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To inform discussion about the next steps that 
California might take in this policy direction, RAND 
Health Care, with support from the California Health 
Care Foundation, conducted an analysis of VBP in 
behavioral health. The team undertook the follow-
ing activities:

	$ Reviewed the literature on VBP in Medicaid 
behavioral health 

	$ Interviewed national policy experts 

	$ Compiled case studies of five examples of VBP 
implementation in other states through docu-
ment reviews and interviews with state officials 

	$ Interviewed county and state policymakers in 
California

This report summarizes RAND’s evaluation of exist-
ing research about VBP models as well as issues 
described by state interviewees related to imple-
mentation of VBP models in their states’ Medicaid 
programs. It includes a series of recommendations 
related to steps California could take in the short 
term to inform its future decisionmaking processes 
related to VBP. 

Literature Review and Case Studies 
The literature review revealed that implementation 
of VBP models has occurred more slowly in behav-
ioral health care than in other areas of medicine. 
Since few VBP models have been implemented, 
and those that have been have not involved the 
significant financial risk that is characteristic of more 
advanced models, there is little empirical evidence 
about their impact on care for people with SMI, 
SED, and SUDs. 

Executive Summary 

C
alifornia is beginning the second year of a 
five-year initiative to reform how its Medicaid 
program, Medi-Cal, is financed and orga-

nized. The initiative, known as CalAIM (California 
Advancing and Innovating Medi-Cal), seeks to ori-
ent the Medi-Cal program toward whole-person 
care, social influences on health, and reduction 
of health disparities.1 Achieving these goals will 
require that CalAIM address the state’s complex 
system for financing and delivering behavioral 
health care. Behavioral health care is critical to the 
success of CalAIM because of the complex social 
and medical needs of people with mental illnesses 
and substance use disorders and the complex-
ity of the delivery systems that treat people with  
these conditions. 

One component of CalAIM is a change in the way 
that specialty mental health services provided 
through California’s county-based systems of care 
are financed. Under CalAIM, financing for these 
county-based systems will transition from cost-
based reimbursement to a fee-for-service (FFS) 
system. The FFS system is also intended as a poten-
tial stepping stone to further financial reforms, 
laying the foundation for potential introduction 
of new payment models, known as value-based 
payment (VBP) models, that would give county 
behavioral health plans and behavioral health care 
providers additional flexibility in providing care 
while conditioning payment on the quality of care 
provided to Medi-Cal enrollees with serious mental 
illness (SMI), serious emotional disturbance (SED), 
and substance use disorder (SUD). 
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report behavioral health care quality measures is 
limited among many behavioral health provid-
ers. Finally, technological and legal barriers make 
it challenging to share patients’ mental health and 
SUD information.

Scope of Services Covered
The case studies also highlighted the need to spec-
ify the scope of services covered by a VBP model. 
A model can include or exclude a broad array of 
health care services — such as acute and commu-
nity mental health services, SUD treatment services, 
physical health care, and pharmacy services — as 
well as social services that historically have not 
been financed using Medicaid funds. While the ser-
vices covered by VBP models in the case studies 
varied, three common themes emerged. First, the 
provider that receives value-based payment should 
have influence over the services covered by a VBP 
model. Second, VBP models should target known 
inefficiencies in the behavioral health care system. 
Third, the scope of services that should be covered 
may depend on local conditions, and local stake-
holders may be in the best position to inform the 
design of VBP models.

Contracting Strategies to Ensure 
Accountability
Finally, the case studies highlighted the need to 
consider steps that protect patients, providers, and 
payers from unintended adverse consequences 
of VBP models. Examples of protective strategies 
include monitoring behavioral health care spend-
ing to ensure that resources are not shifted away 
from care for the highest-need patients, reviewing 
managed care contracts and monitoring provider 
network quality, and using specific payment mecha-
nisms and other strategies to protect providers and 
payers from undue risk.

Based on the literature review and additional  
recommendations from interviewed policy experts, 
the authors selected five VBP models for detailed 
case studies: 

	$ Certified Community Behavioral Health Clinic 
Prospective Payment System (national)

	$ Baltimore City Capitation Project (Maryland)

	$ Vermont Mental Health Case Rate 

	$ Pennsylvania Value-Based Purchasing

	$ New York State Value-Based Payment Roadmap

 
Through the case studies, the team identified three 
key issues that states have grappled with as they 
designed and implemented their systems: quality 
measurement, scope of services covered, and con-
tracting strategies to ensure accountability.

Quality Measurement
All state interviewees emphasized that VBP models 
depend on the development of robust quality mea-
surement. Developing these measures has been 
a complex, multistage process. First, behavioral 
health care quality measures must be defined. Next, 
information technology (IT) and the data analytics 
capacity needed to collect, analyze, and report the 
measures must be built. Finally, proponents must 
develop trust in the measures among stakeholders. 

Interviewees identified challenges with accom-
plishing these tasks. Existing behavioral health 
care measures often do not include outcomes 
(e.g., improvement in depression symptoms), nor 
process measures that cover the full scope of ser-
vices needed to treat behavioral health conditions. 
In response, some states have created their own 
measures, but the development of new measures 
required time and stakeholder engagement. In 
addition, the IT capacity needed to calculate and 

http://www.chcf.org


5Next Steps in Value-Based Payment for Medi-Cal Specialty Behavioral Health Care: Lessons from Other States

Conclusions
Given the lack of research, the authors cannot make 
specific evidence-based recommendations regard-
ing the use of VBP models to cover care for people 
with SMI, SED, and SUDs at this time. However, 
based on expert opinions and the experiences of 
other states, the authors suggest two sets of recom-
mendations that California could follow to inform 
future behavioral health payment reforms. 

The first set represents actions that California can 
take now, as it transitions to FFS payment for Medi-
Cal specialty behavioral health services. These 
recommendations will benefit patients today and 
improve California’s capacity to make decisions 
about VBP in the future:

1.	Develop a comprehensive behavioral health 
quality strategy.

2.	Build analytic capacity and expertise in contract-
ing at the state level. 

The second set of recommendations will help 
California design and implement VBP in the future 
if it chooses to follow that path:

1.	Incentivize services for patients with complex 
needs.

2.	Allow for flexibility in tailoring VBP models to 
local circumstances.

3.	Address equity and population health issues in 
VBP designs.

4.	Use VBP models to promote delivery system 
integration. 

Together, these recommendations will benefit 
patients in the short run while laying a foundation for  
successfully implementing VBP models in the future.
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disparities.4 (See the sidebar on page 7 for addi-
tional detail on CalAIM.) Medi-Cal enrollees with 
behavioral health disorders are more likely than 
enrollees without such conditions to have com-
plex, multisystem medical conditions that require 
whole-person approaches to care and to experi-
ence extremes of social disadvantage — including 
poverty, homelessness, incarceration, and social 
isolation — that negatively affect their mental and 
physical health.5 People with serious mental illness 
have higher morbidity and mortality from chronic 
physical health conditions than the general popula-
tion, with a deficit in life expectancy of about 10 
years.6 Moreover, disparities in behavioral health 
care across racial and ethnic groups are large  
and persistent.7

Since VBP models make use of quality measure-
ment, the future of VBP models for behavioral health 
care also involves another California Department 
of Health Care Services (DHCS) initiative, the 2022 
Comprehensive Quality Strategy (CQS), which 
updates the 2018 Quality Strategy, aligning it with 
CalAIM’s quality, health equity, and population health 
goals.8 As part of the CQS, DHCS has redesigned 
its quality management infrastructure and created 
the Quality and Population Health Management 
(QPHM) program. The new program will centralize 
and standardize DHCS’s quality measurement and 
monitoring activities, providing technical expertise 
to quality, equity, and performance improvement 
efforts, and enabling greater transparency and 
sophistication in policy design and implementa-
tion. The CQS sets five high-priority goals for the 
state, two of which are related to behavioral health 
care. One aims for a 50% improvement in the rate 
of screening for depression in mothers and adoles-
cents and is focused on primary care services. The 
other aims for a 50% improvement in follow-up 
after an emergency department visit for a mental 
health or substance use condition and focuses on 
specialty behavioral health care.

Introduction

CalAIM and Payment Reform for 
Medi-Cal Behavioral Health
California is in the early stages of a five-year initia-
tive to reform how its Medicaid program, Medi-Cal, 
is financed and organized, with an overall goal 
of orienting the program toward whole-person 
care, social needs, and reduction of health and 
health care disparities. As part of this plan, known 
as CalAIM (California Advancing and Innovating 
Medi-Cal), the state is making a number of changes 
to the specialty behavioral health (mental health 
and substance use disorder) system managed by 
California’s counties. One of these is “behavioral 
health payment reform,” scheduled to take effect 
in July 2023, which changes how counties receive 
the federal share of their Medicaid funding, moving 
from a cost-based to a fee-for-service (FFS) model. 

While this move is intended to produce significant 
immediate improvements in Medi-Cal behavioral 
health services by reducing the administrative bur-
den on county Mental Health Plans (MHPs), it is 
also designed to enable further financial reforms in 
the future. Specifically, the FFS model is intended 
to be a stepping stone toward future design and 
implementation of new financing models, known 
as value-based payment (VBP) models,2 that would 
allow MHPs and mental health providers greater 
flexibility in providing individualized care while 
holding them accountable for the quality of care 
received by Medicaid enrollees.3 This report aims to 
inform the policy discussion about VBP models for 
Medi-Cal behavioral health services by drawing on 
the experiences of other state Medicaid programs 
that have implemented such models. 

Reform of behavioral health financing is aligned with 
the overall CalAIM goal of orienting the Medi-Cal 
program toward whole-person care, social drivers 
of health, and reduction of health and health care 

http://www.chcf.org
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California Advancing and Innovating 
Medi-Cal 

California Advancing and Innovating Medi-Cal 
(CalAIM) is a long-term plan to improve the 
health and quality of life of Medi-Cal enrollees 
by reforming Medi-Cal’s health care delivery 
and payment systems. It has the following 
goals:9

	$ Identify and manage comprehensive needs 
through whole-person care approaches and 
social drivers of health.

	$ Improve quality outcomes, reduce health 
disparities, and transform the delivery system 
through value‑based initiatives, modernization, 
and payment reform.

	$ Make Medi-Cal a more consistent and seamless 
system for enrollees to navigate by reducing 
complexity and increasing flexibility.

	$ CalAIM focuses on promoting wellness and pre-
vention, addressing health-related social needs, 
providing enhanced care management to the 
highest-need enrollees, and strengthening the 
state’s behavioral health care system.10 

	 A set of initial CalAIM reforms became effective 
in January 2022, and the California Department 
of Health Care Services (DHCS) expects that 
remaining reforms will be phased in  
through 2027.11 

To develop this report, the authors reviewed lit-
erature on VBP models applied in other states to 
cover behavioral health care, focusing on care for 
adults with serious mental illness and substance 
use disorders (those most similar to the populations 
treated in California’s specialty behavioral health 
systems). The authors also interviewed academic 
experts, state officials, and experts in other states 
that have implemented VBP models for behavioral 
health services in Medicaid, and California officials 
at the county and state levels. The literature review 

and interviews were designed to answer questions 
about VBP models in Medicaid behavioral health 
services and understand implications for VBP mod-
els in California. Specifically, the authors sought to 
answer the following questions: 

	$ What kinds of VBP models have been imple-
mented for Medicaid behavioral health services 
in other states? 

	$ What evidence exists on how these VBP models 
are working in other states? 

	$ What lessons can be drawn from other states’ 
experiences?

The Move to Value-Based Payment 
Models
Behavioral health payment reform under CalAIM 
will change how counties receive the federal share 
of their Medicaid financing. In the current system, 
the federal share is allocated through a cost-based 
approach; counties must document the actual costs 
of care and are subject to an administratively bur-
densome and lengthy reconciliation process that 
can take years to finalize. Under CalAIM, the state 
will move to a fee-for-service (FFS) payment system 
whereby counties will be reimbursed by the state 
according to a fixed FFS rate schedule. While the 
move to an FFS system is considered by advocates 
and policymakers to be an improvement over the 
existing cost-based system, FFS systems also have 
well-known limitations. In an FFS system, providers 
are paid for each service based on a fee schedule. 
Although FFS systems have historically been very 
common, policy experts agree that misaligned 
incentives and other shortcomings limit their  
utility for achieving population health goals. Four 
key limitations of FFS systems are discussed in  
the literature: 
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1.	FFS incentivizes quantity rather than quality. 
Since providers are paid for each service ren-
dered, they have an incentive to provide as many 
services as possible. This may conflict with the 
goal of providing the right service, in the right 
amount, to the right person.12

2.	FFS constrains provider flexibility. Payment is 
limited to services on the fee schedule, which 
may limit providers’ ability to adequately meet 
patients’ specific needs. This can be problematic 
for behavioral health because patients’ health 
and social needs are strongly interconnected.13

3.	FFS does not promote care integration. 
Providers are largely paid only for services ren-
dered in patient-facing encounters. However, 
patients with more than one treating clinician, 
particularly those with chronic illnesses, need 
their treaters to communicate and work together 
to address mental health, substance use, and 
physical health problems.14

4.	FFS does not promote equity. Providers are not 
accountable for the distribution of services or 
health outcomes in the general population.15

Potential Benefits of Value-Based  
Payment Models

In recent years, health care researchers and poli-
cymakers have turned to VBP models designed to 
address the limitations of FFS payment and better 
align financial incentives with principles of equitably 
distributed, high-quality care.16 These models tend 
to use a combination of two design features: bun-
dled payments and quality-based incentives. 

