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ABSTRACT
States across the country are embracing integrated care delivery models as part of their efforts to deliver high-quality, cost-
effective care to Medicaid beneficiaries with comorbid physical and behavioral health needs. The Medicaid expansion autho-
rized by the Affordable Care Act brings greater import to these efforts, as millions of previously uninsured low-income adults, 
many at increased risk for behavioral health conditions, gain coverage. State efforts to ensure that Medicaid beneficiaries have 
access to integrated care, however, are hindered by a fragmented behavioral health system that is administered and regulated 
by multiple state agencies and levels of government, and by purchasing models that segregate behavioral health services 
from other Medicaid-covered services. Drawing on a review of the literature and interviews with consumers, providers, payers, 
and policymakers, this report explores strategies states are deploying to address or eliminate system-level barriers to inte-
grated care for this medically complex and high-cost Medicaid population.
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EXECUTIVE SUMMARY
States across the country are promoting integrated care 
delivery as part of their efforts to deliver high-quality, 
cost-effective care to Medicaid beneficiaries with 
comorbid physical and behavioral health conditions. 
The Medicaid expansion authorized by the Affordable 
Care Act (ACA) brings greater import to these efforts, 
as millions of uninsured low-income adults, many at 
increased risk for behavioral health conditions, gain 
coverage and states are required to provide behavioral 
health services and meet federal parity laws. State 
efforts to ensure that Medicaid beneficiaries have access 
to integrated care, however, are hindered by a frag-
mented behavioral health system that is administered 
and regulated by multiple state agencies and levels of 
government, and by purchasing models that segregate 
behavioral health services from other Medicaid-covered 
services.

Drawing on a review of the literature and inter-
views with diverse stakeholders, this report explores 
strategies states are deploying to address or eliminate 
system-level barriers to integrated care for this medi-
cally complex and high-cost Medicaid population.

Administrative Strategies
Most states vest responsibility for Medicaid physi-
cal health, mental health, and substance use disorder 
(SUD) services in two or more separate agencies, each 
with different missions, leadership, expertise, and con-
stituencies. This fragmented administration often leads 
to misaligned purchasing strategies and conflicting and 
redundant regulation of physical and behavioral health 
providers.

Consolidating the various agencies responsible 
for physical and mental health and SUD services can 
help, though it can be politically and structurally dif-
ficult to implement given longstanding differences in 
agencies’ mission and constituencies. Thus, it is more 
common for states to consolidate behavioral health pur-
chasing, contracting, and rate-setting in their Medicaid 
agency and retain licensing and clinical policy in the 
behavioral health agencies. Where even that level of 
consolidation is not feasible states rely on informal 

collaborations to rationalize strategies across agencies. 
Informal collaborations are the most tenuous as they 
are dependent on personal relationships among agency 
leadership and staff.

Purchasing Strategies
Medicaid managed care is the preferred delivery model 
in most states. However, few states offer integrated 
benefits in managed care; most “carve out,” or cre-
ate separate reimbursement streams for at least some 
behavioral health services. Early decisions to carve out 
behavioral health services grew out of political, finan-
cial, and policy pressures ranging from stakeholder 
opposition to cost control to concerns about the ability 
of Medicaid managed care plans to manage behavioral 
health services. These carve-out arrangements continue 
despite mounting evidence that they create barriers to 
care coordination and information-sharing. Cognizant 
of these issues, states committed to the carve-out model 
are adopting various policies to create linkages across 
providers and systems.

At the same time, a growing number of states 
are implementing fully integrated managed care 
approaches, in some cases targeted to individuals with 
serious mental illness.

Regulatory Strategies
State regulations governing licensure and certifica-
tion, billing, and health information exchange also can 
impede the delivery of integrated care. With authority 
over Medicaid physical and behavioral services vested 
in separate agencies or offices, state regulation of these 
sectors is rarely cohesive and frequently redundant or 
contradictory. Today, states are seeking to streamline 
their licensing rules and creating credentialing programs 
for nontraditional providers, such as community health 
workers and peer counselors, who increasingly play a 
role in integrated care models. States also are revising 
their Medicaid same-day visit policies and establishing 
billing codes for emerging treatments.

