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Healthcare Payment Reform and the 

Behavioral Health Safety Net Overview

ÅThe American healthcare system is 

broken. It is too expensive, leaves 

tens of millions of Americans 

exposed to poor health outcomes 

and economic ruin, and has driven 

many healthcare providers from the 

field in search of less stressful work. 

ÅAt current rates, this troubled system 

will grow from 17% of the U.S. 

economy in 2009 to 21% by 2020, a 

doubling of costs from $2.5 to $5.2 

trillion per year.



Healthcare Payment Reform and the 

Behavioral Health Safety Net Overview

ÅThe Safety Net Behavioral 

Healthcare System faces even 

greater challenges including 

serious funding shortages, 

fragmentation from federal 

policy changes that created a 

50 states/50 sets of rules 

model, overreliance by states 

on Medicaid at the expense of 

indigent/uninsured persons, 

and more.





Healthcare Payment Reform and the 

Behavioral Health Safety Net Overview

ÅHealth care reform design work is 

just beginning that is focused on 

the needs of Americans with 

serious mental health and 

substance use disorders and the 

challenges faced by Community 

Behavioral Healthcare 

Organizations. 

ÅThe many issues specific to the 

Community Behavioral Healthcare 

system will not automatically be 

resolved if general healthcare 

reform is enacted.



Healthcare Payment Reform and the 

Behavioral Health Safety Net Overview

ÅTo address this potential gap, weôre 

recommending four delivery system 

and payment reforms for the safety 

net behavioral healthcare system that 

are necessary to address the 

particular challenges faced by persons 

with serious mental health and 

substance use disorders and the 

provider organizations that serve 

them.

ÅBut first Iôm going to make some 

connections to where the general 

healthcare system is headed.
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Consensus is Building about the Design for

Healthcare Reform ïUniversal Coverage

ÅGeneral agreement already exists about the contours of U.S. 

health care reform ïreform must address three issues ï

universal coverage, payment system reform, and delivery 

system redesign.
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Consensus is Building about the Design for Healthcare 

Reform (Payment & Service Delivery System)

The Path to a High 

Performance U.S. 

Health System ïA 

2020 Vision of the 

Policies to Pave the 

Waycontains a set of 

strategies covering the 

three components that 

can achieve 99% 

coverage by 2012 and 

reduce the growth in 

national health spending 

between 2009 and 2020 

by $3 trillion. 



Consensus is Building about the Design for Healthcare 

Reform (Payment & Service Delivery System)

The 2020 Report was developed by the Commonwealth Fund, with analytical 

support from The Lewin Group; theyôve identified ten health care reform policies in 

this report and quantified their impact on reducing the growth in health care 

spending. 



Healthcare Reform is Already Underway

ÅTwo areas of 

experimentation provide a 

window into how payment 

reform and delivery system 

redesign are likely to 

unfold in the United States 

ïinitiatives to manage 

chronic medical 

conditionsand pilots to 

reduce potentially 

avoidable complications

(PACs).



Healthcare Reform is Already Underway

Chronic Medical Conditions

Å45 percent of Americans have one or more chronic conditions such as 

diabetes, hypertension, arthritis, depression, or dementia. Half of this 

group has two or more chronic conditions. Over half of the people with 

serious chronic conditions ïalmost one quarter of the people in the United 

States ïare receiving care from three or more physicians.

ÅThis scattering of care can result in duplicate tests, conflicting medical 

advice, and prescriptions for contraindicated mediations. All of these 

factors help to explain why treatment of chronic disorders accounts for 

three-quarters of direct medical care costs in the United States.

ÅThe Lewin Group has estimated that the United States could save more 

than half a trillion dollarsover ten years through various improvements 

to the treatment of chronic conditions and the adoption of the Medical 

Home.



Healthcare Reform is Already Underway

Chronic Medical Conditions & Medical Home

Å Federally Qualified Health Centers 

(FQHCs) have a long history of 

following many principles of a medical 

home and several studies have found 

that health centers save the Medicaid 

program more than 30% in annual 

spending per beneficiary due to 

reduced specialty care referrals and 

fewer hospital admissions.  

Å Primary Care Case Management

(PCCM) programs in the Medicaid 

program use primary care 

physicians to coordinate care and 

manage total health expenditures. 

Studies of these programs have 

shown cost savings up to 10% per 

year after the initial ramp up period.

The Patient-Centered Medical Home has emerged as the leading 

model for treating chronic medical conditions in primary care 

settings.

These models, especially Medical Homes, are seen as a key to 

addressing cost and quality problems in health care and have 

implications for Community Behavioral Healthcare Organizations.



Healthcare Reform is Already Underway: PACs

ÅPotentially Avoidable 

Complications (PACs)is a 2ndarea 

relevant to CBHOs. PACs are defined 

as medical conditions resulting from 

improper diagnosis, medication errors, 

patient confusion about self-care, poor 

communication between providers at 

hand-offs, the absence of hand-offs, 

inpatient adverse events, etc.

