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Issue Statement 
The Commonwealth’s commitment to consumers, quality service, and access to care is 
threatened by the absence of a meaningful rate setting process for mental health, mental 
retardation, substance abuse, and child welfare services. The Department of Public Welfare 
(DPW) must ensure that routine, periodic, and fair consideration of rates for services funded by 
DPW is given. This should included rates set directly by DPW and rates established by 
intermediaries including counties and Behavioral Health Managed Care Organizations (MCOs.) 
 
The Problem 
DPW has never created or required a fair, consistent, and meaningful rate setting process for 
determining rates to community providers. The consequences of this lack of a meaningful rate 
setting process are significant. Community providers serve many of the Commonwealth’s most 
vulnerable citizens. The services offered by community providers save the Commonwealth 
taxpayers countless dollars compared to more costly alternatives such as hospital/inpatient, and 
emergency room care or state center. Even more important is the dramatic difference these 
services make in the individual’s quality of life. Community providers offer the least restrictive 
services which allow for a life in the community for citizens of the Commonwealth. These 
services often save lives, keep families together, and give the individual an opportunity to enjoy 
educational success and gainful employment.  
 
Community providers have worked to operate efficiently and within the constraints of budgeting 
limitations. The consequences of these financial limitations, including lack of rate increases, 
have caused severe financial strain on the provider system. Providers consistently lose quality 
staff because of an inability to maintain salaries at competitive levels. Providers are not able to 
reinvest in physical plant maintenance and improvements, information technology, training, and 
other long-term needs to strengthen resources available for client care. Providers are prevented 
from investing in new services and upgraded capabilities, such as co-occurring competency 
development. The lack of a rate setting process threatens the entire provider network and 
availability of multiple providers, limiting choice for consumers.  
 
History 
The Pennsylvania Community Providers Association (PCPA) is a trade association representing 
over 220 community-based agencies that provide mental health, mental retardation, substance 
abuse, children’s, and other human services. PCPA members cover all 67 counties in the 
Commonwealth and it is estimated that they serve almost one million Pennsylvanians each year. 
Founded in 1972, PCPA represents providers on legislative and regulatory matters and serves as 
a point of contact with other statewide organizations. 
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The inadequate rate structuring has long been a source of concern for PCPA. In 1998 the 
association initiated legal action against DPW over mental health and drug and alcohol service 
rates. A negotiated settlement in 1999 led to some rate increases. A request was made at that 
time to annually revisit the rates; however, this has not occurred. DPW has had no consistent 
approach to the rate setting process and many rates, including rates established through the 
settlement in 1999, have gone unchanged.  
 
As a result of concerns expressed by association members regarding their financial struggles 
and the inability to negotiate rate increases for services provided, PCPA organized a work group 
to research the problem and develop recommendations. The association offers this paper to 
those entities involved in the mental health, mental retardation, and substance abuse service 
delivery systems including state and county officials, consumers, persons in recovery, non-
member service providers, and other related statewide organizations.  
 
Current Experience 
 
The Bureau of Drug and Alcohol Programs and the Single County Authorities (SCAs) realized the 
need for a unified rate setting process in the drug and alcohol field a number of years ago. The 
XYZ Rate Package was developed for use statewide. This system, whereby all payers would 
generally honor the rate established by the “home” SCA, has worked effectively and in most 
cases fairly for many years. This XYZ Rate Package utilizes a cost-based approach combined 
with the providers’ external audit for verification as a basis for consideration of rate increases. 
Providers are offered an annual opportunity to re-negotiate rates and, in most cases rates, are 
considered valid for only one year. 
 
However, no provision for rate negotiation or consideration between provider and county/MCO 
has been made in the HealthChoices managed care program. While it appears that there may 
be some provision for provider rate increases when DPW sets and re-sets rates with the MCO, it 
has become apparent that rate increases are infrequently passed on to providers. It has been 
reported that one reason MCOs may not pass on increases is because they are expected to 
increase the number of services offered to consumers and this erodes the funds available for 
the MCO to provide adequate rate increases. It has also been reported that in some areas 
reinvestment funds have been plentiful for the development of new programs and services, at 
the apparent expense of provider rate increases for existing services.  
 
Many providers have experienced a complete refusal by some MCOs to consider rate increases, 
and have gone multiple (five or more) years with no rate increases. For some services there has 
been no rate increase in eight years.  Some MCOs have made no attempt to link provider rates, 
outcomes, quality, and availability of services. 
 
The mental retardation system is in the midst of significant changes regarding how service 
provider rates are established and negotiated. A major concern is that providers in this system 
have recently been instructed to use a “budget neutral” approach to determining individual 
service rates. However, these budgets are often based on historically underfunded budgets and 
are, therefore, an inaccurate picture of true costs. 
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The child welfare system in Pennsylvania is county administered and the array of services and 
purchase of service rates is managed individually and independently by each of the 67 counties. 
While legislation calls for each county to develop a fully funded needs-based budget, there is a 
long standing practice of counties budgeting for their cost of purchasing mandated and 
essential services, not the actual cost of these services. More recently, the state has elected to 
budget for county purchased services at a level even lower than the certified needs based 
budget.  
 