Finally, slower rates of adoption of informa-
tion technology among behavioral health providers 
and state and federal constraints on sharing behavioral 
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health data also can impede integrated care delivery. 
State strategies to support greater information exchange 
include technical assistance funding for electronic 
health record implementation, policy guidance, stream-
lined privacy standards, and standardized, multiprovider 
consent forms.

Looking Ahead
While Medicaid has long been the dominant payer 
for behavioral health services and Medicaid benefi-
ciaries with comorbid physical and behavioral health 
conditions are among the program’s most medically 
complex and costly, state administrative, purchasing, 

and regulatory structures have not kept pace with best 
practices in the field. There is a large body of evidence 
showing that patients fare best when their physical 
and behavioral health needs are addressed in tandem. 
There is no single pathway through which all states will 
be able to achieve integrated behavioral and physical 
health care; the best strategy or combination of strate-
gies will depend on a state’s political and health care 
environment. However, regardless of the approach, 
states will succeed only if they put in place a cohesive 
framework that enables providers to deliver integrated 
care to Medicaid patients with comorbid physical and 
behavioral health needs.
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STATE STRATEGIES FOR 
INTEGRATING PHYSICAL AND 
BEHAVIORAL HEALTH SERVICES 
IN A CHANGING MEDICAID 
ENVIRONMENT

INTRODUCTION
Medicaid plays a central role in financing mental health 
and substance use disorder (SUD) services, account-
ing for 26 percent of all spending on behavioral health 
services in this country.1 Medicaid beneficiaries with 
behavioral health conditions are among the program’s 
most medically complex, with health care costs for ben-
eficiaries with comorbid chronic conditions and mental 
illness 60 percent to 75 percent higher than for those 
with chronic conditions but without mental illness. 
Costs for those who also have a substance use disorder 
are nearly three times higher.2 Notwithstanding the 
level of spending, individuals with serious mental ill-
ness die on average 25 years earlier than those without, 
largely because of preventable chronic physical illness.3

Against this background, it is not surpris-
ing that nearly all states have embarked on efforts to 
improve health outcomes and better manage costs for 
beneficiaries with comorbid physical and behavioral 
health conditions. The imperative to rethink pay-
ment and delivery of behavioral health services is even 
more profound in states that have expanded Medicaid 
coverage as authorized by the Affordable Care Act 
(ACA).4 The expansion population is a diverse group 
of low-income adults, including many at increased risk 
for behavioral health conditions.5 Moreover, the ACA 
requires states to provide mental health and SUD ser-
vices to adults covered under the Medicaid expansion, 
and to do so in parity with physical health services. By 
contrast, behavioral health services are optional for pre-
ACA covered adults and the Mental Health Parity and 
Addiction Equity Act for the most part does not apply.6

Medicaid expansion brings greater urgency and 
import to states’ efforts to purchase high-quality, cost-
effective, integrated care for beneficiaries with comorbid 

physical and behavioral health conditions. However, 
these efforts often are hindered by a fragmented physi-
cal and behavioral health system that is administered, 
regulated, and financed by multiple state agencies and 
levels of government; by purchasing models that seg-
regate behavioral health services from other Medicaid-
covered services; and by the absence of a cohesive pro-
vider community sharing aligned incentives.

This report examines the features of successful 
integrated delivery models, the state policies and prac-
tices that create barriers to integrated care, and steps 
states are taking to break down those barriers and pro-
mote the delivery of integrated care.