ÅRobert Wood Johnson Foundation and Commonwealth Fund have been 

funding research to understand these phenomena and develop an 

approach to payment reform called Evidence-informed Case Rates 

(ECRs). 



Healthcare Reform is Already Underway: PACs

ÅBased on an evaluation of the eleven conditions analyzed to-date, errors 

(PACs) consume an average of 25 cents on every acute care or procedural 

dollar and an average of over 60 cents on every dollar of a chronic care 

conditions.

ÅWe are going to see 

significant movement in 

the area of risk-based 

payments, performance-

based contracting 

including bonuses and 

gain-sharing, and non-

payment for certain 

events, in order to 

address these issues.



The Role of Key Behavioral Health Stakeholders

Third Experiment



Healthcare Reform is Already Underway

ÅThe approaches to better 

treatment of chronic 

medical conditionsand 

reducing potentially 

avoidable complications, 

while not the only reform 

efforts currently underway, 

serve to illustrate how 

health care reform will 

likely unfold. 

ÅReducing costs is inextricably linked to 

improving the health status of 

Americans and improving quality, 

payment models are moving towards 

payment for outcomes, most notably 

reduced waste, error, and complication 

rates and reduction in total health 

expenditures. The overall clinical 

strategy is to promote Centers of 

Excellence in preventive, primary, 

specialty and tertiary care.



Behavioral Health Payment and Delivery System Reform

Overview

ÅIn a ñnew worldò of parity and universal coverage where Medical 

Homes become accountable for the total healthcare 

expenditures of their patients, with associated financial risks and 

rewards, 

ÅMedical practices and health systems will quickly learn that the 

elderly with multiple medical conditions and persons with serious 

mental health and substance use 

disordersare two populations critical 

to getting a handle on U.S. health 

care expenditures. 



Behavioral Health Payment and Delivery System Reform

Overview

ÅThis is going to put both populations under a 

large magnifying glass and create significant 

opportunities for addressing the current health 

disparities for persons with serious mental illness 

as well as opportunities and threats to the 

Community Behavioral Healthcare Delivery 

System.

ÅMy hypothesis is, centers that donôt become part 

of the Medical Home structure and/or arenôt able 

to demonstrate through measureable results that 

they are able to provide high quality specialty 

behavioral health care that manages the total 

healthcare expenditures of their clients will be at 

risk.



Behavioral Health Payment and Delivery System Reform

Overview

ÅCommunity Behavioral Healthcare Organizations (CBHOs) have two important 

roles in a reformed health care environment that addresses the needs of persons 

with serious MH/SU disorders: 1) Serving as an integral part of Medical Homes 

and 2) Providing Specialty Behavioral Healthcare Services. 



Behavioral Health Payment and Delivery System Reform

Overview

The following four behavioral health payment reform and 

delivery design initiatives are essential foundation components 

of a reformed system.
1. Medical Homesneed to be re-envisioned as Person-

Centered Health Care Homeswith additional Federal 

funding and active participation of Community Behavioral 

Healthcare Organizations;

2. Federal designationshould be created for Federally 

Qualified Behavioral Healthcare Centers(FQBHC) with 

accompanying benefits and responsibilities; and

3. Dedicated Federal Funding Streamsshould be developed 

to support behavioral health workforce development and 

FQBHCs that will have additional responsibility to serve 

uninsured and underinsured persons with serious mental 

health and substance use disorders.

4. Federal and State Payment Methods must change to 

address the disincentives that hinder provision of the right 

care at the right time in the right place;



Reform 1: Person-Centered 

Healthcare Homes

Healthcare 
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Behavioral Health Payment and Delivery System Reform

1. Person-Centered Healthcare Homes

ÅIn April the National Council 

released a report, Behavioral Health 

/Primary Care Integration and The 

Person-Centered Healthcare Home, 

which addresses the gap between 

current Medical Home designs and 

the needs of persons with serious 

mental health and substance use 

disorders. This report presents a 

three-option blueprint for how 

CBHOs can come into alignment 

with health care reforms under 

consideration.

ÅUsing the National 

Councilôs Four Quadrant 

Model, the report 

articulates the different 

needs of population 

subsets. Each quadrant 

considers the behavioral 

health and physical health 

risk and complexity of the 

population and suggests 

the health care home 

model that may be more 

appropriate.



Behavioral Health Payment and Delivery System Reform

1. Person-Centered Healthcare Homes

ÅPersons with low to 

moderate behavioral 

health complexity and 

risk (Quadrants I and 

III) would receive their 

behavioral healthcare 

in the Primary Care 

setting. Persons with 

moderate to high 

complexity and risk 

(Quadrants II and IV) 

would receive their 

behavioral healthcare 

at CBHOs. 



