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The Honorable Edwin J. Bowman
State Senate

129 West Circle Drive

Weirton, West Virginia 26062

The Honorable J. D. Beane

House of Delegates

P. O. Box 4275

Parkersburg, West Virginia 26104

Dear Chairs:

Pursuant to the West Virginia Sunset Law, we are transmitting a Preliminary Performance
Review of the Children’s Health Insurance Board (CHIP), which will be presented to the Joint
Committee on Government Operations on Monday, June 9, 2003. The issues covered herein are
“The West Virginia Children’s Health Insurance Board Provides a Necessary Function;” and
“Despite Good Performance, the CHIP Board Should Develop Contingency Plans for Potential
Funding Shortfalls.”

We transmitted a draft copy of the report to the Children’s Health Insurance Board on May
20, 2003. We held an exit conference with CHIP on May 27, 2003, We received the agency
response on May 30, 2003.

Sincerely,

hn Sylvia

JS/wsc

Joint Committee on Government and Finance

Childrenis Health Insurance Board Page 1



Page 2 June 2003



Contents

EXecutive SUIMMATY ........coccoiiiiiiiiiiieieeeceeee ettt st saeesaeeeeen 5
Review Objective, Scope and Methodology................coovvirieiiinieiiinieeeeeeee, 7
BacK@round...............coooiiiiiiiiieee e e e earee e 9
Issue 1: The West Virginia Childrenis Health Insurance Board

Provides a Necessary FUNCHON..........ccccveviieiieiicieeccceeese e, 11
Issue 2: Despite Good Performance, the CHIP Board Should

Develop Contingency Plans for Potential Funding Shortfalls................. 17
List Of Tables
Table 1: Nine States Already Experiencing Problems With CHIP...................... 18
List Of Appendices
AppendixA: Transmittal Letter t0 AZENCY......ccovecveeierieiieieeieeieeee e 25
Appendix B:  Actuarial RepOTt.........c.eeviieiiieiiieieceeee e 27
Appendix C: AgencCy RESPONSE .......eeveuiiiiiiiiieiieeeiee et 29

Childrenis Health Insurance Board Page 3



Page 4 June 2003



Executive Summary

CHIP is financially stable
and its costs per child were
under budget in FY 2002.

The CHI P actuary i s
current! yprgecti nga$20
mllionshortfdl infederd

fundi ng for t he Vst
M rgi ni aprogram n2007.

The CH P Boar d has not
deci ded upon, or
subst ant i vel y di scussed
conti ngency pl ans to
i npl ement i norder to
pratect thefiscd stablity
of the CH Pprogram

| ssue 1: The Vst M rginiaChildren’ s Heal t h 1 nsurance
Boar d Provi des a Necessary Functi on.

The Vst Mrg niaChil dren’ s Heal thl nsurance Boar dhas provi ded
oversi ght andgui dancetotheVést M rginiaGi | dren’ s Heal thinsurance
P ograrsi nce 1998, wen CH Pvas creat edt oprovi dehedl thi nsurancetol ow
i ncone chi | dren. The Boar d has desi gnedandi npl enent ed a conpr ehensi ve
heal t hi nsuranceprogranf or | owi nconechi | drenthat duri ngt he past year
provi dedcoveraget oover 35,000chi | dreninVest Mrgnia. Theprogram s
curetlystad e fiscd | ysoud adit scost sper chi | dvereact ud | yunder bucogt
I nFY2002.

TheBoar dhesnadepd i cy deci si onstod osegapsi nbenefi t coverage,
edtedirooedighlity, |imt and adlifeti reberefits, enedt oot -sheri rgard
st reanhi nepaynant operati ans. [ nadd ti on, theBoardhes encouragedrauti ne
ned cd addetd visitsthroughpreventi oncanpel gsadtarget edaut reechto
count i esandage groups Wer eahi gher percentage ot chil drenarestil | nat
cover edby hed t hi nsurance.

Not w t hst andi ngt hei nportant di recti onwvhi cht he GH PBoar dhas
provi ded, therearethreemnar gperati ord functi answini cheod dbei nproved
Thesei nvd vetheamud estad i shnent of theBoerdcd endar, thedd i very of an
anud report thet currentlyi snat be ngnade, andt hegppo ntnent of asixth
citi zennenber asrequi redbyrevisionsin@ade Thelegi sl ativeAud tor
concl udest het therei saneedfor theGH PRoardtoconti nue.

| ssue 2: Despite Good Perfornance, the CH P Board
Shoul d Devel op Gonti ngency H ans for Potential Fundi ng
Jotfdls.

TheGHPact ueryi scuratl yprg ecti nga®0ml i onshortfd | i nfederd
fud ngfar theVigst Virg naprogramn2007. Thisi sthefird year of thefirst
10year Gy essiod fud goyd efa d| o thestaes. Thsprg ectianisba g
nadeduri ngaperi add stat ebudget prad ens, congressi ond budget changes,
risingCHPerd | nentsandrisinghed thcarecosts. The (H PRoar dhas nat
deci dedupon, or subst anti vel y d scussed conti ngency gl anstoi npl enent i n
order topratect thefisca stabilityof theCH Pprogram Sone changes nay
requi reanendnentstothestate CH Ppl anwhi chnust be approved by t he
federd goverment bef orei npl enentati on, sotheti nerequ redt onaket hese
changes cad dbeext ersi ve.
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Innineather states, GH Pprograns have hadt o nake conpr ehensi ve
changesinorder tosurvive. The (H Pprograns i nxl ahonaand M ssour i
werethreatenedwthel i nnnati onduri ngt he FY2004 budget devel opnent
process. Theleg slativeAud tor findsthat t he GH PBoar dshoul dspendan
adequat eanount of ti neonconti ngency pl ani ngauri ngt hepresent peri oddf
prayanstad litybef areacri s sdevd gos.

