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April 7, 2021 
 
 
Medicaid and CHIP Payment and Access Commission  
1800 M Street, NW, Suite 650 South  
Washington, DC 20036 
 
 Dear Commissioners, 
 
As a follow-up to my public comments during last month’s MACPAC meeting, I am re-sending the 
information that NACBH provided in response to your 2019 Request for Information about Medicaid 
Institutions for Mental Diseases (IMDs).  It is attached.  While we believe that you are not planning to 
focus on the IMD exclusion as part of your June 2021 Report to Congress, we respectfully ask that the 
Commission examine how the exclusion restricts access to necessary health care services for children, the 
shape- and cost-shifting that compliance or avoidance require, and how the exclusion can be justified in 
light of federal parity policy.   
 
A higher priority than broadly addressing Medicaid’s discriminatory health coverage policy is to resolve 
its conflict with the Title IV-E foster care program.  October 1, 2021 is the deadline for states to begin 
implementing a complicated array of prevention, congregate care, after-care, and other provisions of the 
sweeping child welfare reform packaged in the Family First Prevention Services Act (FFPSA).  Without a 
change in the Medicaid law, CMS officials have stated that they do not have the authority to waive the 
IMD exclusion beyond very limited Section 1115 waivers.  The requirements of those waivers are not 
consistent with the intended use of the child caring institutions allowed by FFPSA.   
 
Qualified Residential Treatment Programs (QRTPs) are the most visible of the four types of child caring 
institutions eligible for IV-E room and board as of October 1.  While CMS does not typically provide policy 
interpretation based on hypotheticals, the attached response to the California Department of Health Care 
Services is very clear about the state’s chances of defending a determination that their QRTPs are not 
IMDs.  Without state plan coverage or functional waiverability under Medicaid, states are stuck in a 
funding catch-22 as the clock ticks on FFPSA implementation planning. 
 
All four types of child caring institutions that are eligible for IV-E room and board under FFPSA are at risk 
of identification as excluded IMDs, meaning that a federal Medicaid match could not legally be claimed 
for any of the health care services delivered to children residing in those facilities.  (See the attached, 
What is a QRTP? for the list of IV-E eligible settings.)   
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Of the allowable child caring institutions, only QRTPs are defined in federal law so, at this point, only 
QRTPs could be removed from the scope of the IMD exclusion without larger amendments to both the 
Medicaid and IV-E statutes.  That is the legislative fix that states and providers are advocating for:  to take 
QRTPs out of the IMD picture, which would remove the biggest barrier to implementation of the Family 
First Prevention Services Act.  We hope it is an action that the Commission could support. 
 
Please let me know what additional information would be helpful.  We appreciate your attention to this 
increasingly urgent issue. 
 
Sincerely, 

 
Patricia Johnston 
Director of Public Policy 
pat.johnston@nacbh.org 
(202) 839-0251 mobile 



 
 

 

 
 

WHAT IS A QRTP? 
 

 
Under the Family First Prevention Services Act, a Qualified Residential Treatment Program is one of four types of 
child care institutions that may qualify for federal IV-E matching payments after a child’s first two weeks in that 
congregate care setting.  The other three allowable child care institutions are: 
 
• a setting specializing in providing prenatal, post-partum, or parenting supports for youth, 
• a supervised independent living setting, and 
• a setting providing high-quality residential care and support services to children who have been or are at risk of 

becoming sex trafficking victims. 
 
States may also claim IV-E foster care payments on behalf of a child living:  
 
• in a foster family home licensed or approved by the state, or 
• with their parent(s) in a licensed, family-based residential substance abuse treatment facility. 
 
Among these settings, QRTPs are the most likely to draw the scrutiny of federal officials for potential violation of 
the Medicaid IMD exclusion.  In addition to requiring certain assessments and oversight for continued stay in a QRTP, 
the Family First Prevention Services Act defines the setting as a program that: 
 
• Has a trauma-informed treatment model that is designed to address the needs, including clinical needs, of 

children with serious emotional or behavioral disorders or disturbances. 

• Has registered or licensed nursing staff and other licensed clinical staff who 

o provide care within their state-defined scope of practice 
o are on-site consistent with the QRTP’s treatment model, and 
o are available 24 hours/day, 7 days/week. 

• As appropriate, facilitates participation of family members in the child’s treatment program. 

• Facilitates and documents outreach to family members, including siblings, and maintains contact information for 
any known biological family and fictive kin of the child. 

• Documents how family members are integrated into the treatment process, including post-discharge, and how 
sibling connections are maintained. 

