
Unclaimed children revisited 
Working Paper no. 3

Towards Better Behavioral Health  
for Children, Youth and their Families

Financing that Supports Knowledge

Janice l. cooper

January 2008



towards Better Behavioral health for children, Youth and their Families:  
Financing that supports Knowledge

by Janice l. cooper

this working paper provides a broad overview of sources of funding (and their policy roots) that underwrite 
children’s behavioral health services illuminating the flaws and prospects of various policy choices. it 
aims to stimulate debate that will bring about changes that put financing in the service of better mental 
health, social functioning and educational well-being for children and youth with behavioral health 
problems and those at-risk and their families. it concludes with recommendations for policy action to 
create and sustain a support federal and state fiscal environment. 

aUthor

Janice l. cooper, Phd, is director of child health and mental health at nccP and assistant clinical 
Professor, health Policy and management at columbia University mailman school of Public health. 
dr. cooper directs Unclaimed Children Revisited, a series of policy and impact analyses of mental 
health services for children, adolescents, and their families.

acKnoWledgments

in 1982, Jane Knitzer’s seminal study, Unclaimed Children: The Failure of Public Responsibility to 
Children and Adolescents in Need of Mental Health Services, called attention to the desperate state of 
the mental health system for children and adolescents with mental health problems and their families. 
the study became a turning point in the mental health field and led to a series of reforms. twenty-five 
years later, the national center for children in Poverty (nccP) has undertaken a national initiative, 
Unclaimed Children Revisited, to re-examine the status of policies that impact the optimal well-being 
of children, youth and their families. the initiative is guided by a stellar national advisory committee. 
it includes state case studies in california and michigan, with separate state advisors. i am grateful 
for funding from the John d. & catherine t. macarthur Foundation, the annie e. casey Foundation, 
the california endowment and the Zellerbach Family Foundation. 

i am also grateful for the assistance of the following current and former federal and state officials, 
program leaders and advocates: Karen andersson, charlie Biss, chris Bray, Bill Bouska, Jolene Borka, 
claudia Brown, gary decarolis, lin christensen, luann gray, chris habgood, ron hendler, michelle 
herman, gary hook, louise Johnson, Bruce Kameradt, chris Koyanagi, Ford mclain, amalia mendoza, 
carma miatta, sheila mills, liz mishell, mary morehauser, stan mrozowski, amy Petrila, Barb Putnam, 
Frank rider, dan schaub, cheryl shearer, debby spellman, luanne southern, diane sondheimer, robin 
tusch, sue ross, david Woodlock, and Jim Wotring.

i would like to thank my colleagues at nccP, morris ardoin, Yumiko aratani, sarah dababnah, rachel 
masi and telly valdellon who helped me with this paper. i am also indebted to a group of reviewers: 
Kimberly hoagwood, sherry glied, chris Koyanagi, meredith rosenthal and luanne southern, who 
generously commented on earlier drafts of the paper. most especially, i thank dr. Jane Knitzer. all 
errors remain mine.

copyright © 2008 by the national center for children in Poverty

The National Center for Children in Poverty (NCCP) is the nation’s leading 
public policy center dedicated to promoting the economic security, health, and 
well-being of America’s low-income families and children. Founded in 1989 
as a division of the Mailman School of Public Health at Columbia University, 
NCCP is a nonpartisan, public interest research organization.



national center for children in Poverty Towards Better Behavioral Health for Children, Youth and their Families   1

Unclaimed children revisited   Working Paper no. 3

Towards Better Behavioral Health for Children, Youth  
and their Families: Financing that Supports Knowledge
Janice l. cooper   |   January 2008

Executive Summary ...................................................................... 2

Introduction ................................................................................. 4

SECTION 1 – An Overview of Children’s Behavioral Services ..... 5

Setting the Context ........................................................................ 5

 A Portrait of Funding for Children’s Behavioral  
 Health Services ....................................................................... 6

SECTION 2 – An Overview of Federal Behavioral Health  
Funding Streams and Their Impact ............................................ 12

Mental Health-Specific Funding Streams ...................................... 12

 Federal Community Mental Health Block Grants ................ 12

 Federal Comprehensive Community Mental Health  
 Services for Children and Families Program (System of  
 Care Grants)......................................................................... 13

 Mental Health Transformation State Infrastructure Grants ... 16

Substance Abuse Specific Funding ................................................ 16

 Federal Substance Abuse Prevention and Treatment Grants .. 16

Funding that Supports Mental Health and Substance Abuse ........ 17

 Indian Health Service ........................................................... 17

 Child and Adolescent Mental Health and Substance  
 Abuse State Infrastructure Grants ......................................... 18

Medicaid Funding and Children’s Behavioral Health .................... 18

 Medicaid and Children’s Behavioral Health .......................... 18

  The Impacts ................................................................. 19

 Medicaid Mental Health Funding: Asset and Drain  
 for State Budgets .................................................................. 20

Medicaid and Children and Youth with Behavioral Health  
Needs in Other Child-serving Systems ......................................... 21

 Medicaid and Child Welfare Systems.................................... 21

 Medicaid and Juvenile Justice Systems .................................. 22

 Medicaid and Other Funding of Mental Health Services  
 in the Schools and Early Childhood Settings ........................ 23

  The Larger Challenge ................................................... 23

Other Medicaid Provisions that Impact Children’s Behavioal  
Health Across the Systems ............................................................ 25

 Rehabilitation Option .......................................................... 25

 Real Choice .......................................................................... 25

 Home and Community-Based Waivers ................................. 27

 TEFRA ................................................................................ 27

Other Financing Trends in Medicaid ............................................ 27

 Medicaid Managed Care ...................................................... 27

 Broad State Waivers .............................................................. 29

The Deficit Reduction Act of 2005 .............................................. 29

 The DRA ............................................................................. 29

 Section 1915(i) ..................................................................... 32

 Proposed New Regulations on the Rehab Option ................. 32

 Proposed New Regulations on School-based  
 Administration and Transportation ...................................... 35

SECTION 3 – Fiscal Innovation in States and Local  
Communities ............................................................................. 36

Broad System Reform Efforts ....................................................... 36

Focusing on Outcomes ................................................................. 40

Preventing/Reducing Custody Relinquishment ............................ 40

Going Straight to the Taxpayers .................................................... 41

Summary ...................................................................................... 42

SECTION 4 – Taking Stock: Challenges and Opportunities ..... 43

Ten Fiscal Policy Problems............................................................ 43

Potential Levers for Change .......................................................... 53

 Promoting Family Choice and Involvement Through  
 Fiscal Policies ........................................................................ 53

 Strengthening Family and Youth Involvement ...................... 53

 Implementing a Quality Framework to Make Decisions ....... 54

 Changing the Federal Legislative Framework to Support  
 Fiscal Policy Congruent with Knowledge.............................. 55

SECTION 5 – Conclusions and Recommendations:  
Fiscal Policies in the Service of Knowledge ................................. 56

Towards the Future....................................................................... 56

 Fiscal Policy In Sync with Sense and Science ........................ 56

Conclusions ................................................................................. 57

Recommendations ........................................................................ 58

Endnotes .................................................................................... 61

Table of Contents



2   Towards Better Behavioral Health for Children, Youth and their Families  national center for children in Poverty

Executive Summary

The money trail in children’s behavioral health leads to 
strange and unexpected places. In a time of more and 
more information about effective practice and histori-
cally high levels of child behavioral health funding, it 
leads to community-level service shortages and poor 
quality combined with inadequate mechanisms for ac-
countability. It leads to fiscal policy that is out of sync 
with the knowledge base on effective practices, with 
opportune times to intervene and with strategies that 
lead to improved mental health for children and youth. 
On occasion it leads to pockets of service excellence. 
Following the money in children’s behavioral health also 
shows that opportunities abound for improving service 
quality-informed fiscal policy.

This working paper provides a broad overview of fund-
ing sources (and their policy roots) that underwrite 
children’s behavioral health services, illuminating the 
flaws and prospects of various policy choices. It aims 
to stimulate debate that will bring about changes that 
put financing in the service of better behavioral health, 
social functioning and educational well-being for chil-
dren and youth with or at risk for mental health and 
substance abuse problems and their families.

While the focus is on public funding for mental health 
and substance abuse services within the behavioral 
health arena, attention is also paid to related funding in 
education, child welfare and juvenile justice. However, 
this working paper does not represent a comprehensive 
review of funding in those areas.  

Data for this working paper comes from multiple 
sources, including telephone and face-to-face inter-
views with key stakeholders, review of the literature 
and policy documents as well as preliminary data from 
Unclaimed Children Revisited: Survey of State Children’s 
Mental Health Directors.

Multiple sources fund children’s behavioral health.

Funding for children’s behavioral health services come 
from a wide range of sources and represent a substantial 
increase since 1982, when Knitzer revealed the fail-

ures of public financing to support a coherent service 
delivery strategy despite obligations under the law. 
For example, at least $14 billion was directed towards 
funding services to address the behavioral health needs 
of children and youth in 2001. While current fund-
ing is relatively small compared to overall behavioral 
health expenditures and even miniscule when seen in 
the context of total health care spending, it still repre-
sents historic levels. Yet, it fails to address current needs 
of identified children and youth and those at risk for 
mental health problems.  

Children and youth with behavioral health problems 
and their families, as well as those at risk for behavioral 
health problems experience funding dedicated towards 
children’s behavioral services differently depending on:

n the state they live in or in which they access services;

n the type of services they access; and

n the funding sources.

Despite overwhelming evidence supporting preven-
tion and early intervention services, funding is heavily 
focused towards deep-end treatment like residential 
and intensive services. Moreover, state behavioral health 
authorities overwhelmingly support adult services over 
children’s services, by a margin of more than three to 
one nationally.  

The primary public funding sources for behavioral 
health services for children have increased access, and 
out-of-pocket costs for families have decreased, espe-
cially for the most troubled children and youth. None-
theless, enormous service gaps remain. These are largely 
driven by the financing streams and their underlying 
policies. Medicaid’s structural deficiencies, such as a 
diagnosis-dependent public payment system and a med-
ical-model driven service delivery system, dominate the 
fiscal picture. These are compounded by recent efforts 
to further constrict the range of services that public 
financing will support. They also serve to significantly 
undermine efforts to address the gulf between the needs 
of children, youth and their families and improved 
behavioral health.  
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The following elements typify the fiscal policy frame-
work in children’s behavioral health services:

n over-reliance on residential treatment compared to 
community-based, family-guided care based on pre-
vention, early intervention and treatment strategies;

n lack of access to, or the availability of, community-
based treatment alternatives compounded by the 
ease of finding and funding immediate residential 
placement, and the urgency of the public safety 
concerns for the most troubled children and youth;  

n fiscal practices, particularly through Medicaid, are 
inconsistent with the knowledge base about effective 
children’s behavioral health services, and sometimes 
make it impossible to use that knowledge base, for 
example, some components of evidence-based mod-
els are ineligible for Medicaid reimbursement;

n insensitivity to prevention and early intervention 
and the supporting knowledge base, for instance, 
largely diagnosis driven, Medicaid does not reim-
burse for many prevention-related interventions;

n limited incentives to plan strategically and to sup-
port leadership informed by children’s behavioral 
health knowledge at the state level;

n state-based service inequities driven by variation in 
the use of available Medicaid provisions;

n fiscal policies that are often out of sync with the 
developmental needs of children and youth;

n poor information technology that undermines ac-
countability and the development of a quality-based 
system; 

n inadequate alignment of fiscal policy with quality 
initiatives; and

n missed opportunities to seize the initiative at the 
federal level to embed best fiscal practices

There are opportunities for reform in the context of 
mounting evidence about effective practices. Three 
potential policy levers for change include: support for 
family choice in treatment decisions, creation of op-
portunities for family and youth empowerment in all 
aspects of care delivery and the national groundswell to 
implement a quality agenda in health care.

This working paper highlights state and local innova-
tion in finance policy. These initiatives encompass 
broad fiscal reforms in states such as New Mexico, 
California, New York, Minnesota, Oregon, Arizona and 
Vermont. Also profiled are specific targeted interven-
tions that focus on outcomes, reducing harmful and 
ineffective practices (for example in Kansas, Virginia, 
Alaska and West Virginia) and creating locally-based 
behavioral health investments in states and communi-
ties, including Michigan, Colorado, Florida, Missouri 
and Vermont.  

These and other initiatives only scratch the surface of 
the vast need for services. They cannot flourish and at-
tain the capacity required without a supportive federal 
fiscal environment. Strong federal policy action is there-
fore urgently needed.  

NCCP recommends the following: 

1) Attend to the lack of capacity at the community 
level;

2) Significantly raise the quality of care delivered in 
community-based and other settings for children, 
youth and their families;

3) Instill accountability for public financing of behav-
ioral health; and

4) Legislate a new national paradigm to guide fiscal 
policy for children’s behavioral health.  
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Introduction

A variety of sources and complex funding mechanisms 
support the delivery of children’s behavioral health 
services. This fiscal labyrinth has roots in many fields 
including: medicine, public health, behavioral health, 
social services, child welfare, juvenile justice, education, 
early childhood, community development and labor. Its 
complexity is in part a function of the network of pur-
chasers and suppliers of services and supports that range 
from large corporations to small community-based or-
ganizations and solo practitioners. Among this array are 
licensed and regulated entities including public health 
centers, community mental health centers, private for 
profit, not-for-profit and public agencies operating 
in homes, communities, and in-patient or residential 
facilities. An assortment of solo service providers also 
operate and include licensed and unlicensed clinicians, 
specialists, and community-based support workers. 

Approximately 20 percent of children and youth in the 
United States need mental health services and supports.1 
Most of America’s children, youth and families who 
need these do not receive them.2 Fewer than 20 percent 
of children with mental health service needs and 9 to 13 
percent of youth who need drug and alcohol treatment 
receive them.3 There is not enough money to meet the 
demand for services. Further there is wide variation in 
service access, use and outcomes based upon residency, 
race/ethnicity, income and insurance coverage.4 The 
reasons for the imbalance between needs and resources 
are a source of continuing and often contested debate. 
Opinions vary as to whether funding inadequacy lies at 
the root of the problem and about how to address the 
unmet need. 

n Do policymakers face a fiscal environment character-
ized simply by insufficient resources? 

n Do inefficiencies in their use contribute to the short-
fall? 

n Or does the problem with funding lie with a failure 
to provide incentives for effective interventions? 

To begin to address these questions and to get a fuller 
understanding of children’s behavioral health services 
financing, this working paper aims to: 

1) provide an overview of child and adolescent behav-
ioral health with a special focus on mental health 
financing and, to review major sources of federal 
funding for children’s mental health services;

2) examine critically the pivotal role of federal fiscal 
support, particularly Medicaid, in behavioral health 
service delivery;

3) highlight perspectives on state and local emerging 
fiscal innovations; and

4) recommend fiscal policy solutions that support effec-
tive practices and positive outcomes for children and 
adolescents. 
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SECTIoN 1

An overview of Children’s Behavioral Health Services

Setting the Context

An estimated one-fifth of children and youth in the 
United States has a diagnosable mental health problem 
according to the United States Surgeon General.5 In 
addition, approximately 15 percent of adolescents test 
positive for substance abuse and up to 20 percent of 
substance abuse treatment admissions involve youth 
with a co-occurring mental health disorder.6 These esti-
mates of prevalence of behavioral health disorders, while 
generally accepted in the behavioral health community, 
mask higher levels of need among children and youth 
involved with child welfare, juvenile justice and special 
education.7 

Funding paradoxes and challenges are not new. Histori-
cally, funding for mental health problems for children 
and youth has not met the prevalence rates found in 
the community. In fact in the first national policy study 
in 1982, Knitzer found that less than $20 million was 
available to support children’s mental health services.8 
Access to Medicaid funding for community-based 
therapeutic services was limited. The existing Medicaid 
financing structure favored inpatient psychiatric services 
over community-based alternatives. In 1982, hospital 
and institutional-based care drove the financing of men-
tal health services for children and adolescents. System 
observers characterized community-based funding as 
fragmented. According to Knitzer in 1982, “states had 
almost no capacity to provide non-residential care like 
day treatment and were not working to create these ser-
vices.”9 Many states provided minimal fiscal support for 
community-based programming for children and where 
they did, few demanded the type of accountability that 
would permit the most efficient use of existing resources. 
Knitzer also reported that while one-third of responding 
states could track children’s mental health expenditures, 
only 15 percent could identify a children’s mental health 
budget with specific information on service allocation. 
Overwhelmingly states (62%) were unable to identify 
child mental health funding as distinct from adult fund-
ing. Of the states that did have separate child mental 
health budgets, only 3 to 25 percent of the entire budget 

was spent on children.10 Consequently, for the most 
part, the mental health needs of children, adolescents 
and their families remained largely unaddressed.  

Today, some progress has been made and practice rheto-
ric has emphasized community-based care.11 But the 
money trail tells a different story.  In 2005, the Substance 
Abuse and Mental Health Services Administration 
(SAMHSA) appropriated almost $400 million in support 
of community-based mental health.12 In contrast, it is 
estimated that over $4.2 billion was spent on residential 
treatment alone in 2002.13 Today, while progress has been 
made in addressing the gap between service needs and 
supply much remains to be done.14 The first fiscal analysis 
was done in 1982. Today much has changed. Much more 
is known about the fiscal underpinnings of the children’s 
mental health system. Nearly all states can now track the 
dollar amounts spent on children’s mental health, within 
the state mental health authority’s purview.15 Further, 
states now invest more in mental health services for chil-
dren and youth. For instance in 2004 on average states 
allocated 21 percent of their community mental health 
budgets on children and youth.16 More than half of all 
states spend at least 20 percent of their overall mental 
health budget to children and youth, and more than 
one-third spend at least 25 percent of their overall budget 
on children and youth.17 Spending by state mental health 
authorities for mental health services for children and 
youth hovered between 16 and 22 percent (higher 
for community-based services) of total mental health 
spending from 1997 to 2004 (see Figure 1). States also 
now fund family support and family and youth advo-
cacy and allocate both their own funding and Medicaid 
to financing services in a variety of community-based 
settings such as schools, recreational settings, child care 
setting and the home.18 In addition, more children and 
youth are now identified with mental health problems 
and receive mental health services in non-specialty men-
tal health settings such as primary care settings.19  

At the same time, the sources of funding and their pro-
portion allocated to children and youth have changed. 
Medicaid spending now dwarfs spending through state 
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tax revenues, which simply was not an option when 
Knitzer wrote Unclaimed Children. Medicaid, in fact, is 
the most important driver of children’s mental health fis-
cal policy. Taken together, these shifts in service delivery 
and new and reconfigured funding streams require a 
different approach to how a system for service delivery is 
conceptualized and financed. The bottom line is that per-
sistent high unmet needs and variable access, quality and 
outcomes demand a better understanding of how states 
spend the estimated $14 billion allocated to behavioral 
health service delivery for children, youth and families.   

To set the stage for this analysis, first we highlight what 
is known about the current overall status of funding for 
children’s behavioral health services, including mental 
health and substance abuse treatment. 

A Portrait of Funding for Children’s Behavioral 
Health Services 

How much money is spent on children’s behavioral 
health (including mental health and substance abuse)? 

Estimates of spending for all behavioral health services, 
including treatment for substance use disorders, for children 
and youth can be conservatively made at $14.07 billion for 
all behavioral health spending in 2001 (holding spending 
at 1997 rates).20 Using these rough estimates, children’s 
mental health services alone accounted for $12.5 bil-

lion, leaving a paltry proportion of funding to support 
treatment for substance use disorders for adolescents.21 
These figures, however only extend to the health and 
behavioral health sectors. To put these numbers in 
context, it is estimated (using 2001 data) that across all 
ages, total mental health and substance abuse treatment 
spending is at $104 billion, with mental health account-
ing for $85 billion (82%) of the total expenditures.22 

Mental health and substance abuse related services 
delivered in schools, social service agencies and juvenile 
justice agencies that are non-federally or non-third-party 
funded are not included in this figure. Consider that 
spending for mental health services in the education 
sector is estimated conservatively at $3.8 billion (some of 
this is Medicaid).23 In child welfare Medicaid alone con-
tributes $3.7 billion to support treatment and support 
including general health care.24 In addition, local social 
service departments use their own monies and allocate 
some of their federal funding such as the social services 
block grant to support children’s mental health services 
for children and youth in care. Funding also flows 
through public health agencies to support mental health 
services provided by primary care physicians, pediatri-
cians, physicians’ assistants, nurse practitioners, school 
nurses, federally qualified health centers, community 
mental health centers, school-based and early learning 
health centers, non-office-based settings such as mobile 
crisis and shelters, and general and specialty hospitals.  

Where does this money come from? 

A wide-range of sources makes up the more than $14 bil-
lion that funds mental health and substance abuse services 
for children and youth. These sources include:

n state and local general revenue (including those from 
tribal jurisdictions);

n federal discretionary funds, entitlements and formula 
and block grants;

 – Medicaid and the State Children’s Health Insurance  
Program (SCHIP), Temporary Assistance to Needy 
Families (TANF), Social Services Block Grant (SSBG);

 – federal categorical revenue allocated toward 
specific health and human service agencies, in par-
ticular but not limited to the federal Departments 
of Health and Human Services (DHHS), which 
includes SAMHSA Education and Justice;

 – Indian Health Service; and

Figure 1: SMHA-controlled Expenditures for Mental 
Health Services for Children and Youth, 1997-2005

Sources: SMHA-controlled expenditures for mental health services for children and 
adults, FY'97 and FY'01, Personal communication, National Research Institute.Table 
16: SMHA-controlled mental health expenditures by age group and state: FY 2001, 
National Research Institute. Table 13: SMHA-controlled mental health expenditures 
by age group and state: FY 2003, National Research Institute.Table 13: SMHA-
controlled mental health expenditures by age group and state: FY 2004 (in millions), 
National Research Institute. Table 13: SMHA-controlled mental health expenditures 
by age group and state: FY 2005, National Research Institute.
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 – a host of private payers including insurers and 
employers.

For substance abuse, it also includes:

n Substance Abuse Prevention and Treatment Block 
Grant;

n Medicaid and EPSDT;

n SCHIP; and

n Indian Health Service.

Despite this list of potential funding sources, one state 
study revealed that the majority of mental health services 
in the state were supported by two major sources: the men-
tal health authority (41%) and Medicaid (54%) in 2004.25 
The total cost was over $262 million. Fifty percent of the 
resources supported community-based services for chil-
dren and youth. But a small proportion of users (17%) 
accessed inpatient and residential care and consumed a 
significant proportion of the resources. (See Figure 2.)

What do we know about per capita spending for 
children and youth?

Mental health median per capita spending for children and 
youth-related community mental health programs controlled 
by the state mental health authority in 2004 totaled ap-
proximately $54 compared with $61 overall. As Figures 3a 
and 3b show, states spending on children’s mental health 

varied as a proportion of all spending as well as on a per 
capita basis. In 2003 and 2005, per capita mental health 
expenditures for children and adolescents were $45.40 
and $52 respectively. Between 2001 and 2003 all states 
increased their per capita spending on children and ado-
lescent mental health services, but overall funding levels 
remained relatively stable.26 No data is publicly available 
on per capita spending for children and youth for sub-
stance abuse prevention and treatment, but per capita 
spending for substance abuse prevention and treatment 
for adults, children and youth in 2003 amounted to 
$1.28 for prevention and $3.97 for treatment.27 There 
have also been studies of per child spending on mental 
health and related services by different funding sources. 
The data reveal wide variation by service sector and with-
in funding categories: from $1,400 per child per year 
in Medicaid payments for services delivered in primary 
care settings based on national data (Kaiser) to $38,000 
per child per year in payments for intensive community-
based and inpatient mental health services based upon 
data from New Jersey Medicaid. (See Table 1).

Figure 2: Mental Health Expenditures and Service Use by 
Type of Service for Children and Youth in Maine, 2004

Community MH Svs
83% of users

$131,514,749

Inpatient psychiatric
14% of users

$35,646,587

Other 24-hour care
3% of users

$95,055,348

Source: Yoe, J. T., & Harvey, B. (2006). Exploring mental health service use 
and expenditures across state government: The Maine experience. Presented at 
the 16th annual conference on state mental health agency services research, 
program evaluation and policy research to inform the system transformation 
process. Baltimore, MD.

Table 1: Estimated Average Per Child Spending on 
Mental Health Services by Funding Source

Funding source Estimated average  
 per child spending

child Welfare $5,216a

medicaid: community-based  
mental health services $10,033b

medicaid: community-based  
and inpatient services $38,000c

medicaid: Foster care $4,336d

special education $14,147e

substance abuse: mh/sUd $6,000-$13,000f

Juvenile Justice $1,933g

medicaid overall $1,400h

multiple: based on soc site $4,256i

sources: 

a. Per person spending based upon nri’s other state agency study (lutterman, 
Yoe, rivard, & thomas, 2006). 

b. Per person spending based upon new Jersey medicaid study (ireys & cherlow, 
2004). 

c. Per person spending based upon new Jersey medicaid study (ireys & cherlow, 
2004). 

d. Per person spending based upon analysis of medicaid funding of children in 
foster care (genn, sommers, & cohen, 2005). 

e. Per person spending base upon analysis of special education funding for children 
with emotional disorders (chambers, shkolnik, & Perez, 2003). 

f. Per client spending in three states (vandivort-Warren, Undated). 

g. Per person spending based upon nri’s other state agency study (lutterman, 
Yoe, rivard, & thomas, 2006). 

h. Kaiser Family Foundation, 2006.

i. anderson, J. a., meyer, r. d., sullivan, W. P., & Wright, e. r. (2005). impact of 
a system of care on a community’s children’s social services system. Journal of 
Child and Family Studies 14(4): 505-520.
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Figure 3a: SMHA-controlled Mental Health Expenditures for Children and Youth, 2001
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Figure 3b: SMHA-controlled Mental Health Expenditures for Children and Youth, 2003
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Few reliable estimates exist of how much revenue is 
spent by each child serving sector within a given state or 
nationally to support children’s mental health services. 
A recent study of children’s mental health financing by 
state health and human services agencies in six states 
found that only three of these six states could provide 
data on most of the potential funding sources. Across 
the six states studied, spending per user ranged from 
$1,933 by juvenile justice to $3,320 by Medicaid, and 
$5,216 by child welfare.28  

A larger study of funding for children’s mental health 
services in 18 states charted state variation in expendi-
tures and overall reaffirmed other studies on geographic 
disparities in access to care. In particular, variation in 
access rested on three factors: Medicaid eligibility, state 
child psychiatric workforce capacity, and the proportion 
of African-American youth served. High expenditures 
in states also correlated with a high proportion of Med-
icaid eligible participants in the state and the propor-
tion of children and youth in out-of-home placement.29 
Table 2 shows variation between high and low per child 
expenditures among states for Medicaid and state be-
havioral health authority spending. In Table 2 per child 
funding for office-based visits ranged from a low of $32 
to $1,974 for state mental health authority funding and 
from $177 to $1,378 for Medicaid funding. Across the 
board, while vast variation existed between service types 
and settings, Medicaid reflected less variation than state 
funding. Figures 4a and 4b show total per youth spend-
ing based on data from three states for substance abuse 
services derived from both Medicaid and state behav-
ioral health funding. Total spending per youth ranged 
from $1,341 to $1,710.30 Residential treatment, the 
treatment type which represented the highest per youth 
costs, ranged from $3,872 to $5,529 and outpatient 
treatment ranged from $311 to $776.31 

Table 2: Medicaid and State Mental Health Authority Spending by Services for 18 States, 2001-2002

Funding source median expenditure per child office/clinic services Day treatment Case management Emergency services

Medicaid  $500 $3,085 $1,373 $162

          low $177 $250 $317 $48

          high $1,368 $8,778 $2,592 $2,441

State MHA $737 $3,553 $808 $412

          low $32 $37 $25 $50

          high $1,974 $22,796 $5,682 $7,923
source: dougherty management associates, 2003.