Recommendat i ons

1 TheLegi sl at ure shoul dcorsi der continuingthe Gl dren’ sHeal th
I nsur ance Boar d

2 The Boar d shoul d ensure t hat a report whi ch neet s t he
requi renent s out | i nedi n ae be submt t edannual | yt ot he Gver nor and
legdaue

3 The Boar d shoul d ensuret hat anaddi ti onal citizennenber i s
added, as requi red by (ae.

4 The Boar d shoul dset anannual cal endar for Board neet i ngs each
yed.

5 The Boar d shoul d begi nt he process of devel opi ng a cort i ngency

pl an by 2005, whi chwoul dal | owfor changestothe S ate H anto be
submttedt o QWband accept ed.
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Review Objective, Scope and Methodology

Th sRdinmnaryRerfornanceRvi enof theGil dren sHed thRd i ¢y
Board, renanedthe Ghi | dren’ s Heal th nsurance Board, i srequi redand
authori zedbytheVigst M rg ni aSunset Lawy Gapter 4, Aticlel0, Section5
of theVst M rgi ni a deas anended. The Board, expandedi n2000t 0
becone an el even nentoer body, | s conposed of ci ti zenand agency nentoer s.
Twoex-of fi ci onentoer srepresent theHbuseandthe Senate. TheBoardi s
chergedwthdevd ga g asfar hed thservi cesar hed thi rsurancespedi ficto
theneedsd children It isd sochergedwthbring ngfiscd stabilitytothe
Qi | dren’ s Heal thi nsurance B ogr ant hr ought he devel opnent of anannual

pan

(yj ective

Tredjectived th sad t i stodetermretheef fecti venessd theBard
inprod d rgfiscd stdalityinthefeced prg ededfud mgdartfdls. Inaddtian
theaudit revi evedtheBoard s conf ornancetonandat esin deandits
devel gonert of ani nsranceprograntoneet theneedsof thestate seighbe
dilden

Scope

Inthefirst four nanthsdf 2008, theleg sl @i veAd tar assessedthe
conposi ti on, functi oningandi nteracti onof theBoard. Thi s assessnent
emhesi zedacti astakenbytheBerdinligt of actuerid prg ecti asrd aing
toVest Mrginia sCHPprogram nati onal anal yses of fundi ngprobl ens
re ati ngt oGH Pprograns andconti ngency acti anstakenbyather stat€ sGHP
progans.

Met hodol ogy

Treleg sl aiveAd tar exannedst a eadfederd @oerequ renarts
fortheGHPprogamtheSat € sCH Ppl ans, anendnent s, benefit pl anand
amud fiscd pas; atendedtvo2003Boar dneeti ngsandrevi evedd | witten
nnnut es and sonet aped proceed ngsfor 2000-2002. Theleg sl ativeAd tor
a soconduct ed per sondl andt &l ephonei nt ervi ews w t h Boar d nenfoer s, the
executi ved rectar, executi veass stat, ch e fiscd offi car adact ueryd the
program i nadd ti ontorevi ew ngdocunent s provi dedbytheagency. This
report vas a sodevel opedusi ngneti ondl pd i cy andl yses and Gongr essi onal
reports, adS a ebudget, | abor andf oodst anpi nfornati on. Brery aspect

Childrenis Health Insurance Board Page 7



of this evaluation complied with Generally Accepted Government auditing
Standards (GAGAS).
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Background

Through the past five
years, the West Virginia
Childrenis Health In-
surance Program has been
guided by the West
Virginia Childrenis Health
Insurance Board.

In 1997 Congress established the State Childrenis Health Insurance
Program to cover uninsured children in families with income that is low, but
above Medicaid eligibility levels. States were allowed to choose between three
benefit options in developing programs: 1) expanding Medicaid, 2) creating a
separate state insurance program, or 3) devising a combination of the two
approaches.

A Childrenis Health Insurance Board was created in 1998 to develop
an insurance program in West Virginia and to ensure the programis fiscal stability.
The Board was originally composed of five citizen members, two agency
directors, and two ex-officio legislative members. The agency directors were
from PEIA and DHHR; the legislative members included a member from the
Senate, and a member from the House of Delegates. In 2000, legislation was
enacted to add the Director of the West Virginia Childrenis Health Insurance
Program to the Board as Chairman, with voting powers. Also in 2000, a sixth
citizen member was to be added to the Board; however, this position is currently
vacant.

West Virginia Creates Childrenis Health Insurance
Program

With the aid of the West Virginia Childrenis Health Insurance Board,
West Virginia moved quickly to participate in this insurance effort. West Virginiais
original health insurance plan was submitted in 1998. At first, the state simply
covered young children (ages 1-5) by expanding the eligibility requirements for
Medicaid. The stateis second phase of childrenis health insurance created a
separate plan to cover older children (ages 6-18). Finally, the state withdrew
entirely from the Medicaid expansion and covered all children under its
separate plan.

Over time, the plan evolved further. West Virginia Childrenis Health
Insurance Program (CHIP) now uses the Public Employees Insurance Agencyis
Preferred Benefit Plan as ibenchmark coverage.i In addition, West Virginia
has increased its coverage to low income families, and covers children up to
their 19" birthday. Cost-sharing for families that met certain income levels was
imposed through moderate fees for medical visits. Also, pharmacy costs and
benefit limits were approved. Through the past five years, the West Virginia
Childrenis Health Insurance Program has been guided by the West
Virginia Childrenis Health Insurance Board in making these changes.

Childrenis Health Insurance Board Page 9
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CHIP Funding is Received from the Federal and State
Government

In creating the childrenis health insurance programs, Congress
appropriated $39.7 billion to be distributed among participating states over a
10 year period (1998-2007). The funding design also required states to
contribute a portion of funds to their childrenis health insurance programs. The
federal match for each state dollar contributed is calculated under a formula'.
The federal allotment for federal fiscal year 2003 will be $18.55 million. In
comparison, the stateis match this year will be $7.2 million.