• Provides discharge planning and family-based aftercare support for at least 6 months post-discharge. 

• Is state-licensed and is accredited by CARF, COA, the Joint Commission, or another independent, nonprofit 
accrediting organization identified by the HHS Secretary. 
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WHAT IS AN IMD? 
 
 

Under Medicaid, Institutions for Mental Diseases (IMDs) are “facilities of more than 16 beds primarily engaged in 
providing diagnosis, treatment or care of persons with mental diseases.”  Mental diseases include all mental and 
substance use disorders identified in the DSM, other than V codes.  Beds may be counted cumulatively across 
multiple facilities, locations and programs, if owned and governed by the same entity. 
 
IMD is not a licensing category, it is a description of characteristics.  The facility does not have to be licensed as a 
health care facility to be considered to be an IMD by CMS.  Merely having more than 16 beds and more than 50% of 
residents with a DSM diagnosis can trigger such a finding.  Congregate care facilities licensed by child welfare 
authorities are one potential example of excluded IMDs. 

The Medicaid IMD exclusion prohibits federal financial participation for any otherwise-covered Medicaid service for 
people “residing” in IMDs, except: 

• The exclusion does not apply to Medicaid enrollees aged 65 and older. 

• The exclusion does not apply to non-elderly adults (aged 22-64) in an inpatient psychiatric unit of a general 
hospital for any length of stay, or to non-elderly adults enrolled in Medicaid managed care programs for IMD 
admissions of up to 15 days in a month. 

• There is a partial exception to the IMD exclusion for Medicaid enrollees under age 21, for inpatient psychiatric 
hospital services, referred to as the “Psych Under-21 benefit.” 

• Psych Under-21 services may only be delivered in three types of facilities:  psychiatric hospitals, psychiatric 
units of general hospitals, or Psychiatric Residential Treatment Facilities (PRTFs), as defined in federal Medicaid 
regulations. 

 
The IMD exclusion may be waived by CMS for certain Section 1115 waivers.  Under those waivers, Medicaid funds 
may not be used to pay for room and board, lengths of stay are time-limited, and the waivers must be cost-neutral 
to the federal government. 

• CMS 2017 guidance about IMD waivers for time-limited substance use disorder treatment.   

• CMS 2018 guidance about IMD waivers for time-limited mental health treatment, only for non-elderly adults.   

• CMS 2019 guidance allowing states to apply for Section 1115 waivers to cover Medicaid services for children 
in Qualified Residential Treatment Programs (QRTPs), a category of child caring institution created by the 
Family First Prevention Services Act.  However, the QRTPs would have to meet all federal requirements for 
PRTFs, and states would have to achieve a maximum average length of stay across all waivered IMDs of no 
more than 30 days. 
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https://www.medicaid.gov/federal-policy-guidance/downloads/smd17003.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/smd18011.pdf
https://www.medicaid.gov/federal-policy-guidance/downloads/faq092019.pdf


 
 

 

 
 

WHAT IS A PRTF? 
 
 

Under Medicaid, a Psychiatric Residential Treatment Facility is one of three specific settings allowed to deliver 
inpatient psychiatric hospital services for enrollees under age 21, also known as the Psych Under-21 benefit.  The 
other two allowable settings are psychiatric hospitals and psychiatric units of general hospitals. 
 
PRTFs are “non-hospital inpatient” settings that: 
 
• Have a provider agreement with their own and/or another state’s Medicaid agency to provide Psych Under-21 

services, for a per diem that includes room, board and a comprehensive package of active treatment.  Additional 
services or pharmaceuticals may be billed outside the per diem, as specified in the provider agreement.  As of 
January 2019, states must ensure that children in PRTFs are receiving the full benefit of EPSDT. 

 
• Are accredited by either the Joint Commission, COA, CARF, or another state-approved accrediting organization. 
 
• Meet federal standards for certification of the need for this level of care, physician-directed services, multi-

disciplinary treatment team including specific mental health professionals, active treatment under an 
individualized plan of care, facility emergency preparedness plans, and conditions of participation related to the 
use of seclusion and restraint. 

 
There is wide range of facilities and programs generally referred to as residential treatment or residential care for 
children and adolescents.  The majority of them are not PRTFs.  Many of them meet the Medicaid definition of an 
excluded IMD.  States may not legally claim federal Medicaid matching payments for any otherwise-covered 
Medicaid service for children “residing” in excluded IMDs, whether physical or mental health services, and whether 
delivered on- or off-site. 
 