Bundled payments are fixed rates paid for a group 
of services commonly provided together.17 For 
instance, a fixed amount may be paid for a com-
mon but complex procedure, such as a knee 
replacement. The bundle includes not only the sur-
gical procedure but the associated visits before and 
after surgery, all related procedures conducted in 

the hospital, and any anticipated or unanticipated 
medical or rehabilitative follow-up. If the payment 
for the bundle is set correctly, the costs will aver-
age out over a large number of cases despite 
case-to-case variation. Since the fixed payment 
covers all of these costs, providers are incentivized 
to deliver quality care that prevents unnecessary 
follow-up care.18 Moreover, the bundled payment 
reduces the incentive to provide as many proce-
dures as possible for each case, and the provider 
has greater flexibility to tailor each procedure to 
the clinical needs of each patient. Payments can be 
bundled for episodes of care or for certain catego-
ries of patients. Capitation, where a fixed payment 
is made for each individual per unit of time they 
are covered, is another example of a bundled pay-
ment. Bundled payments involve risks and rewards 
for their recipients. If their average costs exceed the 
bundled payment, recipients are at risk for the unre-
imbursed costs. If their average costs are less than 
the bundled payment, they earn additional profit. 

Quality-based incentives are mechanisms whereby 
some amount of payment is conditional on the 
provider’s performance on quality measures. A 
simple example is a quality bonus payment, where 
a provider receives a bonus payment if their per-
formance on measures of the quality of care meets 
an accepted standard. More complicated arrange-
ments involve potential losses if quality standards 
are not met. Several types of quality measures can 
be referenced in VBP models, including process 
measures that assess how care is delivered and 
outcome measures that measure health-related or 
other improvements as a result of care. 

The bundling and quality measurement compo-
nents of VBP models play complementary roles. 
Bundling of services can remove incentives to pro-
vide excessively high volumes of care and allow 
providers flexibility in decisionmaking to meet 
individual patient needs. However, bundling also 
creates an incentive to undertreat patients, since 

http://www.chcf.org
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Some reasons for these differences, which include 
numerous nonclinical barriers to care and lack 
of resources for disease management, may be 
beyond the control of clinicians. Conditioning pay-
ment on these measures can then create incentives 
for providers to avoid these patients or financially 
punish plans or providers responsible for their 
care. However, VBP models can also be designed 
in ways that mitigate these adverse effects22 and 
incentivize plans and providers to equitably address 
population health goals in ways not possible under  
FFS systems.23

providers will be paid the same amount regardless 
of the specific services they provide. The quality 
measurement components of VBP models balance 
the flexibility of a bundled payment with account-
ability to provide high-quality care. If the quality 
measures are strong — meaning, they can validly 
distinguish high from low quality of care — payers 
may use these measures along with broadly defined 
bundles of services to give providers wide flexibil-
ity in decisionmaking. If quality measures are not 
strong and payers lack effective means to hold pro-
viders accountable, payers may need to be more 
cautious about the flexibility they allow.

VBP models can be implemented at different lev-
els of the Medicaid system. First, the state can pay 
health plans, including managed care plans (MCPs) 
or county behavioral health plans, using VBPs. For 
example, a state Medicaid program could make 
capitation payments to a Medicaid health plan, such 
as California’s county-operated specialty behavioral 
health plans, and adjust the payments for quality 
of care. The CalAIM proposal focuses on this level 
of payment. Second, health plans can contract with 
provider organizations using VBP to finance the 
care. In this model, a plan might contract with a 
provider for services for a group of enrollees, where 
the provider organization shares risk with the plan. 
Other models are also possible where the state 
contracts directly with providers, or provider orga-
nizations contract with other providers.

VBP models do not necessarily address inequities 
in health care. In fact, concerns have been raised 
in the literature that VBP models can put providers 
who care for patients with low incomes or people of 
color at a disadvantage relative to other providers 
and thereby intensify existing disparities.19 These 
concerns are particularly relevant to behavioral 
health care, where evidence shows that quality of 
care is lower for Black and Latino/x patients rela-
tive to White patients,20 and for patients with low 
incomes relative to patients with higher incomes.21
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Source: Sam Nussbaum, Mark McClellan, and Grischa Metlay, “Principles for a Framework for Alternative Payment Models (PDF),” JAMA 319 (2018): 653–54.

Notes: FFS is fee-for-service. VBP is value-based payment.

Figure 1. Payment Methods Described by the Health Care Payment Learning & Action Network’s Value-Based 
Payment Framework

A. Condition-specific population-based payment. Providers receive prospective payment that reflects total 
costs of care for a primary condition (e.g., diabetes or cancer) or a set of specialty services (e.g., all primary 
care or behavioral health). 

B. Comprehensive population-based payment. Providers receive prospective payment that covers all of an 
individual’s health care needs.

C. Integrated finance and delivery system. These systems bring together insurance plans and delivery systems 
within the same organization and cover all of an individual’s health care needs.

Category 1: FFS with no link to quality

Category 2: FFS with link to quality

Category 3: FFS with shared savings or shared risk and link to quality

Category 4: Population-based payment with link to quality

Providers receive a payment for each service rendered with no link to performance on quality (not a VBP).

A. Foundational payments for infrastructure and operations. Providers receive payments for investments that 
can improve quality of care, such as care coordination staff and health information technology investments.

B. Pay for reporting. Providers receive incentive payments for reporting quality data to payers or the public,  
or penalties for not reporting data.

C. Pay for performance. Providers receive incentive payments for performance on quality or penalties for not 
performing well. For example, they may receive a percentage increase or reduction on claims paid depending 
on whether they meet quality goals.

A. Shared savings. Providers share a portion of savings they generate for payers by meeting cost or service use 
goals if quality goals are also met.

B. Shared savings and downside risk. Providers share a portion of savings they generate for payers by meeting 
cost or service use goals if quality goals are also met. In addition, providers return a portion of financial 
losses that result for payers when cost or service use targets are not met.

http://www.chcf.org
https://doi.org/10.1001/jama.2017.20226
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 The Health Care Payment Learning & Action 
Network Framework

Given the many ways that bundling and quality-
based payments can be structured, it helps to have 
a consistent way to describe and analyze them. The 
Health Care Payment Learning & Action Network 
(HCPLAN or LAN) framework, described in Figure 
1, was developed by the Centers for Medicare & 
Medicaid Services (CMS) to provide a set of clearly 
defined terms for VBP arrangements. CMS devel-
oped the framework to align payment approaches 
across the public and private sectors of the US 
health care system. The LAN convened a broad 
network of public and private health care stake-
holders — including providers, insurance plans, 
employers, consumers, states, and federal agen-
cies — to assess VBP models in use and develop 
terms and concepts for categorizing and measuring 
VBP adoption. A variety of public and private sector 
organizations use the LAN framework to monitor 
progress on health care payment reform. For exam-
ple, 11 states used the LAN framework to monitor 
the percentage of payments made by MCPs to pro-
viders through VBP arrangements as of 2019.24

The LAN framework can help stakeholders illustrate 
important design differences between VBP options 
that might be considered for Medi-Cal behavioral 
health financing. For example, the current CalAIM 
plan will move financing for behavioral health care 
to Category 1 in the framework. As described in the 
next section, there are pragmatic reasons for mov-
ing sequentially up the levels described in the LAN 
framework in order, rather than jumping straight to 
models at Category 3 or 4. The distinctions built 
into the framework help describe this stepwise pro-
gression. It is also important to point out that the 
LAN framework focuses on payment arrangements 
between health care payers, such as commercial 
insurance plans, and provider organizations, such as 
clinics and hospitals. However, the same principles 
can be applied to relationships between payers 

or other organizations “above” the level of pro-
vider organizations. For example, state Medicaid 
programs could provide incentive payments for 
quality or adjust capitation payments for MCPs. In 
the Medi-Cal behavioral health system, described 
later in this paper, VBP mechanisms could exist at 
different levels. For example, the state could use 
VBPs to finance county Mental Health Plans, and 
these plans could use VBPs to finance contracted 
providers.

Value-Based Payment Adoption Outside of 
Behavioral Health Care

Within the last decade, federal and state policy-
makers have expressed interest in increasing VBP 
adoption and launched multiple high-profile ini-
tiatives to promote VBP use. The sidebar on page 
12 presents examples of these initiatives. Initial 
VBP efforts focused on Medicare; however, state 
Medicaid programs have recently begun using 
managed care contracting to promote VBP arrange-
ments. States have used a variety of approaches, 
with different levels of flexibility, to define VBP 
arrangements in managed care organization (MCO) 
contracts. For example, Minnesota and Tennessee 
required Medicaid MCOs to adopt specific VBP 
payment models. Minnesota required MCOs to 
adopt an accountable care organization (ACO) 
model like the Medicare Shared Savings Program 
(summarized in the sidebar on page 12); Tennessee 
required MCOs to adopt a patient-centered medi-
cal home model and episode-of-care models. New 
Mexico required MCOs to launch VBP pilot projects 
with specific provider types and approved metrics. 
In contrast, other states have required MCOs to pay 
a specific percentage of total dollars to provider 
organizations through approved VBP arrangements, 
but have given MCOs broad flexibility to deter-
mine those arrangements. States may also require 
Medicaid MCOs to participate in or align with VBP 
initiatives involving other payers, such as Medicare 
Advantage or commercial insurance plans.25 
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Important Value-Based Payment 
Initiatives

	$ Accountable care organizations (ACOs) are 
groups of physicians, hospitals, and other 
providers that agree to be held accountable 
for the quality, cost, and experience of care of 
a specific group of enrollees. The Medicare 
Shared Savings Program (MSSP), authorized 
by the Affordable Care Act and launched in 
2012, enabled ACOs to share in savings from 
meeting cost and quality goals for Medicare 
fee-for-service (FFS) enrollees.26

	$ Comprehensive Primary Care Plus (CPC+), a 
five-year demonstration launched in 2017 by 
the federal Center for Medicare & Medicaid 
Innovation, provides primary care practices 
with payments to support care management 
services and reward quality performance. 
CPC+ brings together Medicare and other 
payers, including commercial insurance plans 
and state Medicaid agencies, to provide finan-
cial support for improving care delivery.27

	$ The Medicare Access and CHIP Reauthoriza-
tion Act (MACRA), enacted by Congress in 
2015, created the Quality Payment Program 
(QPP). Launched in 2017, QPP allowed physi-
cians to earn performance-based payment 
adjustments for services provided to Medicare 
patients or incentive payment for participat-
ing in a value-based payment (VBP) model 
focused on specific clinical conditions, care 
episodes, or populations. Under QPP, both 
ACOs and CPC+ count as VBP models.28

	$ In 2015, the Centers for Medicare & Medicaid 
Services (CMS) committed to linking 90% of 
payments from Medicare’s FFS program to 
quality or value and channeling 50% of pay-
ments through advanced VBPs by 2018.29

	$ Medicaid programs in multiple states use 
contracts with managed care organizations 
(MCOs) to promote VBPs. As of fiscal year 
2019, 21 states required specific targets 

for provider payments or plan enrollees 
that MCOs must include in VBP models. Of 
these states, 14 reported that their contracts 
included incentives or penalties for meet-
ing or failing to meet the targets, and 11 
reported that their targets were linked to 
the Health Care Payment Learning & Action 
Network (LAN) framework. In addition, 16 
states reported that their contracts required 
MCOs to participate in specific VBP initiatives 
or develop VBP arrangements within state-
specified guidelines.30 

http://www.chcf.org
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Using information from a sample of health insurers, 
state Medicaid programs, and the federal Medicare 
program, LAN estimated the proportion of total 
dollars paid to providers through payment models 
in each category in 2018. Figure 2 presents the esti-
mates for total Medicaid spending and for all US 
health care spending (including Medicare and com-
mercial insurers). The proportion of payments made 
though VBPs — that is, Category 2 or higher — was 
61% overall but only 34% in Medicaid. The propor-
tion in Category 3 or higher, LAN’s goal for payment 
reform, was 36% overall and 23% in Medicaid.  
Note that these 2018 figures are not specific to 
behavioral health care. As discussed in a later sec-
tion, implementation of VBP models has been 
slower for behavioral health than for other areas of 
health care.

Figure 2. Percentage of Dollars Paid Through Value-
Based Payment Arrangements by Health Care Payment 
Learning & Action Network Category and Payer (2018)
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17%
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0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Overall

Medicaid
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Source: APM Measurement: Progress of Alternative Payment Models: 2019 
Methodology and Results Report (PDF), Health Care Payment Learning & 
Action Network, 2019.

http://hcp-lan.org/workproducts/apm-methodology-2019.pdf
http://hcp-lan.org/workproducts/apm-methodology-2019.pdf
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Organization and Financing of 
Behavioral Health Services in  
Medi-Cal
To understand the motivations for and poten-
tial implications of financing reforms in the 
Medi-Cal behavioral health system, knowledge of 
how the system is currently structured and funded 
is important. Figure 3 shows the system’s current 
organization. Behavioral health care in Medi-Cal is 
divided across two distinct systems, one that cov-
ers general medical care and mental health services 

and one that covers only specialty behavioral health 
services (mental health and substance use disor-
der treatment).31 This type of system is known as 
a “carve-out” because specialty behavioral health 
services are financed separately from general health 
services. California differs from many states that 
“carve in” behavioral health, meaning that financ-
ing for behavioral health and general health care 
are integrated. 

While both the general medical care system 
and the specialty behavioral health system are 

▼ ▼

Medi-Cal Program

CPE-based payment

Behavioral Health Care Provider
Delivers behavioral health care

County Behavioral Health System
Finances and manages (and in some counties, 

delivers) behavioral health services

County Mental Health Plan
Established under Section 1915(b) waiver
56 mental health plans cover all 58 counties
Covers specialty mental health services

Standard Drug Medi-Cal System 
Established under California’s Medicaid State Plan
Used by 21 counties
Covers a limited set of SUD services

Drug Medi-Cal Organized Delivery System
Established under Section 1115 waiver
Used by 37 counties
Covers an expanded set of SUD services

➤

➤

➤

Or

➤

➤

➤

➤

➤

➤

▼

Cost-based payment

Capitation payment

Medi-Cal Managed Care Plan
Finances and manages physical health and 
mild to moderate mental health services

Mental Health 
Care Provider
Delivers non-

specialty mental 
health services

Primary Care 
Provider

Delivers physical and 
mental health care

▼ ▼

FFS payment or APM

Figure 3. Medi-Cal Behavioral Health System

Source: Author analysis, 2022.

