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Introduction

Our country must make a commitment: Americans with mental
illness deserve our understanding and they deserve excellent care.
They deserve a health system that treats their illnesses with the
same urgency as a physical illness.
President George W. Bush1

M

ental illness is the leading cause of
disability in the United States.2 It can
strike at any stage in life. Serious
mental illnesses (including schizophrenia, manic-depressive illness, and
severe depressive disorders) can be especially disabling if undiagnosed and untreated.3 Individuals
with serious mental illnesses experience substantial
limitations in major life activities, at home, at work,
and in the community. Each year, approximately
five to seven percent of adults experience a serious
mental illness.4
If unaddressed, serious mental illnesses can trap
individuals in a lifetime of poverty, dependency
and homelessness. They also can lead to costly and
frequent hospitalization, institutionalization, and
recurrent involvement in the criminal justice
system. Many individuals with serious mental
illnesses also experience co-occurring substance
abuse disorders. Serious mental illness has major
fiscal consequences for state and local governments
and exacts a high toll on the nation’s economy.5
Most importantly, serious mental illness has severe
human costs and, too often, tragic outcomes.
We envision a future when everyone with a mental
illness will recover, a future when mental illnesses can
be prevented or cured, a future when mental illnesses
are detected early, and a future when everyone with a
mental illness at any stage of life has access to
effective treatment and supports – essentials for living,
working, learning, and participating fully in the
community.
President’s New Freedom
6
Commission on Mental Health

There has been enormous progress in treating and
supporting individuals with serious mental illnesses.
There are now effective medications,
evidence-based and other promising practices that
can aid many individuals with serious mental
illnesses to live fulfilling, productive lives in the
community. Recovery has emerged as the essential
goal of mental health service provision. Recovery
envisions that individuals actively self-manage
their illnesses “while reclaiming, gaining and
maintaining a positive sense of self, roles, and life
beyond the mental health system in spite of the

challenge of the psychiatric disability.”7 There also
is increased emphasis on consumer-centered and
consumer-driven service planning and provision.
It is clear that effective treatment and support can
enable individuals with serious mental illnesses to
live, learn, work, participate in, and contribute to
their communities.

Medicaid and Publicly-Funded
Mental Health Services
Publicly-funded mental health services play a
linchpin role in supporting individuals with serious
mental illnesses. In the United States, public funds
account for almost $3 of every $5 spent on mental
The organization and manhealth services.8
agement of public mental health systems is a state
responsibility. States and localities underwrite a
substantial share of national mental health expenditures. At one time, public mental health systems
revolved around the operation of large public institutions. Today, these systems principally focus on
assisting individuals in the community. State/local
mental health systems are often described as the
“safety net” because they are called upon to
support individuals who experience especially
challenging psychiatric disabilities.
The federal role in supporting individuals with
serious mental illnesses includes making grants-inaid to states, underwriting basic mental health
research, and promoting the development and
implementation of effective support strategies that
can be applied in both the public and private
sectors. These federal efforts are vital in improving
the quality and effectiveness of mental health
services for persons of all ages with serious mental
illnesses.
Medicaid is a multi-faceted, complex federal-state
program that underwrites the costs of health care,
primarily for low-income persons and individuals
with disabilities, including adults with severe
mental illnesses in community settings.
The joint federal-state Medicaid program is the
single largest source of funding for public mental
health services.9 In the future, Medicaid is expected
to account for a growing proportion of the resources that underwrite state-administered mental
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health services.10
No single source of public
funding – including Medicaid – is sufficient in its
amount or purpose to fully support effective
community mental health services. Many funding
sources must be tapped to support individuals.
However, Medicaid can play a pivotal role in
underwriting vital services and supports for lowincome individuals with serious mental illnesses.
In some states, Medicaid underwrites services for more
than 60 percent of the individuals served in the public
mental health system.11

States have considerable latitude in shaping their
Medicaid programs. While each state’s Medicaid
program must meet mandatory federal requirements, including covering essential health services
(e.g., inpatient hospital) and serving core eligibility
groups, federal law and regulations give states
many options. These options include extending
Medicaid eligibility to additional low-income
groups beyond those mandated, offering additional
optional services, and configuring services and
their delivery in innovative ways by obtaining
waivers of federal law.
State mental health systems face financial and other
pressures. There is broad agreement that the
“mental health services system does not adequately
serve millions of people who need care.”12 Against
this backdrop, the effective use of Medicaid can aid
states in strengthening services for individuals with
serious mental illnesses.
More individuals could recover from even the most
serious mental illnesses if they had access in their
communities to treatment and supports that are
tailored to their needs.
The President’s New Freedom
Commission on Mental Health13

Through Medicaid, states can obtain federal
financial participation (FFP) in the costs of a variety
of community mental health services. Individuals
who experience major disability as a result of their
mental illness frequently qualify for Medicaid
services. While there are limitations in using
Medicaid to serve people with serious mental
illnesses, the program offers significant, critical
opportunities for states in advancing their mental
health policy goals.
All states offer some mental health services in their
Medicaid programs. Federal Medicaid law does
not contain explicit provisions concerning the exact
types of mental health services and supports that a

state must offer.
Community mental health
services may be furnished under certain optional
service coverage categories, principally as
rehabilitative services or under the “clinic option.”
Over the years there has been relatively little formal
federal guidance to states concerning Medicaidfunded community mental health services. Because
of the great flexibility afforded states in program
design, there are essentially 51 unique state
Medicaid programs.
The many changes in federal law and regulations
since Medicaid was created in 1965 have enhanced
the program, but have also added to its complexity.
In the arena of community mental health services,
Medicaid’s potential role in supporting individuals
with serious mental illnesses can be confusing for
policymakers, state officials, service providers,
advocates, and consumers alike.

Purpose and Organization
of the Handbook
This Handbook is designed to improve understanding and provide greater clarity concerning
Medicaid’s contribution in supporting working-age
adults with serious mental illnesses in the
community. The Handbook focuses on workingage adults between the ages of 21 and 64 with
serious mental illnesses, whose need for support
extends beyond mental health services that can be
effectively provided by primary care physicians or
periodic visits to outpatient settings.
The mental illnesses these individuals experience
result in significant functional impairment and
have serious repercussions when left untreated.
They may need intensive services over an extended
period of time, either continuously or episodically,
as well as ongoing access to appropriate services
and interventions while in recovery. Sometimes,
these individuals are labeled as having “severe
mental disorders” or “severe and persistent mental
illnesses.”
The decision to focus the Handbook on services for
working-age adults stemmed from practical considerations and in no way discounts the importance of
the needs of children and older persons who are
affected by mental illnesses.
The Handbook assembles considerable information
about pertinent federal policies into a single publication. It also contains information about how
individual states have supported individuals with
serious mental illnesses under Medicaid.
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The Handbook seeks to provide useful, practical,
reliable and comprehensive information to state
policymakers and state officials – in both state mental health authorities and state Medicaid agencies.
The Handbook focuses on Medicaid but recognizes
that other federal, state and local funding streams
are also essential contributors to fashioning a
comprehensive array of critical supports. The
Handbook also is intended to serve as a resource to
others who want to understand how Medicaid
supports individuals with serious mental illnesses.
The Handbook complements Understanding Medicaid Home and Community Services: A Primer,
released by the Department of Health and Human
Services Office of the Assistant Secretary for Planning and Evaluation in October 2000.14 The Primer
concentrated on Medicaid home and community
services for individuals with disabilities other than
serious mental illnesses. The Handbook is intended to complement and round out the information contained in the Primer about supporting
people with disabilities in the community. It also
reflects the commitment in President Bush’s New
Freedom Initiative to actively support and assist
states to promote community living for all
individuals with disabilities.
The information contained in the Handbook is
current as of January 2005. However, federal
Medicaid policy continues to evolve, both
legislatively and in the form of updated federal
guidance to states about how Medicaid can be used
to support people with serious mental illnesses.
States also modify their policies and coverages to
improve and strengthen services.
Chapter 2
provides information about resources for tracking
federal policy developments.

Preparation of the Handbook
The preparation of the Handbook benefited substantially from the active participation of many
individuals on a Technical Advisory Group (TAG)
that was formed to guide its preparation. The TAG
was composed of federal and state officials, along
with subject matter experts and consumer
representatives. The TAG assisted in framing the
content of the Handbook, offered many valuable
suggestions and insights during its preparation and
reviewed drafts of each chapter. The Disabled and
Elderly Health Programs Group (DEHPG) at the
Center for Medicaid and State Operations (CMSO),
Centers for Medicare and Medicaid Services (CMS)
also reviewed and provided extensive input into
the Handbook’s preparation.
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Organization of the Handbook
The Handbook recognizes that readers have
different interests and knowledge concerning (a)
the Medicaid program and (b) services and supports for working-age adults with serious mental
illnesses. The Handbook is designed to serve as a
reference guide that includes sufficient annotation
of reference material to fulfill its technical support
role.
The first part of the Handbook provides basic
information about supporting working-age adults
with serious mental illnesses in the community and
about the Medicaid program.
Chapter One provides a broad overview of community support services for working-age adults
with serious mental illnesses. It traces the evolution of these services, including the emergence of
recovery as the central goal of mental health services. The chapter emphasizes that successfully
supporting individuals in the community must
address many types of needs and draw upon
multiple resources (including but not limited to
Medicaid).
Chapter Two provides information about the
fundamental purpose and features of the Medicaid program. It is intended to provide a basic
grounding for readers who are unfamiliar with
Medicaid.
The next two chapters address two fundamental
aspects of the provision of Medicaid-funded mental
health services to working-age adults with serious
mental illnesses: eligibility and benefits.
Chapter Three addresses the topic of eligibility. It
provides an explanation of Medicaid financial eligibility criteria, one of the most complicated
dimensions of Medicaid law. It describes federal
mandates and options in extending Medicaid
eligibility to adults with disabilities, along with
special issues and problems that arise in securing
eligibility for adults with serious mental illnesses.
Chapter Four provides detailed information concerning the principal Medicaid options (e.g.,
targeted case management, clinic, and rehabilitative services). The discussion of each option
includes information concerning relevant statutory provisions, statutory history, regulations, and
federal guidance to states in employing each
option. The chapter also describes other Medicaid
benefits (e.g., prescribed drugs) that play an
important role in supporting individuals. The
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objective of this chapter is to describe federal
policy regarding Medicaid benefits.
The final three chapters of the Handbook address
several important topics in employing Medicaid to
support working-age adults with serious mental
illnesses.
Chapter Five’s theme is “finding the fit.” It links
mental health practices and service approaches to
Medicaid coverage options. In particular, the
chapter identifies key mental health services (e.g.,
Assertive Community Treatment and peer
support), discusses the feasibility of offering them
through the Medicaid program, and illustrates
how various states have successfully incorporated
these services into their programs.
The
information in this chapter can serve as a starting
point for states interested in exploring new
directions in employing Medicaid to underwrite
community mental health services.
Chapter Six describes the Medicaid waiver and
demonstration authorities that provide an avenue
for states to employ alternative approaches to the
provision of Medicaid-funded mental health services. These waiver authorities have been used by
several states to deliver mental health services
under alternative configurations. The chapter
also discusses the potential pros and cons of
employing these alternatives to the standard
Medicaid coverage options.
Chapter Seven explores several topics in crafting
effective strategies for using Medicaid to support
working-age adults in the community. These
topics include consumer-directed services, facilitating the transition of persons from institutional
settings to the community, and the management
of Medicaid services.
Throughout the Handbook, examples illustrate
how individual states have shaped Medicaid services to effectively support people with serious
mental illnesses in the community.
The Handbook includes appendices with important
federal primary source documents and other
information. Each chapter of the Handbook also
has an annotated bibliography of additional
resource materials that readers might find useful,
along with information about how to obtain them.
There also are descriptions of other resources
available on the Internet.

Conclusion
The provision of effective services and supports to
working-age adults with serious mental illnesses is
a critical concern at both the state and federal
levels. The Handbook is intended to assist states in
assessing how Medicaid can be most effectively
used to address the needs of these individuals. It is
up to state policymakers working with the mental
health community to identify their state’s unique
needs and goals, and then to use the Handbook’s
information (a) to choose the alternatives best
suited to their state, and (b) to decide how these
alternatives might be best used.
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Chapter 1

Community Support
and Funding

Working age adults with serious mental illnesses can live, work, and
participate successfully in the community when they have services
and supports tailored to meet their individual needs and contribute
to their recovery.
Effectively supporting individuals requires
drawing on multiple types of federal, state and local resources. No
single funding stream – including Medicaid – is sufficient to meet
the varied needs of individuals with serious mental illnesses. This
chapter describes public funding for services and supports, how
supporting individuals in the community has evolved, and the role
that Medicaid can play in addressing the needs of these individuals.

S

ervices for persons with serious mental
illnesses have changed markedly over the
past fifty years. They continue to evolve,
benefiting from both solid research and a
fuller appreciation of the importance of
addressing more than just a person’s mental illness
in order to promote successful community living.
This chapter briefly describes the evolution of
mental health services and the contemporary
consensus regarding the constellation of services
and supports that are needed to effectively support
individuals in the community. Next, it identifies
the funding streams that are used in supporting
working‐age adults with serious mental illnesses
and discusses Medicaid’s important role in
underwriting community services.

Evolution of Community Support1
Fifty years ago, government‐funded mental health
services principally consisted of large state‐run
mental institutions, funded solely with state funds.
Community‐based services – especially for low‐
income individuals – were scant and not well‐
organized.2 First‐generation antipsychotic medica‐
tions that effectively relieved the psychotic
symptoms of many individuals – most notably
chlorpromazine (Thorazine) – were discovered
during the mid‐1950s. These medications – cou‐
pled with litigation to end the confinement and
segregation of individuals in mental institutions –
catalyzed the deinstitutionalization of thousands of
individuals from state mental institutions.
However, it was soon evident that communities
were ill‐prepared to provide the mental health care
and basic life supports that many individuals
needed. As a result, many people lived isolated
lives in poverty, were often homeless and
experienced high rates of crisis and rehospitaliza‐
tion.
At the urging of President Kennedy, Congress
enacted the Community Mental Health Centers Act

of 1963. Federal funding was provided directly to
localities for the development of community mental
health centers to furnish essential services, notably
for the uninsured poor. This landmark legislation
sparked the creation of centers around the nation
that became the foundation of publicly‐funded
community mental health systems. The Act also
was the federal government’s first step in provid‐
ing federal financial assistance for community
mental health services. The centers were given the
broad charge of furnishing mental health care –
principally in outpatient clinic settings – to all
individuals with mental illnesses, regardless of
their type or severity, within their designated
geographic catchment areas. Community Mental
Health Centers (CMHCs) were not directed to focus
exclusively on individuals with serious mental
illnesses.
During the 1970s, a consensus emerged that
successfully supporting community life for indi‐
viduals with serious mental illnesses required the
adoption of a more comprehensive approach to
meeting their needs than tying services exclusively
to treatment in office‐based settings and outpatient
clinics. While outpatient services could address the
needs of many people, they had their limitations,
especially with respect to individuals with serious
mental illnesses. A different approach was needed
to address the multiple challenges these individuals
face.
In the 1970s, as a result of studies conducted by the
National Institute of Mental Health and dialogue
within the mental health community, the “commu‐
nity support system” (CSS) was formulated to serve
as a conceptual framework for supporting indi‐
viduals with serious mental illnesses who are
especially reliant on mental health and other com‐
munity support systems to live successfully in the
community.
The federal Community Support
Program (CSP) was launched and is now located at
the Center for Mental Health Services (CMHS) in
the U.S. Department of Health and Human Services
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Substance Abuse and Mental Health Ser‐
vices Administration (SAMHSA). Starting
in 1977, CSP made grants to states specifi‐
cally to aid development of service
systems for people with serious mental
illnesses. CSP also underwrote technical
assistance, federally sponsored research
and demonstration programs, and active
networking.3
The CSS framework encompasses a core
set of principles concerning the provision
of services for individuals with serious
mental illnesses. In particular, services
should be:4










Person‐centered
Empowering of individuals
Ethnically and culturally appropriate
Flexible
Focused on a person’s strengths
Normalized and incorporate natural
supports
Tailored to meet special needs
Coordinated

Components of Community Support
Figure 1-1

Other primary
health care

Outreach

Income
Support

Protection &
advocacy

Individual

Mental health
services

Employment

The CSS concept also identified the essential service
and support components that are necessary to
successfully support individuals with serious
mental illnesses in the community, as illustrated in
Figure 1‐1.
In CSS, specialized mental health services are a
critical component. However, CSS strongly empha‐
sizes the importance of supporting individuals in
the everyday world rather than confining services
to fixed‐site clinics and offices. CSS also points to
the importance of crisis response capabilities and
recognizes that individuals with serious mental
illnesses frequently need supports beyond treat‐
ment and clinical services. These supports include
income support and services (e.g., vocational
rehabilitation) that help them obtain employment
and, thereby, achieve greater independence and
self‐esteem. Assistance in securing community
housing also is vital. CSS also underscores the
critical role that peers, families, friends, and other
sources of community support outside the formal
service delivery system can play in helping indi‐
viduals to live successfully in the community.
Because CSS spans multiple types of supports, case
management/service coordination is an essential
feature of CSS, both to assist individuals to obtain
other supports and to coordinate services.
The CSS framework has had a significant influence
in shaping public community mental health
programs. During the late 1970s and throughout

Family, other
natural and
community
supports

Housing

the 1980s, community support programs were
started around the country. Indeed, today in some
states (e.g., New York) services for individuals with
serious mental illnesses who need intensive,
ongoing supports are known as community
support services. Early community support
programs had promising results in aiding
individuals to experience positive outcomes in the
community.5
The past two decades have been marked by state
efforts to amplify and mainstream the essential
components and features of CSS in their public
mental health systems.
State‐operated mental
health facilities now typically provide short‐term
treatment.6 States have shifted their resources to
community support, concentrating more intently
on supporting individuals with serious mental
illnesses.
As a result of the CSS framework, consensus exists
that a comprehensive consumer‐centered system of
specialized mental health services for persons with
serious mental illnesses should span multiple
components, as Table 1‐1 on the following page
illustrates.7 Especially important has been the
coupling of rehabilitation with treatment to assist
individuals to overcome the functional limitations
that stem from serious mental illnesses. Rehabilita‐
tion assists individuals to regain the essential skills
that they need in order to live more independently,
reduce their dependency on the service system, and
build self‐esteem.

Community Support and Funding
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Table 1-1: Consumer-Centered System Components







Diagnosis



Rehabilitation services, including full and partial
day treatment programs







Basic living-skills training



Outreach

Comprehensive evaluation and assessment
Service planning
Psychiatric and psychological services
24-hour pre-crisis and crisis services
In-home treatment services and services provided
in other environments, including jails and
homeless shelters

Vocational rehabilitation
Employment services
Services to assist people who are homeless
Services (and support coordination) for people
with dual or multiple disabilities

In subsequent chapters, more information will be
provided concerning the nature and scope of many
of these services and supports. Not every individ‐
ual with a serious mental illness requires or will use
every one of these services.
Rather, these
components describe a constellation of services and
capacities that a community system should have
available in order to respond to the unique needs of
each individual. An effective community support
system is individually centered, capable of tailoring
services to each person’s needs and changing
circumstances, and respectful of each person’s right
to make decisions concerning their services and
how they are provided.
The greatest potential for improvement does not lie in
mental health systems, it lies within the individual who
has faith that she or he can recover, does recover, and
then shares that good news with others.
Larry Fricks 8

Recovery has emerged as an especially compelling
and powerful paradigm for supporting individuals
with serious mental illnesses. Recovery has its
roots in the fundamental principles of the CSS
concept and stresses how critical it is for people
with mental illnesses to take responsibility for their
lives, make decisions about their services, and
achieve independence.
Recovery engages and
empowers individuals with serious mental illnesses
to take control of their lives. Recovery shares many
of the same philosophical underpinnings as the
broader self‐direction movement among people
with disabilities of all types who are asserting







Case management/service coordination



Community integration services, including
socialization services and drop-in centers



Community skill and socialization training







Supportive housing or other housing assistance



Transportation

Intensive case management
Family education
Respite
Short-stay inpatient services

Peer counseling and support programs
Substance abuse services
Information and referral
Medications along with medication education and
illness management

greater authority over service provision and
assuming personal responsibility for improving the
quality of their lives.
Successfully transforming the mental health service
delivery system rests on two principles:
•

First, services and treatments must be consumer
and family centered, geared to give consumers real
and meaningful choices about treatment options
and providers – not oriented to the requirements of
bureaucracies.

•

Second, care must focus on increasing consumers’
ability to successfully cope with life’s challenges,
on facilitating recovery, and on building resilience,
not just on managing symptoms.
The President’s New Freedom
Commission on Mental Health9

Also in recent years, effectively supporting indi‐
viduals with serious mental illnesses has benefited
from development of new pharmaceutical products
for treatment of certain disorders, including the
development of atypical antipsychotics for
schizophrenia. Today, there is a wider array of
effective medications to treat many disorders.
There also have been significant strides in
medication management.
“Evidence‐based practices” (briefly described on
the following page) are being identified that have
demonstrated efficacy and cost‐effectiveness in
securing positive outcomes for individuals with
serious mental illnesses.
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Evidence-Based Mental Health Practices
An “evidence-based practice” (EBP) is a method to address a condition, which meets scientific and stakeholder criteria for
safety, effectiveness, and cost-effectiveness. EBPs translate research findings into practice. The deployment of EBPs is
widely regarded as central to improving health care quality. EBPs have been developed and are being researched across a
broad spectrum of health services.10 There are now six recognized11 adult mental health EBPs12:
 Assertive Community Treatment (ACT; a.k.a., Program for Assertive Community Treatment (PACT)) targets individuals
with serious mental illnesses (a) for whom traditional or less intensive services have been ineffective; (b) who
experience the most difficulty in independent community living; and, (c) who are frequent users of inpatient hospital
and crisis services. These individuals frequently experience homelessness, criminal justice system involvement and/or
use illegal substances. ACT was pioneered in Wisconsin in the late 1970s; most states now have ACT teams. ACT is
furnished by interdisciplinary teams of 10-12 professionals, including case managers, a psychiatrist, nurses and social
workers, vocational, substance abuse treatment, and peer specialists. Each team serves approximately 100 individuals.
Individualized services are available on a 24-hour basis and continue as long as necessary. Treatment, support and
rehabilitation services are furnished in community settings rather than offices and clinics. Studies have shown that
individuals who receive ACT experience reduced hospitalization rates, a better quality of life, and higher employment
rates. Studies also have shown that the costs of ACT (about $9,000 to $12,000 per year per person) are offset by reduced
hospitalization costs.13
 Family Psychoeducation. It is estimated that between one-quarter and one-third of adults with serious mental illnesses
reside with their family, usually a parent. Thus, families play a critical role in supporting individuals. Family psychoeducation is “a method of working in partnership with families to help them develop increasingly sophisticated and
beneficial coping skills for handling problems posed by mental illness in the family and skills for supporting the recovery
of the family member with a mental illness.” Family psychoeducation identifies strategies for handling difficult
situations, educates family members to better understand the person’s mental illness, and links families to other
families who have similar experiences. Family psychoeducation has been demonstrated to improve the quality of the
family’s and individual’s life as well as to markedly reduce costs through reduced hospital admissions, shorter hospital
stays and reduced crisis intervention.
 Integrated Dual Disorders Treatment. The percentage of adults with serious mental illnesses who also have a cooccurring substance abuse disorder (abuse or dependence related to alcohol or other drugs) is estimated to run as high as
fifty percent. However, only a small percentage receives treatment for both disorders. People with co-occurring
disorders are at high risk of negative outcomes, including hospitalization, violence, legal problems, and homelessness.
They are the heaviest users of costly services and have poor clinical outcomes. The bifurcation of the mental health and
substance abuse service delivery systems can pose problems in effectively serving these individuals. Integrated Dual
Disorders Treatment combines mental health and substance abuse treatments within the same system of care. It features
a “comprehensive range of integrated services including counseling, case management, medications, housing, vocational
rehabilitation, social skills training, and family intervention that are modified to include both diagnoses.” This practice
promotes positive outcomes, including improved quality of life, reduced hospitalization and lower costs.
 Illness Management and Recovery Program (a.k.a., Wellness Self-Management) is “based on research which has shown
that by learning more about managing mental illness, people who have experienced psychiatric symptoms can take
important steps toward recovery.” This program has been shown to decrease relapses and hospitalization, reduce
symptom distress, and result in more consistent medication use. Practitioners work with people to “develop personalized
strategies for managing mental illness and achieving personal goals.” This three-to-six month program is designed for
people who have experienced the symptoms of schizophrenia, bipolar disorder, and major depression.
 Medication Management Approaches in Psychiatry (MedMAP). Medications are a part of the recovery for most people
diagnosed with serious mental illnesses. MedMAP promotes the systematic selection of medications, measures outcomes,
uses the results to modify medications and, and enhances the individual’s adherence to medication regimens. MedMAP
also stresses shared decision making by the individual and practitioner in the selection of medications. MedMAP aims to
eliminate ineffective practices in prescribing medications and improve the results achieved from their use.
 Supported Employment. Individuals with serious mental illnesses have an estimated unemployment rate of 80-90
percent.14 Most individuals want to work, and with support a majority of them can succeed in the work place. Supported
employment programs aid individuals to secure regular jobs in the community. These programs do not screen individuals
for “work readiness” or employ intermediate settings like “pre-vocational” units or sheltered workshops. Employment
specialists work with individuals in locating and acquiring a community job and furnish ongoing supports to individuals,
usually outside of the work place. Supported employment has demonstrated effectiveness in promoting community
integration and securing meaningful work for individuals.
The President’s New Freedom Commission on Mental Health has stressed the importance of increased use of evidence-based
practices.15
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The principles of recovery and the emergence of
evidence‐based practices are exerting strong influ‐
ence on the provision of public community mental
health services. For example, the New York State
Office of Mental Health has launched a major
initiative, entitled “Winds of Change”, to incorpo‐
rate evidence‐based practices into its system.16
Many other states also have launched initiatives to
introduce and amplify the use of evidence‐based
practices in their community mental health
systems. SAMHSA and the Robert Wood Johnson
Foundation are co‐leading a nationwide effort to
promote the application of evidence‐based prac‐
tices.
Georgia has revamped its coverage of
Medicaid mental health services to embrace the
essential principles of recovery by redefining its
array of services and including more peer oriented
Ohio has strongly emphasized
approaches.17
recovery as well. Other states are engaged in
similar efforts.
In summary, the CSS framework had a major
influence on public mental health systems. In the
case of working‐age adults with serious mental
illnesses, public systems are frequently designed to:
(a) address multiple dimensions in supporting
individuals with serious mental illnesses in the
community, stressing not only treatment but
rehabilitation and other community living dimen‐
sions; (b) organize around meeting each person’s
unique needs; and, (c) focus on recovery. The
translation of “science to service” is leading to the

adoption of evidence‐based practices that promise
to improve the value of community mental health
services.
A robust community mental health
system promotes both positive outcomes for people
with serious mental illnesses and pays substantial
dividends in the form of reduced state, local and
private costs due to hospitalization and
incarceration.
States are at different stages in their capabilities to
support individuals in the community. Many face
major challenges in marshaling the resources
necessary to meet the needs of working‐age adults
with serious mental illnesses in the community.
This is why the funding of mental health services is
a major issue nationwide and why the Medicaid
program is increasingly important.

Funding the Constellation of
Community Services
Supporting low‐income working‐age adults with
serious mental illnesses in the community involves
not only furnishing them with effective mental
health services but also addressing other important
needs, including housing, jobs, other primary
health care, and income assistance. Funding the
constellation of services that comprise a
comprehensive array of community support is
challenging because it requires tapping a variety of
federal, state, and frequently, local resources, as
illustrated in Figure 1‐2.

Funding Community Support

Community
Mental Health
Services Block
Grant

State and
local tax
dollars

Figure 1-2

Mental Health
Services
Medicaid &
Medicare
Other Primary
Health

Employment

Vocational
Rehabilitation

Income
Support

SSI, SSDI, TANF,
& Food Stamps

Housing

Federal Housing
Assistance

Capacity
Building
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Resources for community support flow
through many federal and federal‐state
programs and funding streams.18 State and,
often, local tax dollars also underwrite the
full spectrum of services and supports.
States and localities (in some states) match
federal Medicaid and other federal funds
(e.g., for vocational rehabilitation). There
are a wide variety of federal housing
assistance programs; here too, states and
localities often provide significant funding.
With respect to income support, working‐
age adults with serious mental illnesses
frequently receive federal benefits such as
Supplemental Security Income (SSI) and
Social Security Disability Insurance (SSDI).
Some states supplement these benefits.
The federal Medicare program pays for
some mental health services (discussed in
Chapter 4) and, in the case of individuals
who are eligible for both Medicare and
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Medicaid (discussed in Chapter 3), also
underwrites other primary care. The joint federal‐
state Medicaid program is a critical source of
funding for both basic primary health services and
for mental health services for low‐income working‐
age adults with serious mental illnesses. Through
the federal Community Mental Health Services
Block Grant program, states receive flexible
formula‐based grants to fund community mental
health services. The Mental Health Block Grant
program is the “single largest federal contribution
dedicated toward improving mental health service
systems across the country.”19 Block grants have
played an important role in capacity building by
enabling states to target dollars to special
populations and underwrite the development of
new services. Annual block grant funding accounts
for less than two percent of total public mental
health services outlays nationwide.
Numerous challenges inhibit the development of
effective strategies for combining federal, state, and
local funding for community mental health services
to support individuals. As observed in a report to
the President’s New Freedom Commission on
Mental Health:
“A coordinated system that addresses the needs
of people with mental illnesses must include a
comprehensive range of mental health services
including ancillary supports such as housing,
vocational rehabilitation, education, substance
abuse treatment, income support, and other basic
services. While federal funds are potentially
available to individuals, states, localities, or pub‐
lic and private providers, most of the federal
programs that contribute funding to the current
mental health system are designed to address
broadly defined human needs rather than serv‐
ing the specific needs of adults with serious
mental illnesses or children with serious
emotional disturbances.”20

A major challenge in marshaling resources to meet
the varied needs of working‐age adults with
serious mental illnesses is that federal and state
programs are often structured as “funding silos”
with their own unique rules and requirements,
which makes coordination difficult at both the
system and service delivery levels.21 The Presi‐
dent’s New Freedom Commission on Mental
Health identified funding fragmentation as a major
barrier to effectively supporting individuals with
mental illnesses. To address this barrier, the
Commission recommended that states develop and
implement comprehensive mental health plans to
promote a unified approach to system planning
and management at the state level.22

Medicaid and Community Services:
Opportunities and Boundaries
The federal‐state Medicaid program is an especially
important source of funding for community mental
health services. The program offers states the
opportunity to secure federal dollars to strengthen
and expand community services. The Medicaid
rehabilitative services option is particularly
important in underwriting services that contribute
to the recovery and independence of working‐age
adults with serious mental illnesses. At the same
time, there are boundaries that circumscribe the use
of Medicaid to underwrite some types of services.

Opportunities
Medicaid’s role in paying for mental health services
has grown considerably over the years. In 1997, it
accounted for about 20 percent of all behavioral
health spending23 and 35 percent of all public
mental health expenditures.24 Medicaid is the
single largest payer of public mental health services
and is expected to play an even larger role in
underwriting these services in the future.25
Medicaid plays a critical role in supporting
working‐age adults with serious mental illnesses.
About 1.2 million working‐age adults with mental
disorders (excluding mental retardation) receive
SSI benefits.26 These individuals are nearly univer‐
sally eligible for Medicaid and include those who
rely heavily on mental health services.
Federal Medicaid law does not spell out a defined
set of mental health services or benefits. However,
the Medicaid program includes certain basic
coverage options (e.g., targeted case management,
clinic and rehabilitative services) through which a
state may elect to offer community mental health
services as part of its Medicaid program. Medicaid
permits states to provide a wide‐range of critical
All available evidence shows that Medicaid has made
enormous contributions to expanding access to mental
health care for low-income populations. It also has
expanded consumer choice for low-income people with
mental disorders and has promoted community-based
treatment for people with mental and addictive
illnesses. Mental health care in the United States is
unquestionably better because of the Medicaid program
than it was thirty-five or even fifteen years ago.27

community mental health services, including
evidence‐based practices such as ACT, and impor‐
tant recovery‐oriented services such as peer sup‐

Community Support and Funding

port. While some Medicaid benefits include psy‐
chiatric services (e.g., short‐term hospitalization),
none are specifically defined as mental health
services.
As will be described in greater detail in Chapters 4
and 5, many states have successfully incorporated a
wide variety of community mental health services
into their Medicaid programs. As states have
concentrated more and more on supporting
individuals with serious mental illnesses in the
community and have adopted the CSS framework
in their public systems, they have shifted away
from employing the more circumscribed, outpatient
treatment‐oriented “clinic option” coverage in
favor of using the more robust and flexible
rehabilitative services option. Moreover, the scope
of services that states are furnishing under the
rehabilitative services option has broadened,
thereby improving system capabilities to better
respond to individual needs.
For example, from 1971 through 1993, California
relied on the clinic option to underwrite public
mental health services. But, under the clinic option,
services had to be directed by a physician, provided
mainly in a clinic, and focused primarily on the
treatment of the mental disorder. In 1993, the state
adopted the “rehab option” because services can be
directed by licensed mental health practitioners
(not just physicians) and “may be provided almost
anywhere in the community, and may be focused
both on the treatment of the mental disorder and
the associated functional limitations that may
jeopardize community living.”28
Federal law gives states the flexibility to align their
Medicaid mental health coverages to their broader
system goals and objectives. Medicaid is very
much a state‐shaped program. In the case of
community mental health services, this is especially
the case because federal policy gives states consid‐
erable latitude within broad guidelines in selecting
the services that they offer. For example, states
have extensively shaped the rehabilitation option,
broadening its scope and securing coverage of
important services such as peer supports and ACT.
In addition, as will be discussed in Chapter 6, states
also have the flexibility to adopt alternative service
delivery models under Medicaid, including
managed care models.
In many respects, the Medicaid program is best
understood as a financing tool that enables states to
obtain federal financial participation in the costs of
services they elect to furnish and which comport
with federal statutory and regulatory parameters.
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Federal Medicaid policy does not dictate a state’s
service system goals and objectives. It sets parame‐
ters that determine whether the costs of services
will qualify for federal funding. Medicaid’s contri‐
bution to underwriting community services for
individuals is heightened when a state’s Medicaid
coverages and core services are in close alignment.

Boundaries
Even though Medicaid helps fund mental health
services – especially on behalf of low‐income
individuals who have the most intensive need for
services – the Medicaid program cannot provide all
the services and supports that beneficiaries with
serious mental illnesses require in order to live
successfully in the community.
Medicaid is
principally a purchaser of mental health and other
primary health services, and with respect to mental
health services, there are fundamental boundaries
concerning the types of services that Medicaid may
purchase. These boundaries have their roots in
basic provisions of federal Medicaid law. While
these boundaries often are less constraining than
sometimes believed, it is nonetheless the case that
not every service or support can – or should – be
covered under Medicaid. Employing Medicaid to
underwrite mental health services involves
“finding the fit” between the services and supports
that a state has identified as critical to meeting the
needs of individuals with serious mental illnesses
and Medicaid program requirements (as discussed
in Chapter 5).
Medicaid‐funded community mental health
services have evolved along different lines than
home and community services for individuals with
other disabilities.29 Because federal Medicaid law
prohibits the coverage of services in “Institutions
for Mental Disease” (IMDs) that have more than 16
beds (the “IMD exclusion” is discussed in detail in
Chapter 4), most states have not used the Medicaid
home and community‐based services waiver pro‐
gram to support working‐age adults with serious
mental illnesses. Instead, states employ Medicaid
state plan services and other federal waiver
authorities to support individuals in the commu‐
nity.
The principal boundaries that circumscribe the
extent to which Medicaid can be employed to
underwrite community mental health services
include:
• Eligibility. Medicaid services can be provided
only to individuals who meet a state’s Medicaid
eligibility criteria. States have latitude in estab‐
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lishing these criteria (as discussed in Chapter 3).
Medicaid is a means tested program; in addition
to meeting financial eligibility criteria, individu‐
als with disabilities must also meet service
eligibility criteria, which typically are based on
functional limitations. The proportion of work‐
ing‐age adults with serious mental illnesses who
qualify for Medicaid in a state depends on each
state’s eligibility policies for adults with
disabilities of all types. Medicaid eligibility
rules can mean that some individuals with
relatively low incomes may not qualify for
Medicaid even though they have a serious
illness. Individuals who do not qualify for
Medicaid must be supported through other state
and local resources.
• Housing. Medicaid does not pay for housing.
Except for certain institutional settings,
Medicaid dollars generally cannot be used to
pay for room and board or the routine living
expenses of individuals. Medicaid, however,
can finance services that are furnished in
community residences or in a person’s own
living arrangement, including the family home.
• Vocational Services. Medicaid law does not
permit states to obtain federal financial
participation in the costs of job‐specific voca‐
tional training, except under a waiver program
(see Chapter 6), since the costs of such training
may be underwritten with federal‐state
vocational rehabilitation dollars and/or state and
other dollars. Medicaid dollars can be used to
underwrite the costs of job‐related rehabilitative,
pre‐vocational and personal assistance services
(see Chapter 5). In addition, states may craft
eligibility policies that enable people with
disabilities to maintain Medicaid coverage when
they obtain employment (see Chapter 3).
• Capacity Building. Medicaid is designed to pay
for services provided to eligible individuals.
Medicaid funding is not available to underwrite
the costs of starting up services. For example, in
Michigan there is an especially robust network
of ACT teams in place around the state. Michi‐
gan officials regarded the creation of this net‐
work as vital in order to minimize costly hospi‐
talizations. The state used community mental
health services block grant dollars to start up
these teams. Once the teams were operational,
they qualified for and began receiving Medicaid
funding to sustain their ongoing operation.30
Capacity building frequently requires the
investment of state, local and private resources.
The Community Mental Health Block Grant also

has been an important resource for states to
launch services that later could qualify for
Medicaid funding.
Just as the provision of treatment services alone are
not sufficient to promote community living for
individuals with serious mental illnesses, Medicaid
funding by itself is insufficient to meet many
fundamental and diverse needs. Medicaid is a
powerful, important contributor to the provision of
mental health services and other primary health
care for individuals. But, Medicaid funding must
be employed in tandem with other federal, state,
and local funding sources in order to comprehen‐
sively address the full range of supports that
working‐age adults with serious mental illnesses
require to live successfully in the community. As
recommended by the President’s New Freedom
Commission on Mental Health, it is important that
states develop comprehensive mental health plans
that take a broad view of how Medicaid along with
other federal and state programs can work together
to support individuals with mental illnesses.

Conclusion
CSS has proven to be an important framework for
successfully supporting working‐age adults with
serious mental illnesses in the community. The
principles of recovery build on the CSS framework
while also emphasizing empowerment and
individuals taking control of their lives. State
public mental health systems have focused on
enhancing their community service systems and
capabilities to support individuals with serious
mental illnesses.
Medicaid plays an important role in underwriting
community mental health services. Medicaid also
provides a means for states to leverage their own
dollars to enhance and expand community services
in order to advance their goals and objectives for
supporting working‐age adults with serious mental
illnesses in the community. To be successful,
Medicaid must be used in tandem with other
federal, state and local funds to address the full
range of individual needs across the many
dimensions of community life.
Since Medicaid can play a vital role in supporting
individuals, it is important to have a clear under‐
standing of the program. Chapter 2 provides a
description of the essential features of the Medicaid
program.
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Mental Health Services.”
In 2001, the Surgeon
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www.surgeongeneral.gov/library/mentalhealth/home.html

The 2001 report may be accessed at
www.surgeongeneral.gov/library/mentalhealth/cre/
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Health. Achieving the Promise: Transforming Mental
Health Care in America. DHHS Pub. No. SMA‐03‐
3832. Rockville, MD: 2003
Established in April 2002, the President’s New
Freedom Commission on Mental Health was charged
with assessing the status of mental health services and
developing policy recommendations at the federal,
state, and local levels regarding effective implemen‐
tation of community‐based mental health care,
resource development, and general treatment of
adults with a serious mental illness and children with
a serious emotional disturbance. The Commission’s
final report was released in August 2003 and contains
a series of findings that identify major problems in
mental health policy, especially system fragmentation.
The report contains numerous recommendations for
improving the provision of community services and
supporting community living for children and adults.
The report may be obtained at
www.mentalhealthcommission.gov/reports/reports.htm

Frank, R., Goldman, H., & Hogan, M. (2003).
Medicaid and Mental Health: Be Careful What You
Ask For. Health Affairs 22(1): pp. 101‐113.
This article traces the historical relationship between
Medicaid and mental health services, highlighting the
increasing role that Medicaid has taken as a funder of
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public mental health services and supports. The
authors discuss the major factors leading to this rising
Medicaid role, such as the deinstitutionalization
movement and cost‐shifting efforts by states. The
article cautions about the effects of over reliance on
Medicaid funding.
Carol Bianco and Susan Milstrey Wells (eds.) (2001).
Overcoming Barriers to Community Integration for
People with Mental Illnesses. Rockville MD: U.S.
Department of Health and Human Services, Sub‐
stance Abuse and Mental Health Administration,
Center for Mental Health Services. (68 pages).
This report describes many of the barriers that people
with mental illnesses face in the community. It
discusses funding streams that cross several dimen‐
sions of community living. The report may be
obtained at
www.olmsteadcommunity.org/OvercomingBarriers.pdf

Web Resources
Substance Abuse and Mental Health Services
Administration/Center for Mental Health Services
www.samhsa.gov/centers/cmhs/cmhs.html

The Center for Mental Health Services at SAMHSA
web site contains extensive information on all ele‐
ments of the Community Support Program as well as
a wide variety of other information about mental
health services. The site also has Resource Kits for the
implementation of evidence‐based practices, contain‐
ing resources specifically geared to consumers, family
and friends, mental health program leaders, public
mental health authorities, and clinical practitioners.
National Association of State Mental Health
Program Directors (NASMHPD) www.nasmhpd.org/


NASMHPD Research Institute (NRI)



National Technical Assistance Center for State
Mental Health Planning (NTAC)

nri.rdmc.org/

www.nasmhpd.org/ntac.cfm

NASMHPD identifies public mental health policy
issues, apprises its members of research findings and
best practices in mental health service delivery, fosters
collaboration, provides consultation and technical
assistance, and promotes effective management
practices and financing mechanisms. The NASMHPD
site contains information about each of its six divi‐
sions (adults, attorneys, children, consumers,
forensics, medical directors, older persons and state
hospitals), explanations of its position on various
mental health issues (i.e., the IMD exclusion), and
updates on new mental health policies. NRI compiles
extensive information about individual state mental
health systems (including system capabilities and the
use of Medicaid funding by states). NTAC has
developed numerous policy resources, tool kits, and
other materials.
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National Association for Mental Illness (NAMI)
www.nami.org/

NAMI is a leading advocacy and public policy
organization for individuals with mental illness.
There are approximately 1,000 state and local NAMI
affiliates nationwide. The web site offers information
on mental illness and its history, recommended
treatment, policy alternatives in support of
individuals and families coping with mental illness,
and statistics.
National Mental Health Association (NMHA)
www.nmha.org/

NMHA is a nonprofit organization that addresses all
aspects of mental health and mental illness. It has
more than 340 affiliates nationwide. NMHA works to
improve the mental health of all Americans, especially
the 54 million people with mental disorders, through
advocacy, education, research and service. Its web
site contains a wide variety of information concerning
mental health services.
Bazelon Center for Mental Health Law
www.bazelon.org/

The Bazelon Center advocates for the rights of people
with mental disabilities. Its web site contains a host of
materials concerning mental health services and
related topics such as housing. The Center also has
prepared numerous publications concerning Medicaid
and public mental health systems.
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1980, CSP funding was modified to give states more
flexibility in employing funds for infrastructure and system
development. By 1984, all 50 states and the District of
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Chapter 2

Essential Features of
the Medicaid Program

Medicaid is a very large, complex, multi-faceted federal-state
program. Through the program, states and the federal government
each year underwrite health and long-term services for about 51
million low-income children and adults. This chapter describes the
essential features of the Medicaid program. It is principally intended for readers who may not be familiar with the program’s
basic features.

M

edicaid is a joint federal‐state program
that provides health and long‐term
services to low income adults and
children, including people with
disabilities. About one out of every seven of our
nation’s citizens obtains health care that is funded
through Medicaid.1 In 2003, state‐federal Medicaid
expenditures totaled $259.6 billion, an increase of
more than 50 percent since 1997.2 Federal funds
account for more than one‐half of total expendi‐
tures. Medicaid ranks second only to Medicare in
federal health care outlays; it also is the single
largest source of federal financial aid to states. At
the state level, only spending for elementary and
secondary education exceeds state tax dollar
expenditures for Medicaid.
Medicaid is multi‐faceted. It not only provides
access for low‐income individuals to essential
health care but also pays for more than one‐half of
all long‐term services for older persons and people
with disabilities. As noted in Chapter 1, Medicaid
is playing an increasingly important role in under‐
writing critical services and supports for working‐
age adults with serious mental illnesses.
This chapter provides basic background informa‐
tion concerning the “nuts and bolts” of Medicaid,
including its history, the nature of the program’s
federal‐state relationship, eligibility, benefits, and
other topics. The annotated bibliography lists
additional resources that contain more in‐depth
information concerning Medicaid. Later chapters
delve more deeply into facets of Medicaid that are
most directly related to supporting working age
adults with serious mental illnesses in the commu‐
nity.

A Brief History of Medicaid
Medicaid (Title XIX of the Social Security Act) was
created in 1965 in tandem with the Medicare
program (Title XVIII).3 The Medicare program is a
federally funded and administered health insur‐
ance program for retirees, disabled workers, and
their spouses and dependents. In contrast, Medi‐
caid is a joint federal‐state program through which

states, the District of Columbia and the territories
receive federal financial participation in their costs
of furnishing health and long‐term services to
federally recognized groups of low‐income families
and individuals.
Before Medicaid was enacted, limited federal
payments were made to states for health care
services they purchased on behalf of public assis‐
tance recipients. In 1960, Congress authorized
open‐ended federal matching payments to states
for health care provided to indigent older persons.4
Still, in the early 1960s, states varied widely in the
scope of the health care services they funded for
low‐income individuals and families.
Medicaid was designed to expand access to “main‐
stream” health care for low‐income individuals and
families. The federal government would make
payments to states to pay for half or more of their
costs in furnishing services to beneficiaries. At the
same time, the program was framed to give states
considerable latitude in fashioning their medical
assistance programs. States that elected to partici‐
pate in the program were required to furnish a core
set of basic health services to public assistance
recipients. They were also allowed to offer addi‐
tional services at their option and could elect to
serve “medically needy” individuals who did not
receive public assistance. Then, as now, the Medi‐
caid program combined federal mandates and
state‐selected options with respect to who receives
services and what services are offered.
The past four decades have seen many changes in
federal Medicaid law, including significant modif‐
ications in eligibility, benefits, payment arrange‐
ments, and other administrative details.
The
cumulative effect of these changes – combined with
state decisions regarding the scope of their pro‐
grams – has been to expand Medicaid well beyond
its original focus on furnishing principally acute
care services to public assistance recipients. In
addition, Medicaid has become the dominant
funder of long‐term services for people with
disabilities. Despite the myriad changes in federal
law, the fundamental nature of the program’s
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federal‐state relationship has not changed appre‐
ciably.
From 1965 to 1980, federal Medicaid law changed
in a variety of ways. In 1972, the Supplemental
Security Income (SSI) program was created. This
federally‐funded income assistance program for
people with disabilities replaced the preceding
federal‐state “aged, blind and disabled” cash
assistance programs.
Medicaid eligibility was
linked to SSI eligibility.5 Other changes during this
period included adding the 1967 requirement6 that
states operate Early and Periodic Screening,
Diagnosis and Treatment (EPSDT) programs for
children and giving states the option to cover
Intermediate Care Facilities for the Mentally
Retarded (ICFs/MR).7
The 1980s saw many expansions in both mandatory
and optional eligibility groups, especially focused
on extending Medicaid benefits to low‐income
pregnant women and children who do not receive
public assistance payments.8 The Omnibus Budget
Reconciliation Act of 1981 (OBRA‐81)9 required
that states make additional Disproportionate Share
Hospital (DSH) payments to hospitals that serve
especially large numbers of Medicaid and other
low‐income individuals. OBRA‐81 also added two
new important waiver authorities. In particular,
Section 1915(b) of the Social Security Act gave states
greater latitude to employ managed care and other
care management approaches in their programs.
The addition of §1915(c) allowed states to launch
home and community‐based services (HCBS)
waiver programs to provide a wide range of
services – including those not covered under the
Medicaid state plan – to assist individuals with
disabilities who otherwise require institutionaliza‐
tion to remain in the community.
The Omnibus Budget Reconciliation Act of 198710
included “nursing home reform” provisions to
bolster protections for nursing facility residents,
including requirements for additional screening
and treatment of individuals with mental illnesses.
In 1989, Congress revised and strengthened the
EPSDT program to mandate that states furnish all
medically necessary services to eligible children.11
The 1990s saw more changes in the program. The
Personal Responsibility and Work Opportunities
Act (PRWOA) of 199612 (otherwise known as
“welfare reform”) severed the historical link
between Medicaid eligibility and the Aid to Fami‐
lies with Dependent Children (AFDC) cash assis‐
tance program. The AFDC program was replaced
by the Temporary Assistance to Needy Families

(TANF) block grant program. A new mandatory
Medicaid eligibility group was established for low‐
income households; eligibility for Medicaid was no
longer automatically tied to receipt of public
The passage of
assistance cash payments.13
PRWORA also included major changes in eligibility
for legal immigrants.14
In 1997, the State Children’s Health Insurance
Program (SCHIP) was created to offer states
additional funding to extend Medicaid services to
children in low‐income households or provide
them an alternative package of benefits.15 The
1990s also saw limits imposed on DSH payments as
well as state’s use of “provider taxes” and dona‐
tions to capture additional federal dollars.16 Also in
1997 and 1999, Congress changed Medicaid law to
permit states to continue Medicaid benefits for
workers with disabilities who are no longer eligible
for SSI (these provisions are discussed in more
detail in Chapter 3).17
An especially noteworthy development during the
1990s was the expanded use of managed care
arrangements in Medicaid. In 1996, about 40
percent of Medicaid beneficiaries nationwide were
enrolled in managed care; by 2003, the figure had
climbed to more than 59 percent.18 This shift to
managed care delivery systems also significantly
affected Medicaid mental health services in many
states. Chapter 6 discusses Medicaid managed care
service delivery arrangements in more depth.
In the Balanced Budget Act of 1997, Congress gave
states new options to implement managed care
approaches without having to seek special waivers.
The 1990s also saw expanded state use of the Social
Security Act’s Section 1115 Research and Demon‐
stration waiver authority in conjunction with state
initiatives to extend health care to uninsured
individuals previously ineligible for Medicaid.
Most recently, states have been allowed to employ
the Section 1115 waiver authority to extend services
on a targeted basis to low‐income uninsured
individuals and families who would otherwise not
qualify for Medicaid. Also, states are encouraged
to employ the waiver authority to test alternative
service delivery approaches. Finally, through the
President’s New Freedom Initiative, federal policies
are being clarified to encourage states to promote
community living for people with disabilities of all
ages, including the expanded use of “consumer‐
directed” approaches in long‐term services and
supports (discussed in Chapter 7).
Since its enactment, federal Medicaid law has been
modified many times. Federal mandates have
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increased, especially in the area of services for low‐
income children. However, the effect of most
changes has been to expand the options available to
states in designing and administering their Medi‐
caid program. Today, states may offer a wider
range of Medicaid services to a broader range of
low‐income children and adults. States retain
considerable flexibility in crafting their Medicaid
programs, a principle inherent in Medicaid from its
beginning.
The combination of Medicaid mandates and op‐
tions has resulted in the emergence of 51 highly
distinctive Medicaid programs that operate under
broad national guidelines but have been shaped by
state decisions about who is eligible and what they
are eligible to receive.
Changes in federal Medicaid law and policy have
been beneficial for people with disabilities, includ‐
ing working‐age adults with serious mental
illnesses. They have permitted states to employ
Medicaid to support people with disabilities in the
community. However, as emphasized in Chapter 1,
Medicaid cannot meet all the needs of people with
serious mental illnesses across all dimensions of
community living.

Medicaid and Working-Age Adults
with Disabilities19
Medicaid plays an especially important role in
supporting low‐income people with disabilities,
including working‐age adults with serious mental
illnesses. There are about seven to eight million
Medicaid beneficiaries with disabilities (about 19
percent of all beneficiaries). An estimated 30
percent of children with chronic conditions and 15
percent of adults with chronic disabilities are
Medicaid beneficiaries.20 In 2002, Medicaid benefi‐
ciaries with disabilities accounted for an estimated
43 percent of all Medicaid outlays. As a group,
people with disabilities account for the largest
proportion of Medicaid expenditures; in contrast,
children comprise about 50 percent of beneficiaries
but account for only 18 percent of total outlays.

Essential Features of Medicaid
Medicaid has several essential, fundamental
features. These features are described here briefly
in the context of the “basic” Medicaid program.
Some of these features may be altered by waivers of
federal Medicaid law that states may obtain. The
final section of this chapter briefly describes the
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three waiver authorities that are included in federal
law and their effect on the features described here.

Federal-State Relationship
Medicaid was originally structured as and remains
a cooperative federal‐state venture through which
the federal government financially assists states in
providing medical assistance, rehabilitative and
other services to eligible low‐income individuals
and families. Within broad national guidelines
contained in federal law, regulations and other
policies, states obtain federal financial participation
in their costs of furnishing services to low‐income
individuals and families. This federal‐state rela‐
tionship is a cornerstone of Medicaid. Federal
policy dictates that states observe fundamental
guidelines but in large part allows them to deter‐
mine the scope of their programs.
Medicaid is very much a state‐shaped program.
Therefore, each Medicaid program looks and
operates very differently. The design of a Medicaid
program is based on each state’s demographics,
health policy goals, objectives, needs, and financial
capabilities. States are responsible for: (1) estab‐
lishing eligibility standards within federal parame‐
ters; (2) setting the type, amount, duration, and
scope of services; (3) determining payments for
Medicaid services; and (4) administering the
program.
Each state spells out its Medicaid program in a
Medicaid state plan.21 The state plan specifies the
eligibility groups that the state serves, the benefits
provided, and other aspects of how the state
operates its program.
Each state’s plan (and
amendments to the plan) must be approved by the
federal Centers for Medicare and Medicaid Services
(CMS; formerly, HCFA – Health Care Financing
Administration) at the U.S. Department of Health
and Human Services. The CMS Center for Medi‐
caid and State Operations (CMSO) has lead federal
responsibility for Medicaid. There are ten CMS
Regional Offices located around the country, which
are responsible for reviewing and approving most
proposed changes in each state’s Medicaid pro‐
gram, and assuring that they operate in compliance
with the approved state plan, applicable federal
regulations, and other CMS program guidance. 22
Federal law dictates that each state designate a
single state Medicaid agency (SSMA) that is respon‐
sible for the administration of its program. The
SSMA has responsibility for the implementation of
the state plan. The SSMA may not delegate its
responsibilities to another state agency, although it
may enter into cooperative agreements with other
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state agencies to administer certain aspects of the
program under the supervision of the SSMA. This
topic is discussed in Chapter 7.
Federal law concerning the Medicaid program is in
Title XIX of the Social Security Act.23 Federal
regulations governing the program are located in
Parts 430 et seq. of Title 42 of the Code of Federal
Regulations (CFR).24 Additional federal guidance
concerning the operation of Medicaid programs is
contained in the State Medicaid Manual25 as well as
letters, memoranda and technical assistance guides
issued by CMS from time‐to‐time.26

Federal Payments to States
The amount of money that each state receives for
Medicaid services is determined by the Federal
Medical Assistance Percentage (FMAP).
This
percentage is applied to state expenditures for
services that are furnished to eligible individuals.
The resulting federal payment to a state is termed
federal financial participation. The FMAP is calcu‐
lated each year by comparing a state’s average per
capita income level with the national average. The
higher a state’s per capita income, the lower its
FMAP.
However, the minimum FMAP is 50
percent and the maximum is 83 percent.27 The
average FMAP across all states is about 57 percent,
meaning that for every dollar spent on Medicaid
services, the states provide 43 cents.
Because Medicaid is an entitlement program,
federal financial participation in the cost of Medi‐
caid services is contributed on an open‐ended basis
– i.e., there is no cap on federal payments to states
for Medicaid.28 States manage their Medicaid
expenditures by selecting covered benefits, eligibil‐
ity parameters, payments, and other methods.
States must provide matching dollars from their
own public funds or a combination of their own
funds and local tax dollars.29 In some states (e.g.,
New York), counties are required to provide a
portion of the state’s matching fund obligation.
Under federal law, Medicaid is termed a “payor of
last resort.” With a few exceptions, Medicaid
payment is only available if no other funding
sources are able to pay for a service provided to a
beneficiary. If, for example, a beneficiary also has
employer health insurance, Medicaid payment is
only available to the extent that the service is not
covered by that health insurance.
States are
required to seek “third‐party” payments whenever
feasible.

States can also claim matching federal dollars for
the costs associated with the administration of the
Medicaid program. Functions that are eligible for
such funding include day‐to‐day program admini‐
stration and the costs of processing and paying
claims submitted by providers for services fur‐
nished to beneficiaries. The base rate of federal
financial participation in state Medicaid adminis‐
trative costs is 50 percent. However, higher rates
are available for certain activities, including the
development and operation of automated Medicaid
claims processing systems. Chapter 7 discusses
how federal financial participation in administra‐
tive costs can be used to strengthen the provision of
Medicaid services to working‐age adults with
serious mental illnesses.

Eligibility Groups
Federal Medicaid law includes more than fifty
distinct eligibility groups to which states may offer
Medicaid services – some mandatory and most
optional. These groups are defined by income and
resource tests and, in some cases, disability or other
tests. Eligibility groups are also classified as
“categorically needy” or “medically needy.” The
latter comprises persons whose income is too high
to qualify for Medicaid but, at state option, can
spend down their excess income to become eligible.
An individual qualifies for Medicaid by being a
member of a federally‐recognized eligibility group
that a state includes in its plan and by meeting the
income and resource tests associated with the
group, as spelled out by the state. Being a low‐
income person does not automatically translate into
Medicaid eligibility. For example, low‐income
childless adults without disabilities cannot qualify
for Medicaid unless the state operates a waiver
program covering this population. As seen in
Figure 2‐1 on the following page,30 children com‐
prised about one‐half of all Medicaid beneficiaries
in 2003, with older adults and people with disabili‐
ties together making up only about 30 percent of
Chapter 3 discusses Medicaid
beneficiaries.31
eligibility in greater detail and how it relates to
adults with serious mental illnesses.

Beneficiary Cost Sharing
Depending on how they are eligible for Medicaid
and the particular state in which they live, categori‐
cally eligible beneficiaries may be required to pay
nominal deductibles, coinsurance or co‐payments
in order to receive services. States have some
discretion to decide who will pay for services and
how much they must pay. However, some groups
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are exempt from cost sharing requirements.
These include: pregnant women and children
under 18 at or below 100 percent of the Federal
Poverty Level (FPL). Nursing home residents
must make contributions toward the cost of
their institutional care if they have income in
excess of their personal needs allowance. In
addition, states are prohibited from imposing
cost sharing for family planning or emergency
services. Medically needy beneficiaries also
must make out‐of‐pocket payments for health
services in order to qualify for Medicaid.
Workers with disabilities who qualify under
“buy‐in” options also may be required to pay
premiums if their income exceeds certain
levels. Individuals and families who receive
Medicaid services through a waiver, but would
not otherwise qualify for Medicaid, also may
be required to make premium payments.