Behavioral Health Payment and Delivery System Reform

1. Person-Centered Healthcare Homes

ÅAs noted, Medical/Healthcare Homes are likely to become a core 

component of healthcare reform. As the payment models change for 

Healthcare Homes, including bonus-type arrangements for managing total 

health expenditures, they will prioritize working with Community Behavioral 

Healthcare Organizations that can assist them in managing the total 

health expenditures of persons with serious mental health and substance 

use disorders.

ÅIn this new environment, Community Behavioral Healthcare Organizations 

will need to decide whether to continue providing specialty behavioral 

healthcare services only(Quadrants II and IV) or also become more 

integrally involved in being part of a Healthcare Home.



Behavioral Health Payment and Delivery System Reform

1. Person-Centered Healthcare Homes

ÅCBHO involvement in the Medical/Healthcare Homecan occur in one of 

three ways.
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Behavioral Health Payment and Delivery System Reform

1. Person-Centered Healthcare Homes

ÅCurrently, there is inadequate funding to provide primary care medical 

services to persons with serious mental health and substance use 

disorders who lack this care (Quadrants II and IV). In addition, because 

most states do not adequately fund behavioral health services for 

persons with low to moderate behavioral health risk and complexity ï

Quadrants I and III ïthere is insufficient funding to meet their 

behavioral healthcare needs (which should be provided in primary care 

settings).  

ÅRecent Congressional action to provide $7 million in new SAMHSA 

funding to co-locate primary care capacity in Community Mental Health 

Centers is an important start.For health care reform to succeed for 

persons with moderate to high mental health and substance use 

disorders, it is critical to increase this funding to levels that 

address the needs of all four sub-populations.



Reform 2: Federally Qualified 

Behavioral Healthcare Centers
Fully Integrated 
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Behavioral Health Payment and Delivery System Reform

2. Federally Qualified Behavioral Healthcare Centers

ÅCommunity Behavioral Healthcare Organizations are at a significant 

disadvantage, compared with other types of provider organizations, in 

their ability to flourish in a reformed environment.

ÅThis contrasts with the Community Health Center system. As this system 

evolved, a federal designation of Federally Qualified Health Centers 

(FQHC) was added that strengthened the level of standardization in 

oversight, accountability, services, and payment structures.

ÅFQHCs have access to a dedicated funding stream, a Medicaid 

prospective payment system that approaches covering the full cost of 

doing business, and favorable Medicare reimbursement rules. In addition, 

FQHC designation brings a number of other favorable financial benefits 

such as access to favorable drug pricing under Section 340B of the Public 

Health Service Act.



Behavioral Health Payment and Delivery System Reform

2. Federally Qualified Behavioral Healthcare Centers

Å This table shows 2007 Revenues by payor for the 1,067 Federally Qualified Health 

Centers that have Section 330 Grants. Note that revenue from the 330 Grants and 

Indigent Care programs are not available to CBHOs. FQHCs also have higher Medicaid 

and Medicare revenue due to favorable Federal legislation. 
2007 Revenue Ratios

Grant Revenue

Section 330 FQHC Grants $1,683,908,963 18.5%

Other Federal Grants $200,676,524 2.2%

State/Local Grants/Contracts $886,402,060 9.8%

Foundations/Private Grants/Contracts $378,384,064 4.2%

Total Grant Revenue $3,149,371,611 34.6%

Patient Service Revenue

Medicaid $3,320,438,823 36.5%

Medicare $548,357,016 6.0%

Other Public $238,597,215 2.6%

Third Party Insurance $666,521,498 7.3%

Patient Self-Pay $597,170,297 6.6%

Total Patient Service Revenue $5,371,084,849 59.1%

Revenue from Indigent Care Programs $335,084,637 3.7%

Other Revenue $234,496,445 2.6%

Total Revenue $9,090,037,542 100.0%

Number of Grantees 1,067

Average Revenue per Grantee $8,519,248



Behavioral Health Payment and Delivery System Reform

2. Federally Qualified Behavioral Healthcare Centers

ÅAs we have studied the FQHC model, it 

has become clear that a parallel 

structure for Community Behavioral 

Healthcare Organizations, Federally 

Qualified Behavioral Healthcare 

Centers(FQBHC), based on the FQHC 

accountability and payment structures, 

has the potential to address a number 

of problems facing the Community 

Behavioral Healthcare system. 

ÅSpecifically, we have been looking at 

the 10 benefits and the 8 

responsibilities that come with FQHC 

status.



Behavioral Health Payment and Delivery System Reform

2. FQBHC Benefits

ÅNote that items 1, 2 and 4 relate to the revenue rows in the slide above.



Behavioral Health Payment and Delivery System Reform

2. FQBHC Benefits

ÅThe following support cost savings rather than new revenue.