Notes: APM is alternative payment model. CPE is certified public expenditure. FFS is fee-for-service. SUD is substance use disorder.
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responsible for providing behavioral health care, 
their responsibilities are distinguished by the ser-
vices they provide and the needs of the enrollees 
they treat. The general medical care system, where 
care is primarily organized through MCPs, provides 
all physical health care services and a limited set 
of non-specialty mental health services for adults 
and children with “mild-to-moderate” conditions. 
In January 2022, 84.5% of Medi-Cal enrollees were 
enrolled in an MCP for their physical health care.32 
The specialty behavioral health system, operated 
by county governments, typically through county 
behavioral health departments or the equivalent, is 
responsible for providing “specialty” mental health 
and almost all SUD services. Populations that may 
use these services include adults who experience 
significant distress or impairment due to their men-
tal health conditions, children or youth whose needs 
may be more complex because of their conditions 
or life circumstances, and people of all ages who 
need specialty SUD treatment.

Medi-Cal Managed Care Plans 

A variety of MCP types operate throughout 
California, including plans organized or adminis-
tered by county governments and plans offered by 
for-profit and nonprofit insurance companies.33 Each 
MCP receives a capitation payment — a per-person 
per-month amount — for each person enrolled in 
the plan and uses the capitation payments to pay 
health care provider organizations for services ren-
dered to Medicaid enrollees. Since they are fully 
risk-bearing, MCPs must maintain funds in reserves 
(tangible net equity) to adequately face penalties or 
downside risk. 

MCPs cover mental health services within a pri-
mary care provider’s scope of practice, as well as 
psychological services delivered by a psychologist, 
clinical social worker, or marriage and family thera-
pist licensed by the state. They also cover outpatient 
services for monitoring drug therapy, psychiatric 

consultation, and some other outpatient mental 
health services.34 Each MCP establishes its own pay-
ment rates with provider organizations. Most plans 
have moved away from FFS payment, where the plan 
pays the provider a fixed rate for each service ren-
dered, to capitated payment arrangements, where 
the plan pays a fixed rate to cover all services needed 
by a group of enrollees assigned to the provider.35  
Most MCPs contract with behavioral health orga-
nizations (BHOs) to manage the mental health 
component of their coverage. 

County Behavioral Health Systems

Medi-Cal specialty behavioral health services have 
historically been administered through separate 
benefits, contracts, and delivery systems for mental 
health and SUD services. In each California county, 
the specialty behavioral health system consists of 
county Mental Health Plans (MHPs), which finance 
and manage specialty mental health services, and 
the Drug Medi-Cal program or (in most counties) 
the Drug Medi-Cal Organized Delivery System 
(DMC-ODS), which finances and manages SUD ser-
vices. Throughout the remainder of this report, the 
term county behavioral health plans will be used to 
refer to these systems together.

County MHPs can directly employ individual provid-
ers and operate treatment facilities, contract with 
independent providers or provider organizations, 
or both. This means that many counties play dual 
roles in the delivery and financing of specialty men-
tal health services, as both managed care payers 
and providers of services. Smaller counties tend to 
provide services directly, through county-operated 
facilities and providers, while larger counties admin-
ister a larger share of services through contracting. 

Counties cover Medi-Cal SUD services through 
one of two systems. Some counties continue to 
provide a limited set of SUD services through a 
legacy fee-for-service Drug Medi-Cal program, 
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 administered by counties on behalf of the state. 
However, most counties (37 out of 58, covering 96% 
of Medi-Cal enrollees) now participate in the Drug 
Medi-Cal Organized Delivery System (DMC-ODS),36 
established under a Medicaid Section 1115 demon-
stration waiver in 2015 and now a permanent part 
of the Medi-Cal program operating under a Section 
1915(b) waiver. Counties that participate in DMC-
ODS function as MCPs for specialty SUD services, 
and cover an expanded set of SUD services, includ-
ing residential treatment and case management.37 
As with specialty mental health services, counties 
may directly provide specialty SUD services and/or 
contract with community-based service providers; 
many counties function as both payer and provider.  

County Behavioral Health Financing

County behavioral health plans are embedded in 
larger county health and social services systems, 
and finance and provide many services outside 
those covered by Medi-Cal. Counties receive dedi-
cated public funds for behavioral health services 
from multiple sources. Depending on the funding 
source, these dollars may be used for the nonfed-
eral share of Medi-Cal services but may also be used 
to complement and supplement these services. For 
instance, funds from the Mental Health Services Act 
(MHSA) are used to fund Medi-Cal specialty mental 
health services, and also support housing, wrap-
around, prevention, and early intervention services 
outside the scope of Medi-Cal benefits. Counties 
also finance essential behavioral health services not 
covered by Medi-Cal, including inpatient psychiat-
ric care that may not be reimbursable by Medi-Cal 
because it is provided in institutions for mental 
disease (IMDs; inpatient psychiatric hospitals or res-
idential facilities with more than 16 beds).38 Under 
federal law, counties cannot use Medi-Cal funds 
to finance IMD care for enrollees age 21–64. (The 
state has a waiver allowing reimbursement for care 
in IMDs through the DMC-ODS program and has 

announced plans to seek a similar waiver for mental 
health care.)

Since county behavioral health plans are integrated 
into county governments, the specialty services 
they provide are often integrated with a broad 
range of social services also managed at the county 
level. Many counties braid Medi-Cal funds with 
other county funds to support integrated behav-
ioral health services, such as mental health services 
in homeless shelters.39 Counties often have rela-
tionships with agencies serving those with criminal 
justice involvement, including the public defender 
(to support diversion and reentry programs), pro-
bation, and special drug or mental health courts. 
To serve children, counties tend to have relation-
ships with school districts as well as child and  
family services.

County behavioral health plans are financed 
through realignment, so called because the state 
has formally delegated (i.e., “realigned”) admin-
istrative responsibility to counties, with funding 
allocated directly to counties through dedicated 
revenue sources. Each county receives an annual 
allocation of state tax funds for behavioral health 
services. The amount available statewide is based 
on available revenue from sales and vehicle license 
taxes and not on, or adjusted for changes in, behav-
ioral health care caseloads, utilization, or demand. 
The amount can fluctuate year to year, based on the 
income that the state receives from the designated 
funds. The share of these designated funds made 
available to each county serves as the county’s pri-
mary source of nonfederal “match” for Medi-Cal 
reimbursable services, along with MHSA funds, 
which may be used to support outpatient specialty 
mental health services in Medi-Cal. These funding 
mechanisms mean that counties must budget each 
year to fulfill the county’s Medi-Cal entitlement  
obligations within their available, global budgets.40 
The basic realignment structure and mechanisms 
are not slated to change under CalAIM.
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Historically, county behavioral health agencies have 
received cost-based reimbursement for Medi-Cal 
specialty behavioral health services, using a financ-
ing method known as a certified public expenditure 
(CPE). This model constrains the state’s ability to 
introduce VBP models for behavioral health ser-
vices and counties’ ability to develop service 
infrastructure. 

Under the Medi-Cal CPE model, county behav-
ioral health plans first use county funds to pay for 
services they believe to be within the Medi-Cal cov-
erage guidelines. The county certifies these public 
expenditures for Medi-Cal services and submits FFS 
claims to DHCS to draw down the federal share of 
payment for each specialty behavioral health ser-
vice on an interim basis. 

The Medi-Cal CPE reimbursement process requires 
that counties and most subcontracted specialty 
behavioral health providers report their annual 
costs for behavioral health services. The state 
audits county cost reports to ensure the federal 
reimbursement paid out through the claiming pro-
cess equals, but does not exceed, the allowable 
costs of administering covered services.41 Often 
costs are disallowed based on the auditor’s assess-
ment of whether costs were properly documented. 
If a county has received payments that exceed its 
allowable costs, it must repay funds. If the county 
has not claimed the full amount of its allowable 
costs, it can receive additional federal funds. The 
cost report audit and reconciliation process can 
take years, forcing counties to carry significant fiscal 
risk for their Medi-Cal expenditures and face uncer-
tainty about budgets over time. 

CalAIM Behavioral Health Payment Reform

These processes will be altered by the CalAIM 
Behavioral Health Payment Reform proposal. 
In July of 2023, the state will shift from the CPE 
financing model to an alternative model, known as 

intergovernmental transfer (IGT), that will use the 
same funding resources but reduce the reporting 
burden and uncertainty. With IGT, counties transfer 
the nonfederal share of their anticipated spending 
on Medi-Cal behavioral health services to DHCS. 
The federal government provides DHCS with the 
federal share of the Medi-Cal payment, and coun-
ties draw down the funds from DHCS through an 
FFS system. 

IGT financing will eliminate the lengthy and labor-
intensive auditing and cost reconciliations required 
under CPE. For specialty mental health and SUD 
services, county behavioral health plans will receive 
a single and final payment for each service they 
deliver based on a predetermined schedule of 
reimbursement rates. County behavioral health 
plans will also receive reimbursement for admin-
istrative functions and utilization management/
quality assurance activities that they must carry 
out as MCPs. The FFS health plan rate schedules 
may be stratified by groups of peer counties, which 
are groups of counties that share similar costs of  
doing business.42

In tandem with payment reform, the state will 
require county behavioral health plans and their 
subcontracted behavioral health providers to 
update the service codes used to claim specialty 
behavioral health services. Rather than relying 
exclusively on the small number of Healthcare 
Common Procedure Coding System (HCPCS) Level 
II codes previously used for behavioral health claim-
ing, county behavioral health plans and providers 
will adopt an expanded array of HCPCS Level I (i.e., 
Current Procedural Terminology, or CPT) codes. 
This more granular set of service codes will sup-
port improved quality measurement by capturing  
additional data on specialty behavioral health  
services rendered. 

Financing using FFS should reduce the administra-
tive burden on DHCS, counties, and contracted 
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 providers because it does not require a recon-
ciliation to costs. Reimbursements levels will be 
established by the fee schedule and do not require 
additional audit. In time, the new payment model 
should simplify county budgeting. Assuming rates 
are adequate, it may also create opportunities for 
county behavioral health plans to save money on 
some services and invest more in other services or 
infrastructure. However, due to California’s unique 
specialty behavioral health financing structure 
and history of cost-based reimbursement, the FFS 
model could increase the risk borne by county 
behavioral health plans. If the rates paid by DHCS 
to the counties do not cover the costs of maintain-
ing an appropriate network of providers, plans may 
sustain significant losses with no guarantee of future 
state rate adjustments or compensatory payments. 

Implementation of 
Value-Based Payment 
for Medicaid Behavioral 
Health Services in Other 
States
To inform California’s future decisions about 
implementing VBP for Medi-Cal behavioral health 
services, the authors examined how these payment 
models have been implemented in other states, 
including state-level Medicaid payment reforms and 
a federally initiated financing model developed for 
the Certified Community Behavioral Health Clinics 
demonstration project. 

The authors’ approach had two components, 
described in greater detail in Appendix A. First, 
they conducted an environmental scan, includ-
ing a literature review and interviews with policy 
experts, to identify VBP models covering Medicaid 
behavioral health services and evidence that these 
models have affected mental health services. The 

scan targeted models that cover a range of specialty 
behavioral health services with a focus on treat-
ment for serious mental illness. Second, based on 
this scan, the authors selected five VBP models in 
Medicaid behavioral health for detailed case stud-
ies. The cases illustrate variation in model designs 
and in the context in which they were implemented, 
including states where behavioral health is carved 
into the physical health care contracts and states 
where behavioral health is carved out.43 

Research results are presented in two sections. 
First, the VBP models identified and investigated 
are described, with their common and distinctive 
characteristics highlighted. Second, themes related 
to the design and implementation of VBP models 
that arose from interviews with policy experts and 
state officials are summarized.

Value-Based Payment 
Implementation and Impact in 
Medicaid Behavioral Health
Evidence from studies evaluating VBP models’ 
effect in Medicaid behavioral health is scarce. The 
studies conducted have examined a limited range 
of potential VBP designs and a limited set of impor-
tant outcomes. A systematic review published in 
2020 examined studies of payment reforms for 
behavioral health care conducted between 1997 
and 2019.44 Out of 17 payment reforms that were 
included in the systematic review, only three were 
implemented in Medicaid and were focused on 
specialty mental health services. These three state 
reforms all involved accountable care organizations 
(ACOs) that were implemented as part of the CMS 
State Innovation Models grant program in Maine, 
Vermont, and Minnesota.45 Assessment of the three 
models was limited to use of acute care services 
(inpatient and emergency department), mental 
health quality measures, and total costs of care. 
Findings were promising but mixed. Inpatient hos-
pitalizations decreased in one state, increased in 
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another, and did not change in the third. Emergency 
department visits decreased in two states and did 
not change in the third. Only one of eight tests for 
impacts on quality measures indicated significant 
improvement. In one of the states total costs of 
care decreased; no effect on costs was found in the 
other two states.46 

While studies are scarce, the authors also found 
several non–peer-reviewed reports that describe 
relevant models. All the reports emphasized that 
VBP efforts have focused more on physical health 
than on behavioral health. Factors that explain 
the limited adoption of VBP for behavioral health 
care include the relatively small size of behavioral 
health care providers, which limits their capacity to 
implement VBP models and assume financial risk; 
the lack of engagement with behavioral health care 
providers by MCOs, ACOs, and health systems; 
the prevalence of VBP models focused on primary 
care, in which behavioral health care providers have 
limited ability to influence the total costs of care; 
and the existence of separate state government 
departments and MCOs that oversee and manage 

physical health care and behavioral health care.47

Five Value-Based Payment Models 
in Medicaid Behavioral Health 
The authors selected five real-world VBP models 
for in-depth investigation, all with potential rele-
vance for California. The sample includes four VBP 
models developed by state Medicaid systems and 
one developed at the federal level for a federal 
demonstration project. The authors investigated 
the selected payment models through addi-
tional literature searches and direct conversations 
with stakeholders to better understand the mod-
els’ structures and context, as well as issues with  
implementation that might not be reflected in avail-
able documentation. 