Figure 4a: Total Spending and Spending by Service Type 
per Youth with Substance Use Disorders (SUD)
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Figure 4b: Total Spending per Youth by Behavioral
Health Disorder
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health, substance abuse and Medicaid agencies for three states in 1997. Rockville, 
MD: Substance Abuse and Mental Health Services Administration.



10   Towards Better Behavioral Health for Children, Youth and their Families  national center for children in Poverty

Such variation is even more noticeable across behavioral 
disorders. Figure 4b shows that total funding for youth 
who received treatment for co-occurring disorders 
(mental health and substance use disorders) were sig-
nificantly higher than for treatment for either disorder 
alone. In addition, it reveals disparities in treatment 
costs from per youth spending of $5,758 to $12,759 for 
co-occurring disorders, $2,355 to $5,000 for treatment 
for mental health disorders only, and from $1,228 to 
$1,710 for substance abuse treatment.32 When exam-
ined across child serving settings for three states, one 
study found that compared to state funding Medicaid 
was more likely to support youth in treatment for 
mental health (38.6%) or co-occurring disorders (19%) 
than youth with only substance use disorders (SUD) 
(8.6%).33 States were more likely to carry the burden of 
funding youth with SUD only (69%).34  

To what extent do children and youth get their fair 
share of mental health resources?  

The issue of fair share of resources for children’s mental 
health is a long standing one. Today, as in 1982, fueled 
in large measure by estimates of disproportionate rates 
of unmet needs, questions on proportional funding 
between children and youth and adults with mental 
health problems persist.35 Figure 5 shows the proportion 
of spending allocated specifically to adults compared 
to children and youth between 1997 and 2004. While 
the disparities between community-based funding for 
children and adults have declined, the proportion of 
funding specifically directed toward adult programming 
is vastly greater than funding for children and youth. 
Whether the analysis involves the proportion of federal 
funding devoted to mental health services for children 
relative to the proportion of children and youth insured 
by Medicaid, or at the state level, the proportion of 
child and adolescent beneficiaries with identified mental 
health disorders and intense needs and significantly 
lower expenditures, all point in the same direction: 
spending on adult mental health outstrips spending for 
children and youth.36 

The continuing uneven allocation of mental health 
resources between adult and children and youth despite 
similar rates of prevalence raises considerations beyond 
equity to include effectiveness, efficiency and account-
ability.37  

How well does funding support a balanced set of  
services that address prevention, early intervention  
and treatment? 

Recent research suggests that funding for children’s 
mental health services and supports should cover not 
only treatment for children and youth but also preven-
tion, early recognition and early intervention strategies. 
Moreover, for a range of adult mental health problems 
with their onset during childhood and adolescence, 
treating children and youth represents prevention and 
early intervention. The evidence is clear that children 
and youth with behavioral health problems who access 
services and supports earlier fare better than those who 
do not.38 This latter factor is largely absent in mental 
health fiscal policy. Further, spending on children’s 
mental health is not consistent with what has been 
termed a public mental health paradigm.39 It neglects to 
take a universal approach to mental health that is more 
prevalent in other forms of health care, with specific 
targeting for those most at-risk and those with identi-
fied problems. For example, in Maine, data reveals fully 
half of all funding underwrote the cost of inpatient 
psychiatric and residential treatment services for less 
than one fifth of users in 2004.40 Policymakers in sub-
stance abuse, largely through the provisions of the block 

Figure 5: SMHA-controlled Mental Health Expenditures 
for Community-based Programs. Proportions Allocated 
for Children and Adults, 1997-2004*

Note: Some expenditures not allocated by age.

Sources: SMHA-controlled expenditures for children and adults in state psychiatric 
hospitals, community programs, and total SMHA expenditures, FY’97-FY’03. National 
Research Institute. SMHA-controlled expenditures for mental health expenditures for 
children and adults, FY’97-FY’01. National Research Institute. Table 15: SMHA-
controlled mental health expenditures at community-based programs by age group 
and state: FY 2004 (in millions). National Research Institute.
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grant, have embedded a heavy emphasis on prevention. 
Twenty-per cent for the block grant must be spent 
on prevention. This modeling by the federal govern-
ment had ripple effects. All states met this benchmark 
in 2003, and 23 states spent in excess of 20 percent of 
their block grant dollars on prevention.41 In addition, 
while on average only 6 percent of state only funding 
was directed towards prevention, three states spent 20 
percent or more of their own funding on prevention. 
There is no comparable language in the mental health 
block grant.

What do we know about variation in total 
expenditures across states?  

In 2003, overall state mental health authorities allocated 
20 percent of community-based program funding spe-
cifically to children and adolescents. Some states spent 
almost half of their budget on children and adolescents 
while others devoted less than 5 percent to children’s 
mental health services.42 

Among the states that spent greater proportions of 
their mental health budgets on children, the propor-
tion spent on children ranged from 25 to 62 percent 
in 2001, to between 27 and 98 percent in 2003. Some 
states have completely separate adult and children’s sys-
tems and report this data separately. Between 2001 and 
2003 the proportion of spending devoted to children 
and adolescents among the states that spent the lowest 
proportion of their spending on children and adoles-
cents did not change significantly. 
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SECTIoN 2

An overview of Federal Behavioral Health Funding Streams  
and Their Impact 

Children’s behavioral health care services are funded 
through federal health block grants, targeted system of 
care grants, Medicaid and to a lesser extent, State Child 
Health Insurance Program (SCHIP). In addition, there 
are many categorical grant programs targeted to ad-
dress, usually for a short term, particular issues (such 
as trauma). Described below are the major funding 
streams, their contributions to increasing capacity and 
brief summaries of related challenges.

Mental Health-Specific Funding Streams 

While the Substance Abuse and Mental Health Services 
Administration (SAMHSA) stands as the main federal 
agency legislatively mandated to oversee children’s mental 
health services, the agency’s funding represents a tiny frac-
tion of the total amount of federal funding that supports 
children’s mental health.43 Overall, SAMHSA, part of the 
Department of Health and Human Services (DHHS) 
supported children’s mental health services in 2005 
through an estimated $395 million that funded 640 
grants.44 SAMHSA also directs over $400 million in 
grants to states through the federal community mental 
health block grants. Federal, state and local govern-
ments allocate funding through a wide spectrum of 
additional sources for children’s mental health. 

Federal Community Mental Health Block Grants

Of the $420 million allocated to states in FY 2001 
through the Community Mental Health Block Grant 
program, according to one survey, on average 35 percent 
($147 million) was devoted to children and adolescents 
with severe emotional disturbance.45 By 2004 the Block 
Grant increased to $434 million.46 Historically the 
Community Mental Health Block Grant program 
(commonly called the federal block grant) has spurred 
statewide mental health service capacity expansions.47 
Federal block grant funding grew from $370 mil-
lion in 2001 to $406.5 million in 2006.48 It offered 
cash-strapped state mental health programs funding 

to adopt new strategies or new policies. Block grant 
administrators credit the program with stimulating the 
over three-fold increase in state funding per block grant 
dollar (from $8.35-$38.59) for mental health from 
1983 to 2001.49 In addition through funding require-
ments, 5 percent of the federal block grant was set aside 
for technical assistance, data management and evalua-
tion. By 2004, total funding for the federal block grant 
was $434 million.50 On average, in 2004, 23 percent 
of states reported spending 50 percent or more of their 
federal block grant dollars on children’s mental health 
services and supports. Through this small but pivotal 
funding mechanism grant administrators in partnership 
with state directors attempt to promote change at the 
state and local levels. Specific conditions for the use of 
federal block grant funding include:51

n restrictions on its use for institutional-based care; 

n maintenance of effort; and

n attention to special populations like the homeless, 
or services targeted at consumer and family support 
and rural communities. 

Unlike the substance abuse block grant, there is no 
prescribed focus on prevention. 

Some states have used the federal block grant to insti-
tutionalize through law and regulations special foci. For 
example in Minnesota, until recently, state law required 
a 25 percent set-aside from federal block grant funds to 
support mental health care to Minnesotans of Native 
American descent.52 States have also used the block grant 
funds to test out innovative models for care delivery 
and support. Preliminary data from Unclaimed Chil-
dren Revisited: State Children’s Mental Health Directors’ 
(UCR: SCMHD) Survey shows that most states support 
their statewide family advocacy organization using the 
block grant. Several states use the block grant to support 
implementation of evidence-based practices in pilots or 
limited geographic areas. Other uses include to support 
strategies to address the needs of youth transitioning 
into adulthood, funding school-based mental health 
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services, supporting training in cultural competence and 
leadership, funding mechanisms to track outcomes, and 
implementing a system-of-care in communities.  

The federal block grant also fosters increased account-
ability from states by promoting a uniform reporting 
system, adopting evidence-based practices and mental 
health information technology.53 Unfortunately, there 
has been no specific analysis of the impact of the block 
grant on improving children’s mental health.54 Further, 
a recent report from the Office of Management and 
Budget found the program lacked accountability, as re-
quired under the Government Performance and Results 
Act (GPRA). In response to the assessment, the federal 
block grant is currently undergoing an independent 
evaluation.55 In 2000 legislatively mandated changes 
to the block grant resulted in the federal performance 
partnership with states through the block grant. In ex-
change for greater flexibility, states would move toward 
greater accountability. By 2004 SAMHSA emphasized 
data and accountability by funding data infrastructural 
grants and thorough the establishment of the national 
outcomes measures (NOMS). Through the NOMS 
SAMHSA established 10 measures in various aspects of 
behavioral health on which states must report. These 
measures target morbidity reduction, school engage-
ment or employment, reduction in juvenile justice 
involvement, stability in living situation, social connect-
edness, service capacity increase, treatment retention, 
perception of care, cost effectiveness and implementa-
tion of evidence-based practices.56 

Federal Comprehensive Community Mental 
Health Services for Children and Families 
Program (System of Care Grants) 

In contrast to a broad-based mental health financing 
source like the federal block grant, SAMHSA’s Compre-
hensive Community Mental Health Services for Chil-
dren and Families Program represents a targeted federal 
initiative. Currently funded through the Children, 
Adolescent and Family Branch of the Center for Mental 
Health Services, and widely known as the system of 
care (SOC) initiative, it represents the most significant 
federal investment targeting children with the most 
severe mental health needs.57 Federal investment in 
SOC development moved from $1.5 million in 1984 
to a nearly $5 million appropriation in 1993 authorized 
through the Public Health Service Act, Title V, Part 

E, Section 561, as amended, Public Law 102-321 (see 
Table 3).58 Its current annual budget totals over $104 
million, and since its inception 121 SOC grantee com-
munities have been funded.59 In addition, states and 
localities are required to contribute matching funds on 
a graduated scale. Table 4 shows local, state and federal 
match ratios based on current guidelines for a hypo-
thetical site. Collectively, local and state funding, when 
matched with this federal funding, represents significant 
investments in children’s mental health systems beyond 
the estimated $104 million allocated in grants.

Table 3: Comprehensive Community Mental 
Health Services for Children and Families Annual 
Appropriations, 1993-2007

Fiscal year Final appropriations

1993 $4,900,000

1994 $35,000,000

1995 $60,000,000

1996 $60,000,000

1997 $70,000,000

1998 $73,000,000

1999 $78,000,000

2000 $83,000,000

2001 $91,700,000

2002 $96,459,000

2003 $98,053,000

2004 $102,353,000

2005 $105,112,000

2006 $104,078,000

2007 $104,078,000

total $1,165,733,000
source: Personal communication with michelle herman, project officer, child, 
adolescent and Family Branch, samhsa, gary decarolis, former branch chief, 
child, adolescent and Family Branch, samhsa and chris Koyanagi, policy director, 
Bazelon center on mental health law.

Table 4: Local: Federal Match for Hypothetical Site

Year in  Local/ Federal Local match: Federal 
grant  state  match site X based on  
cycle   $ hypothetical $$

Year 1 $1 $3 $333,333: $1,000,000

Year 2 $1 $3 $500,000: $1,500,000

Year 3 $1 $3 $666,666: $2,000,000

Year 4 $1 $1 $2,000,000: $2,000,000

Year 5 $2 $1 $3,000,000: $1,500,000

Year 6 $2 $1 $2,000,000: $1,000,000

total site X $8 $12 $8,499,999: $9,000,000
   ($17,499,999)
computed based on current funding match. luanne southern contributed to 
creating this table.
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The SOC initiative grew out of federal efforts to make 
operational and expand the concept of systems of care, 
first called for by Knitzer in Unclaimed Children and 
further developed and refined by Stroul and Friedman.60 
At that time, Knitzer reported that only seven states had 
started developing systems of care.61 A system of care 
was defined as “a comprehensive spectrum of mental 
health and other necessary services and supports that 
are organized into a coordinated network to meet the 
multiple and changing needs of children and their fami-
lies.”62 The SOC concept was intended to address major 
problems with the children’s mental health system.63 
These problems included over-reliance on institutional 
care and limited intensive community-based alterna-
tives, inadequate mental health services for children in 
the juvenile justice and child welfare systems, frag-
mented care, and most dismaying, the disrespectful 
and dismissive treatment of families and their culture. 
The consensus principles governing systems of care 
have played an important organizing and vision-setting 
role for families, clinicians and policymakers across the 
country. While the original definition did not focus 
only on children with the most severe disturbances, the 

SOC dollars are targeted exclusively to children with 
serious emotional and behavioral disorders.

Through the specific grant program many states and 
local communities have adopted the SOC framework as 
a catalyst for reform, including fiscal reform. Central to 
building and sustaining SOC efforts are changes to how 
services are funded, purchased, managed and delivered. 
SOC sites have engaged in a variety of fiscal reform 
strategies. Through their fiscal initiatives they have:

n developed cross-agency analyses of funding sources, 
mandates and reimbursement methods;

n implemented strategies to reallocate existing revenue 
away from out of home placement and into commu-
nity-based alternatives; 

n established refinancing mechanisms including inte-
grated funding and braided funding; and

n provided flexible funds under the direction of a fam-
ily and service team guided by a single care plan.  

In addition to fiscally-driven strategies, service-related 
changes have also been core to the heart of these reform 
efforts. In particular, communities have adopted the 
wraparound process as a core approach that links 
strengths and needs with services and supports. The 
wraparound process requires multi-disciplinary care 
planning and service teams with children, youth, and 
families as equal partners in service delivery and sup-
ports.64 

On the whole, federally funded SOC sites hold mixed 
records in spurring broad-based fiscal reforms at the 
state level. The federal funding role has been pivotal in 
some communities and states and less influential in oth-
ers. On the one hand, federal SOC grants have ignited 
the development of integrated service delivery systems, 
cutting through barriers created by individual agencies 
and their rules. They often provide some local commu-
nities the needed freedom to chart a new direction, thus 
serving as a linchpin for reform. 

The Dawn Project in Indianapolis used the grant to 
bridge funding silos and foster innovative funding 
strategies.65 Other projects have redirected substantial 
resources from institutionally-based and residential 
care.66 Still others have assumed administrative and/or 
care management responsibilities for a range of non-
traditional health and mental health services and sup-

Box 1: System of Care

System of Care Values

n child driven and Family Focused

n community-based

n culturally and linguistically competent

n Family driven

System of Care Principles

access to:

n comprehensive service array

n individualized services based on individualized needs 
and service Plans

n clinically-appropriate, least restrictive service settings

n Families as Full Partners in service Planning, decision-
making and delivery

n integrated service delivery

n case coordination and seamless service delivery

n early identification and intervention

n seamless transitions to adulthood

n culturally responsive services and supports

n Youth and Family rights and advocacy

source: lourie, i. (1994). Principles of Local System of Development: For 
Children, Adolescents and Their Families. chicago, il: Kaleidoscope; stroul, B. 
a., & Friedman, r. m. (1996). the system of care concept and Philosophy. in B. 
a. stroul (ed.), Children’s Mental Health Creating Systems of Care in a Changing 
Society. Baltimore, md: Paul h. Brookes Publishing co. 
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ports. Some SOC sites generated savings in one system 
through appropriately managing services’ utilization in 
another sector.67 Other effective strategies used by SOC 
sites were designed to maximize Medicaid revenues. 
They include developing infrastructure supports such 
as information technology and management informa-
tion systems to interact with Medicaid, changing state 
plans to include language on empirically supported 
practices, technical assistance to providers, and leverag-
ing of partner agencies’ contribution for the state match 
for Medicaid.68 Further, other systems have recognized 
the value of the SOC approach and have embedded the 
concept in the functioning of their systems or ironically 
in some cases, created their own SOC initiatives rather 
than building upon current efforts.69

On the other hand, some grants have yielded other 
unintentional consequences such as:

n serving as a disincentive to cooperate with the state’s 
mental health authority on its own priorities and ini-
tiatives, since funding by passes state mental health 
authorities and, absent state involvement, deters 
state-wide replication;

n creating community ill will, as an enriched service 
array for a limited number of youth is perceived as 
inequitable and unsustainable among community 
stakeholders; and

n failing to sustain post grant services and supports 
once grant funding is exhausted.

There have been efforts to correct these problems 
through new language in procurement requirements. It 
mandates closer interaction between grant communities. 
Additionally, it requires technical assistance efforts that 
stress closer community engagement and emphasis on 
sustainability from the beginning of the grant process.70

 
Other frequently reported challenges from the federal 
SOC initiatives include: 

n poor fiscal integration between agencies that fund 
mental health services;

n limited engagement of education agencies as partners;

n difficulty in spreading fiscal reforms beyond the 
public mental health system;

n fledgling efforts to spark reinvestments in communi-
ty-based services, prevention and early intervention; 
and

n continued focus on children and youth with the 
most severe mental disorders. 73

The most central limit related to systems of care grants, 
however, is that they have not been a catalyst for states to 
replicate the strategies throughout each state, nor provided 
incentives for such expansion. Further, while many sites 
continue functioning after the federal grant has ended, 
few operate at the same level of intensity attained during 
the grant period. Even fewer maintain the partnerships 
and cross-agency engagements that were developed to 
conduct functions associated with grant requirements. 

Box 2: Examples of Innovative Fiscal Approaches in 
Systems of Care  
  
Wraparound Milwaukee, a former federally funded soc 
site, currently administers three separate medicaid waivers 
through which children, youth and their families access a 
comprehensive array of mental health services based upon 
the soc philosophy targeted to the most seriously in need 
children and youth. 

n through a 1915(a) waiver approved over a decade ago, 
the agency manages a $33 million integrated funding 
pool that blends funds from medicaid, mental health, 
juvenile justice and child welfare to serve nearly 700 
children and youth with serious mental illness who have 
needs that must be addressed by multiple agencies.  

n a separate waiver approved in 2004 allows Wraparound 
milwaukee in partnership with abri health Plan, a local 
health maintenance organization, to manage behavioral 
health services for over 3,400 children and youth in 
foster care. Wraparound milwaukee operates under a 
risk-based sub-capitation. these fiscal and clinical ar-
rangements afford a continuum of care for children with 
serious mental disorders who are current or graduated 
foster care recipients. 

n the agency also manages behavioral health services for 
approximately 200 children and youth with developmen-
tal disabilities enrolled in a home and community-based 
waiver in milwaukee county.

source: Personal communication. interview Bruce Kameradt, Wraparound 
milwaukee, June 30, 2006.

Tampa Hillsborough Integrated Network for Kids (THINK). 
through an administrative services organization, the 
children’s Board of hillsborough county Florida, thinK 
provides choice and control over the service array and indi-
vidual family services’ budgets for children, youth and their 
families.71 one year after federal funding, thinK’s funding 
pool increased by one-third, the number of credentialed 
network providers was up by two-fifths and the array of 
services increased by more than 40 percent.72 even in this 
case however, thinK partners ceased to contribute signifi-
cant amounts of revenue after the federal grant ended. 

source: Personal communication. amy Petrilla, thinK project director, sept. 1, 
2006.
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Finally, SOC initiatives reach a relatively small num-
ber of children, youth and families (approximately 
70,000 children and youth were served by this initiative 
through 2005).74 As such, they lack the scale to signifi-
cantly impact the broader service delivery system or 
alter mental health outcomes for most children, youth 
and their families. In short, absent in large measure 
from these programs’ legacies are the broad, statewide 
changes expected by the creators and other champions 
of national reform efforts.75   

Mental Health Transformation State 
Infrastructure Grants

Nearly $93 million was awarded to seven states in 2005 
to develop their mental health infrastructure to support 
the reforms called for in the President’s New Freedom 
Commission report.76 Two additional states were later 
awarded. The nine states include:77

Connecticut Missouri Oklahoma
Hawaii   New Mexico Texas
Maryland   Ohio  Washington 

All nine states report that they have included their chil-
dren’s mental health systems as integral components of 
these efforts. Preliminary data from the UCR: SCMHD 
Survey 2006 indicates that four of these states are heav-
ily focused on capacity assessment and development. 
Two other states are placing equal emphasis on clini-
cal capacity development and fiscal reforms. One state 
is working on fiscal reform and coverage expansion. 
Another state has emphasized workforce development 
and clinical capacity expansion through evidence-based 
practices. One state is using its grant to tackle child 
welfare, embed evidence-based practices and enhance its 
relationships with academic centers.  

Substance Abuse Specific Funding 

In 2007 funding for substance abuse prevention and 
treatment through the Substance Abuse and Mental 
Health Services Administration totaled $1.758 bil-
lion.78 From 1986 to 2003 spending in substance abuse 
treatment represented an annual growth rate of approxi-
mately of 5 percent.79 All of this growth has occurred 
in the public sector.80 Medicaid funding for substance 
abuse grew by 8 percent and substance-abuse related 
funding in Medicaid represented 14 percent of all 

Medicaid funding. Unlike in mental health, most of the 
funding for substance abuse (85%) is directed at spe-
cialty providers and facilities. In 2003, state and local 
funding represented 40 percent of all public funding.81 
State substance abuse prevention and treatment funding 
increased by 13 percent from 2000 to 2003.82 Support 
for substance abuse prevention and treatment funding 
was shared equally by states through their revenues and 
federal substance abuse and treatment block grant and 
other discretionary funding.83

Federal Substance Abuse Prevention and  
Treatment Grants

The federal substance abuse prevention and treatment 
grants (SAPT) amounted to $1.759 billion in 2006.84 
The block grant includes several requirements includ-
ing set-asides: a set-aside of not less than 20 percent 
for primary prevention activities; a 5 percent set-aside 
for HIV related early intervention strategies; and a 5 
percent set-aside for administrative activities. It also has 
two provisions for maintenance of effort on expendi-
tures for women with dependent children and pregnant 
women and for state funding.  

In addition to the funding for prevention within the 
SAPT block grant, the Center for Substance Abuse and 
Prevention (CSAP), which administers grant programs 
related to substance abuse prevention, also funds 23 
discretionary grant programs making over 994 awards 
that totaled $344 million in 2004.85 These included 
scores of drug-free community grants and 17 state infra-
structure grant programs. Similarly, the administering 
agency for the substance abuse treatment component of 
the block grant, the Center for Substance Abuse Treat-
ment (CSAT), oversees 30 discretionary grant programs, 
making over 564 awards that totaled $193 million in 
2004.86 These grants included seven screening, brief 
intervention, referral and treatment initiatives (SBIRT), 
seven state infrastructure grants for co-occurring mental 
health and substance use disorders and 32 data infra-
structure grants. In recent years the SAPT block grant 
has seen cuts, some in response to an evaluation (known 
as a PART assessment) from the Office of Management 
of Budget that deemed some components of its pro-
gramming inadequate.87 The PART assessment gave the 
SAPT block grant program a poor rating mostly based 
on the slow progress toward outcome measures. It is not 
clear what proportion of the block grant funds services 
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to children and adolescents. However, preliminary 
analysis that NCCP conducted on discretionary fund-
ing from CSAP and CSAT awarded in 2005 identified 
76 grants totaling over $19.7 million. Over 60 percent 
of these grants and 57 percent of all the funding focused 
on children, youth and their families.88

Amidst the news of public funding dominance in sub-
stance abuse prevention and treatment is the realization 
that 91 percent of youth who needed alcohol treatment 
and 87 percent of youth who needed treatment for 
illicit drug use did not receive services.89 In fact youth 
represent a small fraction of those served (8%) by the 
nation’s treatment facilities where the vast majority of 
the treatment resources are directed. Of the specialty 
treatment that youth received for substance use disor-
ders, 87 percent was delivered on an outpatient basis, 
and non-hospital residential care and inpatient hospital 
care represented 12 and 1 percent of all youth admis-
sions respectively.90 According to one national study, 2.6 
million youth who needed specialty treatment did not 
receive it.91 Moreover the treatment that youth received 
in adolescent facilities often did not meet the field devel-
oped consensus-based standards on best practices. Mark 
and colleagues found in a review of substance abuse 
treatment programs that many operated below par on 
elements of effective care.92 For example, while the vast 
majority of substance treatment providers conducted 
comprehensive assessments for substance abuse disorders 
(97%) only half also conducted comprehensive mental 
health assessments. Service integration also proved to be 
an area of weakness, with only 50 percent of programs 
providing integrated treatment for the dually diagnosed 
and only 20 percent providing integrated treatment 
for pregnant and newly parenting youth. While the 
programs were particularly strong in discharge plan-
ning, only half of the programs offered youth assistance 
with getting social services including Medicaid, despite 
Medicaid’s crucial role in accessing services.93  

Funding that Supports Mental Health  
and Substance Abuse

Indian Health Service

Indian Health Service’s (IHS) mission is to address the 
health care needs of the over 1.9 million American-
Indians and Alaska Natives (AI/AN) who belong to 

the nation’s 562 federally recognized tribes. Services are 
provided both directly from IHS funded facilities and 
entities that contract with IHS. The IHS system includes 
approximately 50 hospitals, 247 health centers, five 
school-based health centers, 34 urban clinics and over 
300 health stations.94 In FY 2006, the budget for IHS 
totaled $3.9 billion.95 Approximately $58.5 million was 
allocated for mental health and $143.2 million for alco-
hol and substance abuse related programming.96 Con-
sequently, less than 7 percent of IHS’ budget supported 
mental health and substance abuse services in 2006.97 

The impact of IHS on increasing service capacity and 
financing of behavioral services for children, youth and 
their families is limited due to the following factors:

n under-funding;

n poor Medicaid billing;

n lack of access for many potential users; and

n inadequate behavioral health capacity to meet the 
service needs. 