In some cases, a residential facility is not a PRTF for its own state (for example, it is licensed as a child caring 
institution by the state where it is located), and simultaneously is a PRTF under a provider agreement with another 
state’s Medicaid agency.  This could expose the non-PRTF state to an IMD compliance action by CMS. 
 
Not every state has PRTFs within its borders for its own Medicaid population.  In those instances, children needing 
a PRTF level of care may be sent out of state, or may receive services in-state at a higher or lower level of care than 
is clinically indicated.  Or they may receive services in-state at an appropriate level of care, but not in a PRTF as 
defined in federal Medicaid law.  Again, non-PRTF states are at some risk for IMD compliance audits by CMS, a risk 
that may increase after states fully implement the Family First Prevention Services Act. 
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DEPARTMENT OF HEALTH & HUMAN SERVICES 
Centers for Medicare & Medicaid Services 
7500 Security Boulevard, Mail Stop S2-14-26 
Baltimore, Maryland   21244-1850 
 
Disabled and Elderly Health Programs Group 
 
 

July 30, 2020 
 

 
 
Ms. Jacey Cooper  
Chief Deputy Director, Health Care Programs  
California Department of Health Care Services  
P.O. Box 997413, MS 0000  
Sacramento, CA  95899-7413  
 
Dear Ms. Cooper: 
 
Thank you for your letter to Mr. James Scott about the Family First Prevention Services Act 
(FFPSA) requirements for Qualified Residential Treatment Programs (QRTPs), Short-Term 
Residential Therapeutic Program facilities (STRTPs) in California and their intersection with the 
Medicaid Institution for Mental Diseases (IMD) exclusion.  I am responding on Mr. Scott’s 
behalf since Medicaid IMD coverage policy is within the Disabled and Elderly Health Programs 
Group’s portfolio. 
 
You provided a detailed explanation in your letter about California’s plans for implementation of 
the FFPSA requirements for QRTPs and why you believe that California’s STRTPs would not be 
considered IMDs.  Unfortunately, the Centers for Medicare & Medicaid Services (CMS) is 
unable to provide California the blanket assurance requested that STRTPs are not IMDs. Section 
1905(i) of the Social Security Act (Act) defines an IMD as a “hospital, nursing facility, or other 
institution of more than 16 beds, that is primarily engaged in providing diagnosis, treatment, or 
care of persons with mental diseases including medical attention, nursing care, and related 
services.”  QRTPs were added to title IV-E with no cross reference to Medicaid statute allowing 
them to be considered as an exception to the IMD exclusion. Additionally, title XIX was not 
changed as a result of the changes in title IV-E of the Social Security Act (the Act) as amended 
by Division E, title VII Family First Prevention Services Act of the Balanced Budget Act of 
2018 (BBA of 2018, Pub. L.1115-123 to exempt QRTPs from the IMD exclusion.   
 
As outlined in the September 2019 CMS guidance entitled, “Qualified Residential Treatment 
Programs (QRTP) and Serious Mental Illness (SMI) and Serious Emotional Disturbance (SED) 
Demonstration Opportunity Technical Assistance Questions and Answers,” CMS has not 
determined that all QRTPs will be IMDs.  Consistent with current practices, states must make an 
IMD assessment and determination on a facility by facility basis according to CMS’s existing 
statute, regulation and sub-regulatory guidance.  
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In title IV-E, a QRTP must be licensed as a “child care institution” and is defined as a program 
that “provides a trauma-informed model of care designed to address the needs, including clinical 
needs, of children with serious emotional or behavioral disorders or disturbances…”   
Section 4390 of the State Medicaid Manual (SMM) sets forth criteria for a state to consider when 
determining whether a treatment program is an IMD.  Applying the criteria, you have determined 
that STRTPs that serve more than 16 children are not IMDs. We understand you made this 
determination based on your assessment that the STRTPs are not licensed or accredited as 
psychiatric facilities, are not under the jurisdiction of the mental health authority, do not 
primarily provide mental health treatment, do not specialize in providing 
psychological/psychiatric care, as evidenced by the lack of a requirement for such staff, and the 
current need for institutionalization for most of the children stems from the need for foster care 
placement and dependency findings, not a mental or substance use disorder.  However, we 
believe your conclusions appear to be inconsistent with the criteria and other information in 
section 4390. 
   
