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Performance and Pricing of Medicaid
Non-Emergency Transportation

In 2015 the General Assembly directed the Joint Legislative Audit and Review Commis-
sion (JLARC) to review Virginia’s Medicaid program (Appendix A). The Commission
requested that a review of the quality and cost of Virginia’s non-emergency medical
transportation (NEMT) services be included as part of the study. This report presents
JLARCs findings and recommendations to improve the quality of NEMT services in
Virginia’s Medicaid program and ensure that the state is not overpaying for those set-
vices. Recommendations are intended to inform the procurement efforts of DMAS as
their current contract for NEMT services expires. (See Appendix B for more on the
research methods used in this study.) JLARC’s related research on Virginia’s Medicaid
program includes a report on eligibility determination, which was released in November
2015, and a review of Medicaid cost-effectiveness, which will be released in fall 2016.

NEMT services are available to all Medicaid enrollees

NEMT is defined as non-emergency, medically necessary transportation for enrollees
that ensures reasonable access to and from Medicaid-covered services. Virginia con-
tracts with a statewide broker to provide NEMT to the fee-for-service Medicaid popu-
lation. In contract year 2015 (October 2014—September 2015), the state spent $77.8
million (one percent of the Medicaid budget) to provide over four million NEMT trips
to about 20,000 ridets.

NEMT provides enrollees with transportation to non-emergency
Medicaid services

States are required by federal regulation to provide transportation to non-emergency
Medicaid-funded services for enrollees with no other means of transportation. Vehicles
used for NEMT include taxi, public transportation, wheelchair van, stretcher van, and
ambulance, depending upon the level of medical need for each recipient.

In Virginia, NEMT services are provided through both the fee-for-service and the man-
aged care delivery systems. The state contracts directly with a private transportation
broker for fee-for-service NEMT services, whereas the managed care organizations are
responsible for providing NEMT services to Medicaid enrollees in their plan. The fee-
for-service population includes primarily aged and disabled enrollees who use more
NEMT services than the families and children enrolled in managed care. This report
focuses exclusively on NEMT services provided through the fee-for-service system,
which is directly within the state’s control.

An NEMT trip is each
“leg” of a trip that is pro-
vided to an eligible
Medicaid recipient. For
example, when a recipi-
ent is transported to a
doctor’s appointment
and then back home,
that is counted as two
trips.




The current contract
with LogistiCare is for a
three-year base period
starting October 2011,
after which DMAS has
the option to extend the
contract for one addi-
tional year three times.

DMAS exercised this op-
tion once in September
2014. The option could
not be exercised as
planned in September
2015 due to disagree-
ments over rate in-
creases, and DMAS op-
erated on month-to-
month extensions in Oc-
tober and November
2015.

As of December 2015,
DMAS is working to ne-
gotiate a longer-term
extension of the con-
tract.
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Virginia uses a statewide private NEMT broker

DMAS provides NEMT services for the fee-for-service Medicaid population through a
contract with LogistiCare, a transportation broker. LogistiCare is responsible for main-
taining a network of transportation providers and managing all aspects of NEMT ser-
vices. The company has been the statewide fee-for-service NEMT broker for Virginia
since 2002, covering the entire state across seven regions. At least 17 other states use a
private NEMT broker, some with a statewide contract and others with multiple regional
contracts. Other states use public transportation brokers (state and local governments)
or a mix of private, nonprofit, and public transportation brokers.

There are few private NEMT brokers in the marketplace, which limits competition and
diminishes the state’s leverage during the contracting process. This is due in large part
to the challenging and complex nature of the work. Virginia’s NEMT broker must assign
and schedule trips, operate a statewide call center, address complaints and provider per-
formance issues, maintain a database with trip-level data, and subcontract with more
than 300 local transportation providers. The need for extensive infrastructure to per-
form these functions reduces the number of potential vendors. (DMAS only received
two viable bids for the last NEMT contract solicitation.) The state’s leverage is dimin-
ished even further when dealing with contract extension deadlines because there is no
other short-term alternative to provide required NEMT services.

One percent of the Medicaid budget spent to provide over four million
NEMT trips for almost 20,000 riders each year

Virginia spent about one percent ($77.8 million) of the Medicaid budget on fee-for-ser-
vice NEMT in contract year 2015. This amounts to an average of $24 per enrollee per
month or about $19 per trip (Table 1-1). NEMT spending was relatively stable during the
three-year contract period spanning 2012 to 2014, but increased by about eight percent
from contract year 2014 to 2015. NEMT spending is driven by the per-person capitated
rates agreed upon at the beginning of the contract and the actual number of Medicaid
enrollees. At the request of LogistiCare, Virginia entered into rate renegotiations and in-
creased NEMT rates for the 2015 contract year to more accurately reflect the cost of
providing NEMT services.