IHS’ financing is integrally linked to Medicaid including 
Medicaid reforms. A perpetual state of under-funding, 
estimated at 40 percent, makes Medicaid critical to its 
operations.98 The consequences of this funding shortfall 
include substantial gaps in the provision of health services 
by the IHS, particularly, as inpatient and out-patient be-
havioral health services, recently identified by the GAO.99 
Despite its need for diverse funding sources including 
Medicaid and Medicare, in FY 2006, IHS facilities col-
lected less than $645 million in reimbursements, the 
largest proportion which came from Medicaid and Medi-
care.100 This low reimbursement rate reflects under-enroll-
ment of AI/AN individuals in Medicaid. For example one 
report notes that less than 300,000 AI/AN children and 
youth are enrolled in Medicaid.101 Additional problematic 
factors are lackluster collection rates and high rates of 
non-acceptance of Medicaid payments even among some 
IHS and tribal-related behavioral health providers.102  

Many AI/AN individuals do not access IHS facilities. 
Only between 20 to 50 percent of AI/AN individuals 
receive their care through IHS facilities or contracted 
entities.103 Of those who use IHS, only an estimated 
280,000 are Medicaid enrollees.104 IHS service capacity 
is hampered by staffing shortages. One study estimates 
that only 14 percent of the IHS mental health workforce 
is trained to work with children and adolescents and 
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only one-third of IHS areas even have child and ado-
lescent mental health providers.105 Compounding the 
impact of the workforce shortage issue on service capac-
ity is the tie between state reform efforts and Medicaid 
benefit delivered through IHS providers. Although IHS 
and tribal governments are eligible for 100 percent of 
federal Medicaid match, they are subject to state estab-
lished eligibility criteria and benefit package. So if a state 
narrows its eligibility criteria the AI/AN facilities and the 
individuals they serve are affected. In addition, urban 
Indians not served by IHS do not benefit from the en-
hanced federal match nor do non-IHS referral points.106  

Child and Adolescent Mental Health and 
Substance Abuse State Infrastructure Grants

SAMHSA’s Center for Substance Abuse Treatment and 
Center for Mental Health Services jointly fund a grant 
program designed to strengthen states’ ability to develop 
and sustain services for youth with co-occurring mental 
health and substance use disorders. The five-year, $5.3 
million grant was awarded to six states and one tribal 
government.107 Grants total $750,000 per year and 
cannot be used for services (Personal communication. 
Diane Sondheimer, Center for Mental Health Services, 
Dec. 12, 2007). They are used to support infrastructure 
development, collaboration, and a range of efforts that 
target service expansion in Arizona, Georgia, Nebraska, 
Nevada, the Puyallub Tribe in Washington, South Caro-
lina and Utah. Key efforts include:108

n outreach to the state’s 21 tribal nations and – memo-
randa of understanding across child-serving systems 
in Arizona;

n fiscal mapping in Georgia;

n developing early intervention and treatment capac-
ity in early childhood and maternal depression in 
Nebraska;

n embedding enhanced capacity to address co-occur-
ring disorders in the state’s behavioral health reform 
efforts in Nevada;

n strengthening capacity to meet the needs of youth 
with co-occurring disorders in the state’s IHS system 
in Washington;

n expanding non-clinical service capacity and support-
ing local and state reforms in South Carolina; and 

n enhancing clinical competence, fiscal integration and 
information technology in Utah.

Five of the seven grantees are building on current or 
past SOC initiatives.109 Noted strengths according to 
federal officials include strong leadership, focus on 
sustainability and coordination.110 Key factors that 
contribute to current challenges range from the need to 
increase family engagement and cultural and linguistic 
competence, uptake of evidence-based practices and 
financing of services not covered by Medicaid. 111 

Medicaid Funding and Children’s 
Behavioral Health 

Medicaid is the most important driver of children’s men-
tal health policy. This section provides an overview of 
Medicaid provisions that are most relevant for funding 
children’s mental health services and highlights some of 
the impacts. Box 3 provides basic information about the 
role of Medicaid and SCHIP in supporting health care 
for low-income children, including mental health. 

Medicaid and Children’s Behavioral Health 
 
Medicaid is now the largest financier of child mental 
health services.112 Changes in Medicaid significantly 
increased access to services for children, including those 
with mental health needs, many children and youth 
in child welfare, children and youth who have been 
adopted and children from families whose income in 
the past would have made them ineligible for coverage. 
Medicaid’s dominance is so firm that in several states it 
represents the sole funding source for a majority of chil-
dren with intensive mental health needs and a signifi-
cant source for those receiving high cost services.113  

Medicaid is also a program with a great deal of flexibili-
ty. In effect, there are really 50 state Medicaid programs, 
whether the lens is all child health, or just behavioral 
health. In part this is a function of how the overall pro-
gram is structured, which:  

n allows for optional services (although through 
Early Periodic Screening, Diagnosis and Treatment 
[EPSDT] there is an obligation to provide all 
necessary services);

n requires different state fiscal contributions to participate;

n provides for demonstrations and waivers; and

n allows for divergent interpretation of Medicaid rules 
at the regional level. 
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Medicaid funds mental health services and supports 
for eligible children and youth. In general, the range of 
services that Medicaid covers for children and youth in 
need of mental health services and supports is dependent 
on two factors: the state’s Medicaid plan and the fed-
eral requirements for EPSDT. For children’s behavioral 
health, Medicaid covers inpatient treatment, residential 
treatment and a range of community-based services and 
supports. State Medicaid plans describe which services 
are covered, which providers can receive reimbursement 
and at what ages children qualify for services. Whether 
these services are reimbursable and what the payment 
rates are vary across the states.114 In some states Medicaid 
payment reflects market rates. In many others, payments 
fall well below the prevailing rates. Higher payment rates 
have been associated with indicators of increased access 
such as likelihood of regular stable source of care, and 
with provider participation in Medicaid.115 

The state’s Medicaid plan lists the covered services for 
which Medicaid will reimburse. Through EPSDT, all 
medically necessary services must be covered by the state’s 
Medicaid program for eligible children and youth. Over 
the last two decades, the courts have compelled some 
states to take the EPSDT mandate more seriously. Most 
recently, two lawsuits, Katie A. and Rosie D. were settled 
by Los Angeles County and the State of Massachusetts 
plaintiffs respectively, predicated on the state’s obligation 
under EPSDT.116 It is anticipated that these decisions 
will significantly impact children’s mental health.

In substance abuse treatment, Medicaid is the primary 
funding source. While youth represented a mere 8 percent 
of substance abuse treatment admissions, they accounted 
for 20 percent of all Medicaid funded admissions, and 
only 7 percent funding from private or other sources.117 
Medicaid drove funding in other ways. For example, 
Medicaid eligible youth who entered substance abuse 
treatment were five times more likely than non-Medicaid 
eligible youth to access to mental health services.118 

The Impacts 

For children and youth with behavioral health disorders, 
Medicaid has led to dramatic increases in capacity and 
access across the spectrum of intensity of need.

Despite low reimbursement rates, access has increased, 
with more referrals to both specialty and intensive ser-

Box 3: Setting the Context: Medicaid and the State 
Children’s Health Insurance Program 

n children and adolescents represent nearly half of all 
enrollees (49%) in the medicaid program, supporting 
over 28.3 million children at a cost of $29.8 billion in 
2005.a

n an additional $4 billion underwrote coverage for 6.2 
million children and adolescents through the state child 
health insurance Program (schiP) across the country in 
2005 and 2007 funding is expected to top $5 billion.b 
(see table 5).

n coverage for children’s health (including mental health) 
still represents a disproportionately small share of total 
funding. in 1985, children represented 12 percent of 
total medicaid expenditures. By 2003 they represented 
17 percent of total expenditures.c  

n Between 1989 and 2002, among all children, the pro-
portion of children with medicaid coverage doubled from 
9.2 percent to 20.8 percent.d

n more recently concerns about structural changes to 
medicaid and schiP’s structure and fiscal shortfalls 
threaten to undermine some of these gains.e

sources: 

a. centers for medicare & medicaid services. (2006). medicaid enrollment and 
beneficiaries: selected years. retrieved march 5, 2007, from <www.cms.hhs.gov/
datacompendium/18_2006_data_compendium.asp#topofPage>.

b. (2006). Fact sheet for cBo’s march 2006 baseline: medicaid and the state 
children’s health insurance Program. retrieved June 18, 2007, from <www.
ahipresearch.org/PdFs/medicaid%20march%202006%20fact%20sheet.pdf>.

c. Kaiser commission on medicaid and the Uninsured. (2006). distribution 
of medicaid payments by enrollment group (in millions), FY2003. retrieved 
september 1, 2006, from <www.statehealthfacts.org/cgibin/healthfacts.cgi?action=
compare&category=medicaid+%26schiP&subcategory=medicaid+spending&topic
=Payments+by+enrollment+group%2c+FY2003>

d. r. Frank & s. glied, mimeo.

e. cohen ross, d., cox, l., & marks, c. (2007). resuming the path to health cover-
age for children and parents: a 50 state update on eligibility rules, enrollment and 
renewal procedures, and cost sharing practices in medicaid and schiP in 2006. 
Washington, dc: the henry J. Kaiser Family Foundation. schneider, a., Ku, l., & 
solomon, J. (2006). The administration’s Medicaid proposals would shift federal 
costs to states. Washington, dc: center for Budget and Policy Priorities. 

Table 5: SCHIP Final Appropriations

Fiscal year SCHIP final appropriations  
 (in millions of dollars)

1998 $4,295,000,000

1999 $4,275,000,000

2000 $4,275,000,000

2001 $4,275,000,000

2002 $4,275,000,000

2003 $3,150,000,000

2004 $3,150,000,000

2005 $4,050,000,000

2006 $4,050,000,000

2007 $5,000,000,000

total $40,795,000,000
source: mcclellan, m. “the state children’s health insurance” senate 
subcommittee on health of the committee of Finance. July 25, 2005. retrieved 
aug. 31, 2006, from <www.cms.hss/gov/appps/media/press/testimony.asp>.
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vices.119 For children with mental health diagnoses,  
Medicaid coverage increased two-fold, from 18.8 per-
cent to 28.1 percent.120 Expanded insurance coverage 
facilitated a significant increase in the rate of diagnosis 
of any mental health disorder among children and 
adolescents between 1987 and 2002 and the proportion 
of all primary care visits for children between ages 4-17 
with a mental health diagnosis more than tripled.121 
Additionally, the proportion of these visits where pre-
scriptions for psychotropic medications were written 
increased three-fold.122  

Even in states with slow SCHIP uptake for mental 
health services and with administrative barriers, the 
program has expanded services for children and youth 
(Personal communication. Sue Ross, Florida Depart-
ment of Children and Families, Aug. 9, 2006). This 
expansion, however, is tempered by the fact that 
nearly half of all state SCHIP programs place limits 
on inpatient and outpatient mental health services.123 
From 1992 to 2001, the proportion of emergency room 
visits for children with a mental health diagnosis more 
than doubled. Similarly, between 1987 and 1996 the 
proportion of children with a mental health diagnosis 
and inpatient stay increased. 124 Among youth with 
co-occurring mental health and substance use disorders, 
transition-age youth experienced among the highest 
rates of emergency room use rates.125 Among youth 
with more intensive mental health needs, this expanded 
health insurance also coincided with an increase in the 
use of specialty mental health services.

As access to insurance has expanded, there has been 
a decrease in disproportionately high out-of-pocket 
expenses for families. 

Expanded access to publicly funded health insurance 
has reduced the out-of pocket financial burden on 
families. From 1987 to 2000 the out-of-pocket share 
for mental health, which was higher than general health 
at the beginning of the period, dropped dramatically 
(see Figure 6) and by 2000, were less than for general 
health, in part because these families were more likely 
to have access to health insurance.126 One study of both 
mental health and substance abuse out-of-pocket costs 
attributed not only an increase in coverage but also 
parity of mental health and substance abuse coverage 
with reducing out-of-pocket spending.127 But parents 
of children and youth with mental health problems still 

incurred a range of other costs related to their children’s 
conditions. In particular for families with private health 
insurance, the financial burden is significantly higher 
for those with a child with mental health problems 
than with other disabilities.128 Even with lower out-of-
pocket costs, loopholes in parity mandates at the state 
and federal level mean that families may exhaust private 
insurance benefits and face significant fiscal hardships, 
many also continue to confront the potential of custody 
relinquishment in order to access services for their chil-
dren and youth. According to the GAO, an estimated 
12,000 families were compelled to relinquish custody 
of their children and youth in order to access needed 
mental health services and supports for them.129

Medicaid Mental Health Funding: Asset and 
Drain for State Budgets  

Medicaid’s importance as a funding source for adult 
and children’s mental health proved particularly evident 
when states faced severe economic crises. From 2001 to 
2003 the Medicaid proportion of state-controlled rev-
enues increased by almost 12 percent according to the 
National Research Institute (NRI), compared to state 
revenues, which increased by 5.2 percent.130 As a result 
of the recession in 2002 and 2003 the state-financed 
share of mental health budgets declined. Even under 
these circumstances, revenues for community-based 
mental health increased. The proportion of Medic-
aid funding increases dwarfed those of state revenues 
(14.4% from Medicaid versus 4.6% from state rev-
enues).131 This and other evidence suggest that increas-

Figure 6: Average Out-of-pocket Mental Health Costs 
for Children and Youth (4-17)

Sources: Frank, R. and Glied, S. (forthcoming). Chartbook.
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ingly Medicaid has substituted state funding rather 
than augmented state funding for mental health.132 The 
net result has been less state investments in children’s 
mental health, particularly for those groups of children 
without any health insurance and those with insurance 
coverage that support limited mental health benefits. 
See Figure 7, where data from NRI shows that as a pro-
portion of all funding for mental health, state general 
funds have declined, other funds have remained flat, 
while Medicaid has grown sharply (from 13% in 1981 
to 42% in 2004). 

At the same time, there is increasing concern at the state 
and federal level about the costs of Medicaid. In FY 
2006, Medicaid again surpassed education as the largest 
proportion of state budgets.133 Today, the cost of the 
state share of Medicaid threatens to bankrupt states. In 
the face of economic downturns, Medicaid substitutes 
for private insurance for some children and youth as 
parents lose jobs or as fewer companies offer dependent 
health insurance coverage.134 Structural problems with 
Medicaid also persist. These encompass macro program 
issues, such as anticipated costs increases related to the 
aging of the baby boomers and their increased health 
care needs, and projected costs associated with address-
ing infrastructural shortcomings, such as rudimentary 
information technology. These structural problems 
also extend to considerations that more directly impact 
children’s behavioral health, such as whether Medicaid 
expenditure funds the most vulnerable, whether there 
are sufficient providers and whether payment rates 
are adequate. These factors take on added significance 

because of Medicaid’s dominance.135 In mental health, 
Medicaid funding represented over 61 percent of all 
new revenues from 1990 to 2000.136

Medicaid and Children and Youth with 
Behavioral Health Needs in Other Child-
serving Systems 

Medicaid and Child Welfare Systems 

Substantial evidence suggests that Medicaid contributes 
significantly to underwriting behavioral health treat-
ment and support for children and youth in the child 
welfare system.137 These children and youth are eligible 
to access primary and behavioral health care through 
Medicaid and, those who do, are over-represented 
among Medicaid users with high expenditures. Recent 
estimates of Medicaid expenditures for youth in foster 
care in 2001 and 2002 totaled $3.7 billion, more than 
half of which represented the federal share. Medicaid 
spending for foster care youth greatly exceeded their 
proportion among enrollees.138 Among child and 
adolescent enrollees supported by Medicaid, children in 
foster care represented fewer than 4 percent of enrollees, 
but accounted for more than 12 percent of expendi-
tures. While on average Medicaid spending per child/
adolescent in foster care was $4,336, it varied signifi-
cantly by state and service (from $1,309 in Arizona and 
$19,408 in Maine).139 

Medicaid funded children and youth in foster care were 
over-represented among those Medicaid enrollees who 
received intensive services. Four main service categories 
accounted for over two-fifths of all Medicaid spending 
for children and adolescents in foster care, including: 
inpatient psychiatric services, general inpatient services, 
rehabilitation services and targeted case management.140 
Children and youth in child welfare were also among 
Medicaid users with the highest costs associated with 
inpatient psychiatric and residential treatment, with 
nearly one-third of all Medicaid expenditures for inpa-
tient psychiatric services. Among Medicaid child and 
adolescent enrollees, those in foster care accounted for 
almost half (46%) of all inpatient psychiatric Medicaid 
expenditures.141 Despite this funding, most children 
and adolescents in child welfare do not access needed 
mental health services.142 Moreover those children in 
child welfare who remain in their homes are even less 

Figure 7: SMHA-controlled Revenues by Source as a 
Percent of Total Funds, 1981 to 2004
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likely to access Medicaid coverage for services.143 This 
disparity between the high volume of services purchased 
and high levels of unmet need in child welfare propels 
assertions that mental health policymakers have not ag-
gressively pursued expanded Medicaid funding for child 
welfare.144 The data does not substantiate these charges 
for children and youth in child welfare, but rather raises 
the question of whether these resources could be used in 
ways that result in better access and outcomes.  

In addition to Medicaid, other state and federal child 
welfare funding is used to purchase services that address 
the safety, permanency and well-being of children and 
youth involved with the child welfare system. In some 
cases, states tap into other federal entitlement dollars 
to support child mental health service delivery. For 
instance, nationally over $85 million in social service 
block grants supported residential treatment for chil-
dren and youth with mental health needs in 2003.145 
Other examples prevail, such as in New York, where 
the state uses Temporary Assistance to Needy Families 
(TANF) funding to support mental health services for 
all children and youth in school-based health centers 
(Shauneen McNally, partner, Weingarten, Reid and 
McNally. Unpublished White Paper, New York State 
Coalition for School-based Primary Care, 2006).

Medicaid and Juvenile Justice Systems 

Estimates of the proportion of youth with mental 
health problems in juvenile justice range from 67-70 
percent. For youth in juvenile justice, access to Medic-
aid-funded behavioral health services remains limited 
in most states.146 Federal law prohibits incarcerated 
youth from receiving Medicaid-financed services and 
supports while they are committed to juvenile justice 
facilities.147 However, implementation of the regulation 
is ambiguous so that states interpret the laws governing 
Medicaid funding for pre-adjudicated and adjudicated 
youth differently.148 Consequently, states vary in how 
they deal with this prohibition. Some have developed 
mechanisms to classify youth in juvenile justice facili-
ties according to levels of security and provide Medicaid 
funding for youth at lower risk levels. These states often 
also use state funds to support youth committed to cor-
rectional facilities where Medicaid funding is prohib-
ited. Figure 8 shows, based on preliminary results from 
UCR: SCMHD Survey 2006, that 21 states reported 
that they restricted Medicaid reimbursement for youth 

in juvenile justice. Only 10 states reported that they 
prohibited the use of state mental health funding.

A memorandum dated Dec. 12, 1997, from the Centers 
for Medicare & Medicaid (CMS) may have contributed 
to this variation in state interpretation.149 CMS notes 
“two criteria” for deciding whether Medicaid funding 
for an individual is prohibited: (1) the beneficiary must 
be an inmate; and, (2) the beneficiary must live in a 
public institution. Further the CMS memo states that 
“an exception to this prohibition exists when an inmate be-
comes a patient in a medical institution. This occurs when 
an inmate is admitted as an inpatient in a hospital, nurs-
ing facility, juvenile psychiatric facility, or intermediate 
care facility.”150 More recently, proposed regulations by 
CMS on the rehab option clarify the prohibition against 
Medicaid funding for behavioral services delivered to 
children and youth who are “involuntarily confined.”151 

Disparate lines of responsibility and authority further 
exacerbate funding barriers to behavioral health services 
presented by Medicaid prohibitions in juvenile justice. 
In two-fifths of the states, local and county governments 
bear responsibility for providing mental health services 
in juvenile justice.152 Of the remainder, the state mental 
health authority is either jointly or solely responsible 
(40%), or sole authority rests with the state juvenile 
justice or the state’s authority for children’s services 
(20%).153 This complicated mix makes ameliorating ac-
cess to Medicaid-supported services even more complex. 
Federal policies may amplify the problem. For example, 
recently CMS challenged reimbursement claims by 
some states for case management delivered to children 
and youth with juvenile justice involvement, charg-
ing that these coordination functions were intrinsic to 
the goals of the juvenile justice program and would be 
undertaken irrespective of mental health involvement.154  

Figure 8: Number of States that Report Restricting 
Reimbursement for Youth in Juvenile Justice 
by Medicaid and State Funding

Source: UCR SCMHD Survey. 2006.
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Data on the high prevalence of behavioral health needs, 
mental health and substance use disorders suggest that 
services are required for youth when they are incarcerat-
ed.155 A recent study documented that nearly 48 percent 
of juvenile justice facilities report that they conduct 
standardized assessments for substance use disorders.156 
An estimated 60 percent provide substance abuse 
groups and 22 percent provide specialized program-
ming for substance use disorders. However, fragmented 
and fragile funding mechanisms result in questionable 
service quality.157 

The law is unequivocal that young people can access 
Medicaid once they are no longer incarcerated. Yet 
many states fail to develop the infrastructure to rap-
idly or automatically re-enroll these youth upon their 
release. Cuellar and her colleagues found that only 26 
percent of state Medicaid agencies had a policy of re-
enrolling youth upon release from detention, although 
46 percent admitted that youth were removed from 
Medicaid upon entry into juvenile detention.158 Fur-
ther, despite these obstacles some states support an array 
of effective treatments and supports in juvenile justice 
using their own funding. One example is Washington 
State. (See Box 4.)

Medicaid and Other Funding of Mental Health 
Services in the Schools and Early Childhood 
Settings

The Larger Challenge  

School-linked mental health funding falls into two 
categories: funding for services to children without di-
agnosed problems, often called preventive services, and 
funding for children with identified problems. Despite 
widespread calls for more funding for early childhood 
and school-based mental health, calculating the total 
current expenditures for school-based mental health ser-
vices and support has proved difficult.159 Funding from 
education and in partnership with other organizations, 
Title IV and Safe and Drug Free Schools of the federal 
Department of Education’s budget represent the most 
common way most schools (57%) report that they sup-
port mental health-related prevention services.160 State 
and local revenues and special education funds also sup-
port prevention related activities in the schools (32% 
to 43%).161 Medicaid represents the least used funding 
source for prevention activities. Increasingly, schools 
have refined their ability to tap into Medicaid financ-
ing. Almost two-fifths of schools report that Medicaid 
is a significant source of funding.162 This has called into 
question the delineation of services funded by Medicaid 
that are essential to the school’s programming and those 
specific to the functioning of a student with mental 
health problems (see discussion of the Rehab Option). 
For intervention type programs, special education, 
particularly IDEA (Individuals with Disabilities Edu-
cational Act), and local and state funds are readily used 
by schools.163 The “Safe Schools Initiative” is not widely 
used to support children and youth with intense mental 
health needs.164 

Children and youth with identified mental health 
needs with Individualized Education Plans (IEP) or 
Section 504 plans can access mental health services 
through the schools. The estimated cost of educat-
ing children with emotional disturbances (ED) in the 
school year 1999-2000 related to their disability was 
$3.8 billion.165 The per pupil cost of educating a child 
with an emotional behavioral disorder (EBD) in the 
1999-2000 school year was estimated to be between 
$11,905 and $16,588 with $14,147 representing the 
average per-pupil cost.166 Children with mental health 
needs may also be categorized under the “other health 

Box 4: Improving Mental Health Services in Juvenile 
Justice: Washington State Strategies
 
n in Washington state, the Juvenile rehabilitation admin-

istration spent approximately $10.8 million on behav-
ioral health related services and supports in 2005  
($3.5 million for mental health and the rest for sub-
stance abuse services). 

n the state’s juvenile justice agency supports the use of 
five evidence-based practices in the state in addition to 
funding mental health treatment personnel and medica-
tion for youth in residential placement in juvenile justice: 

 – functional family therapy (FFt); 

 – functional family parole; 

 – family interactive therapy;

 – dialectic behavioral therapy; and 

 – aggression replacement therapy. 

n in fact, one Washington state child welfare administra-
tor noted that building capacity for FFt in their system 
began when they tapped unused juvenile justice resourc-
es. recently, the state of Washington made a decision 
not to build a juvenile justice facility based upon cost-
benefit analyses of the comparative advantages of these 
community-based treatments.   

source: Personal communication. dan schaub, mental health program administra-
tor, state of Washington Juvenile rehabilitation administration on aug. 28, 2006).
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impairment” (OHI) group, which is how many children 
with attention-deficit/hyperactivity disorder (ADHD) 
are classified.167 Children with OHI category averaged 
slightly less than children with ED at $13,229 per pupil 
per year.168 Of the total per-pupil spending in education 
for a child with ED, 83 percent was devoted to special 
education and the balance was allocated to regular edu-
cation.169 Figure 9a shows average per-student spending 
for a child with ED, a child with OHI and an average 
special education student. Figure 9b presents a break-
down of the per pupil special education related cost for 
a child with ED, a child in the OHI category and an 
average child in special education. 

