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" December 18, 2003

Helene Nelson, Secretary

Department of Health and Family Services
1 West Wilson Street

Room 650

Madison, W1

Inter-Departmental

Dear Helene:

T am writing in relation to the recent Legislative Audit Bureau’s report of
the Health Insurance Risk-Sharing Plan (HIRSP), and specifically on
oversight on the program’s prescription drug benefit management.

Although facing difficult increases in costs, I believe that the audit
prepared by the Bureau portrayed an accurate picture of the HIRSP.
program. The program, faced with increasing caseloads, is working hard
to provide the benefits offered to HIRSP enrollees.
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KitTY
RHOADES

STATE REPRESENTATIVE

MEMBER: 7 ©
JOINT COMMITTEE ON FINANCE

P.O. Box 8953
Mapison, W1 53708-8953
(608) 2661526
ToLi-FREE: (888) 529-0030
REPRHOADES@LEGIS.STATEWLUS

DisTRICT PHONE:

In order to continue this evaluation of the HIRSP program, I would encourage you and the (715) 386-0660
Department to accept the Audit Bureau’s recommendation and actively pursue a “SAS 70" audit
or another alternative to fully evaluate the pharmacy benefit management component of HIRSP.

Information is a critical component of ensuring that every health care dollar is invested wisely -

the people who nee
and administrative overhead is kept to a minimum.

- and with the best interest of the care recipient in mind. Withprescription drug costsbeinga .
" major portion of both MA and HIRSP costs, we need to guarantee that money is being spenton. .
d it, prices are being negotiated that are in the best interest of the program,”

T am very pleased that in other areas of the program, the Departmient took a proactive lead and
streamlined fee structures in order to implement a more efficient administrative structure. tis
my hope that we can continue this effort in the pharmacy benefit portion of HIRSP to maximize

every program dollar.

Thank you in advance for your time on this issue. Should you have any questions or comments,

please feel free to contact me.

Sincerely,

Kitty Rhoades
Member
Joint Committee on Finance

CC:

i

Representative Sue Jeskewitz, Co-Chair, Joint Legistative Audit Committee
SEos v



Wisconsin Medical Society

Your Docror. Your Health.

For Immediate release For Information Contact:
April 14, 2004 Alice O’ Connor (608) 225-9361
Mark Grapentine (608) 575-2514

HIRSP Audit Shows Need to Expand Funding Base

Important Program’s Costs Soar As Caseload Increase Continues

Madison — Today’s release of the Legislative Audit Bureau's (LAB) audit of the Health Insurance Risk-
Sharing Plan (HIRSP) program reveals a growing need for expanding the program’s funding base as costs
continte to mount, according to the Wisconsin Medical Society, T

“I’s time for the Governor and Legislature to re-examine who contributes to this valuable program,” says
Michael Reineck, MD, President of the Wisconsin Medical Society. ~When you [ook at where costs are
increasing, it makes sense to find a way to include additional funding sources in the equation.”

The audit (number 04-3) shows that the program cost $85.8 million to insure 17,017 people in 2002-03 -
a 27.8 percent cost increase over 2001-02Z, and an increase of more than 170 percent in the last five years.
TMMWh may beTeVelifg, the fiittease ifi the number of participants
plus increased costs of medical care accounts for most of the increase overall. Claims for prescription
dggﬁs in HIRSP now represent 37.8 percent, or $32.4 million, of the net claims paid in 2002-03.

H}RSPwas established in 1980 o pfoviée insurance for in&i#id’uais w'ith"sf_:vefa 'i.:'OBditions unable ié find .

health coverage in the private market. Costs for HIRSP are divided 60-20-20 among individual premiums,
insurers and health care providers respectively. Adding to the funding pressure is the state’s decision to
stop partiafly funding the program. While the state contributed $21 million in general funds during the
2001-03 biennium, the administration and legislature eliminated any state contribution for 2003-05.

Noting the audit’s finding that providers contributed $26,160,080 to HIRSP in FY 2002-03 through
discounted services, Reineck says the legislature should reexamine a proposal that would add drug
manufacturers and labelers to the group contributing 40 percent of HIRSP costs. That proposal, Senate
Bill 466, was introduced very late in the just-expired regular legislative session and received only a public
hearing in the Assembly.

“When the audit points out that the second-largest cost to the HIRSP program is prescription drugs, that
may be a logical place for the administration and legislature to look,” Reineck said,

__,.‘/Ac’:lc:(;;'c_i_i;g to the audit, HIRSP received just $677,118 in FY 2002-03 in drug rebm\B

The Wisconsin Medical Society is the largest association of medical doctors in the state with more than
10,000 members dedicated to the best interests of their patients. With that in mind,
wisconsinmedicalsociety.org offers patients a unique source for reliable, physician-reviewed medical
information. The Wisconsin Medical Society, a trusted source for health policy leadership since 1841.
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Health Insurance
Risk-Sharing Plan

Legislative Audit Bureau
May 2004

HIRSP Background

+ Established to provide major medical
insurance for those who cannot obtain
private coverage for health reasons

+ Also provides coverage 10 those who have
lost employer-sponsored health insurance

+ 18,273 policyholders enrolled as of 5/31/04

+ DHFS aversees the Plan-

Program Funding
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Audits of Controls

+ Independent internal control audits of
HIRSP’s pharmacy benefit management
company would provide additional
assurance that necessary safeguards and
controls are in place and working

¢ DHFS will require independent reviews in
its future contract for HIRSP's plan
administrator

Technical Statutory Issue

+ Funding formula overcredits policyholders
for deductibie and drug subsidies because of
a technical statitory provision

+ A portien of refated costs are not being
allocated to any funding party

+ DHFS and the Board plan to pursue
_ statutory changes to address the issue in the
2005-07 Jegislative session




DIVISION OF HEALTH CARE FINANCING

1WEST WSONSTREET

P O BOX 308
MADISON Wi 53701-0309
Jim Doyle :

Govemnor L Telephone: 608-266-8922
State of Wisconsin FAX: B08-266-1006
Helene Nelson : TTY. 608-261-7798
Secretary Department of Health and Family Services www.dhfs state.wi.us

TESTIMONY FOR

JOINT LEGISLATIVE AUDIT COMMITTEE HEARING
REGARDING THE
HEALTH INSURANCE RISK SHARING PLAN
Mark B. Moody, Administrator
Division of Health Care Financing
June 24, 2004
Capitol 411 Smlth
Intr@dixctiun

My name is Mark Moody and I am the Administrator of the Division of Health Care Financing
in the Department of Health and Family Services. 1 am also the Chairperson of the HIRSP Board
of Governors. I am here today to offer comments on the Legislative Audit Bureau’s audit of the
Health Insurance Risk Sharing Plan, or HIRSP, for state fiscal year 2003.

Today, HIRSP is providing insurance coverage to more Wisconsin residents than ever before. |
believe the LAB audlt clearly shows that thc program 1s in the best ﬁnancxal shape it has ever
'been m -' e : : o _ L

Background

Catastroph;c medical expenses-are a leading cause of persanal bankmptcy in the United States.
Accerdmg {o a national study by Norton’s Bankruptcy Advisor, 40% of bankruptcy filings in
1999 approxamate}y 500 OOG - were dug to huge medxcal expanses

Nationally, about 1 to 2% of the popuiatzon 18 both unmsured and uninsurable.

There are 33 high-risk pools nationwide. As of December 2002, Wisconsin’s was fourth in total
enrollment behind Minnesota, Texas and California (in that order).

A 1998 study by the Urban Institute concluded that high-risk pools contribute to keeping health
insurance markets competitive, insurance rates more affordable, and help reduce Medicaid
enrollment and increase private coverage. In other words, the benefits of risk pools acerue to
more than HIRSP policyholders. They accrue to all the citizens, insurance carriers and taxpayers
of Wisconsin.

By one measure of market concentration, the percent of the market of the largest insurer,
Wisconsin has the least concentrated individual insurance market in the United States. By
another measure of market concentration, the percent of the market of the top three insurers,
Wisconsin has the second least concentrated individual insurance market in the United States.

Wisconsin.gov



This means Wisconsin has the most competitive individual market in the US good news for all
of us.

A number of states have attempted to solve the problem of the uninsured by mandating
guaranteed issue in the individual market, but have had to retreat after their individual markets

collapsed.

It is evident that HIRSP is meeting the health insurance needs of an increasing number of
Wisconsin residents and is now one of the largest issuers of individual coverage in the state.

Current Situation

As I said earhier, I believe the LAB audit clearly shows HIRSP is in the best financial shape it
has ever been in and the plan is servmg more WESCOTISH‘I residents than ever before.

As of May 31 2004 there were 18,273 people enrolled in HIRSP. The Department and the
HIRSP Board have been successful at controlling HIRSP costs:

The budget approved by the Board at its April 21, 2004, Board meeting for SFY 2005 is
approximately $7 million /ess than the budget approved by the Board for SFY 2004.

Insurance industry assessments are approximately 83 million less for the coming year (332
million for SFY 2005 vs. 835 million for SFY 2004).

Policyholder premiums remain at 140% of the standard rate, the Jowest level pemztted by law.

L __On average pohcyholder premmms wzH increase 12. 8% o

Payment rates to most provxders wﬂ} mcrease.

Administrative expenses as a percent of total program costs, continue to decline. Total
administrative costs; as a percen?: of total program costs, actually declined in SFY 2002-03 and
account for only 4. 9% of program ‘costs (5.3% in SFY 2002). This is far less than any
commerciai msurance company serving the individual market!

