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Executive Summary

The current debate over the long-term sustainability of North Carolina’s Medicaid program pits
defenders of the status-quo Community Care of North Carolina (CCNC) model against reformers touting
Governor Pat McCrory’s proposed Partnership for a Healthy North Carolina.

The Partnership embraces a Medicaid reform approach already up and running in states such as
Florida, Kansas, and Louisiana. In these states, patient choice, competition among privately-run plans,
innovation, and accountability have resulted in Medicaid patients who are healthier and happier with
their care and millions of dollars in annual taxpayer savings.

CCNC is a non-profit collection of regional networks that provide certain care coordination services
to Medicaid patients. Designers of the program hoped that assigning primary care providers to Medicaid
patients would result in better-coordinated patient care that would reduce unnecessary utilization and
better manage conditions.

CCNC has failed to keep its promises of improved patient health and lower costs. In fact, the
majority of North Carolina’s widely-tracked Medicaid patient health outcomes have been in decline,
while Medicaid spending has dramatically grown. Several design flaws have contributed to CCNC’s poor
record, including:

* A one-size-fits-all government-centered system that denies patients meaningful choices and
ignores patients’ individual health needs and concerns

» The absence of any competition among plans to drive innovation, better customer service, or
greater accountability

»  Wildly varying assessments among several state-hired consultants of the level of savings achieved

* A funding scheme that limits policymakers’ ability to accurately predict and budget for Medicaid
spending

These and other flaws continue to burden patients, taxpayers, and policymakers, and have sparked a
movement within Raleigh to fundamentally restructure North Carolina’s Medicaid program to make it a
truly pro-patient, pro-taxpayer health care safety net.

This report identifies and explains CCNC'’s flaws and shows how the Partnership for a Healthy North
Carolina is a far more effective approach to not only improve patient health, but also rein in Medicaid
spending and save taxpayer dollars.
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INTRODUCTION

North Carolina’s Old Medicaid system is broken. Costs are skyrocketing, patients lack choice and control
over their health future, access to providers is limited, and health outcomes are poor.' In April 2013, Governor Pat
McCrory put forth a plan to redesign North Carolina’s broken Old Medicaid system.? McCrory’s plan, the Partnership
for a Healthy North Carolina, builds upon pro-patient, pro-taxpayer Medicaid reforms already succeeding in states
such as Florida, Kansas, and Louisiana.’ In those states, these reforms have increased patients’ access to quality
care, improved patients’ health outcomes, created greater budget predictability, and saved taxpayers’ money.*

Rather than embrace the proven structural Medicaid reforms of the Partnership, some have argued that North
Carolina should instead maintain the current Community Care of North Carolina (CCNC) Medicaid model.’

CCNC is a non-profit collection of 14 regional networks that currently provide some care coordination services
to Medicaid patients.® Today, nearly 86 percent of North Carolina’s Medicaid program runs through CCNC or its
sister program, Carolina ACCESS.” The Medicaid program pays a small administrative fee on a per member per
month basis for care coordination, but all medical services are billed fee-for-service.® The administrative fee ranges
from $3 to $13 per member per month and varies by eligibility category, with higher management fees paid for
elderly, blind, and disabled patients.’ In 2010, 97 percent of North Carolina’s Medicaid spending was billed fee-
for-service.'”

In the mid-1990s, the North Carolina Department of Health and Human Services began looking for ways to
create greater budget predictability and control over its Medicaid program.'' The Department rolled out the CCNC
model to connect Medicaid patients with a “medical home,” hoping assigned primary care providers who were
coordinating patients’ care would be able to reduce unnecessary utilization and manage medical conditions more
efficiently.'? This care coordination was expected to reduce hospital costs, primarily by treating patients with non-
urgent conditions in less-expensive settings.'?

Although CCNC'’s goals of improving health and reducing costs are worthy, the current CCNC model has
numerous design flaws that make it extremely difficult to achieve those goals.

CCNC Fraw #1: MEDICAID PATIENTS ARE DENIED THE RiGHT TO CHOOSE

In the CCNC model, patients are linked to a primary care physician to serve as their medical home.!'* Although
patients can generally choose their own primary care physician, all benefits are structured in the same one-size-fits-
all Old Medicaid model. Patients with diabetes, autism, chronic kidney disease, and Alzheimer’s, for example, are
all treated the same and forced into the same, non-personalized Medicaid plan.