But even with these funding streams, schools report fiscal 
constraints such as insufficient community mental health 
capacity, funding restrictions and competing priorities 
amidst limited resources.170 By far the most pervasive 
barriers are systemic and most need comprehensive strat-
egies to overcome them. In particular, schools report that 
these problems may be addressed by proposing strategies 
that tie funding with educationally-linked outcomes and 
allow for increased flexibility in spending.171 

Other students without a diagnosis or a functional 
assessment who qualify for services access a range of 
prevention, mental health promotion and other interven-
tions through school-based and school-linked strategies. 
Several federally-funded grant programs support these 
interventions. For instance, the Safe Schools Healthy 
Students initiative funds states to develop school-based 
mental health interventions and supports. Between 1999 
and 2005, the federal government made available $898.3 
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SE student

Figure 9a: Average per Pupil Spending for Special and 
Regular Education by Average SE Student, Student with 
ED and Student with OHI
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Figure 9b: Average per Student Spending for Components 
of Special Education by Average SE Student, Student 
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Source: Chambers, J. G., Shkolnik, J., & Perez, M. (2003). Total Expenditures 
for Students with Disabilities, 1999-2000: Spending Variation by Disability. 
Washington, DC: American Institute for Research.
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million for this initiative.172 Figure 10 shows significant 
declines in total funding while the number of states that 
receive funding increased. A recent source of concern 
has been that, at a time of increased calls for prevention-
related services and supports, thinly spread resources 
cannot support needed infrastructure enhancements. 
Medicaid funding for very young children with chal-
lenging behaviors has been particularly difficult. Besides 
primary care, these children are often in early care and 
learning settings. Services and supports often require the 
young child, the parent along and the caregivers. But 
most Medicaid agencies (over 75%) restrict the range 
of providers who can be reimbursed for diagnosing and 
treatment a young child.173 Moreover, some state Medic-
aid agencies explicitly restrict funding of services in early 
care and learning settings (UCR: SCMHD Survey 2006).

Other Medicaid Provisions that Impact 
Children’s Behavioral Health Across  
the Systems 

Rehabilitation Option

Data are not available on the proportion of rehab op-
tion services that fund children’s services exclusively. 
However, several states tap into the rehab option to 
fund substance abuse treatment for youth with sub-
stance use disorders. Nearly all states fund children’s 
mental health services through the rehab option. The 
rehabilitation option (rehab option) was created to al-
low the states flexibility to design a set of services and 
supports for “the maximum reduction of physical or 
mental disability and restoration of an individual to 

the best possible functional level.”174 The services can 
include: “other diagnostic, screening, preventive, and 
rehabilitative services, including any medical or reme-
dial 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.” The rehab option has been a 
major lever for building community based supports for 
more troubled children and youth. 

According to CMS, 44 states funded community 
mental health services using the rehab option.175 In 
1997 spending for services under the rehab option 
accounted for $891 million.176 By 2001 revenues from 
the rehab option to states amounted to over $1.34 bil-
lion (as reported by only 21 states) for mental health 
services and accounted for 17 percent state and federal 
Medicaid revenues.177 Using this proportion Medicaid 
revenues through the rehab option could conservatively 
be estimated at over $1.76 billion for 2003 based upon 
reported revenues.178 More recent figures are unavail-
able. Given that Medicaid funding for all rehabilitation 
services totaled $5.7 billion in 2005, one would expect 
that revenues for rehab option services to be at least 
$2.28 billion in 2005 using projections by observers 
that 40 percent of individuals who qualify for a disabil-
ity do so on the basis of a psychiatric diagnosis (Per-
sonal communication with Karen Tritz, Congressional 
Research Services, Sept. 22, 2006).

Real Choice

Twenty-one of Real Choice grants were directed specifi-
cally toward children and youth with serious mental 

Table 6: Real Choice Grants by Number of Grants that Focus on Children and Youth

Grant name Number of grants  Total amount  Proportion of total  
 (# children with SED) funded funded funded for SED

Family to Family heath care information and  
education centers 29 (2 sed) $4,484,750 7%

mental health system transformation 12 (2 sed, 2 sed/mi) $4,143,445 14%

respite for children 6 (3 sed) $573,673 52%

community-based treatment alternatives  
for children 6 (all sed)  $592,421 100%

real choice systems change* 51 (4 sed) $77,808,997 9%

Quality assurance/Quality improvement 28 (1 sed)  $13,538,094 4%

ePsdt Portals to adult supports 2 (all include sed) $999,649 100%
* an additional 10 real choice systems transformation grants were awarded in 2005 totalling $26.8m; none specifically cited children with sed as their target population.

source: center for medicaid & state operations. (2006). real choice: systems change grants. retrieved July 5, 2007, from <www.cms.hhs.gov/realchoice/downloads/compendium.pdf>.
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disorders. Since 2001, CMS has directed Real Choice, 
another funding stream based on the principles of inde-
pendence and consumer choice. Real Choice is funded 
through a separate funding stream and has provided 

approximately 247 Real Choice grants to states, totaling 
over $195 million. Maine and South Carolina, under 
the auspices of the Real Choice Systems Change grants, 
received the highest awards to date specifically for chil-

Table 7: Summary of Home and Community-Based Waivers by State

 State Year  Entry criteria Target pop. # Children/ Cost Services covered Capacity Savings/  
  approved   (age) youth served per child   anticipated per 
         child savingsa

in 2003 at-risk of  5-17 (up  35 users $22,190 independent living 9  $34,500 
  hospitalization;  to 22 under (capacity for   skills, respite, family counties  
  state criteria   certain 100)  support and wraparound   
  for sed conditions)       facilitation.    

Ks 1998 clinical & fiscal  4-18 (under 2000 users $14,626 Wraparound facilitation, state $12,649 
  criteria: at risk   4 & 19-22   parent support, respite,  based upon 
  for state   under certain    independent living skills,  independent 
  psychiatric   conditons)   mental health service  evaluationb 
  hospitalization       array (case management,   
  & qualifying            attendant care, individual 
  scores on cBcl      therapy, medication mgt), 
  or caFas    vision, medical & dental.  

nY 1996 at risk of  5-17 (under 876 slots for  $46,608 case coordination, crisis 61/62 $90,784 
  hospitalization/ certain 5500 users upstate respite, family support,  counties  
  institutional   conditions  (2006-07 per slot intensive in-home   
  care; parents/  up to age 21) expanding by  $48,925 services, skills-building,    
  guardians    450 slots or downstate md care medication.   
  capable & willing  675 users) per slot    
  to participate in   
  waiver & support        
  child/youth in        
  community                          

vt 1982 children & youth  0-22 80 children/ $30,000- respite foster care stipend state   $1,418 
  with sed at risk    youth per yr, $40,000 for therapeutic foster care.   
  of psychiatric     coordinated  all services available in    
  hospitalization/  with similar  state plan including: case 
  institution where  isP (n=150  coordination specialized   
  other options for  in both  rehab skills building & 
  treatment fully    programs)  therapy.   
  explored        

mi 2005 risk of placement 0-18 43 projected $53,625 respite, family training/ 9 $23,759 
  in a state psych  initial users (projected) support, therapeutic counties  
  hospital & a child  plans to   foster care, wraparound   
  and adolescent  expand  facilitation, community 
  Functional     support, community living  
  assessment scale    supports, therapeutic  
  (caFas)    camp, skills development,  
      staff assistance, medica- 
      tion administration,  
      transitional services.           

ia* 2005 sed diagnosis  0-18 269 users $17,000 in-home therapy,  limited $30,650 
  at-risk for    (capacity for  community supports, areas 
  hospital level   300)   respite, home/vehicle  
  care    modification, targeted  
      case management.

WY 2006 sed diagnosis at 4-20 approved to $12,000 Family care coordination, 3 $20,000 
  risk for hospital  serve 250 (projected) family training/support, counties  
  level care    respite.

* iowa Waiver: this is an 1115 waiver where one component uses the home and community-based waiver principles.

a. Based upon cost neutrality figures submitted to cms.

b. Barfield, s. t., holmes, c., chamberlain, r., corrigan, s. K., & Barket, a. (2005). Home and Community-Based Services: Mental Health Waiver for Children and Youth with Severe 
Emotional Disturbance. lawrence, Ks: the University of Kansas school of social Welfare, children’s mental health research group.

source: Personal communication. liz miskell, WY, lin christensen and mary mohrhauser, ia, gary hook, n.Y., charles Biss, vt, cheryl shearer, in, steve erickson and Krista morrison, 
Ks, Bruce Kameradt, Wi, and Jim Wotring, mi. 2006.
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dren and youth ($2.3 million each). Table 6 shows Real 
Choice’s mental health and related funding for children, 
youth and their families. 

Home and Community-Based Waivers

Through Section 1915(c) of the Social Security Act, 
also known as the home and community-based waiver, 
children and youth with severe mental disorders access 
a range of services and supports that have demonstrated 
effectiveness and are designed to keep them from enter-
ing out-of-home placement. This waiver enables chil-
dren and youth to access services and supports that oth-
erwise would not be available to them. Table 7 shows 
the states with waivers and the services available to 
children and adolescents. Nationally an estimated 8,000 
children and youth with mental health needs benefit 
from the 1915(c) waiver. Expenditures for children 
and youth with serious mental health disorders and for 
adults with mental illness represent less than half of one 
percent of the overall $21.2 billion total revenue spent 
on home and community-based waivers.179 

TEFRA

Despite its potential to expend coverage for children 
and youth, the Tax Equity and Financial Responsibil-
ity Act (TEFRA) remains a less frequently used Med-
icaid option.180 Less than 2,200 children benefiting 
from TEFRA had a primary mental health diagnosis. 
Also known as the Katie Beckett Law, this act permits 
a higher income level threshold for Medicaid cover-
age. Additional eligibility criteria for TEFRA include a 
Supplemental Security Income (SSI) level of disability 
and level of care requirements equivalent to a hospital, 
intermediate care facility for individuals with mental 
retardation or nursing home. Only 20 states exercised 
the TEFRA option in 2001, with only 10 of these states 
permitting children and adolescents to qualify for ben-
efits based on their mental health disability.181 

Other Financing Trends in Medicaid 

Medicaid Managed Care

As states have attempted to maximize Medicaid rev-
enues to fund mental health services they have also 
sought to meet cost containment goals by enrolling us-
ers in managed care. These arrangements are structured 

differently across the country. The main reasons for 
using managed care strategies are to: 

n increase consumer access and choice of service 
providers;

n gain efficiencies in how resources are managed and 
authorized;

n centralize functions associated with provider re-
imbursement, contract management and provider 
network development;

n improve the coordination of services;

n track fiscal and clinical outcomes, and service 
utilization;

n raise the level of fiscal accountability; and

n monitor the quality of care provided.

According to the Kaiser Family Foundation, as of June 
2005, only Alaska, Wyoming and the US Virgin Islands 
had no enrollees in Medicaid managed care.182 Cur-
rently, 65 percent of all individuals enrolled in Medicaid 
receive their services through managed care arrange-
ments, and 45 states and territories have more than half 
of their Medicaid recipients involved in managed care.183 
As with other populations, enrolling children and ado-
lescents with mental health needs in Medicaid managed 
care plans has varied across the country, with most states 
implementing some form of managed care for specific 
segments of the child and adolescent population.184 State 
Medicaid represents by far the largest source of funding 
for behavioral managed care entities. (See Figure 11).

Figure 11: Proportion of Children and Youth in Child 
WelfareEnrolled in Medicaid Managed Care by Major 
Care Sector Involvement

Source: McCarthy, J. (2004). Child Welfare Special Analysis. Tampa, FL: Research 
and Training Center for Children’s Mental Health, Department of Child and Family 
Studies, Division of State and Local Support, Louis de Parte Florida Mental Health 
Institute, University of South Florida.
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Data on access to services within a managed care environ-
ment for children and youth with intensive mental health 
needs are mixed. Stroul and her colleagues report that: 185

n initial access to managed behavioral health care for 
children and adolescents  increased from 2000 to 
2003;

n while 21 percent of managed care plans reported 
significant service expansions in 2003, a greater 
proportion of managed care systems for children 
and adolescents (37%) reported limited capacity to 
expand home and community based services; 

n case management ranked high among the services 
with expanded capacity;

n access to extended behavioral health services dur-
ing the same period increased by 15 percent to 26 
percent, respectively.186  

In a survey of managed care programs Stroul and 
her colleagues showed close alignment with SOC 
principles and adoption of evidence-based practices. 
Behavioral health carve-outs showed greater adherence 
to evidence-based practices than integrated models.187 
Other research with child and adolescent enrollees with 
behavioral health disorders shows that managed care 
reduced access to intensive institutional and communi-
ty-based services including specialty mental health care, 
school-based services, and day treatment programs.188 
Additionally, managed care did not lead to increases 
in juvenile justice contacts for Medicaid eligible youth 
with mental health problems despite fears to the con-
trary, and had no effect on the outcomes for children 
and youth with substance use disorders.189

Managed behavioral health organizations differed from 
integrated care models both in their service capacity and 
to the extent they incorporated SOC principles into 
their business models. Carve-outs were more likely to 
expand service capacity, encourage interagency treat-
ment planning and employ the wraparound approach.190 
Research on the impact of carve-out models on service 
delivery outcomes presents a picture rife with nuances. 
Generally behavioral health carve-outs are associ-
ated with more generous benefits packages, significant 
cost reductions and increased probability of receiving 
guideline level care.191 However one longitudinal study 
of behavioral health carve-outs focused on children 
and youth showed that access to residential treatment, 

hospitalization and community-based specialty mental 
health care diminished relative to children and youth en-
rolled fee-for-service over time.192 But even in this study, 
researchers acknowledged increases in utilization of case 
management prompted by support from Medicaid.   

While some states have shied away from managed care 
approaches, most have tried to build buffers into their 
contracting processes in order to protect service ben-
eficiaries from lapses in care.193 For example, Magellan 
Behavioral Health of Florida recently responded to a 
Request for Proposal to enroll children and youth with 
mental health needs who are involved in Florida’s child 
welfare system into managed care.194 To ensure access 
and quality, the managing entity promised to provide a 
range of evidenced-based practices, family support ser-
vices, and to incorporate SOC principles as a contractu-
al expectation for providers of care. Respite, therapeutic 
foster care, multi-systemic therapy, functional family 
therapy, wraparound and school-based services are 
among the practices that Magellan will offer. So despite 
some concerns among states with regards to provider ca-
pacity, network development and access to care, Florida 
has adopted purchasing strategies to stimulate innova-
tion in managed behavioral health care for vulnerable 
children and youth.  

As with Florida, other states have focused on the child 
welfare population. The proportion of behavioral man-
aged care entities that included children and youth in 
child welfare systems as part of their covered populations 
has doubled.195 Over two-fifths of behavioral managed 
care entities bear responsibility for screening children 
with mental health issues in the child welfare system. 
States vary in the proportion of the children and adoles-
cents in foster care who are enrolled in a managed care 
plan with capitation.196 In 18 states, over three-quarters 
of children and adolescents in foster care were enrolled 
in managed care plans with capitation, and spending for 
children in capitated plans was 9 percent higher than in 
plans that did not receive a capitation rate.197 

In the area of family-driven care, approximately two-
fifths of managed care entities used family advocates 
and increasingly family and youth are being paid to 
perform roles in service delivery in over one-third of 
managed care plans.198 Managed care’s performance in 
improving the family voice must be measured against 
other efforts. Even SAMHSA, with its bully pulpit, 
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only devoted 4.3 percent of all grant funding for family 
advocacy through statewide family network grants.199 

As with traditional fee-for-service, few managed behav-
ioral health care entities (less than 25%) serve young 
children with mental health problems in a comprehen-
sive manner.200 While most managed behavioral health 
care entities reported facilitating flexible and individual-
ized care, there was a marked increase in the number of 
care entities who found it increasingly more difficult to 
provide such flexibility.201 

Managed care organizations (MCOs) also faced some 
of the same challenges as fee-for-service providers in 
adopting evidence-based practices. Only 60 percent of 
MCOs promote or create incentives for the adoption of 
evidence-based practices within their care networks.202 
As with administrators of fee-for-service mental health, 
managed care organizations have not uniformly adopted 
data driven decision-making. Nearly one-third of behav-
ioral managed care entities lacked adequate data perti-
nent to child and adolescent mental health to support 
decision making on a clinical or management level.203 

Managed care remains a work in progress. As Mechanic 
and McAlpine point out, as managed care experience  
with behavioral health service delivery grows, the 
tradeoff between quality and cost become more stark 
and harder to make for policymakers.204 For example, 
the pre-reform challenges such as disparities in access to 
services or outcomes based upon race, ethnicity and lin-
guistic competence remain.205 In addition, many of the 
techniques and business practices once touted by man-
aged care entities have not been used extensively. While 
managed care represents the most extensive and far-
reaching reform effort in publicly financed mental health 
services for children and youth, other initiatives are also 
worthy of, and increasingly demanding, attention.  

Broad State Waivers
 
Through waiver options, states are re-crafting tradi-
tional Medicaid programs. States’ efforts to gain control 
over health costs include new configurations of how 
Medicaid operates as a payer. Largely uncertain that 
managed care can yield additional significant savings, 
states are borrowing from private health insurance 
models that attempt to reduce demand for services by 
making consumers face the true costs of services. For 

example, Florida recently received approval from CMS, 
which regulates Medicaid, to radically alter the way 
it manages and purchases Medicaid funded services. 
The state’s new system is premium-based, with families 
receiving a risk-adjusted premium to purchase services 
for their children.206 While this strategy will initially be 
implemented in Broward and Duval counties, its im-
pact will be felt among all programs that serve children 
and youth in the state, given the requirement for overall 
cost neutrality. Of greatest concern is whether families 
and youth have the necessary information to make 
informed choices about services.207 

Similarly, in Vermont the state’s waiver permits it to 
operate under a global budget with an annual cap 
on spending and a commitment to index growth in 
Medicaid expenditures. For a state with a long tradi-
tion of interagency collaboration, there is also concern 
that a global budget curtails the flexibility required to 
meaningfully collaborate. For example the inability to 
bring money to the table when warranted may under-
mine collaborative efforts. How these efforts will impact 
children’s mental health is not clear yet.  

The Deficit Reduction Act of 2005 

The DRA 

In 2006, Congress enacted the Deficit Reduction 
Act of 2005, whose centerpiece was to restore “integ-
rity” to the Medicaid program by redefining how and 
which services are financed. CMS, some members of 
the Medicaid Commission and many Congressional 
leaders believed that the Medicaid revenue maximiza-
tion strategies that states undertook disadvantaged the 
federal government and put the federal state partnership 
in jeopardy.208 The DRA has been described as the most 
significant Medicaid restructuring since its inception.209 
The federal government anticipates that it will save 
$7 billion through the DRA provisions from 2006 to 
2010.210 (See Figure 12.)

A major theme of the legislation is gaining control 
over alleged “fraud and abuse.” It required CMS to 
hire an additional 100 auditors to conduct reviews and 
promote program integrity, at a cost of $75 million by 
2010.211 Between FY 2006 and FY 2009, an additional 
$180 million will be appropriated to support Medicaid 
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fraud investigations conducted by CMS. Moreover, the 
Inspector General’s work plan for 2006 included four 
mental health related audits. 

Even prior to the law’s enactment, CMS sought to curb 
Medicaid spending, eliminate “questionable financing 
arrangements” on the part of states and re-establish 
oversight.212 CMS focused on those Medicaid options 
that proved most flexible, particularly, (1) the rehab op-
tion, (2) administrative costs, (3) school-based services, 
and (4) targeted case management. These are the very 
same services that the children’s mental health commu-
nity, based on both evidence and family preference, are 
working to increase. 

Table 8 shows a list of federal audits of children and 
youth services provided within state Medicaid programs 
in FY 2005. As the table shows, the federal funding 
disallowed represented significant resources in 2005 and 
2006. Not shown are disallowances totaling $6,340,527 
as a result of four audits of children’s services in Iowa in 
2004.213

The audits conducted in Iowa proved instructive to 
identifying gaps in perspectives between the federal 
auditors on the one hand and mental health state and 
federal policy makers on the other. The difference in 
understanding the purpose of the rehab option between 
that state (and presumably most state mental health 
agencies) and CMS auditors proved critical to the au-
dits’ results. Examples of discrepancies between federal 
and state interpretations include:

n a focus on a narrow medical model, (the part of 
federal auditors) what many in mental health refer to 
as “deficit-based” rather than a psycho-social rehab 
model, an orientation referred to in mental health 
as recovery, resilience and rehabilitation (by state 
implementers); and

n a focus on traditional “office based” treatment set-
tings (by federal monitors), rather than home- or 
community-based locations with services provided 
in more “normative” environments (by state imple-
menters).214 

A wide range of disallowances hinged on services that 
the auditors considered had failed the test of being 

Table 8: Sample of oIG Audits: Children and Youth Health and Related Medicaid Funded Services,  
January 2005-June 2006

State Medicaid program Amount disallowed (federal) Date

mea school-based services $3,044,211 January 12, 2005

vtb school-based services $1,463,395 January 18, 2005

Ksc school-based admin. costs $347,047 april 4, 2005

oKd  admin. cost; tcm $10,875,782 april 4, 2005

Pae Under 21 institutes for mental disease $1,694,148 July 5, 2005

ilf school-based admin. costs $22,976 august 4, 2005

mag targeted case management $86,645,347 (additional $13,460,989 possible) may 19, 2006

mnh school-based admin. costs $9,739,500 september 8, 2006

nJi school-based services $51,267,909 may 19, 2006

Ksj school-based services Uncalculated may 23, 2006

Ksk Bundled rate development $18,500,000 June 30, 2006
sources: a. office of inspector general, 2005d; b. office of inspector general, 2005g; c. office of inspector general, 2005b; d. office of inspector general, 2005f; e. office of 
inspector general, 2005e; f. office of inspector general, 2005c; g. office of inspector general, 2006e; h. office of inspector general, 2006d; i. office of inspector general, 2006c;  
j. office of inspector general, 2006b; k. office of inspector general, 2006a.

Figure 12: Projected Savings from Proposed DRA 
Changes 
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Source: Marron, D. (2006). Letter to Congressman Joe Barton, chairman, Committee 
on Energy and Commerce, U.S. House of Representatives, Additional information 
on CBO’s estimate for the Medicaid provisions in the Conference Agreement for 
S. 1932, the Deficit Reduction Act of 2005. Washington, DC: Congressional Budget 
Office, U.S. Congress.
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rehabilitative. These included behavioral training/parent 
education and teaching skills on how to secure a job. 
Additionally, staff qualifications featured prominently 
in the audit, in direct contradiction to the movement 
in the child and adolescent mental health field to use a 
range of professional and paraprofessional staff in many 
instances. Based upon these and other assessments, the 
auditors ruled that Iowa was out of compliance with 
Medicaid statutes. The problem is that what was fraud 
to the auditors in Iowa is seen by many experts as what 
care ought to be. 

These audits are of great concern to the children’s men-
tal health policy and advocacy community. They put 
Medicaid policies on a collision course with emerging 
scientific evidence about best prevention, early recogni-
tion and intervention and treatment strategies and to 
undo many of the hard won gains (see next section) that 
are being implemented with Medicaid dollars across the 
states.  

Meanwhile states seek guidance from CMS on what 
is allowable under murky rules, and subject to the 
policy winds of the moment. Consider a particular case 
in point. CMS itself less than three years ago touted 
the use of the rehab option as a mechanism to fund 
evidence-based practices and held up as best practice 
the case of children’s services funding in New Jersey.215 
Yet recently one of its leaders announced plans to pre-
vent cost shifting by states based on those same billing 
practices for rehab services.216 As one Medicaid direc-
tor explained, “in the process of sharing our strategy 
we became aware that we were out of compliance and 
might be subject to an audit” (Personal communication. 
State Children’s Mental Health director, name withheld, 
2006). Any attempt to amend a state Medicaid plan 
opens up the state to scrutiny, disallowances and the 
prospects of Medicaid paybacks that could amount to 
huge sums of money simply because the rules may have 
changed since the last time the plan was amended.  

On the positive side, the DRA provides opportunities 
for funding flexibility. For example, states can amend 
their Medicaid plans and introduce home and commu-
nity-based services, previously provided only under a 
waiver. In addition, states can also allow higher income 
parents to buy into the Medicaid program. Preliminary 
results from the UCR: SCMHD Survey 2006 shows that 
seven states indicated interest in pursuing state plan 

amendments or Medicaid buy-ins.  The most signifi-
cant positive opportunity for some state administra-
tors who oversee services to children and youth with 
mental health problems is the demonstration project for 
alternatives to psychiatric residential treatment facilities 
(PTRF). 

Box 5: Significant Negative Consequences of DRA 
Documentation Requirement on American Indians/
Native Alaskans

new documentation requirements under dra for medicaid 
enrollment and re-enrollment negatively impact american 
indian/alaska native (ai/an) citizens since many do not 
have federal or state issued proof of citizenship and be-
cause of widespread confusion regarding the types of tribal 
documents required.  

cms requires the following relevant to ai/an citizens:

Acceptable proof of citizenship:

n department of homeland security issued american 
indian card with the classification code “Kic” 

n census tribal census records from the Bureau of indian 
affairs tribal census records of the navaho indians, 
seneca indian tribal census record*  

n a statement signed by the physician or midwife who was 
in attendance at the time of birth

Acceptable proof of identity (significantly lower level of 
documentation):

n certificate of indian Blood, or other U.s. american 
indian/alaska native tribal document

Preliminary evidence suggests pre-implementation fears 
realized.

n after the enactment of dra related documentation re-
quirements, enrollment in medicaid for native youth in 
one school dropped from 99 percent to 35 percent.  