HIRSP’s accounting deficit decreased by $5.1 million from SFY 2001-02 to SFY 2002-03 and,
as of June 30, 2003, to less than $1 million. Since June 30, 2000, the Department and the
Governing Board have worked effectively to reduce the accounting deficit by more than $8

million.

Net assets mcreased by approximately $12.5 million in SFY 2002-03.

Average claims costs per policyholder increased by only 10.7% in SFY 2002-03. This increase
is approximately 3% lower than medical cost increases experienced for health care for

comumnercial plans or for state employees.

Any commercial plan would be very pleased with these results.

DO066033 -2~



As part of ongoing efforts to improve the Plan’s operations, the Department issued a Request for
Proposal for a new Plan Administrator contract in January. Three vendors submitted proposals
on April 23, 2004. The new contract will streamline operations by bringing currently separate
administrative functions under one contract. In addition, disease management may be added to
improve quality and reduce costs. We expect to have a new contract in place in July 2004 with
implementation of a new Plan Administrator early in 2005.

Current Challenges for HIRSP

HIRSP was originally created by the Legislature as a pool for the state’s medically uninsurable,
and then later modified to serve as Wisconsin’s response to federal HIPAA laws and to provide
access to health insurance for Wisconsin residents who lose their health insurance through their
employer.

The dramatic growth in enrollment is clearly a significant challenge for HIRSP. Since
policyholder premiums only pay 60% of program expenses, assessments on the insurance
industry have been increasing quite dramatically. HIRSP assessments are material relative to
industry profit margins. We are, of course, very pleased to be reducing industry assessments this
year.

Funding is the most pressing challenge facing risk pools nationally and in Wisconsin. No risk
pools in the country operate on policyholder premiums alone; 100% run at a deficit.

Virtually all states rely on insurance industry assessments to fund risk pool deficits. Generally
this leaves self-funded plans largely exempt from assessment.

- Oregon was the first state to implement risk pool assessment based on covered lives as a way to
get at the self-funded market. Since then, Colorado and New Hampshire have adopted
assessments based on covered lives as a way to engage self-funded plans and employers in
funding their high-risk pools.

A number of states use general fund appropriations to fund risk pool deficits. Unfortunately, this
funding method is frequently associated with enrollment caps and waiting lists as state support
often fails to keep pace with the rate of growth in pool deficits.

Minnesota historically used provider taxes (excluding hospitals, nursing homes, pharmacies and
ambulatory surgery centers) to cover a portion of their risk pool deficit.

Conclusion
HIRSP is working. It defily balances the sometimes opposing interests of consumers, providers
and insurance carriers. HIRSP is not in need of major surgery or reform. Tipping the balance to

favor me or another of its stakeholder groups would likely do more harm than good and
potentially undermine the consensus that makes the program viable.

DO06033 -3-



June 24, 2004

Tao: The Honorable Carol Roessler, Co-Chair, Legislative Audit Committee
The Honorable Sue Jeskewitz, Co-Chair, Legislative Audit Committee
Honorable Committee Members

From: Kelly M. Rosati, JD,
Government Affairs Consultant

Re: Legislative Audit Bureau Report 04-3,
Health Insurance Risk Sharing Plan (HIRSP)

The Legislative Audit Bureau Report 04-3 provides excellent documentation of the
dramatic cost increases experienced in the state’s Health Insurance Risk Sharing Plan
(HIRSP) program.

As you examine the reasons for those cost increases, the Wisconsin Association of Health
Plans encourages you to remember that these cost increases create an even higher unfair
and hidden tax on Wisconsin’s small employers who purchase private group health
insurance coverage.

HIRSP was established in 1980 as the insurer of last resort to provide a public safety net
for Wisconsin’s ﬁitlZﬁI‘.iS unable to obtain private health insurance. It is funded 60% from
policyholder premiums, 20% from insurer assessments and 20% from provider discounts.

As the audit points out, during the 2001-03 biennium, state general purpose revenue
(GPR) for HIRSP totaled $21.0 million. However, under 2003 Wisconsin Act 33, the

2003-05 Biennial Budget Act, all GPR was eliminated, exacerbating the HIRSP funding
crisis.

As noted in the audit report, both HIRSP enrollment and claims costs continue to
increase.

Some key findings include the following:

s As of February 29, 2004, 17,669 policyholders were enrolled in HIRSP, which
represents a 120% increase in the past four years.

¢ Claims costs increased 171% or $54.2 million over the last five years.

s Prescription drug claims represented 37.8% of the $85.8 million in net claims paid
during FY 2002-03.

10 East Doty Sureet * Suite 503 » Madison, W1 53703
608-255-8599 * Fax 608-255-8627 * www.wihealthplans.org



e InFY 2001-02 and FY 2002-03, insurer assessments increased 162.7%.

The Association believes there must be wholesale, systemic change to HIRSP in order to
preserve the important and original public policy purpose for which it was established: to
act as an insurer of last resort providing a public safety net to those who, for health
reasons, are unable to obtain insurance in the private market.

To best support this important program, there should be a fair funding formula. The
Association believes the current HIRSP funding formula is inequitable in three
fundamental ways:

1. It punishes small employers who purchase insurance while large, self-funded plans
pay nothing;

2. Ttallows drug manufacturers whose drugs account for nearly 40% of claims cost to
contribute nothing to the cost of the program; and,

3. Ttincludes no GPR to support a publicly created, safety net program.

In order to address these inequities and propose a solution to the problem, the Association
joined with a coalition of stakeholders in 2003-04 to advance a legislative proposal for
change. This proposal, represented in AB 840 & SB 466, would have broadened the
funding formula for HIRSP to include drug manufacturers and made other policy
changes. The reform proposals received public hearings in the Assembly and Senate
Health Committees but failed to advance from those committees.

_ So while the Association continues to believe a more equitable funding formula would
‘make good public policy, the Legislature sent a clear message last session that the
approach outlined in AB 840 and SB 466 was not the preferred route of legislators.

As aresult, the Association created a Special HIRSP Reform Committee comprised of
health plan CEOs to develop an alternative recommendation for bold change to HIRSP.

The focus of our efforts will be on the cost containment side of HIRSP rather than on
broadening the funding base or securing GPR.

HIRSP’s costs are increasing, in large part, because HIRSP in an antiquated program that
has failed to adjust to an ever-changing health insurance marketplace. As noted in the
audit, HIRSP was established in 1980. That makes the structure and benefit design of
HIRSP nearly 25 years old.

It is past time HIRSP is modernized and greater flexibility is provided to the Board of
Governors. The Association’s Special HIRSP Reform Committee will continue its
deliberations and then present a formal legislative recommendation to the Association’s
Board of Directors.



Once approved, we look forward to working with all HIRSP stakeholders and
policymakers to advance a proposal that will secure long-overdue change to HIRSP.
It is only through such bold reform that this important safety net program will be
strengthened and secured for its current and future participants.

Thank you for the opportunity to testify.




Wisconsin Medical Society
Your Doctor. Your Health.

TO: Members, Joint Audit Committee
FROM: Alice O’Connor & Mark Grapentine
DATE: Tune 24, 2004

RE: HIRSP Audit Report 04-3

On behalf of more than 10,000 members statewide, thank you for this opportunity to provide
feedback on Audit Report 04-3, regarding the state’s Health Insurance Risk-Sharing Program. We
believe that the Legislature, armed with this audit, is now poised to bring HIRSP funding strategy
into the 21 century as you prepare to tackle the 2005-07 biennial budget.

We applaud the Legislative Audit Bureau’s fine work found in Report 04-3; it shows dramatically
the growing need for expanding the program’s funding base as costs continue to mount. The
Society hopes you will give this suggestion serious consideration as you prepare to tackle the
2005-07 biennial state budget.

The aucht shﬁws the need to revisit the existing HIRSP funding formula. Most eye-opening is the
descrip‘ﬁon of the staggering costs of prescription drugs: claims for prescrzption drugs m HIRSP
now represent 37.8 percent, or $32.4 million, of the net claims paid in 2002-03, yet the formula
does not reflect this dramatic change. Only three entities currently bear those costs under the
current formula: participants (60 percent), providers (20 percent) and insurers (20 percent).

As our president, Michael Reineck, MD, stated in April when the audit first came out, “When the
audit points out that the second-largest cost to the HIRSP program is prescription drugs, that may
be a logical place for the administration and legislature to look.” We agree, and support any
efforts to include drug manufacturers and labelers in the group contributing 40 percent of HIRSP
costs.

Perhaps the most powerful point is the simple comparison of two numbers: how much providers
currently contribute to HIRSP vs. pharmaceutical companies efforts. According to the audit,
providers contributed $26,160,080 to HIRSP in FY 2002-03 through discounted services, while
drug rebates totaled $677,118 over the same period. Clearly, this is a disparity needing redress.

As always, please feel free to contact us with your questions or thoughts. Alice O’Connor can be
reached at aliceolowismed.org or by phone at 442.3767. Mark Grapentine can be contacted via
markglowismed.ore or 442.3768.

Phone 608.442.3800G « Toli Free 866,442 3800 » Fax 608,442, 3802

A0 Fast Lakeside Street » PO Box 1109 e Madison, W1 53701-1109 » wisconsinmedicalsociery.org



JANICE MUBLLER
STATE AUDITOH

22 E. MIFFLIN 8T, STE. 500
MADISCN, WISCONSIN 53703

(508} 2662018

FAX (608} 267:0410

DATE: April 13, 2004

TO: Karen Asbjornson and Pamela Matthews
Committee Clerks fo the Joint Legislative Audit Committee

FROM: -
Fmancxal Audxt Director

o SUBJECT Re_pqrt Q4f3-:”_An A_uciif_(-q_f the Health _In_s_u_;'anéé _Rf._skﬁ$haring_?ian_

o A‘i the request Of the I)epartment of Health and Famﬂy Servzces (DHFS) we have performed

“an andit of the fmanmal statements of the Health Insuranc:e Rl%k—Sharmg Plan (HIRSP) for fiscal
year (FY) 2002:03. HIRSP provides medical insurance for individuals unable to obtain private
coverage. More than 17,000 policyholders are enrolled in the plan. We are able to provide an
unquali-fied bpinion on Ihe"HiRSP financial statements.