Benefits
Just as states are required to cover certain mandatory
populations in their Medicaid programs, the same
is true about the scope of benefits that states offer.
Under federal law, every state must offer fourteen
basic mandatory services to all categorically needy
eligibility groups. Above and beyond the manda‐
tory services, a state may elect to include other
optional benefits in its program. If a state elects to
include an optional benefit, it is subject to the same
standards regarding amount, duration and scope
(discussed later) as mandatory benefits when
provided to categorically needy individuals. Tables
2‐1 and 2‐2 on the following page list the mandatory
and optional Medicaid benefits.
With respect to many of these optional benefits, it is
important to point out that states have considerable
latitude in defining the specific services they offer
within an optional coverage category. For example,
states that employ the rehabilitative services option
to support individuals with serious mental illnesses
include different mixes of services under their
coverages.
Except for institutional services for children and
youth under age 22 and older persons age 65 and
above, federal law does not delineate a distinct set
of mental health benefits. Such benefits are fur‐
nished under the broader mandatory and optional
coverage categories. For example, medications fall
under the prescribed drugs category. States pro‐
vide mental health services to working age adults
with serious mental illnesses under the clinic or
rehabilitative services categories; but neither
category is reserved exclusively to mental health
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Distribution of Medicaid Enrollees: 2003
Figure 2-1
Older
Persons
11%
Children and
Adults with
Disabilities
19%

Children
48%

Adults
22%

services. Medicaid coverages that are especially
pertinent in supporting working age adults with
serious mental illnesses are discussed in greater
detail in Chapter 4 and further illustrated in
Chapter 5.
In the case of medically needy individuals, federal
requirements regarding benefits are less prescrip‐
tive than those for the categorically needy. Just as
states are required to cover certain populations to
get federal matching payments for services pro‐
vided under the medically needy option, they also
must cover certain benefits such as prenatal and
delivery care for pregnant women and ambulatory
care for children. However, they are not required
to provide mandatory and optional benefits to
medically needy individuals at the same level as for
categorically eligible individuals.
The statutory distinction between mandatory and
optional services is long‐standing. However, it is
worth noting that about two‐thirds of Medicaid
spending nationwide goes toward the purchase of
optional services. Some optional services (e.g.,
prescribed drugs) are offered by every state. About
83 percent of spending on optional services is for
services for people with disabilities and older
persons.32
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Table 2-1

Mandatory Medicaid Benefits

Inpatient hospital services
Outpatient hospital services
Prenatal care
Physician services
Nursing facility services for persons age 21 or
older
 Home health services
 Federally qualified health-center (FQHC) services,
and FQHC ambulatory services otherwise covered
by Medicaid in other settings.






Table 2-2






Rural health clinic services.
Laboratory and x-ray services
Nurse-midwife services
Vaccines for children

 Family planning services and supplies
 Pediatric and family nurse practitioner services
 Early and periodic screening, diagnostic, and
treatment (EPSDT) services for children under age
21

Optional Medicaid Services

 Diagnostic services
 Clinic services
 Intermediate care facilities for the mentally
retarded (ICFs/MR).
 Nursing facility services for children under age 21
 Rehabilitative services
 Physical and occupational therapy
 Speech pathology and audiology services
 Dental services and dentures
 Inpatient mental health services for individuals
age 65 or over
 Hospice care
 Case management
 Other medical or remedial care furnished by
licensed practitioners under state law
 Durable medical equipment

 Transportation services
 Optometrist services and eyeglasses
 Home and community-based services as an alternative to institutionalization
 Prescribed drugs and prosthetic devices
 Chiropractic services
 Private duty nursing services
 Screening and preventive services
 TB-related services for TB infected individuals
 Inpatient psychiatric facility for people under age
22
 Program of All-inclusive Care for the Elderly (PACE)
 Personal care/assistance
 Respiratory care for ventilator-dependent
individuals
 Prosthetic devices

Medical Necessity

agement to ensure that services furnished to
beneficiaries are medically necessary.

In the Medicaid program, states are responsible for
developing their own medical necessity criteria.
Often these criteria are embedded in states’ limita‐
tions on the amount, duration, and scope of
services. Medicaid beneficiaries are entitled to
covered services that are medically necessary to
meet the person’s needs. A state may deny pay‐
ment for a service that is not considered medically
necessary even if it arguably falls under a state
benefit. Depending on a state’s definition, this
could occur if an individual’s diagnosis does not
warrant such an intense level of treatment (even if
the treatment is generally covered by the state). For
example, states often limit the provision of Medi‐
caid mental health rehabilitative services to indi‐
viduals whose mental illness has resulted in
substantial life limitations. States may also require
prior authorization before a service is furnished to a
beneficiary in order to determine its necessity.
States also engage in utilization review and man‐

Amount, Duration, and Scope of Services
Within broad federal guidelines and certain
limitations, states may establish limits on the
amount, duration, and scope of the services offered
in their Medicaid plan. For example, states may
limit the number of outpatient mental health visits
covered in a year or limit the number of hours of
community support furnished each month.
However, the limitations must be crafted so that
each covered benefit is “sufficient in amount,
duration, and scope to reasonably achieve its
purpose.”33 To illustrate, a state that has chosen to
offer intensive day treatment under the rehabilita‐
tion option cannot limit that to two sessions per
year, as that would obviously be insufficient to
achieve the intended effect of the treatment.
Also, a state may not arbitrarily deny or reduce the
amount, duration, or scope of a service based on a
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beneficiary’s diagnosis, type of illness, or condi‐
tion.34 This restriction is relevant for all categori‐
cally needy individuals, even those whose eligibil‐
ity depends upon a specific diagnosis, such as
women in need of treatment for breast or cervical
cancer.
The amount, duration, and scope limitation must
uniformly apply to all categorically needy benefici‐
aries in a state’s plan, regardless of whether they
are mandatory or optional beneficiaries. However,
it does not apply to groups of medically needy
beneficiaries.
States have more flexibility in
restricting benefits to this group of beneficiaries.
There is one benefit on which states are not permit‐
ted to place limitations of amount, duration, and
scope: EPSDT services for children under 21.

Comparability
Any Medicaid benefit offered to a categorically
eligible individual must be offered to all categori‐
cally eligible individuals,35 except when federal law
itself creates an exception (e.g., as in the case of
ICF/MR services which may only be furnished to
persons with mental retardation and other related
conditions). A state cannot alter the benefit pack‐
age so that, for example, dental services are avail‐
able to SSI recipients but not other categorically
eligible adults. Contingent on any amount, dura‐
tion, and scope limitations, dental services must
also be available in the same quantity to all cate‐
gorically needy beneficiaries. An exception to the
comparability requirement is “targeted case
management.” Under the provisions of Section
1915(g) of the Social Security Act, states may
“target” case management services to specific sub‐
populations of Medicaid beneficiaries, such as
persons with serious mental illness or pregnant
women under age 21.

Statewideness
States are required to offer the services in their
Medicaid benefit package to all eligible recipients
For
without regard to geographic location.36
example, a state cannot offer services under the
clinic option to persons in urban areas but exclude
access to these same services to people living in
rural areas. Again, the exception to this rule is
targeted case management. Not only can a state
target its case management option to a specific
population, it can also limit its availability to one or
more specific areas of the state.
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Free Choice of Provider
Medicaid law (Section 1902(a)(23) of the Social
Security Act) provides that beneficiaries must be
free to choose a provider from among all qualified
participating providers, except as specifically
provided by law.37 The principal exception to this
fundamental and longstanding requirement is
when a state has secured federal approval to
employ a managed care service delivery model or
employ a physician case management model.

Provider Requirements
States have latitude in establishing the require‐
ments that Medicaid providers must meet. Provid‐
ers, of course, must possess any licenses or meet
other requirements specified in state law that
pertain to the provision of a service. In the case of a
few services (e.g., nursing facility or ICF/MR),
providers are required to meet very detailed
standards that are spelled out in federal law and/or
regulations.
Once a state has established its
requirements, then the state must offer a provider
agreement to any willing provider that meets the
state’s requirements, agrees to accept Medicaid
payment, and abide by other fundamental re‐
quirements. The main exception to the open
enrollment of qualified providers again arises in
managed care service delivery models.

Beneficiary Protections
Federal Medicaid law provides certain basic
protections for all beneficiaries.38 Specifically, each
state must make the Medicaid Fair Hearing appeal
process available to any individual who has been
denied eligibility, who has been denied a service,
whose services would be reduced or terminated, or
who faces loss of eligibility. The state must notify
beneficiaries in advance before an “adverse action”
affecting Medicaid coverage takes effect and
include an explanation of their rights regarding the
Fair Hearing process, including the right to an
evidentiary hearing conducted by an impartial,
uninvolved official (e.g., an administrative law
judge). As long as an individual requests a hearing
on a timely basis, services must be continued
through the duration of the hearing process. In
pursuing an appeal, beneficiaries have the right to
enlist other individuals to assist them in pursuing
the appeal (e.g., peers, friends, families, advocates,
attorneys).
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Payments for Services
Except in the case of capitated managed care
arrangements, Medicaid operates in a “fee‐for‐
service” framework. Providers are paid for each
distinct service they furnish to a specific Medicaid
beneficiary. Payments are “unit” based – e.g., a
provider is paid for a “visit,” an hour or partial
hour of service or, in the case of institutional
services, a “day.” Medicaid payments are made
after the provider submits a “claim” for services
that specifies the service rendered, the date of
service and the beneficiary to whom the service
was provided. In the fee‐for‐service framework,
advance payments for services may not be made.
Provider claims for services are processed through
claims processing systems. These systems verify
the beneficiary’s eligibility and check other ele‐
ments of the claim. With some exceptions, federal
Medicaid law requires that payments to providers
be made directly by the state to the provider. In
short, Medicaid does not operate as a “grant”
program but instead is structured to pay for
discrete services furnished to beneficiaries. Pay‐
ments are discussed in more depth in Chapter 7.
States have latitude in establishing payment
amounts for services and units of reimbursement.
Federal law (Section 1902(a)(30) of the Social
Security Act) directs states to assure that “payments
are consistent with efficiency, economy, and quality
of care, and are sufficient to enlist enough provid‐
ers so that care and services are available under the
plan.” In general, providers cannot charge Medi‐
caid more than they charge other payers for the
same service. In addition, providers may not
charge beneficiaries an additional amount over and
above the amount that they receive from Medicaid
because the Medicaid payment is considered
“payment in full.”
Under a managed care arrangement, a state may
make capitated pre‐payments to managed care
organizations to furnish the full range of contracted
services to enrolled beneficiaries. The amount of
such payments must be based on data concerning
the costs of serving beneficiaries under a fee‐for‐
service arrangement.

Waiver Authorities
Federal Medicaid law allows the Secretary of
Health and Human Services (HHS) to grant waiv‐
ers of various statutory provisions that normally
govern the operation of a state’s Medicaid program.
Since the early 1990s, the use of these waiver
authorities has increased, including their use to

provide services for individuals with serious men‐
tal illnesses. Waivers allow states to receive federal
financial participation for covering individuals
and/or services in ways that would not ordinarily
be permitted. Depending on the type of waiver, a
state can “waive” requirements such as compara‐
bility and statewideness to provide a targeted
benefit package to individuals with a specific
medical condition or who live in a certain geo‐
graphic area. Chapter 6 has an in‐depth discussion
of the use of waiver authorities in serving individu‐
als with serious mental illnesses. Here, the three
main types of waivers – Section 1115, Section
1915(b) and Section 1915(c) – are outlined.39

1115 Demonstration Waivers
Under Section 1115 of the Social Security Act, states
may gain permission from the Secretary of HHS to
use federal Medicaid dollars to cover groups of
individuals and/or services not otherwise match‐
able, or to demonstrate alternative approaches to
furnishing services to beneficiaries. The 1115
demonstration authority is relatively broad,
allowing the waiver of a wide range of statutory
requirements. In order to obtain federal approval
of an 1115 demonstration, a state must demonstrate
“budget neutrality,” meaning that federal spending
will not be more than what it would have been in
the absence of the demonstration.
The 1115 waiver authority requires a research and
demonstration component. States must arrange for
an independent evaluation of the waiver to deter‐
mine how successful they were at achieving their
goal(s). States have employed 1115 demonstrations
to expand Medicaid services to include uninsured
individuals and families who could not otherwise
be covered. The authority also has been used on a
more targeted basis to test different ways of serving
Medicaid beneficiaries. Once an 1115 demonstra‐
tion is approved, it usually expires after five years.
As discussed in Chapter 6, some 1115 waiver
programs include mental health services.

1915(b) Waivers
A 1915(b) waiver is commonly referred to as a
“freedom of choice” waiver (because it permits a
state to waive the free choice of provider require‐
ment). It also provides for waivers of comparability
of services and statewideness requirements.
Originally, 1915(b) waivers were most commonly
used by states to implement managed care pro‐
grams by restricting beneficiaries’ choice of provid‐
ers. However, the 1997 Balanced Budget Act
allowed states to employ managed care for certain
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Medicaid beneficiaries through a state plan
amendment rather than a waiver. Still, the 1915(b)
waiver authority can be used to create a “carve out”
system of managed care delivery for specialized
services such as mental health services, as well as
target certain services to a particular region or
segment of the population.
Unlike the 1115 demonstration waiver authority, a
state cannot use a 1915(b) waiver to expand eligibil‐
ity. By law, 1915(b) waivers are approved for an
initial two‐year period and may be renewed for
additional two‐year periods. By statute, a 1915(b)
waiver program must be “cost effective” – i.e., the
per‐beneficiary costs must be no greater than the
costs of serving individuals in the absence of a
waiver program. As discussed in Chapter 6, several
states furnish mental health services through
Section 1915(b) waiver programs.

1915(c) Home and Community-Based
Services Waivers
The 1915(c) waiver authority permits states to
provide services (e.g., personal care, respite,
habilitation, case management) to individuals who
would otherwise require and be eligible for institu‐
tional services in a hospital, nursing home facility
or ICF/MR. States must demonstrate that the
average per person costs of furnishing home and
community services does not exceed the average
per person cost of institutional services to persons
in the target group. Section 1915(c) permits states
to obtain a waiver of Medicaid’s comparability and
statewideness requirements as well as extend
institutional financial eligibility rules to people in
the community.
The waiver of comparability
permits a state to target services to specific groups
of beneficiaries (e.g., individuals with develop‐
mental disabilities). In addition, a state may limit
the number of individuals who participate in a
program. Many of the benefits that a state may
offer through an HCBS waiver cannot ordinarily be
offered under the Medicaid state plan. As dis‐
cussed in Chapter 6, this waiver authority has not
been used frequently to support working age adults
with serious mental illnesses.

Conclusion
Medicaid is a linchpin in meeting the health needs
of low‐income individuals and families in the
United States. It has grown enormously in scope
and depth over the past four decades. During that
time, federal policy has evolved considerably.
Within federal parameters, states have substantial
flexibility in crafting their Medicaid programs with
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regard to who will be served and which services
will be offered. To incorporate Medicaid financing
into systems that support working‐age adults with
serious mental illnesses, states must examine how
they can employ Medicaid’s flexibility to advance
their goals and objectives.
The next chapter discusses in detail how federal
rules affect Medicaid eligibility for adults with
serious mental illnesses. A state’s eligibility policies
play a critical role in determining the extent to
which people with serious mental illnesses can
receive Medicaid services.
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Chapter 3

Medicaid Eligibility

1

Federal policy establishes the fundamental parameters concerning the
groups of individuals that a state may serve in its Medicaid program.
This chapter explains Federal requirements and options that determine
Medicaid eligibility for working-age adults with serious mental illnesses.

n order to receive the mental health and other
benefits that a state covers in its Medicaid
program, working-age adults with serious
mental illnesses must meet state eligibility
criteria. Medicaid is a means-tested program;
that is, eligibility depends on whether individuals’
income and resources are at or below specified
threshold levels. Medicaid eligibility also hinges on
whether the person meets other categorical
requirements, such as disability criteria. Federal
law gives states latitude to expand Medicaid
eligibility for people with disabilities beyond
fundamental federal mandates.

I

A state’s Medicaid eligibility policies may not
exclude individuals with serious mental illnesses
based on their diagnosis. Similarly, a state may not
establish more liberal eligibility policies for
individuals with serious mental illnesses than for
people with other disabilities. Eligibility policy
changes that might benefit individuals with serious
mental illnesses must encompass all people with
disabilities. The description of Medicaid eligibility
that follows applies to working-age adults with
serious mental illnesses insofar as they qualify for
Medicaid by meeting generic disability, income and
asset tests.

This chapter describes federal policies that affect
Medicaid eligibility for working-age adults with
serious mental illnesses, including the eligibility
expansion options available to states. There are
many intricacies to Medicaid eligibility, both in
federal policy and within each state’s policies.
While Medicaid eligibility criteria are described in
some detail, the chapter’s main purpose is to
provide an overview rather than explore every
intricacy. When assessing the role that Medicaid
might play in supporting working-age adults with
serious mental illnesses in the community, it is
important to become familiar with the state’s
eligibility policies, including whether such policies
might be changed to improve access.

Some aspects of Medicaid eligibility pose special
challenges for working-age adults with serious
mental illnesses. Ways to identify and address
these challenges are also discussed in this chapter.

The chapter devotes considerable attention to the
interplay between Medicaid eligibility and employment. Recent changes in federal law and
policy permit states to continue Medicaid eligibility
for people with disabilities who work. Because
employment is important for working-age adults
with serious mental illnesses, these policy changes
– if adopted in a state – can allow individuals to
continue receiving Medicaid benefits when their
recovery leads to employment.
At the outset, it is important to stress that the extent
to which working-age adults with serious mental
illnesses qualify for Medicaid is directly dependent
on a state’s generic eligibility policies concerning
non-elderly adults with disabilities. There are no
special Medicaid eligibility groups reserved
exclusively for people with serious mental illnesses.

Overview
The “Basic Features of Medicaid Eligibility” are
summarized on the next page. Medicaid eligibility
is rooted in two federally financed programs of
cash assistance to help support low-income
individuals and families: the former Aid to Families
with Dependent Children (AFDC) program, which
provided income support for low-income families
with children, and the Supplemental Security
Income (SSI) program for older persons, blind
persons, and persons with disabilities. In 1996,
welfare reform legislation replaced AFDC with a
new program, Temporary Assistance for Needy
Families (TANF), but maintained existing Medicaid
eligibility criteria based on AFDC eligibility standards for dependent children and parent(s).
Like AFDC/TANF and SSI, Medicaid is a meanstested entitlement program. That is, a person
qualifies for Medicaid if: (a) their income and
resources do not exceed the state threshold specific
to their eligibility group and (b) they satisfy all
other relevant eligibility criteria.
Medicaid eligibility rules fall into two basic sets:
categorical and financial. The categorical set of
rules defines specific categories of persons for
whom federal law permits coverage. In the case of
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Basic Features of Medicaid Eligibility2
There are five generic, broadly applicable parameters that govern Medicaid eligibility:

!

Categorical eligibility. In order to secure Medicaid eligibility, a person must fall into a specified category or
eligibility group. There are five broad coverage groups: children, pregnant women, adults in families with
dependent children, people with disabilities (adults and children), and older persons.

!

Income eligibility. Medicaid is means-tested. Individuals not only must be in one of the program’s specified
categories but also cannot have income that exceeds the income standard for the category. Medicaid income
standards vary across beneficiary groups (and by state) and are expressed in different ways. Some standards
are tied to percentages of the Federal Poverty Level while others are keyed to cash assistance programs
(e.g., SSI). Some standards are set in federal law and others by the states. Some vary based on family size.
It is important to point out that the income standard against which Medicaid eligibility is tested applies only
to the income that remains after the application of disregards. Disregards reduce a person’s or household’s
gross income (from all sources of countable income) to arrive at the amount of income that is countable and
compared to the standard. This practice has a close counterpart in income tax rules, which exempt certain
types or amounts of income from taxation and allow certain types or amounts to be deducted from otherwise
taxable income. For example, in the case of people with disabilities, the first $20 of monthly income
(regardless of source) is disregarded.

!

Resource Eligibility. In most cases, Medicaid eligibility also is tied to threshold amounts of resources (e.g.,
cash and savings). A resource standard is the maximum dollar amount of resources that a person may have
and still qualify for Medicaid. A typical resource standard for people with disabilities is $2,000. As with an
income standard, the resource standard is applied to the total dollar value of a person’s resources after the
application of rules about whether specific types of resources are countable and how resources are valued.
For example, in the case of individuals with disabilities, the person’s own home is not counted as a resource
and, thus, is disregarded when determining eligibility.

!

Immigration Status. Most legal immigrants who entered the United States before August 22, 1996, and who
meet all other financial and non-financial Medicaid requirements, are eligible for Medicaid, either because
the immigrant can be credited with 40 quarters of Social Security coverage or, if not, at a state’s option.
The majority of legal immigrants who entered after August 1996 are ineligible for basic Medicaid benefits
until they have been in the country for five years (with the exception of emergency services). Once a nonexempt immigrant meets the five-year test, a state may grant eligibility before the individual becomes a
citizen and must grant eligibility if the person has 40 hours of creditable Social Security coverage. The 1997
Balanced Budget Act provided that legal immigrants who receive SSI benefits are eligible for Medicaid even
though they may not have been in the United States for five years.3

!

Residency. A person must be a resident of the state in which he or she is applying for Medicaid. A state may
not deny Medicaid eligibility because a person has not resided in a state for minimum period of time.

people with serious mental illnesses, the disability
categorical group usually is the most pertinent.
Medicaid criteria for determining who has disabilities are generally the same as SSI criteria, as
established by the Social Security Administration.
To qualify in a disability category, a person must
have a long lasting, severe, medically determinable
physical or mental impairment.
Medicaid’s
eligibility rules for persons with disabilities are also
built on a foundation of Social Security Administration disability determination rules. But many
exceptions and variations have been enacted over
the years so that low-income persons who need
health care but do not qualify for cash assistance
may become eligible for Medicaid. With respect to
the disability categorical group, the discussion of
Medicaid eligibility includes: (a) persons who

qualify for Medicaid by virtue of the receipt of SSI
cash assistance or under more restrictive rules in
some states (see explanation of 209(b) below) and
(b) options that permit eligibility expansions to
other individuals.
Working-age adults with serious mental illnesses
also may qualify for Medicaid by being a member
of a low-income family with children or under
special provisions that apply to low-income
pregnant women. A person’s disability is not a
criterion for eligibility in these groups; instead, the
applicable criteria revolve around the composition
of the household (which must include one or more
children in the case of adults applying for family
coverage) and income. While there is no direct tie
between disability and Medicaid eligibility for
adults in these households, there is considerable
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evidence that many adults in qualifying lowincome households also have serious mental
illnesses.4

Medicaid for SSI Cash Assistance
Beneficiaries
Medicaid eligibility for people with disabilities is
tied very closely to eligibility for SSI cash assistance, the federally administered program that
ensures a nationally uniform income floor for
persons who are elderly, who are blind, or who
have disabilities.5 In many states, SSI beneficiaries
are automatically eligible for Medicaid. However,
there are some states (called 209(b) states) where
Medicaid eligibility for people with disabilities is
more restrictive than SSI requirements or where SSI
beneficiaries are required to apply separately for
Medicaid (“SSI-criteria states). In 209(b) states, SSI
beneficiaries still must be granted Medicaid
eligibility once they satisfy certain requirements
(described below).
In order to be eligible for SSI, a non-elderly adult
(age 18 to 64) must have a severe, medically
determinable physical or mental impairment or
impairments. The impairments that are the basis
for SSI eligibility (and SSDI eligibility) are contained in the “Listings of Impairment” that are
promulgated by and periodically revised by the
Social Security Administration.6 The impairments
in the Listings are similar to diagnoses. (The box,
“SSI and SSDI”, (below) describes the similarities
and differences between the two programs.)
For example, the Listings of Mental Impairments
were drafted to parallel the Diagnostic and Statistical Manual, which is used to diagnose mental
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disorders, including mental illnesses such as
schizophrenic, affective, and anxiety disorders.7
Not all impairments qualify a person for SSI. For
example, individuals for whom “drug addiction or
alcoholism is the contributing factor material to
their disability” are not eligible for SSI and,
therefore, ineligible for Medicaid on the basis of
their disability.
Having a severe impairment (including a serious
mental illness) is not sufficient to make a person
eligible for SSI.
In the case of adults,8 the
impairment must be judged to be so severe that a
person not only is unable to perform his or her
previous work but “cannot, considering his [her]
age, education and work experience, engage in any
other kind of substantial gainful work.”
In 2005, a person’s inability to work is defined in
part as having earnings less than $830 per month
net of income-related work expenses. Earnings
above this level are considered by regulation as
evidence of a person’s ability to engage in substantial gainful activity (SGA).9 SSI eligibility is based on
an individual’s having a listed severe impairment
that causes the person to be unable to engage in
regular work where the individual earns more than
the SGA standard.
The SSI program was created and structured to
provide support to persons who have especially
severe disabilities. Consequently, not all persons
who have serious mental illnesses qualify for SSI.
Anyone who does not meet SSI disability criteria
cannot receive Medicaid in a disability category of
eligibility, even if they have extensive medical
needs or high medical bills. There are special
exceptions that allow Medicaid eligibility for

SSI and SSDI
The SSI program sometimes is confused with the Social Security Disability Insurance (SSDI) program.10 SSI and SSDI
both provide assistance to individuals with severe impairments who are unable to work. The SSDI program makes
payments to medically disabled individuals who have worked and paid Social Security taxes for a minimum number of
years. SSI eligibility does not hinge on a person’s previously paid Social Security taxes; children also can qualify for
SSI. An individual’s SSDI entitlement is based on work history. SSDI payments also are made to the “adult disabled
children” of deceased or retired workers. Some individuals receive both SSI and SSDI payments, when the amount of
their SSDI entitlement is less than the standard SSI payment. Adults with disabilities who apply for Social Security
benefits are evaluated to determine whether they qualify for either program; individuals who are determined
eligible are assigned to the SSDI program if they qualify and SSI if not. Because SSI and SSDI disability criteria are the
same, SSDI-only beneficiaries may also qualify for Medicaid based on disability but usually in the “optional” eligibility
groups. SSDI-only beneficiaries have income that is higher than the income standard associated with SSI eligibility.
In 2001, there were 5.2 million “disabled worker” SSDI beneficiaries, 28 percent of whom had mental disorders other
than mental retardation. In comparison, there were 3.8 million SSI beneficiaries between the ages of 18 and 64,
including 35 percent who had mental disorders other than mental retardation.11 There were approximately 1.2
million individuals between the ages of 18 and 64 who received both SSI and SSDI public assistance benefits.12
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certain former child beneficiaries of SSI disability
benefits as well as for persons who do not meet one
or more of the usual SSI disability criteria because
they earn more than $830 per month. These
exceptions are discussed later in the chapter.
Thirty-nine states and the District of Columbia
grant Medicaid to all individuals in any month in
which they receive an SSI payment.13 Of these,
thirty-three do so automatically, based on a list of
SSI beneficiaries compiled by the federal Social
Security Administration and transmitted to the
states.14 The other seven states15 (known as SSIcriteria states) require that SSI beneficiaries file a
separate application with the state for Medicaid
benefits. The remaining 11 states16 follow what is
known as the 209(b) exception option (described
below) which allows them to provide Medicaid to
SSI beneficiaries only if they meet the state’s
criteria, which may be more restrictive than SSI.

General Rule: SSI Income and
Resource Eligibility
In states where Medicaid eligibility is directly tied
to receipt of SSI, SSI income and resource eligibility
rules are followed. The general income eligibility
rule for SSI specifies the level of “countable
income” at or below which a person is financially
eligible for benefits. Countable income includes
cash income plus certain in-kind goods or services
a person receives in a given month, minus certain
amounts that are exempt from the SSI benefit
calculation (discussed more fully below).
In 2005, the maximum monthly federal SSI benefit
for persons with no more than $20 in other income
is $579 for an individual and $869 for a couple.17
These maximum payment amounts are also known
as the “Federal Benefit Rate” (FBR). Persons with
income from other sources (e.g., Social Security or a
pension) receive a lesser amount – equal to the
difference between the full SSI benefit rate and the
amount of their countable income from other
sources. For example, the SSI benefit for an individual with countable income of $540 would be only
$39 per month. The general rule also defines
countable resources as cash or other property,
including real property, that (a) were acquired at
some time in the past, (b) the individual has the
right to access, and (c) could be converted to cash
and used to cover current basic living needs.
Individuals with up to $2000 ($3000 for a couple) in
countable resources can qualify for SSI.18 SSI
resource limits often serve as the basis for Medicaid
resource eligibility.

Exceptions to the General Rule
There are two major exceptions to the general SSI
income and resource eligibility rules: the state
209(b) option and protection for certain former SSI
beneficiaries.

State 209(b) option19
Medicaid for the “Aged, Blind, and Disabled”
historically had always been linked to receipt of
cash assistance benefits. When SSI replaced stateonly programs of aid for older persons and people
with disabilities in 1972, it was expected to lead to
large increases in the number of beneficiaries. The
209(b) option was enacted along with SSI in 1972 to
allow states to avoid similarly large increases in
Medicaid enrollment and costs. At present, there
are eleven 209(b) option states.
Many Medicaid eligibility rules under the 209(b)
option follow SSI rules. But states may choose,
instead, to use some or all of the more restrictive
Medicaid rules that were in effect in their state on
January 1, 1972, shortly before SSI was enacted.
Typically these states have retained at least some of
their pre-SSI rules concerning countable income or
resources. Only a few use more stringent criteria
for determining blindness or disability.20
In general, 209(b) states have lower income and/or
resource standards than states that key eligibility to
the SSI FBR. Federal rules require that all 209(b)
states counterbalance the potential negative effects
of the 209(b) option on SSI beneficiaries. Any
residents who are elderly, blind, or have disabilities
— including those with too much income for SSI —
must be allowed to “spend down” to the state’s
Medicaid income standard if their expenses for
medical services so erode their income that their
“net” remaining income would be less than a
standard set by the state. This requirement creates
a medically needy-like program for this population,
even in states that have not chosen specifically to
cover the medically needy as an option, as is the
case in Indiana, Missouri, and Ohio. Spend-down
rules for 209(b) are virtually identical to spenddown rules for the medically needy (discussed
below).

Medicaid protection for certain former SSI
beneficiaries
Federal law also requires all states, including 209(b)
states, to provide Medicaid to former SSI
beneficiaries who would, but for increases in their
Social Security benefits, continue to be eligible for
SSI.21 Congress passed this provision in 1986 to
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ensure that annual Social Security increases –
intended to improve people’s lives – did not harm
this group by causing them to lose Medicaid as well
as SSI. 22 These individuals are treated as if they are
still receiving SSI. Most of the individuals affected
have incomes just marginally above the income
levels at which they might qualify for SSI and
Medicaid. In fact, many persons who could qualify
for Medicaid under these provisions do not apply
for the program, most likely because they are not
aware of them. Improved understanding of these
protections may help increase the Medicaid
enrollment of this group.

Countable Income or Resources
The concept of countable income and resources
may seem arcane but is important. As noted
previously, neither SSI nor Medicaid determine
eligibility by comparing a person’s total income and
resources to the dollar thresholds that apply in the
person’s eligibility category. Rather, both programs
count only certain types and amounts. For this
reason, an individual can have total income or
resources that are higher than the nominal
eligibility limits (i.e., higher than $579 in total
income or $2000 in total resources for SSI) and still
qualify for benefits.

SSI Rules
SSI rules reduce a person’s gross income in
calculating countable income in three important
ways. First, SSI disregards the first $20 of every
applicant/recipient’s income, regardless of source.
Second — and of great significance to people with
disabilities who work — SSI provides an additional
disregard of earnings from work, amounting to the
first $65 plus one-half of the remaining earnings
amount. This disregard of earned income contrasts
with the treatment of unearned income (e.g.,
pensions or SSDI payments). Except for the basic
$20 disregard, in general all unearned income is
countable and reduces a person’s SSI payment.
Unearned income in excess of $599 (the $579 FBR
plus the $20 universal disregard) precludes eligibility for SSI and thereby Medicaid, unless the state
has another disability-related eligibility group for
which the person qualifies. In the case of earned
income, however, a significant portion is disregarded. SSI rules also contain additional work
incentives, which are described in “SSI and People
with Disabilities Who Work” on the next page.
Third, spouses or children with disabilities in
families with other non-disabled members who are
ineligible can qualify for SSI at higher gross
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Example: SSI Treatment of Earned Income
If an individual with a disability has a job that pays
$700 per month and has no other unearned income,
then SSI rules treat the person’s earnings in the
following fashion:
Gross income: $700
Disregards:
!
!
!

First $20 +
Additional $65 of earnings
One-half of remaining earnings
(1/2 X $615.00 = $307.50)

Countable Income: $307.50
This person would receive a $271.50 SSI benefit
($579 - $307.50). Combined with the individual’s
earnings, the person would have $971.50 available
($700 in earnings plus the SSI benefit). Because the
person is receiving an SSI benefit, she/he would also
have Medicaid coverage.

amounts of family income. In such households, SSI
counts only the portion of the non-disabled family
member’s income that is left after SSI subtracts
amounts to cover their basic needs. SSI also may
apply several other special-purpose reductions.
SSI rules also reduce gross resources in determining whether resources are below the SSI
$2,000/$3,000 thresholds, by exempting the home
(regardless of value) and (within limits) such things
as an auto, household goods, surrender value of life
insurance, burial funds, and property that is
essential to self-support.23

Additional Eligibility Options for
People with Disabilities
SSI cash beneficiaries can secure Medicaid: (a) automatically in most states by virtue of their cash
assistance status; (b) by applying for it in “SSIcriteria states;” or, (c) satisfying the rules employed
in 209(b) states. There are other eligibility options
available to states that permit them to extend
Medicaid eligibility to people who have disabilities
(based on SSA criteria) but who are not SSI cash
beneficiaries. The following sections describe these
options. These options often (but not exclusively)
benefit SSDI beneficiaries whose SSDI entitlement
disqualifies them from SSI. These individuals, of
course, must meet the same disability impairment
tests as SSI beneficiaries. Also, with respect to these
optional eligibility groups, federal policy gives
states additional latitude to depart from SSI rules
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SSI and People with Disabilities Who Work
Eligibility for SSI (and SSDI) is assessed by whether a person can engage in “substantial gainful activity” (SGA).
SGA is measured in part by whether a person’s earnings, after deducting work expenses, are $830 or less per
month. A concern is that, once a person’s earnings exceed $830 per month, she or he will be dropped from SSI
and, thereby, potentially lose Medicaid benefits. As a result of changes enacted in 1986, which added
Section(§)1619(a) and §1619(b) to the Social Security Act, federal SSI policy provides opportunities for SSI
beneficiaries to obtain work and still retain SSI benefits even if their earnings exceed the SGA level, and to retain
Medicaid benefits at even higher levels of earned income.24
!

§1619(a). Individuals whose earnings exceed the SGA continue to receive SSI payments so long as their
earnings do not exceed the “breakeven point.” The breakeven point is the amount of income (from earnings
or other sources) that would cause a person’s SSI payment to go to zero. In 2004, that amount is $1,243 for
an individual who does not have income from sources other than earnings. Because an individual continues to
receive an SSI payment, Medicaid coverage continues as it would for any other SSI cash assistance recipient.
When a person’s income rises above the SGA level, the Social Security Administration automatically moves
the person into §1619(a) status. An individual may continue in §1619(a) status as long as the person’s income
remains below the breakeven point and the person continues to meet other SSI requirements.

!

§1619(b). Under this provision, if a person’s income exceeds the breakeven point, then she or he becomes
ineligible for a SSI cash payment but potentially is eligible for continuing Medicaid benefits. In order to
qualify for continuing Medicaid eligibility, the individual must have lost eligibility for an SSI payment due to
increased earned income (this provision does not protect individuals who become ineligible for an SSI
payment for other reasons) and must be found to: (a) continue to have a disabling impairment; (b) meet all
non-disability eligibility criteria except for earned income (e.g., meet the SSI resource test); (c) need
Medicaid services in order to work; and, (d) be unable to afford health care benefits comparable to those
received if not employed. Individuals continue in §1619(b) status as long as their gross earned income is
below a “threshold amount” (which takes into account the FBR and the dollar value of Medicaid benefits, by
state). Individuals in §1619(b) status are treated as if they were SSI beneficiaries for purposes of Medicaid
eligibility. However, in states where Medicaid eligibility is not directly linked to SSA eligibility data (SSIcriteria and §209(b) states), problems can arise in assuring that individuals retain Medicaid.25

In 2001, about 22,000 SSI beneficiaries benefited from §1619(a) and 76,000 from §1619(b).26 While these work
incentives assist people with disabilities to return to work and continue to receive Medicaid benefits, they apply
only to individuals who already are SSI beneficiaries.
Other work incentives available to SSI beneficiaries include: (a) Plan for Achieving Self-Support (PASS) and (b) the
impairment-related work expense (IRWE). Both incentives permit SSI beneficiaries to purchase employment
supports by sheltering earned income. These additional work incentives help avoid reductions in a person’s SSI
benefit during the period when they are entering or re-entering the workforce.

concerning countable income and resources. This
latitude (contained in §1902(r)(2) of the Social
Security Act and described in more detail on the
following page) may be used by a state to (1)
extend Medicaid eligibility to low-income people
with disabilities who might not qualify under SSI
rules, and (2) to encourage such persons to obtain
employment.
The majority of eligibility pathways for individuals
with serious mental illnesses are based, at least in
part, on their disability status. Table 3-1 on the
following page shows these different eligibility
options and the number of states that use them, as
well as basic financial and other requirements.
Omitted from this table are the few options for
enrolling persons with serious mental illnesses
based on non-disability criteria. However, all
relevant options are discussed in this section.

Many working-age individuals who are eligible for
Medicaid under the options described in this
section are also eligible for Medicare benefits. Dual
eligibility is described in the “Medicare-Medicaid
Dual Eligibles” section on the following pages.

State Supplemental Payments
Many states supplement the basic SSI payment and
pair these state supplementary payments (SSP)
with automatic Medicaid eligibility. These states
have elected to spend state-only, unmatched money
to supplement the basic SSI FBR in circumstances
where they have determined that rate to be
insufficient to cover living expenses necessary for
minimally adequate living standards. These state
supplements are state-determined and vary widely
by state. Some states provide across-the-board
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Table 3-1: Medicaid Eligibility Options for Working-Age Adults with Disabilities
Medicaid Eligibility
Option

# of
states

Income Limit

Required
Age Limits

Resource/ Asset
Limit

Can Apply
1902(r)(2)

Disability
Definition

None

State can set

Yes

SSI

None

At least as much
as SSI

Yes

SSI

None

SSI

Yes

SSI

None

SSI

Yes

SSI

State Supplement
Group (SSP)

35

100% of Poverty

19

Medically Needy

31

BBA 97

12

TWWIIA Basic

16

No Federal limits;
state can set

16 - 64

No Federal limits;
state can set

Yes

SSI

TWWIIA Medical
Improvement

7

No Federal limits;
state can set

16 – 64

No Federal limits;
state can set

Yes

Previously
eligible for SSI

No Federal limits;
state can set
State defines,
no more than
100% FPL
Less than 133.33%
of pre-TANF AFDC
level
250% FPL net
income

§1902(r)(2): Medicaid Exceptions to SSI Rules on Counting Income and Resources27
§1902(r)(2) of the Social Security Act permits a state to adopt more liberal rules than SSI concerning countable
income and resources for optional eligibility groups. Federal rules concerning this provision were extensively
revised in January 2001 and CMS has issued technical assistance to guide states in using the latitude under
§1902(r)(2), especially with respect to people with disabilities. This provision cannot be invoked for most
mandatory categorical eligibility groups (e.g., SSI beneficiaries). 28
These rules allow states to redefine countable income or assets so that statutory eligibility limits, while still theoretically applicable, can be greatly exceeded. This flexibility comes with certain restrictions. First, the different
counting methods must not disadvantage anyone, even if relatively more people would benefit than would be
disadvantaged. Second, although a state may restrict its more liberal methods to eligibility groups it selects, the
eligibility group(s) must be specifically defined in Medicaid law. A state cannot carve out a subgroup of its own
definition (e.g., one based on medical diagnosis or place of residence). While the federal rules give states broad
flexibility to expand eligibility, the adoption of more generous methods must, of course, conform to a state’s
budget considerations and political decisions.
The rules allow establishing higher resource limits for optional groups above the $2,000 SSI resource standard.
The rules also may be used to completely exempt certain resources (e.g., retirement accounts). A state may also
disregard specified sources of income. For example, a work incentive can be provided by disregarding some or all
of the earned income of working-age adults with disabilities. The net effect of a state’s invoking this flexibility is
to broaden who may qualify for Medicaid in the categories where more liberal rules are applied. For example, in
a state with the 100 percent of poverty option, more liberal disregards widen the number of individuals who meet
the income standard for this option. More liberal disregards can assist more people to qualify as medically needy
(especially more liberal resource standards) or reduce the amount that medically needy individuals must “spend
down” in order to qualify.

supplements to SSI-eligible persons. Several states
provide supplements to individuals who live in
designated types of community residences or for
other reasons. In states that provide supplements,
the effect of the supplement is to increase the
income standard from the SSI FBR to the SSI FBR
plus the amount of supplement for which a person
qualifies. Some individuals have too much income
to qualify for SSI cash assistance but may qualify
for an SSP benefit only. States can elect to make

such persons automatically eligible for Medicaid,
just as they can for SSI beneficiaries. Automatic
Medicaid eligibility for state supplement beneficiaries provides an additional measure of assistance
in paying for needed medical services. States have
broad flexibility with respect to not only the level of
SSP support but also the criteria under which
supplements are offered. Individuals with serious
mental illnesses who receive SSP benefit from this
expansion of Medicaid eligibility.
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Medicare-Medicaid Dual Eligibles
Working-age adults with disabilities qualify for the
Medicare program if they have received SSDI
benefits for a period of two years. People who
receive both SSI and SSDI benefits, and individuals
who receive only SSDI benefits but also qualify for
Medicaid in an optional eligibility category, are
called “dual eligibles” because they are eligible for
both Medicare and Medicaid benefits. States pay
the premiums, co-insurance and deductibles for
services that dual eligibles receive through Medicare
(e.g., physician services). Federal law also requires
states to pay Medicare premiums, co-insurance
and/or deductibles for certain low-income individuals, including SSDI beneficiaries, who do not qualify
for Medicaid.
Low-income people with serious mental illnesses
benefit from Medicare coverage, but Medicare
covers only a limited package of mental health
services (described in Chapter 4).
Medicaid’s
benefit package is broader than Medicare’s,
especially with respect to long-term care services.
With respect to dual eligibles, Medicaid is often said
to “wrap around” Medicare benefits. Consequently,
those who require a wider-range of mental health
services benefit much more when they also qualify
for Medicaid. In states where there is limited use of
Medicaid eligibility options, low-income working-age
adults with serious mental illnesses are more likely
to have only the more limited Medicare benefit
package to fall back on, and the availability of
critical community mental health services will hinge
on the availability of state funding.

100 Percent of Poverty Option
In 2004, the federal SSI FBR was approximately 73
percent of the Federal Poverty Level (FPL) for one
person. States have the option to raise the income
level at which any person who meets SSI disability
criteria can qualify for Medicaid to as high as 100
percent of FPL ($9,310 for one person in calendar
year 2004, increasing incrementally for additional
family members).29 In states that employ this
option, SSDI-only beneficiaries are more likely to
qualify for Medicaid because many of them receive
SSDI payments that are too high for SSI cash
assistance but less than 100 percent of FPL. States
using this option may not set limits on countable
resources lower than SSI levels ($2000 for one,
$3000 for a couple) but may disregard additional
resources under §1902(r)(2) of the Act.
It bears repeating here that what is compared to
these eligibility levels is countable (not total)
income and resources. Under the 100 percent of
poverty option, at the very least, states must

disregard the same kinds and amounts of income
and resources that SSI disregards, but they may
also use more liberal income disregards than SSI.
Because there is no spend down requirement
associated with this option, beneficiaries do not
have to spend their own funds on medical services
in order to qualify (unlike the medically needy
option described below). Nineteen states have
selected this option.30 Most have tied their income
standard to 100 percent of FPL, although some have
pegged that standard to a lower amount (between
80 to 95 percent of FPL.)

Medically Needy Option31
States can cover people who have too much income
to qualify in any other eligibility group under the
“medically needy option.” Under this option, a
person must still fit into one of the Medicaidcoverable categories — for example, meet SSI/SSDI
disability criteria. If not, they cannot qualify as
medically needy no matter how low their income or
how extensive their medical need. There is no
specified ceiling on how much income a person can
have and still potentially qualify as medically
needy if their medical bills are high enough. Under
the medically needy option, a state establishes
income standards (also called the “medically needy
income limit”) and resource standards that apply to
individuals who cannot otherwise qualify for
Medicaid.
Once individuals incur sufficient
medical expenses to reduce their income to the
state’s standard (that is, they “spend down” to the
medically needy income limit), they become
eligible for Medicaid payment of covered services.
A Hypothetical Spend-Down Situation
If a state’s medically needy income standard for an
individual is $450 per month and the person has
countable income of $800 per month, then the person
becomes eligible for Medicaid after incurring $350 in
medical expenses.

With respect to working-age adults with disabilities, the medically needy option can be beneficial
for persons who have high prescribed drug or other
medical expenses. It also is a Medicaid eligibility
“pathway” for persons who require Medicaidreimbursable institutional care (e.g., nursing facility
services) in states that cover nursing facility care in
their medically needy program. In 2000, about 3.6
million Medicaid beneficiaries were in the medically needy category, including approximately 1.3
million older persons and persons with disabilities.
Medically needy is also a pathway to Medicaid
eligibility for SSDI beneficiaries (including those
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with mental disorders) who cannot otherwise
qualify for Medicaid.
Thirty-two states and the District of Columbia have
medically needy programs that include individuals
with disabilities. The income and resource standards that apply to these programs vary considerably among states. Some income standards are less
than $200 per month while others are over $500.
However, it is important to keep in mind that states
may disregard income and resources when they
employ the medically needy option (as they can
with other optional eligibility categories). When
income is disregarded, the effect is that individuals
can qualify for Medicaid as medically needy at
lower levels of incurred medical expenses.
The role that the medically needy option plays in
enabling working-age adults with disabilities to
qualify for Medicaid hinges on the other optional
coverages that a state has in place. For example, in
states that have adopted the 100 percent of poverty
option, medically needy eligibility comes into play
only for higher income individuals who do not
qualify under that option. Where a state has not
adopted the 100 percent of poverty option, medically needy may be the only pathway to Medicaid
eligibility for non-SSI beneficiaries.
It is important to note that under the medically
needy option, a state is not required to offer its full
package of Medicaid benefits. A state may limit its
coverage for the medically needy to certain “mandatory” Medicaid benefits (e.g., physician services).
In general, most states that operate medically
needy programs offer their full Medicaid package.
However, some exclude significant benefits.32
There are additional features of the medically
needy option that warrant mention:
!

A state may not restrict eligibility based on
medical condition, type of services needed, or
place of residence.

!

Except for 209(b) states, a state must use a
single eligibility level for income and resources
for all the medically needy groups that it
covers.33 In the case of income levels, this single
level may not exceed 133 1/3 percent of the
state’s pre-welfare reform AFDC payment
levels. As noted above, in some states, these
medically needy income levels are quite low,
typically less than the SSI level. This can mean
that individuals with the same disability may
find themselves in very different situations
depending on whether they qualify for
Medicaid as an SSI beneficiary (or through
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another option) or under the medically needy
option. The former group receives Medicaid
benefits without charge while the latter group
must spend down their income on medical
services to qualify for Medicaid and, thereby,
has fewer dollars left over to meet other basic
living expenses than SSI beneficiaries.
!

Medically needy persons with incomes above
the state’s threshold must spend down before
becoming eligible for Medicaid benefits. This
spend-down requirement can be problematic.
The reason is that medically needy persons
with countable incomes above the state’s Medicaid income threshold must spend down to that
threshold on a periodic basis in order to remain
eligible for Medicaid funding of the services
they need.34 Until their spend-down limit is
reached, they are responsible for their own
medical expenses. There is no federal or state
requirement that individuals spending down
actually pay their bills. But as a practical matter, providers are unlikely to continue serving
them if they fail to pay. Alternatively, states can
offer people the opportunity to meet their
spend-down obligation by paying it directly to
the state in exchange for immediate coverage of
all their medical expenses. In either case, however, persons with incomes above the state
threshold may have a spend-down liability that
leaves them little income available to meet
living expenses.

The medically needy option permits a state to
extend Medicaid eligibility to individuals whose
income is higher than the amount that would
permit them to qualify for other optional eligibility
categories that a state may have in effect. With
respect to individuals with serious mental illnesses,
when this option is available, it will principally
enable SSDI-only beneficiaries to qualify for
Medicaid if their SSDI benefit and other income
otherwise disqualifies them from Medicaid.

300 Percent of SSI Income Option
This option – also called the special income standard –
is available for persons who meet a state’s criteria
for Medicaid institutional services (nursing facilities and ICFs/MR) and HCBS waiver programs.
Under this option, a state can establish a special
income threshold up to 300 percent of the maximum SSI benefit ($1,737 in 2005). This income
standard is tied to a person’s gross income rather
than countable income. Individuals with income
up to the threshold qualify for Medicaid without
spending down, but, when institutionalized, such
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individuals may have a “share of cost” obligation
that requires them to turn over some or all their
income except for a personal needs allowance to
offset the cost of institutional services.35
This option was originally created so that states
that did not wish to cover the entire category of
medically needy could at least cover higher income
persons residing in a medical institution. Some
states employ this option in tandem with the
medically needy option for persons served in
institutional settings. States may employ this
financial eligibility option for individuals in 1915(c)
HCBS waiver programs in order to “level the
playing field” between institutional and noninstitutional services. Persons receiving waiver
services may also have a “share of cost” obligation
that requires them to contribute to the cost of
waiver services. 36

Medicaid “Buy-In” Options for
Workers with Disabilities37
Any benefit program that uses an income cutoff to
determine eligibility may pose a powerful
disincentive for beneficiaries to return to work, if
the earnings from work put them above the
financial eligibility threshold level for benefits. To
the extent that Medicaid coverage is needed in
order to live, the problem becomes an absolute
barrier to employment rather than simply a
“disincentive.”
As discussed above, SSI rules contain a work
incentive by disregarding a significant portion of
earned income, and the SSI §1619(a) and §1619(b)
provisions enable SSI beneficiaries who work and
earn more than the SGA standard to retain
Medicaid.
In addition, states may employ
§1902(r)(2) to create additional work incentives by
disregarding earned income in the case of people
with disabilities who work but are not SSI
beneficiaries.
In 1997 and 1999, Congress enacted two options for
states to extend Medicaid eligibility to workers
with disabilities who have significant earnings but
may not qualify for Medicaid for various reasons;
(including some of the limitations inherent in SSI
work incentives, e.g., the low SSI limits on resources, or the contingency that a person must have
previously received an SSI cash assistance
payment). As shown in Table 3-2, the majority of
states have elected to employ at least one of these
options. Indications are that working-age adults
with mental illnesses have significantly benefited
when these options are made available.

In addition to employing these options (which are
described in detail below) to secure Medicaid eligibility for people with disabilities who work,
states have taken additional steps to address employment barriers. Some of these steps are described in “Supporting Workers with Disabilities”
on the following page.

BBA of 1997 Eligibility Group
Section 4733 of the Balanced Budget Act of 1997
(BBA-97) permits states to extend Medicaid eligibility to working individuals with disabilities who,
because of their earnings, cannot qualify for
Medicaid under other statutory provisions. States
that have employed these provisions have implemented more liberal income and resource
methodologies than used in SSI. Under this option:
!

A state extends Medicaid eligibility to
individuals in households with a net family
income of less than 250 percent of the Federal
Poverty Level, based on family size (in 2004,
250 percent of poverty for a one-person household is $23,275);
Table 3-2
State Coverage of BBA and TWWIIA Eligibility Groups
BBA Eligibility Group

Alaska
California
Iowa

Maine
Mississippi
Nebraska

New Mexico
Oregon
South
Carolina

Utah
Vermont
Wisconsin

TWWIIA Eligibility Groups
State
Arkansas
Arizona
Connecticut
Illinois
Indiana
Kansas
Louisiana
Michigan
Minnesota
Missouri
New
Hampshire
New Jersey
New York
North Dakota
Pennsylvania
Washington
Wyoming

Basic
Group
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

Medically
Improved
X
X
X
X

X

X
X

Income Limit
250% FPL
250% FPL
Up to $36,990
200% FPL
350% FPL
300%
250% FPL
No limit
No limit
250% FPL
450% FPL
250% FPL
250% FPL
225% FPL
250% FPL
220% FPL
100% FPL
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Supporting Workers with Disabilities38
Fear of losing Medicaid benefits is a major employment disincentive to individuals with disabilities. Federal
policy now offers states several options that permit people with disabilities who work to retain their Medicaid
benefits.
Several states have accompanied the “roll out” of new work-related Medicaid eligibility options with additional
steps to address employment barriers. For example, features of Kansas’ “Working Healthy” initiative include: (a)
a TWWIIA Medicaid buy-in eligibility option so that people with disabilities who work can keep their earnings and
have assets well-above standard Medicaid resource standards; (b) “benefit specialists” out-stationed around the
state to help individuals understand how work affects their benefits and navigate the eligibility process; and, (c)
outreach to people with disabilities and employers to increase awareness of new employment opportunities. In
order to pursue these strategies, Kansas applied for and received a Medicaid Infrastructure Grant through CMS.39
Individuals with mental illnesses comprised about one-half of the first group of Working Healthy participants.40
Follow-up consumer surveys found that Working Healthy participants with mental illnesses have experienced
significant improvements in their quality of life and health status as a result of their participation.41
Elsewhere, states that have adopted a Medicaid “buy-in” option have also pursued comprehensive strategies to
address employment barriers. For example, some states employ benefit specialists to work with individuals.
Some states (e.g., Utah and California) have modified their coverage of Medicaid personal assistance services in
order to support individuals with disabilities at locations outside their homes, including the workplace; (the use of
personal assistance to support employment is described in Chapter 4). In states that offer peer support, peer
support specialists can also play an important role in supporting individuals with serious mental illnesses to return
to work. The adoption of Medicaid buy-in options has also been linked to cross-agency employment initiatives to
promote employment for people with disabilities. These initiatives frequently include vocational rehabilitation,
program agencies (e.g., state mental health authorities), and state employment agencies.

!

Except for earned income (which is completely
disregarded), the individual must meet all SSI
eligibility criteria, including: (a) unearned income that does not exceed the SSI FBR ($579 per
month); (b) resources that do not exceed the SSI
resource standard; and, (c) SSI disability
criteria.

!

However, a state also may employ §1902(r)(2)
to disregard both income and resources that
would be counted under SSI methodologies.

In addition, under this option, a state may charge a
premium and require beneficiary cost-sharing.

TWWIIA Options
The Ticket to Work and Work Incentives Improvement Act of 199942 created two new optional
eligibility groups: (a) the Basic Coverage Group
and (b) the Medical Improvement Group. The key
differences between the TWWIIA eligibility groups
and the BBA-97 eligibility group are as follows43:
!

Basic Eligibility Group. There is no 250
percent of poverty income limit as under the
BBA-97. Instead, a state may set its own income limit. This group is limited to persons
between the ages of 16 and 64. In addition,
there are no required income and resource
standards. Like the BBA-97 eligibility group,
individuals must meet SSI disability criteria.

!

Medically Improved Group. The difference
between this group and the Basic Eligibility
Group (and the BBA-97 group) is that it may
include individuals whose disability has improved to the extent that they no longer meet
SSI disability criteria. This determination is
made by the Social Security Administration as a
result of a regularly scheduled continuing disability review.44 These individuals must have
met SSI disability criteria before the review was
conducted.

Like the BBA-97 group, states may require beneficiaries to pay premiums and share the cost of
services. In addition, with respect to the TWWIIA
groups, states also may employ §1902(r)(2) in order
to use more liberal income and resource methodologies for these groups.
In many respects, the TWWIIA option provides
states more flexibility in crafting work incentives
than the predecessor BBA-97 option. While there
are differences between the BBA-97 and TWWIIA
eligibility options, both give states the latitude to
extend Medicaid eligibility to people with
disabilities who are successfully employed. These
expansions potentially can benefit both SSI and
SSDI beneficiaries who return to work. It is important to point out that the SSDI program has
weaker basic work incentive provisions than the SSI
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Program.45 These options (or the use of income
disregards in other optional coverage groups) can
provide important assistance to SSDI beneficiaries
who work but also need access to Medicaid benefits. One important result of the BBA-97 and
TWIAA work provisions is that individuals who
formerly could only qualify for Medicaid via the
medically needy option can now receive benefits
under these options. By avoiding the spend down
requirements associated with the medically needy
option, these individuals can retain more of their
work income and, thus, be more independent.
For SSI recipients who work, eligibility for Medicaid benefits hinges on the extent to which a state
has selected other Medicaid options and how those
options have been structured.

TANF/AFDC Group and Pregnant Women
As noted previously, the 1996 “welfare reform”
legislation severed the direct and long-standing tie
between the receipt of cash assistance and Medicaid
eligibility for low-income dependent children and
their parent(s) or caretaker relatives. The Aid to
Families with Dependent Children (AFDC) program was replaced by the Temporary Aid to Needy
Families (TANF) program. However, states were
required to continue their AFDC-based Medicaid
eligibility criteria for this group.
States must also extend Medicaid eligibility to lowincome pregnant women in households with
incomes up to 133 percent of poverty, and include
pregnant women if they operate a medically needy
program. Under current Medicaid eligibility provisions for parent(s) and caretaker relatives with
children, approximately nine million adults are
Medicaid beneficiaries for reasons not directly
linked to disability.46
While these eligibility categories are not tied to
disability, studies have revealed that a significant
number of parents in very low income families and
pregnant women (who are or would likely be
eligible for Medicaid under non-disability related
eligibility groups) have serious mental illnesses.
Indeed, especially with respect to parents in very
low income families, significant numbers of individuals have been found to qualify for SSI because
they have disabilities, including those caused by
There are other adult
mental impairments.47
members in such families whose mental impairments are significant, but these individuals do not
qualify for SSI. In addition, it is estimated that
between three and four percent of pregnant women
have serious mental illnesses.

Medicaid mental health services are often provided
to SSI beneficiaries or persons who qualify for
Medicaid through other options but still meet SSI
disability criteria. However, adults in Medicaideligible low-income families can also make up a
significant portion of the pool of individuals who
may benefit from Medicaid mental health services.

Medicaid Eligibility for Individuals
with Serious Mental Illnesses:
Added Challenges
There often are added challenges in securing and
maintaining Medicaid eligibility for working-age
adults with serious mental illnesses. Some of these
challenges are shared by people with other disabilities but many are experienced more frequently
by individuals with serious mental illnesses.

Qualifying for SSI/SSDI
The processes and steps involved in securing and
maintaining SSI/SSDI eligibility are by no means
simple and frequently are time-consuming. They
can be especially challenging for individuals with
mental impairments, regardless of type.
For
persons with serious mental illnesses, it is often
important that they have assistance in navigating
the application and eligibility determination process. When such assistance is not available from
involved family members or other allies, it may be
provided by the public mental health system or local advocacy organizations and peer support networks. For example, many mental health agencies
employ benefit specialists to assist individuals in
the application process. Such assistance is a critical
capability in programs that serve homeless individuals.
Connecting individuals with serious
mental illnesses to public benefits is also a central
function of service coordinators (case managers).
Especially in states that do not automatically link
Medicaid and SSI eligibility, assistance may be
necessary to help individuals to secure Medicaid
eligibility once SSI eligibility has been obtained.
Equally important is a person’s maintaining
eligibility once it has been secured. There are
reporting requirements that both SSI and SSDI
beneficiaries must meet in order to continue their
benefits. Again, especially in states that do not
interlock Medicaid and SSI eligibility, there also are
periodic reporting requirements that individuals
must fulfill in order to maintain their Medicaid
eligibility. In the case of individuals who are
eligible for Medicaid, Medicaid-funded case
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management services (discussed in Chapter 4) can
be employed to assist individuals in maintaining
their eligibility (as well as access to other benefit
programs).
Individuals who receive SSI or SSDI benefits are
subject to periodic continuing disability review.
Neither SSI nor SSDI eligibility is granted on a
permanent basis. Continuing disability reviews
assess whether individuals continue to meet
eligibility criteria. The frequency of such reviews
varies, but they usually take place every three to
five years, depending on the nature of the person’s
disability. A review may result in a determination
that a person is “medically improved.” Such a
determination results in a termination of SSI/SSDI
benefits, which in turn leads to a loss of Medicaid
benefits unless the individual is covered under the
TWWIIA medically improved group. This occurs
because, in the disability eligibility group, Medicaid
eligibility is interlocked with SSI/SSDI disability
criteria. Some individuals with serious mental
illnesses experience improvements but episodically
encounter problems. Individuals who have been
determined by the Social Security Administration
to be medically improved can apply for
reinstatement in the event that their situation
worsens. However, after the reinstatement period
runs out, they must re-apply for benefits.