CORE ATTRIBUTES OF INTEGRATED 
CARE DELIVERY
States across the country are embracing integrated care 
delivery as part of their efforts to deliver high-quality, 
cost-effective care to Medicaid beneficiaries with 
behavioral health needs. The prevalence and interact-
ing effects of comorbid mental illness, substance use 
disorders, and physical health conditions are well docu-
mented, as is the high cost of care for Medicaid ben-
eficiaries with comorbid physical and behavioral health 
conditions.7 Additionally, a growing body of evidence 
indicates that integrated care delivery models can be 
cost-effective and improve health outcomes.8

A review of the literature9 and interviews with 
consumers, providers, managed care entities, and poli-
cymakers identify the following features as key to the 
delivery of effective integrated care.

•	 Accountability for the whole person. A single 
provider, care team, or health care entity is 
responsible for coordinating or delivering the full 
spectrum of physical and behavioral health services 
and, to the extent applicable, long-term services and 
supports and social services, such as assistance with 
housing and employment.

•	 Aligned financial incentives. State purchasing 
models, payment policies, and contracting 
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requirements for Medicaid physical and behavioral 
health services are aligned.

•	 Information-sharing. Provider practices have the 
health information technology to communicate and 
exchange information in nearly real time on patient 
conditions, care, and outcomes with other providers, 
patients, and their families; managed care entities; 
and states. State privacy rules enable information-
sharing to the maximum extent practicable.

•	 “Up-to-date” state licensing, credentialing, 
and billing rules. State licensing, credentialing, 
and billing rules support best practices on the 
ground, enabling providers to employ, deploy, and 
be reimbursed for the range of professionals and 
paraprofessionals and services required to meet the 
medical, behavioral health, and social needs of their 
Medicaid patients.

•	 Cross-system understanding. Behavioral health 
and physical health providers are trained in each  
other’s fields to minimize mistrust, lack of under-
standing, or lack of communication resulting from 
cultural gaps between the two systems. Individuals 
with comorbid conditions are treated with respect 
and compassion, regardless of care setting.

In the next sections we examine state administrative, 
purchasing, and regulatory strategies and consider how 
they impede or advance the delivery of integrated care.

ADMINISTRATIVE STRUCTURES AND 
STRATEGIES
Administrative responsibility for physical and behav-
ioral health services historically has been split among 
Medicaid and behavioral health agencies, with different 
leadership, missions, and staff expertise. Even today, 
most states vest responsibility for Medicaid, mental 
health, and SUD services in two or more separate agen-
cies. For example, as of 2010, 48 states had separate 
Medicaid and mental health agencies, and in 20 of 
those states, mental health and SUD were in separate 
agencies.10 It is not uncommon to find Medicaid pay-
ment and clinical policies and rules for behavioral 

health services outside the purview of the Medicaid 
director.11

The administrative bifurcation of physical 
health services and behavioral health services into 
separate agencies can lead to differences in vision and 
policy goals and misaligned program priorities, purchas-
ing decisions, and provider regulations. Even where the 
respective agency leadership recognizes the value of 
integrated care, the success of such initiatives is highly 
dependent on personal relationships and a high level of 
commitment to agency coordination, reinforced by the 
governor’s office.

In addition, separate agencies tend to institu-
tionalize the cultural separation of physical and behav-
ioral health at the provider level, creating different 
constituencies with competing interests and separate 
sources of guidance and support at the state level.12 As 
discussed below, states are seeking to address the chal-
lenges of separate agency structure in both formal and 
informal ways.

Agency Consolidation
In 2012 and 2013, California eliminated its existing 
mental health and SUD agencies, transitioning the 
majority of their responsibilities to the state’s Medicaid 
agency, in order to integrate financing and improve 
patient outcomes.13 The transitions occurred in the con-
text of a state budget deficit and a broad restructuring 
of California state government, aimed in part at fixing 
a “haphazard structure that inhibit[ed] coordination 
and efficiency” because of a lack of cohesion and logical 
organization.14

Agency consolidation directly addresses the 
challenges that bifurcated administration creates for 
integrated care delivery, but it can be difficult to accom-
plish because of the level of upheaval required and long-
standing differences in vision, mission, and constituen-
cies among agencies. Consequently, states’ use of this 
strategy is rare.