HIRSP’S ﬁnanc1a1 pGSm{)B again improved durmg FY 2002-03. 1ts accounting deficit decreased
by $5.1 rmlhon to reach $0.9 million as of June 30, 2003. However, HIRSP experienced significant
increases in: enmliment and claims: costs during FY 2002-03, although more recent statistics from

FY 2()93~04 qnggest that enmiiment ‘may be begmmng to slow. Insurers and health care pmvzders e
“who share i in funding HIRSP’S costs along with policyholders; have been concerned with the effect

of increasing costs on the size of contributions they are required to make fo H}RS}? As aresult, an
area of commumg interest js the expansion of the funding base for HIRSP, ‘especially related to
_'-_prﬁscnptzon drog costs, which- represented 37.8 percent of net'claims costs: Currently, only a Smaﬁ :
amount.of drug rebates are received from’ drug manufacturers and pharmacws are ﬂtatntorzly L
-exciuded frem contributmg toward HiRSP’f; costs L .

DHFS has been responsxve to our prior audlt reco-mmer’zdation to require independent reviews

of controls of the pharmacy benefit management company that processes HIRSP pharmacy
claims. It has included a requirement for such audits in its Request for Vendor Proposals as part
of a cc}mp'etitiiie procurement process currently underway to select the HIRSP plan administrator
that wiil begin administering HIRSP in January 2005. We will continue to monitor enrollment
and claims costs trends during our next financial audit of HIRSP.

We expect the report to be released on April 14, 2004 at 9:00 a.m. If you have any questions,
please contact me.

DA/Bm

Enclosures

LegAuditinfo@legis.state.wius
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An Audit:

Health Insurance
Risk-Sharing Plan

Department of Health
and Family Services

April 2004

HIRSP’s financial position
improved during
FY 2002-03.

Policyholder énrollment
and claims costs
continue to inmase.

: 'ﬂre 2093~05 aiennial
Budget Act included
changes to HIRSP:

- A technical Issue in HIRSP s

statutory flmdlng
formula needs
legisiative atten_!:i_on

Legislative Audit Bureau » State of Wisconsin

The Health Insurance Rxsk~8harmg Plan (HIRSP) was established

in 1980 to provide medical insurance for individuals who cannot obtain
coverage in the private market because of the severity of their health
conditions. In the late 1990s, it was also designated as Wisconsin’s plan
to meet federal Health Insurance Portability and Accountability

Act (HIPAA) regulations and to provide health insurance to people
who lose employer-sponsorec{ group health insurance and meet other

BIIRSP is prmzarﬂy funded through pohcyholder prenuums, fmanczal
assessments on health insurance companies that do business in Wiscon-
sin; reduced reimbursements to health care providers; and, until re-
cently, general ‘purpose revenue (GPR) As of. February 29, 2004,

17,669 ;:'ckcyholders were enroiled in HIRSP.

HIRSP foez's eixgzble apphcants thre@ plans:

= The primary plan, plan 14, is similar to coverage provided by many
private major medical plans.

* The alternative plan, plan 1B, offers the same coverage as plan 1A
but at lower premium rates because policyholders pay a higher
deductible before HIRSP begins paying claims.

*  An additional plan, plan 2, is available to Wisconsin residents under
the age of 65 who participate in the federal Medicare program
because of a disability.

At the request of the Department of Health and Family Services (DHFS),
we completed our sixth financial audit of HIRSP. Our audit report
contains our unqualified opinion on HIRSP’s financial statements and
related notes for the fiscal years ending June 30, 2003 and 2002.
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Key Facts
and Findings

HIRSP is funded through
policyholder premiums,
insurer assessments, and
reduced reimbursements to
health care providers.

We have issued an
unqualified opinion on
HIRSP'S FY 2002-03
financial statements.

HIRSP’s accounting deficit
decreased by $5.1 million to
reach $0.9 million as of
June 30, 2003.

The excess policyholder
premium account balance
increased significantly
. during FY 2002-03, from
" $3.0 million to $10.4 million
: as of June 30, 2003.

Prescription drug claims
represented 37.8 percent of
the $85.8 million in

net claims paid

during FY 2002-03.

Financial Status of the Plan

Because of its cash-based funding
approach, HIRSP had an account-
ing deficit of $8.2 million as of
June 30, 2001. This deficit repre-
sented estimated additional cash
that HIRSP would eventually need
to pay covered medical expenses
that had been incurred but not
paid before this date.

DHEFS and HIRSP’s Board of
Governors implemented an
accrual-based funding approach
beginning with fiscal year

(FY) 2001-02. An accrual basis
takes into account the full costs
associated with events that occur
during a plan year, including
actuarial cost estimates for in-
curred claims that may not be filed
until after the plan year.

The change to an accrual-based
approach required funding to
eliminate the accounting deficit
that had accumulated under the
cash-based approach, as well as
funding for newly incurred costs
accounted for on an accrual basis.

As a result of increasing enrollment
and program costs, as well as the
change in the funding approach,
policyholder premiums and insurer
assessments increased significantly
in FY 2001-02 and FY 2002-03.
Total premium revenue almost
doubled, while insurer assessments
increased 162.7 percent.

50
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2000

1998 HIRSP's Accounting Deficit’
As ot june 30

‘Represents the regative unrestricted net asset balance,

5101
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The increased revenues that
resulted from increases in premi-
ums and insurer assessments
coniributed to a $5.1 million
reduction in HIRSP’s accounting
deficit, which was $0.9 million as
of June 30, 2003.

Statutes require policyholders to
fund 60 percent of HIRSP's costs
and establish a floor for policyholder
premiums of at least 150 percent
of standard risk rates through -
July 29, 2002, and 140 percent of
standard risk rates as of July 30, 2002.
Statutes also require a separate
accounting of premiums received in
excess of the amount needed to
- cover policyholders’ 60 percent
share of HIRSP's costs.

Because the statutory floor for
premium rates has typically been
greater than the premiums needed
to fund 60 percent of HIRSP’s costs,
and because actual claims costs
were less than the costs assumed in
HIRSP’s FY 2002-03 budget, the
excess policyholder premium
account balance increased signifi-
cantly during FY 2002-03, from
$3.0 million to $10.4 million as of
Jjune 30, 2003,




“he use of these funds is statutorily
estricted for these purposes:

¢ to reduce policyholder premi-
ums to the statutory minimum
when the policyholders’ share
of costs would otherwise
require a premium increase;

1 for other needs of eligible
- persons, with the approval of
the Board of Governors; or

for distribution to eligible
persons.

ncreasing Enrollment and
Zlaims Costs

ncreasing éenrollment and claims
osts present continuing challenges
o the management and funding of
 1IRSP.

>olicyholder enrollment increased
6.9 percent during FY 2002-03,

o0 17,017 policyholders as of

une 30, 2003. However, enroll-
nent experience during the first
ight months of FY 2003-04 sug-
;ests that enrollment growth may
e beginning to slow: enrollment
ncreased by 3.8 percent, to 17,669
s of February 29, 2004.

inrollment in plans 1A and 2
regan to level off in FY 2002-03,
lthough enrollment in plan 1B
ontinued to increase steadily..
further, an increasing number of
articipants have shifted from

vhen 713 participants changed
rom plan 1A to plan 1B.

lan 1A to plan 1B in recent’ years :
'he greatest shift occurred in 2003,

14,000 A HIRSE Enrollment by Plan

As of june 30

Enrollees

|~ Total Enrollees |
1: ~+PlaniA |
~&-Plan 18
~o- Plan 2

1998 1999 2000

Net of health care providers’
discounts, claims costs increased
171.1 percent, or $54.2 million, over
the last five years. A large portion of
these increases can be explained by
the enrollment increases, although
HIRSP claims costs also have been
affected by medical cost increases
similar o those experienced by others
in the health insurance industry.

Ci mm. {Zosis

i ?ercentage
Fiscal Year ..mg,,_Am ynt  Change
1998-99 $31,671,704 - . ~
1999-2000 36,399,671 .. 14.9%
200001 54,120,507 - 48.7 -
2001-02 67,180,778 24.1
200203 85,849,807 278
Net of health care providers’ discounts.
Legislative Activity
The Legislature began providing GPR
funding to offset program costs in
FY 1997-98. At that time, GPR fund-
ing to subsidize premiums and
deductibles for low-income policy-

holders had been in place for several
years. During the 2001-03 biennium,
GPR support for HIRSP totaled
$21.0 million.

2001

2002 2003
Under 2003. Wisconsin Act 33, the
2003-05 Biennial Budget Act, all
GPR support for HIRSP was elimi-
nated beginning in FY 2003-04.
The other funding parties—policy-
holders, insurers, and health care
providers—are now required to
pay for costs that had previously
been funded through GPR.

Act 33 also duthorizes DHFS to
select the HIRSP plan administrator

through a compet:i:xve procurement -

process. Since 1998, statutes had
required that the Medicaid fiscal
agent serve as HIRSP’s administra-
tor. DHFS is currently conducting a
competitive procurement process
with the intent of selecting and
coritracting with a vendor to
administer HIRSP beginning in
January 2005, after a six-month
transition period.

