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$109,195 of the insurers’ assessments receivable balance is not expected to be
collected within the foilowmg fiscal year. While the plan expects to receive all
drug rebates receivable, it typically takes more than one year for final
settlement to occur. $253,999 of the claims receivable balance is greater than

- two years old, and $228,600 is not expected to be collected in the following
fiscal year. The remaining clain eceivable balance of $170,010 is less than two
years old, and $102 006 is not € d:t(__) be cpl_igg:ted in the following fiscal
year. o e T

_ Slgmﬁcant payable and ether accmed habmty bakansc:es as of June 30, 2003,
mc:lude the followmg T

Payments to Prov:ders ' - ) a .5__1' ;._9_50,069

Accrued Administrative Expenses 759,030
Misceilaneous Payables 190,391
S Tetalst i eIl e TS g2 890, 490

LIABILETY FOR UN PAiB LGSSES ANG LOSS AD;USTMENT EXPENSES

The followmg represeni“s changes in the combined unpaid loss liabilities and
unpaid loss adjustment expense hablhty account baiances for FYs 2002-03 and
' 2001~02 (m thcusands)

FY geazﬁ_gz- © £Y2001-02

Balance, Beginning of Year _ $15,296 - 317,790

Incurred Claims:
Provision for insured events

-of the current fiscal year . 75,553
Changes in provnsxon for aasured_i .
events of prior { fiscal years ' (7.035)
'rotal incurred - 68,518
Payments -
Claims attnbutab&e tc :nsufed B
. events of the fiscal year ... . . e, 76,344 61,161
Claims attributable to insured . e
events of prior fiscal years 10,494 9.851

Total Pald : i 863838 721,012
Balance End of Year N | $15.547 $15,296
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FOR Pamsum GVERPAYMENTS

' Durmg the calcuiahon of" ;}remwm rates for FY2001-02, an error caused

" subsidized policyholders to overpay $700,000 in premiums. (See Note 9 fora

‘description of subsidies.) According to's. 149.165; Wis. Stats., premium rates

 forsubsidized policyholders should be set at a specific percentage of the

standard rate according to household incortie. Instead, the subsidized
premium rates for FY 2001-02 were incorrectly increased at the same rate as the
unsubsidized prermum rates. The HIRSP Board of Governors voted on
September 10, 2003, to issue a premium refund to policyholders who received
a subsidy in FY 2001-02 and are currently active. This action resulted in an
accrued liability of $471,488 on }une 30, 2{)02 and 2003. These refunds were

: pald in December 2003

NET ASSETS RESTRICTED FOR Extéss POLICYHOLDER PREMIUMS

Sectmn 149 143(2m)(a), Wl.s Sta&:s - requues DHFS to keep a sepa.rate
accounting of the difference between premiums received during a plan year

and the amount of premiums necessary to cover policyholders’ 60 percent
share of plan-costs for that plan year. The use of these funds is restricted under

- 8.:148.143(2m)(b}, Wis. Stats., as follows: 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 Govemors, or -

3) for dlstnhﬁhnn tc ehgxb}e persons

IN SURER-S' AssesstTs

Statutes prescnbe that part;cxpaﬁng insurers contrfbute 20 percent of general
HIRS? costs and 50 ;)ercmt of the subsidy costs not funded by GPR. Each
ticipating insurer shares in the costs of HIRSP in ‘proportion to the ratio of
the'uzs_ rer’s: total heaith care. coverage revenue for Wisconsin residents to the
aggregate health care coverage revenue of all participating insurers for
Wisconsin residents. Insurers writing health insurance in Wisconsin are
required to report the annual amount of accident and health insurance

premiums earned to the Commissioner of Insurarice, and assessments based
on percentages derived from thése reports are made every six months.