TABLE 1-1

Virginia NEMT spending increased in contract year 2015

Contract year 2012 2013 2014 2015
Total spending* $73,219,556 $70,235,752 $71,894,622 $77,796,030
Number of trips 4,119,582 4,176,261 4,325,112 4,108,064
Average cost per trip $17.78 $16.82 $16.62 $18.94

Source: JLARC staff analysis of DMAS NEMT monthly reports.
*Before deducting performance-related fines.
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Virginia provides an average of 342,000 NEMT trips to almost 20,000 riders each month.
Those riders are just 7.4 percent of the 270,000 Medicaid enrollees who are eligible for
fee-for-service NEMT services. Most trips are for recipients who are intellectually or de-
velopmentally disabled, or aged, blind, or physically disabled (Figure 1-1).

FIGURE 1-1
Most trips taken by individuals with an intellectual or developmental disability,
adults with a physical disability, and the elderly (2014)

Number of trips

Intellectually/developmentally 1,638,814
disabled children and adults faa%)
. . 1,463,800
Aged, blind, disabled adults (a3%)

in the community

Aged, blind, disabled adults
in institutions

Low-income families
with children

Blind or disabled children

Source: Agreed-upon procedures related to Virginia Non-Emergency Transportation contract October 1, 2011,
through March 31, 2014, Meyers and Stauffer report, August 2014.

These riders used NEMT to get to and from a variety of Medicaid-funded services.
Over half of the trips (63 percent) were for behavioral health or intellectual and devel-
opmental disability services, which are typically recurrent daily services such as day pro-
grams and vocational services. Dialysis appointments were the third most common des-
tination, accounting for 12 percent of all NEMT trips (Figure 1-2). Virginia’s NEMT
broker is required to use the lowest cost form of transportation based on the recipients’
needs. Most trips utilize taxis, vans, or public transportation (81 percent), while a minor-
ity of trips (19 percent) require an ambulance or wheelchair van.

FIGURE 1-2
Less than 10 percent of eligible Medicaid enrollees used NEMT (2015)

Behavioral health services 36%

Intellectual/developmental
disability services

Dialysis
Did not Actual
ride riders Doctor

0y
93% 7% Other (pharmacy,
physical therapy, etc.)

Adult day care

Hospital

Source: JLARC staff analysis of NEMT monthly reports submitted to DMAS for contract year 2015.
Note: Percentage of enrollees who used NEMT, based on average monthly data in 2015. Behavioral health services
include facilities that provide intellectual disability services and mental health services.
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Virginia’s NEMT broker performance standards appear rigorous
compared to other states

Virginia measures the NEMT broker’s performance with a set of standards that are
assessed monthly, with financial penalties imposed for unmet performance standards.
These standards cover a wide range of NEMT performance, including promptness, trip
fulfillment, call center operations, and safety. DMAS periodically adjusted and added
several new NEMT standards since 2012, when a new contract was signed, to address
performance-related issues (Table 1-2). One standard related to unfulfilled trips was in-
advertently removed from the performance measures in October 2014. DMAS expects
to restore this standard when the 2016 contract extension with
LogistiCare is finalized. As of December 2015, LogistiCare had been operating under
one-month extensions since October 2015.

TABLE 1-2
DMAS has adjusted NEMT standards to address performance issues

2012 Complaint rate (<1%)
(Initial Call abandonment (<5%)
standards) Call wait time (<180 seconds)

Call answer (<5 rings)

Provider reimbursement (<30 days)

Vehicle inspections (100%)

Alternative transportation (>20% of all trips alternative)

2013 Reduced complaint rate (<0.85%)
Added unfulfilled trips rate (<0.25%)

2014 No significant changes

2015 Added hospital discharges (>95% picked up within 3 hours)
Added incident-accident reporting (<24 hours with injury, <48 hours without)
Added staffing replacement (fill critical vacancies in 90 days or less)
Added annual satisfaction survey (customer satisfaction must increase)
Removed unfulfilled trips (in error)

Eight comparison states
were selected based on
their use of a private
NEMT broker, their size,
and whether or not they
included a large metro
area comparable to
northern Virginia.

Source: JLARC staff analysis of DMAS NEMT contract documents.

