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Health Insurance Risk-Sharing Plan

The state's health insurance risk-sharing plan
(HIRSP) offers health insurance coverage to
individuals with adverse medical histories and
others who cannot obtain affordable health care
coverage from the private sector. This paper
provides information on HIRSP, including: (a)
eligibility requirements; (b) covered services; (c)
program funding; and (d) selected participation
and utilization data. The paper also describes the
responsibilities of the Board of Governors and the
Department of Health and Family Services (DHFS)
in administering HIRSP.

Eligibility Requirements

Wisconsin residents are eligible to enroll in
HIRSP as a result of having health insurance
coverage rejected or limited by an insurer, as a
result of having certain diseases or disabilities, or
as a result of the loss of employer-sponsored health
care coverage.

Eligibility as a Result of Action by an Insurer.
Individuals under the age of 65 may apply for
enrollment in HIRSP if, during the nine months
prior to the application, they received and
submitted with their application, any of the
following, based wholly or partially on medical
underwriting considerations:

< Notice of rejection or cancellation of
coverage from one or more health insurers.

< Notice of reduction or limitation in
coverage, including restrictive riders, from an
insurer if the effect of the reduction is to
substantially reduce coverage compared to the

coverage available to a person considered a
standard risk for the type of coverage provided by
the plan.

= Notice of an increase in premium of 50%
or more for a current policy, unless the increase is
applicable to all of the insurer's health insurance
policies then in effect.

< Notice of a premium for a prospective
policy from two or more insurers that is 50% or
more in excess of the premium that would be paid
by persons considered a standard risk for similar
coverage.

Receipt of any of the above notices from a
person who is an insurance intermediary (an
insurance broker or agent acting only on his or her
authority) is not sufficient to qualify an individual
for participation in the plan. Further, the
administering carrier may not certify a person as
eligible for the plan without actual receipt of one or
more of the appropriate qualifying notices.

Eligibility as a Result of Certain Diseases or
Disabilities. Individuals under the age of 65 may
also be eligible for coverage under HIRSP without
having received any of the notices described above
if they have certain diseases or disabilities. Persons
may enroll in HIRSP if they submit evidence of:

e A positive test for the human immuno-
deficiency virus (HIV) or an antibody to HIV.

e Coverage under Medicare because of a
disability, defined as a condition which causes the
individual to be unable to perform substantial,
gainful activity because of a physical or mental
impairment which will last at least 12 months.



Other Persons Eligible for HIRSP. Persons
who meet the statutory definition of an "eligible
individual” are also eligible to enroll in HIRSP. An
"eligible individual” is an individual for whom all
of the following apply:

=  The aggregate of the individual's period of
creditable coverage is 18 months or more.

e The individual's most recent period of
creditable coverage was under a group health plan,
governmental plan, federal governmental plan, or
church plan, or under any health insurance offered
in connection with any of those plans.

= The individual does not have creditable
coverage and is not eligible for coverage under a
group health plan, part A or part B of Medicare or
medical assistance (MA) or any successor program.

e The individual's most recent period of
creditable coverage was not terminated for any
reason related to fraud or intentional misrepresen-
tation of material fact or a failure to pay premiums.

« If the individual was offered the option of
continuation coverage under a federal continuation
provision, the individual elected the continuation
coverage.

< The individual has exhausted the federal
continuation coverage.

Creditable coverage means health care coverage
under:

= agroup health plan;

= health insurance;

< Medicare Part A or B;

e MA;

< Tricare, formerly the Civilian Health and
Medical program of the Uniformed Services
(CHAMPUS);

< Civilian Health and Medical Program of the
Veterans Administration (CHAMPVA);

< an Indian health services or tribal organiza-

tion health plan;
= astate health benefits risk pool;
= afederal employee health plan;
= a public health plan; or
= aPeace Corps health plan.

In 2003, rejection of health insurance coverage
from a commercial insurer accounted for 60% of
the approvals for HIRSP coverage.

Persons Ineligible for HIRSP. Medically unin-
surable persons eligible for participation in the
plan by virtue of meeting any of the above condi-
tions may still not be able to enroll if they fall un-
der certain specific exclusions enumerated in the
statutes. The following categories of persons are
ineligible for HIRSP:

= Persons 65 years of age or older, except if
the person meets the definition of an eligible indi-
vidual or the person is a policyholder when turn-
ing 65.

=  Persons for whom the plan has paid out a
total of $1,000,000 in benefits.

e Persons for whom a premium, deductible
or coinsurance amount is paid or reimbursed by a
federal, state, county, or municipal government.
However, this provision does not apply for de-
ductibles or coinsurance amounts paid from public
funds for vocational rehabilitation, for the treat-
ment of renal disease, hemophilia or cystic fibrosis,
for HIV/AIDS related insurance continuation, or
for maternal and child health services. In addition,
this provision does not apply to health insurance
premium subsidies for HIV infected persons.

e For 12 months following termination of
coverage, persons who have voluntarily ended
coverage under the plan. This ineligibility provi-
sion applies to persons who terminate HIRSP cov-
erage as a result of nonpayment of premiums. It
does not apply where a person has terminated cov-
erage because he or she began receiving or became
eligible to receive medical assistance benefits.



< Persons eligible for creditable coverage
provided by an employer on a self-insured basis or
through health insurance, except policies that are
considered supplemental insurance, policies where
medical care coverage is secondary or incidental to
other insurance benefits, such as liability or
worker's compensation insurance, or policies
where coverage is for a specific type of care or ill-
ness, such as long-term care, dental, or vision ser-
vices.

=  Persons eligible for MA.

HIRSP Benefits

HIRSP offers two types of plans. Both plans
provide coverage for major medical expenses. Plan
1 is for individuals who meet the eligibility criteria
above, but are not eligible for Medicare. Plan 2 is
for individuals who meet the eligibility criteria
above and are eligible for Medicare. Coverage for
Plan 2 is limited to those benefits not paid by
Medicare Part A or B, regardless of whether or not
the individual is enrolled in Part B.