Specifically, it appears the state misconstrues the criterion in item 5, paragraph C of section 4390 
that indicates, “The current need for institutionalization for more than 50 percent of all the 
patients in the facility results from mental diseases.”  While the state posits that “most” of the 
children are in the treatment programs for reasons other than their mental or substance use 
disorder, we note that the definition of a QRTP includes a requirement that the program is for 
foster care children with “serious emotional or behavioral disorders or disturbances.”  
Furthermore, the criterion in paragraph C of section 4390 needs to be applied on an individual-
by-individual basis in order to determine if more than 50 percent of the individuals in an STRTP 
are there because of their mental or substance use disorder.  Paragraph D of section 4390 states, 
“In applying the 50 percent guideline . . . determine whether each patient's current need for 
institutionalization results from a mental disease.  It is not necessary to determine whether any 
mental health care is being provided in applying this guideline.” Therefore, we emphasize that 
each child in each facility requires an individualized determination of the reason they are 
institutionalized. 
 
In addition, while the STRTPs may not be licensed as psychiatric facilities, the state reports that 
they do in fact provide, among other services, “mental health services.”  Additionally, even 
though the STRTPs may not be under the jurisdiction of the mental health authority, the state 
reports that the mental health services furnished in them must be overseen by the Department of 
Health Care Services (DHCS) and County Mental Health Plans and the mental health programs 
must be approved within one year of licensure. Finally, the state also reports that STRTPs by 
regulation have a “half-time equivalent licensed mental health professional for every six children 
and a psychiatrist available.”  Based on the foregoing, it appears that at least some of the 
STRTPs could be IMDs that are “primarily engaged in providing diagnosis, treatment, or care of 
persons with mental diseases.”  
 
If, as a result of this clarification, the state determines that some of the STRTPs are in fact IMDs, 
we note that CMS outlined several options for states to consider in its September 2019 QRTP 
guidance given that CMS does not have the statutory or regulatory authority to exempt QRTPs 



Page 3 – Jacey Cooper 
 
from the IMD exclusion.  States may consider QRTPs that meet federal requirements, including 
Conditions of Participation governing restraint and seclusion, and seek certification, as a 
psychiatric residential treatment facility (PRTF), which is one of the facility types in the 
inpatient psychiatric services benefit for individuals under 21 and are an exception to the IMD 
exclusion.  The state may also consider pursuing the section 1115 opportunity described in a 
November 2018 State Medicaid Director Letter entitled “Innovative Service Delivery Systems 
for Adults with a Serious Mental Illness or Children with a Serious Emotional Disturbance 
(SMI/SED)”.  As clarified in the September 2019 guidance, QRTPs determined by the state as 
IMDs may be added to the section 1115 demonstration request. California currently has an 
approved Substance Use Disorder (SUD) section 1115 demonstration.  CMS is available to 
provide technical assistance to California on developing an SMI/SED section 1115 
demonstration that would include QRTPs.   
 
Thank you again for your inquiry to CMS about QRTPs.  CMS appreciates and shares your 
concerns about providing quality care to vulnerable foster care children in California.  If you 
have further questions about QRTPs and the IMD exclusion, or would like to schedule a call to 
further discuss this letter, please contact Kirsten Jensen, Director of the Division of Benefits and 
Coverage, at 410-786-8146 or kirsten.jensen@cms.hhs.gov. 
 

Sincerely, 
 
 
 

Alissa Mooney DeBoy 
Director 
 

cc:  James Scott, Director Division of Program Operations 
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May 31, 2019  
 
Anne L. Schwartz, Ph.D.  
Executive Director  
Medicaid and CHIP Payment and Access Commission  
1800 M Street, NW, Suite 650 South  
Washington, DC 20036  
 
Dear Dr. Schwartz:  
 
The National Association for Children’s Behavioral Health (NACBH) is pleased to provide input related to 
the Commission’s upcoming report on Medicaid Institutions for Mental Diseases (IMDs) as required by 
the SUPPORT for Patient and Communities Act, and for future study and recommendations about federal 
Medicaid IMD policy.  
 
NACBH represents multi-service treatment agencies providing a wide array of behavioral health and 
related services, such as crisis intervention, residential treatment, psychiatric hospitalization, therapeutic 
group homes, in-home services, therapeutic foster care, independent living, alternative educational 
services, respite, day treatment, outpatient counseling and a range of community outreach programs.  
Medicaid pays for the majority of treatment services delivered by our members, who are also connected 
with child welfare, juvenile justice, and educational systems in their communities.  Additional payers 
include TRICARE and private insurance plans.  
 
