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EXECUTIVE SUMMARY 

STUDY PURPOSE 

The Michigan Primary Care Association (MPCA) requested that Health Management Associates (HMA) study 

the average cost per visit for Michigan federally qualified health centers (FQHCs) through calendar year (CY) 

2021 and compare the cost per visit to the inflated maximum prospective payment rate (PPR).  

STUDY ELEMENTS AND LIMITATIONS 

Following are details about the study’s elements and limitations. 

 

• Use of 2017−2021 Medicare FQHC cost reports to determine direct, indirect, and total 

costs  

• Computation of per visit (encounter) cost for medical and behavioral health services only 

• Limitations of Medicare FQHC cost report: 

o Inconsistent reporting of costs for dental services  

▪ Does not capture dental visits  

o Fringe benefits and medical supplies are considered indirect cost and, 

therefore, are distributed within the defined allocation methodology 

o Overallocation of indirect cost to certain areas disproportionate to the nature 

of the program or services provided 

FQHC PPR VERSUS FQHC AVERAGE TOTAL COST PER VISIT 

 
As Tables 1 and 2 and Figure 1 indicate, during the period MPCA asked HMA to study (2017−2021), Michigan 

healthcare providers PPR payments were insufficient reimbursement PPR to cover the total costs of providing 

care. Furthermore, the data indicate that the chasm between PPR payment and total costs grew over that 

timeframe. 

Table 1. Components of Total Cost, PPR Rates, and Net Deficits in PPR versus Total Cost per Visit 
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Figure 1. Gap in Total Cost per Visit and PPR 

 
 

Table 2. FQHC PPR Compared with FQHC Average Cost per Visit 

 

 

STUDY DEFINITIONS, PARAMETERS, AND TERMS 

• Time period: CY 2017−2021 

• FQHCs in 2021 

o Number of FQHCs studied: 40 

o Visits  

▪ Total 1,530,526 (83% medical and 17% behavioral health) 

▪ Medicaid: Forty-six percent (46%)  

▪ 2021 total visits were slightly higher than 2018 (pre-COVID 19 period), 

with behavioral visits being the major contributor to this rebound   

• Annual inflationary rates (See Figure 2) 

o Medicare Economic Index (MEI) used to inflate Michigan PPR annually  
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o FQHC market basket used to inflate Medicare PPR 

▪ In 2017−2021 the FQHC market basket inflationary rates exceeded 

MEI by an average of 0.35 percent per year. 

• Apply a uniform and consistent methodology to calculate the average cost per visit for 

all FQHCs 

o Use of Medicare-required annual cost report filing and cost allocation 

o Determine cost per visit consistent with Medicare methodology  

• Direct costs 

o Providers of medical and behavioral healthcare, such as physicians, nurse 

practitioners, and clinical psychologists 

o Providers of clinical support services, including registered nurses, medical 

assistants, and radiology technicians  

o Pharmacy costs (both staff salaries and cost of pharmaceuticals)  

• Indirect costs 

o Medical supplies  

o Staff support, such as clinic receptionists, clinic directors, and billing staff  

o Employee benefits for providers and support staff  

o Transportation  

o Facility such as rent, utilities, and janitorial  

 

 Figure 2. Comparison Measures of Medical Inflation (MEI versus FQHC Market Basket) 

 

IN SUMMARY, HMA FOUND: 

• Cost per visit continues to outpace the inflated PPR 

• MEI inflationary increases are less than FQHC market basket, which accounts for an estimated 

$14.00 of the Total PPR deficit 

• Forty-one (41%) percent of the PPR deficit has occurred since 2017 

• Major drivers of costs:  

o For direct cost it was practitioner costs  

o For indirect cost, it was administrative and general and medical supplies 
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REPORT DETAILS, PROCESS, & RESULTS  

 

BACKGROUND  

At the request of the Michigan Primary Care Association (MPCA), Health Management Associates (HMA) 

studied the average cost per visit at Michigan’s federally qualified health centers (FQHCs) through calendar 

year (CY) 2021 and compared the cost per visit to the inflated maximum prospective payment rate (PPR). 