All HIRSP enrollees are required to obtain
HIRSP-covered services from  MA-certified
providers.

Current law specifies expenses that must be
covered and expenses that must be excluded under
HIRSP. The HIRSP policy identifies additional cov-
ered expenses and excluded expenses. Tables 1A
and 1B provide a summary of covered expenses
and excluded expenses, respectively, under HIRSP.

Standard Plan Features. HIRSP contains a
number of cost sharing and benefit limitation pro-
visions which are common to traditional health
insurance policies, including medical deductibles,
medical and prescription drug coinsurance, limits
on out-of-pocket costs, waiting periods for preex-

isting conditions, and lifetime maximum benefit
limitations. These are described below.

Deductibles. Deductibles are specified amounts
for covered services which the enrollee must per-
sonally pay during a coverage period before actual
insurance benefits will be available. Deductibles
are typically used to discourage the casual use of
medical services and to help control program costs
by reducing first dollar coverage.

Plan 1 offers two medical deductible options to
enrollees. Option A has a $1,000 medical deducti-
ble for enrollees with annual household income of
$20,000 or more. The medical deductible is less for
enrollees with incomes at or below the annual
household income of $20,000. Option B has a $2,500
medical deductible for all enrollees. Enrollees
choosing Option B pay lower premiums than those
choosing Option A. Current law requires that the
deductible for HIRSP Plan 2 policyholders be equal
to the Medicare Part A deductible ($876 in calendar
year 2004), but also requires that, if the aggregate
covered medical expenses not paid by HIRSP and
the deductible exceed $500 for a Medicare-eligible
individual, HIRSP pays 100% of all covered costs
over $500 incurred by the Plan 2 policyholder - re-
sulting in a $500 payment ceiling. DHFS currently
interprets these contradictory provisions to limit
the Plan 2 deductible to $500 per year.

Expenses used to satisfy the medical deductible
during the last 90 days in a calendar year are also
applied to satisfy the medical deductible for the
following calendar year.

Coinsurance. Coinsurance is the fixed percent-
age or amount of covered medical expenses which
an enrollee must personally pay during a coverage
period after satisfying the deductible requirements.
The combined deductible and coinsurance maxi-
mums usually constitute the out-of-pocket medical
expense payment limit for the enrollee during a
coverage period.



Table 1A: Covered Expenses Under HIRSP

= Hospital services

= Basic medical/surgical services (including inpatient

and outpatient medical and surgical, diagnostic,

anesthesia and consultation services)

= Inpatient treatment for up to 30 days per calendar year

for alcoholism and drug abuse and up to 60 days per

calendar year for mental and nervous disorders

= Some outpatient services for alcoholism, drug abuse

and mental and nervous disorders (including services in a

community support program for the chronically mentally

ill), up to the maximum allowed per calendar year

= Prescription drugs and insulin

= Physical therapy, occupational therapy and speech

and language pathology

= Up to 40 home health care visits, including hospice

services if provided by a licensed hospice provider, each

calendar year (up to 365 visits for persons on Medicare

when combined with Medicare benefits)

= Processing charges for blood

= Use of radium and other radioactive materials

= Diagnostic x-rays and laboratory tests

= Oxygen

= Anesthesia

= Durable medical equipment other than hearing aids

= Prostheses (other than dental)

= Disposable medical supplies

= Ambulance services

= Up to 30 days of skilled nursing care for persons each

period of confinement (up to 120 days in one calendar

year for persons on Medicare)

= Services and supplies for treatment of diabetes,

including outpatient self-management education

programs

= Chiropractic services

= Limited medically necessary treatments for correction

of temporomandibular disorders

= Some oral surgery procedures

e Limited dental care

= Papanicolaou (Pap) tests, pelvic exams and associated

laboratory fees when a physician or a nurse practitioner

performs the test or examination

= Routine mammography for women age 45 or over

= Breast reconstruction of the affected tissue incident to

a mastectomy

= Initial purchase or eyeglasses or contact lenses for

aphakia and keratoconus, and initial purchase following

cataract surgery

= Blood lead tests for policyholders under six years of

age

e Maternity and newborn services

e Hospital inpatient and outpatient treatment of kid-
ney disease

e Gastrointestinal surgery for obesity

e Biofeedback for treatment of muscle reeducation of
specific muscle groups

e Up to two visits for orthoptics (eye exercise training)

e Transplantation benefits

Table 1B: Excluded Expenses Under HIRSP

= Routine physical examinations and related services

= Experimental treatments, as determined by DHFS

= Cosmetic treatment other than surgery for the repair or
treatment of an injury or a congenital bodily defect or
breast reconstruction of the affected tissue incident to a
mastectomy

= Custodial or domiciliary care not eligible under
Medicare

= Private hospital room if not medically necessary

= Dental care (except certain surgical procedures)

= Eyeglasses (except as noted in Table 1A) and hearing
aids

« Services of blood donors and replacement fees for the
first three pints of blood provided to an eligible person

= Services or drugs for the treatment of infertility,
impotence or sterility

= Charges and fees in excess of usual and customary
charges

« Charges for care that is not medically necessary

« Personal services and supplies provided by a hospital
or nursing home or any other nonmedical or
nonprescription service or supply

= Services or supplies not within the scope of the
authorized practice of the individual or institution
providing them

= Expenses incurred before the effective date of coverage
or after coverage ends

= Injuries or illness as a result of acts of war

= Smoking cessation products, programs, treatments,
drugs, or supplies

« Food or liquid nutritional substances

= Treatment for obesity, including weight loss programs
or drugs

« Correction of flat feet

= Allergy testing and sublingual allergy immunotherapy
= Clozapine management, except drug and laboratory
testing