In light of HIRSP's increasing costs
and the loss of GPR, legislation was
introduced in February 2004 to
expand the funding base to include
drug manufacturers and drug
labelers, which are companies that
repackage prescription drugs for
retail sale.
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Under 2003 Senate Bill 466, which
was not enacted, each manufac-
turer or labeler that provided
prescription drugs under HIRSP
would have been required to pay
an annual assessment based on
claims that HIRSP paid for their
drugs in the previous calendar
year. On a per claim basis, the
assessment amount would have
been equal to the rebate amount
the drug manufacturer or labeler
pays for the drug under Medicaid.

At 37.8 percent of net claims paid
during FY 2002-03, prescription
drug claims represent the second-
largest portion of HIRSP’s claims
costs. HIRSP currently receives
some drug rebates as part of the
agreement with its plan adminis-
trator, including %$677,118 during
FY 2002-03.

Types of Claims Paid

During FY 2002-03'

Prescription

Drug Claims

$32.4 miflion
37.8%

Other
$2.4 miltion
2.8%

TNet claims costs
totaled $85.8 million.

X

Technical Statutory Issue

DHFS and HIRSP’s contracted
actuary have identified a technical
statufory issue that will require
legislative action. |

Under current statutes, the method
by which HIRSP’s funding formula
applies deductible and drug coin-
surance subsidies for low-income
policyholders results in policyhold-
ers being over-credited for subsi-
dies they did not fund, and a
“related portion of €OSTs not being
allocated to any funding party.

DHFS and the Board of Governors
decided in 2001 that $1.5 million of
unallocated costs associated with
the deductible subsidy credit
would be paid by policyholders,
insurers, and health care providers
based on the statutory funding
split used for HIRSP costs. These
costs had accumulated during
1998, 1999, and 2000.

In March 2004, the Board’s Finan-
cial Oversight Committee approved
a recommendation to the Board to
reduce the excess policyholder
premium account by the amount of
over-credited deductible subsidies
as of March 31, 2004. The unallo-
cated balance was $2.1 million as
of February 29, 2004. DHES and
the Board of Governors plan to
pursue statutory changes to ad-
dress this technical issue during the

5-07 legislative session.

The Legislative Audit Bureau is a nonpartisan legislative service agency that assists the
Wisconsin Legislature in maintaining effective oversight of state operations. We audit the
accounts and records of state agencies to ensure thot financial transactions and
managerment decisions are made effectively, efficiently, and in compliance with state low,
and we review and evaluate the performuance of state and local agencies and programs.
The resufts of our audits, evaluations, and reviews are submitted to the Joint Legisiative

Audit Committee.

Legisiative

State Auditor
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LEGISLATIVE AUDIT BUREAU

The Bureau is a nonpartisan legislative service agency responsible for conducting financial and
program evaluation audits of state agencies. The Bureau’s purpose is to provide assurance to the
Legislature that financial transactions and management decisions are made effectively, efficiently,
and in compliance with state law and that state agencies carry out the policies of the Legislature and
the Governor. Audit Bureau reports typically contain reviews of financial transactions, analyses of
agency performance or public policy issues, conclusions regarding the causes of problems found,
and recommendations for improvement. .

Reports are submitted to the Joint Legislative Audit Committee and made available to other
committees of the Legislature and to the public. The Audit Committee may arrange public

hearings on the issues identified in a report and may introduce legislation in response to the audit
recommendations. However, the findings, conclusions, and recommendations in the report are those
of the Legislative Audit Bureau. For more information, write the Bureau at 22 E. Mifflin Street,

Suite 500, Madison, WI 53703, call (608) 266-2818, or send e-mail to Leg.Audit.Info@legis.state.wi.us.
Electronic copies of current reports are available on line at www.legis.state.wi.us/lab/windex.htm.
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State of Wisconsin | LEGISLATIVE AUDIT BUREAU ANCE MUELLER

STATE AUDITOR

22 E. MIFFLIN ST., STE. 500
MACHSON, WISCONSIN 53703
{808) 266.2815

FAX (608) 267-0410

April 14, 2004 Leg.Audi Info@legis state wi.us

Senator Carol A. Roessler and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Roessler and Representative Jeskewitz:

At the request of the Department of Health and Family Services (DHFS), we have completed a
financial audit of the Health Insurance Risk- Sharmg Plan (HIRSP) for fiscal year (FY) 2002-03.
HIRSP provides medical and prescnphon drug insurance for more than 17,000 policyholders who
are unable to obtain coverage in the private market or who lost employer-sponsored group health
insurance. We have pmvxded an: mquaiifled opinion on HIRSP's financial statements.

HIRSP’s financial posmon confmues to Improve its accounting deficit was $0.9 million on

June 30, 2003, Cempared to $6.0 million on June 30, 2002. In addition, a balance in the excess
policyholder premium account increased significantly dunng FY 2002-03, from $3.0 million to
$10.4 million as of June 30, 2003. By statute, the excess premxum balance can be used only for
purposes that benefit policyholders, such as for reducmg premmm leveis to'a statutory floor of
140 percent of standard risk rates.

Despite an Jm;}mvmg ﬁnanmai posmon, 'HIRSP faces cantmmg management and’ fundmg
chalienges because of increasing enrollment and claims costs. In FY 2002-03, enrollment increased
16.9 percent and ¢laims costs increased 27.8 percent. In addition, general purpose revenue (GPR}
support was.eliminated beginning in FY 2003-04. Costs prevaously covered by GPR, which totaled
$10.2 million in FY.-2002-03, are now covéred by policyholders, insurers, and health care-
providers. Further, legislative action will be needed to address a technical issue that DHFS and
HiRSP’s mntracted actuary have 1denhﬁed in mRSP’s statutory fundmg formula.

Durmg our prior audit we recommended DHFS increase ifs oversight of prescription drug
claims, which totaled $32.4 million in FY 2002-03, through independent audits of the pharmacy
benefit management company’s controls. DHFS is currently conducting a competitive
procurement process to select the plan administrator that will be adxmmstenng HIRSP beginning
in January 2005, and it has included a requirement for such audtts in the Request for Vendor
Proposals that will be used to award a new contract. -

We appreciate the courtesy and cooperation extended to us by DHFS and the plan
administrator for HIRSP. A response from DHFS follows the appendix.

Respectfully submitted,

%Aﬁ; /@a/w

Janice Mueller
State Auditor

M/DA/ss
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HIRSP’s financial positlou a
' improved during

FY 2002-03,

Pollcyholder enrollment

. and clalms costs

coqtlt__me -'jtq lnrmasg. e

Budget Act Included
changes to HIRSP, .

A technical Issue In
HIRSP’s statutory funding

formula needs
legisiative attention.

‘insurarice to people ¥

The Health Insurance stk-Sharmg Plan (HIRSP) was established

- in 1980 to provxde medical insurance for individuals who cannot

obtain coverage in the private market because of the severity of their
heaith conditions. In the late:1990s, it was also designated as
Wisconsin's plan to' meet federal Health Insurance Portability and
Accoum'ablhty Act (HIP egulations and to provide health

o lose emyinyef«sponsoreé grou;a health
msurance and meet ﬂther specified cri > g

HiRSP is pnmaniy fundeci threugh pohcyholder premiums;

~ financial assessments on health ingtirance companies that do
- busmess in Wisconsin; reduced rembursements to-health care
“providers; and, until recently, general purpose revenue (GPR). As of

February 29, 2094 17,669 pﬂixcyhalders were enrolled in HIRSP.
HIRSP offers ehglble applicants t thxee pians |

» The primary plan, plan 1A, is similar to coverage
provided by many private major medical plans.

* The alternative plan, plan 1B, offers the same
coverage as plan 1A but at lower premium rates
because policyholders pay a higher deductible
before HIRSP begins paying claims.

*  An additional plan, plan 2, is available to
Wisconsin residents under the age of 65 who
participate in the federal Medlcare program
because of a disability.
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At the request of the Department of Health and Family Services
(DHFS), we completed our sixth financial audit of HIRSP. Our audit
report contains our unqualified opinion on HIRSF's financial
statements and related notes for the fiscal years ending June 30, 2003
and 2002.

Financial Status of the Plan

Because of its cash-based funding approach, HIRSP had an
accounting deficit of $8.2 million as of June 30, 2001. This deficit
represented estimated additional cash that HIRSP would eventually
need to pay covered medical expenses that had been incurred but
not paid before this date.

DHFS and HIRSP's Board of Governors implemented an accrual-
based approach to funding HIRSP beginning with fiscal year

(FY) 2001-02. An accrual basis takes into account the full costs
associated with events that occur during a plan year, including
actuarial cost estimates for incurred-claims that may not be filed
until after the plan year. The change to an accrual-based approach

- required funding to eliminate the accounting deficit that had

accumulated under the cash-based approach, as well as funding for
newly incurred costs accounted for on an accrual basis.