Virginia’s performance standards appear rigorous relative to other states that employ a
similar NEMT broker model (sidebar). Compared to these seven states and Washington,
D.C., Virginia holds its broker financially accountable for as many or more standards
than all but two of the other states (Figure 1-3). For example, Virginia is one of only
three states with a standard for hospital discharges. The level of performance that Vir-
ginia expects its broker to achieve is also high compared to other states, but not out of
line or unrealistic. (See Appendix C for additional detail on performance standards.)
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FIGURE 1-3
Types and number of performance standards appear rigorous compared to other states
Call Complaint Incidents  Unfulfilled Ride Hospital Urgent Back-up

center rate accidents trip rate duration discharge care vehicle
Virginia [ [ [ = o o
Texas o o o o o o o
DC [ = o = [ [ [
Georgia o o - o o o
Wisconsin o o o - o o o
Washington o - o o o - -
Connecticut o - o - o
New Jersey o o o
lowa o - =

@= Performance standard with fines @= No fines but performance monitored

Source: JLARC staff analysis of the NEMT contract or request for proposal from each state.

NEMT performance improved temporarily but
recently declined on critical measures

Virginia’s NEMT performance improved in 2013 following the start of a new contract
in October 2011 and the addition of several performance standards. However, perfor-
mance declined recently across three critical measures: complaints, unfulfilled trips, and
late pick-ups upon hospital discharge. NEMT performance could be improved through
contract modifications and increased use of technology.

NEMT broker failed to meet an increasing number of performance
standards in recent months

LogistiCare’s performance had been improving since new standards were established for
contract year 2012, but recent trends suggest a decline in several areas. Since the beginning
of contract year 2014, LogistiCare failed to meet at least one performance standard per
month, on average. LogistiCare had particular difficulty meeting the unfulfilled trips and
hospital discharge standards. The complaint rate also worsened during this time period,
which caused LogistiCare to miss this performance standard three times in 2015.

As performance declined, LogistiCare was subject to more financial penalties (Figure 1-
4). In accordance with the contract, DMAS generally assesses a financial penalty of one
percent of monthly payment for unmet performance standards. The amount of penalties
assessed on LogistiCare in contract year 2015 was reduced because DMAS waived some
penalties for new standards and exceptional circumstances. Virginia has not imposed pen-
alties for unfulfilled trips after the standard was inadvertently removed by DMAS during
the renewal process for contract year 2015. No penalties for that standard were collected
since October 2014, even though LogistiCare’s unfulfilled trip rate was over the standard
every month since the beginning of the contract period.
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FIGURE 1-4
NEMT broker paid nearly $2.5 million in fines for unmet performance standards
since 2012

$2.1M

$359K  Waived

Forgone

2012 2013 | 2014 | 2015

Complaint rate $487,470 $58,264 $189,685

Unfulfilled trips $525,900 $785,960 (forgone)
Hospital discharge $787,033 ($215,460 waived)
Call center standards $58,854 $270,208 ($143,568 waived)
Providers reimbursement $125,198 $62,486

Vehicle inspection $121,104 $58,603

Alternative transportation $60,298

Incident-accident reporting $8,000

Source: JLARC staff analysis of DMAS liquidated damages data.

Complaint rate increased in 2015 due to more late trips in urban areas

The statewide complaint rate has steadily trended upward since January 2014 and ex-
ceeded the standard three times in 2015 (January, March, and June) (Figure 1-5). Logis-
tiCare received an average of more than 2,800 complaints each month during 2015.
After repeatedly missing the standard in contract year 2012, the complaint rate decreased
and remained below the standard from November 2012 through December 2014. This
improvement coincided with a tighter standard that lowered the acceptable complaint
rate to (.85 percent starting in contract year 2013.



Performance and Pricing of Medicaid Non-Emergency Transportation

FIGURE 1-5
2015 statewide complaint rate higher than prior two years

1.20%

1.00% -..----II-..- ...... -I...‘

Performance Standard m_R

0.60%

0.20%

0.00%

2012 2013 2014 2015

Source: JLARC staff analysis of DMAS NEMT monthly reports.

There are many types of complaints, but most result from drivers being late for pick-up
(78 percent) and drivers not showing up at all (14 percent) (Figure 1-6). Late trips can
sometimes be explained by traffic congestion; the vast majority of late trip complaints
originated in the Tidewater and Northern Virginia regions. These two regions accounted
for a disproportionate number of late trip complaints, totaling 59 percent of all late trip
complaints but 41 percent of trips. A sample of late trip complaints indicates that at
least 29 percent were for a provider being over 45 minutes late.