< Prolotherapy

= Work-related preventive treatment

« Chelation therapy, except for the treatment of digitalis
or heavy metal toxicity

= Holistic medicine

= Services related to sex transformation surgery

= Acupuncture

« Ear lobe repair

« Prenatal tests done solely for sex determination

« Devices for impotency

= Certain therapies, including vocational rehabilitation,
coma stimulation, aqua therapy, massage therapy, and
physical fitness programs

= Over-the-counter medications, except insulin, or drugs
that have an over-the-counter equivalent

= Autopsies

= Expenses for which benefits are payable under other
insurance policies or by government programs



Current law specifies that if major medical ex-
penses exceed the required medical deductible
amount, the plan must pay at least 80% of any ad-
ditional costs covered by the plan. However, for
enrollees covered under Plan 1A, total out-of-
pocket expenses during a calendar year, including
medical deductibles, medical copayments and
medical coinsurance, are limited to $2,000 for an
individual or $4,000 for a family with more than
one HIRSP enrollee. For enrollees in Plan 1B, total
out-of-pocket expenses for a calendar year are lim-
ited to $3,500 for an individual or $7,000 for a fam-
ily with more than one HIRSP enrollee. Under Plan
2, out-of-pocket expenses are limited to $500 per
person enrolled in Medicare, including the medical
deductible. Once the out-of-pocket limits are
reached, HIRSP pays 100% of covered expenses for
the remainder of the calendar year.

Additionally, DHFS is authorized to establish,
by rule, copayments, coinsurance rates, and co-
payment and coinsurance out-of-pocket limits over
which the plan will pay 100% of covered costs for
prescription drug coverage. Establishment of the
copayment amounts, the coinsurance rates, and the
out-of-pocket limits is subject to the approval of the
HIRSP Board.

Currently, enrollees pay HIRSP prescription
drug coinsurance of 20% up to a maximum of $25
per prescription. However, for enrollees covered
under Plan 1A, prescription drug coinsurance out-
of-pocket maximums range from $375 to $750,
based upon income levels. Plan 1B enrollees have a
prescription drug coinsurance out-of-pocket
maximum of $1,000. Plan 2 enrollees have a pre-
scription drug coinsurance out-of-pocket maxi-
mum of $125. Once the out-of-pocket limits are
reached, HIRSP pays 100% of covered prescription
drug expenses for the remainder of the calendar
year.

Table 2A illustrates how the current medical

deductible and medical coinsurance payment
mechanisms would operate for HIRSP enrollees
under Plan 1A and 1B with different medical ex-
pense scenarios. Under these scenarios, it is as-
sumed that only one family member is enrolled in
HIRSP.

Under the first example, after applying the
$1,000 medical deductible, the HIRSP Plan 1A en-
rollee is responsible for paying 20% of the next
$950 of expenses, or $190. The plan pays the $760
balance.

Under the second example, after applying the
$2,500 medical deductible, the enrollee would be
responsible for paying 20% of the next $5,000 (or
$1,000) of any additional covered expenses in-
curred during the calendar year before the plan
would begin paying 100% of all additional covered
medical expenses. This individual is limited to
$3,500 in out-of-pocket expenses ($2,500 medical
deductible and $1,000 coinsurance).

Table 2B illustrates how the current prescrip-
tion drug coinsurance payments operate separately
from the medical expense deductibles and coinsur-
ance payments. The same assumptions from Table
2A apply.

Under the first example, the HIRSP Plan 1A
enrollee would be responsible for paying 20% of
the $4,000 in prescription drug costs, which equals
$800. However, for the enrollee's income level,
there is an out-of-pocket maximum of $750. There-
fore, the enrollee is responsible for paying only
$750 of the $4,000 prescription drug expense.

Under the second example, the HIRSP Plan 1B
enrollee is responsible for paying 20% of the $4,000,
which equals $800. Since the Plan 1B enrollee has
an out-of-pocket maximum of $1,000, the HIRSP
Plan 1B enrollee is responsible for the entire $800
amount.



Table 2A: HIRSP Plan 1 - Examples of Payments Under Medical Expense Scenarios

Covered
Expenses Enrollee HIRSP
Balance Payments Payments
Plan 1A
Total Covered Medical Expenses $1,950
Less Enrollee Payments of $1,000 Deductible -1,000 $1,000
Expense Remaining After Deductible Payment 950
Less 20% Enrollee Coinsurance [Based on $950] -190 190
Expense Remaining After Coinsurance 760
Less 80% HIRSP Payment [Based on $950] -760 $760
Total $0 $1,190 $760
Plan 1B
Total Covered Medical Expenses $13,500
Less Enrollee Payments of $2,500 Deductible -2,500 $2,500
Expense Remaining After Deductible Payment 11,000
Less 20% Enrollee Coinsurance [Based on next $5,000] -1,000 1,000
Less 80% HIRSP Payment [Based on next $5,000] -4,000 $4,000
Expense Remaining After 80/20 Coinsurance 6,000
Less 100% HIRSP Payment on Balance -6,000 6,000
Total $0 $3,500 $10,000
Table 2B: HIRSP Plan 1 - Table 2A Examples with Prescription Drug Expenses
Covered
Expenses Enrollee HIRSP
Balance Payments Payments
Plan 1A
Total Covered Prescription Drug Expenses $4,000
Less 20% Enrollee Coinsurance (up to $750 max.) -750 $750
Expense Remaining After Coinsurance 3,250
Less 100% HIRSP Payment on Balance -3,250 - $3,250
Total For Prescription Drug Expenses $0 $750 $3,250
Total For Medical Expenses (from Table 2A) $0 $1,190 $760
Total For Medical and Drug Expenses Combined $0 $1,940 $4,010
Plan 1B
Total Covered Prescription Drug Expenses $4,000
Less 20% Enrollee Coinsurance (up to $1,000 max.) -800 $800
Expense Remaining After Coinsurance 3,200
Less 100% HIRSP Payment on Balance -3,200 - $3,200
Total For Prescription Drug Expenses $0 $800 $3,200
Total For Medical Expenses (from Table 2A) _$0 $3,500 $10,000

Total for Medical and Drug Expenses Combined $0 $4,300 $13,200



Waiting Periods. Waiting periods are the times
during which preexisting conditions diagnosed or
treated before the policy was issued will not be
covered. Waiting periods for preexisting conditions
are used as an underwriting tool to prevent
individuals from purchasing insurance only when
they have a need to seek medical treatment.