DRUG COINSURANCE QUT-OF-POCKET MAXIMUMS

As of January 1, 2002, HIRSP prescription drug benefits changed. Under the
new benefit program, policyholders are responsible for a 20 percent
coinsurance payment up to a maximum of $25 per prescription. HIRSP will
pay the remainder of the allowed amount directly to the pharmacy.
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-+ . The drug coinsurance benefit also has an annual: out-of-pocket maximum,
- .which varies by plan and option. Once the drug coinsurance out-of-pocket
maximurm is reached, HIRSP pays 100 percent of the allowed amount for the
remainder of the calendar year. Plan 1A p()hcyholders who quahfy for

. deductible reductions also qualify for. reductions in drug coinsurance out-of-

. pocket maximums. The reduced drug coinsurance out-of-pocket maximum will

be based on the reduced medical deductible for which the policyholder
quahﬁes The table that follows provides details. Note 9 further discusses the
drug coinsurance subsidies provxded in FY 200203 and FY 2001-02.

. | Drug Co;nsurance .
A o 1,000 o 5 750
800 o o 600
e 7000 ”_525--
600 e 450
500-_'_',.___ . 38
LB 2,500 L 1,000
Y __ 00 ,. . s

paud tﬂward prescrzptwn d.rugs under tlus benefxt do not apply to

inplaniB.
0are also ehg:tbie
.pohcyhslders

H{RS? premiums for plan 1A and 1Bare baseci on standarfi nsk rates that is,
the rates private insurers would chargefor. individual insurance policies
providing substantially the same coverage and deductibles as provided under
HIRSP. Individuals not eligible for a premium subsidy have generally been
paying 150 percent of the rate a standard risk would pay in recent years,
although premiums can be increased to 200 percent of standard risk if
necessary to meet requirements of the funding formula. In FY 2002-03,
premium rates for the primary plan were set at 150 percent of the rate a
standard risk would pay.
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Individuals enrolled in plan 1A or plan 2 who are eligible for the subsidy
program pay premiums based on reduced percentages of standard risk, as
shown in the foBowmg table

* Amount of ?'remmm © " Reduction in

Annual Household Income -~ as Percentage of - - Deductibie for
at Least buLngLhaﬂ' &wdﬁjﬁﬁ_m ﬂgaﬁmm
$ 0 $10, goo wa B% R $500
10,000 14,000 106.5 400
14,000 17,000 1155 L 300
17,000 . 20,000 11245 -' 200
20,000 25,000 - 130.0 N/A

Twenty-four percent of HIRSP policyholders received premium, deductible,
and drug coinsurance subsidies totaling $4,634,397 in FY 2002-03 and
$2,553,363 in FY 2001-02. The following table summarizes the amounts
provided for each subsidy type during these years.

Subsidy Type FY 2002-03  EY 2001-
Premium $3,974,005 $1,918,393
Deductible 534858 624,910
Drug Coinsurance’ - _ 125534 __10.060
Total $4,634,397...  $2,553,363

The F‘{ 2001-02 amount is for the six months endmg june 30 2002,

GPR appropmteci and spent for prenuum and deduchble subsuiaes

was $741,800.in FY 2002-03 and $780,800 in FY 2001-02.. No GPR was

specifically appropriated for drug coinsurance subsidies in either year. Prior

to January 1, 2002, the HIRSP deductible applied to prescription drug and

medical claims. Thetefore, presmpimn drug claims were subsidized through

the dedncnbie reduction program. Costs in excess of GPR appropriated for this
- purpose were shared equally by health i insurers and health care providers, with
each contributing $1,946,299 in FY 2002-03 and $886,282 in FY 2001-02.

?harmaczes are exempt from c:oninbatmg taward these costs.
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10. GENERAL AND ADMINISTRATIVE EXPENSES

11.

General and administrative expenses mclude the following:

" Plan Administrator Fees . $3,588,355 . $3,170,135

State Administrative Costs: | - 388,715 . ... 358,460
Postage. .. - ... oo 175,984 . 180,29
. HIPAA lmplementatlon oo 290075 0
Other Expenses 12826 75813

Total 54, 460,955 $3,784,699

In January 2002, the plan administrator rescinded administrative invoices
totaling $447,081 that had been accrued as of June 30, 2001. As a result, the
expense for plan adnumstrator fees was reduced by 5447 081 during

FY 29()1432

HEA;.m CAR£ Paovmzas Comamunous o

© Statutes prescnbe that heaith care provzders, except pharmames, contribute

20 pérceént of general HIRSP costs and 50 percent of the subsidy costs not
- funded by GPR. Provider contributions are obtained by reducing the amount