“I don’t know that lawmakers think about 
integration.”

—Maryland provider
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Consolidated Contract Oversight
Many states are addressing the challenges posed by a 
fragmented administrative structure by consolidating 
physical and behavioral health purchasing decisions, 
contracting, and rate-setting in a single agency, while 
maintaining separate agency structures for licensing and 
clinical policy.

In 2013, Kansas implemented a new Medicaid 
managed care program called KanCare, under which 
Medicaid managed care organizations (MCOs) cover 
both physical and behavioral health services. To sup-
port this shift, Kansas consolidated all Medicaid fis-
cal and contract management functions in the Kansas 
Department of Health and Environment (the Medicaid 
agency) and maintained responsibility for behavioral 
health policy direction, licensing, and waiver program 
management in a newly formed, separate Department 
for Aging and Disability Services.15

New York is following a similar approach 
within its existing agency structure, transitioning rate-
setting responsibility for behavioral health services from 
its behavioral health agencies into its Department of 
Health (the Medicaid agency). In addition, when the 
state fully integrates (or “carves-in”) behavioral health 
services into its Medicaid managed care program in 
2015, the Department of Health will hold the contract 
with the managed care plans.

In April 2014, Arizona moved oversight of its 
physical health service contract for people with serious 
mental illness in Maricopa County (the state’s most 
populous county, home to Phoenix) from the Arizona 
Health Care Cost Containment System (the Medicaid 
agency) to the Department of Health Services’ Division 
of Behavioral Health Services. At this time, the 
Division began contracting with a regional behavioral 
health organization (or BHO, a managed care organiza-
tion that specializes in behavioral health care) to cover 
physical and behavioral services for this population.

Consolidation of Medicaid purchasing deci-
sions and contracting responsibility in a single agency 
centralizes administrative and financial accountability 
and allows clearer policy direction for plans and provid-
ers. Agency collaboration remains critical to ensuring 

that the responsible agency can tap into the expertise 
and relationships across the Medicaid and behavioral 
health agencies.16

Informal Collaboration
Where formal agency relationships do not exist, per-
sonalities and personal relationships are key to structur-
ing integrated care models. We see this in Washington 
State, where the Health Care Authority (the Medicaid 
agency) and the Department of Social and Health 
Services (which administers Medicaid behavioral health 
services) jointly developed requirements for the state’s 
Health Home program, under which MCOs, BHOs, 
and providers coordinate services across separate physi-
cal and behavioral health systems. While the Health 
Care Authority holds the contracts for Medicaid 
Health Homes, state officials report that the joint 
development and its role in stakeholder buy-in were 
critical to the successful launch of the program. An 
advantage of such informal arrangements is that they 
require the least administrative upheaval, compared 
with the strategies identified above. A disadvantage is 
that they are the most tenuous since they depend on 
relationships among agency leadership and staff.17

Regardless of the administrative structures by 
which a state delivers Medicaid physical and behavioral 
health services, interviewees emphasized the impor-
tance of having a clear and consistent strategic vision, 
goals, and direction across agencies.18

PURCHASING STRATEGIES
The historical bifurcation of Medicaid physical and 
behavioral health services across multiple agencies can 
result in different—and uncoordinated—purchasing 
strategies for physical and behavioral health services.

Of the 35 states that, along with the District 
of Columbia, provide physical health services through 

“A system of separate state agencies and 
constituencies prioritizes the institution over 
the patient.”

—New York State provider
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Medicaid MCOs in 2014, only nine include all behav-
ioral health services in an integrated benefit package. 
(One additional state has plans to do so.) The remain-
ing 26 states (plus the District) carve out some or all 
behavioral health services from their MCO benefit 
package, providing them through fee-for-service 
Medicaid, a BHO, or an administrative services 
organization.

While a small number of states carve out all 
behavioral health services, most states’ coverage var-
ies by service type or Medicaid eligibility category. For 
example, psychotropic drugs may be included in the 
MCO benefit package, while treatment for addiction 
may be carved out. MCOs may cover behavioral health 
services provided by primary care providers, but not 
more specialized treatments provided by behavioral 
health professionals.