FIGURE 1-6
Most NEMT complaints are for late trips (2012-2015)

Northern Virginia ™ Tidewater M All other localities

Provider 78% of
late all complaints

Provider
no show I 14%

Other I 8%

0 20 40 60 80 100
Number of complaints (in thousands)

Source: JLARC staff analysis of DMAS NEMT monthly reports.
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Although most circumstances leading to complaints do not compromise patient health
or safety, some can have a highly detrimental impact, especially among medically fragile
individuals.

CASE STUDY
Examples of NEMT complaints

Late: Richmond enrollee called LogistiCare after driver was over an hour late.
LogistiCare reported mechanical failure and gave new ETA of 20 minutes.

No show: Tidewater enrollee called LogistiCare after driver was 20 minutes
late. Driver claimed enrollee was picked up but left vehicle halfway through
trip. LogistiCare found this to be untrue and arranged alternate pick-up. Case
was referred to LogistiCare quality assurance.

Driver issue: Northern Virginia enrollee was dropped off at the wrong build-
ing 1.5 hours early and left alone. This particular enrollee was not to be left
unsupervised because of her medical condition. LogistiCare referred the case
to quality assurance and counseled the driver.

Unfulfilled trip: Tidewater enrollee reported several missed trips to dialysis
appointments. The enrollee claimed that the provider often cancelled trips
with less than 24 hours’ notice and LogistiCare could not find a replacement
ride. So the enrollee drove to dialysis, which can be dangerous due to fatigue
and complications. The case was referred to LogistiCare quality assurance.

An increase in late trips in Northern Virginia and Tidewater largely explains the in-
crease in complaint rate from 2014 to 2015 (Figure 1-7). The number of late trip
complaints statewide increased from 1,357 in January 2014 to a peak of 2,449 in March
2015. Most of this increase (76 percent) was due to a rise in complaints in Northern
Virginia and Tidewater. The number of late trips in Tidewater subsequently declined
starting in April 2015, which has helped stabilize the overall statewide complaint rate.
However, the late trip complaint rate in Northern Virginia as of September 2015 re-
mains far higher than in January 2014, 1.17 percent compared to 0.69 percent.

No single factor appears to explain the increase in complaints related to late trips in
Northern Virginia and Tidewater. Although providers frequently cited traffic and
weather in monthly complaint reports, these factors would not account for the sus-
tained growth in complaints between January 2014 and March 2015. LogistiCare did
reportedly terminate some providers for poor performance since January 2014, and it
is possible that the remaining providers were unable to provide additional trips on
time.
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FIGURE 1-7
Most of the increase in late trip complaints was in Northern Virginia and
Tidewater

Late trip complaint rate
1.60%

1.40%

1.20% Northern Virginia

1.00%

0.80%

Tidewater
0.60%

- ___\_/_/\_—_/\—_\/’_/ Other regions

0.20%

0.00%

2014 ‘ 2015

Source: JLARC staff analysis of DMAS NEMT monthly reports.

Number of unfulfilled trips quadrupled since October 2012

The number of unfulfilled trips increased from 550 (0.15%) in October 2012 to 2,330
(0.67%) in September 2015, with most of that growth occurring in the past year. Logis-
tiCare missed the unfulfilled trips performance standard every month from January 2014
through September 2014 (Figure 1-8), when DMAS inadvertently removed this standard
from the contract year 2015 extension. LogistiCare would have missed the standard in
each of the subsequent twelve months if it were still in place (sidebar). As with com-
plaints, the impact of unfulfilled trips depends upon the particular needs of the recipi-
ents and how critical it is for them to obtain care as scheduled, or how problematic it is
if they are not picked up from their care provider as scheduled.

Unfulfilled trips occur when the provider does not show up (the reason for half of
unfulfilled trips) or when there was no vehicle available to schedule the trip (the other
half of unfulfilled trips). These reasons contributed equally to the increase in unfulfilled
trips between October 2012 and September 2015. This growth was not concentrated in
the Northern Virginia and Tidewater regions, as the complaints were; all seven regions
experienced a similar increase in unfulfilled trips since January 2014.

The statewide growth in unfulfilled trips was likely caused by a number of factors. Lo-
gistiCare reported terminating several providers for poor performance since January
2014, reducing the number of available transportation providers. It is also possible that
the removal of the performance standard in October 2014 reduced the incentive for
LogistiCare and providers to improve their performance on unfulfilled trips.

LogistiCare avoided
$786,000 in fines be-
cause of the accidental
removal of the perfor-
mance standard for un-
fulfilled trips.

The performance stand-
ard was accidentally re-
moved by DMAS when
the contract was ex-
tended in 2015. If the
standard had not been
removed, LogistiCare
would have owed at
least $786,000 more in
fines for contract year
2015.

