
 

The Iowa Plan for Behavioral Health 

ISSUE 

The Iowa Plan for Behavioral Health is a contract for managed care service provision of 
Medicaid mental health services; Medicaid and Department of Public Health substance abuse 
treatment services; and services for mental health State cases.  The new contract is effective 
January 1, 1999. 

AFFECTED AGENCIES 

Department of Human Services 
Iowa Department of Public Health 
Counties administering mental health services 
Counties participating in child welfare funding decategorization 

CODE AUTHORITY 

Chapter 172, Section 11(1) and (3), 1993 Iowa Acts 
Chapter 1212, Section 5(3), 1996 Iowa Acts 
Chapter 1213, Section 3(3.7) and Section 4(2), 1996 Iowa Acts 
Senate File 2410 (Human Services Appropriations Act of 1998) 

BACKGROUND 

There are currently two distinct contracts for the managed care service provision of Medicaid 
mental health services and Medicaid and the Department of Public Health substance abuse 
treatment services.   

• Mental Health Access Plan (MHAP) - The current mental health managed care contract, 
known as the Mental Health Access Plan, was implemented in March 1995, providing a 
capitated payment to the contractor under a federal Medicaid Section 1915(b) waiver for 
services provided to enrolled Medicaid beneficiaries.  The Plan was awarded to Medco 
Behavioral Care Corporation of Iowa, now Merit Behavioral Health Care Corporation of 
Iowa, and administered by the Department of Human Services (DHS).  The original 
contract was for a two-year and optional third-year period.  The contract has been 
extended through December 31, 1998, to accommodate the public input process which 
has been a significant part of designing the Iowa Plan.  
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• Iowa Managed Substance Abuse Care Plan (IMSACP) - The current substance abuse 
treatment managed care contract, known as the Iowa Managed Substance Abuse Care Plan, 
was implemented in September 1995.  A contract was signed with the National Council on 
Alcoholism and Other Drug Dependencies, now Employee and Family Resources, for a two-
year and optional third-year period.  The Plan combines Medicaid, State, and federal substance 
abuse block grant treatment funds under a single statewide contract jointly administered by the 
DHS and the Iowa Department of Public Health.  Each Department distinctly funds and has 
specific service requirements for its population.  For Medicaid services, the IMSACP contract is 
a capitated, at risk plan to provide managed substance abuse treatment under a federal 
Medicaid Section 1915(b) waiver for enrolled Medicaid beneficiaries.  For Iowa Department of 
Public Health funded services, the contractor provides certain administrative services and 
contracts with providers for at risk, provider managed services.  The DHS is in the process of 
extending and renewing the Medicaid waiver. 

Contract Finances - The new contract is estimated to include approximately $82.7 million in State 
and federal funds.  The total included in the Iowa Plan combines an estimated $65.0 million of 
Medicaid State and federal funds for both mental health and substance abuse treatment of 
Medicaid eligible individuals, $15.0 million of Iowa Department of Public Health substance abuse 
State and federal block grant funds, and $2.7 million in State General Fund appropriations for 
mental health State cases. 

Savings and Profit Estimates - The DHS has set the Medicaid capitation payment at 96.0% of the 
cost which actuaries projected would be incurred in the absence of a managed care plan.  This 
brings a “savings” to the State of an estimated $3.0 million, assuming the contractor earns the full 
$1.0 million available in performance incentive payments structured within the RFP.  The Iowa Plan 
provides funds for service claims and development of new services.  Any profit to the contractor 
must be a portion of the administrative fund, which is a fixed amount of the capitated payment.  The 
Iowa Plan RFP specifies that combined administration and profit may not exceed 15.0% for the 
Medicaid portion of the contract, and may not exceed 5.0% for administration of Iowa Department 
of Public Health substance abuse services.  Any financial penalties assessed for nonperformance 
will be available for new service development. 

Numbers of Clients Served - The following table illustrates utilization of mental health and 
substance abuse services by Medicaid eligibility category for the first two years of each contract.  
(Please note in comparing Contract Year One and Contract Year Two for the Iowa Managed 
Substance Abuse Care Plan, that Contract Year One has only 10 months of utilization data): 
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CURRENT SITUATION 

The following implementation timeline for the Iowa Plan for Behavioral Health includes reference to 
process steps already taken and future events as scheduled: 

• May 15, 1997 Draft Request For Proposals (RFP) or notice circulated to 
 interested parties for public comment 