As Medicaid agencies gain more experience 
with managed care and integrated delivery models 
gain traction, a growing number of states are moving 
to consolidate their purchasing, so that a single man-
aged care entity holds responsibility for both behavioral 
and physical health. As important as consolidation is, 
it does not guarantee integration at the provider level. 
Potential advantages of carve-in models include the 
ability to align incentives at the MCO level, availability 
of comprehensive claims data, and centralized account-
ability for cost, quality of care, and patient outcomes.19 
However, in the absence of clear and enforceable con-
tract provisions that require or incentivize integrated 
care approaches, a carve-in payment approach ulti-
mately may be no more supportive of integrated care 
than a carve-out approach.

Carve-Outs
The historical preference for behavioral health carve-
outs grew from political, financial, and policy pressures 
ranging from stakeholder opposition to cost control to 
concerns about the ability of Medicaid managed care 
plans to manage behavioral health services. Some of 
these factors continue to have traction among consum-
ers and behavioral health professionals who fear that 

behavioral health providers and the patients who rely on 
them will be shortchanged under a carve-in model.

On the other hand, the experience with carve-
out payment arrangements strongly suggests that they 
impede the delivery of integrated care.20 Strong contract 
provisions and carefully designed programs help, but 
rarely provide a completely satisfactory solution. When 
behavioral health benefits are carved out, accountability 
for a patient’s health requires coordination across two 
(or even three) managed care or administrative entities 
that have separate budgets, financial responsibilities, 
and provider networks. MCOs and payers of carved-out 
services benefit financially from diverting members to 
services for which they do not have financial responsi-
bility, potentially resulting in unnecessary or inappropri-
ate referrals and fragmented care delivery. For providers, 
carve-out models can mean reimbursement models and 
incentives that do not align across payers (such as when 
physical health is paid on a capitated basis and behav-
ioral health on a fee-for-service basis).

Carve-outs also complicate information-
sharing and service coordination. With separate entities 
managing individuals’ physical and behavioral health 
care, providers’ access to comprehensive patient data 
often is limited. Responsibility for pharmaceuticals can 
be particularly confounding; limited access to prescrip-
tion drug records across systems impedes medication 
reconciliation, which can lead to severe adverse clinical 
outcomes. While MCO, BHO, and administrative ser-
vices organization contracts frequently include require-
ments to coordinate and share information across 
separate systems,21 such requirements are challenging 
to enforce and more often than not ineffective. In addi-
tion, for consumers and their families, carve-outs create 
a complex system with multiple points of contact for 
accessing services and no single entity responsible for 
meeting the totality of an individual’s needs. Despite 

“When everyone is  responsible  [ for 
coordinating care across separately funded 
systems], no one is responsible.”

—Washington State legislative staff person
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these drawbacks, carve-outs remain the predominant 
purchasing model for Medicaid behavioral health 
services. Cognizant of these shortcomings, states that 
maintain carve-out models are adopting strategies to 
address these concerns.

Financial alignment and shared accountability. 
Financial alignment—the use of financing mechanisms 
to create incentives for providers to integrate care—is a 
critical strategy in a carve-out environment. For exam-
ple, starting in 2015, Maryland will contract with an 
administrative services organization to manage carved-
out mental health and SUD services for Medicaid 
beneficiaries. A portion of the organization’s payment 
will depend on its performance on physical health qual-
ity metrics, such as all-cause readmission rates and the 
percentage of patients with an annual primary care visit, 
thereby tying reimbursement to effective management 
of both physical and behavioral health services.22

Health Homes. The Medicaid Health Home 
option under Section 2703 of the ACA offers another 
mechanism for states with carve-out models to coordi-
nate and manage care across delivery systems. Health 
Homes provide care management and coordination ser-
vices to Medicaid beneficiaries with chronic conditions, 
including behavioral health conditions,23 and can be 
deployed to connect services across managed care plans, 
BHOs, and fee-for-service Medicaid.