This one-size-fits-all approach ignores patients’ individual health needs and concerns. The Partnership for a
Healthy North Carolina, on the other hand, utilizes comprehensive care entities (CCEs) that are able to customize
benefits and care for patients.

Under the Partnership, public and private CCEs submit competing bids to the state to provide all Medicaid
services available to patients. The state then contracts with several of these CCEs to provide the highest level of
service and benefits at the lowest cost to taxpayers.

These entities operate statewide, serving both rural and urban areas, and all use the same vendor to reimburse
medical providers. Medicaid patients are empowered to choose a health plan from among these CCEs that best
meets their specific health needs and concerns. The plans compete for patients based on value. If patients are
unhappy with their plans, they can choose new plans that provide them with better value based on their individual
circumstances.

JOHN LOCKE FOUNDATION
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Medicaid patients are able to select plans based on cost, quality and access to care—and CCEs are paid a fixed
monthly rate for each enrolled individual, which is risk-adjusted for that individual’s health status.

This framework shifts the risk of waste, fraud, and abuse from the state and taxpayer back to the entities that are
actually managing and coordinating patients’ care. This payment arrangement also provides CCEs with financial
incentives to prioritize all patients’ health and to identify and treat health conditions earlier. Risk-adjusted rates
prevent plans from cherry-picking healthy patients, instead creating a financial incentive for CCEs to compete for
sicker patients and manage their care more effectively. Rates are adjusted for inflation to help ensure providers
remain profitable and costs are predictable year after year.

Other states are implementing this choice-based Medicaid model with great success. In Florida’s Medicaid
Reform Pilot, for example, patients may choose from up to 35 customized benefit packages offered by 14 different
health plans.'> The benefits of this plan customization are particularly evident for patients with very complicated
health challenges. Florida’s Reform Pilot features plans developed specifically for medically fragile children, plans
customized to best manage HIV/AIDS, and other specialty plans.!® Likewise, Kansas offers programs that are
specifically designed to help manage HIV/AIDS and other complicated conditions such as schizophrenia as part of
its KanCare Medicaid reform."”

These packages include benefits and services not typically covered by Old Medicaid. The Florida Reform Pilot
plans have coverage for over-the-counter drugs, preventive dental, vision benefits, respite care, wellness therapy,
and nutritional counseling included among the value-added extra benefits.”®!” With KanCare, individuals can
choose plans that offer additional dental benefits, smoking cessation programs, GED programs, Weight Watchers
membership, and Boys and Girls Clubs membership, among other benefits.?

By contracting with multiple CCEs, the Partnership for a Healthy North Carolina can enable those CCEs to
vary provider networks, drug formularies, benefit packages, optional services and other plan features. This ensures
that patients have meaningful choices over their health plans and enables CCEs to compete on value by tailoring
their benefits to best meet the needs and desires of their patients. The CCNC medical home model lacks these pro-
patient provisions.

CCNC Fraw #2: THERE Is No COMPETITION OR ACCOUNTABILITY IN MEDICAID

Because North Carolina Medicaid patients do not have the ability to choose their plans, there is no competition
or accountability in the state’s Medicaid marketplace. And there is no incentive for primary care physicians,
medical homes, and CCNC networks to improve patient health or satisfaction.

It is no surprise, then, that North Carolina’s Medicaid safety net is deteriorating in some critical areas.”' North
Carolina measures its performance with the Healthcare Effectiveness Data and Information Set (HEDIS), the same
set of metrics used by more than 90 percent of health plans in the United States.?