Under current law, conditions that are diag-
nosed or treated in the six months preceding the
filing of an application are not covered for the first
six months that the individual is enrolled in
HIRSP, except for certain individuals. If an indi-
vidual has been treated or diagnosed for a particu-
lar condition at any time during the six months
before the administering carrier receives the per-
son's application for enrollment, HIRSP will not
pay any claims for expenses arising from this con-
dition during the first six months of HIRSP cover-
age. Health care services provided for the condi-
tion will be covered after the six-month waiting
period. Eligible individuals are exempt from the
six-month waiting period.

Lifetime Benefit Limits. A lifetime benefit limit is
the maximum amount of medical benefits that may
be received under the plan during the enrollee's
lifetime. Overall benefit payment maximums are
used to provide a degree of protection to insurance
plans from catastrophic losses. Currently, HIRSP
policyholders are subject to a $1 million lifetime
limit on benefits for all medical conditions.

Cost Containment Procedures. Persons receiv-
ing services under HIRSP are subject to certain cost
containment procedures to control medical costs.

Prior Authorization. Under current law, DHFS is
authorized to implement, by administrative rule,
the same utilization and cost control procedures
used under the MA program. While MA requires
prior authorization for certain services, HIRSP does
not require prior authorization. Instead, DHFS en-
courages providers to obtain prior authorization
before certain services are provided. In addition,
the plan administrator reviews certain high-cost

claims to ensure medical necessity.

ClaimCheck. ClaimCheck is software used in the
HIRSP processing system that identifies and cor-
rects claims payments for inappropriate procedure
codes billed on HIRSP claims.

Insurance Disclosure. Health insurers are re-
quired to disclose information on the Wisconsin
residents they insure for the purpose of post-
payment recovery (when health insurance is retro-
actively identified for a HIRSP policyholder) and
cost avoidance (when other health insurance is
available and a provider tries to bill HIRSP prior to
billing other health insurance).

Subrogation. Subrogation is recovery of monies
from third parties for HIRSP policyholders who
have suffered injuries for which third parties may
be liable for the costs of medical services associated
with the injury. Third parties could include
worker's compensation and medical malpractice
policies.

Disease Management. Disease management ser-
vices assist enrollees with managing their diseases
in a manner that reduces or delays the detrimental
clinical and functional effects of the disease and
reduces the need for and cost of medical care. Dis-
ease management delays or avoids complications
of diseases or prevents acute exacerbations that
could require hospitalization or emergency room
care. Currently, HIRSP is not using disease man-
agement services. However, DHFS is negotiating
with a new plan administrator to implement these
services.

Prescription Drugs. Several cost containment
strategies have been or will be implemented to con-
trol prescription drug costs in HIRSP. A pharmacy
benefit management system (PBM) for HIRSP
manages or will manage the following cost con-
tainment strategies:

e establish rebate agreements with drug
manufacturers to maximize the amount of rebate



dollars generated by claims that would be returned
to HIRSP;

e implement drug cost containment mecha-
nisms, such as drug utilization review, day supply
limitations, early refill policies, prior authorization
for high-cost drugs, and coordination of benefits;
and

o utilize a preferred drug list (PDL), which
requires a pharmacist to obtain authorization from
the provider for a prescribed drug not on the PDL
before the drug is dispensed.

DHFS is currently in negotiations with a new
plan administrator. Therefore, the details of the
implementation of disease management and pre-
scription drug cost containment mechanisms are
not yet available.

HIRSP Funding

There are three sources of funding used to sup-
port HIRSP: (1) premiums paid by participants; (2)
assessments on health insurance companies doing
business in Wisconsin; and (3) a pro rata reduction
in the billed charges of health care providers. 2003
Wisconsin Act 33 (the 2003-05 biennial budget act)
eliminated state general purpose revenues (GPR)
as a source of funding used to support HIRSP. Ta-
ble 3 provides the amount from each funding
source used to support actual HIRSP costs in 2003-
04.

Participant Premiums. Current law requires that
60% of the projected operating and administrative
costs of the program be funded from premium
revenue.

However, HIRSP Plan 1 premium rates cannot
be less than 140% to 150% of the rate that

Table 3: HIRSP Funding (2003-04)

Funding % of
Funding Source Amount Total
Premiums $88,363,337 60.0%
Insurer Assessments 29,454,448 20.0
Provider Contributions 29,454,448 20.0
Total $147,272,233 100.0%

would be charged under an individual policy pro-
viding substantially the same coverage and de-
ductibles as HIRSP. The Board is required to ap-
prove the premiums.

If setting Plan 1 rates at 140% to 150% of
the standard rate is not sufficient to cover 60% of
plan costs, then DHFS, with the approval of the
Board, has three options. First, any excess revenue
premium revenue available from previous years
can be used to fund any difference. Second, if the
excess revenue is not sufficient to fund the differ-
ence between premium revenue and 60% of plan
costs, then Plan 1 premiums can be increased
above 140% to 150% of the standard rate, but no
more than 200% of that rate. Third, if the projected
premium revenue would not be sufficient to fund
60% of plan costs after exercising the first two op-
tions, then contributions from insurers and provid-
ers can be increased to fund the remainder of costs.