Federal spending requirements are complex. All states are first required
to spend the oldest money received from the federal government in order
toqualify for redistributed money? in following years. States have three years
to spend each one year allotment, but after three years must return unspent
money so that it may be redistributed. For example, if West Virginia receives
$1,000,000, and only spends $800,000 in three years, the state must give
back the unspent $200,000.

With the growth in enrollment of children in CHIP, West Virginia was
able to spend all of its 2000 federal allotment, and is presently spending its
2001 allotment. Because West Virginia was able to spend the 2000 federal
allotment, the state recently received a redistribution ibonusi and will begin
spending this money in late June or early July 2003. However, this bonus
redistribution is only available until the end of the federal fiscal year. On October
1, 2003 West Virginia will begin spending its federal 2002 allotment.

Childrenis Health Insurance Programs in Other States

State CHIP programs have been established in all 50 states, the District
of Columbia and five territories. As of December 2002, 21 are Medicaid
expansions, 20 are separate state programs and 15 use a combination approach.
Nationally nearly five million children have enrolled in state CHIP programs.

! Based on a combination of the number of low-income children, and low
income uninsured children in the state and includes a cost factor of the average health
service industry wages in the state compared to the national average. States receive
a higher federal contribution for CHIP than for Medicaid for every dollar of state
Jfunds spent. )

2 Redistributed money is money that is awarded to the state after certain
spending requirements are met.
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Issue 1

The Board has
accomplished the task of
designing and
implementing a

comprehensive health
insurance program for
children, and during the
past year, over 35,000 West
Virginia children received
health coverage under
CHIP. The program was
actually under budget in
FY 2002.

The West Virginia Childrenis Health Insurance Board
Provides a Necessary Function.

Issue Summary

The West Virginia Childrenis Health Insurance Program (CHIP) operates
with the authority of the Childrenis Health Insurance Board. Since 1998, the
program has been developed to provide health insurance to low income children.
The Board has accomplished the task of designing and implementing a
comprehensive health insurance program for children, and during the past year,
over 35,000 West Virginia children received health coverage under CHIP. The
program was actually under budget in FY 2002. There are some minor
operational functions that should be addressed by the Board. The Board should
develop a calendar of meetings to help members attend more frequently by
having advance notice. Also, the Board should regularly submit an annual report

and should appoint an additional citizen member, as required by Code.

For five years, the West Virginia Childrenis Health Insurance Program
(CHIP) has been providing health insurance coverage for low income children.
The CHIP program operates with the authority of the Childrenis Health Insurance
Board, which was created to idevelop plans for health services or health
insurance that are specific to the needs of children and to bring fiscal
stability to this program through the development of an annual financial
plan ...p5-16B-4(b).i This audit finds that the CHIP Board has created
a program that is currently stable and fiscally sound.

CHIP Board Has Given Important Direction to the CHIP
Program

West Virginia CHIP is midway through the first federal funding cycle.
The CHIP Board is charged with reviewing and adopting an annual fiscal plan
that is in conformity with the CHIP budget and meets a state fiscal threshold of
90% of total available funds for the current fiscal year. In January 2003, CHIPis
actuarial review showed that program expenditures were projected to remain
well within the 90% cap. In addition, while the program has seen rising health
care costs, the monthly cost per child is actually $7.71 less than anticipated in
FY 2002.

Childrenis Health Insurance Board Page 11



The West Virginia CHIP
Board has actively partici-
pated in assessing benefit
coverage, streamlining
operations, initiating pre-
vention campaigns and
targeting eligible unin-
sured children.

Page 12

The Board has been active in evaluating and refining the CHIP program.

A summary of the CHIP Board accomplishments includes:

Closing gaps in benefit coverage. In 2001, the Board learned that
CHIP did not cover iwell child carei annual check-ups for children
ages 7 to0 9, and voted unanimously to change the benefit structure to
include these children for annual check-ups.

Extending income eligibility. The Board made policy decisions
expanding income eligibility up to 200% of the Federal Poverty Level,
which allows a family of four with an income of up to $36,800 to receive
CHIP coverage.

Enacting benefit limits to protect the financial integrity of the
program. Benefit limits were enacted in June 2002, capping annual
benefits at $200,000 and lifetime amounts of coverage at $1 million
per child.

Enacting cost sharing for higher income families. The Board
initiated cost sharing with medical co-pays on a sliding scale of up to
$35 for medical visits, and pharmacy co-pays on a sliding scale from
no cost for generic brands up to $15 for non-preferred pharmacy
prescriptions.

Streamlining operations. The West Virginia CHIP program uses the
same third party administrators as the Public Employeeis Insurance
Agency for both medical and prescription drug benefits. Renewal
forms have been simplified.

Creating online electronic enrollment capability from any location.
Computer programming is underway to allow online electronic enrollment
from personal computers, libraries and doctoris offices. This should
be functional in September 2003.
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In 2002, over 35,000
children in West Virginia
received health coverage
through CHIP.

West Virginia is one of 14
states eligible to receive
itbonusi money because it
spent all of the 2000
federal allotment.

i Encouraging routine medical and dental visits. CHIP has initiated
two summer prevention campaigns, in 2001 and again in 2003, to
encourage families and medical personnel to conduct well-child annual
check-ups.

i Targeting outreach and supporting coalitions. Finally, the program
has been able to target its outreach efforts to counties and age groups
where a higher percentage of children are still not covered by health
insurance. CHIP has engaged in cooperative efforts with local health
networks, county schools and medical providers to locate and enroll
children.

In the past 12 months, CHIP provided health coverage for over 35,000
children®. In addition, unlike 37 other states, West Virginia has been able to
spend its original federal allotments, which has allowed it to receive redistributed
ibonusi money. In April, the CHIP program learned that it was eligible for
$18.8 million in these redistributed bonus monies. Although this amount must
be spent after the current allotment being spent down (2001) is exhausted, and
before the end of the federal fiscal year in September 2003, the CHIP program
estimates that it will be able to spend between $5 and $6 million of the bonus
money before it must be returned to the federal government.

