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PCPA HealthChoices Provider Rate Setting Best 
Practices — Project Overview 

 

Problem Statement 
Currently, no uniformity exists among county HealthChoices behavioral health oversight entities and their 
managed care organization (MCO) contractors regarding the setting of provider rates. As a result, provider 
rate increases are often established in a "reactive" mode. That is, once HealthChoices rates are established 
by the Department of Public Welfare (DPW) provider rate increases are the last item to be considered, after 
projections of current claim levels and required administrative loads for the oversight entity and MCO. If 
provider rate increases are only considered following receipt of the DPW rate offer, little time is left in the 
process to properly analyze required levels of increase, provide appropriate notifications, and prepare systems 
for implementation at the start of a fiscal year. The end result has often been that provider rates are not 
adjusted for multiple years resulting, once eventually addressed, in the need for increases larger than can 
be supported by the DPW rate offer. 
 
Each year the department includes an inflationary adjustment related to provider rates in its rate setting 
process. Although the exact amount of this adjustment is not known from year-to-year, the key point is that 
some allowance is made in rates every year. Counties/MCOs that do not pass this increase through to 
providers can potentially face multiple negative consequences: 
 

1. Dollars allocated by DPW for provider rate increase go unspent, resulting in unintended levels of 
county surplus and/or MCO profit, perhaps even in funds being returned to DPW in cases of excess 
surplus. 

2. Future capitation rates are adversely impacted since the base level of claim expenditures, which become 
the basis for future claim cost levels included in DPW's rate setting process, do not include dollars 
allocated for provider rate increases. 

3. Provider rate levels can become uncompetitive relative to prevailing market rates or in comparison to 
contiguous counties. This situation is likely to hinder a county/oversight entity's ability to attract and retain 
the providers necessary to achieve desired program expansion, meet waiting list requirements, etc. 

4. Relationships between providers and oversight entities/MCOs can become strained, resulting in a less-
than-optimal service delivery system. 

5. Providers under financial pressure resulting from inadequate reimbursement may cease to provide 
services, leaving a gap in the care delivery system. 

6. Erosion of provider quality and the inability to compete effectively in the staff marketplace. 
7. Surplus HealthChoices funds are often channeled into a reinvestment pool that is frequently not 

desired by the county/oversight entity. Those services utilize funding that could otherwise 
address provider rate issues. 
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Department of Public Welfare (DPW) HealthChoices 
Rate Setting Key Dates 

 

Approximately 7 Months Before Beginning of Contract Year1 
(Late November for July 1 contract start dates; late May for January 1 contract start dates.) 
 
The county/oversight entity and MCO collaborate on the draft and submission of a rate issues letter to 
DPW. This letter is an annual opportunity to present a description of programmatic issues that will impact the 
cost of care in the coming fiscal year. Discussion regarding the need to adjust provider rates to address issues 
with capacity and/or availability could be addressed in this letter. 
 

Approximately 3 Months Before Beginning of Contract Year 
(Late March for July 1 contract start dates; late September for January 1 contract start dates.) 
 
DPW provides a rate offer to the county/oversight entity. In a rate adjustment year2, the county/oversight 
entity has approximately one week to accept or reject the offer. In a rate bid year, a meeting with DPW may 
be requested to discuss particular components of the offer. 
 

Comments: 
Discussions between the county/oversight entity regarding claim cost projections for the upcoming fiscal year 
typically reach a consensus point around the time that the DPW rate offer needs to be accepted. At that time, 
strategies regarding how to achieve the necessary claim cost level are adopted. Provider rate increases will 
be one of many influencing factors considered in that process. The county/oversight entity and the MCO will 
have needed to receive and evaluate requests for rate adjustment prior to that decision point. 
 

Notes: 
1 The HealthChoices contract year begins January 1 for counties in the southeast (Philadelphia, Bucks, Delaware, Chester, and 
Montgomery) and southwest (Allegheny, Armstrong, Beaver, Butler, Fayette, Greene, Indiana, Lawrence, Washington, and Westmoreland) zones 
and July 1 for all other counties. 
 

2 The DPW rate setting process is a three-year cycle. Every third year the county/oversight entity is required to submit a rate bid. Once 
that bid is received and evaluated by DPW a rate offer is issued as described above. Consideration of provision for provider rate 
adjustments should not vary in a rate adjustment year versus a rate bid year. 
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Rate Request Considerations 

 
1. Timing is critical to the provider rate setting process. Once DPW has provided 

counties/oversight entities with a rate offer for an upcoming fiscal year, decisions need to be 
made about how to achieve a level of claim cost consistent with that offer. Information to be 
considered from providers should have already been gathered and reviewed by the MCO/county 
oversight entity. 

2. Both numeric and descriptive justifications of requested rate levels are necessary for an MCO/county 
oversight entity to make an appropriate consideration. Discussion as to why a particular circumstance 
may be unique is critical background information. In addition, numeric quantification of those 
special circumstances is required (e.g. why it is necessary to pay this higher requested rate in 
order to attract new providers, why this relatively high level of requested add-on for overhead is 
necessary, etc.). 

3. Even given the provision of all necessary information as described in #2 above, financial 
circumstances may dictate an alternative approach (e.g. a multi-year phase in may be 
necessary). 

4. To the extent that requested rates can be tied to outcome measures, such information can be 
helpful to MCOs/oversight entities decision-making. 

 
5. Consider the extent to which subsidies exist within a provider's current rate set. If certain services are 

reimbursed at a higher than needed level while others are inadequate, requesting only an increase to 
the inadequate rate will likely be met by a request from the MCO/oversight entity to consider reducing 
the excessive rate and thus removing the subsidy. 

 
6. A provider's credibility is an issue. Continued requests for increase that are not substantiated or 

poorly presented will create an undesirable image for that provider in the eyes of the MCO/oversight 
entity. 
 

7. Readers should be aware that the federal antitrust laws generally require that non-
governmental providers of services independently negotiate their rates for such services, 
without making any agreement relating to the pricing of such services with any competing 
provider of services. Any agreement among competing providers (whether express or 
implied, written or oral) regarding bids or prices, as well as any agreement among 
competing providers to exchange information regarding (i) bid prices, (ii) actual transaction 
prices, (iii) costs, (iv) volume of business or (v) capacity utilization may have serious 
adverse legal consequences, including criminal prosecution or civil legal action. Successful 
criminal prosecution may result in imprisonment or fines. Civil actions may result in cease-
and-desist orders or liability to an injured party for up to three times its damages, plus its 
attorneys’ fees and costs. Any person having any questions regarding how to assure 
compliance with such laws or concerning exceptions to the foregoing general statements of 
principles should consult with their legal counsel. 