This report is intended only for informational purposes. HMA neither makes recommendations nor is 

responsible the report’s use in MPCA’s advocacy efforts. 

Section 702 of the federal Benefits Improvement and Protection Act of 2000 (BIPA) allowed federally qualified 

health centers (FQHCs) to be reimbursed through a prospective payment system (PPS). The State of Michigan 

elected to reimburse FQHCs through the PPS for ambulatory and outpatient medical services, including 

medical (both physician and mid-level practitioner), behavioral health (including clinical psychologists and 

clinical social workers), and dental services. The Michigan Department of Health and Human Services 

(MDHHS) has authority over participating state FQHCs.  

Under the Michigan PPS, the prospective payment rate (PPR) was equal to 100 percent of the average FQHC 

reasonable costs of providing Medicaid services in fiscal years (FYs) 1999 and 2000. Subsequently, the per 

visit cost has been adjusted annually using the Medicare Economic Index (MEI) based on changes in the MEI 

for the previous calendar year.  

MDHHS has elected to reimburse FQHCs under the PPS methodology outlined in Section 1902 (bb)(6)(B) of 

the Social Security Act (created by the Medicare, Medicaid and SCHIP Benefit Improvement and Protection 

Act of 2000 [BIPA]), or MDHHS may implement an alternative payment methodology (APM). If an alternative 

payment methodology is selected, it must result in payment at least equal to the amount that an FQHC would 

receive under the PPS. An FQHC is reconciled annually to the PPR. 

Federal regulations from the Centers for Medicare & Medicaid Services (CMS) require all FQHCs to maintain 

adequate financial and statistical records and to provide annual cost reports, and all freestanding FQHCs must 

submit Form CMS-224-14 Federally Qualified Health Center Cost Reports within five months of the close of 

the facility’s fiscal year (FY).  

The Michigan Primary Care Association (MPCA) requested that Health Management Associates (HMA) 

perform a study on the average cost per visit for Michigan FQHCs through calendar year (CY) 2021 and 

compare it with the maximum PPR. The study objectives are as follows: 

• Quantify the cost that the PPR has been unable to address since its establishment in 

2000 because of the following factors:  

o Changing delivery systems 

o Investment in infrastructure, including technology 

o Inflationary rates not reflective of the costs FQHCs are incurring 

• Develop a uniform and consistent methodology to calculate the average cost per visit 

for all FQHCs 

• Use the study when considering alternative payment methodologies (APMs) that are 

designed to consider changing healthcare delivery systems and value-based payment 

(VBP) arrangements   
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DEFINITIONS AND TERMINOLOGY  

HMA uses the following definitions and terminology throughout this report. 

Cost report: Form CMS-224-14 Federally Qualified Health Center Cost Report. 

Direct costs: Costs that can be identified with a specific cost objective. In an FQHC, definition this would 

apply to costs for providers or support personnel for the direct provision of patient care. 

Indirect costs: Costs incurred for a common or joint purpose that benefits more than one cost objective.  The 

FQHC incurs these costs, but they are directly attributable to providing clinical services.  

Inflation measures: These include:  

• Consumer price index (CPI) for medical care: Tracks consumer out-of-pocket 

spending on healthcare, weighting physician services at 41 percent and hospital 

services at 27 percent 

• FQHC market basket: Reflects cost structure of the FQHCs by measuring the 

percentage increases in a market basket of FQHC goods and services less a 

productivity adjustment 

• Medicare economic index (MEI): A measure of physician practice cost inflation that 

estimates annual changes in physicians’ operating costs and earnings level, including 

salaries, prices of supplies, and resource utilization 

Non-reimbursable costs: Include costs associated with a non-Medicare-approved intern or resident training 

program and with retail pharmacy, marketing, and communications.  

Other FQHC services: Include the costs of Medicare-excluded services, such as dental (unless separately 

identified), hearing tests, some eye exams. The technical component of diagnostic tests (e.g., radiology, 

screening lab tests, ambulance services, care coordination, telehealth, and chronic care management) also 

are classified as such.   