• July 15, 1997  Comments on draft RFP due back to the DHS 

Managed Behavioral Health Care Utilization by Contract

Contract Year One*           Contract Year

Contract Category Eligibles
Clients
Served

% of
Eligibles
Served Eligibles

Clients
Served

% of
Eligibles
Served

MHAP FIP <  age 19 139,457 10,041 7.20% 144,420 11,396 7.89%
FIP age 19+ 68,095 6,511 9.56% 68,926 6,907 10.02%
SSI <  age 9,091 2,290 25.19% 9,555 2,674 27.99%
SSI age 19+ 21,604 6,093 28.20% 22,291 6,582 29.53%
Medicare
   Dual 15,063 2,291 15.21% 15,236 2,526 16.58%
Unknow n 1,048 504 48.09% 249 113 45.38%
Total 254,358 27,730 10.90% 260,677 30,198 11.58%

IMSACP FIP <  age 19 139,457 656 0.47% 153,225 930 0.61%
FIP age 19+ 68,095 1,526 2.24% 73,171 2,059 2.81%
SSI <  age 9,091 119 1.31% 10,065 275 2.73%
SSI age 19+ 21,604 661 3.06% 21,962 814 3.71%
Medicare
   Dual 15,063 211 1.40% 14,407 255 1.77%
Unknow n 1,048 26 2.48% 39 21 53.85%
Total 254,358 3,199 1.26% 272,869 4,354 1.60%

MHAP =  Mental Health Access
IMSACP =  Iow a Managed Substance Abuse Care
FIP =  Family Investment Plan
SSI =  Supplemental Security Income

* Contract Year One for MHAP is March 1, 1995, through February 29,
* Contract Year Tw o for MHAP is March 1, 1996, through February 28,
* * Contract Year One for IMSACP is September 1, 1995, through June 30, 1996  (10
* * Contract Year Tw o for IMSACP is July 1, 1996, through June 30,  
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• September 12, 1997 Second draft RFP or notice circulated to interested  
 parties;  comment period open indefinitely 

• January 20, 1998 Child Welfare work group’s recommended delinking of 
 child welfare services from the Iowa Plan due  

• February 1, 1998 Child Welfare work group’s recommended strategies to 
 develop a more flexible and holistic system for child 
 welfare and juvenile justice services due 

• March 25, 1998 RFP issued 

• April 9, 1998 Bidders’ Conference to answer questions from potential 
 bidders 

• April 16, 1998 Letters of Intent to Bid due to the DHS 

• May 20, 1998 Closing date for receipt of proposals 

• June 25 & 26, 1998 Evaluator panel recommendation to Directors 

• July 9, 1998 Award notice issued 

• July 10, 1998 Preimplementation period begins 

• January 1, 1999 Iowa Plan two-year contract period begins 

Bid Evaluation Process - Although there were six corporations submitting letters of intent to bid to 
the DHS (Attachment A), only two actual proposals were received.  The proposals received were 
submitted by Value Behavioral Health, Inc., and Merit Behavioral Care Corporation of Iowa.  In 
response to legislative direction in HF 715 (Human Services Appropriations Act of 1997), the RFP 
included options for either statewide or regional bids to be submitted.  Both proposals were 
statewide bids, but included elements of regionalization.  Attachment B identifies the regions 
included in the RFP and lists Iowa counties by region. 

The process for evaluation of the submitted proposals included appointment of an evaluator panel 
of non-department individuals (panel membership is provided in Attachment C).  Panel members 
were given copies of the Request For Proposals, each proposal submitted, an evaluation tool 
prepared by Bailit Health Purchasing of Massachusetts, and evaluation instructions.  Section 8 of 
the RFP, entitled Evaluation of Proposals, which details the process, is included as Attachment D.  
The evaluation panel met for two days, reviewed each proposal independently by subsection, and 
made comparisons between proposals for cost components as required by the evaluation tool.  The 
panel gave verbal recommendations to the directors of the DHS and the Iowa Department of Public 
Health on June 26, 1998.  The recommendations of the panel were reviewed by panel members, 
and will be available as a public document when the contractor is announced. 

The Directors of the DHS and the Iowa Department of Public Health are anticipating announcement 
of the contractor for the Iowa Plan for Behavioral Health on Thursday, July 9. 

ALTERNATIVES 

Contract Terms - The contract is for a two-year period and includes three optional extension 
periods of up to one year each.  Any changes in the provision of services or administrative policies 
recommended by the Legislature may be included in the contract if agreed upon by the contractor 
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and the State.  If significant changes are mandated, the DHS may elect to initiate the RFP process, 
although at some cost to the State.  Expenses approximated $60,000 for the Iowa Plan.  Expenses 
and opportunity costs to go through the process include: 

• Evaluators and associated expenses 
• Consultant costs (about $35,000 for the Iowa Plan excluding writing the RFP) 
• Printing and mailing costs. 

Opportunity costs would also include staff time that could have been spent on other things.  
Additionally, if the contract is awarded to a contractor other than the incumbent contractor, there 
are start-up costs and transition issues with potential impacts on the State. 