Individuals with Dual Disorders
As previously noted, individuals whose impairment is assessed as stemming from alcohol or drug
abuse cannot qualify for SSI/SSDI. A high percentage of individuals with serious mental illnesses
have dual disorders (i.e., they both have a serious
mental illness and experience substance abuse). In
the case of these individuals, there are special
challenges in securing eligibility for SSI/SSDI.
Substance abuse that accompanies a serious mental
illness does not necessarily disqualify an individual
from SSI/SSDI. In order to secure or maintain
SSI/SSDI eligibility for these individuals, it is
necessary that the person’s physician or psychiatrist
indicate that mental illness is the contributing
factor to the person’s impairment.48

Incarceration49
Numerous individuals with serious mental
illnesses experience incarceration.
In general,
incarceration causes benefits like SSI or Medicaid to
be terminated or suspended. When a person is
released (whether on parole or probation),
reconnecting to benefits can be very important so
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that the individual can obtain supports in order to
resume life in the community.50
When an SSI beneficiary is incarcerated, his/her
benefits generally cease immediately.
When
incarceration is for fewer than twelve consecutive
months, the person is placed in suspended status.
Individuals in this status may have their benefits
reinstated upon release. If the Social Security
Administration is notified in advance of release, the
person’s SSI benefit can be reinstated quickly.
However, people incarcerated for more than twelve
months must re-apply for SSI. In the case of SSDI,
benefits are suspended following conviction and
confinement in jail for 30 or more days. SSDI
benefits are immediately reinstated once release has
been verified. In the case of persons who were not
receiving SSI/SSDI before they were incarcerated,
they may apply for benefits prior to release. In
some states and localities, offender programs work
with these individuals prior to release to assist their
obtaining benefits.
Because of the linkage between Medicaid eligibility
and receipt of SSI assistance, incarceration also
poses challenges with respect to securing Medicaid
for individuals who have been incarcerated.
Federal law prohibits states from making Medicaid
payments for services furnished to incarcerated
individuals. There also are issues concerning
Medicaid eligibility when a person is released. If a
person was eligible for Medicaid before being
incarcerated, a state may suspend the person’s
eligibility during the period of incarceration and
reinstate it once the person is released (provided, of
course, that the person meets applicable eligibility
criteria). However, the practice in many states is to
terminate eligibility outright when a person is
incarcerated. In the case of individuals who receive
SSI after release, Medicaid eligibility will be
reinstated automatically once SSI benefits are
authorized, but only in states where Medicaid
eligibility is automatic for SSI beneficiaries.
Elsewhere, and in the case of individuals who
obtain Medicaid eligibility via other optional
groups, securing Medicaid eligibility requires the
person to reapply.
There are a variety of steps that states take to
reconnect incarcerated persons to benefits as soon
after release as possible. Some of these steps
include jails and prisons entering into pre-release
agreements with the Social Security Administration, continuing involvement with incarcerated
individuals by community agencies and offender
programs, and simplifying Medicaid eligibility
determination processes.51
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Effects of Institutionalization on
Medicaid Eligibility
When a person with a serious mental illness is
institutionalized, additional challenges can arise.
Federal law governing the SSI program prohibits
the payment of SSI benefits to “inmates of public
institutions.”
Under this policy, individuals
between the ages of 22-64 in long-term stay status
at state mental health facilities may not receive SSI
benefits (however, SSDI beneficiaries continue to
receive benefits in these facilities).52 SSI eligibility is
unaffected in the case of persons who are served in
other Medicaid-funded settings (e.g., nursing
facilities), in some other types of residential
settings, or when persons are institutionalized for
short periods (up to three months). Once SSI
benefits stop, the connection between receipt of SSI
benefits and Medicaid can be disrupted. When a
person is discharged from a facility, the steps
necessary to reinstate both SSI payments and
Medicaid eligibility are similar to those involved in
securing benefits for incarcerated persons.

Conclusion
In the case of working-age adults with serious
mental illnesses, the main pathway to Medicaid
eligibility is via the SSI program, either by being a
SSI cash assistance beneficiary or by meeting SSIdisability criteria and securing eligibility through
another optional eligibility group (e.g., medically
needy). Meeting SSI disability criteria is decisive
(except for individuals who are medically improved in TWWIIA states that include such individuals). Because of the stringency of SSI/SSDI
disability criteria, low-income individuals with
serious mental illnesses who qualify for Medicaid
through the “SSI pathway” have especially challenging impairments and, therefore, would benefit
from the provision of rehabilitative and other
services. The same is true of adults in TANF
households who have serious mental illnesses, even
though they might not meet SSI disability criteria.
Federal Medicaid law and policy give states
important latitude in extending Medicaid eligibility
beyond SSI cash assistance beneficiaries. In particular, individuals who are SSDI beneficiaries but
do not receive SSI can be included in a state’s
Medicaid program in various ways, including the
100 percent of poverty option or the medically
needy option. These SSDI beneficiaries must meet
the same disability tests as SSI beneficiaries. A
large proportion of SSDI beneficiaries have mental
disorders, including serious mental illnesses.

Medicaid’s overall role in meeting the needs of
working-age adults with serious mental illnesses in
any particular state hinges to a significant degree
on a state’s policies concerning the coverage of
people with disabilities. In states that have broadened Medicaid eligibility for people with disabilities, a greater proportion of individuals with
serious mental illnesses are able to receive
Medicaid-funded services.
As a result, other
resources can be used to meet the needs of a greater
number of persons who do not qualify for Medicaid, and other investments can be made in
community mental health services. To the extent
that a state’s Medicaid eligibility policies also help
overcome disincentives to work (either by invoking
the options for workers with disabilities or the
flexibility available under §1902(r)(2)), individuals
can be encouraged to enter the workplace because
they can maintain Medicaid coverage and thereby
have ongoing access to Medicaid community
mental health services.
For people who obtain Medicaid eligibility, a state
may offer vital benefits that will assist their recovery and address other important needs. Chapter 4
describes the types of benefits that states may offer
to individuals with serious mental illnesses.
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Endnotes
1 This chapter is based in large part on the especially clear
description of Medicaid eligibility authored by Letty
Carpenter in Chapter 2 (“Financial Eligibility Rules and
Options”) in Gary Smith, Janet O’Keeffe, Letty Carpenter,
Pamela Doty, Gavin Kennedy, Brian Burwell, Roberta
Mollica, and Loretta Williams (2000). Understanding Medicaid
Home and Community Services: A Primer. George Washington
University, Center for Healthy Policy Research. Available at
http://aspe.hhs.gov/daltcp/reports/primer.htm
(accessed
February 22, 2005).

2

Based on: Andy Schneider, Risa Elias, and Rachel
Garfield (2002). “Chapter 1: Medicaid Eligibility” in:
Schneider, A., Elisa, R., Garfield, R., et al. (2002). The
Medicaid Resource Book. Menlo Park CA: The Kaiser
Commission on Medicaid and the Uninsured.
3 Legal immigrants who entered the U.S. before August 22,
1996 must also meet the definition of a “qualified immigrant” in order to be eligible for Medicaid. A qualified
immigrant is one whose category of immigration status is
(a) Legal Permanent Resident (LPR), (b) Refugee, (c) Asylee,
or one of several other categories. Immigrants deemed
“nonqualified” are not eligible for basic Medicaid services
regardless of legal status. Non-qualified immigrants are
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either (a) a Person Residing Under Color of Law (PRUCOL),
(b) undocumented or (c) a non-immigrant such as a student
or foreign visitor. For more detailed information, please see
the National Health Law Program paper Immigrant Access to
Health Benefits: A Resource Manual, available at
www.accessproject.org/downloads/Immigrant_Access.pdf
4
In particular, please see the following: (a) United States
Government Accounting Office (2002). Welfare Reform:
Outcomes for TANF Recipients with Impairments. (GAO-02884); (b) National Council on Disability (2003). TANF and
Disability – Importance of Supports for Families with Disabilities
in Welfare Reform; (c) Office of Inspector General, U.S.
Department of Health and Human Services (2002). State
Strategies for Working with Hard-to-Employ TANF Recipients.
(OEII-02-00-00630); and, (d) Eileen P. Sweeney (2000).
Recent Studies Indicate that Many Parents Who are Current or
Former Welfare Recipients have Disabilities or Other Medical
Conditions. Washington DC: Center on Budget and Policy
Priorities. Some studies have found that the incidence of
mental impairments among adults in TANF households
ranges from 30 to 40 percent.
5 Federal law concerning the Supplemental Security Income
program is in Title XVI of the Social Security Act.
6 The “Adult Listings” are contained in the Social Security
Administration’s publication Disability Evaluation Under
Social Security (also known as the Blue Book). The publication is available at ssa.gov/disability/professionals/
bluebook. Mental disorders include mental retardation,
organic brain disorders and mental illnesses, among others.
7
The Diagnostic and Statistical Manual (DSM) is updated
periodically. The Listings of Mental Impairments parallels
the DSM-III, which was used in the mid-1980’s. The current
version used by mental health professionals is the DSM-IV.
8 Children (individuals under age 18) are not subject to the
substantial gainful activity test. Instead, they are evaluated
on the basis of whether their impairment(s) result in
“marked and severe functional limitations.”
9 From 1982 through June 1999, the SGA standard remained
unchanged at $500 per month. In July 1999, the standard
was increased to $700 per month and indexed to the yearover-year change in the national average worker wage
index. The SGA standard also applies to SSDI beneficiaries.
10 Federal law concerning the Social Security Disability
Insurance program is in Title II of the Social Security Act.
11 Social Security Administration (2002). Annual Statistical
Supplement. Table 7.F2.
12 Social Security Administration (2002). Annual Statistical
Supplement. Table 3.C61.
13 Information here and elsewhere in this chapter about state
policies concerning Medicaid eligibility for adults with
disabilities, is generally based on information compiled by
the National Association of State Medicaid Directors
(NASMD) and available at nasmd.org/eligibility/. The
NASMD information was compiled in 2001 but is updated
periodically.
14 §1634 of the Social Security Act permits the Social Security
Administration to enter into an agreement with a state for
this purpose.
15 Alaska, Idaho, Kansas, Nebraska, Nevada, Oregon and
Utah
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Connecticut, Hawaii, Illinois, Indiana, Minnesota,
Missouri, New Hampshire, North Dakota, Ohio, Oklahoma,
and Virginia.
17 SSI payment amounts are adjusted annually in January
based on changes in the consumer price index.
18 Unlike the FBR and SGA limits, the SSI resource limit is
not indexed and has remained unchanged for many years.
19 Section 209(b) refers to the section of the Social Security
Act Amendments of 1972 that gave states this option. This
provision is contained in §1902(f) of the Social Security Act.
20 For example, SSI is based on whether a person’s disability
will cause substantial impairment for at least 12 months. In
Indiana and New Hampshire, the expected duration of the
impairment must be at least 48 months.
21 See also: CMS/CMSO/Disabled and Elderly Health
Programs Group (June 2002). “Groups Deemed to be
Receiving SSI for Medicaid Purposes.” See also: Robert
Bohlman, National Alliance for the Mentally Ill – “Switch
from SSI to SSDI Does Not Mean Loss of Medicaid” at
nami.org/Content/ ContentGroups/Enews/1996/
December_1996/Switch_From_SSI_To_SSDI_Does_Not_Mea
n_Loss_Of_Medicaid.htm
There are three eligibility groups for whom Medicaid must
continue after SSI is lost: (a) People who lost SSI when they
received automatic cost-of-living adjustments (COLAs) in
Social Security (sometimes nicknamed “Pickle people” after
Congressman Pickle, one of the sponsors of the original
COLA legislation); (b) “Adult children with disabilities”
who lose SSI when they become entitled to Social Security
benefits based on a parent’s Social Security entitlement.
“Adult children with disabilities” are individuals who have
a disability before age 22.
When such a person’s parent becomes disabled, retires or
dies, the individual becomes eligible for SSDI. If an
individual had an SSI benefit, then the SSDI benefit – if
sufficiently large – completely replaces SSI. Federal law
requires that these individuals continue to be considered SSI
beneficiaries and receive Medicaid coverage; and, (c)
Individuals ages 60-64 who lose SSI due to receipt of Social
Security benefits for widows and widowers with
disabilities.
22 The Employment Opportunities for Disabled Americans
Act of 1986 (P.L. 99-643).
23 In January 2004, the Social Security Administration
published proposed rules concerning the treatment of assets
in determining SSI eligibility. These proposed rules would
(a) exclude household goods and personal effects from
countable resources and (b) remove the dollar value limit on
a person’s personal vehicle. Federal Register, Vol. 69, No. 3,
pp. 554-558 (January 6, 2004).
24 Also in the Employment Opportunities for Disabled
Americans Act of 1986. The enactment of these provisions
followed demonstrations that began in 1980. In 1982, these
options moved to full implementation nationwide.
However, it was not until 1986 that these provisions were
made permanent.
25 Center for Workers with Disabilities (2002).
Work
Incentives Development Report Series: Section 1619(b) Operational Challenges and Selected State Remedies. Washington DC:
National Association of State Medicaid Directors. This
series of reports contains extensive information concerning
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Section 1619(b) eligibility and some of the problems
encountered in its implementation. The series is available at
nasmd.org/disabilities/pubs/special.asp
26 Social Security Administration. 2002 SSI Annual Report.
27 More detailed information concerning the latitude
afforded states under §1902(r)(2) may be found in the
following publications: (a) Center for Workers with
Disabilities (2002). Building Work Incentives Using Section
1902(r)(2) of the Medicaid Statute. Washington DC: National
Association of State Medicaid Directors, available at
nasmd.org/disabilities/pubs/special2.pdf; and, (b) CMS
(2001).
Medicaid Eligibility Groups and Less Restrictive
Methods of Determining Countable Income and Resources:
Questions and Answers. Available at
cms.hhs.gov/medicaid/eligibility/elig0501.pdf
28 Federal Register, January 11, 2001, pps. 216-2322. These
rules are located at 42 CFR Part 435.
29 The Federal Poverty Level is higher in Alaska and Hawaii.
($11,210 and $10,330, respectively, in 2004 for one person).
30 California, District of Columbia, Florida, Hawaii, Illinois,
Maine, Massachusetts, Michigan, Minnesota, Mississippi,
Nebraska, New Jersey, North Carolina, Oklahoma, Pennsylvania, Rhode Island, South Carolina, Utah and Virginia.
31 For more information on the medically needy option,
including the states that offer this option and the
characteristics of their programs, please see: Jeff Crowley
(2003). Medically Needy Programs: An Important Source of
Medicaid Coverage. Washington DC: Kaiser Commission on
Medicaid and the Uninsured, available at
kff.org/medicaid/4096-index.cfm
32 For example, Louisiana has excluded mental health
services as well as others; some states do not include
prescribed drugs.
33 A 209(b) state may elect to use a different income or
resource standard for the aged, blind and disabled than the
standard that is used for AFDC-related individuals.
34 Typically this is every month. In some states, it is every six
months. But in the latter case, the person must be able to
spend-down an amount that equals six times their monthly
“excess” income before becoming eligible.
35 A person’s share of cost obligation is reduced when the
person has a spouse or other dependents.
36 States at their option may disregard a certain amount of
income for waiver beneficiaries to support themselves and
any dependents in the community. This amount is typically
called a personal maintenance allowance. The amount of
income remaining after subtracting the personal maintenance allowance and the allowance for dependents is the
cost-sharing obligation. States vary in the amount of the
maintenance allowance they allow, from $800 to $1,737 (the
full 300 percent of SSI standard).
37 There is extensive information concerning these options at
the CMS web site cms.hhs.gov/twwiia/default.asp. There
also are considerable resources available on the Center for
Workers with Disabilities web site:
nasmd.org/disabilities/about/altdefault.asp
38 More information concerning state initiatives to promote
employment for people with disabilities through Medicaid
buy-in options and other strategies is available from the
National Association of State Medicaid Directors Center for
Workers with Disabilities at
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39 More information concerning these grants is located at
cms.hhs.gov/twwiia/infrastr.asp
40 Jean P. Hall and Michael H. Fox (2002). Working Healthy –
A Medicaid Buy-In for Kansas. University of Kansas Department of Health Policy and Management.
41 Jean P. Hall and Michael H. Fox (2003). Early Enrollment
In Working Healthy: Program Features Make A Difference.
University of Kansas Department of Health Policy and
Management.
42 P.L. 106-170.
43 For a table comparing the features of BBA and TWWIIA
(Basic
and
Medical
Improvement),
please
see:
cms.hhs.gov/twwiia/comchart.asp
44 Periodic continuing disability reviews assess whether
individuals still meet SSI/SSDI eligibility criteria.
45 SSDI beneficiaries whose earnings exceed the SGA
standard enter what is termed a Trial Work Period. Once
that Trial Work Period is completed and the person’s
earnings continue to exceed the SGA standard, the person
faces the potential termination of SSDI. SSDI does not have
a provision similar to 1619(a) that benefits SSI beneficiaries.
46 Contained in §1931 of the Social Security Act.
47 In particular, please see the following: (a) United States
Government Accounting Office (2002). Welfare Reform:
Outcomes for TANF Recipients with Impairments. (GAO-02884); (b) National Council on Disability (2003). TANF and
Disability – Importance of Supports for Families with Disabilities
in Welfare Reform; (c) Office of Inspector General, U.S.
Department of Health and Human Services (2002). State
Strategies for Working with Hard-to-Employ TANF Recipients.
(OEII-02-00-00630); and, (d) Eileen P. Sweeney (2000).
Recent Studies Indicate that Many Parents Who are Current or
Former Welfare Recipients have Disabilities or Other Medical
Conditions. Washington DC: Center on Budget and Policy
Priorities. Some studies have found that the incidence of
mental impairments among adults in TANF households
ranges from 30 to 40 percent.
48 Dee Mukherjee, National Association for the Mentally Ill.
“New Law Denies SSI, SSDI to Those with Alcoholism and Drug
Addictions.”
49 A complete discussion of the effects of incarceration on
SSI, SSDI and Medicaid benefits is found in the following
publication: Bazelon Center for Mental Health Law. Finding
the Key to Successful Transition from Jail to the Community – An
Explanation of Federal Medicaid and Disability Program Rules.
Washington, DC.
50 More information on the interplay between SSI, Medicaid,
and incarceration can be found in the Bazelon Center for
Mental Health Law publication, Arrested? What Happens to
Your Benefits If You Go to Jail or Prison?, (2004). Washington,
DC. Available at
bazelon.org/issues/criminalization/publications/arrested/ind
ex.html
51 As an example, in November 2004 Utah allowed inmates
to re-apply for Medicaid six weeks before their anticipated
release date in order to facilitate a smooth transition into
Medicaid services. In addition, Utah provides presumptive
Medicaid eligibility to inmates who normally must wait
until a 90-day disability evaluation is completed, if they
were deemed disabled prior to being incarcerated. This
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covers a large number of individuals with serious mental
illnesses.
52 Individuals in this age cohort are affected by the IMD
exclusion, as discussed in Chapter 4.

Chapter 4

Medicaid Coverage of
Mental Health Services

States may offer a wide range of services to Medicaid beneficiaries.
Commonly, states employ certain Medicaid coverages to support
working age adults with serious mental illnesses in the community.
Other Medicaid coverages can also play a vital role in assisting
individuals. This chapter provides basic information concerning
Medicaid service coverages that are especially relevant for supporting persons with serious mental illnesses in the community.

M

edicaid’s role in supporting working
age adults with serious mental
illnesses hinges on the services that a
state includes in its Medicaid program. Federal Medicaid law does not
spell out a predefined set of distinct mental health
services. Instead, mental health services may be
furnished under several general coverage categories, some of which are mandatory and others
optional. For example, psychiatrist services fall
under the broad mandatory physician services
category. Services such as Assertive Community
Treatment may be furnished under the optional
rehabilitative services coverage. Three optional
Medicaid coverage categories – clinic (outpatient)
services, rehabilitative services, and targeted case
management – figure prominently in the provision
of community mental health services. Other Medicaid coverages (e.g., prescribed drugs) also play
vital roles in meeting the needs of individuals with
serious mental illnesses.
This chapter begins with a brief discussion of
Medicaid coverage policies. It then provides an
overview of pertinent Medicaid coverages for
supporting people with serious mental illnesses in
the community. Next, it provides more detail
concerning federal policies that apply to these
coverages, including the types of services that may
be furnished under them, as well as coverage
requirements and limitations. Examples illustrate
how individual states have employed these coverages. Chapter 5 further illustrates how states have
fashioned their Medicaid coverages of community
mental health services under the rehabilitative
services and targeted case management options.

Medicaid Coverage Policies
“Coverage” refers to the services that a state
includes in its Medicaid state plan. The federal
Medicaid statute (principally in §1905) lists the
services for which federal financial participation is
available. When a state covers a service in its
Medicaid state plan, it commits to making that
service available to all beneficiaries who require it.

The extent of federal policies concerning the
coverage of specific services varies. In the case of
certain coverages, Congress has enacted detailed
requirements. For example, federal statutory and
regulatory requirements regarding nursing facility
services are quite detailed. In other cases, however,
Medicaid law describes relatively broad coverage
parameters and, thereby, states have considerable
latitude in fashioning the services that they offer
under these coverage categories. This is especially
the case with respect to rehabilitative services
where federal law and regulations spell out the
essential features of the coverage but otherwise do
not prescribe their exact scope.
As discussed in Chapter 2, there are certain fundamental federal statutory requirements (e.g., comparability and statewideness) that apply to Medicaid
state plan services, regardless of type. Unless a
state is operating services under a waiver authority
(see Chapter 6), its Medicaid coverage must comply
with these requirements in order for the state to
obtain federal financial participation for the costs of
services it furnishes to beneficiaries. These requirements are discussed here.

Statutory Purpose
The federal Medicaid statute (along with federal
regulations and, in some cases, additional CMS
guidance) describes the intended purpose of each
coverage. For example, in the case of targeted case
management (TCM) services, the statute describes
their purpose as “assist[ing] individuals eligible
under the plan in gaining access to needed medical,
social, educational, and other services.” In order
for a state to gain CMS approval to offer TCM
services, the specific services it intends to offer
must comport with this expressed purpose.
Because the TCM coverage is limited to assisting
individuals to access various types of services, it
may not be employed to furnish direct hands-on
assistance to persons, conduct prior authorization
activities, or determine eligibility. Such activities
can be provided under other coverages or as a
Medicaid administrative cost. Fundamentally, a
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state’s proposed coverage must align with the
expressed statutory purpose.
Sometimes, this
causes a state to have to employ two or more
coverages in order to furnish a desired array of
services.

Coverage Content
When a state proposes a coverage, CMS expects
that a state will spell out the services it intends to
offer in reasonable detail in its Medicaid plan or
related policies and procedures.
This detail
includes the specific services that will be furnished
under the coverage, provider qualifications, and the
criteria that a state will use in determining the
medical necessity of the service. For example, a
state may not simply indicate that it will cover
rehabilitative services. Instead, the state must spell
out the specific components of rehabilitative
services that it will offer. These services must be
defined in sufficient detail to make it clear what
will be furnished to individuals and under what
conditions.
CMS review of a proposed coverage is based on
whether the coverage comports with federal law
and regulations rather than on judgments
concerning the appropriateness of the coverage.
For example, some observers question the value of
“day treatment” services as a means of supporting
working-age adults with serious mental illnesses.
However, as long as a state’s coverage of such
services meets the essential requirements, CMS is
obliged to approve the coverage.
CMS review of proposed coverages considers each
state’s proposal on its own merits. In this vein, the
coverages approved by CMS in other states may
provide useful information when fashioning a
coverage. However, CMS officials caution that
replicating an existing coverage from another state
will not necessarily expedite CMS review and
approval. Nonetheless, CMS has expressed a
strong interest in working with and assisting states
in fashioning coverages that embrace the principles
of recovery and reflect “what works” in effectively
meeting the needs of beneficiaries, including
working-age adults with serious mental illnesses.
It is important to keep in mind that Medicaid
functions as a source of funding for services that
meet federal statutory requirements rather than as
a defined “program.” It is up to each state to
determine what it will include in its coverage and
the practice standards it will adopt. For example, a
state has the latitude to establish “clinical path-

ways” in order to ensure that the correct mix and
sequence of services are furnished to individuals
based on their assessed needs. It is up to each state
to craft its coverage in the context of its own
programmatic goals and objectives for mental
health services.

Medical Necessity
As previously discussed, Medicaid operates within
a “medical necessity” framework. That is, services
must be necessary to address a beneficiary’s health
condition or fulfill a rehabilitative purpose. With
respect to many Medicaid services, states have
latitude to establish medical necessity criteria and
institute processes for determining when such
criteria are met. One way that states define medical
necessity is to establish what are sometimes termed
“service eligibility” criteria. For example, in the
case of ACT (Assertive Community Treatment)
services, service criteria often include a history of
frequent psychiatric emergencies. For other mental
health services, service eligibility criteria may
include particular diagnoses, treatment history
(e.g., frequent hospitalization), whether an individual’s assessed needs and level of functioning meet a
predefined threshold level, and others. Service
eligibility criteria are a means for states to assure
that individuals receive appropriate services and to
manage utilization.
In a somewhat similar vein, medical necessity
criteria also may include what are termed “stepdowns.” That is, an individual might be approved
to receive especially intensive services for a limited
period of time and then shift to a lesser intensity
service once his or her condition is stabilized
and/or improved.
A state also can establish various processes to
determine medical necessity. These processes may
include prior authorization and utilization review
by the state itself or a contracted third party entity.
In some cases, states permit a service to be furnished for a limited period of time or a fixed
number of units without prior authorization, but
require review for service continuation once the
initial period is up or the unit limitation has been
reached. In other cases, the provision of intensive
services (e.g., those that constitute ACT) may be
subjected to periodic review and reauthorization.
Again, the rationale for these processes is to assure
that individuals are receiving appropriate and
necessary services.
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Medical necessity is also frequently assessed in the
context of the review and approval of an overall
treatment plan developed by mental health professionals. In other words, the services that are
furnished to the individual must be shown to
address assessed needs identified during the
treatment planning process.

Benefit Limits
Related to but distinct from medical necessity
criteria are limits that a state may impose on the
benefits that it offers. Federal law requires that
each service that a state covers in its Medicaid
program must be “sufficient in amount, duration
and scope to reasonably achieve its purpose.”
However, there is no specific federal standard
defining this requirement. Some states impose
limitations on the amount, duration and scope of
services, including the number of times that a
beneficiary can be seen by a physician in a month
or the number of drugs that may be prescribed and
paid for a person each month.
For mental health services, states often impose
limits on the number of outpatient visits or how
many units of a service a person may receive each
month or over a more extended period. However,
states must provide a mechanism for individuals to
seek additional care when needed over and above
any limits. The imposition of such limits has been
the subject of considerable litigation over the years
and often is controversial. Such limits frequently
are used as cost-containment devices. Some argue
they can be counterproductive when they prevent
an individual from obtaining vital services and
contribute to preventable hospitalization or other
negative outcomes. Effective utilization review
techniques usually are more effective methods for
ensuring that services are cost-effective.

Direct Benefit
Medicaid is a beneficiary-centered program and the
services that a state offers must be furnished for the
direct benefit of the beneficiary. For example,
Medicaid state plan personal assistance services
cannot be furnished for the sole purpose of
providing respite to family caregivers. While
family caregivers might benefit when personal
assistance is furnished, the provision of this
assistance must be based on the beneficiary’s needs
rather than those of the family caregivers. In
mental health services, this requirement must be
taken into account when a state offers family
psychosocial education, as discussed in Chapter 5.

51

Providers
Finally, in proposing a coverage, a state must
specify the providers of the service and their
required qualifications. Especially with respect to
rehabilitative services, states have substantial
latitude in establishing provider qualifications.1 A
state may require that providers possess and
demonstrate critical competencies and capabilities
by establishing provider standards and certification
processes. Such standards obviously must comport
with state law, and at the same time, be reasonably
related to the requirements of the service itself, and
must not arbitrarily disqualify otherwise qualified
providers and individuals. For example, in the case
of rehabilitative services, it is not permissible for a
state to limit the providers of these services to
community mental health centers or organizations
that also receive funding from the state mental
health authority. Any entity or individual who
meets a state’s criteria and is willing to furnish
Medicaid services must be allowed to become a
provider.

Overview of Medicaid Coverages
As previously noted, federal Medicaid law does not
specifically spell out a predefined set of community
mental health services that a state may offer. States
cover community mental health services under
broad Medicaid coverage categories, none of which
are reserved exclusively for community mental
health services. Many types of services fit under
these broad coverage categories. Table 4-1 on the
following page links mental health and related services that states furnish to adults with serious
mental illnesses to their typical Medicaid coverage
categories.
It is useful to keep in mind that, in the Medicaid
program (as with most types of health insurance),
general practice physicians and other health care
professionals frequently address the mental health
care needs of beneficiaries apart from the “mental
health system.” This care is not insignificant and
plays an important role in addressing mental
illnesses; however, it is not the primary focus of this
Handbook. Basic coverages, such as psychiatrist
services under the mandatory “physician services”
category and psychologist services under the “other
practitioners” category, can play an important role
in supporting individuals with serious mental
illnesses (e.g., medication management that
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requires the services of a health care
professional). In the following sections, attention focuses on coverages
that are most relevant in supporting
working age adults with serious mental illnesses in the community: the
rehab and clinic options, case management, prescribed drugs, inpatient hospital, and personal assistance. Substance abuse treatment services (for
persons with co-occurring disorders)
are discussed in detail in Chapter 5.
Not included in the list are institutional services. Federal law specifically
prohibits Medicaid payment for services to individuals age 22 to 64 who
reside in large mental health treatment
facilities (labeled “Institutions for
Mental Diseases” or IMDs) regardless
of their length of stay in such settings.
The “IMD exclusion” is described in
more detail on the following page.
Medicaid will pay for services for
individuals age 21 or younger who are
served in psychiatric hospitals or
psychiatric residential treatment facilities.

Table 4-1
Mental Health Services and Medicaid Coverage Categories
Service

Mandatory

Optional

Psychiatrist

Physician Services

Psychologist

Other Practitioners’ Services

X

Clinical Social Work

X

Other Practitioners’ Services

X

Hospitalization
(Under age 65 with
specific exceptions)

Inpatient Hospital

Medications

Prescribed Drugs

X

Personal Assistance

Personal Care

X

Diagnosis

Diagnostic, screening,
rehabilitative and preventive
services

X

X

Outpatient Mental
Health Services

Outpatient hospital services

Community Support
Services

Diagnostic, screening,
rehabilitative and preventive
services (“Rehab option”)

X

Clinic Services

X

Diagnostic, screening,
rehabilitative and preventive
services

X

Targeted case management

X

Substance abuse
treatment
Service
Coordination/Case
Management

Many individuals with serious mental
illnesses reside in nursing facilities,
and there are federal regulations concerning the
services that must be furnished to them. These are
discussed in Chapter 7.

Dual Eligibles: Medicare/Medicaid
Coverage
A significant number of Medicaid beneficiaries are
dually eligible for Medicare. Though Medicare and
Medicaid are distinct programs, they intersect in
their coverage of certain benefits for dual eligibles.
In some instances, both Medicare and Medicaid
cover the same services, but Medicare does not
cover mental health services furnished outside a
hospital, clinic or practitioner’s office and does not
cover rehabilitative or case management services.
Medicare mental health benefits have not been
updated for a considerable period of time and
cover only limited mental health services, which
are described below.
•

Coverage Category

Inpatient Psychiatric Hospital Services.
Medicare (Part A) covers inpatient psychiatric
hospital services. A lifetime cap of 190 days
applies to these services.

•

Clinic Services (“Clinic
option”)

X

Outpatient Services. Medicare (Part B) also
covers mental health outpatient services
furnished in clinics, hospital outpatient departments or practitioners’ offices, including
individual and group psychotherapy, family
counseling, partial hospitalization2 and other
services. Recognized practitioners include
psychiatrists, clinical psychologists, social
workers, nurse specialists; nurse practitioners;
and, physician’s assistants.

Medicare beneficiaries who are not eligible for
Medicaid are subject to Part A deductible and coinsurance requirements for inpatient services.
For Medicare outpatient mental health services,
beneficiaries must pay a co-insurance of 50 percent
(as opposed to the 20 percent co-insurance that
applies to all other Part B benefits). Medicaid pays
the deductibles and co-insurance for dual eligibles –
those Medicare beneficiaries who are also eligible
for Medicaid.
Under Medicaid’s third-party liability requirements,
Medicare certified providers are obligated to seek
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The IMD Exclusion
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When the Medicaid program was launched in 1965, Congress intentionally excluded federal payment for services
furnished to residents of large mental health facilities (termed “Institutions for Mental Disease” – IMDs), except,
at state option, individuals age 65 and older with mental disorders.4 An IMD is defined as a hospital, nursing
facility or other institution that is primarily engaged in providing diagnosis, treatment, or care of persons with
“mental diseases,” including medical attention, nursing care, and related services.5 The “IMD exclusion”
stemmed from the longstanding view that the states – rather than the federal government – should have principal
responsibility for the funding of specialized mental health hospital services.6 Congress also was concerned that
permitting states to capture Medicaid dollars to underwrite the costs of their mental health facilities would lead
immediately to higher federal Medicaid outlays.7
In 1972, federal law was changed to permit states to cover inpatient psychiatric hospital services (including
residential treatment facilities) for children and youth under age 21.8 In 1988, federal law was again modified to
define an IMD as a facility that had more than 16 beds.9 This change permitted individuals with mental illnesses
who reside in smaller specialized mental health facilities and residences to receive Medicaid services, including
mental health services.
In sum, federal law does not allow Medicaid payment for services of any type furnished to any individual under
age 65 who resides in an IMD, except for persons under age 21 who are served in a psychiatric hospital or private
residential treatment facility. The IMD exclusion applies not only to the mental health services rendered by the
IMD but also all other Medicaid services (including health care) for which individuals would be eligible if they
were not in an IMD. The classification of a facility as an IMD includes assessing the character and purpose of the
facility, its size and the make-up of its resident population. A facility (including a nursing facility) is deemed to
be an IMD if more than 50 percent of its residents have mental disorders.10
While federal law prohibits Medicaid payment for the direct services furnished to IMD patients, states may make
Medicaid disproportionate share hospital (DSH) payments to IMDs. These are lump sum payments rather than
payments for services rendered to specific IMD residents. Between 1997 and 2002, DSH payments to IMDs
averaged approximately $3.3 billion annually.11 These payments are subject to federal ceilings and flow principally to public (state and local) IMDs. In the past, CMS permitted states to purchase services from IMDs through
Medicaid managed care waiver programs. However, CMS now is requiring these states to end such payments when
these waiver programs are renewed because of the IMD exclusion.
The IMD exclusion has several implications over and above removing IMDs as a setting where Medicaid reimbursable services may be furnished. One effect is that Medicaid payments for the hospitalization of working age
adults are limited to short-stay acute care services furnished in inpatient psychiatric units of general hospitals, so
long as such units themselves are not IMDs. Larger state or locally-operated mental health facilities cannot
receive Medicaid payment when they furnish similar services to individuals because of the IMD exclusion.
Of possibly greater importance is that the IMD exclusion limits states’ ability to make use of the Medicaid 1915(c)
HCBS waiver authority as a means of underwriting services and supports for working age adults with serious
mental illnesses. The §1915(c) waiver authority permits a state to offer home and community services to persons
who otherwise would qualify for services in a Medicaid-covered institutional setting (a nursing facility, ICF/MR, or
hospital). As a consequence of the IMD exclusion, it is not possible for a state to operate an HCBS waiver program
to serve as an alternative to mental health institutional services for working age adults with serious mental
illnesses. As discussed in Chapter 6, the use of the HCBS waiver authority can be employed to support adults with
serious mental illnesses who meet nursing facility level of care criteria. The HCBS waiver authority has been used
more extensively to furnish home and community services to children and youth with severe emotional
disturbances12 because Medicaid payment is allowable for services furnished to children and youth in inpatient
psychiatric hospitals.

Medicare payment for services furnished to dual
eligibles when the service is covered by Medicare.
The amount that Medicare does not reimburse may
then be billed to Medicaid. It is advantageous for
states to secure Medicare payment for mental
health services for dual eligibles because it lowers
their costs. However, it causes problems for
providers because of the length of time it takes to
be reimbursed for their charges by both programs.

Detailed Discussion of Medicaid
Mental Health Coverages
This section describes in detail federal policies that
apply to the principal coverage categories through
which community mental health services are
furnished to working age adults with serious
mental illnesses.
It includes information on
applicable federal law, regulations, and other CMS
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guidance concerning each coverage category. State
examples are also provided.
As a general matter, a full-featured, comprehensive
approach to employing Medicaid funding in
support of working-age adults in the community
could include: (a) a robust rehabilitative services
benefit; (b) targeted case management services; (c)
ready access to prescribed drugs associated with
the treatment of mental illnesses; (d) inpatient
hospital services as necessary; and, (e) personal
assistance services to address dimensions of
community living that are outside the scope of the
rehabilitative services benefit. The linchpin of a
full-featured Medicaid mental health services
strategy is the rehabilitative services option.

Clinic vs. Rehab Option: Differences
The main Medicaid coverages that states employ to
furnish community mental health services are (a)
clinic services (often referred to as the “clinic
option” and (b) rehabilitative services (the “rehab
option”). Each is described in more detail below.
Here, these two coverages are compared and
contrasted. While either option can serve as a
vehicle for securing Medicaid funding for mental
health treatment, there are important differences
between the coverages, as summarized in the insert
below. It is worth noting that services which can be
provided under the clinic option also may be
furnished under the rehab option but not necessarily vice versa.
One of the main differences between the options is
the location of services. Except for services furnished to homeless individuals, clinic services must
be furnished on-site at the clinic. Under the rehab
option, services may be furnished to individuals in
their own home, a community living arrangement
and other community locations as well as at fixed
Clinic v. Rehab Option13
Clinic Option

Rehabilitative Services
Option

Medical model

Recovery model

Stabilization

Active treatment and
participation

Clinic based

Community based

Licensed and higher
degreed professionals

Professionals, mental health
technicians, and peer
specialists

Organized
clinics/outpatient
programs

Organizations that provide
one or more covered services

mental health program sites or locations. It is for
this reason that the rehab option is regarded as
more congruent with the principles of Community
Support Services (CSS) and recovery.
Also, the clinic option requires a high level of direct
physician (e.g., psychiatrist) involvement in the
provision of services, either by direct service
provision or close supervision of staff-furnished
services. Under the rehab option, licensed medical
and mental health professionals play important
roles (through the development and monitoring of
individual program plans and the provision of
services reserved to them under state law), but they
need not always be directly involved in day-to-day
service delivery, which may be carried out by a
variety of qualified personnel, including Qualified
Mental Health Professionals (QMHPs), appropriately qualified community workers, and peer
specialists. Under the rehab option, a state can
draw from a larger provider pool, thereby improving consumer choice and overall system capabilities.
Finally, the clinic option is more or less confined to
the provision of a relatively narrow array of
psychiatric services and, thereby, is often portrayed
as a “medical model.” In contrast, the rehabilitative
services option spans a broader range of services
and supports, including psychosocial rehabilitation
and other key components often associated with
recovery.
Federal law does not dictate that a state must
choose between the clinic and rehabilitative services options. The two can and do operate side-byside in many states. Many states reserve the
provision of rehabilitative services for individuals
with serious mental illnesses while making clinic
services more broadly available to Medicaid
beneficiaries whose mental health treatment needs
can be addressed on an outpatient basis.
Alternatively, some states (e.g., Georgia) have
elected to unify their coverage of mental health
services under the rehab option.

Outpatient Mental Health Services
In the past, many states used either the optional
clinic coverage or the mandatory outpatient hospital coverage, or both, as their main vehicle(s) to
qualify outpatient mental health services for Medicaid payment. Many states retain the clinic option,
but several have dropped it in favor of the more
comprehensive and flexible rehabilitative services
option.14 The clinic option is a broad Medicaid
coverage. It is not reserved solely for mental health
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Clinic Services
Social Security Act: §1905(a)(9)
“clinic services [are those] furnished by or under
the direction of a physician, without regard to
whether the clinic itself is administered by a physician, including such services furnished outside the
clinic by clinic personnel to an eligible individual
who does not reside in a permanent dwelling or
does not have a fixed home or mailing address.”

services.
Other health care services may be
furnished under the clinic option as well, including
ambulatory services, surgical care, and substance
abuse treatment.
The primary distinction between the mandatory
outpatient hospital coverage15 and the optional clinic coverage16 relates to the nature of a provider
entity. Outpatient hospital services are operated as
an adjunct to an inpatient hospital. A typical
outpatient service is partial hospitalization. Clinics,
on the other hand, are freestanding entities. States
commonly employ the clinic option to provide
outpatient mental health services, often through
their network of community mental health centers
and/or other similar organizations.
CMS has issued guidance (in the State Medicaid
Manual – included in Appendix A) concerning the
provision of “outpatient psychiatric services” that
applies equally to services furnished under the outpatient hospital coverage and the clinic option
coverage. This guidance clarifies that
• Psychiatric services rendered to Medicaid
beneficiaries must be closely related to the person’s psychiatric condition;
• Admission for services must be based on an
intake evaluation that “evaluates the recipient's
mental condition and, based on the patient's
diagnosis, determines whether treatment in the
outpatient program would be appropriate.”
Moreover, “the assessment should include a
certification by the evaluation team that the
program is appropriate to meet the recipient's
treatment needs;”
• Services must be furnished as specified in an
“individual plan of care (POC). This consists of a
written, individualized plan to improve the
patient's condition to the point where the
patient's continued participation in the program
(beyond occasional maintenance visits) is no
longer necessary. The POC … contains a written
description of the treatment objectives for that
patient.” The plan also should describe: (a) the
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“treatment regimen”; (b) projected service delivery schedule; (c) the personnel who will furnish
services; and (d) when reevaluations will be
conducted to update the POC;
• The POC must be reviewed no less frequently
than every 90 days by an evaluation team; and,
• Any services furnished to an individual that
depart from the treatment plan (e.g., emergency
services) must be thoroughly documented when
billed.
This CMS guidance makes it clear that outpatient
psychiatric services are limited to the provision of
treatment for the person’s psychiatric disorder
rather than to support broader rehabilitative purposes.
Treatment services provided under the clinic option
(e.g., therapeutic services) must be performed
directly or supervised by qualified professionals,
and federal rules require that ultimate responsibility for services provided lies with a licensed physician. Virginia, for example, requires that services
be rendered or supervised by (a) licensed physicians who have completed three years of postgraduate residency training in psychiatry; or (b)
licensed clinical psychologists, clinical social
workers, licensed professional counselors and clinical nurses with a psychiatric specialty. Unlicensed
personnel may furnish services but must be supervised by qualified professionals.
Virginia’s coverage of mental health clinic services
illustrates how this coverage is often fashioned.17
(Virginia also covers an array of community
rehabilitative services for persons with serious
mental illnesses.) In particular:
• Clinic services are available for persons with a
psychiatric diagnosis who exhibit deficits in four
areas that result in functional limitations;18
• The services that may be furnished include: (a)
individual psychotherapy; (b) group psychotherapy; (c) pharmacologic management; (d)
family therapy (provided that it is not furnished
to groups of families); and, (e) testing and diagnosis. Services must be spelled out in a plan of
care that is signed by a qualified professional,
and the plan of care must be reviewed no less
frequently than every 90 days or every sixth
session, whichever time frame is shorter;
• Specifically excluded from coverage is the
teaching of life-related skills because they are
not considered psychotherapy;
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• Virginia limits outpatient mental health services
to 26 visits per year and services must be preauthorized.
Virginia’s mental health clinic services coverage is
roughly similar to mental health services offered
under commercial health insurance plans. Parallel
requirements attach to services provided by
freestanding mental health practitioners (e.g.,
psychiatrists) who are not associated with a clinic.
Virginia’s coverage of clinic services is a basic
mental health benefit. The state’s rehab option is
designed to serve individuals who require more
intensive services.
Outpatient mental health/
psychiatric services are frequently needed to treat
individuals with serious mental illnesses. The main
drawback to using the clinic option to provide
them is the limited scope of services that may be
furnished, and the inability to provide them in a
wide range of home and community settings.

Rehabilitative Services
The coverage of rehabilitative services is the most
important Medicaid option for working-age adults
with serious mental illnesses.
This coverage
(§1905(a)(13) of the Social Security Act; 42 CFR
440.130(d)) permits a state to offer a wide range of
services throughout the community. In many
states, this coverage is reserved for and underwrites
community support services for individuals with
serious mental illnesses who require especially
intensive supports to aid their recovery. Mental
health rehabilitative services generally are not
employed in support of individuals whose needs
can be met through the provision of basic counseling and psychotherapy services.

Rehabilitative Services
Social Security Act: §1905(a)(13)
“Other diagnostic, screening, preventive, and rehabilitative services, including any medical or remedial
services (provided in a facility, a home, or other
setting) recommended by a physician or other
licensed practitioner of the healing arts within the
scope of their practice under State law, for the
maximum reduction of physical or mental disability
and restoration of an individual to the best possible
functional level.”

A full-featured, comprehensive coverage of
rehabilitative services for individuals with serious
mental illnesses will include:
• Diagnosis and assessment

• Individual and group clinic outpatient mental
health services
• Crisis services
• Family psychosocial education
• Peer support19
• Life skills training and support across a variety
of community living dimensions
• Assertive Community Treatment with the
capability to step down yet maintain intensive
support as needed
• Medication education and management
• Community residential services and supports
• Illness and disability management
• Supported employment
In Chapter 5, more information is provided
concerning many of these key components of
comprehensive coverage. This array of rehabilitative services should be complemented by other
Medicaid services: i.e., inpatient hospital as needed,
case management/service coordination, substance
abuse treatment, and access to prescribed drugs
used in the treatment of mental illnesses (as well as
medication management). Providing a comprehensive array of mental health rehabilitative services
equips a system with wide-ranging capabilities that
can be tailored to meet the specific needs of each
individual. Individualized assessment and planning identify the specific rehabilitative services
(along with other Medicaid and non-Medicaid
supports) that will best address the needs of each
person.
The Medicaid statute does not limit the coverage of
rehabilitative services solely to mental health
services. States offer other types of rehabilitative
services in their Medicaid programs, including
substance abuse treatment and physical rehabilitation services (e.g., occupational therapy and
physical therapy.) However, the coverage of mental
health services is among the most common uses of
the rehabilitative services coverage. Today, nearly
every state employs the rehabilitative services
option to underwrite services and supports for
individuals with mental illnesses. However, states
vary in the scope of services that they offer under
the rehab option.
The statutory and parallel regulatory provisions
regarding rehabilitative services are brief. They
have the following practical meanings:
• A rehabilitative service must involve the treatment or remediation of a condition that results
in an individual’s loss of functioning and, therefore, the service must be restorative or remedial.
Federal policy distinguishes between “rehabili-
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tative” and “habilitative” services. Habilitative
services typically are furnished to individuals
with intellectual or cognitive disabilities (e.g.,
mental retardation). Persons who have
experienced a brain injury may also benefit from
habilitation. Habilitative services are “designed
to assist individuals in acquiring, retaining, and
improving the self-help, socialization, and
adaptive skills.” Habilitation services are not
restorative or remedial because they are
intended to aid individuals to gain new skills
rather than restore previous functioning levels.
Habilitation may not be covered as a rehabilitative service.
• In the case of rehabilitative services for persons
with serious mental illnesses, “licensed practitioners of the healing arts” (LPHAs) include
psychiatrists, psychologists, licensed clinical
social workers, registered nurses and advance
practice nurses. Federal law allows LPHAs to
“recommend” services. This “recommend”
clause is generally interpreted by states to
involve activities such as: (a) evaluation and
diagnosis; (b) development and/or approval of a
person’s service plan; and, (c) ongoing review to
determine the continued need for services.20 It is
important to note that neither the statute nor the
regulations mandate that a psychiatrist or psychologist directly furnish or oversee the day-today provision of a rehabilitative service. This
contrasts with the clinic option where a qualified professional (e.g., a psychiatrist or other
licensed practitioner) must furnish the service
directly or closely supervise its provision by
unlicensed personnel, and a licensed physician
retains ultimate clinical responsibility.
• The statute specifically provides that rehabilitative services may be furnished in a variety of
community locations, including an individual’s
home. Unlike the clinic option, the provision of
rehabilitative services is not tethered to a clinic
site. This is one reason why the rehabilitative
services option is so well suited to implementing
the community support services concept, where
the emphasis is on bringing services to individuals in their homes and elsewhere in the
community. For example, in the provision of
crisis services, under the rehabilitative services
option, a crisis team may be dispatched to assist
a person in his or her living arrangement and
continue to support the person until the crisis
has abated. Under the clinic option, a team may
be dispatched to assist the person but the person
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must be transported to the clinic for ongoing
services.
To date, CMS has not published additional guidance in the form of a State Medicaid Manual
transmittal concerning the coverage of mental
health rehabilitative services. However, it has
issued other guidance.
In 1992, the Director of the HCFA Medicaid Bureau
(now CMS) issued an information memorandum to
Regional Administers concerning services for
persons with mental illnesses that could be
included under the “optional rehabilitation benefit.” (This letter is included in Appendix A).
The main points made in this memorandum include the following.
• In deciding whether a service could be offered
under this coverage, states were advised that
“while it is not always possible to determine
whether a specific service is rehabilitative by
scrutinizing the service itself, it is more meaningful to consider the goal of the treatment.
Services necessary for the treatment of mental
illness may be coverable as rehabilitative
services.”
• Examples of services that could potentially be
covered as rehabilitative services were provided,
including:
! Basic Skills Training -- the “restoration of
those basic skills necessary to independently
function in the community, including food
planning and preparation, maintenance of
living environment, community awareness
and mobility skills.”
! Social Skills – “Redevelopment of those skills
necessary to enable and maintain independent
living in the community, including communication and socialization skills and techniques.”
! Counseling and Therapy – “Services directed
toward the elimination of psychosocial barriers that impede the development or modification of skills necessary for independent
functioning in the community.”
• The memorandum cautioned that services
unrelated to the treatment of mental illnesses
fall outside the scope of rehabilitative services.
For example, the provision of personal assistance services to assist a person in an activity of
daily living may not be covered as a rehabilitative service. Such services must be covered
elsewhere in the state plan as personal care services.
This guidance means that a state’s
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coverage of rehabilitative services cannot mix
treatment with other non-treatment or unrelated
services. This does not mean that such services
cannot be provided to individuals but, in order
to do so, they must be covered through alternative means. The memorandum distinguished
between providing assistance (such as meal
preparation) for the individual (personal assistance) as opposed to teaching meal preparation
skills to the person (rehabilitation).
• States were advised that job training, vocational
and educational services may not be provided as
rehabilitative services. This exclusion arises
from the long-standing federal policy prohibition against Medicaid funding for purely
vocational services. However, this prohibition
does not preclude the provision of services that
might assist individuals to function in the work
place, provided that the services furnished are
not directly associated with specific job
performance.
• The memorandum noted that “case management-type” services could be covered as
rehabilitative services so long as they were confined to managing Medicaid covered services
(e.g., coordinating the provision of several rehabilitative services).
However, where case
management involves assisting individuals to
obtain non-Medicaid services (e.g., housing), it
cannot be covered as a rehabilitative service
(although it could be covered as targeted case
management services – see the discussion of
service coordination/ case management below).
For this reason, states commonly cover targeted
case management services side-by-side with
rehabilitative services.
• The memorandum also pointed out that
rehabilitative services must be furnished exclusively for the benefit of the individual with
the mental illness. While such services could
include consultation and training of others who
are important in the person’s life (e.g., spouse
and/or other family members), the memorandum cautioned that services could not include
the treatment of these other individuals except
to the extent that they also qualify for
rehabilitative services.
• Additionally, the memorandum cautioned that a
state may not arbitrarily limit the providers of
rehabilitative services (e.g., only permit community mental health centers to provide
services) except when the state has an approved
freedom of choice waiver. A state may specify

reasonable provider qualification standards that
it deems appropriate.
Although more than a decade old, this memorandum is the last official broad federal policy guidance issued concerning rehabilitative services
coverage of mental health services. It remains in
effect and continues to reflect fundamental CMS
policy concerning the coverage of mental health
services as rehabilitative services.
There are several facets of the coverage of rehabilitative services that warrant additional discussion. In particular:
• There is no federally prescribed array of mental
health rehabilitative services that a state may
offer. It is up to each state to fashion its own
array. The specific mental health rehabilitative
services that states cover vary considerably.
Some states have confined their coverage to just
a few services; others have crafted broader
arrays. For example, in the past, Minnesota
limited its coverage of mental health rehabilitative services solely to day treatment. Recently,
the state expanded its coverage to include other
elements of community support services that
were previously funded exclusively with state
dollars. Decisions concerning which services to
cover, obviously, should reflect the state’s own
policy goals and objectives with respect to supporting individuals with serious mental illnesses.
• Similarly, there are no federally prescribed
definitions of the services that a state may offer
as rehabilitative services. Each state may craft
its own definitions to reflect its goals and
objectives. While some services (e.g., psychosocial rehabilitation) are commonly covered by
states under the rehabilitative services coverage,
CMS has not prescribed the scope of these services or issued definitions for them. States are
free to propose to cover new types of services, so
long as the proposed service fits within the
statutory parameters of rehabilitative services.
CMS has avoided issuing prescriptive guidance
that would have the effect of narrowing a state’s
latitude to craft a coverage that comports with
statutory provisions.
• Federal policy is also silent concerning the amount, duration and scope of mental health
rehabilitative services. In other words, it does
not dictate that such services be time limited or
dictate that their use be capped or otherwise
limited. A state may impose its own limits on
the provision of such services, as long as these
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limits comply with the requirement that a
service be “sufficient in amount, duration and
scope to reasonably achieve its purpose.”
• Like other Medicaid services, the provision of
rehabilitative services revolves around a medical
necessity determination. States have latitude in
establishing their own medical necessity criteria
for rehabilitative services. Some states have
relatively broad, general criteria. Others employ
more sophisticated, sometimes two-tiered
approaches to determine who may receive
rehabilitative services. For example, Nevada
requires that, in order to receive mental health
rehabilitative services, individuals must meet
“level of care” criteria based on the extent of
their functional and other limitations. Once
individuals meet level of care criteria, the
authorization of specific rehabilitative services
hinges on whether the person meets the “service
eligibility” criteria associated with each service.
Another way states define medical necessity is
by using “step down” criteria. This applies
when individuals who require intensive
supports later step down to a less intensive
service level when their condition improves.
• As with other Medicaid services, a state may
employ prior authorization and other utilization
management methods in order to ensure that
mental health rehabilitative services are being
employed appropriately.
These “managed
care”-like methods may be applied in fee-forservice delivery systems and it is increasingly
common practice for states to contract with
private entities to conduct such utilization
management activities. For example, utilization
management is a central feature in the operation
of Georgia’s mental health rehabilitative services. It also is employed in other states, for
example, Montana and Nebraska.
Fundamentally, the rehabilitative services coverage
option gives states considerable flexibility in
aligning Medicaid-funded mental health services
with system goals in supporting working age
adults with serious mental illnesses. Among the
states, there is considerable variety in the services
offered under this coverage option; this variety is
evidence of the flexibility of the coverage. There
are no major federal policy obstacles to states
employing the rehabilitative services coverage as a
vehicle for promoting recovery or underwriting
evidence-based practices.
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This coverage option – like any other – has its
limitations. It does not include services that are not
rehabilitative in nature. But, it may be used to
combine services that have similar elements or
goals (e.g., individual and group therapies, peer
supports, medication management). Like any other
Medicaid coverage, payment for services is subject
to generic Medicaid requirements, including
documentation and fee-for-service billing.
The following two pages illustrate how Georgia
and Minnesota have crafted their rehabilitative
services coverage.

Case Management/Service Coordination
Federal Medicaid law permits a state to obtain
federal financial participation in the cost of two
distinct types of case management services. One
type is “targeted case management” which is used
to assist beneficiaries to access both Medicaid and
non-Medicaid services, as well as to coordinate and
monitor service provision. Targeted case management is a separately coverable service under a
state’s Medicaid plan.
The other type can be termed “services case
management,” since it involves the internal
coordination of the delivery of Medicaid health care
services to meet an individual’s needs. Care
management activities may also be conducted
during the course of furnishing a covered service.
For example, ACT features close coordination of a
skilled, multi-disciplinary team in support of an
individual. Such coordination is reimbursable as
part of the provision of ACT. Similarly, the
coordination by a mental health professional of
mental health rehabilitative services is reimbursable as a rehabilitative service since it is integral to
the provision of such services.
Targeted case management is distinguished from
“services case management” mainly in its scope
and focus (assisting individuals to obtain and
access a wide variety of services). CMS guidance
concerning Medicaid case management services is
spelled out in the State Medicaid Manual (included
in Appendix A). The Manual describes the scope
and purpose of targeted case management and also
the circumstances when case management may be
furnished as a component service under another
coverage category. The Manual also discusses
claiming case management costs as an administrative expense. In mental health, this is not a common practice.
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Georgia’s Coverage of Mental Health Rehabilitative Services
Until 2001, Georgia relied on a very limited rehabilitative services option to obtain federal Medicaid funding for
community mental health services. In order to bolster funding for such services as well as adopt a recovery
framework across its community mental health service system, Georgia enhanced its coverage. Georgia’s
rehabilitative services coverage is comprehensive. It spans mental health services for persons of all ages and
includes substance abuse services (which may be furnished to individuals who have a mental illness as well as
those who do not). The coverage allows for the provision of services to individuals who have serious mental
illnesses (or, in the case of children, a severe emotional disturbance) as well as individuals who need less
intensive mental health services. A copy of Georgia’s plan – including its service definitions may be found in
Appendix B.
The following services may be furnished to adults with mental illnesses.21
•
•
•
•
•
•
•
•
•
•
•
•

Diagnostic/functional assessment
Clinic-based crisis management
Out-of-clinic crisis management
Crisis residential services
Peer support (described in more detail in Chapter
5)
Individual outpatient services (in a clinic or a
community setting)
Family outpatient services
Group outpatient services (in a clinic or a
community setting)
Medication administration
Ambulatory detoxification
Physician assessment
Nursing assessment and care

•

•
•
•
•
•
•

Psychiatric intensive day treatment (provides for
the stabilization of psychiatric impairments with
time-limited, intensive, clinical service by a
multi-disciplinary team in a clinic or facilitybased setting)
Psychosocial rehabilitation (as a step-down from
intensive day treatment)
Psychosocial day support
Substance abuse intensive outpatient services
Residential rehabilitative services (in 24-hour
supervised facilities with 16 or fewer beds at
three levels of intensity)
Assertive community treatment
Community support services (as a step-down
from ACT)

Some of the foregoing services (e.g., ACT and psychosocial rehabilitation) are used exclusively for adults with
severe and persistent mental illnesses. Others (e.g., individual outpatient therapy) may be furnished regardless
of the severity of the person’s mental illness and, thereby, constitute the state’s basic Medicaid mental health
benefit. Georgia’s coverage includes the services (e.g., therapy) that states typically offer under the clinic
option as a basic mental health benefit. However, because these services are furnished under the rehabilitative
services option, their provision is not necessarily limited to clinic sites and they may be provided by mental
health professionals other than psychiatrists.
Georgia also fashioned its provider qualifications so that some services may only be furnished by and through
“comprehensive community mental health centers” that have the capacity to offer wide-ranging services; other
services (e.g., peer support) may be furnished by other mental health providers. Georgia has also provided for
step-downs in its plan. ACT is furnished to individuals who require especially intensive services; when ACT is no
longer required, a person may receive community support. This use of step-downs assures that necessary
services can be furnished in a cost-effective manner to individuals once they no longer require such intensive
services. If a person’s situation changes and more intensive services are once again necessary, ACT can be
reinstated.
Georgia mandates the authorization of all rehabilitative services and employs APS Healthcare as its external
review organization to conduct authorization and utilization review/management on its behalf. The state’s
Medicaid Community Mental Health Center Program Manual provides extensive information about the services
that Georgia offers under the rehabilitative services option, including provider requirements and utilization
management guidelines.22
Georgia’s rehabilitative services coverage is an example of a state’s pulling together all its community mental
health services together under a single, unified Medicaid coverage that features a broad array of services and
relies on service eligibility criteria, pre-authorization, and utilization management to ensure that such services
are appropriate and cost-effective.
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Minnesota’s Coverage of Mental Health Rehabilitative Services23
Until recently, Minnesota confined its community mental health rehabilitative services coverage to day
treatment for adults. Like some other states, Minnesota funded community support services for individuals with
serious and persistent mental illnesses principally through state-funded grants to its network of county mental
health organizations. In 2001, the Minnesota legislature authorized the expansion of Medicaid services to cover
a broader array of rehabilitative services in order to increase the resources available to support people in the
community. This was the first step in a multi-year strategy to expand and enhance community services so that
they would be more flexible and less site-based. It was estimated that approximately 15,000 Minnesotans would
receive expanded services and an additional 5,000 individuals would be able to receive services for the first
time as a result of this change. Under the rehab option, somewhat broader eligibility criteria are employed
than the state’s definition of serious and persistent mental illnesses. Minnesota structured this expansion so
that its added costs would be borne by state rather than county-funds. This freed up state grant funds to serve
individuals not eligible for Medicaid who needed the same types of services, thus avoiding the emergence of a
two-tiered system.
Under its amended 2001 rehabilitative services coverage option (in addition to day treatment and the state’s
general purpose outpatient mental health services coverage), Minnesota added the following services for
individuals age 18 and older who have a “substantial disability and functional impairment” in three or more
areas:24
•

Adult rehabilitative mental health services that “enable the recipient to develop and enhance psychiatric
stability, social competencies, personal and emotional adjustment, and independent and community living
skills.” These services “instruct, assist, and support the [individual] in areas such as: interpersonal
communication skills, community resource utilization and integration skills, crisis assistance, relapse
prevention skills, health care directives, budgeting and shopping skills, healthy lifestyle skills and practices,
cooking and nutrition skills, transportation skills, medication education and monitoring, mental illness
symptom management skills, household management skills, employment-related skills, and transition to
community living skills.” Three service sub-categories are included: (a) basic living and social skills; (b)
community intervention to “alleviate or reduce a recipient’s barriers to community integration or
independent living or minimize the risk of hospitalization or other more restrictive living arrangement;” and,
(c) medication education services (as opposed to medication management) to instruct the person, family
and/or significant others in the correct procedures for maintaining a prescription drug regimen.

