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Written on behalf of members of the Penn-
sylvania Community Providers Association 
(PCPA), this paper highlights the success 
of the behavioral health managed care 

program and supports continuation of this model. It 
has been the overwhelming experience of community 
providers that the current Behavioral HealthChoices 
model of specialty managed care offers a structure 
of accountability that assures access to quality care, 
implementation of evidence-based treatment, and 
sound fiscal control. PCPA believes strongly that the 
model should continue.

PCPA is a statewide trade association that promotes 
excellence in the provision of community health and 
human services through advocacy, education, and 
support. PCPA represents over 225 providers and sup-
porting organizations. Member agencies cover all 67 
counties in the commonwealth, employ approximately 
50,000 staff, and serve an estimated one million  
Pennsylvanians each year. The association is uniquely 
qualified to make recommendations regarding  
community-based services for children and adults  
living with mental illness, intellectual disability, 
autism, and substance use disorders.

The Issue
Increased pressure has been reported to move away 
from the separate Behavioral HealthChoices program 
and merge it with physical health managed care. The 
physical health managed care companies claim that 
this would save the commonwealth money, a fact 
disputed by those who have carefully reviewed the 
success of the program. State and local govern-
ments today face unprecedented fiscal challenges. 
Expenditures for publicly funded health care ser-
vices, particularly Medicaid, are a major factor in 
continuing growth in state budgets. Many states are 
considering various means to save scarce resources. 

Some entities make the argument that placing behav-
ioral health under physical health services for Medicaid 
recipients will save money. But most of those involved 
with the delivery of behavioral health services, includ-
ing consumers, advocates, county government, and 
providers disagree. In the face of such dire financial 
constraints, Pennsylvania citizens are at risk of losing 
access to needed services by changing the highly  
successful Behavioral HealthChoices program. 

Background
It has been estimated that as much as 80 percent of 
health care funds are used for individuals with chronic/
persistent conditions. Generally, those with chronic 
conditions have multiple diagnoses that often include 
a behavioral health component. Individuals with the 
most complex, chronic behavioral health conditions, 
such as serious mental illnesses, have specialized 
needs that must be addressed. When individuals mani-
fest symptoms such as disorganized thinking, it can 
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lead to the inability to follow treatment recommenda-
tions. This greatly exacerbates chronic medical condi-
tions such as diabetes and cardiovascular disease.

When community services are not accessible to those 
who need them, community problems arise and sky-
rocketing costs follow. Untreated mental illness and 
substance use disorder result in increased costs in 
the correctional and health care systems, a 25-year 
reduced life span for people with serious mental ill-
nesses, family dysfunction, institutionalization, 
domestic violence, child abuse, special education, 
lost productivity, and greater reliance on more costly 
government services. In a 2007 report, the Agency for 
Healthcare Research and Quality, US Department of 
Health and Human Services stated that “Mental health 
and substance abuse disorders place a substantial bur-
den on individuals, families, the health care system, 
and the economy. Beyond the personal costs of these 
conditions, mental illness and substance abuse result 
in lost productivity, increased medical expenditures, 
and other costs, including those resulting from law 
enforcement activities.”

As mental health and substance use disorder services 
were increasingly funded by the Medicaid program, 
government officials believed that the traditional 
fee-for-service approach led to uncontrolled utiliza-
tion and weak quality standards. In the early 1990s, 
Pennsylvania implemented a voluntary Medicaid man-
aged care program in the Philadelphia area. Medicaid 
funds for both physical and behavioral health services 
were capitated by utilizing a per member per month 
(PMPM) rate. The program was designed so that a man-
aged care organization (MCO) would sustain a financial 
loss if claims paid were in excess of revenue based on 
the PMPM rate. However, if revenues were in excess of 
claims paid, the MCO would realize a profit. The MCO 
directly managed the physical health benefit and  
subcontracted management of the behavioral health 
benefit to a behavioral health managed care vendor  
for a PMPM rate. Under this blended physical and 
behavioral health capitated rate model, there were 
serious concerns/reports that access to and quality 
of behavioral health services were compromised, 
especially for individuals with the most seri-
ous illnesses and complex co-occurring  
disorders. 

National experience suggests that 
carve-in systems are primarily 
financial arrangements that have 
no bearing on care coordination. 
Most MCOs use a “downstream 
risk” approach and contract 
behavioral health services to 

yet another managed care organization. These arrange-
ments create barriers to care and strip needed dollars 
from care for administrative overhead or profit mar-
gins. In fact, when carved in, MCOs have been shown 
to spend less than half of capitated mental health 
funds on mental health care. The national track record 
for capitated, at-risk managed care for public mental 
health consumers is very poor. Tennessee tried a full 
carve-in of mental health services. It changed back 
to a carve-out after numerous providers experienced 
extreme financial distress, creating severe access prob-
lems for individuals. After 10 years Tennessee is still 
recovering from its initial mistake. 