' prowders are :emmbursed for bﬁled semces ’I‘he prevxder contnbutxon is not

2 ?faf pa:,é Iessea whlch are repm'ted net af i:he mntnbuhﬁns on the financial

- statements. Disclosure of the provider contribution amount is important for

full disclosure of HIRSP's funding sources and te demonstrate cemphance

B wath the staiutory fundmg formuia

DI"IFS esttmates the promdex csntnbutmnﬁ ai:tnbutabie to fundmg HIRSP were
- $26,160,080 for FY- 2002-03 and $15,757,717 for FY 2001-02. The contributions

are based on actuarially developed estimates of reimbursement levels under
the HIRSP program prior to January 1998, Althcugh management believes the
results of the estimates are materially correct, duze to uncertainties inherent in
estimates the actual provider contribution:may be in excess or less than the
amount estimated. DHFS and the Board of Governors used these provider

. contribution-amounts to-assess whether provzders were prowdmg the1r

reqmred ievei of fundmg for HIRSP
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12.

NET ASSETS -~

- Negative unrestricted net assets have resulted, in large part, because prior to

13.

14.

FY 2001-02, HIRSP had been funded on a cash basis, in which funding levels
were based on estimated cash disbursements and had the goal of providing
sufficient revenues to pay claims as they were submitted, but limiting the
accumulation of cash beyond current needs. Beginning in FY 2001-02, HIRSP's
funding is on an accrual basis, which takes into account the total costs
associated with events that occurred during the plan year, including actuarial
cost estimates for claims that have been mcurred but will not be paid until
after the end of the plan year.

SUBSEQUENT EViENT

Wzth th;e enactment of 2003 Wlsconsm Act 33, the 2003»05 Biennial Budget Act,
all GPR support for HIRSP, including support for program and subsidy costs, is
eliminated, beginning with FY 2003-04.

CHANGE IN Accoummc PRENCIPLE

HIRSP nnpiemenfed a new fmancxai reportmg model, as reqwxed by the
provisions-of GASB Statement Number 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local Governments, as
of June 30, 2002. This statement’s requirements represent a significant change

. in the financial model used by state: govemments mciudmg staternent formats

15.

and changes in fund types..

Some of the major changes in H[RSP s fmanaal presentation under GASB 34
included reclassifying revenues not related to HIRSP’s primary purpose from
operating to nonoperating, recording net assets,as.restricted or unrestricted,
and adding managemenf:’s dzscussmn and anaiysm of HIRSP’s financial
opera&ons : :

PRIOR-PERIOD ADJUSTMENT

Due to the mistaken application of the premium overpayment liability
discussed in Note 5, the FY 2001-02 net assets restricted for excess policyholder
premiums was incorrectly reduced by the liability of $471,488. Instead,
unrestricted net assets should have been reduced by this amount. The

FY 2001-02 statements have been restated to reflect this correction.




Repeﬂ on Cﬁmphame and Cemml n

_ Independent Aud;to;' s Report on € omplmnce and.on Intemal Control
over Financial Reporting Based-on an Audit of. Financial Statements
-+ Performed. in _Ag:cordance _wrth Government A_qd:tmg Standards

 We have audited the financial stafements of the Wisconsin Health Insurance Risk-
-+ Sharing: Plan (HIRSP) as of and for the years ended June:30, 2003, and June 30, 2002,
- ‘and Kave issued our report thereon dated: April 2, 2004 We conducted our audits in
- accordance with auditing standards generally 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.

CGMPuANCE

As part of obtazmng reasonable agsurance about whether HIRSP s fmanc:lal
statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws; regulations, and contracts, noncompliance with
which could have a direct and material effect'ont the determination of financial
statement amounts. However, providing an opinion oncompliance with those
provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance
that are required to be reported under Government Auditing Standards.

39



40 « « « « REPORT ON COMPLIANCE AND CONTROL

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the Department of Health
and Family Services’ (DHFS’s) internal control over HIRSP’s financial reporting in
order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements, and not to provide assurance on the internal
control over financial reporting. Our consideration of internal control over financial
reporting would not necessarily disclose all matters in the internal control over
financial reporting that might be a material weakness. A material weakness is a
condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the
internal control over financial reporting and its operation that we consider to be a
material weakness.