The Medicaid IMD Exclusion Does Apply to Enrollees Under Age 21  
 
There is a widespread misperception that the 1972 addition of “inpatient psychiatric hospital services for 
individuals under age 21” allows children to receive necessary services in a wide variety of settings.  It 
does not.  For the majority of 24-hour settings that meet the Medicaid definition of IMDs, states may not 
legally claim federal financial participation (FFP) for any of the health care services provided to children 
residing in them, whether mental or physical, and whether provided on- or off-site.  
 
Commonly referred to as the Psych Under-21 benefit, this narrow exception to the IMD exclusion allows 
only three types of IMDs to receive Medicaid reimbursement for enrollees under age 21:  psychiatric 
hospitals, psychiatric units of general hospitals, and Psychiatric Residential Treatment Facilities (PRTFs) as 
defined in federal Medicaid regulations.  PRTFs are the only non-hospital setting that the Secretary has 
exercised statutory authority to define under the Psych Under-21 benefit.  Not all residential treatment 
centers are PRTFs, and not all states have PRTFs within their borders – to our knowledge, only about half 
do. 
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EPSDT Does Not Trump the IMD Exclusion 
 
The Early and Periodic Screening, Diagnosis and Treatment (EPSDT) benefit allows payment only for 
otherwise covered Medicaid services, i.e., those listed in §1905(a) of the Social Security Act.  The addition 
of 1905(a)(16), inpatient psychiatric services for individuals under age 21, was a first step towards 
increasing access to necessary services for children and adolescents.  However, it authorized FFP only for 
inpatient psychiatric services, not the full range of health care services available under EPSDT.  In fact, 
there was a series of recoupment actions against states in the early 2000s, upheld by the HHS 
Departmental Appeals Board, requiring certain states to return federal matching funds for non-psychiatric 
health care services provided to children in the three allowable types of IMDs.  So, even after allowing 
Medicaid reimbursement for a limited range of inpatient psychiatric settings for children, the payment 
policy was discriminatory. 
 
In November 2012, new federal guidance gave states the option of including non-psychiatric health care 
services in active plans of care for children receiving Psych Under-21 services, permitting states to legally 
claim FFP for all Medicaid-covered services for children in the three allowable types of IMDs.  The 21st 
Century Cures Act went a step further by requiring EPSDT coverage for these children, effective in January 
of this year.  While welcome, it provides only incremental relief from the larger discriminatory barrier 
imposed by the IMD exclusion. 
 
The IMD Exclusion Does Trump EPSDT 
 
Immediately following the list of Medicaid covered services in §1905(a) is the IMD exclusion, with bold 
added here for emphasis: 
 
except as otherwise provided in paragraph (16), such term does not include –  
(A)  any such payments with respect to care or services for any individual who is an inmate of a public 

institution (except as a patient in a medical institution); or 
(B)  any such payments with respect to care or services for any individual who has not attained 65 

years of age and who is a patient in an institution for mental diseases. 
 
“Such term” refers to medical assistance (Medicaid).  Paragraph (16) is the Psych Under-21 benefit, which 
now includes EPSDT coverage under the Cures Act.  Otherwise, no services in paragraphs (1) through (28), 
including EPSDT at paragraph (4)(B), are covered for children who are in institutions for mental diseases. 
 
CMS Is Not Able to Consistently Enforce the IMD Exclusion 
 
The Centers for Medicare and Medicaid Services (CMS) cannot identify which IMDs are PRTFs and 
therefore covered by the Psych Under-21 benefit.  Over the last decade or so, we have seen several 
versions of a list of facilities that CMS identifies as PRTFs, none of them accurate.  As just one example, all 
three versions identify no PRTFs in Iowa.  Iowa has had PRTFs, licensed as Psychiatric Medical Institutions 
for Children (PMICs), since 1987;  today, Iowa has  29 PMICs with 467 licensed beds.   This is a significant  
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knowledge gap – for policy and financing discussions, but also for quality and other oversight functions – 
and is one area where CMS should improve its data collection. 
 
CMS cannot identify improper claims for services provided to children residing in excluded IMDs.  Unlike 
PRTFs, which should be visible to CMS through claims that include a per diem and a particular CPT code, 
excluded IMDs are invisible to CMS.   For example, if children are placed in congregate care facilities for 
which IV-E or the state is paying room and board, the health care services billed to Medicaid just look like 
outpatient claims.  CMS doesn’t know where the children are living.  It is up to the states to identify which 
of their licensed facilities are IMDs and comply with the exclusion across programmatic lines.  IMDs are 
not limited to certain licensing categories or authorities.  Medicaid defines them by their characteristics:  
more than 16 beds, primarily engaged in care or treatment of persons with mental or substance use 
disorders. 
 