For those with mental illness, severe emotional distur-
bance, and/or substance use disorders, it is especially 
critical that care is well coordinated, flexible, and 
tailored to individual needs. This allows individuals 
to receive the best possible care and also reduces the 
costs of unnecessary or inappropriate care.

Current Successful Experience
The Pennsylvania Medicaid Behavioral HealthChoices 
program has been one of the most, if not the most, 
successful public sector managed care ventures in the 
country. The Office of Mental Health and Substance 
Abuse Services (OMHSAS) reported that the Behav-
ioral HealthChoices program has saved an estimated 
$4 billion as compared to projected fee-for-service 
costs between 1997 and 2008. At the same time it 
increased access to behavioral health services. Savings 
were achieved by greater reliance on less expensive 
and less restrictive community services, enabling 
reduced admissions and lengths of stay in high-end 
services such as inpatient and emergency room visits. 
The Behavioral HealthChoices program has also dem-
onstrated improvement in key quality performance 
measures and implemented an array of new and effec-
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tive services not available under fee-for-service. The 
program ensures choice, flexibility, and cost-effective 
alternative services including numerous drug and alco-
hol services not available in Medicaid fee-for-service, 
multi-systemic therapy, recovery-oriented services, 
consumer-run services, Assertive Community Treat-
ment, psychiatric rehabilitation services, employment, 
autism services, and housing. 

Pennsylvania was also able to close several state-run 
mental hospitals because of the development of strong 
community-based infrastructure, supported in large 
part by Behavioral HealthChoices. Access to appropri-
ate community-based services and supports diminishes 
the need for institutional admissions. Many individuals 
are able to live safely and successfully in community 
settings.

Multiple factors contribute to high performance of 
Pennsylvania’s behavioral health managed care program.

E There is a single contractor for each county or 
joinder unit — the behavioral health MCO (BHMCO) 
is responsible for the entire Medicaid population 
in the contract area, eliminating adverse selection 
issues and ensuring that funds are appropriately 
focused on people that are most in need.

E The community providers’ ability to adapt rapidly 
to changes needed to implement HealthChoices.

E The collaboration between counties and BHMCOs 
uses the expertise of Pennsylvania’s county pub-
lic behavioral health system, other county-level 
human services, local providers, and managed care 
partners, which have many local nonprofit roots.

E Implementation of new and innovative services to 
meet the treatment needs of consumers/clients. 

E Expansion of evidence-based programs/services.

E The community providers’ use of agency capital to 
span gaps/support efforts.

E Significant savings generated by counties/BHMCOs 
through the application of managed care princi-
ples are retained in the program for reinvestment 
purposes.

E This model places limits on administrative costs 
and provides assurance that behavioral health dol-
lars are used for appropriate services.

E BHMCOs, providers, and schools have developed 
strong and successful linkages to serve children 
and families.

E There is accountability for financial performance, 
access, and quality, and BHMCOs earn appropriate 
and capped incentives through Performance  

Based Contracting and meeting quality 
program standards.

E  The community providers’ expertise in car-
ing for those with serious mental illness 
and addiction disorders. 

E The increased use of technology.

E The requirement for actuarially sound rates.

E A constantly improving contracting process 
led by OMHSAS that tightens controls on 
major aspects of funding and service.

One key to the program’s success was built in part-
nership with county government, which is legally 
responsible for providing and managing mental health 
services under the Mental Health and Mental Retardation 
Act of 1966. This approach followed from a long history 
of strong county government in Pennsylvania, including 
extensive behavioral health program infrastructure at 
the county level. Expertise with the Medicaid popula-
tion’s behavioral issues and interface with the range 
of other human service systems by Pennsylvania coun-
ties is a key to effective management of Behavioral 
HealthChoices. It is important to note, however, that 
the success of the Behavioral HealthChoices model is 
not based solely on single direct county partnership. 
The model has been successful in single counties such 
as Philadelphia and Allegheny, multiple county col-
laboratives such as in the capital area and the south-
west, and through a direct contract between the state 
and the MCO. The key element to the success is the 
behavioral health carve-out itself.

