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Abstract 
Despite long-standing efforts to keep patients with serious mental illness 
(SMI) out of nursing homes, many persons with schizophrenia, bipolar 
disorder, or psychoses become long-stay nursing home residents. This 
article discusses why this trend is inappropriate clinically and ethically 
and suggests how to reform federal review requirements to accomplish 2 
goals: to better identify people with SMI at risk of nursing home 
placement and to support them to live in the community. 

 
Patients With Serious Mental Illness in Nursing Homes 
The proportion of nursing home residents with a serious mental illness (SMI) has risen 
dramatically over the last 2 decades.1,2 In 2019, 1 in 5 long-stay nursing home residents 
had a diagnosis of bipolar disorder, schizophrenia, or another psychotic disorder.3 
Although hospital discharges to nursing homes are usually intended for short-term post-
acute care, they frequently turn into long-stay placements.4 Much like the criminal 
justice system, nursing homes have become an unwitting mental health provider—and 
not a very good one. This article examines factors that result in nursing home placement 
of persons with SMI and offers policy change recommendations. 
 
Preadmission Screening 
In 1987, widespread concern over the warehousing of people with SMI and people with 
intellectual disability (ID) in nursing homes prompted Congress to establish the 
Preadmission Screening and Resident Review (PASRR) process. As part of this process, 
facilities and hospital discharge planners are required to screen for both SMI and ID, 
then refer those so identified to a state agency. The state must then assess the 
appropriateness of nursing home placement and, when necessary, provide specialized 
services for diversion to a different setting.5 

 
Nevertheless, the proportion of nursing home residents with SMI continues to grow.1,2 
Although the Centers for Medicare and Medicaid Services (CMS) has recently indicated 
that a portion of nursing home schizophrenia diagnoses are potentially erroneous,6 prior 
work relying on preadmission schizophrenia diagnoses shows that middle-aged persons 
with SMI are still significantly more likely to enter nursing homes than their peers
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without mental illness.7 State PASRR programs have struggled to fulfill their obligations 
owing to unclear expectations, inconsistent enforcement, and insufficient community 
services.8,9 According to the Bazelon Center for Mental Health Law, “the PASRR process 
in most states diverts a very small number of people from nursing home placement and 
instead functions to screen them in rather than out of nursing facilities.”10 
 
The PASRR requirement also suffers from a serious loophole: admissions for post-acute 
care that are anticipated to take less than 30 days are exempted.11 Although evaluation 
is required if residents are later found to require a longer stay, return-to-community 
efforts are less likely to be successful the longer a resident has been institutionalized,12 
owing to disruptions in housing, natural supports, and community-based services. Prior 
research suggests that this exemption plays a role in the nursing home placement of 
many long-stay residents with SMI.13 Concerningly, a February 2020 CMS proposal 
would expand PASRR exemptions to permit emergency, respite, and convalescent new 
admissions and all readmissions to enter a nursing home without receiving an 
evaluation as to the suitability of such placement.14 
 
Although new admissions with SMI are less likely to have significant physical support 
needs, they are at greater risk of long-stay conversion than other new residents. One 
study found that approximately half (51%) of new admissions with SMI convert to long-
stay status as compared to only 35% of persons without SMI.4 Nursing homes have 
become a new way for people with SMI to be warehoused, serving as a setting to which 
hospitals can discharge individuals who no longer need acute care but who lack 
adequate supports in the community. 
 
Ethical Obligations 
Given the high risk that patients with SMI will experience long-term institutionalization if 
they enter a nursing home for post-acute care purposes, physicians and hospital 
systems should do everything in their power to avoid such discharges, as nursing home 
placement is generally inappropriate for persons with SMI. Nursing homes are ill 
equipped to provide mental health services.15 Moreover, facilities with lower-quality 
rankings, which struggle to attract residents with greater ability to “shop around,”16 have 
significant financial incentives to retain persons with SMI longer than they might strictly 
require, leading to greater risk of long-term institutionalization. 
 
When planning the post-acute care needs of persons with SMI, clinicians and 
organizations should be frank about the risks of nursing home care. They should clearly 
state that admissions intended to be short-term frequently extend indefinitely and 
highlight other risks, including chemical restraint,17,18 infectious disease (including 
COVID-19),19 lack of expertise,15 and the absence of meaningful treatment options. 
These risks are present across nursing home settings but may be exacerbated for 
persons with SMI, who are more likely to enter lower-quality facilities (as are Black 
Americans, people with low incomes, people with disabilities under age 65, and higher-
acuity admissions).3,20,21 

 
When patients with SMI have stable housing or family support, a suitable home health 
agency option for post-acute care services should be identified. Even when patients are 
homeless, other options may exist. Hospital discharge staff should build relationships 
with providers of intensive community mental health services and Medicaid home- and 
community-based services (HCBS). Such provider networks are often unfamiliar to 
clinicians and hospital personnel, as they usually do not provide post-acute care but 
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instead focus on the long-term services and support needs of persons with SMI. For 
persons with SMI, however, nursing home placement rather than discharge to the 
community often results from such ongoing support requirements. 
 