Plan 2 rates are to be based on three factors:

e a comparison between the average per
capita amount of covered expenses paid by HIRSP
in the previous calendar year on behalf of Plan 2
enrollees and the average per capita amount of
covered expenses paid by HIRSP in the previous
calendar year on behalf of Plan 1 enrollees;

e the enrollment levels of enrollees with
coverage under Plan 2; and

e other economic factors DHFS and the
Board consider relevant.



Table 4: HIRSP Annual Premium Rates (effective 7/1/04)

Plan 1A ($1,000 deductible) Plan 1B ($2,500 deductible) Plan 2 ($500 deductible)
Age Group Zonel Zone2 Zone3 Zonel Zone 2 Zone 3 Zonel Zone 2 Zone 3
Males 0-18 $2,472  $2,232  $1,980 $1,776 $1,608 $1,428 $2,004 $1,800 $1,596
19-24 2,472 2,232 1,980 1,776 1,608 1,428 2,004 1,800 1,596
25-29 2,604 2,340 2,088 1,872 1,680 1,500 2,100 1,884 1,680
30-34 2,940 2,652 2,352 2,112 1,908 1,692 2,364 2,136 1,896
35-39 3,444 3,108 2,760 2,484 2,232 1,992 2,772 2,508 2,220
40-44 4,128 3,708 3,312 2,976 2,664 2,388 3,324 2,988 2,676
45-49 5,328 4,800 4,272 3,840 3,456 3,072 4,296 3,876 3,444
50-54 7,128 6,420 5,700 5,136 4,620 4,104 5,748 5,172 4,584
55-59 9,396 8,448 7,512 6,768 6,084 5,412 7,572 6,816 6,048
60+ 12,084 10,872 9,660 8,700 7,824 6,960 9,744 8,772 7,800
Females 0-18 $2,472  $2,232  $1,980 $1,776 $1,608 $1,428 $2,004 $1,800 $1,596
19-24 3,144 2,820 2,520 2,268 2,028 1,812 2,532 2,268 2,028
25-29 3,516 3,156 2,820 2,532 2,268 2,028 2,844 2,556 2,268
30-34 3,936 3,528 3,144 2,832 2,544 2,268 3,180 2,844 2,532
35-39 4,500 4,044 3,600 3,240 2,916 2,592 3,624 3,264 2,904
40-44 5,172 4,656 4,128 3,720 3,348 2,976 4,164 3,744 3,324
45-49 6,096 5,496 4,872 4,392 3,960 3,504 4,920 4,440 3,936
50-54 7,296 6,564 5,844 5,256 4,728 4,212 5,880 5,292 4,716
55-59 8,520 7,656 6,816 6,132 5,508 4,908 6,876 6,180 5,496
60+ 9,984 8,988 7,992 7,188 6,468 5,760 8,052 7,236 6,456

Zone 1: Certain zip codes in the Milwaukee area.
Zone 2: Certain zip codes in the Madison area and southeast Wisconsin.
Zone 3: The remainder of the rest of state.

As of July 1, 2004, Plan 1 premium rates were Table 5: Example of Annual HIRSP Premium
established at an amount equal to 140% of the (Plan 1A) -- Female Age 50 through 54* (1988-89
standard rate. Plan 2 rates were approximately 81% through 2004-05)
of Plan 1A rates. The actual rate paid by an enrollee Year Rate
will differ based on the zip code in which he or she

resides. The state's zip codes are divided into three 1988-89 $1,540
zones. These zones include the Milwaukee area 1989-90 1,540
. . ) ! 1990-91 1,796

the Madison area and southeastern Wisconsin, and 1991-92 2,248
the rest of the state. Table 4 identifies the premium 1992-93 2.880
rates effective July 1, 2004, for each of the three 1993-94 3,200
zones. 1994-95 3,228
1995-96 3,228

Table 5 illustrates how HIRSP Plan 1A premi- iggsg; gggg
u_m_s fo_r one group, females ages 50 _through 54 re- 1998-99 4,020
siding in Zone 1, have changed during the past 15 1999-00 4,020
years. 2000-01 4,596
2001-02 4,680

Assessments on Insurers. Current law requires that 2002-03 5,856
20% of HIRSP operating and administrative costs be 2003-04 6,480
2004-05 7,296

paid from insurer assessments. Every participating
insurer must share in the costs of the plan in propor- *Zone 1 (Milwaukee)



tion to the ratio of the insurer's total health care cov-
erage revenue for state residents during the preced-
ing calendar year to the aggregate health care cover-
age revenue of all participating insurers for state
residents during the preceding calendar year. The
statutes provide that "[e]very insurer shall partici-
pate in the cost of administering the plan.” On its
face, this provision appears to make all insurers
writing health insurance in Wisconsin subject to the
assessment, and initially this was the approach
taken by the Office of the Commissioner of Insur-
ance (OCI) when the first assessment was levied in
1981.

This assessment was immediately challenged by
a private employer offering a self-insured health
plan on the grounds that the federal Employee Re-
tirement Income Security Act (ERISA) prohibited
state regulation of self-insured plans. It was argued
that self-insured plans could not be subjected to as-
sessment in order to subsidize the operations of
HIRSP. In General Split Corp. v. Mitchell (523 Fed-
eral Supplement 427, Eastern District of Wisconsin,
1981), the Court upheld the challenge and ruled that
self-insured plans were not subject to Wisconsin in-
surance laws. Thus, self-insured plans could not be
subjected to insurer assessments under HIRSP. As a
result of this ruling, only private insurance compa-
nies, which are regulated by state insurance laws,
may be subjected to assessments to support HIRSP.