Pharmacy: Costs of routine and nonroutine drugs, pharmacy supplies, and pharmacy personnel.  

Reasonable costs:  The per visit amount that Medicare approved and paid as of October 1. 2001, and then 

adjusted to reflect the cost of providing services to Medicaid enrollees who are not also Medicare beneficiaries.  

Reimbursable pass-through costs:  Includes allowable graduate medical education costs and costs of 

vaccines, such as influenza and COVID-19. 

Salaries:  Gross salaries paid to employees, including vacation, holiday, sick, other paid time-off, as well as 

severance and bonus pay. 

Uncaptured indirect costs: Indirect costs allocated to non-patient care services, such as other FQHC 

services and non-reimbursable cost centers. 

Visit: A medical or behavioral health encounter between a patient and a healthcare practitioner who exercises 

independent judgment in the provision of services. 
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DATA USED AND THEIR SOURCES 

A uniform methodology to calculate the cost per visit for services rendered at FQHCs would provide the best 

comparison with the Michigan PPR for the same year. HMA used the required annual Medicare Federally 

Qualified Health Center Cost Report for each Michigan FQHC’s fiscal year (FY) ending in 2017−2021. The 

cost report provides a uniform and consistent method of cost classification (direct and indirect), cost allocation 

(indirect to direct), and computation of the cost per visit. Specific instructions are set forth for each line in the 

cost report, creating a homogenous approach to capturing cost and cost per visit computations. The cost 

report allots each FQHC a small level of discretion.  

To obtain the five years of Medicare cost reports, HMA extracted data from Health Financial Systems, a fully 

approved CMS vendor, which offers data that are collected and edited to CMS standards. Doing an advanced 

search for each year’s cost report, the data was then extracted from Worksheets A, B, E, F, and S of the cost 

report.   . 

The Medicare cost report has some limitations. For example, it provides limited information that can be used 

to determine dental costs per visit. For those Michigan FQHCs that provide dental services, the costs are 

captured as “other FQHC services,” either separately identified as a line item or, consistent with the cost report 

instructions, placed within Medicare excluded services. Moreover, dental visits are unidentified within the cost 

report. Given these constraints, HMA was unable to compare the cost of a dental visit with the Michigan PPR.    

The cost report also does not address how costs and related net revenues for 340B pharmaceuticals are 

classified. Some FQHCs report the costs associated with 340B within a line denoted as retail pharmacy in the 

non-reimbursable cost centers with no offset of costs/net revenues related to the 340B program.  With no 

offset for this expense, a disproportionate share of indirect costs is made to the retail pharmacy and, 

correspondingly, reduces the indirect cost allocation to the practitioner. The impact of this omission is 

described further in the “Uncaptured Indirect Cost per Visit” section of this report.   

TOTAL COST  

Using the FY-end trial balance, each FQHC classifies expenses on the cost report based on the following 

categories: 

• General service cost centers or indirect cost  

• Direct care cost centers encompassing both direct cost, practitioner and direct cost, 

other 

• Reimbursable pass-through costs 

• Other FQHC services (See Appendix B for detail)  

• Non-reimbursable cost centers (See Appendix C for detail) 

 

Table 1 shows the dollars and percentages spent in each cost category in FYs 2017−2021. 
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Table 1. Cost Categories for All FQHCs 

 

 
Figures 1 and 2, respectively, depict the components of total cost by category for 2017−2021 and percentage 

increase in costs from the prior year, exclusive of non-reimbursable expenses. 

Figure 1. Components of Total Cost by Category for 2017−2021 
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Figure 2. Percentage Increase in Costs from Prior Year, Exclusive of Non-Reimbursable Expenses  

 
As the table and figures illustrate, total costs without non-reimbursables from 2017 to 2021 (a four-year period) 

rose by 16.4 percent. The average four-year increase was 4.1 percent, with the greatest one-year hike 

occurring in 2018 (5.5%). During the same time frame, general service costs climbed by 26 percent, with a 

four-year average increase of 6.6 percent.  Direct care cost increased by 13.6 percent with a four-year average 

of 3.4 percent. Direct cost of care in 2021 increased 4.4 percent from 2019, with the annual increase averaging 

2.2 percent.     