The child welfare example is particularly timely as the imminent implementation of the Family First 
Prevention Services Act (FFPSA) will make several kinds of congregate care facilities more visible for 
potential IMD compliance actions in the states.  FFPSA restricts federal IV-E payments for congregate care 
to a short list of specific types of facilities, several of which would appear to meet the definition of an IMD 
if they have more than 16 beds:  Qualified Residential Treatment Programs, family-based residential 
substance abuse treatment facilities, and, possibly, residential care for children who have been or are at 
risk of becoming victims of sex trafficking.  Unless there is a change in federal Medicaid policy, we believe 
that states are going to be at high risk for 100% of health care costs historically, although perhaps not 
lawfully, matched by federal Medicaid payments. 
 
The current policy has been inconsistently enforced by CMS, which doesn’t have the capacity to seek out 
every violation.  Their approach has been to address violations when they come to CMS’ attention through 
submission of state Medicaid plan amendments, and even those submissions and entire state Medicaid 
plans don’t reveal the extent or nature of facilities licensed by non-health authorities where Medicaid 
enrollees may reside. 
 
We appreciate the line that CMS has to negotiate between absolute enforcement and aggressive 
overreach that could damage the federal-state partnership, and it certainly wouldn’t further the purposes 
of the Medicaid program to blow up a system that has evolved around conflicting statutory authorities.  
But the uneven enforcement and underlying misalignment with Title IV-E leaves states continually at risk 
of compliance and recoupment actions, and their concern is escalating.  In just the past week, NACBH 
responded to inquiries from child welfare authorities in two states, asking for information about how the 
IMD exclusion may affect their IV-E plans under the Family First Prevention Services Act.  That is policy 
clarity that needs to come from both CMS and the Administration for Children and Families, and soon. 
 
Attached is our 2014 brief describing the disconnection between child welfare and Medicaid, produced 
when an earlier version of FFPSA was under discussion in Congress. 
 
Another area where CMS could improve its data collection would be requiring states to report annually 
on the in- and out-of-state facilities with which they have provider agreements to deliver Psych Under-21  
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services, by name/EIN and type of setting (psychiatric hospital, psychiatric unit of general hospital, or  
PRTF), and some measure of utilization (again, by type of setting and in/out-of-state location).  Medicaid 
law only requires that the inpatient psychiatric services be delivered, not that they be delivered in all or 
the most appropriate of the three allowable settings.   Collecting the information would serve several 
purposes:  (1) illuminate the extent to which states are providing the least restrictive, covered setting 
within the child’s home state, (2) ensure an accurate inventory of PRTFs, including facilities not recognized 
as PRTFs by the states where they are located and licensed, and (3) identify facilities whose home state 
may be violating the IMD exclusion by claiming a federal match for what look like outpatient claims, should 
there be a desire to consistently enforce the IMD exclusion.  
 
MACPAC’s Comment Request 
 
Regarding the specific items outlined in your comment request, information gathered by Watson Health 
and SAMHSA can likely provide a more comprehensive picture than NACBH can of how the visible segment 
of the IMD universe operates, is regulated and paid.   
 
We hope that your report will acknowledge the limitations of the identified stakeholders, scope of inquiry, 
and timeline.  The IMD exclusion is a hugely complicated topic and, from NACBH’s perspective, not 
generally recognized as affecting children’s services.  Silence or misinformation on that aspect is not 
helpful in addressing the very real policy issues. 
 
NACBH has long advocated for the elimination of the IMD exclusion, its antiquated and discriminatory 
basis, the waste of resources that are spent inappropriately to accommodate it, and the tremendous 
confusion and system disruption its haphazard enforcement inflicts on the states.  We would be happy to 
provide additional information and answer any questions. 
 
Sincerely, 

 
Patricia Johnston 
Director of Public Policy 
pat.johnston@nacbh.org 
(202) 839-0251 mobile 
 
 
 
 
 



 
 
Addressing the Mental Health of Youth in Foster Care 
 
 
Principles 
 
 Individualized needs must drive case planning and treatment planning, with the involvement of the 

child and family. 
 
 Placement and treatment decisions must be based on comprehensive physical, mental, developmental, 

functional and environmental assessments.  
 
 Services must support children and families in their homes and communities, whenever indicated by 

comprehensive assessment. 
 
 A full array of treatment and support services must be available to meet the complex needs of children 

and families experiencing mental or emotional disturbance or other traumatic events. 
 
 Services must be coordinated across child-serving systems. 
 