•

Crisis response services, including: (a) crisis assessment; (b) mobile crisis Intervention; and, (c) crisis
stabilization services, provided in a range of settings including the person’s own home, the family’s home, or
a residential setting.

Provision of these services must be based on a diagnostic and functional assessment of the individual and
furnished under an Individual Treatment Plan (ITP) that serves as the basis for the provision of specific services.
The ITP must be updated at least every six months. Provider agency staff must qualify as mental health
professionals, mental health practitioners, or mental health rehabilitation workers. In Minnesota, basic mental
health benefits are commonly included as managed health care benefits furnished by health plans.
Rehabilitative benefits, however, are provided on a fee-for-service basis, although Minnesota is studying their
potential integration into managed health plans.
These rehabilitative services may be furnished by either county-operated or non-county operated mental health
entities certified by the state. Previously, Minnesota relied exclusively on county-operated entities to serve
people with serious and persistent mental illnesses. Regardless of type, each certified entity must demonstrate
the capacity to deliver the full array of rehabilitative mental health services and meet legislatively established
standards concerning staff, program responsiveness to individual needs, coordination with other providers and
quality assurance.
In 2003, the Legislature approved the second stage of the state’s planned expansion of rehabilitative services to
include community residential services and Assertive Community Treatment. It also modified county matching
requirements to require increased county funding when a person is institutionalized. The aim of this change is
to provide incentives to counties to employ non-institutional settings.
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Targeted Case Management
Until 1986, the only practical avenue available for a
state to secure Medicaid funding for freestanding
case management services was through the HCBS
waiver program. In 1986, Congress – by enacting
§1915(g) of the Social Security Act – gave states the
option to cover what were termed “targeted case
management” services under their Medicaid
plans.25

Targeted Case Management
Social Security Act: §1915(g):
(1) A State may provide, as medical assistance,
case management services under the plan without
regard to the requirements of section 1902(a)(1)
[statewideness] and section 1902(a)(10)(B) [comparability]. The provision of case management services under this subsection shall not restrict the
choice of the individual to receive medical
assistance in violation of section 1902(a)(23) ….
The State may limit the case managers available
with respect to case management services for
eligible individuals with developmental disabilities
or with chronic mental illness in order to ensure
that the case managers for such individuals are
capable of ensuring that such individuals receive
needed services.
(2) For purposes of this subsection, the term "case
management services" means services which will
assist individuals eligible under the plan in gaining
access to needed medical, social, educational,
and other services.

The expressed statutory purpose of targeted case
management is to assist Medicaid recipients in
“gaining access to needed medical, social, educational and other services.” This option is unique
among Medicaid state plan coverages because it is
not subject to the comparability requirement that
services must be available to all beneficiaries. A
state may limit its coverage of targeted case management services to a specified group of Medicaid
recipients (hence the term targeted). These groups
may be defined by condition or diagnosis (e.g.,
individuals with developmental disabilities) or
their situation (e.g., persons who are homeless). A
state may also offer these services on a less-thanstatewide basis. Targeted case management is the
sole Medicaid service that is exempt from the
statutory comparability and statewideness requirements without a state’s having to obtain a federal
waiver.
States are free to define the groups of Medicaid
beneficiaries to whom they will provide targeted

case management services and there is no limit on
the number of groups that may be served under
distinct coverages of targeted case management.
For example, a state may have a distinct coverage
for Medicaid beneficiaries with mental illnesses,
and another for individuals with AIDS or HIVrelated disorders. It is not uncommon for states to
have multiple targeted case management coverages. A state may define a target population
broadly (e.g., all Medicaid-eligible individuals with
a mental illness) or more narrowly (e.g., Medicaideligible individuals with serious and persistent
mental illnesses). As with other state plan services,
once a state establishes its target population, case
management services must be furnished to all
beneficiaries who require them. A state may not
limit the number of eligible individuals who may
receive these services.
States have the option of limiting the entities that
may furnish targeted case management services to
individuals with developmental disabilities or
mental illnesses. This provision permits a state to
link these services to its “single point of entry”
system, so that states can maintain a unified
approach to service delivery. For example, Minnesota limits the providers of targeted case management services to its county human services
agencies; however, they are authorized to contract
with other qualified providers.
The services a state offers under targeted case
management can be described as “planning,
linking, and monitoring” direct services and
supports obtained from various sources (the
Medicaid program itself, other public programs,
and private sources) – making their scope potentially very broad. As cited by CMS, services and
supports that case managers may assist a person to
obtain include food stamps, energy assistance,
emergency housing, and legal services. As noted
above, this type of assistance may not be furnished
under the rehabilitative services option.
Permissible targeted case management activities
also may include facilitating service/support
planning (including assessment), and monitoring
the delivery of direct services and supports to
ensure they meet the person’s needs. In the mental
health arena, targeted case management activities
frequently include:
• Arranging for necessary assessments;
• Facilitating and participating in the development of individual treatment plans;
• Assisting individuals to obtain the mental health
services in their plan and other public services
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(income assistance, housing, employment) that
will further the achievement of personal goals;
• Monitoring the provision of services and
individuals’ well-being, including identifying
and resolving emerging problems;
• Serving as a point of contact in crisis and
emergency situations and arranging the response to such situations; and,
• Advocating on behalf of individuals.
South Dakota’s coverage of targeted case management services on behalf persons with serious
mental illnesses spans many of these activities.
Targeted case management activities may be
conducted “face-to-face” with the individual (e.g.,
visiting the person to conduct an interview), over
the telephone with the person, and/or on a
collateral contact basis (e.g., arranging for an
appointment for the person with a local housing
program or contacting providers who serve the
person to obtain current information about her/his
progress). Case manager activities must be specific
to the individual beneficiary in order to qualify for
Medicaid payment.
As with other Medicaid
services, individuals have the choice of accepting or
rejecting targeted case management services.
Although a wide range of activities on behalf of
beneficiaries may be included within the scope of
targeted case management (at state discretion),
some cannot. In particular:
• Activities related to the authorization and
approval of Medicaid services. Targeted case
management may not be employed as part of a
prior authorization/utilization management
system, or to direct beneficiaries to specific
service providers. The statute expressly prohibits targeted case management activities that
would have the effect of abridging a beneficiary’s free choice of Medicaid provider. Prior
authorization functions are eligible for federal
payment as administrative expenses; if a state’s
aim is to direct beneficiaries to a designated
network of providers, then it must seek a
1915(b) freedom of choice waiver.
• Activities related to making basic Medicaid
eligibility determinations. Such activities are
eligible for federal payment as administrative
expenses.
• Activities that constitute “direct services” to
the consumer. For example, the activity of
transporting an individual to and from a doctor’s appointment is outside the scope of
targeted case management. The person’s case
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Example: South Dakota
South Dakota furnishes targeted case management
(TCM) services to adults age 18 and older who are
severely and persistently mentally ill (as defined by
the state.) The services that may be furnished to
individuals in this target population include:
•

•
•
•
•

Identification and follow-up, including assistance
in obtaining needed services and entitlements,
informing the person of his or her right to
mental health treatment, and follow-up with
persons who decline treatment or cannot obtain
needed services;
Coordination of needs assessments;
Participation in treatment planning to ensure
coordination of medical/mental health and
support services;
Development of an individualized case management service plan;
Service mobilization, linkage and monitoring,
including assistance, follow-through on referrals,
and advocacy;

South Dakota limits the providers of TCM to
employees of “comprehensive mental health
facilities” that furnish a full range of community
mental health services, and stipulates that TCM
services be conducted by a qualified mental health
professional (QMHP), as defined by the state. Case
managers must be QMHPs or have a combination of
education credentials, and/or experience in serving
individuals with mental illnesses. In addition, case
managers must participate in a training program
developed and conducted by the South Dakota
Division of Mental Health to ensure that they have
the necessary skills and expertise.

manager may certainly transport the individual to a physician’s appointment. Although the
costs involved cannot be claimed as case management (because the service is direct), they
may be reimbursed as a transportation service
under the Medicaid state plan or as an administrative expense. There is not a bright line
drawn in federal policy between targeted case
management and “direct” services. “Planning,
linking and monitoring,” however, describe
the essential features of targeted case
management. States may not claim federal
funds for targeted case management activities
that clearly fall under other coverage categories (e.g., driving a Medicaid beneficiary to a
doctor’s appointment, which can be covered
under transportation or personal assistance).
• Activities that overlap or duplicate similar
services that a person receives through other
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means. For example, home health agencies are
required to develop care plans for the individuals they serve. Targeted case management
services cannot include development of these
care plans. But they may include activities to
ensure that the care plans are carried out and
meet the consumer’s needs.
Targeted case management services may not be
provided to individuals who reside in Medicaidfunded institutional settings (e.g., a nursing facility
or an ICF/MR) except that they are reimbursable
when furnished – for up to 180 days in advance of
discharge – in order to facilitate a person’s return to
the community. This restriction on targeted case
management services arises because: (a) federal
regulations concerning Medicaid institutional
services require that facilities themselves provide
care coordination services to residents, and (b)
Medicaid prohibits duplicate payments for the
same service. The exception to this policy was
specifically spelled out by CMS in 2000 as part of its
initiatives to facilitate the community placement of
institutionalized persons. 26
Targeted case management services are not eligible
for federal financial participation when furnished
to individuals served in an IMD (because no
services furnished to such persons may be claimed
while the person is in an IMD). However, as in the
case of other institutional settings such as hospitals,
such services are eligible for federal financial
participation when furnished up to 180 days prior
to the discharge of a Medicaid beneficiary from an
IMD. In this scenario, federal financial participation may only be claimed once the discharge has
taken place. Targeted case management services
may be furnished to Medicaid beneficiaries who are
homeless or reside in homeless shelters. They may
also be furnished to residents of community
residential living arrangements that are not IMDs.
Because successfully supporting working age
adults with serious mental illnesses in the community often involves not only addressing their
treatment needs but also assisting them in other
areas (e.g., finding affordable housing or securing
employment), the coverage of targeted case management services is a means to support linkages to
other services, as well as to monitor the well-being
of individuals and assist them to address problems
that they might encounter in community living.

Services Case Management
Services case management is an integral part of
other services in a state’s rehabilitative services

coverage, albeit not as a separate, distinct coverage.
It is typically delivered in conjunction with
service/treatment planning, periodic review of
treatment plans, coordination and referral,
monitoring, and/or advocacy. Again, it is important
to keep in mind that, while these types of case
management activities are eligible for federal
financial participation since they are integral to the
delivery of many services, their scope is limited to
the management and coordination of activities and
benefits covered as rehabilitative services. When
the aim is to obtain or coordinate with other
community resources, including non-Medicaid
services, federal financial participation is only
available under the targeted case management
option.

Prescribed Drugs
Medications frequently play an important role in
addressing mental illnesses. When individuals
have appropriate medications, they are less likely
to require other costly services. While prescribed
drugs are an optional Medicaid benefit, they are
covered by all states because they play such a
critical role in contemporary health care, including
mental health. 27

Medicare Coverage of Prescribed Drugs
In 2003, Congress enacted the Medicare Prescription
Drug, Improvement, and Modernization Act (P.L. 108173). This legislation provides for Medicare coverage of
prescribed drugs, starting January 1, 2006. The law
also shifts the coverage of prescribed drugs for
Medicare/Medicaid dual eligibles from Medicaid to
Medicare, also effective in 2006. Once the law takes
effect, states may no longer claim federal financial participation in the costs of furnishing prescribed drugs to
dual eligibles. Dual eligibles must obtain their medications through Medicare “Part D” plans.28
This change has substantial potential ramifications for
dual eligibles. Within federal parameters, each Part D
plan may establish its own coverage policies. It remains
to be seen whether Part D plans will offer more or less
extensive coverage of medications (in comparison to
Medicaid coverages) that are critical for persons with
serious mental illnesses.

While Medicaid coverage of prescribed drugs is
“optional,” there are important statutory requirements that states must observe in choosing to
provide this benefit. Congress enacted provisions
in 1990 specifically intended to ensure access to
necessary medications by Medicaid beneficiaries,
including a requirement that states include in their
formularies all prescribed drugs produced by
manufacturers that sign “rebate agreements.”
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Congress also allowed states to exercise some
control over prescribed drug formularies through
implementation of prior approval/prior authorizations processes and generic substitutions. However, states may not keep a completely closed
formulary. Medicaid beneficiaries must be permitted to obtain necessary medications.
In 1998, the Centers for Medicare and Medicaid
Services sent a letter to state Medicaid Directors
urging states to update their formularies to include
the new atypical antipsychotics because they have
fewer side effects, thereby increasing treatment
compliance. Mental health advocacy organizations
(e.g., NAMI and NMHA) have adopted policy
positions urging states to maintain open access to
these new medications.
There is clinical evidence that individuals with
certain mental illnesses do not respond to some
medications but will respond to others. As a
consequence, an open formulary approach that
permits trials using various medications is important for finding the right drug for a person. Additionally, the use of some types of medications must
be accompanied by periodic testing. Medicaid
payment for such testing is available through the
mandatory laboratory and x-ray services benefit.
Services such as medication education and medication management may be covered under either the
rehabilitative services or clinic services options.
Chapter 5 discusses effective practices that combine
medication and other treatments.
In recent years, state Medicaid expenditures for all
prescribed drugs have risen. State expenditures for
medications related to the treatment of mental
illness have also climbed rapidly during this
period. In response to upwardly spiraling prescribed drug spending, states have resorted to a
variety of cost containment and utilization management measures, including caps on the number of
drugs that a beneficiary may receive, prior
approval processes, fail-first policies,29 dosage and
refill limits, the imposition of co-payments, the use
of “preferred drug lists” and formularies, and
mandatory substitution of generic for brand-name
drugs when available.30 Because some of these
strategies can be problematic, many states grant
exceptions from them. For example, when states
employ preferred drugs lists and formularies, nonlisted medications remain available, although they
may require prior authorization or approval. While
states may establish prior authorization and other
utilization management processes, their effect
cannot be to deny medically necessary medications
to beneficiaries. Additional strategies that states
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are employing (i.e., medication algorithms) are
discussed in Chapter 5.
While a number of these strategies have been
somewhat effective in containing prescribed drug
costs, they can have the unintentional adverse effect
of driving up health care costs through increased
emergency room utilization. An October 2003
Bazelon Center survey of changes to state
prescribed psychiatric drug policies indicates that
many states are utilizing a variety of cost containment strategies whose impact is not yet fully
known.31
Given the rapidly changing landscape of state
prescribed drug policies, it is difficult to pin down
the exact effects they have had on access to and the
availability of critical medications for individuals
with serious mental illnesses. In a few states, some
classes of individuals have been exempted from
prior authorization or other pharmaceutical
restrictions.
For example, Colorado’s generic
substitution rule exempts medications used to treat
mental illnesses with biological bases. New Mexico
is implementing a preferred drug list that exempts
atypical and typical antipsychotics for individuals
with serious mental illnesses.
The Medicaid program provides access to critical
medications for individuals with mental illnesses.
In general, states may not refuse to reimburse for
medications except for non-indicated uses or when
an equally efficacious, but lower cost substitute is
available. Many states have adopted the sound
policy of providing unrestricted access to more
efficacious second-generation antipsychotic medications with favorable safety and side effect
profiles, even though these medications can be
substantially more costly than conventional
antipsychotics.

Inpatient Hospital Services
A central goal of community mental health services
is preventing institutionalization or hospitalization.
The provision of effective rehabilitative and other
services can help to avoid hospitalization. For
example, ACT is designed specifically with this aim
in mind. In many cases, states have structured their
managed behavioral health plans to create financial
incentives to reduce hospitalization. However,
under some circumstances, individuals may need
to be treated in a hospital setting.
Medicaid payment is not available for the services
furnished to individuals age 22 to 64 in IMDs, but is
available for inpatient hospital services furnished to
individuals who are admitted to general hospitals
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as a result of a psychiatric condition, including the
psychiatric units of such hospitals, as long as they
are not classifiable as IMDs. The coverage of
psychiatric inpatient hospitalization falls under the
mandatory Medicaid inpatient hospital benefit
rather than as a distinct coverage category. States
have the option of covering inpatient psychiatric
services for children and youth under age 22 as a
distinct coverage category.32
As with other hospital services, states can manage
the utilization of inpatient hospital services through
prior approval processes, including requiring
admission approval. In addition, it is common for
states to limit length of stay and/or restrict how
many times an individual may be admitted. A state
may also require continued stay review. In general,
states require that individuals be discharged once
they have stabilized. In most instances, state
policies concerning inpatient psychiatric hospitalization more or less parallel their policies for other
types of hospitalization.

Personal Care/Assistance
Personal care services include the performance of
daily tasks that individuals without disabilities can
perform on their own but individuals with disabilities cannot as a result of functional impairments. Daily tasks include activities of daily living
(ADLs) such as bathing, dressing, eating, toileting,

Personal Care/Assistance
Social Security Act: §1905(a)(24)
Personal care services furnished to an individual
who is not an inpatient or resident of a hospital,
nursing facility, [ICF/MR], or [IMD] that are (A)
authorized for the individual by a physician in
accordance with a plan of treatment or (at the
option of the State) otherwise authorized for the
individual in accordance with a service plan
approved by the State, (B) provided by an individual
who is qualified to provide such services and who is
not a member of the individual's family, and (C)
furnished in a home or other location

and transferring from a bed to a chair, and instrumental activities of daily living (IADLs) such as
cooking, grocery shopping, and medication management. Personal assistance may also include
supervision and oversight.
Since the mid-1970s, states have had the option to
offer personal care services under the Medicaid
state plan, making these services one of the longest
standing Medicaid home and community benefits.

This option was first established administratively
under the Secretary’s authority to add coverages
over and above those spelled out in §1905 of the
Social Security Act, if such services would further
the Act’s purposes.33 In 1993, Congress formally
added personal care to the list of services spelled
out in the Medicaid statute.
When the option for states to offer personal care
was created, it had a decidedly medical orientation.
The services had to be prescribed by a physician,
supervised by a registered nurse, and delivered in
accordance with a care plan. Moreover, they could
be provided only in the person’s place of residence.
Generally, the personal care services that a state
offered included assisting individuals with ADLs.
Other forms of assistance, such as laundry and
housekeeping were offered on a limited basis, i.e.,
only when they were incidental to ADL assistance.
Starting in the late 1980s, some states sought to
broaden the scope of personal care services,
providing them outside the individual’s home in
order to enable beneficiaries to participate in
community life. In 1993, Congress not only formally incorporated personal care services into
federal Medicaid law but also authorized their
provision outside the individual’s home. Congress
went a step further in 1994, allowing states to: (1)
use means other than nurse supervision to oversee
the provision of personal care services, and (2)
establish means other than physician prescription
for authorizing such services. In November 1997,
CMS issued new regulations concerning optional
Medicaid state plan personal care services to reflect
these statutory changes.
Personal care/assistance services are most
commonly provided to individuals with physical
disabilities. Federal Medicaid policy concerning
personal care/assistance services does not forbid
their provision to persons with serious mental
illnesses, but states do not usually provide them.
Some individuals with serious mental illnesses
have difficulty performing certain types of activities
of daily living and may benefit from the provision
of personal care/assistance. When such assistance
is needed, it cannot be covered under the
rehabilitative services option. Under that option,
individuals may be taught – if needed – basic life
skills so that they are able to be more independent.
However, performing or assisting the individual to
perform essential life tasks falls outside the boundary of rehabilitative services.
In January 1999, CMS released a State Medicaid
Manual Transmittal (included in Appendix A) that

Medicaid Coverage of Mental Health Services

significantly revised and updated the Agency’s
guidelines concerning the coverage of personal care
services. This guidance made it clear that personal
care services may span the provision of assistance
not only with ADLs but also with instrumental
activities of daily living (IADLs), such as personal
hygiene, light housework, laundry, meal preparation, transportation, grocery shopping, using the
telephone, medication management, and money
management.
The guidance further clarified that, for persons
with cognitive impairments (including persons
with mental illnesses as well as persons who have
Alzheimer’s disease or other dementias), personal
care may include “cueing along with supervision to
ensure the individual performs the task properly.”
In other words, a person might be able to physically
perform a task but has limitations in actually
performing the task because of his/her mental
condition. The guidance also explicitly recognized
consumer direction of personal care services.
A little more than one-half of the states offer
personal care/assistance under their Medicaid state
plans. In recent years, states have tended to
employ the Medicaid HCBS waiver program rather
than Medicaid state plan coverage of personal
assistance to expand the availability of personal
assistance for individuals of all ages with various
disabilities.
Personal assistance is a common
feature of HCBS waiver programs. Individuals
with mental illnesses are not precluded from
participating in HCBS waiver programs. However,
they can only receive waiver services if they meet
the state’s institutional eligibility criteria for
hospital, nursing facility, or ICF/MR services.
Relatively few states furnish personal care/assistance routinely to support significant numbers of
individuals with mental illnesses.
Like other
Medicaid services, a state may not discriminate on
the basis of disability when it offers a service under
the state plan. Consequently, a state may not deny
personal care/assistance services to individuals
who have mental illnesses but otherwise meet the
state’s criteria for such services. At the same time, a
state may not reserve personal care/assistance
solely
for
such
individuals.
Personal
care/assistance services cannot be targeted by
specific type of disability.
Often, there are impediments to obtaining personal
care/assistance for people with serious mental
illnesses. Despite the changes in federal policy
during the 1990s that permitted states to “demedicalize” these services, some states have not
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changed their policies. Also, in many states, the
threshold “service eligibility” criteria for personal
care/assistance continue to focus on difficulties in
performing activities of daily living, giving lesser
weight to IADL needs. Additionally, some states
continue to circumscribe the scope of personal
care/assistance services by limiting it to the provision of services in the individual’s living arrangement. Finally, securing personal care services on
behalf of individuals with mental illnesses requires
coordination between “systems of care” because
personal care services are managed through
different networks and programs than those that
provide mental health services.
In a few states, personal care funding has been used
to partly underwrite the costs of community
residences, including residences that support
individuals with mental illnesses. Personal care
funding was employed extensively by Michigan in
the late 1980s as a means of financing community
residential services for persons with mental illnesses and developmental disabilities. Michigan’s
approach recognized that many of the supports
that people receive in residential settings included
personal care and that Medicaid funding could be
employed to pay for a portion of the costs of
operating such residences. In some states, personal
care funding pays for some of the costs of operating

West Virginia’s Personal Assistance
State Plan Amendment
In 2002, West Virginia amended its Medicaid state
plan coverage of personal assistance to provide
that such services could be (a) furnished outside
the beneficiary’s home and (b) used in support of
individuals to obtain and retain competitive
employment. In particular, West Virginia’s
coverage specifies that
Personal care services are available to assist an
individual with a disability (as defined by SSI) to
perform activities of daily living (ADLs) and
instrumental activities of daily living (IADLs) in
the individual's home. Personal care services are
provided in the recipients' residence. Personal
care services in the form of assistance with ADLs
and IADLs are also available outside the home to
eligible disabled individuals who require assistance to obtain and retain competitive employment of at least 40 hours a month. Assistance
outside the home may be provided as necessary
to assist the individual to and from work, at the
work site, and in locations for obtaining employment such as employment agencies, human
resources offices, accommodations preparation
appointments, and job interview sites.
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domiciliary-type residential settings where individuals with mental illnesses may reside.
However, in many instances, these settings do not
furnish mental health services and supports for
such individuals.
Recently, a few states have started to use personal
assistance services to support the employment of
individuals with disabilities. This development has
been spurred on by the passage of the federal
Ticket to Work and Work Incentives Improvement
Act, Medicaid “buy-in” eligibility options (as
discussed in Chapter 3), and CMS Medicaid
Infrastructure Grants, which include a requirement
for states to assess and strengthen personal assistance services to support people with disabilities
who work.
At least three states – California, West Virginia34
and Utah – have augmented their existing Medicaid
state plan coverage of personal assistance services
specifically to support people with disabilities who
work, including individuals with serious mental
illnesses.35 In each instance, the state plan amendments take advantage of the 1993 amendments that
allow for the provision of personal assistance
outside the person’s home to include the provision
of employment-related personal assistance.
In 2003, California amended its Medicaid state plan
to give individuals the option of receiving personal
care services in the workplace to the same extent
they are provided in the home.36 Utah has recently
added innovative employment-related personal
care coverage, which is discussed in more detail in
Chapter 5.
Personal care/assistance potentially offers an
avenue for underwriting non-treatment supports
for individuals with serious mental illnesses,
including those that support employment. Not all
states offer personal care and, in some that do,
individuals may not qualify for services based on
the state’s eligibility criteria, or there may be other
barriers to obtaining these services.

Conclusion
The Medicaid program provides states with a
means to obtain federal financial participation in
the costs of supporting working-age adults with
serious mental illnesses in the community. The
principal option available to states for mental
health services is the rehabilitative services option.
This option is flexible and can span a wide range of
services in the community, at a state’s discretion. It
is the option that aligns best with recovery as the

central philosophy in supporting individuals with
mental illnesses. Targeted case management can be
an important adjunct to rehabilitative services.
While the personal assistance coverage also might
make important contributions in supporting
individuals in the community, employing such
services hinges on whether a state has included
personal assistance in its state plan and the
parameters of its coverage.
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Chapter 5

Medicaid Coverage
Options and
Community
Services

Finding the fit between Medicaid coverage options and effective
community services for working-age adults with serious mental illnesses
involves aligning a state’s goals and objectives for community support
with Medicaid coverage requirements. This chapter describes how
several states have used Medicaid to underwrite components of community support services for adults with serious mental illnesses, focusing
on the rehabilitative services option.

S

o far, the Handbook has described the
essential features of community support,
and the general federal policy parameters
that affect how states can use Medicaid to
support working-age adults with serious
mental illnesses. This has included a description of
evidence-based practices and the components of
the community support system, along with an indepth discussion of Medicaid eligibility and
coverage options. This chapter illustrates how
states have crafted coverages to secure Medicaid
funding for important components of community
support. As noted in Chapter 4, states have
considerable latitude in shaping mental health
services under the rehabilitative services and other
Medicaid coverage options. Examining actual state
coverages provides useful information about
practical and realistic applications of Medicaid to
underwrite the costs of community mental health
services.

Finding the Fit
Finding the fit between the mental health services
that a state wishes to offer and Medicaid coverage
requirements can be challenging. Mental health
practices and treatment approaches frequently (and
appropriately) are described in terms that may not
readily lend themselves to translation into
Medicaid coverage. Important concepts such as
recovery involve supports that are individualized,
consumer-driven, and geared toward helping
individuals live successfully in the community.
Promoting a recovery-oriented system of services
and supports through Medicaid involves selecting
services that promote independence and focus on
assisting individuals to take progressively greater
control over their lives (e.g., skill building, illness
management and peer services). Service planning
approaches that focus on the individual and stress
rehabilitation are also ways of promoting recovery.
Translating mental health practices, approaches,
and concepts into covered Medicaid services
requires states to fashion benefits in the context of

the Medicaid coverage framework depicted on the
next page. This framework requires a state to
answer in concrete, practical operational terms
several questions about the services it intends to
offer. Mental health approaches and practices must
be described in coverage terms in order to secure
Medicaid funding.
As noted in Chapter 4, there is no pre-established,
federally defined array of Medicaid community
mental health benefits that a state must include in
its coverage. Federal policy defines the terms
under which federal payments flow to the states
and a state must conform to those terms. But, it is
up to each state to decide how to meld Medicaid
funding into its mental health system, taking into
account coverage requirements and limitations on
what Medicaid will pay for. Fundamentally, a
state’s overarching goals and objectives for supporting its citizens with serious mental illnesses should
serve as the basis for deciding which Medicaid
services it will offer. In this context, Medicaid is
properly regarded as a tool for advancing important state policy aims by enabling a state to leverage
and amplify its own financial resources.

Stressing Recovery in Service Planning
Maine stresses rehabilitation and recovery in its
coverage of community support services for persons
with severe and disabling mental illnesses. Maine’s
rules concerning the rehabilitation/service plan provide
that1
“An individualized rehabilitation/service plan is
developed for and with a person receiving community
support services by a designated community supports
provider.… An individualized rehabilitation/service plan
A. Identifies the person’s wants and needs in the
context of the present and future,
B. Recognizes both the strengths and needs of the
person,
C. Includes
rehabilitation-oriented
targets
for
initiating positive change(s) for the person, and
D. Coordinates other plans that are developed to
achieve targets.”
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“Finding the fit” starts with a state’s identifying the
service capabilities it wants to establish, and sorting
out which services can be underwritten in whole or
in part by Medicaid. At the same time, a state must
recognize that there may be service capacities or
components that have to be underwritten with
other non-Medicaid funds, or secured through
other public programs. It is also important to
recognize that coverage design is multidimensional and necessitates decisions about
provider qualifications, services eligibility criteria,
medical necessity criteria, and other dimensions.
Coverage should be approached holistically,
identifying how each component will work in
tandem with others.
For example, securing
coverage of Assertive Community Treatment (ACT)
under the rehabilitative services option has proven
to be relatively straightforward for states.
However, ACT is but one component of an overall
system of supports, many of which are needed to
effectively support individuals when they no
longer require intensive ACT services.
Because Medicaid has distinctive requirements, an
important consideration for states is to avoid the
creation of a two-tiered service system where
Medicaid-funded services differ markedly from the
services that a state offers to non-Medicaid eligible
individuals who are members of the same priority
population. Medicaid eligibility limitations can
result in a portion of the priority population of
individuals with serious mental illnesses not
qualifying for Medicaid even though they may
have relatively low incomes. A more seamless
system for serving individuals in the priority
population is achieved when a state’s Medicaid
coverages are derived from and mesh with a state’s
design of its service system. To the extent possible,
this result is advanced when Medicaid and state
funding streams employ:
• Common service definitions, recognizing that
some components of a service may not qualify
for Medicaid funding;
• The same provider qualifications;
• Equivalent payment rates;
• A similar approach to utilization management;
• Common quality management and improvement
practices; and,
• Shared data systems.
The latitude afforded states in designing Medicaid
coverages and managing Medicaid services means
that the use of Medicaid financing need not lead to

Medicaid Coverage Framework
• What services (defined concretely) will be provided?
• Which of these services (or service components)
qualify for Medicaid payment?
• Under which coverage category do these services fall?
• What are the coverage category’s requirements and
limits?
• To whom will these services be provided? (Services
eligibility criteria)
• Who will provide these services? (Provider
qualifications)
• Under what circumstances are the services provided?
(Medical necessity criteria)
• Who authorizes the services? (Practitioner? Other
mental health professional? Treatment team? State?)
• Where will the services be provided? (Location)
• How much will be provided? (Amount, duration and
scope)
• How will payments be made for the services? (Payment
rates and billing units)

a bifurcated approach to serving individuals with
serious mental illness.
In deciding whether to cover services through
Medicaid, many factors need to be weighed beyond
the technical feasibility of securing Medicaid. One
factor, for example, can be the “readiness” of
service providers to furnish a service, especially for
an entirely new service, or imposing a higher
standard of care on an existing service. In some
respects, securing Medicaid funding for evidencebased practices is less a problem of the technical
feasibility of covering them (since most fall well
within Medicaid coverage boundaries) than a
question of the capabilities of providers to meet the
high standards that such practices envision. In
addition, the initiation of a new service may need
to be accompanied by technical assistance and
training. Obviously, another practical but, nonetheless, critical factor is whether the state has the
necessary matching dollars to underwrite the costs
of adding a new service.
In addition, there is no doubt that the management
of Medicaid services is demanding in its own right,
especially when a state plans to employ prior
authorization and active utilization review/management to ensure the appropriateness and effectiveness of services. Hence, managerial readiness
also is a factor that may need to be weighed in
deciding when to cover a service under Medicaid.

Medicaid Coverage Options and Community Services

Coverage of Community Support
Components
This chapter illustrates how states have employed
Medicaid to cover several important components of
community support.
These examples are not
presented as “ideal” or “model” coverages.
Instead, they are intended to show the feasible
range of services that can be covered through
Medicaid, especially under the rehabilitative services option. The types of service capabilities/
capacities that are illustrated include:
•
•
•
•
•
•
•
•
•

Crisis services
Assertive Community Treatment (ACT)
Illness/disability management
Peer support/peer services
Supports for community living
Employment
Family education
Medication management
Services for individuals with co-occurring
conditions

States routinely employ Medicaid to cover many
other types of community mental health services,
including individual and group psychiatric therapy,
and counseling. These essential core treatment
services are included in nearly every state’s
Medicaid program.
Service coordination/case
management also plays a vital role in the provision
of community mental health services. As discussed
in Chapter 4, states most commonly cover case
management by employing the targeted case
management coverage option.
In this chapter, the focus is on coverages that can
promote successful community living for working
age adults with serious mental illnesses. These
coverages prevent or reduce hospitalization and
contribute to recovery. Additional information
about these and other types of services that states
offer may be found in Recovery in the Community, a
Bazelon Center for Mental Health publication that
includes extensive information on the full range of
services that states principally cover under the
rehabilitative services option.2

Crisis Services
Crisis services are designed to meet the immediate
needs of individuals experiencing a mental health
emergency.
They are flexible, mobile, and
available 24 hours a day, 7 days a week. The need
for crisis services may arise from a change in a
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person’s
living
situation,
emotional
state,
medication side effects, or a host of other reasons.
Crisis services can range from telephone support to
dispatching an on-site emergency team and
following up with stabilization services.

Crisis intervention is a critical component of the
Community Support System and is covered under
Medicaid in some form by every state. Effective
crisis intervention is vital to the well-being of
individuals with serious mental illnesses, who, in
its absence, potentially face dislocation, institutionalization, and even more tragic outcomes. Effective
crisis intervention reduces strains on a state’s other
health care resources, and can prevent unnecessary
confinement. There is ample evidence demonstrating that the availability of crisis services
reduces costly emergency hospitalization,3 making
this coverage an especially wise, cost-effective
investment for states. Crisis services may be
provided under either the clinic or rehabilitative
services options, but, as emphasized in Chapter 4,
covering them as a rehabilitative service offers
greater flexibility in responding to individual
needs. Given the nature of mental health crises,
crisis services should be available at any time and
any place, and this capability is severely constricted
under the clinic option, especially with respect to
follow-up crisis stabilization services.
Thirty states cover crisis management/intervention
as a distinct service under the rehabilitative services
option.4 In addition, crisis services are frequently
included as a component of other services (e.g.,
Assertive Community Treatment, where the ACT
team is expected to respond round-the-clock to
emergencies experienced by individuals whom the
team supports). Where a state offers distinct
coverage of crisis intervention but also includes
crisis intervention as a component of other services,
only one coverage may be billed for each intervention.5 Many states also assign case managers the
responsibility to arrange for crisis intervention
services in their coverage of targeted case
management services.
Typically, crisis services usually have three components: assessment/first response, stabilization/
follow-up, and crisis residential services. Assessment/first response is the rapid, initial response to
an individual who is experiencing a crisis, both to
assess the nature of the crisis and identify next
steps to address the crisis. Crisis stabilization
occurs after assessment and involves the development of an individual crisis treatment plan that
includes short-term goals and identifies the immediate services needed to achieve those goals. These
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services may be offered either at a mental health
clinic or furnished by a mobile treatment team. For
example, under its rehabilitative services coverage,
Georgia provides for both “clinic-based crisis
management” and “out of clinic crisis management,” depending on where the crisis can be
addressed most appropriately and effectively.
Finally, crisis residential services are furnished
when the crisis is sufficiently acute to require
round-the-clock support in order to stabilize the
person. Crisis residential services are time-limited
and may span a variety of interventions, depending
on the needs of the individual. Crisis residential
services may mean providing a bed in a small
group home or a facility with significant nursing
and other medical coverage.
States that elect to use the rehabilitative services
option to cover crisis services can incorporate all
these elements and have the freedom to deliver all
components of the service through mobile teams
and in a variety of settings throughout the community. Crisis teams may include a peer specialist.
West Virginia (below) and Minnesota (next page)
provide examples of state coverage of crisis services
under the rehabilitative services option.

Assertive Community Treatment (ACT)
Assertive Community Treatment (ACT) is a mobile
program of services that supports individuals who
have especially intensive needs. ACT services are
delivered by an interdisciplinary team that supports a
limited number of individuals in any setting conducive to the individual. ACT services include monitoring, medication management, service referral, crisis
intervention, short-term counseling and other interventions. ACT is provided under the rehabilitative
services option.

Many states have used the rehabilitative services
option to cover the provision of (P)ACT services
(Program of Assertive Community Treatment). As
described in Chapter 1, ACT is a mobile, holistic,
interdisciplinary approach to supporting people in
the community who require especially intensive
services. ACT is an evidence-based practice that is
an integral component of the Community Support
System and has demonstrated cost-effectiveness.6
The goal of ACT is to increase community tenure
and reduce the incidence of crisis and hospitalization, enabling the individual to achieve greater
integration and stability. ACT programs go by different names in different states (e.g., Intensive

West Virginia’s Coverage of Crisis Services7
West Virginia covers both crisis intervention and stabilization. It also provides crisis support in small community
residential settings to support individuals who require a structured setting. West Virginia’s crisis coverage is as
follows:
Crisis Services are based on a continuum of care ranging from the less restrictive setting (e.g., crisis intervention
in the home/community) to a more restrictive setting (treatment in a residential facility).
1. Crisis Intervention is an unscheduled, face-to-face intervention with a recipient in need of emergency or
psychiatric interventions in order to resolve an acute crisis. Depending on the specific type of crisis, an array
of treatment modalities is available. These include but are not limited to individual intervention and/or family
intervention. The goal of crisis intervention is to respond immediately, assess the situation and stabilize as
quickly as possible. Once the crisis is stabilized it would then be appropriate to initiate intensive in-home
services or crisis stabilization services.
2. Crisis Support is a structured program provided in community-based small residential settings. Its purpose is
to provide a supportive environment designed to minimize stress and emotional instability that has resulted
from family dysfunction, transient situational disturbance, physical or emotional abuse, neglect, sexual abuse,
loss of family or other support systems, or the abrupt removal of a recipient from a failed placement or other
current living situation. Crisis support services must be available 24 hours a day, seven days a week and
consist of an array of services including individual and group therapy, counseling, intensive behavior
management, clinical evaluation/assessment, treatment planning and health maintenance/monitoring.
3. Crisis Stabilization is an organized program of services designed to ameliorate or stabilize acute or severe
psychiatric signs and symptoms. This service is intended for any recipient who requires intensive crisis
services without the need for a hospital setting and who, given appropriate supportive care, can be
maintained in the community while resolving the crisis. Crisis stabilization services must be provided on the
written order of a physician or licensed practitioner of the healing arts. Each recipient must have a psychiatric
evaluation and an initial crisis stabilization plan developed within 24 hours of service initiation. These services
require approval by the Office of Medical Services Utilization Review.

Medicaid Coverage Options and Community Services
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Minnesota’s Coverage of Crisis Services8
Minnesota’s coverage of crisis services addresses three phases: crisis assessment, intervention, and stabilization.
A crisis treatment plan must be prepared as soon as practical. The first two phases are provided to all persons;
stabilization is provided as required. In Minnesota, county mental health programs or providers contracted by
counties furnish crisis response services. Crisis response team members must complete at least 30 hours of crisis
response training every two years. The following is excerpted from the Minnesota Medicaid state plan:
Crisis Assessment is an immediate face-to-face appraisal by a physician, mental health professional, or a mental
health practitioner under the clinical supervision of a mental health professional, following a determination that
suggests the recipient may be experiencing a mental health crisis. The crisis assessment evaluates any immediate
needs for which emergency services are necessary and, as time permits, the recipient’s life situation, sources of
stress, mental health problems and symptoms, strengths, cultural considerations, support network, vulnerabilities,
and current functioning.
Crisis Intervention is a face-to-face, short-term intensive service provided during a mental health crisis to help a
recipient cope with immediate stressors, identify and utilize available resources and strengths, and begin to return
to the recipient's baseline level of functioning. Crisis intervention must be available 24 hours a day, 7 days a week.
•

Crisis intervention is provided after the crisis assessment.

•

Crisis intervention includes development of a crisis treatment plan, which must include recommendations for any
needed crisis stabilization services. It must be developed no later than 24 hours after the first face-to-face
intervention. The plan must address the needs and problems noted in the crisis assessment and include
measurable short-term goals, cultural considerations, and frequency and type of services to be provided. The
plan must be updated as needed to reflect current goals and services. The crisis intervention team must
document which short-term goals were met, and when no further crisis intervention services are required.

•

The crisis intervention team comprises at least two mental health professionals, or a combination of at least one
mental health professional and one mental health practitioner with the required crisis training and under the
clinical supervision of a mental health professional on the team. The team must have at least two members, with
at least one member providing on-site crisis intervention services when needed.

•

If possible, at least two members must confer in person or by telephone about the assessment, crisis treatment
plan, and necessary actions taken.

•

If a recipient's crisis is stabilized, but the recipient needs a referral to other services, the team must provide
referrals to these services.
Crisis Stabilization is an individualized mental health service designed to restore a recipient to the recipient's prior
functional level.
•

Crisis stabilization cannot be provided without first providing crisis intervention.

•

Crisis stabilization is provided by a mental health professional, or a mental health practitioner who is under the
clinical supervision of a mental health professional, or a mental health rehabilitation worker who works under the
direction of a mental health professional or a mental health practitioner.

•

Crisis stabilization may be provided in the recipient's home, another community setting, or a short-term
supervised, licensed residential program that is not an IMD. If provided in a short-term supervised, licensed
residential program, the program must have 24-hour-a-day residential staffing, and the staff must have 24-houra-day immediate access to a qualified mental health professional or qualified mental health practitioner.

•

A crisis stabilization treatment plan must be developed, and services must be delivered according to the plan. A
plan must be completed within 24 hours of beginning services and developed by a mental health professional or a
mental health practitioner under the clinical supervision of a mental health professional. At a minimum, the plan
must contain:
1.
A list of problems identified in the assessment;
2.
A list of the recipient’s strengths and resources;
3.
Concrete, measurable short-term goals and tasks to be achieved, including time frames for
achievement;
4.
Specific objectives directed toward the achievement of each one of the goals;
5.
Documentation of the participants involved in the service planning. The recipient, if possible, must
participate;
6.
Planned frequency and type of services initiated;
7.
The crisis response action plan if a crisis should occur; and
8
Clear progress notes on the outcome of goals.
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Community Treatment) but all are characterized by
mobile, 24 hour a day, 7 day a week coverage9 and
feature
comprehensive
treatment
planning/
response, continuity of staff, one-on-one services
and small caseloads. ACT sometimes is described
as a form of case management.10 However, ACT
teams are responsible for providing a full range of
coordinated services to individuals, including crisis
intervention, medication management, skill building and illness management. As of 2003, 18 states
furnished ACT under the rehabilitative services
option. However, it is challenging to fully cover all
ACT services through Medicaid, and, as a result,
ACT programs usually are supplemented with
state-only dollars. In general, Medicaid funds
finance 40-90 percent of the costs of ACT services.11

rehabilitative services coverage must be employed.
Since ACT teams furnish the full-range of services
required by each individual, other mental health
services usually are not provided concurrently.
Also, the provision of ACT is usually subject to
prior authorization and reauthorization.

ACT is a high-end, intensive service that states
reserve (via services eligibility and medical necessity criteria) for individuals with serious mental
illnesses. It was originally developed specifically
for individuals with schizophrenia or other psychotic disorders who exhibit a particularly high
degree of functional impairment (e.g., inability to
perform necessary tasks of daily living and/or
incapacity to maintain a safe environment or avoid
dangerous situations). ACT also is targeted to
individuals who have a history of admissions to
crisis residential, inpatient psychiatric, or other
acute settings, and for whom less intensive mental
health services have proven ineffective. ACT can
also help to facilitate the transition of individuals
from inpatient and other institutional settings to the
community. Frequently, individuals who receive
ACT have co-occurring disorders (mental illness
and substance abuse) and thereby benefit from the
integrated mental health/ substance abuse services.

“States should consider this recommendation
in their plans for comprehensive approaches to
community-based mental health services.
Programs based on ACT principles can be
supported under existing Medicaid policies,
and a number of States currently include ACT
services as a component of their mental health
service package. Consumer participation in
program design and the development of
operational policies is especially key in the
successful implementation of ACT programs.”14

ACT teams maintain frequent, consistent contact
with the individuals they support, varying the
frequency and duration of services based on the
person’s progress and needs.12 The composition of
an ACT team includes a clinical/administrative
team leader, a psychiatrist, registered nurses, a
consumer/peer counselor, a qualified mental health
professional (e.g., clinical social worker, licensed
professional counselor), vocational specialist, and
other qualified staff.
This multi-disciplinary
composition enables the team to address the full
range of an individual’s needs. ACT teams operate
with a staff to consumer ratio in the range of 1:10 to
1:12. Extensive materials concerning (P)ACT are
available from the National Alliance for the
Mentally Ill.13
The mobile nature of ACT means that, if a state
intends to offer ACT in its Medicaid program, the

ACT has been covered under Medicaid by some
states for several years. Examples of states with
extensive ACT team provider networks include
Wisconsin and Michigan. In 1999, HCFA (now
CMS) issued a letter to state Medicaid directors
(included in Appendix A) explicitly recommending
that states seriously consider including ACT as a
part of their community-based mental health
services based on solid research concerning its
efficacy. The letter urged that

While several states now cover ACT in their
Medicaid programs, many others have ACT teams
that are not covered under the state’s rehabilitative
services option. In total, 28 states offer ACT in at
least part of their state, regardless of funding
source.15
Because ACT is interdisciplinary and teams furnish
a wide range of services, payment for ACT services
is sometimes misunderstood to require the billing
of each specific service furnished by the team (e.g.,
separately billing for nursing services or skill building). However, states are not required to un-bundle
ACT services for billing purposes. Instead, ACT
services may be billed by time unit (e.g., 15 minute
units), provided that the services furnished by a
team member are documented as falling under the
scope of the state’s ACT coverage.
Because ACT teams are operated by provider
organizations, it is also not necessary that the
billing be submitted by individual team members.
The District of Columbia provides an example of a
state that covers ACT. An in-depth profile of the
operational features of Georgia’s ACT coverage are
provided in attachment A to this chapter.

Medicaid Coverage Options and Community Services

ACT Coverage Example: District of Columbia
The District specifically spells out the amount and
scope of ACT services directly in its state plan,
providing that “The consumer’s ACT Team shall
complete a comprehensive or supplemental assessment
and develop a self care-oriented Individualized Service
Specific Plan (ISSP) (if a current and effective one does
not already exist). Services offered by the ACT team
shall include:
1) mental health-related medication prescription,
administration and monitoring;
2) crisis assessment and intervention;
3) symptom assessment, management and individual
supportive therapy;
4) substance abuse treatment for consumers with
a co-occurring addictive disorder;
5) psychosocial rehabilitation and skill development;
6) interpersonal social and interpersonal skill training;
7) education, support and consultation to consumers’
families and/or their support system.”16

Intensive Case Management
Some states cover a somewhat less exhaustive
team-delivered service than ACT that is sometimes
called “intensive case management” (ICM) (which
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should not be confused with targeted case
management).
ICM programs are structured
similarly to ACT but are of a lower intensity,
although there are similarities in the profiles of
individuals served and the use of a team-based
approach to service delivery. Making both ACT
and ICM available can be a useful strategy for
accommodating the diversity of the seriously
mentally ill population as well as the changing
needs of a given individual over time. Maine is an
example of a state that offers both ICM and ACT
under its rehabilitative services coverage.
In
Maine, ICM teams furnish “intensive interventions
and supports to clients who otherwise might not be
engaged in more traditional mental health
services.” ICM is also covered by some states that
do not offer a standalone ACT program under
Medicaid.
ICM (which can also go by other names such as
mobile treatment teams) usually furnish services
similar to ACT but often with higher consumer to
staff ratios and more limited service availability
(i.e., they may not be available around the clock).
Services and supports are available wherever they
are needed within the community. As is the case
with ACT, ICM providers are expected to furnish a
full range of services.

Missouri’s Coverage of Intensive Case Management
Missouri’s “Intensive Community Psychiatric Rehabilitation” provides an example of Intensive Case Management
(ICM). There are many similarities between Missouri’s ICM coverage and ACT; however, the ICM program is timelimited and does not have the same staffing ratio and requirements of ACT.17 Missouri’s coverage is as follows:
Intensive community psychiatric rehabilitation is a level of support designed to help recipients who are experiencing an acute psychiatric condition to be served in the community, thereby alleviating or eliminating the need to
admit them into a psychiatric hospital or residential setting. It is a comprehensive, time limited, community-based
service delivered to recipients who are exhibiting symptoms that interfere with individual or family life in a highly
disabling manner.
Intensive community psychiatric rehabilitation is intended for the following recipients:
• Persons who would be hospitalized without provision of intensive community based interventions; or
• Persons who have a history of extended or repeated hospitalizations; or
• Persons who have crisis episodes; or
• Persons who are at risk of being removed from their home or school to a more restrictive environment; or
• Persons who require assistance in transitioning from a highly restrictive setting to a community-based alternative, including, specifically, persons being discharged from inpatient psychiatric settings who require assertive
outreach and engagement.
Intensive community psychiatric rehabilitation is provided by treatment teams delivering services that will maintain
the recipient within the family and significant support systems, and assist recipients in meeting basic living needs
and age appropriate developmental needs.
A treatment team comprising individuals required to provide specific services identified on the Individualized
Treatment Plan (ITP) delivers this level of service to recipients who meet the community psychiatric rehabilitation
(CPR) eligibility criteria.
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Illness/Disability Management
Illness management, an important evidence-based
practice, involves educating the consumer to improve
coping strategies, utilize medications more effectively, and reduce relapses and hospitalization.

The ability to understand and self-manage one’s
own mental illness is central to recovery. Illness/
disability management is a recognized evidencebased practice. Individuals can be successfully
educated about their own warning signs of relapse
and can develop relapse prevention plans and
strategies to guard against its occurrence.18 Illness
management is sometimes referred to as disability
or symptom management. The main thrust of illness management is to equip individuals with skills
to help them manage all aspect of their illness and
its impact on their lives. Its ultimate goal is to allow
individuals to progressively take greater command

of their own lives and recovery.
The skills
imparted include day-to-day coping skills,
anticipating the need for services, evaluating
treatment
and
clinical
options,
symptom
management skills, and others needed to manage
one’s illness. Illness management can be covered
under the rehabilitative services option.
Twenty-four states cover illness management
under Medicaid for individuals with serious mental
illnesses. New Hampshire provides an example of
a state that offers illness management as a core
community mental health service covering many
dimensions of community support (e.g., skill
development and psychotherapeutic interventions)
and, hence, serves more ends than strictly illness
management. However, the overall thrust of the
coverage is illness management and recovery.

New Hampshire’s Coverage of Illness Management Services
New Hampshire stresses recovery-oriented illness management services. New Hampshire added Mental Illness
Management Services (MIMS) to its Medicaid program in 1992. MIMS consists of a menu of services delivered in the
community that are designed to enhance individuals’ ability to manage their mental illness and live independently in
the community. In 2002, over 900 adults received MIMS. The coverage spans several dimensions, including educating
the person about coping mechanisms when symptoms emerge, developing skills to handle daily tasks and social/
professional/medical interactions, and assisting the person to develop stronger communication and conflict
resolution skills. Individuals may receive one or several of these services depending on their needs and can receive
them in either a clinic setting, the home, or work environment. 19 New Hampshire’s rules define MIMS as follows:20
MIMS shall be face-to-face interventions, and include the following elements and objectives:
(1) Group therapeutic intervention, which shall have as its objective the development and maintenance by a client
of skills needed to successfully interact with other persons in the community, including the following skills:
(a) conflict resolution; (b) personal responsibility; and (c) communications.
(2) Medication education, which shall have as its objective the development by a client of the skills necessary to
comply with physician prescribed medication;
(3) Symptom management, which shall have as its objective the identification and minimization of the negative
effects of psychiatric symptoms which interfere with a client's daily living, financial management, personal development, and community integration;
(4) Individual psychotherapeutic intervention, which shall have as its objective the development by a client of
interpersonal and self-care skills and an understanding of his or her mental illness to enable the client to adapt to
community settings in which he or she lives and functions;
(5) Supportive counseling, which shall: (a) include interactions with a client and/or persons in the client's immediate support system; and (b) have as its objective the development and/or maintenance of client growth and supports
necessary for that client to manage his or her mental illness;
(6) Crisis management, which shall: (a) include client training regarding management of a psychiatric crisis; and
(b) have as its objective the ability of a client to identify a psychiatric or personal crisis, implement the crisis
management plan identified in the client's ISP, if appropriate, and/or seek needed support from either residential or
clinical staff; and
(7) Family support provided to a client and/or family member(s), if the client and family member(s) wish to receive
this service, which shall: (a) include family education and consultation; and (b) have as its objective the development and maintenance of family support systems and/or better management by the client of his or her mental
illness.
New Hampshire also specifically provides that individuals who have experienced mental illness and family members
can qualify as program staff based on their direct experiences. The state provides for per diem payment of MIMS
when it is furnished in a licensed community residence and time/unit billing when it is not.

Medicaid Coverage Options and Community Services

Peer Support
Peer support and peer-delivered services are central
to the recovery movement and can cross a variety of
service categories.
Peer support services are
delivered from consumer to consumer. Several states
provide that individuals who have experienced a
mental illness may qualify to furnish services such as
community support and skills training.

Because peer support is a hallmark of the recovery
movement and an essential element of community
support, more states are incorporating peer support
and peer-delivered services into community mental
health services. Peer support stresses that individuals – with the assistance of peers – should play an
active and direct role in their own recovery, thereby
promoting hope and empowerment and enhancing
their own ability to live successfully in the community. Moreover, enlisting trained individuals who
themselves have experienced serious mental illnesses to support their peers brings the consumer
perspective to the front lines of recovery. Peers
may furnish clubhouse-style peer counseling to
support consumers in managing their illness, telephone support to ensure consumers are ready and
on-time for work, on-site crisis management, and
other relevant recovery supports. This support can
greatly assist individuals by increasing their ability
to self-manage their symptoms, advocate for themselves, and utilize effective coping skills to avert
potential crisis situations.21`
Essentially, there are two avenues for covering peer
support and peer-delivered services. Peer support
may be covered as a distinct rehabilitative services
benefit. States can also weave peer-delivered services into other covered rehabilitative services, such
as living skills training or social support, by enabling individuals who have experienced a mental
illness to qualify as practitioners. As previously
noted (see Box p. 78), New Hampshire’s MIMS
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coverage provides for qualified peers to furnish
some services. In the case of ACT, program
standards require that a peer be a member of the
ACT team.
"Studies show that consumer-run services and consumer-providers can broaden access to peer support,
engage more individuals in traditional mental health
services, and serve as a resource in the recovery of
people with a psychiatric diagnosis. Because of their
experiences, consumer-providers bring different attitudes, motivations, insights, and behavioral qualities
to the treatment encounter."22

Currently, eleven states23 offer peer support services
in some form, mostly by providing for peers to
qualify as practitioners of rehabilitative services.
Iowa provides an example of a state that enlists
peers in the provision of services. At this point,
only two states (Georgia and South Carolina24) have
implemented a distinct Medicaid peer support
coverage under the rehabilitative services option.
Georgia’s precedent setting coverage is described in
Attachment B to this Chapter. Georgia also has
incorporated peer-delivered services into many of
its other rehabilitative services.

Supports for Community Living
Many working-age adults with serious mental illnesses
require skills restoration training to overcome the
functional limitations that accompany their illness
and live in the most integrated setting possible. This
training is a vital component of recovery-oriented
services and promotes independence. Services such
as targeted case management also can play an
important role in assisting individuals to secure
stable housing.

The fundamental purpose of Medicaid rehabilitative services coverage is the restoration of func
tioning. Serious mental illness is accompanied by
significant functional limitations in areas such as

Peer Support Counselors in Iowa25
Iowa has integrated peer-delivered services into the package of services it offers under the rehabilitative services
option by providing that some services may be furnished by peer support counselors. A peer support counselor is
defined as “a person who has been diagnosed with a chronic mental illness, who provides counseling and support
services to other adults with the same or a similar diagnosed mental illness.”26 A peer support counselor must meet
five requirements: (1) Successfully complete training that is supervised by an LPHA (Licensed Professional of the
Healing Arts – an MD or licensed psychologist); (2) Abide by professional ethics adopted by National Board of Certified
Counselors that bind licensed mental health counselors; (3) Provide qualified services that are aligned with the
rehabilitative portion of an individual’s treatment plan, and that are supervised by an approved professional;(4)
Demonstrate competency in service delivery as determined by meeting professional standards of a national
organization overseeing that particular service area; and (5) Provide services through employment or by a contract
with a Medicaid-approved provider.27 Peer support is not defined as a distinct service but is woven into other
rehabilitative services, including (1) community living skills training; (2) employment-related services; and (3) day
program services for skills training and development.
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basic living and social skills. Furnishing rehabilitative services that address these limitations and
equip individuals to function more independently
is an essential ingredient in promoting successful
community living for working age adults with
serious mental illnesses. In order to qualify as a
rehabilitative service, services furnished to improve
living skills must have a restorative focus.
A substantial majority of states cover the restoration of basic or daily living skills as a rehabilitative
service. These services assist individuals to live
more independently by enabling them to do more
for themselves. Such services can include “training,
guiding, supervising, cueing or reminding, or
techniques to teach how to overcome barriers by
changing how the person interacts with his/her
environment.”28 The span of basic or daily living
skills addressed through these services can be quite
wide-ranging, including IADLs such as food
preparation, money management, grocery shopping, personal hygiene, medication self-administration and housekeeping.
As discussed in
Chapter 4, the actual performance of daily activities
(e.g., meal preparation) for a person requires
alternate coverage under the personal care/ assistance category.
Iowa (below) and Minnesota
(following page) provide examples of the coverage
of basic living skills.
In a similar vein, the restoration of social and
interpersonal skills focuses on developing interpersonal relationships, solving problems and resolving
conflicts. Most states cover the restoration of these
skills as a rehabilitative service.
Keeping in mind the broad goal of achieving maximum community integration, functioning, and
recovery, sixteen states offer elements of social and
recreational supports under the rehabilitative services option. States may provide certain services
that facilitate the development of social networks,
increase environmental adaptability, and ultimately
strengthen an individual’s ability to live independently. These services are aimed at employing
recreational activities that focus on reducing

isolation and withdrawal and that support goals
identified in an individual’s treatment plan. For
example, Missouri’s psychosocial rehabilitation
coverage includes “participation in informal and
organized group activities to help reduce stress and
improve coping, which are normative to the
community, such as exercise, self-education, sports,
hobbies, supportive social networks, etc.”29
However, social/recreational activities not aimed at
recovery-related or therapeutic objectives may not
be covered under Medicaid.
Some states have distinct coverages of services for
the restoration of basic living skills, social, interpersonal and other skills; elsewhere, states combine
these services with others.