Minor Operational Issues of the CHIP Board

For the last calendar year most citizen Board members attended only

While the CHIP Board has provided important direction to the CHIP
program, which has resulted in fiscal stability and lower than expected per-
child health costs, several minor operations of the CHIP Board could be
improved. These involve the Board meeting dates, delivery of the anuual report
and appointment of another citizen board member. At present, the Board meeting
dates are unpredictable. Meetings are not set by an annual calendar, and
citizen members have found it hard to make long term plans without missing
meetings. One citizen member noted: i/ think Board meetings should be set
in advance so that individual Board members can make plans that will
not conflict. Presently, a lot of meetings are cancelled or postponed.i

3The “ever enrolled” number of all children covered during the year has been 35,000
and reflects children moving in and out of the program. The average number of children reflects
those steadily covered, and this number(21,147) is used for actuarial forecasts.
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Minor operations of the
Board needing improve-
ment include the addition
of a 6" citizen member to
theBoard,the establish-
ment of an annual calendar
and the provision of an
annual report to the
Legislature.

Page 14

For the last calender year most citizen Board members attended only
three out of the five meetings held. In addition, an annual report required
by Code is not being delivered to the Legislature, and a citizen member position,
created by Code revisions in 2000, has not yet been filled.

Conclusion

The CHIP Board serves a necessary and important function in directing
the development of CHIP program policies and procedures in addition to
maintaining its fiscal stability. In five years it has presided over the creation of a
childrenis health insurance program that has delivered health care services to
over 35,000 of West Virginiais low income children.

The Board has created a CHIP program which provides comprehensive
health coverage for children, is available to many lower-income families in the
state, provides financial protections to the program through limiting benefits
and shares the cost burden through co-payments. Operations of the program
have been streamlined, and the renewal process has been simplified. Enrollment
is in the process of being simplified, and the prevention of chronic medical and
dental problems through routine health visits is being encouraged. Uncovered
children are being specifically targeted by location and age group for enrollment.
However, a few minor operations of the Board could improve. Three areas
that should be improved are: the lack of submission of the annual report, the
lack of full citizen membership on the Board since Code revisions in 2000 and
the lack of a calendar for Board meetings.

Recommendations

1. The Legislature should consider continuing the Childrenis Health
Insurance Board.

2. The Board should ensure that a report which meets the requirements
outlined in Code be submitted annually to the Governor and
Legislature.

3. The Board should ensure that an additional citizen member is added,
as required by Code.

June 2003



4. The Board should set an annual calendar for Board meetings each
year.
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Issue 2

The West Virginia
CHIP program, currently
financially sound, faces a
possible $20 million
federal deficit in 2007.
While this deficit may not
materialize, the CHIP
Board needs to develop a
contingency plan for
protecting the CHIP
program.

Despite Good Performance, the CHIP Board Should
Develop Contingency Plans for Potential Funding
Shortfalls.

Issue Summary

The West Virginia Childrenis Health Insurance Board has created a
program that is currently stable and fiscally sound. In January 2003, CHIPis
actuarial review showed that program expenditures were projected to remain
within 90% of total available funds for the current fiscal year. However, the
actuary is also projecting that a shortfall of $20 million from the federal
allotment will develop in 2007, the final year of the first congressional funding
cycle. See Appendix B for the March 31, 2003 quarterly actuarial report.
This projection is being made during a period of state budget difficulties,

congressional budget changes, rising enrollments and rising health care costs.

The $20 million projected deficit may be offset by bonus distribution
monies that West Virginia is eligible to receive. However, these monies are
severely restricted in terms of the time that they are available to be spent and
the types of expenditures for which they may be used. Despite the addition
of these funds, it presently appears that a federal shortfall threatens
the CHIP program. Nine state CHIP programs have already experienced
serious budget problems. Five of the nine experienced budget problems early
in the development of their programs; four are presently coping with cuts to
their programs due to recent cuts in their state budgets.

The CHIP Board, while aware of the impending deficit and the possible
economic threats, has not decided upon or even substantively discussed
contingency plans to implement if one or more of the potential threats to the
program becomes a reality. However, the time required to make the needed
changes could be extensive. The CHIP Board has a four-year time period in
which to examine various options to protect the program. Ifthe Board develops
a contingency plan within the next two years, it will still have two years in which
to submit an amendment to the State Plan for federal approval, and implement
its agreed upon plans. The CHIP Board should devote an adequate amount
of time to contingency planning during the present period of program
stability before a crisis develops.

Childrenis Health Insurance Board Page 17



Nine other states are
already experiencing
financial problems that
threaten the existence of

The CHIP program has had a positive performance to date; however,
there are external problems developing that could significantly impact the
programis financial stability. Even so, a survey of Board members and a review
of Board actions indicates that forward planning for these potential problems is
not being performed.

Potential CHIP Program Threats

The agency is dependent upon funding from both the state and the
federal governments. This external reliance poses a risk to the program. One
of the initial concerns of the Legislative Auditor is that CHIP programs in nine
other states are already experiencing budget problems. Five of the nine began
experiencing problems early in the establishment of the program; four have

their CHIP programs. experienced threats to the program due to recent cuts in their stateis budget.
Two of the states with state budget crises had CHIP programs that were initially
eliminated by committee actions. In one state, the Governor found enough
funding to save the program. In the other state, the program was allowed to
continue by agreeing to establish co-pays for all CHIP participants.

Table 1 illustrates these problems and the actions taken by various
states. It shows that such problems have developed with all three designs of
the program: Medicaid expansions, separate programs and combined programs.
Also, the size of the program is not a determining factor for problems; Utah,
similar in size to West Virginia, has been affected. See Table 1.