 The scope and duration of treatment and support services must be determined by ongoing assessment 

and measurement against outcome goals. 
 

Background 
 
Most children and youth served by child welfare agencies are also eligible for Medicaid.  Child welfare is 
responsible for their safety, wellbeing and permanency, and Medicaid is responsible for their health care.  
Both programs are federal-state partnerships, and each has evolved over time in terms of both federal 
requirements and state options to best meet their population’s needs.  However, what should be a 
collaborative, comprehensive approach to improving the functioning and future prospects of these 
children is not.  The federal child welfare and Medicaid laws disconnect where they should most logically 
meet, if not overlap: mental health.  And the gap widens with every discussion of reforming either 
program without considering how both should work together for children and families. 
 
Mental Health Gaps Between Child Welfare and Medicaid 
 
States receive federal financial participation under Title XIX Medicaid (for health care and treatment 
services) for virtually all children in foster care, and Title IV-E foster care assistance (for room, board and 
maintenance) for about 40 percent of them.  States rely on these federal funding streams to substantially 
underwrite the costs of caring for children and youth in their custody.  However, differing requirements 
and practices of the two programs create a significant gap in a critical area:  mental health. 
 
It is well documented that foster children and youth have much higher mental health needs than their non-
foster care peers.  Studies have demonstrated that rates of mental illness are high among children who 
have experienced maltreatment and have been in foster care.  Many children meet diagnostic criteria for 
major disorders before entering foster care, indicating that it is frequently the experience of maltreatment, 
not foster care, that predicates mental health problems (McMillan, et al, 2005).  By the time they are 
teenagers, 63 percent of children in foster care have at least one mental health diagnosis; 23 percent have 
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three or more (White, Havalchack, Jackson, O’Brien & Pecora, 2007).  According to a 2010 study of 
Medicaid-enrolled children in thirteen states, children in foster care were prescribed antipsychotic 
medications at nearly nine times the rate of children enrolled in Medicaid who were not in foster care.  
The alarming over-prescription of powerful psychotropic drugs, which have not been tested for safety and 
effectiveness in children, points to a clear lack of assessment, monitoring and referral to appropriate 
services. 
 
A common misconception about Medicaid is that under the Early and Periodic Screening, Diagnosis and 
Treatment mandate (EPSDT), states provide all medically necessary Medicaid services to enrolled 
children and youth, including a comprehensive array of mental health services.  While it is true that 
Medicaid covers an increasingly robust variety of outpatient, in-home, peer support and other community-
based mental health services, there are too few options for beneficiaries who need a 24-hour treatment 
environment that falls below an acute care setting.   
 
When Medicaid was established in 1965, it included an IMD exclusion stating that federal financial 
participation is not available for any services provided to an individual who is under age 65 and is a 
patient in an institution for mental diseases (IMD).  The intent was to prevent states from shifting costs 
which historically they had borne to the federal government.  In 1972, the law was changed to establish an 
exception to the IMD exclusion for individuals under age 21 through a benefit called Inpatient Psychiatric 
Services for Individuals Under Age 21, commonly referred to as the “Psych Under-21” benefit.  It allows 
inpatient psychiatric services in three settings:  psychiatric hospitals, psychiatric units in general hospitals, 
and other settings as defined by the Secretary.  Thus far the Secretary has defined only Psychiatric 
Residential Treatment Facilities (PRTFs) as an “other setting,” and only about half the states license and 
regulate them. 
 
When the under-21 exception to the IMD exclusion was established, Medicaid covered children’s mental 
health services based on a traditional medical model of care: outpatient and inpatient. Many treatment 
models and settings have been developed in the four decades since then to better serve individual needs 
and respond to changing community standards on where and how services should be delivered, but the 
Medicaid program has not been updated to include them.  A strict interpretation of the IMD definition – 
institutions of more than 16 beds that are primarily engaged in providing diagnosis, treatment, or care of 
persons with mental diseases – inhibits provider agencies from developing a robust array of services if 
their cumulative bed count would exceed 16.  This, in turn, prevents administrative economies of scale, 
seamless service delivery for children who move between levels of care and, ultimately, the availability of 
necessary and effective services that should be provided under EPSDT. 
 