Supporting Individuals in Community
Living Arrangements
Promoting successful community living for
working age adults with serious mental illnesses
involves not only meeting their service needs but
also aiding them to secure housing. Having a
stable living arrangement is extremely important.
There is a strong correlation between homelessness
and mental illness – 46 percent of U.S. adults who
experience homelessness at least once in a given
year have also had a mental health problem during
that year.30 The importance of stable housing was
underscored by the President’s New Freedom
Commission on Mental Health, which asserted that
“The lack of decent, safe, affordable, and integrated
housing is one of the most significant barriers to
full participation in community life for people with
serious mental illnesses.”31
Medicaid and especially rehabilitative services can
contribute significantly to successful community
living by underwriting services and supports in a
person’s living arrangement. But, other resources
must be tapped in order to secure housing for
individuals who cannot afford it. Except in the case
of Medicaid-funded institutional services (e.g.,
nursing facilities), Medicaid dollars cannot be used
to pay for housing or other living expenses (“room

Iowa’s Coverage of Services for Restoration of Basic Living Skills
Iowa offers a good example of a typical state’s coverage, offering “services [that] are age-appropriate skills
training or supportive interventions that focus on the improvement of communication skills, appropriate
interpersonal behaviors, and other skills necessary for independent living or, when age-appropriate, for
functioning effectively with family, peers, and teachers. Training for independent living may include, but is not
limited to, skills related to personal hygiene, household tasks, transportation use, money management, the
development of natural supports, access to needed services in the community (e.g., medical care, dental care,
legal services), living accommodations, and social skills (e.g., communicating one’s needs and making appropriate
choices for the use of leisure time).”32

Medicaid Coverage Options and Community Services
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Minnesota’s Coverage of Services for `Living and Social Skills33
Minnesota ties together training in living and social skills in its “Mental Health Basic Living and Social Skills”
coverage:
ARMHS [Adult Rehabilitative Mental Health Services] Basic Living and Social Skills are activities that restore a
client’s skills essential for managing his or her illness, treatment, and the requirements of everyday independent
living. These skills need to be restored if recipients are to be able to leave inpatient or residential programs and
live independently in the community. If these abilities are not developed clients may require inpatient or other
intensive services. [Services are furnished to] Instruct, assist, and support a recipient in areas such as:
•
•
•
•
•
•
•

Interpersonal communication skills
Community resource utilization and integration skills
Crisis assistance
Relapse prevention skills
Health care directives
Budgeting and shopping skills
Cooking and nutrition skills

and board”) of Medicaid beneficiaries. This policy
encompasses all types of Medicaid community
services for people with disabilities. As in the case
of some other services (e.g., employment) that
contribute to recovery, successful community living
strategies cannot rely solely on Medicaid funding.
Tapping federal, state, local and private housing
resources – along with a person’s own resources – is
critical to help individuals maintain stable housing.
Medicaid funding can then be employed to bring
services and supports into their living arrangements.
Community living is best exemplified through a
supportive housing model, which assists individuals to live in community-integrated living arrangements. Supportive housing programs adhere to
four basic tenets: permanence and affordability,

Impact of Community Housing
A 2003 survey by the Tennessee Department of Mental
Health and Developmental Disabilities (TDMHDD) found
that individuals with mental illnesses who were
provided a community residential placement experienced a sharp reduction in their admissions to psychiatric hospitals. In the two years after relocating into
homes, a sample of 105 individuals experienced a total
of 10 hospital admissions, compared to 154 before
placement. The state’s Creating Homes Initiative, a
targeted, grassroots, local community, multi-agency
collaborative operated by the TDMHDD Office of
Housing Planning and Development has spearheaded the
department’s efforts to develop and expand permanent
housing options (including group homes, apartments,
and home ownership) and services for people with
mental illness and co-occurring disorders.34

safety and comfort, accessibility and stability, and
empowerment and independence.35 Supportive

•
•
•
•
•
•

Transportation skills
Mental illness symptom management skills
Medication monitoring
Household management skills
Employment-related skills
Transition to community living

housing for persons with serious mental illnesses
includes several fundamental components –
assistance to tenants to help them understand and
meet the requirements of tenancy, comprehensive
assessment, coordination of psychiatric services,
medication management, crisis services, connections to other community resources, and staff
training.36 Several of these components (e.g., basic
living/social skills training, assessment services/targeted case management, medication
management, and crisis intervention) can be
covered under Medicaid. It is estimated that
Medicaid can underwrite anywhere from 25 to 80
percent of the services that fall under the “supporThe rehabilitative
tive housing” umbrella.37
services option provides a means to fund many
services that are integral to supportive housing.
Assisting individuals to access housing support
programs and/or locate affordable housing is
Medicaid reimbursable through targeted case
management. More information on the role that
Medicaid can play in supportive housing is found
at the Corporation for Supportive Housing web
site.38
The rehabilitative services option permits states to
furnish therapeutic support services in the person’s
living arrangement. Such living arrangements can
include the person’s own home, his or her family’s
home if that is where the individual lives, and other
living arrangements (e.g., supervised apartments,
group homes, and other congregate arrangements)
operated by mental health service providers. With
respect to the latter, Medicaid services furnished at
such sites are reimbursable as long as the living
arrangement does not run afoul of the IMD exclusion (i.e., do not have more than 16 beds), and the
services furnished have a rehabilitative purpose.

82

USING MEDICAID TO SUPPORT WORKING AGE ADULTS
WITH SERIOUS MENTAL ILLNESSES IN THE COMMUNITY: A HANDBOOK

The types of services and supports furnished at a
person’s living arrangement cover a wide array of
typical rehabilitation services, including basic
living skills training, medication management,
illness management, and other therapeutic
interventions.
State approaches to the provision of services and
supports to people in their living arrangement vary.
In some instances, states simply provide that
rehabilitative services may be delivered in any
community location, including a person’s private
residence.
Some states explicitly cover
rehabilitative services in licensed community residences as “residential services” or distinctly
provide for their delivery in a variety of living
arrangements.
Often, the use of licensed
community residences is reserved for individuals
who require some level of continuous oversight
and a more structured setting.
Nebraska’s
residential services coverage provides an example
of how a state can employ supervised community
residences as a bridge to more independent living
arrangements.
Maine’s coverage of “in-home
support” (following page) illustrates another
approach by furnishing services not only in
licensed community settings but also a person’s
own home.

While Medicaid funding is not available to pay for
housing and other everyday living expenses, the
rehabilitative services option can be employed to
bring critical services into a wide variety of community living arrangements. As pointed out by the
President’s Commission, the aim should be to
create “flexible, mobile, and individualized support
services…to support and sustain consumers in their
housing.”39

Employment-Related Services
Employment-related services that support entry into
or maintenance of employment may be furnished
under Medicaid. They can include onsite crisis supports, symptom management and others. Job searching services and job training and coaching are not
eligible for Medicaid reimbursement.

For individuals with serious mental illnesses,
securing employment is an important step in their
recovery and their living successfully in the
community. Many adults with serious mental
illnesses strongly desire to work, yet very few are
in fact working. According to the President’s New
Freedom Commission, there is a 90 percent unemployment rate among this population.40 Anecdotal
evidence of the importance of employment as a
consumer service abounds. Each year, the Georgia

Nebraska’s Residential Services Coverage
The Psychiatric Residential Rehabilitation Program is designed to
1. Increase the client's capabilities, resources, and functioning so that she or he can eventually live successfully
in the residential setting of his or her choice;
2. Decrease the frequency and duration of hospitalization.
The Psychiatric Residential Rehabilitation program provides skill building in community living skills, daily living
skills, medication management, and other related psychiatric rehabilitation services as needed to meet individual
client needs. Psychiatric Residential Rehabilitation is a facility-based, non-hospital or non-nursing facility program
for persons disabled by severe and persistent mental illness, who are unable to reside in a less restrictive
residential setting. These facilities are integrated into the community, and every effort is made for these
residences to approximate other homes in their neighborhoods.
Program Components: The program provides
1. Community living skills and daily living skills development.
2. Client skills development for self-administration of medication, as well as control of symptoms and
recognition of signs of relapse.
3. Skill building in the usage of public transportation and/or assistance in accessing suitable local transportation
to and from the Psychiatric Residential Rehabilitation program.
Licensure Requirements: The program shall be licensed as a Residential Care Facility, Domiciliary, or Mental
Health Center by the Nebraska Department of Health.
Staffing Requirements: The program must have appropriate staff coverage to provide services for clients needing
to remain in the residence during the day.
Bed Limitation: The maximum capacity for this facility shall not exceed eight beds. Waivers for a maximum of
ten beds may be granted when it is determined to be in the best interests of clients.
Supportive Services: The program provides the following supportive services for all active clients: referrals,
problem identification/solution, and coordination of the Residential Rehabilitation program with other services.41
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Maine’s Coverage of In-Home Support
In Maine, community support rehabilitative services are furnished to individuals who have a “severe and disabling
mental illness.” In-home support is furnished to individuals who require some measure of personal supervision in
addition to therapeutic supports services. The following description of in-home support is excerpted from the
Maine Medical Assistance Manual:
In-home support is personal supervision and therapeutic support services provided to an adult with major mental
illness in his or her home or temporary living situation pursuant to an individual support plan (ISP). These services
are provided in order to allow a person to maintain the highest level of independence possible. To the degree
possible, persons using this service will participate in the hiring and training of the support worker. In-home
support has two levels of service as indicated in A and B below.
A. Transitional Living Skills Services are those services that focus on assisting a consumer on a short-term
basis (up to one year)to learn or further develop those skills deemed necessary or desirable to maintain and
enhance community tenure and achieve the consumer’s goals as identified in his or her ISP. Related to the
ISP, a transitional living skills service plan must be developed specifying ISP goal area(s); a beginning and
ending date for the provision of the services; and a specific number of hours and the times that the living
skills services will be provided. Transitional Living Skills Services are billed at an hourly rate, and may be
provided up to 24 hours per day (recipient sleep time is not Medicaid reimbursable). The transitional living
skills service plan must be reviewed quarterly as part of the ISP in the required ninety calendar day review
cycle to determine on-going medically necessary needs.
B. Intensive Living Skills Services are those services which focus on assisting an individual either living in his
or her own home or in a shared housing situation (i.e., state licensed supervised apartment, group home,
state licensed congregate living program) to learn or maintain skills necessary for independent community
living. These services may be required for an indefinite period of time but may change over time to respond
to the changing medically necessary needs of the individual. Related to the ISP, a long- term living skills
plan will be developed stating specific goals and objectives. Service goals might include providing personal
supervision for the tasks related to personal skill development, assistance in daily living skills activities,
community integration and monitoring of medication. Intensive Living Skills Services are billed on a per
diem basis. The intensive living skills plan must be reviewed quarterly as part of the ISP in the required
ninety calendar day review cycle to determine ongoing medically necessary needs and level and type of
services required.
In addition to in-home support, Maine also provides under its community support coverage of day treatment/
rehabilitation services, home support services that “are those therapeutic and skill development/maintenance services provided in a person’s own environment.”

Mental Health Consumer Network asks individuals
about their top priorities, and the answer
consistently is “wanting jobs … better jobs.”42
Chapter 3 outlined the options available to states
that permit individuals with disabilities to maintain
Medicaid eligibility after they are successfully
employed. State adoption of the Medicaid “buy-in”
option is an important step in overcoming an
important barrier to employment – namely, the loss
of Medicaid eligibility due to excess earnings.
Many working-age adults with serious mental
illnesses need supports in order to secure and
maintain employment. Supported employment is a
recognized evidence-based practice. Furnishing
supports to individuals that lead to their
employment can result in reductions in their
utilization of mental health services and promotion
of their self-esteem and recovery. In order to secure
and maintain employment, individuals may need
basic or daily skill development services along with
other relevant skill training to function successfully

in the work place (sometimes called social and
interpersonal skills.) Illness management services
can also help an individual to maintain
employment. Additionally, peer supports can also
be very helpful in aiding and encouraging
individuals to work. Targeted case management
services also can be useful in connecting
individuals to employment services, including
vocational rehabilitation.
Another dimension of employment is job-specific
training.
Federal Medicaid policy, however,
prohibits the use of Medicaid funds to pay for
“vocational” services (including sheltered workshops), except under limited circumstances.43 As a
consequence, it is not possible to employ the
rehabilitative services option to underwrite the
costs of job-specific training (e.g., job coaches) in
order to craft full-featured supported employment
services. Consequently, when it is a state’s aim to
promote employment, it is necessary to complement the supports that fit under the rehabilitative
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services option by tapping other resources to secure
job-specific training services for individuals. Those
resources can include vocational rehabilitation
services or funding, jobs programs, or other nonMedicaid state and local funds. Depending on the
funding source, it can be especially important to
coordinate mental health and vocational services.
Irrespective of funding source, at least 43 states
provide some type of supported employment
service to consumers with mental illness. In the
context of the rehabilitative services option, however, about 30 states include employment-related
services in their programs. Some states break these
services out separately while others include them in
other skills-related service coverages. Texas and
Kansas provide examples of states that have
specifically broken out employment-related
services under the rehabilitative services option.
Iowa’s coverage qualifies supported employment
providers to furnish these services in addition to
mental health agencies.

Using Personal Care Services
In the Work Place
As noted in Chapter 4, Utah (as well as other states)
recently added the coverage of “employmentrelated personal care/assistance services.
This
coverage is available to support individuals with
serious mental illnesses who are returning to work.
Utah is working with a major mental health agency
to employ personal care to support individuals in
the Salt Lake City area, illustrating that supporting
people with serious mental illness in their return to
work need not necessarily be confined to the use of
the rehabilitative services option. This effort is
described on the following page.

Family Education
Family psychosocial education and therapy services
include educating the family about the nature of a
person’s mental illness and training family members
how to support the person and to problem solve.

Educating family members and significant others
about the nature of an individual’s mental illness
and enlisting their active participation as members
of the treatment team in support of the individual
is an essential component of the Community
Support System and a recognized evidence-based
practice.
According to SAMHSA, individuals
whose families actively participate in a psychoeducation program show a significant decline in
relapse rates and re-hospitalizations. In some
cases, these rates can decrease by as much as 50
percent over the course of a year.44 As noted in
Chapter 2, a substantial percentage of working-age
adults with serious mental illnesses live with their
families. Medicaid can play an important role in
underwriting family-education. So long as these
services focus on addressing the needs of the
Medicaid beneficiary, they are eligible for Medicaid
funding. For example, Ohio stipulates that these
services must be “directed exclusively to the wellbeing and benefit of the person served and are
assistive to maintaining independent living in the
community.”45 A wide range of family education
activities meet this test.
Thirty-one states offer some type of family
education services. In general, family support/
education includes educating the family about the
nature of the individual’s illness, resolving confusion about the family member’s treatment plan and
its goals, equipping the family with skills to help

Texas’ Coverage of Employment-Related Services
Texas offers employment-related services that provide “age appropriate training and supports that are not job
specific, and have as their focus the development of skills to reduce or overcome the symptoms of mental illness
that interfere with the individual's ability to make vocational choices, attain, or retain employment. Included are
activities such as skills training related to task focus, maintaining concentration, task completion, planning and
managing activities to achieve outcomes, personal hygiene, grooming, communication, and skills training related
to securing appropriate clothing, developing natural supports, and arranging transportation. Also included are
supportive contacts in school, or on-or-off the work-site, to reduce or manage behaviors or symptoms related to
the individual's mental illness that interfere with job performance, or progress toward the development of skills
that would enable the individual to obtain or retain employment.”46

Kansas‘ Coverage of Employment-Related Services
Kansas defines employment-related services as: “Assistance which shall have as its objective the development
and implementation of a plan for assuring appropriate consumer community integration and the provision of both
supportive counseling and problem-focused interventions in whatever setting is required to enable consumers to
manage the symptoms of their illness. Services provided at the worksite must be focused on assisting the
individual to manage the symptom of mental illness, and not to learn job tasks. These interventions will fall
primarily in the areas of achieving the required level of concentration and task orientation, and facilitating the
establishment and maintenance of effective communications with employers, supervisors and co-workers.”47
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Utah’s Coverage of Employment-Related Personal Assistance
In 2003, Utah received CMS approval to furnish employment-related personal care services. Valley Mental Health –
the behavioral health contractor for the Salt Lake City area – and the Utah Medicaid program are collaborating to
employ this benefit to furnish people with mental illnesses a short-term personal care assistant to facilitate their
return to work. Utilization data has shown that individuals with serious mental illnesses who do manage to secure
employment often experience an immediate spike in their symptoms due to increased stress and anxiety, frequently
leading to a rapid loss of employment, which thrusts them full-time back into high-intensity services. In an effort to
combat this, the Utah Medicaid program is working through Valley to arrange for “frontloaded” personal assistance
for individuals with serious mental illnesses to re-enter the job market. During the first 90 days of employment,
consumers would receive intensive personal care services to help them ease into the new situation. As their stress
level decreases and they become more accustomed to the job, personal care hours would taper off until the
individual no longer requires them. The hope is that not only will the consumer be more likely to retain employment, but also that the use of crisis and other intensive services can be avoided.48
In addition to assistance with ADLs and IADLs, the Utah coverage provides for transportation to and from the
workplace, case management support to access and coordinate services and supports available at the work site, and
coordination of employment-related personal care with other Medicaid state plan services. These include homebased personal care and services “designed to assist an individual with a disability to perform daily activities on and
off the job that the individual would typically perform if they did not have a disability.” Employment-related
personal care services are available through agencies or through individual personal assistants who are employed by
the beneficiary. Utah requires that, for this arrangement, the beneficiary use the services of an approved
intermediary to coordinate claims submittal and payments (including tax payments).

the person in managing his or her illness (e.g.,
symptom and medication management) and
dealing with crises, and problem-solving. Family
education services are only furnished when the
individual agrees that the family member or
significant other may participate.
Vermont offers “collateral contact” to family
members or other significant individuals, which
includes “meeting, counseling, training or consultation” services. The type of services needed are
left up to the discretion of the family.49 Maine, in its
rehabilitative services coverage, provides for
“family education and consultation, if desired by a
person receiving community support services and
his or her family, in order to help family members
develop support systems and help the person
manage his or her mental illness.”50
Family education is distinguishable from the
“family therapy” psychiatric therapeutic treatment
modality because it envisions an active role for the
family in aiding the person’s recovery.

Medication Management
Medication management is a body of practice that
stresses the selection of appropriate medications for
individuals, along with continuing review and the
provision of additional services that reinforce individuals’ adherence their medication regimen.

The emergence of evidence-based practices is
beginning to influence state coverages of certain
types of services. For example, states frequently
cover medication management and education

under Medicaid. As discussed in Chapter 4,
medications can play an important role in the
treatment of serious mental illnesses. The typical
focus of medication management is to make sure
that individuals follow their medication regimen
and are educated about the importance of adhering
to the regimen. Medication management as an
evidence-based practice, however, envisions a more
intensive course of treatment that is now beginning
to be reflected in some state coverages. The District
of Columbia (following page) provides an example
of an especially comprehensive coverage of medication management services.
Medication “algorithms” have also emerged as an
important medication management practice; at
least 21 states utilize some type of algorithm in part
or all of their state.51 A medication algorithm is a set
of best-practice clinical procedures that physicians
are encouraged to follow in treating consumers.
Medication algorithms focus on specific types or
classes of medications (i.e., newer atypical antipsychotics) and also include other best practice
procedures such as patient and family education.
One state that has developed a noteworthy
Medicaid medication algorithm program is Texas.
The Texas Medication Algorithm Project (TMAP)
began in 1996 and focuses on the implementation of
public services, as well as to promote the costeffective provision of services. Specifically, TMAP
focuses on adults with schizophrenia, bipolar
disorder, and major depressive disorder, and
comprises four distinct parts:
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District of Columbia:
Medication Management Coverage

improve adherence to medication plans; and, (c)
lower prescribed drug outlays.

In the District of Columbia, medication treatment and
management are combined.
Medication/Somatic
Treatment services encompass a full range of services
related to the prescription and monitoring of the
effects of medications as well as medication education.
In particular:
“Medication/Somatic Treatment services are medical
interventions including physical examinations; prescription, supervision or administration of mental healthrelated medications; monitoring and interpreting results
of laboratory diagnostic procedures related to mental
health-related medications; and, medical interventions
needed for effective mental health treatment provided
as either an individual or group intervention.
Medication/Somatic
Treatment
services
include
monitoring the side effects and interactions of
medications and the adverse reactions a consumer may
experience, and providing education and direction for
symptom and medication self-management. Group
Medication/Somatic Treatment shall be therapeutic,
educational and interactive, with a strong emphasis on
group member selection, facilitated therapeutic peer
interaction and support.52”

Through the project, physicians are provided
reports based on Medicaid claims data that profile
and compare their practices to best practice guidelines and include: (a) psychiatric medications
prescribed by a physician for each Medicaid beneficiary during a given month; (b) any other
Medicaid psychiatric prescriptions filled by any
beneficiaries on the provider’s list (i.e., medications
prescribed by another physician); and (c) indicators
where the physician’s prescriptions were not in
accordance with clinical best practices (e.g., prescribing an outdated antipsychotic medication).
This feedback is purely informative – providers are
not “punished” for their prescription habits. The
aim is to give physicians a complete picture of their
prescribing practices and prompt changes in
accordance with best practices. Since these reports
are generated monthly, the state can see whether or
not changes are actually occurring.

1.
2.
3.
4.

Medication treatment algorithms derived from
evidence-based, scientific practice;
Supporting the provider with technical
assistance and clinical guidance in algorithm
implementation;
Patient and family education; and
Documentation of treatment provided and
consumer outcomes.

TMAP stresses the importance of a global approach
that enlists providers, physicians, consumers, and
family members in maximizing treatment effectiveness and reducing inefficiencies in the service
delivery system. According to state officials, adults
who participated in TMAP fared better than those
who did not in areas such as symptomatology,
cognition, and need for hospitalization.
Missouri is currently implementing a program that
is similar to TMAP but focuses specifically on a
physician education approach to medication management. The Missouri Department of Mental
Health and the Division of Medical Services (the
state’s Medicaid agency) have joined forces to pilot
a privately-funded physician education/algorithm
approach to Medicaid psychiatric drug management. The goals of the Collaborative Behavioral
Health Project are to: (a) improve the quality and
consistency of medication prescribing practice
based on national best practice guidelines; (b)

This program began in January 2003 and each
month, between one-third and one-half of providers are reported to be altering their prescription
practices based on information they receive. In
addition, physician feedback about the program
has been overwhelmingly positive. While specific
figures are unavailable, Missouri estimates that the
program has provided a substantial cost-savings.53

Supporting Individuals with
Co-Occurring Disorders
Individuals with co-occurring disorders can pose a
variety of service delivery challenges. This section
provides information concerning services for individuals with co-occurring substance abuse disorders and
co-occurring developmental disabilities. It describes
efforts to effectively meet the needs of these individuals.

A significant number of individuals with serious
mental illnesses also have a co-occurring disorder.54
Substance abuse is a frequently co-occurring
disorder among working-age adults with serious
mental illnesses. There are also a significant
number of individuals with developmental disabilities who have a co-occurring serious mental
illness. Effectively supporting individuals with cooccurring disorders poses three principal challenges:
• Treatment/practice. One major challenge is
identifying and applying integrated, effective
treatment strategies that concurrently address
both disorders. Parallel or sequential treatment
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of each disorder is frequently not effective in
meeting individuals’ needs.
• Service Delivery. State service delivery systems
typically are organized to serve individuals who
have a single “primary” disorder. Problems
often arise in bringing to bear the necessary
expertise and services to serve persons whose
co-occurring disorders cross system lines.
• Finance. Disorder-specific “funding silos” can
make it difficult to marshal the financial
resources needed to serve persons with cooccurring disorders.
Surmounting these challenges often requires
pursuing multiple strategies, including disseminating information about effective treatment
strategies, cross-training provider staff, re-aligning
service delivery system structures and policies, and
promoting effective collaboration at the local level.
Federal Medicaid policies, of course, most directly
bear on the question of financing services for
individuals with co-occurring conditions. The
following sections describe policies affecting
services for persons with serious mental illnesses
with co-occurring substance abuse disorders and
developmental disabilities.
Examples of how
various states support these individuals using
Medicaid dollars are provided.

Services for Individuals with Co-Occurring
Substance Abuse Disorders
In 2001, an estimated 20 percent of adults with
serious mental illnesses were dependent on or
abused alcohol or illicit drugs.55 An estimated 3
million adults had both a serious mental illness and
a substance abuse disorder.56 It also is estimated
that more than one-half of all individuals with
serious mental illnesses served through the public
mental health system have co-occurring substance
abuse disorders. There is a growing recognition
that co-occurring substance abuse disorders are the
“expectation, not an exception” among individuals
with serious mental illnesses.57
Individuals with mental and substance abuse
disorders pose major challenges for public systems.
They experience high rates of homelessness,
hospitalization, and criminal justice system involvement. The costs of serving these individuals
are estimated to be about twice as great as persons
with a single disorder. However, only about 19
percent of individuals with serious mental illnesses
who have a co-occurring substance abuse disorder
are treated for both disorders and many are not
When individuals with cotreated for either.58
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occurring disorders receive effective services, they
experience substantially better outcomes, and the
high costs associated with frequent hospitalization
and incarceration are significantly reduced.
A consensus exists that integrated treatment, which
combines mental health and substance abuse
services within the same, multidisciplinary system
of care, is the most effective approach to successfully serving persons with co-occurring substance
abuse disorders. As noted in Chapter 1, “Integrated Dual Disorder Treatment” is a recognized
body of evidence-based practice that leads to
demonstrably higher rates of dual recovery and
thereby reduced costs. In 2001, the majority of
states were implementing this practice statewide or
in some parts of their states. 59
Several barriers have been identified to effectively
serving individuals with co-occurring mental
illnesses and substance abuse disorders. Two major
barriers are:
• Mental health and substance abuse services
usually are delivered through distinct service
delivery systems at the state and local levels.
This can result in fragmented services and
clouded lines of responsibility for serving persons with co-occurring disorders, sometimes
causing individuals to bounce between systems
or be denied services by one system due to the
presence of the other disorder. Accompanying
funding and regulatory silos frequently make it
difficult to coordinate and integrate the delivery
and financing of needed services.
• The lack of clinicians and other mental health
professionals who are cross-educated and
trained and have expertise in serving individuals with co-occurring disorders.
Several states have taken steps to address these
problems. In about one-half of the states, a single
state agency (often termed a “behavioral health”
authority) administers both mental health and
substance abuse services; many states have carried
consolidation of service delivery down to the
regional or local level. 60 For example, New Mexico
created a behavioral health authority in 1997 and,
since, has taken several additional steps aimed
specifically at improving services for individuals
with co-occurring disorders, including integrating
such services at the regional level.61
Elsewhere, state mental health and substance abuse
authorities are collaborating to strengthen services
for individuals with co-occurring disorders, including implementing “no wrong door” policies. In
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2003, for example, the Texas Department of Mental
Health and Mental Retardation (TDMHMR) and
the Texas Commission on Alcoholism and Drug
Abuse concurrently issued rules specifically to
ensure that individuals with co-occurring psychiatric and substance abuse disorders are not denied
services in their respective systems because of a cooccurring disorder. The TDMHMR rules include
standards to “ensure the effective and coordinated
provision of services to individuals who require
specialized support or treatment due to cooccurring psychiatric and substance abuse disorders.” These standards apply to community mental
health services underwritten with Medicaid and
other funds. They spell out both knowledge and
technical competencies that provider staff must
possess, as well as standards of care.62
In a similar vein, the Missouri Department of
Mental Health’s Divisions of Comprehensive
Psychiatric Services and Alcohol and Drug Abuse
jointly developed and implemented “Core Rules for
Psychiatric and Substance Abuse Programs” that
identify common treatment principles, outcomes
and administrative standards.63 The Divisions also
have promulgated practice guidelines for the
treatment of individuals with the most severe cooccurring disorders.64
States are also implementing innovative strategies
for financing integrated services for individuals
with co-occurring disorders, blending together
state and local tax dollars, mental health and
substance abuse block grant funds, and Medicaid
dollars.65
Effectively supporting people with co-occurring
substance abuse disorders frequently requires
states to pursue strategies that fall outside the
direct purview of federal Medicaid policy. In this
arena, states must often invest dollars to create new
system capabilities by financing services’ start-up
costs. Many states have used federal mental health
and substance abuse block grant dollars to do so, as
well as to underwrite necessary provider training.66

Federal Medicaid Policies Affecting Services
for Persons with Co-Occurring Substance
Abuse Disorders
States may offer substance abuse treatment services
under the Medicaid clinic and/or rehabilitative
services coverage categories.
Federal policies
concerning Medicaid coverage of substance abuse
services are not different from those that apply to
the coverage of mental health services. Under the
rehabilitative services option, for example, states

may elect to cover treatment services, counseling
and other services that promote the recovery of
persons who have a substance abuse disorder.
In general, states make markedly less extensive use
of Medicaid to underwrite substance abuse services
than mental health services.67 Only about one-half
the states offer substance abuse services under the
Medicaid rehabilitative services option and several
of these cover only limited outpatient services.
There are several states that do not cover substance
abuse services for adults at all under either the
clinic or rehabilitative services options. At the same
time, many states have implemented more robust
coverages of substance abuse services. For example,
Minnesota’s coverage spans a wide-array of substance abuse rehabilitation services.68
In the case of individuals who have co-occurring
disorders, assorted problems have arisen in integrating Medicaid substance abuse treatment with
mental health treatment. One problem stems from
the practice of targeting services by “primary”
disorder. For example, individuals who have
“primary” mental disorders might be prevented
from receiving substance abuse services when
services eligibility criteria limit services to persons
who have a “primary” substance abuse disorder
(and vice versa). As services for individuals with
co-occurring disorders have evolved, limiting
services by “primary” disorder has given way to
the recognition that there is no hierarchy of disorders because both exist independently. Along these
lines, state policy changes, such as those made in
Texas and Missouri, aid in avoiding this problem.
Another problem often arises in the arena of
provider qualifications. When provider qualifications that apply to substance abuse and mental
health services differ significantly, it can be difficult
for a provider in one system of care to employ
Medicaid dollars that are tied to the other system of
care that has different provider qualifications. In
order to integrate services within one system or the
other, states should consider strategies to crosscertify providers to furnish services. The foregoing
problems, of course, parallel some of the generic
challenges previously described in serving
individuals with co-occurring disorders. Federal
Medicaid policy does not dictate that the coverage
of mental health and substance abuse services must
be constructed in a silo-like fashion (i.e., the
coverage of substance abuse services must be
completely distinct from the coverage of mental
health services). Some states have crafted interlocking rehabilitative option coverages of mental
health and substance abuse services. For example,
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Georgia’s rehabilitative services coverage (see
Appendix B) spans both mental health and substance abuse services. Some of the services included in Georgia’s coverage (e.g., ACT) are
available for persons who have a mental illness, a
substance abuse disorder, and/or co-occurring
disorders. Defining services in this fashion avoids
creating silos. As one would expect, some services
that Georgia offers are specific to the treatment of
substance abuse or mental illnesses (because not
everyone who has a substance abuse disorder also
has a mental illness, and vice versa.) In addition,
Georgia’s provider specifications require that
community agencies have the capability to serve
both populations, another means of avoiding silos.
Missouri’s substance abuse rehabilitative services
coverage (Comprehensive Substance Abuse and
Rehabilitation – CSTAR) specifically incorporates
services for individuals with co-occurring disorders. Services include individual and group counseling, psychosocial education, residential support,
family therapy and co-dependency counseling.
CSTAR provides for the management of co-occurring disorders and mental health services.69 It
builds on the previously described steps that
Missouri has taken to adopt common principles for
the treatment of substance abuse and mental health
services.
In Missouri, providers who meet
applicable requirements can be cross-certified to
furnish both mental health and substance abuse
services.
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vides only for limited outpatient benefits, additional services can be incorporated into the coverage of mental health services (e.g., furnishing
substance abuse counseling as part of illness
management services).
In some states where Medicaid mental health
services are furnished through a 1915(b) or 1115
waiver program, the program encompasses both
mental health and substance abuse services. For
example, as discussed in Chapter 6, Iowa elected to
pull together both types of services together under
a single 1915(b) waiver program rather than
continue to operate each type of service under a
distinct waiver program. While spanning both
categories of services in a waiver program does not
necessarily resolve all the problems associated with
integrating services for persons with co-occurring
disorders, it offers the potential for avoiding or
mitigating funding silo problems.
Federal coverage policies do not preclude the
integration of mental health and substance abuse
services for persons with co-occurring disorders.
States may craft rehabilitative services coverages
that provide for such integration. More challenging
for states may be creating and expanding the
capacity to deliver integrated treatment services for
individuals with these co-occurring disorders.

Services for Individuals with Co-Occurring
Developmental Disabilities

When a state has elected not to cover substance
abuse treatment services as a distinct coverage
under its state plan, it may still provide for their
provision as components of the rehabilitative services that it furnishes to individuals with serious
mental illnesses. Many states have incorporated
substance abuse/addictive services into their
coverage of mental health rehabilitative services
and, thereby, created a framework for furnishing
integrated treatment for individuals with cooccurring disorders through a single treatment
team, or a program using a single service plan.70
For example, ACT teams must have the capacity to
address the needs of individuals who also have a
substance abuse disorder.

Depending on the definition of mental illness used,
there are varying estimates of the number of
persons who have both a serious mental illness and
a developmental disability such as mental retardation (sometimes referred to as persons with a “dual
diagnosis”). 71 Some state administrators estimate
that the rate of occurrence of major mental illness in
individuals with a developmental disability is
similar to the rate in the general population.72 In
other words, probably between 5 to 7 percent of
adults with developmental disabilities also have a
major mental illness. Although in absolute terms
the number of working-age adults who have a
developmental disability and a major mental illness
is relatively small, frequently they consume a
disproportionate share of service system resources.

State coverages of ACT services include the treatment of both disorders, employing an integrated,
multidisciplinary approach. Even when a state
separately covers substance abuse services, these
services still may be incorporated into mental
health rehabilitative services provided there is no
duplicate billing for services. In addition, if a
state’s coverage of substance abuse services pro-

Serving individuals who have both a serious
mental illness and a developmental disability is
garnering increased attention. Such individuals
frequently pose significant service delivery challenges. Problems arise in the arena of diagnosis,
with mental illness sometimes misidentified as
maladaptive behavior. Diagnosis is also more

90

USING MEDICAID TO SUPPORT WORKING AGE ADULTS
WITH SERIOUS MENTAL ILLNESSES IN THE COMMUNITY: A HANDBOOK

challenging among individuals with more severe
mental retardation. Since this is a very low incidence population, and treatment can be complex,
there are a limited number of providers and
professional practitioners (especially psychiatrists)
who have the requisite capabilities to serve these
individuals.
For persons who have a both a mental illness and a
developmental disability, systems issues frequently
arise at both the state and local levels, stemming
from lack of coordination between the mental
health and developmental disabilities services systems. As with substance abuse, these issues often
revolve around questions concerning “primary
diagnosis.” In some states, a significant number of
individuals with a co-occurring developmental
disability have been institutionalized in state
IMDs.73 In addition, these individuals frequently
experience high rates of community hospitalization.
Sometimes, they bounce between the mental health
and developmental disabilities systems or
unfortunately, fall between the cracks.
These
persons also experience involvement in the criminal
justice system.
Several states have taken active steps to improve
services for persons with serious mental illnesses
and developmental disabilities.
In 2002, the
National Association of State Directors of Developmental Disabilities Services (NASDDDS) and the
National Association of State Mental Health
Program Directors (NASMHPD) surveyed state
MRDD and mental health directors to identify
elements important for effectively serving individuals with these co-occurring disorders. Department directors identified strategies that they
regard to be important, including entering into
written interagency agreements, creating interagency task forces, coordination of services and
payments, cross-system provider training, and joint
involvement in hospital discharge planning.74 In
about one-third of the states, the administration of
mental health and developmental disabilities
services is located in the same state agency, a step
that can potentially facilitate the delivery of
services to individuals with these co-occurring
conditions.
The Ohio Departments of Mental Health and the
Department of Mental Retardation and Developmental Disabilities have forged an interagency
agreement that spells out specific joint responsibilities as well as those for each agency. Each department is responsible for identifying individuals with
co-occurring disorders within their own systems,
cross-training local agencies and providers, and

promoting communication across programs at the
county level.75 In addition, the departments have
collaborated in identifying clinical best practices in
serving individuals with developmental disabilities
and mental illness.76 At the local level, some county
boards of mental retardation and developmental
disabilities operate Program of Assertive Community Treatment (PACT) teams that serve individuals
with these co-occurring disorders.
Pennsylvania’s Office of Mental Retardation has
promulgated a framework to be followed at the
county level to assure service coordination between
the mental health and mental retardation administrators. This framework includes provisions for:
•
•
•

Engaging providers who have experience and
expertise in treating individuals with co-occurring mental illness and mental retardation;
Ensuring that a lead agency (MH or MRDD) is
identified for each dually diagnosed individual
that enters the system; and,
Implementing cross-system trainings within
each system at both the administrator and provider level77

In Arizona, an agreement has been forged between
the state behavioral health and developmental
disabilities authorities concerning the provision of
services to individuals with co-occurring disorders.
This agreement provides for the deployment of
expert consultation to address the needs of such
individuals.

Federal Medicaid Policies Affecting Services
with Co-Occurring Developmental Disabilities
As in the case of individuals with co-occurring
substance abuse disorders, federal Medicaid policy
principally affects the financing of services on
behalf of individuals with co-occurring developmental disabilities. This topic can be confusing. As
discussed in Chapter 4, federal policy differentiates
between the coverage of “rehabilitative” and
“habilitative” services. Habilitative services are
closely identified with services for persons with
developmental disabilities and federal payment for
them is limited to services furnished in ICFs/MR or
through an HCBS waiver program that serves as an
alternative to placement in an ICF/MR. Habilitative
services may not be furnished under the rehabilitative services option except in a limited number of
states.78
However, this does not mean that individuals with
developmental disabilities may not receive mental
health treatment and related services under the
clinic or rehabilitative services options. Individuals
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with developmental disabilities who meet the
“services eligibility” criteria that apply to a state’s
Medicaid mental health services may be furnished
such services on the same basis as other Medicaid
beneficiaries. As in the case of individuals with a
co-occurring substance abuse disorder, limiting
services to individuals with a “primary” mental
illness diagnosis sometimes leads to the disqualification of individuals with developmental disabilities from receiving necessary mental health treatments. Emerging best practice is that “phrases such
as ‘primary diagnosis’ no longer have relevance nor
should they be used in determining service delivery to persons with mental illness and develIntegrated treatment
opmental disabilities.”79
approaches are also aided when provider qualifications are established that permit the crosscertification of providers. Ohio has taken this step
and, hence, cleared the way for developmental
disabilities providers to implement PACT teams.
In its rehabilitative services coverage (see Appendix
B), Georgia has specifically provided that individuals with a co-occurring mental illness and mental
retardation or other developmental disability are
among those who may receive mental health
treatment services. Services that they may receive
include crisis residential services and community
support services, which include rehabilitative,
environmental support, and targeted case management, which is considered essential to assist
individuals to obtain necessary services.
They may also receive: 1) evaluations and assessments to identify barriers that impede the development of skills necessary for independent
functioning in the community; 2) assistance and
support in crisis situations; 3) symptom monitoring
and self management of symptoms; 4) assistance to
increase social support skills that ameliorate life
stresses resulting from the person’s disability; and
5) coordination to gain access to necessary
rehabilitative and medical services; and 6)
coordination of services in the Individual Service
Plan.80
In developmental disabilities services, the 1915(c)
HCBS waiver program has emerged as the dominant Medicaid financing vehicle for community
services. Through their HCBS waiver programs,
states commonly cover “behavioral services” that
include the treatment of co-occurring mental disorders. Because an HCBS waiver program cannot
generally cover services that are otherwise available
through a state’s Medicaid program, it has not been
common for states to include mental health services
per se in their waiver programs.81 HCBS waiver
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participants, of course, are eligible for the mental
health services that a state offers under its Medicaid
state plan.
Some states have employed the HCBS waiver
program to develop especially strong capabilities
for serving individuals with co-occurring conditions. One such state is Vermont which created the
Crisis Intervention Network as a critical element of
its successful effort to shift all individuals with
developmental disabilities to the community and
close its only public institution. The aim of the
Network is to avoid hospitalization.
Vermont recognized that, in order to close its
institution, it had to establish effective services in
the community to address the needs of persons
who experience psychiatric or behavioral crises.
The Network furnishes consultation to community
agencies to support persons experiencing a crisis,
including dispatching staff to work with the
person. The Network also maintains a small crisis
residential capacity.
This especially effective
capacity was developed independent of Vermont’s
mental health system but has the capacity to deliver
critical mental health services to individuals.82
In summary, states can use Medicaid to serve adults
with serious mental illness who also have a cooccurring developmental disability. Simply put,
these individuals are eligible for any Medicaid
clinic and rehabilitative mental health services that
a state already provides, subject to the criteria that
a state spells out in its Medicaid plan. The difficulties that lie in effectively supporting this population
are very real, but generally lie outside of funding/eligibility issues. While challenges continue to
exist in terms of system collaboration and service
delivery, states are taking significant steps to build
agency relationships, train providers, and generally
integrate important services across systems to
support dually diagnosed adults in the community.

Conclusion
While Medicaid can not provide the full range of
services and supports needed by working-age
adults with serious mental illnesses, it can be used
to cover the costs of critical services. Sometimes
Medicaid funding of mental health services is
presumed to be exclusively reserved for professional treatment of the mental illness. However, as
illustrated in this chapter, Medicaid funding can
also be employed for rehabilitative services to
support individuals in recovery. Medicaid services
such as ACT and crisis intervention can improve
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the community tenure of individuals who might
otherwise require costly hospitalization or institutionalization. People with serious mental illnesses
can be supported to live successfully in the
community through the provision of a variety of
rehabilitative services and supports.
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Attachment A
Operational Features of Georgia’s Coverage of ACT
Georgia includes ACT as part of its wide-ranging continuum of rehabilitative services for adults with serious
mental illnesses. Georgia’s rehabilitative services Medicaid state plan provisions are contained in Appendix C.
As its most intensive community service, Georgia reserves ACT for individuals with especially high needs.
Georgia provides for step-downs from ACT for individuals who may no longer require the intensity of ACT but
who can benefit from continuing supports. Once approved for services, consumers are re-evaluated every six
months and may be re-authorized to remain in ACT or step down, based on their progress. ACT consumers and
team members develop an individual treatment plan, including personalized goals. Among the services that
the ACT team may provide are: crisis assessment and intervention; personal social and interpersonal skill
training; medication management and education; psycho-educational support for the individual and family;
substance abuse counseling; symptom management; skill development and others. The specific operational
features of Georgia’s ACT coverage are detailed below:1
Services Eligibility Criteria
Georgia reserves ACT for individuals with severe and persistent mental illnesses that seriously impair their
functioning. Priority is given to people with schizophrenia, other psychotic disorders (e.g., schizoaffective
disorder), or bipolar disorder. Significant functional impairments can include: the inability to consistently
perform the range of practical daily living tasks required for basic adult functioning in the community; the
failure to recognize and avoid common dangers or hazards to self and possessions; persistent or recurrent
failure to perform daily living tasks except with significant support or assistance from others such as friends,
family, or relatives; and the inability to be consistently employed at a self-sustaining level or inability to
consistently carry out homemaker roles (e.g., household meal preparation, washing clothes, budgeting, or
child-care tasks and responsibilities). ACT also may be appropriate for persons who are unable to maintain a
safe living situation; are high users of psychiatric hospital or crisis emergency services; have persistent or very
recurring major symptoms; have a high risk or a recent history of criminal justice involvement; are unable to
meet their basic survival needs; and/or are served in an inpatient or other closely supervised setting and could
live more independently with more intensive community support. In addition, candidates for ACT are
individuals for whom a lower level of care has been tried and found to be ineffective.
Service Requirements:
Georgia specifies that
1.

Assertive Community Treatment must include a comprehensive and integrated set of medical and
psychosocial services provided in non-office settings by a mobile multidisciplinary team. The team
provides community support services that are interwoven with treatment and rehabilitative services
and regularly scheduled team meetings. Team meetings must be held a minimum of three times a
week.
2.
Services and interventions are highly individualized and tailored to the needs and preferences of the
consumer, with the goal of maximizing independence and supporting recovery. Sixty percent (60%) of
all services involve face-to-face contact with consumers. The majority of face-to-face services (80%
or more) are provided in locations other than the office (including the consumer’s home), according
to individual need, preference and clinical appropriateness.
3.
It is recommended that the ACT Team provides at least three face-to-face contacts per week with
most consumers on an ongoing basis and all individuals participating in ACT must receive a minimum
of four face-to-face contacts per month. The Team must see each consumer once a month for the
purpose of symptom assessment/ management and management of medications.
4.
Services may be delivered by a single team member to two ACT consumers at the same time if goals
are compatible; however, this should not be a standard practice. Services should never be offered to
a group of more than two individuals.
Staffing Requirements include:
• A full-time Team Leader who is the clinical and administrative supervisor of the team and also functions
as a practicing clinician on the team.
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• A Psychiatrist on a full-time or part-time basis. The psychiatrist provides clinical and crisis services to all
team consumers, works with the team leader to monitor each consumer’s clinical status and response to
treatment, and directs psychopharmacologic and medical treatment.
• One full-time equivalent Registered Nurse who provides nursing services for all team consumers and who
works with the team to monitor each consumer’s clinical status and response to treatment.
• One-half to one full-time equivalent Substance Abuse Professional (SAP) who works on a full-time or halftime basis and provides or accesses substance abuse services for team consumers.
• A clinically trained practitioner who is either a Mental Health Professional or a Licensed Clinician and who
provides individual and group supportive therapy to team consumers.
• One certified Peer Support Specialist who carries out rehabilitation and support functions and who should
be a person in recovery
• Three paraprofessionals (or professionals) who provide services under the supervision of a Licensed Clinician; one of these staff must be a vocational rehabilitation specialist.
• The SAP, MHP, Peer Support Specialist and two paraprofessionals function as primary practitioners for a
caseload of consumers. The Team Leader, Registered Nurse, and vocational rehabilitation specialist also
function as primary practitioners for a partial caseload of consumers.
• The ACT team maintains a small consumer-to-clinician ratio, usually no more than ten to twelve consumers per staff person.
Provider Qualifications
• ACT Teams must have the ability to deliver services in various environments, such as homes, schools,
jails, homeless shelters, street locations, etc.
• The organization has policies which govern the provision of services in natural settings and can document
that it respects consumers’ and/or families’ right to privacy and confidentiality when services are provided in these settings.
• Each ACT Team provider has policies and procedures governing the provision of outreach services,
including methods for protecting the safety of staff who engage in outreach activities.
• The organization has established procedures/protocols for handling emergency and crisis situations which
describe methods for triaging consumers who require psychiatric hospitalization.
• The organization must have an Assertive Community Treatment Organizational Plan that addresses the
following:
o description of the particular rehabilitation, recovery and case management models utilized, types of
intervention practiced, and typical daily schedule for staff;
o description of the staffing pattern and how staff are deployed to ensure that the required staff-to-consumer ratios are maintained, including how unplanned staff absences, illnesses, etc. are accommodated;
o description of the hours of operation, the staff assigned and types of services provided to consumers,
families, and/or guardians; and
o description as to how the plan for services is modified or adjusted to meet the needs specified in each
consumer’s Individual Service Plan; and
o description of inter-team communication regarding consumer support (e.g., email, team staffings,
etc.)
• Services must be available 24 hours a day, seven days a week with emergency response coverage, including psychiatric availability. The team must be able to rapidly respond to early signs of relapse and
decompensation and must have the capability of providing multiple contacts daily to consumers in acute
need. On call coverage must be provided by staff that is skilled in crisis intervention.
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Attachment B
Peer Supports in Georgia
Georgia provides for both peer-delivered and peer support services.
Certified Peer Specialists. The state incorporates “certified peer specialists” (CPS) into many of the services
furnished under its rehabilitative services coverage. Peer specialists “perform a range of tasks to assist
consumers in regaining control over their own lives and over their recovery processes. Peer specialists model
competence and the possibility of recovery and assist consumers in developing the perspective and skills that
facilitate recovery.”2 Moreover, according to the official job description, a CPS “provides peer services; serves
as a consumer advocate; and provides consumer information and peer support for consumers in emergency,
outpatient, or inpatient settings.” Certified peer specialist candidates must meet stringent criteria and
demonstrate that they have the necessary skills and philosophy to furnish effective supports. First, specialists
must be current or former recipients of mental health services. They also must have had some prior involvement or training in an advocacy or advisory capacity. Candidates go through a two-weeks training program
that culminates in written and oral examinations in order to be certified.3 Certified peer specialists are
required members of community support and ACT teams and woven into other services. Peer specialists work
side-by-side with other program staff and bring a consumer-driven recovery philosophy to services.
Peer Supports. Distinct from but intimately tied to Georgia’s peer specialist initiative is its unique rehabilitative services coverage of peer supports, a consumer-driven and consumer-led service. Georgia’s coverage is as
follows:
This service provides structured, scheduled activities that promote socialization, recovery, self-advocacy,
development of natural supports, and maintenance of community living skills, under the direct supervision of a
mental health professional. Consumers actively participate in decision-making and program operation. Services
are directed toward achievement of the specific goals defined by the individual and specified in the Individual
Service Plan (ISP), and provided under the direct supervision of a Mental Health Professional. The interpersonal
interactions and activities within the program are directed, supervised, guided and facilitated by the Mental
Health Professional (MHP)in such a way to create the therapeutic community or milieu effect required to achieve
individual treatment goals within a controlled environment. This concept is similar to the manner in group therapy sessions in which the staff leader or therapeutic
community setting utilizes the interactions of the group
Principles of Peer Supports and Recovery
members to achieve the desired individual therapy
Peer supports program must actively incorporate the
goals.4
Georgia Consumer Council’s recovery principles into
Launched in late 2001, the peer supports program now
their services and activities:

uses 130 peer specialists who support about 3,000
consumers. The program affords individuals the
opportunity to exercise control over their own recovery
and provide mutual support to each other. The purpose
of peer supports is to “provide an opportunity for
consumers to direct their own recovery and advocacy
process and to teach and support each other in the
acquisition and exercise of skills needed for management of symptoms and for utilization of natural
resources within the community.”5 Peer supports are
intended for adults with serious and persistent mental
illness who:
• “Require and would benefit from support of peers
for the acquisition of skills needed for management of symptoms and for utilization of natural
resources in the community AND
• Need assistance to develop self-advocacy skills in
order to achieve decreased dependency on the
mental health system OR
• Need assistance and support to prepare for a successful work experience OR

• View each individual as the director of his/her
rehabilitation and recovery process;
• Promote the value of self-help, peer support and
personal empowerment to foster recovery;
• Promote peer-to-peer training of individual skills,
social skills, community/natural resources and
group and individual advocacy;
• Promote supported employment and education
that fosters self-determination and career
advancement;
• Support each consumer to “get a life” using
natural occurring resources to replace the
resources of the mental health system no longer
needed;
• Support each consumer to fully integrate into
accepting communities in the least intrusive
environment that promotes housing of his/her
choice;
• Actively seek ongoing consumer input into
program and service content so as to meet each
individual’s needs and goals and foster the
recovery process.
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• Need peer modeling in order to take increased responsibilities for his/her own recovery OR
• Need peer support in order to maintain daily living skills.”6
Peer support is incorporated into a person’s Individualized Service Plan (ISP). Through Peer Support, “each
consumer should set his or her own individualized goals and assess his or her own skills and resources related to
goal attainment. Goals are set by exploring strengths and needs in the consumer’s living, learning, social and
working environments …. Each consumer must be provided the opportunity for peer assistance in the development and acquisition of needed skills and resources necessary to achieve stated goals.”7
Peer supports programs are based at a program site but activities also may take place in natural community
settings. Peer support programs may be freestanding or affiliated with another organization. In either case,
75% of the members of governing boards/advisory boards for peer support programs must be consumers.
Furthermore, individuals who receive peer supports “must be given the opportunity to participate in and make
decisions about the activities that are conducted or services offered within the Peer Supports program.”8 In
addition, a Peer Supports program must offer a range of skill-building and recovery activities developed and led
by consumers. These activities must include those that will most effectively support achievement of the
individual consumer’s rehabilitation and recovery goals.”9
A peer supports program must be under the clinical supervision of a mental health professional (preferably one
who is also a certified peer specialist) and a peer specialist must lead and manage day-to-day program operations. Additionally, services must be provided and/or activities led by peer specialists or other consumers,
supervised by a peer specialist. Peer support centers are open for a minimum of four hours a day, three days
per week, and provide an opportunity for consumers to come together and support one another through formal
group activities as well as more informal social and recreational endeavors. Programmatic supports are built
into center activities such as community outings, art and other leisure activities, community meals, and
educational seminars.

Georgia Medicaid Community Mental Health Center Program Manual. Op. cit.
Recovery in the Community.
3 Sabin, J. & Daniels, N. (2003). Strengthening the consumer voice in managed care: VII. The Georgia Peer Specialist program.
Psychiatric Services, 54 (4). 497-498.
4 See Appendix C
5 Georgia Medicaid Community Mental Health Center Provider Manual. Op. cit.
6 Ibid.
7 Ibid
8 Ibid
9 Ibid.
1
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Chapter 6

Medicaid Waivers

By obtaining waivers of federal Medicaid law, a state may
reconfigure the delivery of Medicaid services. States have employed Medicaid waivers to implement managed care service
delivery models for mental health services. Such models have
potential advantages for improving the delivery of mental health
services but can also pose challenges. About 30 percent of the
states deliver mental health services for working-age adults with
serious mental illnesses through a managed care delivery system.

F

ederal Medicaid law contains numerous
requirements with which a state must
comply in order to obtain federal financial
participation in the costs of providing
services to beneficiaries. Some of these requirements dictate the use of fee-for-service payment
methods and prevent a state from selectively
contracting with preferred vendors to deliver
services. However, the Social Security Act also
gives the Secretary of Health and Human Services
the authority to waive statutory requirements
under certain conditions; such waivers include
those necessary to permit a state to depart from the
conventional Medicaid service delivery organizational and financing framework. There are two
waiver authorities in Title XIX of the Act that
permit the Secretary to waive specific provisions of
federal Medicaid law. In addition, Title XI of the
Act contains a broader authority that permits the
waiver of a wider range of statutory provisions.
Several states have employed these waiver
authorities to restructure Medicaid mental health
services in order to implement managed care
service delivery models and other system reforms.
These states furnish mental health services under
“freedom of choice” waivers granted under
§1915(b) of the Act, or as part of broader demonstration programs operated under §1115 of the Act.
In the case of individuals with serious mental
illnesses, states have made limited use of the third
waiver authority contained in §1915(c) of the Act.
This authority permits a state to offer alternative
community services to individuals who would
otherwise qualify for services in a Medicaidreimbursable institutional setting.
This chapter discusses the basic features of these
waiver authorities. It also describes how states
have employed these authorities in the delivery of
Medicaid mental health services. To provide the
context for understanding these waiver authorities,
the chapter first provides a brief overview of how
states have used managed care generally in their
Medicaid programs, followed by a brief discussion
of managed mental health services, and Medicaid
waivers and managed care.

Background: Medicaid
and Managed Care
In the early 1990s, states began shifting the delivery
of Medicaid services to managed care service
delivery models.
The rationale and essential
features of managed care are outlined in “Managed
Care in Brief” on the following page.
During this period, states had to obtain federal
waivers in order to expand their use of managed
care arrangements. Waivers were necessary for
states to mandate that beneficiaries enroll in a
managed care plan and selectively contract with
managed care organizations to deliver services.
Federal waivers also were necessary in order for a
state to expand services to uninsured populations
that could not be covered using existing statutory
authorities.
Managed care has taken hold more slowly in
Medicaid than in the private sector but its use has
grown rapidly. Some states implemented broad
state “health care reform” initiatives designed to
extend health services to uninsured individuals
who could not otherwise qualify for Medicaid (e.g.,
low-income childless adults). These initiatives
were coupled with extensive use of managed care
in order to secure cost savings that could be used to
underwrite services for additional individuals.
Massachusetts (Mass Health) and Oregon (Oregon
Health Plan) were among the states that pioneered
such initiatives. Other states saw managed care
mainly as a cost containment device to slow the
rapid increase in Medicaid spending and/or address other issues in the delivery of services to
beneficiaries. These states also shifted significant
numbers of beneficiaries to managed care. Between
1991 and 1996, the percentage of all Medicaid
beneficiaries who received some or all of their services through a managed care arrangement grew
from 9.5 percent to 40.1 percent.1 By 2003, 59.1
percent of beneficiaries were enrolled in managed
care plans.2
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Managed Care in Brief
Generically, managed care involves a health care
purchaser (a state on behalf of Medicaid beneficiaries or a private-sector employer on behalf of its
employees) contracting with an organization to
provide services to a specified group of individuals. The purchaser pays a fixed fee to the
managed care organization (MCO) to furnish all
the services spelled out in the contract, rather
than paying the MCO for the specific services that
they provide, as in a fee-for-service arrangement.
This fixed fee is called a “capitation” payment
and is paid for each individual enrolled in the
managed health plan. Capitation payments are
established prospectively and usually paid
monthly to the managed care organization.
MCOs may furnish contracted services directly or
enter into agreements with other providers to do
so. Managed care arrangements usually put the
MCO at full or partial financial risk. If the costs of
furnishing contractually required services exceed
payments, then the MCO may have to absorb the
full difference as a loss (full risk contract) or the
purchaser and the organization may share the loss
(partial risk). Similarly, if the MCO furnishes
services for less than the amount it receives from
the purchaser, it may keep the difference (full
risk) or be required to share the savings with the
purchaser (partial risk).
The chief rationale for using managed care
arrangements is the assumption that risk-based
financial incentives will spur the MCO to hold
down costs by negotiating lower prices with
health care providers, substituting less costly for
more costly services, employing effective care
management, or taking other steps to lower
service utilization (e.g., by supplying free flu
vaccine to avoid the costs of treatment.