The MPCA conducted a study that used the salary increases provided to FQHC staff from 2019 to 2022 and 

benchmarked these pay raises against the 2019 full-time equivalents (FTEs) for direct care cost for healthcare 

practitioners and their support staff. Over the three-year period, the direct salaries tied to wage rates increased 

by 10.4 percent, with an average per year hike at 3.5 percent. The MPCA used the same approach for indirect 

care staff.  The indirect staff cost due to wage rates rose by approximately 8.7 percent in 2019−2022. Over 

the three-year period, the average indirect staff cost increase was 2.9 percent.     

Total direct care costs experienced a smaller increase than general service cost, with most of the cost resulting 

from the wage rate increase, as the MPCA study demonstrated. 

METHODOLOGY USED TO DETERMINE COST PER VISIT 

The Medicare cost report computes total average cost per visit, which accounts for all payer visits, including 

both medical and behavioral healthcare. With the overall Medicaid visits in Michigan for 2021 being nearly 46 

percent of total visits, this average serves as a sound proxy for Medicaid cost per visit. Within the cost report, 

the Medicare average cost per visit is bifurcated between medical and behavioral healthcare.   

Each FQHC’s cost per visit was calculated using the costs classified into Direct Care Cost Centers and an 

allocation from General Services Cost and presented herein as three components of total cost; direct cost; 

practitioner, direct cost; other, and indirect cost. Total visits represent the combination of total medical and 

total behavioral visits.  To arrive at a statewide average, the weighted average based on visits was used, 

encompassing all the FQHCs and then further broken down between urban and rural location (See 

Appendices A and D). Total number of FQHCs, total medical and behavioral health visits, and payer mix are 

outlined in Table 2 and illustrated in Figures 3 and 4 on the next two pages. 
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Table 2. Total Number of FQHC Visits by Type and Payer 

 

 
 

Figure 3. Total Medical and Behavioral Health Visits  
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Figure 4. Visits by Payer 

 

 

Medical visits declined from 88.1 percent of total visits in 2018 to 82.7 percent in 2021.  A notable drop in total 

medical visits from 2018 occurred in both 2019 (3.5%) and 2020 (7.5%), reflecting the impact of the pandemic. 

However, behavioral visits have increased every year since 2017. Total visits in 2021 were slightly higher than 

the pre-COVID-19 period of 2018, with behavioral visits being the major contributor to this rebound.   

Although Medicaid-covered services percentage remained stable in 2017−2021 (weighted average of 46.7%), 

Medicare visits decreased in 2021 by 31.5 percent from 2018, causing the Medicare payor mix to drop by 4.2 

percentage points in 2021 from 2018.  

The 2021 three component costs that contribute to a total cost per visit for all Michigan FQHCs with a further 

breakout between urban and rural are reflected in Table 3.  
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Table 3. Components of Total Costs at FQHCs 

  

Direct Costs  
For each FQHC the total direct cost is the sum of direct cost, practitioner plus direct cost (other), divided by 

total visits (medical and behavioral).   

Direct costs, practitioner: The cost report allows FQHCs to identify salaries and other related costs, such as 

continuing medical education, assigned to specific practitioners. The following services are separately 

identified in the cost report:   

• Physician (including employed or under a services agreement) 

• Physician assistant 

• Nurse practitioner  

• Visiting registered nurse (RN) 

• Visiting licensed practical nurse (LPN) 

• Certified nurse midwife 

• Clinical psychologist 

• Clinical social worker 

• Laboratory technician 

• Registered dietician/ certified diabetes self-management trainer (DSMT)/medical 

nutrition therapy (MNT) educator 

• Physical therapist 

• Occupational therapist 

Direct cost, other: Staff costs are attributed to individuals who provide services that incidental to these 

healthcare professionals, such as RNs and LPNs. Also included are costs of other allied health personnel who 

provide diagnostic, technical, therapeutic, and other support services (i.e., medical assistant and pharmacy 

staff).  