Implications:

n given the well-recognized under-enrollment of ai/an in 
the medicaid program stemming from barriers such as 
poor relationships between tribal governments and lo-
cal, state and federal governments and mistrust of the 
federal government these documentation requirements 
further impede access to health care for ai/an children 
and youth. 

*No other proof of tribal enrollment is recognized as proof of citizenship despite the 
existence of prior policies that recognized tribal enrollment cards from all federally 
recognized tribes.

sources: davidson, v. (2007). tribal technical advisory group to the centers for 
medicare & medicaid services letter to leslie v. norwalk, acting administrator, 
Washington, dc; For external Use documentation of citizenship for medicaid 
recipients and applicants that declare they are U.s. citizens Frequently asked 
Questions. retrieved dec. 12, 2007, from: <http://machc.com/documents/
Public%20Forums/cms%20FaQs.pdf>; langwell, K., laschober, m., melman, e., 
& crelia, s. (2003). American Indian and Alaska Native Eligibility and Enrollment 
in Medicaid, SCHIP, and Medicare: Individual Case Studies for Ten States. 
Washington, dc: Bearing Point, inc and Westat, inc.
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Under the DRA $218 million was allocated to fund up 
to 10 states to develop community-based alternatives to 
residential treatment services for up to five years.217 In 
2007, CMS awarded grants to Arkansas, Florida, Georgia, 
Indiana, Kansas, Maryland, Mississippi, Montana, South 
Carolina and Virginia.218 According to CMS, an estimated 
additional 11,000 children and youth with SED will be 
served.219 A review of the demonstration projects reveals 
that only one specifically proposes fiscal reform.220 

The irony of under cutting the rehab option’s flexibility, 
while creating a new demonstration program to reduce 
the use of residential treatment, apparently has been lost 
on CMS. From a policy perspective, the overall impact 
of these changes is that they will eventually, absent 
reversal, undermine efforts to create a more responsive 
children’s behavioral health system with effective prac-
tices and services. 

Current experiences by states include delayed access 
to services for children and youth as a result of docu-
mentation of eligibility, reduction in staff and services 
and a negative impact on coalitions and collaboration 
efforts. Access problems, particularly reductions in the 
number of enrollees, posed by documentation require-
ments were also reported by the General Accountability 
Office (GAO) as one of the negative consequences.221 
It documented that half of the states reported declines 
in enrollment and another one-fifth of states were un-
able to determine the impact of the requirements. (See 
Box 6.) Together with preliminary data from UCR: 
SCMHD Survey 2006 this recent GAO report suggests 
that difficult times lie ahead. More than 50 percent of 
state children’s mental health directors responded that 
they anticipated, or their state had already experienced, 
a negative impact of DRA (27 states responded to the 
question). States in the UCR: SCMHD Survey 2006 
also reported that they anticipated loss of flexibility, loss 
of revenues, cost shifting and being compelled to un-
bundle services. One state reported that it anticipated a 
positive impact of the DRA. Of equal concern, however 
is that more than one-third of states reported that they 
did not know or had not analyzed the impact of the 
DRA on their service system.  

There is also growing anecdotal evidence of Medicaid-
related problems in child welfare related to the DRA. 
One national child welfare expert listed 25 states that 
would be in significant financial trouble as a result of 

DRA and their obligations to more vulnerable children 
and youth. Preliminary results from the UCR: SCMHD 
Survey 2006 suggests states stand to lose millions of dol-
lars: projections ranged from $3.5 to $43 million. This 
expert pointed to two states that have already restruc-
tured their child welfare services as a result of upcoming 
regulations on case management (Personal communica-
tion. Carl Valentine, national child welfare consultant, 
June 1, 2007). Chief among the changes DRA portends 
are reversals in small trends some states experience in 
moving from residential-based to more community-
oriented systems. In summation, the major casualties 
of the DRA projected by state experts in the field are: 
loss of revenues, flexibility and ability to maintain a 
community-based focus.

Section 1915(i) 

Section 6086 of the DRA established a new section 
in the Social Security Act, 1915(i) as a mechanism to 
afford states flexibility to create a program that covers 
intensive home and community-based services without 
a waiver application. It requires that the state establish 
a needs-based criteria for access to the benefit, esti-
mate the number of individuals who would receive the 
service, and base eligibility criteria on an independent 
assessment and on an individualized care plan.

Proposed New Regulations on the Rehab Option  

Recently, CMS drafted new proposed rules that clarify 
the definition and parameters of service provision 
financed under the rehab option.222 The goal of these 
rules is to preserve the “fiscal integrity of claimed Med-
icaid expenditures.” The federal government projects 
savings as a result of the proposed rehab rules as high as 
$2.2 billion, all of which will be shifted to states, locali-
ties and individual consumers and families. In effect, 
these proposed regulations further undermine the use 
of the rehab option for children and youth. There are 
some positive aspects of the proposed changes. Among 
these include the following requirements:

n state determination of provider qualifications consis-
tent with the state Medicaid plan; 

n services developed in conjunction with family mem-
bers and youth service users based upon attaining the 
maximum reduction in mental health impairment 
and improvement in mental health functioning;
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Box 6: Details on Section 1915(i)

Based on the home and community-based waiver 1915(c) 
referenced earlier, its core service components consist of:  

n case management

n homemaker

n home health aide services

n Personal care services

n adult day health

n habilitation

n respite 

n extended state Plan services

n other*

*the “other” component is not available in the 1915(i). the law regarding 1915(i) 
explicitly permits approval for day treatment, partial hospitalization services, psy-
chosocial rehabilitation services, and clinical services for individuals with serious 
mental health problems.

the advantages of this new benefit include:

n unlike the 1915(c) waiver, it does not require proof of 
cost-neutrality or that persons meet an institutional 
level of care. this has been often provided for children’s 
mental health by documenting that the child or youth 
needed a psychiatric residential treatment level of care; 

n it can be written as part of a state plan amendment, no 
waiver application is required;  

n it mandates a written individualized care plan based 
upon an assessment;

n it does not have to be offered statewide; and

n the established benefit sets a minimal threshold so indi-
viduals with greater levels of severity or need can access 
the benefit.

among the limitations of the 1915(i) include:

n it can not be applied to individuals with medicaid eligi-
bility above 150% of the federal poverty level; and 

n it can not target populations, for example, specify chil-
dren and youth with mental health problems. concerns 
about the inability to bundle services and the need to 
cover some services once presumed appropriate for the 
rehab option, have prompted some states to consider the 
1915(i). 

currently, iowa is the only state with an approved 1915(i). 
iowa’s 1915(i) benefit covers between 3,700 to 5,000 in-
dividuals, based upon a set of risk factors and needs-based 
criteria focused on mental illness.  

sources:

Bosstick, s. (2007). medicaid rate setting and unbundling services. 2007 
samhsa/cms invitational conference on medicaid and mental health services/
substance abuse treatment. sept. 28, 2007. Baltimore, md.; iowa medicaid 
enterprise. (2007). 1915(i) hcBs state plan services administration and operation. 
retrieved nov. 21, 2007, from <www.ime.state.ia.us/hcBs/habilitationservices/
documents.html>; Personal communication. Kathyrn Poisal, centers for medicare 
& medicaid, nov. 21, 2007; tritz, K. (2006). Medicaid’s Home and Community-
Based Services State Plan Option: Section 6086 of the Deficit Reduction Act of 
2005 (no. ocrs22448). Washington, dc: congressional research service, the 
library of congress. 

n services designed through a goal-oriented family 
services planning process that results in a written 
rehabilitation plan;

n services planned based on a comprehensive assess-
ment of needs;

n services’ scope, amount, duration and frequency 
recorded in a written rehabilitation plan;

n rehabilitation plan evaluated yearly to ascertain con-
cordance with goals set and re-calibrated based on 
assessment; and

n services in schools, outpatient and other community 
settings and mobile crisis vehicles permitted.  

But the positive impacts of some of these provisions are 
outweighed by more negative aspects of the proposed 
rules, which: 

n prohibit funding through the rehabilitation option 
for behavioral health services to youth who are incar-
cerated or involuntarily confined;

n forbid payment for services deemed “intrinsic” to 
meeting the “social, educational or developmental 
goals” of a non-medical program. Examples given 
by CMS included adoption, foster care and reuni-
fication services, payment for recruitment of foster 
parents, payments for supervision of classroom or 
recess aides;

n limit funding for services provided for programs other 
than Medicaid including child care, juvenile justice, 
child welfare, vocational training and education;

n reinforce Medicaid rules that do not allow payment 
for room and board;

n limit payments to schools; 

n reduce reimbursement for case management; and

n eliminate the ability of schools to claim administra-
tive costs related to any school-based mental health 
services except where those services are conducted 
by state employees or employees of the Medicaid 
agency.   

Overall, the potential impact of the proposed changes 
is regressive. 

The effort to separate services deemed intrinsic to a 
specific non-mental health child-serving entity serves 
as a disincentive to collaboration and to early interven-
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tion and prevention. For example, education, child 
care, child welfare or juvenile justice all deliver services 
that are simultaneously intrinsic to behavioral health 
and education, child development, stability and justice 
goals. Financially driving unnatural divisions seems 
counter to much of the cross-systems work that has 
dominated mental health and related disciplines for 
the past two decades. Also threatened are the emerg-
ing efforts across the states to develop mental health 
consultation strategies for pre-school youngsters in early 
care and learning settings in response to evidence that 
young children are being expelled from these settings at 
higher rates than children and youth in K-12 grades.223 
Compelling states to employ an “intrinsic” filter or test 
to services delivered in these settings will, according 
to national early child health care expert Kay Johnson, 
“have a chilling effect on expansion of this use [health 
and mental health consultation] of these funds” for this 
group of children (Personal communication. Kay John-
son, Project Thrive director, Sept. 16, 2007). 

The proposed rules on provider qualifications narrow 
the flexibility states have to use non-traditional provid-
ers or to use clinicians in flexible ways, and will force 
states to rely more on traditional providers. Yet, many 
states do not have enough traditional providers or are 
expanding the provider networks to deliver culturally 
and linguistically appropriate services. It will also exac-
erbate state and geographic disparities. Prior research 
suggests that geographic variation in access is at least 
in part due to psychiatric provider capacity.224 The rule 
change can lead to situations that defy common sense. 
For example, the proposed qualification rules mean that 
providers of rehab option funded services in one state 
may be unqualified to provide these same services in 
another state with implications for service quality and 
access based upon geography.  

The proposed regulations also serve as a disincentive for 
taking evidence-based practices to scale. The provision 
requiring that service packages be unbundled and billed 
as separate components will also make it harder to pay 
for service combinations built into specific evidence-
based practices. This is exactly counter to the recom-
mendations in a recent Institute of Medicine report, 
and is likely to threaten model fidelity and quality. 225 
It also potentially compromises the built-in service ef-
ficiencies and the cumulative practice advantages of the 
models.  

Finally, when enacted, the proposed regulations will 
negatively impact school-based mental health services, 
reversing prior policies that have strengthened the criti-
cal role of the school in helping children with emotional 
and behavioral problems.226 Although the regulations 
reaffirm schools as a legitimate locus of care for mental 
health and related services, the proposal to eliminate 
Medicaid reimbursement for administrative costs associ-
ated with the provision of these services totally under-
mines the affirmation.  

The regulations also propose to limit coverage of costs 
for transportation between home and school for chil-
dren and youth with individualized educational plans 
(IEP) and individualized family service plans (IFSP). 
CMS’ proposed rules on transportation assumes that 
the only medical services provided on school premises 
will be provided during hours when the child or youth 
will already be in school. CMS contends that current 
administrative and transportation claims violate the 
principle of “proper and efficient administration of 
the State Medicaid plan” since strategies and services 
covered may not directly benefit the Medicaid pro-
gram, would be implemented anyway as they further 
the schools’ educational mission, and because some 
coverage for transportation is not directly to or from a 
medical provider. This logic sorely misses the point of 
a financing strategies that support research-informed, 
developmentally appropriate mental health policy.  

CMS’s intent is clearly stated in the proposed rules to 
“establish the proper and efficient administration” of a 
state’s Medicaid plan. The federal government estimates 
that it will save approximately $3.6 billion over five 

Box 7: The Proposed CMS Rules and School-based 
Mental Health Services 

activities that would no longer be eligible for reimburse-
ment under administrative costs include:227

n medicaid outreach;  

n eligibility determination; 

n transportation arrangements related to medical/mental 
health services; 

n translation services; 

n program planning, policy development and interagency 
coordination; 

n medical/medicaid related training; and 

n referral and coordination. 
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years if these rules are implemented.228 How much it 
will lose in terms of youth whose condition worsens or 
who become involved with juvenile justice is not part of 
the calculus. In this string of proposals, CMS under-
mines years of effort and future attempts to create an 
integrated care model that includes all the major players 
in a SOC for children, youth and their families.  

Proposed New Regulations on School-based 
Administration and Transportation

Among the implications of these proposed changes 
include the following:

n by deeming outreach and eligibility services per-
formed by non-state employees and Medicaid 
personnel in the school setting as ineligible for 
reimbursement under the administrative costs, CMS 
will eliminate an important avenue for Medicaid 
enrollment. Yet, many studies document difficulty in 
enrolling eligible children;

n through these proposed rules CMS curtail an impor-
tant source for supporting linguistically competent 
direct services. But, state mental health authorities 
routinely rank lack of language access to services as 
among one of the greatest challenges they face in ad-
dressing racial/ethnic disparities;  

n The proposed regulations would eliminate federal 
participation despite the critical need for infrastruc-
tural supports for school-based mental health ser-
vices. Medicaid underwriting through administrative 
costs enable training to support effective practices, 
including training on Medicaid related procedures; 
and

n two sets of activities stand out as essential to provid-
ing direct services in the schools, integrated planning 
and coordination and service referrals. Already under 
financial strain, schools will not be able to fully 
participate in inter-agency collaborative efforts or 
support service coordination and planning under the 
proposed changes.

Box 8: Elimination of Medicaid Reimbursement for 
Transportation-Related Costs

the draft rules also prohibit reimbursement of transporta-
tion services not related directly to the transportation of 
the child from home or school to a non-school-based medi-
cal office. medicaid will no longer cover transportation 
related to services provided in the schools including those 
services provided before, during and after school hours. 

the draft rules on transportation reinforce medicaid’s posi-
tion in two areas. First, there is an unwillingness to under-
write services for other sectors even if such funding results 
in increased efficiencies in other sectors. second, the 
focus on a narrow medical-model dictates the parameters 
of eligible services. For example, medicaid would not cover 
transportation to a non-clinical component of the service 
outlined in a wraparound plan. 

in late december 2007, congress proposed and the presi-
dent signed into law a six-month moratorium on implemen-
tation of the proposed rules on the rehabilitation option 
school-based administrative costs and transportation.*

* s.2499. (2007). an act to amend titles Xviii, XiX, and XXi of the social security 
act to extend provisions under the medicare, medicaid and schiP programs and 
for other purposes. retrieved Jan. 5, 2008, from <www.govtrack.us/data/us/bills.
text/110/s/s2499.pdf>.
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SECTIoN 3

Fiscal Innovation in States and Local Communities 

The current federal fiscal framework offers both 
challenges and opportunities to states as they seek to 
improve the outcomes for young children, school-aged 
children and youth with emotional and behavioral 
problems that impair their ability to learn, relate to oth-
ers and enjoy life. Drawing on both the literature and 
on NCCP’s preliminary data from the UCR: SCMHD 
Survey 2006, below we highlight examples of emerging 
state innovative efforts, some of which focus on broad, 
systemic fiscal reform, others, more typically, on specific 
problems.  

Overall, 24 states report that their state child mental 
health authority has undertaken innovative fiscal poli-
cies. These range from:

n broad-based fiscal reforms (New Mexico, Oregon 
and New York); 

n Medicaid enhancement strategies (Delaware and 
Florida); 

n pooling resources across sectors as in New Jersey and 
Vermont;

n home and community based waivers (Michigan and 
Kansas);  

n underwriting service-specific initiatives including 
crisis services in Illinois and Georgia; and 

n access to improved psychiatric expertise in 
Massachusetts. 

Below we highlight a range of efforts that include broad 
system initiatives (New Mexico, California, New York, 
Minnesota, Oregon and Arizona). All of these efforts 
include a focus on bringing a primary prevention and 
early intervention framework into the mainstream of 
health and behavioral health financing. We also profile 
other specific strategies that include outcomes-based 
management, innovations designed to increase service 
delivery capacity and prevent the practice of custody 
relinquishment, and new efforts to more directly link 
local funding sources with best practice.

Broad System Reform Efforts 

A handful of states have embarked on ambitious reforms 
that in general combine fiscal innovation with incentives 
for prevention and early intervention and or the use of 
evidence-based treatment. At least one builds specifi-
cally on system of care (SOC) principles. They are also 
all grappling with how to build accountability mecha-
nisms that capture quality and outcomes for children 
and their families more effectively than is typically done 
now. While these initiatives are all relatively new, and are 
“works in progress,” they also have implications both for 
other states and for how to improve children’s behavioral 
health policies and fiscal practices at the federal level. 

New Mexico

In 2005, New Mexico embarked on an ambi-
tious set of reforms to try to bring together 
and rationalize the use of all revenue streams 
for children’s mental health using a purchas-

ing strategy that realizes the efficiencies of scale of 
combining funding streams. In addition, duplicative 
services are eliminated. In 2005 the Human Services 
Department awarded ValueOptions of New Mexico 
the contract to manage the financing for the statewide 
Behavioral Health Purchasing Collaborative. Early les-
sons from this new approach to purchasing and service 
delivery suggest the importance of a shared vision. De-
spite startup problems, which impacted provider pay-
ment and other aspects of administering the program, 
a one-year report suggests overall compliance with the 
state’s Medicaid standards.229 For system observers a key 
component of that shared commitment to change was a 
six-month “hold harmless” provision.230 The collabora-
tive plans to blend over 15 funding streams in a manner 
that sustains promising practices, retains competent 
providers and builds the infrastructure to support posi-
tive outcomes for children, youth and their families. 
New Mexico has the opportunity to employ a com-
prehensive fiscal strategy that aligns its funding with a 
developmentally and ecologically-based approach. The 
funding streams to be blended span health, housing, 
corrections, prevention and behavioral health.
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California

California’s Mental Health Services Act (MHSA) 
represents a second example of a bold state-

driven change initiative. Following decades of 
advocacy stakeholders in California secured 
passage of Proposition 63, which mandated 

a dedicated tax (1% on the incomes of individuals who 
make more than $1 million) to support new men-
tal health services.231 The net amount of new dollars 
was expected to total $2.53 billion over the first three 
years.232 A robust economy and revised estimates of 
the number of millionaires in California is expected to 
significantly increase the projected amount available.  

The MHSA highlights include a 20 percent allocation 
to prevention services and an intensive county-based 
community planning process.233 Guidelines for the use 
of prevention funding have yet to be released but the 
gubernatorially-appointed Oversight and Accountabil-
ity Commission established a child, youth and family 
framework for the prevention funding. Over 51 percent 
of prevention funding must support strategies that 
target children and youth (birth to 25 years old). There 
is a small county exclusion that applies to approximately 
6 percent of the population. 

The state has also identified 15 areas for policy inter-
vention at the county level and six statewide strategies 
that reflect best practices and stakeholder recommen-
dations.234 These priority areas include disparities in 
access, trauma, developmentally appropriate services, 
prevention with a focus on children, youth and young 
adults, outcomes and leveraging resources.   

To date allocations have totaled an estimated $61 mil-
lion per year in prevention funding.235 Already $430 
million has been disbursed to counties to support com-
munity services, with another $114 million anticipated 
this year. Other funding expected this year includes 
$400 million in housing, $600 million for information 
technology and $200 million for workforce develop-
ment. California has attempted to apply fiscal policy 
that matches closely with what policy makers believe 
will improve outcomes for children, youth and families. 
However, as with changes at the federal level, many 
observers still believe that relative to California’s and its 
local governments’ budgets, the presenting fiscal incen-
tives may be too small to effect the expected change. 
According to the California Institute for Mental Health, 

the amount represents an estimated 12 percent of state-
wide funding for mental health.236  

California has also had to grapple with tough issues 
early in the evolution of the initiative, such as deciding 
how to make operational its commitment to prevention 
and how to release funding to facilitate existing plans 
that lead to service capacity enhancements. In addition, 
state officials and their advisors struggle over how to 
manage the allocation of resources to ensure planned 
and intentional strategies rather than time-limited 
disbursements that compel one-time non-sustainable 
projects. They also deliberate on how to ensure adher-
ence to legislative prerequisites, including a prohibition 
on supplanting funds.  

There are already some signs that the law is having a 
positive impact. For example, in the area of cultural 
and linguistic competence, early lessons resulted in 
closer alliances with tribal communities and increased 
participation in community services planning efforts by 
Californians of American Indian/Alaska Native descent. 
Recently, the state also initiated additional mechanisms 
to elicit youth input whose participation in the earlier 
efforts to solicit community input appeared spotty.237 

New York

In New York State officials recently began a  
major initiative, representing the largest 

single investment in children’s mental 
health in the state’s history. Through 

Achieving the Promise for New York’s Children and Fami-
lies the State started ClinicPlus, a $33 million program 
to support access for over 400,000 children and youth 
to empirically supported early identification and inter-
vention efforts.238 The initiative grew out of evidence 
that there were high rates of “no shows and drop outs” 
for community mental health centers for children and 
youth (Personal communication. David Woodlock, 
deputy commissioner and director of Children and Fam-
ily Services, New York State Office of Mental Health, 
Apr. 4, 2007). Approximately $11 million represents 
state general revenue funding. In addition, the state 
made available funding for 36,000 children and youth 
to access treatment and for an additional 22,400 slots 
for home and community-based waiver-type services. 
Through this financing the state increased the basic 
funding for assessments and in-home treatment by  
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$50 per visit with expanded visit capacity for assess-
ments, home-based and community services. It also 
included a state funded offset for non-Medicaid eligible 
children and youth. By investing in case finding and 
early intervention, the state is compelling change in 
service delivery.239 

New York State established criteria to access these 
resources that included an agreement to used standard-
ized assessment tools, integrated use of evidence-based 
practice and requirement to expand capacity to serve 
children and youth  in community-based mental health 
settings. New York also committed $620,000 per year 
to the operation of a statewide National Institute of 
Mental Health (NIMH) funded evidence-based dissem-
ination center. To date, over 400 clinicians have been 
trained in trauma-focused cognitive behavioral therapy

New York’s Governor Spitzer recently proposed lan-
guage to redress this oversight. All the state’s school-
based health centers will be able bill Medicaid for 
relevant mental health services delivered to children and 
youth they serve.240 Also included is a mandate to insure 
through Medicaid all current and former youth until 
age 21. As for early childhood, unfortunately, New York 
remains one of the states without a comprehensive early 
childhood mental health consultation strategy.241 

Minnesota

Spurred by a Robert Wood Johnson Founda-
tion grant and a long-standing law supporting    

  local children’s mental health SOC develop-
ment, Minnesota invested in infrastructural 

supports designed for systems change.242 

Through the Children’s Integrated Mental Health Fund 
a local time study initiative was created. The initiative 
was based upon a “random moment study” that calcu-
lated the labor contributions of personnel involved in 
the collaborative. At its height in 2005, the Minnesota 
Local Collaborative Time Study generated over $41 
million in new revenues that supported prevention 
and early intervention strategies for children and youth 
at-risk for developing mental disorders and those with 
identified mental health needs. It also sparked cross-
agency service delivery changes as shown in Figure 13. 

Today, proposed changes in the DRA threatened collab-
orative initiatives such as this one (Personal communi-

cation. Amalia Mendoza, program consultant, Minne-
sota Department of Human Services, Aug. 3, 2006).   