For the July 1, 2004 through December 31, 2004
period, 256 private health insurance companies do-
ing business in the state paid an assessment. The
amount of the assessment for the period July, 2004,
through December, 2004, ranged from $2.15 to
$1,555,026 per insurer.

Reduced Health Care Provider Reimbursement. Cur-
rent law requires that DHFS reimburse HIRSP pro-
viders for covered professional services at a rate
equal to the MA reimbursement rate paid to provid-
ers, plus an enhancement determined by DHFS.
Currently, the enhancement is equal to 40.4% of the
MA reimbursement rate. With this enhancement,
providers would be paid, on average, an amount
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equivalent to approximately 60% of a provider's
usual and customary charges.

However, current law specifies that pharmacy
costs are paid at the standard MA rate and are not
subject to the enhancement. This enhancement also
does not apply to inpatient and outpatient hospital
claims or Medicare crossover claims. Inpatient hos-
pital services use hospital-specific inpatient rates
and HIRSP-specific weights for diagnostically re-
lated groups. Payment rates for hospital outpatient
services may not exceed 61.32% of charges.

The MA enhancement, weights for diagnosti-
cally related groups, and percentage of charges are
adjusted annually, based on actuarial recommenda-
tions, to reflect the amount needed from providers
for their share of HIRSP costs. Current law requires
that HIRSP providers fund 20% of the HIRSP costs.
The providers' contribution is collected by reducing
reimbursements, as indicated above, by an amount
that would total 20% of projected plan costs. Except
for copayments, coinsurance, or deductibles re-
quired or authorized under the plan, providers are
expressly prohibited from billing the HIRSP enrollee
for any of the unreimbursed amount.

Premium and Deductible Subsidy Program.
Currently, individuals with less than $25,000 in
annual household income are eligible for a subsidy
to cover a portion of their premium if enrolled in
Plan 1A or Plan 2. Individuals with annual income
less than $20,000 are eligible for a subsidy to cover
a portion of their deductible if enrolled in Plan 1A.
Enrollees in Plan 2 are not eligible for a deductible
subsidy. Enrollees in Plan 1B are not eligible for
premium or deductible subsidies.

In 2004-05, premium and deductible subsidies
are expected to total approximately $5.4 million.
This amount will be funded equally from
assessments on health insurers and reduced
provider payments.

Table 6 identifies the current annual household
income eligibility levels for the premium and de-



ductible subsidy program for Plan 1A and the
amount of the subsidies at each income level. Table
7 compares the growth in the number of HIRSP
enrollees for Plans 1A and 2 and the number of
premium and deductible subsidy program partici-
pants for the years 1996 through 2004. HIRSP en-
rollees for Plan 1B are not included in the table
since these enrollees are not eligible for premium
or deductible subsidies.

Table 6: HIRSP Plan 1A Premium and
Deductible Subsidies Levels

Annual Household Amount Prescription
Income Level of Premium Medical Drug

But as% of  Deductible Deductible

Atleast LessThan Standard Risk Amount Amount

$0 $10,000 100.0% $500 $375
10,000 14,000 106.5 600 450
14,000 17,000 1155 700 525
17,000 20,000 1245 800 600
20,000 25,000 130.0 1,000 750

Table 7: HIRSP Plan 1A and 2 Enrollees and
Subsidy Participants (as of June 30 of Each
Year)

HIRSP Plan 1A Subsidy Enrollees

and 2 Enrollees % of Total
Year Number Number Enrollees
1996 8,934 3,411 38.2%
1997 7,667 3,267 42.6
1998 7,218 2,862 39.7
1999 6,771 2,598 38.4
2000 7,257 2,808 38.7
2001 8,611 3,319 385
2002 10,005 3,687 36.9
2003 10,288 3,903 37.9
2004 10,076 3,971 39.4

Organization and Management of HIRSP

Board of Governors. The plan has a 13-member
Board of Governors. The Board consists of the
DHFS Secretary (or a designee from DHFS), who

serves as chair, the Commissioner of Insurance (or
a designee from OCI) and the following 11 mem-
bers appointed by the Secretary of DHFS to stag-
gered, three-year terms: two participating insurers
representing nonprofit organizations, two other
participating insurers, three health care providers,
and four public members. Of the four public mem-
bers, at least one must have coverage under HIRSP,
and one must be a representative of a small busi-
ness in the state. Further, none of the public mem-
bers may be professionally affiliated with the prac-
tice of medicine, a hospital, or an insurer. Finally,
the three health care provider representatives must
include one representative of the Wisconsin Medi-
cal Society, one representative of the Wisconsin
Hospital Association, and one representative of an
integrated multi-disciplinary health system.

The Board's statutory duties and responsibili-
ties include: (1) collecting assessments from all in-
surers to provide for claims paid under the plan
and for administrative expenses incurred or esti-
mated to be incurred during the assessment period,;
(2) developing and implementing a program to
publicize the existence of the plan, the eligibility
requirements, and procedures for enrollment, and
to maintain public awareness of the plan; (3) estab-
lishing procedures under which applicants and
participants may have grievances reviewed by an
impartial body and reported to the Board; (4) ad-
vising DHFS on the choice of coverage; (5) estab-
lishing oversight committees to address various
administrative issues, such as financial manage-
ment of the plan and performance standards for
the plan administrator; (6) reporting to the appro-
priate legislative standing committees and to
members of the plan summarizing the activities of
the plan in the preceding calendar year, and in the
report, defining the cost burden imposed by the
plan on all policyholders in the state; (7) submit-
ting a report annually to the Legislature and Gov-
ernor on the operation of the plan, including any
recommendations to change the plan; and (8) ap-
proving the program budget prepared by DHFS
before its implementation.
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Current law authorizes the Board to prepare
and distribute eligibility and enrollment forms to
insurance solicitors, agents and brokers, and the
general public. The Board is further authorized to
provide for the reinsurance of risks incurred by the
plan and may enter into reinsurance agreements
with insurers to establish a reinsurance plan for
risks of coverage described in the plan or obtain
commercial reinsurance to reduce the risk of loss
through HIRSP. By administrative rule, the Board
may provide for agent commissions. The statutes
require agents and insurers to provide assistance in
filing applications. DHFS is authorized to establish
any additional powers and duties of the Board by
administrative rule.