The major driver of total direct cost was practitioner costs, which grew by 22.0 percent in 2017−2021, 

averaging a 5.5 percent increase per year. The largest percentage of cost growth (7.7%) occurred in 

2019−2020, reflecting the combination of higher wage rates, staff turnover, and the decrease in visits. 

Other direct costs grew by 14.6 percent in 2017−2021, averaging 3.6 percent per year.   
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Indirect Costs  
Indirect cost per visit is determined by taking the general service cost allocated to direct cost, practitioner plus 

direct cost, other and dividing by the total visits. The general service cost allocation is determined using the 

following formula: 

 

(Total Indirect Cost − Pharmacy Cost)/(Total Cost − Total Indirect Cost) 

      x 

(Direct Cost, Practitioner + Direct Cost, Other) 

      / 

Total Visits (Medical + Behavioral)    

 

Indirect costs (referred to as overhead in the cost report) are accumulated through the general service cost 

centers identified on the cost report, including: 

• Capital-related costs (building, fixtures, movable equipment) 

• Employee benefits 

• Administrative and general services 

• Plant operations and maintenance 

• Janitorial 

• Medical records  

• Medical supplies  

• Transportation  

 

Total indirect cost per visit grew by 26.2 percent in 2017−2021, averaging a 6.5 percent increase annually. 

Table 4 depicts the major drivers of indirect costs, with administrative and general (A&G) expenses 

representing approximately 60 percent of total indirect cost.  A&G grew by 23.3 percent in 2017−2021, 

averaging a 5.8 percent increase per year. Over the same period, medical supplies costs grew by 78.2 percent, 

averaging a 19.6 percent increase per year, though the most pronounced spike occurred at the height of the 

pandemic (2019−2020). 

Table 4. Key Drivers of Indirect Costs   

 
 

As noted earlier, only a portion of indirect costs are allocated to direct costs associated with the patient visit. 

The allocated indirect costs per visit from 2017 to 2021 grew by 24.7 percent, averaging a 6.2 percent increase 

per year.  
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The total cost per visit is determined by dividing the sum of direct costs and indirect costs by the total number 

of medical and behavioral health visits each year. Indirect costs represent 40.6−43.6 percent of the total cost 

per visit.   

The difference between the PPR and the Total Cost per visit in 2021 is $97.95, which indicates that the PPR 

does not cover 36.6 percent of the cost per visit. The weighted average 2021 Total Cost per visit increased 

by $50.95 (23.5%) from 2017, while the PPR MEI inflated rates increased by $11.07 (7.0%) which accounts 

for nearly $40.00 of the difference. The 2021 PPR would need increased by 57.7 percent to cover the cost of 

each visit. See Table 5 and Figure 5. 

Table 5. PPR Rates versus Total Cost per Visit 

 
 

Figure 5. PPR Shortfall Compared with Total Cost per Visit 
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Uncaptured indirect cost 
As Table 6 demonstrates, the cost report methodology allocates indirect costs based on the amount of direct 

costs from the following four categories : 

• Direct care costs  

• Reimbursable pass-through costs 

• Other FQHC services 

• Non-reimbursable cost centers 

Table 6. Uncaptured Indirect Cost 

 
Therefore, any costs classified within the second through fourth categories noted above will receive a 

proportionate share of indirect cost. This indirect cost allocation amount is then divided by total visits to arrive 

at uncaptured indirect cost per visit. Though general service costs are incurred to support programs/services 

in other areas, in some instances the allocation is disproportionate to the actual general services rendered, 

causing an overallocation. For example, some FQHCs have identified retail pharmacy in the non-reimbursable 

cost center ($32,482 in 2021).  The costs associated with the retail pharmacy are those generated primarily 

by the FQHC’s 340B program. This retail pharmacy receives allocations of fringe benefits (in some cases) 

and other administrative indirect costs, which is disproportionate to the actual staff and other costs incurred in 

staffing/managing the program.  The calculation of uncaptured indirect cost is a means of identifying and 

quantifying the major drivers and magnitude of this overallocation of indirect costs in some FQHCs.   