Oregon

Policymakers in Oregon seized upon the 
lessons learned from previous systems of 
care efforts to create the Children’s Systems 

Change Initiative. Through this initiative, the state 
initiative superimposes SOC principles unto a managed 
behavioral health carve-out (Personal communication. 
Bill Bouska, Oregon’s children’s mental health director, 
June 16, 2006). Without any new funding, the state, in 
partnership with stakeholders, created a results-based 
system with significantly enhanced capacity to track 
resources and outcomes. Policymakers relied on an 
extensive planning process to identify the infrastruc-
ture needed to support and sustain the type of systemic 
change necessary to enable innovation at the service 
delivery level. Policymakers undertook extensive admin-
istrative changes including new rulemaking to ensure all 
the clinical procedural codes needed were in place, and 
that in each community, care coordinators were acces-
sible to address children’s mental health needs. In addi-
tion, the state has used its policymaking and purchasing 
to leverage changes focused on increasing family voice 
in all levels.243 An independent evaluation concluded 

Figure 13: Minnesota Local Collaborative Time Study 
Funded Programs in 2005

Source: Task Force on Collaborative Services. (2006). A Report to the Minnesota 
Legislature. St. Paul, MN: Minnesota Departments of Human Services and Education.
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that the State of Oregon completed significant steps for 
the infrastructure supports necessary to sustain re-
forms.244 Even in this overall favorable review however, 
evaluators challenged the state to aggressively pursue its 
policy goals for cultural and linguistic competence and 
cross-agency fiscal policy.245 

Oregon’s Children’s Systems Change Initiative coincides 
with a mandate to gradually enhance clinical capacity 
through the infusion of evidence-based practices.246 In 
2003, Oregon enacted a law that requires that up to 
75 percent of state funded programs in juvenile justice, 
mental health and other social services will be evidence-
based.247 To build the infrastructural supports, state 
policymakers developed new administrative rules defin-
ing level of need, and created a definition of evidence-
based treatment to meet their legal mandates that allows 
for flexibility in implementation. They have also sought 
to build on the local SOC infrastructure. Advocates and 
other stakeholders have used the challenges and op-
portunities of a statewide mandate for evidence-based 
practices to document empirical support for locally-in-
spired, family and youth-driven, and culturally com-
petent mental health care (Personal communication. 
Barbara Friesen, Director, Research and Training Center 
on Family Support and Children’s Mental Health, Port-
land State University, Oct. 12, 2006). While take-up 
has been slow, the effort to get knowledge in sync with 
practice and build a sustainable approach to improving 
quality is clear (Personal communication, Bill Bouska, 
cited above).248  

Arizona

Largely as a result of a lawsuit, stakeholders in 
Arizona embraced SOC principles to build a 
regionalized managed behavioral health sys-
tem for children, youth and families.249 State 

policy leaders integrated the SOC principles, evidence-
based practices and quality assurance with keen atten-
tion to supportive and accountable fiscal practices. In 
addition, clinical guidelines and protocols were devel-
oped to address the health and well-being of children 
involved with the child welfare system.250

Arizona began statewide implementation of wrap-
around as a response to the Jason K settlement.251 In 
addition, in recent years the regional behavioral health 
authorities (RBHA) implemented other evidence-

based practices. In Maricopa County for instance, the 
RBHA is using multi-dimensional treatment foster care 
(MDTFC), multi-systemic therapy (MST), functional 

Box 9: Substance Abuse Financing in Vermont

in vermont, an intentional child- and youth-focused 
strategy to address the service delivery and policy 
gaps began in 1999, driven by an initiative of 
the governor. it began with a summit to develop a 

deliberate plan for developing age-appropriate and 
research informed services. since 2001 funding for all 
substance abuse, both adult and youth, has grown by over 
165 percent, from $11.7 million in federal and state fund-
ing, to $31.2 million cumulatively. state appropriations 
alone have more than quadrupled.252 Project deter, (drug 
education, treatment, enforcement and recovery), the 
mainstay of the state’s substance abuse initiative, included 
a robust fiscal strategy that sought to blend the state’s re-
sources, maximize and draw upon federal resources includ-
ing medicaid, and strategically use its purchasing authority 
to development and reinforce and evidence-based service 
delivery structure. specific adolescent related highlights of 
this fiscal strategy include:

n $1.6 million to underwrite adolescent substance assis-
tance programs; 

n $1.2 million medicaid support for community care;

n $1.7 million in medicaid contribution to blended fund-
ing pool to finance; adolescent residential treatment;

n $300,000 to fund five adolescent treatment clinicians;

n $281,000 special funding from uninsurance funding 
and children and family services; and

n $60,000 to establish a family advocacy organization for 
adolescents with substance use disorders.

it also focused on how to build a range of community-
based options for prevention, early identification and treat-
ment and recovery support, change community awareness 
about the nature of the substance abuse problems the 
state faced, and to better integrate primary care and be-
havioral health care. these include:

n an estimated 30 to 40 pediatric practices trained to use 
a validated substance abuse screening tool and to refer 
to backup specialty addiction treatment professionals; 

n 102 schools with student assistance programs with ca-
pacity to identify using a validated screening tool and 
make referrals to backup specialty addiction treatment 
professionals; 

n established centers of excellence; and 

n statewide implementation of state of the art, validated 
screening tools (craFFt, maYsi, gains, Jasae, Paddi 
and tasi)* and treatment modalities (cBt, mi, acra) 
among clinicians. 

*craFFt;maYsi=massachusetts Youth screening instrument; gains=global 
appraisal of individual needs; Jasae=Juvenile automated substance abuse 
evaluation tool; Paddi=Practical adolescent dual diagnostic interview; tasi=teen 
addiction severity index.  cBt=cognitive Behavioral therapy; mi=motivational 
interviewing; acra=adolescent community reinforcement approach.

source: Personal communication. michael mcadoo, children and Family services 
chief, vermont department of health, nov. 8, 2007.
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family therapy (FFT) and brief strategic family therapy 
(BSFT). The state, in partnership with these manag-
ing entities, allows maximum flexibility around billing, 
setting rates as benchmarks so that intensive treatment 
options like some of these evidence-based treatments 
can be reimbursed at or close to cost. Additionally, the 
state supports the promotion and dissemination of best 
policy and clinical practices through web-based techni-
cal assistance documents (TADs) and practice improve-
ment plans (PIPs) (Personal communication. Robin 
Trush, vice president, ValueOptions Behavioral Health, 
Maricopa County, June 2, 2006).   

Focusing on Outcomes

Michigan’s Level of Functioning Project

Many states and com-
munities, and indeed 
the federal govern-
ment, rank positive 
outcomes high on the agenda 
for addressing children’s mental 
health. In Michigan, a decade-old 
initiative has attempted to make 
outcomes-based management a 
way of life for community mental health providers in 
children’s mental health (Personal communication. Jim 
Wotring, Michigan Department of Community Health. 
Nov. 6, 2007). Through a state and county mental 
health partnership, outcome indicators were developed 
and a performance measurement system established. 
Among the outcomes chosen include those that relate 
to improvement in functioning, reduction in overall im-
pairment, appropriateness of care, reduction in behav-
iors that limit children and youth’s ability to function 
in “normal environments,” and no severe impairments 
at when they exit care.253 Outcomes focus on individual 
and system level benchmarks.  

The state contracts with a Michigan-based researcher 
who supports the implementation of a system for 
outcomes management. Based on a validated assessment 
and service planning tool, the Child and Adolescent 
Functional Assessment Scale (CAFAS), community 
mental health centers report their data electronically 
and receive monthly, quarterly and semi-annual reports. 
Each system receives a report card on its performance. 
This outcomes-based system has several clear advan-

tages. The reports it generates function as strength-
based tools for quality improvement. It has replicated 
the advantages of public reporting through a report 
card system on performance for agencies and counties, 
without the associated shaming that comes with public 
reporting. It has created a platform and demand for the 
use of effective or evidence-based practices.  

Preventing/Reducing Custody 
Relinquishment

Although identified as early as 1982, there has still been 
no national response to the reality that in order to get 
help for their children, too many parents have to give 
up custody as a condition of getting services. A recent 
GAO report estimated that more than 12,000 fami-
lies relinquished custody of their children in order to 
access mental health services.254 (United States General 
Accountability Office (GAO), 2003). Sadly, repeated ef-
forts to enact federal legislation to address this cruel re-
sponse most recently embodied in the Keeping Families 
Together (S. 1704, H.R. 3243) have failed.255 A hand-
ful of states, however, have taken action on their own. 
Other states have passed legislation to outlaw custody 
relinquishment in exchange for accessing mental health 
services or provide financing to avert custody relinquish-
ment. These include Nebraska, North Dakota, Oregon, 
Missouri and Virginia.256 Virginia and other states have 
begun to tackle placement of children and youth with 
mental health problems out-of-state through an out-
comes-driven and fiscal accountability perspective. 

n The state of Kansas, in conjunction with the state-
wide family advocacy organization, partnered to 
expand community-based services to eliminate the 
need for custody relinquishment for parents whose 
income or insurance put them at higher risk of cus-
tody relinquishment in exchange for services.257  
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n In New York State the Council on Children and 
Families’ Workgroup established a registry for all 
out-of-state facilities and has begun to examine the 
cost and benefits associated with care out-of-state.258 
The workgroup focused on the estimated 1,400 
youth in out-of-state placement that cost the state 
an estimated $200 million in combined educational 
and residential expenditures. These and other efforts 
helped to build momentum for increasing New 
York’s investment in expanding community-based 
mental health treatment capacity.

n In Virginia in-depth research showed that the state’s 
estimated 186 youth placed out-of-state in 2004 cost 
the state almost $13 million (on average $70,000 
per child).259 In recognition of the need to change 
the system, the state has prioritized funding towards 
increasing service capacity and increasing the size 
and competency of the workforce. In particular, 
the state appropriated $2 million to develop four 
system-of-care initiatives that explicitly use evidence-
based practices.260 Current budget proposals call 
for tripling the number of sites.  In addition, since 
2006 the state has allocated $2.13 million to provide 
mental health screening and treatment in juvenile 
detention.261

n In Alaska, the Bring the Kids Home program put 
the steep rise in out-of-state placement at the fore-
front of policy priorities.262 In 1996, the state placed 
83 youth out of state. By 2004, nearly 750 children 
were placed in 18 states at a cost of $37.8 million.263 
The state developed a 12 year plan for capacity 
development for in-state residential and commu-
nity-based services designed to reduce out-of-state 
residential placement.264 

n In West Virginia, since 1995, the KidsCare Initiative 
has highlighted out-of-state placement.265 It reduced 
the numbers of children placed out-of-state from 
107 in 1996 to 19 in 2005. Expenditures for out-of-
state placement peaked at $5.4 million in 2003 and 
declined to $1.9 million in 2005.  

n In Montana, the state’s recent commitment to 
reverse its trend of placing the over 100 youth (many 
with costs in excess of $6,000/month) in facilities 
in other states led to its successful application for a 
federal grant to develop alternatives to psychiatric 
residential treatment for children with SED.266

Going Straight to the Taxpayers

In communities in three states – Colorado, Florida 
and Missouri – children’s mental health advocates have 
successfully pursued mechanisms to access local fis-
cal support for mental health services and supports.267 
In Colorado, advocates for improved mental health 
successfully secured passage of SB 59, which created a 
special mental health district. Historically, Colorado has 
created special districts with taxing authority to fund 
basic services like water, fire service and recreation. Pro-
ponents of SB 59 sought to boost funding to support 
mental health using this mechanism. They attempted 
to bypass a logjam created by anti-spending laws that 
limited policymakers’ ability to fund services even when 
there was a need. The special district law permits locali-
ties to create funding for mental health and substance 
abuse through local taxes. According to Chris Habgood 
of the Mental Health Association of Colorado, SB 69 
was unique in that it allowed the levying of either sales 
taxes or property taxes.  In addition, proponents left it 
up to local jurisdictions to define what mental health 
and substance abuse services they wish to fund (Per-
sonal communication. Interview Chris Habgood, Vice 
President Public Policy, Mental Health Association of 
Colorado, Sept. 8, 2006). While a full proposal has 
not come before the voters yet, this move represents 
an opportunity to significantly restructure funding for 
mental health services for children and families at the 
local level.

Hillsborough County Florida stands out as another 
example, where THINK, the local children’s SOC site, 
is funded through special taxing authority for the cre-
ation of the children’s board.268 Hillsborough County’s 
Children’s Board is one of 16 children’s services coun-
cils (Personal communication. Amy Petrilla, THINK 
project director, Sept. 1, 2006). Supported through 
legislation, the councils oversee their own funding 
which comes directly from taxpayers. THINK’s focus 
is mostly on prevention and early intervention services. 
In 1998, using this base of developmentally appropri-
ate care, THINK applied for and received a SOC grant 
from SAMHSA. It turned its attention to mental health 
for children, youth and families. This taxing authority 
generated $30 million for children’s services in 2005 
and facilitated service provision to over 87,000 children, 
youth and their families.269 According to one project 
source, with the end of federal funding THINK moved 
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to expand the SOC concept beyond mental health to 
early childhood. 

In Missouri, state law permits the passage of ‘mil’ taxes 
in order to support mental health services. Twelve coun-
ties and St. Louis have mil taxes that support children’s 
mental health.270 In St. Louis, the Mental Health Board 
funds a range of services from the approximately $2.2 
million it receives in mil tax revenues. 

These local efforts primarily target expanding the capac-
ity and sustainability of current service delivery models 
and seek to loosen the hold of fragmented and erratic 
funding streams that are often unresponsive to local 
needs. While improved practices are frequently associ-
ated with these initiatives they are not the nexus of 
these initiatives.

Some states are more and more focused on how to 
match fiscal strategies with best practices. Many states 
are providing institutional support for empirically sup-
ported practices, for family-directed and youth guided 
care, for service and funding integration, and for devel-
opmentally appropriate and culturally and linguistically 
competent care. However, a large gulf remains between 
the rhetoric promoting evidence-based practices and fis-
cal policies that support their widespread adoption.  

The consequences of typical fiscal strategies in many 
child serving systems go far beyond the inappropriate, 
overuse of residential treatment. Funding imbalances 
between residential and community-based treatment 
services are primarily a function of reactive financing 
environments. Two types of fiscal policies dominate. 
One is largely characterized by flexible funding streams 
that are time-limited, difficult to sustain and often 
fraught with complex administrative requirements. The 
other enables funding (although much more difficult 
to access in the past) for costly and often ineffective 
residential treatment. Under these scenarios creating the 
climate to stimulate reform becomes extremely chal-
lenging. This is particularly the case where there is no 
funding to transition a system dominated by funding 
imbalance.

Summary 

The fiscal initiatives highlighted focus on different strat-
egies, some generate new revenue, others use current 
revenues more effectively and others respond to specific 
service related challenges in innovative ways. 

While commendable, the profiled efforts to drive 
improvements in the public response to children and 
families in need of behavioral health services, overall, 
impact relatively few states and relatively few children 
and youth (with the potential exception of New York 
and California). These examples notwithstanding, 
many states and communities lack comprehensive tools, 
evidence-based system-change strategies and, in some 
cases, the political will to underwrite an accountabil-
ity and outcomes-based delivery system. Even among 
reform-minded policymakers and practitioners the 
need for more tools to support fiscal reform emerges. 
Federally-funded former and current SOC site leaders 
identified specialized technical assistance on financing 
as a major resource need.271 Financing strategies need 
to rise to the challenge embedded in the New Free-
dom Commission to tackle mental health with “same 
urgency as physical health,” and, to address the unique 
needs posed by financing appropriate mental health 
promotion, prevention, early intervention, treatment 
and support strategies especially for children, youth and 
their families. 
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SECTIoN 4

Taking Stock: Challenges and opportunities 

Each of the major federal funding streams has provided 
an impetus for positive change for children’s behavioral 
health policy and practice. Through the federal block 
grant children’s  mental health benefited from small 
but needed flexible funds. The Comprehensive Com-
munity Mental Health Services for Children and Their 
Families, the SOC targeted funding stream, has focused 
attention on the most seriously troubled children and 
youth. In the Substance Abuse Prevention and Treat-
ment block grant, emphasis on prevention has produced 
a public framework. Medicaid/SCHIP’s involvement 
significantly expanded access to services. At the same 
time, both separately and collectively, these funding 
streams pose significant challenges to maximizing the 
use of public resources in ways that are consistent with 
best and emerging scientific evidence. The fiscal policy 
framework, particularly through Medicaid, drives what 
states can and cannot do to help young children, school-
age children, adolescents and youth aging out of the 
public systems with, or at risk of, serious emotional and 
behavioral problems. It also shapes what supports can be 
offered to families, other caregivers and teachers to bet-
ter help the children. The problem, as we show below is 
that it often drives states in the wrong direction. 

Ten Fiscal Policy Problems 

1   The fiscal framework favors residential treatment 
compared to community-based, family-guided care based 
on prevention, early intervention and treatment strate-
gies. Consequently, there is an over-reliance on residen-
tial treatment that: lacks an evidence base, siphons mon-
ey that might be used for effective community-based 
practices, and refuses to reconfigure its business model 
and become part of a comprehensive service system.
 
As in 1982, residential treatment remains relatively easy 
to pay for compared to a range of community-based 
practices, despite the absence of evidence about its effec-
tiveness and despite evidence that many parents do not 
want to place their children, but have to. This is true 
across multiple funding streams. Residential treatment 
is in effect, the default option for children with serious 

challenges. As noted in Section 1, spending for residen-
tial treatment surpasses spending for community-based 
alternatives. Moreover, despite the large sums expended, 
residential treatment has not been associated with posi-
tive mental health outcomes for children and adoles-
cents.272 This is inconsistent with the rhetoric of the 
systems of care philosophy, and it undercuts repeated 
calls for using “evidence-based” treatment and the best 
available knowledge about child development.273 

Much of the system reform rhetoric calls for reducing 
out-of-home placement as a sound component of a 
fiscal strategy to support effective care. Clearly, in some 
circumstances residential treatment is the treatment of 
choice, and some programs are high quality. But too 
often, that is not the case, or the placement disconnects 
the child or youth from families and community service 
plans. The money spent for inappropriate residential 
placement represents funds that might support expand-
ed community-based care. In theory, for example, Med-
icaid funds can be used to purchase empirically support-
ed services. Yet, funding for residential treatment keeps 
growing. In 2002, the United States spent over $4.2 
billion on residential treatment for over 33,000 beds 
representing 11 percent of total spending on all mental 
health organizations. 274 (See Figure 14a). Between 1970 

Figure 14a: Number of Residential Treatment Beds
for Children/Adolescents with SED, 1970-2000

Source: Atay, J. & Survey and Analysis Branch, 2006.
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and 2000, the number of residential treatment cen-
ters for children with serious needs increased over 120 
percent.275 While the rate of growth slowed dramatically 
during the decade between 1990 and 2000, from 1969 
to 2002, funding for residential treatment centers for 
children with serious needs increased over two thousand 
fold. As Figure 14b shows the rate of growth slowed to 
less than 2 percent from 1998-2000. By 2002, there was 
once again an increase of 19 percent in expenditures on 
residential treatment for children and adolescents with 
serious mental health needs. 

Further, the children and youth who are placed in residen-
tial care are more likely to be African-American or Latino, 
males, have juvenile justice involvement and complex 
mental health, substance abuse and trauma histories.276 
Two compelling factors often tip the scales for policymak-
ers and practitioners: access to community-based alter-
natives and the urgency of the public safety concerns for 
youth who pose a danger to themselves or others.  

2   Most systems lack access to, or the availability of, 
sufficient community-based treatment alternatives. The 
consequences are often tragic. Thus youth with men-
tal health needs are inappropriately placed in juvenile 
justice as they wait treatment.277 Equally disturbing, ac-
cording to a national mental health advocacy organiza-
tion, the National Alliance on Mental Illness (NAMI), 
nearly 20 percent of families of children with mental 
health problems are advised to give up custody in ex-
change for intensive mental health services.278 

n It is simply easier and often quicker to fund residen-
tial services than to develop and sustain commu-
nity-based alternatives. For example, the situation 
of a youth in crisis may demand immediate action 
and readily available placement options. This may be 
complicated by clinical considerations, perhaps the 
need to remove the youth from the home to de-esca-
late a situation or the lack of availability of intensive 
mental health services. In large measure, this may 
explain the failure to make headway in reducing resi-
dential treatment-related costs. It is also important to 
acknowledge that there have been many cases where 
purchasers allow the ratcheting down of inpatient 
mental health, or day treatment without a concomi-
tant expansion of community-based practices. 

n The case for changing this fiscal framework is 
clear, both from a child and family perspective, and 
perhaps from a cost perspective. Some states are, in 
fact, trying to change the framework. For example, 
recently, the State of Washington provided a model 
for research informed decision making rooted on 
the principle of community-based care. It elected 
to invest more funding in community-based evi-
dence-based treatments for juvenile justice-involved 
children and youth, based on a cost-benefit analysis 
of juvenile crime. The analysis revealed that contin-
ued and increased use of evidence-based treatment 
alternatives and support could avert the need for a 
new prison construction.279 However, absent federal 
incentives through Medicaid, making this kind of 
shift at the state level remains very difficult. When 
Medicaid is unable or lacks flexibility to support ef-
fective community-based practices but can purchase 
an infinite number of residential treatment beds in 
the state and across states, the market signals are clear.  

3   Current fiscal practices, particularly through Med-
icaid, are inconsistent with the knowledge base about 
effective children’s mental health services, and sometimes 
make it impossible to use that knowledge base. 

There is a wide gulf between the knowledge base in 
children’s behavioral health practice and a traditional 
medical model that Medicaid supports. The latter pri-
marily reflects narrow, clinical, even office-based services 
delivered by psychiatrists and psychologists. The gulf 
is dramatically illustrated by the Iowa audits described 
earlier, where auditors disallowed practices through the 
rehab option deemed by the field to represent qual-

Figure 14b: Expenditures for Residential Treatment for 
Children and Adolescents with SED, 1969-2002

Source: Atay, J. & the Survey and Analysis Branch, 2006.
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ity care. While SAMHSA in recent years did support 
the development of an “implementation resource kit” 
or toolkits for children with disruptive behaviors, this 
only scratches the surface in terms of what communities 
need.280 It is striking that there are few incentives for 
states and communities trying to implement evidence-
based practices, manifested in the lack of support 
for start-up costs, enhanced rates, continuous train-
ing, monitoring and provider feedback, licensing and 
consulting fees. Rhetorical calls and marginal demon-
stration programs of the efficacy of community based 
services and supports to the highest risk families are not 
enough. Absent more intentional research-informed 
strategies, incentives and Congressional oversight, this is 
unlikely to change.

Several factors shape the challenge of correcting the 
mismatch between funding structures and support for 
evidence-based practices. 

n Effective strategies challenge and often confound 
current payment mechanisms. It is too hard to pay 
for evidence-based treatments, even for the most 
troubled children and youth. Most evidence-based 
treatments go beyond the usual and customary single 
focused individual treatments. Both multi-dimen-
sional and often involving multiple providers with 
divergent skills sets, these treatments do not con-
verge with the way most services are currently billed 
and reimbursed. Generally, methods for reimburse-
ment rely on billing for units of service based on 
single provider types. Multi-faceted evidence-based 
treatment modalities like multi-systemic therapy, 
functional family therapy or multi-dimensional 
therapeutic foster care use multiple components and 
approaches and different provider types with various 
levels of provider expertise within a given treatment 
model. Billing based on units of service constructed 
using brief time increments are not conducive to 
delivering these types of services. However, time-lim-
ited cycles (generally 15 minutes) also prove admin-
istratively burdensome. Even if states have figured 
out how to pay for the actual treatment, they need 
to find funding to pay for start-up costs, including 
the need to provide initial and on-going training and 
support to clinicians. 

n Effective strategies often include non-clinical 
components that are ill-suited to inflexible fiscal 
structures. In most states, it is difficult to pay for 

the non-clinical aspects of treatment that are key to 
successful engagement and retention: family involve-
ment, case coordination for child welfare involved 
children and youth, and additional outreach and 
contact strategies for low-income families.281 Other 
components of service delivery, for example room 
and board, or sustaining a therapeutic milieu in the 
case of treatment foster care deemed non-medical, 
are not eligible for Medicaid financing.282 

n Effective strategies are often based on a develop-
mental, ecological based framework. The param-
eters of current financing strategies, particularly 
Medicaid, present two major problems that make 
them incongruent with a developmental, ecological 
framework. First, the medical model on which they 
are based narrowly construes the eligible population 
and services. Research demonstrates that children 
and youth benefit from care that is focused on all 
domains and individuals in those domains. Yet fail-
ure to learn these lessons from research has lead to 
the current service delivery quandary: an inability to 
meet mental health needs and poor outcomes even 
where health insurance coverage is available. Second, 
they are individual-participant focused. This limits 
the ability of states to finance treatments designed to 
address intergenerational mental heath issues, such 
as depression, through a family lens. This is espe-
cially challenging when family members or caregivers 
of the “indicated client” are not Medicaid eligible.  

 Many evidence-based treatments and best practices 
require that services be delivered in a variety of set-
tings including the most natural (where children and 
families are likely to feel most comfortable), such as, 
in the home, school, recreational settings and away 
from traditional office-based settings. They also often 
require the use of a range of providers with different 
skill sets. With respect to settings, UCR: SCMHD 
Survey 2006 shows (based upon preliminary data) 
that states are most likely to permit Medicaid reim-
bursement in home and school settings than park/
recreational and child care settings, but overall up 
to 11 states do not permit Medicaid funding for 
services provided in these settings and nine states do 
not allow their own state funding to be used (de-
pending on the setting). As Figure 15 shows, schools 
and homes are the most likely to be reimbursed. 

 Even more obstacles exist in some states when it 
comes to ensuring reimbursement for a range of 
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provider types beyond the licensed clinician – mostly 
physician. For example, among agencies that control 
public dollars that support mental health practice 
with young children, more than three-quarters said 
they restricted the range of providers who can receive 
reimbursement for diagnosis and treatment of young 
children. Only 56 percent extended reimbursement 
to non-physician providers with early intervention 
specialties.283 In school-based settings some providers 
of mental health services that are reimbursed in an 
office-based mental health setting will not be reim-
bursed or receive a lower reimbursement for an office 
visit that occurs in the school. Further, in some states 
reimbursement rules will declare a provider “unquali-
fied” to provide service in one setting but not another.  

n Effective strategies aren’t cheap and require fiscal 
commitment over time. Attending to the requisite 
infrastructural costs associated with implementation 
of evidence-based practices is essential. This includes 
a long-term, intentional and proactive plan for 
financing effective treatments and the information 
systems required to facilitate its most efficient use.  

 The proprietary nature of most of the widely-used 
evidence-based practices subject public systems to 
a never-ending quest to find funding. Many pub-
lic systems cannot afford to purchase the licenses 
required for full-scale implementation of some 
evidence-based treatment models. In addition, train-
ing costs include initial training, booster sessions, su-
pervision and consultation and replacement of direct 

care workers during training. Figures 16a-d show 
projected costs for several well-known and widely 
used evidence-based treatment models. Figuring out 
a way to put some of these practices in the public 
domain and make them available to all children and 
youth who need them and not simply the states and 
localities that can afford them is a task that requires 
urgent leadership.284 While some states have begun 
to attend to the associated fixed costs of evidence-
based practices for children’s mental health, many 
have yet to grapple with how essential these are to 
the long-term fiscal picture.

n Efforts to pay only for evidence-based practices 
may prove counter-productive. A vastly different 
concern about states’ efforts to advance evidence-
based practice is a danger that there will be pres-
sure to pay for only evidence-based treatment. In 
preliminary results from the UCR: SCMHD Survey 
2006 nine states report that they have legislation 
that mandates using evidence-based treatments. 
Some states are trying to steer a responsive course 
recognizing that evidence-based practices are an 
important tool, but not the only tool among a range 
of strategies to improve mental health outcomes. In 
a few cases, officials and service providers alike also 
acknowledge the lack of an empirical basis for use 
of many of these practices among diverse cultural 
groups and point to the importance of having an 
array of effective services available. 

 In the face of all these challenges, some states are 
trying to overcome barriers to more widespread fiscal 
support. (See Section 3.) Why the major funding 
sources for children’s mental health like Medicaid 
should pose an obstacle, rather than provide incen-
tives is clearly an issue in need of serious scrutiny.