Table 1 presents key characteristics of each VBP 
model. These include the population and services 
covered by the model (i.e., scope), the kinds of orga-
nizations and payment mechanisms included (i.e., 
structure), and the type of metrics used to monitor 
and incentivize performance. Three of the models 
— those in Pennsylvania, New York, and Vermont — 
are recent initiatives by state Medicaid agencies to 
reform behavioral health financing. In New York and 
Pennsylvania, the reforms were part of larger VBP 
initiatives that cut across all of Medicaid financing. 
The Certified Community Behavioral Health Clinic 
model was developed by the federal government as 
part of a demonstration project for comprehensive 
outpatient mental health services. The Maryland 
model is the oldest of the models identified and 
covers highly vulnerable individuals at the highest 
risk for incarceration and homelessness. 

Since CalAIM’s goal is to focus Medi-Cal financing 
on whole-person care, it is useful to compare the 
range of services included within a payment model 
with the full scope of services commonly used by 
people with a serious mental illness, serious emo-
tional disturbance, or substance use disorder, 
including behavioral health care. These services are 
shown in six categories in Figure 4. 

Following Figure 4, each of the models is described 
in more detail. 
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Source: Author analysis, 2022.

Notes: ACT is Assertive Community Treatment. AMA PCPI is American Medical Association Physician Consortium for Performance Improvement. BH is behav-
ioral health. CMS is Centers for Medicare & Medicaid Services. ED is emergency department. FQHC is Federally Qualified Health Center. LAN is Health Care 
Payment Learning & Action Network. MAT is medication-assisted treatment. MCO is managed care organization. MH is mental health. NCQA is National 
Committee for Quality Assurance. VBP is value-based payment.

Model Scope Structure Metrics

Certified Community 
Behavioral Health Clinics 
(CCBHCs; multiple states)

Baltimore City Capitation 
Project (Maryland)

Pennsylvania Value-Based 
Purchasing

Vermont Mental Health 
Case Rate

New York State 
Value-Based Payment 
Roadmap

Comprehensive outpatient BH 
services, including psychiatric 
treatment, recovery-oriented, 
substance use, and crisis 
services.

All BH care

Varies by VBP arrangement; 
examples include VBP 
arrangements covering 
inpatient services, MAT, 
ACT services, and 
FQHC-based services.

Mental health outpatient 
services, emergency 
services.

Varies by VBP arrange-
ment

CCBHCs receive prospective 
daily or monthly payment 
based on operating costs 
and quality bonus payment.

Provider organizations 
receive per-person 
per-month payment and 
bonus payments for 
outcome metrics.

State defines VBP catego-
ries aligned with LAN 
framework; BH MCOs must 
meet VBP targets; counties 
contract with MCOs to 
manage specialty MH care 
and select VBP arrange-
ments (between MCOs and 
providers) from a “menu” 
offered by MCOs.

Nonprofit community mental 
health centers receive per-
person per-month payment 
to cover most services they 
provide and bonus payments 
for outcome metrics.

State defines VBP categories 
aligned with LAN framework; 
MCOs that offer mainstream 
and special needs plans 
must meet VBP targets; 
options include popula-
tion-based arrangements 
where providers assume 
responsibility for total costs 
of care as well as bundled 
payment arrangements.

Measures of access to care, 
medication management, 
care transitions, management 
of physical health conditions, 
and experience of care.

Frequency of ED visits, 
physical health status, social 
outcome metrics.

Quality metrics determined 
by counties, except for 
metrics that MCOs use 
across counties.

Measures of access (timely 
appointment, timely follow-up 
care) and quality (use of 
standardized screening and 
assessment tools for children 
and adults) developed by 
the state

Preventive care and screening 
for physical health problems; 
follow-up after ED visit for 
mental illness or alcohol and 
other drug dependence; 
pharmacotherapy for alcohol 
or opioid use disorder; 
avoidable MH-related 
readmissions; social 
outcomes (employment, 
housing, arrests); metrics 
defined by NCQA, CMS, 
AMA PCPI, and New York 
State.

Table 1. Characteristics of Selected Value-Based Payment Models
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Source: Author analysis, 2022.

Notes: ED is emergency department. SUD is substance use disorder.

Acute Behavioral Health Services

Mental Health ED

Mental Health Inpatient

Hospital-Based Withdrawal

Medication Management
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Recovery-Oriented

Crisis

Case Management

Residential

Coordinated Specialty Care

Community Mental Health Care

Primary Care

Emergency Department

Inpatient

Physical Health Care

Social Services

Child Welfare

Criminal Justice

Education

Employment

Housing

Pharmacy

Physical Health Medication

Mental Health Medication

SUD Medication

Substance Use Treatment

Outpatient

Inpatient

Residential

Figure 4. Categories of Services Commonly Used by People with Behavioral Health Conditions
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 The service categories and their funding sources 
are as follows:

	$ Community mental health care. All mental 
health services provided in the community, 
including outpatient psychotherapy, medication 
management, support programs, and supported 
residences. In California, some of these services 
(e.g., outpatient psychotherapy and medication 
management) can be covered by MCPs for a seg-
ment of the Medi-Cal population. The remainder 
are financed primarily through county behavioral 
health plans. 

	$ Acute behavioral health services. Psychiatric 
inpatient hospitalizations, hospital-based 
withdrawal management, and emergency 
department visits for mental health or substance 
use conditions. Emergency department visits are 
financed through MCPs, but psychiatric inpatient 
services are financed through MHPs. Hospital-
based withdrawal management can be financed 
by behavioral health plans (through the DMC-
ODS) or under Medi-Cal fee-for-service. 

	$ Physical health care. The full scope of medi-
cal care for physical health conditions, including 
primary care, inpatient hospitalization, and 
emergency department visits. Primarily financed 
through MCPs or Medi-Cal fee-for-service.

	$ Substance use treatment. All specialty treatment 
for SUDs provided in an array of community-
based settings. Primarily financed by behavioral 
health plans, through legacy Drug Medi-Cal or 
DMC-ODS. Some coverage for medications for 
addiction treatment provided in office-based or 
primary care settings is also available through 
MCPs or Medi-Cal fee-for-service/pharmacy 
benefits. 

	$ Pharmacy. Provision of medications for all health 
conditions. Primarily financed through a fee-for-
service carve-out inclusive of medications for 
both physical and behavioral health conditions. 

	$ Social services. The broad range of services 
administered and financed by counties in 
California, including housing, child welfare, and 
education, with specialized behavioral health 
services often integrated into nonmedical set-
tings such as homeless shelters, schools, and 
jails. Financed through behavioral health plans 
and other county-based mechanisms.

The six categories of services shown in Figure 4  
represent the full range that a person with SMI, SED, 
or SUD might need. Services included in each of 
the following VBP models are highlighted in color, 
while services paid for outside it are grayed out (see 
Figures 5 through 9).

http://www.chcf.org


23Next Steps in Value-Based Payment for Medi-Cal Specialty Behavioral Health Care: Lessons from Other States

Figure 5. Services Covered by the Certified Community Behavioral Health Clinic Model

Source: Author analysis of Certified Community Behavioral Health Clinic Models, 2022.

Notes: Colored blocks indicate services covered by the model (see Figure 4). Gray blocks indicate services not covered by the model. BH is behavioral health. 
CCBHC is Certified Community Behavioral Health Clinic. ED is emergency department. SUD is substance use disorder.

CCBHCs are comprehensive behavioral health outpatient clinics that are financed through  
a fixed daily or monthly rate.

	$ The rate covers all outpatient behavioral health services but does not include inpatient or emergency services.

	$ In most states, CCBHCs are eligible for quality bonus payments, but each state has developed its own set 
of performance criteria.

Model 1: Certified Community Behavioral Health Clinics
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 The Certified Community Behavioral Health Clinic 
(CCBHC) is a comprehensive outpatient behavioral 
health clinic certified as providing a broad array 
of non-pharmacy behavioral health services.48 The 
model was authorized by Congress in 2014 for a 
two-year demonstration in eight states and has 
since been extended and expanded to additional 
states. CCBHCs are financed through one of two 
cost-based methodologies: a daily rate or a monthly 
rate, at state option. The daily rate provides the 
clinic a fixed payment for each day a beneficiary 
receives clinic services, following a model used to 
fund Federally Qualified Health Centers (FQHCs). 
The monthly rate provides the clinic a fixed pay-
ment for each month during which a beneficiary 
has at least one visit. In both cases, the rates are 
designed to cover the total cost of providing the full 
scope of services to clinic patients, based on cost 
reports submitted by the clinics. The payment that 
CCBHCs receive is generally higher than historical 
FFS rates, which fell considerably below the costs 
of providing care.49 Both the daily and the monthly 
rate are VBPs because they bundle all clinic ser-
vices — including outpatient psychiatric treatment, 
recovery-oriented services, substance use services, 
and crisis services — into a single payment. 

The value-based component of the CCBHC pay-
ment systems is a quality bonus payment (QBP). 
The QBP was required for states that chose the 
monthly rate and optional for states that chose the 
daily rate, but five of the six original demonstration 
states that chose the daily rate also chose to imple-
ment a QBP system.50 Each state designed its own 
QBP, drawing on a mix of required and optional 
quality measures. States vary in the sources of funds 
used to cover the QBP systems, the size of the pay-
ments, and the performance thresholds used as 
criteria for the payments. 

Evaluation of the CCBHC demonstration is ongo-
ing, but qualitative surveys of participating clinics 
have found that the payment method can positively 

influence the clinics’ scope of service and organi-
zation of care.51 The prospective payment system’s 
flexibility has allowed many clinics to reorganize 
their services to focus on the highest-need patients 
by deploying multidisciplinary teams. However, the 
QBP systems have not played a significant role in the 
CCBHC demonstration to date. Bonus payments 
have varied widely, with some states awarding pay-
ments to all CCBHCs, and others to none. A major 
reason for this is that when QBP systems were 
designed, a strong base of empirical data on qual-
ity measure performance did not exist. The lack of 
historical information made designing QBP systems 
with realistic expectations for future performance 
and attainable quality targets difficult.52
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Figure 6. Services Covered by the Baltimore City Capitation Project

Source: Author analysis of Baltimore City Capitation Project, 2022.

Notes: Colored blocks indicate services covered by the model (see Figure 4). Gray blocks indicate services not covered by the model. BH is behavioral health. 
ED is emergency department. PMPM is per-member per-month. SUD is substance use disorder.

Baltimore finances comprehensive services for a small number of very high-need patients through 
capitation program with a quality incentive payment.

	$ The PMPM rate covers all outpatient, emergency, and inpatient behavioral health services. It does not 
cover outpatient or inpatient physical health care.

	$ A portion of payment is withheld for quality-based incentive payment.

Model 2: Baltimore City Model for High-Need Adults with Serious Mental Illness
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 The Baltimore City Capitation Project is a VBP 
model used for over 20 years to finance Medicaid 
services for high-need adults with serious mental 
illness. It is administered by the City of Baltimore, 
acting as a health plan in Maryland’s carved-out 
behavioral health system. Services are managed by 
two contracted provider organizations: Chesapeake 
Connections, operated by the Sheppard Pratt 
Health System; and Creative Alternatives, operated 
by the Johns Hopkins Bayview Medical Center.53 
Eligibility for the program is based on a history of 
multiple inpatient hospitalizations within a year and/
or incarceration. Enrollees can be identified by the 
state and referred to the program or identified by 
the program through regular visits to state psychi-
atric hospitals and approved by the state. The VBP 
model covers all non-pharmacy behavioral health 
care, including outpatient and inpatient mental 
health and substance use disorder treatment, resi-
dential support services, and recovery-oriented 
rehabilitative services. It does not cover psychiat-
ric medications, general medical care, or housing 
costs, but does cover residential support services. 
Provider agencies are required to certify that 
housing providers meet local, state, and federal 
requirements. The provider agencies receive a per-
patient per-month payment and assume risk for the 
total cost of covered care, including costs of inpa-
tient psychiatric hospitalization. The value-based 
component is a withhold paid out to the provider 
agencies as a bonus payment conditional on per-
formance on a set of quality measures. 

The organization of care in the Chesapeake 
Connections program was described by its pro-
gram director as a multidisciplinary team that 
provides comprehensive supports for enrollees for 
as long as they are needed. The program has two 
such teams, each composed of eight or nine case 
managers, a prescriber, and a registered nurse, and 
all teams have access to a therapist. Each team 
has a caseload of about 60 enrollees. According to 
Chesapeake Connections’ program director, most 

services are provided by team members. The pro-
gram includes some integrated care for physical 
health conditions, but — as noted previously — 
primary care services are out of scope for the VBP 
model. The team nurse helps coordinate physical 
health care services, working closely with an FQHC, 
often accompanying participants to their primary 
care visits. 

A primary benefit of the program, according to the 
Chesapeake Connections director, is the flexibility 
to provide a wide variety of services, including some 
that contribute to recovery and stability but are not 
medical. The program has supported participation 
in educational and vocational training programs, 
including cosmetology school and vocal training. 
Services are often provided by partner community-
based and faith organizations. All expenditures are 
based on individualized treatment plans. 

In the Baltimore City Capitation Project, programs 
must meet quality benchmarks to receive the with-
held funding. The measures assess emergency 
department use, working situation and residen-
tial tenure, physical health, and progress toward 
smoking cessation, and each measure has a speci-
fied threshold percentage that defines qualifying 
level of performance. The measures are assessed 
through twice-yearly programmatic audits, which 
also examine the patient-centeredness of the treat-
ment plans, the evaluation and intake process, and 
the quality of supportive housing services.

http://www.chcf.org


27Next Steps in Value-Based Payment for Medi-Cal Specialty Behavioral Health Care: Lessons from Other States

Figure 7. Services Covered by the Vermont Mental Health Case Rate Model

Source: Author analysis of Baltimore City Capitation Project, 2022.