Carve-Ins
A number of states are moving to add behavioral health 
services to their managed care benefit package, having 
concluded that carve-ins provide the best opportunity 
to facilitate integrated care at the provider level. By 
centralizing accountability for patient outcomes, qual-
ity, and cost of care in a single entity, carve-in purchas-
ing arrangements create an incentive for managed care 

entities to support, and for providers to deliver, inte-
grated care.

New Mexico implemented a full carve-in 
arrangement in January 2014. As New Mexico’s 
Medicaid waiver submission reads, “integration of 
behavioral health and physical health … is an opportu-
nity for New Mexico to achieve better health outcomes 
as one entity will be responsible for managing care for 
the whole person.”24 New York, which currently carves 
out most behavioral health services, will implement its 
carve-in to MCOs in 2015. State officials note that 
under the current arrangement, beneficiaries “bounce” 
between care settings, receiving care that is inefficient 
and inattentive to patients’ needs.25 Washington State, 
which currently provides physical health, mental health, 
and SUD services through three separate systems, 
enacted legislation in April 2014 authorizing Medicaid 
to jointly procure all physical and behavioral health 
services through MCOs or BHOs, beginning in April 
2016.26

As noted above, a carve-in purchasing model 
does not guarantee integrated delivery of care. The 
benefits can be diluted when an MCO subcontracts 
with a BHO, particularly in the absence of strong con-
tract provisions and oversight.27 Stakeholders raise two 
additional concerns: first, that BHOs’ administrative 
costs divert funds from behavioral health services;28 and, 
second, that MCOs lack the expertise to manage care 
for people with serious mental illness and SUDs. As 
discussed below, states have pursued a number of strate-
gies to ensure that carve-in models advance integrated 
care delivery.

Contract requirements and f inancing provisions. 
New Mexico includes a provision in its MCO contracts 
prohibiting subcontracts with BHOs on an at-risk 
basis.29 This arrangement allows MCOs to subcontract 
with such organizations to leverage their expertise in 
areas such as utilization management and coordination 
of care, while ensuring that MCOs remain financially 
responsible for behavioral health services. Tennessee, 
another carve-in state, allows MCOs to subcontract for 
management of behavioral health services, but requires 

“Without a dedicated funding stream for 
coordination, it is difficult to bridge [separate] 
systems.”

—Washington State county social services 
manager and chemical dependency coordinator
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subcontractors to operate on site in MCO offices to 
facilitate coordinated management.30

To ensure that funding for behavioral health 
services is not diverted to physical health care or plan 
administration, states are considering including in plan 
contracts minimum medical loss ratios for behavioral 
health services. In addition to such a provision, New 
York is including a transitional provision requiring 
MCOs to pay ambulatory behavioral health providers 
at their current fee-for-service rates for two years after 
the carve-in is implemented.31 This measure is intended 
to preserve funding to meet beneficiary needs and help 
small behavioral health providers making the transition 
to managed care contracting, with which they have little 
experience.

Special models for people with serious mental illness 
or SUDs. Stakeholders expressed the greatest concerns 
with respect to MCOs taking on responsibility for 
behavioral health services for individuals with serious 
mental illness or SUDs. At the same time, there was 
widespread recognition that these individuals need inte-
grated care. Accordingly, states are beginning to develop 
capitated models specifically for high-need patients and 
requiring health plans to meet enhanced standards.

In April 2014, Arizona implemented an 
integrated physical and behavioral health benefit for 
Medicaid enrollees with serious mental illness in one 
county through a regional BHO.32 Likewise, in July 
2014, Florida implemented a fully integrated health 
plan through a BHO for residents with mental illness, 
starting in Miami-Dade and Broward counties and 
rolling out to other regions in September.33 In 2015, 
New York will introduce Health and Recovery Plans 
(HARPs), an integrated managed care product for 
individuals with serious mental illness or SUDs, plus 

high-risk utilization patterns or functional deficits.34 
HARPs will be subject to more extensive behavioral 
health staffing and experience requirements than 
those for MCOs enrolling individuals with less serious 
behavioral health needs. HARPs also will be required 
to provide an enhanced benefit package that includes 
recovery-oriented home- and community-based ser-
vices, such as employment and education supports, as 
well as all physical and behavioral health services.