DMAS intends to restore
the performance stand-
ard when they sign a
new contract extension.




FIGURE 1-8
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Statewide unfulfilled trip rate increased significantly since January 2014

0.80%

0.70%

0.60%

0.50%

0.40%

0.30%

0.20%

0.10%

0.00%

Performance standard
removed Sept 2014

Performance Standard

2013 | 2014 | 2015

Source: JLARC staff analysis of DMAS NEMT monthly reports.

DMAS requested and received a plan from LogistiCare in June 2015 to reduce unful-
filled trips. The plan prioritizes transportation provider and volunteer driver recruit-
ment, organic growth of existing providers, backup vehicles, and incentives for provid-
ers to accept low-mileage trips. The standard has yet to be restored to the contract,
which has been operating on one-month extensions since October 2015.

Hospital discharge performance standard was not met in the first year

LogistiCare failed to meet a new hospital discharge performance standard each month
during contract year 2015. DMAS waived the first three months of penalties as part of
a transitional grace period after the new standard was added. LogistiCare then paid over
$570,000 in penalties from January 2015 through September 2015. The standard re-
quires that 95 percent of eligible patients be picked up within three hours of hospital
discharge, but patients were picked up within three hours between 90 percent and 94
percent of the time in 2015. When this standard is not met, the patient remains at the
hospital longer than necessary and hospital discharge teams are unable to discharge the
recipient to clear space for other patients.

These performance issues appear to be occurring because the standard is new and re-
quires more timely service than was previously provided. According to LogistiCare, an-
other reason for the poor performance is that some providers have independent rela-
tionships with hospitals. Those providers separately set pick-up times that are agreeable
to patients but may be more than three hours after the request was made to LogistiCare.
When modifications to pick-up times are not reported to LogistiCare, the resulting dis-
crepancies create the appearance of late pick-ups, even when the pick-ups at

10
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occurred agreed-upon times. LogistiCare is reportedly working to improve hospital dis-
charge performance and ensure that pick-up information is recorded accurately and re-
vised as needed.

NEMT contract requirements could address declines in recent
performance

While NEMT performance fluctuated since October 2011, recent trends show a need
for improvement, particularly with regard to complaints, unfulfilled trips, and hospital
discharge trips. However, NEMT performance can be difficult to manage due to many
uncontrollable factors such as traffic and weather conditions. Additionally, DMAS al-
ready enforces a comparatively strict set of NEMT performance standards and penal-
ties, so it is not clear that stricter standards and harsher penalties would improve perfor-
mance.

There are certain practices that could reduce complaints and unfulfilled trips and im-
prove the rider experience. The next NEMT contract could require the transportation
broker to increase accountability for individual providers, better prioritize critical trips,
and ensure that the best technology is utilized statewide. Implementing these require-
ments could help Virginia focus its efforts on the root causes of poor NEMT perfor-
mance and mitigate the impact of uncontrollable factors.

Improved performance standards

Holding individual providers accountable for poor performance could lower complaint
rates and reduce unfulfilled trips. Virginia’s NEMT performance standards measure ag-
gregate statewide performance. This means that the performance of poor-performing
providers can be offset by that of high-performing providers. The contract does not
have a mechanism to reward or penalize the performance of individual providers. One
way to address this issue would be to require providers with consistently higher than
average complaint rates to have a backup driver during peak hours. This could incentiv-
ize providers to improve on-time performance by not accepting more trips than they
can satisfactorily fulfill. For poor-performing providers, the requirement would require
excess capacity to better mitigate problems related to traffic, weather, and mechanical
failures. Requiring backup drivers for poor-performing providers may increase costs be-
cause of the additional capacity required, but could also reduce the number of late trips
and trips where the driver does not show up. This would in turn improve service for
recipients and reduce the number of complaints and unfulfilled trips. Georgia, Texas,
and Washington, D.C., have a similar requirement.

RECOMMENDATION 1

The Department of Medical Assistance Services should include in its next non-emet-
gency medical transportation services contract a provision directing the transportation
broker to require backup drivers for providers with consistently higher than average
complaint rates.

In Georgia, the NEMT
broker is required to
have back-up drivers in
place no more than 30
minutes after the origi-
nal driver has been
deemed excessively late
or unavailable for ser-
vice.

Georgia fines the broker
$500 per incident when
the standard is not met.