As a result of increasing enrollment and program costs, as well as -
the change in the funding approach, policyholder premiums and
insurer assessments increased significantly during F¥ 2001-02 and
FY 2002-03. Total premium revenue almost doubled, while insurer
assessments increased 162.7 percenf ‘The increased revenues that
resulted from increases in premiums and insurer assessments
confributed to a $5.1 milliort reduction in HIRSP’s accounting deficit,
which was $0.9 million as of June.30, 2003. Changes in the
accounhng deficit since June 30, 1998, are shown in Figure 1.
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Figure 1

_ HIRSP’S Accauntmg Deficit’
.. As of}une 30

L s
$04

; 3_2
S )
$-6

§-8

§-10
1998

§-12
 'Represants the negative untestrictad net asset balance,

Statutes require pshcyhoiders to fund 60 percent of HIRSP’s costs
and establish a floor for pokcyhoider premiums of at least

150 percent of standard risk rates through July 29, 2002, and

140 percent of standard risk rates as of July 30, 2002. Statutes also

' require a separate accounting’ of premiums received in excess of the
amount needed to cover pohcyhoiders 60 pexceat share of HIRSP’
costs )

Because the statuiary floor level for premium rates has typically
been greater than the premiums needed to fund 60 percent of

~ HIRSP's costs, and because actual claims costs were less than costs
assumed in HIRSP’s FY 2002-03 budget, the excess policyholder
premium account balance increased significantly dtmng FY 2002-03,
from $3.0 million to $10 4 mzlhon as of ]une 30 2003,

The use o’f these funds 15 'statutdrxly restricted for these purposes:
»  toreduce policyholder premiums | to the statutory
' minimum when the pohcyhniders share of costs

wouici otherwme reqmre a premum increase;

" »  forother needs of eligible persons, with the
" approval of the Board of Govemors, or

» for distribution to eligible persons.
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Increasing Enrollment and Claims Costs

Increasing enrollment and claims costs present continuing
challenges to the management and funding of HIRSP. Policyholder
enrollment increased 16.9 percent during FY 2002-03, to 17,017
policyholders as of June 30, 2003. However, enrollment experience
during the first eight months of FY 2003-04 suggests that enrollment
growth may be beginning to slow: enrollment increased by

3.8 percent, to 17,669 as of February 29, 2004.

As shown in Figure 2, enrollmient in plans 1A and 2 began to level
off in FY 2002-03; although enrollment in plan 1B continued to
increase steadily. Further, an increasing number of participants have
shifted from plan 1A to plan 1B in recent years. The greatest shift

~ occurred in 2003, when 713 participants changed from plan 1A to

plan 1B.

Figure 2

HIRSP Enroliment by Plan
As of June30

Ervwoliees

- Total Enroilees |
= Plan 1A

—%Plan 1B |
wPlanz

1998 1998 2000 2001 2002 2003

Net of health care providers’ discounts, claims costs increased

171.1 percent, or $54.2 million, over the last five years. A large
portion of these increases, shown in Table 1, can be explained by the
enrollment increases, although HIRSP claims costs also have been
affected by medical cost increases similar to those experienced by
others in the health insurance industry.
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Table 1

" Claims Costs'

| Fiscal Year " Amount”~ Percentage Change

199899 s3engo4 -

1999-00 36,399,671, . 14.9%
2000-01 54,120,507 © 48.7
2001-02 67,180,778 24.1
2002-03 85,849,897 27.8

_‘ Net of health care providers’ discounts.

':'&'::f"'-'l.egislative Activity

began providing GPR funding to offset program
At that time, GPR funding to subsidize

ctibles for low-income policyholders had been
al years. During the 2001-03 biennium, GPR

- .'suppnrt fc HERSP totaled $21.0 million.

Under 2{}03 Wzsconsm Act 33, the 2003-05 Biennial Budget Act, all
GPR support for HIRSP was eliminated beginning in FY 2003-04.
The other funding parties—policyholders, insurers, and health care
providers—are now required fo pay for costs that had previously
been funded through GPR.

Act 33 also authorizes DHFS to select the HIRSP plan administrator
- through a competitive procurement process. Since 1998, statutes had
required that the Medicaid fiscal agent serve as HIRSP’s
administrator, DHFS is currently conducting a competitive
procurement process with the intent of selecting and contracting
with a vendor to adxmmsi:er HIRSP begmnmg in January 2005, after
a six-month transition period. .

In light of HIRSP’S incre’asiﬁg costs and the loss of GPR, legislation
was introduced in February 2004 to expand the funding base to
include drug manufacturers and drug labelers, which are companies
that repackage prescription drugs for retail sale. Under 2003 Senate

_ Bill 466, which was not enacted, each manufacturer or labeler that
provided prescription drugs under HIRSP would have been
required to pay an annual assessment based on claims that HIRSP
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paid for their drugs in the previous calendar year. On a per claim

basis, the assessment amount would have been equal to the rebate
amount the drug manufacturer or labeler pays for the drug under
Medicaid.

At 37.8 percent of net claims paid during FY 2002-03, prescription
drug claims represent the second-largest portion of HIRSP’s claims
costs, as shown in Figure 3. HIRSP currently receives some drug
rebates as part of the agreement with its plan administrator,
including $677,118 during FY 2002-03.

Figure 3

Types of Claims Paid During FY 2002-03'

Prescription

Drug Claims

3324 million
37.8%

Cther
£2.4 million.

© et claims costs
1otaled 385.8 million.

‘Technical Statutory Issue

DHFS and HIRSP's cantracted actuary have identified a technical
statutory issue that will require legislative action. Under current
statutes, the method by which HIRSP’s funding formula applies
deductible and drug coinsurance subsidies for low-income
policyholders results in policyholders being over-credited for
subsidies they did not fund, and a related portion of costs not being
allocated to any funding party

DHFS and the Board of Governors decided in 2001 that $1.5 million
of unallocated costs associated with the deductible subsidy credit
would be paid by policyholders, insurers, and health care providers
based on the statutory funding split used for HIRSP costs. These




costs had accumulated during 1998, 1999, and 2000. In March 2004,
the Board’s Financial Oversight Committee approved a
recommendation to the Board to reduce the excess policyholder
premium account by the amount of over-credited deductible
subsidies as of March 31, 2004. The unallocated balance was

$2.1 million as of February 29, 2004. DHFS and the Board of
Governors plan to pursue statutory changes to address this technical
issue during the 2005-07 legislative session.




?Ian Provusmns
Plan Funding

Introductions

DHFS has been res;:tcnsxbie for overseemg HIRSP since 1998 The
. 13-member Board fG Vemars advises DHFS on HIRSP' .

providers, aric )
a HIRSP pohcyhoider Whﬁe the Board fills an adwsory a.nd
_ _overslght role DHEFS retains rng}'_am ruie—makmg authonty,

conduchng a compehhve prbéurement process to select the HIRSP
plan administrator for the period beginning in }anuary 2005, after a
sm»month transmon per:od

At the request of I.’)H.FS we completed a financial audit of HIRSP for
- FY 2002-03. As necessary parts of the financial audit, we reviewed
HIRSP’s control procedures, assessed the fair presentation of the
FY 2002-03 financial statements, and revmwed comphance with
siatutory pmvxs;ons

PIahmesmns

Three plans are available E‘HRSP offers ehglble apphc :
to policyholders. _ C
' . Plan 1A is avaﬂabie fo;: Wzsconsm reszdents who
- have received a notice of rejection, cancellation,
reduction of ceverage, or substantial premium
increase by an insurer; who have tested positive

11




for the virus that causes AIDS; or who have lost
employer-sponsored group health insurance and
meet other specified criteria.

» Plan 1B is an alternative plan that was introduced
in 1998 to comply with a federal HIPAA
requirement to offer a choice of major medical
expense coverage to the same individuals eligible

for the primary plan.

* Plan 2 is available to Wisconsin residents under
the age of 65 who participate in the federal
Medicare program because of a disability. Persons
with coverage when they reach the age of 65 may
continue in the plan.

By statute, HIRSP may reimburse only those medical services that
policyholders obtain through the State’s Medicaid-certified
providers. In addition to annual premiums, pohcyhoiders are
required to share in the costs of covered services through:

* annual medical deductibles of $1,000 for plan 1A,
$2,500 for plan 1B, and $500 for plan 2, which
must be paid by pohcyholde:ts before insurance
beneflts will be avaﬁable, L

b rnedlcal comsurance payments of 20 percent up to
81,000 per year for policyholders in plans 1A and
- 1B, which must be paid by the policyholders after
their annual deductible requirements have been
satlsfled (there is no coinsurance requirement for
- plan. 2), and :

*  drug coinsurance payments of 20 percent, or
$25 maximum per drug, up to $750 for plan 1A,
$1,000 for plan 1B, and $125 for plan 2.

Plan Funding

Before January 1, 1998, HIRSP had two primary funding sources:

- premiums paid by policyholders, and annual financial assessments
on health insurance companies that do business in Wisconsin.