The conflict for states is that ensuring the safety of foster children with significant behavioral health needs 
can mean placement in 24-hour settings which meet the definition of an IMD but are not one of the three 
allowed within the Psych Under-21 benefit.  Legally, Medicaid should not be paying their health care 
claims.  However, the Centers for Medicare and Medicaid Services relies on states to comply with the 
exclusion, including identifying which facilities are IMDs.  This has led to various levels of interpretation 
and compliance across the country, and confusion about whether compliance is even necessary.  The IMD 
exclusion is antiquated and not uniformly applied. Eliminating it would remove a legislative barrier to 
necessary services, effective clinical practices and cost efficiencies.1 

 
 
 
 

1  A more comprehensive review of the IMD exclusion is available online at www.nacbh.org, under 
“About Us,” Rationale for Eliminating the IMD Exclusion for Medicaid Beneficiaries Under Age 21. 
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Assessment 
 
Jane Knitzer’s 1982 ground-breaking report, Unclaimed Children: The Failure of Public Responsibility to 
Children and Adolescents in Need of Mental Health Services, was the first significant study to identify the 
service gaps for children most in need.  She found that many children were inappropriately receiving 
services at more restrictive levels of care than were needed, due to lack of alternative resources.  The 
1999 Supreme Court Olmstead decision energized the trend, started in the 1960s with de-
institutionalization, to transform the delivery system and transition individuals from institutions to 
community services and settings in compliance with the Americans with Disabilities Act.  In this 
decision, the Supreme Court ruled that states must have a “comprehensive, working plan for moving 
qualified individuals in institutional settings to less restrictive settings.”  The Surgeon General’s 1999 
Report on Children’s Mental Health and the United Nations Convention on the Rights of the Child 
emphasized that treatment should be considered a basic right for families that suffer from a mental health 
or substance use disorder.  In 2001, the President’s New Freedom Initiative, designed to encourage the 
development of community-based services, stated that there should be “no wrong door” for accessing 
services.   
 
Assuring that the right services are accessed must begin with a comprehensive assessment of a child’s 
physical, mental, developmental, functional and environmental status, continuing with reassessment at 
specific intervals.  The assessment must be at the core of an individualized service plan to meet the 
unique needs of each child and family.  Tools exist, such as the Early Childhood Service Intensity 
Instrument (ECSII, for ages 0-5 years) and the Child and Adolescent Service Intensity Instrument (CASII, 
for ages 6-18 years), which link comprehensive assessment to the appropriate level of care and service 
intensity, taking into account relevant dimensions of safety, function, and family and environmental 
resources.  We must continue to develop multi-dimensional assessment tools to identify problems as early 
as possible to ensure that children and families receive timely and adequate services, monitor outcomes, 
and inform development of responsive programs. 
 
Unfortunately, child welfare position papers and legislation currently floating on Capitol Hill reject a 
common sense approach of using assessment to determine the right services at the right time in the right 
amount.  Under the banner of reinvestment, they would prohibit or strictly limit federal financial 
participation for some settings, based solely on their congregate or group nature, and unrelated to a child’s 
individual needs or circumstances.  If these funding restrictions are adopted, there is tremendous potential 
that mental health services and supports will become even less accessible and responsive to the children 
who need them most. 
 
Any reform of the child welfare system must examine Medicaid’s role in providing health care, as well as 
what states will be required to fully finance if federal reimbursement is further restricted under Titles IV-
E and XIX. 
 
Common Language 
 
Contributing to the misalignments of child-serving systems is a lack of common language.  Terminology 
can be based in federal law, state licensing, academic theory, front-line practice or philosophical values.  
Language that is outdated or ambiguous, in particular, invites unintended consequences.  For example, 
“institutions,” “congregate care,” “group placements” and “residential care” have been used almost 
interchangeably to refer to an array of 24-hour settings developed to respond to different treatment and 
safety needs.  The antiquated and imprecise usage reveals, at best, a lack of understanding of current 
evidence-informed practice and, at worst, a desire to invalidate a group of services or providers. 
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A prerequisite to system reform must be the development of consistent terms to define child welfare and 
mental health placements and services.  
 
Recommendations 
 
 Do not reduce or eliminate federal financial participation for existing placement and treatment options 

until capacity is established in other settings or services that are more responsive to assessed need. 
 
 Develop common terminology defining child welfare and mental health placements, settings and 

services, including the purpose, attributes, eligibility and payer for each. 
 

 Direct relevant agencies within the U.S. Department of Health and Human Services to develop a 5- to 
10-year child welfare-mental health workforce development plan, engaging professional schools, 
clinical guilds, provider agencies, family and foster family organizations in the effort. 

 
 Eliminate the Medicaid IMD exclusion for enrollees under age 21. 
 
 Fully implement EPSDT, ensuring state accountability and federal oversight. 
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