11



In Wisconsin, the NEMT
broker is required to pri-
oritize trips for dialysis
and cancer treatment.
The broker is fined
$1,000 per incident
when the standard is
not met.
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Prioritizing trips for certain critical services could mitigate the impact of late pick-ups
and unfulfilled trips. The aggregate NEMT performance standards currently do not
prioritize trips that are critical to the health and safety of Medicaid recipients. For ex-
ample, a complaint for a 15-minutes-late trip to the pharmacy is counted the same as a
missed dialysis appointment. Under the current system, all appointments are treated
equally, so recipients who are medically fragile are just as likely to experience a late or
missed trip as those who are not.

To address this issue for scheduled critical trips, DMAS could require providers to drop
off patients no more than 15 minutes late for all dialysis, chemotherapy, and other crit-
ical care appointments. For unscheduled urgent care trips, DMAS could require that
pick-up occur within three hours of the request. The standards would better ensure that
enrollees with non-emergency but urgent medical needs are able to get to health care
providers on time. While this standard would not directly address the increase in com-
plaints and unfulfilled trips, it would ensure that critical trips are given a high priority so
that the impact of late and missed trips is mitigated. Georgia, Texas, Washington, Wis-
consin, and Washington, D.C., have such requirements.

Implementing these performance standards will require DMAS to establish a reasonable
standard and develop new processes, and it could potentially increase costs. DMAS will
need to determine the most appropriate compliance percentage for these new perfor-
mance standards and work with the broker to establish a method for identifying urgent
care trips without compromising the privacy of recipients. This could be done by iden-
tifying urgent trips based on destination, recipient health status, and other relevant fac-
tors, and notifying the provider of urgent need but without disclosing any private infor-
mation. These new standards may also increase costs, if providers push for higher
payments for urgent care trips.

RECOMMENDATION 2

The Department of Medical Assistance Services should include in its next non-emer-
gency medical transportation services contract provisions addressing the following per-
formance standards: (i) that patients be dropped off no more than 15 minutes late for
all dialysis, chemotherapy, and critical care appointments; and (i) that patients with
same-day non-emergency urgent care needs be picked up within three hours of the re-
quest.

Improved use of technology

Virginia’s NEMT broker does not use GPS technology to schedule, route, or track the
trips carried out by its network of providers. Individual providers use their own systems
to manage their own trips, but the lack of a centralized system makes it difficult to
improve performance at the state level. There is great disparity in the efficiency and
effectiveness of the systems used; some providers have adopted the latest technology
and software, while others use manual processes that are difficult to adapt to outside
factors like weather, traffic, and vehicle failure.

GPS-enabled routing and tracking systems show great promise for improving NEMT
in Virginia. The systems are readily available and already in use by other NEMT brokers

12
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in other states. In addition to scheduling optimal routes, the NEMT broker can use the
system to connect to providers’ GPS-enabled devices and obtain real-time data on driver
locations and pick-up and drop-off times. This saves providers time assigning trips, en-
sures efficient routing, and allows for real-time trip reassignments for vehicles delayed
by traffic or mechanical breakdown. In some cases, the technology can be linked to a
recipient’s smartphone, tablet, or computer to provide accurate pick-up times (similar
to ridesharing applications available to the general public). Additionally, this system can
report actual arrival and departure times to the transportation broker and DMAS, so
performance can be more directly measured and poor-performing providers can be
more easily identified.

The cost of these systems varies significantly and depends on the transportation broker,
software, and equipment. However, the potential return on investment in terms of per-
formance is significant. Accordingly, DMAS should consider requiring a statewide GPS-
enabled system as part of its request for proposal for the next NEMT contract.

RECOMMENDATION 3

The Department of Medical Assistance Services should assess the cost-effectiveness of
requiring the transportation broker to utilize a statewide GPS-enabled routing and track-
ing system. If such a system is projected to be cost effective, the Department of Medical
Assistance Services should include such a requirement in its next non-emergency med-
ical transportation services contract.

NEMT rate-setting process does not protect state’s
interests by ensuring that rates correspond to costs

Virginia’s NEMT rate-setting process increases risk to the state, Medicaid recipients, and
the transportation broker. The rate-setting process does not ensure that contractually
established rates reflect actual transportation costs, resulting in the potential to either
under- or overpay for NEMT services. Overpaying for services increases costs to the
state and federal governments. Underpaying for services puts increased financial pres-
sure on the broker and providers, potentially negatively impacting the quality of services.
The current process also undermines DMAS’s negotiating power if rates need to be
changed and could disrupt continuity of service. More frequent rate validation, new
financial risk controls, and more reliable cost data could help ensure that NEMT rates
better reflect costs and protect the state’s and enrollees’ interest in the future.