1997 Wisconsin Act 27 authorized additional fundmg sources that
took effect when oversight responsibility was transferred to DHFS
_ on January 1, 1998, At the time, the Legislature:
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* made additional GPR funding available to offset
program costs, including $10.0 million in -
FY 2001—02 a.nd $9 5 msl}mn in FY 2002-03; and

= reqmred provxders of covered health care items
and services to share Equaﬂy withinsurersin -
program costs that were not covered by.
premiums and GPR. By statute, pharmacnes have
“been excluded: from the funchng reqmremant for:
providers. S L U

GPR support for HIRSP, _ :_Untﬂ recentiy, the Legzslam a}se mnhnued G pport to help
which totaled  fund premium and deductible subsidies for low-income
$21.0 million in the  policyholders. This support included $780,800 in GPR for
2001-03 biennium, has-  FY 2001-02, and $741,800 for FY 2002-03. Insurers and health care
been eliminated,  providers: shared equally in the subsidy costs that were not covered
by GPR, which totaled $3.9 million during FY 2002-03. GPR support
for HIRSP totaled $21.0'million in the 2001-03 b1enmum, but all GFPR
sappori was ehmma’ted begmmng m FY 2003-64 '

Under. HIR_S?’S complex statutory funding formula, which is
illustrated in the appendix; policyholder premiums are required to
fund 60 perceni of the estimated operating and administrative costs.
The remaining 40 percent are funded equally by private health
insurers doing business in-Wisconsin and health care. prowders
prmridmg medlcai servmes to. HLRSP pohcyhoiders

Prexmum rates fcr each Of HiRSP’s three p}ans dlffaer on the basis of

¥ pohcyhﬂlders gender, age, and --geographic location and may range
‘from not less than 140 percent to not more than 200 percent of
standard rates. On average, premium rates for the primary plan
have been at the minimum level, which was 150 percent of standard
rates from }anuary 1, 1998 through June 30, 2003, and 140 percent of
standard rates since July 1, 2003. However, they were 161.9 percent
of standard rates inFY 2001»02

Rate increases for both pian IA and plan 1B have been generaﬂy
comparable to increases in the standard risk rates that private
insurers would charge for individual insurance policies that provide
substantially the same coverage and deductibles available under
HIRSP. Table 2 shows premium rate changes since 1998. Plan 2,
which is available for certain Medicare participants, typicaliy
claims costs In respanse to cancerns ai;oui“ mcreases in premmms
for plan 2, statutes allow DHFS to consider enrollmenit levels and
other economic factors in addition to claims costs when estabhshmg
premium levels. The ultimate goal of DHFS and the Board of
Governors is to make the ratio of losses to premiums more
consistent forall plans‘and to reduce the extent to which plans 1A
and 1B are subsidizing plan 2.




. Table2 .

" Premium Rate Changes

Plans 1A and 1B

Plan 2

july 1, 1998

[ eftective Date

11.4% increase

24.0% increase
january 1, 1999 No change 10.0% increase
' July 1, 1999 “No change 4.0% Increase
july 1, 2000 12.4% increase 18.2% increase
july 1, 2001 3.4% increase - 3.4% increase
july 1, 2002 25.4% increase 30.8% increase -
July 1, 2003 10.6% increase 15.6% increase

Examples of annual premiums effective July 1, 2003, for policyholders
living in Milwaukee, where the rates are the highest, are shown in
Table 3.

Tgbte 3

Examples of Annual Premiums for a Policyholder Lavung in Milwaukee

Rates Effective }uiy 1 2003 -

Male Male Female Female

Plan Type Ages 0-24 Ages 60-64 Ages 0-18 Ages 60-64

Plan 1A $2 232 $10,836 52 232 SS 904

Plan 18 i 608 7,800 1 608 6 408

Plan 2 1,716 8,280 1,716 5 804

in FY 2002.03,  Policyholders who are enrolled in plan 1A or plan 2 and who have
23.7 percent of HIRSP  annual household incomes below $25,000 are eligible for premium
policyholders received  subsidies. Policyholders enrolled in plan 1A with annual household
subsidies, at a cost of  incomes below $20,000 are also eligible for deductible subsidies.

#4.6 million.  Beginning January 1, 2002, plan 1A policyholders who are eligible

for deductible subsidies are also eligible for drug coinsurance
subsidies. In FY 2002-03, 23.7 percent of HIRSP policyholders
received subsidies, at a cost of $4.6 million.
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DHFS and HIRSP’s contracted actuary identified a technical issue
relating to the treatment of deductible and drug coinsurance
subsidies in the statutory funding formula. When the formula is
applied, deductible and drug coinsurance subsidies are
appropriately excluded from the costs that are allocated among all
funding parties. The subsidies are then approprzately funded by
insurers and providers. However, statutes also requite that the
subsidies be credited to policyholders when premiums are
calculated. Therefore, deductible and drug coinsurance subsidy
amounts are, in essence, double counted under the statutory
funding formula; policyholders are inappropriately credited for
subsidies each year; and, as result, a portion of HIRSP’s annual costs
is not allocated to any funding party. -

DHFS and the Board of Governors decided in 2001 that $1.5 million
of unallocated costs associated with the deductible subsidy credit
would be paid by policyholders, insurers, and health care providers
based on the statutory funding split used for HIRSP costs. These
costs had accumulated during 1998, 1999, and 2000. In March 2004,
the Board’s Financial Oversight Committee approved a
recommendation to the Board to reduce the excess policyholder
premium account by the amount:-of over-credited deductible
subsidies as of March 31, 2004. The unallocated balance was

$2.1 million as of February 29, 2004. DHFS and the Board of
Governors also plan to'pursue statutory changes to address this
technical issue during the 2005-07 legislative session. -~
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Independent Auditor’s Report on the Financial Statements of the
Wisconsin Health Insurance Risk-Sharing Plan

We have audited the accompanying financial statements of the:Wisconsin Health
Insurance Risk-Sharing Plan (FIRSF) as of and for the years ended June 30, 2003
and 2002. These financial statements are the responsibility of the Department of
Health and Fazmiy Services’ management. Our responsibility is to express an

) opuuon on these fmancnal stafements basecl on our aud;ts

We conducted our aud:ts in accordance with- audﬂmg standards generaliy accepted
in the United States of America and the standards applicable to financial audits -
contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to
obtain reasonable asstirance about whether-the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements referred to in the first paragraph
present only HIRSP and do not purpert to; and do not, present fairly the financial
position of the State of Wisconsin and the changes in its financial position and its
cash flows, where applicable, in conformity with accounting principles generally
accepted in the United States of America.

17
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In our opinion, the financial statements referred to in the first paragraph present
fairly, in all material respects, the financial position of HIRSP as of June 30, 2003
and 2002, and the changes in its financial position and its cash flows for the years
then ended in conformity with accounting principles generally accepted in the
United States of America.

As discussed in Note 14, HIRSP implemented a new financial reporting model for
fiscal year 2001-02, as required by the provisions of Governmental Accounting
Standards Board Statement Number 34, Basic Financial Statements—and
Management'’s Discussion and Analysis—for State and Local Governments.

Our audits were conducted for the purpose of forming an opinion on the financial
statements of HIRSP. The supplementary information included as Management’s
Discussion and Analysis on pages 19 through 24 is presented for purposes of
additional analysis and is not a required part of the financial statements referred to
in the first paragraph. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However we did not audit the
information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report
dated April 2, 2004, on our consideration of HIRSP's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

LEGISLATIVE AUDIT BUREAU

April 2, 2004 ;‘Q(’W

Diarm Allsen
Audit Director




Management _:s--'

Discussion and Analysis =

Prepared by the Health lnsurance Rrsk-Sharmg Plan s Management

This section of the HIRSP annual fmancxal report presents management 8

- disctission' and analysis of the financial performance of HIRSP. This discussion
should be read in-conjunction with the dccompanying financial statements and
notes: The financial s’catements notes, and thas dlscussmn -are the: responsxbﬂlty of

HIRSP’S management"-“ e

HIRSP was estabhshed in 1980 The puxpose of HIRSP is to prowde mechcai and
prescription drug insurance for persons unable {0 obtain this insurance in the
pmrate market or who otherwme quahfy for ehgxbihty under S. 149 12, Wis. Stats.

Overview of Fmancial Statements

HIRSP prepares its fmanc;ai statements in. accordance Wlth Govemmental
Accounting Standards Board (GASB) standards. For the fiscal year ended

June 30; 2002, HIRSP implemented GASB Statement Number 34, Basic Financial
Statements—and Management s Dlscusswn and Anaiys;s—-fo:r State and Local

Govemmenis

- HIRSP’s financial statements compme two cc}mp{ments 1) the fmanczai statements,
and 2) notes to the financial statements that explainvin more detaﬂ some of the
mformahon in the ﬁnancxal statements ERERE N

Poiiomng this section are the fmancxal sta’cements and aotes as they relate to
HIRSP. Co
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200202 MANAGEHENT’S ‘DiSCUSSION AND ANALYSIS

o ."I‘he Baiance Sheet provides information on the types of assets
- and the liabilities of HIRSP, with the differences between the two
reported as net assets. Over time, increases or decreases in net
- .. assets are an indicator of HIRSP's financial health.

s The Statement of Revenues, Expenses, and Changes in Net
Assets presents the revenues earned and the expenses incurred
during the year on an accrual basis.

* The Statement of Cash Flows presents information related to
‘ cash inflows and outflows summarized by operating, noncapital
financing, and investing activities and helps measure HIRSP’s
ability to meet financial obligations as they mature.

* The notes to the financial statements provide additional
information that is essential to a full understanding of the data
provided in the financial statements.

A fund isa groupmg of related accounts that is used to mamtam c0ntrol over
resources that have been segregated for specific activities or objectives. HIRSP uses
fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. During FY 2002-03; the pl’an had two funding types: general purpose
revenue (GPR) and program income in the form of segregated (SEG) funds.