However, as noted during our prior aucht {report 03«»12) oversight of HIRSP could -
be improved if periodic reviews of the internal controls of the pharmacy benefit
management company were completed. Entities such as claims processing
organizations that provide similar services to several organizations often obtain
special independent external reviews of their controls to fulfill thé needs of the
various user organizations they serve and the user organizations’ auditors. These
reviews, which are commonly referred to as “SAS 70" service organization audits,
provide an in-depth audit of a service organization’s confrol activities and their
operating effectiveness. For example, HIRSP’s plan administrator regularly obtains a
SAS 70 report for.its clients and their auditors to rely upon. However, the pharmacy

benefit management company contracted by the HIRSP plan administrator to =
process prescription drug claims beginning in FY 2001-02 does not obtain, nor is
required by DHFS or the plan administrator to obtain, an external SAS 70 review of
its internal controls. - : _ o _ _ ¥

Because prescription drug claims, which were $23.1 million during FY 2001-02 and
$32.4 millien during FY 2002-03, represent a large portion of HIRSP’s claims
expenses, it is important that the internal controls in place at the pharmacy benefit
management company are sound and working as intended. In response to
recommendations made during the prior audit, DHFS plans to incorporate into its
future contract for a plan administrator a requirement for a SAS 70 audit or
alternative steps to provide independent reviews of controls over prescription drug
claims. It specified the audits as a requirement in the Request for Vendors’ Proposals,
which will be used to award a new contract..
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This mdependent auchtor’ s reportis mtended for the mformatmn and use of DHFS's
management and the Wisconsin Legislature. This independent auditor’s report,

- -upon-submission to the Joint Legislative Audit Committee, is'a matter of public
record and its distribution is not limited. However, because we do not express an
opinion on compliance or provide assurance on internal control over financial

__ -mpartmg, this mport is not mtended to be used by anyone cﬁler t’han these: spec:lfwd

* LEGISLATIVE AUDIT BUREAU




Ap-pe.ndix

Payment of HIRSP Operating and Administrative Costs

Statutes presmbe a funding formula for HIRSP that. requires policyholders, gnvate health
insurers, and health care prowciers to share in estimated operating and administrative costs
remaining after the GPR conh':tbunﬂn has been deducted. Policyholder premiums are expected
to fund 60 pe:cent of the remaunng est:mated operatmg and admmmtranve costs

Pnor to }u}y 30 2002 prcm:uum rat Were staf:utorﬂy reqmred to be at 1east 15{} percent but not
in excess of 200 percent, of standard risk rates (that is, the rates that private insurers would. -
charge for individual insurance pohcms that provide substantzaﬂy the same coverage and
deductibles available under HIRSP). Private health insurers doing business in Wisconsin and
health care prov;ders providing medical services to HIRSP, policyholders are required to share
equaily in the remmnmg 40_:perc t of operahng;_and admmis tive casts

Beginhmg in FY 2@03-04 , the other fundmg partzes wﬂl be'requ:tred tg .pay for costs-:prevzously
funded through GFR A dlagram of HiRS?’s fundmg pmv;,s:ions as of June 30, 2003, follows.
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State of Wisconsin
- Department of Health and Family Servxces

Jim Doyle, Governor
Helene Nelson, Secretary

April 1,2004

Janice Mueller, State Audltor
Legislative Audit Blmaau Sig g
22 W. Mifflin Street, Suite 500
Madison, WI 53704

Dear Ms Muel}er'

This: Ietter isin zesponsc to the Legislative Audit Bureau’s (LAB) audit report of the Health
Insurance Risk Sharing. Plan’s (HIRSP) State Fiscal Year (SFY) 2003 Financial 8tatﬁments On :
behalf of the Department of Health and Family Services (DHFS) and the HIRSP Board of ~ '
. Governors, I would like to thank you and the LAB audit staff for working with DHFS and the .
HIRSP plan admxn}strator to conduct the audit. o

We agree with the audit report. The audit report acknowledges that increasing enrollment
presents continuing challenges to the management and funding of HIRSP. As cited in the audit,
HIRSP expenenceé a 16.9 percent increase in enrollment during SFY 2003, although the rate of
increase in enrollment appears to have tapez‘ed off in recent months,

Desplte thc chalienges assoczated with. growmg enroihnent, HIRSP’s ﬁnanmal posznon
continued to improve in SFY 2003. DHFS, together with the HIRSP Board, remain diligent in
our administration of HIRSP. As a result:

. HIRSP’s accounting deficit has decreased by another $5.1 million from SFY 2002 to
SFY 2003 and, as of June 30, 2003, is less than $1 million. Since June 30, 2000, we have
reduced the accounting deficit by more than $8 million.

