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What is a fee-for-service system?
Until recently, North Carolina operated its Medicaid program as a fee-for-service 

system where the state set out who is covered, determined the rates and fees paid to 
providers, and oversaw patient and provider compliance. The funds came from both 
federal and state tax dollars, and were appropriated by the NC General Assembly each 
biennium. The fee-for-service system operated for almost all Medicaid services until 
the North Carolina General Assembly, with approval from the federal government, 
directed NCDHHS to shift behavioral health services to a managed care system 
beginning in 2005. Then, in 2015, the General Assembly passed legislation, which 
began a long and complex process to transition almost all of North Carolina’s Medicaid 
services from a fee-for-service system to a capitated managed care system.

What is a managed care system?
Managed care for Medicaid services is a contractual arrangement between the 

state of North Carolina (through NCDHHS) and a vendor to provide physical 
and/or behavioral healthcare coverage within a set region. As part of managed 
care, vendors will receive capitated payments from the state rather than providers 
directly receiving reimbursements per service. This means the vendor under 
contract with the state will get a set amount of funds to cover all the Medicaid 
beneficiaries enrolled in their plan per month. The vendor is responsible for 
managing beneficiary cases, contracting with networks of healthcare providers 
to offer services, negotiating rates with these providers, and overseeing health 
outcomes for beneficiaries. NCDHHS will continue to oversee compliance to 
ensure vendors are meeting their contractual requirements in addition to state 
and federal laws. Unlike fee-for-service, the vendor has more latitude to try 
strategies to improve health outcomes and reduce costs. At the same time, the 
vendor assumes the risk for any cost overruns. 

Who will provide coverage?
NCDHHS sought managed care vendors through a competitive bidding 

process and announced contract decisions on February 4th, 2019. As directed by 
state law, NCDHHS selected four managed care vendors to offer physical and 
behavioral health coverage statewide and accepted bids for up to 12 regional 
health care provider-led vendors.

The four statewide vendors selected are AmeriHealth Caritas North Carolina, 
Inc.; Blue Cross and Blue Shield of North Carolina; UnitedHealthcare of North 
Carolina, Inc.; and WellCare of North Carolina, Inc. The Department selected 
one healthcare provider led vendor offering regional coverage in regions 3 and 5: 
Carolina Complete Health, Inc. 

Existing Local Management Entity-Managed Care Organizations or LME/
MCO’s, which already provide behavioral managed care in North Carolina, 
will now provide behavioral and physical health coverage for a more limited 
population of persistently disabled Medicaid beneficiaries under “tailored plans.” 

In 2015, the North Carolina General Assembly passed legislation to reform how 
the state administers and pays for Medicaid, which is a program to help low income 
individuals, families, and pregnant women access healthcare. Medicaid coverage is 
jointly financed as a partnership between federal and state governments. 

The reforms that were set in motion in 2015 are known 
as “Medicaid Transformation” and there are few issues as 
impactful to counties and as complex. The rationale for 
Transformation, as articulated by the General Assembly 
and other state health policy leaders, is to integrate physical 
and behavioral healthcare, establish a sustainable and cost-
predictable Medicaid program, engage and support healthcare 
providers, and improve overall population health. 

Since Medicaid Transformation began, the North 
Carolina Association of County Commissioners has been 
working with stakeholders across state and local government 
to understand how it will impact our counties. These 
stakeholders include county departments of social services, 
county departments of public health, the NC Department 
of Health and Human Services (NCDHHS), behavioral 
health organizations, the UNC School of Government, and 
members of the North Carolina General Assembly. These 
stakeholders, in particular NCDHHS, have been actively 
engaging NCACC and other county leaders to help navigate 
the Medicaid Transformation process.

While these changes generate a lot of uncertainty for 
counties, they also offer opportunities 
to work toward improved health 
outcomes for our communities. To 
help county leaders understand the 
challenges and opportunities posed by 
Medicaid Transformation we need to 
explain how the system will transition 
from a fee-for-service model to a 
capitated managed care model.

A Primer on
Medicaid

Transformation
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must include county health departments in their 
network of providers. And, for the first three years 
under Transformation, vendors must reimburse 
county health departments at the current fee-for-
service rate for certain pregnancy and at-risk child 
care management services. Finally, NCDHHS 
will require vendors to make additional utilization 
based payments to local health departments above 
the payments for services rendered under managed 
care. 

Moving forward, it is likely NCDHHS will 
base decisions to award and renew contracts with 
managed care vendors on their ability to improve 
health outcomes for Medicaid beneficiaries while 
saving costs. Because of this, managed care vendors 
will want to contract with healthcare providers 
that can demonstrate performance through the 
use of good data and a history of quality metrics. 
If counties have this data and can show that they 
provide care that leads to improved, cost effective 
outcomes, it will help those counties as they work 
with managed care vendors and seek increased 
funding for services. 