Plan Administrator. Current law requires the
HIRSP plan administrator to: (1) perform all eligi-
bility and administrative claims payment functions
relating to the plan; (2) establish premium billing
procedures for collection of premiums from in-
sured persons; (3) perform all necessary functions
to assure timely payment of benefits to persons
covered under the plan, including making informa-
tion available relating to the proper manner of
submitting a claim and distribution of claim sub-
mission forms, evaluating the eligibility of each
claim for payment under the plan, and notifying
each claimant within 30 days after receiving a
properly completed and executed proof of loss
whether the claim is accepted, rejected, or com-
promised; (4) under the direction of DHFS, pay
claims expenses from the premium payments re-
ceived from or on behalf of persons covered under
the plan. If the plan administrator's payments for
claims expenses exceeds premium payments, the
Board of Governors must forward to DHFS, and
DHFS must provide to the plan administrator, ad-
ditional funds for payment of claims expenses.

The plan administrator is paid for its direct and
indirect costs from the health insurance risk-
sharing fund. Allowable expenses include that por-
tion of the administrator's costs for printing, claims
administration, customer service, financial and op-
erational reporting, building overhead costs, and
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other actual operating and administrative ex-
penses. DHFS currently pays the plan administra-
tor, and its subcontractors, approximately $322,000
monthly for HIRSP administrative costs.

2003 Wisconsin Act 33 eliminated the require-
ment that the HIRSP plan administrator be the
state’s MA fiscal agent. Electronic Data Systems
(EDS), the state's current MA fiscal agent, had been
the plan administrator for HIRSP since July 1, 1998.
DHEFS has issued an intent to award a contract to
Wisconsin Physicians Service to be the new plan
administrator. The new plan administrator is ex-
pected to be fully operational beginning April 1,
2005.

In addition to contracting with the plan admin-
istrator for administrative services, DHFS contracts
with the Legislative Audit Bureau to conduct an-
nual financial audits of HIRSP.

Oversight by DHFS. The Secretary of DHFS, in
addition to chairing the HIRSP Board of Gover-
nors, has a number of responsibilities relating to
the operation of the plan. The statutes require the
Secretary to promulgate a variety of administrative
rules governing the operation of HIRSP, including
rules to: (1) operate the plan; (2) establish annual
HIRSP premium rates, insurers' assessments, and
provider payment rates; (3) adjust premiums, in-
surers' assessments, and provider payment rates as
necessary to meet the costs of the plan; and (4)
permit certain persons who receive government
reimbursements or copayments to continue to be
eligible for the plan. DHFS may also promulgate
rules relating to premium rates, insurer assess-
ments, and provider payment adjustments as
emergency rules.

DHFS may establish the following limits on
covered services by promulgating administrative
rules to:

« apply the same utilization and cost control
procedures that apply under rules established for
MA, except that DHFS cannot apply the same co-



payments to HIRSP plan participants as apply to
MA recipients;

e limit the amount of services provided to
individuals with chronic mental illness in commu-
nity support programs; and

< establish copayments, coinsurance, and
out-of pocket limits for prescription drugs, subject
to the approval of the Board of Governors.

Further, DHFS may limit coverage of prescrip-
tion drugs to only those claims submitted by
pharmacists directly to the plan administrator.

Finally, DHFS, in consultation with the Board,
is required to establish a program budget for each
plan year. DHFS may not implement the budget
unless approved by the Board.

In 2004-05, DHFS was budgeted approximately
$5.0 million in segregated revenue for administra-
tion of HIRSP.

Oversight by OCI. Under current law, OCI is
required to assess each insurer its proportional
share of the HIRSP costs to be paid by insurers as
determined by DHFS. OCI is required to calculate
each insurer's portion and to notify DHFS of the
insurers that are to share in the costs. OCI may, by
rule, exempt as a class, those insurers whose share
would be so minimal as to not exceed the esti-
mated cost of levying the assessment.

OCI may, by rule, require insurers to submit
information that is necessary for OCI, DHFS, and
the Board of Governors to carry out their responsi-
bilities related to the administration of HIRSP.

However, DHFS, with the agreement of OCI,
may perform the various administrative functions
related to the assessment of insurers.

Participation Levels, Claims Activity
and Utilization Summary

Plan Enrollments. Enrollment in HIRSP in-
creased from 7,240 in July, 1998, to 18,468 in Octo-
ber, 2004. Some of the increase since 1997 is due to
the creation of Plan 1B in 1998 to comply with the
federal Health Insurance Portability, Accountabil-
ity and Access Act of 1996 (HIPAA). The number
of restated policies in force for Plan 1B as of Octo-
ber 31, 2004, was 8,542. According to DHFS, some
of the increase in enrollment may also be due to the
increasing number of insurers that are no longer
providing coverage to small businesses.

Table 8: HIRSP Enrollment as
of October, 2004

Number of
Plan HIRSP Enrollees
Plan 1A 8,189
Plan 1B 8,542
Plan 2 1,737
Total 18,468

As of October, 2004, 44% of HIRSP participants
were enrolled in Plan 1A and 56% of HIRSP enrol-
lees were female.