Notes: Colored blocks indicate services covered by the model (see Figure 4). Gray blocks indicate services not covered by the model. ED is emergency 
department. MH is mental health. SUD is substance use disorder. VBP is value-based payment.

Vermont finances a system of community mental health centers using a case rate and plans to intro-
duce quality-based incentives.

	$ The rate covers all outpatient MH services but does not include SUD treatment, inpatient or emergency 
services for mental health or physical health, or primary care services.

	$ Vermont postponed implementation of the VBP components due to the COVID-19 pandemic and began 
paying quality bonuses in 2021.

Model 3: Vermont Mental Health Case Rate
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 The state of Vermont finances Medicaid men-
tal health outpatient services using prospective 
monthly case rates for all enrollees who receive 
services in the state’s system of community men-
tal health agencies. In this system, the community 
health agencies receive a fixed payment for each 
person they treat in a month. The state has 10 such 
agencies, each with a defined catchment area. The 
agencies receive over 90% of their funding from 
the state Department of Mental Health, primar-
ily through the state Medicaid program. Annually, 
the agencies see about 7,000 adult patients in out-
patient treatment and 7,500 adults for emergency 
services. Of these, about 2,800 are adults with seri-
ous mental illness. 

Vermont’s case rate financing system includes an 
incentive payment tied to performance on qual-
ity measures. The state legislature passed a rate 
increase equal to 1% of the total annual mental 
health allocation, and the Department of Mental 
Health withholds these funds for quality bonus 
payments. The state plans to introduce perfor-
mance-based criteria over time, to determine 
eligibility for quality incentive payments. 

Incentives matter, even tiny ones. We saw 
timely and complete data rates increase 
and lots of reconfiguration on how people 
come into the door. There were great 
conversations and thought about improving 
initial assessments, where do you do it. Case 
management has gone up a ton. People can 
get non-SMI services, and nontraditional 
therapies are expanding.

— Vermont interviewee

However, given concerns about the readiness of 
the community mental health agencies, the state 
has been introducing requirements incrementally, 
starting with pay-for-reporting criteria. Under these 
criteria, agencies qualify for the bonus payment if 
they report their encounter data in a timely manner; 
there is no quality component. Moreover, agencies 
that do not meet the criteria for a bonus payment 
are also provided funds to support their information 
infrastructure development. The first pay-for-perfor-
mance elements were introduced in 2021, and, at 
the time of the authors’ interview, 60% of the agen-
cies were on track for the full bonus payment.

The state has worked with the mental health 
agencies to develop quality measures for the 
quality bonus payment system, but progress has 
been slow. The state has considered introducing  
measures based on consumer satisfaction surveys, 
but the sampling methods used by the various 
agencies were not consistent. The state is now 
considering establishing sampling standards. The 
state also considered using a measure of access to 
care based on the proportion of patients who were 
offered a clinical appointment within five days of 
initial contact. A challenge was reaching consensus 
across agencies on whether to base the measure 
on the offer or acceptance of an appointment, and 
specifications for this measure remain in progress. 
The state continues to work with the agencies on 
measurement using standardized clinical assess-
ment tools, needs assessments, and measures of 
progress on plan of care.

The state has considered measures of emergency 
department and hospital utilization as potential 
indicators. However, trends in the use of emer-
gency department and inpatient services have 
been affected in unexpected ways by the COVID-
19 pandemic and the consequent difficulty in 
accessing routine in-person care. Policymakers 
were concerned that related quality measures could 
incentivize reduced access to these services.
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While it is too early to assess the impact of Vermont’s 
VBP model, the state has observed improvements 
in encounter data reporting and agencies’ engage-
ment in conversations about measurement and 
quality improvement. The agencies have worked 
to improve access by reconfiguring pathways to 
care, and evidence shows that use of case manage-
ment has increased. Finally, implementation of the  
VBP model has also led some of the smaller 
community mental health agencies to consider 
consolidating, since on their own they have few 
patients across whom to spread risk and very small 
operating margins.
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Figure 8. Services Covered by a Pennsylvania Value-Based Payment Model — Example 1: Mental Health and 
Physical Health Care Integration

Source: Author analysis of Pennsylvania Value-Based Purchasing, 2022.

Notes: Colored blocks indicate services covered by the model (see Figure 4). Gray blocks indicate services not covered by the model. APM is alternative 
payment model. BHO is behavioral health organization. ED is emergency department. MH is mental health. SUD is substance use disorder. VBP is value-
based payment.

In Pennsylvania, behavioral health organizations (BHOs) are required to have a portion of payments 
through VBPs and are free to design modules with county input. As a result, Pennsylvania has mul-
tiple APMs jointly developed by BHOs and counties.

	$ This figure presents one VBP model, which combines specialty MH with primary care and involves shared 
risk for hospitalizations.

Model 4: Pennsylvania Value-Based Purchasing
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Figure 9. Services Covered by a Pennsylvania Value-Based Payment Model — Example 2: Community Mental Health 
and Substance Use Treatment Integration

Source: Author analysis of Pennsylvania Value-Based Purchasing, 2022.

Notes: Colored blocks indicate services covered by the model (see Figure 4). Gray blocks indicate services not covered by the model. ED is emergency 
department. MH is mental health. SUD is substance use disorder. VBP is value-based payment.

	$ This figure presents another VBP model in Pennsylvania, which combines MH and SUD outpa-
tient treatment.
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 Pennsylvania finances Medicaid services through its 
67 counties and carves out behavioral health care. 
Each county contracts with one or more MCPs for 
its Medicaid physical health care services and with a 
separate BHO for Medicaid behavioral health care 
services. Two BHOs cover the entire state; each 
county works exclusively with one of the two. The 
Medicaid system began a concerted effort in 2017 
to shift financing arrangements to VBPs, starting with 
physical health care and adding behavioral health 
care a year later.54 The state established require-
ments for the counties that specify proportions of 
the total Medicaid health care cost expenditures to 
be paid to providers through VBP arrangements of 
different types. The requirements began with small 
percentages in low-risk VBP arrangements and 
have progressed to higher percentages at higher-
risk VBP arrangements. The requirements apply to 
counties, which work with their MCPs and BHOs 
to develop and implement the financing arrange-
ments with provider organizations. 

We are a county-based system. People 
call our system a carve-out, but we call it a 
human services carve-in. Since most human 
services are managed at the county level,  
we also have behavioral health at the  
county level.

— Pennsylvania Interviewee

VBP financing for behavioral health care began in 
2018, with a requirement that 5% of provider pay-
ments be through VBP contracts. By 2020, this 
requirement had risen to 20%, with at least half 
involving medium- or high-risk arrangements. (The 
state requirements are not specific about popula-
tions to be covered or measurement methods to 
be used.) 

In the VBP arrangements, risk can be shared 
between the counties and the BHO, depending on 
the general contracting arrangements. In a minority 
of counties, the BHO serves only as an administra-
tive service organization, and the county assumes 
all of the risk. In the other counties, the BHO takes 
on risk. Where BHOs do so, they also stand to gain 
from shared savings of up to 3% of expenditures, 
which accrue to the BHO as savings and can be 
used to reinvest in non–Medicaid-covered services 
such as infrastructure, integration with human ser-
vices organizations, or training. Reinvestments 
can be included in future capitation rates. Savings 
above 3% of expenditures must be returned  
to the state. 

The state requires that primary behavioral health 
contractors (counties and BHOs) adopt state-
designed VBP models (or others newly developed 
by the contractors in collaboration with the state) 
to organize and deliver VBP-financed care. One 
model, illustrated in Figure 8, covers behavioral 
health care through the behavioral health carve-out 
and primary health care through MCPs. Another 
model, illustrated in Figure 9, combines outpatient 
mental health and substance use treatment. While 
the state developed the former model, the latter 
was initiated by a group of counties in northwest-
ern Pennsylvania and developed with input from 
the BHO. The state also uses VBP models specific 
to behavioral health care. These include a model 
focused on posthospitalization transitions to com-
munity-based outpatient mental health care that 
ties payment for inpatient providers to standardized 
performance measures and requires standard-
ized data collection for a continuum of ambulatory 
behavioral health programs.
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In 2015, New York launched a five-year Delivery 
System Reform Incentive Payment (DSRIP) dem-
onstration program that included requirements for 
value-based payments between MCPs and pro-
vider organizations known as performing provider 
systems. The program aimed to have a minimum 
of 80% of payments made through VBP models at 
HCPLAN Category 2 or higher by the end of the 
five-year demonstration period. To this end, New 
York modified its contracting with MCPs to incentiv-
ize the growing use of VBP in the plans’ payments 
to providers, with bonuses, upside sharing, and 
downside risks tied to performance metrics.  

Additionally, the state amended its Section 1115 
waiver to enable qualified mainstream MCPs to 
comprehensively manage a more generous behav-
ioral health benefit for Supplemental Security 
Income (SSI) enrollees, who had been excluded from 
a previously implemented carve-in of the Medicaid 
behavioral health benefit. This expanded behav-
ioral health benefit was made available through 
MCPs to all adult enrollees not in Medicare through 
(1) an expanded behavioral health benefit and (2) 
special needs plans, known as Health and Recovery 
Plans (HARPs). The expanded benefit includes man-
aged behavioral health care and primary care case 
management. The HARPs cover a broader range 

of specialty behavioral health services, including 
behavioral health home and community-based 
services (HCBS) such as employment and crisis 
respite services. The HARP program was rolled out 
in stages; by October 2016 it was fully operational 
statewide. HARP eligibility is based on age (21 and 
over), diagnosis of SMI and/or SUD, and HARP 
risk factor criteria largely determined by inten-
sity of behavioral health utilization. HARP-eligible  
individuals are identified quarterly and are passively 
enrolled into HARPs.

Managed care organizations said, “How 
can we take highest-cost people into a 
risk arrangement? We need to spread 
out the risk.” We had thought, “Oh, you 
can really focus by putting all people with 
severe mental illness into the same kind of 
contract.” But plans said this didn’t make 
sense. How do you do a VBP for high-cost, 
high-need people? Where is the opportunity 
to save?

— New York interviewee

Value-Based Payment Models and New York’s Health and Recovery Plans

New York State has attempted to promote use of VBPs for SMI beneficiaries in the context of its 
carved-in Medicaid program. The state included behavioral health-related measures in its required 
measure list.

	$ Managed care plans did not develop VBP models to cover the SMI population, despite encouragement to 
do so.

	$ State officials suggested that managed care plans preferred to include SMI in comprehensive VBP models 
than to develop specialty VBP models.

Model 5: New York State Value-Based Payment Roadmap
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 The state has set clear expectations for MCPs to 
transition to VBPs to finance the care of Medicaid 
enrollees, encouraging the use of three types of 
contracts. These are (1) Total Care for the General 
Population (TCGP); (2) Total Care for Special Needs 
Populations (TC-SNP), which target special needs 
plans’ members, including HARP enrollees; and 
(3) episodic care arrangements, which target sub-
populations with higher primary care needs and 
associated higher costs. 

The incentive measures that MCPs can use in their 
VBP arrangements include behavioral health qual-
ity measures, with more SMI-targeted measures 
included in TC-SNP contract arrangements that 
MCPs may use for their HARP-covered members. 
Plans’ uptake of these arrangements for the HARP 
population has been minimal. Instead, MCPs have 
covered this population under the much more widely 
used TCGP contract arrangements. Moreover, the 
state has noted very limited implementation of 
VBP arrangements between MCPs and specialized 
behavioral health providers, including HCBS pro-
viders. Interviewees speculated that plans included 
patients who need high-cost services in contracts 
that pool total costs of care for larger populations 
to spread risk. However, this raised concerns that 
enrollees with behavioral health conditions cov-
ered under TCGP contracts might become targets 
for cost reduction strategies, resulting in reduc-
tions in needed care. Medicaid officials in New 
York have been disappointed and are searching for 
new mechanisms to promote development of VBPs 
despite this experience.

http://www.chcf.org


35Next Steps in Value-Based Payment for Medi-Cal Specialty Behavioral Health Care: Lessons from Other States

Implementing VBP Models in 
Medicaid Behavioral Health: 
Perspectives from the Field
While the published evidence of VBP models’ 
impacts in Medicaid behavioral health care is 
scarce, the perspectives of experts in the design 
and analysis of payment mechanisms, and of state 
officials who have taken an active role in implement-
ing Medicaid VBPs, can provide valuable lessons for 
California. Interviewees for this report highlighted 
concerns related to VBP implementation and sus-
tainability, including quality measurement and the 
scope of services included in models. 

Quality Measurement Is Critical to Preserving and 
Improving Quality and Enabling Accountability

All interviewees recognized the critical role of qual-
ity measurement in the move from FFS to VBP. Any 
payment mechanism that conditions payment on 
quality performance clearly requires methods for 
measuring quality. However, in VBP models that 
allow providers flexibility using bundling, quality 
measures are critical to ensuring that quality of care 
is not compromised and to ensuring accountabil-
ity, as described previously. As one of the academic 
expert interviewees put it: “When you cut costs, 
you could be acting efficiently, or you could be 
shirking on quality. You want to give incentives 
for being efficient but not shirking on quality.” All 
state interviewees recognized the need to define 
measures of quality for behavioral health; build the 
information technology and data analytics capacity 
to collect, analyze, and report the measures; and 
develop trust in the measures among stakeholders. 
This is reflected in how they planned for and moved 
toward implementation of VBP models. Each of 
these issues is described below. 

	$ Existing quality measures for behavioral health 
care are limited. Nationally, behavioral health 
care has lagged behind other areas of medicine 

in capturing clinical data through electronic 
health records (EHRs), to a large extent due to 
its exclusion from large-scale EHR initiatives.55 A 
recent report from the National Committee for 
Quality Assurance found that quality measure-
ment in behavioral health lacks consistency in 
data collection and reporting methods, fails to 
cover important areas of care, and fails to mea-
sure integration of care.56 Both academic experts 
and state officials who were interviewed indi-
cated that measures currently in use are largely 
limited to the process, rather than the outcomes, 
of care. For example, of the quality measures 
required by the CCBHC demonstration project, 
only one was an outcome measure: symptom 
improvement in patients treated for depres-
sion. The lack of a broader range of outcome 
measures means that patients’ improvement in 
functioning or recovery over time is not directly 
measured and thus is not directly incentivized by 
VBP models. Interviewees expressed concern 
about the lack of outcome measures while also 
recognizing that the complex factors influencing 
health outcomes make attributing outcomes to 
specific treatments problematic. 