NEMT capitated rates have not accurately reflected transportation
costs for the most recent contract period

Capitated payments for the NEMT contract appear to have been out of line with actual
costs during the current contract period, resulting in financial losses for LogistiCare.
The capitated rates established through the contract award process were intended to
remain applicable throughout the duration of the contract (including extension years),
but the rates were increased twice to avoid disruptions in service delivery. At the end of

13
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contract years 2014 and 2015, LogistiCare indicated that they may not be able to con-
tinue providing services under the existing rates and requested increased rates in order
to extend the contract. Virginia renegotiated NEMT rates for the 2015 contract exten-
sion, and another renegotiation was underway to facilitate another contract extension
but had not been finalized as of December 2015. The rate increases were not part of
the original contractual agreement, which contemplated only inflationary adjustments.

Both the state and the broker are vulnerable to over- or underpayments when actual
transportation costs deviate from the costs assumed in capitated rates. LogistiCare is
paid a set monthly rate, called a capitated rate, for every Medicaid enrollee. Capitated
rates differ between major categories of Medicaid enrollees to reflect the fact that some
enrollees require more frequent or resource-intensive transportation than others. Under
this structure, payments to the broker vary depending upon the actual number of en-
rollees and the actual mix of enrollees by category. However, the rates do not change
over the term of the contract, even when they no longer correspond to the actual cost
of transportation.

The rates established at the onset of the contract have not been sufficient to cover the
cost of providing NEMT services to Medicaid enrollees. (Complete and reliable infor-
mation on the extent and root causes of LogistiCare’s losses in 2015 is not yet available.)
DMAS hired an accounting firm to perform an independent financial audit of Logisti-
Care’s revenue and expenses for contract years 2012—2014, and to review rates and costs.
The audit revealed that the broker had incurred a loss of almost $5 million dollars over
a period of two and a half years (Table 1-3).

TABLE 1-3
LogistiCare incurred losses from 2012 through 2014

2012 2013 2014*
Total revenue $73,226,673 $70,228,625 $35,691,728
Total expenses (74,033,082) (72,294,517) (37,741,673)
Total loss $806,450 $2,065,892 $2,049,945

Source: Agreed-upon procedures related to Virginia Non-Emergency Transportation contract October 1, 2011,
through March 31, 2014, Meyers and Stauffer report, August 2014.
*Only includes data from October 2013 through March 2014.

The losses occurred in large part because capitated rates did not cover actual costs for
intellectually or developmentally disabled recipients. Capitated rates were based on the
assumption that this group would take fewer trips, but the average number of trips per
recipient increased by 25 percent between contract year 2011 and contract year 2012.
Simultaneously, the number of enrollees in this rate category increased, resulting in
435,000 more trips (33 percent increase). These changes resulted in a loss to LogistiCare
of $108.23 per month for every intellectually or developmentally disabled enrollee, or
more than $800,000 during contract year 2012. These losses continued to increase
through contract years 2013 and 2014. These findings were used to negotiate rates that
more accurately reflected costs for contract year 2015 (Figure 1-9).
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FIGURE 1-9

Virginia increased NEMT rates for the highest cost categories starting in contract year 2015

Percentage change in capitated rates by rate category

Intellectually/developmentally
disabled children and adults

o e I
adults in institutions
Low-income families

with children - 15%

Aged, blind, disabled
! ! -12%
adults in community -

Blind or disabled children ~ -25% _

Source: JLARC staff analysis of DMAS NEMT contract documents.

Virginia’'s rate-setting process does not ensure that NEMT rates
correspond to actual costs

Virginia’s current process of establishing multiyear rates is too rigid to accommodate
unforeseen changes to Medicaid enrollment or transportation costs. Population shifts
and changes in costs such as gas prices can result in rates that do not cover the broker’s
costs or that require DMAS to make payments that significantly exceed costs. Rates are
in effect for up to six years (if all extension options are exercised) without a mechanism
to adjust them. Six years is too long, given that factors likely to impact costs are fluid.
The discrepancy between rates and costs between contract years 2012 and 2014 demon-
strates the potential impact of setting multiyear rates that are not adjusted to reflect
actual costs. Although recent experience yielded a financial benefit to the state, this trend
could just as easily be reversed. Further, having to renegotiate rates unexpectedly and
shortly before contract extension deadlines leaves the state with little leverage and could
result in higher costs. DMAS is obligated to provide NEMT services, but few other
vendors could successfully take over the contract and it would take several months to
bring them on board. Establishing a process to set NEMT rates annually rather than for
the full three-year contract period would enable DMAS to ensure that rates better reflect
Costs.