Length of HIRSP Participation in Plan.
Relatively few HIRSP enrollees are long-term
participants. For participants who cancelled their
HIRSP coverage in 2003, the average period of
enrollment was two years and six months for Plan
1A, one year and 10 months for Plan 1B, and five
years and four months for Plan 2. The average
period of enrollment for all plans combined was two
years and six months.
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Table 9: HIRSP Claims -- Calendar Year 2003

Plan 1, Option A

Plan 1, Option B

Plan 2 Total

% of
Expenditures Total

Inpatient Hospital $17,792,035 31%  $8,035,700
Pharmaceuticals 17,583,124 31 6,649,196
Physician 10,805,324 19 3,843,356
Outpatient Hospital 9,510,762 16 3,383,332
Durable Med. Equipment 1,583,364 3 435,965
Nursing Home 42,021 _0 20,757
Totals $57,316,630 100% $22,368,306

Participant Claims Data. Many HIRSP poli-
cyholders do not have benefits paid on their behalf.
In calendar year 2003, 67% of HIRSP policyholders
did not meet their medical deductible requirement
and therefore, did not have any medical benefits
paid on their behalf. This amount varies signifi-
cantly between the HIRSP plans. For individuals
enrolled in Plan 1A (which has a deductible from
$500 to $1,000), 56% did not meet the medical de-
ductible requirement. For individuals enrolled in
Plan 1B (which has a $2,500 deductible), 83% did not
meet the medical deductible requirement. For indi-
viduals enrolled in Plan 2, which has the lowest de-
ductible ($500), 43% did not meet the medical de-
ductible requirement.

According to unaudited financial reports, bene-
fit costs for HIRSP totaled $143.3 million in 2003-
04. These costs consisted of approximately $103.8
million in claims paid after accounting for rebates,
refunds, and subsidies. An additional $39.5 million
was funded by provider reductions.

Utilization Summary. For calendar year 2003,
67% of total HIRSP claims were paid for either
pharmaceuticals or inpatient hospital services. Ta-
ble 9 identifies HIRSP claims activity for calendar
year 2003 by service type.

Over 60% of total HIRSP costs were paid on

behalf of policyholders in Plan 1A. This is not sur-
prising because approximately 48% of all HIRSP
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Expenditures Total

% of % of % of
Expenditures Total Expenditures Total

36% $591,160 4%  $26,418,895 28%
30 12,474,024 80 36,706,344 39
17 1,069,175 7 15,717,855 16
15 949,259 6 13,843,353 15
2 343,905 2 2,363,234 2
_0 113,960 1 176,738 _0

100%  $15,541,483 100%  $95,226,419  100%

policyholders were enrolled in Plan 1A, and Plan
1A has a lower deductible.

HIRSP paid approximately 80% of Plan 2 ex-
penditures for pharmaceuticals. The reason such a
significant portion of Plan 2 costs are attributable
to pharmaceuticals is because Medicare does not
cover outpatient pharmaceuticals.

Expenditures for Plan 1B are lower due, in part,
to a higher deductible ($2,500 compared with
$1,000 for Plan 1A). Plan 1B is an alternative for
individuals that are less certain they will incur high
medical expenses. For individuals more certain
that they will incur high medical expenses during
the plan year, Plan 1A is more likely to be an ap-
pealing option, despite its higher premiums.

Summary of Recent Changes

Accrual Accounting. In 2001, the HIRSP Board of
Governors approved the conversion from cash to
accrual accounting. The Legislative Audit Bureau
recommended this change in its audit reports for
state fiscal years 1999 and 2000. The accrual
method of accounting recognizes liabilities when
incurred to ensure sufficient reserves if HIRSP en-
roliment suddenly and significantly declined. Cash
accounting ignores liabilities until they are paid.



The conversion to accrual accounting required
increased contributions to the plan to build re-
serves. These increased contributions resulted in
higher premium rates, an increase in insurer as-
sessments, and lower provider reimbursement
rates.

Case Management Pilot Program. 2001 Wisconsin
Act 16 directed DHFS to establish a community-
based case management services demonstration
pilot. The pilot program would last three years and
may include up to 300 enrollees. Participation in
the program is voluntary. Each enrollee must sat-
isfy any of the following criteria:

< Enrollee was diagnosed with a chronic dis-
ease.

e Enrollee takes two or more prescribed
medications on a regular basis.

e Enrollee was treated at least twice in a
hospital emergency room, or admitted at least
twice to a hospital as an inpatient, within six
months of applying for the pilot.

A team provides the community-based case
management services. The team consists of a nurse
case manager, a pharmacist, a social worker, and
the primary care physician. The services provided
include initial intake assessment, development of a
treatment plan, coordination of health care ser-
vices, patient education, family support, and moni-
toring and reporting of patient outcomes and costs.

The service provider must:
< be a private, nonprofit, integrated health

care system that provides access to health care in a
medically underserved area or in a health profes-

sional shortage area;

= operate an existing community-based case
management program with demonstrated success-
ful client and program outcomes; and

= demonstrate an ability to assemble and
coordinate an interdisciplinary team of health care
professionals.

DHFS must conduct a study to evaluate the pi-
lot program in terms of health care outcomes and
cost avoidance. DHFS will submit a report on the
results of the study to the Legislature and to the
Governor.

DHFS received proposals from two service
providers. However, because HIRSP is attempting
to include disease management as a cost control
measure in its contract with the new plan adminis-
trator, DHFS is requesting in its 2005-07 biennial
budget request that it no longer be required to es-
tablish a separate case management pilot program.

HIRSP Plan Administrator. 2003 Wisconsin Act
33 authorized DHFS to select a new plan adminis-
trator. As a result, DHFS prepared and issued a
request for proposals to establish a new HIRSP
plan administrator through a competitive bidding
process.

DHFS has issued an intent to award the con-
tract to Wisconsin Physicians Service for the period
beginning April 1, 2005, and ending March 31,
2008. The contract would contain three possible
one-year renewal options, which could be exer-
cised upon mutual agreement of both parties. As
part of the contract, Wisconsin Physicians Service
has indicated that Navitus would be its pharmacy
benefits manager.
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