State Administrator - Eliminate administrative contractor and have the State contract directly with 
service providers in a managed care environment.  Administrative issues and costs involved would 
minimally include additional staff for quality assurance, service authorization, and claims payment. 

Performance Indicator Penalties - Set performance indicators based on distinct mental health 
and substance abuse populations, for example, the number of homeless, rehospitalization rates, 
suicides or attempted suicides among eligibles, and numbers of clients decertified from 
hospitalization.  Action required for failure to meet performance measures could be specified.  
Some performance indicators carrying financial penalties were included in the RFP and are 
specified in Attachment E. 

Regionalization - Expand the regionalization concept, requiring the chosen contractor of the RFP 
to develop a plan for regionalization in the future, and base contract rewards or penalties on the 
implementation of the regional plan. 

Child Welfare - An interface with Child Welfare and Juvenile Justice Services is referenced in the 
RFP, including required specification of how the contractor will share data, incorporation of future 
Child Welfare work group recommendations, and inclusion of hold children harmless provisions in 
areas of service contention.  In the second form of the draft RFP, Medicaid Rehabilitative, 
Treatment and Support (RTS) services were included in the Iowa Plan for Behavioral Health.  An 
Issue Review titled “History of Child Welfare Treatment Services Paid by the Medical Assistance 
Program”, published January 9, 1998, provides a detailed description of the interface between 
Medical Assistance and Child Welfare Services.   

BUDGET IMPACT 

Capitated Environment:  A capitated environment ensures that a fixed amount of resources will 
be passed on to the administrator of the managed care contract, with the contractor assuming risk 
for case cost growth.  If the State becomes the administrator, the State must be prepared to accept 
the risk for increased costs.  Although this is a potential budget impact which can not be quantified 
at this time, policy makers should consider potential financial risks and the impact of escalated 
costs on motivations of the contractor and providers, as well as costs to the State. 
Potential Federal Audit of Rehabilitative Treatment and Support (RTS) Services - The Health 
Care Financing Administration (HCFA) has been actively involved in the Child Welfare work group 
to identify options to prevent the necessity of a HCFA audit of Rehabilitative Treatment and  
Support (RTS) services in Iowa.  Issues involve medical necessity, provision of services to Medical 
Assistance eligibles only rather than to family members, and provision of services of a habilitative 
rather than rehabilitative nature.  If HCFA requires a financial audit, a detailed review of documents 
might reveal the inappropriate use of federal Medicaid funds for services not specifically included in 
the federal regulations.  The HCFA would then have authority to ask for reimbursement of the 
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improperly allocated federal funds (a disallowance or return of funds previously spent).  The audit 
would also reduce the annual estimate of federal Medicaid funds available for RTS services by a 
like amount in the future.  According to the DHS, the likely range of impact is between $2.0 and 
$8.0 million annually, although specific fiscal impact is impossible to determine without a detailed 
review of provider and DHS records.  Other child welfare issues include expansion of a future 
contract to include Psychiatric Medical Institutions for Children (PMIC) for mental health services.  
Currently, PMIC services are reimbursed under a fee-for-service payment system.  Additionally, 
there is potential overlap and thus potential cost shift between PMIC and other child mental health 
services for which the contractor is responsible.  State General Fund allocations for PMIC in FY 
1999 are $6.0 million.  Total funds budgeted for FY 1999, including federal match, are $16.4 
million.  The Legislature specifically prohibited inclusion of PMIC in the Iowa Plan for Behavioral 
Health in SF 2410 (Human Services Appropriations Act of 1998) per the Child Welfare work group 
recommendation. 
Reinvestment Strategies versus General Fund Savings - Typical managed care contractual 
provisions allow some or all expenditures saved to be retained by the contractor.  In the current 
Mental Health Access Plan, for example, 80.0% of savings is returned to the State while Merit 
Behavioral Care Corporation retains 20.0% of savings.  Opposition to traditional managed care has 
voiced concern that retention of savings creates an incentive to underserve clients.  In the Iowa 
Plan Behavioral Health RFP, the capitation rate is fixed (Attachment F) within the contract.  Any 
profits are funded through the administrative fund only.  Any additional savings achieved through 
provision of services, such as a process of reducing residential care and establishing an outpatient 
alternative, are required to be transferred quarterly into a Community Reinvestment Fund.  The 
managed care contractor has the responsibility of determining service gaps and creating alternative 
services with use of monies in the Fund.  Alternative strategies could include: 

• State management of the Fund. 
• Contractual requirement returning a portion of the savings to the General Fund. 
• Allowing the contractor to achieve profits through service efficiencies rather than through 

administrative savings.  
 
 
STAFF CONTACT:  Margaret Buckton (Ext. 17942)  Deb Anderson (Ext. 16764) 
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