Congress enacted major changes in federal
Medicaid law related to managed care in the
Balanced Budget Act of 1997 (BBA-97).3 In BBA-97,
Congress took two important steps. One was to
provide states with a method to shift Medicaid
services into managed care without having to apply
for waivers, provided that certain conditions are
met (including, among others, that beneficiaries
would have the choice of at least two service
delivery arrangements).4 The second major step
was to spell out stronger quality requirements and
safeguards for Medicaid beneficiaries who are
enrolled in managed care arrangements, particularly those with special health care needs.5 This
second step ultimately resulted in CMS promulgating extensively revised Medicaid managed care

regulations in 2002 and 2003.6 The main thrusts of
the BBA-97 provisions were: (a) to acknowledge
that managed care had become a common
Medicaid service delivery model and (b) to
concurrently strengthen statutory requirements
governing the use of managed care arrangements.
However, as will be discussed below, the BBA-97
changes did not completely eliminate the need for
waivers to implement managed care models or
address other state policy aims.
Medicaid mental health services were also affected
by the expanded use of managed care. Again,
starting in the 1990s, a number of states shifted the
delivery of Medicaid mental health services to
managed care arrangements. Some states contracted with private sector behavioral health
companies to take over the provision of Medicaid
mental health services. Elsewhere, states coupled
managed-care contracting to their community
mental health systems, with public and/or nonprofit mental health organizations (sometimes in
partnership with private sector companies) becoming managed care contractors.
Some states have shifted Medicaid mental health
services to managed care through the use of a
“specialty” 1915(b) Medicaid waiver program,
where mental health services are delivered through
specialized behavioral health organizations. Other
states have included mental health services in a
broader waiver program that covers both physical
and mental health services, where mental health
services may or may not be integrated with the
provision of other health services. States vary
considerably in how they have reconfigured their
service delivery systems using managed care
delivery models.
The rationale for the application of managed care to
the delivery of mental health services is much the
same as for other health services: namely,
contracting for the full range of mental health
services through an umbrella organization that
bears economic risk will lower costs and potentially
result in better coordination of care. Medicaid
mental health services delivered through a
managed care arrangement often span clinic/
outpatient and rehabilitative services, inpatient
hospitalization, individual practitioner, and case
management services. The contractor is paid a
fixed amount per enrollee or “member” to delivery
the full scope of medically necessary services
specified in its contract. The contractor has an
incentive to hold down or reduce the use of
inpatient and other costly services by furnishing
effective community-based substitutes. Managed
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mental health arrangements also seek to reduce
costs by relying on utilization management and
prior authorization to verify the need for services
and direct individuals to the most cost-effective
treatment alternatives. The managed care contractor has the latitude to negotiate prices with providers and exclude higher cost providers.
Managed mental health care is designed to address
issues that often arise in conventional fee-forservice delivery systems, including problems in
coordinating services across multiple providers, the
lack of financial incentives to deliver care costeffectively, and the inappropriate or excessive use
of costly services, including inpatient hospitalization. Managed mental health care seeks to substitute a comprehensive, integrated approach to
managing service delivery in place of a more fragmented system of care.
Applying managed care to the delivery of public
mental health services offers potential advantages to
a state, which may include those described below:
• Because contractors receive a single capitated or
case rate payment7 rather than payment for each
service delivered, funds can be used to purchase
the most cost-effective mix of services and
supports. Managed care funding mechanisms
create incentives to shift hospital dollars to
community services. In addition, managed care
contracting may allow for the delivery of
alternative
services
(e.g.,
supported
employment);
• Through contracting, a state may be able to make
service delivery system changes that would be
more difficult to accomplish in a conventional
fee-for-service system. Such changes can include
adopting standardized treatment protocols,
advancing the use of evidence-based practices, or
promoting peer-delivered services.
• Consumers can access the full range of services
through a single point-of-entry organization,
potentially improving access;
• A managed care arrangement offers opportunities to integrate the delivery of mental health and
substance abuse services;
• Managed care features comprehensive care and
utilization management, something that a state
agency may be unable to implement on its own;
and,
• A state’s expenditures for Medicaid mental health
services can be more stable and predictable when
capitated payments are employed.
At the same time, operating a managed care
delivery system can pose significant challenges.
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Converting to managed care is a major system
change and, thus, daunting in its own right. Some
of the major challenges that may arise include:
• The economic framework of managed care may
create incentives to under-serve individuals,
particularly those with serious mental illnesses;
• Consumers, providers and advocates may resist
the conversion to managed care;
• Managed care systems sometimes have relatively
high administrative costs that may divert dollars
from direct consumer services;
• Generally speaking, cost savings stemming from
more tightly managing hospital costs are realized
during the initial stages of managed care
implementation. In other words, the initiation of
managed care tends to yield near-term savings.
Over time, costs stabilize and additional savings
are more difficult to achieve;
• Where a managed care contract includes only
Medicaid funds, the danger arises of splitting a
state’s service delivery system, wherein the
Medicaid and non-Medicaid systems may operate quite differently, even for individuals with
similar needs; and,
• Finally, in order to realize the potential benefits
of managed care while ensuring that individuals
receive necessary and high quality services, a
state must have the knowledge and expertise to
“manage managed care.” To form a positive
relationship with a managed care contractor,
states must strike the right balance between
contracting out services and retaining ultimate
responsibility for their delivery. Managed care
contracting and contractor oversight can be
challenging, as many states have discovered.
The experience with managed care service delivery
models in public-sector mental health services has
been mixed. In some cases, there have been major
problems and states have had to either terminate
the use of managed care or substantially restructure
their approach. In some instances, the private
behavioral health companies that states selected as
the managed care contractor lacked sufficient
expertise to serve public sector consumers,
especially individuals with serious mental illnesses.8
However, other states have had positive experiences in using managed care to deliver Medicaid
mental health services. In these states, managed
care has been in place for several years and appears
to have yielded positive results (e.g., improved
access and service quality for individuals with
mental illnesses.) Over time, states have become
more expert in managing managed care. Private
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sector behavioral health organizations also have
become more skillful in serving public sector
consumers, and public sector mental health
agencies have acquired the expertise needed to
assume the managed care organization role.
Shifting to managed care entails a major restructuring of the organization and financing of services.
Adopting managed care may yield positive results
– including more efficient delivery of services,
better access to services and positive outcomes for
consumers – but such results are achieved only
when the transition to managed care is carefully
planned and implemented. The distilled experience with managed mental health services points to
the importance of a state’s having a clear concept of
how managed care will advance its overarching
system goals and objectives. Employing managed
care effectively requires expertise in crafting
contracts with managed care organizations and a
commitment to monitor their performance.
The expansion of managed care to people on Medicaid
who have a significant disability due to serious mental
illness has been controversial – both reviled as a system
of unreasonable rationing that hurts those most in
need, and held up as the solution to a series of longstanding and difficult problems in public mental health
systems. According to state officials with several
years’ experience, neither of these assessments … is
accurate. Many states that have already adopted
managed care approaches in their public mental health
systems report considerable success, but they also warn
of limits on the extent to which reform can be accomplished by changing organizational structures and
financing.9

Today, approximately fifteen states operate distinct
Medicaid managed care delivery systems that serve
working age adults with serious mental illnesses
along with other Medicaid beneficiaries who
require mental health services.10 These individuals
are served through specialty “behavioral health”
1915(b) waiver programs or “carved out” managed
care arrangements that are part of 1115 Demonstration waiver programs. In some cases, managed
care delivery systems operate only in some parts of
a state rather than statewide. In recent years, there
has been less activity on the part of states to shift
the provision of mental health services to managed
care.
Rather than operate a managed care delivery
system, some states have implemented hybrid
arrangements that incorporate some functions (e.g.,
utilization review and management) that are often

identified with managed care models, but keep the
state in the position of managing services directly.
For example, some states maintain fee-for-service
delivery systems but have engaged private sector
firms or organizations (called Administrative
Services Organizations or ASOs) to conduct these
functions or have assumed these functions themselves. As discussed in Chapter 4, for example,
Georgia decided to contract with a private sector
ASO to conduct utilization review and management activities for its expanded rehabilitative services. Nebraska also employs an ASO, as do
several other states. Utilization review is a basic
Medicaid administrative function, and contracting
with an ASO can aid a state in acquiring the
necessary expertise to conduct this function. Employing an ASO arrangement does not require a
Medicaid waiver.
Other features and functions usually attributed to
managed care models can also be incorporated into
fee-for-service systems without a Medicaid waiver.
These include: (1) service planning requirements
structured to ensure the coordinated provision of
the full range of mental health services, (2) targeted
case management to coordinate services, (3) prior
authorization mechanisms to assure that services
match consumer needs, and (4) the establishment of
well-defined medical necessity criteria.
There is a misperception that a state must shift to
managed care in order to limit providers to only
those that are highly qualified. Medicaid law does
dictate that, absent a waiver, a state must enter into
a provider agreement with all qualified providers.
In some cases, this provision has posed difficulties
for states that want to avoid contracting with low
quality vendors. But, as previously stated, under
current Medicaid law, states may establish standards to ensure that only capable providers/
vendors furnish services. Shifting to a managed
care service delivery system is not necessary to
secure this result. However, it is worth noting that
limiting the number of providers has not been a
central feature of managed behavioral health
programs. Indeed, state contractual requirements
typically encourage managed care organizations to
expand provider networks to include non-traditional providers and minority provider organizations.11
In sum, managed care is an alternative way to
furnish Medicaid mental health services. Federal
policy permits a state to shift the service delivery to
managed care by securing a waiver. However,
some features of managed care also may be
implemented in fee-for-service systems.

Medicaid Waivers

Medicaid Waivers and
Managed Care
The BBA-97 gave states an avenue to implement
managed care without having to obtain federal
waivers, but requires that beneficiaries have a
choice of two health plans. Some state officials
perceive this as an obstacle to a state’s operating a
unified mental health service delivery system.
Consequently, managed behavioral health services
most commonly continue to be furnished under
waivers since services are furnished through single
specialty mental health organizations.12 Waivers
also continue to be necessary in order for a state to
expand Medicaid eligibility to cover persons who
do not meet usual Medicaid financial and categorical eligibility criteria. 13
While the use of managed care in the delivery of
Medicaid services has been associated very closely
with obtaining waivers, a waiver is only necessary
when a state wishes to mandate the enrollment of
individuals to a managed care plan or otherwise
limit providers. Managed care service delivery
models may be employed without a waiver so long
as beneficiaries may opt in or out of the arrangement.14
The following two sections describe the two
applicable federal waiver authorities that states
have used to implement managed mental health
services. These waiver authorities differ in significant ways. When reviewing the sections on 1915(b)
and 1115 waivers, it is important to keep in mind
some fundamental provisions governing their use.
In particular:
• The use of a waiver authority does not override
the state’s obligation to ensure that beneficiaries
receive the services covered in its Medicaid state
plan. The use of a waiver authority permits a
state to implement an alternative service delivery
method.
Employing a waiver authority to
implement managed care does not nullify the
underlying coverage of services contained in the
state plan; instead, it affects how they are
delivered and reimbursed. Under a waiver authority, a state may elect to furnish additional
services over and above those contained in the
state plan.
• Operating services under a waiver authority can
be administratively burdensome for a state
because of the extensive Medicaid managed care
requirements.
In addition, meeting federal
financial tests also can be a major challenge.
• Except in the case of 1115 demonstration waiver
programs, the use of a waiver authority does not
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permit a state to modify Medicaid eligibility
rules. When employed as an alternative to conventional Medicaid fee-for-service delivery arrangements, neither the 1915(b) nor 1115 demonstration waiver authorities permit a state to impose limitations on how many beneficiaries may
receive services.15
• Regardless of the type of waiver authority
employed, state contracts with managed care
organizations must meet basic federal requirements. Moreover, states must oversee the quality
of services furnished through managed care
arrangements, as required by federal regulations.
In sum, many basic Medicaid requirements continue to apply. Indeed, in many respects, states
must meet more stringent and varied requirements
to operate 1915(b) and 1115 waiver programs than
when services are furnished under conventional
fee-for-service arrangements.

Section 1915(b) Waiver Authority
Section 1915(b) of the Social Security Act permits
the Secretary of HHS to grant waivers of certain
specific provisions of the Medicaid Act. Waivers
granted under this section are sometimes called
“freedom of choice” waivers because they permit a
state to limit the providers of Medicaid services and
require that beneficiaries obtain services through a
managed care arrangement. Section 1915(b) contains four distinct authorities:
• §1915(b)(1) permits a state to mandate that
beneficiaries enroll in a managed care plan.
• §1915(b)(2) authorizes a state to establish a
“central broker” to assist beneficiaries to select
among health plans.16
• §1915(b)(3) provides that a state may employ
savings derived from managed care to furnish
additional services to beneficiaries over and
above those in its state plan.17 These services
must be furnished for medical or health-related
reasons.
It is important to note that the
additional services furnished under this provision do not permit a state to secure additional
federal Medicaid funding because such services
must be financed out of savings.18
• §1915(b)(4) permits a state to limit the number of
service providers, including engaging in “selective contracting” with preferred providers.
In the mental health arena, states usually combine
the §1915(b)(1) and §1915(b)(4) authorities to
implement a managed care arrangement. Several
states have also used the §1915(b)(3) authority to
broaden the array of services available to enrollees.19
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A 1915(b) waiver program must also meet a “costeffectiveness” test. A state must be able to show
that the average per beneficiary costs of services
furnished under the waiver program are no greater
than under a fee-for-service arrangement.
A
1915(b) waiver program may be approved for an
initial period of two years and renewed for twoyear periods thereafter, provided that CMS deems
the state’s performance in operating its program
has been satisfactory.

•
•

Under §1915(b), the specific provisions of Medicaid
law for which a state may request waivers in order
to operate a managed care arrangement include:
•

•

•

•

§1902(a)(1) – Statewideness. A waiver of this
provision permits a state to operate its 1915(b)
waiver program in some but not all parts of a
state. For example, Utah’s 1915(b) mental health
waiver program operates under such a waiver.
Beneficiaries who reside in very rural areas of
Utah receive mental health services through
alternative service delivery arrangements.
§1902(a)(4) – A waiver of this provision permits a
state to mandate that beneficiaries enroll with a
single managed care organization;
§1902(a)(10)(B) – Comparability. When some but
not all Medicaid beneficiaries are served through
the managed care arrangement, a waiver of this
provision is necessary. This waiver is also necessary when the services people receive through a
managed care arrangement differ from the services available to non-enrollees (e.g., when a state
provides additional services by invoking the
§1915(b)(3) savings provision); and,
§1902(a)(23) – Free Choice of Provider. A waiver of
this provision permits a state to mandate that
individuals obtain services through the managed
care organization’s provider network.

When requesting a 1915(b) waiver, a state also may
request waivers of other provisions of the Social
Security Act; however, such waivers are infrequently granted.
In order to secure a 1915(b) waiver, a state must
submit a detailed waiver application to CMS. The
requirements that a state must satisfy in order to
operate a 1915(b) waiver program are far more
extensive than states must meet in order to add a
coverage to their Medicaid state plan. There are
also greater ongoing administrative requirements
once a program is implemented. States must
address a wide range of topics, including:
•

The state plan services that would be furnished
through the managed care arrangement and, as

•

•

appropriate, the additional services that would
be furnished under the provisions of §1915(b)(3).
For illustration, Michigan’s 1915(b)(3) waiver
services are described on the following page.
How the state would assure enrollee access to
services and sufficient service providers.
The state’s definition of medical necessity. This
definition is important as it contains the conditions under which services will be furnished to
enrollees, thereby determining when the
managed care contractor is obligated to furnish
or arrange for services. Colorado’s 1915(b)
waiver illustrates a medical necessity definition.
The groups of Medicaid beneficiaries who would
be required to obtain services through the managed care arrangement and, as appropriate, beneficiaries who would be excluded (e.g., nursing
facility residents or Medicaid-Medicare dual eligibles) and, thereby, continue to receive state
plan services on a fee-for-service basis.
The type of delivery system that a state would
operate (e.g., the number and types of organizations with which it would contract and the extent
to which they will bear financial risk).20

Colorado’s Medical Necessity Definition21
“A covered service shall be deemed medically or
clinically necessary if, in a manner in accordance with
professionally accepted clinical guidelines and standards of practice in behavioral health care, the service:
1. is reasonably necessary for the diagnosis or treatment of a covered mental health disorder or to
improve, stabilize or prevent deterioration of functioning resulting from such a disorder; and
2. is furnished in the most appropriate and least
restrictive setting where services can be safely provided; and,
3. cannot be omitted without adversely affecting the
consumer’s mental and/or physical health or the
quality of care rendered.
The contractor, in consultation with the service
provider, consumer, family members, and/or person
with legal custody shall determine the medical and/or
clinical necessity of the covered service.
The authorization process shall take into consideration
other factors, such as the need for services and
supports to assist a consumer to gain new skills or
regain lost skills that support or maintain functioning
and promote recovery.
The contractor shall not deny services based on medical
or clinical necessity solely because the consumer has a
poor prognosis or has not shown improvement, if the
covered services are necessary to prevent regression or
maintain the present condition.”
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Michigan’s 1915(b)(3) Services22
Michigan’s waiver program provides for the following “alternative services and supports” that its contractors may
authorize for adults with mental illnesses from their capitated payments. These alternative services extend the
range of services and supports available to individuals beyond those spelled out in Michigan’s state Medicaid plan.
•

Community Living and Training Supports that “focus on personal self-sufficiency, facilitating an
individual’s independence and promoting his/her integration into the community. These supports may be
furnished in the person’s living arrangement or elsewhere in the community. They include assistance,
support (including reminding and observing, and/or guiding) and/or training in such activities as: household
tasks, activities of daily living, money management, socialization and relationship building, transportation,
and participation in regular community activities.

•

Extended Observation Beds, a hospital-based service of less than 24-hour duration that includes rapid
diagnosis, treatment, and stabilization of an individual with a psychiatric emergency with subsequent
transfer to community.

•

Housing Assistance with short-term or one-time-only expenses associated with a person’s transition to home
ownership or leasing or renting a dwelling, such as utility, insurance, moving, and other expenses. This
assistance does not include payment for room and board costs.

•

Peer-Delivered or Operated Support Services, which are “service activities intended to provide
[individuals] with opportunities to learn and share coping skills and strategies, move into more active
assistance and away from passive patient roles and identities, and to build and/or enhance self-esteem and
self-confidence. Such services may include consumer run drop-in centers and other peer operated services
(e.g., peer run hospital diversion services).”

•

Skill-Building Assistance consists of activities that assist an individual to “achieve economic self-sufficiency
and/or engage in meaningful activities such as school, work and/or volunteering.

•

Supported/Integrated Employment Services “provide initial and ongoing support to assist persons to obtain
and maintain paid employment. On-going support services without which employment would be impossible
are provided as required. Examples of these services are job development, job placement, job coaching,
and long-term follow-along services required to maintain employment.”

• How the state would implement the safeguards
and other protections spelled out in the CMS
managed care regulations, including (a) appeal,
grievance and fair hearing procedures, and (b)
furnishing information to enrollees, including
information about their rights;
• The state’s quality assurance and program
improvement (QAPI) plan. This plan must address how the state intends to measure performance under the managed care arrangement and
where it intends to devote attention to improve
performance. In addition, effective August 2003,
all waiver programs must provide for an external
quality review system;23
• The demonstration of the program’s cost
effectiveness by comparing the projected costs of
furnishing services without the waiver to the
costs of furnishing services through the managed
care arrangement. These projections must be
actuarially sound and based on actual utilization
and expenditure information during prior periods, as well as administrative costs. In the case
of 1915(b) waiver programs, cost-effectiveness is
calculated on a per beneficiary basis. States are
not financially at risk for expenditure increases

that stem from growth in the number of
beneficiaries. They are at risk if per beneficiary
costs exceed approved levels.
• When capitated payments are made to managed
care organizations, a state must also spell out
how it will capture “encounter data” in order to
compile information about the services actually
furnished to beneficiaries.24
With respect to the 1915(b) waiver authority (as
well as the 1115 authority), it is important to point
out that states generally must bid and periodically
re-bid contracts for managed care providers. This
competitive bidding requirement arises from 45
C.F.R. Part 74 rather than the Medicaid Act itself.
States meet this requirement by issuing a Request
for Proposal (RFP) that requires bidders to provide
detailed information concerning the organization’s
capabilities and willingness to abide by the state’s
It is
performance and other requirements.25
standard practice to incorporate the successful
bidder’s response into its contract with the
organization. In almost all cases, CMS must review
and approve contracts with managed care
organizations. Managed behavioral health care
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contracts usually cover multi-year periods (3-5
years).26

Characteristics of 1915(b) Managed Behavioral
Health Waiver Programs
Several states have used the 1915(b) waiver authority to restructure the delivery of mental health services. The table in Appendix C summarizes the
features of eleven states’ “specialty” mental health/
behavioral health 1915(b) waiver programs that include working-age adults with serious mental illnesses in the population served by the program.27
As can be seen from the table:
• Most of these programs operate on a statewide or
nearly statewide basis;
• California’s 1915(b) waiver program is a
§1915(b)(4) “selective contracting” waiver program. It is designed to align contracting for
services with the organizational structure of the
state’s mental health system. In particular, the
state contracts with a mental health plan in each
county that directly furnishes Medicaid services,
or subcontracts for their provision from other
providers. Medicaid beneficiaries must obtain
mental health services through the county plan.
The program does not provide for capitated
payments nor are the county plans classified as
managed care organizations.
• All these programs furnish services to both
children and adults; some exclude certain groups
of Medicaid beneficiaries (e.g., nursing facility
residents, medically needy beneficiaries, Medicare-Medicaid dual eligibles).
• Five programs include substance abuse services;
• Prescription drugs are not covered by these programs; they are furnished to beneficiaries under
standard Medicaid fee-for-service arrangements
or by a “physical health” MCO if the beneficiary
is served by such an organization and the organization is responsible contractually to provide
prescribed drugs.28
• Only one program (New Mexico) contracts with
health services managed care organizations that,
in turn, subcontract for the provisions of mental
health services.
However, the state has
announced that it plans to end this arrangement
and contract separately for mental health services, carving them out from other Medicaid
services delivered by MCOs.29 The other programs are distinct, specialized arrangements
specifically designed to furnish mental health
services and are not tied directly to the delivery
of other health services.

• Most states contract with public mental health
agencies, some of whom partner with private
behavioral health organizations to serve as
managed care organizations. Only one statewide
program (Iowa) contracts exclusively with a
private behavioral health organization.
• Most states use the §1915(b)(3) authority to cover
additional services through savings.
Despite some commonalities, there is considerable
variation across the states’ programs. Colorado’s30
and Iowa’s31 1915(b) waiver programs are profiled
on the following pages.
In addition to these specialty mental health services
programs, a few states operate 1915(b) managed
care waiver programs where funding for behavioral
health services (usually basic inpatient and outpatient benefits) is combined with funding for other
health services. In such arrangements, managed
care contractors may furnish such services directly
or contract with behavioral health organizations to
provide services. It is not typical for states to
include rehabilitative services for persons with
serious mental illnesses in general purpose managed care contracts and persons with serious mental illnesses in these states continue to receive these
services on a fee-for-service basis.32

Section 1115 Waiver Authority
Section 1115(a) of the Social Security Act permits
the Secretary of Health and Human Services to
authorize experimental, pilot, or demonstration
projects that, in the judgment of the Secretary, are
likely to assist in promoting the objectives of the
Act, including those of the Medicaid statute.33 The
authority’s principal purpose is to foster the testing
and researching of innovative new approaches to
the provision of services and benefits under the
Social Security Act. In particular, this provision
allows the Secretary to waive any of the requirements of §1902 of the Medicaid Act as are necessary
to permit the state to carry out its proposed project.
§1902 contains the fundamental federal statutory
provisions that govern the Medicaid program.
Under the 1115 Demonstration waiver authority,
the Secretary may permit a state to offer services
under Medicaid that are not otherwise eligible for
FFP and to expand eligibility to persons who would
not otherwise be eligible for the Medicaid program.
HHS also has employed the 1115 Demonstration
authority to test new approaches to the delivery of
Medicaid services in partnership with interested
states.34 When a state furnishes services under this
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Colorado Medicaid Mental Health Capitation and Managed Care Program
This program was launched in 1995 and extended statewide in 1998. Through this program, the state contracts
with eight single point-of-entry “mental health assessment and services agencies” (MHASAs) serving designated
regions. Services furnished include inpatient hospital, case management, outpatient clinic services, and rehabilitative services. Prior to this program, Medicaid mental health services were delivered through a fee-for service
system which had “no central gatekeeper determining the need for services and no single clinician or case
manager coordinating all aspects of an individual’s mental health care.” In 2000, the state modified its program
to place a stronger emphasis on recovery as the program’s central aim.
MHASAs are community mental health centers, consortia or partnerships of centers, which may also partner with
a pri-vate sector behavioral health company that functions as an Administrative Services Organization. MHASAs
are responsible for assessing service need and coordinating service delivery (by providing services directly or
referring individuals to subcontracted providers) and monitoring service delivery. Under this program, capitated
payments are made to each MHASA. Colorado limits MHASA administrative costs and profit. The program is
administered by the Colorado Division of Mental Health in the Department of Human Services under an
interagency agreement with the Department of Health Care Policy and Finance, the state’s Medicaid agency. The
program’s goals are:
1.
2.
3.
4.
5.
6.
7.

“to promote and assist in the recovery of individuals with mental illnesses through innovative services that
empower consumers and families to determine and achieve their goals;
to assure access to necessary mental health services for consumers and families;
to provide the appropriate mix of mental health services that meet the needs of each individual consumer
and family;
to assure that quality services are provided to consumers and families;
to provide all necessary services through a cost-effective system;
to achieve a coordinated system of mental health service delivery to Medicaid and non-Medicaid Colorado
citizens; and,
to continue to manage the cost of the mental health system and to control the rate of future cost increases.”

State officials report that the program has: (a) contributed to shifting services away from inpatient hospital
settings to the community; (b) increased the involvement and empowerment of consumers and families; (c) aided
in the development of new services (including crisis beds, respite care, and self-help groups); (d) expanded
community services; (e) improved coordination of mental health services; (f) fostered the development and
implementation of a recovery model of care through the development of consumer-driven and consumer-run
services, and by creating increased opportunities for consumer employment within the mental health system;
and, (g) resulted in cost savings.
Colorado has used the §1915(b)(3) “savings” provision to cover additional services not offered under the state
plan, including (for adults) intensive case management, residential services, and vocational services to assist
persons to gain skills necessary to secure employment. In addition, the state expects MHASAs to develop and
offer “optional services” over and above the core services included in the waiver program. Some optional
services furnished by MHASAs include ACT, peer counseling and support, clubhouses, consumer-operated “warm
lines,” family support and education, supported living, supported employment, recovery/self-help groups, and
peer-run employment services.
In conjunction with this program, the state has established the Mental Health Ombuds program. This program is
operated by an independent organization that provides advocacy, assistance, and education for consumers and
families enrolled in the program.

108

USING MEDICAID TO SUPPORT WORKING AGE ADULTS
WITH SERIOUS MENTAL ILLNESSES IN THE COMMUNITY: A HANDBOOK

The Iowa Plan
The Iowa Plan integrates the delivery of mental health and substance abuse treatment services. Approved in
1998, the Iowa Plan replaced two separate 1915(b) mental health and substance abuse waiver programs. The
plan uses a single statewide private-sector contractor (Magellan Behavioral Health). Nearly all adult and child
Medicaid beneficiaries are required to obtain mental health and substance abuse services through the Iowa Plan.
Services offered through this program include basic inpatient and outpatient mental health and substance abuse
services. In addition, Iowa employs the §1915(b)(3) “savings” provision to add coverage of:
• Intensive Psychiatric Rehabilitation, described as “recovery-oriented, consumer-driven, readiness, skill and
support development interventions in the area of social, vocational, educational and residential functioning
for persons with serious behavioral illness that require long-term services and supports;”
• Assertive Community Treatment; and, Community Support Services for persons with severe and persistent
mental illness, designed to support an individual in the community with outreach and support to manage
symptoms of mental illness, assure follow-up, and develop crisis plans.
Among the additional services that the contractor is expected to provide from cost savings are mobile crisis
services, peer support and supported community living services, defined as “services and supports determined
necessary to enable consumers with a chronic mental illness to live and work in a community settings [and] are
consumer individualized [and] need and abilities-focused.” These services can include assistance with housing
and living arrangements, mental health treatment, crisis intervention and assistance, social and vocational
assistance, service coordination, protection and advocacy, and support, assistance, and education for the
consumer’s family. The contractor may also develop alternate ways to address mental health needs. Optional
services that the contractor may provide under this provision include consumer-operated telephone “warm lines,”
respite services and support, and clubhouse. Iowa also requires the contractor to include all willing and qualified
providers in its provider network.

authority, it must propose a research program and
agree to conduct an evaluation of the project.
Projects authorized under this authority generally
are approved for a five-year period and may be
extended under certain circumstances. Demonstration projects must be budget neutral over their life.
This means that the expected total cost of the
demonstration to the federal government cannot
exceed the total cost without the waiver.35 This
financial test can be challenging to meet. Also,
when mental health services are furnished through
a managed care arrangement under an 1115 waiver,
the state also must meet the requirements of BBA97.
There is no pre-formatted application for states to
use when seeking waivers under the 1115 authority.
The process for obtaining a demonstration waiver
usually starts with a state’s submitting a general
outline of its proposal to CMS and proceeds to the
development of a formal proposal. CMS and the
state then negotiate the “terms and conditions” (i.e.,
the specific parameters) under which the demonstration will operate. Once CMS is confident that
the state is prepared to implement the demonstration, the state may proceed.
In Medicaid, a major use of the 1115 waiver
authority (but not the exclusive use) has been to
permit states to launch what are termed “health
care reform demonstrations.”
Through these

demonstrations, several states have substantially
restructured the delivery of Medicaid services,
principally by employing managed care as a means
to secure cost savings that can be applied to extend
health care to additional populations. Several of
these demonstrations include mental health and/or
substance abuse services.

Delivery of Mental Health Services Under 1115
Demonstration Projects
There are no stand-alone 1115 demonstrations that
solely concern the provision of mental health
services. Instead, mental health services have been
included as part of broader health care reform
demonstrations. About twelve states operate broad
scale 1115 health care reform demonstrations.36
How mental health services are organized and
financed in these demonstrations varies considerably, but they employ two basic approaches to
deliver mental health services: (1) carve out mental
health services but maintain fee-for-service delivery, or (2) carve out and implement a managed care
service delivery model for mental health services.
Both approaches are described below.
Carve out mental health services but maintain feefor-service delivery. While 1115 demonstration
waiver programs usually make extensive use of
managed care arrangements, states may elect to
exclude some Medicaid services and/or eligibility
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Section 1115 Carved Out Fee-For-Service Arrangements
Maryland
Maryland’s HealthChoice 1115 Demonstration waiver was implemented in 1997. Medicaid beneficiaries must
enroll to receive health care services through a comprehensive health care benefits MCO. These MCOs are
responsible for furnishing “primary” outpatient mental health and substance abuse services. Carved out from
MCO delivery are more intensive “specialty mental health services.” These services are furnished through the
Public Mental Health System (PMHS) administered by Maryland’s Mental Hygiene Administration in the Department
of Health and Mental Hygiene. Maryland’s network of Core Service Agencies (CSAs) are responsible for planning,
managing, and monitoring the delivery of publicly-funded mental health services at the local level. CSAs, in turn,
contract with mental health providers to furnish services on a fee-for-service basis. Maryland has engaged an ASO
(Maryland Health Partners) to provide support to the state and the CSAs. The ASO determines whether a person
qualifies for PMHS services, refers the person to providers, pre-authorizes non-emergency services, conducts
utilization review, compiles data, and processes claims and remits payments to providers. The PMHS serves both
Medicaid eligible and non-eligible individuals who meet the state’s eligibility criteria for mental health services.

Vermont37
In 1996, Vermont implemented the Vermont Health Access Plan (VHAP), its 1115 health care reform demonstration. Through VHAP, the state has expanded Medicaid eligibility for both children and adults. VHAP uses a
primary care case management service delivery model rather than an MCO service delivery model.38 Under VHAP,
basic mental health benefits are furnished on a fee-for-service basis. The state also operates its long-term
behavioral health program (Community Rehabilitation and Treatment (CRT) Program) under the demonstration.
The CRT Program serves approximately 3,300 adults with severe and persistent mental illnesses, of whom about
88 percent are Medicaid beneficiaries. Due to the nature of their mental illnesses, CRT consumers have varying
needs for services over the long-term. Core CRT services include:
•
•
•
•
•
•
•
•

Service planning and coordination;
Clinical interventions;
Crisis services;
Partial hospitalization;
Day services;
Housing and home supports in a variety of living arrangements;
Employment services, including assessment, employer and job development, job training and ongoing support
to maintain employment; and
Community supports, defined as “individualized and goal oriented services that assist individuals (and families) in developing skills and social supports necessary to promote positive growth. These supports may
include assistance in daily living, supportive counseling, support to participate in community activities, collateral contacts, and building and sustaining healthy personal, family and community relationships.”

CRT services are furnished primarily by Vermont’s network of comprehensive community mental health agencies
(known as “designated agencies”) that serve designated catchment areas. A case rate payment system is
employed instead of traditional fee-for-service payment methods. Designated agencies receive monthly case rate
payments for each individual they serve, based on a three-tiered system. Providers are expected to use these
case rate payments to furnish both traditional Medicaid state plan services and “off-plan” services (e.g., supported employment) to CRT consumers. Under this system, providers are not classified as Medicaid MCOs but
instead function in a lead-agency role, furnishing services or arranging for services through other providers. In
addition, Vermont uses its own general fund dollars to pay for individuals who do not qualify for Medicaid.
State officials have found several advantages in delivering services under an 1115 demonstration waiver. A
relatively high percentage of adults with serious mental illnesses qualify for Medicaid funding. The adoption of
the case rate payment method has simplified administrative procedures for providers because they do not need to
submit fee-for-service claims or keep track of encounter data. The waiver has also given providers more flexibility
to furnish the most appropriate services rather than being confined to the traditional Medicaid services menu. In
Vermont, the use of day treatment has declined substantially as a result of this flexibility. About 28 percent of
CRT consumers are employed in the community, a rate significantly above the national average. This flexibility
has also aided in the adoption of evidence-based practices, most of which are used in varying degrees by
designated agencies. The state is expanding the use of evidence-based practices throughout its service system.
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groups from the scope of such arrangements.
When services are excluded from capitated managed care organizations, they are said to have been
“carved out” and continue to be provided on a feefor-service basis. Fee-for-service delivery is also
employed when groups of beneficiaries (e.g., SSI
recipients) are excluded from mandatory enrollment in a managed care arrangement. Sometimes,
states include a basic inpatient/outpatient mental
health benefit in the managed care arrangement but
pay for more intensive services on a fee-for-service
basis and/or continue to serve some populations
(e.g., individuals with serious mental illnesses)
through a traditional fee-for-service model. Where
mental health services have been carved out and
are furnished outside the managed care delivery
system, a state may still restructure its provision of
mental health services, taking advantage of the
flexibility afforded in a demonstration waiver.
Several states that operate 1115 demonstrations
have carved out intensive mental health services for
working-age adults with serious mental illnesses.
Maryland and Vermont (profiled below) are two
states that operate health care reform demonstrations but continue to provide mental health services
on a fee-for service or other basis. 39
Carve out and implement a managed care service
delivery model for mental health services. Five
1115 health care reform demonstration waiver
states have elected to carve out mental health
services and deliver them through a behavioral
health managed care arrangement. These carve out
arrangements are similar to those that other states
have established through 1915(b) waiver programs.
That is, the state contracts with one or more entities
to furnish mental health (and sometimes substance
abuse services) to beneficiaries using a capitated
payment arrangement. These arrangements are
subject to the same federal managed care regulations as similar arrangements implemented under a
1915(b) waiver. Five states that operate behavioral
health managed care arrangements under an 1115
demonstration waiver are described below.
Arizona.
The Arizona Health Care Cost
Containment System (AHCCCS) 1115 Demonstration has operated since 1982.40 The demonstration has three main components: (a) acute
care services provided through MCOs; (b) longterm care services; and, (c) behavioral health
services. Arizona phased in the coverage of
behavioral health services between 1990 and
1995. The managed behavioral health carve out
provides comprehensive mental health and sub-

stance abuse services to all adult and child MediThe carve-out is
caid eligibility groups.41
managed by the Division of Behavioral Health
Services at the Arizona Department of Health
Services under an agreement with the state
Medicaid agency. The division contracts with
Regional Behavioral Health Authorities on a
capitated basis to furnish services. Three tribal
authorities furnish services to Native Americans.
Hawaii operates a small behavioral health carveout (Behavioral Health Managed Care Plan, or
BHMCP) for adults as part of its Hawaii QUEST
1115 demonstration. Individuals with a serious
mental illness have the option to participate in
the carve-out, but may instead elect to receive
services from the standard Medicaid plan,
although the waiver offers a greater array of
services. BHMCP also provides services to
individuals with co-occurring substance abuse
disorders. Beneficiaries have access to services
including crisis, residential treatment, prescription drugs, inpatient/outpatient mental health
and substance abuse treatment, and mental
health support services.
Massachusetts implemented a 1915(b) waiver
Medicaid behavioral health managed care program in 1992. In 1997, it implemented Mass
Health, a statewide 1115 health care reform demonstration waiver.
When Mass Health was
implemented, 1915(b) waiver behavioral health
services were folded into it. For health services,
beneficiaries select between a primary care case
management (PCCM) arrangement or enroll with
a comprehensive benefits managed care
organization. Adult beneficiaries with serious
mental illnesses usually are enrolled in a PCCM
arrangement and receive mental health (and
substance
abuse)
services
through
the
Massachusetts Behavioral Health Partnership
managed care carve out program.42 The Partnership program is operated by a private-sector
behavioral health managed care organization
and is responsible for furnishing the full range of
inpatient and outpatient mental health and substance abuse services to enrolled members.
Oregon. The Oregon Health Plan 1115 health
care reform demonstration waiver was implemented in 1994. The mental health/substance
abuse carve-out managed care arrangement employs multiple types of providers (private
behavioral health MCOs, CMHCs, county-operated entities, and regional authorities). The carve
out program includes crisis, inpatient/outpatient

Medicaid Waivers

mental health services, rehabilitative services,
mental health support, and outpatient substance
abuse services.
Tennessee. The Tenncare 1115 health care reform
demonstration waiver was implemented in 1994.
Since the program’s inception, mental health and
substance abuse services have been carved out
and are now delivered by a single behavioral
health managed care organization (BHO). The
services furnished by the BHO include crisis,
inpatient/outpatient mental health and substance
abuse, rehabilitative services, mental health and
substance abuse residential services, mental
health support, and detoxification.
The table in Appendix C contains additional information about these managed behavioral health
carve outs.
When a state operates its Medicaid program under
the 1115 demonstration authority, it gains the
flexibility to expand eligibility and employ alternative service delivery models. Some states that
operate 1115 demonstrations have elected to continue to provide services to working-age adults
with serious mental illnesses using a traditional feefor-service delivery system. Others have used the
flexibility afforded by the demonstration authority
to restructure their provision of mental health
services, but not all have done so by employing a
managed care service delivery arrangement.

Section 1915(c) Waiver Authority
Section 1915(c) of the Social Security Act was
enacted in 1981.43 It permits the Secretary of Health
and Human Services to grant waivers to states so
they can furnish home and community-based
services (HCBS) as an alternative to institutional
services for those individuals who qualify for
Medicaid-reimbursable institutional services.44
Through the HCBS waiver program, states have
substantially expanded home and community
services and supports for people with disabilities of
all ages. In 2002, over 800,000 individuals nationwide received services through HCBS waiver
programs at a state-federal cost of $16.3 billion.
Nationwide, states operate approximately 275
HCBS waiver programs. However, only a few waiver programs target services specifically to
individuals with mental illnesses.

HCBS Waiver Program in Brief
The major provisions of Section 1915(c) of the Social
Security Act are described below.
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• States may offer home and community services
to individuals who qualify for services furnished
in a nursing facility, intermediate care facility for
the mentally retarded,or a hospital. When a state
operates an HCBS waiver program, individuals
who meet the level-of-care requirements for these
Medicaid institutional settings may instead be
offered home and community services. Individuals must affirmatively elect to receive home
and community services in lieu of institutional
services.
• §1915(c) identifies several services that a state
may offer through an HCBS waiver program,
such as case management, personal care, habilitation, adult day health care, homemaker, home
health aide and respite. States may cover additional services and supports as long as they assist
individuals to avoid institutionalization. The
services that a state may offer in a 1915(c) waiver
program include: 1) optional services it can cover
under its state plan but has chosen not to; 2)
additional services that can not be offered under
the state plan; and 3) services that the state offers
under its state plan with limitations on amount,
duration and scope, but wishes to offer on an
“extended basis” to waiver participants, i.e., with
less stringent limitations.
A state is barred from claiming the costs of
“room and board” (e.g., housing and other routine living expenses) furnished to waiver participants. Such expenses must be met from the
participants’ own resources (e.g., SSI payments)
or other funds.
• §1915(c) permits the Secretary of Health and
Human services to waive three provisions of the
Social Security Act to permit a state to operate an
HCBS waiver program: (a) §1902(a)(1) for the
purpose of operating a program on a less than
statewide basis; (b) §1902(a)(10)(B) in order to
furnish waiver services to specified groups of
beneficiaries (e.g., older persons, working-age
adults with disabilities, persons who have experienced a traumatic brain injury); and, (c)
§1902(a)(10)(C)(i)(III) to permit a state to offer
waiver services to individuals who would qualify financially for Medicaid only if institutionalized. As noted in Chapter 3, state Medicaid
financial eligibility standards for institutional
services are often more generous than community standards.
All other provisions of the Medicaid Act apply to
HCBS waiver programs. For example, §1915(c)
does not authorize a waiver of beneficiary’s free
choice of service provider as required by §1902
(a)(23) of the Act. In order to link the provision
of waiver services to a managed care strategy, a
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state must request a combination 1915(b)/1915(c)
waiver program and meet the requirements for
each.45
§1915(c) dictates that the services provided
through a waiver program be spelled out in a
“plan of care.” The plan of care also identifies
other services and supports (paid and unpaid)
that are needed to support the waiver participant
in the community.
Individuals who participate in an HCBS waiver
program are eligible to receive all other services
that a state offers under its Medicaid state plan.
HCBS waiver services complement the services
that a state offers in its state plan. Waiver
services cannot be furnished to individuals who
are institutionalized. However, some waiver
services may be furnished to facilitate the transition of institutionalized persons to the community.46
In order to obtain CMS approval for an HCBS
waiver program, a state must demonstrate that
its proposed program will be “cost-neutral.” A
state must show that the average per person cost
of furnishing waiver and other Medicaid state
plan services to individuals would not exceed the
average cost of furnishing institutional and other
Medicaid services to these individuals in the
absence of a waiver program. The program must
meet this cost-neutrality test for the duration of
its operation. A state may elect to limit its
program to individuals for whom the cost of
community services will not exceed the cost of
institutional services. Alternatively, a state may
operate its program on an “aggregate” basis,
balancing individuals who have higher costs
with those whose costs are lower.
In proposing to operate a waiver program, a state
specifies the number of individuals it plans to
serve. A state is not obligated to furnish services
to additional persons once it reaches its selfimposed enrollment cap. The ability of states to
limit the number of people receiving waiver services is a feature unique to this waiver authority.
States may elect to serve as few or as many individuals as they chose.47
A state must assure that it has necessary safeguards to assure the health and welfare of
individuals served through the waiver program.
There is no federal limitation on the number of
waiver programs a state may operate. Some
states operate as many as ten programs.
Waivers may be granted for an initial period of
three years. If a state’s performance in operating
a program is acceptable, then the program may

be renewed thereafter for successive five-year periods.
States have employed the HCBS waiver program
extensively to promote the cost-effective delivery of
long-term care services to many Medicaid beneficiary target population groups. The cost of furnishing community services has been demonstrated to
be considerably lower than institutional services.
In addition, the program is very flexible. States
have wide-ranging latitude both in selecting the
populations to whom they will furnish services and
in selecting the services that they will offer.
States must apply to CMS to operate an HCBS
waiver program. CMS has issued a standard
waiver application template that a state may
employ in seeking approval to operate an HCBS
waiver program.48

HCBS Waiver Program and Working Age
Adults with Serious Mental Illnesses
Working-age adults with serious mental illnesses
may receive services through an HCBS waiver
program. Like other individuals with disabilities,
such persons must meet a waiver program’s
applicable eligibility criteria, including the determination that the person requires the level-of-care
furnished in a Medicaid-reimbursable institutional
setting and that waiver services are necessary to
assist the person to remain in the community. In
various states, individuals with serious mental
illnesses qualify for broader HCBS waiver
programs for persons with disabilities, even though
a state’s program may not have explicitly specified
that they are members of the target population.
But, there are challenges in operating an HCBS
waiver program designed to serve only individuals
with serious mental illnesses. The main difficulty
in designing an HCBS waiver program to exclusively serve individuals with serious mental illnesses is the linkage between the operation of a
waiver program and Medicaid institutional
services.
HCBS waiver programs operate as
alternatives to Medicaid institutional services. In the
case of individuals with developmental disabilities,
for example, persons are eligible for waiver services
if they meet ICF/MR level-of-care criteria and, thus,
waiver services are furnished as an alternative to
ICF/MR services.
In the case of working-age adults with serious
mental illnesses, due to the IMD exclusion discussed in Chapter 4, there is no distinct Medicaidreimbursable mental health institutional setting for
which a waiver program may serve as an alterna-
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tive. In contrast, because inpatient psychiatric
hospital services for individuals under 21 are a
reimbursable Medicaid institutional setting, crafting HCBS waiver programs for children with
serious mental and emotional disorders is technically more feasible.
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At present, Colorado operates the only HCBS
waiver program for adults with serious mental
illnesses. Colorado’s program is profiled on the
following page. Five HCBS waiver programs
specifically target services for children with serious
mental and emotional disorders (in Indiana,
Kansas, New York, Vermont and Wisconsin).49

Colorado’s HCBS Waiver Program for Persons with Mental Illness

50

Since 1995, Colorado has operated an HCBS waiver program for adults (persons age 18 and older) who have a major
mental disorder (e.g., schizophrenia, major affective disorder) and also meet nursing facility level of care criteria.
This program is operated by the Department of Health Care Policy and Financing, the state’s Medicaid agency. In
2000-01, this program served 1,706 individuals at an average per person cost of $5,505.
Colorado’s nursing facility level of care criteria are based on a functional needs assessment that evaluates a person
functioning in several ADLs areas. One of the areas evaluated is the person’s need for supervision that results from
challenging behaviors or memory/cognition deficits. Individuals, of course, must also meet Colorado’s financial
eligibility standards. In the case of this (and other Colorado waiver programs), Colorado extends eligibility to
individuals who have incomes up to 300 percent of the SSI federal benefit rate.
Colorado offers the following services through this HCBS waiver program:
• Adult Day Services – center-based daytime health and social services, including intensive supportive services for
individuals who require extensive rehabilitative therapies.
• Alternative Care Facility – a community living arrangement that furnishes personal care and protective
oversight to residents.
• Electronic Monitoring Services – the installation, purchase or rental of electronic monitoring devices that enable
individuals to summon help in the event of an emergency (e.g., personal emergency response systems) or
remind a person of medical appointments, treatments or medication schedules.
• Home Modification – making adaptations, modifications or improvements to the person’s home setting that
address a person’s health and safety needs or enable the individual to function with greater independence in
the home
• Homemaker Services – performing general household activities (e.g., light housecleaning, meal preparation, and
shopping) on behalf of an individual and/or teaching the individual to perform such chores.
• Non-Medical Transportation – furnishing transportation so that the person can shop or attend counseling
sessions.
• Personal Care – services furnished to individuals who live in their own or family home and which meet a person’s
physical, maintenance and supportive needs. These services can include traditional personal care services in a
person’s home as well as accompanying the person to medical appointments and on personal errands, including
shopping. This service can also encompass protective oversight as well as providing respite care for the primary
caregiver.
• Respite Care – substitute care furnished in an alternative care facility or nursing facility when a person’s
primary caregiver is absent or requires relief.
Colorado’s waiver program uses the same service definitions and provider standards as the state’s HCBS Elderly,
Blind, and Disabled (EBD) waiver program for older persons and working-age adults with disabilities, which permits it
to share the EBD waiver’s provider network. Mental health providers may also qualify as service providers.
Case management services are furnished by Colorado mental health centers and organizations that hold contracts
under the state’s 1915(b) waiver. These services are reimbursed as a Medicaid administrative expense. Case
management responsibilities include intake, case planning, coordinating waiver services with mental health services,
and monitoring service provision and the person’s well-being.

Although the IMD exclusion poses an obstacle to
developing an HCBS waiver program for adults
with serious mental illnesses, it remains possible
for a state to operate an HCBS waiver program that
targets such individuals. In particular, a state may
(as Colorado does) operate an HCBS waiver program for individuals with serious mental illnesses
who also meet the state’s level of care criteria for
nursing facility services.

State nursing facility level-of-care criteria vary
considerably, but generally are based on various
combinations of medical and nursing needs, as well
as functional limitations. In some states, however,
persons may be eligible for nursing facility services
on the basis of functional limitations only. In these
states, individuals with serious mental illnesses
may meet a state’s nursing facility level of care
criteria. State mental health authorities, by virtue
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of the role that they play in conducting assessments
of individuals for nursing facility pre-admission
screening and resident review (discussed in
Chapter 7), may be able to gauge the extent to
which persons with serious mental illnesses might
qualify for an HCBS waiver program. Those who
qualify may be offered services through a waiver
program limited to serving individuals with serious
mental illnesses.
Operating an HCBS waiver
program for persons with serious mental illnesses
offers some potential advantages for a state, which
are listed below.
• States have the option of using Medicaid institutional financial eligibility criteria for HCBS
waiver programs. Because these criteria typically
are more generous than “community” financial
eligibility criteria, a larger proportion of individuals may be able to qualify for Medicaid
services. This will be especially true in states that
employ the “special income standard” of 300
percent of the SSI federal benefit rate for institutional and HCBS waiver services (described in
Chapter 3).
• There is no federal requirement that a waiver
program be limited solely to current nursing
facility residents transitioning to the community
(although such individuals clearly may be
offered services). Individuals in the community
who meet nursing facility level of care criteria
also may be offered waiver services, irrespective
of whether they are seeking admission to a
nursing facility.
• The operation of an HCBS waiver program
would permit states to furnish services that cannot readily be covered under the rehabilitative
services or other state plan options. Such services can include personal care/assistance and
respite. The coverage of personal care/assistance
may aid in promoting supported housing and
employment, especially in states that do not offer
personal assistance in their Medicaid programs
or that impose significant restrictions on the use
of such services. Operating an HCBS waiver
program for adults with serious mental illnesses
may provide opportunities for a state to complement the mental health services that it offers
under its Medicaid state plan.
• Since HCBS waiver participants are also eligible
to receive all the other services that a state offers
under its state plan, a state generally would not
include mental health services in its HCBS
waiver program except to include services that
are not offered under the state plan or when a
state wishes to offer some of its state plan

services on a modified basis in the HCBS waiver
program.51 For example, a state may modify
state plan limitations on the number of
prescription drugs by providing for “extended
state plan” coverage of prescription drugs in its
HCBS waiver program. In states that offer
personal care/assistance services under their
Medicaid state plans but limitations on such
services make it difficult for individuals with
serious mental illnesses to utilize them, such
services in modified form can be offered in an
HCBS waiver program in order to overcome
those limitations.
• Because HCBS waiver programs operate under
state-determined participant caps, they can be
less challenging to manage fiscally than state
plan services. HCBS waiver programs can be
sized to match the dollars available, making
expenditures more predictable.
• Case management services play a central role in
the operation of HCBS waiver programs. Such
services include working with the participant to
identify providers of services and supports, coordinating waiver services with other Medicaid
and non-Medicaid services, and conducting ongoing monitoring of the person’s health and
welfare. In states that already furnish targeted
case management services to individuals with
mental illnesses, HCBS waiver case management
functions (such as preparing the individual’s plan
of care) may be conducted under the targeted
case management coverage through existing
providers.
The operation of an HCBS waiver program for
working-age adults with serious mental illnesses
may pose challenges for states. In particular:
• Because waiver services may be furnished only to
individuals who meet institutional (nursing
facility) level-of-care requirements, the proportion of working-age adults with serious mental
illnesses who might qualify for an HCBS waiver
program may be difficult to determine. Individuals whose functional limitations qualify
them for Medicaid mental health services may
not meet waiver eligibility criteria. Creating two
categories of eligibility for Medicaid services
(waiver criteria and mental health system
criteria) could fragment the state’s mental health
system.
• A state might have difficulty securing matching
funds to operate an HCBS waiver program, especially if the program would offer services and
supports not currently furnished.
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• Meeting HCBS waiver cost-effectiveness requirements might be another challenge. In the case of
an HCBS waiver program that would target
individuals with serious mental illnesses, the
costs of waiver services plus other state plan
services (e.g., prescription drugs and rehabilitative services) could not exceed the costs of nursing facility plus state plan services. Depending
on a state’s nursing facility payment levels, the
target population for the waiver program, and
the services offered in the waiver program, meeting the HCBS waiver cost-effectiveness requirement might be difficult.
• To some extent, the advantages of operating an
HCBS waiver program for individuals with serious mental illnesses might also be realized
through the operation of a managed care waiver
program, especially one that provides for the
coverage of additional services under the §1915
(b)(3) savings provision or one that operates
under the §1115 waiver authority. However, as
previously noted, a state cannot expand eligibility when it operates a 1915(b) waiver. Such
expansion would potentially be permitted if a
1915(c) waiver is operated in states where institutional financial eligibility criteria are more
generous than community criteria. A 1915(c)
waiver may operate side-by-side with a 1915(b)
waiver program. In such a case, individuals who
gain Medicaid eligibility by virtue of their participation in the 1915(c) waiver program would
receive their specialized mental health services
through the 1915(b) waiver program.

Conclusion
The most common use of the Medicaid waiver
authorities in mental health services has been to
permit states to implement managed behavioral
health service delivery systems. In a few states
where 1115 demonstration waiver programs are
operated, states have used the broader flexibility
afforded in such waivers to restructure the delivery
of services to individuals with serious mental
illnesses but not to implement managed care
delivery models.
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managed care at
cms.hhs.gov/medicaid/managedcare/default.asp

Information about the waiver authorities employed to
implement managed care arrangements is at
cms.hhs.gov/medicaid/waivers/

Information concerning the waiver programs each
state operates is at

cms.hhs.gov/medicaid/waivers/waivermap.asp
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cms.hhs.gov/medicaid/1915c/default.asp

Many states provide fact sheets describing the program. In some cases, the state’s entire waiver application and related documents are available.
Center for Health Services Research and Policy at
George Washington University has compiled
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3 P.L. 105-33.
The Medicaid Act has long provided that
states could contract with HMOs and other managed care
entities to furnish services to beneficiaries. States did not
have to request waivers for these types of arrangements so
long as beneficiaries could freely elect to receive services
from such entities. §1915(b) was added to the Act in 1981
(P.L. 97-35) and allowed the Secretary to grant waivers to
permit states to mandate that beneficiaries receive their
services through a managed care arrangement.
The
extensive use of the §1115 waiver authority to mandate the
enrollment of beneficiaries into managed care arrangements
started in the early 1990s.
4 These provisions are contained in §1932(a) of the Social
Security Act. A state may satisfy the requirements concerning beneficiary choice by contracting with two or more
managed care organizations and/or contracting with one
such organization but offering beneficiaries the alternative
of selecting a primary care case manager (PCCM). PCCM
services may be covered under the provisions of §1905(t) of
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implement system-wide managed care.
Most states
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furnishing Medicaid services under the provisions of
§1932(a). In almost all instances, these states excluded SSI
recipients from mandatory enrollment or excluded mental
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services on a fee-for-service basis instead. One example is
the ICare program in Wisconsin where individuals with
disabilities may voluntarily elect to obtain services through
a managed care entity.
15 In some cases, limited-purpose demonstration waiver
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range of services and are not responsible for inpatient
hospital services are classified as Prepaid Ambulatory
Health Plans or PAHPs.
21 Colorado Departments of Health Care Policy and Financing and Human Services (2003). Medicaid Mental Health
Capitation and Managed Care Program: Proposal for Section
1915(b) Capitated Waiver Program Renewal.
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cms.hhs.gov/medicaid/managedcare/mceqrhmp.asp
In addition, states are expected to identify and conduct
quality improvement projects for the duration of the waiver
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operate the Iowa Plan.
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waiver program. These basic benefits are managed by a
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from rehabilitative services are referred by the behavioral
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health company and other provider agencies to receive
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33 This authority also extends to other specified parts of the
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34 For example, HHS, the Robert Wood Johnson Foundation
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Community Mental Health Programs, Vermont Division of
Mental Health, Department of Developmental and Mental
Health Services; (b) Vermont Department of Developmental
and Mental Health Services (2003). The Statewide System of
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Years 2003-2003. Waterbury, VT; and, (c) Vermont Department of Developmental and Mental Health Services (2002).
Description of Programs and Services. Waterbury Vermont.
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health care services to VHAP beneficiaries. In 1999, both
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PCCM service delivery model.
39 For example, the Oklahoma Sooner Care demonstration
includes mental health benefits in the scope of services that
contracted MCOs must furnish. Sooner Care specifically
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mandatory enrollment. These individuals continue to
receive services on a fee-for-service basis.
40 Prior to 1982, Arizona did not participate in the Medicaid
program. It entered the program under an 1115 demonstration waiver and continues to operate all its Medicaid
services under this authority. Mental health services were
not originally part of the demonstration. In a similar vein,
long-term care services were not originally included but
were added in the late 1980s.
41 More information concerning the operation of Arizona’s
system is available at the Division of Behavioral Health
Services web site: hs.state.az.us/bhs/index.htm.
42 The default managed care enrollment for SSI beneficiaries
is PCCM. SSI beneficiaries may elect to receive their services through a comprehensive MCO.
43 Section 2176 of P.L. 97-35.
37

Federal regulations concerning the operation of HCBS
waiver programs are located in 42 CFR Subpart G (Sections
441.300 et seq.). State Medicaid Manual materials concerning
the operation of HCBS waiver programs are located in Part
4, Sections 4440 et. seq.
45 At present, there are four 1915(b)/(c) combination waiver
programs. One, in Michigan, covers mental health, substance abuse and developmental disabilities services, and a
second one covering the same services (Piedmont Cardinal
Health Plan) will go into effect in April 2005. A third (Star
Plus) is operated by Texas in the Houston area (but is being
expanded to other areas). Star Plus furnishes integrated
health and long-term care services to older persons and
individuals with disabilities. The forth is the Wisconsin
Family Care program that integrates health and long-term
care services for older persons and individuals with disabilities in five counties. Information about these programs is at
cms.hhs.gov/medicaid/1915b/1915bc.asp
46 In order to facilitate the community transition of
institutionalized persons, a state may arrange for various
services in advance of the person’s actual transition and
obtain federal financial participation in the costs of those
services once a person enters the waiver program. Such
services include necessary home modifications, equipment,
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the person. CMS has spelled out how states can facilitate
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cms.hhs.gov/states/letters/. Specifically, this is addressed in
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July 25, 2000; (b) letter #02-008, dated May 9, 2002; and (c)
letter # 03-006, dated July 14, 2003.
47 In the past, states were required to show that operating an
HCBS waiver program would reduce institutional utilization and/or avoid growth in institutional services. This
requirement was known as the “cold bed rule.” When
HCFA (now CMS) issued revised HCBS waiver regulations
in 1994, the Agency clarified that a state could serve as
many individuals as it desired, irrespective of the impact on
institutional utilization.
48The template is available at
cms.hhs.gov/medicaid/1915c/cwaiverapp.pdf
49 A publication that discusses the use of the HCBS waiver
program to support children with serious mental or
emotional disorders is: Bazelon Center (2003). An Advocate’s
Guide to Overcoming State Barriers and Obtaining a Home- and
Community-Based Waiver for Children with Mental Health
Needs. Washington DC. This publication is available at
bazelon.org/issues/children/publications/3statewaivers/inde
x.htm
50 The material here summarizes Colorado’s rules for the
operation of this program and has benefited from personal
communications with Denise Ellis at the Colorado Department of Human Services.
51 §1915(c) specifically provides that a state may offer “day
treatment or other partial hospitalization services, psychosocial rehabilitation services, and clinic services (whether or
not furnished in a facility) for individuals with chronic
mental illness.” However, these services are rarely covered
as waiver services because many states already cover them
as Medicaid state plan services.
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Chapter 7

Additional Dimensions
of Using Medicaid

This chapter covers several additional topics related to supporting
working-age adults with serious mental illnesses in the community.
These include community integration of institutionalized persons,
consumer-directed services, advance directives, and telemedicine.
The chapter also explores topics related to the management of
Medicaid services.

S

uccessfully supporting people with serious
mental illnesses in the community has many
aspects. This chapter explores several of
them in the context of their relationship to
the Medicaid program. One aspect is the community integration of persons who were institutionalized, which has drawn increased attention in the
wake of the U.S. Supreme Court’s landmark 1999
Olmstead decision. Another is consumer-directed
services, which has garnered substantial interest at
the federal and state levels, and especially among
people with disabilities who want more control
over their services and supports.
Related to
consumer-directed services are psychiatric advance
directives that enable individuals to specify their
preferences about treatment and services in the
event they are incapacitated. Yet another aspect is
the use of telemedicine to provide services.
The chapter also discusses several topics related to
the management of Medicaid services, including
interagency agreements between the state Medicaid
agency and the state mental health authority, and
federal financial participation in the costs of
administering Medicaid services.