. Net assets increased by approximately $12.5 million in SFY 2003.

. Total administrative costs, as a percent of total program costs, actually declined in
SFY 2003 and account for only 4.9 percent of program costs (5.3 percent in SFY 2002).

. Average claims costs per policyholder increased by 10.7 percent in SFY 2003, which is -
approximately 3 percent lower than medical cost increases experienced for health care for
commercial plans or for state employees.

The audit highlights two technical issues that the Department and Board are aware of and in the
process of remedying. The report outlines a “technical statutory issue” regarding the manner
which the state statutes treat policyholder deductible subsidies in the HIRSP funding formula.
At the Board’s direction, Department staff will submit 2005-07 Biennial Budget statutory
language request that would resolve this technical issue.

Wisconsin.gov
1 West Wilson Street »- Post Office Box 7850 « Madison, WI 53707-7850 s Telephone (608) 266-9622 « www.dhfs.state. wi.us



Janice Mueller
April 1, 2004
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Furthermore, the report identifies the need for the Department to increase its oversight of
pharmacy claims through independent audits of the pharmacy benefits management company’s
controls. As the report mentions, the Department is currently procuring for a new HIRSP
administrative services vendor and has included this independent audit requirement in its request
for proposal for a new plan administrator.

On behalf of DHFS and the HIRSP Board, we are very proud of our accomplishments. HIRSP is
more stable and in a better financial position than the prior year, even with the challenges :
associated with a growing health plan.

We appreciate the time and effort extended by the LAB staff to perform this audit.
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State of Wisconsin \ LEGISLATIVE AUDIT BUREAU

JANICE MUELLER
STATE AUDITOR

22 E. MIFFLIN 8., 8TE. 500
MADISON, WISCONSH
September 29, 2004 (608 266.2615

FAX (608) 267-0410
Leg. Autit Info@leghs. state wius

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:

We have followed up on guestions raised in a.Angust 10, 2004, letter from Mr. George Potaracke,
the Executive Director of the Board on Aging and Long Term Care, regarding the Health
Insurance Risk-Sharing Plan (HIRSP). Mr. Potaracke questions HIRSP’s authority to impose a
six-month preexisting condition waiting period on applicants who have Medicare coverage and
suggests that Medicare beneficiaries with certificates of creditable coverage should not be
required to serve the preexisting waiting period.

Based on our review of applicable state statute sections and federal code sections, and explanations
provided by the Department of Health and Family Services (DHFS), which is responsible for
administering HIRSP, we believe HIRSP is complying with statutory requirements that impose a
six-month preexisting condition waiting period for applicants with Medicare coverage. The policy
is also consistent with related federal requirements. In this letter we provide further explanation of
the issue and support for our conclusion. In addition, we offer some historical background on past
practices and legislative action pertammg to this issue. We also offer a suggested letter you could
send to Mr. Potaracke in response to his inquiry.

Current Requirements

In the late 1990s, HIRSP was designated as Wisconsin’s plan to meet federal Health Insurance
Portability and Accountability Act (HIPAA) regulations and to provide health insurance to those
who lose employer-sponsored group health insurance and meet other specified criteria. HIPAA
regulations set forth minimum requirements with which states are required to comply. One of
the HIPAA requirements is that an individual who meets specific criteria and is considered an
“eligible individual” is not subject to a waiting period for coverage of services related to a
preexisting condition. HIPAA regulations (42 U.8.C. 300gg-41) define an eligible individual

as an individual for whom all of the following apply:

¢ the aggregate of the individual’s periods of creditable coverage is 18 months or more;

s the individual’s most recent period of creditable coverage was under a group health
plan, governmental plan, church plan, or under any health insurance offered in
connection with any of those plans;



Senator Carol A. Roessler and

Representative Suzanne Jeskewitz, Co-Chairpersons
Page 2

September 29, 2004

o the individual is not eligible for coverage under a group health plan, part A or part B
of title XVIII of the federal Social Security Act (Medicare), or a state plan under
title XIX of the federal Social Security Act (Medicaid), or any successor program,
and does not have any other health insurance coverage; [emphasis added]

¢ the individual’s most recent period of creditable coverage was not terminated for any
reason related to fraud or intentional misrepresentation of material fact or failure to

pay premiums; and

» if offered the option of continuation coverage under a federal continuation provision
(COBRA) or similar state program, the individual elected and has exhausted the

continuation coverage.