For comparison purposes, the computed total cost per visit used in this study excludes any component of 

uncaptured indirect cost.  The Uncaptured Indirect Cost calculation is intended to identify a shortfall in the 

indirect cost methodology or classification of certain non-direct care costs on the cost report.   

COST TRENDING COMPARED WITH INFLATION MEASURES  

Under the Michigan PPS, the PPR is adjusted annually based on changes in the MEI from the previous CY. 

The MEI inflated maximum PPR for CY 2021 in Michigan was $176.82 and $157.79 for urban and rural 

FQHCs, respectively. The weighted (based upon urban and rural visits; see Appendix D) maximum PPR rate 

was used for all years in this study as the comparable against the weighted average of the FQHC total cost 

per visit.  

In 2017, CMS changed the inflation rate used to annually increase the Medicare FQHC PPS rate from MEI to 

the FQHC market basket. MDHHS maintained the use of MEI. The FQHC market basket is more accurate 

because it focuses on the costs incurred at FQHCs across the country. The CPI for medical care also was 

used for comparison purposes. See Table 7 for the six-year comparison of the three Inflation measures. 
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Table 7. Comparison Measures of Medical Inflation 

 
Using the MEI rather than the FQHC market basket, established January 1, 2017, generates a $2.68 lower 

PPR for urban FQHCs in Michigan for the six-year period of 2017−2022.  The annual average difference in 

the inflation rate between the MEI and FQHC market basket was approximately 0.35 percent per year. 

Extrapolating this percentage difference back to 2002 (the first-year inflation was applied to the PPR) would 

have generated a larger PPR of an estimated $14.18 for urban FQHCs in 2022.   

Using the MEI rather than the CPI for medical care generates a lower PPR of $9.94 for urban FQHCs in 

Michigan from 2017 to 2022. For this same period, the annual average difference in the inflation rate between 

the MEI and CPI for medical care was approximately 1 percent per year.  Extrapolating  this percentage 

difference back to 2002 (the first-year inflation was applied to the PPR) would have generated a larger PPR 

for urban FQHCs of an estimated $44.17 today.   

Approximately $14 of the $96 difference between the 2021 PPR and the 2021 cost per visit, could have been 

mitigated had the FQHC market basket been applied since 2001 (see Table 8).   

Table 8. Impact of Different Inflation Measures on PPR  

 
CMS also prepares market basket reports for other healthcare providers.  When comparing the Medicare 

inflation rates applied to other medical related industries for the denoted six-year period (2017 to 2022) it 

becomes evident that the hospital industry Medicare inflation exceeded the MEI by more than two-thirds of a 
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percent on average for each year. The skilled nursing industry exceeded the MEI by three-quarters of a 

percent on average each year. 

SUMMARY   

The gap between the Michigan PPR and the FQHC average cost per visit as of 2021 has grown to nearly 

$96.00 per visit, with 41 percent of the growth in the gap has occurring since 2017. Moreover $14.00 (15%) 

of the gap can be attributed to using an inflationary index that does not fully represent the cost growth in FQHC 

services.  

Total cost without non-reimbursable, in absolute terms, from 2017 to 2021 increased by 16.7 percent.  The 

average four-year increase was 4.2 percent with the greatest one-year increase occurring in 2018 (5.5%).  

During the same timeframe, general service costs increased by 26.2 percent with a four-year average of 6.6 

percent.  Direct care costs increased by 13.6 percent, with a four-year average of 3.4 percent. For this same 

time period the four-year average of the MEI inflation was 1.6%. 
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APPENDIX A. URBAN AND RURAL COSTS PER VISIT 
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APPENDIX B. OTHER FQHC SERVICES  
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APPENDIX C. NON-REIMBURSABLE COSTS  
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APPENDIX D. URBAN AND RURAL MEDICAL AND BEHAVIORAL VISITS  
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