We developed homegrown measures with 
CMS approval where we needed measures 
to reflect our program’s goals but where a 
National Quality Foundation measure didn’t 
exist at the time.

— Massachusetts interviewee

Interviewees were also concerned that the pro-
cess measures currently in use do not cover the 
full range of behavioral health services, and that 
this could lead to providers “gaming the sys-
tem” — that is, focusing on the services linked 
to payment but cutting back on unmeasured 
services. Several states, including New York, 
have been developing measures of their own 
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 to cover additional areas of behavioral health 
care to enable future implementation of VBPs. 
New York now includes a measure of housing 
status in its list of measures that can be used in 
VBP contracts; however, this measure is eligible  
for pay-for-reporting, not pay-for-performance, 
arrangements.57

	$ Developing and introducing quality measures 
in payment models takes time and requires 
significant stakeholder input. Given states’ con-
cerns about their behavioral health care providers’ 
ability to collect and report quality measure data, 
states have tended to implement VBP models in 
stages over multiple years. For instance, follow-
ing several years of stakeholder-informed policy 
development process, Vermont began its pro-
gram in 2019 with a pay-for-reporting system. 
Providers were rewarded for successfully report-
ing quality information regardless of the quality 
of care their data indicated. The first year that 
Vermont used any quality information to dis-
burse bonus payments was 2021.

Earning back the withhold started with 
data quality. In the beginning, people 
were excited. Then, we asked them to do 
encounter claims, timely and complete 
encounter data. Consumer satisfaction was 
the next piece. We used items they’d been 
doing for a couple years. The measures are 
not national, so they’re self-administered. 
We’re seeing very different sampling 
methods among providers right now. We’re 
looking at creating a minimum standard.

— Vermont interviewee

Quality measures that involve surveys of patients 
or family members require attention to respon-
dent sampling, since the method may affect the 
overall rating a provider receives. Stakeholder 
involvement in measure development is impor-
tant for establishing trust that the process results 
in equitable assessment of quality across provid-
ers and regions. The fact that this concern was 
raised in small states suggests that this effort 
will be significantly more complex in California. 
Stakeholder input can also support selecting 
measures that help assess and address dispari-
ties in health access and quality experienced by 
diverse populations.

	$ Health information technology in behavioral 
health is improving but has a long way to go. 
States have made large investments over mul-
tiple years to build community mental health and 
substance use treatment providers’ technology 
infrastructure. For instance, between 2017 and 
2020, New York State implemented a Behavioral 
Health Value Based Payment Readiness Program 
specifically for this purpose.58 Still, interviewees 
acknowledged that, despite these and other 
improvements, community behavioral health 
care providers continue to lag general health 
care providers in implementation of information 
technology, such as EHRs.59 This lag has impli-
cations for VBP models because these models 
need consistent, automatic reporting of quality 
measures according to standard specifications 
using EHR systems. Even in the CCBHC dem-
onstration program, which involved community 
mental health centers that were generally larger 
and more sophisticated than average, many 
programs collected quality measure informa-
tion through ad hoc manual data entry systems 
because they lacked the needed EHR function-
ality. EHR reporting is particularly important for 
developing outcome measures since those mea-
sures are poorly captured in claims data. 
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We heard about challenges with information 
sharing—mental health and substance abuse 
data. No one will enter into VBP contracts 
without the ability to share these data.

— New York interviewee

	$ Information sharing across provider organiza-
tions becomes more important when financial 
risk is shared. Historically, federal and state 
regulations and established practices have lim-
ited sharing of mental health and substance use 
treatment–related information across provider 
organizations.60 While some regulatory barriers 
have been lifted and some states have embraced 
health information exchanges for the secure 
sharing of clinical information,61 interviewees 
raised concerns that barriers remain in informa-
tion systems and clinical practice. Limitations in 
data sharing have implications for VBP. If pro-
viders cannot share patient information, they 
are unlikely to enter into financial arrangements 
where they share risk. This is an important consid-
eration when a single VBP is designed to cover 
multiple types of care, such as MH and SUD care.

Specifying Scope of Covered Services Is 
Fundamental to Model Design

The VBP models described previously illustrate mul-
tiple ways that services can be bundled into a single 
payment mechanism. For example, the Baltimore 
City Capitation Project model includes inpatient as 
well as outpatient mental health and SUD non-phar-
macy services, while the CCBHC model covers only 
outpatient mental health and SUD services. Given 
the extensive needs of Medicaid populations, there 
are many options for the scope of services that 
can be included in a VBP model and, conversely, 
excluded. Moreover, while Medicaid covers a broad 
set of services, some essential to supporting peo-
ple in the community with SMI, SED, and/or SUDs 

fall outside the Medicaid benefit. Decisions about 
the scope of services in VBP models have conse-
quences for the organization of services: A VBP 
model creates a financial incentive for the delivery 
system to reduce the costs of providing included 
services but may not affect, or may have nega-
tive consequences for, services that are excluded. 
Several important design principles related to the 
scope of services bundled into VBP models arose 
in the authors’ review of the literature and key inter-
views. These principles are described below.

	$ The scope of services should align with the 
plan or provider’s scope of practice. A basic 
but important design consideration is that the 
provider paid through a VBP should have influ-
ence over the full scope of services covered by 
that VBP. Poor alignment of VBPs with specialty 
mental health services in New York is one of the 
explanations interviewees offered for the lack of 
VBP models focusing on the SMI or SUD popu-
lation. In New York, value-based payments were 
made by attributing patients to primary care pro-
viders, although these providers do not control 
behavioral health services for people with serious 
mental illness. In contrast, in the other examples 
that were examined, the provider of behavioral 
health care was also the direct recipient of the 
value-based payment. The VBP model should 
be designed such that the provider who receives 
the payment can influence the delivery of ser-
vices and the quality of care received by patients  
covered by the VBP. 

	$ The scope of services should create incen-
tives to improve the care system’s efficiency. 
VBP models create incentives for providing the 
covered services efficiently. VBP model design-
ers should look for strategic opportunities where 
such incentives could improve the delivery sys-
tem. For instance, if a VBP model were created 
to cover both mental health and substance use 
treatment, it might create incentives for county 
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 behavioral health plans to begin integrating 
these relatively fragmented systems. Similarly, 
VBP models that include physical and men-
tal health care in the covered scope of services 
would incentivize integration between county 
Mental Health Plans and MCPs for people with 
mental illness. In explaining this concept, one 
state official emphasized that VBP models should 
be designed to cross the boundaries dividing the 
current system: “There need to be incentives that 
cross the border.” However, this principle should 
be tempered by the need described previously 
for the scope of services bundled into a VBP 
model to be within the range of services offered 
by the provider paid. 

	$ The scope of services may depend on local con-
ditions. In Pennsylvania, local providers, groups 
of providers, and counties identified collective 
strategies for integrating care, then worked with 
their contracted BHO to design VBP mechanisms 
that would enable and incentivize the desired 
changes. These “bottom-up” VBP models were 
encouraged, along with “top-down” models 
developed by the state or BHO and offered to 
the providers or counties. While the impact of 
these models has not been studied, the variety 
of designs implemented is notable, and stake-
holders are largely supportive. Pennsylvania’s 
experience suggests that local stakeholders 
have insight into the scope of services that can 
reasonably be combined and the measurement 
strategies that would work in the local context, 
and may be in a good position to inform the 
design of VBP models. The approach used by 
Pennsylvania and elsewhere, where targets for 
the proportion of spending that flows through 
VBP arrangements are set without specifying the 
models to be used, allows local stakeholders to 
play a role in model design.

Our state is a county-based system. 
Counties hold contracts with the state, 
then they hire MCOs like mine. One 
hundred percent of lives in any county are 
under one MCO. Each county needs to 
meet requirements for VBP spending...
Requirements for VBP arrangements are 
very high-level: Counties determine what 
kind of VBP to use, and there are no specific 
populations required to target. Counties 
determine quality metrics to use, except 
for metrics that an MCO enforces across 
contracts. From the county perspective, the 
MCO offers a “menu” of VBP options to 
choose from.

— Pennsylvania interviewee

Additional Considerations Related to Value-Based 
Payment Model Implementation

Interviewees identified several additional issues 
requiring careful consideration that may apply at 
both the state-to-plan and plan-to-provider pay-
ment levels. These model design issues should be 
clearly delineated in contracts. 

	$ Larger organizations can take on more finan-
cial risk than smaller organizations. VBPs 
involve financial risks for provider organizations. 
Rates are set on the basis of average costs, but 
the costs of care for individual patients may vary 
widely. Many provider organizations in the spe-
cialty behavioral health sector are quite small, 
and small organizations are less able to sustain 
themselves financially with fluctuating revenues. 
Imposing risk on small organizations can unfairly 
advantage larger organizations and drive these 
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small providers out of the market. One policy 
expert suggested that payment mechanisms 
could be tailored to organizations of different 
sizes. Small organizations could be paid through 
fixed fees. Medium ones, which have some ability 
to bear risk but may still be vulnerable to “out-
lier” patients whose needs result in high costs, 
could be paid through prospective payments 
with risk adjustments and upside risks (as are cur-
rently used in CCBHCs). Large providers could 
be held accountable on quality performance 
with significant upside and downside risks. 

	$ States can use contractual methods to hold 
plans and providers accountable. Methods for 
ensuring accountability suggested by interview-
ees include detailed reviews of plan-provider 
contracts, requirements for behavioral health 
expertise within plans, required contracting with 
existing provider organizations, and network 
adequacy requirements. New York interview-
ees emphasized that the state Medicaid office 
needs to develop the skill and capacity to carry 
out these reviews with specific attention to and 
expertise in behavioral health issues.

	$ Contractual mechanisms are also needed to 
protect providers and plans. Payments held in 
reserve to cover potential losses, known as risk 
corridors, can protect plans from unexpected 
expenses, particularly during the early years of 
implementation when historical data are lacking. 
A variety of other mechanisms, including outlier 
payments and soft capitation, were also men-
tioned. Outlier payments are amounts added 
on to cover patients at the extreme high end 
of service utilization. Such payments could be 
particularly important for smaller county plans 
or providers, where a small number of patients 
who need very high-cost services can have a 
disproportionate effect on resources. Soft capi-
tation refers to capitation models where risk is 
shared between the payer and the payee. One 
of the mechanisms used to finance CCBHCs 

is a prospective monthly payment: The clinic 
receives a fixed payment for each month in which 
a patient receives a service. This mechanism uses 
two structural features to address the wide varia-
tion across patients in the services they might 
use over an entire month: stratification by sever-
ity and outlier payments.

We did a ton of workshopping with entities 
on what makes sense to track. We feel good 
about it, and it incentivizes alignment. We’ve 
played a facilitator role...Alignment has been 
very helpful aside from financial incentives. 
We’re spending a lot of time and effort on 
contract management. This has made a huge 
difference, and we learned so much.

— Massachusetts interviewee

Summary of Challenges
A thorough search for VBP models implemented 
in Medicaid programs for the care of enrollees 
with serious mental illness or substance use disor-
ders found few examples, and almost no empirical 
studies investigating their effects. The lack is strik-
ing given the enthusiastic embrace of value-based 
arrangements to finance Medicaid services in recent 
years. Although some states have made significant 
efforts, overall, financing care with VBPs for enroll-
ees with significant behavioral health needs remains 
far behind other areas of Medicaid-financed health 
care. Moreover, among the models that are being 
implemented and tested, the value-based compo-
nents tend to involve no or low risk to the provider 
organizations. The field has moved very slowly 
toward more advanced models that involve risk  
for providers.
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 Next Steps Toward 
Payment Reform in  
Medi-Cal Specialty 
Behavioral Health
Despite the attention given to VBP in recent 
years, very little evidence exists regarding its use 
in Medicaid behavioral health services. A body of 
research based on rigorous empirical evidence to 
clearly guide policy does not exist. Moreover, only 
a few examples of implemented VBP models exist, 
and many of the examples are in early, exploratory 
stages. Officials and experts in states that have 
implemented VBP models did not have specific 
evidence of their impacts on outcomes such as 
total costs of care or quality of care, but they were 
optimistic about anticipated future benefits. The 
authors did not identify any cases where states had 
experimented with VBP models and then decided 
not to move forward with implementation. Based 
on these findings, there is not sufficient evidence to 
recommend that California pursue VBP models, let 
alone evidence to support a recommendation for a 
specific model. However, lessons from other states 
point to steps that California can take now to help 
inform future decisions on VBP models. 

This section draws on findings from other states 
and from interviews conducted with county and 
state officials in California to present recommen-
dations regarding the future of VBP for financing 
Medi-Cal’s behavioral health system. In consider-
ing potential VBP models, the authors cast a wide 
net, including models between a state and the 
specialty behavioral health plans and models 
that plans may enter into with providers. In addi-
tion, the authors considered VBP models limited 
to specialty behavioral health services, as well as 
those that would cover physical and behavioral  
health services. 

This report provides two sets of recommendations. 
The first is for actions that California can take imme-
diately, as behavioral health payment reform occurs 
under CalAIM, that will improve the state’s capac-
ity to make future decisions about VBP. The second 
concerns issues that the state should anticipate will 
arise in the process of designing and implement-
ing a specific VBP model for specialty behavioral 
health, should the state decide to pursue one. 