In 5.149.1002t), Wis. Stats., the definition of an eligible individual who is not subject to HIRSP’s
preexisting condition exclusion, as provided in 5. 149.14(6)(b), Wis. Stats., parallels the federal
requirements. Consequently, under current statutes, a HIRSP applicant with Medicare coverage
does not qualify as an eligible individual and, therefore, must serve the six-month preexisting
condition wating period.

History of State Provisions

In discussing the current imposition of the preexisting condition waiting period for applicants
with Medicare coverage, DHES provided some historical perspective on changes that have
occurred regarding this provision. The Office of the Commissioner of Insurance (OCI), which
administered HIRSP prior to January 1, 1998, had waived the six-month waiting period for
HIRSP applicants who were under 65, on Medicare, and able to submit a certificate of creditable
coverage, based on its interpretation that federal law allowed less stringent criteria. However,
DHES noted that, in spring 1998, it questioned whether OCT’s practice was in compliance with
state statutes.

In 1997 Wisconsin Act 237, the Legislature apparently attempted to waive the preexisting
waiting period for individuals who had Medicare coverage by defining eligible individuals

in the preexisting statute section. Act 237 created a definition of an eligible individual in

s. 149.14(6)(b)(1), Wis. Stats., that included all the criteria listed in 5. 149.10(2t), Wis. Stats.,
except for the requirement that the individual not be eligible for Medicare. At that time, DHFS
concluded that 149.14(6)(b)1 allowed HIRSP to waive the preexisting condition waiting period
for individuals who had Medicare coverage and met all of the other criteria.

However, upon subsequent review of relevant statute sections, DHFS concluded that the
inconsistency in the definition of an eligible individual in ss. 149(10)(2t) and 149.14(6)(b)1,
Wis. Stats., affected its authority to waive the waiting period for individuals with Medicare
coverage. In response, DHFS sought legislative action to eliminate the inconsistency in ch. 149,
Wis. Stats., which resulted in the repeal of 5. 149.14(6)(b)(1), Wis. Stats., as part of 2001
Wisconsin Act 16. DHFS subsequently instructed its plan administrator that individuals who
have Medicare coverage must meet the preexisting condition waiting period.
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States apparently can establish less stringent eligibility requirements than those specified by the
HIPAA regulations. Consequently, if the Legislature wishes to waive the preexisting condition
waiting period for applicants with Medicare coverage and a certificate of creditable coverage,
it could change the definition of eligible individuals in s. 149.10(2t), Wis. Stats. However, such
a change would be a policy question that would need further evaluation, including a calculation
of the fiscal effect of the change on the program.

I hope this information is helpful in responding to Mr. Potaracke. Please let me know if we can
be of any further assistance.

Sincerely,

el ik /(va/m)

anice Mueller
State Auditor

IM/DA/bm

Enclosure




WISCONSIN STATE LEGISLATURE
Joint Audit Cononittes

i Committee Co-Chairs:
State Senator Carol Roessler
State Representative Suzanne Jeskewitz

October 1, 2004

Mr. George Potaracke, Executive Director

State of Wisconsin Board on Aging and Long Term Care
1402 Pankratz Street, Suite 111

Madison, Wisconsin 53704-4001

Dear Mr. Potaracke:

Thank you for your August 10, 2004, letter regarding the Health Insurance Risk-Sharing Plan (HIRSP). In
your letter, you questioned the authority of HIRSP to impose a preexisting condition waiting period on
applicants who have Medicare coverage and a certificate of creditable coverage. We asked the Legislative
Audit Bureau to follow up on the questions you raised in your letter. In its review of applicable state and
federal law, and explanations provided by the Department of Health and Family Services (DHFS), the
Audit Bureau believes that HIRSP is complying with statutory requirements that impose a six-month
preexisting condition waiting period for applicants who have Medicare coverage. This policy is also
consistent with related federal requirements.