Table 1

Nine States Already Experiencing Problems With CHIP

State Size Type Problem

Montana 13,875 Separate Reached state-established cap January 2001.

Rhode Island 19,515 Medicaid Grew too rapidly. Used up all federal funds available.

Connecticut 21,346 Combined State budget cuts.

Utah 33,808 Separate Could not remain within budget.

Oklahoma 84,490 Medicaid State budget cuts. Program elimination approved by its legislature. The
governor found money in the budget to save the program.

Kentucky 93,941 Combined Grew too rapidly.

North Carolina 120,090 Separate Could not remain within budget.

Missouri 112,004 Medicaid State budget cuts. Program elimination approved by House committee.
The.p?ogram was allowed to continue after agreeing to co-pays for all
participants.

Texas 727,452 Combined State budget cuts.

West Virginia 35,949 Separate No problems yet; within budget.
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The federal shortfall in
2007 depends on the CHIP
enrollment remaining
relatively steady, and does
not include the addition of
federal bonus awards.

West Virginia is
experiencing  budget
problems that could
impact its funding of the
CHIP program.

Despite the problems of the states listed above, the Legislative Auditor
finds that CHIP has been able to budget its funding to extend the financial
stability of the program. However, while the Stateis program does not appear
to have an immediate funding problem, a projected shortfall of $20 million from
the federal allotment is expected to develop in 2007. See Appendix B for the
March 31, 2003 quarterly actuarial report. The Legislative Auditor has
identified five areas of potential financial threat that could ultimately
impact West Virginiais program. They include: state budget difficulties, a
federal funding shortfall, congressional budget changes, rising enrollment within
the program, and rising health care costs. A closer look at these areas follows:

i Federal funding shortfalls in West Virginia. Actuarial
forecasts showed a deficit situation of $20 million developing
mFY 2007 due to a shortfall in federal funding. Ifthis develops,
the program will need additional federal funding beginning in
FY 2007. This forecast is a projection based on the program
having an average enrollment of 21,147 children and includes
only the federally allotted money that the state expects to receive
for each year through 2007. The forecast does not take into
account any redistribution bonus monies because amounts are
uncertain and unreliable. As more states spend their total
allotments, there may be no bonus money available to West

Virginia.

i Federal budget cutbacks. Currently $2.7 billion of the federal
funds allotted for childrenis health insurance programs have
been eliminated from the federal budget. Since these monies
were distributed to the states, and then returned by states unable
to spend them within three years, the return of this money will
not have an immediate impact on the future federal allotments.
However, additional funding is already needed by some
programs in other states that have grown rapidly but are ineligible
for the redistributed bonus funds due to prior spending patterns.

i State fiscal problems. West Virginia is experiencing budget
problems that developed rapidly. In FY 2002 the state had a
$14.4 million surplus. Just two years subsequent to this, the
FY 2004 budget called for a 10% reduction across agencies
due to a forecasted shortfall of $200 million in revenues.
Although the CHIP program received its full funding request of
$7.2 million for FY 2004, ongoing state fiscal problems could
impact the amount of money available in the future for the 17%
match.
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The general economic
downturn being experi-
enced by the state could
result in a higher than
anticipated enrollment of
children in CHIP.

Page 20

i Rising enrollment. This has been the cause of many problems
for CHIP programs in other states. While the enrollment in
West Virginia has remained between 20,000 and 21,282 since
May 2001, this could change. A recent study by West Virginia
University found that on any given day, 6.6% or 28,000 of
West Virginiais children are uninsured. Of'this 6.6%, over
22,000 are in low income families, some of whom might qualify
for Medicaid or CHIP. The general economic turndown being
experienced by the state could result in a higher than forecasted
enrollment of children. While the unemployment figures remain
similar to a year ago, the number of jobs in the state has declined
by 1,300 since March 2002. In addition, the number of food
stamp recipients has increased by over 16% since 2001.
Families losing income could become eligible for CHIP, causing
the enrollment to swell beyond the CHIP programis funded

capacity.

i Rising health care costs. While West Virginia has seen
benefits from instituting drug co-pays that reward the use of
generic drugs, it has already experienced three consecutive
years of double digit growth in health care. CHIPis annualized
cost per child was $1,285in 2001, $1,571 in 2002, and $1,561
in2003. Health care costs alone may cause the CHIP program
to be unable to expand coverage to remaining uninsured
children, or to provide coverage to new uninsured children
whose families become eligible due to reductions in family
income.

Board is Aware of Threats, But Has Not Created
Contingency Plan

A review of Board actions indicates that the Board is aware of many of
the threats to the CHIP program. The Legislative Auditor reviewed the Boardis
actions from January 2000 through February 2003. During this time, the Board
implemented several measures to protect the fiscal stability of the program.
Pharmacy co-pays were enacted for all CHIP participants* and benefit limits
were established in July 2002.

‘Pharmacy co-pays were approved with an initial cost share for lower income families
that was higher than the amount finally allowed by the Centers for Medicare and Medicaid
Services (CMS). Because CMS did not allow the original pharmacy co-pay rates established by
the Board, the savings to the program will be $475,000 less than anticipated.
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The Board has been
informed of possible
deficits throughout the
existence of the program,
but it has not planned to
protect the program.

Despite these actions, the Board has not decided upon or even
substantively discussed contingency plans to implement if one or more
of the potential threats to the program becomes a reality. Here are the
contingency measures mentioned during Board meetings:

i In November 2001, during a discussion of the reduction in the amount
of the federal allotment to West Virginia, the actions to take if there was
an increase in the cost per child were mentioned. The director noted
there might be two actions to take: fo cap enrollment, or to seek
additional funding. No further discussion about these actions
took place.

i In August 2002, the actuary reported that the projected federal shortfall
in funding for 2005 had been reduced from over $7 million to under $3
million. One citizen Board member asked what should be done if the
shortfall occurs, and another observed that the Board will have to make
some decisions. The director noted that other states have had to
establish a waiting list. There was no further discussion or
planning despite the forecasted deficit.

i In February 2003, the Board learned that a deficit in federal funding is
not projected until 2006. A citizen Board member asked i4¢ what
point do we need to start planning for the 2006 and 2007 funding
deficit?i Various responses were made. The director noted that the
Board should continuously monitor the fiscal reports, and possibly next
year (2004), consider a plan to develop a possible waiting list or to cap
enrollment. Another Board member stated that the Board should start
looking at this issue either this summer or in the next year.