Community Integration
Community living is the overarching goal for all
individuals with disabilities. The U.S. Supreme
Court’s landmark 1999 Olmstead v. L.C. & E.W.
decision has sparked considerable activity at both
the federal and state levels to identify policy and
other changes to reduce institutionalization and
facilitate the transition of institutionalized persons
to the community. The Court’s decision affirmed
that individuals with disabilities must be served in
the most integrated setting appropriate to their
needs and that states must make “reasonable
modifications” in their programs to foster community integration, provided that such changes do not
require a “fundamental alteration” in their programs. As an outgrowth of the decision, the
majority of states have developed “Olmstead”
plans to identify barriers to community integration
and potential remedies.1

There is growing awareness that institutionalization can be avoided when community systems have
the capacity to support individuals, regardless of
the severity of their disability or condition. Moreover, it is increasingly evident that many of the
major barriers to community living are structural
rather than programmatic. These barriers include
the lack of funding portability (e.g., impediments to
“money following the person” from institutional to
community services) and limitations or restrictions
placed on community services that leave individuals no choice but to accept institutionalization.
Many states are examining their policies with an
eye toward rebalancing their service systems by
strengthening community services to reduce
reliance on institutional services.
Along these lines, several federal initiatives have
aimed at promoting community integration. President Bush’s New Freedom Initiative directed
federal agencies to identify how their policies could
be altered to promote community living for people
with disabilities.2 An important outgrowth of the
New Freedom Initiative was the formation of the
President’s New Freedom Commission on Mental
Health. As part of the New Freedom Initiative,
each year since 2001, CMS has made federal Real
Choice Systems Change grants to states and other
entities.3 The purpose of these grants has been to
provide states with additional resources to make
essential system changes that promote community
living and strengthen community services.
CMS has also stepped up its guidance and technical
assistance to states concerning Medicaid community services. For example, CMS clarified that case
management services for institutionalized persons
to facilitate their community transition may be
eligible for federal financial participation.4
There has been a steady decline in the number of
individuals served in large state and county
psychiatric facilities. Between 1996 and 2001, the
number of individuals served in state psychiatric
facilities declined by about one-third5 and many
facilities were closed.6 Facility stays have become
shorter as the focus shifts to short-stay treatments
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and quickly returning individuals to the community.
Nonetheless, unnecessary institutionalization continues to affect people with serious mental illnesses.
In several states there are many individuals in
public psychiatric facilities whose return to the
community is hindered by a lack of community
services and supports. In addition, a significant
percentage of nursing facility residents has a
mental disorder.7 Many are working-age adults
with serious mental illnesses, although estimates of
the number of these individuals vary widely.8 In
1987, Congress enacted the Nursing Home Reform
Act (described below) that included provisions
aimed at preventing the inappropriate admission of
individuals with serious mental illnesses into
nursing facilities.
However, the legislation’s
effectiveness has been questioned.9 In some states,
many individuals with serious mental illnesses
reside in other types of large congregate settings,
often called “board and care.”
Coordinated strategies are needed to promote
community integration. Medicaid funding can
underwrite the costs of the direct services that
people require to live in the community. States are
modifying their management of long-term care
services to allow nursing facility dollars to follow
individuals into the community. However, the lack
of affordable housing remains one of the most
challenging barriers to community integration for
people with all types of disabilities, including

individuals with serious mental illnesses. This
problem, of course, affects not only the transition of
institutionalized persons to the community but also
people in the community who lack housing or are
in substandard housing. Present federal policy,
however, does not permit states to receive federal
financial participation in the costs of housing
except in Medicaid-reimbursable institutional settings. As a consequence, in order to succeed,
community integration strategies must combine
services funding with housing support.
States can pursue a variety of strategies to promote
community integration. In particular:
•

Shift State Facility Dollars to Community
Services. In states that continue to have relatively large financial commitments to state
facilities, opportunities exist to shift state dollars from non-Medicaid IMD settings to
community services which may be matchable
with federal Medicaid dollars.
In 2004,
Nebraska and Virginia announced that they
would be closing facilities and shifting the
dollars to community services. Nebraska also
intends to revamp its coverage of Medicaid
mental health services in order to strengthen
community services.

•

Nursing Home Transition Strategies. Aided
by CMS grants, several states have launched
initiatives to develop individualized strategies
to assist nursing facility residents to return to

Nursing Facility Preadmission Screening and Resident Review (PASRR)
In 1987, Congress enacted the Nursing Home Reform Act (NHRA) of 1987.10 This legislation substantially changed
Medicaid law regarding the provision of nursing facility services. NHRA included provisions affecting nursing
facility services for individuals with mental retardation and mental illnesses. These provisions stemmed from
widespread concern about the inappropriate admission of such individuals to nursing facilities and the lack of
appropriate services for them once admitted.
Under NHRA, states are required to screen individuals for mental illnesses and developmental disabilities before
admission to a nursing facility [Preadmission Screening (PAS)] and review their status post admission when their
condition changes [Resident Review (RR)].11 A two-stage screening process is employed. Individuals suspected of
having a serious mental illness after a “Level I” screen is conducted are referred for a more comprehensive
“Level II” screen. Based on the results of the Level II screen, the State Mental Health Authority (SMHA) must
make a determination whether nursing facility services alone will meet the person’s needs or whether such
services must be augmented by “specialized services” to address the person’s mental health service needs.
Absent such a determination, the person may not be admitted to the nursing facility. Specialized mental health
services are eligible for federal financial participation to the extent that such services are covered under the
state’s Medicaid plan. States have the latitude to define specialized services. NHRA did not foreclose the
admission of individuals with serious mental illnesses to nursing facilities but established a framework for assuring
that their needs would be met if they were admitted.
Nursing facility admission is not confined to individuals whose need for care stems from physical health problems
or conditions. Individuals with mental illnesses may qualify for nursing facility admission due to other functional
limitations. In the case of many individuals with serious mental illnesses who could live in the community, a lack
of community mental health services and residential options results in their admission to nursing facilities.
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the community. The Wisconsin Homecoming
Project demonstrated substantial success in
transitioning individuals with disabilities to
the community, including younger adults
with serious mental illnesses.12 Based on its
success, Wisconsin has launched a follow-up
Homecoming II project. Over 30 states have
received Nursing Facility Transition Grants
from CMS under the Real Choice Systems
Change Grants Program.
•

•

Community Transition Funding. CMS has
issued guidance to states that they may furnish “community transition services” through
their HCBS waiver programs.13 Such services
include making rent and utility deposits for
individuals transitioning to the community,
along with purchasing other goods and services that enable a person to move into a community living arrangement. In its 1915(b)/(c)
waiver program, Michigan is making this service available to individuals with mental illnesses and those with developmental disabilities. While the use of such services is limited
to waiver programs, it provides a potential
avenue to facilitate community transition.
Some states make such funding available from
state resources.14
HCBS Waiver Program. Finally, the HCBS
waiver program – though not generally employed for persons with mental illnesses – is
another potential tool that can be used on
their behalf to facilitate community integration; either in the form of a program that targets individuals with serious mental illnesses,
or through a state’s HCBS waiver programs
for people with disabilities who meet the level
of care criteria.

Effective strategies to promote community
integration require marshaling many types of
resources and, frequently, changes in state
policies. Federal Medicaid dollars can play an
important role in underwriting services for people
returning to the community; however, they
frequently must be supplemented with funds
from other sources.

Consumer-Directed Services
The principals of recovery are reshaping services
for individuals with serious mental illnesses by
emphasizing consumer choice and empowerment.
State community mental health policies, including
those that apply to Medicaid services, increasingly embody these principles. Peer support and
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peer-run services are becoming more commonplace, thereby affording adults with serious
mental illnesses more opportunities to both take
charge of their own recovery and support other
individuals in their recovery.
More broadly, services for people with disabilities
are in the initial stages of a major transformation
toward a system that allows progressively greater
numbers of individuals to take direct control of
their services. For example, consumer-directed
personal assistance services (CD-PAS) are designed so that people with disabilities can directly
hire, train, supervise, and fire the workers who
support them. Many states have incorporated
CD-PAS into their Medicaid programs, either for
Medicaid state plan personal care/assistance
services or in their HCBS waiver programs. In the
arena of developmental disabilities services, the
principles of self-determination have prompted
states to create new options for individuals and
families to manage service dollars directly,
including making decisions about what to buy
and from whom.
Federal Medicaid policy is increasingly accommodating consumer-directed services. During the
1990s, CMS sponsored “cash and counseling”
1115 demonstration waiver projects that enabled
states (AR, FL and NJ) to test allowing Medicaid
beneficiaries to take control of their personal
assistance dollars by becoming the direct employer of their support workers and/or using
these dollars to purchase other goods and services
needed to remain in the community.15 Due in part
to the success of these projects, in 2002 CMS
issued “Independence Plus” waiver templates to
facilitate states obtaining necessary waivers so
that individuals could have the option of directing
and managing their own Medicaid-funded
services.16
CMS released two templates: (a) a 1915(c) waiver
template for states that want to implement
consumer direction under the HCBS waiver
authority, and (b) an 1115 demonstration waiver
template for states that want to implement
consumer direction for Medicaid state plan
services and/or a combination of state plan and
HCBS waiver services. The 1115 template is also
designed to facilitate the implementation of consumer direction across multiple beneficiary target
populations.
Both waiver authorities permit
states to assign Medicaid service dollars to
“individual budgets” for beneficiaries to directly
purchase services identified in a person-centered
plan.
States may support beneficiaries in
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managing the individual budget and their
services by providing for (a) “financial management services” to position the beneficiary to be
the direct, supervising employer of their support
workers as well as handle the disbursement of
funds to purchase other consumer-designated
goods and services, and (b) “support brokerage”
to aid the beneficiary (as necessary) to manage
their services and access other supports.
Consumer-directed services are closely identified
with long-term community services and supports
for individuals with physical and developmental
disabilities. State-operated CD-PAS programs
provided the foundation for the adoption of
consumer direction in Medicaid state plan
personal assistance programs and HCBS waiver
programs. To date, there has been less activity in
translating consumer-directed models or approaches into mental health services for working
age adults with serious mental illnesses; although
there clearly is mounting interest among consumer/ survivor groups and others in exploring
this new approach. Through the President’s New
Freedom Initiative, CMS and SAMHSA are
working with constituent representatives on how
a consumer self-direction initiative can be configured for individuals with mental disorders.17

Consumer-directed models embody recovery’s
choice and empowerment principals but go a step
further by giving individuals the explicit authority to directly manage their own services and
resources.
A few states have taken steps to introduce consumer-directed models into community mental
health services. In 2003, the Michigan Department of Community Health promulgated a
systemwide self-determination policy and practice guideline that encourages the use of consumer-directed arrangements throughout its
community mental health system. The guideline
spans services for individuals with mental illnesses and developmental disabilities (including
Medicaid services funded through Michigan’s
1915b/c waiver program).18 In October 2002,
Florida launched an innovative program to pilot
self-directed care for persons with severe and
persistent mental illness. This program (described below) is firmly anchored in recovery
principles.
So far, no state has used the Independence Plus
templates as a vehicle to implement consumer-directed mental health services that provides for
direct consumer management of Medicaid service

Florida’s Adult Mental Health Self-Directed Care Program19
In October 2002, Florida implemented the Adult Mental Health Self-Directed Care Program on a pilot basis in the
Jacksonville area. The impetus for launching this program came from consumers and NAMI affiliates interested in
employing a “Money Follows the Client” service model. In 2001, a task force issued a report that described the
program’s design and a business plan for a pilot self-directed care program for persons with severe and persistent
mental illnesses. The design benefited from Florida’s experience with self-directed services for people with
developmental disabilities. That same year, the legislature approved implementation of the pilot program. Under
the pilot, 100 adults with severe and persistent mental illness can opt to self-direct their own services. The
Florida Mental Health Institute is conducting an independent evaluation of the pilot. Depending on the results of
the evaluation, the pilot program may be continued and/or expanded to other areas in Florida.
The program’s goal is to support individuals to take more personal control of their recovery by becoming more
active in the treatment and recovery process. In order to participate in the program, individuals “must be able
and willing to define their own personal recovery goals, choose appropriate services, select providers, and take
responsibility for personal progress.” Individuals transfer from the “case management-based service delivery
system” into the self-directed care program and may transfer back to the conventional system if self-directed
care does not work out for them.
In lieu of case management, individuals may voluntarily elect to receive assistance in managing their services by a
recovery or a recovering coach. Individuals are assigned a dollar budget and direct the purchase of services in
accordance with their recovery plan. There are a variety of self-directed care services, including supported
employment, supportive housing/living, chore services, psychosocial education, psychotherapy, respite, and
transportation. In addition, project participants continue to have access through the mainstream service delivery
system to crisis support, emergency, residential, and other services. When needed, these services are paid for
with service system dollars not through the participant’s individual budget. Self-directed care services may be
obtained from mental health system providers or others, as identified by the person, who meet basic qualifications. The program is also encouraging the use of “preferred providers”—client-owned and operated businesses
or client-operated services affiliated with a service provider. An Administrative Services Organization (ASO) is
responsible for tracking the person’s budget and paying for services included in the individual’s recovery plan.
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dollars. Because coverage of mental health services
falls largely under the Medicaid state plan (as
opposed to HCBS waiver programs), the implementation of consumer-directed mental health services
(including use of an individual budget and the
authority to move money from one service to
another) would likely require an 1115 waiver, or
provide for such services as an alternate service
delivery mechanism under a 1915(b) waiver
program (as Michigan has done).

Advance Directives
Advance directives are legal documents based on
state laws. Psychiatric advance directives function
in much the same way as physical health advance
directives.
Psychiatric advance directives are
consistent with the principles of recovery, consumer
choice and empowerment. They afford individuals
the opportunity to specify their preferences concerning treatment and services in the event that
they are incapacitated. The majority of states have
enacted advance directive statutes that specifically
provide for psychiatric advance directives or support their preparation under general purpose advanced directive statutes.20 However, these statutes
vary state-to-state.
Federal Medicaid law contains provisions regarding advance directives. The Social Security Act
(§1902(a)(57) and §1902(a)(58)) requires that each
state’s Medicaid plan provide for the distribution of
a written description of state laws or policies
concerning advance directives.21 Section 1902(w) of
the Act spells out in more detail the requirements
that states must follow to ensure that providers
inform individuals of their rights under state law to
execute an advance directive, and to ensure that
providers comply with state statutory requirements.
This provision specifically applies to
hospitals and managed care organizations, as well
as nursing facilities, hospice and home health
providers. Medicaid law, then, contains an affirmative expectation that a state’s policies will require
specified classes of Medicaid providers to conform
their services to the treatment preferences of individuals who have executed advance directives.
More broadly, state laws concerning advance
directives (including psychiatric advance directives) are as binding on Medicaid providers
(including those not specified in federal law) as any
other health care providers. In this arena, state law
takes precedence. Consequently, when specified in
state law, the provisions of an advance directive
apply to community providers as well as hospitals.
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Some states have incorporated provisions into their
rehabilitative services rules that encourage staff to
discuss advance directives with individuals. The
topic of advance directives may be addressed
during the development of an individual’s treatment plan, and individuals may be assisted in
learning about advanced directives as a targeted
case management activity.

Telemedicine
As treatment options progress, technology will play
an ever greater role in the delivery and administration of mental health services to individuals with
serious mental illnesses. The President’s New
Freedom Commission on Mental Health pointed
out that “in a transformed mental health system,
advanced communication and information technology will empower consumers and families and
will be a tool for providers to deliver the best
One important component of such
care.”22
technology is the use of telemedicine to deliver
services. While virtually all states use telemedicine
for general medical purposes (e.g., it is extremely
common in radiology), telemedicine as a mental
health services delivery mechanism in Medicaid
has been slower to evolve. However, some states
are capitalizing on telehealth technologies to
provide mental health services, especially in
difficult-to-serve rural, outlying areas.
CMS recognizes telemedicine as a legitimate
method for delivering Medicaid services.23 Telemedicine is not treated as a distinct Medicaid
coverage but rather as an allowable method for
delivering a service a state already offers in its
Medicaid program. Telemedicine, in the form of
phone and/or videoconferencing, can be a costeffective option for providing mental health
consultations, examinations, or even routine
services. Explicitly providing for telemedicine
entails a state’s recognition that services may be
furnished on a basis other than a literal physical
face-to-face encounter between a practitioner and
individual, a requirement frequently found in state
coverage specifications.
Generally, telehealth programs consist of a “hub”
site, where the physician or other provider is
located and transmits a service by phone or video,
and a “spoke” site, generally home to administrative staff, where the individual receives telehealth
services. In rural areas where there may be a
shortage of providers and access to specialists is
often a problem, telemedicine can be a valuable tool
in meeting individuals’ needs. Currently, at least
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Utah and Colorado Telemedicine Provisions
Utah’s rehabilitative services coverage provides that
“Telehealth mental health is a complementary method of delivering traditional mental health services. The
telehealth mode of delivery is reserved for rural clients where distance and travel time create difficulty with
access to needed psychiatric and other mental health therapy services. Telehealth is designed to improve client
access to mental health care in rural areas of Utah.”24
Utah limits the use of telehealth services as follows:
1.
2.
3.

It is only available to consumers residing in rural areas of Utah.
Services must be provided at a site that offers both audio and video communication between the provider
and consumer.
Services are limited to psychiatric evaluations, on-going physician medication management service, and
individual therapy sessions. There is no preauthorization requirement for these services.

Similarly, Colorado state rules provide that
“Telemedicine is defined as the delivery of medical services, and any diagnosis, consultation, treatment, transfer
of medical data, or education related to health care services using interactive audio, interactive video, or
interactive data communication instead of in-person contact.
No Mental Health Assessment and Services Agency, on or after January 1, 2002, may require face-to-face contact
between a provider and a client for services appropriately provided through telemedicine if the client resides in a
county with a population with one hundred fifty thousand residents or fewer, and if the county has the
technology necessary for the provision of telemedicine. The use of telemedicine may not be required of an
enrolled client when in-person care by a participating provider is available to the enrolled client within the
service area of the community mental health center serving the client’s place of residence.”25

eighteen states26 provide for the use of telemedicine
as a general Medicaid delivery mechanism and six27
of them specifically address its use for the provision of mental health services.
In providing for the use of telehealth as a Medicaid
mental health service delivery mechanism, a state
should consider the types of services it wishes to
provide, provider qualifications and locations, and
the types and quality of equipment used. As with
any Medicaid service, states must comply with the
federal principles of economy, efficiency, and
quality of care. States can choose to reimburse for
both “hub” and “spoke” locations or only “hub”
sites, although most states do allow payments for
both. Additionally, states can obtain Medicaid FFP
dollars for expenses such as line-connection charges
and hub-related administration as long as they
meet all other Medicaid reimbursement requirements. Utah and Colorado provide examples (see
above) of how states use telemedicine as a delivery
method for mental health services.

Effective, Economical, and Efficient
Management of Medicaid Mental
Health Services
Managing Medicaid services is a complex undertaking. Managing Medicaid services effectively,

economically and efficiently requires states to (a)
forge solid, collaborative working relationships
between the state mental health authority and
Medicaid agency, (b) select appropriate rate setting
methods, (c) recruit sufficient numbers of providers
to assure access to services, (d) conduct quality
management and improvement activities, and (e)
marshal information that supports oversight, and
aids in understanding the extent to which critical
system goals and objectives are attained. Some
aspects of federal Medicaid policy affect the
management of Medicaid mental health services.
But, as in other policy dimensions, states have
considerable latitude in crafting effective system
management strategies. Medicaid can also contribute resources to underwrite the administrative
infrastructure for managing Medicaid services.

Managing the Costs of
Mental Health Services
An important concern for policy makers is that
mental health services are delivered efficiently and
economically. Since Medicaid is an entitlement, it
can be difficult to manage expenditures for
services. Spending for Medicaid mental health
services can fluctuate as a result of changes in the
number of eligible individuals and service utilization patterns.
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Managing Medicaid mental health spending is
complicated. Expenditures for community mental
health services affect expenditures for costly inpatient hospital and other emergency services. In
general, when the community system has solid
capabilities, inpatient hospital expenditures are
lower. One reason that some states employ managed care models is that they afford the opportunity to manage both community and inpatient
services within a single system of care.
A related problem is that public expenditures
outside of Medicaid—especially in the criminal
justice system—can be affected if community
mental health services are not adequately funded.
For example, lack of community funding and
services may cause individuals to be incarcerated
longer than necessary. Hence, the decisions that a
state makes about funding community mental
health services can have significant consequences
elsewhere in the Medicaid budget, as well as on
state and local spending for other services.
Especially for individuals with serious mental illnesses, the pathway to efficient and economical
delivery of services includes the following:
•

•

•

•

•

Putting in place solid crisis response and ACT
capabilities in order to intercept inpatient admissions and effectively support individuals in
the community who are at high risk of hospitalization. Absent such capabilities, a state
faces the prospect of higher than necessary inpatient hospital spending.
Wider dispersion of evidence-based practices
that have proven track records in promoting
positive outcomes for individuals and are
demonstrably cost-effective. These practices
and other emerging practices can lead to lower
costs over the long term.
Emphasizing rehabilitative services that enable
individuals to gain skills, promote recovery,
and lead to independence and self-sufficiency.
Rehabilitation coupled with appropriate treatment also point the way toward lower longterm costs.
Implementing a solid utilization management
and review system to ensure that individuals
are receiving the services that best meet their
needs, and are in accordance with best practice
standards.
Complementary funding for housing and jobspecific employment training. Such funding
promotes stability and self-sufficiency.

Managing Medicaid mental health spending hinges
on investing in critical community services in order
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to avoid costly, frequently repeated and
inappropriate use of inpatient hospital and
emergency services by individuals with serious
mental illnesses.

Rate Setting and Provider Payments28
A state’s rate setting and payment policies are
central elements in managing mental health
services. In this arena, as others, states have
considerable discretion in determining the amounts
that they pay for Medicaid-funded community
mental health services. Federal policy concerning
provider payments lays down a few fundamental
parameters that states must observe.
These
parameters are generally applicable to services
furnished through the Medicaid state plan (as
opposed to furnishing such services through a
waiver or managed care arrangement29), including
mental health services.30 In particular,
•
•

•
•
•
•

The state plan must describe the policy and
methods that are used to set rates for each service.
The method that a state employs must be
“consistent with efficiency, economy and
quality of care” and result in payments that are
sufficient to enlist enough providers so that
beneficiaries can access services.31 This broad
statutory requirement has not been further
elaborated upon in federal rules or CMS guidance.32
When a state bases its payments on provider
costs, it must have procedures to audit those
costs.
In the case of residential services, the state’s
payment must exclude the costs of “room and
board.
The Medicaid agency must provide proper
advance notice when it proposes to make a
major change in its methodology.
Providers must accept the Medicaid payment as
“payment in full” for the services they provide.
In other words, they may not “balance bill”
recipients for an amount over and above the
Medicaid payment.

When mental health services are furnished under
the Medicaid state plan (rather than through a
waiver program), payments are usually structured
on a fee-for-service basis. That is, a pre-determined
amount is paid for each unit of service provided.
States have latitude in defining what constitutes a
unit of service and in specifying the different definitions that may be applied to each service. Units
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of practitioner services may be defined as a “visit,”
“session” or in time increments.
Residential
services may be reimbursed on a per diem rate or
on a monthly basis.33
In order to be reimbursed, a provider must submit
a “claim” that details the units of services furnished
to a specific beneficiary by date. The provider must
maintain documentation that supports its claim
(e.g., evidence that the covered service was provided to the beneficiary) and, depending on a
state’s requirements, also show that the service was
authorized in the person’s treatment plan and/or
properly pre-authorized.
Provider claims for
services must be processed through the states’
Medicaid Management Information System (MMIS)
in order to verify that they are allowable before
payment is issued.34 Claims must also comply with
the requirements of the Health Insurance Portability and Accountability Act (HIPAA) of 1996.35
Within the foregoing federal payment parameters,
states employ a variety of methods to determine
provider rates. Different methods may be employed for each service. In general, states use two
basic methods, described below.
•

•

Uniform Fee Schedule. A state may adopt a
uniform fee schedule that reimburses each provider the same amount for a service. Such
schedules are commonly employed for practitioner services but are also used for other types
of services. Fee schedules may be based on an
analysis of provider costs, amounts paid by
other payers, and/or benchmarked against
Medicare payments for similar services. A
state’s fee schedule may take into account geographic differences in the costs of furnishing
services.
Provider-Specific Rates. Alternatively, a state
may determine a specific payment rate for each
provider, based on provider cost reports or
budgets submitted by providers. These rates
may be “prospective” (i.e., the rate paid to the
provider is not adjusted after the fact by comparing payments to actual costs) or “retrospective” (i.e., an “interim rate” is set and payments
are settled based on the provider’s actual costs).
When states determine rates provider-by-provider, usually allowable provider costs are
subject to limits (e.g., costs are not allowed that
exceed a “reasonableness” threshold), and
some costs may be removed from the calculation because they are not allowable under federal policy.36 In addition, states may impose

overall ceilings on rates based on “industry”
norms.37
Each rate setting method has its pros and cons.38 In
general, the trend among states is to adopt uniform
fee schedules rather than set rates provider-byprovider because they are less burdensome to
administer.
In general, CMS defers to states
concerning rate-determination methods, as long as
the state’s proposed method falls within federal
parameters (described above). However, CMS may
examine a state’s proposed method in greater detail
when it is uncertain whether the method will
promote economy and efficiency.
Reimbursement rates must strike a balance between
offering adequate financial incentives for an agency or
professional to provide the service and ensuring that
states are not ‘overpaying’ for services.39

Whatever methods are employed, experts
recommend that a state’s payments for community
mental health services contribute to advancing its
overarching goals and objectives for these services,
including promoting access, quality and effective
service delivery. Experience has led state officials
to recommend that payments should be sufficient
to assure that an adequate number of providers will
furnish the service, and that providers have the
resources needed to employ skilled professionals
and maintain a stable workforce. In addition,
especially in the case of rehabilitative services, it
frequently is important when setting rates to take
into account the costs of activities that are integral
to the delivery of effective services but cannot be
directly billed to Medicaid. These costs may include time spent traveling or making collateral contacts that are not billable as direct services to an
individual. Such costs may be taken into account
when setting payment rates.

Interagency Agreements
Federal Medicaid law dictates that Medicaidfunded services must be administered by a
designated single state Medicaid agency (SSMA).
Federal policy prohibits an SSMA from delegating its
authority or responsibilities to other entities,
including other state agencies40. This requirement
is longstanding. Its purpose is to ensure that there
is a direct and unequivocal accountability for the
administration of Medicaid services between a state
and the federal government.
The SSMA requirement potentially clashes with the
state mental health authority’s (SMHA) fundamental responsibility to manage mental health
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services and has been a source of tension in some
states. For example, SMHAs and SSMAs may have
different objectives (e.g., maximizing federal
funding to increase the total resources available for
mental health services versus containing Medicaid
spending).
Clearly, absent collaboration and
cooperation between the two agencies, the result
can be fragmentation in the management of mental
health services.
Medicaid policy supports the execution of cooperative arrangements between a state’s SMHA and
SSMA. While federal policy does not permit a
SMHA to exercise direct authority over Medicaidfunded services, it does permit the SMHA and
SSMA to enter into an interagency agreement
concerning the delivery of mental health services.
Under such an agreement, an SMHA may conduct
specified administrative activities on behalf of the
SSMA, provided that the SSMA retains the ultimate
authority and responsibility for such activities. In
2001, 31 states had such agreements.41 When a
SMHA conducts administrative activities on behalf
of the Medicaid agency, its costs of performing such
activities may be eligible for federal financial
participation via administrative claiming (see next
page). In some states, the SMHA is considered to
be part of the SSMA and, hence, can play a more
direct role in the administration of Medicaid
services.42
For example, Georgia’s policy aim is to implement a
unified approach to utilization management, and
employ common provider and service standards
across its community system, regardless of funding
source. To do this, it has established an interagency
agreement between the Georgia Division of Mental
Health/Mental Retardation/Substance Abuse (DMH
/MR/SA) and the Georgia Department of Community Health (DCH – the state Medicaid agency),
which provides that DMH/MR/SA will verify that
providers meet the qualifications set forth in the
state’s rehabilitative services coverage, in part by
pre-screening provider applications to ensure that
new providers are qualified. The agreement also
provides that DMH/MR/SA will contract with an
external utilization review organization (ERO) to
conduct utilization management and prepare
reports for both agencies. The agreement also
provides for DMH/MR/SA to monitor ERO
performance and conduct additional activities on
behalf of DCH. The agreement also spells out various DCH responsibilities.
In addition to Medicaid administrative activities,
interagency agreements may also provide for the
collaboration of both agencies in addressing topics
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of mutual interest. For example, Florida’s interagency agreement between the Agency for Health
Care Administration (the state Medicaid agency)
and the Department of Children and Family
Services (the state mental health authority designated under Florida state law) provides for the
“collaboration and joint development of all policy,
budgets, procurement documents, contracts, and
monitoring plans that have an impact on state and
Medicaid community mental health, substance
abuse and targeted case management programs.”43
A goal of the agreement is that both agencies will
work together to promote recovery for adults and
family-based care for children. The agreement also
provides that the agencies will “establish monitoring and quality assurance standards and protocols
… that meet best practices standards.”44 The main
thrust of this agreement is to establish common
principles for the delivery of mental health services
across funding sources.
In some Medicaid waiver programs, the SMHA has
major responsibilities for the direct operation of a
managed care Medicaid waiver program with the
SSMA exercising its program oversight responsibilities. This is the case in the Colorado and Michigan 1915(b) waiver programs, as well as Vermont’s
1115 waiver program (described in Chapter 6).
The SSMA requirement notwithstanding, federal
Medicaid policy clearly does not stand in the way
of collaborative relationships between the SMHA
and the SSMA and, in most states, the SSMA relies
heavily on input from the SMHA in crafting and
implementing Medicaid coverages and policies.

Data Systems
Information technology (IT) is vital to the effective
management of complex service delivery systems,
including mental health services. A solid IT system
is the foundation for effective quality management
and improvement. IT is also essential in managing
costs and gauging the extent to which effective
services are being furnished to individuals.
In mental health services, utilization data are
critical to effective service management. It is
important to keep in mind that underutilization of
services can be as problematic as overutilization.
When services authorized in a treatment plan are
not being utilized or are underutilized, then it is
unlikely that the individual’s goals and recovery
are being advanced. Where such underutilization
is taking place, conducting more in-depth analysis
and furnishing technical assistance can pay
dividends.
As discussed in Chapter 5, the
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application of IT to analyze the utilization of
medications can not only aid in cost containment
efforts, but can also assist in promoting better
practitioner prescribing practices and better
medication management.
Since mental health
services typically are delivered through county or
regional service networks, data collection and
information technology can also assist in identifying interregional differences in utilization
patterns as well as other disparities.45
Conducting such activities is virtually impossible
without solid IT capabilities. Such capabilities
include the capacity to store and retrieve
information about consumers, link it to data
concerning services utilization, and generate a wide
variety of outputs. In support of such activities,
Medicaid paid claims data are a robust source of
information. Roughly one-half of the states have
Medicaid paid claims data sharing arrangements
between the Medicaid agency and the SMHA.46
Such data sharing permits an SMHA to link
Medicaid service usage to its consumer data base
and other information in order to develop an
overall picture of utilization.

Quality Management and Improvement
Contemporary best practice in securing the best
value for the health care dollar is for payers to focus
on quality and continuously seek improvement in
service delivery processes. In recent years, CMS
has placed greater emphasis on quality management and improvement in the delivery of Medicaid
services.
In addition, Congress incorporated
stronger quality provisions into federal law when it
enacted the Balanced Budget Act of 1997 (see
Chapter 6).
For example, states that operate
managed care waiver programs – including behavioral health programs – must select and implement quality improvement projects as a condition
of federal approval of the waiver request. In
addition, they must contract with an External
Quality Review Organization (EQRO) to evaluate
the services furnished under the managed care
plan.
There are no parallel requirements that apply to
“fee-for-service” delivery arrangements, but states
have the latitude to implement quality management and improvement programs in fee-for-service
systems. The costs of such programs may be
claimed as an administrative expense to the extent
that they are directed toward promoting efficient
and effective Medicaid service delivery. Such
programs may be conducted directly by the
Medicaid agency, the SMHA under an agreement

with the SMHA, or a third-party contractor. Again,
to the extent that such analysis supports Medicaidrelated quality management and improvement
activities, it can potentially be financed, at least in
part, with Medicaid funds through administrative
claiming.

Claims for Administrative Costs
Federal financial participation (FFP) is also available to underwrite a state’s costs “for the proper
and efficient administration of the [Medicaid] State
plan.” The rate of federal financial participation in
necessary state administrative costs varies depending on the nature of the administrative activity. The
base administrative claiming rate is 50 percent but
higher rates are available for certain activities.47
In order for an activity to qualify for administrative
cost claiming, its performance must be directly
related to and necessary for the administration of
Medicaid services. Commonly allowable administrative activities for which a state may claim
administrative FFP include (among others) eligibility determination, prior authorization of services
and utilization management, claims payment,
provider audit, rate setting, and quality management/improvement. In general, federal financial
participation is not allowable for the costs of
conducting general state or local government
functions. For example, FFP is not available for the
costs of licensing providers (e.g., psychologists)
under the provisions of state law. Such activities
are considered a state responsibility because they
arise from the requirements of state law. However,
FFP may be available for the costs of determining
whether providers meet Medicaid requirements
that are over and above the possession of a license
required under state law.
Claims for administrative costs can be complicated,
especially when personnel and functions span
Medicaid and other non-Medicaid services. When
this is the case, a state must apportion costs so that
Medicaid administrative FFP is only claimed for
that portion of an activity’s costs that is reasonably
attributable to Medicaid. This is usually done by
conducting time studies. When personnel and/or a
function are dedicated solely to administering
Medicaid services their full costs are eligible for
FFP. Federal policy also permits the reimbursement
of indirect costs, provided the state has a federallyapproved indirect cost plan.
Federal policy does not allow a state to claim
administrative activities as services. For example,
the costs of eligibility determination may not be
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included in targeted case management and claimed
at the often higher “services” or federal medical
assistance percentage matching rate. Such costs
must be claimed as administrative expenses.
Claims for administrative costs are not limited to
activities performed directly by the Medicaid
agency. Such claims also may be made for the costs
incurred by other entities that perform activities on
behalf of the Medicaid agency to the same extent
that they would be allowable if the Medicaid
agency were to perform them. For example,
utilization management may be contracted to a
third-party and the costs claimed as an administrative expense, because such costs would be allowable if the Medicaid agency performed the task
itself. Entities that may perform tasks on behalf of
the Medicaid agency include other state agencies
(e.g., the SMHA), local agencies, and private
entities. Whether an activity is performed by the
Medicaid agency or another entity, the test of
whether the costs are allowable is the same.
When another entity performs an activity on behalf
of the Medicaid agency, a written agreement must
spell out the nature of the activity, and the agreement must provide that the Medicaid agency
oversees the entity’s performance and retains
ultimate responsibility. Depending on the dollar
amount of the agreement, it is subject to the review
and approval of the CMS Regional Office. When an
administrative activity is contracted out to a private
entity, competitive procurement procedures generally must be followed.
In the context of Medicaid mental health services,
administrative claiming potentially can assist a
state in obtaining federal financial participation in
the costs of managing community mental health
services. For example, utilization review and
management can help to assure that individuals are
receiving appropriate, effective services and,
thereby, that public dollars are used efficiently.
Similarly, conducting periodic reviews of individual treatment plans and assessing whether individuals are receiving necessary services contributes
to the long-term effectiveness of services. Both
types of activities may qualify for administrative
claiming when they are found necessary for the
proper and efficient administration of the state
plan.
Claims for administrative costs may also be used to
cover the costs of outreach activities. Outreach
covers the set of activities that a state undertakes to
identify and inform potential applicants about the
availability of services, and provide information
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about where and how individuals can get services.
Activities can include reaching out to other
community networks to which individuals might
turn for assistance (e.g., faith-based organizations
and homeless shelters). Outreach may also include
making information available in relevant languages
and/or contracting with individuals and community organizations to conduct outreach in a culturally appropriate and sensitive manner.
A state may also contract with community agencies
to perform initial intake activities that support final
decisions concerning Medicaid eligibility. Alternatively, eligibility workers may be out-stationed to
take Medicaid applications and answer potential
applicants’ questions. Entities that receive Medicaid funds (including public agencies and service
providers) must take affirmative steps to accommodate the needs of individuals with limited
English proficiency, whether in obtaining Medicaid
services or during the provision of such services.
FFP may be available for state expenditures related
to the provision of oral and written translation
administrative activities and services provided to
Medicaid beneficiaries.48
Administrative FFP may also be available to
underwrite the costs of conducting various training
and informational activities (e.g., conducting
sessions for providers to provide information about
revised billing procedures, changes in utilization
review procedures, or to introduce a new service
delivery practice). Additionally, administrative FFP
may be available for activities designed to help
current beneficiaries understand the benefits that
are available to them. These activities may be
conducted in collaboration with consumer and
advocacy organizations. Administrative FFP, however, is not available to train provider agency
personnel in the skills that they might require to
meet minimum qualifications. The costs of such
training must be borne by provider agencies or
underwritten with other resources.
While there are limitations on administrative cost
claiming, it can assist states to meet the costs of
promoting effective delivery and management of
Medicaid services.

Conclusion
Promoting the community integration of working
age adults with serious mental illnesses remains an
important goal and challenges states to develop
strategies to facilitate individuals’ return to and
maintenance in the community. Also, the emergence of consumer-directed services will have a
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significant impact on the delivery of Medicaid
services to individuals with disabilities of all types.
The management of Medicaid services is multifaceted. Within the broad parameters of federal
policy, states have considerable latitude in the
selection of payment strategies, the application of
information technology, and the design of quality
management and improvement strategies. Federal
funding may be available to underwrite the costs of
many Medicaid administrative and management
functions.
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1a. State Medicaid Manual: Outpatient Psychiatric Services
4221.

OUTPATIENT PSYCHIATRIC SERVICES.

A. General.--Medicaid provides coverage of various types of organized outpatient programs of
psychiatric treatment. These programs are covered primarily as either outpatient hospital services
(42 CFR 440.20(a)) or as clinic services (42 CFR 440.90). Problems have sometimes arisen
regarding outpatient programs which inappropriately billed Medicaid for chance, momentary social
encounters between a therapist and a patient as if they were valid therapeutic sessions. There have
also been instances of billing for services without sufficient documentation to establish that the
services were clearly related to the patient’s psychiatric condition. With the ongoing effort to
encourage furnishing psychiatric treatment in the least restrictive setting possible, there is an
increasing need for coverage guidelines specifically directed at outpatient programs. The following
guidelines can help to ensure appropriate utilization with regard to outpatient psychiatric programs.
B. Outpatient Program Entry.--An intake evaluation should be performed for each recipient
being considered for entry into an outpatient psychiatric treatment program. This applies to any
organized program or course of treatment that a recipient enters or attends to receive scheduled or
planned outpatient psychiatric services. The evaluation is a written assessment that evaluates the
recipient’s mental condition and, based on the patient’s diagnosis, determines whether treatment in
the outpatient program would be appropriate.
The evaluation team should include, at a minimum, a physician and an individual experienced in
diagnosis and treatment of mental illness (both criteria can be satisfied by the same individual, if
appropriately qualified). For each recipient who enters the program, the assessment should include a
certification by the evaluation team that the program is appropriate to meet the recipient’s treatment
needs. The assessment should be made a part of the patient records.
C. Treatment Planning.--For each recipient who enters the outpatient program, the evaluation
team should develop an individual plan of care (PoC). This consists of a written, individualized plan
to improve the patient’s condition to the point where the patient’s continued participation in the
program (beyond occasional maintenance visits) is no longer necessary. The PoC is included in the
patient records, and contains a written description of the treatment objectives for that patient. It also
describes:
1. the treatment regimen--the specific medical and remedial services, therapies, and
activities that will be used to meet the treatment objectives;
2. a projected schedule for service delivery--this includes the expected frequency and
duration of each type of planned therapeutic session or encounter;
3. the type of personnel that will be furnishing the services; and
4. a projected schedule for completing reevaluations of the patient§s condition and updating
the PoC.
D. Documentation.--The outpatient program should develop and maintain sufficient written
documentation to support each medical or remedial therapy, service, activity, or session for which
billing is made. This documentation, at a minimum, should consist of material which includes:
1. the specific services rendered;
2. the date and actual time the services were rendered;
3. who rendered the services;
4. the setting in which the services were rendered;
5. the amount of time it took to deliver the services;
6. the relationship of the services to the treatment regimen described in the PoC and
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7. updates describing the patient’s progress.
For services that are not specifically included in the recipient’s treatment regimen, a detailed
explanation of how the services being billed relate to the treatment regimen and objectives contained
in the patient’s PoC should be submitted with bills. Similarly, a detailed explanation should
accompany bills for a medical or remedial therapy, session, or encounter that departs from the PoC in
terms of need, scheduling, frequency, or duration of services furnished (e.g., unscheduled emergency
services furnished during an acute psychotic episode), explaining why this departure from the
established treatment regimen is necessary in order to achieve the treatment objectives.
E. Periodic Review.--The evaluation team should periodically review the recipient’s PoC in
order to determine the recipient’s progress toward the treatment objectives, the appropriateness of the
services being furnished and the need for the recipient’s continued participation in the program. The
evaluation team should perform such reviews on a regular basis (i.e., at least every 90 days) and the
reviews should be documented in detail in the patient records, kept on file and made available as
requested for State or Federal assessment purposes.
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1b. State Medicaid Manual: Case Management
4302.

OPTIONAL TARGETED CASE MANAGEMENT SERVICES - BASIS, SCOPE AND
PURPOSE

The Consolidated Omnibus Budget Reconciliation Act (P.L. 99-272, COBRA) added §§1915(g)(1)
and (g)(2) to the Act. These sections add optional targeted case management services to the list of
services that may be provided under Medicaid. Section 1895(c)(3) of the Tax Reform Act of 1986
(P.L. 99-514) added case management services to the list of services in §1905 of the Act. Section
4118(i) of OBRA 1987 (P.L. 100-203) added a section discussing the qualifications of case managers
for individuals with developmental disabilities or chronic mental illness. Both the Tax Reform Act
and OBRA 1987 amendments are effective as if included in COBRA and are considered effective on
April 7, 1986.
A. Background.--Case management is an activity which assists individuals eligible for Medicaid
in gaining and coordinating access to necessary care and services appropriate to the needs of an
individual. Prior to the enactment of P.L. 99-272, States could not provide case management as a
distinct service under Medicaid without the use of waiver authority. However, aspects of case
management have been an integral part of the Medicaid program since its inception. The law has
always required interagency agreements under which Medicaid patients may be assisted in locating
and receiving services they need when these services are provided by others. Prior to the enactment
of P.L. 99-272, Federal financial participation (FFP) for case management activities may be claimed
in any of four basic areas:
1. Component of Another Service.--Case management may be provided as an integral and
inseparable part of another covered Medicaid service. An example of this type of case
management is the preparation of treatment plans by home health agencies. Since plan
preparation is required as a part of home health services, separate payment for the case
management component cannot be made, but is included in the payment made for the
service at the Federal Medical Assistance Percentage (FMAP) rate.
2. Administration.--Case management may be provided as a function necessary for the
proper and efficient operation of the Medicaid State plan, as provided in §1903(a) of the
Act. Activities such as utilization review, prior authorization and nursing home
preadmission screening may be paid as an administrative expense. The payment rate is
either the 50 percent matching rate or the 75 percent FFP rate for skilled professional
medical personnel, when the criteria in 42 CFR 432.50 are met.
3. Section 1915(b) Waivers.--Case management may be provided in a waiver granted under
§1915(b) of the Act. Section 1915(b) provides that a State may request that the Secretary
waive the requirements of §1902 of the Act, including the freedom of choice
requirements in §1902(a)(23), if necessary to implement a primary care case management
system as described in 42 CFR 431.55(c).
To qualify for such a waiver, the case management project must be cost effective, efficient, and
consistent with the objectives of the Medicaid program. The waiver is needed to restrict the provider
from (or through) whom an eligible individual can obtain medical care services (other than in
emergency circumstances), provided the restriction does not substantially impair access to services of
adequate quality, and that the statutory and regulatory requirements for waiver approvals are met.
Upon the written request of the State, case management services furnished on or after April 7, 1986
pursuant to a waiver granted under §1915(b)(1) may be reimbursed at the FMAP rate when these
services are performed by a vendor. Because of the nature of case management services under a
§1915(b)(1) waiver, this activity, when performed by an employee of the Medicaid agency, is
construed as necessary for the proper and efficient administration of the State plan and is therefore an
administrative expense
4. Section 1915(c) Waivers.--Case management may be provided as a service in a waiver
granted pursuant to §1915(c) of the Act. Section 1915(c)(4)(B) specifically enumerates
case management as a service which may be provided as part of a home and communitybased services waiver. In order to provide this service, you must define it as part of a
waiver request, and identify the qualifications of the providers. Under such a waiver,
case management services must be provided under a written plan of care which is subject
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to the approval of the State Medicaid agency. Services provided in this fashion are
reimbursed at the FMAP rate. Section 4440 supplies additional information concerning
home and community-based services waivers.
NOTE:

The enactment of P.L. 99-272 and P.L. 99-514 has not altered your authority to provide
any of the previous categories of case management.

B. Legislation.--P.L. 99-272 adds case management to the list of optional services which may be
provided under Medicaid. Section 9508 of P.L. 99-272 adds a new subsection (g) to §1915 of the
Act. This subsection, as amended by P.L. 100-203, provides that:
"(g)(1) A State may provide, as medical assistance, case management services under the plan
without regard to the requirements of section 1902(a)(1) and section 1902(a)(10)(B). The
provision of case management services under this subsection shall not restrict the choice of
the individual to receive medical assistance in violation of section 1902(a)(23). A State may
limit the provision of case management services under this subsection to individuals with
acquired immune deficiency syndrome (AIDS); or with AIDS-related conditions, or with
either, and a State may limit the provision of case management services under this subsection
to individuals with chronic mental illness. The State may limit the case managers available
with respect to case management services for eligible individuals with developmental
disabilities or with chronic mental illness in order to ensure that the case managers for such
individuals are capable of ensuring that such individuals receive needed services.
(2) For purposes of this subsection, the term ‘case management services’ means services
which will assist individuals eligible under the plan in gaining access to needed medical,
social, educational, and other services."
In authorizing States to offer case management services, Congress recognized that there was some
potential for duplicate payments because the same or similar services have often been provided by
other programs or under the Medicaid program itself. H. Rep. No. 453, 99th Cong., 1st Session 546
(1985), which accompanies this portion of P.L. 99-272, emphasizes that payment for case
management services under §1915(g) must not duplicate payments made to public agencies or
private entities under other program authorities for this same purpose.
FFP is available at the FMAP rate for targeted case management services rendered on or after April
7, 1986, when these services are included in the State plan.
C. Technical Statutory Change.--Section 1895(c)(3) of the Tax Reform Act of 1986 adds case
management services to §1905(a)(19) of the Act. In so doing, it defines §1905(a)(19) in terms of
§1915(g)(2).
D. Purpose.--The purpose of these instructions is to implement these sections of the statute, and
to provide clarification regarding the requirements of the statute and how they may be met.
4302.1 Case Management Services - Process.-A. Applicability.--The process described in this section applies to case management services, as
described in §1905(a)(19) and §1915(g) of the Act.
B. Submission and Timeframes.--Case management under either §1905(a)(19) or §1915(g) is an
optional service under Medicaid. To provide the service, incorporate it into your Medicaid State Plan
by means of a State plan amendment submitted to your servicing regional office. As with all State
plan amendments that provide additional services, the effective date may be no earlier than the first
day of the calendar quarter in which the amendment is submitted. In no case may FFP be claimed for
case management services under §1915(g) provided prior to April 7, 1986.
In order to provide services under §1915(g), submit a separate amendment for each target group.
There is no limit to the number or size of target groups to whom you may provide case management
services. The target group may be the State’s entire Medicaid population.
4302.2 State Plan Amendment Requirements.--Any State plan amendment request to provide
optional case management services must address all of the requirements of this section.
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A. Target Group.--Identify the target group to whom case management services will be
provided. This targeting may be done by age, type or degree of disability, illness or condition (e.g.,
Acquired Immune Deficiency Syndrome (AIDS) or Chronic Mental Illness), or any other identifiable
characteristic or combination thereof. The following examples are target groups currently receiving
case management services under §1915(g) of the Act:
o

Developmentally disabled persons (as defined by the State);

o

Children between the ages of birth and up to age 3 who are experiencing developmental
delays or disorder behaviors as measured and verified by diagnostic instruments and
procedures;

o

Pregnant women and infants up to age 1;

o

Individuals with hemophilia;

o

Individuals 60 years of age or older who have two or more physical or mental diagnoses
which result in a need for two or more services; and

o

Individuals with AIDS or HIV related disorders.

In defining the target group, you must be specific and delineate all characteristics of the population.
B. Comparability.--Unless you intend to provide case management services in the same amount,
duration and scope to all eligible recipients, indicate that §1915(g)(1) of the Act is invoked to provide
these services without regard to the requirements of §1902(a)(10)(B) of the Act. (See 42 CFR
440.240.) The exception to comparability requirements applies only to case management services
under §1915(g) of the Act.
Comparability requirements relating to all other Medicaid services are unaffected by this section.
C. Statewide Availability.--Indicate whether case management services are available to the
target group statewide or whether the authority of §1915(g)(1) of the Act is invoked to provide case
management services to the target group on a less than statewide basis. If case management services
are not to be provided on a statewide basis, indicate the geographic areas or political subdivisions to
be served. The provision of targeted case management services on a less than statewide basis does
not excuse you from the requirements of §1902(a)(1) of the Act (see 42 CFR 431.50) in regard to the
statewide availability of other Medicaid services.
D. Freedom of Choice.--Section 1915(g)(1) of the Act specifies that there shall be no restriction
on free choice of qualified providers, in violation of §1902(a)(23) of the Act. Assure that there will
be no restriction on a recipient’s free choice of qualified providers of case management services. In
addition, assure that case management services will not restrict an individual’s free choice of
providers of other Medicaid services.
In order to meet the freedom of choice requirements, you must provide for the following:
1. Option to Receive Services.--The receipt of case management services must be at the
option of the individual included in the target population. A recipient cannot be forced to
receive case management services for which he or she might be eligible.
2. Free Choice of Providers.--Except as indicated for individuals with developmental
disabilities or chronic mental illness, an eligible individual must be free to receive case
management services from any qualified provider of these services. The recipient may
not be limited to case management providers in a clinic, even if the individual receives all
other Medicaid services through that clinic. However, in situations where the State has
chosen to provide case management services on a less than statewide basis, free choice of
the qualified providers is limited to those providers located within all of the identified
geographic areas or political subdivisions, as specified in the State plan.
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When providing case management services to individuals with developmental disabilities or with
chronic mental illness, you may limit the case managers available. This ensures that the case
managers for these individuals are capable of providing the full range of needed services to these
targeted recipients. This limitation is permissible only with regard to the target groups of
developmentally disabled or chronically mentally ill, or any subgroups that you choose to define. If
you choose to target a subgroup of individuals who are developmentally disabled or chronically
mentally ill, the targeted group (e.g., based on age, degree of impairment) must continue to fit the
definition of chronic mental illness or developmental disability. The requirements discussed in items
D.1, D.3, and D.4 continue to apply to all target groups.
3. Provider Participation.--Any person or entity meeting State standards for the provision of
case management services who wishes to become a Medicaid provider of those services
must be given the opportunity to do so. However, the State is not required to extend
provider participation to providers located outside the geographic areas in which case
management is targeted.
4. Unrestricted Access.--Case management services under §1915(g) of the Act may not be
used to restrict the access of the client to other services available under plan. This option
is, however, available through waivers granted pursuant to §1915(b) of the Act. (See
§2100.)
E. Qualifications of Providers.--The statute does not set minimum standards for the provision of
case management services. Therefore, establish the minimum qualifications for the providers of case
management services. The qualifications set must be reasonably related to the case management
functions that a provider is expected to perform. While reasonable provider qualifications are
necessary to assure that case managers are capable of rendering services of acceptable quality, use
caution in determining the acceptable degree of such qualifications. With the exception of providers
of case management services to individuals with developmental disabilities or chronic mental illness,
provider qualifications must not restrict the potential providers of case management services to only
those viewed as most qualified. Individuals within the specified target group must be free to receive
case management services from any qualified provider.
Except as discussed in item D.2, you may not limit the provision of these services to State or other
public agencies, but must permit any person or entity that meets the established qualifications in
accordance with 42 CFR 431.51(b) to become a Medicaid provider.
F. Nonduplication of Payments.--Payment for case management services under §1915(g) of the
Act may not duplicate payments made to public agencies or private entities under other program
authorities for this same purpose.
In general, payment may not be made for services for which another payer is liable. Exceptions to
this general rule include payments for prenatal or preventive pediatric care, including Early and
Periodic Screening, Diagnostic and Treatment (EPSDT) services; payments for services covered
under a plan for an individual for whom child support enforcement is being carried out; or any
payments made through a waiver granted under the cost effectiveness provisions of 42 CFR
433.139(e). Another major exception is that payments may be made to State education agencies to
cover the costs of services provided under a recipient’s Individualized Education Program.
Payment may not be made for services for which no payment liability is incurred. Similarly, separate
payment cannot be made for similar services which are an integral and inseparable part of another
Medicaid covered service.
G.
Differentiation Between Targeted Case Management Services and Case Management
Type Activities for Which Administrative Federal Match May Be Claimed.--You must differentiate
between case management services which may properly be claimed at the service match under
§1915(g) and case management activities which are appropriate for FFP at the administrative match
under the State plan, based upon the appropriate criteria. These two payment authorities do not result
in mutually exclusive types of services.
There are certain case management activities which may appropriately be eligible for FFP at either
the administrative or the service match rate. Examples of case management activities that may be
claimed at either the administrative or the service match rate entail providing assistance to

140

USING MEDICAID TO SUPPORT WORKING AGE ADULTS
WITH SERIOUS MENTAL ILLNESSES IN THE COMMUNITY: A HANDBOOK

individuals to gain access to services listed in the State plan, including medical care and
transportation. In cases where an activity may qualify as either a Medicaid service or an
administrative activity, you may classify the function in either category. This decision must be made
prior to claiming FFP because of the different rules which apply to each type of function under the
Medicaid program.
1. Case Management as a Service Under §1915(g).--FFP is available at the FMAP rate for
allowable case management services under §1915(g) when the following requirements
are met:
o

Expenditures are made on behalf of eligible recipients included in the target group
(i.e., there must be an identifiable charge related to an identifiable service provided to
a recipient);

o

Case management services are provided as they are defined in the approved State
plan;

o

Case management services are furnished by individuals or entities with whom the
Medicaid agency has in effect a provider agreement;

o

Case management services are furnished to assist an individual in gaining or
coordinating access to needed services; and

o

Payment for services is made following the receipt of a valid provider claim.
Providers must maintain case records which indicate all contacts with and on behalf
of recipients. The case records must document name of recipient, the date of service,
name of provider agency and person providing the service, nature, extent, or units of
service, and the place of service delivery. In addition, providers must develop a
billing system to appropriately identify and bill all liable third parties.

Because §1915(g) of the Act defines case management services as services which assist individuals
eligible under the plan in gaining access to needed medical, social, educational, and other services,
recipients may obtain access to services not included in the Medicaid State plan. The costs of case
management services provided under §1915(g) that involve gaining access to non-Medicaid services
are eligible for FFP at the service match rate.
Examples of case management services provided under §1915(g) of the Act may include assistance
in obtaining Food Stamps, energy assistance, emergency housing, or legal services. All case
management services provided as medical assistance pursuant to §1915(g) of the Act must be
described in the State plan. In addition, they must be provided by a qualified provider as defined in
the State plan.
When case management is provided pursuant to §1915(g) of the Act, the service is subject to the
rules pertaining to all Medicaid services. If you choose to cover targeted case management services
under your State plan, as defined in §1915(g) of the Act, you cannot claim FFP at the administrative
rate for the same types of services furnished to the same target group.
NOTE:

Although FFP may be available for case management activities that identify the specific
services needed by an individual, assist recipients in gaining access to these services, and
monitor to assure that needed services are received, FFP is not available for the cost of
these specific services unless they are separately reimbursable under Medicaid. Also,
FFP is not available for the cost of the administration of the services or programs to which
recipients are referred.
2. Case Management as an Administrative Activity.--Case management activities may be
considered allowable administrative costs of the Medicaid program when the following
requirements are met:
o

They are provided in a manner consistent with simplicity of administration and the
best interest of the recipient, as prescribed by §1902(a)(19) of the Act; and
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Documentation maintained in support of the claim is sufficiently detailed to permit
HCFA to determine whether the activities are necessary for the proper and efficient
administration of the State plan, as provided by §1903(a) of the Act.

The following list of functions provides examples of activities which may properly be claimed as
administrative case management activities, but not as targeted case management services. The
omission of any particular function from this list does not represent a determination on HCFA’s part
that the function is not necessary for the administration of the plan.
o

Medicaid eligibility determinations and redeterminations;

o

Medicaid intake processing;

o

Medicaid preadmission screening for inpatient care;

o

Prior authorization for Medicaid services and utilization review; and

o

Medicaid outreach (methods to inform or persuade recipients or potential recipients
to enter into care through the Medicaid system).

Because activities related to services which Medicaid does not cover are not considered necessary for
the administration of the Medicaid plan, the accompanying costs are not eligible for Medicaid FFP at
the administrative rate. For example, case management related to obtaining social services, Food
Stamps, energy assistance, or housing cannot be considered a legitimate Medicaid administrative
expense even though it may produce results which are in the best interest of the recipient. These
services can be provided as medical assistance if described in the State plan.
Similarly, setting up an appointment with a Medicaid participating physician and arranging for
transportation for a recipient may be considered case management administrative activities necessary
for the proper and efficient administration of the Medicaid plan. However, arranging for baby sitting
for a recipient’s child, although beneficial to the recipient, is not an activity for which administrative
FFP can be claimed.
In addition, when a caseworker suspects that physical abuse of a recipient has occurred, the referral
to medical care could be considered a reimbursable administrative activity under the Medicaid
program. However, assisting the victim in obtaining emergency housing and legal services, although
in the best interest of the recipient, is not an activity for which administrative FFP may be claimed.
In cases where workers perform activities funded under multiple auspices, careful records must be
kept to document the State§s claims for Federal funds under the appropriate authorities.
Administrative case management activities may be performed by an entity other than the single State
agency. However, there must be an interagency agreement in effect.
When a State expects to claim FFP for Medicaid administrative case management activities, the costs
for these activities must be included in a cost allocation plan submitted to and approved by your
HCFA RO. HCFA reserves the right to evaluate the activities for which FFP is claimed to determine
whether they meet the requirements (either administrative or service match) for payment. When FFP
is claimed for any functions performed as case management administrative activities under §1903(a)
of the Act, documentation must clearly demonstrate that the activities were provided to Medicaid
applicants or eligibles, and were in some way connected with determining eligibility or administering
services covered under the State plan.
H. Case Management Under the Early and Periodic Screening, Diagnostic and Treatment
(EPSDT) Program.--Care coordination, including aspects of case management, has always been an
integral component of the EPSDT program, as described in 42 CFR 441.61. OBRA 1989 (P.L. 101239) modified the EPSDT program by adding §1905(r) to the Act. Section 1905(r) requires that
States provide any services included in §1905(a) of the Act, when medical necessity for the service is
shown by an EPSDT screen, whether such services are covered under the State plan. While case
management is required under the expanded EPSDT program when the need for the activity is found
medically necessary, this does not mean §1915(g) targeted case management services. Therefore,
when the need for case management activities is found to be medically necessary, the State has
several options to pursue:
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1. Component of an Existing Service.--Case management services may be provided to
persons participating in the EPSDT program by an existing service provider such as a
physician or clinic referring the child to a specialist.
2. Administration.--Case management services may be provided to EPSDT participants by
the Medicaid agency or another State agency such as title V, the Health Department or an
entity with which the Medicaid agency has an interagency agreement. Administrative
case management activities must be found necessary for the proper and efficient
administration of the State plan and therefore must be limited to those activities necessary
for the proper and efficient administration of Medicaid covered services. FFP is available
at the administrative rate.
3. Medical Assistance.--Case management services may be provided under the authority of
§1905(a)(19) of the Act. The service must meet the statutory definition of case
management services, as defined by §1915(g) of the Act. Therefore, FFP is available for
assisting recipients in gaining access to both Medicaid and non-Medicaid services. FFP
for case management services furnished under §1905(a)(19) of the Act is available at the
FMAP rate.
Any combination of two or more of the above is possible, as long as FFP is not available for
duplication of services.
I. Service Limitations.--The following are not allowable targeted case management services as
defined in §1915(g)(2) of the Act.
1. Other Medicaid Services.--When assessing an individual’s need for services includes a
physical or psychological examination or evaluation, bill for the examination or
evaluation under the appropriate medical service category. Referral for such services
may be considered a component of case management services, but the actual provision of
the service does not constitute case management.
2. Referral for Treatment.--When an assessment indicates the need for medical treatment,
referral or arrangements for such treatment may be included as case management
services, but the actual treatment may not be considered.
3. Institutional Discharge Planning.--Discharge planning is required as a condition for
payment of hospital, NF and ICF/MR services. Therefore, this cannot be billed
separately as a targeted case management service.
4. Client Outreach.--Outreach activities in which a State agency or a provider attempts to
contact potential recipients of a service do not constitute case management services. The
statute defines case management services as, "services which will assist individuals
eligible under the plan in gaining access to needed medical, social, educational and other
services" (emphasis added). The attempt to contact individuals who may or may not be
eligible for case management services does not fall under this definition. However, such
outreach activities may be considered necessary for the proper and efficient
administration of the Medicaid State plan. When this is the case, FFP is available at the
administrative rate.
J. Coordination With Home and Community-Based Services Waivers.--Case management
services continue to be available under home and community-based services waivers approved
pursuant to §1915(c) of the Act. However, since approval for §1915(c) waiver services may only be
granted for services not otherwise available under the State plan, the addition of case management
services under the State plan may necessitate the modification of a home and community-based
services waiver. In order to comply with the nonduplication of services requirements discussed in
§4302B, the following elements apply to waivers under §1915(c).
1. Service Not Included in Waiver.--Home and community-based services waivers (and
requests for waivers) which do not contain case management as a waiver service are not
affected by this section.
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2. Different Target Population.--Home and community-based services waivers (and requests
for waivers) which are targeted at a population different from the group(s) to whom
targeted case management services are provided are not affected by this section.
3. Duplication of State Plan Service.--When a home and community-based services waiver
contains case management as a waiver service and the State adds case management
services to the State plan, the following apply:
a. Same Target Population and Service Definition.--If the target population and the
service definitions are the same, delete the case management services from the waiver
through an amendment request, and make appropriate cost and utilization adjustments
to the waiver cost effectiveness formula.
b. Same Service Definition.--If the definition of services is the same, but only a portion
of waiver recipients (who receive waiver case management) are now eligible for the
State plan service, the service may remain in the waiver. Adjustments must be made
to the cost effectiveness formula to reflect the fact that a number of recipients now
receive the State plan service.
4. Same Target Population.--If you have targeted case management services in your State
plan for a particular group, and you submit a waiver request for the same targeted group,
the request for waiver may not include case management services through the waiver
under the same definition used in the State plan. If the case management is provided
under an identical definition, it must be provided under the State plan and not under the
waiver.
K. Payment Methodology.--The amendment must specify the methodology by which payments
and rates are made. Indicate the payment methodology for public as well as private providers. Enter
this information on attachment 4.19-B of the State plan.
L. Documentation of Claims for Case Management Services.--In order to receive payment for
case management services under the plan (i.e., at the FMAP rate), fully document your claim as you
do for any other Medicaid service. If you pay for case management services through capitation or
prepaid health plans, the requirements of 42 CFR Part 434 must be met. With the exception of
claims paid under capitation or prepaid health plan arrangements, you must document the following:
o
o
o
o
o
NOTE:

date of service,
name of recipient,
name of provider agency and person providing the service,
nature, extent, or units of service, and
place of service.
While forms of documentation such as time studies, random moment sampling and cost
allocation plans may be appropriate for claiming administrative FFP for activities in
support of the State plan, these modes of documentation are not acceptable as a basis for
Federal participation in the costs of Medicaid services. There must be an identifiable
charge related to an identifiable service provided to a recipient.