For flscal years endmg Iune 30; 1998 thwugh }une 30 2{){)3 GPR revenues were
received by HIRSP from the State of Wisconsin for general plan funding, as well as
for premium and deductible subsidies for low-income policyholders. Prior to

FY 1997-98, GPR funding was only available for premium and deductible
subsidies. Starting in FY 2003-04, no GPR funding was appropriated for HIRSP for
either general plan fundmg or preuuum and deducnbie subsidies for low-income
pohcyhoiders :

Program income is recexved by HIRSP from pohcyholders and insurers. Health care
providers contribute to HIRSP by accepting a reduction in fees for their services.
Section: 149.143; Wis. Stats., prescribes a funding formula for HIRSP that requires
policyholders, private health insurers, and health care providers, except
pharmacies, to share in plan costs remaining after GPR appropriated under

s. 20:435(4)(af), Wis. Stats., is deducted. Pharmacies are specifically exempt from
contributing to HIRSP as provided by s. 149. 142(1)(b), Wis. Stats.,

Premiums, which before July 30, 2002, were statutorﬂy req:.ured to be at least

150 percent of standard risk rates, are to fund 60 percent of these estimated costs, as
long as the necessary premium rates do not exceed 200 percent of standard risk
rates. 2001 Wisconsin Act 109 lowered the minimum premium level from

150 percent to 140 percent of the standard risk rate, effective July 30, 2002. Private
health insurers doing business in Wisconsin and health care providers (except
pharmacies) providing medical services to HIRSP policyholders are to share
equally in:
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" costs remaining after any GPR appropﬁ'ated under
s. 20.435(4)(af), Wis. Stats., and after the deducuon of the
policyholders’ share of the costs; -

* premium deductible, and drug coinsurance subsidy costs
in excess of any GPR: appmpnated under 8. 20 435(4}(ah)
W;,s Stats for that puxpose, and :

*  excess costs when premium rates needﬁd to fund 69 percent of
costs exceed 200 percent of premium rates forstandard risks. -

However, between FY 1997-98 and FY 2003-04, the highest

HIRSP rates hav& beert 1619 percent of the standard nsk rate

Financiai Analysis of HIRSP

In tkus dlscussmn and analysm, the reasons forthe changes in fmanmal activity
between FY 2002-03 and FY 2001-02 are reviewed. Net assets may serve over time
as a useful indicator of the financial position of HIRSP. In the case of HIRSP, assets
exceeded liabilities by $9,530,521 at the close of the fiscal year ending June 30, 2003,
an unprovement of $12 496 044 over tetai net assets as cf ]une 30 2002.

Condensed Financial Information

e eioaooie oo . Percentage
lune 30, 2003 june 30, 2002  Change
Total Assets $42,058,260: . $27,540,481.  S2.7%
Total Liabilities 32527739 _30.506.004 6.6
Net Assets: - <
Restricted- 10,418,274 0 3,040,220 2427
Unrestricted (887, }53)' e (6;905,743) _ 85.2
Total Net Assets’ - $9.530.521 M 421.4
o R T ‘Percentage
__FY200203  FY20001:02 . Change
Operating Revenues $92,371,493  $62,995,554 - 46.6%
Operating Expenses (20,462,180) (7?,(76?,074) 27.3
Nenoperating Revenues 10,586,731 11,153,426 (5.1
Change in Net Assets $12.496044  $3,079.906 305.7
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The largest portion of HIRSP's total assets, 95.7 percent, is in the form of cash and
cash equivalents, HIRSP uses cash o pay current operating expenses. Cash in excess
of immediate needs is invested in short-term investments with the State of Wisconsin
Investment Board.

The largest area of HIRSP’s liabilities is unpaid loss liabilities. Unpaid loss liabilities
represent the accumulation of losses, net of discounts from providers, that were
reported but not paid prior to the close of the accounting period, and an actuarial
estimate of claims incurred prior to June 30 but not repcrted Consequently, cash is
reserved for payment of these future (:Ianns S

HIRSP’S net assets increased by $12 496,044 durmg FY 20@2—03 Net assets restricted
for excess policyholder premiums accounted for $7,378,054 of this increase. HIRSP's
revenues consist of GPR funds, policyholder premiums, and insurer assessments.
HIRSP uses these revenues fo pay operating expenses. HIRSP revenues, combined
with reduced payments to health care providers, were sufficient to cover all
operating expenses of the program during FY 2002-03..

Financlal Highlights

* Plan enmilment as of Iune 30, 2003, was 17,017, an increase of
16.9 percent over June 30, 2002 enrollment of 14,563. As a result of
the enrollment increase:

s Premium revenues increased.
@ Insurer assessments mcreased

e 'Clauns expense (net of health care prowders d.lsc:ounts)
increased.

*+  Revenue -frdm the State of Wisconsin decreased 5.0 percent.

* Plan cperatlons are conducted by DHEFS staff, as well as a thlrd—
party contract administrator.

= Total administrative costs for FY 2002-03 were $4,460,955, up
: 17.9 percent from $3,784,699 in FY 2001-02.
o Total administrative costs were 4.9 percent of program costs
for FY 2002-03, a decrease from 5.3 percent of program costs
for FY 2001-02.

" s The following chart shows plan costs for claims and
administrative expenses on a per member per month (PMPM)
basis:




' [ FY 2001-02  FY 2002-03  Percentage
Description Fy 2001-02 FY 2002-03 PMPM PMPM Change
Member: Months (Total Members: = . - T R T S T T RN
Enrolled in Each Month of Fiscal Year) 157,970 192,654 - - 22.0%
Gross Cialms (Costs before ?rowder e R Tl
Contributions Were Deducted) $82,938,495  $112,009,977 ~ $525.03 $581.40 107 %
Administrative Expenses § 3,784,699 § 4,460,955  § 23.96 $ 23.16 33%

_ '_HIRSI”s change in rief assets increased.
@ The change in  net assets was $12,496,044, an

improvement of over $9.4 million from the

- $3,079,906 change in FY 2001-02.

o Investment income declined from $372,626 in
.. FY 2001-02 to $349,551 in FY 2002-03, largely
due to continued declining investment
returmns. '

Net assets are split between restricted and

unrestricted.

s Restricted net assets for excess policyholder
premiums increased from $3,040,220 to
$10,418,274. This increase of $7,378,054 was
primarily the result of actual claim expenses
being less than anticipated at the time the
budget was set, and the premium floor being at
150 percent of standard risk rates for the fiscal
year. The restricted net assets are statutorily
required under s. 149.143(2m)(b), Wis. Stats., to
be used 1) to reduce policyholder premiums to
a floor of 150 percent (140 percent effective
July 30, 2002) of standard risk rates when
premiums exceed the policyholders’ share of
plan costs; 2) for other needs of eligible persons,
with the approval of the Board of Governors; or
3) for distribution to eligible persons.
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= Unrestricted net assets improved as well, from
1 ($6,005,743) to ($887,753). Unrestricted net
assets represent the estimated amount of
additional cash that HIRSP would need to pay
its liabilities as of fiscal year-end.

Contqtﬁng the Plan’s F-inanc_ial_ Management

The financial report is designed to provide a general overview of
HIRSP finances for all those with an interest. Questions concerning
any of the information provided in this report, or requests for
addmonal mformahon shc;uld be addressed to:

Sally A. Acuff Audit Liaison

Department of Health and Family Services
Room 655, 1 West Wilson Street

P.O.Box 7850.... .

Madlson, Wi 53707—7850

General mformation relatmg to HIRSP can be found at the HIRSP
Web site, hitp: i/ farww. dkfs state.wi.us/hirsp/findex.htm.
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Wisconsin Health Insurance Risk-Sharing Plan.

ASSETS

june 30, 2003

Restated
lune 30, 2002

Cash and Cash Equivalents (Note 2) $ 40,264,885 § 24,958,974
Assessments Receivable (Note 3) 167,035 | . 278,103
Other Receivables (Note 3) 1,543,300 2,244,142
Prepaid ltems 83,040 59,262
TOTAL ASSETS $ 42!0585260 $ 27,540 481
LIABILITIES AND NET ASSETS

Liabilities;

Unpaid loss Habilities (Note 4)

Unpaid loss adjustrment expenses (Note 4)

Unearned premiums

Liability for premium overpayments (Note 5) :
Accounts payable and other accrued liabilities (Note 3)

Total Liabilities

Net Asséts:
Restricted for excess policyholder premiums (Notes 6 and 15)
Unrestricted (Notes 12 and 15)

Total Net Assets
TOTAL LIABILITIES AND NET ASSETS

The accampanying riotes are an infegral part of this staterment,
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§ 14,887,195
660,000
13,609,566,
7L 470,488
2,899,490
32,527,739

10,418,274
(887,753)

9,530,521

42,058 260

$ 14,674,153
621,900
10,470,731

- 471,488
4,267,732

30,506,004

3,040,220
(6,005,743)
(2,965,523)

3 27,540,481




OPERATING REVENUES

Wisconsin Health Insurance Risk-Sharing Plan

for the Year Ended

june 30, 2003

Premiums.:. ‘ s
IrsUrerst Assessments (Note 7) -

Tota! Qperating Revenues .