More than half of the 53 performance measures have worsened since 2010—approximately 55 percent.” Worse
yet, in some areas the performance of North Carolina’s Old Medicaid system has been on a downward spiral for
the past several years.”* Nearly half of the regularly-tracked performance measures have declined since 2008.%
Compared to 2008, patients today are less likely to be prescribed appropriate medication for persistent asthma; less
likely to receive recommended screenings for breast, cervical, and colorectal cancers; less likely to have preventive
care visits; less likely to receive appropriate immunizations; and less likely to receive follow-up care after being
hospitalized for mental illness.?® Although some performance measures have improved, such as access to dental
care, many others continue to decline. When it comes to improving patient health, CCNC is holding the state back.
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Medicaid patients in states that have a choice of private health plans are experiencing something much different.
Competition among private plans has resulted in those plans constantly striving to innovate and to improve patient
health and customer service. Florida’s Reform Pilot health plans outperform Old Medicaid in 22 of 33 regularly-
tracked performance measures.?’ Better yet, 94 percent of Florida’s measures have improved since 2008.%* Of the
19 performance measures that Florida and North Carolina both track, Florida’s Reform Pilot plans outperform
North Carolina in 63 percent, including multiple measures for proper diabetes management, immunizations, and
follow-up care following hospitalizations for mental illnesses.”

Florida’s experience also shows that when Medicaid patients are given a choice among a wide array of competing
private health plans, they are more satisfied with the plans. For 83 percent of patient-satisfaction measures, Florida’s
Reform Pilot plans meet or exceed national benchmarks not just for Medicaid, but for commercial insurance as
well.*® In 2012, the Florida agency overseeing the Medicaid Reform Pilot received just six complaints for every
10,000 patients.*! The plans also successfully resolved these complaints quickly, as no unresolved grievances were
filed during the entire year.*

State contracts with private plans further improve accountability, as they link significant financial incentives
and penalties to quality and performance. In Kansas, for example, KanCare withholds three to five percent of
health plans’ total payments as a performance incentive.** In order to receive the withheld funds, plans must meet
numerous standards to improve health outcomes, coordinate care, pay claims promptly, support members in their
communities, promote wellness and healthy lifestyles, and lower the overall cost of care.’**> KanCare also has
additional penalties if plans fail to meet quality benchmarks or fail to adequately report progress.*

CCNC FrAw #3: NoBopY AGREES WHETHER OR HOw MUCH SAVINGS WERE ACHIEVED, AND POLICYMAKERS CAN-
NOT ACCURATELY BUDGET FOR MEDICAID SPENDING

CCNC claims to have saved the state billions of dollars, yet these calculations and claims have been subject to
intense scrutiny by care management experts for severe methodological flaws.*’* The State of North Carolina has
hired three different consultants to review the CCNC program and estimate the savings it has produced. Although
the three consultants all had the same three years of data, they all came up with wildly different savings numbers
for each of those three years.

CCNC consultants cannot agree on savings
Savings estimates in millions

| Mercer | TreoSolutions m

2005 $77 - $81

2006 $154 - $170 N/A N/A

2007 $135 - $149 $273 $103

2008 $156 - $164 $530 $204

2009 $186 - $194 $654 $295

2010 N/A N/A $382
2007 - 2009 $477 - $507 $1,457 $602

Source: Community Care of North Carolina
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Mercer, the first consultant, found that between 2005 and 2009 CCNC saved North Carolina’s Medicaid
program somewhere between $708 and $758 million.*! Annual savings ranged from a low of $77 million to a high
of $194 million.** Treo Solutions, the next consultant, found that between 2007 and 2009, CCNC had saved nearly
$1.5 billion.” Milliman, the most recent consulting group hired to analyze the program, found that CCNC had
saved nearly $1 billion between 2007 and 2010.*

Whereas estimated CCNC savings vary by up to hundreds of millions, the Partnership for a Healthy North
Carolina produces savings that are reliably predictable. Because the savings are achieved through capitated
payments, the state is only at risk for enrollment changes once the capitated rates are set by contract. This means
that the savings are immediately bankable, and lawmakers will know just what to expect from one year to the next.

In Louisiana, for example, savings were built directly into the capitated rates set by the state.** State policymakers
knew the Bayou Health reform would save 3.5 percent per member per month for all of the Medicaid patients
enrolled.* In Florida, capitated rates in the five-county Reform Pilot have been substantially lower than costs for
similar populations in the state’s Old Medicaid system.*’ These capitated rates have also remained flat for five
years.*® Because these savings are built into the capitated rates through multi-year contracts, lawmakers now have
more predictability and stability in the budgeting process.