4302.3 Instructions For Completing Preprint Supplement.-A. State Plan Amendment.--To include case management services in your State plan, indicate
your intentions on Attachment 3.1-A and 3.1-B of the State plan preprint. In addition, complete one
preprint supplement for each target group to whom the services will be provided. (OMB approval is
required under the Paper Work Reduction Act of 1980 and will be obtained.)
B. Supplement 1 to Attachment 3.1-A.--Exhibit 1 is a copy of supplement 1 to Attachment 3.1A. Each item must be completed for the amendment to be approved.
Item 1. Define the target group. Indicate any limitations of disease or condition, age,
institutional or noninstitutional status or other characteristic(s) by which the target group is
identified.
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Item 2. Check one category. If services are provided on a less than statewide basis, specify
the geographic areas or political subdivisions to which the services will be provided.
Item 3. Check one category.
Item 4. Define case management services as they apply to the target population. Specify any
limitations that apply. Indicate the unit(s) of service. Identify any coordination with nonMedicaid programs or agencies.
Item 5. Specify the qualifications of the providers. These qualifications must be reasonably
related to the case management function(s) that the providers are expected to perform.
Item 6. No information necessary.
Item 7. No information necessary.

Appendix A

145

EXHIBIT I
STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State/Territory:
CASE MANAGEMENT SERVICES
A. Target Group:
B. Areas of State in Which Services Will Be Provided:
Entire State
Only in the following geographic areas (authority of §1915(g)(1) of the Act is invoked to
provide services less than statewide):
C. Comparability of Services:
Services are provided in accordance with §1902(a)(10)(B) of the Act.
Services are not comparable in amount, duration and scope. Authority of §1915(g)(1) of the
Act is invoked to provide services without regard to the requirements of §1902(a)(10)(B).
D. Definition of Services:
E. Qualifications of Providers:
F. The State assures that the provision of case management services will not restrict an
individual’s free choice of providers in violation of §1902(a)(23) of the Act.
1. Eligible recipients will have free choice of the providers of case management services.
2. Eligible recipients will have free choice of the providers of other medical care under the
plan.
G. Payment for case management services under the plan shall not duplicate payments made to
public agencies or private entities under other program authorities for this same purpose.
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1c. State Medicaid Manual: Personal Care Services
4480.

PERSONAL CARE SERVICES

A. General.--Effective November 11, 1997, HCFA published a final regulation in the Federal
Register that removed personal care services from regulations at 42 CFR 440.170 and added a new
section at 42 CFR 440.167, A Personal Care Services in a home or other location. The final rule
specifies the revised requirements for Medicaid coverage of personal care services furnished in a
home or other location as an optional benefit. This rule conforms to the Medicaid regulations and to
the provisions of '13601(a)(5) of the Omnibus Budget Reconciliation Act (OBRA) of 1993, which
added '1905(a)(24) to the Social Security Act to include payment for personal care services under the
definition of medical assistance
Under '1905(a)(24) of the Act, States may elect, as an optional Medicaid benefit, personal care
services furnished to an individual who is not an inpatient or resident of a hospital, nursing facility,
intermediate care facility for persons with mental retardation (ICF/MR), or institution for mental
disease. The statute specifies that personal care services must be: (1) authorized for an individual by
a physician in a plan of treatment or in accordance with a service plan approved by the State; (2)
provided by an individual who is qualified to provide such services and who is not a member of the
individual’s family; and (3) furnished in a home or other location.
B. Changes Made by Final Regulation.--Personal care services may now be furnished in any
setting except inpatient hospitals, nursing facilities, intermediate care facilities for the mentally
retarded, or institutions for mental disease. States choosing to provide personal care services may
provide those services in the individual's home, and, if the State so chooses, in settings outside the
home.
In addition, services are not required by Federal law to be provided under the supervision of a
registered nurse nor does Federal law require that a physician prescribe the services in accordance
with a plan of treatment. States are now permitted the option of allowing services to be otherwise
authorized for the beneficiary in accordance with a service plan approved by the State.
C. Scope of Services.--Personal care services (also known in States by other names such as
personal attendant services, personal assistance services, or attendant care services, etc.) covered
under a State’s program may include a range of human assistance provided to persons with
disabilities and chronic conditions of all ages which enables them to accomplish tasks that they
would normally do for themselves if they did not have a disability. Assistance may be in the form of
hands-on assistance (actually performing a personal care task for a person) or cuing so that the
person performs the task by him/her self. Such assistance most often relates to performance of ADLs
and IADLs. ADLs include eating, bathing, dressing, toileting, transferring, and maintaining
continence. IADLs capture more complex life activities and include personal hygiene, light
housework, laundry, meal preparation, transportation, grocery shopping, using the telephone,
medication management, and money management. Personal care services can be provided on a
continuing basis or on episodic occasions. Skilled services that may be performed only by a health
professional are not considered personal care services.
1. Cognitive Impairments.--An individual may be physically capable of performing ADLs
and IADLs but may have limitations in performing these activities because of a cognitive
impairment. Personal care services may be required because a cognitive impairment
prevents an individual from knowing when or how to carry out the task. For example, an
individual may no longer be able to dress without someone to cue him or her on how to
do so. In such cases, personal assistance may include cuing along with supervision to
ensure that the individual performs the task properly.
2. Consumer-Directed Services.--A State may employ a consumer-directed service delivery
model to provide personal care services under the personal care optional benefit to
individuals in need of personal assistance, including persons with cognitive impairments,
who have the ability and desire to manage their own care. In such cases, the Medicaid
beneficiary may hire their own provider, train the provider according to their personal
preferences, supervise and direct the provision of the personal care services and, if
necessary, fire the provider. The State Medicaid Agency maintains responsibility for
ensuring the provider meets State provider qualifications (see E below) and for
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monitoring service delivery. Where an individual does not have the ability or desire to
manage their own care, the State may either provide personal care services without
consumer direction or may permit family members or other individuals to direct the
provider on behalf of the individual receiving the services.
D. Definition of Family Member.--Personal care services may not be furnished by a member of
the beneficiary’s family. Under the new final rule, family members are defined to be legally
responsible relatives. Thus, spouses of recipients and parents of minor recipients (including
stepparents who are legally responsible for minor children) are included in the definition of family
member. This definition necessarily will vary based on the responsibilities imposed under State law
or under custody or guardianship arrangements. Thus, a State could restrict the family members who
may qualify as providers by extending the scope of legal responsibility to furnish medical support.
E. Providers.--States must develop provider qualifications for providers of personal care
services and establish mechanisms for monitoring the quality of the service. Services such as those
delegated by nurses or physicians to personal care attendants may be provided so long as the
delegation is in keeping with State law or regulation and the services fit within the personal care
services benefit covered under a State’s plan. Services such as assistance with taking medications
would be allowed if they are permissible in States’ Nurse Practice Acts, although States need to
ensure the personal care assistant is properly trained to provide medication administration and/or
management.
States may wish to employ several methods to ensure that recipients are receiving high quality
personal care services. For example, States may opt to a criminal background check or screen
personal care attendants before they are employed. States can also establish basic minimal
requirements related to age, health status, and/or education and allow the recipient to be the judge of
the provider’s competency through an initial screening. States can provide training to personal care
providers. States also may require agency providers to train their employees. States can also utilize
case managers to monitor the competency of personal care providers. State level oversight of overall
program compliance, standards, case level oversight, attendant training and screening, and recipient
complaint and grievance mechanisms are ways in which States can monitor the quality of their
personal care programs. In this way, States can best address the needs of their target populations and
develop unique provider qualifications and quality assurance mechanisms.
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2 HCFA (CMS) Informational Memorandum (1992): Rehabilitation
Services for the Mentally Ill
DEPARTMENT OF HEALTH & HUMAN SERVICES
Financing Administration

Health Care

Memorandum
Date

June 1992

Refer to: FME – 42

From Director, Medicaid Bureau
Subject Rehabilitation Services for the Mentally Ill - - INFORMATION
To

All Regional Administrators

We recently circulated a draft policy memorandum concerning rehabilitation services for the
mentally ill which would be used in determining services that could be included under the optional
rehabilitation benefit. Rather than finalizing this policy advice, we have decided to prepare a Notice
of proposed Rulemaking (NPRM) as the vehicle to issue policy on rehabilitation services for the
mentally ill. Therefore, this is to advise you that the policies reflected in the draft should not be
enforced based on that memorandum. We are currently rethinking several of the policies discussed
in the draft memorandum. We are providing the discussion below to reflect our current thinking on
the rehabilitation benefit to assist you in evaluating issues which may arise prior to the publication of
final rules.
The regulatory definition of rehabilitation is specific in its intent that rehabilitation services be
medical or remedial in nature for the maximum reduction of physical or mental disability and
restoration of a recipient of a recipient to his best possible functional level. While it is not always
possible to determine whether a specific service is rehabilitation by scrutinizing the service itself, it is
more meaningful to consider the goal of the treatment. Services necessary for the treatment of
mental illness may be coverable as rehabilitative services. It is important to note, however, that
exclusion of a service from the definition of covered rehabilitation services does not necessarily
imply it is not coverable under Medicaid under other benefit categories.
Examples of services which we believe may be covered under the definition of rehabilitation are:
Basic Living Skills
Restoration of those basic skills necessary to independently function in the
community, including food planning and preparation, maintenance of living
environment, community awareness and mobility skills.
Social Skills
Redevelopment of those skills necessary to enable and maintain independent
living in the community, including communication and socialization skills
and techniques.
Counseling and Therapy
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Counseling and therapy services directed toward the elimination of
psychosocial barriers that impede the development or modification of skills
necessary for independent functioning in the community.
Examples of services which we believe do not fall under the Definition of rehabilitation are:
Vocational Training
Job training, vocational and educational services.
Personal Care Services
Grooming, personal hygiene, assisting with medications and the preparation
of meals – when performed for the recipient, as opposed to teaching the
recipient, are not properly defined as rehabilitative services (but may be
coverable under the separate personal care services benefit option).
Case Management
While case management-type services directed at managing Medicaid
covered services may be a covered component of rehabilitation services, case
management services which are directed toward gaining access to and
monitoring non-Medicaid services are not coverable under the rehabilitation
option. The latter services may be covered under the separate case
management benefit option.
In addition, we are concerned about some related problems in the State plans concerning
rehabilitation. You should be aware of the following issues when reviewing State plan amendments:
Involvement of Family, Guardian, Significant Other
Under the rehabilitation option, meeting, counseling, etc., with the client,
family, legal guardian and/or significant other may be covered provided that
the services are directed exclusively to the effective treatment of the recipient.
Consultation with, and training others, can be a necessary part of planning
and providing care to patients in need of psychiatric services. Consultation
can, however, devolve to a point where it becomes a means of treating others
rather than, or in addition to, the primary recipient. State plan amendments
must make clear that services are only provided to, or directed exclusively
toward, the treatment of Medicaid eligible persons.
Transportation
While coverage of transportation to receive Medicaid services can be covered
as both an optional State plan service or an administrative cost to the State,
transportation is not itself a rehabilitative service. This does not preclude a
provider of transportation services.
In addition to the issue of covered and noncovered services, there are some other inherent issues in
covering psychiatric and/or psychosocial rehabilitation. States may propose to limit providers of
services to community mental health centers/clinics, alcoholism treatment centers, or other specific
types of agencies licensed by the State and currently providing these types of services. States should
be reminded that section 1902(a) (23) of the Social Security Act and regulations at 42 CFR 431.51
provide that Medicaid recipients may obtain medical services from any qualified Medicaid provider,
unless the State has an approved section 1915(b) waiver or section 1915(a) exception which restricts
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recipient’s free choice of provider. It does, however, remain within the State’s purview to develop
the criteria for setting reasonable standards relating to the qualifications of providers. These
standards cannot, however, arbitrarily limit who may be a qualified provider.
Finally, while limiting the optional rehabilitation benefit to only mental health rehabilitation is an
acceptable limit on the scope of service, a State may not limit the service to a particular group of
recipients, e.g., the mentally ill or a subgroup. While this distinction may have little or no actual
significance because of the comparability of services requirement. Regulations at 42 CFR 440.240
require, in part, that services must be equal in amount, duration, and scope for all categorically needy
recipients. Therefore, limiting the services to, for example, children and adolescents only (unless as
part of the EPSDT benefit) or to recipients with specific DSM-III-R diagnoses, is a violation of the
Medicaid comparability requirements.
As indicated, there are a number of issues which must be considered in evaluating coverage under the
rehabilitation option. The discussion above should be considered advisory in nature until the
regulatory process is completed. Since this process may require some time to complete, we hope this
discussion will be helpful in evaluating new state plan submissions. Should you have questions
regarding a specific service, we will be happy to assist you in working with the States to develop an
approvable State plan amendment to include such services.

Christine Nye
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3. 1999 State Medicaid Director Letter: Coverage of ACT
DEPARTMENT OF HEALTH & HUMAN SERVICES
Health Care Financing Administration
Center for Medicaid and State Operations
7500 Security Boulevard
Baltimore, MD 21244-1850
June 7, 1999
Dear State Medicaid Director:
Mental illness affects millions of Americans, many of whom rely on Medicaid to cover their health and mental
health care needs. In recognition of the White House Conference on Mental Health, I am writing to provide
information about several issues related to mental health services.
Developments in Mental Health Treatment
Assertive Community Treatment (ACT) programs have been used to serve persons with serious and persistent
mental illness for a number of years. Programs based on ACT principles employ interdisciplinary treatment
teams, shared caseloads, 24-hour mobile crisis teams, assertive outreach for treatment in clients' own
environments, individualized treatment, medication, rehabilitation and supportive services. Assertive Case
Management (ACM) programs which incorporate shared caseloads also provide this array of individualized,
community-based services.
The evidence base for a variety of treatment and service interventions for persons with schizophrenia,
including ACT and ACM, has recently been reviewed by the Schizophrenia Patient Outcomes Research Team
(PORT), with support from the Agency for Health Care Policy and Research and the National Institute of
Mental Health. With respect to persons with schizophrenia who are at high risk for discontinuation of
treatment or for repeated crises, the PORT team concluded that:
"Randomized trials have demonstrated consistently the effectiveness of these programs [ACT and ACM] in
reducing inpatient use among such high-risk patients. Several studies also support improvements in clinical
and social outcomes. These studies suggest that both ACT and ACM are superior to conventional case
management for high-risk cases ( Schizophrenia Bulletin, 1998)."
States should consider this recommendation in their plans for comprehensive approaches to community-based
mental health services. Programs based on ACT principles can be supported under existing Medicaid policies,
and a number of States currently include ACT services as a component of their mental health service package.
Consumer participation in program design and the development of operational policies is especially key in the
successful implementation of ACT programs.
Consumer Directed Care
Advance directives are becoming an increasingly important tool for consumers of mental health services to
articulate their decisions about treatment, and to guide treatment when they can not make these decisions
themselves. Current Medicaid rules (42CFR 431.20, 434.20, and 489.100) require that States develop and
provide current information about State laws that deal with advance directives. We urge all State Medicaid
programs to work with their State mental health authorities to ensure appropriate attention to mental health
issues in their advance directives policies, and to consider how these policies are operationalized in Medicaid
program services.
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Pharmacy
Finally, I would like to underscore that Federal statutory requirements noted in my February 12, 1998 letter
about new medications for schizophrenia apply to services that States carry out via contract. When there are
prior authorization requirements for prescription medicines, including the new generation of drugs for
schizophrenia, prescription requests must be responded to in 24 hours. In emergency situations, there must be
provisions for dispensing at least a 72 hour supply of the requested drug.
I appreciate your attention to these important mental health updates. If you have questions or would like
further information, please contact Peggy Clark (410-786-5321). If you are interested in finding out more
about ACT programs, the mental health authority in your state would be a good resource. Additionally,
consultation and technical assistance are available from the Center for Mental Health Services, Substance
Abuse and Mental Health Services Administration (Michael English, 301-443-3606).
Sincerely,
/s/
Sally K. Richardson
Director
cc:
All HCFA Regional Administrators
All HCFA Associate Regional Administrators for Medicaid and State Operations
Lee Partridge
American Public Health Services Association
Robert Glover
National Association of State Mental Health Program Directors
Joy Wilson
National Conference of State Legislatures
Matt Salo
National Governors' Association
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Georgia Medicaid State Plan Amendment:
Community Mental Health Rehabilitative Services (excluding EPSDT services)
(Effective: July 1, 2001)
13.d.1 -Community Mental Health Rehabilitative Services
“The covered Community Mental Health Rehabilitative Services will be available to all
Medicaid eligibles with mental illness and substance abuse disorders and who are medically
determined to need rehabilitative services. These services must be recommended by a physician or
other practitioner of the healing arts within the scope of his/her practice under state law and furnished
by or under the direction of a physician, or other practitioners operating within the scope the of
applicable state law, to promote the maximum reduction of symptoms and/or restoration of a
recipient to his/her best possible functional level.”
The services are defined as follows:
Diagnostic/Functional Assessment. Individuals access this service when it has been determined
through an initial screening that the person has mental health or substance abuse needs. The
Diagnostic/Functional Assessment is required within the initial 45 days of service with ongoing
assessments/services provided as needed. This process includes an initial face-to-face screening,
additional face-to-face contacts with the consumer and collateral contacts with family members and
other treatment providers to determine the consumer’s problems and strengths, to develop a
differential diagnosis, to identify the disability (ies), to determine the functional level, to determine
natural supports and to develop or review an individualized service plan. This service includes
developing outcomes, developing social and medical histories, identifying a consumer’s symptoms,
strengths and needs, conducting a comprehensive clinical evaluation and developing an
individualized services plan. Information gathered during the Diagnostic/functional Assessment is
used by the physician or the licensed practitioner within the scope of his/her practice to authorize or
recommend rehabilitative services. The Diagnostic/Functional Assessment is used to provide and
direct rehabilitative services for individuals in need of mental health and/or substance abuse services.
Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for
Healthcare Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities
(CARF), Council on Accreditation of Services for Children and Families, Inc. (COA), Council on
Quality Leadership (CQL), and/or State certification. Providers are required to meet all applicable
licensure and certification requirements, hold a current license and adhere to scope of practice
definitions of licensure boards.
Clinic-Based Crisis Management. This service provides a face-to-face assessment and intervention
to individuals in an active state of crisis. Services must be provided in a clinical setting. An
immediate response is initiated and a thorough assessment of risk, mental status, and medical
stability is conducted. Interventions are initiated to de-escalate the crisis. Intervention consists of
rapid response to evaluate and screen the presenting situation, assistance in immediate crisis
resolution and ultimately ensuring the Consumer’s transition to alternate services at the appropriate
level. Crisis management services are available 24 hours a day, 7 days a week. Provider
qualifications to provide these services are ensured by provider compliance with requirements and
standards of the national accreditation Joint Commission on Accreditation for Healthcare
Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities (CARF), Council
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on Accreditation of Services for on Quality Children and Families, Inc. (COA), Council Leadership
(CQL), and/or State certification. Providers are required to meet all applicable licensure and
certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
Out-of-Clinic Crisis Management. This service provides assessment to individuals in an active
state of crisis and can occur in a variety of settings including the consumer’s home, local emergency
departments, or other community settings. Immediate response is provided to conduct a thorough
assessment of risk, mental status, and medical stability, and immediate crisis resolution and deescalation if necessary. The presenting crisis situation is such that it is medically necessary to deliver
the services in the consumer’s home or natural environment setting in that the consumer does not
have the resources, or state of mind to present at the clinic for crisis services. Each out-of-clinic crisis
provider is required to offer face-to-face crisis management services 24 hours a day, 7 days a week.
Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for
Healthcare Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities
(CARF), Council on Accreditation of Services for Children and Families, Inc. (COA), Council on
Quality Leadership (CQL),and/or State certification. Providers are required to meet all applicable
licensure and certification requirements, hold a current license and adhere to scope of practice
definitions of licensure boards.
Crisis Residential Services. This is a structured residential alternative or diversions from psychiatric
inpatient hospitalization or inpatient detoxification. Crisis Residential Services are for individuals
who are experiencing a period of acute stress that significantly impairs the capacity to cope with
normal life circumstances for whom clinic or out-of-clinic services are not effective. The program
provides psychiatric and/or substance abuse stabilization services that address the psychiatric,
psychological, and behavioral health needs of the individuals. Specific services are: psychiatric
evaluation, crisis stabilization and intervention, substance abuse detoxification, medication
management and monitoring, individual, group and/or family training and counseling. A physician or
a person under the supervision of physician, practicing within the scope of state law, provides crisis
residential services. Services must be provided in a facility licensed as an emergency receiving and
evaluating facility; however, not in an inpatient hospital or freestanding institute for mental disease
(IMD). Services are provided in a facility that is less than 16 beds. This intervention is short-term,
with the a length of stay not to exceed 72 hours except in individual circumstances where symptoms
continue to Supersedes require this services. The need for additional services will be determined on
an individual basis. Provider qualifications to provide these services are ensured by provider
compliance with requirements and standards of the national accreditation Joint Commission on
Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and State certification. Providers are required to
meet all applicable licensure and certification requirements, hold a current license and adhere to
scope of practice definitions of licensure boards.
Individual Outpatient Services. Individual outpatient services provide face-to-face counseling
services for symptom/behavior management of mental health problems and substance abuse
treatment. Services are directed toward developing, restoring or enhancing interpersonal and adaptive
behaviors and daily living skills. Provider qualifications to provide these services are ensured by
provider compliance with requirements and standards of the national accreditation Joint Commission
on Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
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Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. This service maybe
offered in a clinic setting or in the community. Providers are required to meet all applicable licensure
and certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
Family Outpatient Services. Family Outpatient services provide face-to-face counseling services to
the eligible individual and their families for symptom/behavior management of mental health
problems and substance abuse treatment. Services are directed toward the restoration and
enhancement of the interpersonal skills of the individual within the family unit Services are directed
towards the identified individual. Provider qualifications to provide these services are ensured by
provider compliance with requirements and standards of the national accreditation Joint Commission
on Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. This service may be
offered in a clinic setting or in the community. Providers are required to meet all applicable licensure
and certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
Group Outpatient Services. Group Outpatient services provide for symptom/behavior management;
counseling; development, restoration or enhancement of adaptive behaviors and skills; and enhance
mentor maintenance of daily living skills. Services are provided to individuals in a group setting.
Services may include assisting individuals in the group with enhancing or developing
symptom/behavior management skills, may provide knowledge regarding mental health and
substance abuse disorders and prescribed medication (including adherence to medication regimen);
may provide specific problem solving skills and coping mechanisms; may provide knowledge of
adaptive behaviors and skills; and may provide assistance with interpersonal skills, or community
resources and support system access. Provider qualifications to provide these services are ensured by
provider compliance with requirements and standards of the national accreditation Joint Commission
on Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. This service maybe
offered in a clinic setting or in the community. Providers are required to meet all applicable
licensure and certification requirements, hold a current license and adhere to scope of practice
definitions of licensure boards.
Medication Administration. Medication Administration is the giving or administration of an oral or
injectable medication. Medication administration includes the assessment of the consumer’s physical
and behavioral status and a determination to continue the medication or refer the consumer to the
physician. A physician or licensed nurse (working within the scope of his/her practice) can
administer medication. Provider qualifications to provide these services are ensured by provider
compliance with requirements and standards of the national accreditation Joint Commission on
Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. This service maybe
offered in a clinic setting or in the community. Providers are required to meet all applicable licensure
and certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.

Appendix B

157

Ambulatory Detoxification. This service is the medical management of the physical process of
withdrawal from alcohol or other drugs in an outpatient setting. The services focus on the rapid
physical stabilization of the consumer and entry into the appropriate level of care of treatment based
upon the ASAM (American Society of Addiction Medication) guidelines placement criteria. The
severity of the individual’s symptoms, level of supports needed, and the physician’s authorization for
the service will determine the outpatient setting, as well as the amount of nursing and physician
supervision necessary during the withdrawal process. The individual may or may not require
medication; 24-hour nursing services are not required. However, there is a contingency plan for
“after hours” concerns/emergencies. Provider qualifications to provide these services are ensured by
provider compliance with requirements and standards of the national accreditation Joint Commission
on Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. Providers are required
to meet all applicable licensure and certification requirements, hold a current license and adhere to
scope of practice definitions of licensure boards.
Physician Assessment. A physician’s assessment is the provision of specialized medical and/or
psychiatric services that will result in improved levels of functioning or maintaining existing levels
of functioning. The Physician Assessment provides a more comprehensive assessment of the medical
psychiatric treatment needs of the individual.
The information provided by the Diagnostic/Functional Assessment is used by the physician as an
integral part of the assessment process, which supports diagnostic and treatment decisions. A
Physician Assessment will be completed by a medical doctor. The Physician Assessment is
performed by providers qualified to perform this function as determined through national
accreditation Joint Commission on Accreditation for Healthcare Organizations (JCAHO),
Commission on Accreditation for Rehabilitation Facilities (CAW), Council on Accreditation of
Services for Children and Families, Inc. (COA), Council on Quality Leadership (CQL), and/or State
certification. Providers are required to meet all applicable licensure and certification requirements,
hold a current license and adhere to scope of practice definitions of licensure boards.
Nursing Assessment and Care. Nursing Assessment and Care is the face-to-face contact with a
consumer to monitor, evaluate, assess, and/or carry out physicians’ orders regarding the physical
and/or psychological problems of a consumer. It includes providing special nursing assessments to
observe, monitor and care for physical, nutritional and psychological problems or crises manifested
in the course of the consumers treatment; to assess consumers on medication to determine the need to
continue medication and/or for a physician referral; to consult with the consumer’s family and/or
significant other about medical and nutritional issues; medication education of the consumer and
family and training for self administration of medication. The nurse’s observations are reported to the
physician and assist in overall medication management. Provider qualifications to provide these
services are ensured by provider compliance with requirements and standards of the national
accreditation Joint Commission on Accreditation for Healthcare Organizations (JCAHO),
Commission on Accreditation for Rehabilitation Facilities (CARF), Council on Accreditation of
Services for Children and Families, Inc. (COA), Council on Quality Leadership (CQL), and/or State
certification. This service maybe offered in a clinic setting or in the community. Providers are
required to meet all applicable licensure and certification requirements, hold a current license and
adhere to scope of practice definitions of licensure boards.
Psychiatric Intensive Day Treatment. Intensive Day Treatment provides for the stabilization of
psychiatric impairments with time limited, intensive, clinical service by a multi-disciplinary team in a
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clinic or facility-based setting. This service includes medication administration. Candidates for these
services have adequate natural/community support systems and do have behavioral health issues,
which are imminently dangerous. This level of care for each consumer should include services
available at least 20 hours per week and must be ordered by the physician. The maximum allowed to
bill in one day is 5 hours and does not include any residential, room or board supports. Weekend
services may be necessary to meet the needs of consumers requiring crisis stabilization or other
services. Services include physician and nursing services available on a daily basis. Mandatory
services include medical services, family contact, group counseling, nursing services, medical
management and continuing care planning. Available services include family counseling, individual
counseling, and education/training as it pertains to the alleviation of identified behavioral health
problems. Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for
Healthcare Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities
(CARF), Council on Accreditation of Services for Children and Families, Inc. (COA), Council on
Quality Leadership (CQL), and/or State certification. Providers are required to meet all applicable
licensure and certification requirements, hold a current license and adhere to scope of practice
definitions of licensure boards.
Psychosocial Rehabilitation. A therapeutic rehabilitative social skill building service for individuals
to gain the necessary social and communication skills necessary to allow them to remain in or return
to naturally occurring community programs. Services include: skill building activities that focus on
the development of problem-solving techniques, social skills and medication management, and
recreational activities that improve self-esteem. These services are offered in group settings. This
service is provided as a step-down from intensive day treatment. Services must be provided in a
clinic or other facility-based setting. Provider qualifications to provide these services are ensured by
provider compliance with requirements and standards of the national accreditation Joint Commission
on Accreditation for Healthcare Organizations (JCAHO), Commission on Accreditation for
Rehabilitation Facilities (CARF), Council on Accreditation of Services for Children and Families,
Inc. (COA), Council on Quality Leadership (CQL), and/or State certification. Providers are required
to meet all applicable licensure and certification requirements, hold a current license and adhere to
scope of practice definitions of licensure boards.
Psychosocial Day Support. This service focuses on training designed to assist the consumer in the
acquisition, retention or improvement of self-help, socialization and adaptive skills, which takes
place in a facility-based environment with adequate staff support. These services provide less costly
step-down service as an alternative to psychosocial rehabilitation. Individuals appropriate for these
services do not meet the admission criteria for intensive day treatment or psychosocial rehabilitation.
Providing a lower level of intensity this structured program assists consumers to attain his/her
maximum functional level and is coordinated with other services on the Individualized Service Plan
(ISP).Day Supports maybe used to reinforce skills or knowledge in more intensive level services.
Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for
Healthcare Organizations (JCAHO), Council on Accreditation for Rehabilitation Facilities (CARF),
Council on Accreditation of Services for Children and Families, Inc. (COA), Council on Quality
Leadership (CQL), State certification. Providers are required to meet all applicable licensure and
certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
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Substance Abuse Intensive Outpatient Services. This service is a time limited treatment service for
persons who require structure and support to achieve and sustain recovery. The following types of
services are included in the intensive outpatient program: didactic presentations on addiction and
recovery, individual and group counseling; family counseling (as it relates to the consumer’s
substance abuse treatment issue), regular urine drug screening; and community and social support
system strategies. Services must be provided in a clinical setting. Family counseling as provided
within these services must be consistent with requirements outlined in Family Outpatient services.
Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for
Healthcare Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities
(CARF), Council on Accreditation of Services for Children and Families, Inc. (COA), Council on
Quality Leadership (CQL), and/or State certification. Providers are required to meet all applicable
licensure and certification requirements, hold a current license and adhere to scope of practice
definitions of licensure boards.
Residential Rehabilitative Supports. Residential Rehabilitative Supports are rehabilitative services
for the treatment of mental health or substance abuse problem specifically provided to individuals in
a 24 hour supervised residential setting. The specific treatment services that are covered include:
daily living skills training (personal hygiene skills, performance of household tasks, utilization of
public transportation), behavior management training and intervention, counseling or therapy.
Services are delivered to individuals according to their specific needs. Individual and group activities
and programming shall consist of services to restore and develop skills in functional areas which
interfere with consumer’s ability to live in the community, to live independently, or regain or
maintain competitive employment, to develop or maintain social relationships or to independently
participate in social, interpersonal or community activities. Rehabilitative services will be provided
in a certified or licensed residential setting. This service does not include inpatient hospital or care in
an Institute for Mental Diseases. Services are provided in a facility that is less than 16 beds. Provider
qualifications to provide these services are ensured by provider compliance with requirements and
standards of the national accreditation Joint Commission on Accreditation for Healthcare
Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities (CARF), Council
on Accreditation of Services for Children and Families, Inc. (COA), Council on Quality Leadership
(CQL), and/or State certification. Providers are required to meet all applicable licensure and
certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
Assertive Community Treatment (ACT). ACT is an intensive mental health service for consumers
discharged from a hospital after multiple or extended stays, or who are difficult to engage in
treatment. Intensive, integrated rehabilitative, crisis, treatment and community support services
provided by an interdisciplinary staff team and available 24-hours/ seven days a week and be ordered
by the physician. Services offered by the ACT team must be documented in an Individual Service
Plan (ISP) and must include (in addition to those provided by other systems): medication
administration and monitoring; self medication; crisis assessment and intervention; symptom
assessment, management and individual supportive therapy; substance abuse training and counseling;
psychosocial rehabilitation and skill development; personal, social and interpersonal skill training;
consultation, and psycho-educational support for individuals and their families. This service is
community-based. The team must include a psychiatrist and/or registered nurse, a Mental Health
Professional (MHP) (SAP), or Substance Abuse Professional and/or a Peer/family Support
Specialists. Provider qualifications to provide these services are ensured by provider compliance with
requirements and standards of the national accreditation Joint Commission on Accreditation for

160

USING MEDICAID TO SUPPORT WORKING AGE ADULTS
WITH SERIOUS MENTAL ILLNESSES IN THE COMMUNITY: A HANDBOOK

Healthcare Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities
(CARF), Council on Accreditation of Services for Children and Families, Inc. (COA), Council on
Quality Leadership (CQL), and/or State certification. Providers are required to meet all applicable
licensure and certification requirements, hold to a current license and adhere to scope of practice
definitions of licensure boards.
Community Support Services. Community support services consist of mental health and substance
abuse rehabilitative, services and supports necessary to assist the person in achieving rehabilitative
and recovery goals. This service is often a step-down from Assertive Community Treatment,
Intensive Family Intervention and Residential Rehabilitative Supports. The service activities of
Community Support consist of a variety of interventions: identification and intervention to address
barriers that impede the development of skills necessary for independent functioning in the
community; participation in the development of the consumer’s Individualized Service Plan (ISP),
and one-on-one interventions with the consumer to develop interpersonal and community coping
skills, including adaptation to home, school and work environments; symptom monitoring and self
management of symptoms. The focus of the interventions include, minimizing the negative effects of
psychiatric symptoms which interfere with the consumer’s daily living, financial management, and
personal development; developing strategies and supportive interventions for avoiding out-of-home
placements for adults and children; assisting consumers to increase social support skills that
ameliorate life stresses resulting from the consumer’s disability and coordinating rehabilitative
services in the ISP. An individual or a team can provide community Support Services. Provider
qualifications to provide these services are ensured by provider compliance with requirements and
standards of the national accreditation Joint Commission on Accreditation for Healthcare
Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities (CARF), Council
on Accreditation of Services for Children and Families, Inc. (COA), Council on Quality Leadership
(CQL), and/or State certification. Providers are required to meet all applicable licensure and
certification requirements, hold a current license and adhere to scope of practice definitions of
licensure boards.
Peer Support. This service provides structured, scheduled activities that promote socialization,
recovery, self-advocacy, development of natural supports, and maintenance of community living
skills, under the direct supervision of a mental health professional. Consumers actively participate in
decision-making and program operation. Services are directed toward achievement of the specific
goals defined by the individual and specified in the Individual Service Plan (ISP), and provided
under the direct supervision of a Mental Health Professional. The interpersonal interactions and
activities within the program are directed, supervised, guided and facilitated by the Mental Health
Professional (MHP) in such a way to create the therapeutic community or milieu effect required to
achieve individual treatment goals within a controlled environment. This concept is similar to the
manner in group therapy sessions in which the staff leader or therapeutic community setting utilizes
the interactions of the group members to achieve the desired individual therapy goals. Provider
qualifications to provide these services are ensured by provider compliance with requirements and
standards of the national accreditation Joint Commission on Accreditation for Healthcare
Organizations (JCAHO), Commission on Accreditation for Rehabilitation Facilities (CARF), Council
on Accreditation of Services for Children and Families, Inc. (COA), Council on Quality Leadership
(CQL), and/or State certification. This service maybe offered in a clinic setting or in the community.
Providers are required to meet all applicable licensure and certification requirements, hold a current
license and adhere to scope of practice definitions of licensure boards.

Appendix C
Profiles of States that Operate Managed Mental Health
Service Delivery Systems under 1915(b) and 1115 Health Care
Demonstration Waiver Programs
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Profiles of 1915(b) Waiver Programs for Persons with Mental Illnesses
State
California (Medical
Specialty Mental
Health Services
Consolidation)

In operation
since

1915 (b) Authority
b(1)
b(2)
b(3)
b(4)

1995

Service
Area

Beneficiaries
Served

Services

X

Statewide except
San Mateo and
Solano Counties
(San Mateo and
Solano Counties
are served under
other waiver
programs)

All beneficiary
groups (adults and
children)

•
•
•
•
•

Psychiatric Inpatient
Psychiatrist
Psychologist
Targeted case management
Rehabilitative services
- Day rehabilitation
- Day treatment intensive
- Adult residential treatment
- Crisis intervention
- Crisis stabilization
- Crisis residential
- Mental health out patient
services

County mental health
plan

X

Statewide (since
1998)

All Medicaid
beneficiaries
(children and
adults)

•
•
•
•
•
•
•
•
•
•

IMD (65 and over)
Under 21 psychiatric hospital
Case management
Emergency
Inpatient hospital
Medication management
Outpatient mental health
Physician
Psychosocial rehabilitation
§1915(b)(3) services:
- Home-based service for
children and adolescents*
- Intensive case management*
- Residential services*
- School-based services*
- Vocational services*

Mental Health
Assessment and
Services Agencies
(community mental
health centers,
consortia of centers
and/or partnership of
one or more centers
and private behavioral
health organization)

(Selective
contracting only;
not a capitated
managed care
program)
(Operated by
California
Department of
Mental Health
through an
interagency
agreement with the
Department of
Health Services, the
state Medicaid
agency).
Colorado (Medicaid
Mental Health
Capitation and
Managed Care
Program)
(Operated by state
mental health
agency through an
interagency
agreement with the
state Medicaid
agency).

1995

X

X

Contractor
Types

State
Florida

In operation
since

b(1)

1996

X

1999

X

1998

X

1915 (b) Authority
b(2)
b(3)
b(4)

All major eligibility
groups (adults and
children) except
dual eligible,
medically needy,
nursing home/
ICF/MR residents
and certain others

•
•
•
•
•
•
•

X

X

Statewide

All major eligibility
groups (adults and
children) except
persons over age 65,
dual eligibles,
medically needy
with a cash spend
down and certain
others.

• Inpatient mental health
• Outpatient mental health
(rehabilitative services)
• Targeted case management
• Home health
• Inpatient and outpatient
substance abuse services
• §1915(b)(3) services:
- Intensive psychiatric
rehabilitation
- Assertive Community
Treatment
- Community support services
- Substance abuse treatment in
24-hour setting

Single private
behavioral health
managed care
organization

X

X

Statewide

All beneficiary
groups (adults and
children) excluding
ICF/MR residents
and children
enrolled in
specialized 1915(c)
waiver program

•
•
•
•
•
•
•
•
•
•
•
•

Community mental
health services
programs (countybased entities that
serve MH/DD/SA
population)

(Replaced separate
mental health and
substance abuse
managed care plans

1915(b)/(c)
combination waiver

Contractor
Types

Services

Prepaid Mental
Health Providers
operate in two
regions.

(Iowa Plan for
Behavioral Health)

Michigan (Prepaid
specialty mental
health and
substance abuse
services and
supports for persons
with developmental
disabilities)

Beneficiaries
Served

X

(Previously the
“Prepaid Mental
Health Plan”; now
combined with the
Medicaid Managed
Care Waiver)
Iowa

Service
Area

Psychiatric outpatient
Emergency services
Day treatment
Rehabilitative services
Targeted case management
Counseling and therapy
Others (e.g., in home therapy
and rehabilitation for children)

Targeted case management
Emergency services
Inpatient mental health
Mental health rehabilitation
Mental health residential
Mental health support
Mental health clinic
Partial hospitalization
Personal care
Transportation
Substance abuse services
Specialty services and supports
for persons with developmental
disabilities
• §1915(b)(3) services:

Appendix C

Partnership between
community mental
health providers and
private managed care
company
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State

In operation
since

b(1)

1915 (b) Authority
b(2)
b(3)
b(4)

Service
Area

Beneficiaries
Served

Services

Contractor
Types

- Community living supports
- Direct Prevention Service
Models
- Extended observation beds
- Family skills development
- Housing assistance
- Peer-delivered services
- Respite services
- Skill building assistance
- Supported employment services
New Mexico

1997

X

X

Statewide

All child and adult
beneficiary groups,
excluding dual
eligibles, nursing
facility and ICF/MR
residents, Native
Americans and
certain other
beneficiaries

•
•
•
•

Inpatient Mental Health
Inpatient Substance Abuse
Outpatient Mental Health
Outpatient Substance Abuse

Health MCOs that are
in turn required to
subcontract for
behavioral health
services through
community programs

X

Five county
region

Children and adults
with some
exceptions

•
•
•
•
•
•

Inpatient hospital
High risk behavior intervention
ACT
Case management
Outpatient services
Community-based services

Local management
entity

(Salud!)
(Salud! operates
under a 1915(b)
waiver and spans
the full range of
health services.
State plans to
breakout behavioral
health services into
separate plan in
2005.)

North Carolina
(Piedmont Cardinal
Health Plan)
1915(b)/(c)
combination waiver.
1915(c) waiver
serves children and
adults with
developmental
disabilities

Expected
start date:
April 2005

State
Pennsylvania

In operation
since

1997

b(1)
X

1915 (b) Authority
b(2)
b(3)
b(4)
X

X

X

X

Utah

1991

X

(Prepaid Mental
Health Program)

X

X

Contractor
Types

Services
•
•
•
•

• Private behavioral
health managed
care organizations

All beneficiary
groups except
persons in nursing
facilities on ICFS/MR

X

Seven counties in
Dallas service
area

Most beneficiary
groups (children and
adults) except for
medically needy and
institutionalized
persons

• Inpatient mental health and
substance abuse
• Mental health outpatient and
rehabilitative services
• Targeted case management
• Assertive community treatment
• Crisis
• Dual diagnosis services
• Various substance abuse services

Single private
behavioral health
managed care
organization

X

Nine of state’s 10
mental health
service areas
(very rural service
area excluded)

All types of
beneficiaries5

•
•
•
•
•
•
•
•
•

Nine Community
mental health centers

(MH services are
included in Health
Choices but carved
out)

1999

Beneficiaries
Served

Various
Pennsylvania
counties (about
60% of Medicaid
eligible
population)

(Health Choices)

Texas (Northstar)

Service
Area

•
•
•
•

(children and
adults)

Inpatient hospital
Targeted case management
Crisis intervention
Psychiatric outpatient and partial
hospitalization
Mental health residential
Drug and alcohol services
Rehabilitation
Case Management

Crisis
MH inpatient
MH Outpatient
Transportation
Medication Management
Skills Development
Targeted case management
MH Rehabilitation
§1915(b)(3) services:
- Psych-education Services
(educational and vocational
services that contribute to
accelerating rehabilitation
- Personal care
- Respite (children)
- Supportive Living
- Therapeutic Home Services

Appendix C

• County-operated
organizations
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State

Washington
(Integrated
Community Mental
Health Program)

In operation
since

1993

b(1)
X

1915 (b) Authority
b(2)
b(3)
b(4)
X

X

Service
Area
Statewide

Beneficiaries
Served
All beneficiary
groups (children and
adults) except dual
eligibles, residents
of state owned
institutions and
certain other
groups.

Services
• Emergency mental health
services.
• Inpatient hospital
• Psychologist
• Case management
• Outpatient (rehabilitative
services)
- Crisis intervention
- Stabilization
- Medication Management
- Individual and group therapy
- Adult day treatment
- Family therapy
- Other (including service for
children)

Contractor
Types
14 Regional Support
Networks (countybased entities)

Profiles of 1115 Demonstrations with Managed Care Behavioral Health Carve-Outs
State
Arizona

Scope

Covered Groups

Adult eligibility groups
only; children are not
included

•
•
•
•
•
•
•
•
•
•

Private managed care
organization/subcontract to
private behavioral health
organization

All child and adult
beneficiaries except dual
eligibles, nursing facility
residents and persons
enrolled in a
comprehensive benefits
MCO health plan.

• Crisis
• Detoxification
• Inpatient/outpatient mental health
services
• Inpatient/outpatient substance abuse
services;
• MH Residential
• Community Support
• PACT
• Opiate treatment
• Outpatient day programs

Hawaii (Behavioral Health
Managed Care Plan -- BMHCP)

This carve-out is part of the Hawaii
QUEST 1115 Demonstration.
Individuals determined to have a
serious mental illness are enrolled
in the carve-out on a voluntary
basis. BMHCP also serves persons
with co-occurring substance-abuse.
The carve-out offers a wider array
of services than are furnished by
standard health care MCOs.

Massachusetts

MBHP is part of the Mass Health
1115 Demonstration program.
Under Mass Health, individuals may
elect to receive services through a
comprehensive MCO. Such MCOs
are required to furnish mental
health services. Alternatively, a
person may select PCCM model.
Individuals who elect this option are
automatically enrolled in MBHP to
receive mental health services. SSI

(Administered by AZ Department
of Health Services, Division of
Behavioral Health Services)

(Massachusetts Behavioral Health
Partnership - MBHP)

Contractors
Regional Behavioral Health
Authorities (8 in total,
including 3 tribal RBHAs
through intergovernmental
agreements)

All child and adult
eligibility groups except
for certain special needs
children

(Behavioral Health Services,
including mental health and
substance abuse services)

Services
• Treatment
• Rehabilitation
• Medical Services (including medications for
treatment of mental illness)
• Support Services, including:
- Case management
- Personal care
- Peer Support
- Supported housing
- Respite care
• Crisis intervention
• Inpatient
• Residential Services
• Behavioral health day programs
• Prevention services

All mental health and substance
abuse services, including services
for individuals with serious mental
illnesses and services for “general
mental health clients”). In October
2002, there were 52,000 individuals
enrolled for services.

Crisis
Inpatient/outpatient mental health
Rehabilitation
MH Residential
MH Support
Pharmacy
Inpatient/outpatient substance abuse
Detoxification
Residential substance abuse services
Opiate treatment

Non-tribal RBHAs are private
sector companies or nonprofit agencies that serve
specified areas

Private sector behavioral
health managed care
organization

Appendix C
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State

Scope

Covered Groups

Oregon
Oregon Health Plan (Mental
Health/Substance Abuse Full
Capitation Program)
Tennessee
Tenncare (PIHP Mental Health and
Substance Abuse Full Capitation
Program)

Statewide carve-out; no mental
health services are furnished by
health care MCOs

Services

Contractors

• Residential substance abuse treatment

beneficiaries are enrolled to PCCM
option
All child and adult
eligibility groups with
some minor exceptions

• Crisis
• Inpatient/outpatient mental health
services
• Mental Health Rehabilitation
• Mental Health Support
• Outpatient substance abuse

10 mental health
organizations, either countyoperated public entities or
regional authority operated
entities

All child and adult
Medicaid eligibility groups
plus SCHIP recipients plus
expansion populations
with some exceptions

• Crisis
• Detoxification
• Inpatient/outpatient mental health
services
• Inpatient/outpatient substance abuse
services
• Mental Health Rehabilitation
• Mental Health Support
• Residential substance abuse treatment
programs

Private sector behavioral
health managed care
organizations

Index
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Index
100 percent of poverty option………………………
1115 waivers……………………………………………
1619(a) option…………………………………………
1619(b) option…………………………………………
1902(r)(2) rules…………………………………………
1915(b) waivers………………………………………

1915(c) waivers (HCBS waivers)……………………
209(b) option…………………………………………...
300 percent of SSI income option……………………
Administrative claiming………………………………
Advance directives……………………………………
AFDC……………………………………………………
Alaska…………………………………………………...
Arizona…………………………………………………
Arkansas………………………………………………..
Assertive Community Treatment (ACT)……………

Balanced Budget Act of 1997…………………………
BBA 97…………………………………………………..
Bush, President George W……………………………
Buy-in, Medicaid………………………………………
California………………………………………………
Center for Mental Health Services (CMHS)………..
Centers for Medicare and Medicaid Services
(CMS)……………………………………………………

Claiming, administrative costs………………………
Clinic option……………………………………………
Colorado………………………………………………..
Community housing…………………………………..
Community Support Program (CSP) ………………
Community Support System (CSS) …………………

37-38, 39, 44
20, 26, 27, 89, 99, 102, 103, 105, 106, 108-111,
115, 116, 118, 121, 123, 127, 166-67
36, 40
36, 40, 46
37, 46
20, 26-27, 63, 89, 93, 99, 100, 102, 103-06,
107-08, 115, 116, 117, 118, 123, 127, 136, 139,
162-65
17, 20, 27, 39, 40, 53, 62, 67, 69, 91, 94, 99,
111-15, 116, 118, 121, 122, 136, 142,
33, 34-35, 39, 45, 46
39-40, 46, 114
49, 73, 113, 127, 128-29, 130, 131, 136, 139143, 149
119, 123, 131, 151
See TANF
40, 45, 46
90, 110, 118, 166
40, 118, 121, 130, 131
4, 10, 12, 13, 14, 16, 49, 50, 56, 59, 60, 61, 65,
72, 73, 74, 76-77, 79, 89, 90, 92, 95-96, 97,
107, 108, 125, 151-52, 159, 164
See BBA 97
37, 40-42, 46, 100, 103, 108, 116, 117
1, 3, 4, 119
See Medicaid buy-in
5, 13, 17, 40, 41, 46, 68, 69, 106, 131, 162
7, 11, 15
21, 22, 28, 29, 37, 41, 46, 49, 50, 53, 55, 57, 58,
59, 62, 64, 66-67, 68, 69, 76, 100, 104, 105,
108, 112, 115, 116, 117, 118, 119, 121, 122,
123, 125, 126, 128, 129, 130, 131, 148-50
See administrative claiming
2, 3, 12, 13, 23, 24, 25, 49, 52, 54-56, 57, 60,
65, 69, 73, 88, 91, 100
65, 104, 107, 112, 113, 115, 117, 118, 124, 127,
131, 162
See supportive housing
7-8, 15, 16
7-11, 13, 14, 54, 71, 73-94
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Connecticut……………………………………………..
Consumer-directed services…………………………
Co-occurring disorders: mental illness &
developmental disabilities……………………………
Co-occurring disorders: mental illness & substance
abuse……………………………………………………
Crisis residential services……………………………
Crisis services…………………………………………..
Delaware…………………………………..……………
Disability management………………………………
District of Columbia…………………………………..
Dual eligibility – Medicaid and Medicare…………
Eligibility, Medicaid…………………………………..
Employment services………………………………….
Evidence Based Practice (EBP) ………………………
Family support/family psychoeducation……………
Federal Medical Assistance Percentage (FMAP) …
Florida…………………………………..………………
Georgia…………………………………..……………
Hawaii…………………………………..………………
HCFA…………………………………..…………….…
Home and Community-Based waivers (HCBS
waivers) …………………………………..……………
Idaho…………………………………..……………..…
Illinois…………………………………..………………
Illness management……………………………………
IMD exclusion………………………………….………
Incarceration…………………………………..………
Indiana…………………………………..……………..
Inpatient hospital services……………………………
Integrated dual disorders treatment…………………
Intensive case management…………………………..
Interagency agreements………………………………
Iowa…………………………………..…………………
Kansas…………………………………..………………
Kentucky…………………………………..……………
Living skills training/
rehabilitation……………………………………...……
Louisiana…………………………………..……………

40, 45
1, 9, 16, 20, 67, 71, 79, 95, 97, 118, 121-23,
146-47, 151-52
86, 89-92, 94
1, 10, 43, 76, 77, 86-89, 92, 94, 107-08, 110
See residential services
8, 9, 10, 56, 57, 60, 61, 73-75, 76, 78, 91, 92,
94, 125, 154-55
118
See illness management
34, 39, 46, 76, 77, 86, 93, 117
23, 38, 52-53, 64, 68, 69, 104, 106
See Medicaid eligibility
See supported employment
10, 16, 110
9, 10, 73, 78, 84-85, 93, 107
22, 29, 129, 136-37, 140, 142, 143
5, 46, 93, 118, 121, 122, 127, 130, 131, 163
11, 16, 54, 59, 60, 74, 79, 83, 89, 91, 93, 94,
95-98, 102, 127, 131, 154-60
45, 46, 110, 118, 166
See CMS
See 1915(c) waivers
45
40, 45, 46, 131
9, 10, 56, 71, 73, 76, 78, 83
13, 47, 52, 53, 64, 68, 82, 113
11, 43-44, 47, 87
34, 40, 45, 112
2, 24, 52, 54, 65-66, 107, 117, 125,
10, 87
9, 77, 117
90, 126-27, 131, 136, 141
40, 79, 80, 84, 89, 93, 106, 107-08, 115, 117,
131, 163,
40, 41, 45, 46, 84, 112, 131,
93, 118
9, 61, 79, 80, 81, 82, 83, 97-98, 148, 154-60
40, 46, 93, 131

Index

Maine…………………………………..………………
Managed care…………………………………………
Maryland…………………………………..…………..
Massachusetts…………………………………..……...
Medicaid buy-in…………………………………..……
Medicaid eligibility……………………………………
Medical necessity………………………………………
Medically needy option……………………………….
Medicare………………………………………………..
Medication……………………………………………...
Medication algorithm…………………………………
Medication management……………………………..
Michigan…………………………………..……………
Minnesota…………………………………..………..…
Mississippi…………………………………..…………
Missouri…………………………………..……………
Montana…………………………………..……………
Nebraska…………………………………..……………
Nevada…………………………………..…………...…
New Freedom Commission on Mental
Health…………………………………………………
New Hampshire………………………………………
New Jersey…………………………………..…………
New Mexico……………………………………………
New York…………………………………..…………
North Carolina………………………………………..
North Dakota………………………………………….
Occupational therapy………………………………….
Ohio…………………………………..…………………
Oklahoma…………………………………..…………
Oregon…………………………………..………………
Outpatient hospital services…………………………
Outpatient mental health services…………………
PACT (Program of Assertive Community
Treatment) …………………………………..…………
Pennsylvania…………………………………..………
Preadmission Screening and Resident Review
(PASRR) …………………………………..……………
Peer support/peer counseling………………………
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40, 46, 71, 77, 83, 85
20, 25, 26, 99-106, 107-09, 110-11, 115, 116,
117, 123, 127, 128, 131, 162-65
109, 118
46, 110, 118, 166
40-41
31 - 47
24, 50-51, 59, 65, 72, 102, 104
19, 22, 23, 25, 34, 37, 38-39, 40, 42, 46,
11, 64
See Prescribed drugs
65, 85-86
10, 67, 73, 74-75, 81, 85-86, 124
14, 40, 46, 67, 76, 93, 105, 118, 121, 122, 123,
127, 163
40, 45, 46, 58, 61, 69, 75, 81, 88, 92, 93, 94,
118
40, 46
77, 80, 86, 88, 89, 93, 94
59, 131
40, 46, 59, 82, 102, 131
59
1, 2, 3, 4, 9, 10, 12, 14, 15, 17, 20, 80, 83, 93,
119, 122, 123, 130
40, 45, 78, 79
121
65, 94, 106, 117, 131
8, 11, 16
131, 164
45, 131
See physical therapy/occupational therapy
11, 34, 45, 85, 90, 91, 94
45, 46, 118, 131
45, 99, 110, 118, 167
52, 55, 134-35
24, 52, 54-56, 107, 108, 110, 111, 116,
See Assertive Community Treatment
40, 90, 93, 131, 164
120, 130
9, 13, 41, 56, 60, 69, 73, 79, 83, 93, 96, 97-98,
108, 121
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Personal care/personal assistance……………………
Physical therapy/occupational therapy……………
Prescribed drugs………………………………………
Public mental health system…………………………
Quality management/quality improvement………
Rate setting……………………………………………
Recovery……………………………………………….
Rehabilitative services option (“rehab option”) ……
Residential services……………………………………
Respite…………………………………………………..
Rhode Island…………………………………………...
Services case management……………………………
Single State Medicaid Agency (SSMA) ………..……
Social Security Act……………………………………..
Social Security Disability Insurance (SSDI) ……..…
Social skills training…………………………………...
South Carolina…………………………………………
South Dakota…………………………………………...
State supplemental payments (SSP) ………………
Substance Abuse and Mental Health Services
Administration (SAMHSA) …………………………
Supplemental Security Income (SSI) ………………
Supported employment………………………………
Supportive housing…………………………………..
Supports for community living………………………
Surgeon General – Mental Health Report……..……
Targeted Case Management (TCM) …………………
Telemedicine…………………………………………...
Temporary Assistance to Needy Families (TANF)/
AFDC…………………………………..………………
Tennessee…………………………………..…….……
Texas…………………………………..………….……
Transportation…………………………………..….…
TWWIIA…………………………………..……………

24, 27, 52, 57, 66-68, 69, 80, 84, 85, 111, 113,
114, 121, 146-47
24, 56
7, 9, 23, 24, 46, 52, 56, 64-65, 69, 85-86, 106,
110, 114, 117, 152
1-2, 7-8, 11, 12, 42, 87
72, 117, 127, 128-30
125-26, 130
1, 9-11, 50, 54, 60, 71-92, 97-98, 107-08, 12122, 130
2, 12, 13, 23, 24, 49, 50, 52, 54, 56-59, 60, 61,
69, 71-82, 123, 148-50, 154-60
53, 56, 73-74, 82, 125, 126, 131, 155
9, 51, 111, 113, 114
46, 118
59, 64-65
21-22, 126-27, 131
19-21, 26, 28, 29, 36, 37, 45, 47, 55, 56, 62, 66,
99, 103, 104, 106, 111, 116, 123, 130, 145
11, 33, 35, 36, 38, 39, 41, 42-43, 44, 45-47
56, 57, 80, 81, 148
40, 46, 79, 93
63, 131
36-38
8, 11, 15, 84, 122
11, 12, 20, 28, 31, 32, 33-40, 41, 42-47, 116,
118
10, 56, 82-84, 85, 93, 97
9, 81-82, 93
3, 11, 15, 54, 56, 73, 79-82, 105, 107-08, 12931
15, 16
12, 25, 49, 52, 54, 59, 62-64, 81, 83, 102, 123,
136-44
123-24, 131
20, 21, 28, 31, 39, 42, 47, 116
81, 110-11, 167
84, 86, 88, 118, 131, 165
9, 24, 63, 139, 141, 149
37, 40-42, 44, 46

Index

Utah…………………………………..…………………
Vermont…………………………………..……………
Virginia…………………………………..……………
Washington…………………………………..……..…
West Virginia…………………………………..………
Wisconsin…………………………………..…..………
Wyoming…………………………………..……..……

40, 41, 45, 46, 47, 68, 84, 85, 104, 124, 131,
165
40, 85, 91, 93, 94, 109-110, 112, 118, 127
45, 46, 55, 56, 120, 131
40, 115, 130, 165
67, 68, 69, 74, 131
40, 76, 93, 112, 117, 118, 121, 130
40
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