By creating what are in effect special needs 
plans for individuals with serious behavioral health 
issues, states are able to vest in a single managed care 
entity responsibility for the full range of services that 
address the physical, behavioral health, and social needs 
of especially needy populations, and at the same time 
impose additional experiential requirements. These 
models are gaining interest among stakeholders who 
are anxious to see integrated models extended to popu-
lations with serious mental illness or SUDs, but are 
concerned that traditional MCOs are ill-equipped to 
manage these populations. One notable reservation with 
respect to this approach is a concern about the poten-
tially stigmatizing effect of a separate delivery system 
for people with serious behavioral health conditions.

REGULATORY REQUIREMENTS
No matter how cohesive the administration and pur-
chasing of Medicaid physical and behavioral health ser-
vices, state regulatory policies with respect to licensing, 
certification, and reimbursement may stymie integration 
at the provider level.

Licensing and Certification
In states across the country, providers report that 
“licensing and administration have not kept pace with 
provider practices,” often impeding integrated care.35 It 
is not unusual for providers seeking to colocate physi-
cal, mental health, and SUD services to require licenses 
from multiple agencies, each of which has its own 
licensing policies and procedures.36 This is at best an 
expensive burden for providers and at worst a deterrent 
to colocation of services.

“When MCOs entered into risk-based 
contracts with BHOs, funds were eaten up on 
the administrative side, and behavioral health 
services were either rationed or insufficiently 
delivered.”

—New Mexico Medicaid official
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In Massachusetts, state regulations require new 
or renovated facilities to provide separate waiting rooms 
for physical and behavioral health services, which not 
only stigmatizes behavioral health patients but also 
discourages integration among providers with limited 
space.37 Recently, the state has granted waivers of these 
requirements to enable integration. Similarly, Arizona 
state officials noted that, until recently, colocation of 
physical and behavioral health services in the same 
space was not permitted.38 Under new rules in Arizona, 
a wide range of facilities, including outpatient treatment 
centers, can provide both physical and behavioral health 
services under a single license.39

Professional credentialing rules similarly can 
impede integrated care. Integrated care models increas-
ingly rely on “nontraditional” providers, including com-
munity health workers, patient navigators, and peer 
counselors. If such providers are not credentialed, their 
services may not be covered by Medicaid.40 To facilitate 
the employment of nontraditional staff, New York, for 
example, is establishing a program that will enable cer-
tified peer advocates to deliver Medicaid-reimbursable 
services in outpatient clinic settings certified by the 
state’s SUD agency.41

Billing Requirements
Medicaid billing rules also affect integrated care deliv-
ery. One policy relates to whether a provider may bill 
for both a behavioral health and physical health visit on 
the same day, something that might well be important 
in caring for patients with comorbid conditions. In 
2010, 30 states and the District of Columbia allowed 
same-day billing for physical and behavioral health vis-
its in federally qualified health centers. Fourteen states 
did not allow same-day billing by any providers, and 
three states allowed same-day billing in fee-for-service 
Medicaid outside of health centers.42 States that decline 
to permit same-day billing at health centers point to 
federal rules that bar them from discounting payment 
for the second visit to account for efficiencies related to 
providing multiple services in the same day.43

Additionally, many state Medicaid agencies 
do not allow the use of billing codes for emerging 

treatments. For example, since at least 2011, the 
Substance Abuse and Mental Health Services 
Administration has recommended use of Screening, 
Brief Intervention, and Referral to Treatment, an 
evidence-based practice used to screen for, reduce, and 
prevent problematic substance use in physical health 
settings.44 However, by 2012, just 16 state Medicaid 
agencies had developed a billing code for this practice.45