According to the North Carolina Department of Health and Human Services, the Partnership for a Healthy
North Carolina is expected to save the state upwards of 8 percent each year.*’ This represents annual savings of
more than $1 billion.*

CCNC Fraw #4: HEALTH CARE Co0STS AND UTILIZATION ARE RISING

CCNC Does Not Significantly Reduce the Rate of Hospital Admissions

CCNC’s savings have been subject to widespread scrutiny. The CCNC model assumes improved access to
primary care, greater usage of prescription drugs, and better coordinated care for chronic conditions will reduce
emergency room visits and inpatient hospital admissions.>' The additional costs to provide better primary care are
expected to be more than offset by lower hospital costs, leading to the supposed savings.*

An analysis by Ariel Linden, a professor of health management and policy at the University of Michigan, calls
into question CCNC’s savings assumptions, however. Professor Linden independently reviewed admissions data
for North Carolina’s Medicaid program then compared it to admissions data for South Carolina, a comparable
neighboring state.”*** Linden calls this a classic “natural experiment,” as North Carolina implemented the CCNC
model and neighboring South Carolina did not.>

In his review, Linden focused on conditions related to avoidable hospital admissions, such as asthma and
diabetes.*® He found no statistically significant difference in the change of admission levels or admission trends
between North Carolina and South Carolina for any of the conditions studied.’” This led Linden to question how
CCNC’s consultants found such massive cost savings given there was no evidence of significantly reduced hospital
care utilization.*®

A review of hospital discharge data provided to the federal government by the North Carolina Department
of Health and Human Services also reveals little change in hospitalization of Medicaid patients following the
implementation of CCNC’s medical home model.” In 2011, the state reported nearly 235,000 hospital discharges
for Medicaid patients.®® That was up from 169,000 in 2000.°'
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Of course, enrollment in the Medicaid program increased dramatically over that same time period.®> But even
when comparing hospitalization rates, rather than the total number of hospitalizations, there was little change.
Medicaid patients were only slightly less likely to be hospitalized in 2011 than they were in 2000, but North
Carolina’s population as a whole saw a similar rate of decline, as did South Carolina’s Medicaid program.® In
fact, South Carolina’s Medicaid program, which had a lower hospitalization rate to begin with, saw its rate of
hospitalization decline faster than North Carolina’s program.®* The average hospital stay also remained relatively
stable at 4.3 days in 2011, compared to 4.2 days in 2000, meaning the program would not see significant savings
resulting from shorter hospital visits.®>* Nor could the program achieve savings from reduced costs per visit, as
average hospital costs and charges for Medicaid increased during that same time.*"¢®

CCNC has defended itself against this evidence by claiming that this state-reported admissions data is not as
robust as the claims data its consultants received.® The extensive collection of admissions data, considered a gold
standard for health researchers, is compiled and maintained by the federal Agency for Healthcare Research and
Quality (AHRQ), an agency within the U.S. Department of Health and Human Services responsible for evaluating
research methods.” North Carolina’s data was provided to AHRQ by the North Carolina Department of Health and
Human Services, the department which operates the state’s Medicaid program.”

Even the data provided in CCNC’s own reports highlight why attributing the modest admissions changes
to the CCNC model may not make sense. For example, Treo Solutions estimates that children in CCNC saw
hospital admissions decline by 13 percent between 2007 and 2010.7> But the same report also found that children
not enrolled in CCNC saw hospital admissions decline by more than 14 percent during the same time period.”
Additionally, hospital admissions for elderly, blind, and disabled patients in CCNC actually increased between
2007 and 2010.7

The consultants who analyzed CCNC even note that the methods used to estimate savings cannot guarantee
the alleged savings were the result of CCNC rather than other factors.” Indeed, Milliman noted in its report that it
could not precisely estimate how much the trends were the result of CCNC’s efforts.” This is because it analyzed
only claims data from North Carolina’s Medicaid program, largely ignoring the statewide, regional, and national
trends that may have impacted their results.