~ As you note in your letter, the federal Health Insurance Portability and Accountability Act (HIPAA)

regulations pmh}blf, the }mposzt;on ofa preexisting condition waiting period for individuals who have Iost s

employer-sponsored ‘group health insurance. HIPAA establishes such a prohibition for “eligible
individuals,” who are defined in 42 U.S.C. 300gg-41 as individuals for whom all of the following apply:

» the aggregate of the individual’s periods of creditable coverage is 18 months or more;

» the individual’s most recent period of creditable coverage was under a group health plan,
governmental plan, church plan, or under any health insurance offered in connection with any
of those plans;

e the individual is not eligible for coverage under a group health plan, part A or part B of title
XVIII of the federal Social Secierity Act (Medicare), or a state plan under title XIX of the
federal Social Security Act (Medicaid), or any successor program, and does not have any other
health insurance coverage; [emphasis added]

o the individual’s most recent period of creditable coverage was not terminated for any reason
related to fraud or intentional misrepresentation of material fact or failure to pay premiums;
and

» if offered the option of continuation coverage under a federal continuation provision (COBRA)
or sirnilar state program, the individual elected and has exhausted the continuation coverage.

SENATOR ROESSLER REPRESENTATIVE JESKEWITZ
PO, Box 7882 » Madison, Wi 53707-7882 PO. Box 8952 « Madison, W 53708-8952
{60B) 266-5300 » Fax (608} 266-0423 {508) 2686-3796 » Fax (608) 282-3624



Please note that one of the requirements for being an eligible individual is that the individual is not eligible
for part A or part B of title XVIII of the federal Social Security Act, which is the Medicare program.

In s.149.10(21), Wis. Stats., the definition of an eligible individual who is not subject to HIRSP’s
preexisting condition waiting period, as provided in s. 149.14(6)(b), Wis. Stats., parallels the federal
requirements. Consequently, under current statutes, a HIRSP applicant with Medicare does not qualify as
an eligible individual and, therefore, must serve the six-month preexisting condition waiting period.

As you note in your letter, the Office of the Commissioner (OCI), which administered HIRSP prior to
January 1, 1998, had waived the six-month preexisting condition waiting period for HIRSP applicants with
Medicare eoverage who submitted certificates of creditable coverage, DHFS indicates that, upon taking
over the progr&m in 1998 it concluded such a practice was not in compliance with state statutes.

We hope this information is helpful in understanding DHFS’s current practice of requiring a preexisting
condition waiting period for individuals with Medicare coverage. We appreciate your interest in this issue
and empathize with the difficulties the preexisting condition waiting period can impose on individuals with
Medicare coverage.

Please let us know if we can be of further assistance.

Sineerely,

Senator Carol A. Roessler, Co-chair
Joint Legislative Audit Committee

Joint Legaslatlvc Audit Committee

cc: Janice Mueller
State Aunditor
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. B Y = .
Prear Co-Chatry ﬁq)@a%}h and Jeskewiiz,

The Board on Aging and Long Term Care is concerned about a procedural defermination
that has been reached by the FIRSP adrainistration within DHFS. The problem appears when a
Medicare beneficiary with a certificate of creditable coverage applies for coverage under HIRSP
due 1o losing their erplover group insurance benefits. When people call FIRSP, the HIRSP

g

emplovee on the felephone tells the person that they first have to exhaust their COBRA benefit
COvE edore they can enrell in HIRSP. Most people do that, then apply for coverage. 1t 1s at that

point in time, that HIRSP tells the perscn that they now have t0 serve a sic-month pre- existing
«eondition waiting }smwd if they join the plan: HIRSP s the HIPAA plan for Wiscongm. Asthe -

CHIPAA plan, HIRSP s ;‘arohx%ﬂmd from imposing a gjrc existing .condition waiting period* upona;
pErson whe has a certificate of creditable cov erage from their former emplover group insurance

piar,

i

otherwise smonthly transition from  greup insurance coverage info HIRSP withouw! a break n
rape, are S&ii!h\}uﬂffd to 2 six menth break in coverage for conditions that were fully covered
er their prior insurance and that should be protected by the certificate of creditable coverage.
forces Medicare beneficiaries  with certificates of creditable coverage to serve a pre-
pxisting condition waiting period before baing eligible for full coverage.