RECOMMENDATION 4

The Department of Medical Assistance Services should establish capitated rates for its
non-emergency medical transportation services contract every year, rather than only at
the beginning of a new contract.

|
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Currently, capitated rates do not place a limit on the transportation broker’s profit or
loss, which leaves the state vulnerable to overpayment for NEMT services and the bro-
ker vulnerable to loss in any given year. Establishing rates annually (Recommendation
4) allows for adjustments from one year to the next but does not address financial risk
within a given year, from month to month. For example, fluctuating gas prices could
impact transportation costs and cause the state or transportation broker to lose a signif-
icant amount of money.

Other states address this issue by implementing so-called financial risk corridors. The
financial risk corridor is a provision of the NEMT contract that limits the profit and
loss for the transportation broker over a specific time period, such as a month, quarter,
or year. For example, Nevada limits broker profit to two percent, and the state reim-
burses the broker for 50 percent of any losses above five percent. The broker reim-
burses Nevada for any profits over two percent, and the state reimburses the broker
for half of the losses over five percent. This limits the risk for the state and the broker,
while ensuring that NEMT rates and payments correspond to actual costs.

When developing a financial risk corridor it is important to set parameters that account
for the typical pattern of utilization and associated costs. For example, monthly trips
and trip costs in Virginia vary significantly depending on the number of days in each
month, but the capitated rates are constant throughout the year. This results in signifi-
cant variation in monthly profit and loss, but this volatility evens out over time. DMAS
should consider a quarterly or annual risk corridor rate adjustment, which would better
account for this volatility. That risk corridor adjustment should be based on gross profit
or loss that does not take into account fines paid by the transportation broker for unmet
performance standards.

RECOMMENDATION 5

The Department of Medical Assistance Services should include in its next non-emer-
gency medical transportation services contract a provision establishing a financial risk
corridor that limits the monthly profit and loss of the transportation broker.

Rates that are established annually and financial risk corridors are effective only if they
are based on detailed and reliable cost data. DMAS currently relies on summary financial
data self-reported by LogistiCare to assess the financial performance of the contract.
Self-reported profit and loss statements do not provide an adequate basis upon which
to set rates because they may contain administrative or overhead expenses that are not
directly related to the provision of NEMT services in Virginia and should be excluded.
This has made negotiating rates for contract extensions extremely challenging because
DMAS does not have robust data to validate the need for potential rate increases. In-
stead, DMAS should obtain detailed data that tallies the actual cost of each trip and the
administrative overhead allocated to the contract. This data should then be inde-
pendently verified to ensure that trip and administrative costs are accurately captured
for rate setting and payment adjustments.
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RECOMMENDATION 6

The Department of Medical Assistance Services should include in its next non-emer-
gency medical transportation services contract a provision requiring the broker to pro-
vide trip-level and administrative cost data that can be independently verified for pur-
poses of annual rate setting and financial risk corridor payment adjustments.

DMAS can improve performance requirements and
rate setting through a new contract

Awarding a new NEMT contract will enable DMAS to improve the rate-setting process
and implement enhanced performance standards. Significant contract changes, such as
implementing a new rate-setting process to establish annual rates using reliable data that
limits financial exposure (Recommendations 4, 5, and 6) could be implemented at the
start of a new contract. This change would enable DMAS to take a more proactive role
in the contracting process, thereby increasing the state’s leverage over the broker.
Changes to improve performance could also be made under a new contract, such as
implementing a GPS-enabled routing and tracking system (Recommendation 3). Making
these significant contract modifications without awarding a new contract may prove
challenging because of the impact on the broker’s operations and costs. Even minor
contract modifications, such as new performance requirements (Recommendations 1
and 2), could be difficult to implement under the current contract because DMAS has
no other short-term alternative to provide NEMT services and therefore little negotiat-
ing powet.

Awarding a new contract immediately is not possible, but DMAS should initiate the
process as soon as possible to implement changes aimed at improving performance and
mitigating financial risk to the state. Including new contract provisions for an improved
rate-setting process requires reliable, trip-level claims data that has been independently
verified (Recommendation 6), but DMAS indicated that obtaining and validating this
data may not be possible until spring 2016. Once DMAS obtains the necessary data, the
contracting process will likely take between six and nine months to complete. This lag
time underscores the need to initiate the process of awarding a new contract as soon as
possible.

RECOMMENDATION 7

The Department of Medical Assistance Services should issue a request for proposals
for statewide non-emergency medical transportation services as soon as reliable rate-
setting data is available, so that a new contract can be in place before January 1, 2017.
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