The Legislative Auditor surveyed all of the Boardis voting
members’ in March 2003 to gain a further understanding of the Board
memberis concerns toward the threats to CHIP. Several members
expressed urgency in beginning the planning process, noting that while
future funding issues have been raised, they have not been put on the
Boardis agenda. One stated, i We should have been discussing these
issues a year ago.i Another noted, i We need to know [more] so
we can increase or decrease benefits.i Additional solutions to future

SThe Board is presently composed of five citizen members, three agency directors, and
two ex-officio legislative members. The agency directors are from PEIA, DHHR (or designee)
and WV CHIP; the legislative members include a member from the Senate, and a member from
the House of Delegates.
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funding problems raised briefly during past Board meetings were
mentioned by another Board member who stated that the Board has
talked about enacting waiting lists or reducing eligibility.

Why hasnit the Board acted?

The Board is aware of the threats to the CHIP program but has not
Structural processes such  taken action to plan for future problems that could occur. The cause of this

as the meeting agendamay 1,4 tjon appears to be linked to the following reasons:
have hindered Boar

action.

1. The meeting agenda provided by the executive director has
covered current activities of the CHIP program and not provided
time for future planning.

2. While a few Board members have brought up concerns about

contingency planning, they have not been successful in creating
discussion of possible changes.

3. The executive director has presented a isolutioni to the Board
by mention of establishing a waiting list, which may have
discouraged additional discussion and planning.

4. There has been a false sense of security because the financial
performance of the CHIP program has cost less per person
than the budget forecasts anticipated.

Adequate time must be devoted to planning

If a threat to the CHIP program materializes into a financial crisis for
the program, the time needed to preserve the program may be limited. However,
the time required to make the needed changes could be extensive. An adequate
amount of time should be devoted to assessing both the possible problem
and the impact of the proposed solution on the program and on the
enrolled children.

Possible actions the Board could take

Some of the actions taken to preserve programs in other states may be
considered by the Board to address the projected federal shortfall in 2007.
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Other states have taken a
variety of approaches to
respond to threats to their
CHIP programs.

They are as follows:

i Freeze, or cap enrollment. Frozen enrollments stop enrollment for a
period of time; capped enrollments set the number of enrollees allowed
at a pre-determined level. Two of the programs froze enrollment early
in the development of their programs, in effect capping the number of
enrollees; a third suspended enrollment due to recent state budget cuts.

i Waiting lists; short open enrollment periods. Sometimes enacted
in concert with frozen enrollments.

i Premiums. One program initiated an annual premium charge of 4% of
family income, while a second introduced monthly premiums.

i Increase cost sharing amounts. This would involve raising costs for
the enrolled family, and would require approval by CMS.

i Reduce benefits. This would involve assessing the benefit package,
and might have implications in maintaining the ibenchmark equivalent
programi which is federally mandated.

i Lower eligibility standards. A change in eligibility standards from
200% of FPL back to 150% would restrict the number of children
eligible for this insurance coverage.

i Limit application process. Require all applications and renewals to
take place at the welfare office only, in an effort to limit the size of the
program.

Once a plan of action is determined by the Board, time may then be
needed for the approval of policy changes through the federal and state
governments.

Program Stability Allows Time for Contingency Planning

The CHIP Board has created a program that is currently stable and
fiscally sound. However, the Board has not substantively addressed and planned
for actions to take in the event that the program experiences: 1) a funding shortfall
as aresult of the stateis fiscal problems, 2) a larger than anticipated enrollment
due to families losing income during the economic downturn, 3) a shortfall due
to federal funding cutbacks, or 4) rising health care costs.
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Before a crisis develops, the
Board should carefully
examine the actions it
might approve as well as
the impact on the children
currently enrolled in the
program, and those need-
ing to enroll in the future.
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Before a crisis develops, the Board should carefully examine the various
actions that it might approve, as well as the possible impacts on the children
and families presently enrolled in the program and those needing to enroll in the
program in the future. This planning should include decisions about:

whether to impose eligibility income level changes;

whether, and how to expand cost sharing;

whether to make benefit changes, and which might be reduced first;
whether to impose enrollment freezes;

if enrollment is frozen, whether to enact open enrollment periods or
waiting lists;

i how to utilize the provision for a public-private partnership (provided
in Code); and

what time line would be needed to enact policy changes and allow
amending the state plan.

et e e e

Not only should these policy decisions be made as a matter of forward
planning, but the order in which these actions should be taken should be decided
before a crisis does not allow for careful consideration of possible scenarios.

Conclusion

West Virginiais CHIP program is not immune to financial problems
created by deteriorating economic conditions, turbulence within the health care
industry and changing federal health care policies. The Board, while aware of
these threats and the need to plan for future problems, has not made substantive
plans to respond in the event that any of these circumstances create problems.
Since some responses would require federal approval for policy changes, an
adequate amount of time should be devoted to assessing both the possible
problem, and the impact of the proposed solution on the program and the
enrolled children.