Recommendations for the Near 
Term: Immediate Actions 
California could take two immediate actions to 
improve its ability to implement VBP models in the 
future:

Action 1. Develop a Comprehensive Behavioral 
Health Quality Strategy

DHCS’s 2022 Comprehensive Quality Strategy 
(CQS) includes significant steps to overhaul the 
approach to quality measurement in Medi-Cal by 
identifying areas for quality improvement, metrics 
to assess improvement drawn from the CMS Core 
Set, and performance targets for MCPs, MHPs, and 
Drug Medi-Cal Organized Delivery Systems (DMC-
ODS).62 However, respondents in California and 
other states emphasized the limitations of existing 
behavioral health quality measures and highlighted 
the wide variation across counties in the sophistica-
tion of their quality reporting systems. 

Yet, as highlighted by the CQS, a robust quality 
measurement infrastructure is critical to the design 
and implementation of any VBP model. Therefore, 
the authors recommend that the state begin a 
strategic-planning initiative focused on improv-
ing quality measurement in behavioral health, to 
build on the momentum of the CQS and provide 
the additional focus, infrastructure development, 
and stakeholder engagement to address concerns 
specific to the state. The initiative should focus 
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on quality measurement within county behavioral 
health plans, considering the complexity of the 
population served, the plans’ unique structural 
characteristics (e.g., diversity of providers and 
workforce, variable EHR adoption), and budgetary 
constraints. 

In addition, the initiative should study alignment 
of quality measurement across county behavioral 
health plans, to ensure consistency in assessment of 
quality; across MCPs, to ensure consistency in mea-
surement of care for mild-to-moderate conditions; 
and between behavioral health plans and MCPs, to 
ensure monitoring of physical health treatment for 
people with behavioral health conditions, and vice 
versa. In each domain, measures that incorporate 
patient-reported outcomes and that assess equi-
table delivery of care should also be prioritized. 

Finally, the initiative could include investment in 
improving county behavioral health health informa-
tion technology (HIT) systems to support quality 
measurement and quality improvement efforts, 
ideally resulting in a single electronic health record 
system that will support efficient, low-burden  
capture of information on quality of care. This  
initiative would lay critical groundwork for a future 
VBP model should policymakers decide to move  
forward. It would also offer early benefits by 
improving quality measurement for people receiv-
ing specialty behavioral health services. 

We don’t have great indicators of quality in 
the behavioral health system. We have lots 
of process indicators, but we don’t have 
great outcomes indicators for substance use 
disorder—is it a good thing if a person came 
back to treatment after three months?

— California county interviewee

The current transition to an FFS system for health 
plan payment under CalAIM is an opportune time 
to consider a comprehensive strategy for behav-
ioral health quality measurement. The FFS system 
will require development and implementation of 
data systems with more fine-grained information on 
service provision than has been available in the past 
on a statewide basis. These new systems will pro-
vide new opportunities to assess quality, potentially 
using both claims and EHR data. In particular, it will 
be valuable to develop a track record of quality per-
formance prior to introduction of any VBP models. 

There are five key components of a behavioral 
health quality strategy initiative.

1.	The strategy should develop an accurate 
baseline of performance on behavioral health 
quality measures by county behavioral health 
plans and providers. Setting quality perfor-
mance expectations in a VBP model requires an 
empirical basis for realistic projections of future 
performance or improvement in performance 
over time that considers baseline conditions, 
case mix, and access to resources.63 If standards 
are too high, providers have no reasonable 
expectation of benefiting from incentive pay-
ments and therefore no real incentive to invest 
in quality improvement. Setting benchmarks that 
are just right can be challenging, but national and 
regional benchmarking initiatives for Medicaid 
populations can be a valuable resource.64

2.	The strategy should focus on developing clear 
and transparent standards for the process of 
collecting, reporting, and evaluating informa-
tion on quality of care. These should include 
measures based on Medi-Cal claims data as 
well as additional measures based on data from 
EHRs or other data systems. Several county 
officials, who highlighted concerns about funda-
mental differences in systems of care between 
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California’s small rural and large urban counties, 
emphasized the need for transparency. In order 
for counties to trust that they are being held to a 
common standard, they must first trust that data 
are being collected in the same way across the 
state. Documenting the data collection process 
across the state will help build trust in future  
VBP models.

Laying the Groundwork for Value-Based 
Payment in Behavioral Health in New  
York State

New York State’s Behavioral Health Value 
Based Payment Readiness Program pro-
vided funding to help behavioral health 
care providers participate in VBP arrange-
ments.65 The program operated for three 
state fiscal years, from 2017–2018 to 
2019–2020, allowing all providers to 
access up to $60 million over the program 
period. To participate, providers were 
required to form behavioral health care 
collaboratives (BHCCs), networks of pro-
viders able to deliver the full spectrum of 
services needed to meet the behavioral 
health needs of their regions. BHCCs were 
required to include community rehabilita-
tion providers, smaller specialty agencies, 
and providers addressing the social deter-
minants of health. Funds supported BHCC 
organization, data analysis, quality over-
sight, and clinical integration of behavioral 
and physical health care. Final deliverables 
included participation in a VBP model 
with at least one payer. Toward the end 
of the program, stakeholders reported 
that the program had spurred develop-
ment of important VBP capabilities, such 
as information technology (IT) and analytic 
infrastructure, and that participants had 
made progress on governance structures 
needed for VBP arrangements.

3.	The strategy should assess for systematic dif-
ferences in quality performance across county 
behavioral health plans possibly related to dif-
ferences in local delivery system characteristics 
or populations served. These should include dif-
ferences between plans (e.g., between rural and 
urban counties) as well as within plans (e.g., dif-
ferences in performance by race/ethnicity or by 
provider size). Understanding these patterns of 
quality performance will be essential for design-
ing VBP models that do not unfairly punish or 
reward counties for factors beyond their imme-
diate control. Making performance data public 
can also contribute to the goal of transparency 
discussed in the previous paragraph.66

A relevant model might be the Psychiatric 
Services and Clinical Knowledge Enhancement 
System (PSYCKES) program administered by the 
New York State Office of Mental Health. PSYCKES 
uses Medicaid claims and other data sources to 
systematically assess quality performance of the 
licensed mental health provider agencies that 
provide the bulk of care to enrollees with SMI.67 
The program can generate performance reports 
and identify patients with high levels of utiliza-
tion for all licensed providers in the state. With 
consistent assessment of quality measures across 
the state, a similar approach could be developed 
for California.

4.	The strategy should expand the breadth of 
behavioral health quality measures. Quality 
measures currently recommended or required 
by Medicaid, Medicare, or other payers provide 
a starting point for a behavioral health quality 
measure strategy. CMS has identified a core set 
of 20 such measures currently recommended for 
voluntary reporting by state Medicaid agencies, 
with reporting to become mandatory in 2024.68 
However, the measures leave large domains of 
behavioral health practice unexamined.69 If the 
quality measures to which Medi-Cal payment is 
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tied are restricted to certain services (e.g., phar-
macological treatment), there will be financial 
incentives to focus on those services and not 
others, even though services such as supported 
employment or housing subsidies may more 
powerfully affect enrollees’ quality of life and 
recovery outcomes. Measures that cover these 
services, developed with stakeholder input, will 
help ensure that payment models value impor-
tant outcomes beyond adherence to treatment 
and symptom control. 

Another area for measures development is 
where behavioral health and general health 
care meet.70 For instance, developing measures 
on management of physical health conditions 
among people with mental health conditions will 
require alignment of the multiple organizations 
involved in coordinating this care, including gen-
eral health care providers, MCPs, and behavioral 
health providers and plans. Policymakers and 
advocates have expressed interest in including 
measures that draw on patient-reported out-
comes, although development of these measures 
and their use in payment models have been chal-
lenging. While patient perspectives are valuable, 
the utility of patient-reported outcomes for SMI 
populations, particularly those with schizophre-
nia and psychotic disorders, may be reduced 
by cognitive and other symptoms.71 Moreover, 
no widely accepted methods for designing VBP 
models that use patient-reported outcome mea-
sures exist.72

5.	The strategy should include investments in 
EHRs and other health information technology 
that will enable consistent quality report-
ing. Academic commentators have highlighted 
the importance of direct investment in infor-
mation technology and noted the difficulty of 
supporting extensive information technology 
investment through FFS payments.73 To help cur-
rent providers collect the source data and report 

quality measures without undue administrative 
burden, other states have invested extensively in 
multiyear technical assistance programs and elec-
tronic health record systems and upgrades. For 
instance, states participating in the CCBHC dem-
onstration program created extensive training 
programs for clinic financial and administrative 
staff and supported the development of online 
learning communities, so that staff at different 
clinics could learn from each other’s experiences. 
New York State supported a Behavioral Health 
Readiness Network to develop quality measure-
ment capabilities among community behavioral 
health providers. The most effective way to 
achieve consistent quality reporting statewide 
would be to move to a single EHR system. The 
California Mental Health Services Authority is 
currently pursuing this strategy through its Semi-
Statewide EHR project.74

Action 2. Build Analytic Capacity and Expertise in 
Contracting at the State Level 

Another area of shorter-term system development 
that will inform future decisions is the capacity to 
analyze data, including claims and other secondary 
data as well as EHR data, and to develop and man-
age contracts between behavioral health plans and 
providers. The authors recommend adding indi-
viduals with specialized behavioral health services 
expertise to DHCS’s new Quality and Population 
Health Management (QPHM) Program.75 A theme 
emerging from interviews with state officials was that 
VBP models require a higher level of oversight by 
the state than other payment arrangements. While 
the current burden on the state of auditing specialty 
behavioral health cost reports will be removed with 
the FFS payment system, a VBP model would place 
a different set of responsibilities for oversight and 
analytic capacity on state agencies and county 
behavioral health plans. While monitoring FFS sys-
tems requires review of claims and maintenance of 
fee schedules, a VBP model would require greater 
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 capacity to develop, implement, and maintain qual-
ity measurement procedures, analyze and compile 
quality measures, and monitor performance over 
time. The state would need to help select measures 
for incentives, risk adjustment model development, 
and quality benchmarking, among other technical 
tasks. The state would also need to develop capac-
ity to create robust contract language and analyze 
and review VBP contracts between MCPs or county 
behavioral health plans and providers to ensure 
that they meet regulatory standards. Experience 
from other states suggests that behavioral health 
experts should be in the room when these issues 
are discussed.

Recommendations for a Future 
with Value-Based Payment Models: 
Design and Implementation 
Considerations
In the longer term, California could take four actions 
to develop VBP models suited for its unique context. 
First, the state could ensure that models incentivize 
services for patients with complex needs. Second, 
it could establish models that give local systems 
the flexibility to best serve their populations and 
respond to local conditions. Third, the state could 
design its models to improve equity and population 
health and reduce health disparities. And fourth, it 
could use VBP models to promote delivery system 
integration. Details on ways to approach each of 
these actions are provided in the following sections.

Action 1. Incentivize Services for Patients with 
Complex Needs

VBP models can create incentives for payers and 
providers to avoid patients who need high-cost 
services, or to skimp on their care. States where 
behavioral health services are carved into general 
medical care have developed financing mecha-
nisms, such as New York’s special needs plans, 
to ensure that such patients receive adequate 

services. In California, the Medi-Cal specialty 
behavioral health carve-out provides structural 
protection for behavioral health financing overall. 
Within that carve-out, however, VBP models could 
still create financial incentives for county behav-
ioral health plans to avoid patients with the highest 
need. Given the role of Medi-Cal MCPs in provid-
ing physical health care and non-specialty mental 
health services to this population, the same could 
be true for MCPs. The authors recommend several 
strategies for addressing these issues. 

1.	Include high-cost acute services in VBPs 
while monitoring utilization. VBPs that include 
high-cost acute services — that is, emergency 
department visits and inpatient hospitalizations 
— create incentives to improve the quality of 
outpatient care for patients who need high-cost 
services. At present, for example, inpatient ser-
vices in institutions for mental disease (IMDs) 
cannot be reimbursed through Medicaid and 
therefore cannot be covered through Medicaid 
VBP models. California plans to propose a waiver 
of the IMD exclusion, which, if granted, would 
enable inclusion of a larger share of inpatient 
psychiatric services within Medi-Cal. The con-
tours of the waiver have, however, yet to be 
firmed. Moreover, even if it is granted as a state-
wide mandatory model, the waiver is unlikely 
to cover IMD facilities that typically have longer 
lengths of stay, given the likely CMS requirement 
to maintain a statewide average length of stay 
of 30 days. Hence, an IMD waiver’s effect on the 
state’s ability to include IMD stays in VBP models 
is difficult to predict. 

2.	Monitor for potential signs of cherry-picking. 
A main concern raised by interviewees and in 
the literature is that VBP models can create 
incentives for plans to cherry-pick their patients 
— that is, attempt to selectively treat patients 
for whom they can achieve higher performance 
at lower cost.76 Unlike adverse selection, which 
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disadvantages the payer when higher-need indi-
viduals select only certain plans, cherry-picking 
describes plans’ deliberate exclusion of patients 
with higher needs as a cost-containment strat-
egy. California’s behavioral health carve-out limits 
cherry-picking and adverse selection because 
responsibility for meeting the behavioral health 
care needs of the eligible population (enrollees 
with SMI/SED/SUDs) lies primarily with geo-
graphically exclusive behavioral health plans that 
do not financially compete. The policy of “No 
Wrong Door,” implemented as part of CalAIM, 
may also remove some of the incentive for MCPs 
to avoid patients with behavioral health prob-
lems by ensuring payment prior to diagnosis and 
allowing reimbursement for behavioral health 
services by both MHPs and MCPs, when appro-
priate.77 However, cherry-picking could become 
a concern in ensuring treatment of patients with 
mild-to-moderate behavioral health conditions 
by MCPs, as they would have an incentive to shift 
patients to MHPs or to other MCPs operating in 
the same county. Explicit criteria for eligibility for 
behavioral health plan services, as recently speci-
fied by DHCS, can help prevent this shifting, but 
these criteria may leave room for interpretation. 