CCNC also defends itself by
noting that AHRQ data does not Primary care visits have increased in the CCNC model

distinguish between CCNC and Average primary care visits per person, per year, by eligibility category
non-CCNC patients.”” While this

is true, given the size of the CCNC

program and the magnitude of its

alleged savings, any significant 8.15
changes would likely be captured

in the comprehensive data

reported to AHRQ by the state. O— 6.75

For example, more than 70 per‘cept =52 630

of North Carolina’s Medicaid 2,58 A58 5.13 5.05
patients have been enrolled in O=m
CCNC or its sister program, 5:22 sor
Carolina ACCESS, since 2003.7 4.80 4.78 '
One consultant re?pgrted sayings 2007 2008 2009 2010
of nearly $1.5 billion during a

recent three-year window.”° Q= Aged, blind, and disabled e=@=eAdults e=@Qm=Children

Source: Treo Solutions

JOHN LOCKE FOUNDATION



CCNC FLAWS 9

The consultants reviewing CCNC'’s alleged savings further noted that the trends they identified were apparent
for the Medicaid population as a whole, after combining the CCNC and non-CCNC populations.*® As such, the
significant declines in admissions necessary to achieve such substantial savings would appear in the AHRQ data.

Emergency Room Visits Are Increasing Despite Greater Primary Care Utilization

In the CCNC medical home Use of prescription drugs has increased in the CCNC model
model, additional costs for Average number of drug prescriptions per person, per year, by eligibility
higher utilization of primary category

care services and prescription
drugs are supposed to be offset O— S O ~ 287
by reduced hospital costs.®! As 3533 36.53 38.02 '

expected, Medicaid patients
have increased their primary
care visits in the CCNC model

across all eligibility groups.® For 16.48 167 o 16.73
example, the average aged, blind, O \ b —O
or disabled Medicaid patient had

approximately 8.15 primary care 558 5.37 5.56 5.02
visits in 2010, up from 6.28 visits o, O O— -0
in 2007.% Non-disabled children

and adults on Medicaid also 2007 2008 2009 2010

increased their visits to primary A _ .
care physicians.34 Q= Aged, blind, and disabled e=@=Adults e=@Qm=Children

Source: Treo Solutions
Also as expected, the number

of drugs prescribed to Medicaid

patients has increased in the CCNC model.** For example, the average aged, blind, or disabled Medicaid patient
received approximately 38.74
prescriptions per year in 2010,
up from 35.33 prescriptions
in 2007.% Non-disabled adults
also increased the number of

Emergency room visits have increased in the CCNC model
Average number of emergency room visits per person, per year, by eligibility
category

132 4.5 134 prescriptions  they  received,
1.27 o~ S -0 although children received fewer
O il 5 0O prescriptions in 2010 than they
O .

O— - 191 20 did in 2007.%
1.09 113 Despite an increase in primary
care visits and the number of
el 0.60 0.64 drugs ‘p‘rescribed, _emergency
fo ~ —— 0.55 room visits actually increased in
N~ -0 the CCNC model.®® The average
aged, blind, or disabled Medicaid
2007 2008 2009 2010 patient had approximately 1.20
emergency room visits in 2010,
Q= Aged, blind, and disabled e=@meAdults e=@QumeChildren up from 1.09 emergency room
Source: Treo Solutions visits in 2007.* Non-disabled
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adults also visited the ER more, despite the increased emphasis on primary care and maintenance medications.”
Only non-disabled children, the lowest-cost category enrolled in Medicaid, saw a slight decline in emergency room
visits between 2007 and 2010.”!

In the medical home model, increased access to primary care services and greater use of prescription drugs
are supposed to reduce emergency room visits. These reduced emergency room visits are expected to offset the
higher costs of patients receiving more primary care visits and prescription drugs. If emergency room visits did
not decline, but actually increased for the most expensive patients, this begs the question of where the supposed
savings, amounting to hundreds of millions of dollars each year, came from.

CCNC Fraw # 5: FunpING SCHEME MAKES IT IMPOSSIBLE TO KNOW IF IT ACTUALLY SAVES TAXPAYER DOLLARS

The Agency for Healthcare Research and Quality (AHRQ), an agency within the U.S. Department of Health
and Human Services that has extensively studied the medical home model, excludes reports produced by the state-
hired consultants reviewing CCNC when analyzing the models.”” AHRQ researchers note that the consultants’
reports have little value, as they did not use research methods that were rigorous enough to effectively evaluate the
program.”

