, and it is less 
than one year in Texas today. Nevertheless, their experience 
serves as an example of success in privatization, both in cost 
and quality of care. Atlantic Shores’ resounding success in 

Florida did not save over 25 percent of the previous state 
hospital budget, but it provided immensely better care to 
thousands of patients, thereby helping them to recover and 
stay out of emergency rooms and jail cells. As such, priva-
tization in Florida undoubtedly did save the state money, 
but requiring Atlantic Shores to operate at 75 percent fund-
ing levels and demonstrate direct administrative savings 
would have ruined the project. The state should remove the 
requirement for a 25 percent cost reduction and explore op-
portunities to privatize, including not only the operation but 
also the building of new facilities with private funds to re-
place the old, high-maintenance state facilities.

Further Move Toward Privatization of Local Resources	
Since 2003, LMHAs have been the provider of last resort, and 
since 2007 they have had clear regulations on when they can 
be a provider. However, LMHAs often still operate close to 
capacity as a provider. Texas should continue the push toward 
providing care through private local providers. The Legisla-
ture should require LMHAs in areas without more than one 
private provider to produce an estimate of the cost of care per 
client for each service offered. If certified private providers 
operating elsewhere in this state can produce a lower bid for 
services, then they should be guaranteed a contract contin-
gent on their establishment in the service area. 

The state Legislature should further refine the parameters un-
der which LMHAs can provide services. LMHAs are much 
more effective in their role as care coordinator and network 
developer. By reducing their role as provider Texas can reduce 
state subsidized competition with private providers that may 
be a barrier to entry. It will also alleviate LMHA resource to 
further improve their Local Network Development Plans.

Increase Budget Transparency and Competition
LMHAs and state hospitals both receive local, state, and fed-
eral funding. As such, it is difficult for the average taxpayer is 
to see where and how their tax dollars are being spent. LM-
HAs and state hospitals should be required to publish quar-
terly budgets with a breakdown of funding sources, funding 
allocation, and relative program costs. The increased ac-
cessibility of this data will give taxpayers and stakeholders 
a better idea of how and where their money is being used. 
This increased transparency can be leveraged for increased 
accountability through public forums and comments for lo-
cal stakeholders.

Since 2003, LMHAs have been the 
provider of last resort, and since 
2007 they have had clear regulations 
on when they can be a provider. 
However, LMHAs often still operate 
close to capacity as a provider.
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The state should also dedicate a percentage of the total funds 
for LMHAs to the top performing local authorities based on 
quality and cost metrics such as cost per individual, average 
number of improper treatments, etc. This competitive financ-
ing will shed more light on lower performing LMHAs and 
reward those that perform better.

Improve NorthSTAR Outcome Metrics
Managed care in behavioral health holds promise for cost con-
tainment. However, a limited number of managed care pro-
viders and inadequate outcome data have restricted the ability 
to assess the benefits of competition and capitated or blended 
rates in behavioral health state wide. The legislature should 
improve outcome metrics based on the recommendations in 
the Legislative Budget Board’s Texas State Government Effi-
ciency and Effectiveness report from January of 2011. 

Conclusion
The 2014-15 biennium is going to be another difficult bud-
get session for Texas. The growth in Medicaid is crowding 
out other state services leaving state funding for programs 
limited at best. It will be crucial to keep government spend-
ing low in order to continue the state’s economic prosper-
ity. Texas also should continue the positive progress the 
state has made in mental health since 2003. This can be 
done by finding new efficiencies through privatization and 
transparency.
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