Primary care providers face broader challenges 
related to billing for integrated care because of state 
rules limiting when and how they may bill for behav-
ioral health services. For example, some states limit 
the types of practitioners who may bill for behavioral 
health services, or the procedures and diagnoses codes 
for which primary care practices may receive reimburse-
ment.46 Providers may work around billing limitations 
by recording patients’ secondary, reimbursable physical 
health diagnosis rather than their primary nonreimburs-
able behavioral health diagnosis in claims and patient 
records. Among other things, this practice results in 
inaccurate treatment records and confusion among 
providers.

Data Exchange
Exchange of physical and behavioral health diagnosis 
and treatment information among providers is a pillar 
of integrated care. Two issues make this especially dif-
ficult with respect to behavioral health services: lack 
of information technology and constraints on sharing 
behavioral health data across practices and agencies.

Behavioral health providers lag physical health 
providers in adoption of electronic health records 
(EHRs). They have limited access to capital and are 
mostly ineligible to receive financial incentives under 
the Health Information Technology for Economic and 

“Exist ing l icensing requirements are 
duplicative, necessitating separate licenses, 
redundant reporting, separate structures, 
separate hallways, and separate bathrooms 
for colocated services.”

—Arizona behavioral health official
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Clinical Health Act (only psychiatrists and nurse practi-
tioners are eligible). Only about 2 percent of behavioral 
health providers were able to meet federal meaningful-
use standards for EHRs in 2011, and only 5 percent 
anticipated being able to do so by the end of 2012.47 By 
comparison, more than 50 percent of office-based phy-
sicians could meet 12 stage-one meaningful-use core 
objectives (out of a total of 15) in 2012.48

In 2012 and 2013, New York sought to address 
the lack of EHRs among behavioral health providers 
in its Health Home program by providing funding to 
Regional Extension Centers to offer technical assistance 
to those providers.49

Additionally, federal and state privacy laws 
place more stringent restrictions on behavioral health 
information exchange than on physical health informa-
tion exchange. Particularly onerous is a federal regula-
tion (42 CFR Part 2) that prohibits federally assisted 
alcohol and drug use programs from sharing SUD 
records for treatment, payment, or health care opera-
tions purposes without written patient consent, except 
in the event of medical emergencies. In May 2014, the 
federal government announced its intent to update 
these regulations, acknowledging the barriers they 
create to integrated care delivery, but also noting the 
continuing need to protect personal information from 
inappropriate disclosures.50

Regardless of federal action, strategies are avail-
able to states to support greater exchange of informa-
tion among physical and behavioral health providers, 
while protecting patient privacy.51 States can clarify 
privacy law through agency guidance, streamline privacy 

standards by offering a single set of requirements for all 
protected information, and develop standardized, multi-
provider consent forms for the exchange of information. 
For example, the North Carolina Health Information 
Exchange Act supersedes other state privacy laws 
within the state health information exchange, allowing 
information sharing in accordance with federal stan-
dards. This law also provides immunity from liability for 
providers who, in good faith, rely upon information pro-
vided through the network. To streamline beneficiary 
consent to information-sharing in its Health Home 
program, New York has a standard consent form cover-
ing all information obtained by providers through the 
state’s Regional Health Information Organizations.52

CONCLUSION
There is little dispute that Medicaid patients fare best 
when their physical and behavioral health needs are 
addressed in tandem, coordinated by a single profes-
sional or team of professionals. For states, the question 
is how best to support providers in achieving this goal. 
With Medicaid’s increasingly important role in health 
care reform generally and in the payment and delivery 
of behavioral health services specifically, states are tak-
ing action to eliminate system-level impediments to the 
delivery of integrated care by revising their administra-
tive, purchasing, financing, and regulatory structures. No 
single strategy will address every barrier to integrated 
care and different strategies will work in different states; 
however, all states have powerful levers through which 
to promote integrated care.
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