Given these shortcomings, North Carolina’s State Auditor has recommended that the state contract with medical
researchers, rather than the type of consultants-for-hire used in the past, in order to perform a “scientifically valid
study based upon actual data” to determine whether CCNC is really saving money and improving the health of
its patients.” The State Auditor’s recommendation is particularly important given that CCNC’s previous reports
have been used by the North Carolina Department of Health and Human Services to predict Medicaid savings for
the budget. This has resulted in annual budget overruns that have averaged 11 percent during the past four years.”

The Kaiser Family Foundation has also questioned CCNC'’s purported savings, noting that its savings estimates
exceed any rigorous estimate for any other Medicaid model or intervention ever tested on a large population.” Kaiser
researchers noted that Mercer estimated approximately 70 percent of the savings were the result of reduced inpatient
costs.”” These inpatient costs were Elderly and disabled CCNC Medicaid patients cost more than those in
allegedly cut by nearly 50 percent, traditional Old Medicaid
despite the above-noted research
finding no statistically significant
change in hospital admissions.”®
Mercer also estimated that
more than half of these savings $17,928
were for infants under the age
of one.” Recognizing many of
the same issues, Mathematica,
a research organization that
evaluates medical home models
for the federal government, has
called CCNC'’s savings estimates
misleading.'®

Average annual cost of aged, blind, and disabled patients, by CCNC enroll-
ment status

$17,844

$17,328 $17,364

$17,244
$16,896

$16,524

CCNC’s  own consultants
report that aged, blind, and 2007 2008 2009 2010
disabled patients enrolled in

) eQ==Enrolledin CCNC  «=@QmeNot enrolled in CCNC
CCNC are more expensive to treat

Source: Treo Solutions
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than those not enrolled in CCNC. In 2010,
for example, this group of individuals cost North Carolina spends more per person on Medicaid than
on average $17,364 when enrolled in CCNC, any other state in the region

compared to $16,896 when not in CCNC.'"!

The cost to treat this group of CCNC patients North Carolina $6,098 per person

has continued to grow, while the average cost

for the same eligibility categories not enrolled Kentucky $5,890 per person

in CCNC has declined.'* South Carolina $5,181 per person
CCNC defends these cost disparities by Mississippi $4,890 per person

arguing that their patients are, on average,

sicker than the patients not enrolled in its Tennessee L THZ el i

medical home model.!”® Their consultants do Florida $4,168 per person

note some small differences in health status

among the two populations, with CCNC Alabama $4,081 per person

patients appearing sicker than non-CCNC Georgia $3.979 per person

patients for some eligibility categories.!®

But overall, CCNC’s consultants report that U.S. Average $5,535 per person
CCNC patients have significantly lower health  Source: North Carolina Office of the State Auditor

risks in general than their counterparts outside

of the CCNC model.'”

The CCNC savings estimates also beg the question: if CCNC is actually producing the massive savings it has
claimed, why is North Carolina’s Medicaid spending so much higher than its neighbors?'%!?7

Despite CCNC'’s purported savings, North Carolina’s per-person Medicaid costs are out of control. Not only
does the state spend more than the national average, it spends far more than any other state in the region.'”® Worse
yet, these costs have grown for every category of Medicaid eligibility during the past decade.'®”

Even in the unlikely event one of the savings estimates prepared for CCNC is accurate, North Carolina’s
Medicaid program remains unsustainable. Medicaid costs are higher than the national average and continue to
grow faster than state revenues, jeopardizing all other state priorities.'"”

CONCLUSION

Community Care of North Carolina has proven to be a flawed model that has failed to achieve its goals.
Medicaid patients and taxpayers in North Carolina are caught in a perfect storm of unsustainable cost increases
and deteriorating patient health outcomes, while policymakers lack honest and accurate information needed to
effectively develop the state’s Medicaid budget. The program is in urgent need of reform.

The Partnership for a Healthy North Carolina—inspired by strategies already working for patients in Florida,
Kansas, and Louisiana—will replace CCNC’s failures with pro-patient, pro-taxpayer reforms that can transform
North Carolina’s Medicaid system into the health care safety net it was meant to be all along.
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