As a result of this HIRSP practice, persons with pre-existing medical conditions who would

Phe following citizens are Medicare beneficiaries of the state of Wisconsin and have given their
ion for their names and stories 1o be shared with vou to illustrate the Impact on the lives of
re ai prople that this pmmbm,d practice of HIRSP has as well as the additional expense and burden

on farmilies and individuals tryving desperately to keep insurance coverage in force. For
squality of life issue as it is a financial 1ssue.

age 54, She lost COBRA coverage on 4730704, She has letter of creditable
ied by HIRSP. She had to ;:furcizase atlditional insurance hecause of the imposition of

o condition wasting peried by HIRSP. She is currently paying the HIRSP premium
s second nsurance coverage t until the six mamhq are up.

ADVOCATE FOR THE LONG TERM CARE CONSUMER



Terry, age 42, Her COBRA coverage ended on 12/31/03. Her HIRSP effective date is

s 2689 Sandr
; She has # cortificate of creditable coverage which FIRSE denied. She has incurred medical bills
]1 x];e fasd 1o pay out of pocket concurrently with the HIRSP premiums because of the six month pre-
existing condition waiting period,
& Kathy Hnath, age 56, She exhausted disability/COBRA health coverage thru emplover group on

= i HTRSP immedintely, HIRSP imposed & six month  pre-existing condition waiting
sddifion to HIRSP, Kathy has had fo pick up a medicare supplemental policy o cover costs
2 of pre-exisiing medical conditions,  This will cost her $225 per month which is a total of
Fover the & month pre-existing waiting period, in addition to her HIRSP premium.

s Angela Kaczacka, age 630 On 12/31/04, she Jost COBRA health coverage through her employer group. She
has a certificate of wreditable coverage which HIRSP denied. Her HIRSP coverape became effective
(1111704, She has had to pay the expenses of medical care during the six month pre-existing condition waiting

period which ended June 30, 2004, Angela told me she was glad to contribute to this letter, have someone call

}mu or whatever else she can do o help put an end to this practice. In a strained, tired voice, she added,

they'd hetter 2et o me quick....I'm not expected o live too long with this disease and its already been 2ight

months sirce we iried 1o get them to listen.”

By its actions, the Department has asserted that the federal HIPAA Taw requires (o, perhaps,
periiits) imposition of such a pre-existing condition exclusionary period. We hr.i'\" been unable to
Jetermine which p provision of HIP, % ‘x has this effect. In fact, HIPAA, when describing the nature of
a state’s ”;‘\{’C(“i”‘{{'ﬂ hle Alternative Mechanism” for assuring accessibility to insurance coverage,
';'c'-‘q zérw ('31 ‘4 1_”” H{ ax i ’3) of P I 104-121) that the state’s alternative plan must “not impose any

Jtis an interesting fact that, prior to the transfer of responsibility for HIRSP from the Office of
e Commissioner of Insurance to DHFS, this prchihi(ién on consideration of preexisting conditions
was observed. An opinion memo was iscued by OCILin 1997 stating that HIRSP applicants on'
Medicare who submit certificates of creditable coverage will be waived from serving the six month
preexisting condilion waiting period.. From the time of the issuance of that memo untl the transfer
of RSP o DHES, OC] ensured that HIRSP followed this policy. HIPAA was in effect during that
rime and 1t was the apparent position of OCL, as it is of this agency, that HIPAA does  allow a
?xfiz-*s:'iécw-mf beneficiary who has a certificate of creditable coverage to be considered eligible for
immediate HIRSP coversge without serving a six month pre-existing condition waiting period.

Weo respectfully request that the Audit Committee, as part of vour next examination of the
RS administration of HIRSP, inquire as 1o the specific rationale for imposition of this improper
pre-existing condition exclusion.

. fee] free fo contact my stalf person, Donna Bryvant, our lead Medigap Counselor at
r further information and perspective.
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