Furthermore, there are many resources counties 
provide intended to address social factors that 
affect health and wellness. Where counties have 
successful social health initiatives with data that 
show positive health outcomes, they could receive 
support from managed care vendors to continue 
or expand these programs under Medicaid 
transformation.

Behavioral Health
Under Medicaid Transformation the LME/

MCOs will now offer complete health plans for 
those patients with persistent disabilities, covering 
both behavioral and physical health management. 
This is an expansion of the current scope of 
coverage for LME/MCOs and will affect services 
provided for county residents with Medicaid dollars 
as well as uninsured county residents. 

NCDHHS will define five to seven regions for 
LME/MCO’s to participate in under Medicaid 
Transformation. The definition of these regions and 
the ability of LME/MCOs to handle the expanded 

scope of service are of critical importance to 
counties. Counties should be discussing these issues 
with their current LME/MCO as well as their local 
social service and public health leaders.

What’s next?
In February, NCDHHS announced the award 

of managed care contracts for standard plans. 
According to the Department’s timeline and 
Medicaid Transformation laws, managed care 
will go live in regions 2 and 4 for standard plans 
in November 2019. This will cover Alamance, 
Alleghany, Ashe, Caswell, Chatham, Davidson, 
Davie, Durham, Forsyth, Franklin, Granville, 
Guilford, Johnston, Nash, Orange, Person, 
Randolph, Rockingham, Stokes, Surry, Vance, 
Wake, Warren, Watauga, Wilkes, Wilson and 
Yadkin counties. Standard plans will expand 
statewide in February 2020. Following this 
timeline, NCDHHS would launch tailored plans 
in five to seven regions under contract with LME/
MCOs in July 2021.

Counties provide critical social, public health, 
and behavioral health services to residents in 
their communities. The success of Medicaid 
Transformation will rely on preservation of funding 
and local governance for these critical services. This 
issue is so important that counties voted at the 
2019 NCACC Legislative Conference to adopt, as 
a top priority, a goal “to support the provision of 
state resources to ensure counties’ ability to provide 
essential public health, behavioral health and 
social services, with specific consideration to the 
challenges of incarcerated persons, the continued 
county role in behavioral health governance, 
and programs addressing substance use disorder, 
throughout Medicaid Transformation.” 

As Transformation moves from the planning 
into the implementation phases, NCACC will 
continue to work with state healthcare policy 
leaders to ensure the county voice is heard and that 
counties will be able to provide critical services to 
their residents and work to improve community 
health outcomes in partnership with the state. n

Under Medicaid transformation laws, Medicaid 
eligible North Carolinians who are not part of 
the “tailored plan” population will be part of the 
“standard plan” population. Once deemed eligible 
for Medicaid, standard plan beneficiaries will be 
allowed to choose a managed care vendor, and a 
broker under contract with the state will help them 
make this choice.

How could Transformation affect 
county services, governance, and 
revenue sources?

Social Services
Counties currently pay 100% of the non-federal 

share of administrative costs for performing 
eligibility and enrollment determinations for 
Medicaid applicants. North Carolina is one of 
eight states with this unique system, which is state 
supervised and locally administered. Payments 
for performing eligibility services through county 
departments of social services (DSS) will continue 
and eligibility rules will remain the same, but 
beneficiary enrollment into a managed care 

vendor’s plan will be handled by an enrollment 
broker. NCDHHS contracted with the company, 
Maximus, to perform this role. The new system will 
require a shift in county DSS scope of work, as well 
as interaction with the new enrollment broker, new 
technologies, processes, and organizational cultures.

Public Health
The state Medicaid program currently 

reimburses counties for certain healthcare services. 
Often these services are performed through local 
divisions of public health or managed by county 
social service departments. Payments for some 
of these services may or may not continue over 
time depending on the county’s relationship with 
managed care vendors. For example, a managed 
care vendor could eventually go outside the county 
to contract with a different service provider for 
non-emergency medical transportation (NEMT). 

As part of NCDHHS’ Medicaid Transformation 
plans there are specific protections for certain 
healthcare providers including local health 
departments. County public health departments 
are defined in state law as “essential providers.” 
Because of this designation, managed care vendors 

NC Medicaid Managed Care Regions and Rollout Dates

Rollout Phase 1: Nov. 2019 – Regions 2 and 4
Rollout Phase 2: Feb. 2020 – Regions 1, 3, 5 and 6