Behavioral HealthChoices has systematically increased 
accountability for the management of behavioral health 
services and financial resources throughout Pennsyl-
vania by instituting numerous important requirements 
such as financial reporting and audit requirements, 
solvency standards, annual approval of each contrac-
tor’s plan to meet standards, and adherence to key 
administrative standards (e.g., utilization management 
decision timeliness, provision of 24/7 member services 
hotline, and claims processing timeliness). While prov-
ing to be remarkably cost effective, Behavioral Health-
Choices has also demonstrated dramatic increases in 
access to services, expansion of new and innovative 
services, and significant improvements in quality mea-
sures. The ongoing savings generated by the program, 
its performance measurement results, and its stabil-
ity, all over a period of more than 10 years, makes it 
a remarkably successful public policy initiative. The 
current system allows for a stronger community-based 
system of care and services which are less costly, less 
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restrictive, and reduce the reliance on state-run insti-
tutional care. 

Many consumer and family associations/organizations 
have expressed strong support for Behavioral Health-

Choices, where contracts are built on 
recovery and resiliency principles. Con-
sumers and families serve on evaluation 
committees that select the BHMCO and  
are members of the Quality Management 
Committee established under each con-
tract to oversee the program. Counties 
and BHMCOs are required to establish 
Consumer/Family Satisfaction Teams that 
conduct face-to-face surveys to deter-
mine if the program is meeting the needs 
of people served. Consumers and families 
have expressed high levels of satisfaction. 
In 2009, consumer satisfaction ranged 
from 81.5 – 96 percent on the top 10 

measures of the Recovery Oriented Systems Indicators. 
HealthChoices reinvestment funds have fostered the 
creation of consumer-run services such as warm-lines, 
Certified Peer Specialists, and peer mentors.

If Pennsylvania’s successful track record in delivering 
high quality, cost-effective services is to continue, this 
behavioral health specialty managed care model must 
be maintained. 

Enhancements 

While the Behavioral HealthChoices program has had 
tremendous success, there are several enhancements 
that should be made.

1 Ensure that primary care providers, including Fed-
erally Qualified Health Centers, adequately screen 
for mental illness and substance use disorders and 
make appropriate referrals for services. Tools such 
as depression screens; Screening, Brief Interven-
tion, Referral and Treatment (SBIRT); and Bright 
Futures pediatric screenings allow earlier identi-
fication of behavioral health disorders and more 
effective treatment, which can lead to additional 
savings in human and fiscal costs. 

2 Outdated mental health and drug and alcohol ser-
vices regulations that require staffing and tasks 
which are no longer accepted practice add great 
administrative burden and cost. Regulations must 
be reviewed and revised. Efficient and effec-
tive practice is needed, with more funds used on 
evidence-based treatment and supports and less 
on unnecessary administrative requirements.

3 An expedited eligibility determination for Medical 
Assistance and Social Security benefits is needed 
to ensure that funding is available to fortify con-
tinuity of behavioral health services and medica-
tions for individuals transitioning between levels 
of care/systems. Discharge plans should include a 
current eligibility determination and confirmation 
of benefits before moving the individual to the 
next level of care/community provider/system. 

4 Behavioral HealthChoices has improved outpa-
tient services by increasing rates for psychiatric 
services, but more needs to be done. Outpatient 
treatment is a critical and cost-effective part of 
the service delivery system. Special efforts must 
be made in Behavioral HealthChoices to secure 
these important services.

5 Open access to appropriate medication is needed. 
Mental health and substance use treatment medi-
cations must be exempted from restriction. An 
open formulary for mental health and substance 
use disorders may seem costly at the outset, but 
significant cost savings will result from fewer 
inpatient stays, fewer crisis services provided 
in emergency rooms, and fewer incarcerations 
when individuals receive appropriate medication 
and services. OMHSAS should manage behavioral 
health medications. Behavioral health providers 
experience significant problems with the physi-
cal health plan management of behavioral health 
medications. 

6 Support is needed for the implementation of phys-
ical health/behavioral health pilots and studies in 
such areas as medical cost offset. Other develop-
ing models to enhance physical health and behav-
ioral integration, such as health homes, must be 
supported. A carve-in approach is not needed to 
support the appropriate sharing of information 
across systems for the purposes of improving care 
for the individual. 

Conclusion
The three initial goals of the Behavioral HealthChoices 
program were to assure greater access to services, 
improve quality, and manage costs. The program has 
lived up to its mission in controlling the growth of 
Medicaid spending while increasing access and improv-
ing quality. It must be continued. PCPA stands ready to 
assist in any way that will assure the continuation and 
further improvement of Behavioral HealthChoices.
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