3.	Implement risk mitigation provisions to pro-
tect behavioral health plans and providers. 
California county officials raised concerns about 
imposing significant downside risk on county 
behavioral health plans through VBP models that 
target payers. Their argument is that behavioral 
health plans are public institutions with limited 
budgets to address their policy responsibilities. 
Financial losses would harm the patients the 
system is intended to serve. VBP models that 
incorporate risk mitigation strategies can allay 
some of these concerns. Strategies that may be 
used alongside future VBP models in California 
include partial capitation (payments are a com-
bination of risk-adjusted capitated amounts 
for specified services and FFS payments for 

non-specified services), risk corridors (arrange-
ment that limits losses and also profits if actual 
spending per enrollee falls outside a prespeci-
fied corridor around the target amount), variable 
capitation rates based on enrollee complexity 
or costs of producing health care, and subcapi-
tation (agreed-upon payments paid by health 
plans to provider organizations for each person 
assigned to the provider organization). In addi-
tion, reimbursements that exceed costs should 
be considered when VBP models include enroll-
ees who need high-cost services. Providers may 
need additional financial incentives to enroll 
people with serious mental illness, especially 
those with histories of multiple hospitalizations, 
incarcerations, and episodes of homelessness.

Action 2. Allow for Flexibility in Tailoring Value-
Based Payment Models to Local Circumstances

The local delivery system should inform the design 
of VBP models. States took a variety of approaches 
to tailor VBP models to local circumstances and to 
provide time and resources for local systems to pre-
pare. In Pennsylvania, for instance, targets for the 
proportion of total spending to be paid through VBP 
models were specified, but many design and imple-
mentation details were left to counties. Vermont is 
taking preliminary steps toward implementation of 
VBP models, considering system capabilities along 
the way. Allowing flexibility in the design and imple-
mentation of VBP models for behavioral health will 
be particularly important for California with the wide 
variation in size and resources across county MHPs. 
The authors recommend the following approaches 
to facilitate this process.

1.	Stage implementation of VBPs over time. A 
clear timeline for incremental implementation 
has been important in other states. Unanticipated 
consequences have required introduction of 
additional contracting requirements and plan 
guidance. Starting with upside-only models can 
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 ensure that new payment systems do not dis-
rupt the treatment system during the transition 
period. The proportion of expenditures expected 
to flow through VBPs can be increased over time. 
A staged process starting with pay for reporting 
of quality measures, like that used in the Vermont 
Mental Health Case Rate example, was also used 
in California’s Public Hospital Redesign and 
Incentives in Medi-Cal (PRIME) program.78

2.	Promote development of a “menu” of VBP 
models. California should promote development 
of a variety of VBP models with input from local 
stakeholders, including SUD and MH provider 
agencies, MCPs, county behavioral health plans, 
and other county or regional organizations, to 
provide flexibility and ensure best fit with local 
conditions. This strategy could be adapted from 
that used in Pennsylvania, where BHOs work with 
counties or groups of counties to develop VBP 
models; some models could be developed by 
the state and offered as options to counties, while 
others could be initiated at the local level and 
developed in collaboration with the state. The 
approach would be appropriate for California 
given its geographic and population diversity. 
Such an approach would also require consider-
able investment at the state level in reviewing 
and monitoring expertise for VBP contracting. 

3.	Adjust levels of risk to the size of the cov-
ered population. All providers are not equally 
able to bear financial risk. The high variability 
in costs across patients with complex behav-
ioral health needs means that a small number 
of patients could have a large effect on costs if 
the treatment population is small. To reduce the 
likelihood of unintended financial consequences, 
the degree of risk should be determined mainly 
on the basis of provider size — that is, size of the 
active patient population — although payer mix/
safety-net status and availability of additional 
resources may also be considered. A potential 
initial approach suggested by one interviewee is 

for small providers to be paid flat fees, medium 
providers to be paid prospectively with upside 
risk, and large providers to assume significant 
downside risk. 

Action 3. Address Equity and Population Health 
Issues in Value-Based Payment Model Designs

VBP models offer opportunities to build account-
ability for equity and population health into 
financing systems, but they also involve potential 
pitfalls. VBP models can be designed with explicit 
requirements for advancing health equity, through 
community-based services, tracking of social risk 
factors in the patient population, and achieving 
benchmarks related to disparities in access to and 
quality of care.79 Quality measures, which tend to 
be defined for narrow clinical populations, can be 
defined at the population level. 

Potential pitfalls stem from the incentives created 
by accountability for quality measures when differ-
ent population groups require more or less effort 
to achieve equivalent measure performance. This 
is a particular concern in behavioral health, where 
disparities in quality of care related to race/ethnicity 
and other social factors are well documented.80 VBP 
models can financially incentivize plans or providers 
to avoid patients with complex needs rather than 
seek them out as the most in need. A countervailing 
concern is that having lower standards for popula-
tions most in need creates an inequitable double 
standard. VBP models can equitably address dis-
parities by stratifying performance by group within 
the plans or providers being evaluated, or by 
adjusting for within-provider associations between 
patient characteristics and quality measure per-
formance.81 Additional strategies for ensuring 
adequate payment to providers who care for struc-
turally disadvantaged patients are being examined 
for use in the Medicare program and could have 
applications in Medicaid as well.82
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Action 4. Use Value-Based Payment Models to 
Promote Delivery System Integration 

Interviewees from Massachusetts and Pennsylvania 
emphasized the opportunity that VBP models pres-
ent for integrating the delivery system through 
integration of payment. In California, this may 
mean creating service bundles that include services 
provided by different financing systems, such as 
bundling mental health and primary care services 
for adults with serious mental illness, or bundling 
mental health and substance use treatment for 
adults with co-occurring disorders. Such payment 
models will require administrative structures for 
shared accountability for quality of care between 
MCPs and county MHPs, or between mental health 
and substance use treatment systems. Efforts to 
promote integration through payment can also 
be overly broad, as shown by the lack of uptake 
of such models by Medicare accountable care 
organizations.83 

Conclusion
Under CalAIM, California is undertaking financial 
reforms of its Medicaid program that will have far-
reaching effects on behavioral health care systems 
in the state. The CalAIM goals of promoting pre-
vention, care integration, patient-centered care, 
and disparity reduction are at least as important for 
behavioral health care as they are in general medi-
cal care. VBP models may be part of this future and 
offer the potential to address these goals by allow-
ing MCPs, behavioral health plans, and providers 
greater flexibility to respond to patients’ individual 
needs and address population health. However, 
development and implementation of VBP models 
for Medicaid behavioral health care remains lim-
ited, and a strong evidence base to guide policy 
development and model design does not exist. 
Consequently, the recommendations in this report 
focus not on whether VBP models should be 
adopted in California, but on steps that California 

policymakers can take in the short and medium 
term that will improve behavioral health services 
while also preparing the state for possible future 
introduction of VBP models. The expertise and 
experience that California gains over the next few 
years can put the state in a strong position to make 
informed decisions.
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 This appendix presents details about RAND’s 
research methodology. It includes details on the 
literature review; selection of the value-based pay-
ment (VBP) sample; key interviews with academic 
experts, state experts, and California stakeholders; 
and the advisory panel.

Literature Review
The authors reviewed public-facing documents 
describing the characteristics and impacts of VBPs 
for specialty mental health care. The review had two 
goals:

1.	Identify evidence about the effects of VBPs for 
specialty mental health care on quality of care, 
integration of physical and behavioral health 
care, health outcomes, and costs.

2.	Select a sample of VBPs for in-depth data collec-
tion using key-informant interviews.

The authors aimed to capture a broad set of docu-
ments, including peer-reviewed scholarly literature, 
non–peer-reviewed literature (such as white papers 
by nongovernmental expert organizations), and 
government documents describing state VBP initia-
tives. The authors used the following search terms:

mental health or behavioral health or mental 
illness or substance use disorder or addiction

and

payment reform or alternative payment or 
value-based payment or pay for performance 
or shared saving or shared risk or bundled 
payment or episode-based payment or capi-
tation or global budget

and

Medicaid

To identify up-to-date information about the effects 
of VBPs in states with current VBP initiatives, results 
were restricted to the last 10 years. To supplement 
the broader search, the authors also conducted a 
search in the Cochrane Reviews database, which 
compiles high-quality systematic reviews that cap-
ture results from multiple individual studies, using 
the same terms and time frame. To results from 
these searches, the authors added key docu-
ments known to behavioral health and VBP experts 
on the RAND team and academic experts who  
were interviewed.

Documents were retained that met at least one of 
the following criteria:

	$ Provides specific examples of alternative pay-
ment models for behavioral health care, with a 
focus on models that target behavioral health 
care provider organizations (not primary care 
clinics, hospitals, or other kinds of provider orga-
nizations more broadly).

	$ Describes evidence about the effect of VBPs for 
behavioral health care on clinical integration, 
access, quality, spending, or health outcomes.

	$ Provides important background or contextual 
information about VBPs for behavioral health care 
that would help with the authors’ deliverables.

Payment Model Sample Selection
The authors selected payment models for case stud-
ies by conducting a literature review to identify VBP 
initiatives that cover behavioral health treatment 
in Medicaid and by accepting the recommenda-
tions of experts. The authors considered payment 
models that met two criteria: (1) cover services for 
people with serious mental illness and/or serious 
emotional disturbance (SMI/SED) within either spe-
cialty mental health systems or systems that provide 

Appendix A. Methods
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care for all types of mental health problems, and 
that (2) meet the Health Care Payment Learning & 
Action Network (HCPLAN or LAN) definition of a 
VBP model. Seven such initiatives were identified. 
For each initiative, the authors collected descriptive 
information from published literature and policy 
documents on the state’s Medicaid system prior 
to the VBP reform, the structure of the VBP model, 
performance metrics used by the model, barriers 
and facilitators to the model’s implementation, and 
evidence of impacts. Interviews were then con-
ducted with state officials and other experts familiar 
with each of the models. Table A1 lists the models 
and the number of interviewees for each. 

Of the seven VBP initiatives, two, in Massachusetts 
and Oregon, had not yet progressed to implement-
ing the payment models. For each of the five VBP 
models that had been implemented, the authors 
conducted more detailed case studies, which are 
described in the text. 

11Total

VBP MODEL INTERVIEWEE TYPE

CCBHC

Health care provider 1

Policy experts* 2

Maryland

State agency 2Massachusetts

State agency 3New York

Expert organization 1Oregon

BH MCO 1Pennsylvania 

State agency 1Vermont

NUMBER OF INTERVIEWEES

Source: Author-generated list of interviewees; interviews conducted 2022.

Notes: BH is behavioral health. CCBHC is Certified Community Behavioral Health Clinic. MCO is managed care organization.

* One of the experts on the CCBHC model is the first author of this report, who is a leader of the national evaluation of the CCBHC demonstration project.

Table A1. State Interviewees
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 Interviews
Interviews were conducted with three groups of 
key informants: academic experts on VBPs for spe-
cialty mental health care, state experts with detailed 
knowledge of VBP models used in the sample states 
that were selected, and California stakeholders with 
expert knowledge of California’s specialty mental 
health care system.

Academic Experts

The authors identified scholarly experts who were 
known to the RAND team for outstanding research 
on VBPs. The final sample consisted of five inter-
viewees, including four from research universities 
and one from a national organization with exper-
tise on mental health and substance use treatment. 
Topics for the interviews included the state of  
evidence about specific VBP models, the potential 
effects of different VBP design choices, and options 
for preventing possible adverse consequences  
of VBP.

State Experts

The authors identified experts with detailed knowl-
edge of the VBP models in the sample states based 
on review of public documents and websites. The 
final sample consisted of four from state Medicaid 
agencies and one each from a Medicaid managed 
care organization (MCO) and a behavioral health 
care provider. Topics for the interviews included 
goals and design process for the VBP model; design 
of the VBP model, including payment mechanisms, 
services covered, and metrics; experience with 
implementation, including perceived successes and 
challenges; and potential lessons for California.

California Stakeholders

The authors identified interviewees with expert 
knowledge of California’s specialty mental health 
care system based on review of public documents 
and websites as well as the RAND team’s knowledge 
of California stakeholders. The final sample included 
nine employees of county behavioral health sys-
tems, two employees of the state’s Department of 
Health Care Services (DHCS), one representative 
from a county association, and one representative 
from a health plan association (Table A2). Topics 
for these interviews included the characteristics 
of local behavioral health systems, such as their  
relationships with behavioral health care providers 
and the mix of services they provide; capacity of 
the behavioral health system to participate in VBP  
and perceived benefits or drawbacks; and antici-
pated effects of VBP models on the behavioral 
health care system.

http://www.chcf.org
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Analysis of Key Interviews

All interviews were conducted by telephone by at 
least two researchers, with one person leading the 
interview and the other taking notes. Interviews 
were also audio-recorded when interviewees pro-
vided consent. The audio recordings were used 
to enhance the interview notes to ensure fidelity 
to the original. The entire research team reviewed 
the notes for each interview and identified themes 
related to the design and implementation of each 
VBP model, drawing also on accompanying techni-
cal documentation where available. Team members 
drafted descriptions of the VBP models that were 
shared across the entire team to ensure accuracy. 
Themes related to implementation of VBP in other 
states and in California were identified through 
group discussion of the interviews. The themes were 
then described in written form and shared with the 
group for refinement. Quotations from interviews 
illustrating the themes were then abstracted from 
the interview notes and recordings. 

Advisory Panel
The authors convened an advisory panel to review 
preliminary findings from the literature review and 
key interviews, and to provide feedback to help 
improve the presentation of findings and recom-
mendations in the final report. The panel consisted 
of six members, including four representatives of 
county behavioral health systems, one represen-
tative from DHCS, and one representative from a 
national nongovernmental organization with health 
care expertise. The authors facilitated two one-hour, 
virtual advisory panel meetings on July 29 and 30, 
2022, each with different members attending, to 
accommodate their schedules. Two members par-
ticipated in the first meeting, and four participated 
in the second.

13Total

ORGANIZATION INTERVIEWEES

County agency

2

9

State agency

1County association

1Health plan association

NUMBER OF INTERVIEWEES

Source: Author-generated list of interviewees; interviews conducted 2022.

Table A2. California Interviewees
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