4   Fiscal policies remain largely unresponsive to 
prevention and early intervention and the supporting 
knowledge base: 

The major federal funding streams, particularly Medic-
aid and the Comprehensive Community Mental Health 
Services for Children and their Families target only 
children and youth who have diagnoses. In the case of 
the latter, children and youth who have severe impair-
ments comprise the population of focus. While concen-
trating on this vulnerable population is important (it 
was totally non-existent in 1982) the failure to provide 

Figure 15: Number of States that Permit Reimbursement 
in National Service Settings Medicaid and State Funding
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Figure 16b: MST – Implementation: Start Up and Ongoing Costs

Multisystemic Therapy (MST) is an evidence-based community- and family-based treatment model for youth with serious behavioral 
problems. The goal of MST is to reduce antisocial behavior in youth. MST engages multiple settings which impact a youth (schools, peers, 
caregivers, etc.) to promote change.  Per child costs of MST in Maryland have ranged from $5,000-8,000.* 

Assumption: One MST team with 4 full-time clinicians and 1 supervisor; travel 
from central US to Charleston, SC for training; optional cost of 10 tapes (45 mins 
each) for tape coding

* Maryland Disability Law Center. 2007. Evidence-Based Practices for Delinquent 
Youth with Mental Illness in Maryland: Medicaid Must Cover These Cost Effective 
Services. Baltimore: MDLC

Source: MST Services, 710 Dodds Blvd., Suite 200, Mt. Pleasant, SC 29464. 
Phone: 843-856-8226. <www.mstservices.com>
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Figure 16a: The Incredible Years (ICY) – Implementation: Start Up and Ongoing Costs

The Incredible Years is an early intervention/prevention evidence-based model for young children ages 2 to 8 at risk for or with early onset 
conduct problems. The primary short-term goals of The Incredible Years are to reduce conduct problems and promote social, emotional, 
and academic competence in children, with the long-term goal to prevent delinquency, drug abuse, and other more serious issues. The 
Incredible Years is a series of interventions aimed at teachers, parents and children across settings – school, work, and home. A recent 
study* found that mean per child costs for the major 3 components are as follows: 

� Parent training (6 children): $1,579

� Child treatment (6 children): $1,164

� Teacher training (20 children): $289

Assumptions:

a. Travel to 2-day training in Seattle from East Coast location; 5 leaders trained

b. One group of 12 parents

c. 20 sessions; 6 children

d. 24 children per class

e. 15 teachers; 24 children

* Olchowski, A., Foster, M. E., Webster-Stratton, C. Cost-Effectiveness of the Incredible Years Program. 2006. 
Accessed Jan. 14, 2008 from <www.incredibleyears.com/library/paper.asp?nMode=1&nLibraryID=415>

Source: The Incredible Years website (Hosting an Incredible Years Training: Cost Planning Tool) 
<www.incredibleyears.com/WI/hosting_costplanning.asp>
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Figure 16c: MTFC-A – Costs for 5-Year Period

Multidimensional Treatment Foster Care (MTFC-A) is an evidence-based treatment for adolescents ages 12-16 with chronic disruptive 
behaviors or severe emotional disturbances. MTDC-A is intended as an alternative to regular foster care, group or residential treatment, 
and incarceration. The average total cost per child served is $26,518. The treatment includes: 

� behavioral parent training and support for MTFC foster parents 

� family therapy for biological parents (or other aftercare resources) 

� skills training for youth 

� supportive therapy for youth 

� school-based behavioral interventions and academic support 

� psychiatric consultation and medication management, when needed 

* Includes foster parent recruitment and other related costs, clothing/special 
needs, cell phones/pagers, skills training expenses/mileage, food and beverages, 
security devices, summer expenses, and respite care

Source: TFC Consultants, Inc. 1163 Olive Street, Eugene, OR 97401. 
Phone: 541-343-2388. <www.mtfc.com> 
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Figure 16d: Sample Case: Implementation of PMTO in Michigan

Parent Management Training-Oregon Model (PMTO) is an evidence-based family intervention designed for children and adolescents 
ages 4-12 with serious conduct problems. PMTO has been found to be especially effective in preventing noncompliance, substance 
use, and delinquency. The intervention focuses on five core parenting skills to improve behavior in children: encouragement, limit 
setting, monitoring and supervision, family problem solving, and positive parent involvement.  

Since 2004, the State of Michigan has led the implementation of PMTO in conjunction with the developer of the model, Oregon 
Social Learning Center (OSLC), and Implementation Sciences International, Inc. (ISII). The costs described below are estimates of 
staff training, coordination, fidelity certification, and other related costs. The estimates do not include additional associated costs 
of the 18-day staff training, such as travel, lodging, loss of billable hours, and equipment and supplies for each trainee (e.g. computer, 
camera, DVD burner, books).  
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services to young children and children and youth who 
are at risk of serious problems, even as knowledge about 
the role of risk and protective factors increases, is short-
sighted.  It is also inconsistent with the calls for a public 
mental health paradigm as the guiding framework 
reflected in the President’s New Freedom Commission 
report.285  

5   Few incentives exist for strategic fiscal and pro-
grammatic planning and leadership informed by chil-
dren’s mental health knowledge at the state level: 

Medicaid’s expanded role in behavioral health financing 
has lead to many positive improvements for children and 
youth with emotional and behavioral problems. There 
have also been some serious unanticipated negative 
system management consequences that need must be 
addressed.286 These include a vacuum in child mental 
health input in fiscal policy. One particular concern 
is that the payment structure in many states is largely 
divorced from any consensus on the most appropriate 
service array, or any strategic planning regarding ser-
vice needs. Even with respect to EPSDT, which clearly 
requires responses to children showing signs of develop-
mental problems (including emotional and behavioral 
problems without diagnoses), there is often, a total 
disconnect in how behavioral health is integrated into 
the EPSDT program.  

n A vacuum in child mental health stewardship 
threatens mental health quality. In 2003, Buck 
pointed to a shift in the co-existence of two financ-
ing models that dominated public mental health 
policy.287 On one hand, the state represented the 
overseer of the safety net and preserver of the public 
good, while on the other hand it exercised its role 
as a purchaser to buy an insurance-based service 
delivery for all public systems. Buck warned that the 
purchaser role loomed larger. Today, increasingly 
public officials try to extract greater savings through 
their purchaser role.  Simultaneously, in some states 
economic and political forces compel administrators 
to reduce personnel and deplete the states’ ability to 
maintain its role as a guarantor of safety-net services. 
The concern becomes, as Frank and Glied have 
articulated, with whom does leadership rest for sound 
fiscal policy driven by the interests of children, youth 
and families?288 Are there active stewards of child 
mental health policy and are they equipped with 
mental health content knowledge and fiscal policy 

acumen to play that role? Is there a role and political 
will for federal leadership to intervene when children 
and youth fall between the cracks?

n Lack of vision and strategic planning undermines 
efforts to implement effective and high quality sup-
ports and services to vulnerable children and youth, 
and their families. Increasingly, state mental health 
policy is ceded to the highest bidder. In the quest 
for more Medicaid funding, children’s mental health 
policy expertise is weakened or lacks voice.289 Many, 
chiefly Medicaid policymakers, argue that federal 
statute prohibits state Medicaid, as the designated 
single state agency, from ceding “policymaking” to 
policy experts in mental health.290 Hence a stalemate 
has developed between many state Medicaid heads 
and a frustrated and increasingly beleaguered and 
diminished group of children’s experts. The question 
is, does putting Medicaid, a financing tool, in the 
“service” of policy, whether behavioral health, aging, 
or HIV amount to Medicaid policymaking?291 Can 
content experts in mental health, substance abuse 
or aging legitimately craft policy where Medicaid is 
the premier financing course? Preliminary data from 
UCR: SCMHD Survey 2006 suggests that these deci-
sions are not primarily made by mental health policy 
experts. It reveals that only four states reported that 
the state mental health authority or the state mental 
health director makes decisions regarding which 
mental health services are reimbursable by Medicaid.  
Twenty-one states reported joint decision making 
between Medicaid and the State Mental Health 
Authority, while 13 states reported that the deci-
sions on service reimbursement rested primarily with 
the state Medicaid authority (52 states and territories 
reported).292 

Who Decides When Mental Health Services are 
Medicaid Reimbursable?

n Four states reported that the state mental health author-
ity or the state mental health director makes decisions 
regarding which mental health services are reimbursable 
by medicaid

n 21 states reported joint decision making between 
medicaid and the state mental health authority

n 13 states reported that the decisions on service reim-
bursement rested primarily with the state medicaid  
authority 

source: UCR: SCMHD Survey 2006. (38 states responded to this question).
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 State children’s mental health policy that is void of 
children’s mental health content expertise is less likely 
to reflect the knowledge base. Other system observers 
have also commented on how child mental health 
expertise in state mental health policy, developed af-
ter Knitzer’s Unclaimed Children. appears increasing-
ly discarded in favor of Medicaid leadership. Indeed, 
Frank and Glied warn that the absence of stewards 
in mental health makes the field vulnerable.293 Med-
icaid has contributed to fragmentation and in many 
cases it has substituted state funding rather than 
augmented state mental health funding.294 

 Medicaid has progressively substituted for state 
mental health funding. In three decades (1971 to 
2001) according to Frank and Glied, Medicaid bore 
by far the largest share of mental health funding. 
Medicaid’s share of funding almost doubled while 
state funding declined.295 As states have increasingly 
turned to Medicaid to fill gaps, they have cut their 
administrative capacity. In the case of at least one 
state, it reportedly slashed its administrative capac-
ity simultaneous to reform efforts. Consequently, 
more than five years later, an independent evalua-
tion labeled the mental health system as “growing 
haphazardly” with significant gaps, most of which 
require administrative support.296 The verdict from 
the public was even harsher and suggested a “com-
plete system breakdown.”297 

6   Inequities across the states in access to services 
for children and youth continue, particularly when 
states do not maximize the impact of available Medicaid 
provisions: 

Several studies highlight the disparities in investment in 
public behavioral health systems for children and youth. 
Variations in per child or youth spending are particu-
larly problematic given these are amenable to policy 
fixes and in light of research that shows child serving 
systems have largely failed to meet the mental health 
needs of a large proportion of children and youth, and 
wide disparities in access exist.298 The resulting inequi-
ties complicate efforts to prospectively determine service 
costs and undermine efforts to systematically examine 
and develop comprehensive and deliberate strategies 
to improve access, quality and outcomes. What is the 
federal responsibility and leadership role to redress these 
imbalances? 

Despite advocacy efforts to establish a nationwide 
standard, statewide variation in Medicaid plans persists. 
Current program flexibility, while suited to mold-
ing initiatives to meet local needs, creates havoc for 
systematic efforts to address problems such as unmet 
need, racial/ethnic disparities and poor outcomes. It 
also creates different levels of restrictiveness. However, 
even with a more restrictive state Medicaid plan, the law 
permits access to screening, assessment and treatment 
trough Early Periodic Screening Diagnosis and Treat-
ment (EPSDT). This, for example, would be one way 
to strengthen early intervention. Despite the availability 
of EPSDT, states’ participation rates are widely diver-
gent in general and based upon age.299 For behavioral 
health, some states provide a comprehensive array of 
services through various options, including EPSDT, 
while others provide a limited benefit set.300 For ex-
ample, a federal district court judge recently compelled 
the State of Massachusetts to begin settlement proceed-
ings in a class action lawsuit. The plaintiffs prevailed 
largely due to evidence from other states that used their 
Medicaid state plan to address mental health services for 
youth with serious mental disorders in a more compre-
hensive manner.301 In addition, Los Angeles County 
recently settled a 2002 lawsuit requiring the provision 
of expanded EPSDT services to children involved with 
the child welfare system, to include wraparound services 
and therapeutic foster care.302 

A state’s fiscal health also impacts the type of Medicaid 
benefits available to enrollees. In recent years weak eco-
nomic health at the state level has significantly impacted 
state fiscal policy and practice that support children’s 
mental health. In 2002 and again in 2004 states faced 
severe fiscal problems.303 However few states used the 
relief they received from the federal government to 
prevent cuts in Medicaid.304 Even fewer states used the 
funding to fortify mental health services.305 The service 
system reflected these dire economic times and affected 
their cost containment strategies. More than 75 percent 
of child and adolescent behavioral managed care entities 
reported that state fiscal crises experienced in 2002 and 
2003 “detrimentally” shaped the services and systems 
they operated.306 Larger reductions in Medicaid expen-
ditures followed in FY '04, but they remain unrelated to 
efforts to balance state budgets.307
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7   Fiscal policies are often unresponsive to the differ-
ent kinds of services that children of different ages and 
stages of development need: 

Under current fiscal practices two vulnerable age groups 
are particularly difficult to support. Fiscal policies too 
often ignore the needs of the youngest children from 
birth to age six and youth aging out of juvenile justice, 
child welfare and mental health agencies. Medicaid 
and other third-party insurers provide limited support 
for very young children. It is very difficult to pay for 
services to children without a formal diagnosis, even for 
young children. While half of state children’s mental 
health agencies report that their agencies permitted 
Medicaid reimbursement for the treatment of young 
children who are at-risk for social-emotional delay, 
almost one-third did not allow reimbursement for 
these children and youth.308 Current Medicaid funding 
requirements also make it challenging to use the most 
appropriate assessment tools, particularly for young 
children, that is, infants, toddlers and preschoolers, 
showing signs of problems (e.g. DC 03R). Although 
according to one national study, more than three-
fifths of state Medicaid agencies reported that they 
reimbursed for the use of standardized screening tools 
through Medicaid, two-fifths of respondents indicated 
that reimbursement rates were low and may influence 
the provider’s reluctance to screen.309 Recent proposed 
Medicaid regulations that significantly curtail efforts to 
support Medicaid-funded interventions in child care 
settings threaten to increase the number of states unable 
to use Medicaid to pay for screening, services and sup-
ports for very young children. These draft rules specifi-
cally cite child care settings as loci of care where services 
provided under the rehab option may be deemed 
“intrinsic” to the functioning of the program and hence 
not eligible for reimbursement under the rehab option. 
(This is part of a larger problem, see below).   

Largely absent too are fiscal policies that align with the 
needs of older youth as they make the transition into 
adulthood. A recent survey showed that 25 percent of 
child mental health system leaders and 50 percent of 
adult mental health system leaders reported that their 
systems provided no mental and supportive services for 
youth with mental health problems when they turned 
age 18 and transitioned to adulthood.310 Even for those 
systems that did offer mental health services and sup-
ports, most were generally able to provide no more 

than one service in an entire state.311 Failing to provide 
such services is short-sighted since most of these youth 
deteriorate until a safety-net provider – corrections, 
emergency health or homeless services – are compelled 
to respond at a stage and in conditions that require more 
intensive and costly interventions. Moreover, despite 
Congress’ passage of the Chafee Foster Care Indepen-
dence Act that expands Medicaid coverage for transi-
tion-age youth at the state option, only 17 states have 
taken advantage of this option and five states indicate 
that they will.312 The other 28 states report that they do, 
or plan to, use different methods for coverage. For these 
states though, the parameters (restrictions and eligibility 
criteria) appear far more stringent and in some cases, the 
same, as the general assistance population. Some states 
lead the way in how to address the needs of transition-
age youth. In a handful of states, fiscal policy also 
supports developmentally appropriate practice for youth 
aging out of the child mental health system. Building on 
the Foster Care Independence Act (1999), these states 
extended Medicaid to youth aging out of care between 
ages 18 and 21. In addition, state policymakers in Iowa, 
Texas, Connecticut, Utah, and Maryland implemented a 
range of initiatives, from workforce investment strategies 
to post-secondary supports, including independent liv-
ing allowances designed to comprehensively address the 
needs of transition-aged foster care youth (Personal com-
munication. Pam Johnson, Administration for Children 
and Families, May 9, 2006).

Another flaw in most fiscal strategies that support 
mental health services for children and youth is that 
they tend to ignore the science on the development of 
mental health disorders and the role played by inter-
generational transmission of mental health problems 
and risks.  Many serious mental health problems cross 
generations and impact family members.313 Research 
indicates that between 20 and 45 percent of children 
of individuals with mental illness are at heightened risk 
for mental health disorders.314 Nonetheless few state 
mental health agencies implement policies to support 
the parenting roles and responsibilities of people with 
mental illness.315 In addition, despite research that 
links the intergenerational nature of mental illness with 
negative effects of some mental illness on parenting, 
few Medicaid agencies (less than 15%) reimburse for 
maternal depression screening by pediatric providers.316 
Overwhelmingly Medicaid agencies report that they 
reimburse for treatment of parental depression but only 
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if the parent was a Medicaid enrollee.317 Further, adult 
behavioral health systems are held harmless for poor 
access and inferior outcomes that impact children and 
youth mental health. This remains the case in the face 
of mounting evidence of the role of parental behavioral 
health on child and youth mental health.318 However, 
in a small number of states the situation is different.319 
For example, Illinois provides presumptive eligibility for 
Medicaid and coverage for treatment post-partum for 
depression.320 Similarly a diagnosis-driven reimburse-
ment system undercuts a prevention and early inter-
vention approach to financing. For example, five states 
use the Diagnostic Classification of Mental Health and 
Development Disorders of Infancy and Early Child-
hood (DC: 0-3) in their Medicaid programs.321

From research we know that the onset of behavioral dis-
orders begins early.322 Fiscal policy that is supportive of 
early identification, treatment and supports from early 
childhood through adolescence constitutes prevention 
and early intervention for adults. 

8   Poor information technology impedes building 
an accountable, quality-based system: 

Poor information technology represents a major barrier 
to fiscal innovation and the pursuit of quality through 
payment incentives in children’s mental health. A fiscal 
strategy that supports quality requires significant invest-
ments in information technology.323 For example, many 
child mental health service providers and administrators 
do not have access to close to real time information on 
health histories, prior or current service use. This is also 
true across settings. Consequently, clinical and service-
related decision making can be significantly compro-
mised and chances for errors heightened. Evidence from 
other parts of the health care system suggests that both 
access and quality of care would be enhanced through 
more advanced mental health information infrastruc-
ture.324 This is a problem from a cross system perspec-
tive. Nearly 15 years since the development of the State-
wide Automated Child Welfare Information Systems, 
(SACWIS, a child welfare case management tool), a 
substantial gap still exists in functional interface with 
payers like Medicaid.325 For juvenile justice, the level of 
automation is even lower.326 Attending to the requisite 
infrastructural costs associated with an outcomes-driven 
framework is essential. While some states are address-
ing associated fixed costs for children’s mental health, 

as with evidence-based practices, essential elements of 
long-term fiscal picture are ignored by many.

9   Lack of clarity about how to implement a fiscal 
agenda aligned with quality:

A clear vision has failed to emerge about what a qual-
ity fiscal framework means. Policymakers face a huge 
challenge in how to ensure access and quality in the 
current fiscal environment (that is likely to last into 
the foreseeable future). Who is accountable? How can 
care continuity be ensured? In the recent past, in some 
states, the mental health agency worked in concert with 
their state Medicaid offices to ensure uninterrupted 
access to services as children and youth moved in and 
out of eligibility. But right now the incentives are in a 
different direction.327 What kind of data would truly 
measure quality? How can states use the available fund-
ing streams, including Medicaid, as a tool to cross the 
quality chasm between knowledge and practice? 

10   Missed opportunities in applying finance 
strategies: 

Many managed care entities fail to adopt risk-based fi-
nancing strategies such as risk adjustment to determine 
the relative value of financing options such as flexible 
funding, providing choice to families in which services 
they purchase, and providing cash to families, or paying 
for models that rest decision-making equally with fami-
lies and providers. This represents missed opportunities 
both for current service users and for spurring the next 
generation of financing knowledge. Another missed 
opportunity is the failure to match emerging knowl-
edge with available fiscal tools that would help build 
accountability into the care delivery system. Instead the 
current policy environment exposes a wide gulf between 
the knowledge base in children’s mental health practice 
and a traditional medical model that Medicaid supports 
which primarily reflects narrow, clinical services. It is 
dramatically illustrated by the Iowa audits described 
above. Absent deliberate empirically-supported strate-
gies and incentives, and Congressional oversight, this 
too is unlikely to change. 
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Potential Levers for Change

Promoting Family Choice and Involvement 
Through Fiscal Policies 

Family Choice

An emerging concept that needs to be embedded in a 
fiscal framework is respect for family/parental choice. 
Child or youth consumer and family choice models are 
largely absent in children’s mental health and publicly-
financed children’s systems. 

Consistent with other consumer movements in health 
care, families and youth in mental health should have a 
delivery system that concurs with their values and full 
access to information about themselves and their health. 
While this is often an expressed value, in fact the dol-
lars do not follow. Nor have states developed tools and 
ways of informing and educating families and young 
consumers on the relative merits of different treatment 
strategies.  

A choice-based system would mean that at the care 
delivery level, youth, their families and their partners in 
healthcare need to rely on evidence to make decisions, 
to prevent and reduce errors not only in medication 
but in placement, diagnosis and treatment. In addition, 
youth and their families would have a choice of provid-
ers, settings, strategies and practice enhanced by maxi-
mum collaboration among those who deliver care. A 
first step is the example in San Francisco. Through their 
SOC initiative, youth can fill out a form that outlines 
their preferences on the qualities they want in a men-
tal health provider (Personal communication. Victor 
Damian, youth coordinator, San Francisco Department 
Public Health, Nov. 27, 2007. [See Appendix B.]) 
Families would also have access to information and 
opportunities to help them make choices that improve 
outcomes for their children. However, despite the rheto-
ric around evidence-based practices, few families and 
youth served know anything about these practices or 
their role in the delivery of quality services or of quality 
improvement.328 Further few examples exist of family 
members and youth as informed participants in the 
delivery of specific evidence-based practices.329 A recent 
guide to evidence-based practices developed by NAMI 
begins to bridge the knowledge gulf among families and 
youth when it comes to evidence-based practices.330 

The complexity of the challenge is visible in two differ-
ent approaches predicated on greater consumer choice 
taken by two states. The Kansas legislature recom-
mended implementing demonstration projects that 
reward Medicaid enrollees for adopting health promot-
ing behaviors.331 These incentives could include reduc-
tions in co-payment or coverage of over-the-counter 
medication. West Virginia took a different approach. 
It mandated using responsibility contracts that adult 
Medicaid recipients were required to sign. These agree-
ments had terms that included medication compliance, 
health improvement plan adherence and promises to 
keep appointments.332 Medicaid recipients with signed 
agreements who failed to meet the conditions of these 
agreements may have their benefits reduced or elimi-
nated. This plan has created considerable controversy, 
but the implications, which are complex and potentially 
harmful have not focused on the impact on children 
and youth.333 Parents, particularly mentally-ill parents, 
in West Virginia who sign these compacts risk not only 
their own health but put their children’s care in jeopardy 
if they fail to meet these obligations. The lesson here is 
that although family choice is complex, children’s mental 
health’s strong history of family advocacy and engage-
ment can be used to leverage family choice models that 
are congruent with family and youth empowerment. 

Strengthening Family and Youth Involvement

A fairly well-established way of supporting family and 
youth involvement in children’s mental health has been 
through family support programs and, increasingly, hir-
ing family members. Recently, CMS provided guidance 
on how peer support may be Medicaid reimbursable. 
Many states allow funding, both Medicaid and state 
revenues, to support family therapy, family support and 
family members and youth in provider or staff roles. 
Overall, 21 states reported that they permit Medicaid 
reimbursement for families working in various prac-
tice related roles. For youth 14 states permit Medicaid 
reimbursement to youth in service related roles, based 
on preliminary data from UCR: SCMHD Survey 2006. 
Figure 17 shows the number of states that permit re-
imbursement for families and youth in specific profes-
sional roles. This is an area in which the draft DRA 
regulations may have a positive effect.334 
 



54   Towards Better Behavioral Health for Children, Youth and their Families  national center for children in Poverty

Implementing a Quality Framework  
to Make Decisions

Might quality initiatives like pay-for-performance 
work in children’s behavioral health?

In recent years, the focus of financing and quality with-
in the broader health care system has turned to pay-for-
performance. Research however suggests mixed results.  
There is ample evidence to suggest that for some disease 
conditions (high risk obstetric cases, coronary disease, 
and surgical procedures, for example), pay-for-perfor-
mance has yielded improvements in quality as measured 
primarily by clinical process indicators. Some research 
also points to improvements in screening procedures, al-
though evidence from research of its success in primary 
care remains scant.335 

There are also difficulties in untangling the net effect of 
pay-for-performance initiatives. Concerns about gaming 
rank high among the reasons for proceeding with care. 
In the United Kingdom, initial evaluation of pay-for-
performance at the community health care level reveals 

flaws in providing equity for payment for mental health 
services and significant potential for gaming such as 
setting low thresholds for achievement.336 In an over-
whelmingly positive set of findings, concerns emerged 
over “easy targets” and significant cost increases to the 
payers. Eventually, the political fallout that emanated 
gained the tagline that taxpayers had rewarded physi-
cians “just for doing their jobs.”337 Among the lessons 
is the need to fully fund these initiatives and to attend 
particularly to the increased administrative, information 
technology and workforce requirements.  

In this country, a recent report on pay-for-performance 
in a behavioral health managed care entity offers more 
sanguine prospects. Anthem Blue Cross and Blue Shield’s 
decade-long experiment to incentivize behavioral health 
providers toward quality improvement that includes both 
child/youth and adult behavioral health participants 
shows improvements in measures (depression treat-
ment, substance use disorder assessment and treatment, 
and coordination with primary care).338 Other positive 
findings comprise engagement strategies such as family 
involvement in child and youth treatment and patient 
satisfaction measures. Key components attributed to the 
program’s success include reimbursement tied to outcome 
measures that lend themselves to applicability across pro-
vider categories; easy access; assessment across categories 
of conditions or participants; and clinical relevance.339  

Results from another study show significant improve-
ments using pay-for-performance features for children 
with asthma and offer some key take-home messages for 
children’s behavioral health. These include the need to: 

n institute individual-level and group level incentives; 
establish performance thresholds upon which all to 
reward everyone; 

n require the use of evidence-based practices; 

n assess performance based on the entire patient base; 
and 

n enable transparency in provider performance data.340  

Given the dearth of outcome tools and evidence effec-
tiveness, the pressure is on for more widespread test-
ing of pay-for-performance in community behavioral 
health.341 The current situation, especially the poor 
alignment between fiscal strategies and effective care, 
demands that leaders in the field explore options to 
more systematically improve quality.  

Figure 17: Number of States that Reimburse for 
Families and Youth in Professional Roles (Medicaid 
and State Funding)
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Changing the Federal Legislative Framework to 
Support Fiscal Policy Congruent with Knowledge

Has a weak federal legislative framework hampered 
children’s behavioral health?