Statement of Solution 
PCPA members believe that the Commonwealth has a responsibility to provide quality, 
accessible services for its citizens being served in publicly funded mental health, mental 
retardation, substance abuse, and child welfare programs. Therefore, DPW must ensure that 
routine, periodic, and fair determination of rates is provided by HealthChoices MCOs and 
responsible counties, the Office of Developmental Programs, and in the Medical Assistance Fee-
For-Service program when contracting with providers. This will ensure that: 
 

1. There is a healthy provider network with the availability of multiple providers offering 
choice for consumers. 

2. The Commonwealth can implement needed initiatives and priorities through rates that 
encourage provider network development. 

3. Providers can reinvest in physical plant, information technology, training, and other 
long-term needs that will strengthen resources available for client care and services. 

4. Providers are able to invest in new services and upgraded capabilities, such as co-
occurring competency development. 

5. Providers can maintain salaries at competitive levels to attract and retain quality staff 
who deliver quality care and services. 

 
PCPA requests the development of an annual rate setting process between all MCOs/counties, 
the Office of Developmental Programs, the Office of Medical Assistance Programs, and all 
enrolled providers that consider the following factors: 
 

1. The cost of providing care and the rates of increase in these costs, particularly any 
unusual cost increases (such as gasoline). 

2. Regulatory and accreditation demands and costs such as documentation, staffing 
standards, and credentialing standards that affect the skill and pay levels required. 

3. Local cost variables. 
4. Population mix, acuity of illness, cultural diversity, the site of the service and any other 

unusual costs. 
5. Capacity limitations and inefficiencies imposed by quality and regulatory demands. 
6. Best practice/evidence based standards. 
7. Staff replacement costs in an environment of staffing shortages and high turnover. 
8. The levels of training and staff credentials/competency necessary to provide the service 

(such as child psychiatry, bilingual staff). 
9. Uncompensated cost of non-billable psychiatric services required for clinical 

administration and supervision. 
10. Seasonal trends that create inefficiencies/higher costs. 
11. Performance measurement results, quality monitoring, and improvement. 
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12. Administrative costs, defined as the costs associated with general managerial functions 
or activities which are supportive to, but not an intrinsic part of, the provision of direct 
service. Administrative functions and activities include, but are not limited to, executive 
supervision, personnel management, accounting, purchasing and billing, community 
board activities, data (administrative, financial) management and reporting, education 
and training, certification and credentialing costs, capital and related supportive costs, 
financing and debt service costs, and clerical services which are supportive to these 
administrative functions and activities. 

13. Direct service costs, defined as the costs associated with the delivery of direct service, 
which include, but are not limited to, direct client care, clinical supervision and 
program/service development, room and board, maintenance, staff training and 
credentialing, patient certification and reauthorization, the development and 
maintenance of individual client records including the cost of electronic health records, 
medication control and dispensation, diagnostic testing, clinical data management, 
capital costs related to direct clinical service delivery, patient support services, and other 
related clinical activity required to implement the service protocol. 

14. Reasonable return of three to five percent for future growth and capital replacement. 
15. Threats to quality for agencies providing services with historical losses. Operating losses 

and trends in operating performance history that might indicate an erosion of operating 
margin and future capability to maintain service quality or availability. 

  
PCPA believes that this process must involve the MCO, the oversight body for the risk group, 
and the county MH/MR and D&A administrator from the county of residence of the service 
provider. For the mental retardation system, the Office of Developmental Programs must 
establish an annual rate setting process that takes into consideration provider costs and allows 
for annual increases. In addition, there should be a method of appeal to DPW by the provider if 
they believe that the process has not afforded them adequate opportunity for rate 
determination. 
 
Summary 
PCPA recommends that DPW participate in and ensure that there is a system for all DPW 
funded payers to fairly and annually consider provider rate changes that include all principles 
and elements outlined in this paper. DPW must ensure that all rates for services, whether set by 
the department or intermediaries, are subject to a routine, fair, and sound process. 
 
In addition, PCPA believes that a work group should be established that includes 
representatives of providers, appropriate state and county officials, MCOs, and county oversight 
bodies. This group should work on the development and maintenance of rate setting systems 
and policies, the use of the most accurate and current data for setting provider rates, service 
mandates, changes in funding systems, electronic billing issues, new service development, re-
investment funding, and performance incentives. 
 
PCPA believes that if the actions recommended in this position paper are taken they will help to 
assure the commonwealth’s commitment to quality service and access to care for Pennsylvania 
citizens in need of mental health, mental retardation, substance abuse, and child welfare 
services. 
 