Recommendation

5. The Board should begin the process of developing a contingency
plan by 2005, which would allow for changes to the State Plan to
be submitted to CMS and accepted.
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Appendix A Transmittal Letter

WEST VIRGINIA LEGISLATURE

Performance Evaluation and Research Division

John Sylvia

Director

Building 1, Room W-314

1900 Kanawha Boulevard, East
Charleston, West Virginia 25305-0610
(304) 347-4890

(304) 347-4939 FAX

May 20, 2003

Sharon Carte, Director

Children’s Health Insurance Program
Building 3, Room 554

1900 Kanawha Blvd., East
Charleston, West Virginia 25305

Dear Ms. Carte:

This is to transmit a draft copy of the Preliminary Performance Evaluation of the Children’s
Health Insurance Board. This report is scheduled to be presented at the Sunday, June 8, 2003 interim
meeting of the Joint Committee on Government Operations. Itis expected that a representative from
your agency be present at the meeting to orally respond to the report and answer any questions the
committee may have. If you would like to schedule an exit conference between May 21, 2003 and
May 27, 2003 to discuss any concerns you may have with the report, please notify us to schedule an
exact time. In addition, we need your written response by noon on May 28, 2003 in order for it to
be included in the final report. If your agency intends on distributing additional material to
committee members at the meeting, please contact the House Government Organization staff at 340-
3192 by Thursday, June 5, 2003 to make arrangements.

We request that your personnel treat the draft report as confidential and that.it not be
disclosed to anyone not affiliated with the agency. Thank you for your cooperation.

Sincerely,

D
A
John Sylvia

Enclosure

C: Tom Susman, Acting Cabinet Secretary

Joint Committee on Government and Finance —
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Appendix B Actuarial Report

West Virginia Children’s Health Insurance Program Fiscal Year 2003

March 31, 2003 Quarterly Report

Available Funding - Beginning of the Year 2003 2004 2005 2008 2007
Federal 1999 $0 $0 $0 $0 $0
Federal 2000 6,465,294 0 0 0 0|
Federal 2001 21,144,989 1,770,424 0 0 0
Federal 2000 Limited Redistribution 0 5,300,000 0 0 0]
Federal 2002 16,650,270 16,650,270 0 0 0
Federal 2003 18,550,788 18,550,788 13,333,791 0 0
Federal 2004 0 18,550,788 18,550,788 0 0]
Federal 2005 0 0 18,550,788 18,188,440 0f
Federal 2006 0 0 0 18,550,788 743,721
Federal 2007 0 0 0 0 18,550,788|
State Original Funding $2,089,324 $0 $0 $0 $0
State Funding 2002 0 0 0 0 0
State Funding 2003 4,843,475 1,463,002 0 0 0j
State Funding 2004 0 7,122,654 2,460,108 0 0]
State Funding 2005 0 0 7,200,000 2,834,059 0
State Funding 2006 0 0 0 8,600,000 3,814,509
State Funding 2007 0 0 0 0 9,700,000

Program Costs 2003 2004 2005 2006 2007

Medical Expenses $19,875413  $22,022,855 $24,225,140 $26,647,654  $20,312,420
Prescription Drug Expenses 4,958,542 6,043,717 7,312,897 8,848,606 10,706,813
Dental Expenses 3,349,656 3,711,570 4,082,727 4,491,000 4,940,100]
Administrative Expenses 3,401,045 3,571,007 3,749,652 3,937,135 4,133,992
Program Revenues - Interest $0 $0 $0 $0 $0
Program Revenues - Drug Rebates 275,000 286,000 297,440 309,338 321,712
Net incurred Program Costs $31,300,656  $35,063,239 $39,072,977 $43,615,057  $48,771,612
Net Paid Program Costs 31,009,656 34,617,239 38,595,977 43,073,057 48,154,612
Federal Share $25,839,859  $28,937,691  $32,246,928 $35,005,506  $40,251,212
State Share of Expenses 5,469,797 6,125,548 6,826,049 7,619,550 8,520,401

Beginning IBNR $3,200,000 $3,500,000 $3,946,000 $4.,423,000 $4,965,000

Ending IBNR 3,500,000 3,946,000 4,423,000 4,965,000 5,582,000}

Funding Sources - End of the Year 2003 2004 2005 2006 2007
Federal 1999 $0 $0 $0 $0 $0
Federal 2000 0 0 0 0 0]
Federal 2001 1,770,424 0 0 0 0
Federal 2000 Limited Redistribution 5,300,000 0 0 0 0
Federal 2002 16,650,270 0 0 0 0
Federal 2003 18,550,788 13,333,791 0 0 0j
Federal 2004 0 18,550,788 0 0 v
Federal 2005 0 0 18,188,440 0 0]
Federal 2006 0 0 0 743,721 0
Federal 2007 0 0 0 743,721 0
Federal Shortfail $0 $0 $0 $0  $20,956,70
State Original Funding $0 $0 $0 $0 $
State Funding 2002 0 0 0 0
State Funding 2003 1,463,002 0 0 0 0
State Funding 2004 0 2,460,108 0 0
State Funding 2005 0 0 2,834,059 0 0
State Funding 2006 0 0 0 3,814,509
State Funding 2007 0 0 0 0 4,994,10
State Shortfall $0 $0 $0 $0 3

Childrenis Health Insurance Board
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Appendix C Agency Response

West Virginic

1900 KANAWHA BLVD., EAST
BUILDING 3, ROOM 554

CHARLESTON, WV 25305

304-558-2732 VOICE / 304-558-2741 FAX

HELPLINE 877-982-2447
www.wvchip.org

May 30, 2003
John Sylvia
Director ECEIVE
West Virginia Legislature
Performance Evaluation and Research Division MAY 30 2003
Building 1, Room W-314
1900 Kanawha Boulevard East '”““m'""‘m“““%}}ﬁ"‘“”

Charleston, West Virginia 25305
Dear Mr. Sylvia:

Thank you for the recent draft copy of the Performance Evaluation of the West
Virginia Children’s Health Insurance Board. We appreciate the information imparted
through this process and the oEportunity afforded us to discuss the recommendations in
our exit conference of May 27", In response to the five recommendations we offer the
following:

1. The Legislature should consider continuing the Children’s Health Insurance
Board. ‘ ‘

Response: Agreed.