Given that 81.6% of long-stay nursing home residents under age 65 are between the 
ages of 50 and 64,3 clinicians might also give serious consideration to the Program of 
All-Inclusive Care for the Elderly (PACE), which receives capitated payments from 
Medicare and Medicaid to provide comprehensive services to persons over age 55 
eligible for nursing home placement but living in the community.22 According to the 
National Program of All-Inclusive Care for the Elderly (PACE) Association, an industry 
group, over 40% of PACE participants have a mental illness.22 However, some caution is 
warranted. While more integrated than a nursing facility, PACE programs have 
historically relied on a center-based model for the delivery of day services and are not 
under the same requirements as Medicaid HCBS providers to facilitate service-
recipients’ integration into the broader community.23 
 
Hospital systems should also seek to incorporate the needs of persons with SMI in 
alternative payment models. Recent work has found that accountable care organization 
participation is associated with significant reductions in both hospitalization and post-
acute care utilization for persons with SMI without reducing mental health spending.24 
 
Reform 
Given persons with SMI’s high risk of converting from post-acute to long-stay nursing 
home placement, Congress should repeal the present PASRR exemption for post-acute 
admissions. Rather than weaken PASRR through additional exemptions, federal 
regulators should look for opportunities to strengthen the program, including through 
auditing state practices. 
 
In addition, reform is necessary to expand the availability of community-based 
alternatives to nursing home placement to enhance efforts at diversion. States should 
expand funding for community-based services, such as assertive community treatment 
and caregiver respite. One of the primary financing vehicles available to states is the 
Medicaid HCBS waiver, authorized by Section 1915(c) of the Social Security Act, which 
supports community services in lieu of institutionalization.25 However, such waivers 
include a cost-neutrality requirement, indicating that states may not spend more on 
average for community services than they would have on institutional care for the same 
population.3,25,26 Moreover, under the Medicaid Institutions for Mental Diseases (IMD) 
exclusion, states are usually not permitted to use Medicaid dollars to pay for placing 
working-age adults in an institution of more than 16 beds that is primarily engaged in 
providing diagnosis, treatment, or care of people with mental diseases.27 To be clear, 
clinicians and policy makers should not look to IMD as an alternative to nursing home 
placement for people with SMI. But the requirements of the 1915(c) waiver and the IMD 
exclusion interact to create a serious challenge for funding community-based mental 
health supports, as states may not count avoided IMD expenses as cost savings that 
can be reinvested in 1915(c) waiver services.3,25,26 This practice is particularly 
unfortunate, given evidence that HCBS can successfully divert people with SMI from 
institutionalization.28 

 
Although some have proposed repealing the IMD exclusion altogether,29 doing so would 
be ill-advised, as it would open the door to warehousing of persons with SMI in mental 
institutions and consume resources that could be invested in more appropriate 
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community supports.27 Instead, Congress and CMS should clarify Section 1915(c) cost-
neutrality rules to make it easier for states to fund HCBS for people with SMI. 
 
CMS also possesses substantial authority to issue demonstration waivers to states, 
thereby allowing them to experiment with services that would typically violate Medicaid 
law. The agency should indicate its willingness to issue such waivers to permit states to 
pay for rental assistance for targeted populations at risk of institutionalization, such as 
persons with SMI. Although typically not permitted under Medicaid, funding housing 
could substantially reduce nursing home placement, offsetting its costs.30 Such housing 
investments should follow the well-validated Housing First model by prioritizing the 
placement of persons with SMI in independent housing without requiring them to adhere 
to therapeutic or service requirements to maintain their residence.31,32,33,34,35 

 
Conclusion 
People with SMI have significant ongoing support needs that are best met with 
community support. The growing role of the nursing home industry as a mental health 
provider should concern both clinicians and policy makers. Both individual clinicians and 
hospital systems have an ethical obligation to work to divert persons with SMI from 
nursing home placement, including via discharges for post-acute care. At the same time, 
hospital systems and policy makers should work collaboratively to build more effective 
infrastructure for supporting persons with SMI in community-based settings. 
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