OPERATING EXPENSES

5

For the Year Ended

june 30, 2002

26,093,2 70

92,371,493

L

43,375,232
19,620,322

62,995,554

Losses;

Losses pazd or approved for payment (Note 1 1):

_ Increase (decrease) in unpaidiosses
Total’ l.osses

Change m Unpaid; Loss Ad;ustment Expenses :
General and Admmistratwe Expenses (Note 30)
ReferralFees™ :

Total Operating Expenses .
OPERATING INCOME (LOSS) ©

KONOPERA’“NG REVENUES AND ﬂms&

‘84,283,
1,566,039 s oo

4,460,955
113,228

90462'!80

1,909313 - o

0627947

- {3,447,169)

~67,180,778

0

) '”3 784,699

103,597 - -

71,069,074 -

- (B,073,520)

Revenue from the State of Wsconsi :

- ‘State Premiom and Deductrbfe Subsad:es (Note 9)

" nwestmentincome -
Transfer to the General Fund

Total Nonoperating come
CHANGE IN NET ASSETS '

NET ASSETS

oo

' to 586, ?3;

Totai Net Assets—Beginning of the Year
Tota! Net Assets—End of the Year

The accompanying notes are an integral part of this statement.
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12,496,044

" 10 {IQG oeo" '

73,079,906

(6,045 429)




Wisconsin Health Insurance Risk-Sharing Plan -

For thé Year Ended For the Year Ended
june 30, 2003 june 30, 2002
CASH FLOWS FROM OPERATING ACTIVITIES
Eo
Cash Received for Premiums S $ 70,356,312 $ 46,728,384
Cash Received for Assessments o 26,174,337 : 19,377,658
Cash Payments for Losses . (87,071,251} o - {66,910,922)
Cash Payments for Qther Expenses S (4,684,838) © (4 029 249
Net Cash Provided (Used) by Operating Activitles : : | 4,714,560 (4,834,129
CAS!‘I Ftows FRO%Q NONCAI’!’I’A!. HNANCENG ACTIVITIES
Cash Recewed from the State of Wisconsin 10,241,800 10,780,800
Net Cash Provldeé by Noncapital ﬂnandug Activities 10,241,800 10,780,800
CASH FI.OWS FROM INVESTING AC’I‘M’I‘!BS
investmeni lncome _ S 349,551 : . 372,626
Net Cash Provided by lnvestlng ActMties 349,551 - 372,626
NET INCREASE IN CASH AND CASH EQUIVALENTS - 15,305,911 6,319,297
Cash and Cash ‘:‘qmvaient&-—-ﬂegmmng of the Year _ .24 953,974 c <o 8-._639.6-7?
Cash and Cash Equivatents—End of the Year $ 40,264,885 s 24,958,974
'RECONCILIATION OF NET OPERATING INCOME (LOSS)
TO NET CASH PROVIDED (USED) BY OFERATNG ACTIVITIES
Net Operatmg Jﬂcome {Loss) ' e 3 1,909,313 S (8,073,520_)
Adjustments to Reconcile Net Operating Loss "
to Net Cash Provided by Operating Activities:
Changes in assets and liabilities: . o o o ;
Decrease tincrease) in receivables ' 811,910 2,311,484
Decrease (increase) in prepaids (23,778)- - 50)
Increase {decrease) in liability for premjum overpayments g 471,488
Increase (decrease) in accounts: payable - ' (1,368,242) - {(101,760)
Increase (decrease) in unearned premiums 3,138,835 3,052,235
Increase {decrease) in loss liabilities ‘ 251,142 (2,454,006)
Cther adjustments {4,620) 0
Total Adjustments 2,805,247 3,239,391
Net Cash Used by Operating Activities 3 4E7I4E560 g ;45334!%%;

The accompanying notes are an integral part of this staternent.
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1. SUMMARY os SEGNmCAN’r Accoummo Psucws

Besm;:tmn’ of he' und e
The V srance Rlsk-Shanng Plan (HIRSP), which is
pa:rt of the State o ‘Wisconsin financial reporting entity and is reported
rprise fund in the State’s Comprehensive Annual Financial
980. The purpose of HIRSP is to prowde
5 11 able to cbtam thzs msuxance in‘the’

Wzsconsm Deparhnen leal 1
uses mdependent thud—party a numstratcrs to pmwde underwrmng,
ial dmmstraﬁve services.

Sectwn 149 143 Wis Stats_ ‘prescribes a fundmg fgrmula for PHRSP that
mfate heaith insurers; and health.care providers
; er general purpose revenue

riated, undse 4)(af), Wis. Stats., is deducted. Plan
1A and 1B premmms, hic: befﬁre July 30, 2002, were statutorily
required to be at least 150 percent of standard risk rates, are to fund .

60 percent of these estimated costs, as long as the necessary premium
rates do not exceed 200 yerceni of standard risk rates. 2001 Wisconsin
Act 109 lowered the minimum premium level from 150 percent to

140 percent of the standard rzsk raiae effectzve July 30, 2002. Plan 2
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premiums are established using criteria outlined in's. 149.14 S5(m),
Wis. Stats.: 1) comparison of cost per capita for plans 1A and 2 in the
previous calendar year; 2) enrollment levels of eligible persons in plans
1A and 2; and 3) economic factors DﬁFS and the Board of Governors
consider relevant.

Private health insurers doing business in Wisconsin and health care
providers pmwdmg medical services to HIRSP policyholders are to
share equally in:

*  costs remaining after any GPR appropriated under
5. 20.435(4)(af), Wis. Stats., and after the deduction of
the policyholders’ share of the costs;

. prermum, deductible, and drug coinsurance subsidy
costs in excess of any GPR appropriated under
s. 20. 435(4}(ah), Wis. Stats., for that purpose, and

. _'excess costs when premium rates needed to fund:
- 60 percent of costs exceed-200 percent of premium
rates for standard risks.

B. Basis of Presentation and Acccuntmg a
The accompanying financial statements of HIRSP have been prepared in
conformity with generally accepted accounting principles for
‘governments as prescnbed by the Govemmental Accountmg Standards
Board (GASB) o .

The accempanymg ﬁnanaa} statemnts were prepared based upon the
flow of economic resources measurement focus and the full accrual basis
of accountmg Under the aécrual bams of accountmg, reveniies are
recognized in the accounting period in which they are earned and.

~ become measurable, and expenses are recogmzed in the period incurred
if measurabie;' Financial Accmmtmg Standards Board statements

te 'Vember 30 1989 are not apphed in accounting for

HIRSP’S operattdns

Operaﬁng revénues and expenses are dxrectiy related to the ongoing
medical insurance activities of HIRSP. Nonoperating revenues and
expenses are indirectly related to the ongoing medical insurance
activities of HIRSP, such as investment i income. Certain significant
revenue stréams relied upon by operations are reported as nonoperating
revenue, as defined by GASB Statement Number 34, Basic Financial
Statements—and Management’s Discussion and Analysis—for State and
Local Govemments including state general appropriations.

C. Acwuntmg Eshmates

The preparation of fmanaal statements reqzmes management to make
estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results may differ




B _.est:matmg these ite;

D..

" Accounting and Fmanmai Reportang for Investme
g Inveshnent ?0015 g :

NOTES TO THE FINANCIAL STATEMENTS » x 2 » 3T

~ from those estimates. Estimates that are particularly susceptible to

sighificant change are:the unpaid loss liabilities ‘as described in Notes 1E
and 4 and the provider confributions as.described in Note 11. In

S, manag' rent used the methodoiogzes discussed
in the apphcable notes N

Cash and Cash Eqmvalents

Cash and cash equivalents reported on the Baiance Sheet and the
Statement of Cash Flows include a demand deposit account at a
commercial financial institution and eposited with the State

B Treasurer, where available ba.iances-beyénd mtm_edmte needs are pooled

in the State Investment Fund for short-term investment - purposes.
Balances pooled are restricted to legally stipulated investments. These
investments are valued consistent with GASB Statement Number 31,
and for External

aates are matenally ccrrect
' ss ‘than the amounts

e 'umatlon process

: pohczes, and a i:ablilty for uneamed prézmums 153 estabhshed to reflect

- premiums received applicable to subsequent accounting periods.
Participating insurers are assessed every six months, and revenue is
recognized over the period covered by the assessment. Insurer

_assessments are determined annually. duz‘mg the budgeting process and
split into two installments.

Policy Acqmsztmn .Costs R

HIRSP has no marketing staff and inctirs no sales commissions. Policy
acquisition costs are minimaland expensed as incurred. Insurance
agents who assist individuals with the HIRSP application process are
paid a one-time referral fee in'the amount of $35 for each policy issued.
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Deposns

a GASB Statement Number 3 requires depomts with financial institutions to be
' categorized to indicate the level of risk assumed by the State at year-end. The

risk categories for deposits are:

* category 1: insured or collateralized with securities held by
-HIRSP or ‘ny its: agent in HIRSP's name;

. category 2 umnsuxed but coilaterahzed by the financial
mstztutxon, and o

. category 3. umnsured and uncoliaterahzed

HIRSP’S cash balances are maintained in a pnbhc funds checking account with
a commercial financial institution and with the State of Wisconsin Investment
Board. The carrying amount of the demand deposits with the financial
institution was $1,256,659 at June 30, 2003, and $897,099 at June 30, 2002. The
bank balance was $1,252,504 at June 30,2003, and $1,516,084 at June 30, 2002.
The Federal Deposit Insurance. Corporation and the Wisconsin State Deposit
Guarantee Fund (s; 34.08, Wis. Stats.) cover state deposits. Of the bank balance
at Iune 30,2003, and June 30, 2002, $400,000 was insured and classified in risk
category 1; $852,504 at June 30, 2003, and $1,116,084 at June 30, 2002, was
uninsured and uncoﬂateraﬁzed and was cIassmed in risk category 3.,

_ The State of Wisconsm Investment Bcard thrcugh the State Investment Fund,

invests cash deposxted with the State of Wisconsin Treasurer. The carrying
amount of shares in the State Investment Fund, which approximates market

) vaiue, was $38,674 192 as of }’unse 30 2003 and $23 6?9 096 as of June 30, 2002.

Holdings of the State Invesmﬁ.ent Fund mclude certificates of deposit and
investments consisting primarily of direct obligations of the federal
government and the State, and unsecured notes of qualifying financial and
industrial issuers. Shares in the State Investment Fund are not required to be
categorized under GASB Statement Number 3. The State Investment Fund is

not regxstered wrth the Secunizes and Exchange Commission.

RECEIVABLE AND PAYABLE DETAIL
Significant receivable balances as of June 30, 2003, include the following:
Assessments Receivable $ 167,035

Other Receivables; . -

Drug Rebates 571,544
Claims Receivable 424,009
Due from the State of Wtsconsm 418,324
Miscellaneous Receivables 129.423

Total $1,543,300