This analysis raises questions about the overall adequacy 
of the federal legislative framework for children’s mental 
health that currently privileges attention to the highest 
risk children rather than support a comprehensive, bal-
anced service system. A weak federal legislative frame-
work has fostered piecemeal approaches.  An historical 
review of federal legislative policy for children’s mental 
health, for example, makes it clear that public dollars 
have in the past been allocated for, indeed required, ser-
vices such as consultation to early child care and school-
based programs.342 Now, putting together funds to 
support these strategies is most challenging.343 Similarly, 
while there is often a lot of talk about the inadequacy 
of funding to support co-morbid conditions in youth, 
(as well as parents of young children) funding barri-
ers make implementing this knowledge very difficult. 
The struggle to fund a basic public health framework 
suggests a fiscal policy with little grounding in science, 
common sense or the concept of spending smarter. 
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SECTIoN 5

Conclusions and Recommendations:  
Fiscal Policies in the Service of Knowledge

This document lays out on how resources are allocated 
at the federal level and across the states for children’s be-
havioral health. Federal and state initiatives to respond 
to mental health and substance abuse needs primarily 
originated from gap-filling efforts and reflexive respons-
es to unmet needs. Below, we step back and draw and 
discuss some conclusions that point to directions for 
reform. These address both long-standing and emerging 
issues and highlight ways in which states and local com-
munities are seeking to address the challenges.    

Towards the Future

The community-based SOC for behavioral health care 
for children and adolescents is fragile and decaying in 
many places. In some places it never really existed. A 
robust community mental health system requires fiscal 
support. Currently we get what we pay for, a system that 
significantly underpays service provision at the commu-
nity level, rewards selection of high-end inpatient and 
residential services, and typically fails to pay for services 
based on outcomes or effectiveness of practices. To put 
fiscal policies at the service of knowledge requires that 
policymakers ensure fiscal support for knowledge-based 
capacity building; for continuous competence building 
and for ongoing accountability. However, a major chal-
lenge remains how to change the existing care delivery 
framework to reflect a quality orientation: one that uses 
our best knowledge about risk and protective factors, 
practices, settings and positive outcomes.  

To begin with, the field needs to extract itself from the 
current quagmire that appears to engulf it. There is 
widespread debate about evidence-based practices in 
children’s behavioral health. Yet, absent from the debate 
or any related policy actions are: 

n efforts to systemmatically interpret the new knowl-
edge, its relevance and application;

n concentrated foci on applying a developmental 
framework and the appropriateness of the knowledge 
from one developmental stage to another; and

n consistent consideration and practical steps to use 
the lessons from implementation research to support 
sustainable adoption.344  

This review makes clear that addressing current system-
based inadequacies require fiscal alignment that: 

n radically reverses the imbalance between commu-
nity-based services and supports, and inpatient and 
residential care; 

n consistently underwrites prevention, early identifica-
tion, intervention, treatment and supports irrespec-
tive of the service system;

n provides sustained incentives for adoption of cultur-
ally and linguistically competent evidence-based 
treatment and supports with prerequisite family and 
youth engagement strategies throughout the care 
system, irrespective of treatment setting; 

n creates incentives for the use of unified service plans 
that are accepted substitutes for plans in all systems;

n requires and/or provides incentives for states to em-
ploy best practice/evidence-based financing strategies 
in their purchasing roles;

n supports research on performance-based contracting;  

n creates and maintains the appropriate organizational 
climate and culture to allow new practices to flour-
ish; and

n establishes and maintains the feedback loops neces-
sary to inform practice and continuously improve 
quality.

Fiscal Policy In Sync with Sense and Science 

To usher in a new framework for children’s behavioral 
health, policymakers must recognize the extent to 
which children’s behavioral health financing defies logic.  
One would expect that the science on child and youth 
development, behavioral health and the service needs of 
children and youth would guide child behavioral health 
policy, which in turn, guides fiscal policy. The reality is 
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quite contrary. Child behavioral health policy struggles 
to conform with fiscal policies and procedures that 
manage the fiscal tools we use to finance services. To 
advance fiscal policy that is consistent with the knowl-
edge base, policy makers must tackle several overarching 
challenges and opportunities for action outlined below.  

Conclusions

Conclusion #1

Medicaid’s expanded role in behavioral health financ-
ing has led to many positive improvements for children 
and youth with emotional and behavioral problems. 
These include increases in access and reduction in 
out-of-pocket costs. Medicaid law and provisions under 
EPSDT have enabled legal advocates to seek relief in 
the court system and several landmark legal decisions 
have expanded access and shaped fiscal policies in many 
states.

Conclusion #2

Fiscal policy drives community-based service deliv-
ery capacity. Consequently, the dearth of community 
mental health capacity and its uneven quality reflects 
state and federal fiscal policy. Collectively, the current 
complex and haphazard array of funding is character-
ized by: 

n over-reliance on residential care that lacks a solid evi-
dence base instead of using alternatives with positive 
outcomes or empirical support;

n poor reimbursement rates for empirically-supported 
community-based mental health;

n a narrow focus of financing for the highest users, de-
spite a knowledge base that attests to the efficacy and 
effectiveness of prevention and early intervention;

n a lack of capacity to fund a continuum of services 
to meet the mental health needs of infants, toddlers, 
preschoolers and their families despite evidence of 
the earlier onset of children’s mental health disorders 
and the intergenerational transmission of problems; 
and 

n a reluctance to fund a continuum of services that 
together are less costly and more effective.  

Conclusion #3 

Fiscal policy determines the poor quality that dominates 
much of community-based service delivery. From a 
competency perspective funding, policy is characterized 
by:

n a rejection of the knowledge base, particularly related 
to child and adolescent development that create 
widespread disincentives to pay for evidence-based 
services and supports for children, youth and their 
families with behavioral health needs;

n an inability to consistently fund developmentally 
appropriate standardized screening and interventions 
across all child-serving settings (such as early child-
hood, schools, homeless shelters, foster care, juvenile 
justice facilities and independent living);

n a focus on funding strategies based on individual 
children and youth, not on supporting and ensuring 
appropriate guidance from teachers, caregivers and 
caring adults;

n a poor service match for many children and youth in 
foster care, despite universal coverage; 

n a lack of continuity of care for youth in juvenile 
justice despite having a “contained” population of 
focus;

n failure to support and promote the use of clinicians 
and non-clinicians with specific expertise in child 
and adolescent development; and

n mixed messages that impede the development 
of culturally competent family-directed, youth-
informed and delivered services.

Conclusion #4

The service delivery and supports system lacks ac-
countability for outcomes for children, youth and their 
families. From the lens of accountability, fiscal policy 
guiding children’s behavioral health is characterized by:

n failure to hold systems accountable for improved out-
comes for children, youth and families. Two examples 
illustrate this. First, children with behavioral problems 
experience the worse educational outcomes of all chil-
dren with disabilities yet neither educational financing 
or behavioral health financing hold systems account-
able for providing children and youth the tools and 
level of functioning they need for school success. 
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Second, no mechanisms exist between adult and 
child behavioral health, between mental health and 
substance abuse or mental health and special educa-
tion to routinely track and jointly manage outcomes 
for those families for whom they are responsible;

n lack of planning or initiatives that support states 
with appropriate fiscal and infrastructural develop-
ment expertise to design strategies supportive of 
effective practices;

n a plethora of “successful pilots” that are rarely 
brought to scale;

n multi-agency, multi-jurisdictional barriers to fis-
cal support for effective practices (such as the legal 
hurdles to shared information across domains);

n lessons from technical assistance partnerships are not 
routinely shared across states and sectors;

n weak and disconnected federal fiscal policy leader-
ship that lacks substantive child behavioral health 
policy expertise; and 

n a vacuum in federal policy leadership to address 
geographic, racial/ethnic and linguistic disparities 
between states.

Conclusion #5

A new national paradigm to guide fiscal policy for 
children’s mental health is desperately needed. This 
paradigm must be consistent with the recent call for a 
public mental health framework through the President’s 
New Freedom Commission on Mental Health. The ex-
isting federal legislative framework sends mixed signals, 
making it difficult for states to think strategically about 
service improvement. It is characterized by:

n inadequate guidance for supporting fiscally re-
sponsive and responsible policies that are linked to 
improved outcomes;  

n reactive decision-making shaped by funding consid-
erations beyond children’s services;

n failure to recognize the importance of a developmen-
tally-appropriate, research-informed approach to 
financing and service delivery;

n poor support for infrastructure to strengthen use 
of best practices (such as training clinicians in new 
practices, improved use of technology, organizational 
levers that promote and sustain adoption); 

n little fiscal support for outcome-driven flexibility in 
funding sets of services; 

n difficulty in funding non-clinical services and sup-
ports essential to the viability of effective practice 
models (such as family engagement, service coordi-
nation, cultural brokers); and

n an absence of support for strong effective partner-
ships in decisions about children’s behavioral health 
funding between mental health and substance abuse 
policy experts and fiscal policy experts.

At no time has the high level of unmet need for be-
havioral health services been acceptable in the United 
States. The “failure of public responsibility” that Knitzer 
exposed in 1982 was so intolerable that it generated a 
national outcry and movement for change. Today we 
witness equally unacceptable high levels of unmet need. 
What sharpens the poignancy of today’s picture is the 
sharp contrast between the body of accumulated knowl-
edge about effective practice and paltry efforts to sup-
port implementation of this knowledge through financ-
ing. We not only know what clinical practices work, we 
know about many that are ineffective. We also know 
about effective practice settings, and effective timing 
of interventions to produce maximum impact. Increas-
ingly we know about effective targets of intervention, 
beyond the “indicated child” to the family, caregivers 
and significant others in the child’s or youth’s life. We 
also know about the impact of trauma on children’s 
behavioral health and the impact of mental illness in the 
household on children’s growth and development. 

In the face of this evidence we see a national fiscal poli-
cy that appears in retreat mode. It is stuck in supporting 
a practice model that is interested in counting processes 
versus outcome and supporting service delivery that 
research suggests: (a) will not even retain children, 
families, and youth long enough to allow any practice 
to work, even if it’s effective; (b) will not be effective 
because it’s not based on evidence about what works;  
(c) will not be managed because it cannot appropriately 
account for outcomes, or measure systematically what 
is being done; and, (d) will not produce positive results 
because they continue to use products and processes 
that are rarely replicable in any systematic fashion.
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Recommendations

The challenge for policy leaders is to act on the recogni-
tion that the failures of the behavioral mental health 
system are fiscally driven. Corrective action requires 
bringing fiscal policy in line with the knowledge base. 
NCCP urges federal leadership now by policymakers.  
We recommend that policymakers:

1)  Attend to the lack of capacity at the community 
level by:

n redressing the balance between community and resi-
dential treatment by requiring that Medicaid, public 
and private payers reimburse community-based 
mental health services at market rates;

n providing enhanced reimbursement, above market 
rates, for empirically supported community-based 
services in mental health personnel shortage areas, 
low-income and underserved communities; 

n reconfiguring fiscal incentives to reward short-term 
residential stays as part of a cohesive comprehensive 
individualized care plan;

n disbursing incentive grants to support states to de-
velop models of care that integrate outcomes-focused 
residential and community care;

n developing in collaboration with states mechanisms 
for tying residential and community service delivery 
to important behavioral health and related outcomes 
for children, youth and families;

n implementing appropriate billing methods that en-
able the reimbursement of research-based prevention 
and early intervention strategies;

n permitting reimbursement for a continuum of 
services to meet the mental health needs of infants, 
toddlers, preschoolers and their families (such as 
screening and treatment of maternal depression, 
mental health consultation in early care settings, 
support for strategies based on multiple risk-factors, 
family-based treatment); and

n crafting fiscal methods that allow support for empiri-
cally supported models of care that require service 
bundling (such as multi-systemic therapy, multi-
dimensional treatment foster care).

2)  Significantly raise the quality of care delivered in 
community-based and other settings for children, youth 

and their families by:

n requiring that Medicaid and all other public fund-
ing sources finance implementation of effective 
care. This includes: early identification, treatment 
and supports across the developmental span and in 
settings that children and youth frequent (such as 
the home, schools, child care, recreational and other 
community-based settings);

 Specifically, this means:

 – using a developmentally appropriate taxonomy 
that permits payment for screening assessment and 
treatment (for example the DC 0-3R);

 – financing supportive and early intervention ser-
vices based on a number of risk factors;

 – reimbursing community-based providers, particu-
larly in primary care, to screen parents for risk 
factors associated with childhood mental health 
problems and appropriately refer;

 – requiring primary care providers and other clini-
cians to develop competencies in early childhood 
development, mental health and appropriate 
diagnosis and treatment;

 – funding treatment and related strategies for every 
child within the context of their families and en-
suring appropriate interventions with all impor-
tant figures in the child’s care, especially teachers 
and caregivers; 

 – mandating funding for services to transition-age 
youth with mental health problems until age 25. 
For youth who are employed, mandate employer 
coverage or buy-in to Medicaid to ensure that 
their mental health problems are addressed; and

 – providing federal participation through Medicaid 
for empirically supported services provided to 
youth in juvenile justice that will in the long-run 
improve the quality and reduce the costs of ser-
vices to this population.

n improving the quality of care for children and youth 
in foster care;

n making prevention a hallmark of both child and adult 
behavioral health by a prevention set-aside in all be-
havioral health related funding and providing Medic-
aid reimbursement for mental health promotion and 
prevention strategies with relevant reimbursement 
codes and guidance to ensure implementation;
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n embracing quality as a way of doing business in 
children’s behavioral health through funding for 
economic incentive models to improve quality;

n investing in research and evaluation efforts to deter-
mine the cost-effectiveness of strategies and inter-
ventions designed to improve the mental health of 
children, youth and their families;

n giving financing priority to strategies that evaluate 
and apply the lessons learned of effective interven-
tions and supports in eliminating racial and eth-
nic disparities, prevention and early intervention, 
workforce capacity building and cross-generational 
approaches to service delivery;

n requiring that SAMHSA and its’ sister agencies in 
the federal government, including CMS, explic-
itly fund demonstrations of quality initiatives that 
include an economic evaluation component; and

n allocating funding for each state to establish a fiscal 
policy center to evaluate the cost-benefit of state sup-
ported initiatives across health and social services.

3)  Instill accountability for public financing of behav-
ioral health by:

n requiring cross sector and cross generational program 
accountability and developmentally appropriate ap-
proaches to service delivery and related projects

n mandating that SAMHSA develop mechanisms 
to evaluate both the adult and child behavioral 
health care systems based on outcomes of children 
of parents with behavioral health problems in these 
systems; 

n requiring that states provide developmentally ap-
propriate adult mental health services for youth who 
become adults with mental health problems; 

n establishing fiscal equity for children and youth in 
mental health by setting benchmarks by which time 
children and youth should have funding parity;

n addressing  the vacuum in child behavioral health 
content expertise and leadership in fiscal policy;

n requiring a comprehensive assessment of funding, 
evaluating the outcomes this funding generates, and 
making recommendations for effective use of the 
funding;

n establishing cross-discipline benchmarks for im-
proved outcomes;

n tying financing to outcomes for children, youth and 
families;

n bringing to scale successful pilots that improved 
children’s behavioral health;

n resolving multi-agency, multi-jurisdictional barriers 
to fiscal support for effective practices; 

n supporting widespread dissemination of technical 
assistance efforts across states and sectors;

n mandating federal fiscal policy leaders work with 
leaders who have substantive policy expertise in 
children’s behavioral health; and

n creating a level playing field for all children and 
youth by identifying and addressing the factors as-
sociated with state variation in funding for children 
and youth and between child service sectors. In par-
ticular, develop incentives for addressing geographic 
disparities in access and outcomes.

4)  Legislate a new national paradigm to guide fiscal 
policy for children’s behavioral health. Draft and pass 
legislation that:

n guides fiscally responsive and responsible policies 
that are linked to improved outcomes;  

n ensures financing and service delivery that is devel-
opmentally-appropriate and research-informed; 

n provides robust support for infrastructure to support 
use of effective practices including, building competen-
cy of clinicians, advancing use of information technol-
ogy to improve clinical decision making and account-
ability, and creative incentives to support implementa-
tion and uptake of evidence-based practice;

n generates legislative support for multi-dimensional 
evidence-based treatments;

n funds aspects of service delivery that research 
demonstrates enhances access and  effectiveness of 
evidence-based practice models; 

n requires children’s behavioral health experts at 
SAMHSA and fiscal experts at CMS jointly make 
decisions on financing that impact child behavioral 
health related policies; and

n mandates that SAMHSA and CMS conduct a 
comprehensive assessment of child behavioral health 
financing and establish how current financing 
matches the knowledge base and a balance to address 
the gaps identified.
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 2001 2003 2005
 total Per % of total  total Per % of total total Per % of total 
 (in millions) capita smha mh  (in millions) capita smha mh (in millions) capita smha mh 
STATE   expenditures   expenditures   expenditures

alabamab1, b2 na na na $11.30 $10.20  4% $25.70  $23.21  9%
alaska $7.48 $37.81  15% $7.55 $70.67  25% $85.70  $468.52  49%
arizona $44.35 $31.31  9% $172.40 $113.47  25% $278.80  $177.04  32%
arkansasa1,a2, a3 $5.86 $8.29  8% $2.28 $3.34  3% $6.90  $10.04  7%
californiab1,b2, b3 $910.13 $101.88  29% $1,203.10 $127.72  31% $1,372.80  $144.01  32%
colorado $58.60 $51.04  21% $81.92 $71.07  27% $108.70  $94.23  32%
connecticuta1, a2, c1, c2, c3 $0.00 $0.00  0% $56.39 $67.50* 11% $0.00  $0.00  0%
delawarea1, a2, c1, c2, a3, c3 $0.00 $0.00  0% na na na $0.00  $0.00  0%
district of columbiab1, b2, b3 $24.45 $222.45  11% $18.50 $170.67  8% $24.70  $213.14  11%
Florida $75.51 $20.83  13% $90.27 $23.00  14% $84.40  $21.28  13%
georgiaa1, a2 $68.10 $30.55  18% $64.22 $27.96  15% $57.80  $24.10  13%
hawaii $133.30 $432.08  62% $44.80 $150.81  29% $48.60  $162.87  25%
idahob1, b2 $1.29 $3.21  2% $91.19 $24.71  20% $15.30  $39.63  28%
illinois $113.62 $35.43  14% $160.60 $49.71  19% $199.00  $61.70  19%
indiana $35.70 $22.29  9% $19.77 $12.32  4% $89.10  $56.63  17%
iowa na na na $11.50 $16.58  5% $10.20  $14.36  4%
Kansas** $6.66 $9.30  4% $20.94 $30.13  10% $0.00  $0.00  0%
Kentuckya1, a2 $40.88 $38.99  21% $42.08 $42.33  20% $36.30  $36.47  17%
louisiana $22.44 $17.34  11% $38.18 $32.42  17% $33.60  $28.78  13%
mainea3 $34.09 $105.58  25% $43.70 $152.40  26% $48.10  $168.67  27%
marylandb1, b2, b3 $178.87 $137.51  26% $236.80 $171.84  29% $233.70  $170.64  30%
massachusettsa1, a2, a3 $87.05 $60.90  13% $95.80 $64.42  14% $99.40  $67.94  14%
michiganb1, b2, b3 $139.34 $52.84  17% $1,333.80 $52.70  14% $132.70  $52.88  14%
minnesota $120.04 $90.79  23% $162.09 $129.80  27% $163.00  $129.31  24%
mississippi $18.10 $21.93  7% $59.47 $78.13  22% $73.10  $95.98  24%
missourib1, b2 $49.74 $34.52  15% $52.91 $37.60  14% $60.20  $42.58  15%
montana $54.24 $216.62  49% $50.62 $234.60  45% $53.60  $245.25  43%
nebraska na na na $9.32 $21.15  9% $5.50  $12.36  5%
nevada $52.44 $101.22  44% $59.54 $102.41  42% $46.90  $76.42  31%
new hampshire $19.06 $60.56  14% $19.93 $65.09  13% $21.00  $69.57  14%
new Jersey $53.88 $27.37  7% $89.15 $41.82  8% $108.70  $51.62  9%
new mexicoa3, c3 $3.79 $7.06  6% $2.49 $4.97  5% $2.60  $5.13  6%
new Yorkb1, b2, b3 $147.16 $32.79  4% $178.80 $39.45  5% $205.30  $44.97  5%
north carolina $99.78 $50.58  23% $90.12 $43.18  22% $510.00  $241.42  50%
north dakota $6.73 $38.72  13% $6.40 $43.59  13% $4.70  $31.86  10%
ohio $158.18 $54.13  23% $163.11 $57.94  23% $195.10  $69.90  26%
oklahoma $8.27 $9.02  6% $8.20 $9.34  6% $12.90  $14.55  8%
oregonb1, b2 $51.22 $58.07  25% $40.02 $47.13  20% $192.60  $226.75  44%
Pennsylvaniaa1, a2, c1, c2, a3, c3 na na na na na na $0.00  $0.00  0%
Puerto rico $3.95 $3.15  5% na na na na na na
rhode islandc1, c2, c3 $0.00 $0.00  0% $93.37 $382.58  98% $0.00  $0.00  0%
south carolina $74.43 $69.67  25% $65.70 $64.20  24% $65.70  $63.79  23%
south dakotab1, b2, b3 $7.23 $33.67  16% $8.49 $43.43  17% $10.10  $51.99  18%
tennessee $26.07 $18.32  7% $96.40 $69.13  19% $120.90  $84.65  23%
texasb3 $127.68 $21.09  16% $145.90 $23.38  17% $122.20  $19.28  15%
Utah $52.19 $63.43  33% $51.46 $69.26  31% $57.60  $74.26  36%
vermont $36.68 $236.51  46% $44.40 $323.04  47% $51.30  $377.72  47%
virginiab3 $42.73 $24.56  9% $34.80 $19.35  7% $73.20  $40.59  14%
Washington $157.40 $101.91  30% $144.30 $96.43  26% $182.50  $120.07  31%
West virginiab1, b2, b3 $0.00 $0.00  0% $0.00 $0.00  0% $2.10  $5.40  2%
Wisconsin $41.38 $29.13  10% $26.63 $19.98  5% $19.50  $14.76  3%
Wyoming $5.05 $34.31  17% $17.83 $147.63  35% $4.20  $34.93  8%
total $3,405.18 $50.81  15% $4,209.23 $57.63  16% $5,356.30  $72.84  18%
average (mean) $70.94    $84.18   $105.00   
median $42.05 $34.42   $44.60 $45.36  $53.60  $51.99  

note: in some states (ct, de, and ri), a separate state agency is responsible for providing mental health services to children.

na = services provided but exact expenditures are unallocatable

a = medicaid revenues for community programs are not included in smha-controlled expenditures (1) = 2001

b = smha-controlled expenditures include funds for mental health services in jails or prisons. (2) = 2003

c = children’s mental health expenditures are not included in smha-controlled expenditures (3) = 2005

* 2003 state spending Plan and 6/35 cFsr for riverview hospital. Prepared aug. 16, 2006 by rick rome and provided to Karen andersson.

** Kansas department of social and rehabilitation services. (2004). Performance Partnership Block grat application: the FY 2005-FY 2007 Kansas state Plan.

source: table 16. smha-conrolled mental health expenditures by age and by state: FY 2003. national research institute.

Appendix A: SMHA-controlled mental health expenditures for children and youth, 2001, 2003 and 2005
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## INSTRUCTIONS 

Choosing Your Therapist, C-SOC, Youth Task Force      8/2007 

City & County of San Francisco 

  Department of Public Health 

      Community Health Program 

      Community Behavioral Health Services    

Your Name:  _____________________   Date: _____________________ 

Address: __________________________   E-mail: _____________________ 

Phone Number: _____________________  
 

Choosing Your Therapist 
Welcome!  In order to help us match you with a therapist that you will feel comfortable 

with, please tell us a little bit about what you want. 
 

1. Do you want your therapist to be a certain gender? (give us your 1st and 2nd choices) 
 

 Male   Transgender (please specify_____________)  

 Female   Doesn’t matter 
 

2. Do you want your therapist to be a certain age? 
 

 Younger  Older  Doesn’t matter 
 

3. Do you want your therapist to be a certain race or ethnicity? (give us your top 3 choices) 
 

 White   Mixed or bi-cultural  Black  Asian   

 Latino   Other (please specify: ___________)  Doesn’t matter 

 

4. Do you want your therapist to be able to speak a certain language? 
 

 English   Spanish   Chinese   Vietnamese   

 Pilipino   Russian   Other (please specify: ______________) 
 

5. Do you want your therapist to have a certain sexual orientation?  Do you want your therapist to be:
   

 Gay or lesbian  Bisexual   Straight   Doesn’t matter 
 

6. What would be the ideal place to have your therapy? (give us your top 3): 
 

 Home   Different places       Outside      School    Office 

 Restaurant   Other (please specify: ______________)            Doesn’t matter 
 

7. Are there any places that you DON’T want to have therapy? 
 

 Home   Different places       Outside      School    Office 

 Restaurant   Other (please specify: ______________)            Doesn’t matter 
 

8. Would you like your therapist to ask you if it’s ok to take notes during your session? (check one) 
 

 Yes   No   Doesn’t matter 

 

Thank you for letting us know what you want.  We will do our best to match you with a therapist 

that you will feel most comfortable with. 

 

## Instructions: Give form to youth at intake, before assignment of therapist. Keep form in 

chart after case is opened. 

Appendix B

reprinted with permission from san Francisco county department of Public health.
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** INSTRUCTIONS 

Do You Feel Me, C-SOC, Youth Task Force             8/2007 

  City & County of San Francisco 

Department of Public Health 

  Community Health Program 

  Community Behavioral Health Services 

              

DO YOU FEEL ME? 
 

1. Right now, this is how I feel (circle one or more) 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

                                                                                                

 

 

 

 

2. Please explain why:                  Other         

                 (Draw Here)  
______________________________________________ 
 
 

3. I am  Hungry    Not hungry  
 

 

4. Right now I:   Want to be here 

    Don’t want to be here 

    Something else: __________________________ 

**Instructions: Give form to youth at beginning of session. File one copy per month 

in chart if applicable. 

Appendix B (cont’d)

reprinted with permission from san Francisco county department of Public health.
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