2. The Board should ensure that a report which meets the requirements outlined in
Code be submitted annually to the Governor and Legislature.

Response: The West Virginia Children’s Health Insurance Agency (Agency) has
begun a review of these requirements and the necessary data and standard
reporting needed for a more comprehensive annual report. The agency’s next
annual report submitted to the Governor and Legislature on January 1, 2004 will
meet these requirements.

3. The Board should ensure that an additional citizen member is added as required
by Code.

Response: The Agency will submit a name(s) of a qualified individual for
consideration prior to the next Board meeting.
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4. The Board should set an annual calendar for Board meetings each year.

Response: The Agency has set an annual calendar for quarterly meetings
during the next fiscal year beginning July 1, 2003 and will provide this to the
Board prior to its next meeting.

5. The Board should begin the process of contingency planning in order to provide
for an adequate amount of time to assess the possible problem and the impact
of the proposed solution on the program and on the enrolled and yet-to-be
enrolled children.

Response:

The Agency closely monitors the financial standing of the West Virginia Children’s
Health Insurance Program (WVCHIP) through its monthly financial statements
and through certified actuarial reviews made available to the Board on a
quarterly basis, through year end fiscal statements to the Legislature, and
budgetary requests made in October to the Governor and Legislature. We also
believe this is reflected in an efficiently operated program which has seen its
annual child care cost decrease from $1,571 per child at the end of November
2002 to $1,533 per child at the end of March 2003 according to WVCHIP
internally-prepared financial statements. In addition, we would also offer the
following considerations:

> There is a limited number of children remaining without
insurance coverage.

The 2002 survey by the WVU Institute for Health Policy and Research (a
survey with a 95% confidence level) showed that only 6.6% or some
28,000 children remain without insurance coverage in West Virginia. Of
this number, an estimated 18,000 or so would be eligible for WVCHIP or
Medicaid. If as many as 60% of these were to enroll in WVCHIP, this puts
the maximum total amount of fiscal growth that may be anticipated as
follows:

18,000 children x 60% = 10,800 remaining children eligible for WVCHIP

10,800 children x $1,400 annual cost per child = $15.12 million total
program cost .

$15.12 million x 82.53% federal match rate* = $12.48 million federal
financial participation

e
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$15.12 million total program cost - $12.48 million = $2.64 million program
cost to state

An estimated $2.64 million maximum additional state funds
would be required if all eligible children were enrolled

> WVCHIP is a federal block grant program and not an open ended
entitlement program.

This means that in establishing WVCHIP, the federal government
extended greater fiscal control to the states to exercise greater budgetary
control by allowing them to cap programs at a designated level of
expenditure, and not grow them if warranted by the state budgetary
demands. This is not the case in Medicaid in which all eligibles must be
provided benefits if qualified. The West Virginia Legislature was well
aware of this when they authorized the WVCHIP in state code and was
emphatic the new program should be a separate program and not a
Medicaid expansion. Table I of the audit shows 9 other states “already
experiencing problems” with their CHIP programs, and it also shows that 6
of these 9 either had Medicaid expansions or were combination programs.
The decision to keep WVCHIP as a separate benefit program has
permitted WVCHIP a greater fiscal control through actions such as
increasing copayment schedules and creating benefit maximums as
commercial models of insurance do. We believe this choice has paid off
as shown by the fact that WVCHIP, not the smallest in size, is the only
one of ten that has remained within budget and not had to act to restrict
growth to remain in budget. Nonetheless, if circumstances were to
rapidly change in the coming year or years prior to the projected deficit of
2007, the State does have the option to cap spending or freeze
enrollment. Since this would require that West Virginia amend its State
Plan filed under Title XXI, it would be prudent to plan for this a year in
advance and to obtain necessary actuarial estimates.

> The federal allocation formula provides a certain amount of
protection against increased expenditures resuiting from higher
enroliment.

The proportion of federal funding allocated to West Virginia each year is
basically a reflection of its uninsured child population. This is why the
State’s federal allocation which was at $16.65 million in Federal Fiscal
Year 2002 was increased to $18.55 in FFY 2003 - because the number of
insured children had increased as a result of the averaging of the most
recent three years of census projection data over that of the prior year. Of

e e e e
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course this is in proportion to what is occurring in all states: for example,
if West Virginia’'s insurance coverage is holding steady while others loose
coverage faster, their allocations will have the greater increase.

> West Virginia’s health care delivery system is made more stable
through the addition of over $30 million in federal dollars and the
avoidance of uncompensated care costs provided by WVCHIP.

We recognize that one of the main drivers of health care expenditures is
the 42 million Americans who remain outside of health care coverage and
the uncompensated health care costs that are passed along to the rest of
the insured public - driving up costs - making premiums yet more
unaffordable and adding to the pool of the uninsured. This financial death
spiral can only be broken when major reform occurs at the federal level in
the not too distant future. The additional dollars provided to West
Virginia’s health care delivery system through WVCHIP help maintain
those rural hospitals and physicians who may be struggling under
increased financial pressures from uncompensated care at a precarious
time.

In summary, while we recognize the need for contingency planning as
recommended, we also believe health care financing currently exists in a highly dynamic
environment in which planning for changes too far in advance can result in the loss of
time and resources needed to evaluate other options/opportunities that may arise. We
agree we can begin to prudently plan for the potential deficit projected in 2007
sometime in the next two years as noted.

As you have requested, the West Virginia Children’s Health Insurance Agency will
be available to present to the Performance Evaluation Research Division on Monday,
June 9, 2003 at 9 AM. Please let us know the location of this meeting as soon as it is
set. Should you have any questions or need additional information prior to this date,

please let me or Terry Harless know.
<‘ :incerely, &&

Sharon L. Carte
Executive Director
WV Children’s Health Insurance Program

Cc:  Tom Susman, Acting Cabinet Secretary
Department of Administration
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